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The Antecedents and Consequences of Plant Closing Announcement 

Abstract 

 
Plant closings are widespread throughout the U.S. economy. The affected businesses are 

not limited by industry, size or any other factor. When one company closes a plant the 

impact is felt in other businesses in the community including customers, suppliers and 

competitors.  Import competition, restructuring, manufacturing phase-out, technological 

obsolescence, declining orders (loss of contracts), cost cuts, bankruptcy, or selling of a 

firm often trigger unhappy and demoralizing stories of plant closings. This paper 

attempts to classify and assess the key antecedent conditions that lead to plant closing 

announcements and the consequential financial impact of these announcements. We use 

Dow Jones, Reuters and similar news wire to collects announcements of plant closings 

over a 5 year period and through cluster analysis develop a classification scheme to 

obtain a typology of plant closing announcements. Then we use Compustat to test 

hypotheses related to key financial antecedent conditions and consequences of these 

announcements. We find significant tendencies in the financial data to suggest 

antecedents and consequences of plant closing announcements 

 

Keywords: Facilities planning, Operations strategy, Plant closing, Empirical research 
 

1. Introduction 

Very little is known about why firm’s close plants1.  For example, firms close 

plants for a myriad of reasons: globalization and country level shifts in core 

manufacturing capabilities (textile industry), outsourcing of specific capabilities, 

corporate initiatives to improve profitability through cost (plant overhead) reduction, 

natural catastrophes, operations and supply chain restructuring, as well as exchange rate 

and/or political risks in domicile country.  Further, it is not clear how the financial market 

should view a plant closing announcement – is it good news (cost reduction, efficiency 

increase) or bad news (ossified product or process, demand slowdown, industry decline).   

                                                 
1 "Plant closing" is a term defined by the law. A plant closing is the permanent or temporary shutdown of a 
single site of employment or one or more facilities or operating units within a single site where the 
shutdown results in an employment loss during any 30 day period at the single site of employment for 50 or 
more employees, excluding any part-time employees. 
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Tsetsekos and Gombola (1992) assess valuation consequences of domestic plant 

closings and foreign plant closings by comparing the stock price reaction to 

announcements. Their results indicate a significant negative stock price reaction for 

domestic plant closings and an insignificant negative stock price reaction for foreign 

plant closings. They rationalize the results with the argument that a domestic plant 

closing is likely based on deterioration in sales while a foreign plant closing need not 

signify firm-wide problems.  For example, the firm may be exploiting arbitrage 

opportunities specific to that plant location (Huchzermeier and Cohen, 1996). 

Hayes and Wheelwright (1984) first address the issue of plant opening and 

closing decisions in the context of facilities strategy. Their analysis of facilities decisions 

centers around three key issues.  First, the decision is strategic, long-term and to a large 

extent irreversible.  Second, different firms are organized differently in order to 

contemplate and make such decisions. For example, some Fortune 500 firms conduct 

such a debate and make such a decision primarily in corporate headquarters, while others 

are much more decentralized in their approach. Third, they argue that short term, myopic 

and piecemeal decisions of major facilities are likely to create a network of disparate and 

non-strategic network.  Plant closings therefore offer immense opportunities for 

restructuring existing network inefficiencies. 

The following stories present a glimpse of the plant closing announcements: 

Old Home Foods outsourcing yogurt production: Early in 2006, Old Home Foods' 

products won't be made in the company's old home. The plant on one of St. Paul's main 

streets no lo nger suffices for churning out sour cream, snack dips, yogurt and yogurt 

drinks. So Old Home is outsourcing production changing its distribution system and in 

the process ending more than 60 of the firm's 100 jobs. Headquarters, research and 

development, sales and quality assurance will remain in the 80-year-old building at 370 

University Avenue, St Paul. 
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Dan River closing Morven, NC plant: Dan River Inc. has announced that globalization 

of the textile industry has forced the company to close its Glenn Plant in Morven, N.C. 

The company expects to close the plant during the first quarter of 2006.  

 

Carhartt closing Dover, Tn sewing plant Clothing manufacturer Carhartt Inc. will be 

closing its sewing plant in Dover, attributing the move to trade laws allowing more 

foreign clothing imports to the United States. The plant, which has been operating for 11 

years, will close March 31, laying off 95 employees. 

 
Seating-parts plant in Archbold to close. Archbold, Ohio - Leggett & Platt Inc.'s Young 

Spring & Wire Division plant, which makes automotive seating components, will close by 

May 15, 2006, eliminating 169 jobs. This plant closure is part of Leggett & Platt’s 

continued efforts to become more profitable. 

 
It is obvious that myriad reasons lead to plant shutdowns and the consequences of 

such a shutdown can be positive or negative depending on the business context.  Our 

intent in this paper is to study plant closing announcements and the antecedent and 

consequential financial conditions around the announcement.  We first outline the 

previous work in this area in the next section.  The biggest gap in existing research seems 

to be a typology of the motivation for plant closings.  In section 3, we report on a 

qualitative assessment of the plant closing announcements and the resultant typology.  

We then exploit this typology to formulate specific hypotheses of antecedent conditions 

and consequences of a plant closing announcement.  Section 5 presents the results of our 

analysis and section concludes the paper with key results and directions for further 

investigations.  

2. Cause and Consequences of Plant Closing Announcements: Literature review 

Research in plant closings is essential for two reasons: strategy and impact. We 

consider the research that deals with the strategic motivations for plant closings first and 

then explore conclusions that deal with the aftermath of the decision. 
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 Clearly, every plant in a multi-plant network may have some strategic or tactical 

role and rationale (Ferdows 1989; Flaherty 1986).  Adding and closing plants in this 

strategically designed network merits careful corporate consideration and a “systems” 

view.  Schmenner (1979, 1983) introduced the notion of explicitly considering corporate 

wide facilities strategy in the plant location and expansion. He argued that the role of any 

plant and its relationship to other plants in a multiple plant network are important 

considerations that could lead to different choices than would be made if only traditional 

economic factors were considered. Many of his arguments apply to plant closing 

decisions as well.  Multiple plant manufacturing should be understood as a system, and 

plant characteristics need to be understood relative to that system.  

Even at the tactical level, one could argue that the capability of a firm to react to 

overall demand shifts – volume flexibility – is significantly enhanced if the organization 

has greater leeway in opening and shutting plants (Raturi and Jack 2002, Jack and Raturi 

2003).  The “hysteresis band” created when one considers production shifting strategies 

in the multiplant network due to the real cost of transition is yet another example – in the 

extreme case, when all demand is shifted from one plant to another, we are considering 

plant closings (Kogut and Kulatilaka, 994).  Such arguments clearly validate the need to 

evaluate the contextual and conceptual issues that surround plant closing decisions in 

organizations. 

Richbell and Watts (2000) give us a different perspective as they examine plant 

closings of firms having plant with similar activities in multiple countries in the European 

Union. The authors review the strategic and operational decisions that led to the plant 

closing in order to identify dominant causes for the choice of plant. It appears that the 
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choice is driven mainly by the size of the plant. Larger plants are retained due to higher 

economies of scale and other plant specific attributes do not appear to play a major role in 

the choice of plant closing. 

This is indirect contradiction of the pioneering work of Ghemawat and Nalebuff 

(1985, 1990).  Such game-theoretic approaches have concentrated on the effect of size as 

the determining factor as to who exits a declining industry first. Their scenario was 

simple – in a declining industry, shrinking demand creates pressure for capacity to be 

reduced. Intuitively, the small firm can “hang on” longer and survivability is inversely 

related to size. Through numerical example they show that very large scale economies 

(cost differentials) are needed for large firms to overcome this.  

Deily (1991) validates Ghemawat and Nalebuff’s conjectures empirically for 

integrated steel firms. Expected revenues and costs as well as size significantly impact a 

firm’s decisions to close plants. Reynolds (1988) develops a game theoretic model of 

plant closing and exit strategies of firms in declining industries to show two equilibrium 

results. First, when the firms have the same number of plants, high cost plant close before 

low cost plants. Second, a larger firm begins closing more plants before a smaller firm, as 

long as the cost difference is not large. It is in the vein of this second result that we 

propose a number of hypotheses relating size, financial performance and plant closing 

announcement. 

MacLachlan (1992) attempts a theory of firm reorganization when the firm closes 

a plant. A review of 202 firms in Ontario to identify the main reasons for the plant 

closings suggests evidence that the single major reason for plant closing is production 

rationalization – an effort to lower production capacity to level it with customer demand. 
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Sales decline, high inventory levels as well as cash flow problems are found to be 

significant antecedents to the plant closing decision.  

This is confirmed by Rubenstein (1987) whose case study of a plant closing at 

General Motors (GM) identifies the primary reason to be excess capacity. This excess is 

the result of external and internal factors. Rubenstein then evaluates closing of one plant 

amongst two, both of which are old facilities, and finds that location factors do not play a 

role. The reasons for plant shutdown are inability to expand the property, inadequacy of 

structures to accommodate truck deliveries, relatively lower labor productivity, and poor 

labor-management relations. Operational issues clearly have a significant impact on plant 

closing decisions whether they are tactical and local, as in this situation, or whether they 

are strategic as found by Stafford (1991). 

In a nutshell, strategic considerations for plant closings are numerous and widely 

misunderstood.  Contradictory arguments can be developed for almost every rationale to 

plant closings – for example, should firms close plants in a declining economy or should 

they use the opportunities presented by a declining economy (such as easier availability 

of human resources) to attract and retain the best human resource talent? Bankruptcy (or 

mere shutdown) of 2,700 trucking companies in 2008 have put more than 127,000 trucks 

out of commission, cutting U.S. trucking capacity by 6.5 % (Shigley 2008).  Should a 

trucking firm use this opportunity to procure a fleet of mothballed trucks at pennies to the 

dollar, thereby creating an insurmountable barrier to entry and sustainable competitive 

advantage? 

The second argument for studying plant closings is probably stronger – the impact 

of a typical announcement on the organization, regional geography, and people is 
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tremendous.  The classical example of work in the organizational studies area is Illes 

(1995). A January 1992 announcement of the closing of a Signetics (Phillips) plant in 

Orem, Utah with about 1000 employees triggers a series of events which the participant-

author and the Human resource manager translates into worthwhile practical advice. 

Work by Freeman (1999) explores the specifics of downsizing or plant closures e.g. the 

extent of layoffs, process change and, indeed, the cultural consequences of such a 

massive organizational change.  A second stream of research looks at the broader 

industrial-labor relations issues related to plant closings. For example, Folbre et al. 

(1984) evaluate data on number of workers laid off, personification and unemployment 

statistics to conclude that advance notification significantly lowers the unemployment 

resulting from the closing.   

 On a more aggregate empirical end, Dunne et al. (1989) quantify the role of plant 

construction, expansion, contraction and closing on employment over 1963-1982 using a 

longitudinal data set of plant level observations from the Census of Manufacturers. They 

find that over 70% of the turnover in employment opportunities occurs across plants 

within the same 2-digit industry and geographic region. 

 In an inspiring research study, Stafford (1991) makes the distinction between 

factors that motivate the decision of closing a plant within a network, and factors that 

drive the selection of which specific plant to close. The motivation factors are of two 

broad sorts – excess capacity and inadequate profitability – and Stafford focuses on the 

relative importance of firm, plant and geography factors that lead to the selection of the 

plant being closed. For the 42 firms interviewed, the most significant reasons for specific 

plant closings were difficulties related to internal profitability and management. Spatial 
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problems were secondary. However, when selecting between several sites in a network of 

plants, plant level attributes and geography were of potential significance. 

 As is easily observed from these disparate streams of research, plant closings are 

defined in a rather coarse way and are an undistinguishable phenomenon.  As such any 

theory construction based on such definitions is at best approximate.  At the broadest 

level, for example, a plant closing in an organization could be good news or bad news.  

We believe that to advance theory in facilities planning and management, a more refined 

taxonomy of plant closing announcement is essential. 

3. Classification of Plant Closing Announcements 

We gathered over 1800 stories spanning the 1997-2003 timeframe using Factiva 

data base and tapping into Dow Jones Newswire, Reuters and other established news 

services. We then studies 1273 announcements in detail and parsed them into 204 useable 

stories throwing out duplicates, non-registered firms and stories that were oblique to plant 

closings. Finally, we only retained stories for companies that were publicly traded.  

Our first observation on the news reports on plant closing announcements was the 

wide disparity of reasons cited for closing the plant.  Because of the wide variety of 

causes for plant closings, we first set out to develop a framework to help us understand 

the taxonomy of causes. We start by documenting and classifying the causes (Table 2). In 

generating this list, we attempted to provide an appropriate level of detail for a layman to 

pin down the causes of plant closings from any story. Then for a sample of 

announcements, we tabulated the causes into the 18 categories in Table 1.  

___________________________________________________________ 
 

Insert Table 1 Here 
___________________________________________________________ 
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We used this sample of announcements to perform a cluster analysis on the 18 

types of causes identified in Table 1. Figure 1 plots the R-square value for each possible 

number of clusters using the hierarchical method.  An elbow in the curve for six clusters 

(Figure 1) and the related cluster tree (Figure 2) strongly suggest the following six 

dominant factors (Table 2).  We discuss each of them in the context of previous studies 

briefly. 

___________________________________________________________ 

 
Insert Figure 1, 2 and Table 2 Here 

___________________________________________________________ 
 

1) Adapting Company’s Operations to the Market’s Conditions: This cluster can best 

be described as excess capacity (Stafford 1991 and Rubenstein 1987), or demand decline 

(MacLachlan 1992). 

2) Improving Operating Efficiency and/or Reducing Overhead: This cluster can best 

be described as consisting of firms trying to improve efficiency through direct cost 

reduction or reduce the overhead. It relates to the causes of inadequate profitability 

(Stafford, 1991), as well as production rationalization and high inventory (MacLachlan, 

1992). 

3) Dealing with Equipment, Manufacturing and Technology: This cluster relates to 

those firms that are closing a plant because the equipment is too old with ossified 

equipment, layout, methods etc. It could be a plant that the firm has just acquired for 

product technology and assimilated processes within existing plants. The redundant 

processes in the new plant network trigger a closing for profitability (Stafford, 1991). 
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4) Reorienting its Business (corporate strategic initiative): This cluster relates best to 

the work of Hayes and Wheelwright (1984) and Schmenner (1983) since some strategic 

initiative taken at the corporate level trigger the plant closing decision. Product and 

process life cycle, decreasing margins, marketing (rebranding) initiatives, or financial 

leverage (debt reduction) are issues at the corporate level that trigger plant closing. 

5) Dealing with Network Consolidation and Global Logistics: Stemming from 

Schmenner (1979) as well as validating the contentions of Ferdows (1989) and Flaherty 

(1986), this cluster consists of firms that close facilities in order to (a) outsource or (b) 

consolidate their supply chain. The initiative may be a top down effort to rationalize 

global supply of parts and components or risk aversion (natural disaster, exchange rate 

risks). This cluster should capture the geography issues (location and sourcing decisions, 

and local geography problems). As found by Stafford (1991) this factor is prevalent in 

situations where one plant in large networks of plant is considered for closing. 

6) Dealing with Local Business Issues: This cluster captures local and plant related 

issues such as decline in local demand, zoning issues, problems with the local labor pool, 

or a local political problem. It relates best to causes such as management difficulties 

(Stafford, 1991), low productivity and poor labor-management relations (Rubenstein, 

1987). 

Size and the accompanying network of facilities owned by a firm clearly drive 

the context of a plant closing.  The larger the firm, the greater the likelihood that it owns 

a network of facilities as opposed to single facility.  Plant closing announcements are 

either made in a plant that is singular or in a plant that is embedded in a national or a 

global network.  The antecedent conditions for plant closings in these two classes are 
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quite disparate. This argument is similar to Schmenner’s (1983) strategic facilities 

planning and location concept.  Singular plant closings are triggered by either local 

geography or specific business considerations such as technological obsolescence 

(process life cycle) or product life cycle.  On the other hand, closing of a plant in network 

is driven more by firm level business issues such as outsourcing, debt, global logistics or 

exchange rates, etc.   

The second factor in this framework for plant closings is the whether the closing 

is driven by market factors or resource factors arguments for plant closings (Slack and 

Lewis, 2003, pp.15-20). Resource based arguments in operations strategy provide 

adequate examples of facilities decisions that are made either at the strategic level in a 

network (Hayes and Wheelwright, 1984). In this scenario, a plant with perfectly 

acceptable product and process technology may be a candidate for a shutdown for 

concerns related to global logistics or inflated exchange rates in the host country.  Market 

driven arguments for plant closings in a network of facilities are classically termed as 

shifting the “supply base” to high demand geography.  Plant closings in singular plants 

may also have a market driven logic – if the local demand for the product or the process 

deteriorates.  Table 3 summarizes our attempt at grouping the causes of plant closing 

announcements.  

___________________________________________________________ 
 

Insert Table 3 Here 
___________________________________________________________ 
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4. Antecedent Conditions and Consequences of Plant Closing Announcements 

Size of the firm and resource structure (its efficiency) appears to significantly 

impact the nature of plant closings.  Size allows firms to create networks of facilities and 

plant closings in such settings can clearly offer operational efficiencies.  It is hard to think 

of a plant closing announcement from a firm with one plant as ever having a positive 

connotation – not so, in the case where a firm has many plants.  Also, market triggered 

plant closings are likely to be bad news; while resource driven plant closing 

announcements may or may not be bad news.  If the plant closing is, for example, the 

case where an old plant with obsolete processes and technologies is shut down in lieu of a 

new high technology facility – better quality products and services as well as better 

margins might result.  On the other hand if resource driven plant closings are suggest 

inability of the firm to survive in a new competitive environment with new processes and 

technologies, the information signal from a plant closing predicts a pessimistic future.  

 This section evaluates the financial conditions that precede and follow plant 

closing announcements.  We use the period of announcement as the anchor and use 

COMPUSTAT to assess specific financial metrics that precede and follow such 

announcements.  There are significant observable antecedent conditions and operational 

consequences of a plant closing decision. For example, the closure of an aging 

petrochemical plant opens up a range of options. It could involve building a new plant 

from scratch or relocation of a used plant. In either case, sufficient consideration is 

needed at the planning stages. Richard T. Whitehead, a senior project manager at ABB 

Lummus Global Inc. estimated that the cost of building a new plant is 35 to 65 percent 
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higher than that of relocating a used plant. In addition, it takes 30 to 80 percent less time 

to relocate a plant than to build and design a new one.2 

Antecedent conditions for plant closing that have operational significance include 

longitudinal (temporal) tendencies in cost structure (plant overhead as a proportion of 

fixed assets), inventory, sales, and operating margins. Moderating the overall effect of 

plant closing on overhead, inventory, sales and margins are two variables: size and the 

nature of the closing announcement. The typology in the previous section is expected to 

have a significant moderating influence on before and after financial data in obvious 

ways: we expect to see observable changes in sales, plant overhead and margins before 

and after the announcement if the announcement is strategic as opposed to if it is tactical 

and if it is at the network level rather than at the plant level. 

Firm size, as measured by production capacity, effects plant closing decisions in 

two ways. With significant economies of scale, a large firm with multiple plants may 

chose to close several smaller plants in order to retain these economies. However, when 

we look at small versus large firms, a firm’s size may affect its plant closing decision by 

altering the profitability of waiting for rivals to exit instead. Thus large firms may close 

plants first (Ghemawat and Nalebuff, 1985).  

4.1 Adapting Company’s Operations to the Market’s Conditions 

Sales declines often trigger plant closings; however, we suspect that in large firms 

these changes may be imperceptible whereas significant observations will be seen in 

small firms. For example, if a large Fortune 500 firm closes a plant of 300 workers, the 

financial changes of this episode might be imperceptible in a quarterly statement. 

                                                 
2 Relocation Is Viable Option For Aging Chemical Plants,  Chemical Marketing Reporter, 250(17), 
October 21, 1996 
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However, if the same event is triggered in a small (< $25 million) firm, we expect to see 

dramatic changes in sales (of the order of 50% or more) within the span of a year. In 

short, sales have to decline less (proportionately) for a plant closing announcement in a 

large firm. 

H1: Sales decrease before a plant closing announcement.  This effect is moderated by the 

size of the firm. 

Clearly the antecedent condition on a plant closing is declining sales. However, what is 

not clear is what happens thereafter. On the one hand the firm may utilize the now 

released resources and management talent to launch into new areas of growth; on the 

other hand, if this plant closing is part of a long term trend of product, technology or 

management obsolescence then we expect a further downward spiral. One thing for sure 

is that the percentage change in sales after a plant closing will be larger (whether increase 

or decrease) ceteris paribus since the aggregate resources (read sales) have declined.  If 

we use Sales/PPE as a proxy for capacity utilization, then, 

H2: Sales/PPE ratio decreases before a plant closing announcement.   

We find that plant closing announcements neither are derived from, nor have any 

impact on, total sales of large firms (Figure 3a).  In contrast, decline in sales prior to the 

plant closing announcement is rather obvious in the case of a small firm (Figure 3b).  

___________________________________________________________ 
 

Insert Figure 3 Here 
___________________________________________________________ 

 

From Figure 3b, one also observes that a period of diminishing “sales decline” 

precedes the announcement while a period of increasing “sales slope” follows the 
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announcement.  The best-fit curve, in other words is U-shaped.  In order to explore this 

ides further, we compared the sales graph of a small firm before and after the plant-

closing announcement.  In Figure 4, one observes that the post “plant-closing” slope of 

the sales growth curve is much larger than the pre “plant closing” slope of the sales 

decline curve.  It is almost as if the plant-closing announcement rejuvenated the market 

for these firms.  Two theories are possible.  First, the plant closing resulted in an efficient 

reallocation of resources that then made the business model of the firm more attractive to 

its customers.  A second argument is that the plant closing allowed the firm to “focus” 

and reaffirm itself in its “primary” market, thereby resulting in positive business growth. 

___________________________________________________________ 
 

Insert Figure 4 Here 
___________________________________________________________ 
 

The argument of efficient reallocation of resources is verified through a different 

metric.  The two parameters of interest in this assessment are the sales level of a firm and 

the amount of PPE$s (Property, plant and equipment).  The ratio of sales to PPE is a 

resource-deployment efficiency indicator – how much revenue can a firm generate per 

dollar of PPE.  With a plant closing, clearly the denominator is reduced, so the ratio 

should increase.  Figure 5 plots the ratio of (Sales/PPE) before and after the 

announcement showing increasing marginal sales per $ of PPE after the announcement 

and confirming the efficient reallocation hypothesis. 

___________________________________________________________ 
 

Insert Figure 5 Here 
___________________________________________________________ 
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4.2 Improving Operating Efficiency and/or Reducing Overhead  

One significant reason driving plant closing announcement is the desire by the 

firm to reduce overhead costs through consolidation, operational (scale) efficiencies, 

supply chain or outsourcing economies etc. In each of these scenarios, we expect to see 

antecedent conditions that signal higher than average plant overhead costs and a 

reduction after the announcement/closure. We use COGS/PROD as a proxy for operating 

efficiency and hypothesize that: 

H3: COGS/PROD will increase before a plant closing announcement.  This effect is 

moderated by size of firm). 

Investments in property plant and equipment (PPE) should demonstrate a decline if the 

plant closings are truly market driven and no resource replacements (new plants) are 

simultaneously obtained.  On the contrary, if plants closings are predominantly associated 

with resource replacement, no such decrease would be observed. 

H4: PPE  will decrease after a plant closing announcement.  This effect is moderated by 

size of firm. 

4.3 Reorienting its Business (corporate strategic initiatives) 

Operating margins and overall firm profitability should clearly impact plant 

closing decisions. Firms with deep pockets and higher margins can afford to maintain 

obsolete or high wage facilities and may continue to do so just to preserve organizational 

status quo. However, firms with smaller margins probably feel more pressure to make 

sweeping changes (such as plant closings) to reverse their fortunes either through 

improved efficiency or through strategic redirection. Thus when we measure margins as 

return on sales, we expect: 
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H5: Margins decrease before a plant closing announcement.  This is moderated bysize of 

the firm. 

4.4 Dealing with Network Consolidation and Global Logistics 

Increasing inventory levels in a firm signal excess capacity and prior conditions of 

such increases should diminish with a plant closing.  In other words, we expect inventory 

to be more efficient after a plant closing and a simultaneous decrease in turnover ratio.  

This should especially hold for large firms with a network of facilities that undertake 

supply chain rationalization; see, for example, Camm et al. (1997).   

H6: Increase in inventory (decrease in turnover ratio) precedes a plant closing.   

Results from tests of Hypotheses 3 to 6 have several interesting implications for 

operations managers considering plant closing decisions.  

6. Conclusions and Future research 

The area of plant closings is a neglected issue in operations management. While 

most OM textbooks will spend 2-3 chapters on facilities and planning decisions and 

coverage of capacity expansion is extensive, nothing significant is known about the 

nature of plant closings, reasons and antecedent conditions and consequences. Similar to 

the Ghemawat and Nalebuff (1985) argument that economists had ignored declining 

industries, research in operations management has paid little attention to plant closing 

decisions as well.  

We present a comprehensive review of the research from disparate disciplines 

related to plant closings.  We find that lack of a taxonomical structure creates much 

confusion in this area.   We analyze the content of plant closing announcements, develop 
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categories of announcements using cluster analysis, and present a cohesive framework for 

plant closing decisions.  

We then develop several hypotheses that assess the antecedent and ex post 

financial metrics of firms that made such announcements.  We relate these hypotheses to 

our framework.  It is clear that large firms with networks have clearly different “forces at 

work” as compared to small and medium sized firms.  We show an example of this with 

sales and sales/asset ratios across small and large firms before and after the plant closing 

announcement.    

Future work in this area appears promising given the state of the current economy.  

First order of business is documentation of existing theories (for example, large firms 

close plants first in a declining industry, etc.) and state of the knowledge.  Second, field 

and in-depth case studies should help us better understand this phenomenon from an 

operations perspective.  Finally, empirical research using primary and secondary data 

(such as Compustat) can take several avenues – from developing descriptive theory that 

assess what is, or prescriptive results that allow managers to make more informed plant 

closing decisions.
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Table 1: List of Possible Causes for Plant Closings 

 
Market Causes 

• Demand Drop (micro level) 

• Demand Shift (macro level) 

• Price Drop 

• Consolidation (the company wants to be closer to its customers) 

• Effort to Rebrand the Company 
 
Resource Causes 

• Operating Efficiency 

• Equipment Maintenance and Renewal / Ossified Equipment 

• Integration of an Acquired Company (led to plant redundancy) 

• Integration of an Acquired Company (the plant was not viable) 

• Difficulties with Labor Pool 

• Difficulties with Local Political Conditions 

• Local Geography Problems 
 
Financial Causes 

• Excess Capacity (micro level) 

• Excess Capacity (macro level) 

• Reduce Overhead 

• Reduce Debt 
 
Supply Causes 

• Consolidation (closer to Supply Chain) 

• Outsourcing 
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Figure 1. Plot of R-Square Values for Various Number of Clusters 
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Figure 2. Cluster tree obtained with Wards Method 
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 Cluster Name Causes Associated 

1 Adapting Company’s Operations to the 
Market’s Conditions 

Excess capacity (micro) 
Demand shift 

2 Improving Operating Efficiency and/or 
Reducing Overhead 

Operating efficiency 
Overhead 
Excess capacity (macro) 

3 Dealing with Equipment, Manufacturing 
and Technology 

Ossified equipment 
Acquired company (plant redundancy) 
Acquired company (plant not viable) 

4 Reorienting its Business (corporate 
strategic initiative) 

Reduce debt 
Effort to rebrand the company 
Demand drop 

5 Dealing with Network Consolidation and 
Global Logistics 

Consolidation (the company wants to be 
closer to its customers) 
Consolidation (closer to Supply Chain) 
Outsourcing 
Local Geography Problems 

6 Dealing with Local Business Issues Demand drop 
Labor problems 
Political problems 

 

Table 2. A Framework for Plant Closing 
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 Table 3. A Framework for Plant Closing 
 

Basis for decision  

Market driven Resource driven 

Network Market change / demand 
slowdown (macro) 
Supply chain restructuring 
Shift in demand (and 
exchange rates) 
 

Consolidation 
Outsourcing  
Synergies 
Local geography 

• Economy 

• Exchange rate 
Hiring problems 
Collaboration with suppliers / 
distributors 
Political conditions 
Reduce debt 
Overhead reduction 
 

Size of the 

firm 

Singular 

Plant 

Market change/demand 
slowdown (micro) 
Local logistics costs 
increase 

Maintenance / Ossified 
equipment 
Natural catastrophe 
Local geography 

• Labor 

• Regulations 
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Small firms (n=122)
y = 50.419x2 - 970.6x + 47204

R2 = 0.688

41000

42000

43000

44000

45000

46000

47000

-8 -7 -6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 7 8

 

Large firms (n=81)
y = 6813.2x + 376850

R
2
 = 0.927
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Figure 3: Sales patterns around the date of announcement in large versus small 

firms 
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Small firms (n=122)
y = 633.48x + 40412

R2 = 0.8567
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Small firms (n=122)
y = -285.87x + 45669

R
2
 = 0.6438
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Figure 4: Sales patterns before and after the date of announcement in small firms 
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Figure 5: Ratio of Sales/PEE before and after the date of announcement 

 

 
 

 
 

 
 


