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Q. State the 3 Phases of Retrenchment Approaches.
	Alternatives
	Criteria
	Approaches

	Defensive

To

Offensive
	Return on Sales

RO Assets

RO Equity

Rate of Recovery
	Retrenchment

Turnaround

Stabilization


Retrenchment Approach:  Distressed economy.   To do: Quick recovery

How?

a. Contracting: 

* Cut size / cost  

· Finance Department Planning

Danger: Fat Reduce, For High sale + Profit, 

If achieved = Recovery and growth is seen.

b. Consolidation:

To be calculated: 

· Rate of Recovery

· Profit improvement

· Management audit (Cost reduction, Perk cut)

Then,

· Compare macro factors vs. Progress 

· Realistic and attainable objectives set. 

Who and How? Task force formation.

Operational scopes: 

- General management (cost/audit)

- Marketing

- Production (Audit)

- R&D, 

- Purchase, 

- Finance (Cost trade offs)

C. Recovery:

Readiness - --
Resumption of Growth.

In Summary:

A for = Stop losses,   b. for = Actions streamlined + conditions of stabilization obtained,  c. for = Shifts to offensive. 

Turn Around Strategy

A Model of ‘Turn-Around’ Process




















Issues to be solved in Turn around process:

i. Initial objectives: - Who should direct? Leadership 

- Fixing up of course of actions.

ii. Restoring Profitability: Finance 

Other issues:
* Options: Narrow, 
2-3 or more years Longer

* Delicate : Operations demand decisive, cautious actions

* Sensitive: Staff cut

* Strong management actions  = restore profit + morale

Stabilization
(Declining Earnings)
Conditions:
i. Sales + profit fluctuations wide  and Unpredictable.

ii. Multiple Threats: Market threat, Inflation, Recession, Earnings decline, over-extended debts. (1970, 2008)
Causes:

i. Political / Macro environmental factors

ii. Single product / market

a. Product / market reorientation phase:
· Changing Market position, Merger (Lenovo, McDonald Douglas)

· Reorientation = Changing market mix.

b. Programmed Transition:

· No hasty actions

· Financial capacity + Acquisition

· Diversification program needed.
Survival Strategy

(Insolvency problems)

How to use the Survival strategy? 

· Overhauling of Management, Marketing, Finance.

1. Management restructuring: 

· Organogram 

· CEO Change

2. Finance restructuring: Bank Deal

3. Marketing Restructuring: Reverse diversification

Q. What are the Conditions like at the stage of Instability and Survival?
Conditions are like:

· Economic distress + Market problems = Precarious situations: Why?

· Options are limited 

· Actions restricted.

Organization’s conditions like:

· Organizational disarray

· Morale low. 
Remedies:







The above are as per Y.N. Chang’s book.
As per Alex Miller’s book the strategy is as follows:

Declining Time strategy
Reasons: Many, Macro-Micro.

What are the options open:

1. Divestment

2. Harvesting

3. Niche (Eg. Turntable pin produce rather than the complete set)
and 

4. Leadership:
i. not to deny that the market is declining (Open your eyes)
ii. Lower the exit barrier

iii. Not to maintain a business which have no real competitive advantages.

Turn-around Strategy
Turn –around or face the Bankruptcy.
Can you beat the Cycle? E.g., Tide. 55 times change in 30 years.
Q. How could you do the Turn-around strategy?
3 Phases:

a. Evaluation phase

b. Cutting  phase / Restructuring phase

c. Building phase.

a. Evaluation phase:

Assess the Vital signs – 

· Analyze Excess personnel / staff-manager ratio

· Red tape 

· Fear of conflicts (Intrapreneurship vs. risks / failure)

· Tolerance towards incompetence

· Lack of decision benchmarking

· Communication ineffectiveness.

b. Cutting Phase:

Objectives: Liquidity, short term survival and long term viability.
· aims at survival

· focus on stopping the hemorrhage of cash flow

· Large staff cut

· Production Division cut / how far to cut / What is left?
· Selling underutilized assets

· Selling inventories at ‘shock value’ rate.

* Danger of shock value: Core competency selling off (eg. Arts or golden design from the Art Gallery)
* If not handled properly, it becomes demoralizing factor.

C. The Building Phase:
Assumed the Slope is halted. 
Challenge : Upturn to sustain.

Focus : Market segment where it has competitive edge.

To do in actions:

· Asset and cost surgery (Overhead cost, functional cost, accounts receivables, etc.). This will restore cost competitiveness. 

· Selective market/product pruning. Searching for market to serve with differentiation.
· Less price sensitive market (to do business with quality not cost). So, marketing and inventory cost declines. Critics say: it actually might decrease capacity utilization in sharp contrast to cost cutting, due to high price market focus, not volume..
· Leadership
Q. The ingredients of successful TA strategy:
Successful:

	Low Cost
	Differentiation
	Leadership

	Production efficiency, inventory overhead, modest overhead, design for manufacturability
	Distinguishing features, reliability, product quality, market continuity
	Focus on operations, managerial stability, experience in the industry, technical experience , knowledge exploration, incremental changes, fair play


Turn-around Situation








Turn-around Response





Cause





Severity





Retrenchment Phase





Recovery Phase





Internal Factors





External Factors





Declining Sales or Margin





Imminent Bankruptcy





High





Low





Cost Reduction





Assets Reduction





Stability





(Operational)





Efficiency Maintenance





Entrepreneurship Reconfiguration





(Strategic)





Recovery





Confidence


Arrest Deterioration





Strong Leadership


Unique Management Style





Decisive Actions: 


Short term goals


Intermediate goals





Laying Foundation for :





Recovery 


Growth





Macro Environment


Saturated Market








