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[bookmark: _Toc3501692][bookmark: _Toc3501734]Introduction

[bookmark: _Hlk1822522][bookmark: _Hlk3399074][bookmark: _Hlk3398857]Over the years there have been a number of high-profile product recalls. For example, on February 2014 General Motors (GM) was forced to recall approximately 30 million of its vehicles worldwide, due to faulty ignition switches which could shut down the engine without warning. Thus, disabling power steering, brakes and air bags, which is a colossal risk to occupant and other road user’s safety (Valdes-Dapena, 2014). While product recalls may only be in news for a short period of time there will be a long-term impact of these recalls. With GM, they claimed the recall cost $4.1 billion in 2014. Amongst the expenses were; $2.8 billion in repair fees, $870 million in settlements for death and injury claims (of which there were approximately 124 deaths and more than twice as many injuries) and $900 million in a settlement with the Department of Justice. It also warranted the creation of $874 million account for the costs of future recalls (Justice.gov, 2015). However, the cost of poor quality can often be easily measured in terms of tangible costs, but the intangibles factors are much more difficult to quantify. For example, the impact of damage to the GM name as consumers may not feel comfortable purchasing new vehicles or the drop of the GM stock price and lack of willing investors, it was estimated that the recall cost GM $3 billion in shareholders' value (Lachapelle, 2014). 
Therefore, this essay aims to develop a suitable process that GM or other could follow in the event of a product recall and discus the costs associated with said recall and potential ways to manage them. Finally, it will discuss what a manufacturer can do in an attempt to restore consumer confidence both during and after the recall of the product.
[bookmark: _Toc3501693][bookmark: _Toc3501735]Product Recall Process

When an organisation become aware that a product has the potential to pose a risk to public safety, it is forced to take suitable action as quickly as possible or they may be held accountable (John et al, 2016). For example, back in February 2014 GM was required to recall approximately 30 million vehicles worldwide, due to faulty ignition switches as they could deactivate engines without warning (Valdes-Dapena, 2014). The impact of releasing products with a fault can be devastating as GM’s fault caused approximately 124 deaths and twice as many injuries were recorded. Circumstances such as these mean manufacturers are faced with lawsuits and potentially suffer a serious loss in reputation. Hence, should be looking to ensure that product safety is stressed in all stages of manufacture and they must have a comprehensive recall plan in case a fault is later discovered (Wynn et al., 2011). 
The first stage of product recall is to identify that there is a defect with a product. Typically, this done by the consumer notifying the manufacturers of any problems they are experiencing. When the manufacture is receiving a complaint, it is important to record the details of the faults. For example, these complaints records should include; Complaint information, problems details and product details as if the organisation receives a number of similar reports from other consumers regarding similar products. Thus, if an investigation for a safety-related defect is implemented on the product it will be easier to identify the product affected and use symptoms to narrow down affected components (Wynn et al., 2011). 
The second stage after receiving a suitable number of complaints is to notify the applicable regulatory agencies. For example, in the United States (US) any automotive defects (such as GM ignition barrel) are reported to the National Highway Traffic Safety Administration (NHTSA). Not only does the manufacture have an ethical duty to report all safety issues (Cheah et al., 2007), the manufacturer and relevant authorities may work collaboratively and review all details of complaints to isolate the offending component more effectively, as within an automotive assembly plant manufactures may purchase from potentially 4000 outside suppliers which can make identifying the component a very time-consuming process (Lyles et al., 2008). However, despite having a large supply base, parts are recorded against a unique Vehicle Identification Number (VIN) given at the start of production to help manufactures identify what products are on certain vehicles making isolating components easier. 
After an investigation has been carried out the manufacturer can determine the appropriate response as each recall should be tailed to the defect, as there are several types of recall dependant on certain circumstances:
· Product Return – This type of recall will request the customer to return a vehicle fitted with a subset of products (e.g. a certain range of VIN numbers). This option is commonly the most expensive but is necessary when the defect is not easily fixed or is the result of a systems failure (Yan et al., 2017). 
· Repair – If the repair is a simple fix the manufacture can send instructions or replacement components for the dealership or authorised repair centres to carry out repairs in house, this is a less expensive option however the manufacturer will still need to arrange and subsidise delivery fees (Tang, 2008).
· Notification – In some instances, it may be the more effective solution to notify the customers of the potential defect. However, this option may only be viable if the problem occurs under specific conditions such as, being operated at a high temperature or when improperly used (Chen et al., 2009).
As soon as the manufacturer becomes aware of the problem and decided on the appropriate response, they can commence with the fourth stage which is notifying the other affected parties within a timely manner. Recall notices are commonly adopted for notifying regulatory agencies and businesses associated with the distribution chain. A Press release is commonly utilised for consumers but can be for notifying affected parties. These affected parties include:
· Regulatory Agencies – Manufacturers distributing products must inform trading standards if a fault is discovered. Once the relevant authority is alerted, their priority will be establishing whether related products could be affected and how the consumer might be affected by the safety issue (Birchall AND Milne, 2009). Coordinating the corrective action through trading standards is vital to managing a product safety issue efficiently.   
· Distribution Chain – Informing the relevant distribution networks is important because it allows for the immediate halt of further production and/or distribution of the vehicles fitted with the affected product. This will aid manufactures to narrow the scope of the problem and stop any future customer’s experiencing damages caused by the fault (Yan et al., 2017). They must also document any suspect component as ‘ON HOLD’ and maintain this status until it’s determined whether it’s safe or not.  
· Consumers – A safety related product recall can get out of hand quickly, especially if it reaches the media through consumers or unofficial sources. In order to minimise misinformation, the manufacturer should quickly craft a clear and informative message, that gives specific details involving all affected products. Furthermore, it should include the risks involved with use of the product, how to contact the company and how the manufacturer plans to address the problem (Gurau AND Serban, 2005). 
After notifying all parties, the final step of the recall can be divided into five components including:  
· Removal – The manufacturer must make reasonable efforts to remove affected products from commerce. However, the customer bears some of the cost as they must actively drive the vehicle to the main dealer, costing them time and money in fuel expenses (Ferguson et al., 2011). Therefore, in case of a simple repair the main dealer will be responsible for replacing the faulty component, packaging and marking defective components to be returned to the manufacturer. In the case of a more significant fault the customer will return the vehicle to the dealer and the manufacturer must arrange for collection of the vehicle and transport it to the dedicated repair or recycling/disposal facility (Gusman, 2016).
· Control of Recalled Product – Once the company has accepted the recalled products, control must be implemented to ensure there is no re-entry in to commerce. For example, all affected products returned must be clearly labelled as “Defective” and stored in a separate area from other components (Shaaban et al., 2019).
· Product Disposition – The final disposition of the product will have been determined in the response section. These options include; if the product or certain aspects can be recycled and provide some environmental benefit, if there are no recyclable elements the disposal of the recalled goods and finally if the product can be repaired or reconditioned to remove the safety risk and brought back into production (Ferguson et al., 2011).
· Recall Effectiveness – The manufacture is responsible for deeming if the recall is effective, which means checking that all distribution networks are informed of decision and have taken suitable actions (Liu et al., 2015). If responses from distribution networks are less than 100%, the recall will be considered unsuccessful and the recall strategy needs to be re-evaluated. Furthermore, certain conditions (e.g. amount of product actually returned vs. expected) may also be considered for a re-evaluation of the recall strategy (Dutta AND Pulling, 2011).
· Termination of Recall – A recall termination may be requested after all judicious efforts have been made to remove faulty products from market, including settlement, recall effectiveness and appropriate response.  A termination of the recall can only be requested by submitting a written appeal to the regulatory authorities.


[bookmark: _Toc3501694][bookmark: _Toc3501736]Costs associated with product recalls and how they can be managed

[bookmark: _Toc3501695][bookmark: _Toc3501737][bookmark: _Toc3501696][bookmark: _Toc3501738][bookmark: _Toc3501697][bookmark: _Toc3501739][bookmark: _Toc3501698][bookmark: _Toc3501740][bookmark: _Toc3501699][bookmark: _Toc3501741][bookmark: _Toc3501700][bookmark: _Toc3501742][bookmark: _Toc3501701][bookmark: _Toc3501743]In the current challenging economic climate, it would be easy for manufacturers such as GM to limit expenses. However, ignoring the potential costs of product recalls and failing to plan for these costs in an attempt to ‘cut corners’ would be harmful to the long-term success of the business (Yao AND Parlar, 2019). Yet, if a manufacturer takes steps to understand how recall costs have affected other companies and learn from their mistakes, they can avoid long term damage of the various costs associated with product recalls (Chao et al., 2009). These costs can be defined as either direct or indirect quality costs and will be discussed below.

[bookmark: _Toc3501702][bookmark: _Toc3501744]Direct Costs of a Recall

[bookmark: _Toc3501703][bookmark: _Toc3501745]Notification Costs  
Alerting consumers and other supply chain stakeholders about a product recall involves manufacturers developing an inclusive package of information. This can incur expenses through multiple methods such as; a cost for a third-party communication team to create and send the notification and respond to requests for information (Memon et al., 2015). Furthermore, coordination with the media can add other expenses, as running public service statements on televisions stations, social media or radio all come with individual costs (Gookins, 2012). Finally, dependant of the nature of the recall, there may be additional fees related with translating announcement materials into multiple languages as GM has a global market (Kumar AND Schmitz, 2011). 

[bookmark: _Toc3501704][bookmark: _Toc3501746]Inventory Losses 
Inventory refers is defined as assets possessed by a business to be sold for profit or converted into products for profits. However, during the event of a product recall certain portions of that inventory may become unusable and need to be written off. Therefore, removing inventory that have no value from the accounting books (Szczesny AND Valentincic, 2013). To perform an inventory write off a business will record a credit to an account for inventory and a debit to the inventory write off account into a journal entry. For example, if GM had £100,000 worth of inventory agrees to write off £10,000, the business will credit the inventory account to decrease the balance. The value of the gross inventory will be reduced to the amount of £90,000. Next, the inventory writes off expense account will be credited to reflect the loss (Kenton, 2018).
 
[bookmark: _Toc3501705][bookmark: _Toc3501747]Fines/lawsuits 
One of the larger costs of a safety related recall can be fines and lawsuits filed against GM. It was inevitable that GM will have faced individual lawsuits based on the deaths of approximately 124 people and many injuries with the faulty recall switch deactivating the engine disabling the power steering and braking systems. It is noted that GM faced $870 million in settlements to the claims of death and injury and $900 million in a settlement with the Department of Justice (Eifler AND Howard, 2018).

[bookmark: _Toc3501706][bookmark: _Toc3501748]Indirect Costs of a Recall

[bookmark: _Toc3501707][bookmark: _Toc3501749]Loss of Market Share 
Market share represents the percentage of the total sales that is earned by GM over a specified time (Train AND Winston, 2007). Investors monitor increases and decreases within a company’s market share as this can be a sign of relative competitiveness of the company’s product. Market share can allow a manufacturer to accomplish a greater scale with its operations and improve profitability. Therefore, a loss means GM will lose it competitiveness with other brands and will have to make more effort to sell vehicles incurring. Resulting in the cost of more advertisements and potentially lowering prices to correct the loss (Wilbur AND Farris, 2013).
[bookmark: _Toc3501708][bookmark: _Toc3501750]Negative Impact to brand Image
When products are found to be below standards of quality or pose a threat to consumers safety, the manufacturer is at risk as gaining a reputation for selling an unsafe and dangerous product (Yu et al., 2018). Thus, directly effecting volume of sales and profitability as consumers will have a negative view of GM products. However, as GM is a large company it is likely it will be able to withstand the short terms effects as there are able to fund a brand rehabilitation exercises and have a robust cash flow (Winchester AND Romaniuk, 2008). Whereas, smaller organisations are unable to sustain these losses and potentially result in closures.
[bookmark: _Toc3501709][bookmark: _Toc3501751]Cost to Rehabilitate Image
Brand rehabilitation should be viewed as part of business interruption protection as it will aid in mitigating the adverse effect on the financial performance of the manufacturer (Greyser, 2007). There will be additional costs included with this practice, as the manufacturer will need to account for extra advertising to promote new safety features. They may further attempt to re-enforce customer confidence and loyalty to the brand by launching business promotions reducing the overall profit made per product, but potentialy inviting more customers and increasing market share as mentioned above (McGaughey, 2015).
[bookmark: _Toc3501710][bookmark: _Toc3501752]Managing Costs
[bookmark: _Toc3501711][bookmark: _Toc3501753]Traceability 
Current trends as highlighted in Golinska (2014) book “Logistics operations, supply chain management and sustainability” suggest that manufacturers are facing problems regarding product safety, as reinforced by the Consumer Product Safety Commission (CPSC) who state approximately 5095 products were recalled in 2013 (CPSC, 2013).  However, Golinska (2014) has suggested the use of an effective traceability system may turn out to be a significant tool for managing recall crisis and the safety issues of a product within the production system. Traceability systems are mostly used to minimise the quantity of recalls as they assist in building trust and working toward the formation of long-term relationships among supply chain partners and consumers (Hongyan et al., 2015). Providing information and the location and the status of the product, within an allotted timeframe, demonstrates how a manufacturer can respond to a situation and protect themselves from litigation if they can display due diligence to ensure the safety of their products and reduce the cost of a recall overall (Lindley, 2007). In the automotive sector traceability is demonstrated the use of VIN numbers and parts are catalogued against that number allowing GM to efficiently track affected vehicles efficiently and ensuring only the necessary amount are recalled.
Activity Based Costing 
Activity based costing (ABC) is an accounting method that identifies and assigns costs to overhead activities. The main goal of using ABC is to increase the overall performance and profitability of the organisation. However, in the case of a recall it can be used to identify and manage budget to spend on recall activities (Hoozee AND Hansen, 2018). The ABC method does this by identifying accurate costs and cost drivers leading to a more efficient process. When all direct and indirect costs are allocated to a process, executives can begin to understand which recall process are preforming well and which are inefficient. They can then streamline these processes by eliminating practices that are deemed ineffective. For example, in methods of notifications analysing which method is reaching more of the intended audience and discontinuing funding to more inefficient notification processes thus saving money (Tsai et al., 2015). However, it is important to note that implementing and ABC method requires a significant investment of time and resources from staff members (Geiszler et al., 2017).
[bookmark: _Toc3501712][bookmark: _Toc3501754]What would need to be done in order to restore consumer confidence during and after the product recall

The author recommends using an effective strategic communication program to help improve the public opinion, more specifically following the steps outlined in Smith (2017) book “Strategic Planning for Public Relations (PR)”. As without a comprehensive PR stategy, a product recall can rapidly become harmful to an organization’s reputation and by extension its future relationships and revenues (Laufer AND Jung, 2010). 
The process of these steps is must be followed in order as after identifying a problem there is an inclination to skip ahead to a seeking solutions phase, bypassing research and analysis (Smith, 2017). This may warrant in undesired assumptions that later prove to be counterproductive and costly. However, with careful planning manufacturers can design strategies that are proactive and preventative (Zhao AND Pechmann, 2007).
[bookmark: _Toc3501713][bookmark: _Toc3501755]Phase One – Formative Research 

During the first of the four phases, the focus is on introductory work of communication planning, which is the need to gather information and analyse the situation using three steps. This is necessary as the manufacturer must accurately identify the situation facing the organisation. Which in this case is a faulty ignition switch. Without an early and clear statement of the situation to be addressed, they will not be able to conduct effective research or to define the goal of the communication program later in the planning process (Rutsaert et al., 2015).
[bookmark: _Toc3501714][bookmark: _Toc3501756]Step One – Analysing the Situation 
Researching other individual’s opinion about the situation and what has been carried out in other areas can prove valuable by identifying other companies that have successfully solved a fall in public opinion due to a recall (Higgins AND Scholer, 2009). This takes two forms; reviewing professional and academic literature and analysing relevant studies and articles; and (Barnett et al., 2016). For example, the situation that GM face looking at a review of studies regarding consumer expectations and trends within the automotive industry, could offer an insight into a reconciliation plan showing they are reinforcing safety in future models, thus potentially restoring faith in the brand (Barnett et al., 2016).
[bookmark: _Toc3501715][bookmark: _Toc3501757]Step Two – Analysing the Organisation 
The basis of effective communication is self-awareness, as strategists must possess a through and accurate understanding of the manufacturing organisation such as; the performance, reputation and structure (Siegrist, 2010). They must also seek to appreciate any factors that may limit the plans success. For example, with a high-profile product recall conducting a public perception audit to attempt to discover what the public think about the organisation. As gaining and insight into the public perception of GM will highlight what areas to focus reputation reform efforts by promoting visibility of the company and the creation of value statements promoting safety (Steelfisher et al., 2010).
[bookmark: _Hlk3133254][bookmark: _Toc3501716][bookmark: _Toc3501758]Step Three – Analysing the Publics 
This step involves the manufacturer identifying their key publics who purchase from the organisation and experience the issue at hand. This step includes an analysis of each public (such as; customers and stakeholders) in terms of what it wants, needs and expectations about the issues. 
Therefore, if GM takes time to analyse who are buying their vehicles and conduct research into the best method of communication for these individual’s. This help in tailoring messages to communicate key details in order to restore confidence such as; determining what channel would be most effective in communicating the message, so it reaches the maximum of the intended audience and not spending money on outdated channels (McCarthy et al., 2008).
[bookmark: _Toc3501717][bookmark: _Toc3501759]Phase Two – Strategy  

The second phase of the planning process deals with the manufactures overall plan. It is the determination of what the manufacturer hopes to achieve with the public relations campaign and how they will achieve it (Smith et al., 2013). This phase begins by:
[bookmark: _Toc3501718][bookmark: _Toc3501760]Step Four – Establishing Goals and Objectives 
Part of the strategy of developing an effective PR communication is to articulate a set of desired outcomes, these in turn allow manufactures to plan and implement strategic campaigns. Therefore, this step is about looking at the research the manufacture gained and developing clear, specific and measurable objectives that wil help achieve the manufacturers intended impact. A S.M.A.R.T. objective is more likely to achieve intended goals because it is clear or specific, so they know exactly what needs to be achieved (Bjerke AND Renger, 2017). Below the author will suggest a S.M.A.R.T. objective plan for GM to follow:
To attempt to reform the public perception of the business by reinforcing a safety-first approach through an updated mission statement, by carrying out two sperate consumer audits one before and one 6 months after the PR campaign has been launched to see if there has been an improvement in the public perception of GM.
[bookmark: _Toc3501719][bookmark: _Toc3501761]Step Five – Formulating Action and Response Strategies  
Effective PR communications involves deeds as well as words. Strong programs are built on solid and constant action. Preferably actions and messages work in unison, complementing each other as the manufacturer interacts with its intended publics (Smith et al., 2013). This step of the planning process will focus on decisions about action strategies for achieving objectives.
In GM case they will need to focus on a reactive strategy of regret by admitting sorrow and remorse for the fatalities and injures the ignition switch failure. It is the hope by expressing regret public hostility can be tempered (Steyn, 2007). However, it is unlikely that an apology will be sufficient in restoring consumers confidence and some form of corrective action will need to be involved (Arcos, 2016). This includes making amends to victims of injuries and other customers by ways of compensation but doing so before decreed by the legal system to show that efforts are genuine (Arcos, 2016).
[bookmark: _Toc3501720][bookmark: _Toc3501762]Step Six – Developing the Message Strategy 
Having identified the relevant publics and established objectives, it is time to focus on how best to communicate, since strategic communication calls for carefully planned interaction between the manufacture and its intended audience (McCarthy et al., 2008).
GM will need to utilise the persuasion model to attempt to influence people using ethical means. However, it is not to be confused with deception which relies on miscommunication or propaganda which may be connected with half-truths and hidden agendas (Meng, 2012). In this case GM will present its new safety precautions in an attempt to convince its publics there will not be a repeat of the error and new measures are in place to attempt to prevent future errors (Valentini, 2008).
[bookmark: _Toc3501721][bookmark: _Toc3501763]Phase Three – Tactics 

During the third phase, Various communication tools are considered, and the visible elements of the communications plan are created.
[bookmark: _Toc3501722][bookmark: _Toc3501764]Step Seven – Selecting Communication Tactics 
A communication tactic is the discernible element of a strategic plan. This is what people see an do e.g. websites, news releases and social media campaigns (Steelfisher et al., 2010). Tactics are the elements of the PR plan that can carry a hefty price tag, so pre-emptive planning and coordination are important (Stacks, 2011).
GM will want to utilise controlled media allowing them to determine the attributes of the message such as; the content and distribution. However, the author recommends two types of communication strategies. Firstly, an advert released to the mass media so that it is viewable by most people and will provide consumers the new mission statement and details of what to do with the effected vehicles (Seeger et al., 2008). Secondly, the author recommends following a strategy adopted by Toyota who utilised social media as a platform to answer any questions and concerns from consumers. This strategy would give GM the opportunity to publish an immediate response to a large and attentive audience through an official account. Furthermore, it provides the opportunity to gain perspective on the publics opinion and address any rumours or complaints (Steelfisher et al., 2010). However, this option will come at a cost as social media is fast-paced and response time is critical to customer satisfaction therefore, a dedicated team will be needed to monitor the page at all times as GM is a global company and customers will be in all manner of time zones (Broom AND Sha, 2013).
[bookmark: _Toc3501723][bookmark: _Toc3501765]Step Eight – Implementing the Strategic Plan 
This step turns the previous research and findings into a formula for a successful PR communication. Manufacturers package the tactics acknowledged in the previous step into a solid communication program (Roberts AND Veil, 2015). Here manufacturers also develop budgets and timetables in preparation for implementing the PR campaign. The author recommends the following:
· Social Media Tactics – Support materials for the recall will include; an overall revision of the VIN number range to be recalled, announcements posted on the GM Twitter or Facebook to keep consumers up to date on all details regarding the recall, and a section where consumers can post questions and dedicated PR staff members answers.
· News Media Tactics – More generally, the recall will be announced in the media along with contact details for those who don’t have social media or access to the platforms. Additionally, the message of apology and details of compensation will be delivered by a PR specialist working for GM. 
Budgeting for this PR campaign is about more than money. It includes all the needed resources to implement the tactics outlined. Thus, the following categories should be considered:
· Personnel – This will include the number of people and the amount of time needed to achieve the results of the tactic. In this case the PR teams’ hours conducting research and developing strategies in the form of hours or days. Furthermore, the cost of the social media team will need to be included as they may be operating at unsociable hours to respond to individual’s in different time zones. 
· Media Costs – Money is needed for outside communication activities, more specifically the purchase of time and space associated with media communication tactics. 
	
[bookmark: _Toc3501724][bookmark: _Toc3501766]Phase Four – Evaluative Research 

The final phase of strategic planning deals with the appraisal and assessment of the PR campaign. It enables a manufacturer to determine the degree to which the aforementioned have either been met or need to be modified in order to continue the communication activities (Zwijze-Koning et al., 2015).
[bookmark: _Toc3501725][bookmark: _Toc3501767]Step Nine – Evaluating the Strategic Plan  
Program evaluation is the systematic measurement of the outcomes of the PR campaign based on the extent to which the previously stated objectives are achieved. 
The author proposes using a pre-test/post-test study. This model involves an observation before the PR campaign is implemented, with the aim of providing a benchmark of the public opinion for comparison studies to be conducted later (Hong et al., 2012). GM should use a simple three stage evaluation; (1) observe and measure the previously highlighted public, (2) expose the publics to the PR campaign, and (3) measure the opinion again and note progress. 
[bookmark: _Toc3501726][bookmark: _Toc3501768]Conclusion 

In conclusion a product recall can have a significant effect on the bottom line of a company as demonstrated by GM who incurred an approximate $4.1 billion cost in 2014. Therefore, the management of a product recall was crucial for minimising the direct and indirect costs associated with a product recall. This essay highlighted a product recall plan that could be followed in the event of a safety recall that highlighted detailed guides into what type of recall would need to be issued. It goes on to discuss the importance of traceability within a recall and explains how the automotive sector depends upon VIN numbers assigned to new vehicles to efficiently track affected vehicles and ensuring only the necessary amount are recalled minimising costs.
Furthermore, it explains how a detailed PR campaign to help improve the brand image after a safety related recall has been issued. It shows the importance of carrying out formative research to understand what the consumer is thinking and gain an insight into what they want on new vehicles to restore confidence in the brand. It also highlights the use of social media throughout a recall to provide an interactive consumer feedback system that has global communication potential to a wide and interactive audience. 
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