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Abstract. In today’s competitive and technology-driven business environment,
organizations face a critical strategic dilemma: whether to pursue workforce downsizing as a
rapid cost-reduction strategy or to invest in digital transformation as a long-term capability-
building approach. While downsizing can deliver immediate financial relief, research shows that
it often undermines employee morale, erodes organizational knowledge, and weakens
sustainable competitiveness. In contrast, digital transformation emphasizes technological
integration, workforce reskilling, and adaptability, positioning human capital as a driver of
innovation and resilience. Drawing on Strategic Human Resource Management (SHRM) theory,
this paper evaluates the advantages and limitations of both approaches. The findings suggest that
downsizing provides short-term efficiency but risks long-term decline, whereas digital
transformation fosters sustainable growth by aligning technology with human capital
development. Ultimately, the study highlights the strategic role of HR in guiding organizations
toward digital transformation as a more future-oriented solution to balance efficiency, innovation,
and workforce stability.
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Introduction. In an increasingly competitive and technology-driven business environment,
organizations are under constant pressure to improve efficiency, reduce costs, and maintain long-
term competitiveness. As a result, Human Resource Management (HRM) faces a critical
strategic dilemma: whether to pursue workforce downsizing as a rapid cost-reduction strategy or
to invest in digital transformation as a means of enhancing productivity and organizational
capability. While downsizing has traditionally been adopted to achieve immediate financial relief,
it often generates adverse consequences for employee morale, organizational culture, and long-
term performance. In contrast, digital transformation emphasizes technological innovation,
reskilling, and workforce adaptability, positioning human capital as a key driver of sustainable
growth. This paper explores this strategic HR dilemma by evaluating the advantages and
limitations of both approaches and highlighting the role of Strategic Human Resource
Management in aligning technological change with effective workforce development.

Literature Review. The concept of workforce downsizing has been widely discussed in
Human Resource Management literature as a strategic response to economic pressure,
globalization, and increased competition. According to Cascio (2014), downsizing is often
implemented to achieve immediate cost reductions and improve organizational efficiency.
However, several scholars argue that although downsizing may deliver short-term financial
benefits, it frequently results in negative long-term outcomes such as reduced employee
commitment, loss of valuable human capital, and declining organizational performance (Datta et
al., 2010). These consequences suggest that downsizing may undermine sustainable competitive
advantage by weakening the organization’s human resource base.In contrast, digital
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transformation has emerged as a strategic alternative that emphasizes technological integration,
innovation, and workforce capability development. Digital transformation involves the adoption
of digital technologies alongside changes in organizational processes and employee skill
requirements (Vial, 2019). From a Strategic Human Resource Management perspective, this
approach requires HR to focus on reskilling and upskilling employees to meet evolving job
demands rather than reducing workforce size. Ulrich et al. (2017) emphasize that HR functions
play a crucial role in facilitating digital transformation by aligning talent management practices
with technological change. The literature further highlights the strategic role of HR in managing
organizational change. Strategic HRM theory suggests that human capital is a key source of
sustained competitive advantage when effectively developed and deployed (Barney, 1991).
Within this framework, downsizing may weaken organizational capability, whereas digital
transformation can strengthen long-term competitiveness by enhancing employee adaptability
and innovation capacity. Therefore, existing research increasingly supports the view that HR
strategies should prioritize workforce development and digital capability building over
workforce reduction. Overall, the literature reveals a clear tension between short-term efficiency-
oriented strategies such as downsizing and long-term capability-oriented strategies such as
digital transformation. This tension forms the basis of the strategic HR dilemma explored in this
study.

Methodology. Workforce downsizing is commonly adopted by organizations as a strategic
Human Resource Management response to financial constraints, market uncertainty, and
competitive pressure. Downsizing typically involves reducing the number of employees in order
to lower operational costs and improve short-term financial performance (Cascio, 2014). From a
managerial perspective, this strategy is often viewed as an efficient and rapid solution during
periods of economic decline or organizational restructuring.However, empirical research
highlights several limitations of workforce downsizing. Datta et al. (2010) argue that downsizing
can lead to significant loss of organizational knowledge and skills, particularly when experienced
employees are made redundant. Moreover, surviving employees may experience decreased job
satisfaction, reduced trust in management, and increased job insecurity, which negatively affects
productivity and organizational commitment (Appelbaum et al., 2012). These outcomes suggest
that the short-term benefits of downsizing may be offset by long-term declines in performance
and innovation.

From a Strategic HRM perspective, downsizing may conflict with the objective of
sustaining competitive advantage through human capital development. Barney (1991)
emphasizes that valuable, rare, and skilled employees represent a critical organizational resource.
Therefore, excessive reliance on downsizing risks undermining an organization’s long-term
capability by eroding its human resource base. As a result, while workforce downsizing may
offer immediate cost efficiency, it presents significant strategic risks for long-term organizational
sustainability. Digital transformation has become a central strategic priority for organizations
seeking to enhance efficiency, innovation, and long-term competitiveness. It refers to the
integration of digital technologies into organizational processes, business models, and human
resource practices, fundamentally changing how work is performed and how value is created
(Vial, 2019). Unlike workforce downsizing, digital transformation emphasizes capability
development rather than workforce reduction. From a Strategic Human Resource Management
perspective, digital transformation requires HR to play an active role in preparing employees for
technological change. This includes reskilling and upskilling initiatives, continuous learning
systems, and the redesign of job roles to align with digital technologies (Ulrich et al., 2017). By
investing in employee development, organizations can increase productivity while preserving
valuable human capital. Research suggests that firms that successfully manage digital
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transformation achieve higher levels of employee engagement and innovation compared to those
relying primarily on cost-cutting strategies (Brockbank et al., 2019).Furthermore, digital
transformation supports organizational resilience by improving adaptability to changing market
conditions. Rather than reacting to external pressures through layoffs, organizations adopting
digital strategies can reconfigure their workforce to meet new demands. According to Kane et al.
(2015), digitally mature organizations are more likely to align technology with people-focused
strategies, enabling sustainable performance improvements. Consequently, digital transformation
positions HR as a strategic partner that facilitates change while maintaining workforce stability.
The strategic dilemma faced by Human Resource Management lies in choosing between
workforce downsizing as a short-term efficiency-driven strategy and digital transformation as a
long-term capability-oriented approach. While both strategies aim to enhance organizational
performance, they differ significantly in their impact on human capital and sustainable
competitiveness.Workforce downsizing primarily focuses on immediate cost reduction and
operational efficiency. Although this approach may improve short-term financial indicators, the
literature indicates that it often results in unintended negative consequences, including reduced
employee morale, loss of organizational knowledge, and weakened employer–employee
relationships (Datta et al., 2010). These outcomes can undermine long-term organizational
performance and limit the firm’s ability to innovate in a rapidly changing environment.In
contrast, digital transformation prioritizes investment in technology and employee skills,
enabling organizations to adapt to evolving market demands. From a Strategic HRM perspective,
this approach aligns more closely with human capital theory, which emphasizes the development
and retention of skilled employees as a source of competitive advantage (Barney, 1991). By
focusing on reskilling and workforce adaptability, digital transformation reduces reliance on
layoffs and supports sustainable growth (Ulrich et al., 2017). Therefore, the dilemma is not
merely a choice between cost reduction and technological investment but a strategic decision
regarding how organizations value and manage their human resources. While downsizing may
appear attractive in the short term, digital transformation offers a more balanced and future-
oriented solution by integrating technological advancement with human resource development.

Conclusion. This paper has examined the strategic Human Resource Management dilemma
between workforce downsizing and digital transformation. The analysis demonstrates that while
workforce downsizing may provide short-term cost reductions and immediate financial relief, it
often generates negative long-term consequences, including loss of human capital, reduced
employee morale, and weakened organizational performance. These outcomes limit an
organization’s ability to sustain competitive advantage in an increasingly dynamic business
environment.

In contrast, digital transformation offers a more sustainable strategic HR approach by
emphasizing technological innovation alongside workforce development. Through reskilling and
upskilling initiatives, HR can support employee adaptability, enhance productivity, and foster
organizational resilience. The literature reviewed highlights the critical role of Strategic Human
Resource Management in aligning digital technologies with human capital strategies to ensure
long-term competitiveness. Ultimately, the findings suggest that organizations should move
beyond short-term efficiency-driven solutions and adopt digital transformation strategies that
prioritize human capital development. By doing so, HR can effectively resolve the strategic
dilemma and contribute to sustainable organizational growth in the digital era.
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