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Leadership and Cultural Renewal
in Corporate Turnarounds

Corrado Gatti’

1. Introduction

After a decade of expansion and dramatic produgtivicreases, economic
growth in western countries has recently slowed rdoWey indicators of
economic development (e.g. corporate growth anditpbaity, and consumer
confidence) have declined. Stock markets have edacegatively, reducing the
valuation of many listed manufacturing and sendgoenpanies, in some cases by
up to 90% during a one-year period (Roland Ber@®)1). In this context,
corporate crises, and consequently corporate mstings, seem to be back in
fashion. These phenomena appear to be relevantgeneralized, since they
regard a large number of companies, with no segtatanensional or
geographical distinguishing marks. Thus, corpocaigis and restructuring seem
to have now gathered greater attention among hetttiponers and academics.

This paper will focus on a particular kind of corgi® restructurings, i.e.
turnarounds. These are corporate changes which pdkee when a firm
undergoes a survival-threatening performance declimereas restructurings can
take place also if a firm is not facing a deepisribut a slight decline or is
simply looking for new business opportunities (Guat995; Barker Il and
Duhaime, 1997; Rispoli, 1998). Therefore, a turoambis successful when the
firm is able to reverse the performance crisis, tralthreat to its survival and
achieve sustained profitability. More in particylat will be argued that
successful turnarounds depend upon three mainsis$te first concerns the fact
that a new top management is required to perform dhtions which are
necessary to get the company back on track. Thende®lates to the fact that
actions to be taken should regard simultaneoustgtegfic, financial and
organizational aspects. Thus, creating a balanoetaimound mix of actions
which is able to ensure the firm’'s survival. Therdhregards the fact that
corporate turnarounds should be founded on a psaxfesultural renewal.
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2. The Establishment of a New Leadership

When a survival-threatening situation comes to eve®, and in order to
overcome it, a new leadership should be established

o At this regard, Brenneman, the former chief exgeubfficer at
Continental Airlines, has recently stated, «l hawaver seen the
team that managed a company into a crisis getéklan track. Oh,
I’'m sure it has happened some time in the histbyusiness, but |
can't believe it has happened very often. Insteadnagers who
have gotten a company into a mess are usually nmr@dpuddle of
overbrained solutions. They can’t see any way dhiee In fact,
they have many ways of saying: If the solutionsewsmple, we
would have already thought of it» (Brenneman, 1998)

There are several reasons why in distressed finmsstablishment of a new
leadership represents a fundamental issue in da@erform the turnaround.
First, the existing top management usually failsaatepting responsibility for
and reversing the poor decisions it has made imp#st. «It's an ego thing», as
Brenneman states (Brenneman, 1998). Second, tHaceepent of the top
management enables a strong and immediate breadtluphe past and consents
to communicate to stakeholders, both external (bamks and partners) and
internal (e.g. middle management and lower levels}, intention of a radical
reorientation. Finally, it should be underlinedtttitee employees generally do not
trust the existing top management anymore.

The systemic approach to the study of the firm aisderlines the importance
of new leaders in particular moments of the sysserdévelopment path
(Golinelli, 2000a; Golinelli, 2000b; Sterman, 200Qj the structure which
originates the system needs major changes ang/skens has to be guided along
a radically different path, as when it has to owere a crisis, then its governing
body has to be substituted first. Furthermore, Resource Based View (RBV)
implicitly assumes that radical change in a firnede leadership to be changed
(Prahalad and Hamel, 1990). If the resources ompetemcies on which the firm
is based do not support its competitiveness, assacg step is to replace the
actors that manage the resources or competendies &ip level. In other words,
if the firm has to search for new foundations, tfteinding competence
represented by the top management has to be diffeNevertheless, as the
distinguished Professor Donaldson points out, mesgases the radical changes
implied by a turnaround have been effectively madady the existing
management (Donaldson, 1994). For example, thighiat has happened with
General Mills, Burlington Northern and CPC Intefanal. However, these seem
to be extremely rare cases (Hofer, 1991).

Establishing a new leadership generally implieg tha chairman and/or the
chief executive officer (CEO) and/or the chief aggrg officer (COO) has to be
replaced. It should be noticed that the decisiamscerning the replacement of
the top management (e.g. when and who should beetwdeaders) are taken by
different actors depending upon the firm’s propestyucture. In large public
companies, choosing the new leaders is a respotysiddithe board of directors.
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This choice, however, is generally the outcome afixture of pressures by the
directors, the banks and the institutional shamdrsl In owner-managed firms,
of course, the decision lies within the respongibibf the owner. However,
banks may insist to introduce a turnaround mantgeiork alongside the owner
(Slatter and Lovett, 1999).

The establishment of a new leadership often in®bigbstitution of employees
at a middle management level. In these cases,eietop management, once it
has settled, decides to perform its task bringmthe company new actors in key
positions. This is what has happened in many disé@ companies in the U.S.A.

o In the case of the turnaround of Intergroup ofzAna Inc., for
example, e new CEO replaced the chief financiatexff the vice
president of sales and marketing, the vice presidéroperations
and the director of individual products (Gonzal2800).

If the outlined process of middle management stui&in is extensive, then it
can be said that the company faces a managemegjimeering.

Once the new leadership has been establisheds itchantegrate effectively
with the firm’s structure, i.e. people working withthe firm at every level. The
reason for this is that everyone in the struct@®to be involved and committed,
in order to support the change with enthusiasns tenerally claimed that, in
order to recover, old habits and procedures shbaldbandoned and a unity of
intents built. At this regard, classical and enieghng examples come from
Alfred Sloan’s approach at General Motors and laa®d¢ca’s at Chrysler (Sloan,
1963; lacocca, 1983).

The Human Resource (HR) department generally pdaysmportant role in
rendering the changes shared by the company dewls, especially when
external consultants are involved in or even gtigeturnaround process.

o As Milite, a HR management expert, points out, p<To
management can bring in turnaround professionalsd aop
management can let the rest of the company kndvadks the
turnaround process. But that may not be enouglabm ¢he fears of
employees [...] That's where HR comes in. Becausieeofunique
place in the company, HR people can help or hirtdenaround
efforts considerably [...] The HR department can thet tone for
the turnaround acceptance [...] Communication and pavation
are the most important elements of a successfaatound effort.
The HR department is the most qualified to serveadsridge
between turnaround professionals and the rest ef cbmpany»
(Milite, 1999).

It should be noticed that in Anglo-Saxon countried)ere the managerial
labour market is highly dynamic, distressed firmeyjtiently turn to professionals
named turnaround specialists (Mackay, 1999; Eaito2000; Maurer, 2000).
These are managers which have considerable leguleskifis, flexibility (the
ability to listen and modify views), the ability édncourage to make rapid
decisions based on a minimum of data and analgsia relevant experience at

Edited by: ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano - Bicocca



© SYMPHONYA Emerging Issue in Management, n. 2,200
www.unimib.it/symphonya

driving through change in difficult times. The taround specialist is usually
appointed as CEO, but may not start out in thisitipos In fact, turnaround
specialists sometimes work as consultants whileeszgsg the firm’s crisis
situation and then join the board. Moreover, thmdwund specialist generally
brings in the company a team of professionals whertrusts.

3. Turnaround Actions and the Firm’s Equilibria

Once the new top management has entered the compdras to assess the
causes of the crisis and then take action in otdeturnaround the firm’'s
performance. Consequently, a plan of action is eggdlVeston, Siu and Brian,
2001). This should carefully evaluate the firm'seagths and weaknesses, as
well as environmental opportunities and threatss trepresenting a useful guide
for developing decisions and policies. Once tha plas been set, the firm should
stick with it and continually monitor its performa against it. However, plans
are subject to revision, both in anticipation arghation to internal and
environmental change. The product mix, for examgesontinuously reviewed
and modified on the basis of external changes aed knowledge and
understanding.

In a turnaround situation the top management shpldd major changes of
three different kinds, strategic, financial andanigational. The first concern the
scope of the firm’s activities, i.e. the firm’'s lass areas and the way in which
it operates in them. Actions to be taken at thiellenay include, for example,
sell-offs or divestitures and acquisitions. Theosekrefer to the firm’s financial
structure and policies. Changes at this level maglude, for example,
recapitalizations and exchange offers. The thindceon the reengineering of the
firm’s organizational structure in a broad sendeisTincludes, for example, the
adoption of a functional structure in lieu of theultirdivisional one and
downsizing.

The importance of taking action simultaneously attrategic, financial and
organizational level may be connected to the cistante that firms which face
deep crisis need radical change, which in turnireguhe firm to change as a
whole. In other words, radical change may not becéfely implemented if it
fails to take into account all of the three facéa dusiness dynamics, which are
the strategic, the financial and the organizatiared. Furthermore, it should be
underlined that a firm’s survival and possible cefiffjve advantage is based on
the simultaneous and continuous achievement ofethiypes of equilibria,
economic, financial and organizational (Cafferat®95a). Firms which are
facing a crisis generally need to restore all oé tthree equilibria and
consequently to pursue strategic, financial an@miational change.

It has been claimed that turnaround situationsdiifom normal conditions in
that the former require radical change, whereasldkter do not. In normal
situations, in fact, firms should be characterizegg dynamic stability
(Abrahamson, 2000). At its essence, this is a m®oé continual but relatively
small change efforts that involve the reconfigunatiof existing practices and
business models rather than the creation of nevs.drems, like individuals,
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should continuously engage in sequential learnimdyia small adjustments and
improvements, which should be implemented at ttlet intervals.

In order to perform a successful turnaround themiapagement should build a
cautiously balanced turnaround mix of actions ef tiree kinds. In building the
aforementioned mix, it should take into accountititeractions existing among
the three kinds of actions. Furthermore, it shdaddoointed out that the mix is to
be built both ex ante and ex post. Ex ante, to rtieetieed of planning, with
consciousness and rationality, the actions whidmséo be able to grant the
firm’s survival. Ex post, to assess the degreeuatsss of the different actions
which have been implemented.

After the turnaround mix has been planned, it leabda implemented. It has
been claimed that effective implementation depamatsonly upon the new top
management’s capabilities, but also upon the efiicy with which the actions
are carried out. More in particular, it has beerguaed that effective
implementation of radical change, such as a tuumatpis influenced by the
quality of the firm’'s resources, processes ande&al{Christensen and Overdorf,
2000). Resources relate to the tangible and intéegendowment which
characterizes the firm. Processes represent théerpst of interaction,
coordination, communication, and decision makingleyees use to transform
resources into products and services of greatethwdiinally values, which
sometimes carry an ethical connotation, are thadsias by which employees set
priorities that enable them to judge whether areorsl attractive or unattractive,
whether a customer is more important or less ingmrtwhether an idea for a
new product is attractive or marginal, and so on.

The relative importance of each kind of action e&ardepending upon the
concrete case, so it can cannot be argued thanaaif one kind are always more
or less important in comparison with actions of taeo kind (Bowman, Singh,
Useem and Bhadury, 1999). Regarding this issudy earporate turnaround
theorists claimed that strategic reorientationscanmaral to the recovery process
at many declining firms. However, subsequent emgirresearch has reported
that successful turnarounds are primarily connedteccutback actions that
increase efficiency, i.e. mostly financial and angational actions. It seems that
the gap between theory and empirical evidence & ecently closed by
Barker 1l and Duhaime, who discuss a model prappdhat the extent of
strategic change initiated in a successful turmadpuand therefore its
contribution to the success of the process, vaystematically with a declining
firm’s need and capability to reorient its strat¢Bgrker 11l and Duhaime, 1997).

Turnaround processes generally take place over ng lperiod of time
(Grudzinski, 2000).

o Consider, for example, Finmeccanica, the biggdatiah
company operating in the defence and space inéssth took the
firm more than three years (1997-2000) to revertse poor
performance and achieve sustained profitability #%a2002).
During the same period (late 1990s), many othelidia state-
owned firms have gone through similar rejuvenatmmgcesses, in
order to create the conditions for privatisatiof &fferata, 1995b).
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Nevertheless, in some cases successful turnarawmeeggses seem to conclude
very quickly (Nelms, 2000). This is what has hamsenfor example, to Qatar
Airways, which recovered in a few months. Turnamymocesses, no matter if
they take a long or a short time, are always verygicated and uncertain, and
should gain momentum at all times (Brenneman, 1998)

4. From a New Ideology to a New Culture: GoverningCorporate Fragility

The final aspect on which we would like to draw attention is represented by
the fact that successful turnarounds seem to impsnewal of the firm’s culture.
In fact, the effectiveness of the new leadershifiectve implementation of
turnaround actions (strategic, financial and orgaimonal), commitment,
enthusiasm and unity of intents of human resouatleseem to imply a renewal
of what Schein calls the «organization’s sharedichassumptions», i.e.
organizational culture (Schein, 1992). These astomgppertain to the solutions
experimented by the firm over time for adaptatianthe environment and
internal integration.

This aspect should be looked at more closely. Irtiqudar, our aim is to
discuss the link between the establishment of aleadership and the creation of
a new culture, as well as to shed light on the ress®f the process of cultural
renewal. Our interpretation is represented in thewing figure (Figure 1).

Figure 1: Cultural Renewal in Corporate Turnaround Processes

New
leadership
New > New
ideology culture
Process of cultural renewal:

- it takes a long time;

- it is a dialectical process;

- it implies shifting from a coercive
to an enabling type of culture

- it implies progressive fragility
reduction.

Although the importance of establishing a new lesitip in order to perform
the turnaround process has been previously disdugses to be pointed out that
this key issue does not lead directly and immeblidatea new culture within the
firm. The establishment a new leadership can beard, instead, to imply the
introduction of a new ideology, i.e. a mixture asiful thinking and declarations
of intents relating to the future of the firm. Asch, the introduction of a new
ideology typically regards the short term.
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Cultural renewal can only be expected to start ftbenew ideology, as it is
not an event, a discrete choice of the new ledusrtakes place at a single point
in time. On the contrary, it is a complex proceshjch takes a long time to
generate a new culture. Furthermore, the conténésrnew ideology stem from
external sources (Weick, 1995), whereas the onasnefv culture consist in new
collective and successful experiences and arranggsnvehich originate within
the firm.

The process of cultural renewal takes place by smi@mumerous and very
different actions, such as training, implementattdmew managerial approaches
and operating systems, etc. It goes far beyonddtbee of our work to deepen
the different actions, their connections and impadio this regard it is our
intention to point out four general aspects.

The first relates to the fact that the processuttical renewal takes place over
a long period of time. Creation and absorption @ivrshared basic assumptions
represent a slow process, one that unfolds ovesy&aeping the firm’s people
involved throughout the process is a crucial fatborthe establishment of a new
culture and it's a job that lies at the heart aidership.

The second aspect to be considered is that cultemawal should be intended
as a dialectical process (Benson, 1977). As steldevelopment is guided by the
application of four principles:

- social construction/production: cultural renewah ¢@ seen as a result of
continued social interactions both within the fiend between the firm
and its environment. Through these interactionssoldal arrangements
are gradually modified or replaced. The producobmew social patterns
is itself guided and constrained by the new leddprand the external
context;

- totality: the process has to be guided relationaligt is with attention to
the multiple inteconnections existing among eactt @ad participant in
the firm and between the firm and its environment;

- contradiction: every social order, and thus evemyanization, contains
contradictions, ruptures, inconsistencies, and mmgatibilities. On one
hand, these contradictions are to be used as léweradical breaks with
the old shared assumptions. On the other, theyldHmei controlled in
order not to exacerbate conflicts among human ressuor in ways
which contain it;

- praxis: cultural renewal should contribute to thenstruction of new
shared assumptions on the basis of reasoned asalypsboth the limits
and the potential of the old social forms.

The third aspect to be considered is that the gsoad cultural renewal,
considered as a whole, should consist in shifthegnfa coercive type of culture
to an enabling one. Borrowing concepts from priesearch on bureaucracy
(Alder and Borys, 1996), the aforementioned distorccan be traced as follows.
A coercive culture stifles creativity, fosters @isfaction and demotivates
employees, whereas an enabling culture providedeteguidance and clarifies
responsibilities, easing role stress and helpidgviduals at every level to be and
feel more effective. Thus, an enabling culture espnts a complement to, rather
than a substitute for commitment. Among other thjngn enabling culture
depends on the characteristics — not the diffedegtees — of the core features of
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the bureaucratic form, i.e. workflow formalizatiosspecialization and hierarchy.
Consider, for example, formalization, i.e. writterules, procedures and
instructions. An enabling logic is founded on therilautes of the type of
formalization which is adopted, not its differerggiees. In an enabling logic,
formalization designs procedures that facilitatespomses to real work
contingencies. Procedures are not designed toigidhto superiors whether
subordinates’ actions are in compliance and denaftiom standard procedures
is not seen as suspect. Thus, formalization halpsignal to the organization
emerging problems and becomes an opportunity gmnieg and improvement.
Furthermore, enabling formalization provides hunmasources with visibility
into their work. It isn't formulated as a list dat assertions of duties. Moreover,
the enabling approach to formalization provides ammesources with a wide
range of contextual information, designed to hbkm interact creatively within
the organization and with its environment.

The last aspect relates to the fact that the psosesultural renewal should be
intended as a mechanism for governing the firm&gifity, both internal and
external. The former concerns its internal fundngn whereas the latter its
relationship with the environment. The aforesambiiity derives from the fact
that the firm is undergoing a deep crisis. In jgaitar, the distressed firm faces a
situation characterized by the fact that the systeranditions which enable its
survival and competitiveness are seriously damagsanming from mainstream
theories of organization, these conditions maydé ® include differentiation,
structuring, integration, goal seeking and equlibor (Cafferata, 2003). The new
leaders should then govern the process in ordeegtore the firm’'s systemic
conditions, thus progressively reducing its fragiliThe process of cultural
renewal then consists in a process for governiegfitim’s fragility, it aims at
reducing such fragility by building a new, enablioglture which consents the
systemic conditions to be restored. Thus, the remabling culture represents a
fundamental organizational technology, and in tarpowerful weapon for the
firm in competition.

Intending the process of cultural renewal as a mdangoverning corporate
fragility appears to be central, as it may provid® major benefits. A first
benefit may come to the new leaders, offering theowerful motives for
initiating and pursuing thoroughly cultural renewal the turnaround process.
Which in turn may strengthen the rational basistha investment of financial
resources in the process of cultural renewal. ¢t fa order for the new ideology
to turn into a new culture, it has to be confirm@d successful strategic and
operating choices which require investments foirtimeplementation. A second
benefit may come to those responsible for selecimg developing actions for
cultural renewal, in that it may clarify the contiens between certain actions
and the firm’s systemic conditions, thus underlinithe progressive fragility
reduction.

o As an example of cultural renewal in a turnaroumebcess
consider the case of Pirelli, an Italian companygaged in the
manufacturing of tyres, energy cables and systemd, telecom
cables and systems. In the early 1990s, the CEQ@Q¢cdMBronchetti
Provera, has based the cultural change on valuebtas
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management and on thoroughly different communinapatterns
within the firm. Moreover, the commitment of eagh manager to
the firm’s turnaround plan has been managed as asqral
contract: Pirelli managers had their personal assigents, their
budgets and had to keep their word by followingtigh on their
promises (Sicca and 1zzo, 1995).

One last point appears to be important to underlinis difficult to judge the
progress of cultural renewal. This circumstanceldeas to reflect on a further
aspect, which is represented by the difficulty wdging the possibility of its
continuation if the leader that started it chandesother words, the process of
cultural renewal is delicate, and may be interrdpter example if the leader who
launched it is substituted during the turnarouratess.

o Evidence of the aforementioned problem comes fhmrcase
of Poste lItaliane, the Italian state-owned compavtyich offers
postal and financial services. In March 1998, a nesO, Corrado
Passera, was called to guide a turnaround proces$e
organization’s situation at the time was criticagiven its
inefficiency, relevant losses and transition frorpublic body to a
state-owned company. By giving concreteness to gz
autonomy, which is indeed difficult in public corations
(Cafferata, 1995b), Passera designed a plan of oactito
turnaround the company. In extreme synthesis, Pass@atent was
to focus not only on cost reduction, but also ardnemore on
revenue growth. In order to pursue this intent, tkey issues
emerged from Passera’s plan. First, the stratedeai of exploiting
Poste’s main strength, its widespread network, fferofinancial
services in competition with banks. This idea gatezt immediate
and strong opposition by financial institutions ge.Vergnano,
1999a; Vergnano, 1999b). Second, the need for lltenewal,
which has been pursued by investing heavily indmgl a new
image and in training hundred of thousands of elygds to
customer care and pride to be a member of Post¢hitncontext,
an important role was played by the cooperatiorhviide unions.
The new strategy couldn’t be fruitful without atowal renewal.

The progress of the turnaround process is evidemtiigected in
Poste’s financial statements and the cultural realei clear to all
Italian citizens. In May 2002, though, Passera nibve lead a
primary Italian bank and a new CEO is now guidingsk Italiane.
It is hard to judge the impact of this event ondhgoing process of
cultural renewal at Poste. Will it continue? Witl stop? Will it
regress?

The case of Poste Italiane rises a general questitoich is the impact of CEO
succession on an ongoing process of cultural reffe@ar argument then seems
to represent a direction for future research infiblels of corporate culture and
CEO succession.
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5. Conclusions

This paper has argued that successful corporatarunds depend upon the
replacement of the current top management and rectito be taken
simultaneously at three different levels, stratefiancial and organizational. If
the company fails to establish a new leadershig,likely that this fact will have
a major effect on the outcome of the turnarouncgse. It seems important to
note, however, that the choice of the right leadepsesents a very difficult issue.
The new top management settlement is often followedhe replacement of
employees at the middle management level. The re@rsashould effectively
integrate with the existing structure, so that thieole firm will support the
process of change. Actions concerning strategim@anitial and organizational
issues should then be planned, and effectively emphted. In fact, radical
change of distressed firms seems to require time tr change as a whole. In
other words, it seems to require the firm to chamga& systemic way. What
appears to be an important issue to analyse iystemic change could be
implemented before the company’s crisis in ordgrrevent it and avoid the need
for turnaround actions.

Finally, it has been pointed out that successfuhdrounds seem to imply a
renewal of the organization’s shared basic asswmgti.e. the firm’s culture. To
this regard we argued that firm’s ideological charmgn be expected to result
directly and immediately from the establishmentaohew leadership, whereas
cultural renewal cannot. The latter process isaedtical process which takes
place over a long period of time and is aimed ategating an enabling culture.
Furthermore, this process of cultural renewal sthdnd viewed as a mechanism
for governing the firm’'s fragility. Thus, the mosifficult task that the new
leaders face is not to initiate the turnaround ess¢ but to actually perform it
guiding a process of cultural renewal which progredy reduces the firm’'s
fragility. At its essence then, a successful preadscorporate turnaround can be
seen as a process of cultural renewal which censiggoverning effectively the
firm’s fragility, i.e. in progressively reducing. itt appears to be crucial that the
new leaders don’t ignore this process at firstf thay don’t neglect to guide it
and finally that they don't fail it. Cultural renelvappears to be crucial, as well
as complex and uncertain. That's why it makes ifferénce.
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