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Preface Y

PREFACE

The monograph at hand is remarkable in various dimensions. First, it addresses a
topic of high interest to managers, supervisory board members, or investors: What
instruments or measures are available to restructure and to turnaround a firm once it
is faced with a situation of distress? Tobias Eichner not only identified and system-
ized such measures but also investigated and prioritized them with regards to their
efficacy. Although there is a broad set of scientific and management-oriented contri-
butions in the fields of insolvency forecasting and crisis management, a comprehen-
sive analysis of countermeasures, their efficacy and relation to the timing of the initia-
tion of such measures has rarely been attempted. Second, the data set is unique in
the sense that it combines financial data for manufacturing firms in the UK, the USA,
and Germany, with press statements and publications of firms articulating their
strategies for mastering acute situations of distress. Third, a range of statistical meth-
odologies are carefully selected and applied to the highest standard of empirical
research. Finally, the monograph is written in a style that we perceive as highly
commensurable both for the scientific community and a broader audience of man-
agement.

While resisting inappropriate generalizations, key findings are instructive and worth
pointing out. On the basis of Eichner's empirical data it appears that successful re-
structuring strategies share three crucial characteristics with regards to timing, inten-
sity, and comprehensiveness of the measures taken. Those firms who successfully
manage the turnaround identify the crisis in its early stages, swiftly initiate a compre-
hensive set of countermeasures and display high commitment and intensity in im-
plementing change. Less successful firms need longer periods of time to overcome
distress, or fail altogether. Their management seems to start counteraction later and
with lower intensity. When the crisis then fully unfolds up to compromising the firm's
existence, new activities are often hastily announced. In many situations, however, it
is literally too late, as the competition continues to improve by also trying to benefit
from rivals’ weaknesses, customer concerns about the firm's quality and capabilities
arise, management talent starts to reorientate and investors become hesitant to pro-
vide new funds. Without consistent countermeasures, crises tend to spiral out of
control and the firm finds itself in a vicious circle of increasing challenges. Individual
measures seem to be of limited effectiveness. Furthermore, the effectiveness de-
pends on the timing with which measures are initiated. For example, the dismissal of
the chief executive officer positively impacts the turnaround prospects only if this
happens early in the crisis. It is a non-productive initiative at later stages. Similar
patterns are visible with regard to product innovation. The adequate set of measures
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also depends significantly on the causes of the crisis. Such causes are likely to be
firm-specific rather than a consequence of a downturn that affects entire industries.

We recommend this monograph, which appears at the right point in time, to a broad
audience including researchers, lecturers, and managers, also recognizing the ap-
preciation that this outstanding work has already achieved. As this is the first mono-
graph starting a new series of contributions in the field of quantitative management
research, we are looking forward to further publications, although the benchmark set
with this volume is high.

Hans Georg Gemiinden
Frank Richter

Berlin, Uim, October 2009
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THESIS ABSTRACT

Finding the adequate corporate response to financial distress situations has been an
active field for research in recent decades. However, several loose ends remain,
including — among other aspects — the empirical support for the effectiveness of such
decline-stemming restructuring strategies. Hence, the core objective of this study is
to provide empirical verification of the effectiveness of restructuring strategies
in financial distress situations. The study empioys a sample of international firms
in the manufacturing industry and incorporates three perspectives context, strategy
content as well as the process of strategy execution info a comprehensive ap-
proach. Both aspects — international sampling and the combination of strategy con-
tent with process — span a research gap. The approach of this study thus represents
a clear advancement over previously published research.

Key research questions addressed include the following:

m How effective are commonly-prescribed restructuring strategies in helping to
resolve corporate distress situations?

| What is the relative contribution of different categories of restructuring (e.g.
financial or operational restructuring) towards the turnaround of distressed firms?

| Are there any strategic archetypes of successful recoveries?

m  What can thus be inferred regarding appropriate restructuring strategies in a
specific case of a distressed firm?

The study draws from two literature cycles — financial economics and strategic man-
agement — and develops a research framework based on contingency theory to de-
rive a comprehensive set of propositions and hypotheses. To conduct the analysis, a
sample of 151 firms that experienced financial difficulties has been collected by
using interest coverage shortfall as a distress criterion. Each firm is tracked with
regard to its restructuring activities ("strategic moves”) for a period of four years,
leading to either a turnaround (63%) or a non-turnaround (37%).

Univariate testing as well as multivariate logistic regression analysis indicate signifi-
cant differences in strategic moves employed by each group — turnarounds versus
non-turnarounds. These results improve considerably, once a process component of
restructuring moves is endogenized, since several strategic moves are only hypothe-
sized to be effective if they are applied in the appropriate stage of the restructuring
process. After incorporating both aspects, i.e. strategy expressed in terms of both
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restructuring content and its process, models achieve strong explanatory power
with regard to the prediction of a turnaround. Hence, restructuring is empirically
supported as an effective means to resolve distress. Moreover, it can be shown that
all four categories of restructuring (i.e. operational, managerial, financial, and portfo-
lio restructuring) contribute significantly to turnaround from distress. Results sug-
gest that strategic responses which are both early and comprehensive, work best to
attain turnaround. Moreover, successful turnarounds show a clear pattern of two
process phases: Initial retrenchment activity, such as CAPEX cuts, layoffs, and di-
vestiture, is followed by growth-oriented recovery moves as for instance product
innovations, growth through acquisitions, and the like. In contrast, firms that end up
failing to recover tend to show lagged response, which then becomes a desperate —
and thus intense — effort. Empirical results are not only verified through goodness-of-
fit metrics, but accompanied by a comprehensive set of robustness diagnostics.
Al of these, as for instance an augmented Durbin-Wu-Hausman test on model speci-
fication, rigid overfitting thresholds, and cross-validation techniques, unanimously
support their robustness.

As an explorative extension, a multivariate cluster analysis is employed to uncover
patterns of strategic moves among the successful turnaround firms. This leads into
the identification of six distinct archetypes of successful restructuring strategies
that show “common pathways to turnaround” and are correspondent to prior qualita-
tive theory.

The study concludes by deriving a set of realizable implications for restructuring
practice and pinpointing promising areas for extensions through future research.
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1 INTRODUCTION

“No matter what the state of the economy, no company is immune from
internal hard times — stagnation or declining performance.”

Charles W. HOFER (1980)'

This study of industrial manufacturing firms faring through such hard times on the
cusp of financial distress focuses on the effectiveness of managerial counteractions
aimed at achieving their turnaround.

The introductory chapter commences by providing the motivation for undertaking a
study of this subject matter and highlights its relevancy to science as well as to
managerial practice. It isolates persistent gaps within prior research and derives both
a research objective and a set of research questions suited to address them. More-
over, it contains a brief description of the approach chosen to do so in an effective
manner. The chapter closes by providing an outline of the subsequent course of
study, including an overview of all seven chapters as well as their most relevant con-
tents and linkages.

' HoFER (1980), p. 19



