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Definition: Retrenchment is a situation involving permanent termination or discharge of an employee’s services by an employer for any reason whatsoever. It is forced on both parties, i.e. employer and employee. One can commonly see it in areas like plantations, agricultural services, food industry, machinery manufacturing and textile industry. This
takes place due to economic reasons, which can be: Rationalization of organization Closure of department due to constant lack of demand for products manufactured by that department. Installation of new machines that can possibly replace the existing workforce. Surplus staff in a continuing industry General economic slowdown The legislature in
this regard, ‘for any reason whatsoever’ states that it does not matter why the company is removing surplus workforce, if other conditions given in the definition as per statute are fulfilled, it constitutes retrenchment. It involves the elimination of the dead weight of non-economic surplus, i.e. workforce. Besides, it is not necessary that the elimination
of surplus occurs only when the company is facing losses. That is to say, retrenchment can occur at any level of profit. Termination as a result of the given reasons does not amount to retrenchment: Disciplinary action Voluntary retirement of a worker Retirement on attaining the superannuation age Termination due to non-renewal of employment
contract, on its expiry Termination of service due to completion of a definite term Employment termination due to health reasons Termination due to winding up of business Conditions Relating to Retrenchment Retrenchment has to be by the termination of employment. The employer must issue one month prior notice in writing. Industrial Dispute
Act, says that the company cannot retrench any employee without giving advance notice if he/she has worked for more than a year.Further, it must state the reasons for retrenchment. Also, it should indicate, that the retrenchment would be effective when the notice period is over. Or the company should provide wages for the notice period, in place of
that notice.In addition, the notice must state the date of retrenchment or else mere writing would not be deemed as a notice. If the employer gives notice pay, issuance of notice is optional. Note: It is compulsory for firms with over 100 employees to issue three months notice to the employees whose name appears in the retrenchment list. Also, they
have to take prior approval of the Appropriate Government for retrenchment. But other organizations must serve one month notice in writing. At the time of retrenchment, the employer must pay compensation to the employee. This compensation will be equal to the average pay of 15 days, for every completed year of continued service, with a
maximum of 45 days’ wage per year. Workmen are eligible for compensation, even when there is the closure of the establishment. Obligations and Duties of Employer in Retrenching Employees Maintenance of Muster Roll: The employer must keep and maintain a muster roll. Preparation of Seniority List: The employer should create a list of all
workers in a specific category from which employees undergo retrenchment. The arrangement of this list is as per the seniority of service in that category. Further, it must affix this list on the notice board at a conspicuous place in the factory premises. Affixing of the notice should take place seven days before the retrenchment date. This rule is
mandatory and violation of this rule may make the retrenchment illegal. Retrenchment should be according to the statutory provisions: The basic rule of retrenchment is that - First of all the firm should retrench junior most employees of a particular category. Industrial Dispute Act states a proper procedure that the employer must follow, for taking a
retrenchment decision. As per this Act, the retrenchment principle is, ‘first come, last go’ or ‘last come, first go’. If the employer has valid reasons for not following this rule, only then departure is allowed. Besides, it must record the reasons for not following the rule. Re-employment: The retrenched employees have the right to get re-employment. If
the employer proposes recruitment in the coming time. That means if there is any future vacancy, the employer must give preference to the retrenched staff over other employees. A word from Business Jargons Above all, Industrial Disputes Act has laid down strict rules in this regard. It occurs when the company discharges the excess workforce, from
the undertaking. Definition: Corporate Governance, as the name suggests, is the framework of principles, policies, rules, relationships, industry practices and procedures that defines the way in which companies are to be governed, resources are to be used, legal rules to be complied with and organizational decisions to be taken, in an ethical, and
socially responsible manner. Corporate ... [Read more...] about Corporate GovernanceDefinition: Logistics management refers to the comprehensive planning, organization and controlling of physical flow, storage and movement of materials, equipment, supplies, finished goods and related information from the point of origin to the point of
consumption, to satisfy the customer's needs, at a profit. The movement of goods implies the forward and reverse flow of goods ... [Read more...] about Logistics ManagementDefinition: Dividend can be defined as that portion of the corporation's earning which is distributed to the shareholders as a return for the amount invested by them in the
publicly listed company by purchasing its shares. In finer terms, it is nothing but a section of the firm's distributable profit, payable to the shareholders whenever announced. It is distributed as a ... [Read more...] about DividendDefinition: To constitute a valid and binding meeting, the minimum number of members which must be present to transact
the business, is termed as Quorum. Hence, it is a basic criterion for attendance which needs to be fulfilled, to make the proceedings legal. Further, the members should have a vested interest in the company. The members of the company are required to be ... [Read more...] about QuorumDefinition: The term 'Corporate Veil' is a combination of two
words 'corporate' which means a 'body corporate or company' and 'veil' which means a 'cover or shield'. Therefore, it implies the shield of protection that lies amidst the actions of the corporation and the actions of its members. Once the company is incorporated, it becomes a separate legal entity, i.e. the ... [Read more...] about Corporate
VeilDefinition: Trade Union is also referred as Labour Union, indicating an organized union, i.e. association of the labours, employed in a trade, industry, business or factory, etc who come together to achieve common goals, i.e. improving bargaining power on wages and working conditions. Basically, trade unions are the legal representatives of the
group of wage earners. They ... [Read more...] about Trade UnionDefinition: Warehouse refers to the place where surplus goods are stored in a systematic manner so as to keep their quality, value and usefulness intact. Warehouses facilitate in keeping a proper record of the items as to where they are stored, their time of arrival, until when the goods
have been there and the quantity of stock in hand. It is the venture which is ... [Read more...] about WarehouseDefinition: In contract law, a mistake refers to the innocent belief about something by one or both parties at the time of entering into a contract that certain facts are true, resulting in a misunderstanding in the parties. It is an unintentional
act resulting from ignorance, forgetfulness or inattentiveness. It is among the five elements that vitiate free consent, the ... [Read more...] about MistakeDefinition: Ratification is one of the modes of creation of a contract of agency. In ratification, a person who is not authorized professes to act as an agent of another person or an agent who is duly
appointed, performs an action on behalf of the principal which is beyond his/her periphery and the principal does not have any knowledge of the same, then in such a case, the ... [Read more...] about RatificationDefinition: Void Agreements refers to those agreements which are legally unenforceable. So, it does not amount to any rights or obligation as
per law. These do not have any legal effect and so they cannot be enforced under the court of law, as well as it does not give any rights to the immediate parties. Agreements Expressly Declared Void There are certain agreements which ... [Read more...] about Void Agreement 4,000 firms Independent Trusted Save up to 70% on staffRetrenchment is
the process of reducing costs or expenditures when the economy is struggling. In this process, most companies dismiss employees according to certain criteria, such as performance, tenure, and ethics. Retrenchment decisions must be made following a fair process, and the employer must provide reasonable justifications.What is retrenchment?Why
do companies use a retrenchment strategy?The most common reason companies implement retrenchment is that they are in trouble financially. Cutting costs by firing employees is a business approach that aims to improve profitability. Other than financial problems, businesses and enterprises may use retrenchment due to economic, technological,
and structural factors.The retrenchment strategy can be beneficial for businesses to acquire capital for new projects and operations. Using the most up-to-date electronic systems, computer packages, equipment, and chemical formulas would reduce the need for more workers. Management can also reduce the layers of management to ease the
transition.Types of retrenchment strategyLine extensions, operations, and initiatives in your company can all benefit from these. Retrenchment strategies fall into three main categories:Turnaround strategyThis method is employed when a company looks to increase performance and reduce negative trends. Dissolving the organization’s unnecessary
branches is a significant part of this procedure.When a company’s business unit loses money, a turnaround strategy might help turn things around — a process of bringing a company back to profitability. Industrial units can be turned around with this method. In part, this method is designed to keep an eye on the company’s finances while minimizing
the impact on its personnel.Divestment strategyThis retrenchment strategy is implemented when a company’s turnaround strategy fails to produce the desired results. The profit and profile element is the primary focus of the divestiture strategy analysis. Reengineering the organization’s work culture is essential for divorcing a corporation.
Organizational units, such as divisions and departments within a division, are all subject to investigation. It is common for a company to have its component dissolved as part of a diversion. It is possible for companies to sell, close, or spin-off a significant business unit or major operating division. Decisions to remove irrelevant, unprofitable, or
inoperable operations are often made here.This tactic, however, has the potential to result in the permanent suspension or elimination of numerous positions.Liquidation strategyLiquidation strategy is the climax of a company’s journey. All of the company’s assets are sold if there are no other options left to consider. A complete shutdown of a
business will elicit unfavorable responses because it has profound effects, including losing jobs for those who worked there. As a result, the company may have a negative reputation.There may be a lack of buyers and appropriate payment for most of its assets when it decides to liquidate its assets. Under ordinary and reparable circumstances, no
company would choose to deliver on this promise. When the damages are so extensive, it is impossible to bring the company back to its former glory.Types of retrenchment strategyAdvantages of retrenchmentAdvantages of retrenchment include the following:Business operations can improve and allow the company to compete better.It can reduce
reliance on the market. Corporate profits rise as it gives them an advantage in recession.The owner gets more control over the management, specific initiatives, and the opportunity to communicate with personnel at all levels.There is less worry about overspending because of the mutual downsizing effect; each department gets the resources it needs
to succeed.Disadvantages of retrenchmentThe following are some of the downsides of retrenchment:It may slow down economic activity.Productivity may diminish, which may also decrease earnings.The capacity to satisfy customers’ needs will be sacrificed.As a result of the mass layoff, the company will also lose expertise that may be difficult to
replace.Without product or service discontinuation, the remaining workforce will be overworked and unable to meet market demand.Employees left behind will have fewer opportunities for career advancement. Outsource Accelerator is the leading Business Process Outsourcing (BPO) marketplace globally. We are the trusted, independent resource
for businesses of all sizes to explore, initiate, and embed outsourcing into their operations. With 15,000+ articles, and 2,500+ firms, the platform covers all major outsourcing destinations, including the Philippines, India, Colombia, and others.3 free consultationsUnrivaled expertiseVerified leading firmsTransparent, safe, secureHow many staff do you
need to outsource? “The best ways to free up your time involve regulating better workplace productivity and finding different strategies to efficiently get work done. With that said, here are several steps you can take.” Derek Gallimore, Forbes “While companies internally are not always set up to deliver a seamless CX, the CX industry itself is
becoming more demanding, as well. Derek Gallimore, founder and CEO of Outsource Accelerator, an outsourcing marketplace and advisory firm based in Manila, has witnessed the rising complexity of the customer service industry firsthand.” Harvard Business Review “The Great Resignation is unavoidable, and it is still happening as employees
continue to look for job opportunities with greater working conditions. From The Great Resignation to The Great Talent Reshuffle — the key here is to retain employees.” Derek Gallimore, Entrepreneur “Despite being used for decades, outsourcing is still often looked down upon or misunderstood but Derek Gallimore sees it creating a seismic shift of
how and where companies employ their workers.” Susan Belknapp, California Business Journal In the last 12 months, we’ve helped 18k businesses like yours! 18k businesses 36k full-time staff $1.1bn value 42 sectors Explore OA Enterprise AssistindependentTrustedTransparent Retrenchment is a process of reducing employees by terminating them
from the workforce. Organizations often have to take this decision due to following reasons like business downturns, restructuring, or the need to reduce costs. It mainly involves reducing the workforce due to downsizing the number of employees for balancing the operation of the business and maintaining the business profit. »Frequently asked
questions (FAQs) 1. Retrenchment Strategy, The Industrial Dispute Act,1947 As per the Industrial Dispute Act 1947, section 2 states that retrenchment is employers’ termination of the workforce for any reason whatsoever. But the organization has to maintain some terms and policies. The termination process doesn’t cover the following scenarios, of
employment Voluntary retirement Termination of continued ill-health Retirement of employees who reach the age of retirement Termination on the grounds of continued ill-health 2. Here are some key aspects of Retrenchment - Reducing Workforce One of the main key aspects is reducing the number of employees within an organization. The
decision should be strategic, made by the company, aligning with changing business needs, reducing costs, or improving operational efficiency. » Termination of Employment Before finalizing the retrenchment process. it is essential to analyze the employees to be selected for the termination service. After finalizing, do terminate the employment
contract of retrenched employees. The termination may be permanent, or in some cases, employees may be placed on a temporary layoff with the possibility of recall if conditions improve. - Redundancy Package Depending on the jurisdiction and company policies, retrenched employees may be entitled to certain benefits or a redundancy package.
This package often includes financial compensation, such as severance pay, payment for unused vacation or leave days, and other benefits, as determined by employment agreements or local labour laws. - Legal Considerations Retrenchment is subject to legal regulations and labour laws in different countries. Employers must go through with the
laws and policies set forth by local authorities regarding employee rights, termination notice periods, consultation processes with employee representatives, and any other legal obligations related to retrenchment. » Employee Support Despite retrenchment, often companies provide support services to retrenched employees in their transition to new
employment. This may include career counselling, referral programs, job placement assistance, retraining programs, and other networking opportunities. If you are facing retrenchment or have concerns about it, it is advisable to consult with your organization’s human resources department or seek legal advice to understand the specific regulations,
rights, and support available to you in your jurisdiction. 3. The Reasons for Retrenchment Strategy Companies may implement a retrenchment strategy, also known as a layoff or redundancy strategy, for various reasons. Here are some common reasons why a company might choose to implement a retrenchment strategy = Poor Performance Zero
productivity due to the constant poor performance of employees can be the primary cause of the retrenchment. It senses normally of termination of service and renews it with a fresh candidate. A fresh start with new talent can improve productivity and enhance business growth. - Threat to Survival Due to the sudden fall globally, many companies A
corporation will frequently shut down a portion of their operations when unexpected activity in their product markets hinders the company’s success. Many times, the company’s shareholders also compel such a plan. » Redistribution of Resources It is often essential for the organization to scale up the operations in the current business, analyze the
marketing strategy and redistribute the resources freed for more productive output. » Inadequate Resources Often organizations face challenges due to inadequate resources. It leads to reduced productivity and damages brand reputation. Getting improvisation, the company must improve the resources, but they don’t have enough resources or
money for any reason whatsoever. In this case, the company might be compelled the termination of service and change them with new resources. - Ensuring Better Management for the employer The employer must ensure the corporation should occasionally diversify. it often loses control, which impacts operational engagement. The process of
retrenchment helps a company in managing employee performance and streamlining its product line. 4. The Process of the Retrenchment Strategy Companies may implement a retrenchment strategy, also known as a layoff or redundancy strategy, for various reasons. Companies typically aim to balance the needs of the organization with the welfare
of their employees, seeking to minimize the impact on affected individuals and providing support during the transition period. Here are some common reasons why the employer might choose to implement a retrenchment strategy and the organization get its productivity on track. - Identification retrenchment requirement The first step is to identify
the need to reduce the workforce. Is it really urgent? Is it really effective for your business growth? Organizations can do the retrenchment process due to declining sales, change in market condition, pandemic, or share market down. - Consultation with employees Once the reason for retrenchment is identified, the HRs must consult with the
employees, and discuss their decision. If it is possible organization can provide scope in the near future. - Criteria for selection: The organization must have proper objective and non-discriminatory criteria for choosing employees for retrenchment. HRs can select the employee on the basis of service, performance, and qualification. - Notice period
alert: Organizations should take the decision sensibly. They can continue with the right offboarding procedure. And it is essential to provide a proper notice period so that they may get a chance to get other opportunities. » The payment as Compensation: There must be some need to pay compensation to the retrenched employees. Several severance
payments, outstanding wages, and other entitlements can be within the compensation amount. In this era of commercial rat-race companies and private organizations are in a constant hurry to change policy structures to secure what is best for their interest. At times of crisis, downsizing the cause of problems seems to be the most sought after
solution. Hence it is normal for companies to take eliminating redundant branches to regain financial stability and ensure profitable investments for the future. Be it an employee or the employer the impact of retrenchment does make a huge difference in one’s career path. Here are what you need to know about the retrenchment strategy in strategic
management to prepare yourself for the upcoming challenges. So now let us start with the retrenchment strategy definition. What is Retrenchment Strategy? Retrenchment strategy is a practice done by organizations to gain a better financial position by lowering or reducing the costs of any of its business operation. 1. General strategy: Nowadays,
retrenchment is the easiest way to see through the damages and revoke policies that did not fare well. This dire step comes to pass when a company has suffered a heavy loss at the hands of their own foolish investment. Evidently, this is a huge blow to the company’s fund despite the murderous competition that goes on constantly. Retrenchment in
business, therefore, seems to be the immediate and most effective measure at times like this. The process on a whole focuses on rightsizing the excess involvements of the company in order to catch an instant breath. 2. Formidable diversity: Eliminate all funding that seems most unlikely to fetch a reason for sustaining them. Cancel all impending
projects or transactions that are underway to prevent further monetary loss. Nevertheless, it is crucial to foster a few areas of work regardless of what it costs the company. These few unique areas of work which have seen through the company’s success earlier on are to be given special importance. Whereas, an excess branch of work reaping no big
fortune and showing no sign of further improvement are to be done away immediately. It is important to maintain a formidable diversity in branches of work at a company rather than giving rise to a large number to unnecessary work plans. 3. Financial security: Companies too try retrenchment in strategic management entirely to put a hold to the
different losses. Retrenchment aims at cutting down on all expensive fields. This gives way to maintaining a low budget plan to make sure there is not any financial drop. Moreover, this gives the employers time to think over the bad investments and about the necessary steps that have to be taken in order to prevent other managerial fiascos.
Nevertheless, retrenchment mainly involves curtailing of different excess positions that are not of much use to the company’s well-being. However, downsizing or laying of employees definitely runs the risk of losing devoted employees while eliminating redundant avenues. 4. Forming Goals: Definitely having goals that will lead to success is the
primary interest of any enterprise. The first and foremost target of the retrenchment strategies is giving life to the goals. There are times when investments take a downward turn and best business strategy goes awry and the only sensible solution to this is to be calm and brave. Retrenchment, however, manages to ease the impact of such a blow by
saving funds that were not being put to good use. More often, companies suffer in amateur hands since many a time company managers take bad decisions and are too late to realize it. It is in such times that retrenchment comes to their tremendous help in giving them enough time to fix the problems without much harassment. When is Retrenchment
Strategies Appropriate? As per the definition, the main aim of the retrenchment strategy is to make the organization financially stable. Retrenchment strategies are also used to cut down operating expenses and reduce the size of the company for the betterment of the organization. This strategy can also be used to get a good stand in this competitive
market. The retrenchment strategies mainly acts on two factors, they are 1. Cost cutting 2. Restructuring. With the help of the 3 different types of strategies, an organization can use any of them as per their requirements to conduct a successful retrenchment strategy. Effects of Retrenchment on Employees: 1. Prospect of career correction: Despite
the fact that it seems unjust to sack employees on the pretext of futile investments there is a silver lining to it. It is likely that companies are going to keep the most hardworking employees but in no face should it mean an end of a career for those being intercepted. First of all, a notice will be given before a retrenchment process is in order. Secondly,
every employee will be given a fair chance to prove one’s worth through the screening. Nevertheless, it is advisable that everyone must take the notice period seriously to consider the prospect of career correction where the risk of facing a retrenchment policy will be less. 2. Work Experience: Regardless of everything, there is a brighter side to
retrenchment which is the job experience certificate. Obviously, being subjected to retrenchment does not mean the end of everything for good. Sometimes companies have to resort to drastic measures which involve taking decisions that would not normally cross their mind. Nonetheless, the good news is you can still apply to different companies for
the job of your choice. In addition to your renewed chances, you are bound to be given preference if your company is kind enough to give you a recommendation. 3. Rise in entrepreneurship: No matter how badly it ends for an employee, new opportunities are always going to present itself. One such opportunity is the prospect of entrepreneurship.
One may use whatsoever knowledge he/she had gained while working at the previous company prior to the retrenchment to start a new enterprise from scratch. With the rise in professional individualism in terms of trade and commerce, one can easily opt for starting one’s own business-level strategy with a little investment. In light of recent days,
the boom in entrepreneurship has almost taken the shape of a trend that is taking the globe by storm. 4. Grievance: Then there is, of course, the grieving factor. Some people no matter what, are never going to come to terms with being entitled to retrenchment. These immovable kind of people are eventually going to take to desperate measures to
heckle the company in every way possible. However, this is not entirely their fault given the fact that they have contributed a considerable amount of their time and effort over the years in the making of the company. They are sure as anything not going to let go of what they think is rightfully theirs, in this case, the position that has been eliminated.
This is not completely unbecoming of them since they have served the company once but completely justified as they would think themselves to be equally deserving of being retained. Effects of Retrenchment on Organizational Performance: 1. Eliminating redundancy: Retrenchment has its primary use in freeing the company of commercial
attachments that are not yielding as heavily as expected. Trying to be in vogue for the consumers, companies sometimes introduce posts or offer perks that are utterly meaningless and as a matter of fact very costly. Later these risky investments give them a run for their money. To avoid having to close down the company, employers start reducing the
number of employees starting with downsizing the number of positions they had introduced which lead to disappointment. Anyhow, eliminating redundant involvements is one possible way to impose a cost-effective relationship between the company and its employees. 2. Improves service: The performance automatically improves after the
retrenchment since that is what it apparently aims to do. On removing the redundancies the problems become much easier to handle due to the reduction in monetary losses. Often it happens that salaries are reduced to a meagre amount in light of desperate times. So the employees rush from pillar to post to revive the company’s lost health in order
to restore the pay scale. It is ultimately the workers’ prerogative to look after the company. So the service from their end undoubtedly improves lest the next brunt of retrenchment should be on their neck. 3. Keeping everybody on their toes: It is given that a fresh retrenchment is going to keep each and every employee on their toes. It is normal for
the employees to be afraid of a future reduction in the number of workers. This keeps the employees on high alert since they are going to be afraid of being removed if they do not work properly. They cannot afford to be liberal in their ways of working when there has been a retrenchment earlier on. So these are definitely some of the positive ways in
which retrenchment can improve the performance of the organization or the company with nothing more than a word or two of motivation from the employers. Different Types of Retrenchment Strategy: 1. Turnaround strategy: The process of retrenchment strategies in strategic management can be broken into 3 levels of strategy or 3 divisible
components. These are the turnaround strategy, divestment strategy and last but not the least, liquidation. The first-ever elementary step taken in terms of retrenchment is the turnaround. This looks into the problems from a lens favourable to both the company and its employees. This process primarily involves dissolving of redundant branches of the
organization. This strategy is in part to check the fiscal backdrops without harming the interest of the employees to a great degree. 2. Divestment strategy: When the business turnaround plan does not take expected turns employers have to vouch for a higher level of treatment. This fresh level of retrenchment is called the divestment strategy. The
divestment policy focuses on restructuring and rightsizing rather than just eliminating posts. Divestment entails re-engineering of every possible nook and cranny of the work culture at the company. However, this strategy runs the risk of eliminating posts including permanent suspension of a large number of employees. 3. Liquidation: The worst side
of the retrenchment strategy is liquidation. Playing this card means collateral damage to both parties. In no uncertain terms, it means the end of an organization or the closing down of a company. This is the last step of this whole process and only comes to play when everything else fails. A company would never decide to deliver on this under normal
and reparable circumstances. This is for when the damage has gone beyond repair and nothing can be done to restore the old face of the company. Advantages and Disadvantages of Retrenchment Strategy: 1. Cost-effective strategy: Despite many things that can be said against retrenchment, it does handle the immediate problems very effectively. A
retrenchment procedure is carried out when the company has squandered a vast amount of money into something irretrievable. Nevertheless, retrenchment is the first aid to the damages sustained before thinking of better ways to recover from the trauma. This is why the retrenchment strategy in business is so positively cost-effective without taking
a larger toll on the organization or the company. The is one of the best retrenchment benefits. 2. Improves performance: Evidently, the employees are going to be on their best behaviour once the retrenchment has been placed. Nobody can be too safe from the clutches of retrenchment regardless of how devoted an employee is. Any lack in
performance can be used against them. The employees, therefore, are on their toes at all times lest they should be targeted for their lack of trying. Automatically this calls upon their best performance the company must have seen in ages. 3. Loss of good employees: Despite being strict and fair, screening is not always up to the mark. In spite of all the
efforts made to save the best of employees, it is impossible to see through person to person after all. And in all the riffraff the company loses one or two of its most hardworking employees. Once the list is made there is not much the company heads can do to keep the employees they favour on the team. Doing that will appear unjust to all those who
have cleared the screening. 4. Critical response: On top of everything, the company will have to withstand the wave of hatred and criticism coming from all those who were told off so unceremoniously. This is one sphere of public reaction that every field of work has. But honestly one cannot blame the other since it is just as imperative to impose
retrenchment when necessary, as finding a better solution to pan out to your employees rather than extricate them so irreverently. Conclusion: Nonetheless, it is to be noted that retrenchment is not a one-way lane and mostly thinks along the lines of RIFs and mass layoffs. Therefore placing a retrenchment is definitely going to weigh in both
advantages and disadvantages for you to choose from. Save Save Save Retrenchment of employees is one of the ways companies use to terminate employees when the company is forced to downsize its number of employees. Subsidiary companies of Multinational Corporations often resort to retrenchment in labour law to deal with their expenditure
on human resources. However, companies often fail to consider the legal requirements to be carried out before retrenching their employees.Definition of Retrenchment of employees is terminating an employee due to the surplus of labor or incapacity of employees to match the performance standards of the company. The Industrial Dispute Act, 1947
deals with employment-related disputes in India and Section 2(0o0) of the Act states that ‘retrenchment means termination of service of a workman by an employer for any reason whatsoever, otherwise than as a punishment inflicted by way of disciplinary action. However, the following are not covered within the definition of retrenchment:Voluntary
retirement of a workmanRetirement of workmen on reaching the age of superannuation if the employment agreement contains a provision regarding superannuationTermination of service of a workman due to the non-renewal of employment agreementTermination on grounds of continued ill-healthWhat is considered to be a fair procedure for
retrenchment?A fair retrenchment procedure ensures that employees are treated with dignity, transparency, and in compliance with labor laws when a company needs to reduce its workforce. Here's what typically constitutes a fair and legally sound process:1. Valid Reason for RetrenchmentThe retrenchment must be justified — such as financial
distress, restructuring, redundancy due to automation, or declining business operations. Arbitrary or discriminatory layoffs are unfair and potentially unlawful.2. Clear Selection CriteriaEmployers should define objective criteria for selecting which employees will be retrenched. Common methods include:Last-In-First-Out (LIFO)Performance
ratingsRole redundancySkills relevanceUsing transparent, pre-decided criteria helps prevent bias and reduce legal risk.3. Prior Notice or ConsultationThe company should give reasonable advance notice to:The affected employeesTrade unions or employee representativesRelevant labor authorities (if mandated by law)Consulting with stakeholders
shows good faith and helps explore alternatives to layoffs.4. Proper DocumentationEmployers must provide written communication stating:The reasons for retrenchmentThe criteria usedThe effective date of terminationDetails of severance/compensationHaving formal letters or notices ensures clarity and legal protection.5. Statutory CompensationA
fair retrenchment includes:Severance pay (commonly 15 days’ wages for every completed year of service)Notice period pay or salary in lieuPayment for unused leave, bonuses, and other duesAdhering to the law builds trust and reduces chances of disputes.6. Supportive Transition MeasuresOffering outplacement support, job referrals, resume
services, or access to counseling is not mandatory, but reflects ethical employer behavior and maintains brand reputation.7. Compliance with Local Labor LawsEvery country has specific rules governing retrenchment. A fair process always aligns with these laws, including obtaining government approval (if applicable) and filing necessary forms.How
can employers handle retrenchment ethically?Ethical retrenchment is a pressing concern for employers. To handle retrenchment ethically, here are a few ways:1. Transparency is key: Employers should communicate the reasons for retrenchment clearly, ensuring employees understand the broader organizational context and the rationale behind
decisions made. 2. Advance notice: By providing employees with a heads-up, employers offer them time to prepare, both emotionally and financially, softening the blow of sudden job loss.3. Severance and support: Offering severance packages, coupled with counseling or outplacement services, aids employees in their transition, showing the
company's continued commitment to their well-being.4. Fairness in process: Ensure retrenchment decisions are free from biases. Choices should be grounded in operational necessities or performance metrics, not personal prejudices.5. Reskilling opportunities: By offering opportunities for retraining or reskilling, employers can equip affected staff to
navigate new roles or careers, demonstrating an investment in their future.How does retrenchment differ from termination?Retrenchment and termination are two distinct actions an employer might take concerning an employee's employment status, though they might seem similar at first glance. Retrenchment refers to the removal of employees,
typically due to economic reasons like company restructuring, mergers, or cost-cutting measures. It isn't usually a reflection of the individual employee's performance but rather broader organizational challenges. On the other hand, termination pertains to the end of an employee's contract due to reasons specific to the individual, like misconduct,
performance issues, or violation of company policies. In simpler terms, while retrenchment is often driven by economic needs, termination is based on individual employee conduct or performance.What are the rights of employees during retrenchment?Employees have several rights during the retrenchment process to ensure their fair treatment and
protection against arbitrary actions. These rights can vary based on the jurisdiction, the specific terms of employment contracts, and the applicable labor laws and regulations in a given region or country.1. Notice periodEmployees are typically entitled to a notice or compensation in lieu of notice, depending on the terms of their employment contract
and local labor laws.2. Severance payDepending on jurisdiction and the terms of employment, employees may be entitled to a severance package or retrenchment compensation.3. Fair selectionEmployees have the right to be selected for retrenchment based on fair and objective criteria, rather than any form of discrimination or personal bias.4.
Reason for retrenchmentEmployees should be informed about the genuine reasons behind the retrenchment decision.5. Representation and consultationIn many regions, employees or their representatives have the right to be consulted about the retrenchment process.6. Access to grievance mechanismsEmployees should have avenues to challenge or
query the retrenchment decision if they believe it was made unfairly or in violation of their rights.7. Reemployment opportunitiesWhere feasible, employers may need to consider alternatives to retrenchment, such as redeployment or retraining opportunities within the organization.8. Counseling and supportEmployees have the right to support
services, such as counseling or job placement assistance, especially in mass retrenchment scenarios.FAQs1. What is retrenchment compensation?Retrenchment compensation is the money paid to workers when they lose their jobs because the company is reducing its workforce. It helps the employees manage their expenses until they find a new job.2.
What is retrenchment in labour law?In labour law, retrenchment means letting employees go when a company needs to reduce its workforce due to cost-cutting measures or lack of work.3. How is retrenchment compensation calculated?Retrenchment compensation is calculated based on the employee's salary and the number of years they have
worked. Usually, the formula used is 15 days' pay for every completed year of service.4. What kind of strategy is retrenchment?Retrenchment is a business strategy where a company reduces its operations or workforce to cut costs and improve efficiency. It's like the company is "slimming down" to stay financially healthy.5. How to implement a
retrenchment strategy?To implement a retrenchment strategy, a company needs to identify areas to cut costs, inform employees and explain the reasons, offer compensation and support to the affected employees, and follow legal procedures and regulations.6. Can an employer give retrenchment benefits to an employee?Yes, an employer can give
retrenchment benefits to employees. These benefits include compensation, support for finding new jobs, and sometimes training programs to help them get new skills.7. Is retrenchment the same as termination?No, retrenchment is not the same as termination. Retrenchment happens when a company needs to reduce its workforce for business
reasons. Termination usually refers to an employee being let go due to performance issues or misconduct.8. What is the difference between redundancy and retrenchment?Redundancy and retrenchment are similar, but redundancy usually means a specific job is no longer needed, while retrenchment is about reducing the overall workforce.9. What
are the consequences of retrenchment?The consequences of retrenchment can include employees losing their jobs, the company saving money and improving efficiency, affected employees receiving compensation, and possible negative effects on employee morale and company reputation. Retrenchment is a corporate-level strategy that involves
reducing the size, scope, or diversity of a company’s operations. Retrenchment aims to improve the company’s financial performance by cutting costs, streamlining operations, and focusing on core business activities. Retrenchment strategies are often used when a company is experiencing financial difficulties or facing intense market competition. By
focusing on core activities and cutting costs, a company can become more competitive and increase its chances of long-term success. There are several types of retrenchment strategies. The choice of retrenchment strategy will depend on a company’s specific circumstances and goals. It is important to carefully evaluate each option’s potential
benefits and risks before making a decision. However, retrenchment can also negatively affect morale and organizational culture, so it should be implemented carefully and sensitively to employees’ needs. Suppose a company is facing financial difficulties due to declining sales and increasing costs. In order to improve its financial position, it may
decide to implement a retrenchment strategy. The company might decide to reduce its workforce, close some of its unprofitable stores or facilities, and divest some of its non-core assets. For instance, a retail company with multiple stores in different locations may choose to close down some of the unprofitable stores and focus on the ones that
generate profits. This will help the company reduce costs and improve its overall profitability. Another example of a retrenchment strategy could be a manufacturing company that discontinues the production of a certain product line that is not generating enough sales. This will help the company reduce its production costs and focus on its core
product lines, generating more revenue. Retrenchment strategy refers to the strategic decision of a company to downsize its operations, reduce costs, and focus on its core competencies to improve its overall performance. Companies can adopt several types of retrenchment strategies, depending on their specific circumstances and goals. Some
common types of retrenchment strategies include: A turnaround strategy is used when a company is experiencing financial difficulties and needs to make significant changes to its operations in order to return to profitability. It may involve restructuring the company, reducing costs, and selling non-core assets. There are several different approaches
to implementing a turnaround strategy, but some common steps include the following: Identifying the root causes of the company’s financial difficulties, which could include poor management decisions, increased competition, or changes in the market. Developing a plan to reduce costs and improve efficiency could involve downsizing the workforce,
closing unprofitable business units, or selling off non-core assets. Communicating the strategy to employees, shareholders, and other stakeholders to ensure everyone knows the company’s plans and goals. Implementing the strategy carefully and systematically, focusing on minimizing the negative impact on employees and maintaining the company’s
reputation in the market. Monitoring the strategy results and adjusting as needed to ensure that the company is moving in the right direction. While turnaround retrenchment strategies can effectively improve a company’s financial performance, they can also be disruptive, resulting in job losses and other negative consequences. Turnaround
Strategies: Explained with examples and case study Divestment strategy involves selling off non-core businesses or assets in order to focus on the company’s core competencies. This can help the company to improve its overall performance by freeing up resources and reducing complexity. Divestment involves selling off a company’s non-core or
underperforming assets. By divesting or retrenching, a company can free up resources and focus on its core competencies, which can help it become more competitive and profitable. The divestment strategy has risks, however. Selling off assets can reduce a company’s revenue streams and result in a loss of valuable intellectual property or customer
relationships. The decision to pursue a divestment retrenchment strategy should be carefully considered and balanced against other strategic options. It is important for companies to thoroughly assess their strengths and weaknesses before deciding to divest or retrench and to have a clear plan in place for executing the strategy and mitigating any
associated risks. Divestment Strategies: Explained with examples and case study A closure strategy involves shutting down unprofitable or underperforming business units or operations. It may be necessary when a company is facing significant financial difficulties and needs to reduce costs. The closure strategy typically involves laying off employees,
selling assets, and consolidating operations. Companies may also close unprofitable business units or product lines to focus on their core competencies and strengthen their overall business. While a closure strategy can effectively cut costs and improve efficiency, it can also have negative consequences, such as job losses, reduced morale among
remaining employees, and damage to the company’s reputation. Liquidation strategy involves selling off all of a company’s assets in order to pay off its debts and close down the business. It is typically used as a last resort when a company is facing insurmountable financial difficulties. The primary goal of a liquidation strategy is to reduce costs and
improve profitability by eliminating non-core businesses or unprofitable products or services. This may involve selling off assets such as real estate, equipment, or inventory, as well as cutting jobs or reducing the size of the workforce. While a liquidation retrenchment strategy can effectively improve a company’s financial position, it can also have
significant drawbacks. For example, selling off assets or cutting jobs can lead to a loss of talent and expertise and a reduction in overall capacity and capability. Additionally, customers or partners may be wary of doing business with a company that appears to be in financial trouble or is downsizing. Liquidation Strategies: Explained with examples
and case study Downsizing is a retrenchment strategy that involves reducing the size of a company by eliminating jobs, departments, or entire business units. This is usually done to cut costs, improve efficiency, or adjust to changes in the market. Here are some steps that can be taken to implement a downsizing strategy: Define the objectives: Before
downsizing, it’s important to define the strategy’s objectives. This could include reducing costs, improving efficiency, or focusing on core business areas. Assess the current situation: A thorough assessment should be carried out to identify areas where downsizing could be beneficial. This could include analyzing financial data, conducting employee
surveys, and reviewing business processes. Identify areas for downsizing: Based on the assessment, areas for downsizing should be identified. This could include eliminating redundant positions, consolidating departments, or selling non-core business units. Develop a communication plan: It’s important to develop a communication plan that includes
how employees will be notified of the downsizing, what support will be provided to affected employees, and how the company will address concerns and questions. Implement the downsizing: Once the communication plan is in place, the downsizing can be implemented. This could include offering voluntary severance packages, laying off employees,
or reassigning employees to other business areas. Monitor and evaluate: After the downsizing is implemented, monitoring and assessing the impact on the business is important. This could include analyzing financial data, assessing employee morale, and reviewing customer satisfaction. Based on the results, adjustments need to be made to the
downsizing strategy. It’s important to note that downsizing can significantly impact employees and the company as a whole. Therefore, it should be approached carefully and with sensitivity. Providing support to affected employees and communicating clearly throughout the process can minimize negative impacts and ensure a successful downsizing
strategy. Downsizing Strategies: Explained with examples and case study 1) Meaning of Retrenchment Retrenchment means termination of service of a workman by the employer by any reason but other than punishment or disciplinary action. In simple words, if an employer discharges or removes any workman or staff member on the ground of
surplus labor or staff, but not as a disciplinary action it is called retrenchment. 2) Definition of Retrenchment : The Definition of the term Retrenchment as given in Section 2(00) of the Industrial Dispute Act 1947 is exhaustive and comprehensive. According to the definition Retrenchment” means the termination by the employer of the
service of a workman for any reason whatsoever, otherwise than as a punishment inflicted by way of disciplinary action but does not include- (a) Voluntary retirement of the workman; or (b) Retirement of the workman on reaching the age of Superannuation if the contract of employment between the employer and the workman
concerned contains a stipulation in that behalf; or (bb) Termination of the service of the workman as a result of the non-renewal of the contract of employment between the employer and the workman concerned on its expiry or of such contract being terminated under a stipulation in that behalf contained therein; or (c) Termination
of the service of a workman on the ground of continued ill-health; 3) Requirements of valid retrenchment A retrenchment to be valid the following, the following conditions are to be satisfied under Section 25(F) and (N) of the Industrial Dispute Act, 1947. No workman employed in any industry who has been in continuous service for not less
than one year under an employer shall be retrenched by that employer until- (a) The workman has been given one month’s notice in writing indicating the reasons for retrenchment and the period of notice has expired, or the workman has been paid in lieu of such notice, wages for the period of the notice; (b) The workman has been paid, at the
time of retrenchment, compensation which shall be equivalent to fifteen days’ average pay for every completed year of continuous service or any part thereof in excess of six months; and (c) Notice in the prescribed manner is served on the appropriate Government for such authority as may be specified by the appropriate Government by
notification in the Official Gazette. (d) If there exists an agreement specifying a date of termination of service, no notice is necessary in such cases (e) Compensation is equivalent to 15 days average pay for every completed year of service or any service or any part thereof in excess of six months; and (f) Notice in the manner prescribed in
Rule 76 of the Industrial Dispute Rules 1957 should be served by the appropriate government. 4) Difference between Lay-off and Retrenchment 5) See also Methods of settlement of Industrial Disputes Distinction between Awards and Settlement



