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Nurin Qasrina vi Foreword The study of organizational decline and turnaround has
gained importance wit h the recent increase of business failures. Many companies in
Asia faced trouble in many sectors during last economic recession of 1997/1998.

Indonesia is one of the countries that was hit by this economic downturn. Many
companies failed and went bankrupt, but some of them still survived after the crisis. The
dramatic depreciation of the exchange rate and the collapse of confidence in the
financial and banking sector triggered capital flight in late 1997 and early 1998. The
financial crisis quickly spilled over to the real sector.

Domestic prices of tradable goods adjusted upwards toward higher world prices (in
Rupiah terms) because of the dramatic depreciation of the exchange rate. High interest
rates coupled with difficulties in the banking system led to a reduction in private sector
borrowing during this period. Real wages fell in 1998 and investment slowed to a trickle.

Construction, manufacturing, and banking and finance sectors were hardest hit in terms
of the fall in real value added. Within the manufacturing sector, construction materials,
steel production, transportation, and wood products recorded the greatest decline in
real value added between minus 23 and minus 55 percent.

Indicative of the sharp decline in aggregate demand, imports had fallen by 36 % in the
10 months to October 1998 compared to the same period in 1997. Hence, the research
on this situation is needed as the result of few research conducted on turnaround
situation in Indonesia. This book will teach on how to doing research and dev elop
methodology. However, the construction comments are needed to provide the book
getting better.
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94 ? xiv Introduction Chapter One Introduction Background of the Study The importance
of the Asian financial crisis affecting South East Asian economies has been widely
discussed. Moreover, an increasing amount of work has been conducted to show how
macroeconomic is sues under governmental direction can help to improve the situation
(Bruton, Ahlstrom & Wan, 2001). On the other hand, turnaround appears to be one of
the subjects that are receiving increasing attentions from researchers, managers and
consultants.



However, it has received minimal examination in Asia, with studies usually focusing
more on external environment or macroeconomic issues but less on the management of
Asian firms themselves (Ahlstrom & Bruton, 2004; Bruton, Ahlstrom & Wan, 2001; Fisher,
Lee, & Jo hns, 2004). While, such information is important to managers in the region
who are struggling to reverse their firms’ decline, it is also important to investors or
lenders from outside Asia who are unfamiliar with unique issues present for a
turnaround effort in Asia region (Bruton, Ahlstrom & Wan, 2001).

The Asian economic crisis had hit many countries in Asia. The crisis was triggered by
short or long term changes in the external or internal environment, and that attempts
were made to address them through various types of change and reform (White, 2004).
One of the countries that was hit hardest is Indonesia.

Hence, many companies in Indonesia comprising many sectors were faced with hardship
during the resulting economic recession of 1997/1998. Hence, many failed and went
bankrupt, but some of them still survived after the crisis. On another front, many authors
uncovered the many strategies adopted by the companies to overcome the crisis
(Bruton, Ahlstrom, & Wan, 2003; Maimon, 1999).

Widianto and Choesni (1999) conducted a study in Indonesia and found that many firms
had adopted different strategies to cope up with the crisis. However, it is still unclear
what turnaround strategy the companies adopted in their quest to get out from the
decline in Indonesia. 1 Universitas Malikussaleh Research On Turnaround Strategy
Turnaround has considerable importance, because it deals with reversing performance
(Chowdhury, 2002).

Because of this, turnaround is viewed as a performance issue in strategic management.
Generally, turnaround is concerned with how businesses get in and out of the failure
track (Maimon, Ling & Agus, 1987). Business decline and turnaround basically confront
businesses, which are facing crisis situation (e.g. cash distress, production decline and
profitability crisis).

Unless appropriate actions in the form of turnaround are taken, businesses will become
insolvent or go bust. A turnaround therefore, represents a very important management
process to save a company from deteriorating further into a more problematic situation
or even fatal jeopardy. The process has been described by Zimmerman (1986) as painful.

Bibeault (1982) prescribed a stage- by-stage process of turnarounds (partly based on his
experience) but cautioned that in reality it could be very complex. Prescription by



Pearson (1987) on turnaround highlighted the need for loss making companies among
others to be precise and decisive. Important turnaround context and process lines of
inquiry that have been ignored by the literature as a whole have been identified by
highlighting studies that have excep tionally pursued them.

A central issue that the body of literature as a whole has failed to properly address is the
identification and testing of links between the content of turnaround strategy, the
context in which they occur, and the process by which th ey are implemented (Pandit,
2000). The process of turnaround, that is how firms move away from crippling
deterioration in performance to enduring success or eventual death, has also received
no attention (Chowdhury, 2002). Therefore, it can be said that, t here is a severe lack of
theory on the subject turnaround.

This results in a scenario wherein there is a wide gap between empirical findings (based
either on large sample or on case descriptions) and the work already done. Rectification
of the situation is essential toward systematically uncovering the causal structure of
events from the onset of a firm's decline to its ultimate recovery or death.
Notwithstanding, there are also limited empirical evidence on turnaround (Chowdhury,
2002; Sudarsanam & Lai, 2001).

This study therefore was undertaken as an attempt to identify the causes of decline in,
the chosen turnaround strategy by, and the effect of turnaround on firm'’s performance
of, the Indonesian manufacturing firms following the economic crisis in 1997 /1998. 2
Jullimursyida Introduction The choice to focus on turnaround strategy is made to clarify
whether the same strategies that produced firm's turnarounds in the U.S,,

or other Western economies, will be similarly effective in Asia. It has to be noted that
there is a lack of resea rch in this area in the East, particularly in Indonesia and only a
few in Malaysia e.g., Maimon, Ling & Agus (1987), Maimon (1999), and Sim (1991). The
studies done so far did not find conclusive evidence of causes, processes and effects of
turnaround.

In addition, many findings support the view that theories of organization developed
largely in the West will not automatically be applicable to Asia, and that their
applicability must be evaluated ( Ahlstrom & Bruton, 2004). The Economic Crisis and The
Indonesian Manufacturing Sector Indonesia was hit hardest by the recent economic
crisis in Asia (Nasution, 1998).

The central bank, Bank Indonesia, abandoned the exchange rate intervention and
moved to the floating exchange rate system, to defend the external reserve position.



After that, the exchange rate and interest rate were jumping wildly and moving
uncontrollably. The external value of rupiah has depreciated by over 80 percent from
July 1997 to June 1998 (Rp. 2,400: US $1 to Rp. 16,000: US $1).

During t he same period, the composite stock price index at the Jakarta Stock Exchange
plunged by more than 50 percent. By the end of 1997, only 22 from 282 listed
companies on the Jakarta Stock Exchange operated with sufficient cash flow. Bank
deposits and loans i nterest rates soared to over 50 percent per annum in 1998.

Meanwhile, the liquidity was very tight and depositors had to pay an expensive penalty
for withdrawing time deposits before their maturity dates (Nasution, 1998). In addition,
Claessens, Djankov, a nd Klapper (2003) found that the number of companies that went
bankrupt increased from 11 companies for the period between 1978 and August 1998
to 24 companies in the last 3 months of 1998 alone in Indonesia.

In the manufacturing sector, after three decad es of economic development, the sector’s
contribution in Indonesia to the value- added creation surpassed agriculture. In 1969 the
share of the manufacturing sector in GDP is merely 7%, compared to 36% for
agriculture. However, in 1996, the picture was reversed; the share of manufacturing was
25%, while agriculture was 16%.

One important characteristic of the Indonesian manufacturing industry was its high
dependency on raw materials and intermediate goods from imported 3 Universitas
Malikussaleh Research On Turnaround Strategy sources. There was no question about
this dependency when raw materials and intermediate goods cannot be obtained
domestically (Widianto & Choesni, 1999).

There is one scheme that reimburses taxes charged on imported inputs if the final
products are destined for the export market. As a result, export oriented producers had
little incentive to develop linkages with domestic supplier of inputs. Thus, labor
-intensive export -oriented industries like garments and footwear manufacturing that
emerged had minimal linkages to small - scale domestic suppliers.

The dramatic depreciation of the exchange rate and the collapse of confidence in the
financial and banking sectors triggered capital flight out of Indonesia in late 1997 and
early 1998. The financial crisis quickly spilled over to the real -property s ector. Domestic
prices of tradable goods inevitably adjusted upwards toward the correspondingly higher
world prices (in Rupiah terms), as a result of the dramatic depreciation of the exchange
rate. High interest rates coupled with difficulties in the banking system led to a
reduction in private sector borrowing during this period.



Real wages fell in 1998 and investment slowed to a trickle. Construction, manufacturing,
and banking and finance sectors were hardest hit in terms of the fall in real value added
. The manufacturing sector, comprising construction materials, steel production,
transportation, and wood products recorded the greatest decline in real value added,
between minus 23 and minus 55 percent.

Indicative of the sharp decline in aggregate demand , import fell by 36 % in the 10
months to October 1998 compared to the same period in 1997. The total value of
exports showed a drastic decline in the first eight months to August 1998 (Widianto &
Choesni, 1999). Industrial production was adversely affect ed by the crisis through both
price effects that increased the cost of production and income effects that decreased
the demand for products in the markets. However, it was unclear how large and
widespread the impacts were.

It was also possible that some en terprises might have benefited from the crisis; for
instance, sectors that utilized domestic raw materials and exported their products.
Therefore, one would expect considerable variations in the production trends both
within and across industrial sectors. The impacts of the crisis on firm's economic
performance appeared to be mixed.

While many firms had been adversely affected by the crisis to varying degrees, some
firms were better off because of the depreciation of the Rupiah. This depended on the
type of industry, whether or not the firms exported 4 Jullimursyida Introduction part of
their production, and the differences in resource and the endowment of the region.

Firms operating in Java had greater reduction in capacity utilization rates and had
smaller workforces in 1998 compared to firms operating outside Java (Widianto &
Choesni, 1999). Firms in Indonesia identified the sharp decline in domestic demand and
the effect of the depreciation of the Rupiah in rising input costs (and presumably its
volatility) as the major causes of the fall in output levels in 1998 (Widianto & Choesni,
1999).

The high cost of capital was cited as the third most common cause of the fall in output.
Access to credit and guarantee of letters of credit were not rated as major causes of the
decline in output at the end of 1998. Firms had adopted different strategies to cope with
the economic crisis. Some firms had shifted from supplying the domestic market to
export markets.

Other firms relied more on informal sources of short-term finance such as family, part



ners and shareholders rather than banks. This study attempts to answer the question
about the causes of output decline by manufacturing firms following the economic crisis
of 1997/1998 and what the companies did in order to survive from the decline.

It was found by BPS (2001) that there were still many companies that survived after the
crisis even though they were hit badly by it. Problem Statement Chowdhury (2002)
asserts that turnaround is of considerable importance because it deals with reversing
organ izational performance. Almost all of Indonesian companies were affected by the
economic crisis of 1997/1998 (Widianto & Choesni, 1999).

Many of them still survived two years after the crisis while some failed and went
bankrupt. Unfortunately, there is a de arth of empirical research with regard to the
turnaround strategies undertaken by the Indonesian manufacturing firms during the
economic crisis of 1997/1998.

There is also limited knowledge and empirical research concerning the problems faced
by the Indone sian manufacturing sector in terms of the causes of companies’ decline
during economic crisis, and the effect of turnaround strategies adopted on firm's
performance. This research was motivated by the following considerations: 5 Universitas
Malikussaleh Research On Turnaround Strategy 1.

The dearth of empirical r esearch using primary data to investigate the causes of decline,
turnaround strategies adopted and the effect of those strategies on firm's performance.
2. The dearth of study carried out on turnaround strategies as mediating the
relationship between the causes of decline and firm’'s performance. 3. The inconclusive
results showed by past studies of the causes of decline and the turnaround strategies
involved. 4.

The inconclusive results showed by past studies of turnaround strategies adopted on
firm’s pe rformance. Research Question From the aforementioned research background
and problem statement, the following research questions are laid down to be answered
by this research. They are: 1. What are the major causes of decline? 2. What are the
relationships betw een causes of decline and turnaround strategies? 3.

What are the relationships between turnaround strategies and firm's performance? 4. Do
turnaround strategies mediate the relationship between causes of decline and firm’s
performance? Research Objectives The general purpose of this research is to review and
evaluate the turnaround strategies adopted by the companies to overcome the crisis.
The specific objectives of this research then are: 1.



To determine the major causes of decline in Indonesian manufacturing firms as
perceived by the Chief Executive Officer. 2. To investigate the relationship between
causes of decline and turnaround strategies. 3. To investigate the relationship between
turnaround strategies and firm's performance . 4.

To investigate the mediation effect of turnaround strategy between the causes of
decline and firm’'s performance. Significance of the Study This research is expected to
contribute towards a better understanding of turnaround strategies as a whole and
those that have been undertaken by the Indonesian manufacturing firms. Anand and
Singh (1997) argued that there are two important reasons for 6 Jullimursyida
Introduction studying declining industries.

First, due to the nature and magnitude of the changes in the global economy during the
last two decades, an ever-greater nu mber of sectors are going through rapid growth or
rapid decline, while the literature on business strategy addressed some questions
specific to declining industries, empirical studies on corporate strategy focusing on
declining industries are rare.

Second, there will be greater divergence between the interest of managers and
shareholders in declining industries than the general population. There has been no
study of turnaround strategy and their effects in Indonesia since the financial crisis of
1997. Ahl strom and Bruton (2004) support the belief that businesses in Asia differ
significantly from those in the West, particularly in how strategies such as turnaround
are undertaken. This study is a modest attempt to fill in the gap between the theory and
pract ice of turnaround strategy.

Robbins and Pearce (1997) argued that the gaps exist between theory and empirical
findings for two reasons. First, the research designs employed in past large- sample
studies did not adequately control for the contingency, identi fied by early turnaround
theorists, that firms must have weak strategic postures for strategic change to be
essential to turnaround (e.g.,

Hofer, 1980; Hofer & Schendel, 1978; Schendel, Patton, & Rigss, 1976). Second, the
methodologies used in most large-sample studies of turnarounds did not reliably
measure the extent of strategic change undertaken in a turnaround attempt. Therefore,
past empirical studies provided only weak tests of the value of strategic change to
turnaround attempt success.

? 7 Universitas Malikussaleh Research On Turnaround Strategy Intentionally left blank 8
Jullimursyida Theory on Decline Chapter Two Theory on Decline Definition of Decline



Expansion (growth) and decline in organizations are part of the dynamics of
organization. The study on expansion in organization has been gi ven much attention by
previous researchers, but discussion on decline has only been emerging since the late
1970s and early 1980s as important organizational condition (Weitzel & Jonsson, 1989).

While, the current business environment is one of unpredictable instability, which can
lead a business into rapid decline if its management does not understand the signals of
business decline (Scherrer, 2003). There is much more difficulties in empirical study on
organizational decline than the study of expansion. Managers of expansion
organizations welcome the chronicler of organizational events, while those in charge of
organizations suffering declining performance or liquidation usually have little time and
no interest in working with administrative scientists, b ecause their concern in survival.

However, the study on organizational decline is important because of the enormous
social consequences resulting from disruptions to the economy and to individuals
dependent on organizations for products and services, as we Il as for jobs (Weitzel &
Jonsson, 1989). Company'’s decline has been treated from many perspectives in the
organizational literature (Weitzel & Jonsson, 1989).

Argenti (1976) views decline as when a company, which has hitherto been operating
successfully, first begins to falter and then has to fight to remain profitable. Bibeault
(1982) defined decline as the situation wherein companies still survive after faced with
problems. While Slatter (1984) used the term decline to refer to those firms or operating
units whose financial performance indicates that the firm will fail in the foreseeable
future unless short term corrective action is taken.

Organizations enter the state of decline when they fail to anticipate, recognize, avoid,
neutralize, or adapt to exte rnal or internal pressures that threaten the organization’s
long term survival (Weitzel & Jonsson, 1989). Barker and Patterson (1996) stated that
decline occurs when an organization becomes less adapted to its 9 Universitas
Malikussaleh Research On Turnaround Strategy environment and resources are
subsequently red uced within the organization. Sometimes, decline and failure are used
with the same meaning.

Actually, there are differences between these two words. Bibeault, (1982) defined failure
as the company that was going to fail after facing problems. Failure also refers to a
company whose performance is so poor that sooner or later it is bound to have to call in
the receiver or cease to trade or go into voluntary liquidation, or which is about to do
any of these, or has already done so (Argenti, 1976).



Finally, SI atter (1984) defined failure as when the company will fail if it does not adopt
the specific turnaround strategies within two or three years. From the definitions above,
we can conclude that there is a distinction between decline and failure of the company .
When analyzing a firm’s decline, we have to be careful to distinguish between causes
and symptoms of decline (Slatter, 1984).

Symptoms are merely 'tell -tale’ signs-danger signal that give clues as to what might be
wrong with the firm. But knowing causes of firm's problems is to help the sick firm to
recover. However, other researchers used symptoms of decline as causes of financial
distress (Denis & Denis, 1995; Sudarsanam & Lai, 2001).

While financial distress itself refers to the decline on financial p erformance (Sudarsanam
& Lai, 2001). Previous studies showed there are no differences between factors that
contribute to decline, failure, and turnaround (Denis & Denis, 1995; Hambrick &
Schecter, 1983; Pant, 1991; Robbins & Pearce, 1992; Sudarsanam & Lai, 2001). Therefore,
the present study will use causes of decline for further discussions.

Most of the previous research used the financial performance to define decline.
Schendel and Patton (1976) defined decline as an earnings decline. Bibeault (1982) says
decline refers to net income or profit decline. For Slatter (1984), decline is defined as
declining of real profit before taxes. Many researchers used ROI, ROS and ROA to define
company decline (Hambrick & Schecter, 1983; O'Neill, 1986; Pant, 1991).

In this research, decline is defined as a decline in production. It was decided to use
production decline because in 1997/1998 in Indonesian manufacturing sector, the
output of production dropped by about 12.8% (Abimanyu, 1999) and the effects of
economic cris is was shown by a drop in Indonesian GDP of about 13.4%.

Ishida (2003) found that the industry failed to increase output. Thus, the manufacturing
industry was considered to suffer from output decline during 1997/1998. All
manufacturing firms in the sector shall be the 10 Jullimursyida Theory on Decline sample
of this study. Any decline in output consequently will have an impact by a reduction of,
or negatively on, sales growth and return on sales.

Hence, decline in output is reflected by ROI, ROS, and sales growth. The Causes of
Decline The cause of decline is an important determinant to the turnaround strategies
(O'Neill, 1984). The earliest study about causes of business decline was Argenti (1976).

He found the factors that cause corporate decline to be poor management, lack of
accounting information, firms’ unresponsiveness to change, failure of big projects,



environmental change, hostile environment, normal business hazards, lack of financial
control, over-trading, high-gearing, and stiff competition. While, D'Aveni (1989)
conducted a research on organizational decline found four important findings, they are:
(1) results confirmed the existence of different patterns of decline, (2) these patterns of
decline are related to the timing of the consequences of decline, (3) the consequences
of d ecline include managerial imbalances, actions concerned with efficiency,
centralization effects, and strategic paralysis, and (4) firms may delay or even avoid
bankruptcy if their environment is sufficiently growing to support a resource deficient
firm.

Heng, Ibrahim and Jantan (1995) using ten potential causes of corporate decline in
small, medium and large-size organizations in Malaysia, found that the factors are; lack
of financial control, poor management, competition, high cost structure, changes in ma
rket demand, adverse movements in commodity price, lack of marketing efforts, failure
of major projects, poor acquisition, weak financial policy.

They found that five factors causing insolvency in small size organizations, namely; lack
of financial control , failure of major projects, weak financial policy, poor management
and competition. While only two factors seem to influence medium size organizations,
they are; lack of financial control and failure of major projects. However, the study shows
that none o f the causal factors are influential toward large size organizations.

Maimon, Ling and Agus (1987) found the causes of decline are: rapid decline in market
demand, core business affected due to rise in competition, high fixed cost as a
percentage of value added, poor management, general operation in efficiency, product
market weakness, lack of control, no sustainable competitive edge, limited resources
compared to competitions, indivisible assets.

In addition, 11 Universitas Malikussaleh Research On Turnaround Strategy the most
important causes of corporate decline were: core business being affected by
competition, rapid decline in market demand and high fixed costs as a percentage of
value added. The first of the two causes appeared to be externally induced, possibly by
recession. Boyle and Desai (1991) assert that the causes of companies’ decline were
mostly determined by internal factors.

The internal factors in their view were financial impact, organization structure/change,
human resources, sales/ marketing, and planning. While external factors identified were
c ompanies product or service that injures someone, owner is injured or becomes ill,
declining market sales, drop in the number of prospects and economic downturns.



Crawford (1991) found that the causes of Australia’s corporate decline were due to: (a)
dereg ulation of the banking system and the subsequent over supply of available money
for lending, (b) widespread community expectations of continuing inflation in assets
prices encouraging speculations rather than production, (c) the bias towards higher
gearing ratios caused by the tax deductibility of interest and asset price speculation, (d)
more favourable treatment of capital gains as opposed to income by the taxation
system, (e) poor bank lending practices, (f) bad management on the part of borrowers,
(6) i nadequate corporate regulation and poor corporate morality, and (g) government
management of macro economic policy. Theng and Boon (1992) studied on factors
affecting the decline of SMEs in Singapore.

He found that high taxes, economy in recession, the tight labour market, high labour
cost and high interest rate were the external factors affecting SMEs decline in Singapore.
While a short sighted view of the future, lack of knowledge of the company’s products,
followed by lack of managerial experience and skill, lack of initiative, lack of vitality and
enthusiasm, lack of entrepreneurial judgment, high operating expenses, lack of capital,
lack of control over cash, inappropriate marketing strategy, low labour productivity, lack
of cash flow analysis and lastl y lack of budgets or forecast were the internal factors
contributing to decline.

Maimon (1999) conducted a turnaround survey on KLSE companies, using the data in
early 1997. She found that the source factors of firms' decline are poor management,
high pri ce companies, poor acquisition management, high gearing use in appropriate
financing sources, adverse movement in commodity price, and high cost structure.

In addition, as many as half, of the respondent companies indicated being affected by
externally ind uced factors 12 Jullimursyida Theory on Decline coupled with poor
financial management as an important internal cause. Balgobin and Pandit (2001)
conducted a research on stages in the turnaround process, the case of IBM UK. They
found that causes of decline of IBM UK are decrease in demand, increase in competition,
increase in input costs, poor management, inadequate financial control and high costs
structure, and all those factors are related to one another.

Furthermore, the performance decline at IBM UK was so severe, threatening its
existence, before a radical change was triggered through intervention by the parent
corporation and a change of top management. In addition, IBM UK needs the new
management, cost reduction, asset reduction and revenue generation actions to address
the causes of decline and restore profitability.

Based on literature above, the causes of business decline can be divided on external and



internal factors of decline. The detailed discussion on these two terms is described
below. External Factors of Decline External F actors of decline are factors occurring
outside the organization that can influence the decline of the organization.

External factors can be divided into two types: external changes and external constraints
(Bibeault, 1982). Bibeault (1982) also stated that management can work around external
changes but has more difficulty with external constraints. External change itself is the
change of external condition of the organization that can influence the decline of the
organization and they are beyond managemen t control in the short run.

While, external constraints are those external conditions that prevent reaction even
when management senses action is required and has made the correct decision
(Bibeault, 1982). The variables included in external factors are: economic change,
competitive change, political change, society change, and government constraints. 1.

Economic change Turning to economic change, managers have to consider such events
such as a devaluation of a major currency, an international monetary crisis, and such
trends as the economic cycle, inflation, interest rates, exchange rates, and patterns of
disposable income. Inflation is the most severe economic phenomenon. But while the
poorly managed company still has not adopted inflation accounting, the well managed
company has not only done this but is already 13 Universitas Malikussaleh Research On
Turnaround Strategy conducting a careful scrutiny of the economic scene to determine
what their next major economic hazard might be.

Changes in general economic climate, will also certainly affect the performance
(McRobert & Hoffman, 1997; Slatter, 1984). Higher interest rate means an increase in the
cost of production. If this increased cost is not transferred to the customer, then it has to
be borne by the entrepreneur, resulting in a lowering of the profit margi n.

Higher interest rates as well as higher tax rate tend to reduce profits and if this trend
continues, it may not be worth pursuing the business (Mall & Shanmugam, 1988). 2.
Competitive Change Bibeault (1982) found that price competition is one of the forms of
competitive change where other firms lower prices to introduce their products to new
markets.

During the companies downturn phase, many of them suffer lowered selling prices
because they try to ward off a competitor's attempt to introduce lower pri ced products.
Sometimes, the companies are surprised by sudden appearance of competitors. This
quick entry usually is due to new technology or unknown foreign companies. Under the
heading of competitive trends or events, the emergence of foreign low -cost producers,



the merger of two competitors, price competition, product competition, the
announcement of a competitor's new range of products, and the appearance of an
entirely new company in the industry, all such changes are bound to have a profound
impact, sooner or later, upon a company.

Not to keep one’s ear close to the ground or not to try to calculate and quantify the
consequences and not to take appropriate action is certain to lead to loss of competitive
edge over a period of years (Slatter, 1984). H e also found that price competition is the
main factor causing decline in British manufacturing industry due to price competition
from overseas competitors in motor cycle, machine tools and textiles. Major changes in
the level of competition also exert severe strains on the business, as sales will fall. 3.

Political Change Whether at the local, at national or international level, politicians may
affect one’s production resources. They can affect one’s raw materials, markets and
finance; politicians are pl aying a growing role in business all over the world. New
quotas, duties, taxes, levies and legislation of all sorts pour out of government agencies.

14 Jullimursyida Theory on Decline But more insidious, because they are not written
down and published, are the changes in political attitudes towards business in general
and certain industries and companies in particular (Argenti, 1976). 4. Society Change To
accommodate many of the changes in society there is a need for long term analysis
(Bibeault, 1982).

Social change could take the form of attitude toward the work. The example given by
Bibeault (1982) was seen to be changing a decade or more ago but many companies
have still not really understood how profound is the movement towards “participation”
and "job satisfaction”. There is a risk of losing touch with one’s employees and
precipitating strikes.

Strikes appear to be caused by social changes that companies have not accommodated
themselves. A great number of companies have lost touch with their market or their
customers because they did no t see, or did not react to, social trends such as changes
in life style, in composition by age or colors of given population, in attitudes to pollution
and customer protection (Argenti, 1976). 5.

Government Constraints The government of a country can pro vide opportunities and
also constraints for a company. Politicians are playing a growing role in business all over
the world (Bibeault, 1982). They can make policies, laws, and regulations which affect
production resources, raw material, market, and financ e whether at national or
international level.



The government’s impact on the business is through taxation, employment laws, welfare
legislation, pollution control, product safety and consumer welfare legislation, etc. From
the literature above, we can con clude that external factors of decline are the factors
that the company cannot control by themselves, but they can react towards them. They
have to take action to minimize the effect of those conditions on their organization.

Obviously, the external condit ion is an important situational element since it has a
strong impact on a firm's strategic direction (Francis & Pett, 2004). Internal Factors of
Decline Internal factors of decline occurring inside the organization can influence the
decline of the organiz ation. The internal factors 15 Universitas Malikussaleh Research
On Turnaround Strategy could be: poor management, lack of financial control, failure of
major projects, high cost structure, overtrading, poor acquisition, and lack of marketing
effort. 1.

Poor Management There is a wide or even universal agreement t hat the prime cause of
decline is poor management. Poor management usually refers to either one or more of
the following: 1. One man rule is intended to describe chief executives who dominate
their colleagues rather than lead them, who make decisions in spit e of their hostility or
reticence, who allows no discussion, will hear no advice (Argenti, 1976). 2.

Non-participating board, outside or non executives of subsidiary companies who sit on
main boards take little parts in matters which affect the company as a whole. Their
interest is active only when the discussion bears on their particular area of expertise
(McRobert & Hoffman, 1997). 3. Unbalanced top team, in which all of the board
members are all accountants, all engineers, or whatever (Slatter, 1984). 4. Lack of
management depth.

Slatter (1984) found that lack of adequate management skill at the level below that of
chief executive is a contributory factor causing decline. Lack of management depth can
be found where decline has been relatively slow, because of these situations the better
managers have usually left long before the ultimate crisis occurs. 5. Weak finance
function.

This factor can be the cause of decline because many companies have no finance
director and only permit the chief accountant to be present at board meetings when an
annual or a special -project budget is being discussed (McRobert & Hoffman, 1997). 6.
Inadequate strategic understanding of the industry. Firms run by a chief executive who
does not know the position and prospect of each market on which the operation
depends is a firm with a high risk of decline (McRobert & Hoffman, 1997). 2.



Lack of Financial Control Lack of financial control often leads to management being
unable to pinpoint the products (Slatter, 1984), markets and activities which are losing
money. Products or businesses which are using cash and generating cash have to be
identified. Specifically, lack of financial control includes the absence of: 16 Jullimursyida
Theory on Decline 1. Inadequacies in cash flow forecast.

Teng (2002) stated that cash flow problems aris e from poor cash management. Even
companies with good products or services can literally be choked to death by poor cash
flow as they are unable to continue with the normal daily operations. 2. Costing systems.

Costing systems are critical to the company's financial health as they have tremendous
impact on its profitability and long term viability (Teng, 2002). 3. Budgetary control. Poor
budgetary control can result in improper allocation of resources and inability to foresee
problems that require immediate attention (Teng, 2002). 3.

Failure of Major Projects A number of writers and experts, e.g. Slatter (1984) and
Maimon (1999), mentioned the failure of major projects as a potent cause of decline.
There seems to be a wide agreement, that one of the almost tedi ously repetitive
mistakes that lead to decline is the major project where costs and times are
underestimated or revenues overestimated and start up difficulties. These errors always
seem to be enormous.

Costs are never mildly greater, nor time neither schedules a little later, nor revenues
slightly less than forecast, the miscalculations are monumental. Consequently, the
company is unable to complete the project within the contracted timeframe (Teng,
2002). From Argenti's (1976) viewpoint, a major project includes a merger, a
diversification programme, an expansion programme, the launch of a major new
product or the introduction of a new service, a research programme, buying materials or
components in bulk or as futures, and so on, i.e,,

not just physical projects such as building a factory, it is any undertaking or obligation
that is large compared with the resources of the company. 4. High Cost Structure A firm
that has substantially higher cost structure than that of its major competitors is likely to
b e at a competitive disadvantage at all times.

Even those companies focusing on relatively price insensitive product-market segment
will have lower profit than their direct competitors, with the result that they will generate
less profit and less additional borrowing power (Slatter, 1984). Maimon (1999) found
that high cost structure is the potent cause of decline. High cost 17 Universitas



Malikussaleh Research On Turnaround Strategy structure includes difficult accessibility
to raw materials, difficult accessibility to suitable labour, difficult accessibility to pro
duction know how, and high overheads. 5.

Poor Acquisition Acquisitions are often executed primarily to implement growth
strategies or diversification. Acquiring a business that does not fit into these objectives
can be very costly. Anand and Singh (1997) found that acquisition is one of the causes
of decline of firms.

Acquisition that may cause firms to enter into a crisis situation includes acquiring of
losers, overpaying of premium and poor post acquisition management (Slatter, 1984). 6.
Overtrading Overtrading is popularly used to describe a firm that is expanding so fast
that its financial resources cannot keep up with the demands placed upon them
(McRobert & Hoffman, 1997).

Slatter (1984) stated that overtrading is the process by which firm’s sales grow at a faster
rate than the firm is able to finance from internally generated cash flow and bank
borrowings. Overtrading is the characteristic of growth firm (Slatter, 1984). Collapse
from overtrading can occur in several ways, of which two are interest ing to note.

The first strikes at healthy as well as unhealthy companies and arises solely because the
managers underestimate the amount they must borrow or the time it may take to
arrange the loans. Although banks might be willing and able to grant a loan, there is
simply not enough time to make the arrangements before, like the wages have to be
paid.

The second relates to the company which, in an attempt to expand, increases turnover
at the expense of profit margins. 7. Lack of Marketing Effort Slatter (1984) found that,
lack of marketing effort may take many forms but typically, it can be due to: (1) poorly
motivated sales force with a non-aggressive sales manager, (2) ineffective and wasted
advertising, (3) efforts not targeted on key customers and key products, (4) poor after
sales service, (5) lack of market research/knowledge of the customers buying habits, (6)
outdated or a lack of promotional material, and, (7) weak or non -existent new product
development function. Lack of marketing effort may cau se sales and profit decrease.

This cause is often found in conjunction 18 Jullimursyida Theory on Decline with more
fundamental marketing problems of a strategic nature such as severe price and product
competition. The discussion above described internal factors which are factors that the
m anagement can control. From previous research, internal conditions are partially
responsible for decline in about eight out of ten times (Bibeault, 1982).



And it seems the primary cause of decline is poor management (Argenti, 1976). There is
a need for anticipating and successful management of activities to prevent these various
internal causes from coming into effect to ensure an avoidance of decline (Weitzel &
Jonsson, 1989).

In addition, external and internal conditions of organization tended to focus on change
of strategy position, such as turnaround strategies (Ginsberg, 1988). Gowen and Tallon
(2002) conducted a survey on turnaround strategies of American and Japanese
electronics corporations. They proposed six factors of firms' decline, they are: (1)
decreasing product line profitability, (2) decreasing account profitability, (3) fluctuating
foreign currency rates, (4) increasing financial expenses, (5) increasing
production/operation cost; and (6) increasing unproductive assets.

The six turnaround ac tions that they proposed were: (1) redesign the product or
process, (2) eliminating unprofitable products, (3) using gain sharing or non -deferred
profit sharing, (4) reducing marketing/sales costs, (5) increasing capacity utilization, and
(6) divesting a s ubsidiary. They also proposed six turnaround results, they are: (1)
increasing sales growth, (2) decreasing unit labor costs, (3) increasing return on
investment, (4) increasing operating profit margin, (5) increasing cash flow, and (6)
increasing employee morale.

Their study found that the turnaround firms can be classified as high turnaround firms
and low turnaround firms. Hence, the result showed that firstly, for four of the six
turnaround antecedents, the average high turnaround response is significan tly greater
than the average low turnaround response, but especially for decreasing product line
profitability and increasing production/operation costs.

Secondly, for all six turnaround actions, there are significantly greater means for the
high turnaroun d firms than that for the low turnarounds firms, especially for increasing
capacity utilization, redesigning the product or process, and eliminating unprofitable
products. Finally, the average response for the high turnaround firms is significantly
greater than the low turnaround firms" mean response for all six turnaround results
items especially for decreasing unit labor costs, increasing employee morale and
increasing return on 19 Universitas Malikussaleh Research On Turnaround Strategy
investment.

In addition, Japanese turnaround firms have greater inclination t o divest a subsidiary
and use gain sharing or profit sharing, but fewer propensities to eliminate unprofitable
products than American turnaround firms. And Japanese turnaround firms have lower



return on investment and operating margin than American turnaround firms.

Scherrer (2003) found the common sense of decline were: (1) management by exception
rather than flexible planning, (2) delegation without control, no feedback review or
reinforcement, (3) a vertical organization chart where there is little, if any, interaction
among departments, (4) managers with responsibility for more than five direct reports,
(5) employees with more than one boss, answering with several bosses is impossible, (6)
chain of command broken when employees deem it necessary, (7) for mal
communications are not used, (8) over reliance on strategic plan, resulting in role
behavior rather than creative thinking, (9) over reliance on objectives by management,
(10) senior managers’ abuse of outside activities and company perks, (11) marketi ng the
wrong product and in the wrong place, (12) aging production techniques, (13)
inadequate research and development, (14) inadequate production equipment, (15)
inappropriate channels of distribution, (16) non -responsive financial information
system, (1 7) loss of competitive advantage, (18) displacement by competition, (19)
changing technology, (20) consumer, regulatory, and economic changes, and, (21)
inadequate understanding of customers’ needs.

Maheshwari and Ahlstrom (2004), proposed the framework of integrating the variables
of organizational decline and turnaround (the figure presented in Figure 2.1). The
framework describes that managers have two choices concerning significant
environmental changes, no action or actions that could prove appropriat e or faulty. The
response is influenced by two sets of variables, endogenous and exogenous. Exogenous
variables include dynamism, munificence, legitimacy and hostility.

While endogenous variables include ownership, leadership, board structure, slack, decis
ion making system, internal stakeholders, and capabilities. ? 20 Jullimursyida Theory on
Turnaraound Strategy Chapter Three Theory on Turnaround Strategy The Definition of
Strategy The word strategy derived from the ancient Greek word “strategia,” which
connoted the art and science of directing military forces (Rue & Holland, 1986).

According to Pearce and Robinson (2005), strategy is a company’s game plan, and
reflects a company’s awareness of how, when, and where it should compete, for whom it
should compete and for what purpose it should compete . By strategy, managers mean
their large- scale, future -oriented plans for interacting with the competitive
environment to achieve company objectives.

Three factors that have a significant influence in strategy are; the external environment,
the internal resources, and the goals that are being pursued (Miller, 1998). Corporate
Strategy Alternatives Corporate strategy is concerned with which businesses an



organization will be in and how its resources will be distributed among those businesses
(Rue & Holland, 1989).

According to Miller (1998), Rue and Holland (1989) there is numerous corporate strategy
alternatives exist, which can all be placed into four basic categories, they are: (1) growth,
(2) stability, (3) defensive, and (4) a combination of the three strategies. 1. Growth
Strategies O'Neill (1986) asserts that growth strategies are those actions, which are
designed to boost the firm ahead.

A firm should select a growth strategy that results in an increase in sales or market share
only if that growth i s expected to result in an increase in firm value. Several different
generic strategies fall into the growth category. The most frequently encountered and
clearly identifiable of the growth strategies (Miller, 1998; Rue & Holland, 1989) are: (1).

Concentration: a concentration strategy is one that focuses on a single product or
service on a small number of closely related products or services. This is the strategy
followed when an organization concentrates on extending the sales of its current
business. There are basically three approaches to 21 Universitas Malikussaleh Research
On Turnaround Strategy pursuing a concentration strategy: market development,
product development, and horizontal integration. (2).

Vertical integration: vertical integration occurs when a business moves into areas that
serve either as suppliers to or as customers for its current products or services. If a
business integrates by moving into an area that serves as a supplier, the process is
referred to as backward integration. But if a business integrates by moving into an area
that serves customer or user of its products or services, the process is referred to as
forward integration.

(3). Diversification: occurs when organization moves into areas that are clearly
differentiated from its current businesses. 2. Stability Strategy According to Rue and Ho
lland (1989) a stability strategy is not a do -nothing approach; rather, itis a do
-the-same-thing approach. This strategy occurs most often when an organization is
satisfied with its current situation and wants to maintain the status quo.

Under the stability strategy, a company makes few changes in its products, markets, and
production methods (Miller, 1998; Rue & Holland, 1989). 3. Defensive Strategies
According to Miller (1998) defensive strategies are used when a company wants or
needs to reduce its ope rations. Most often, defensive strategies are used to reverse a
negative trend or to overcome a crisis or problem situation. Defensive strategies include:

(1).



Turnaround strategy which is designed to reverse a negative trend and to get the
organization back on the track to profitability. Turnaround strategy usually tries to
reduce operating costs, either by cutting “excess fat” and operating more efficiently or
by reducing the size of operations. Specific action that can be taken to operate more
efficiently inc lude eliminating or cutting back employee compensation and/or benefit,
replacing higher -paid employees with lower paid employees, leasing rather than buying
equipment, reducing expense accounts, and even cutting back marketing efforts. (2).

Divestiture strategy that occurs when an organization sells or divests itself of a business
or part of a business. There are many reasons why an organization may adopt a
divestiture 22 Jullimursyida Theory on Turnaraound Strategy strategy, but probably the
most frequently encountered one is that previous diversifications d id not work out. (3).
Liquidation strategy that occurs when an entire company is either sold or dissolved.

The decision to sell or dissolve may come by choice or force. When liquidation comes by
choice, it can be because the owners are tired of the business or are near retirement.
When an organization is forced to sell out, or to liquidate its assets, the decision often
occurs because of a deteriorated financial condition. 4.

Combination Strategy A combination strategy is used when an organization
simultaneously employs different strategies for different organizational units. A
combination strategy is used more often than any single generic strategy with the
exception of growth strategies. In fact, most multi -business organizations use some
type of combination strategy, especially when they are serving several different markets
(Miller, 1998; Rue & Holland, 1989).

The Turnaround Strategy An economic downturn normally motivates private
corporations to undertake turnaround strategies to protect their assets from continued
decline (Pheng & Hua, 2001). Turnaround itself is to produce a noticeable and endurable
improvement in performance, to turnaround the trend of results from down to up, from
not good enough to clearly better, from underachieving to acceptable, and from losing
to winning (Goodman, 1982).

According to Harvey (2004), the major differences between a turnaround and normal
business are: (a) a different type of leadership is usually required, (b) The CEO and
management will be under more pressure because the turnaround has to be done in
addition to normal ongoing management, (c) required actions are usually more severe
because of actions not taken in the past, (d) faster decisions and actions are generally
required because of the critical situation prevail ing, (e) there is generally less margin for



error but also higher consequences of error, (f) a different set of legal circumstances and
risk, and (g) the situation will usually be worse than thought.

For the purpose of this study, the definition of turnaro und used is following Harker's
(2001) definition that defines turnaround as a process that takes a company from a
situation of poor performance to a situation of good sustained performance. This 23
Universitas Malikussaleh Research On Turnaround Strategy definition is used because of
the fact that turnaround is a management process which takes place within context,
which emphasizes practices and procedures (Harker, 2001).

Hofer (1980) introduced the severity of the turnaround situation into the heuristic for
selecting appropriate turnaround strategy. He encouraged researches to specify the
magnitudes, time frames, and patterns and severities of performance inadequacies and
declines. Hofer (1980) also conceptualized a link between decline and the degree of cost
and asset reductions that a firm should include in its r ecovery response.

He referred to cost and asset reduction activities as operating turnaround strategy,
adapting the term from Schendel and Patton (1976). Operating strategies designed for
cost reduction were recommended for firms in less severe of decline. Drastic cost
reduction coupled with asset reductions were recommended for firms in more severe of
decline.

Bibeault (1982) was the first author to discuss a multi -stage model of turnaround. Based
on his observations, he proposed that turnaround was typica lly accomplished through a
two -stage process. The first stage involved an emergency plan to halt the firm’s
financial hemorrhaging and stabilization plan to streamline and improve core
operations.

These plans are combined to produce the firm’s retrenchment stage. The second phase
involved a return to growth or recovery stage. The initial stage was directed toward the
primary objectives of survival and achievement of a positive cash flow. The means to
achieve this objective encompassed the classic retrenchment activities: liquidation,
divestment. Product elimination and head cost cuts.

The advanced stage of the turnaround process shifts toward objectives of growth and
development, and growth in market share. The means employed for achieving these
objectives are acquisitions, new products, new markets, and increased market
penetration. Between the two stages, Bibeault (1982) speculated that a decision was
needed on a strategy for the firm.



As the rate of financial decline approaches zero, the firm must decide w hether it will
pursue recovery in its retrenchment reduced form through a scaled back version of its
preexisting strategy, or whether it will shift to a return to growth stage. It is at this point
that the ultimate direction of the turnaround strategy beco mes clear.

Essentially, the firm must choose either to continue to pursue retrenchment as its
dominant strategy or to couple the retrenchment stage with a new recovery strategy
that emphasizes growth. Bibeault's (1982) major contribution to the development of the
turnaround literature was his 24 Jullimursyida Theory on Turnaraound Strategy
separation of retrenchment from the concept of recovery. He argued that it was possible
and enlightening to observe retrenchment as an isolated phenomenon and as a
precursor to recovery activities.

Robbins and Pearce ( 1982) investigated the textile industry during the economic and
competitive turmoil of the 1980s. The study of 32 publicly held textile -manufacturing
firms provided evidence that retrenchment was a critical first stage for the strategies
undertaken by comp anies that successfully achieved turnaround.

Further, they found that the severity of the decline situation was the best indicator of
the type and extent of retrenchment that was needed, although an immediate cost
cutting response to financial decline (absolute and relative to the industry) was
consistently found to be of value. The researchers also presented a model of turnaround
based on evidence that business firm turnaround characteristically involved a
multi-stage process in which retrenchment could se rve as either a grand or operating
strategy.

Hambrick and Schecter (1983) were the first to empirically re-examine the Schendel and
Patton (1976) and Hofer (1980) case method-based propositions. Although Hambrick
and Schecter’s research ignored the cause o f the decline situation, it represented an
important addition to the literature the first used of multiple variables to represent
turnaround strategy.

Specifically, they set about to verify the existence of recovery strategies that were
classified as entrepreneurial (revenue generating, product/market refocusing) or
efficiency (cost cutting and asset reduction). In essence, the research question was
whether successful turnaround firms in fact implemented these theorized strategies. The
research findings sup ported the existence of the recovery strategies.

Cost cutting, asset reduction and product/market refocusing were found in their
theorized forms, while the idea of revenue generating was best captured by strategy



that was characterized by increased capacity utilization, and increased employee
productivity. Slatter (1984) identified ten major generic turnaround strategies which UK
firms commonly applied as: change of management, strong central financial control,
organizational change and decentralization, pr oduct market reorientation, improved
marketing, growth via acquisitions, assets reduction, cost reduction, investment, debt
restructuring and other financial strategies.

O'Neill (1986) investigated the relationship of contextual factors to the effectivenes s of
four primary turnaround strategies; management (new head executive, new definition of
business, new 25 Universitas Malikussaleh Research On Turnaround Strategy top
management team, morale building (among employees), cutback (cost cutting, financial
and expense controls, replacing losing subsidiaries), growth ( new product promotion
methods, entering new product areas, acquisition, add markets), and restructuring
(change in organizational structure, new manufacturing methods).

His model correctly predicted a negative relationship between growth strategy and
turna round success where there were strong competitive pressures. Where firms were
in weak market positions, success was found for cutback and restructuring strategies.
The major contribution from the Hambrick and Schecter (1983) and O'Neill (1986)
studies was the validation of the efficiency approach to recovery.

In fact, there was evidence that for firms competing in mature or declining industries,
efficiency or operating recovery strategies offered the best prospects for successful
turnaround. This was an imp ortant contribution. For the first time, retrenchment (cost
cutting and asset reducing) was found to be sufficient under certain circumstances to re
-establish the long -term viability of the firm.

Maimon, Ling and Agus's (1987) research indicated that the turnaround strategies
popularly adopted were strengthening of financial control, organizational change and
cash generation. Hence, most of the companies have already undertaken strengthening
of financial control and reduction of various expenses, and were s till conducting
improvement on marketing effort and product reorientation indicating the surpassing of
the initial and emergency phases of a corporate turnaround.

Addison and Hamilton (1988) found that the company turnaround process in New
Zealand companies to be similar to the turnaround process of company in UK and USA,
even New Zealand companies are smaller and less diverse. In addition, the typical
recovery process was changes in top management and asset reduction. Sim (1991)
stated that the successful turnaround strategies used in his study were: change in top
management, cost reduction, strengthened financial control, change of CEO, improved



efficiency and capacity utilization, debt restructuring, new product market focus,
organization change, selectiv e product market pruning, reduction of assets, growth via
diversification, divestment and liquidation, R&D improvements, and investment in
plant/equipment.

Kose, Larry and Jeffry (1992) studied about restructuring initiated in response to product
market pr essures by normal 26 Jullimursyida Theory on Turnaraound Strategy corporate
governance mechanisms. Such voluntary restructurings, motivated by the discipline of
the product market and internal corporate controls, will play a relatively more important
role in the 1990s due to a weakening in the disciplin e of the takeovers. Hence, their
data suggest that the firms retrenched quickly and, on average, increased their focus.

There is no evidence of abnormally high levels of forced turnover in top managers.
There is, however, a significant and rapid cut of 5% in the labor force. Further, the cost
of goods sold to sales, and labor costs to sales ratios, both declined rapidly, more than
5% in the first two years after the negative earnings. The first to be cut is research and
development, increased investment, an d also reduced their debt/asset level by over 8%
in the first year after the negative earnings.

In addition, they also document the reasons, management and analysts reported for the
negative earnings. Overwhelmingly the firms blame bad economic conditions and, to a
lesser extent, foreign competition. Chowdhury and Lang (1993) found that performance
turnaround is related to the rate of decline, and that firms achieving turnaround are
those able to marshal financial support for the turnaround. They also found three
weaknesses in small firm management practice.

First, management needed sensitive internal and external scanning to detect subtle, but
potentially crippling, changes in the competitive environment. Second, it is important for
small firm manager not t o attribute gradual performance decline to uncontrollable
market forces and then remain inactive. Lastly, if decline presents a consistent pattern,
managers should seek institutional help and become more persuasive with
constituencies, such as creditors, in obtaining support. Kang and Shivdasani (1997)
compared the restructuring of a sample of Japanese and US manufacturing firms that
had a substantial declining in operating performance.

They found several similarities in the operational responses by firms s ubsequent to the
performance decline. Both Japanese and US firms downsize their operations by selling
assets, closing plants, reducing capital expenditures and production, and through
employee layoffs. Both groups of firms also expand their operations and make
acquisitions.



The US responses are accompanied by frequent external takeover pressures, while such
explicit pressures are absent for Japanese firms. There are also some notable differences
in firms’ responses between Japan and the US. The overall freq uency of assets
contraction actions among US firms is roughly twice that of Japanese 27 Universitas
Malikussaleh Research On Turnaround Strategy firms, and the frequency of assets sales
is almost seven times that of Japanese firms.

Layoffs also appear to affect a larger fraction of the firm's workforce in the US th an in
Japan. They found that the responses undertaken by Japanese firms are related to the
distribution of equity ownership and debt claims. In particular, the likelihood of an asset
downsizing, employee layoffs and removal of outside directors’ increases with
ownership by the firm’s main bank and by the firm's other block-holders.

Increased ownership by block- holders also decreases the likelihood of acquisition, and
increases the probability of top management turnover, outside succession events, and
additi on of outside directors to the board. The results suggest that the nature of the
restructuring process during poor performance is a function of the distribution of claims
among the firm’s investors and those main banks and block- holders in Japan perform
an important role in this process.

Michael and Robbins (1998) conducted research on retrenchment among small
manufacturing firms during recession. They had four hypotheses and all hypotheses are
supported. Their first finding is R&D will be a lower priority for retrenchment than any
other factor. Second is marketing channels will be a lower priority for retrenchment than
advertising.

Third is machinery and other equipment will be a lower priority for retrenchment during
recession than inventories, and lastly, executives and front line supervisors will be lower
priorities for retrenchment during recession than hourly employees. Hence, their studied
made two contributions to the turnaround strategy literature. First, retrenchment is
identified as a common strat egy but not universal response of small firms to recession,
and retrenchment is likely to be the primary strategy for these firms.

Their second contribution was that the cost and asset factors most commonly used for
retrenchment are those procurable in fac tor markets containing little or no asset
specificity. Maimon (1999) found that the most commonly adopted turnaround
strategies were debt restructuring and cost reductions. The other strategies were change
of management, centralizing financial control, de centralization, assets reduction, growth
via acquisition, product market reorientation, improved marketing and more investment.



Barker, Patterson and Mueller (2001) studied organizational causes and strategic
consequences of the extent of top management team replacement during turnaround
attempts. They found three 28 Jullimursyida Theory on Turnaraound Strategy important
items. Firstly, the length of time a firm has been converging on a particular strategic
orientation and firm size were significant inertial forces associated with reduced levels of
top management team replacement during a turnaround attempt.

Secondly, an increase in outsider control of the board was associated with increased
levels of top management team replacement. And lastly, the extent of replacement of
top management team, while having no association with domain change activity, was
positively associated with changes in: (a) business level strategy, and (b) structure and
controls at firms attempting turnaround.

The study conducted by Pheng and Hua (2001) on the strategic responses of
construction firms to the Asian financial crisis of 1997-1998 in Singapore found that
restructuring appears to be a popular strategy adopted by the responding firms of
economic uncertainties. They also found that shrink selectively, cost cutting, and long
term strategies were also adopted by the construction companies in Singapore.

Sudarsanam and Lai (2001) studied corporate financial distress employing the Z scores
to define distress and they used the data from recovery and non -recovery firms. They
found that higher proportion of non -recovery firms restructured their operations, cut
dividends and restructured their debts in post distress years. These firms also appeared
to restructure more intensively than recovery ones, but restructuring does not point to
being the causes of non - recovery.

The reason why these firms are unable to recover was because the restructuring actions
taken by these firms in the later years of distress were too late. Rasheed (in press) found
that the choice of turnaround strategy depends on the interaction between perceived
performance and resource availability. His findings support previous findings (D'Aveni,
1989) that found, when firms perceive high levels of past financial performance and
resources are available to support their strategic plan, they are likely to choose growth
strategy.

Firms also chose growth strategy when a very low combination of financial performance,
perception and resource were available. Kow (2004) stated that there are six key
elements of a successful turnaround strategy required, they are: (1) an appropriate
strategic vision, (2) an organizational structure, (3) a set of business processes, (4) a
human resource architecture that will support the vision, (5) technological innovation



that will nourish the o rganization as well as enhances the product ranges, and (6) an
organizational 29 Universitas Malikussaleh Research On Turnaround Strategy culture
that will accept and commit to the effort. Whatever, these six elements will not drive nor
sustain an organizational turnaround on their own.

In addition, its appropriate mix and their interrelationship that will drive performance
improvement. Carney (2004) conducted a research on the institutions of industrial
restructuring in Southeast Asia. He defined corporate restructuring as: (a) changes in the
structure of incumbent organizations (such as ownership change, patterns of corporate
governance, an expansion or contraction of firms’' product market domains, the
acquisition of new types of capability), (b) the birth of new organizational populations
(venture capital partner ships, widely held firms, start ups), (c) the diffusion of new
business and managerial practice that alters the character of relations between firms
and core stakeholders (between the financial sector and owners, between managers and
employees, etc).

However, to achieve the successful turnaround, management must first do four things,
namely: (1) acknowledge the problem, (2) accept responsibility for it, (3) have the
willingness to change, and (4) have the ability to change (Heinrich, 2004). In addition, R
ojas (2003) stated that there are seven key actions for successfully changing company’s
direction and improving performance, they are: (1) control cash, (2) evaluate accounting
and financial reporting systems, (3) focus on strategic solutions, (4) know the size of the
market, (5) clean up the balance sheet, (6) change processes to increase productivity,
and (7) communicate clearly.

From the discussion we can summarize that turnaround strategies could be divided into:
management strategy, cutback strategy, growth strategy, and restructuring strategy. 1.
Management Strategy Management strategies are those actions, which involve a change
in top management personnel, or are enacted personally by the top management team
(O'Neill, 1986). This strategy includes: (1). New headman (from inside the company).

To decide the new head man from inside the company it is important to consider the
type of person required to be. Choosing the wrong man or woman might render the
strategies and methods of implementation he or she dec ides upon to effect a
turnaround may well be wrong as well and the result should be insolvency too. 30
Jullimursyida Theory on Turnaraound Strategy (2). New headman (from outside the
company).

Sometimes the company choose the new head man from outside the company because
of many reasons, for example, the com pany doesn’t have the appropriate man or



women from within to choose from, or the outside man is more capable and reliable. (3).
New top management team. Top management is the single most important factor
leading to decline and stagnation.

A change in top manag ement may occur even if the need for turnaround was brought
about by factors beyond the control of management. Just as important as the decision
to replace the chief executive, and therefore strategic in nature, is the decision as to the
type of person req uired to be the new chief executive of a firm in need of turnaround.

Again, if the wrong man (or women) is chosen, than the strategies and methods of
implementation he (or she) decides upon to effect a turnaround may well be wrong, and
the result will be insolvency. (4). Morale building among employees. It means that
employees should know what actually happens when the company is in crisis. They must
have responsibility on their job and strive to do better.

All the employees have to work together in order to transform their company from loser
company to the winner. 2. Cutback Strategy Cutback strategies are those actions, which
are taken to stem further decline (O'Neill 1986). This strategy includes: (1). Financial and
expense control. A strong financial and ex pense control is virtually a law of turnaround
situations.

Financial control means cash flow forecasts, budgets, detailed knowledge of the
manufacturing and overhead costs, and control over capital expenditure (Slatter, 1984).
Control needs to be centraliz ed under the new headman because in turnaround, strict
financial and expense control need to be imposed on the organization. (2). Debt
restructuring.

This strategy involves an agreement between the failing firm and its creditors, example
the banks, to reschedul e and sometimes convert interest and principal payment into
other negotiable financial instruments. (3). Cost cutting. Cost cutting program is aimed
at increasing the firm’s profit margin (as percentage of sales) and thus, indirectly, at
improving cash flow (S| atter, 1984).

Its objective 31 Universitas Malikussaleh Research On Turnaround Strategy is to improve
the firm’s cost position relative to that of competitors. The options open to a firm to
increase profits margins are basically oriented at pricing and volume decisions of cost
cutting. In a loss -making situation, p rofit margins are even more sensitive to a
reduction in costs than an increase in price. (4). Asset reduction.

Asset reduction can be in the form of reducing working capital and disposing of fixed



assets. A reduction of working capital requirements involves red ucing debtors’ days and
cutting inventory levels. Reducing fixed assets will involve selling surplus plant or losing
plant, machinery, and selling property. 3.

Growth Strategy Growth strategies are those actions, which are designed to boost the
firm ahead (O'Neill 1986). This strategy includes: (1). Growth via acquisition. Acquisitions
are most commonly used to turnaround decline firm. The objective of this strategy is
rather than by organic growth it is relatively faster in term of speed at which turnaround
can be achieved by following the acquisition route. It is a strategy available to firms in a
crisis situation but rarely adopted because they usually lack financial resources to make
an acquisition.

However, once survival is assured, acquisition may be par t of the strategy to achieve
sustainable recovery. (2). Entering new product area. The decision to enter new product
area is made by evaluating the appropriateness of both the firm’s current strategy and
all of the strategic options open to the firm.

Slatter (1 984) stated that focusing in this strategy may involve: (1) addition or deletion
of product lines, (2) addition or deletion of customers, (3) changes in sales mix by
focusing marketing efforts on specific products and/or specific customers, (4) complete
withdrawal from a market segment and (5) entry into a new product segment. (3).
Improved marketing.

Improved marketing describes how the firm maximizes its potential profit within the
product market segments in which it has chosen to compete by adjusting the key
elements of the marketing mix; product line, selling, pricing, distribution channels,
advertising and promotion, service, etc (Slatter, 1984). 32 Jullimursyida Theory on
Turnaraound Strategy 4.

Restructuring Strategy Restructuring strategies are those actions, which involve redesign
in the central c ore of the business (O'Neill 1986). This strategy includes: (1). New
manufacturing methods. Ineffective manufacturing plants are usually characterized by
an above average level of downtime, resulting from either poor production planning,
machine breakdown, or both (Slatter, 1984). New manufacturing methods are required
to overcome inefficiency. (2). Change in the organization'’s structure.

Organizational change is riskier than strategic change, but not for turnaround situation,
where it can direct attention away from the problem facing the business. The reasons
are: (1) the appropriate organization structure for a firm is determined at least in part by
the firm’s product- market strategy, (2) a new headman knows both the strengths and



weaknesses of the individuals in n either the firm nor how the informal organization
structure works in the early days of turnaround, (3) changing the organization is not
merely a question of drawing up a new organization chart, writing new job descriptions
where appropriate, and informing every one of the changes (Slatter, 1984).

Further he also stated that there are three situations that may be useful and necessary
for changing in the organization structure: (1) restructuring may be necessary to
facilitate the divestiture of part of the business, (2) change can assist the new man to
gain management control over the firm, (3) restructuring may be useful for a large firm
where a quick turnaround is almost impossible to achieve unless the cause of decline is
a one of event that has not adverse ly affected the core business. (3). Establishing new
distribution methods. This strategy is aimed at increasing the firm’s sales volume and
indirectly will increase cash flow.

The review of turnaround strategies above indicated that companies may take several
turnaround strategies to overcome the decline. Several strategies can be implemented
simultaneously or in sequence. Companies may choose a variety of turnaround
strategies to get them back to financial health. It seemed cutback and restructuring
strategie s are mostly adopted by the companies in 33 Universitas Malikussaleh
Research On Turnaround Strategy decline situation (Hambrick & Schecter, 1983). The
choice of turnaround strategy is contingent on external and internal conditions of
organization.

Unfortunately, empirical evidence based on large scale analysis on the turnaround
strategies is limited (Sudarsanam & Lai, 2001). Turnaround Strategies and Firm
Performance It was theorized that the choice of a particular turnaround strategy would
be a function of the business situation. The turnaround strategy will ha ve an effect on
firm performance and how businesses compete will directly determine its resulting
performance (Hambrick, 1983).

During a turnaround process, profitability is not the mission of the business; the
objective is to survive. Once survival is achieved and the firm is conducting good
business then only will profitability come (Scherrer, 1989). The firms that undertake the
turnaround strategies will have a better performance than the firms that have not taken
turnaround strategies.

Gavin (2004) stat ed that the basic requirements for a successful turnaround have to
fulfill the following conditions: (1) a viable core business (or businesses), (2) sufficient
organizational resources and knowledge, and (3) adequate financial resources to allow
the compan y to survive through the turnaround period. lacocca (1984) President of



Chrysler Corporation, the third largest automobile producer in the US, was able to
turnaround the company.

It is showed by an increase in operating income during 1981-1983. Before that, Chrysler
was in a difficult situation. But after their new CEO took several efforts to save the
company, Chrysler was able to repay its government -backed loans far ahead of
schedule, as its revenues and profits rose steadily.

Hambrick and Schecter (1983) who studied turnaround attempts by businesses in
mature industries indicated three primary successful turnaround gestalts: asset/cost
surgery, selective product/market pruning, and piecemeal strategy. Assets/cost surgery
was pursued primarily by businesse s with low levels of capacity utilization; selective
product/market pruning was undertaken primarily by businesses with high levels of
capacity utilization; and the piecemeal strategy was followed primarily by businesses
with high market share.

Those succe ssful turnaround gestalts have the most likely prospect of having a good
margin. 34 Jullimursyida Theory on Turnaraound Strategy O'Neill (1986) investigated
turnaround strategy in commercial banking and found that successful turnaround banks
control their interest cost by achieving a lower cost mix of d eposits.

This statement is confirmed by ranking of the second measure of interest cost, interest
on deposits/time and savings. This latter measure of interest cost ranks last in
discriminatory power in the discriminant analysis model, suggesting that turna round
and decline banks pay similar rates for these expensive deposits. Turnaround banks
manage to attract a higher portion of the cheaper demand deposits. Table 3.1

Operational Definitions of Turnaround Situation and Turnaround Success Authors
Turnaroun d Situation Turnaround Success Schendel, Patton & Riggs (1976) Four
consecutive years of earnings decline Four consecutive years of earnings improvement.
Schendel & Patton (1976) At least four years of sub GNP growth in income. At least four
years of abo ve - GNP growth in income.

Bibeault (1982) At least three years of sustained but not necessarily monotonic decline
in net income or profit decline of 80% or more in a single year. At least three years of
sustained income growth. Hambrick & Schecter (1983) Average pretax ROI for two years
below 10%. An average two - year pretax ROI greater than 20%. Slatter (1984) At least
three successive years of declining real profit before taxes.

Real profit before taxes increased in four out of the following six years. Robbins &



Pearce (1992) Two successive years of increasing ROl and ROS followed by absolute,
simultaneous declines in ROl and ROS for a minimum of two years at rate greater than
their industry averages.

Two successive years of absolute, simultaneous increases in ROl and ROS at a greater
than the industry average and return to pre downturn levels of ROl and ROS.
Chowdhury & Lang (1993) Negative changes in ROI during 1984 - 1985. Average ROI
over two years (1986 and 1987) exceeded the 10 percent. 35 Universitas Malikussaleh
Research On Turnaround Strategy Barker & Mon e (1994) Two successive years of
performance decline measured by reductions in ROI.

Two successive years of increases in positive ROIl. Chowdhury & Lang (1994) Two
consecutive years of ROI decline below 10%. Two consecutive years of ROl exceeded the
10%. Mueller & Barker (1997) Three consecutive years of declining return on assets
(ROA) Three years increasing return on assets (ROA) Gowen & Tallon (2002) 130
American electronics firms and 120 Japanese electronic firms’ subsidiaries in the US.

Japanese tur naround firms have greater inclination to divest a subsidiary and use gain
sharing or profit sharing. American turnaround firms have greater return on investment
and operating margin Source: Pearce & Robbins (1993) and updated by the author
Barker and Patterson (1996) studied top management tenure and top manager causal
attributions at declining firms attempting turnarounds.

The questionnaires were mailed to CEOs requesting participation in the research. They
found that for the turnaround attempt, differ ent attribution patterns at firms
attempting turnarounds based on the extent of the top management team was
changed. The decline was more likely to be attributed to internal, stable, and
controllable sources when the average top management team tenure was shorter
because a greater percentage of the top management team had been replaced.

They also found that as more top management team members are replaced, external
sources becomes less attributing to decline. Michael and Robbins (1998) conducted a
research on firms in industries adversely affected by recession between of 1987 -1992.
The respondents were asked whether the recession had positive, negative or neutral
impact on their business, and then asked if cost or asset retrenchment was employed in
response to the recession.

The result of his study indicated that thirty one percent of respondents reported that the
recession had no impact on their business, and sixteen percent reported that the
recession had a positive impact. Thirty-two percent of the firms d id not retrench at all,



thirty percent retrenched by reducing costs, and thirty-eight percent retrenched by 36
Jullimursyida Theory on Turnaraound Strategy reducing both costs and assets. The result
also showed that retrenchment has positive impact on performance. This study has two
contributions.

First, retrenchment is identified as a common but not universal response of small firms
to recession. Second, the cost and asset factors most commonly used for retrenchment
are those most procurable in factor markets containing little or no asset specificity.
Bruton, Ahlstrom and Wan (2001) studied the turnaround success of large and midsize
Chinese firms in Hong Kong and Thailand.

They found that the turnaround effort needs to be consistent with local setting to be
successful. And they argued that removing the CEO immediately may not be judicious. It
is better to obtain the CEO's full cooperation to turn the firm around by directing the
CEQO's attention toward the significant changes needed within the firm and with its
relationship with other organizations. Cronin and Page (2001) studied the relative
impact of growth strategies on profit performance.

The sample was taken from 35 firms in the supermarket industry, and the data were
compiled from the Compustat Data tapes and the supermarket news annual distribution
of grocery store sales. He found that market share and sales growth objectives are
significantly related to profit performance. Bruton, Keels and Scifres (2002) conducted a
survey on corporate restructuring and performance from agency perspective on the ¢
omplete buyout cycle.

They found that performance increased significantly during the time buyout firms.
However, the buyout process is so demanding and stressful that owner/managers are
forced to become too introspective. Thus, they suggest that manager an d owners must;
first consider carefully the wisdom of undertaking a buyout at all.

Second, they should think about time frame issues. And finally, owners and managers
need to consider their strategic activity choice carefully when planning for restructuring.
Bruton, Ahlstrom and Wan (2003) conducted a research on turnaround in East Asian
firms.

The sample were from firms in Hong Kong, Singapore and Taiwan where the firms' ROI
had decline for 3 consecutive years, and the firm's ROl also had to be lower than the risk
free rate of return for those years. The independent variable were change in fixed assets,
change in sales, change in accounts receivable/sales and change in chair person with
firms' size as a control variables.



The results showed that changes in fixed assets, 37 Universitas Malikussaleh Research
On Turnaround Strategy sales and firm size were significantly associated with the
performance. However, decrease fixed assets by selling them off, had better financial
result, increasing in profitability was associated with decreasing sales. In addition,
reduction in accounts receivable during the potential recovery period was not
significant, and change in chairman of the board was also not significant with the
improvement of performance.

Francis and Pett (2004) studied the retrenchment in declining organization f ound that
the source of decline and the urgency of the decline situation must be considered when
investigating retrenchment actions. The result of this study found that the examination
of the surgery of decline as measured by severity and suddenness is an important factor
for firms to pursue retrenchment responses to decline. This study also found significant
influences between the urgency of the situation and specific decline characteristics.

In addition, there is a need to determine what actions are required by the organization
faced with declining or dissolving operations within a variety of external conditions
(Weitzel, 1989). The action will influence whether negatively or positively the
performance of the organization (Ginsberg, 1988). The studies abo ve describe that
performance could be a function of the success of the turnaround strategies adopted.

The effect of changes in profitability or stockholders’ wealth was an important indicator
of turnaround success. However, there are some limitations in pr evious studies. They
are only a few studies using samples of more than 100. AlImost all the research data
were taken from secondary data (Compustat Data).

? 38 Jullimursyida Theory on Turnaraound Strategy Chapter Four Statement of
Hypotheses The Research Framework Based on literature review and research problem a
framework had been developed in order to capture the relationship of causes of decline
to turnaround strategies and how this turnaround strategies influence firm performance.
It is presented in Figure 4.1. The model focuses on turnaround strategies.

Firm performance is the dependent variable, representing the turnaround of firms, while
the factors contributing to decline are independent variables. The factors contributing to
the decline include external and internal factors. In this study external factor refers to
economic change and competitive change, while internal factor refers to poor
management, lack of financial control, failure of major projects, high cost structure and
poor acquisition.



Turnaround strategies refer to management strategy, growth strategy, cutback strategy
and restructuring strategy. Finally, the performance is viewed from the financial
perspective. Most previous stu dies use return on investment (ROI), return on sales
(ROS) and sales growth to represent firm performance (Barker & Mone, 1994;
Chowdhury & Lang, 1994; Robbins & Pearce, 1992).

This research is founded on the contingency theory which stated that what happ en
within an organization is dependent on forces or perceived forces outside it. In this
study the choice of turnaround strategies are dependent on the perceived causes of
decline. The outcome of performance is deemed as dependent on the strategy chosen.
39 Universitas Malikussaleh Research On Turnaround Strategy Figure 4.1 Research
framework.

The choice to focus on variables presented in the theoretical framework is based on the
following criteria. The causes of decline were selected on the following basis: (a) factors
that had arisen in company decline in the past studies, (b) factors that had produced
contradictory results in previous research.

Dimensions of the turnaround strategy were selected as: (a) those that were more
frequently cited in literature, (b) which had clearly played centr al role in turnaround
strategy. Similarly, dimensions of firm performance were selected on the basis of: (a)
those were more frequently cited in literature, (b) factors that had arisen in the firm
performance in the past studies of turnaround.

Statement of Hypotheses It was theorized that the choice of turnaround strategies
would be a function of the business’s situation (Hambrick & Schecter, 1983). Business
situation refers to the situation in which the business is in, e.g. the firm in insolvent
situation. In this situation the firm has a poor performance. The attributes of a firm's
performance downturn independently determine the firm's need for strategic change
and therefore the extent of strategic change enacted during a successful turnaround.

Extremely poor performance creates pressure for management to change a firm’s
strategy, if the firm has sufficient resources (Ginsberg, 1998; Huff, Huff & Thomas, 1992).
Previous studies have suggested that the choice of turnaround strategies will be
strongly infl uenced by the factors that caused the company decline (Bibeault, 1982;
Slatter, 1984).

And caused of the company decline are caused by combinations of CAUSES OF DECLINE
EXTERNAL FACTORS « ECONOMIC CHANGES « COMPETITIVE CHANGES INTERNAL
FACTORS « POOR MANAGEMENT « LACK OF FINANCIAL CONTROL « FAILURE OF



MAJOR PROJECTS « HIGH COST STRUCTURE « POOR ACQUISITION TURNAROUND
STRATEGIES OPTION « MANAGEMENT STRATEGY « CUTBACK STRATEGY « GROWTH
STRATEGY « RESTRUCTURING STRATEGY FIRM PERFORMANCE « RETURN ON
INVESTMENT ¢ RETURN ON SALES « SALES GROWTH 40 Jullimursyida Theory on
Turnaraound Strategy external and internal factors (Schendel, Patton & Riggs, 1976).

The causes of decline are usually multipl e, and Slatter (1984) suggests that successful
turnaround requires management to use a number of different generic strategies
simultaneously. Factors causing company decline can be externally or internally
generated. However, Slatter (1984) and Bibeault (1982) indicated that internal factors
have most impact on organization decline.

Maimon (1987) found both external and internal factors contributed to the decline.
Numerous strategies have to be tailor made to the different turnaround situations.
Slatter (1984) found ten generic strategies and O’Neill (1986) has categorized four major
turnaround strategies, as reviewed in the literature. Main hypothesis 1: Perceived
economic changes influence turnaround strategy.

Economic decline is rather subjective, and there are very few data available on industry
or company incidence of economic decline (Bibeault, 1982). The company could be in an
economic decline for years and yet, in the absence of legally enforceable debt, be able
to meet its current obligations and thus not be a legal failure. Firms' choice of several
strategies in crisis situation is contingent on a range of factors (Sudarsanam & Lai,
2001).

Economic condition is one of the causes of decline that may influence the strategies
chosen (Sudarsanam & Lai, 2001). It is generally accepted that the higher the level of
economic change the greater is the chance of turnaround or conversely the lower the
level of economic change, the lesser is the chance of turnaround strategy undertaken.
Firms in situation of economic change will choose several strategies to overcome the
crisis. * H1.a

There is a positive relationship between perceived economic changes and the extent of
management strategy in the turnaround. « H1.b There is a positive relationship between
percei ved economic changes and the extent of cutback strategy in the turnaround. «
H1.c There is a positive relationship between perceived economic changes and the
extent of growth strategy in the turnaround. « H1.d

There is a positive relationship between perceiv ed economic changes and the extent of
restructuring strategy in the turnaround. 41 Universitas Malikussaleh Research On



Turnaround Strategy Main hypothesis 2: Perceived competitive changes influence
turnaround strategy. Competitive change can cause decline (Bibeault, 1982). A firm
which fails to be competitive is likely to find itself sliding towards extinction.

Slatter (1984) noted that price competition as the main cause of decline in British
manufacturing industry due to price competition from overseas competitors in
motorcars, motorcycle, machine tools and text iles. Francis and Mariola (2005) suggest
that external environment is the starting point for testing the factors that influence
turnaround strategies.

External environment is positively associated with the number of strategic options
available and chances of survival to the firms (Goll & Rasheed, 1997). Specifically,
external attribution of decline is positively associated with the extent of top
management team replacement in turnaround (Barker & Barr, 2002). Thus, the external
environment is an important s ituational element since it has strong impact on a firm’
strategies.

Bibeault (1982) stated that the appropriate actions have to be taken when the
companies’ competitive situation change. It seems that the higher the level of
competition the greater the c hances of turnaround or conversely the lower the level of
competition the lesser the chance of turnaround. « H2.a There is a positive relationship
between perceived competitive changes and the extent of management strategy in the
turnaround. « H2.b

There is a positive relationship between perceived competitive changes and the extent
of cutback strategy in the turnaround. « H2.c There is a positive relationship between
perceived competitive changes and the extent of growth strategy in the turnaround. «
H2.d There is a positive relationship between perceived competitive changes and the
extent of restructuring strategy in the turnaround.

Main hypothesis 3: Perceived Poor management influences turnaround strategy. Poor
management is one of the main factors in the organization contributing to the
organizations’ decline (Hambrick, 1992). This is supported by several previous studies
(Argenti, 1976; Bibeault, 1982; Maimon, 1999; Slatter, 1984).

They found that the 42 Jullimursyida Theory on Turnaraound Strategy prime cause of
industrial sickness was poor management. Slatter (1984) stated that the companies in
poor management situation require new management, organization change and
decentralization. Barker and Barr (2002) investigated the top -manager link to strategic
reorientation in declining firms attempting turna rounds.



They found that top management problems give the impact on the organization decline
which more likely leads to turnaround strategies than external causes of decline. The
more ineffective is the management team the greater seems the chances of turnaround.
They also stated that if the cause of decline is due to internal condition of the firm, top
managers of the company believe that performance recovery can only reached through
changing internal firm policies and procedures. « H3.a

There is a positive relationship between perceived poor management and the extent of
management strategy in the turnaround. « H3.b There is a positive relationship between
perceived poor management and the extent of cutback strategy in the turnaround. «
H3.c There is a positive relationship between perceived poor management and the
extent of growth strategy in the turnaround. « H3.d

There is a positive relationship between perceived poor management and the extent of
restructuring strategy in the turnaround. Main hypothesis 4: Perceived lack of financial
control influences turnaround strategy. Slatter (1984) found that lack of financial control
is the most common characteristic of declining firms because weak control means that
management is unable to pinpoint the products, customers and activities on which it is
losing money, and sometimes more important in a crisis situation.

It is important for management to know which products or businesses are using cash
and which, are generating cash. When lack of financial control is one o f the causes of
decline in the companies, the appropriate turnaround strategies implemented are new
management, improved financial control and decentralization (Slatter, 1984). It deemed
that lack of financial control influences the turnaround strategies adopted.

Arguably the higher the lack of financial control the greater the chance of 43 Universitas
Malikussaleh Research On Turnaround Strategy turnaround. So, when the financial
control is adequate there will be less chances of turnaround. « H4.a There is a positive
relationship between perceived lack of financial control and the extent of management
strategy in the turnaround. « H4.b

There is a positive relationship between perceived lack of financial control and the
extent of cutback strategy in the turnaround. « H4.c There is a positive relationship
between perceived lack of financial control and the extent of growth strategy in the
turnaround. « H4.d There is a positive relationship between perceived lack of financial
control and the extent of restructuring strategy in the turnaround.

Main hypothesis 5: Perceived failure of major projects influences turnaround strategy.



One of the most frequently cited causes of decline is the failure of major projects
(Maimon, 1999; McRobert, 1997; Slatter, 1984). This is because major projects require
heavy investment and the f ailure of such investment to take off profitably can strain the
cash flows and costs are underestimated or revenues are over estimated. The companies
in declining situation are more likely to pursue turnaround strategies (Barker &
Duhaime, 1997).

Slatter (1984) stated that the failure of major projects in an organization influenced
turnaround strategies implementation such as asset reduction. Thus, we can argue that
the higher the failure of major projects the greater is the chance of turnaround
strategies being undertaken. « H5.a There is a positive relationship between perceived
failure of major project and the extent of management strategy in the turnaround. «
H5.b

There is a positive relationship between perceived failure of major project and the extent
o f cutback strategy in the turnaround. « H5.c There is a positive relationship between
perceived failure of major project and the extent of growth strategy in the turnaround. «
H5.d There is a positive relationship between perceived failure of major project and the
extent of restructuring strategy in the turnaround.

44 Jullimursyida Theory on Turnaraound Strategy Main hypothesis 6: Perceived high
cost structure influences turnaround strategy. A firm that has substantially higher cost
structure than that of its major competitors is unlikely to be able to c ompete on price
(Heng at al., 1985). With less funds available than competitors, they will not be able to
invest much on new product development and marketing.

This situation will make the company to be the less capable of building and defending
their market position. The common problem encountered in turnaround situations is the
inability of firms to compete on price because their cost is too high, and the appropriate
strategies adopted to be out of these problems are cost reduction and product market
(Slatter, 1984).

He also stated that the average number of generic strategies employed in successful
turnarounds is considerably greater than the average number of factors causing decline.
Thus, we can say that high cost structure has an impact on turnaround strategies.
Logically, the higher the cost structure, the higher the chance of turnaround strategies
to be undertaken and the reverse should, therefore, be true as well. « H6.a

There is a positive relationship between perceived high cost structure and the e xtent of
management strategy in the turnaround. « H6.b There is a positive relationship between



perceived high cost structure and the extent of cutback strategy in the turnaround. ¢
H6.c There is a positive relationship between perceived high cost structure and the
extent of growth strategy in the turnaround. « H6.d

There is a positive relationship between perceived high cost structure and the extent of
restructuring strategy in the turnaround. Main hypothesis 7: Perceived poor acquisition
influences turnaround strategy. Acquisitions have played an increasingly important role
in the corporate strategy of large and medium sized firms during the past twenty years
(Slatter, 1984).

As use of acquisition increases, so has the incidence of acquisitions being a direct cause
of decline. Slatter (1984) also found that primarily firms facing acquisition as one of the
causes of decline will implement asset reduction strategy. 45 Universitas Malikussaleh
Research On Turnaround Strategy While Harker (2001) found that acquisition is a key
element in the development of the strategies of the companies that were successfully
turned around. It seems that poor acquisitions have significant influence on turnaround
strategies adopted.

Thus, we can argue that the higher the rate of failure of acquisition the higher is the
chance for turnaround. Conversely, the higher is the success rate of acquisition the lower
is, the chance of turnaround. « H7.a There is a positive relationship between perceived
poor acquisition and the extent of management strategy in the turnaround. « H7.b

There is a p ositive relationship between perceived poor acquisition and the extent of
cutback strategy in the turnaround. « H7.c There is a positive relationship between
perceived poor acquisition and the extent of growth strategy in the turnaround. « H7.d
There is a positive relationship between perceived poor acquisition and the extent of
restructuring strategy in the turnaround.

Main hypothesis 8: Turnaround strategy influences firm performance. Since corporate
turnaround is clearly about the losing of competitive advantage, the threat of extinction,
and the subsequent regaining of competitive advantage, it seems appropriate to begin
by focusing on current theoretical ideas on the sources of competitive advantage and
the nature of organizational survival.

Th e resource of the firm affects the firm’'s ability to implement strategies to improve its
efficiency and effectiveness (Barney, 1991). Efficiency improvement can also be caused
by significantly greater sales achieved by turnaround firms during the recovery process
(Pearce & Robbins 1993; Ramanujam, 1984). Turnaround action has a favorable impact
on company performance, irrespective of the cause of the firm’s problems in decline



(Robbins & Pearce, 1992).

While top management change is noted as a preconditio n for successful turnaround
(Bibeault, 1982; Hofer, 1980; Schendel et al ., 1976; Slatter, 1984), operational strategies
that comprise cost reduction, revenue generation, and operating assets reduction have
been empirically associated with turnaround succes s (Hambrick & Schecter, 1989;
O’'Neill, 1986).

46 Jullimursyida Theory on Turnaraound Strategy Sudarsanam and Lai (2001) who
studied corporate financial distress and turnaround strategies of UK firms found that the
strategies that lead the companies out of financial distress are investment and
acquisition. Hambrick and Schecter (1989) found that efficiency improving turnaround
firms also achieved significantly greater sales growth or market share growth than firms
that failed to recover. The successful turnaround companies are the companies that are
able to meet the demanding buyers' criteria (Harker, 2001).

The subsequent effect on firm performance of various management actions is modeled
as either change strategy or attempts to increase efficiency. Corporate strategy, market
orientation and organizational learning are three of the most important factors
impacting on company performance (Slater & Narver, 1995). « H8.a There is a positive
relationship between the extent of management strategy in the turnaround and firm
performance. « H8.b

There is a positive relationship between the extent of cutback strategy in the turnaround
and firm performance. « H8.c There is a positive relationship between the extent of
growth strategy in the turnaround and firm performance. « H8.d There is a positive
relationship between the extent of restructuring strategy in the turnaround and firm
performance.

Main hypothesis 9: Turnaround strategy mediates the relationship between causes of
decline and firm performance. A broad array of external and internal conditions,
organizational resources and organizational actions are important influences on
turnaround performance (Francis & Mariola, 2005).

Previous studies on turnaround found that the firms in crisis situation cannot directly be
related to higher performance (Ginsberg, 1988; Sudarsanam & Lai, 2001) without
several adopted strategies. Significant benefits can be reached by firms by
implementing the strategies in the right way. Strategic management literatures suggest
that to respond to global competition, companies have to incr ease their adoption of
advanced technologies, new management practices and the introduction of



technologically sophisticated product which fit or matches business strategy (Zahra &
Covin, 1993).

Robbins and Pearce (1992) proposed the turnaround concept is operationalised as
performance decline followed by performance improvement. 47 Universitas
Malikussaleh Research On Turnaround Strategy While those actions, which need to be
taken to improve the performance of an ailing business, can be established by
diagnosing the causes of decline (Grinyer & McKiernan, 1990). « H9.a1 Management
strategy mediates the relationship between economic changes and firm performance. ¢
H9.a2 Management strategy mediates the relationship between competitive changes
and firm performance. « H9.a3 Management strategy mediates the relationship between
poor management and firm performance. « H9.a4 Management strategy mediates the
relationship between lack of financial control and firm performance ¢ H9.a5
Management strategy mediates the relationship between failure of major project and
firm performance « H9.a6 Management strategy mediates the relationship between high
cost structure and firm performance. « H9.a7 Management strategy mediates the
relationship between poor acquisition and firm performance. « H9.b1 Cutback strategy
mediates the relationship between economic changes and firm performance. « H9.b2
Cutback strategy mediates the relationship between competitive changes and firm
performance. « H9.b3 Cutback strategy mediates the relationship between poor
management and firm performance. « H9.b4 Cutback strategy mediates the relationship
between lack of financial control and firm performance « H9.b5 Cutback strategy
mediates the relationship between failure of major project and firm performance «
H9.b6 Cutback strategy mediates the relationship between hi gh cost structure and firm
performance. « H9.b7 Cutback strategy mediates the relationship between poor
acquisition and firm performance. « H9.c1 Growth strategy mediates the relationship
between economic changes and firm performance. « H9.c2 Growth strategy mediates
the relationship between competitive changes and firm performance. « H9.c3 Growth
strategy mediates the relationship between poor management and firm performance. e
H9.c4 Growth strategy mediates the relationship between lack of financial control and
firm performance 48 Jullimursyida Theory on Turnaraound Strategy « H9.c5 Growth
strategy mediates the relationship between failure of major project and firm
performance « H9.c6 Growth strategy mediates the relationship between high cost
structure and firm performance. « H9.c7 Growth strategy mediates the relationship
between poor acquisition and firm performance. « H9.d1 Restructuring strategy
mediates the relationship between economic changes and firm performance. « H9.d2
Restructuring strategy mediates the relationship between competitive changes and firm
performance. « H9.d3 Restructuring strategy mediates the relationship between poor
management and firm performance. « H9.d4 Restructuring strategy mediates the
relationship between lack of financial control and firm performance ¢« H9.d5



Restructuring strategy mediates the relationship between failure of major project and
firm performance « H9.d6 Restructuring strategy mediates the relationship between high
cost structure and firm performance. « H9.d7 Restructuring strategy mediates the
relationship between poor acquisition and firm performance.

? 49 Universitas Malikussaleh Research On Turnaround Strategy Intentionally left blank
50 Jullimursyida Researc Methodology Chapter Five Research Methodology Research
Design This research involves comprehensive survey of Indonesian manufacturing firms
to achieve the research objectives. Therefore, this research involves an empirical study to
examine the relationship between causes of decline and turnaround strategies, and the
relationship between turnaround strategies and firm performance. A set of
questionnaires was distributed to the CEOs of large manufacturing firms.

The sample chosen was based on simple random sampling in order to provide the least
bias and most generalize ability. Multiple regressions was used to analyze the
relationship between independent and dependent variables, while to analyze the
mediator impact of causes of decline and firm performance, hierarchical regression was
conducted. The Population and Sample The unit of analysis for this study is the
organization.

For this study the classification for the sample was undertaken from Urata (2001), who
defines; (1) small companies are the companies which have 10 -50 employees, (2)
medium companies are the companies which have 51 -250 employees and (3) large
companies are the companies which have more than 250 employees. Based on his
criteria, the population for this study is about 2000 firms that have more than 250 full
time employees of manufacturing firms that is published by the Central Statistic Bureau
(Badan Pusat Statistik).

The total size of the sample is about 1000 firms randomly s elected by having all the
2000 companies’ names printed separately on small pieces of paper and putting them in
to a basket. Then 1000 companies’ names were chosen by pulling out of it a thousand
times. It was decided to study manufacturing firms because: 1. Manufacturing sector is a
leading sector in Indonesian economy. This sector has become the main contributor to
Indonesian GDP for the last ten years.

51 Universitas Malikussaleh Research On Turnaround Strategy 2. The turnaround
practitioners observed that the firms in Asia that have weathered the economic crisis
best are focused manufacturing and technology firms, where the top management team
has years or decades of experience in the industry (Bruton, Ahlstrom & Wan, 2001). 3.



Manufacturing sector is a popular option to be a sample of turnaround actions taken.
Somani (20 04) argued why manufacturing is a popular option because when we get
involved in a business that does not work out then we have sizeable assets we can
dispose of to realize the cash. 4. Manufacturing firms have direct relationships with the
environment.

They obtain inputs from the environment and distribute the outputs to the environment.
Questionnaires Design The questionnaire was designed to measure the items in the
research model. The items were arranged in four primary sections: (a) information
related t o general background, (b) information related to causes of decline, (c)
information related to turnaround strategies, and (d) information related to the firm
performance. Data were collected through mail questionnaires to the CEO of the
organization.

The questionnaire was translated into Indonesian language by the Language Center
(English), and then it was translated back into English to assure accuracy of translation.
The Indonesian version was used in the survey. The methodology used in this study is
sim ilar to those used by Hambrick and Schecter (1983), Grinyer and Mckiernan (1990),
Robbins and Pearce (1992), Arogyaswamy and Barker (1995), and Barker and Duhaime
(1999). The questionnaire was modified in parts to suit the model to be tested and also
the | ndonesian conditions.

52 Jullimursyida Researc Methodology Table 5.1 Questionnaire Design Sections
Questions Number of Questions 1 Respondent’s and company profile 11 items 2
Economic change 5 items Competitive change 7 items Poor management 8 items Lack
of financial cont rol 4 items Failure of major projects 4 items High cost structure 5 items
Poor acquisition 4 items 3 Management strategies 5 items Cutback strategies 5 items
Growth strategies 4 items Restructuring strategies 4 items 4 Firm performance 3 items
Variables and Measures.

The variables developed in this research require a number of measures, which are
adopted from different sources. Economic change. Refers to the change of economic
condition during the crisis situation of 1997/1998, such as devaluation of major
currency, an international monetary crisis, interest rate and inflation. Those items
derived from Argenti (1976), McRobert & Hoffman (1997). Competitive change . As
measured by Argenti (1976) and Slatter (1984).

This variable measured the perceived competitive changes in the form of price or
product changes such as foreign low cost producers, merger of two competitors,
product competition, price competition, competitor's new range of products, and an



entirely new company. These items w ere measured on a 5 -point scale, with 1 referring
to not serious at all and 5 referring to most serious. Poor management.

Defined as the fault of management in the organization. As measured by Argenti (1976),
and Slatter (1984), this variable includes non participating board, one man rules,
unbalanced top team, weak finance function, and lack of management depth,
inadequate strategic understanding of industry, and a chief 53 Universitas Malikussaleh
Research On Turnaround Strategy executive who believes that he or she can achieve
fantastic success in any business sector. Lack of financial control.

As measured by Argenti (1976), and Slatter (1984), this variable refers to the absence or
inadequacies in cash flow forecasts, costing system or budgetary control. Failure of
major project refers to the situation where costs of major projects and times are
underestimated or revenue overestimated. The source was adopted from Argenti (1976),
and Slatter (1984). High cost structure.

Using Argenti (1976), and Slatter (1984), four items were designed to measure this
dimension. Th ey are high overheads, difficult accessibility to raw materials, difficult
accessibility to suitable labour, and difficult accessibility to production know-how. Poor
acquisition refers to acquisition of losers or overpaying of premium and poor post
acquis ition management.

Based on Argenti (1976) and Slatter (1984) studies, three items were developed. The
items measured were the acquisition of losers, over paid acquisition, and poor post
acquisition management. Management strategy refers to those actions, w hich involve a
change in top management personnel, or are enacted personally by the top
management team.

As measured by O'Neill (1986) and Slatter (1984), these variables refer to the strategy of
getting a new head man, new top management team, and morale building among
employees. Cutback strategy. Based on O'Neill (1986), and Slatter (1984) study, this
dimension refers to those actions, which are taken to stem further decline. This variable
was measured by financial and expense control, debt restructuring , cost cutting, and
asset reduction.

Growth strategy refers to those actions, which are designed to boost the firm ahead.
According to O'Neill (1986), and Slatter (1984), the variable is measured by growth via

acquisition, entering new product area, and improved marketing. Restructuring strategy.

As measured by O'Neill (1986), and Slatter (1984), this variable refers to those actions,



which involve redesigns in the central core of business. The items include in this variable
were new manufacturing methods, change in the organization structure, and establish
new distribution methods. These items were measured on 5 point scale with 1 being
“not used at all”, and 5 being "used as central strategy”. 54 Jullimursyida Researc
Methodology Firm performance.

This study uses financial performance as the measure of perceived firm performance.
Seven point scale was used, rating from 1 “decrease by more than 10%" to 7 “increase
by more than 10%" (Elitan, 2003). Financial performance refers to performance as
measured by ROI, ROS and sales growth (Robbins & Pearce, 1992).

Firms were analyzed over seven -year period, between of 1995-2001. In keeping with
convention, and as depicted in Figure 2, the two years of decline were dated t (the
second of year of decline) and t-1 (the first year of decline), the years of normal
operations t- 2 and t-3, and the post-decline years, t+1, t+2 and t+3. Figure 5.1 Pre
decline, decline and post decline year.

The Questionnaire There has been little research in Indonesian manufacturing firm
during and after economic crisis. Thus , in many ways this effort can be regarded as
exploratory research. The questionnaire technique is useful for providing this type of
research with the data at a relatively low cost.

It is particularly suited for a researcher who seeks information about what he knows,
believes and expects. The questionnaire technique is also more efficient and practical. It
allows for a large sample. Furthermore, the questionnaire has the advantage of
increasing the generality of the data and making the respondents more confident in
providing truthful answers (Sekaran, 2000).

Data Collection Procedures For the purpose of this research, a total of 1000
questionnaires written in Indonesian language were sent to the CEOs of large
manufacturing firms in Indonesia. Most of the c ompanies were located in East Java. The
others are in West Java, Jakarta, and Central Java. On the 28 th of August 2003, the
questionnaires were mailed. An effort was made to minimize the non -response rate.

Towards that goal, each set of questionnaire was accompanied with (1) a covering letter
from the Deputy Dean, School of Management, (2) a support letter from the supervisor
of this research, (3) a support letter from 55 Universitas Malikussaleh Research On
Turnaround Strategy the Dean of Economics Faculty, University of Malikussaleh, Aceh,
where the researcher wo rks, and (4) a self addressed and duly stamped envelope for
the respondents’ convenience.



Participants were promised a copy of the executive summary of research findings. After
one month, the first reminder was mailed to those that had not replied. The rem inder
were also accompanied by an enclosed self addressed and duly stamped envelope, a
covering letter from the Deputy Dean school of Management, Universiti Sains Malaysia,
a support letter from the supervisor of this research, a support letter from the De an of
Economics Faculty, University of Malikussaleh, Aceh, where the researcher works. In two
months that followed, 110 responses were received and all the data are useable. In early
December 2003, the second reminder was sent.

And again, a covering letter from the Deputy Dean school of management, a support
letter from the supervisor of this research, a support letter from the Dean of Economics
Faculty, University of Malikussaleh, Aceh, where the researcher works, a self addressed
and duly stamped envelope were enclosed with the questionnaires. The second
reminder resulted in 14 responses, 9 questionnaires were useable.

The accumulated number of the useable response was 101 respondents, 7 refused to
participate and the remaining 63 questionnaires were unus able (23 questionnaires due
to companies did not show decline in performance). Hence, the data collection stage
was ended in March 2004 and no further reminders were sent out. Statistical Methods
Used This study used several statistical tools and method s from the Statistical Package
for Social Science (SPSS) software for Windows, version 11.5. The statistics tools included
in this study are: 1. Factor analysis to test validity and reliability 2.

Descriptive statistics to describe the characteristics of respondents and the factors
extracted. 3. Chi-Square test to test the respondents’ response bias. 4. Multiple
regressions to test the effects of independent variables on dependent variables. 5.
Hierarchical regressions to test the mediator effect on the relationship betwe en
independent variables and dependent variables.

56 Jullimursyida Researc Methodology 1. Factor and Reliability Analysis According to
Sekaran (2000) one important step in data analysis is to understand the dimensionality
of variables in the proposed model or the relationships in empirical research.

Factor analysis was performed on the individual items contained in the questionnaire to
see if they are related to the theoretical dimensions and if the variables can be reduced
to a smaller number. Factor analysis is needed to identify the struc ture of
interrelationship among a large number of variables by defining common underlying
dimensions that are known as factors. The cut off point that is used in this research .50,
that is consistent with Hair et al. (1998), who argues a factor loading of .50 and above is



considered significant in the sample of 120 observations. Eigenvalue of more than 1 is
also considered significant.

If Eigenvalue is less than 1, it indicates that the factor is not capable of explaining the
variance contained in a single variable. Reliability analysis was conducted on the factors
extracted to test the internal consistency of the measurement instrument. Based on
Nunnaly (1978) guidelines, the reliability of .50 - .60 is sufficient, although a coefficient
of .70 and above is desirable (Hair, et al., 1998).

Thus, for this study, a minimum reliability (Cronbach’s alpha) value of .60 was set. A
Cronbach’s alpha of below .60 is considered poor. 2. Descriptive Statistic and Correlation
The descriptive statistics (means and stan dard deviations) were conducted to all
independent variables and dependent variables. The raw data was transformed into a
form that will make them easy to understand and interpret.

Pearson correlations were utilized In order to understand the amount of co rrelation
between dimensions of causes of decline, turnaround strategies, and firm performance.
3. Test of Difference Lessler and Kalsbeek (1992) stated that the problem with the
non-response is the bias or systematic distortion in a survey occurring beca use of
inability to obtain responses from some members of the selected sample.

They refuse to participate because of scheduling difficulties, the requested data in some
cases were considered confidential. CEOs are among the busiest people and CEOs
usually receive a large number of requests for participation in 57 Universitas
Malikussaleh Research On Turnaround Strategy research studies. This may demotivate
them from participating in any particular study.

In this research, non -response bias was addressed by comparing early to late
respondents. The early respondents were considered before the second reminder (110
respondents), and the respondents after the second reminder (14 respondents) were
considered as late respondents. 4. Multiple Regressions Hair et al.

(1998) stated that multiple regression analysis is a statistical technique that can be used
to analyze the relationship between a single dependent (criterion) variable and several
independent (predictor) variables. Regression analysis was conducted to find how much
of the variance on each turnaround strategies is explained by a set of causes of decline
and how much the variance on firm performance is explained by turnaround strategies.
It is also to provide a means of assessing the relative importance of the individual
variables.



According et al. (1998), four un derlying assumptions are used to check the variables in
the multiple regression analysis. They are: 1. Linearity: refers to the phenomenon that
measures the degree to which the change in the independent variable is associated with
the dependent variables. 2. Homoscedasticity: the assumption of homoscedasticity is the
variance of the dependent variable that approximately is the same at the different levels
of the explanatory variables. 3. The independence of the error terms means the
predicted value that is not related to any other prediction, and 4. Normality in the error
term of distribution.

In this research, the assumption of normality was determined by looking at residual
plots that appear to be normal. The degree of multicollinearity and its effect on the resu
Its are examined before the regression results are considered valid. There are stages to
examine multicollinearity. The first stage is comparisons of conclusion drawn from the
variance inflation factors (VIF) and tolerance values were made. Hair et al.

(19 98) stated that the condition indices and VIF should not exceed the threshold values
of .30 and .10 respectively. The second stage is checking the cases falling in the outlier
ranges of the distribution (the outlier cases). 58 Jullimursyida Researc Methodology 5.
Hierarchical Regression Hierarchical regression was utilized to assess the intervening
effects of dimension of turnaround strategies between causes of decline and firm
performance. In order to examine the effect of mediator variables in this study, four
steps of linear regression we re conducted.

The first step was run to see the relationship between independent variables and
dependent variables. The purpose of this step was to know whether the relationship
exists between dependent and independent variables. The second step was run to see
the linear regression on independent variables and mediator variables.

The third step was run with mediator variables and dependent variables, to know
whether the relationship exists between mediator and dependent variables. The fourth
step in examini ng the effect of mediator was run with independent, mediator and
dependent together. In this step only the variables that have relationship in the first,
second and third step included.

The variables that do not have any relationship will be excluded for t his hierarchical
regression. The last step was run to know whether the mediator variable behaves as fully
mediator, partially or no effect at all. ? 59 Universitas Malikussaleh Research On
Turnaround Strategy Intentionally left blank 60 Jullimursyida Responden and Companies
Profiles Chapter Six Respondents and Companies Profiles Response Rate Table 6.1

below displays the response to the survey for this study.



The numbers of questionnaires distributed were 1000 with two reminders to obtain
meaningful rate of response. From 1000 questionnaires that have sent, only 47
companies participated in the first month and all the data were usable. After one month
the first reminder was sent to those who had not yet responde d (from this reminder,
110 companies participated within two months, and 45 questionnaires were useable).
Whereas the second reminder two month after the first reminder (only 14 respondents
participated, and only 9 questionnaires useable).

Finally, 171 questionnaires were return during August 2003 and March 2004. Hence, 7
companies refuse to participate, 63 questionnaires returned but unusable and only 101
completed questionnaires can be used for this study. The total response rate 17,1% but
rate of usabl e response is 10,1% .

The participation of 101 companies can be considered to be a reasonable given that the
respondents were the CEOs of the organization. It is in line with Bruton, Ahlstrom and
wan (2003) study of turnaround in East Asian firms, that the sample used is 90 firms "
However, the response rate of this study is similar with the study that conducted within
Indonesian manufacturing firms. For instance, Herri (2002), achieved 11.70 % response
rate and Ellitan (2003), achieved a response rate of 18.41%. 61 Universitas Malikussaleh
Research On Turnaround Strategy Table 6.1

Distribution of Questionnaires Items N Questionnaires distributed 1000 Total response
171 Refuse to participate 7 Unusable response 63 Useable response 101 Not returned
829 Total response rate 17.1% Rate of usable response 10,1% Respondent’s Profiles The
profile of respondents is presented in Table 6.2. Table 6.2 Summary of Respondent
Profile Respondent’s profile Categories Number of respondent Percentage (%) Level in
company Chief Executive Officer 101 100 Age 20 - 29 30 - 3940 - 49 =505 37 27 32 5.0
36.6 26.7 31.7 Gender Male Female 88 13 87.1 12.9 Educational level High school
Bachelors degree Postgraduate degree 9 71 21 8.9

70.3 20.8 Working experience 1 - 5 years 6 - 10 years 11 - 15 years =16 er 23 30 24 24
22.8 29.7 23.8 23.8 All the respondents are the CEO of the companies. The majority of
them are male (87 ' 1%), while female only (12.9%). Befitting their senior positions the
younger age group is small, only 5.0%, 30-39 years old (36.6%), 40-49 (26.7%), and
greater than 50 i s 62 Jullimursyida Responden and Companies Profiles 31.7%. Most of
them are degree holders (70.3%), with 21 respondents (20 ' 8%) master's and
doctorate's degree, the remainder graduated from senior high school (8.9%). 29.7% of
respondents have been working for 6 -10 years in the company, (23.8%) 11 -15 years
and more than 16 years, 22.8% of respondents have been working for 1-5 years.



Companies’ profile Table 6.3 below shows the characteristics of the companies in the
sample. Table 6.3 Summary of Companies’ Profile Companies’ profile Categories
Number of r espondent Percentage (%) Companies age 5 - 15 16 - 25 =26 40 20 41 39.6
19.8 40.6 Industry classification Food, beverage and tobacco Textile and other textile
products Wood products, paper and chemical products Metal, rubber and machinery
Others 1336 17 8 27 12.9 35.6 16.8 7.9 26.7

Permanent employees 2 50 - 499 500 - 999 1000 - 1499 =15 =15 =10blinrpa Universitas
Malikussaleh Research On Turnaround Strategy Most of the companies have been in
operation for more than 26 years (40.6%), 5-15 years (39.6%), and the others (19.8%)
16-25 years . Thirty five point six (35.6%) of the companies are in text ile area and 12.9 %
in food, beverage and tobacco industry, 16.8% in wood products, paper and chemical
products 7,9% in metal, rubber and machinery, while 26.7% is from others sector.
Majority of firms (62.4%) had less then 1,000 permanent employees and ot hers (37 '
6%) have greater than 1000 permanent employees. 81.2% of them have 0 -249
temporary employees. 7.9% have 250 -499 temporary employees and others (10.9%)
have greater than 500 temporary employees. In terms of company sales revenue, most
of the compan ies (44.6%) had between 26 -100 billion Rupiah, 28.7% firms had less
than 25 billion Rupiah in sates revenue . For profit during crisis, 68.3% companies
experienced profit decrease of more than 10%, 31.1% of them had profit decrease less
than 10%.

Chi-Square Test for Non-response Bias A test of non -response bias was conducted to
compare the early (92 responses) response which were received before the second
reminder and late response (9 responses) which were received after the second
reminder. Comparison was made on the basis of age of respondents, gender,
educational level, working experience, companies’ age, industry classification,
permanent employees, temporary employees, sales revenue and profit during crisis. The
result from the Table 6.4

shows that there were no significant differences between early and late respondents.
Although there were significant difference between earlier and late respondents on
profit during crisis (decrease >10%, decrease <10%, and stable or Increase <10%), given
that the maj ority were of those having a decrease of up to 10%. It can be concluded
that there is no serious response bias.

64 Jullimursyida Responden and Companies Profiles Table 6.4 Chi-Square Test for Early
and Late Responses Categories Early Late sig Age 20 - 29 30 - 39 40 - 49 =505 34 24 29
0 3 3 3.87 Gender Male Female 81 11 7 2 .38 Educational level High school Bachelors



degree Postgraduate degree 9 66 17 0 5 4 .15 Working experience 1 -56-10 11 - 15
=16232523210513.13 Companiesage 5- 1516 - 25 =26 3519385 1 3 .56
Industry classification Food, beverage and tobacco Textile and other textile products
Wood products, paper and chemical products Metal, rubber and machinery Others 12
311682515 102.70 Permanent employees 250 - 499 500 - 999 1000 - 1499 =15 =15
=10blinrpa Universitas Malikussaleh Research On Turnaround Strategy crisis Decrease
<10% 2 6 6 ? 66 Jullimursyida Factor Analysis, Re liability and Data Testing Chapter
Seven Factor Analysis, Reliability and Data Testing Factor and Reliability Analysis Sekaran
(2000) stated that the procedures for testing the goodness of measures must be utilized
prior to any analysis.

The goodness of mea sures was assured and tested, the techniques used as suggested
by Sekaran (2000) were used in the study. The factor and reliability analyses were the
analyses that were included in these measures. One important step in data analysis is to
confirm whether o r not the variables representing responses to questions are uniquely
associated to the theoretical dimensions of the variables of interest.

We can determine that the theorized dimensions emerge and it will reveal if the items
are indeed tapping the constru ct of interest with using factor analysis (Sekaran, 2000).
Another purpose of factor analysis is to summarize the patterns of correlations among
the dimensions and variables and to reduce a large number of variables to a smaller
numbers.

For the data redu ction purposes, an exploratory factor analysis was conducted using 30
questions of causes of performance decline, 14 questions of turnaround strategies and 3
items of firm performance. Results of factor analysis were analyzed using Statistical
Package for Social Sciences (SPSS) version 11.05 for Windows. According to Hair et al.
(1998), the factor loadings greater than .30 are the minimum requirements, factor
loadings of .40 are considered more important, and factor loadings of .50 and above are
considered significant. Thus, for the purpose of this study, Hair et al.

(1998) recommendations were used. Each item should be loaded .50 or above on one
factor, and .30 or lower on the other factors which was considered as one factor. The
result and discussion on fa ctor analysis are summarized below. According to Nunnally
(1978), the reliability of .50 - .60 is sufficient for the early stages of the research, while
Hair et al. (1998) argued that .70 is desirable.

However, for the purpose of this study, Nunnally (1978) arguments will be used. The
result of reliability test for the different constructs was obtained from using the reliability
67 Universitas Malikussaleh Research On Turnaround Strategy procedure in SPSS. The



detailed results are presented together with the factor analysis. 1.

Factor Analysis on Causes of Performa nce Decline The results of the factor analysis on
causes of performance decline are displayed in Table 7.1 and Table 7.2. The measure of
sampling adequacy (MSA) is .81. While the Barlett test of sphericity is significant,
indicating that there is sufficien t number of significant inter-correlations for factor
analysis.

The results of factor analysis on 30 questions related to causes of performance decline
provided six factors with factor loading from .59 to .90 and their eigenvalues for factor 1
is 8.36, factor 2 is 3.94, factor 3 is 2.42, factor 4 is 2.14, factor 5 is 1.54, and factor 6 is
1.23. These six factors captured 72.76% of the variance in the data.

From seven original theorized dimensions, they were reduced to six dimensions, named
as: (a) poor management, (b) competitive changes, (c) poor acquisition, (d) economic
changes, (e) failure of major project, and (f) high cost structure. The first factor contains
six of the seven items related to poor management and three items related to lack of
financial control.

It seemed that lack of financial control is also related to poor management, thus we
named the first factor as poor management (Cronbach’s alpha .93). The second factor
contains six questions related to competitive changes. Therefore, the factor is named as
competitive changes (Cronbach’s alpha .91). The third factor consists of three questions
related to acquisition, henceforth it would be named as poor acquisition (Cronbach’s
alpha .91).

The fourth factor is named as economic changes because thi s factor consists of 4 items
related to economic changes (Cronbach'’s alpha .77). The fifth factor contains of three
items related to failure of major project. Therefore, the factor would be named as failure
of major project (Cronbach’c alpha .77).

And the last factor consists of two items of the four items related to high cost structure
so named as high cost structure (Cronbach’s alpha .57). 68 Jullimursyida Factor Analysis,
Re liability and Data Testing Table 7.1 Measure of Sampling Adequacy and Partial
Correlation (Anti Image) on Causes of performance decline Continued 69 Universitas
Malikussaleh Research On Turnaround Strategy Table 7.2 Factor and Reliability Analysis
on Causes of performance decline Iltems 12 3 4 5 6 Cronbach’ s Alpha Factor 1: Poor
management X3.4

Weak financial management .84 .12 .10 .00 .17 .08 X3.6 Inadequate strategic u



nderstanding .83 .07 .11 .02 .18 .17 X3.5 Lack of management depth .79 .08 .12 .00 .20
.27 X4.1 Budgetary control .78 .14 .22 .11 .00 .11 X4.3 Costing system .76 .17 .17 .01 .13
.23 X3.7 Fantastic success in any business .7 5.00.00 .14 - 3.8 9 - . 17 X3.3 Unbalanced
top team .7 3.09 .03 .03 .28 .27 X4.2 Cash flow forecast .7 2 .19.17 .05.09 .27 X3.2 One
man rule .59 -.02 .13 .15 .26 .29 Reliability .93 Factor 2: Competitive changes X2.5
Announcement of new product .07 .89 .04 .04 .04 .04 X2.4 Price competition .18 .88 - .03
.07 .02.02 X2.3

Product competition -.01.82 .2 1 -.10 - .10 .07 X2.2 Mergers of competitor .09 .8 1 - .03
.04 .12 - .00 X2.6 Appearance of new company .18 .8 1 - .08 .16 1.09 .09 X2.1 Emergence
low cost producers .09 .72 - .15 - .1 .24 .10 Reliability .91 Continued Factor 3: Poor
Acquisition X7. 2 Over paid acquisition .18 - .00 .90 .00 .13 .07 X7.1 Acquisition of loser
.16.01.88 - .02 .13 - .00 X7.3 Poor post acquisition .28 - .06 .85 .04 .09 .09 70
Jullimursyida Factor Analysis, Re liability and Data Testing Reliability .91 Factor 4:
Economic changes x1. 4 Interest rate .08 .09 .09 .78 .20 .2 0 x1.2

Intemational crisis - .03 .09 .03 .76 .C3 .20 x1.1 Devaluation of Rupiah .12 .05 - .14 .76 -
.03 .08 x1.3 Inflat ion .10 - .07 .'"15 .73 - .16 - .16 Reliability .77 Factor 5: Failure of Major
Projects X5.2 Start up difficulties .32 .03 .10 .1 0 .87 .10 X5.3 Untimely implementatio n
.22 .07 .27 - .03 .83 - .09 X5.1 Underestimating capi tal .43 .42 .06 .17 .63 .30 Reliability
.86 Factor 6: High Cost Structure X6.3 Difficult accessibility to suitable labour .23 .08 - .05
- .05 .01 .78 X6.2 Difficult accessibility to .37 .11 .10 .11 .14 .66 suitable raw materi al
Reliability .57 Eigenvalues 8.36 3.94 2.42 2.14 1,54 1.23 Percentage variance explained
30.97 14.61 8.96 7.93 5.72 4.55 2. Factor analysis on Turnaround Strategies Table 7.3

Measure of Sampling Adequacy and Partial Correlation (Anti Image) for Turnaround
Strategies 71 Universitas Malikussaleh Research On Turnaround Strategy Table 7.4
Factor and Reliability Analysis on Turnaround Strategies Items 1 2 3 Cronbach'’s Alpha
Factor 1: Management Strategies x8.3 New top management team .87 .07 .22 x8.2 New
head man (from outside the company) .85 .10 .12 x8.1 New head man (from inside the
company) .84 .05 .07 Reliability .85 Factor 2: Restructuring Strategies X11.1

New manufacturing methods .12 .80 .06 X11.2 Change in the organizations .03 .78 - .13
X10.2 Enteri ng new product area .44 .76 .15 X11.3 Establishing new distribution
methods .05 .63 .18 .74 Reliability Factor 3: Cutback Strategies x9.2 Debt restructuring
.08 .16 .83 x9.4 Asset reduction .26 .02 .81 Reliability .64 Eigenvalues 3 .08 1.93 1.12
Percentage variance explained 34.24 21.46 12.44 Table 7.3 and Table 7.4

display the outcomes of factor analysis on turnaround strategies. The results indicate
that the MSA is .73 and the Barlett test of sphericity is significant, and th e total variance



explained is 68.14%%, It means that these three factors cumulatively captured 68.14% of
the variance in the data. The factor 72 Jullimursyida Factor Analysis, Re liability and Data
Testing loading is ranging from .63 to .87.

It is indicating that all the items related to these dimensions are appropriat e for factor
analysis. The results also show factor analysis on 14 items related to turnaround
strategies, which yielded 3 factors from 4 factors before factor analysis. They are named
as management strategies (alpha .85), restructuring strategies (alpha 7 4), and lastly
cutback strategies (alpha .64). 3.

Factor analysis on Firm performance Table 7.5 Measure of Sampling Adequacy and
Partial Correlation (Anti Image) for Firms Performance ROI 95 - 96 ROS 95 - 96 SG 95 -
96 SG 97 - 98 ROS 97 - 98 ROI 97 - 98 ROI 99 - 01 ROS 99 - 01 SG 99 - 01 ROI 95 - 96
.60(a) ROS 95 - 96 .63 .60(a) SG 95 - 96 - 96 - .48 .76(a) SG 97 - 98 .21 - .09 - .09 .80(a)
ROS 97 -98.16 - .16 - .16 - .33 .67(a) ROI 97 - 98 - .26 .19 .09 - .23 - ,69 .66(a) ROI 99 -
01.05-.03-.08.13-,06.03.75(a) ROS 99 - 01 -.19.08 .03 .03 .07 .02 - .43 .62(a) SG 99
-01.18-.11.13.05-.02.02 - .11 - .55 .69(a) Measuring of Sampling Adequacy Barlett's
Test of Sphericity Sig. N .68 490.279 .00 101 Table 7.6

Factor Analysis on Firm Performan ce Items 1 2 3 Cronbach’s Alpha Factor 1:
Performance during Crisis 97 - 98 ROS .93 .05 .10 73 Universitas Malikussaleh Research
On Turnaround Strategy 97 - 98 ROI .91 - .00 - .13 97 - 98 Sales Growth .87 .00 .08
Reliability .89 .89 Factor 2: Performance Before Crisis 95 - 96 ROS 95 - 96 Sales Growth
.04 .93 - .00 95 - 96 ROI - .05 .87 - .01 Reliability .05 .85 - .08 .87 Factor 3: Performance
After Crisis .87 99 - 01 ROS - .08 - .00 .89 99 - 01 ROI - .08 - .19 .83 99 - 01 Sales Growth
- .12 .07 .80 Reliability .81 Eigenvalues 2.98 2.31 1 .77 Percentage variance explained
33.10 26.34 19.66 The results of factor analysis on firm performance are displayed in
Table 7.5 and Table 7.6.

The sampling adequacy for all items exceeds .50 for each item, validating the use of the
factor analysis. Their eigenvalues are high and cumulatively captured about 79.10% of
the variance in the data. The MSA is .68 and the Barlett test of sphericity is significant. It
is indicating that all the items related to these dimensions are appropriate for factor
analysis. The factor loading ranged from .80 to .93.

After Varimax rotation, the items fall into three factors; they are performance during
crisis (factor 1. alpha .89), performance before crisis (factor 2. alpha .87) and lastly
performance after crisis (fact or 3. alpha .81). For this study, performance after crisis is
used, to see whether the strategies adopted have affected the firm performance.



Modified Conceptual Framework and Restatement of Hypothesis 74 Jullimursyida Factor
Analysis, Re liability and Data Testing From the results of factor analysis, new hypotheses
were constructed. The causes of performance decline had reduced from seven
dimensions to six dimensions. The variables affected by changes were poor
management and lacks of financial control were grouped together and were labeled as
poor management.

The variables remained unchanged except for the items for poor acquisition that were
reduced from four items to two items. The turnaround strategies variables were reduced
from four dimensions to three dimensions. The variables affected by the changes were
growth and restructuring strategies that were grouped together as one, and labeled as
restructuring strategies.

The other remaining variables were also unchanged except for the items for
management strategies, which were reduced from four items to three items. Cutback
strategies was reduced from four items to three items. The three dimensions of firm
performance were extracted into one factor. In the light of the new dimensions from
factor analysis, the modified research framework is proposed and presented as in Figure
7.1. Figure 7.1

Modified research framework. According to the modified research framework, the
following hypotheses are proposed: Main hypothesis 1: Perceived economic changes
influence turnaround strategies. « H1.a There is a positive relat ionship between
perceived economic changes and the extent of management strategies in the
turnaround.

75 Universitas Malikussaleh Research On Turnaround Strategy * H1.b There is a positive
relationship between perceived economic changes and the extent of cutback strategies
in the turnaround. « H1.c There is a positiv e relationship between perceived economic
changes and the extent of restructuring strategies in the turnaround.

Main hypothesis 2: Perceived competitive changes influence turnaround strategies. *
H2.a There is a positive relationship between perceived competitive changes and the
extent of management strategies in the turnaround. « H2.b There is a positive
relationship between perceived competitive changes and the extent of cutback
strategies in the turnaround. « H2.c

There is a positive relationship between perceived competitive changes and the extent
of restructuring strategies in the turnaround. Main hypothesis 3: Perceived poor
management influences turnaround strategies. « H3.a There is a positive relationship



between perceived poor management and the ex tent of management strategies in the
turnaround. « H3.b

There is a positive relationship between perceived poor management and the extent of
cutback strategies in the turnaround. « H3.c There is a positive relationship between
perceived poor management and the extent of restructuring strategies in the
turnaround. Main hypothesis 4: Perceived failure of major project influences turnaround
strategies. » H4.a

There is a positive relationship between perceived failure of major project and the extent
of management strategies in the turnaround. 76 Jullimursyida Factor Analysis, Re liability
and Data Testing * H4.b There is a positive relationship between perceived failure of
major project and the extent of cutback strategies in the turnaround. « H4.c

There is a positive relationship between perceived failure of major project and the extent
of restructuring strategies in the turnaround. Main hypothesis 5: Perceived high cost
structure influences turnaround strategies. « H5.a There is a positive relationship
between perceived high cost structure and the extent of management strategies in the
turnaround. « H5.b

There is a positive relationship between perceived high cost structure and the extent of
cutback strategies in the turnaround. « H5.c There is a positive relationship between
perceived high cost structure and the extent of restructuring strategies in the
turnaround. Main hypothesis 6: Perceived poor acquisition influences turnaround
strategies. « H6.a

There is a positive relationship between perceived poor acquisition and the extent of
management strategies in the turnaround. « H6.b There is a positive relationship
between perceived poor acquisition and the extent of cutback strategies in the
turnaround. « H6.c There is a positive relationship between perceived poor acquisition
and the extent of restructuring strategies in the turnaround.

Main hypothesis 7: Turnaround strategies influences firm performance. « H7.a There is a
positive relationship between the extent of management strategies in the turnaround
and firm performance. « H7.b There is a positive relationship between the extent of
cutback strategies in the turnaround and firm performance.

77 Universitas Malikussaleh Research On Turnaround Strategy  H7.c There is a positive
relationship between the extent of restructuring strategies in the turnaround and firm
performance. Main hypothesis 8: Turnaround strategies mediates t he relationship



between causes of performance decline and firm performance « H8.a1 Management
strategies mediates the relationship between economic changes and firm performance. ¢
H8.a2 Management strategies mediates the relationship between competitive changes
and firm performance. « H8.a3 Management strategies mediates the relationship
between poor management and firm performance. « H8.a4 Management strategies
mediates the relationship between failure of major project and firm performance « H8.a5
Management st rategies mediates the relationship between high cost structure and firm
performance. « H8.a6 Management strategies mediates the relationship between poor
acquisition and firm performance. « H8.b1 Cutback strategies mediates the relationship
between economic changes and firm performance. « H8.b2 Cutback strategies mediates
the relationship between competitive changes and firm performance. « H8.b3 Cutback
strategies mediates the relationship between poor management and firm performance.
» H8.b4 Cutback strategies mediates the relationship between failure of major project
and firm performance « H8.b5 Cutback strategies mediates the relationship between
high cost structure and firm performance. « H8.b6 Cutback strategies mediates the
relationship between poor acquisition and firm performance. « H8.c1 Restructuring
strategies mediates the relationship between economic changes and firm performance. e
H8.c2 Restructuring strategies mediates the relationship between competitive changes
and firm performance. ¢« H8.c3 Restructuring strategies mediates the relationship
between poor management and firm performance. « H8.c4 Restructuring strategies
mediates the relationship between failure of major project and firm performance 78
Jullimursyida Factor Analysis, Re liability and Data Testing ¢ H8.c5 Restructuring
strategies mediates the relationship between high cost structure and firm performance.
* H8.c6 Restructuring strategies mediates the relationship between poor acquisition and
firm performance. Data Testing 1.

Outlier Analysis Cohen, West and Aiken (2003) give the definition of outlier as “one or
more typical data points that do not fit with the rest of the data”. To know whether the
outlier is occurring in the data, we can analyze using Z score. If value of Z is 2.5 and
above or - 2.5 and below in small sample there is outlier, but for the sam ple of more
than 80, the maximum value for Z score is 3 until 4. From the Table 7.7, it can be seen
that there is no outlier in the data with the Z score value between -3.82 and 2.18. Table
7.7

Outlier Testing Dimension Value of Z score Minimum Maximu m Economic changes -
3.82 1.71 Competitive changes - 2.98 1.18 Poor management - 3.44 1.21 Failure of major
project - 2.72 1.31 High cost structure - 3.22 1.39 Poor Acquisition - 1.88 1.58
Management strategies - 1.44 1.71 Cutback strategies - 2.15 1.69 Restructuring
strategies - 2.99 1.31 Firm performance - 2.64 2.18 2. Multicollinearity Multicollinearity
also must be tested before conducting the regression analysis.



It can be decided whether there is multicollinearity or not from: (1) tolerance value and
(2) variance inflation factor (VIF). For this study the test of VIF is used. From results it
shows that there are no multicollinearities in the regression model, which have values
less than 10 (Hair et al, 1998).

79 Universitas Malikussaleh Research On Turnaround Strategy 3. Normality Normality is
one of four assumptions that must be fulfilled for regression analysis. In this research,
the assumption of normality was determined by looking at residual plots that appear to
be normal. According to Hair et al. (1998), the data distribution is normal when the
residu al line closely follows the diagonal.

From the results of histogram and normal plot of this research, it was indicated that the
residual line closely follows the diagonal. This is to say the data distributions are normal
and linear. 4. Homoscedasticity Homoscedasticity is the variance of the dependent

variable that approximately the same at the different levels of the explanatory variables.

When the variance of the dependent variable that approximately not the same at the
different levels of the explanatory variables, this is to say that heteroscedasticity is
present. Diagnosis is made with residual plots. Homoscedasticity is present when the
results of scatterplot show an inconsistent pattern. From the results of scatterplot in this
study it was shown that there were inconsistent pattern. This would mean that
heteroscedasticity is not present.

From the discussion about the assumptions for regression analysis, which are outlier,
multicollinearity, normality and homoscedasticity, there are indications tha t the
assumptions are fulfilled. Hence, it can be concluded that regression analysis can be
conducted. ? 80 Jullimursyida Hypotheses Testing Chapter Eight Hypotheses Testing
Descriptive Analysis 1. Descriptive Analysis of Causes of Performance Decline Table 8.1

below shows the descriptive statistics on causes of performance decline. The results
indicate that competitive change is the most serious factor to the performance decline
during the Asian financial crisis in Indonesian manufacturing firms followed by poor
management, high cost structure, economic change, and lastly failure of major project.
Table 8.1

Descriptive Statistics on Causes of performance decline Variables Minimum Maximum
Mean Std. Deviation Causes of performance decline Economic changes 1.00 5.00 3.76
.72 Competitive changes 1.83 5.00 4.10 .76 Poor management 1.33 5.00 4.04 .78 Failure
of major project 1.00 5.00 3.70 .99 High cost structure 1.00 5.00 3.79 .86 Poor acquisition



1.00 5.00 3.17 1.15 Scale 1= not serious at all to 5= most serious 2.

Descriptive Analysis on Turnaround Strategies The results of descriptive statistics on
turnaround strategies indicate that restructuring strategies is the most important
strategies that was adopted by the companies to make the firm survive during the crisis.
This is followed by cutback strategies and management strategies. The detailed results
are presented in Table 8.2 below. 81 Universitas Malikussaleh Research On Turnaround
Strategy Table 8.2

Descriptive Statistics on Turnaround Strategies Variables Minimum Maximum Mean Std.
Deviation Turnaround strategies M anagement strategies 1.00 4.67 2.68 1.15 Cutback
strategies 1.00 5.00 3.23 1.03 Restructuring strategies 2.00 5.00 4.08 .69 Scale 1= not
used at all to 5= used as the central strategies 3. Descriptive Analysis on Firm
Performance Table 8.3

below indica tes that there are differences in the CEO's perspectives on firm
performance before the crisis, during the crisis and after the crisis. Before the crisis the
firm performance is increasing between 0% and 5% from the previous year. During the
crisis the firm performance decreased between 0% and 5%, and after the crisis the firm
performance is stable correspondingly to the previous year.

Table 8.3 Descriptive Analyses on Firm Performance Two pre crisis years (1995 - 1996)
Crisis years (1997 - 1998) Post crisi s years (1999 - 2001) Mea n Std. Deviatio n mea n
Std. Deviatio n Mea n Std. Deviatio n Firm performanc e 5.17 1.21 3.47 1.66 3.57 0.84
Scale 1= decrease >10%, to 7= increase >10% Correlation Analysis Maholtra (1996)
defines the collinearity as the situation where there is high correlation among
independent variables and correlation analysis was conducted to provide an initial
picture of the interrelationships among the variables.

82 Jullimursyida Hypotheses Testing Hair et al. (1998) states that if among the
independent variable the score are above 0.9 it will be highly correlated. From Table 8.4
below, it can be concluded that the collinearity does not occur between independent
variables. The outputs of correlation (table 8.4) indicate that economic changes do not
have any significant relationship to management strategies, but has positive and
significant association with cutback strategies (r = .19, p value <.05) and restructuring
strategies (r =.68, p value <.01).

While competitive changes do not have any significant association to all of the
turnaround strategies. Poor management factor is positively and significantly correlated
with management strategies (r = .37, p value .01), cutback strategies (r = ' 26, p value



<.01), and restructuring strategies (r = .20, p value < .05).

The results also indicate that failure of major projects is positively and significantly
associated with management (r = .25, p value <.05) and cutback strategies (r = .38, p
value <.01) and restructuring strategies (r = .21, p value <.05). High cost structure only
has a s ignificant association with restructuring strategies (r =.19, p value <.05).

Lastly, poor acquisition is positively and significantly correlated with management
strategies (r = .22, p value <.05) and with cutback strategies (r =.27, p value <.01).
Finally, the results of correlation also indicate that management strategies has a positive
and significant relationship with firm performance (r = .36 p value <.01).

Cutback strategies also has significant and positive relationship with firm performance (r
= .6 0 p value <.01). And lastly, restructuring strategies has positive and significant
relationship with firm performance (r = .41 p value <.01). Table 8.4 Correlation Table
Variables 123456789 10 Causes of Performance Decline 1. Economic change 2.
Competitive change .12 3. Poor management .16* .24** 4.

Failure in major project .08 .12 56** 5. High cost structure .13** .21** 50** .33** 6. Poor
acquisition .02 .01* .38** . 35** .14 Turnaround strategies 7. Management strategies .17
.05 .37** .25** 16 .22* 8. Cutback strategies .19* .07 .26** .38** 08 .27* .36** 9.
Restructuring strategies .64** .05 .20** .21** .19* .02 .18 .21* 83 Universitas Malikussaleh
Research On Turnaround Strategy 10 . Firms Pe rformance .35** .04 .17 .32** .20* .02
.36** .60** .41** Note. * p< .05.

**p < .01. Hypothesis Testing To test the hypotheses of this study, multiple regression
and hierarchical regression were used. Multiple regression tests were used to test the in
dividual effects of the several independent variables and also to assess the simultaneous
relationship. Hierarchical regression tests were employed to test the mediating effects of
turnaround strategies on the relationship between causes of performance decline and
firm performance. 1. Multiple Regression Analysis According to Hair et al.

(1998), multiple regression tests were used to analyze the relationship between a single
dependent variable and several independent variables. In order to test the hypotheses
that were presented before, multiple regression tests were conducted. The multiple
regression tests for the purpose of this study were run to determine the variance
turnaround strategies explained by six dimensions of causes of performance decline,
and to determine the variance of firm performance explained by three dimensions of
turnaround strategies.



Causes of Performance Decline and Management Strategies Three multiple regression
tests were conducted in order to test the relationship between the dim ensions of
causes of performance decline and turnaround strategies. The first multiple regression
analysis were run to determine the relationship between six dimensions of causes of
performance decline namely; economic changes, competitive changes, poor ma
nagement, failure of major project, high cost structure and poor acquisition on
management strategies.

The results are summarized in the following Table 8.5. Table 8.5 The Relationship
between Causes of performance decline and Management Strategies Inde pendent
variable Std. beta t - value Economic changes .12 1.3 Competitive changes - .04 - .45
Poor management .32** 2.49 84 Jullimursyida Hypotheses Testing Failure of major
project .04 .42 Poor acquisition - .03 - .34 High cost structure .08 .78 R 2 = .16 adjusted
R2 =.11F val ue = 3.13 Sig. F = .008 **significant at .05 From the Table 8.5 above R 2 is
16.

It indicates that six dimensions of causes of performance decline explained 16% the
variance of management strategies, with sig. B = .008. From the six dimensions, only
poor management have positive and significant association with management strategies
(B =.32, p <.05). Hence, H3.a is therefore, supported. This shows that the seriousness
problem of the poor management will lead to large extent of ‘'management strategies
used in the organization.

While another five dimensions, which are; economic changes, competitive changes,
failure of major projects, high cost structure and poor acquisition were not found to be
insignificantly correlated to management st rategies (p > .10). Thus, hypothesis H1.a,
H2.a, H4.a, H5.a and H6.a are rejected. Causes of Performance Decline and Cutback
Strategies This is the second multiple regression run to examine the relationship
between dimensions of causes of performance decl ine and cutback strategies.

The six dimensions of causes of performance decline, which are: economic changes,
competitive change, poor management, failure of major project, poor acquisition, and
high cost structure were regressed on cutback strategies. The detailed results are
presented in Table 8.6. Table 8.6 The Relationship between Causes of performance
decline and Cutback Strategies Independent variable Std. beta t - value Economic
changes .16* 1.78 Competitive changes .02 .25 Poor management .03 .28 Failure of
major project .32*** 2.83 85 Universitas Malikussaleh Research On Turnaround Strategy
Poor acquisition - .08 - .78 High cost structure .15 1.55R 2 = .21 adjusted R2 = .15 F
value = 4.06 Sig. F = .001 * significant at .10 *** significant at .01 The Table 8.6 above
shows that R 2 is .21 indicates that the six dimensions of causes of performance decline



explained 21% of the variance in cutback strategies. This model is significant at 1% level
(sig.

F = 0.01). From the six dimensions of causes of performance decline, two of them were
found t o be positively and significantly affecting cutback strategies. They are; economic
changes (B = 16, p < .10) and failure of major projects (B = 32, p <.01), H1.b and H4.b
are therefore, supported. In other words, when the seriousness of economic changes a
nd failure of major projects occurs as factors causes of performance decline lead to
large extent of cutback strategies used in the organization.

However, the other four dimensions of causes of performance decline were found to be
not significantly associa ted with cutback strategies - They are; competitive changes,
poor management, poor acquisition and high cost structure. Obviously, the hypotheses
H2.b, H3.b, H5.b and H6.b are rejected. Causes of Performance Decline and
Restructuring Strategies The third m ultiple regression test was run to examine the
relationship between dimensions of causes of performance decline and restructuring
strategies. The six dimensions of causes of performance decline were regressed on
restructuring strategies.

The detailed results are presented in Table 8.7. Table 8.7 The Relationship between
Causes of performance decline and Restructuring Strategies Independent variable Std.
beta t value Economic changes .62*** 8.04 Competitive changes - .06 - .79 Poor
management .00 .08 Fa ilure of major project .16* 1.70 86 Jullimursyida Hypotheses
Testing Poor acquisition .08 .93 High cost structure - .06 - .78 R 2 = .67 adjusted R 2 =
A5 F value = 12.90 Sig. F = .000 *** significant at .01 *significant at .10 Table 8.7

above shows R 2 is .67 indicates that the six dimensions of causes of performance
decline explained 67% of the variance in restructuring strategies. This model is
significant at 1% level (sig. F = 0.00). The results also indicate that from the six
dimensions of causes of performance decline, only two dimensions have positive and
significant association with restructuring strategies. They are; economic changes (3 =
.62, p < .01) and failure of major projects (B = .16, p < .10). Hypothesis H1.c and H4.c
are supported.

This shows that the seriousness pro blems of economic changes and failure of major
projects will lead to large extent of restructuring strategies used. The other four causes
of performance decline dimensions were not significantly related to restructuring
strategies. The dimensions are, comp etitive changes, poor management, high cost
structure and poor acquisition. Therefore, H2.c, H3.c, H5.c, and Hé.c are rejected. Table
8.8



Summary of the Hypotheses of Causes of performance decline and Turnaround
Strategies Hypothesis number Statement of hypothesis Remarks H1.a There is a positive
relationship between perceived economic changes and management strategies in the
turnaround Rejected H1.b There is a positive relationship between perceived economic
changes and cutback strategies in the turnar ound Accepted H1.c

There is a positive relationship between perceived economic changes and restructuring
strategies in the turnaround Accepted H2.a There is a positive relationship between
perceived competitive changes and Rejected 87 Universitas Malikussaleh Research On
Turnaround Strategy management strategies in the tu rnaround H2.b There is a positive
relationship between perceived competitive changes and cutback strategies in the
turnaround Rejected H2.c

There is a positive relationship between perceived competitive changes and
restructuring strategies in the turnaround Rejected H3.a There is a positive relationship
between perceived poor management and management strategies in the turnaround
Accepted H3.b There is a positive relationship between perceived poor management
and cutback strategies in the t urnaround Rejected H3.c

There is a positive relationship between perceived poor management and restructuring
strategies in the turnaround Rejected H4.a There is a positive relationship between
perceived failure of major projects and management strategies in the turnaround
Rejected H4.b There is a positive relationship between perceived failure of major
projects and cutback strategies in the turnaround Accepted H4.c

There is a positive relationship between perceived failure of major projects and restru
cturing strategies in the turnaround Accepted H5.a There is a positive relationship
between perceived high cost structure and management strategies in the turnaround
Rejected H5.b There is a positive relationship between perceived high cost structure and
cutback strategies in the turnaround Rejected H5.c

There is a positive relationship between perceived high cost structure and restructuring
strategies in the turnaround Rejected H6.a There is a positive relationship between
perceived poor acquisi tion and management strategies in the turnaround Rejected
H6.b There is a positive relationship between perceived poor acquisition and cutback
strategies in the turnaround Rejected H6.c

There is a positive relationship between Rejected 88 Jullimursyida Hypotheses Testing
perceived poor acquisition and restructuring strategies in the turnaround Turnaround



Strategies and Firm Performance To determine the relationship between turnaround
strategies and firm performance, multiple regression tests were conducted. Three
dimensions of turnaround strategies; management strategies, cutback strategies, and
restructuring strategies were regressed to firm performance (performance after the
crisis, 1999 — 2001). The detailed results are presented in Table 8.9 Table 8.9

The Relationship between Turnaround Strategies and Firm Performance Independent
variable B t - value Management strategies .12 1.57 Cutback strategies .50*** 6.20
Restructuring strategies .27*** 3.64 R 2 = .68 adjusted R 2 = .46 F value = 28.08 Sig. F =
.000 *** significant a t .01 The Table 8.9 above shows R 2 is .68. It means that turnaround
strategies that consist of management strategies, cutback strategies, and restructuring
strategies could explain 68% the variance of firm performance. The model is significant
at 1% significant level (sig. F = .000).

From three turnaround strategies it is found that cutback strategies is positively and
significantly associated with firm performance ( 3 = .50, p <.01). Restructuring strategies
is also found to be positively and significantl y related to firm performance (B = .27, p
<.01). Hypothesis H7.b and H7.c are supported. This indicates that when the large extent
of cutback strategies and restructuring strategies used in the organization lead to the
increase of firm performance.

But, th e results showed that management strategies do not have any significant
relationship to firm performance. It means that hypothesis H7.a is rejected. The detailed
result on the hypotheses is presented in table 8.10. 89 Universitas Malikussaleh Research
On Turnaround Strategy Table 8.10 Summary of the Hypothesis on Turnaround
Strategies and Firm Performance Hypothesis Number Statement of Hypothesis Remarks
H7.a

There is a positive relationship between the extent of management strategies in the
turnaround and firm performance. Rejected H7.b There is a positive relationship
between the extent of cutback strategies in the turnaround and firm performance.
Accepted H7.c There is a positive relationship between the extent of restructuring
strategies in the turnaround and firm performance Accepted 2.

Hierarchical Regression This study puts turnaround strategies as mediating variables on
the relationship between causes of performance decline and firm performance. To test
this mediation, hierarchical regression test was conducted. According to Baron & Kenny
(1986) ' the conditions that must be fulfilled to test the mediation effect are: (a) the
independent variable should effect the dependent variables to see whether the
relationship exist, (b) the independent variables should effect the mediating variable,



and the relationship must be significant, (c) the mediator should influence the
dependent variable and the relationship must be significant, and lastly (d) independent,
mediator and dependent variables are run together. In this step only the variables that
have relationship in the first, second and third steps are included.

The variables that do not have any relationship will be excluded for this hierarchical
regression ' Thus, for the test of mediation, only cutback strategies and restructuring
strategies will be te sted as a mediating variable to investigate the relationship between
economic change and failure of major projects with firm performance.

The chosen of economic changes and failure of major projects, cutback strategies, and
restructuring strategies for the test of mediating due to the fulfillment of those
dimensions based on Baron and Kenny's criteria 90 Jullimursyida Hypotheses Testing of
the mediation testing. The detailed process of hierarchical regression is discussed below.
Figure 8.1 The mediation model.

First equation :y = B 1 x, where B 1 has to be significant Second equation: m= 82 x,
where B 2 has to be significant. Third equation:y = 34 x + B 3 x, where B 3 has to be
significant; if B 4 is not significant, the mediating variable fully mediated the relationship
and if B 4 significant, it is a partial mediator. The Mediation of Cutback Strategies on the
Relationship between Economic Change and Firm Performance Figure 8.2

The Mediation of Cutback Strategies on the Relationship between Economic Change an
d Firm Performance Economic Change Firm Performace Cutback Strategies B 2= .16* 3 B
B BB BB I91 Universitas Malikussaleh Research On Turnaround Strategy * = p<.10 *** =

p <.01 From the Figure 8.2 above, it shows that (B 1=.32 p <.01), (32 =.16, p <. 10), (B
3=.52,p <.01) and (B4 =23 p <.01).

Thus, it indicates that the extent of cutback strategies in the turnaround process is able
to sig nificantly change the amount of variance explained by economic changes on the
firm performance. In other words, cutback strategies partially mediated the relationship
between economic changes and firm performance. It means that hypothesis H8.b1 is
partially accepted. The value of ? R 2 change is .22, indicates that cutback strategies are
able to explain an additional 22% of variance in firm performance when it functions as
mediator in the relationship between economic changes and firm performance. The
Medi ation of Cutback Strategies on the Relationship between Failure of Major Projects
and Firm Performance Figure 8.3

The Mediation of Cutback Strategies on the Relationship between Failure of Major
Projects and Firm Performance *** = p <.01 From the Figure 8.3 above it shows that ( 3



1=.30, p <.01), (B2 =.32,p <.01), (B3 =52, p <.01)and (B 4 =.11, and not significant).
Thus, we can conclude that cutback strategies fully mediated the relationship between
failure of major projects and firm performance.

It indicates that hypothesis H8.b4 is fully accepted. While ? R 2 change is .22, it means
that cutback strategies are able to explain an additional 22% of variance in firm
performance when it functions as mediator in the relationship between failure of major
projects and firm performance. B 2= .32*** 3 4= .11 3 B Economic Change Firm
Performace Cutback Strategies 92 Jullimursyida Hypotheses Testing The Mediation of
Restructuring Strategies on the Relationship between Economic Changes and Firm
Performance Figure 8.4

The Mediation of Restructuring Strategies on the Relationship between Economic
Changes and Firm Performance ** = P <.05 *** = p <.01 From the Figure 8.4 above it
shows that (B 1 =.32, p <.01), (82 =.62, p <.01), (B 3 =.24 p <.05) and (B 4 =.17 and
not significant). Thus, we can conclude that restructuring strategies fully mediated the
relationship between economic changes and firm performance. In other words,
hypothesis H8.c1 is fully supported. The value of ? R 2 change is .03.

It indicated that restructuring strategies is able to explain an additional 3% of variance in
firm performance when it functions as mediator in the relationship between economic
changes and firm performance. The Mediation of Restructuring Strategies on the
Relationship between Failure of Major Projects and Firm Performance B 2= .62*** 3 B 3
Economic Change Firm Performace Restructuring Strategies B B 3 B Failure of Major
Project Firm Performace Restructurin g Strategies 93 Universitas Malikussaleh Research
On Turnaround Strategy Figure 8.5

The Mediation of Restructuring Strategies on the Relationship between Failure of Major
Projects and Firm Performance * = p < .10 ** = p <.05 *** = p <.01 The Figure 8.5 above
shows that (B 1 =.30, p <.01), (B2 =.16, p <.10), (B 3 =.24, p <.05) and (B 4 =.26, p
<.07). The result indicates that restructuring strategies pa rtially mediated the
relationship between failure of major projects and firm performance.

Thus, it can concludes that hypothesis H8.c4 is partially supported. The result also
indicates that the extent of restructuring strategies in the turnaround process i s able to
significantly change the amount of variance explained by failure of major projects on the
firm performance with the value of ? R 2 change is .03.

It means that restructuring strategies is able to explain an additional 3% of variance in
firm perform ance when it functions as mediator in the relationship between failure of



major projects and firm performance. Table 8.11 Summary of the Cutback Strategies and
Restructuring Strategies as a Mediating Variable Cutback strategies as mediating
variable Z ( Beta std) R 2 R 2 change Remarks Step 1 Step 2 X5 Failure of major project
Y1 Cutback strategies Firm performance .32*** 23*** 52*** A3**x 22%** Partial effect X1
Economic changes Y1 Cutback strategies Firm performance .30*** .11 .52*** 27 ***
.=22*** Full effect Restructuring strategies as mediating variable Z (Beta std) R2 R 2
change Remarks Step 1 Step 2 X5 Failure of major project Y3 Restructuring strategies
Firm performance .32*** 17 24*** 25** 03** Full effect X1 Economic changes Y3
Restructuring strategies .30*** .26*** 24** 21*** (03** Partial effect 94 Jullimursyida
Hypotheses Testing Firm performance ** = p <.05 *** = p <.01 Table 8.12 Summary of
the Hypotheses on Turnaround Strategies as Mediating Variable Hypothesis number
Statement of hypothes is Remarks H8.a1 Management strategies mediates the
relationship between economic changes and firm performance. Rejected H8.a2
Management strategies mediates the relationship between competitive changes and
firm performance. Rejected H8.a3 Management s trategies mediates the relationship
between poor management and firm performance Rejected H8.a4 Management
strategies mediates the relationship between failure of major project and firm
performance Rejected H8.a5 Management strategies mediates the relati onship between
high cost structure and firm performance. Rejected H8.a6 Management strategies
mediates the relationship between poor acquisition and firm performance. Rejected
H8.b1 Cutback strategies mediates the relationship between economic changes an d
firm performance Partially Accepted H8.b2 Cutback strategies mediates the relationship
between competitive changes and firm performance Rejected H8.b3 Cutback strategies
mediates the relationship between poor management and firm performance. Rejected
H8.b4 Cutback strategies mediates the relationship between failure of major project and
firm performance. Fully Accepted H8.b5 Cutback strategies mediates the relationship
between high cost structure and firm performance.

Rejected 95 Universitas Malikussaleh Research On Turnaround Strategy H8.b6 Cutback
strategie s mediates the relationship between poor acquisition and firm performance.
Rejected H8.c1 Restructuring strategies mediates the relationship between economic
changes and firm performance. Fully Accepted H8.c2 Restructuring strategies mediates
the relatio nship between competitive changes and firm performance. Rejected H8.c3
Restructuring strategies mediates the relationship between poor management and firm
performance. Rejected H8.c4 Restructuring strategies mediates the relationship between
failure of major project and firm performance. Partially Accepted H8.c5 Restructuring
strategies mediates the relationship between high cost structure and firm performance.
Rejected H8.c6 Restructuring strategies mediates the relationship between poor
acquisition a nd firm performance.



Rejected ? 96 Jullimursyida Discussion and Conclusion Chapter Nine Discussion and
Conclusion Discussion 1. Causes of Performance Decline The causes of performance
decline were the independent variables of the study. From the results of factor analysis,
causes of performance decline consist of six dimensions from seven dimensions.

Those dimensions are economic changes, competitive changes, poor management,
failure of major projects, high cost structure, and poor acquisition. These dimensions fall
in line with those sugg ested by Argenti (1976), Slatter (1984), McRobert and Hoffman
(1997) and Teng (2002). From the hypotheses testing on the causes of performance
decline, several expected and unexpected results emerged.

The discussion of the findings on those variables is described below. Economic Changes
The results of this study indicated that economic changes was the fourth of six
important factors of causes of performance decline in Indonesian manufacturing firms.

This finding was supported by Schendel and Patton (1976), who found that economic
recession was the most common cause of performance decline in USA. This result was
also in line with Dun and Bradstreet (1987) findings. During the Asian financial crisis of
199711998 the depreciation of Rupiah was a major problem for Indonesian
manufacturing firm, that borrowed funds dominated in US dollar. Firms have to pay
seven times more than before the crisis. At the same tirne, inflation rate rose from about
8% to more than 11%.

The financial impact was in line with the study by Widianto and Choesni (1999), who
found that for Indonesian manufacturing firms, the depreciation of Rupiah and
international monetary crisis were two of the most important factors that affected firm
decline . The result of this study indicated that eco nomic changes were not positively
related to management strategy.

This is to say that firm did not adopt management strategy (appointment of new CEO,
97 Universitas Malikussaleh Research On Turnaround Strategy Director, etc) when it
perceived economic changes as one of the factors contributing to the decline. In th e
West, it is commonly assumed that the CEO of a firm must be replaced in a turnaround
effort.

However , in Asia especially in Indones i a, a strong Asian owner/manager typically
maintains high levels of ownership, often over 50%. Thus, replacing the owner/manager
in a manner similar to what occurs in the West commonly does not occur (Bruton,
Ahlstrom & Wai 2001). It brought the impact to recovery process in Indonesia that has
been slow, difficult, and frustrating.



As an expected result, economic changes as one of the factors contributing to decline
are related to the usage of cutback strategies. This would mean that firms did adopt
cutback strategies when it perceived economic changes as one of the factors
contributing to the decline. This finding is supporte d by Maimon's (1999) findings, who
found that cutback strategies is one of the strategies that were popularly adopted by
Malaysian companies during the economic crisis to save them from further decline.

The finding is also in line with John, Lang and Nette r (1992), who reported that firms
that blamed their poor performance on economic condition responded in general by
focusing on cutback strategies. As expected, the finding of this study shows that
economic changes as a cause of performance decline is also related to restructuring
strategies.

This would mean that firms did adopt restructuring strategies when it perceived
economic changes as one of the factors coniributing to the decline. This finding is also
supported by Maimon (1999), who found that there i s a positive relationship between
external causes of performance decline with restructuring strategies.

Thus, it seems that when firms perceived economic changes as a cause of performance
decline, they would intensively use cutback strategies and restructu ring strategies in
order to reduce the effect of the crisis and recover. Competitive Changes This study
found that from the six factors contributing to the decline, competitive change was the
most serious factor that contributed to performance decline dur ing economic crisis
(1997/1998) in Indonesian manufacturing firms.

This finding is in line with the findings of Maimon (1999), who found that competition is
one of the external factors contributing to the decline of Malaysian manufacturing
companies. It is also in line with Schendel and Patton 98 Jullimursyida Discussion and
Conclusion (1976), who found that increased competition contributed to the decline in
USA companies ' Further, this finding is supported by Dhanani, s (2000) research.

He found that the lack of competitiveness is the factor that affected company decline
during the economic crisis in Indonesia. This study found that competitive change in
Indonesia was due to: (1) price competition; (2) the emergence of foreign low cost
producers; (3) product competition; (4) the appearance of entirety new company; (5) the
announcement of competitor's new range of products; and (6) the merger of two
competitors.

Similarly, Dhanani (2000) found that lack of competitiveness in Indonesia was due to: (1)



the emergence of lower -cost competitors in Indonesi a’s traditional export products
and markets leading to lower international prices, particularly of textile, garments and
footwear, (2) The inability of Indonesian producers to reduce production costs, due to
their heavy reliance on imported inputs ' (3) Ind onesia’s continued reliance on a small
number of exports and a small number of markets ' (4) Absence of technological
deepening in production and exports ' (5) The manufacture of consumer electronics,
whose exports have picked up since the onset of the crisi s in which 90% of components
were imported and assembled using low wages.

Barker and Barr (2002Z) asserted that external attribution of decline is significantly
related with the extent of top management team replacement in turnaround. Contrary
to expectati on, this study found that competitive change does not have significant
association with management strategy, cutback strategies and restructuring strategies.

In a situation that firms are faced with price competition, the emergence of foreign low
cost prod ucers, product competition, the appearance of entirely new company, the
announcement of competitor's new range of products ' and the merger of two
competitors as factors contributing to performance decline, the management strategies,
cutback strategies and restructuring strategies will not be the alternative.

This could be one of the reasons why until 2001, the turnaround in Indonesia was slow
in its progress and has little impact to the performance. Competitive changes do not
have any significant relations hip with turnaround strategies due to the failure to
develop supplier and support industries, to diversify its manufacturing base, and to
achieve technological deepening of its manufacturing sector.

This was because of: (1) absence of an effective industri al technology support system or
more accurately, (2) lack of interest on the part of 99 Universitas Malikussaleh Research
On Turnaround Strategy Indonesian conglomerates and foreign manufacturers in
developing a supplier or vendor network, (3) relatively weak human resources,
particularly the ability to reverse -engineer and adapt foreign technology to domestic
markets, products and scales of production, (4) absence of a strategic vision of where
Indonesia wanted to be in terms of industrialization to provide broad signals to
investors and guide government policies, (5) an absence of a formal government -
business forum where issues of competitiveness could be addressed and resolved
(Dhanani, 2000).

Poor Management From the six factors that contributed to the decline in this study, it
was found that poor management is the second factor that most contributes to the
decline of the organization. The possible reason is that, Indonesian companies have



strong owner/managers, as in many companies where the founding family maintains a
strong ownership position (Simanjuntak , 2001). The top manager is the principal owner.

The board of directors of the companies usually consists of family members, friends, and
close business associates. Thus, the independent monitoring function of the board of
directors, which is commonly prev ailing in western cultures, is uncommon in eastern
cultures (Bruton, Alhstrom & Wan, 2001).

Another possible reason why poor management occurred as one of the major causes of
performance decline is due to the fact that most large businesses in Indonesia w ere
organized as conglomerates. These conglomerates are associated with unfair business
practices (Simanjuntak, 2001), which occurred on a big scale in the relationship between
a group owned by banks with the group's other members. Firstly, banks give loans to
group members with little or no collateral leading to companies having extremely high
gearing.

When the banks recalled the loans at the onset of the crisis, the companies could not
repay. Secondly, the practice of transfer pricing and profit or cost c enters have been
deployed in the relationship between two or more businesses of the same group.
Transfer pricing in its explicit and implicit forms are perhaps the most pertinent issues of
conglomeration (Simanjuntak, 2001).

Some firms were treated as cost centers, while others as profit centers. The cost centers
were to show losses for accounting purposes, while the profits were shown elsewhere.
Usually firms in the downstream industry might be treated as profit centers and
upstream operations as cost cent ers.

100 Jullimursyida Discussion and Conclusion Claessens, Djankov & Klapper (2003) found
that the top 15 family groupings in Indonesia controlled a massive 61.7 percent of the
total values of listed assets, representing 21.5 percent of GDP using 1996 data. These
findings showed how big the number s were, for these family -owned businesses, in
terms of contribution and, in particular, how they are governed.

Because of close linkage among firms in the group when one or two gets in trouble, the
others are involved. Tabulujan (2002) described that the number of Indonesian listed
companies with two or more family members on the Board of Directors in 1997, were
155 - This number contributed to 59.8 percent of the total number of 259 listed
companies in that year.

Whereas, in 2001 this figure dropped to 125 listed companies, constituting 40.7 percent



out of the total number of 307 listed companies in that year. In other words, after the
economic crisis, the number of listed companies which had two or more family
members within their boards fell by almost 32 percent. Second, he found that the fall in
the number of companies with five or more family members of their boards is even
more striking.

There were '14 companies in 1997 but was reduced by more than half to 6 companies in
2001. In other words, any appare nt tendency to stack company boards with family
members appeared to have been reversed significantly by 2001. In addition, Tabulujan
(2002) asserted that poor corporate governance in Indonesia was a root cause of
performance decline.

The results of multip le regression tests indicated that poor management factor has
significant association with management strategy (replacement of CEO, or board
member). This particular result contradicts with the result of Bruton, Alhstrom and Wan
(2003) study. They found in East Asia the removal of the firm's leaders is rarely done,
particularly to be replaced by outsiders such as the board members or even by creditors.

However, the finding is in line with Slatter (1984), who found that the companies in poor
management situ ation require new management. The finding is also in line with
Tabulujan (2AA2), who found that the reduced number of family members on the
boards of Indonesian companies in 2001. One possible reason why two or more family
members on the boards of Indonesi an companies dropped by 32 percent in 2001 was
due to pressure on leading Indonesian corporate players to reduce the number of family
members in their companies.

This was aimed to blunt criticism 101 Universitas Malikussaleh Research On Turnaround
Strategy regarding the prevalence of insider relationship within thei r companies. Thus,
most of the companies changed the headman with someone from outside of their
family members. Another reason why poor management is related to management
strategy was media attention on large Indonesian family businesses reached new heig
hts.

In order to capture the attention of the media, the companies prefer to change their
family members in the companies with somebody else from outside their family. The
example of media attention on large Indonesian family businesses described by Tabulu
jan (2002), took place some time in mid 1998, when two extensive features on the
corporate groups of the Sudano Salim (Liem sioe Liong) family and the Habibie family
were published.



It is one possible reason that such media spotlight could have played a si gnificant role
in indirectly pressuring Indonesian business families to reduce the number of their
family members in their corporate boards. A phenomenon of Indonesian companies was
that some individuals hold multiple board positions at the same time (Tabulujan, 2002).

This phenomenon is supported by this study which found that board of directors was
one of the reasons of poor management. Tabulujan (2002) found that in Indonesian
listed companies, many individuals held muttiple board position at the same t ime prior
to the crisis. But this figure changed during 1997 -2001, when the number of individuals
who held multiple board positions fell from 246 to 226, a reduction of about seven
percent.

In contrast to the sharp fall in that category, the number of indi viduals with two board
positions actually increased from 148 in 1997 to 174 in 200L fn other words, the figures
reflected a two fold movement. First, there was a general fall in the number of
individuals holding multiple board positions. Second, there was a significantly larger
number of such individuals preferring to hold only two concurrent board positions.

According to Tabulujan (2002) in 1997, Mukhtar wijaya held the highest number of
positions in fisted companies. He was from Sinar Mas conglomerate. Ac cording to
Indonesian capital Market Directory (1997), he held four directorships comprising of one
president directorship, two vice president directorships, and one directorship. He also
held two others commissionership.

In contrast, according ICMD (2001) , the record number of executive board positions in
2001 was held by Marimutu Sinivasan from the Texmaco conglomerate, who was a
president director of five listed companies. 102 Jullimursyida Discussion and Conclusion
It is possible that individuals, who hold such multiple positions in listed compan ies, also
have other board positions in unlisted companies. Contrary to expectation, this study
found that poor management is not associated with cutback strategies and restructuring
strategies.

This would mean that when poor management appears as one of t he factors
contributing to decline, cutback strategies and restructuring strategies are not the
alternative strategies for the companies to implement. This particular result contradicts
with the result of Slatter (1984), which found that poor management si tuation requires
organization change and decentralization in UK companies. However, this result
supports Ahlstrom and Bruton (2004) study.

They asserted that theories of organization developed largely in the West will not



automatically be applicable to Asia, and that their applicability must be evaluated.
Failure of Major Projects The study indicated that failure of major projects is the fifth
factor contributing to the output decline of Indonesian manufacturing firms. Most of the
companies faced start up difficulties, untimely implementation of the projects and
underestimating capital requirements.

Since the economic crisis in 199711998 many companies could not finish their projects
on time because of the difficulties to get capital and raw materials that required other
currencies (mainly US Dollars), because of the instability of the Rupiah rising almost four
fold (US $1 = Rp. 16,000). The other factor that contributed to the failure was the
underestimating of operating capital requirements.

It means that before the crisis the company had a certain sum budgeted for the project
but when the economic crisis hit the companies, the budget was no longer sufficient for
the project. In Indonesia, many companies were involved primarily in simple blending,
packaging and assembly operations, with the result that in 1997, the value of imported
raw materials, intermediate inputs and components ranged from 45% in chemical
industries, to 53% in machinery, 56% transport equipment industries and 70% in
electrical goods indu stries.

Even labour intensive industries relied heavily on imported raw materials, intermediate
inputs and components, ranging from 40% -43% in the textile, garment and leather
industries, and 56% in the footwear industry. Firms need the government to assis t
domestic companies in building up their 103 Universitas Malikussaleh Research On
Turnaround Strategy manufacturing capacity (Dhanani, 2000).

However the types of government interventions adopted, including regulations on
controlling local content requirements have met with little success (Aswicahyono, Basri
& Hill, 2000). Contrary to expectation, the results of the analyses indicated that failure
of major projects does not have significant association with management strategy.

This is to say that in situations of failure of major projects situation, management stra

tegy (replacement of CEO, or board member) is not the strategy to be considered for

adoption. As expected the failure of major projects as a cause of performance decline
has significant relationship with cutback and restructuring strategies. This finding is in
line with Slatter (1984), who found that the failure of major projects in an organization
influenced implementation of asset reduction.

It is also in line with Maimon (1999), who found that in order to recover; companies
slashed their operation cost, and restructured their debt to avoid the big problem of



debt servicing in the future. This is to say that when companies are faced with failure of
major projects, they seemed to be more active to adopt the cutback and restructuring
strategies if they wish to achieve recovery. High Cost Structure The study found that
high cost structure is the third factor that contributed to company decline in Indonesia.

This result is supported by Maimon's (1999) findings, who found that cost structure is
the factor tha t contributed to the decline of firms in Malaysia. Slatter (1984) asserted
that when the firms are in high cost structure situation, the appropriate strategies
adopted to eliminate these problems are cost reduction and product market.

Contrary to expectation however, this study found that high cost structure does not
have any relationship with management strategy, cutback strategies and restructuring
strategies. This would mean that in difficult situations of accessibility to raw material and
accessibility to suitable labour, management strategy, cutback strategies and
restructuring strategies are not the alternative strategies to implement by the firms.

There are a number of reasons why high cost structure does not have any significant
relationship with tur naround strategies. Firstly, manufacturing firms suffered from
difficulty in accessibility 104 Jullimursyida Discussion and Conclusion to suitable raw
materials during the economic crisis of 199711998.

This finding is consistent with the findings of Ishida (2003), who found that Indonesian
manufactu ring firms found it difficult to access suitable raw materials because they
depended heavily on imported inputs, while the currency is still depreciating. This
finding is also supported by Dhanani (2000), who found that in 1997, the high price of
imported raw materials in manufacturing firms, while intermediate inputs and
components had risen. This was due to the lack of domestic suppliers, support industries
and weak domestic industrial linkages.

The absence of supplier and support industries is due primarily to the costly, risky and
lengthy process of setting up such industries. It requires up to three years for certain
vehicle component manufacturers for instance, with no guarantee of success, to be
setup and running. For its part, apart from the generall y ineffective regulations on local
content requirements, the government was not actively involved in supporting the
development of supplier and support industries, and the building of a strong group of
domestic firms which could develop linkages with foreign establishments through
effective extension services, technical support services and other similar firm level
measures to build up local capabilities.

Those problems contributed to the causes of the output of production decline in



Indonesian manufacturing firms (Dhanani, 2000). Secondly, until 2000, the
manufacturing firms still faced difficult accessibility to suitable man power. This finding
is in line with the finding of Dhanani (2000) that found there is relatively weak high level
human resources in manufacturing firms, particularly the ability to reverse -engineer and
adapt foreign technology to domestic markets, products and scales of production.

In Indonesia, institutions for higher learning for science and engineering produced poor
quality graduates who were unable to work independently, and who had inadequate
general skills in problem solving, analyzing technical problems, teamwork, technical
report writing and oral presentation. As for in -plant training, the majority of firms found
it unnecessary to train their workforce due to the dominance of simple processes in their
plants.

Those that did, mostly in the higher -technology category, however ' have not done it
systematically or extensively (Dhanani, 2000) . 105 Universitas Malikussaleh Research On
Turnaround Strategy Poor Acquisition The mean value of des criptive statistic on causes
of performance decline showed that poor acquisition is not a serious factor contributing
the companies decline in Indonesia in 199711998.

The possible reason why poor acquisition is not the serious factor contributing to the de
cline is due to acquisition is only practiced by a small number of businesses in Indonesia
before the crisis. Firms would rather start a new business than acquire existing firms.
This particular result contradicts with the result of Slatter's (1984) study that asserts that
acquisitions have played an increasingly important role in the corporate strategy of
large and medium sized firms during the past twenty years in UK.

However, there has been an increase in cross border mergers and acquisitions of
compan ies after the crisis from $809 million in 1995 to $1,112 million in 1999, or about
37% (Agami, 2002). He found that the decrease in cross border merger and acquisitions
in Indonesia was due to: (1) the decrease in exchange rates of the currencies in these
countries; (2) decrease in the value of assets; (3) decrease in market prices of stock; (4)
changes of government regulations regarding foreign ownership of corporations, and
(5) efforts by large multinational corporations to globalize operations.

Slatter (1984) found that firms facing acquisition as one of the causes of performance
decline will implement asset reduction strategy . Contrary to Slatter's (1984) finding, this
study found that poor acquisition does not have any significant relationship with
management strategy, cutback strategies and restructuring strategies.

This lends support to earlier finding of the major causes of performance decline that



indicates poor acquisition is not one of the major factors contributing to performance
decline. It wou Id mean that in Indonesian manufacturing firms ' poor acquisition rarely
occurred due to the a few number of businesses practicing acquisition before the crisis
in 1997/1998 . 2.

Turnaround Strategies The result of factor analyses showed that from four vari ables of
turnaround strategies , they were reduced to three variables. Those variables are
management strategy ' cutback strategies, and restructuring strategies ' 106
Jullimursyida Discussion and Conclusion Management Strategies The value of the mean
indicated that management strategy (i.e.

appointment of new OEO, Director, etc) is used only to a little extent by the companies
to overcome the decline. It seemed that management strategy is not the important
strategy of Indonesian manufacturing firms. This finding was supported by Bruton,
Alhstrom and Wan (2003) who found that it is uncommon in Eastern companies to
change the CEO unlike in the western companies.

In western countries, CEO changes were significant for firms undertaking a successful
turnaround ' In Eastern countries , the founding family ma intains a strong ownership
position . Therefore ' the principal owner (who is also typically the founder) is the central
manager in the company. The board of directors of the company usually consist of
family members, friends, and close business associates.

Many individuals in key management positions used to be family members or close
friends (Bruton, Alhstrom & Wan, 2001). But, in Indonesian case, after the economic
crisis of 1997/1998, the two or more of family members' situation prevailing in the
company was reduced. [t means that the domination of family members in corporations
after the crisis is not as strong as before the crisis.

The result of multiple regression analyzes showed that management strategy does not
have any significant relationship with performance. .|t means to say that the
implementation of the management strategy during the economic crisis in Indonesian
manufacturing firms wit| not lead to the betterment of companies' performance. The
result is in line with Fisher et al (2004), who foun d the insignificant relationship between
change of the CEO and performance.

This lends support to earlier findings that replacement of top management is not an
important strategy to turnaround in Indonesian manufacturing firms. It is also consistent
with Bruton ' Ahlstrom ' and Wan (2003) who found that change in chairman of the
board was not significant with the improvement of performance. But, this is contrary to



Barker and Duhaime's (1997) study that found that change of the board was associated
with bette r performance.

The reason given by Barker and Barr (2002) why management strategy does not have
significant relationship with firm performance was due to top managers of declining
firms often fail to undertake changes in strategy as part of their turnarou nd attempts.
107 Universitas Malikussaleh Research On Turnaround Strategy Cutback Strategies The
value of the mean indicated that cutback strategies (debt restructuring ' assets
reduction, and cost cutting) are one of the important turnaround strategies adopted by
the Indonesian manufacturing firms.

This result is supported by Maimon's (1999) finding, who found that cutback strategies
is adopted by most Malaysian companies during the economic crisis of 1997/1998. Teng
(2002) also stated that cutback strategies is important and will be an effective remedy in
decline situation. The result of multiple regression test showed that cutback strategies
has a positive relationship with firm performance.

It indicates that the companies are likely to implement the cutback strategies in other to
achieve better performance ' Thus ' the adoption of cutback strategies will raise firm
performance ' The result is in line with O'Neill (1984) who found that during a decline '
there will be a positive relationship between cutback strategies and turnaround success
because the decline requires attention to the process of cutting non -profitable models '
lines ' distribution centers and production centers.

This would mean that when firms are faced with decline ' they are more likely to adopt
cutback strategies to gain positive impact to firm's perfo rmance. Restructuring
Strategies As expected, restructuring strategies is the most important strategy to
achieve better performance in Indonesian manufacturing firms. This result is supported
by Bruton ' Alhstrom and wan (2003), Maimon (1999), Michael and R obbins (1998) .

They found that restructuring strategies is mostly adopted in recessions ' This result is
also in line with O'Neill (1984), who asserts that restructuring strategies is the strategy
adopted by successful turnaround but less attention is given in unsuccessful turnaround
"It is clear that restructuring strategies are important for the company to survive from
the crisis.

The results of multiple regression tests indicated that restructuring strategies has a
significant association with firm performance. This is to say that the company that is
faced with decline is more likely to implement restructuring strategies intensively and
hence will achieve better performance than the company that had not adopted



restructuring strategies.

This would mean th at the implementation of turnaround strategies will lead to
improvement in the firm's performance. 108 Jullimursyida Discussion and Conclusion 3.
Mediating Effects of Turnaround Strategies on the Relationship between Causes of
Performance Decline and Firm Performance It is true that before recovery the decline
must be recognized not only in Western firms but also in Eastern firms (Bruton,
Alhstrom & Wan, 2001).

This study found that causes of performance decline must be recognized before turning
around the company, but unlike the Western companies, i n Eastern companies the
recognition may comes slower (Bruton, Alhstrom & Wan, 2001). Many studies had been
conducted to seek the relationship between turnaround strategies and firm
performance, while other studies looked at the relationship between causes of
performance decline and turnaround strategies.

But, there is limited previous study which looked at turnaround strategies as a mediating
variable that mediates the relationship between causes of performance decline and firm
performance. Thus, in this st udy turnaround strategies are postulated as mediating
variables. Baron and Kenny (1986) stated that "in general, a given variable may be said
to function as mediator to the extent that it accounts for the relation between the
predictor and the criterion”.

The results of the hierarchical regressions indicated that turnaround strategies mediate
the relationship between causes of performance decline and firm performance. From the
three turnaround strategies postulated, named as; management strategies, cutback
strategies, and restructuring strategies, it was found that cutback strategies and
restructuring strategies play mediator roles between causes of performance decline and
firm performance ' But contrary to expectation, this study found that management strat
egies did not mediate the relationship between causes of performance decline and firm
performance.

However, this lends support to earlier finding that indicates management strategies is
used to a little extent in Indonesian manufacturing firms to overcome the decline. The
results of hierarchical regression tests also indicated that firstly, cutback strategies
partially mediate the relationship between economic changes and firm performance.

This is to say that the extent of cutback strategies adopted in the turnaround process is
able to significantly change the total variations in the firm performance explained by
economic changes. It means the increase in economic changes will lead to the increase



in the adoption of 109 Universitas Malikussaleh Research On Turnaround Strategy
cutback strategies and will have positive impact on firm performance.

Secondly, it was found that cutback strategies fully mediate the relationship between
failures of major project on firm performance. This is to say that the extent of cutback
strategies adopted in the turnaround process is abl e to significantly change the total
variations in the firm performance explained by failure of major projects.

This would mean that failures of major projects do not directly lead to better
performance; it does so by encouraging the companies to adopt cutb ack strategies to
gain better performance. Thirdly, it was found that restructuring strategies fully mediate
the relationship between economic changes and firm performance. This is to say that
the extent of restructuring strategies adopted in the turnaroun d process is able to
significantly change the total variations in the firm performance explained by economic
changes ' The positive signs of beta coefficients of this mediator indicated economic
changes did not directly lead to better performance.

It did so by encouraging the companies to adopt restructuring strategies. Finally, it was
found that restructuring strategies partially mediate the relationship between failure of
major projects and firm performance ' This is to say that the extent of restructuring
strategies adopted in the turnaround process is able to significantly change the total
variations in the firm performance explained by failure of major projects.

It means the increase in failure of major projects will lead the increase in the adopted
cutback strategies and will have positive impact on firm performance. This would mean
that the firm performance is more likely to be improved if restructuring strategies was
adopted following failures of major projects. Implications 1. Heoretical Implications
Many firms experienced deteriorating performance resulting from the economic crisis in
199711998.

Many researches have indicated that a large number of companies adopted many
strategies to avoid failure. These findings show that many companies can gain their
competitive advantage again and survive in their business but there were still some that
failed. 110 Jullimursyida Discussion and Conclusion Contingency theory indicates that
the choice of several turnaround strategies depends on the external and internal
conditions.

It means that turnaround strategies depend on the environment, which is represented
by external and internal of causes of performance decline while performance depends
on the type of strategies used. In line with contingency theory, the findings of this study



found that causes of performance decline is significantly related to turnaround
strategies adopted by Indonesian manufacturing firms, for instance in decline situation
due to failure of major projects, the firm is more likely to adopt cutback strategies and
restructuring strategies. Turnaround strategies adopted also have positive and
significant impact on firm performance, especially cutback strategies and restructuring
strategies.

This would mean that the type of turnaround strategies adopted depends upon external
and intern al factors of decline. An improvement in firm's performance also depends
upon the type of turnaround strategies adopted. This finding support Hofer's (1980)
view of contingency theory, when he found that turnaround strategies adopted were
dependent upon th e situation.

This study also found that turnaround strategies, especially cutback and restructuring
strategies play as mediator between the relationship of causes of performance decline
and firm performance. There was no previous study which tested empiri cally
turnaround strategies as mediating variables. Thus, this study will enhance the body of
turnaround theory. The other findings that contribute to the theory of turnaround are
the result of factor analysis.

In the previous studies conducted in the West found that poor management and lack
financial control are considered as different factors contributing to performance decline
(Slatter, 1984). This study found that poor management and lack of financial control
become one factor that contributes to the performance decline. 2. Practical Implication
There are several implications from the outcomes of this research ' It could enhance the
managerial practice.

There is a lack of empirical research in causes of performance decline and turnaround
strategies in In donesian manufacturing firms ' The results of this study provide the brief
description of the causes of performance decline and the turnaround strategies adopted
by large 111 Universitas Malikussaleh Research On Turnaround Strategy manufacturing
companies in Indonesia following the Asian financial crisis ' This study indicated that
competitive change, poor management, high cost structure, economic changes, failure
of major projects and poor acquisition are the major factors that contributed to causes
of performance decline during the economic crisis of 1gg711998 in Ind onesian
manufacturing firms.

Thus, in the future, companies have to manage their resources well in order to create
their competitive advantage ' The company must be more proactive to forecast future
economic conditions ' This study found that management str ategy is not commonly



adopted by Indonesian manufacturing firms, whereas it is mostly adopted in many
companies which suffered from crisis in the West. This is due to some of the CEOs who
are family members, friends or relatives of the owners.

So it is imp ortant to ignore this emotional relationship and go back to the procedure
that if the manager during crisis time is not effective, then he/she should be replaced, by
someone inside or from outside the company. Since, it is found that cutback strategies
an d restructuring strategies have positive and significant association with firm
performance during the economic crisis in 1997/1998 in Indonesian manufacturing
firms.

Thus, this study suggests that to survive and grow from the crisis, the Indonesian
manufac turing firms need to use cutback and restructuring strategies intensively. In
order to improve the effectiveness of these strategies it is important to gain the support
from all levels of the organization to implement the strategies. The improvement in
cutback and restructuring strategies adopted will lead to improvement of firm
performance.

Managers especially CEOs and other top level managers have to be proactive rather
than reactive. They cannot wait for the decline to happen and then only use turnaround
strategies when it is already too late. They should see the decline signals and be
proactive by using strategies needed to avoid the imminent crisis.

Managers should attend courses in creativity, strategic planning, forecasting,
environmental analysis, etc, so that they could be more proactive. Conclusion Generally
it can be concluded that the perception of the causes of performance decline positively
stimulates turnaround strategies, while turnaround strategies themselves also have
positive impacts on f irm performance.

Based on these findings it can be 112 Jullimursyida Discussion and Conclusion
concluded that the research questions of this study have been answered. The first
research question of this study was to find the major causes of performance decline
during economic crisis in 1997/1998. The findings show that competitive change, poor
management, high cost structure, economic changes, and failure of major projects are
the major factors contributing to companies' performance decline in Indonesian
manufacturing industry. These causes of perfo rmance decline have positive impact on
the choice of turnaround strategies.

The second research question of this study was to investigate the relationship between
the causes of performance decline and turnaround strategies. The results indicate that



poor m anagement has positive relationship with management strategies, while
economic changes and failure of major projects have positive relationships with cutback
strategies and restructuring strategies.

This study also found that competitive changes and high c ost structure as an important
factors that contribute to decline but do not have any significant relationships with the
turnaround strategies. This finding is in line with Bruton, Ahlstrom and Wan (2003) who
found that in the East even when faced with stro ng outside pressures the institutions
still carry on with their strong culture. Top management can still limit the actions that
are understood as important to firms undertaking a turnaround unlike in the West.

This study also found that management strategi es (replacing top management) is not
important turnaround strategies in Indonesia, while this strategy is one of the important
strategies in the West. This finding is also supported by Bruton, Ahlstrom and Wan
(2003); they found the differences between Wes tern and Eastern practices in terms of
turnaround strategies adopted by the companies that suffer decline. The important
strategies in the West are not automatically adopted in the East.

The third research question was to investigate the relationship betwe en turnaround
strategies and firm performance. The finding shows that turnaround strategies have
positive impact on firms' performance. The detailed findings indicated that restructuring
strategies has positive relationship with firm performance.

It means that the increase in the adoption of restructuring strategies will bring about
turnaround and increase firms' performance. Cutback strategies also have positive
relationship with firm performance. Thus, the adoption of cutback strategies is also
associated with turnaround success and firm 113 Universitas Malikussaleh Research On
Turnaround Strategy performance improvements. Management strategies are the only
strategies that do not seem to have any relationship with firm turnaround and
performance.

From the findings of this study, most of board of directors in Indones ian manufacturing
firms consists of the family members; hence, the impact is on low independence of
monitoring and will influence the firm performance. The last research question was to
investigate the mediation effect of turnaround strategies between cau ses of
performance decline and firm performance.

The result of hierarchal regression showed that cutback strategies do mediate the
relationship between economic changes and failure of major projects with firm
performance. Restructuring strategies also medi ates the relationship between economic



changes and failure of major projects with firm performance. These show conclusively
that turnaround strategies do work.

The contingency theory provided a useful framework for the study of turnaround
strategies and th eir effectiveness. ? 114 Jullimursyida References REFERENCES
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? 130 Jullimursyida Appendice: Questionnaire Appendices : Questionnaire Instructions:
The questionnaires is consist of four parts, they are: (I) General Information of the
Respondent and his/her Organization, (Il) The Effect of Economic Crisis (1997/1998) on
the Organization, (lll) Turnaround strategies, (IV) Firms performance Please answer every
item in this questionnaire by: a. Choose only one answer from the choices given. b.

Where choices of answer are not given, please write your answers legibly in the space
provided. c. Fill in the scale into space given. 1. Name of the

COMPANY .rtrirrieireeeesseeeesseise s es et ssses s seessssanes 2. Your Management level in
COMPANY oorteierieieeiseeesssssssssessssssssssessesssssssees 3. Your ag e : 20 — 29 years old 50 — 59 years old
30 - 39 years old = 60 years od Your sex: Male Female 5. Your Education Level: School
Cert.

Master's Degree Bachelor's Degree Doctoral Degree 6. You have been in this c ompany



for? 1 -5 years 16 — 20 years 6 — 10 years 21 — 25 years 11 — 15 years 26 years and
above 7. The company has been in operation for? Part | General Information of the
Respondent and his/her Organization Please cross (X) in the items below 131 Universitas
Malikussaleh Research On Turnaround Strategy 5 — 10 years 21 — 25 years 11 — 15 years
26 — 30 years 16 — 20 years = 30 years 8.

Industry classif ications Manufacture of food, beverages, and tobacco Manufacture of
textiles, clothing, and leather Manufacture of wood and wood products, including
furniture. Manufacture of paper, printing and publishing. Manufacture of chemical and
chemical pro ducts Manufacture of non - metallic mineral products. Manufacture of
rubber and rubber products Manufacture of machinery and Electronic Others 9. Number
of employees: Permanent employees ............. Persons Temporary employees

............. Persons 10. Average sales in last 3 years (1999- 2001)? =5iouiah Part Il The Effect
of Economic Crisis (1997/1998) on the Organization.

The following items are about the problems that occurred during the financial crisis
(1997/1998). Please cross (X) the number that describes t he situation faced in your
organization. Use the criteria: 1 = Not serious at all 2 = Not serious 3 = Moderately
serious 4 = Serious 5 = Very serious 132 Jullimursyida Appendice: Questionnaire Not
serious at all Not serious Moderately serious Serious Very serious 1 2 34 5 No. Problems

Cost Structure 133 Universitas Malikussaleh Research On Turnaround Strategy 29 High
overheads.



Turnaround strategies The following items describe the strategies that are used to
overcome the crisis in 1997/1998. Please cross (X) on the suitable answer according to
your company’s strategy.

Use the following scale: 1 = Not used at all 2 = Used to a little extent 3 = Moderately
used 4 = Used to a large extent 5 = Used as the central strategy 134 Jullimursyida

record the firms' performance, for the last 7 years (1995 — 2001): Decrease >10%
Decrease > 5 - 10% Decreae >0 - 5% Stable Increase >0 - 5% Increase >5 - 10%
Increase >10% 1 2 3 4 5 6 7 Prestasi/Kinerja perusahaan 1995 1996 1997 1998 1999
2000 2001 a. R eturn of Investment b. Return on Sales c.

Growth in Sales 2. The question below have meaning to see firms performance that have
been achieved since recent 7 years it's of the performance measure to criteria. Firms
performance items 1995 1996 1997 1998 1999 2000 2001 a. Return of Investment b.
Return on Sales c. Growth in Sales Part IV Firm Performance The question below is
meant to record the firms' performance, for the last 7 years.

Please fill up the appropriate number according to your performance. 1 = Decrease
>10% 2 = Decrease > 5 - 10% 3 = Decrease > 0 - 5% 4 = Stable 5 = Increase > 0 -5% 6
= Increase > 5 - 10% 7 = Increase > 10 % 135 Universitas Malikussaleh Research On



Turnaround Strategy Thank you for spending your time to answer this questionnaire.

If you interested to know the results, please leave your name, address and e -mail in the
space below: Name Address E - mail Sincerely, Jullimursyida ? 136 Jullimursyida
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