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Leadership and Cultural Renewal
In Corporate Turnarounds
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Abstract

Turnarounds are corporate changes which take plaben a firm undergoes a
survival-threatening performance decline, whereastnucturings can take place
also if a firm is not facing a deep crisis, butliglst decline or is simply looking for
new business opportunities.

A turnaround is successful when the firm is abledeerse the performance
crisis, end the threat to its survival and achisustained profitability.

Successful corporate turnarounds depend upon tpeeement of the current
top management and actions to be taken simultaheatighree different levels,
strategic, financial and organizational.

Successful turnarounds seem to imply a renewahefarganization’s shared
basic assumptions, i.e. the firm’s culture. Cultuir@newal appears to be crucial,
as well as complex and uncertain.

Keywords: Turnaround; Leadership; Cultural Renewal; Managem&iobal
Competition

1. Introduction

After a decade of expansion and dramatic produgtiincreases, economic
growth in western countries has recently slowedrdd@ey indicators of economic
development (e.g. corporate growth and profitahiland consumer confidence)
have declined. Stock markets have reacted negativedlucing the valuation of
many listed manufacturing and service companiesome cases by up to 90%
during a one-year period (Roland Berger, 2001}hla context, corporate crises,
and consequently corporate restructurings, seerbetdack in fashion. These
phenomena appear to be relevant and generalizex, tiey regard a large number
of companies, with no sectoral, dimensional or gaplgical distinguishing marks.
Thus, corporate crisis and restructuring seem tee haow gathered greater
attention among both practitioners and academics.

This paper will focus on a particular kind of corgi® restructurings, i.e.
turnarounds. These are corporate changes whichptake when a firm undergoes
a survival-threatening performance decline, whereatucturings can take place
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also if a firm is not facing a deep crisis, butighg decline or is simply looking for
new business opportunities (Guatri, 1995; Barkkeald Duhaime, 1997; Rispoli,
1998). Therefore, a turnaround is successful whenfitm is able to reverse the
performance crisis, end the threat to its survaral achieve sustained profitability.
More in particular, it will be argued that successtirnarounds depend upon three
main issues. The first concerns the fact that a tepaumanagement is required to
perform the actions which are necessary to getcttnepany back on track. The
second relates to the fact that actions to be takeuld regard simultaneously
strategic, financial and organizational aspects.usThcreating a balanced
turnaround mix of actions which is able to ensure tirm’s survival. The third
regards the fact that corporate turnarounds shbaldounded on a process of
cultural renewal.

2. The Establishment of a New Leadership

When a survival-threatening situation comes to eveg, 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, ‘| havever seen the team
that managed a company into a crisis get it backrack. Oh, I'm sure
it has happened some time in the history of busjrias | can't believe
it has happened very often. Instead, managers wdee lgotten a
company into a mess are usually mired in a puddlewerbrained
solutions. They can’t see any way out either. kt,fthey have many
ways of saying: If the solutions were simple, weild/dhave already
thought of it’ (Brenneman, 1998).

There are several reasons why in distressed fihasestablishment of a new
leadership represents a fundamental issue in todeerform the turnaround. First,
the existing top management usually fails in adogptresponsibility for and
reversing the poor decisions it has made in thd. pis an ego thing’, as
Brenneman states (Brenneman, 1998). Second, thiaceepent of the top
management enables a strong and immediate breakhuthe past and consents to
communicate to stakeholders, both external (e.gkdand partners) and internal
(e.g. middle management and lower levels), thentide of a radical reorientation.
Finally, it should be underlined that the employgemerally do not trust the
existing top management anymore.

The systemic approach to the study of the firm alsderlines the importance of
new leaders in particular moments of the systenssetbpment path (Golinelli,
2000a; Golinelli, 2000b; Sterman, 2000). If theusture which originates the
system needs major changes and the system has daided along a radically
different path, as when it has to overcome a ¢rikisn its governing body has to
be substituted first. Furthermore, the Resourcee®agiew (RBV) implicitly
assumes that radical change in a firm needs ldaigarsbe changed (Prahalad and
Hamel, 1990). If the resources or competencies loichwthe firm is based do not
support its competitiveness, a necessary step isplace the actors that manage
the resources or competencies at the top levebtHar words, if the firm has to
search for new foundations, the founding competempresented by the top
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management has to be different. Nevertheless, asdistinguished Professor
Donaldson points out, in some cases the radicalgdsmimplied by a turnaround
have been effectively managed by the existing mamagt (Donaldson, 1994).
For example, this is what has happened with Geriléd, Burlington Northern
and CPC International. However, these seem to breregly rare cases (Hofer,
1991).

Establishing a new leadership generally implies the chairman and/or the
chief executive officer (CEO) and/or the chief agigrg officer (COO) has to be
replaced. It should be noticed that the decisiarcerning the replacement of the
top management (e.g. when and who should be theleaeers) are taken by
different actors depending upon the firm’s propestyucture. In large public
companies, choosing the new leaders is a respbtysilifi the board of directors.
This choice, however, is generally the outcome ofigture of pressures by the
directors, the banks and the institutional shadrsl In owner-managed firms, of
course, the decision lies within the responsibibfythe owner. However, banks
may insist to introduce a turnaround manager tckvadwngside the owner (Slatter
and Lovett, 1999).

The establishment of a new leadership often inwbstitution of employees
at a middle management level. In these casesetlvdop management, once it has
settled, decides to perform its task bringing ie tompany new actors in key
positions. This is what has happened in many disérg companies in the U.S.A.

o In the case of the turnaround of Intergroup ofzAna Inc., for
example, a new CEO replaced the chief financiaiceff the vice
president of sales and marketing, the vice presidémperations and
the director of individual products (Gonzales, 200

If the outlined process of middle management stiligin is extensive, then it
can be said that the company faces a managemegimeering.

Once the new leadership has been establisheds tbhategrate effectively with
the firm’s structure, i.e. people working withiretfirm at every level. The reason
for this is that everyone in the structure hasdonyolved and committed, in order
to support the change with enthusiasm. It is gdiyecdaimed that, in order to
recover, old habits and procedures should be almaadand a unity of intents built.
At this regard, classical and enlightening exampmdeme from Alfred Sloan’s
approach at General Motors and Lee lacocca’s aysthr(Sloan, 1963; lacocca,
1983).

The Human Resource (HR) department generally péysmportant role in
rendering the changes shared by the company latvalk, especially when external
consultants are involved in or even guide the tuouad process.

o As Milite, a HR management expert, points outp‘fitanagement
can bring in turnaround professionals, and top ngeraent can let the
rest of the company know it backs the turnarouratess. But that may
not be enough to calm the fears of employees ...’sThdtere HR
comes in. Because of their unique place in the emyppHR people can
help or hinder turnaround efforts considerably ..eTHR department
can set the tone for the turnaround acceptance .mr@onication and
cooperation are the most important elements ofa@essful turnaround
effort. The HR department is the most qualifiecséove as a bridge
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between turnaround professionals and the rest @fctimpany’ (Milite,
1999).

It should be noticed that in Anglo-Saxon countrigbere the managerial labour
market is highly dynamic, distressed firms frequetirn to professionals named
turnaround specialists (Mackay, 1999; EditorialD@0Maurer, 2000). These are
managers which have considerable leadership shébgbility (the ability to listen
and modify views), the ability and courage to maépid decisions based on a
minimum of data and analysis, and a relevant egpeé at driving through change
in difficult times. The turnaround specialist isually appointed as CEO, but may
not start out in this position. In fact, turnarouspecialists sometimes work as
consultants while assessing the firm’s crisis situnaand then join the board.
Moreover, the turnaround specialist generally simg the company a team of
professionals whom he trusts.

3. Turnaround Actions and the Firm’s Equilibria

Once the new top management has entered the compams to assess the
causes of the crisis and then take action in otdeturnaround the firm’'s
performance. Consequently, a plan of action is e@givVeston, Siu and Brian,
2001). This should carefully evaluate the firm’seeaggths and weaknesses, as well
as environmental opportunities and threats, thpsesenting a useful guide for
developing decisions and policies. Once the planben set, the firm should stick
with it and continually monitor its performance ags it. However, plans are
subject to revision, both in anticipation and reacto internal and environmental
change. The product mix, for example, is continlyousviewed and modified on
the basis of external changes and new knowledgeiaserstanding.

In a turnaround situation the top management sholald major changes of three
different kinds, strategic, financial and organiazaal. The first concern the scope
of the firm’s activities, i.e. the firm’s businesseas and the way in which it
operates in them. Actions to be taken at this levay include, for example, sell-
offs or divestitures and acquisitions. The secoefirrto 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 senskisTincludes, for example, the
adoption of a functional structure in lieu of theultidivisional one and
downsizing.

The importance of taking action simultaneously astategic, financial and
organizational level may be connected to the cistance that firms which face
deep crisis need radical change, which in turn ireguhe firm to change as a
whole. In other words, radical change may not liecéfely implemented if it fails
to take into account all of the three faces of aitess dynamics, which are the
strategic, the financial and the organizational .oRarthermore, it should be
underlined that a firm’s survival and possible cetitfjve advantage is based on
the simultaneous and continuous achievement ofethlggpes of equilibria,
economic, financial and organizational (Cafferd@95a). Firms which are facing
a crisis generally need to restore all of the thegailibria and consequently to
pursue strategic, financial and organizational glean
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It has been claimed that turnaround situationsediffom normal conditions in
that the former require radical change, whereas ldtier do not. In normal
situations, in fact, firms should be characterizég dynamic stability
(Abrahamson, 2000). At its essence, this is a pad continual but relatively
small change efforts that involve the reconfigunatiof existing practices and
business models rather than the creation of neve.oRems, like individuals,
should continuously engage in sequential learnimg ia small adjustments and
improvements, which should be implemented at tijit intervals.

In order to perform a successful turnaround thengmagement should build a
cautiously balanced turnaround mix of actions & three kinds. In building the
aforementioned mix, it should take into accountittteractions existing among the
three kinds of actions. Furthermore, it should bafed out that the mix is to be
built both ex ante and ex post. Ex ante, to meetrbed of planning, with
consciousness and rationality, the actions whiemst® be able to grant the firm’s
survival. Ex post, to assess the degree of suanfeise different actions which
have been implemented.

After the turnaround mix has been planned, it lodsetimplemented. It has been
claimed that effective implementation depends noty oupon the new top
management’s capabilities, but also upon the efiicy with which the actions are
carried out. More in particular, it has been argtieat effective implementation of
radical change, such as a turnaround, is influermedhe quality of the firm’s
resources, processes and values (Christensen arddadly 2000). Resources relate
to the tangible and intangible endowment which abtt@rizes the firm. Processes
represent the patterns of interaction, coordinatmmmunication, and decision
making employees use to transform resources irddyats and services of greater
worth. Finally values, which sometimes carry anicgth connotation, are the
standards by which employees set priorities thablenthem to judge whether an
order is attractive or unattractive, whether a @or is more important or less
important, whether an idea for a new product isaative or marginal, and so on.

The relative importance of each kind of action esridepending upon the
concrete case, so it can cannot be argued thanaatf one kind are always more
or less important in comparison with actions of taeo kind (Bowman, Singh,
Useem and Bhadury, 1999). Regarding this issudy eamrporate turnaround
theorists claimed that strategic reorientationscargral to the recovery process at
many declining firms. However, subsequent empiriesglearch has reported that
successful turnarounds are primarily connectedutbhack actions that increase
efficiency, i.e. mostly financial and organizatibra&tions. It seems that the gap
between theory and empirical evidence has beemttgadosed by Barker 11l and
Duhaime, who discuss a model proposing that thengxof strategic change
initiated in a successful turnaround, and therefisreontribution to the success of
the process, varies systematically with a declirfing’s need and capability to
reorient its strategy (Barker Ill and Duhaime, 1997

Turnaround processes generally take place over g Iperiod of time
(Grudzinski, 2000).

o Consider, for example, Finmeccanica, the biggedianh company
operating in the defence and space industriesodktthe firm more
than three years (1997-2000) to reverse its poorfgomance and
achieve sustained profitability (Gatti, 2002). Dugi the same period
(late 1990s), many other Italian state-owned firnave gone through
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similar rejuvenating processes, in order to cre#tte conditions for
privatisation (Cafferata, 1995b).

Nevertheless, in some cases successful turnaronowggses seem to conclude
very quickly (Nelms, 2000). This is what has hapmuknfor example, to Qatar
Airways, which recovered in a few months. Turnamyrocesses, no matter if
they take a long or a short time, are always vemmicated and uncertain, and
should gain momentum at all times (Brenneman, 1998)

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

The final aspect on which we would like to draw attention is represented by
the fact that successful turnarounds seem to impinewal of the firm’s culture.
In fact, the effectiveness of the new leadershifieceve implementation of
turnaround actions (strategic, financial and orgatdonal), commitment,
enthusiasm and unity of intents of human resouatieseem to imply a renewal of
what Schein calls the ‘organization’s shared basgumptions’, i.e. organizational
culture (Schein, 1992). These assumptions peraing solutions experimented by
the firm over time for adaptation to the environinand internal integration.

This aspect should be looked at more closely. htiquéar, our aim is to discuss
the link between the establishment of a new ledderand the creation of a new
culture, as well as to shed light on the essenddeprocess of cultural renewal.
Our interpretation is represented in the followfiggire (Figure 1).

Figure 1: Cultural Renewal in Corporate Turnaround Processes

New
leadership
\ 4
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 lesttip in order to perform the
turnaround process has been previously discusskds ito be pointed out that this
key issue does not lead directly and immediatelst teew culture within the firm.
The establishment a new leadership can be expeatsttad, to imply the
introduction of a new ideology, i.e. a mixture oftful thinking and declarations

Edited by: ISTEI University of Milan-Bicocca ISSN: 1593-0319

90



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

of intents relating to the future of the firm. Aac$, the introduction of a new
ideology typically regards the short term.

Cultural renewal can only be expected to start ftbennew ideology, as it is not
an event, a discrete choice of the new leadertthkats place at a single point in
time. On the contrary, it is a complex process,cwliakes a long time to generate
a new culture. Furthermore, the contents of a md®ology stem from external
sources (Weick, 1995), whereas the ones of a ndwrelconsist in new collective
and successful experiences and arrangements wiggchade within the firm.

The process of cultural renewal takes place by si@dnnumerous and very
different actions, such as training, implementattdmew managerial approaches
and operating systems, etc. It goes far beyond¢bpe of our work to deepen the
different actions, their connections and impactsthis regard it is our intention to
point out four general aspects.

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

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

- social construction/production: cultural renewah dze seen as a result of
continued social interactions both within the fiemd between the firm and
its environment. Through these interactions oldisdoarrangements are
gradually modified or replaced. The production e@fwnsocial patterns is
itself guided and constrained by the new leaderahithe external context;

- totality: the process has to be guided relationahgt is with attention to the
multiple inteconnections existing among each padt articipant in the firm
and between the firm and its environment;

- contradiction: every social order, and thus everganization, contains
contradictions, ruptures, inconsistencies, andrgatibilities. On one hand,
these contradictions are to be used as leversathcal breaks with the old
shared assumptions. On the other, they should beotled in order not to
exacerbate conflicts among human resources or ys waich contain it;

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

The third aspect to be considered is that the pmoag cultural renewal,
considered as a whole, should consist in shiftingifa coercive type of culture to
an enabling one. Borrowing concepts from prior aesle on bureaucracy (Alder
and Borys, 1996), the aforementioned distinction b& traced as follows. A
coercive culture stifles creativity, fosters dissfaction and demotivates
employees, whereas an enabling culture providedeateguidance and clarifies
responsibilities, easing role stress and helpimyviduals 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 thjran enabling culture depends
on the characteristics — not the different degreesf the core features of the
bureaucratic form, i.e. workflow formalization, gpaization and hierarchy.
Consider, for example, formalization, i.e. writterules, procedures and
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instructions. An enabling logic is founded on therilautes of the type of
formalization which is adopted, not its differeneégiees. In an enabling logic,
formalization designs procedures that facilitatespomses to real work
contingencies. Procedures are not designed to ihighto superiors whether
subordinates’ actions are in compliance and dendtiom standard procedures is
not seen as suspect. Thus, formalization helpsidgoak to the organization
emerging problems and becomes an opportunity famieg and improvement.
Furthermore, enabling formalization provides humesources with visibility into
their work. It isn’t formulated as a list of flassertions of duties. Moreover, the
enabling approach to formalization provides hunesources with a wide range of
contextual information, designed to help them imtercreatively within the
organization and with its environment.

The last aspect relates to the fact that the psocesultural renewal should be
intended as a mechanism for governing the firméagifity, both internal and
external. The former concerns its internal funaign whereas the latter its
relationship with the environment. The aforesaaility derives from the fact that
the firm is undergoing a deep crisis. In particuldre distressed firm faces a
situation characterized by the fact that the systeronditions which enable its
survival and competitiveness are seriously dama§esmming from mainstream
theories of organization, these conditions may did t include differentiation,
structuring, integration, goal seeking and equiibr (Cafferata, 2003). The new
leaders should then govern the process in ordeestore the firm’s systemic
conditions, thus progressively reducing its fragiliThe process of cultural
renewal then consists in a process for governimgfittm’s fragility, it aims at
reducing such fragility by building a new, enablinglture which consents the
systemic conditions to be restored. Thus, the revapling culture represents a
fundamental organizational technology, and in mpowerful weapon for the firm
in competition.

Intending the process of cultural renewal as a mdan governing corporate
fragility appears to be central, as it may provide major benefits. A first benefit
may come to the new leaders, offering them powarfatives for initiating and
pursuing thoroughly cultural renewal in the turnard process. Which in turn may
strengthen the rational basis for the investmefihahcial resources in the process
of cultural renewal. In fact, in order for the n&eology to turn into a new culture,
it has to be confirmed by successful strategic @petating choices which require
investments for their implementation. A second fienmay come to those
responsible for selecting and developing actionsédtural renewal, in that it may
clarify the connections between certain actions thedfirm’s systemic conditions,
thus underlining the progressive fragility reduntio

o As an example of cultural renewal in a turnaroymdcess consider
the case of Pirelli, an Italian company engagedhi@ manufacturing of
tyres, energy cables and systems, and telecomscabi@ systems. In
the early 1990s, the CEO, Marco Tronchetti Provdras based the
cultural change on value-based management and arotighly
different communication patterns within the firm.ofdover, the
commitment of each top manager to the firm’s tuonad plan has
been managed as a personal contract: Pirelli mansgead their
personal assignments, their budgets and had to kkeep word by
following through on their promises (Sicca and 127@05).
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One last point appears to be important to underlines difficult to judge the
progress of cultural renewal. This circumstancealdeas to reflect on a further
aspect, which is represented by the difficulty oéiging the possibility of its
continuation if the leader that started it chandasother words, the process of
cultural renewal is delicate, and may be interrdpter example if the leader who
launched it is substituted during the turnarourawtess.

o Evidence of the aforementioned problem comes tremcase of
Poste Italiane, the Italian state-owned companycWiuffers postal and
financial services. In March 1998, a new CEO, Cdo&assera, was
called to guide a turnaround process. The orgammes situation at
the time was critical, given its inefficiency, ne@t losses and
transition from a public body to a state-owned camp By giving
concreteness to managerial autonomy, which is idddgficult in
public corporations (Cafferata, 1995b), Passeraigiesd a plan of
action to turnaround the company. In extreme syghePassera’s
intent was to focus not only on cost reduction, &ab and even more
on revenue growth. In order to pursue this intelp key issues
emerged from Passera’s plan. First, the strategieai of exploiting
Poste’s main strength, its widespread network, ftéerofinancial
services in competition with banks. This idea gatest immediate and
strong opposition by financial institutions (e.gergnhano, 1999a;
Vergnano, 1999b). Second, the need for culturakwe, which has
been pursued by investing heavily in building a newage and in
training hundred of thousands of employees to castacare and pride
to be a member of Poste. In this context, an ingmbntole was played
by the cooperation with trade unions. The new stygtcouldn’t be
fruitful without a cultural renewal.

The progress of the turnaround process is evidergRected in
Poste’s financial statements and the cultural resleis clear to all
Italian citizens. In May 2002, though, Passera naoelead a primary
Italian bank and a new CEO is now guiding Postédtee. It is hard to
judge the impact of this event on the ongoing mecef cultural
renewal at Poste. Will it continue? Will it stop?lMt regress?

The case of Poste Italiane rises a general questiibich is the impact of CEO
succession on an ongoing process of cultural reffe@ar argument then seems to
represent a direction for future research in tb&l§ of corporate culture and CEO

succession.

5. Conclusions

This paper has argued that successful corporataraunds depend upon the
replacement of the current top management andrectimbe taken simultaneously
at three different levels, strategic, financial anganizational. If the company fails
to establish a new leadership, it is likely thas tfact will have a major effect on
the outcome of the turnaround process. It seemsrtat to note, however, that
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the choice of the right leaders represents a vdficudt issue. The new top
management settlement is often followed by theawghent of employees at the
middle management level. The new actors shouldctefidy integrate with the
existing structure, so that the whole firm will papt the process of change.
Actions concerning strategic, financial and orgahanal issues should then be
planned, and effectively implemented. In fact, catlichange of distressed firms
seems to require the firm to change as a wholetHar words, it seems to require
the firm to change in a systemic way. What appéarse an important issue to
analyse is if systemic change could be implemeh&ddre the company’s crisis in
order to prevent it and avoid the need for turnadoactions.

Finally, it has been pointed out that successfuhdrounds seem to imply a
renewal of the organization’s shared basic assuwmgtii.e. the firm’s culture. To
this regard we argued that firm’s ideological charmgan be expected to result
directly and immediately from the establishmentaohew leadership, whereas
cultural renewal cannot. The latter process is aedtical process which takes
place over a long period of time and is aimed ategating an enabling culture.
Furthermore, this process of cultural renewal sthdy@l viewed as a mechanism for
governing the firm’s fragility. Thus, the most didlt task that the new leaders
face is not to initiate the turnaround process, tbuactually perform it guiding a
process of cultural renewal which progressivelyumss the firm’s fragility. At its
essence then, a successful process of corporatrdund can be seen as a process
of cultural renewal which consists in governingeefively the firm’s fragility, i.e.
in progressively reducing it. It appears to be @uthat the new leaders don't
ignore this process at first, that they don’t neglte guide it and finally that they
don’t fail it. Cultural renewal appears to be calcias well as complex and
uncertain. That’s why it makes the difference.
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