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Abstract 

The following thesis will examine, and utilize, an in-depth case study of a family 
business turnaround by a new change leader. Theory will be used to explore and 
extend existing models concerning family business, organizational crisis, turnaround, 
and leadership. A non-sequential model will be developed that looks into the past in 
order to understand the present and seek out strategies for the future. Interviews 
were conducted with the Senior Leadership Team (SLT) of the firm and will be 
analyzed and discussed in the subsequent sections along with a theoretical 
framework. These analyses will help the authors answer their research questions in 
order to fulfill the purpose and ultimately formulate a model.  
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1 Introduction 
 
The following chapter has been divided into six different sections; background (1.1), 
problem statement (1.2), purpose (1.3), research questions (1.4), and will conclude with the 
thesis deposition (1.5) and definition of key words (1.6). The following chapter will identify 
where the gaps in literature exist, how to satisfy them, and begin the discussion of an 
organizational crisis and turnaround strategies within a family business.  

 

 Background 
 

During all economic cycles, bullish or bearish, any and all companies are prey to external 
and internal hardships. This is the case for family owned businesses, SMEs (small and 
medium sized enterprises), and large multinational publically traded corporations. No 
organizations are exempt from the highs and lows of the business lifecycle (Burbank, 
2005). Failure to navigate downturns without adequate capital ultimately results in an 
organizational crisis. Subsequently, “The ultimate failure of the organization stems from a 
failure to successfully execute a turnaround,” and firm turnarounds occur on a continuous 
basis (Shepphard & Chowdhury, 2005, p. 240). 

The significance of SMEs in the international economy is a well-recognized topic in 
managerial literature. The OECD (Organization for Economic Co-operation and 
Development) conference talks about the importance of SMEs in the global and domestic 
(US) market. According to U.S. Census Bureau data (2012), of the 5.68 million employer 
firms in the United States in 2011, 97.7% of the businesses were SMEs. Most SMEs are 
family owned and operated, which makes the majority of U.S. firms family owned SMEs 
(Goffee, 1996).   

Regardless of an enterprise being family, privately (investors), or publically owned, internal 
and external factors demand continuous change. Little empirical attention has been 
afforded to the importance of top-management in turnaround situations (O'Kane and 
Cunningham, 2014). Top-management plays a critical role in the stability of a firm, whether 
it may be an ascent or descent (Cater & Schwab, 2008). A turnaround process usually 
occurs when a firm undergoes performance declines that lead to an organizational crisis. 
An organizational crisis results from either internal (i.e. weak-financial control, failure to 
update products, lack of investment in core competencies, etc.) or external (i.e. fall in 
demand, increased competition, industry trends, economic crises, etc.) factors that play an 
intertwining role in the life-cycle of a firm (Tikici, Omay, Derin, Seçkin & Cüreoğlu, 2011).  

In a family business turnaround process there is a need for leadership; these leaders can 
arise either internally within the firm (family succession) or externally (investors or 
consultants) and need to be experienced individuals (Barker & Duhaime, 1997). The 
leader’s critical role involves a great deal of sense making, or giving direction. The leader 
must create a firm-wide mutual understanding of where the enterprise needs/wants to go 
(vision) and how this can be accomplished (strategy). The leader acts as the most 
substantial character in a turnaround process. The leader must attempt to mediate 
resistance to change, through various strategies, in order to initiate a turnaround and bring 
a firm out of an organizational crisis.  
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There is a Japanese phrase that states that “the third generation ruins the house” which 
brings to light the significance of familial succession and the takeover of a family business 
by an external leader in times of organizational crises (Woolridge, 2015).  

 

 Problem Statement 
 

The overarching problem in the turnaround literature is a lack of theoretically based 
models. Most turnaround models tend to be sequential in nature, falsely believing that a 
turnaround is an orderly and chronological process (Barker & Duhaime, 1997). 

Originally, Pearce and Robbins (1993) introduced a two-stage sequential model that 
highlighted operations and strategic actions within a turnaround [Figure 1, p. 8]. This 
model has since been expanded upon by Trams, Ndofor and Sirmon (2013) in order to 
grasp the more complex issues of a turnaround. Despite these efforts, there is still little 
effort afforded to the top-management and the role of leaders in an organizational crisis 
turnaround situation. Pearce and Robbins (1993) also mentioned that turnaround literature 
commonly focuses on failures rather than success stories. 

A two-segment model for family business has been widely discussed in family business 
literature. This model included only the ‘family’ and ‘business’ segments. [Figure 1, p. 8]. 
Tagiuri and Davis (1982) further developed this model by introducing a third segment, 
‘ownership’ [Figure 2, p. 9].  Even as these models continue to develop in theory, there is 
still little integration between family business turnarounds, leadership, and organizational 
crisis. 

Family business literature discusses in great detail the aspect of succession, or “passing the 
baton” from one generation to another (Kesner & Sebora, 1994). This succession deals 
primarily within a family’s lineage and seizes to introduce non-family members. Cater and 
Schwab (2008) developed a three-prong family business turnaround model that discusses 
the relevance of external parties entering into a firm. Their study introduces the external 
party (consultants or experts) but does not incorporate external investors entering the firm 
(hostile) in times of an organizational crisis.   

Michael Porter (2008) states, “The reason why firms succeed or fail is perhaps the central 
question in strategy,” which is why understanding the family business turnaround process is 
essential to overcoming an organizational crisis. The governance literature fails to address 
the turnaround processes in an organizational crisis. Slatter (2011) argues that there is a lack 
of discussion concerning how exactly executive leadership is carried out in turnaround 
situations. There is no unity between family business, turnaround, leadership, and 
organizational crises literature, which is where this thesis will be focused.   

 

 Purpose 
 

The purpose of this thesis is to explore the challenges a new change leader faces upon 
entrance into a family business during an organizational crisis, how these challenges are 
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overcome, and what strategies are employed to lead the turnaround of a firm out of an 
organizational crisis. 

A non-sequential theoretically based model will be developed that will depict the intricacies 
involved with overcoming challenges and leading turnaround change initiatives. In order to 
develop a theoretically based model the authors will analyze an in-depth case of a family 
owned commercial laundry firm.  

 

 Research Questions  
 

In order to identify and fill the gaps in literature, three research questions will be raised:   
 

1. What challenges do new change leaders face upon entrance into a family business 
firm that is experiencing an organizational crisis?  
 

2. What approaches do new change leaders utilize in order to overcome resistance to 
change? 
 

3. What strategies do new change leaders employ in order to successfully lead a 
turnaround strategy of a firm during an organizational crisis?  

 

 Thesis Deposition 
 

1) Introduction 

The first section introduces the background for the thesis. A theoretical background is 
therefore created in order to discuss the relevance of the particular research area within the 
context of family business, turnaround, leadership, and organizational crisis literature. Gaps 
in literature are identified and the purpose for the thesis is outlined. Subsequently, research 
questions are formulated in order to highlight the key components of the thesis.  

2) Frame of Reference 

The frame of reference portion of the thesis details the existing literature within SME, 
family business, turnaround, leadership, and organizational crisis. There will be an in-depth 
discussion of the relevant models and theories within each one of these aforementioned 
segments.  

3) Methodology  

The chosen methods utilized in order to fit the scope of the research will be identified and 
explained. The research strategy and design will be presented in order to highlight certain 
positive and negative aspects related to each chosen alternative. Moreover, the authors will 
introduce and analyze the data collection techniques employed in the thesis. To ensure 
validity and reliability within the thesis, the authors will discuss potential ethical dilemmas. 
The chapter concludes with the limitations related to the chosen methods.  
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4) Empirical Study 

This chapter begins with the introduction of the case study being explored in the thesis. 
Empirical findings from interviews, observations, as well as secondary data will be utilized 
in order to develop a model in the subsequent chapter. 

5) Analysis 

The analysis will compare the empirical data with the existing models in the frame of 
reference chapter in order to expand and further develop a model that encompasses family 
business, turnarounds, leadership change, and organizational crisis.  

6) Conclusion 

The authors will summarize the previous chapters and discuss the relevance of their 
findings and lay a foundation for future research.  

 

 Definitions of Key Words 
 

The following subsection will define the key words in order to fit to the purpose of the 
thesis.  

 

1.6.1 SMEs 
 

A definition for SMEs varies depending upon the geographical region, industry of 
operation, as well as the size of the economy within that region. There is no universal 
definition for a SME as these all vary in size and scope.  

There are two different criterions for a SME, which are quantitative or qualitative. SMEs 
are accordingly subdivided into micro, small, or medium-sized categories (See Table 1, p. 
4). A small enterprise is categorized by having 10 to 49 employees with a turnover of 10 to 
49 million USD while a medium enterprise has 50 to 250 employees with a turnover in 
excess of 50 million USD. (Lukács, 2005).  

The qualitative criterions for SMEs consider leadership and management, the structure of 
the organization, finance and accounting, human resources, sales, and R&D (Pfohl, 2006).   

Table 1: SME definition 

 
Source: adopted by U.S. International Trade Commission (2010) 
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Utilizing the table above [Table 1, p. 4], this thesis will employ a definition that a SME is a 
firm with 10 to 250 employees with a turnover exceeding 50 million USD yearly or a 
balance sheet total exceeding 43 million USD yearly. SME’s make up over 50% of the U.S. 
working population and have generated over 65% of the net new jobs since 1995 (Forbes, 
2013). SMEs comprise the majority of the international marketplace and tend to be family 
owned and operated.  

 

1.6.2 Family Business 

 

Similar to SMEs, there has been much debate in the literature towards a universal definition 
of a family business. In fact, “from 1989 to 1999, a minimum of 44 different definitions 
have been adopted,” (Lindow, 2013, p. 9) which is why confusion exists in the literature. 

A primitive definition of a family business states that a family “firm will be passed on to 
[the] family’s next generation to manage and control,” as the primary elements necessary 
for an enterprise to be considered family-owned (Ward, 1987, p. 252). McConaughy, 
Matthews and Fialko (2001) state that if a firm’s CEO is either the founder or a member of 
the founder’s family then a firm is to be considered family owned. Definitions have 
accelerated as family business research has become more extensive. 

This thesis will define a family business utilizing three key points, family influence, 
management, and ownership. The definition is as follows; a family business has at least 
30% of ownership within the family, there are multiple-generations involved in the 
management of the firm, and there is a dependency upon the firm for financial support for 
the family members (Lindow, 2013; Barth, et al., 2005).  

 

1.6.3 New Change Leader 

 

This thesis will define leadership as the willingness, and ability, of an individual to enter a 
situation (crisis), take calculated risks towards resolving the crisis, and as someone who 
focuses on results. The key word is results, a leader must focus on creating change and 
ultimately establishing benchmarks to track the results that arise from those changes. 

A new leader, in the context of this thesis, will be considered an individual with prior 
experience entering a family firm in which he/she has no emotional ties and develops 
strategies to overcome resistance and lead a turnaround initiative.  

The authors will also consider a change agent leader. A change agent leader is a credible, 
transparent, adaptable, and communicable individual who takes intelligent-risks, through 
mutual support, in order to guide the firm’s purpose and vision. Through the development 
of human capital (HC), or knowledge management, a change agent can sustain, or 
reconstruct, the organizational culture, and relieve the organizational crisis (Ireland, Duane 
& Hitt, 2005; Bartlett & Goshal, 2002).  
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1.6.4 Organizational Crisis 

 

Organizational crises arise through certain phases, namely emergence, identification, 
healing, and resolution, and may or may not be anticipated (Bartlett & Goshal, 2002; Yukl, 
2010). A successful leader faces the true causes and takes actions to suppress those causes. 
These actions are immediate and should include a number of crisis management tactics. 
The crisis resolution arises through restructuring and reengineering the firm in order to 
reach a company renewal (Dubrovski, 2007).  

This thesis will consider an organizational crisis as the failure of top-management to align 
and adapt the internal organizational structures with the external factors. Thrams, Ndofor 
and Sirmon (2013) developed a model that discusses the causes of a decline, the response 
factors employed throughout the firm, and the overall outcomes of a turnaround initiative.  
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2 Frame of Reference  
 

The following chapter will begin with a brief discussion of family business and the relevant 
models within family business literature. Certain challenges a new change leader faces when 
entering a family firm will also be mentioned (2.1). Subsequently, it will move into a 
literature analysis of organizational crisis and the relevant models within organizational 
crisis literature (2.2). The following section (2.3) will develop an understanding of the 
turnaround literature and the relevant models. The chapter will conclude with a detailed 
discussion of the existing leadership literature and theory to highlight the struggles leader’s 
face in turnaround situations during an organizational crisis within a family business (2.4).   

 

 Family Business 
 

The following section will begin by discussing the relevance of family businesses in the 
domestic (U.S.) and international marketplace (2.1.1). Subsequently, a literature analysis of 
family business definitions will be discussed (2.1.2). The section will conclude with a family 
business model analysis (2.1.3).  

 

2.1.1 Relevance of Family Businesses  
 

Family businesses are amongst the largest and most successful businesses in the world and 
comprise roughly 96% of the total operating firms, with a 40% share of GDP (gross 
domestic product), and 60% of the workforce involvement within the U.S. marketplace 
(Lindow, 2013) [Table 2, p. 7]. 

Within the global market “the proportion of all worldwide business enterprises that are 
owned or managed by families [are] between 65 and 80 percent.” (Gersick, Davis, 
Hamptom, & Lansberg, 1997, p. 2). The topic of family business is a universal discussion 
that concerns a majority of the international and domestic (U.S.) workforce and GDP.  

Table 2: Relevance of Family Firms in Selected Countries 

 
Source: adopted by Lindow (2013) 

Historical data indicates that fewer than 30% of family businesses pass to the second 
generation. Not surprisingly, only 12% of family businesses pass to the third generation 
and only a mere 3% pass into the fourth and beyond (Woolridge, 2015). This happens for 
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numerous reasons; such as the sale of the firm, bankruptcy, M&As (merger and 
acquisitions), as well as takeovers from external investors and/or banks in times of 
organizational crises.  

 

2.1.2 Definition of Family Business 

 

Recent literature has focused on the debate of categorical and continuous classifications for 
family businesses. This debate differentiates family and non-family firms based on an 
ownership cut-off. Donckels and Fröhlich (1991) mentioned that a 60% share of 
ownership is required for a firm to be considered a family enterprise whereas La Porta, 
Lopez-de-Silanes and Shleifer (1999) consider 20% sufficient enough. Barth, Gulbrandsen 
and Schønea (2005) state that a minimum of 33% of ownership must be retained by family 
members in order for a firm to be family owned.  

In truth, there are original legal documents, bylaws, which are created at the birth of a firm 
that dictate the ownership rights. The percentages of ownership required for absolute and 
effective control vary from firm to firm. In LLC’s (limited liability company) these are 
called operating agreements which outline the purpose of the firm, the members and 
interests as well as the duties, rights, and powers of the managing members (Scheid, 2011). 

Some authors state that family businesses are closely held organizations in which multiple 
generations and/or a number of family members serve as employees and are dependent 
upon the business for financial support. Here, equity interests alone do not classify a 
company as such (Brooks, 2002). The important factor is the influence that a family has on 
the business and vice versa (Lindow, 2013).  

The Boston Consulting Group developed a definition that comprises two elements: family 
shares of the company and the ability to influence important decisions (choice of chairman 
or CEO); and the transition from one generation to the next (Wooldridge, 2015).  

 

2.1.3 Model Analysis 

 

The original model [Figure 1, p. 8] discussed by several authors, was concerned with only 
two social systems, family and business. These systems can influence one other, can overlap 
and interact, or can act completely interpedently from one another (McCollom, 1988). 
They were separated, yet joined, and it appeared convoluted as it lacked a key element.  

Figure 1: Two-circle model 

 

Source: adopted by Lindow (2013)  
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Tigurius and Davis (1982) expanded upon those thoughts and introduced a third 
dimension, ownership [Figure 2, p. 9]. This newly developed model focused on the 
previously neglected problem of ownership and how that can hinder the operations of 
family firms. Ownership can be held by external or internal individuals/firms. These parties 
attempt to incorporate differing managerial, political, and social systems into a family 
business and disrupt the power processes (Gersick, et al., 1997). The financial outcomes of 
such power influences can be profitable or not. 

This three-circle-model of family, business, and ownership, creates a snapshot of any family 
business at any particular time. Due to that, it is a valuable asset towards understanding the 
organization itself (Gersick, et al., 1997). Each of the segments has their own norms, 
values, structures, and rules that differ within each organization.  

An individual within a family firm can occupy any and all of these segments simultaneously. 
These positions can be altered at any time through volatility, economic decline (external), 
or individual incompetence (internal). A problem may arise when an individual occupies 
two or more segments at once and lacks the specific knowledge required to perform the 
essential tasks within those segments, leading to an organizational crisis. 

Figure 2: Three-circle model by Tagiuri and Davis (1982) 

 

Source: adopted by Gersick, et. al, (1997) 

For example, the individual can occupy the family and business segment without any 
ownership, or vice versa. Here, the individual must fulfill different obligations while 
retaining a foothold in certain segments (Carsrud & Brännback, 2012). The problem lies 
between the professional and personal nature of the individual. A business exists to make 
money while a family exists to reproduce. The individual must find a balance between the 
segments in order to be successful, or resign from a segment where he/she is incapable of 
being successful.  

That is not to say that there haven’t been successful individuals who have occupied all 
three segments simultaneously and led companies to economic prosperity. Take for 
instance Wal-Mart (the largest retailer in the world), Toyota, and Samsung Electronics, 
which are all family owned firms with individuals occupying all three segments 
concurrently (World’s largest 250 family businesses, 2004). Three widely agreed upon 
dimensions will help ease the discussion between the concepts of family, business, and 
ownership within an organization, which will be detailed below.  

Astrachan, Klein and Smyrnios (2002) as well as Klein, Astrachan and Smyrnios (2005) 
introduce three key dimensions, which can be viewed as challenges for a change leader and 
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they are; i) the Power Dimension, ii)  Experience Dimension, iii) and Culture Dimension. Each of 
these dimensions have subcategories, as explored below.  

Three Key Dimensions 

i) Power Dimension: consists of ownership, management, and supervision. This 
dimension gives the decision-making authority and control to the individuals in 
power. These individuals then influence the business for their own best interest 
(i.e. strategies, vision, etc.) (Klein, et al., 2005). 
 

ii) Experience Dimension: contains the subcategories of generational and family 
involvement. As noted in 2.1.2, an important component of family firms is the 
succession from generation to generation. There is a serious need to develop 
the knowledge within generations in order to successfully retain family control. 
This knowledge creation leads to the next dimension, which is culture (Klein, et 
al., 2005).  
 

iii) Culture Dimension: is comprised of family and business values. The family shapes 
the firm’s culture through generational succession and seeks to retain familial 
values (Zahra, Hayton, Neubaum, Dibrell & Craig, 2008). 
 
a. Duality: A duality arises as the family creates, or extends upon, their culture 

in order to maintain family equilibrium; while still exploiting changing 
business systems in order to ensure survival (Leach & Bogod, 1999). This 
duality can often lead to economic, political, and social pressures for the 
individuals who take over a family business. These family members must 
abide by the familial rules and norms, while constantly seeking out 
innovation that may render previous customs insignificant (Kenyon-
Rouvinez & Ward, 2004). 
 

b. Cultural Artifacts: These are the myths, sagas, language systems, physical 
attributes and use of space that are engrained within a firm. It is necessary 
for a new leader to break down the barriers that cultural artifacts present in 
order to initiate a turnaround (Higgins & Mcallaster, 2010).  
 

The following case about Salomon Brothers depicts a situation in which a leader, Warren 
Buffet, entered a firm and deployed certain tactics in order to eradicate the existing cultural 
artifacts: Salomon Brothers, a Wall Street investment banking firm, submitted illegal bids 
for government securities in the early 1990s. This led to public outcry and serious litigation. 
Warren Buffett, whom had previously invested $700mm, assumed the position of chairman 
following John Gutfreund’s resignation. The underlying issue that Buffet faced was the 
deeply instilled cultural artifacts that remained from the Gutfreund era. The un-ethical 
culture that had been engrained with the Salomon Brothers employees was one of, “One 
hand, one million dollars, no tears,” which meant make money, without hesitation, or 
consideration (Lewis, 1998; Sims & Brinkmann, 2002). It is necessary for a new leader 
entering a firm to focus on the underlying causes of an organizational crisis. In doing so 
they can reverse the negative situation.  
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 Organizational Crisis 
 

This section will discuss the existing organizational crisis literature in order to define an 
organizational crisis (2.2.1) by highlighting the external and internal factors that are 
associated with an organizational crisis. The section will conclude with an analysis of the 
relevant organizational crisis model and the theories involved with turnarounds of a firm in 
a crisis situation (2.2.2).  

 

2.2.1 Organizational Crisis Definition 
 

It is inevitable in the business life cycle to have times of decline. These declines can lead to 
organizational crises that result in a firm losing their competitive edge. The causes of 
decline can be external threats to the organization as well as internal threats to the 
organization. To safeguard against a decline, organizations and leaders must monitor the 
external (shift in customer preference or frequent labor unrest) and internal (lack of vision 
and explicit direction for future, regular plant breakdowns, etc.) factors. An organizational 
crisis can be seen as a short-term, unwanted, and unfavorable situation in which the 
company enters a critical state due to internal and external factors (Dubrovski, 2007). 
When organizations fail to align and adapt to the environment, an organizational crisis may 
occur (Raina, Chanda, Mehta & Maheshwari, 2003). When the top-management team 
(TMT) of a firm is unable to respond to these external threats, declines are as inevitable as 
deaths and taxes (Fink, 1986).  

The ‘one-man rule’ is seen as one of the most common reasons for an organization to 
decline and reach a crisis situation. These individualistic firms are blind to differing 
perspectives as the company culture does not foster debate. Most often a ‘one-man’ 
approach leads to an organizational crisis, which will result in one of three ways: the firm 
being sold, closed, or revived without a change of ownership (Raina, et al., 2003).  

The internal forces that lead to an organizational crisis can be more fatal than the external 
factors. For instance, incompetence of the TMT can lead to an uncompetitive position 
within the marketplace through neglected financial systems. When a firm has inefficient 
information systems or over-expensive products, an organizational decline may be 
triggered (Dubrovski, 2004). The internal factors deal primarily with resources, and human 
resources are the most valuable asset of an organization. The organizational factors (HC 
knowledge, successions, past performance, etc.) along with psychological factors 
(managerial perception) connectively lead to an organizational crisis (Mellahi & Wilkinson, 
2004). When the TMT does not recognize the causes of an organizational decline, in a 
neutral and unbiased manner, the firm is destined for a crisis. An analysis of the past 
performance resulting in an organizational crisis will allow a third-party leader (consultant, 
owner, debtor, investor, etc.) to enter into the firm and lead the turnaround process.  

Wetzel & Johnson (1989) consider five determining factors that lead to an organizational 
crisis. An organizational crises occurs through a reduction of the organizational dimensions 
(Mone, McKinley, & Barker, 1998), internal stagnation (Whetten, 1980), a lack of efficiency 
in aligning the internal structures with the external environment (Greenlagh, 1983), and as 
an unavoidable phase in all organization’s business life cycle (Miller & Friesen, 1984). 
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Organizational declines occur for numerous reasons and should be mitigated instead of 
neglected. There is a beneficial model that discusses organizational declines and 
turnarounds initiatives.  

 

2.2.2 Model Analysis  

 

The four-stage organizational decline and turnaround model is based on quantitative 
research in eight journals dealing with decline and turnaround. This model explores rich 
resource-based actions as well as external and internal factors, managerial cognition, strategic 
leadership, stakeholder management, as well as strategic and operational actions. These actions 
eventually lead to particular outcomes, positive or negative (Thrams, Ndofor & Sirmon, 
2013).  

The model [Figure 3, p. 12] is comprised of four stages: i) causes of decline, ii) response factors, 
iii) firm actions, and iv) outcomes. These stages will be discussed in detail below.  

Figure 3 – Organizational Decline and Turnaround Model 

 

Source: adopted by Thrams, Ndofor, and Sirmon (2013) 

 

The first stage, causes of decline, discusses how external (environmental jolts, technological 
developments, and industry declines) and internal (firm structure, resources, and 
management) forces can lead to a decline (Short, Ketchen, Palmer, & Hult, 2007; Porter, 
1980). The best leaders adapt and align their previous experiences and expertise with the 
turnaround firm in order to efficiently manage resources during the turnaround process. 
Organizational theory explores organizational designs and structures and how these relate 
and react with the external environment (Hannan & Freeman, 1989; Sutton, 1997). Once 
these external and internal factors have been recognized, there is a need to act. 

Stage two, response factors, deals with managerial cognition, strategic leadership, and 
stakeholder management. Managerial cognition focuses on how the TMT perceives, 
attributes, and recognizes the factors that have caused a decline (Morrow, Johnson & 
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Busenitz, 2007). The TMT assesses the severity of the decline and should act accordingly 
(Sudarsanam & Lai, 2001). Strategic leadership deals with the effects the CEO, TMT, as 
well as the BOD have in a turnaround process. There is a discussion of the firm and 
individual risks associated with an organizational crisis and the failure to act during a 
decline (D’ Aveni, 1990).  

It is hard to assess how the TMTs and BODs actually steer the firm through a turnaround 
process, which lies at the heart of turnaround strategy. Stakeholder management states that 
stakeholders (owners, creditors, investors, customers, etc.) possess the needed capital to 
steer a turnaround and therefore control the flow of resources into the firm. This financial 
power threatens a firm’s survival since creditors wield considerable power over the 
decision-making process of distressed firms (Bruton, Ahlstrom & Wan, 2003). High 
bargaining power of buyers can lead to industry trends that demand price reduction 
throughout the market-place (Porter, 1980). A leader must respond to these factors with 
certain actions. 

Firm actions, the third stage, is comprised of two categories, strategic and operational 
actions. Strategic actions are used when entering new markets, acquiring new resources in 
order to re-position products, as well as down-scoping. Operational actions involve asset 
and cost retrenchment. Retrenchment is a response to the depth of the decline rather than 
to the causes of decline (Barker & Duhaime, 1997). Firms that engage in retrenchment 
(asset or cost) experience a reduction in industry and firm–specific HC, as well as industry-
specific social capital. HC is the most valuable resource within a firm. These reductions in 
capital can drastically increase the failure rate of declining firms and lead to particular 
outcomes (Pennings, Lee, & van Witteloostuijn, 1998).  

The fourth and final stage in the sequential model is outcomes. There lies an issue with how 
to define a successful turnaround as well as how to operationalize performance 
turnarounds. Pearce and Robbins (1993) discuss three possible outcomes of a turnaround 
process: recovery, moderate recovery, or liquidation. Positive outcomes can lead to M&As 
where assets are sold at a premium due to a sharp-bend recovery. In negative situations, a 
leader may voluntarily (or in-voluntarily) file a Chapter 7 or 11 bankruptcy in order to 
relieve temporal stress and reorganize the firm. Negative outcomes can also include a firm 
failure or liquidation (Thrams, Ndofor & Sirmon, 2013). The outcomes of a turnaround 
process are direct results of the firm’s response to an organizational decline. 

Overall, the model discusses the causes of a firms decline but does little investigation 
towards the consequences of a failed turnaround. There also should be a further analysis of 
the nature of the interdependences between retrenchment and strategic actions. The model 
remains sequential in nature and lacks a discussion of external parties entering the firm in a 
hostile manner in order to reverse a crisis situation. The model mentions stakeholder 
management but does not extensively examine the effects that internal and external 
stakeholders have during turnaround initiatives. The type of ownership (family or 
institutional) plays a key role in turnaround processes and needs to be further examined. 
O’Kane and Cunningham (2014) further expand upon the organizational decline and 
turnaround model by introducing leadership tensions.  
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 Turnaround strategies 
 

This section will review the literature on turnaround strategies and define a turnaround 
(2.3.1). There will then be a detailed discussion of the relevant model that has been 
developed in turnaround and family business literature (2.3.2).  

 

2.3.1 Turnaround Definitions 
 

In 2010 roughly half (49.8%) of the firms in the S&P (Standard & Poor’s) 500 Index 
experienced more than three years of decline within a five year time period. The S&P 500 
Index relates to the 500 largest companies in the publicly traded (NYSE – New York Stock 
Exchange) market in the U.S.  

Even fast-growth industry firms (software and technology) experience declines. For 
instance, during the boom period of 1990-1996 approximately 15% of the firms 
experienced organizational declines at some point (Ndofor, Vanevenhoven & Barker, 
2013).  

Turnaround situations can occur in times of economic and political decline (external), 
internal deficiencies, or a combination of them both. The important aspect of a turnaround 
is the ability of the firm/leader to end the organizational crisis. (Dess & Beard, 1984; 
Sheppard & Chowdhury, 2005; Barker & Duhaime, 1997). There are significant time 
pressures and scarcity of resources that threaten a firm. The inability of a firm, or leader, to 
recognize these threats creates a “corporate sickness.” This sickness can lead to an 
organizational crisis that may be fatal as the constituents are unaware of the underlying 
causes that threaten the firm (Ayiecha & Katuse, 2014).  

Organizations enter a crisis position when they fail to anticipate, recognize, and adapt their 
organization with internal and external hardships (Tikici, et al., 2011). In response to a 
performance decline, operating and/or strategic changes are implemented as a means to 
initiate a turnaround (O’Kane & Cunningham, 2014). 

In the article by Dalton and Kessner (1987), the authors mentioned that Hofer (1980) 
states that strategic turnarounds involve two alternatives; 1) compete in a new manner 
within the existing market, 2) or enter into a new business segment altogether. Strategic 
actions aim at long-term financial gains after a firm has experienced a decline. These 
actions can be resource consolidation, or acquisition, in order to create new products 
and/or enter new markets (Morrow, Johnson & Busenitz, 2007).  

Operating turnaround strategies, commonly experienced in the early stages of a 
turnaround, are consequential and directive decisions targeted at enhancing an enterprise’s 
ability to end a threat in order to bolster a performance recovery (Tikici, et al., 2011). 
Operational strategies involve asset retrenchment and cost retrenchment. The severity of a 
decline influences whether cost retrenchment (increased efficiency) or asset retrenchment 
(divestment) is needed.  

According to Zimmerman (1986), a turnaround strategy can be defined as a process in 
which firms seek to reverse the organizational decline and increase business performance. 
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A turnaround process is multifaceted and demands the combination of organizational 
(internal) and environmental or technological (external) factors (Zimmerman, 1986).  
 
This thesis will define a turnaround as such; the financial recovery of a firm experiencing 
an organizational crisis due to the top-managements failure to recognize internal and 
external threats. The turnaround process commences once a new leader acknowledges the 
firm’s short-comings and initiates certain strategies aimed at reversing the organizational 
crisis.  
 
The following subsection will discuss the relevant model within turnaround literature.  
 

2.3.2 Model Analysis  

 

Pearce and Robbins (1993) as well as Bibeault (1999) were amongst the first authors 
attempting to conceptualize the turnaround process. Pearce and Robbins (1993) originally 
proposed a two-stage model of a turnaround which highlighted the contingencies related to 
operating actions (retrenchment) and strategic actions. Retrenchment actions focus on cost 
and/or asset reductions while strategic actions encompass the activities a firm takes to 
launch adjustment or adaptation strategies within the domain it competes in (Barker & 
Duhaime, 1997). The interdependence between retrenchment and strategic actions is 
hindered in this model as there are missing factors. The first stage, decline will be discussed 
below. 

External and internal factors cause an organizational decline and therefore determine which 
strategies a firm should employ. The objective and desired result of the decline period is to 
alleviate the organizational crisis (Barker & Duhaime, 1997). Declines resulting from 
retrenchment inefficiencies (operating issues) usually require operational actions, such as 
downsizing, in a turnaround recovery. Strategic problems require strategic actions (new 
product development) in turnaround situations. Once a leader has recognized the factors 
that cause a decline, certain strategies are employed towards reversing the situation, 
referred to as decline stemming.  

The decline stemming strategies consider the severity of the decline, the size of the firm, 
and the abundance of resources. Severe declines tend to require decisive asset 
retrenchment actions (Pearce & Robbins, 1993). The leader will employ decline stemming 
tactics in-line with the current situation within the firm.   

Pearce and Robbin’s (1993) model, albeit influential, has been criticized for its narrow 
scope and its deterministic nature. Barker and Mone (1994) argued that retrenchment is not 
always indispensable to the turnaround process, while Arogyaswamy, Barker, and Yasai-
Ardekani (1995) suggest that turnarounds do not always commence with retrenchment and 
end with strategic actions. Pearce and Robbins (1993) are amongst the first authors to 
develop a model that explores turnaround situations. This model has since been expanded 
upon in order to grasp the complexities involved in a family business turnaround. 

Cater and Schwab (2008) developed a family business turnaround model from Pearce and 
Robbins (1993) two-stage turnaround model. The family business model [Figure 4, p. 16] 
commences with an organizational crisis. This leads to a firm’s decline and the need for 
turnaround strategies. There are eight family firm characteristics examined that affect 
turnaround strategies during an organizational crisis, as noted below.   
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Stage 1 of the model encompasses three components: i) top-management changes, ii) external 
advice/expertise, and iii) retrenchment. Stage 2 deals with firm specific organizational changes 
related to products, operations, marketing, and HR. A key organizational function that 
Cater and Schwab (2008) do not mention is the financial department, which is the primacy 
of turnaround strategies. The model concludes that turnaround strategies end either in an 
organizational recovery or failure.  

Cater and Schwab’s (2008) theoretical focus aims at identifying the nature of a family 
business and how certain characteristics can inhibit the desire, and ability, of the firm to 
procure external expertise. 

 

Figure 4: Family Business Turnaround Model 

 

Source: adopted by Cater and Schwab (2008) 

 

As an organizational crisis occurs, certain strategies must be employed in order to 
overcome specific challenges. Stage 1 discusses the need for i) top-management changes, ii) 
external advice/expertise, iii) and retrenchment. These three strategies are detailed below.  

Top-Management Change: Involves the reorganization of the hierarchal structure within a 
firm. There are four key factors that inhibit a successful top-management change within a 
family business in times of organizational crisis.  

A turnaround leader must break down the barriers, or challenges, of (1) strong ties to family 
business that are in place as a means to promote economic, social, and cultural changes 
within the firm (Bjuggren & Sund, 2001; Dyer, 1986). During a top-management change, 
(2) replacement candidates must be chosen. Certain families have a limited pool of individuals 
to select from, and these candidates may lack the skills and knowledge necessary to carry 
out a turnaround process (Birley, 2002). With (3) informal management systems arises the 
problem of (4) consensus orientation (Amason, 1996). Generational succession within the firm 
instills certain cultural norms and values that may inhibit turnarounds during an 
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organizational crisis. The leader must gain consensus with the employees and act within 
his/her discretion during an organizational crisis in order to minimize financial risks 
(MacKenzie, 2002). 

External Advice and Expertise: In times of an organizational crisis, certain industry experts 
may be called upon in order to guide a turnaround strategy. These agents are inhibited by a 
families (5) internal orientation which stems from a reluctance to abandon the heritage within 
a family firm by employing non-family members (Jensen, 2003).  There can be a need to (6) 
integrate non-family employees into the firm in order to minimize the extent of the crisis as 
family members may lack the expertise needed in turnaround situations (Mitchell, Morse & 
Sharm, 2003). 

Retrenchment: Operational actions consist of cost and asset retrenchment and are 
employed as a means to enhance a firm’s ability to end a threat and see economic gains. 
Certain family members rely on the family business as their primary income stream, which 
leads to (7) altruistic motives within the family to implement retrenchment strategies during 
an organizational crisis and uphold a (8) long-term goal orientation (Gersick, et al., 1997; Covin, 
1994). The leader must create a sense of urgency within the firm when carrying out a 
turnaround.  

Stage 2 involves the specific organizational change strategies implemented within certain 
functions of the firm. There are function specific strategies that are influential for 
restructuring, or remodeling, certain divisions within a firm. The model by Cater and 
Schwab (2008) neglects the most important function within a turnaround process, the 
financial department.  

Overall, the study done by Cater and Schwab (2008) raises the question of family members 
combined effort towards reaching a desire outcome: firm recovery. The stage-based family 
business model lacks the ability to discuss or evaluate the overall performance effects of 
these turnaround strategies. Most literature on turnarounds focuses primarily on failed 
attempts and therefore should extend to include successful turnaround strategies as well.  

The major limitation with the study by Cater and Schwab (2008) was their inability to 
recognize the external third party as an investor. An investor has a financial commitment 
(equity) within a firm, and depending upon their ownership percentage, can lead a 
turnaround without having to reach a consensus with the family members. The external 
investor can demote, or fire, family members while simultaneously replacing them with 
colleagues or other specialists. The study also neglects to initiate a discussion towards the 
lack of HC. In dire times, external advice or expertise may be mandatory as the first order 
of business in an organizational crisis.  

It is the duty of the individual leader in charge to manage each situation as a unique case 
that requires specific strategic decision-making.   

 

 Leadership 
 

The following section will begin by examining the debate towards defining leadership 
(2.4.1) and change-agent leadership (2.4.2). Subsequently, the discussion of why people 
resist change as well as the approaches a leader employs to overcome resistance (2.4.3). The 
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chapter will conclude with an analysis and critique of the relevant leadership turnaround 
model (2.4.4).  

 

2.4.1 Leadership Definition 

 

The common denominators within leadership literature are ‘followers’. One cannot lead 
without followers. That being said, Grint (2010) has identified four different lenses that 
have been used to define leadership.  

The four different lenses to analyze a leader are; i) person, ii) process, iii) positional, and iv) 
results as described below (Grint, 2010).  

Leadership authors have taken numerous different approaches towards defining 
‘leadership’. Certain authors relate leadership to the individual person and claim that who 
they are and how they act makes them a leader (Grint, 2010). The individual person cannot 
be analyzed apart from their followers.  

The process approach refers to the specific style a leader adopts when making sense of 
contradictory and undigested information. The leader must translate such information, in 
an understandable manner, to the employees of the firm in order to give direction (Weick, 
2001). Here, one should focus on what leaders ‘do’ rather than focusing on what leaders 
‘have’ in order to understand why they are successful or not in turnaround strategies during 
organizational crises (Grint, 2010).  

A positional approach to leadership considers that the actions taken by those in positions of 
power and authority define leadership. The positional approach, adopted from Weber and 
Dahl, state that leadership involves the ability of an individual to get someone to engage in 
activities that they otherwise wouldn’t (Grint, 2010).  

The type of person a leader is, what processes they employ, and where they are positioned 
in a hierarchal structure can aid academics towards understanding the complexities 
involved in resolving an organizational crisis. The most critical approach to leadership deals 
with the actual results accomplished by a leader. 

The fourth approach, results, defines leadership as the ability to engage a group in order to 
achieve a vision or purpose. Without results the purpose of leadership lacks substantial 
support. One can view leadership as the distinction between means and ends. The ends are 
constructed by the leader and can be created in a coerced or participative environment 
(Kotter & Schlesinger, 1979).  

These four approaches to leadership should be considered when trying to understand what 
leadership truly is. Lisa Cash Hanson, the CEO of Snuggwugg (a baby diaper firm), states 
that, “leadership is the ability to guide others without force into a direction or decision that 
leaves them still feeling empowered and accomplished,” while Katie Easlye, the founder of 
Kate Ryan Design (an event planning firm), believes leadership to be the ability to, “step 
out of [ones] comfort zone and take risks to create rewards” (Helmrich, 2015). Each 
individual situation requires different types of leaders and strategies (Helmrich, 2015). 
There are in fact, many different types of leaders presented in extant leadership literature.  
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The authors will discuss two relevant types of leaders; the i) authentic leader, ii) and new-genre 
leader below (Avolio, Walumbwa & Weber, 2009). It must be understood that the four 
aforementioned approaches, person, process, position, and results, relate uniquely to the 
two types of leaders being discussed.  

The authentic leader is transparent and ethical. This leader encourages openness when 
communicating information that is needed for strategic decision-making. The authentic 
leader is hopeful, resilient to failure, optimistic, and shares a desire for the well-being of the 
individuals within the firm. The new-genre leader stresses the importance of charisma. They 
focus on creating a life that matters and can be classified as ‘builders’ as they take action 
towards creating and sustaining a better life for all parties involved in a turnaround. They 
do not work solely for monetary gains, rather, they view work as an obsession which they 
cannot avoid (Porras, Emery & Thompson, 2007). These leaders are visionaries and have 
moral values that help transform a declining organization, through individualized attention 
and intellectual stimulation, towards recovery (Avolio, et al., 2009). These two types of 
leaders encompass the necessary skills required to lead an organizational crisis turnaround.  

Another type of leader to be considered is the change agent leader, which will be analyzed 
in the following section. 

 

2.4.2 Change Agent Leadership 

 

According to Rose Fass (2013) a change agent leader “a surface in times of transition to 
lead a transformation from what was to what will be,” (Fass, 2013, p. 15). The change agent 
understands where the firm was in the past, where it is presently, and what is required 
strategically to transform the enterprise towards economic prosperity. Change agent leaders 
arise in times of chaos and do not necessarily employ a new vision but understand that 
there must be a new path taken in order to execute a strategic decision (Fass, 2013).  

Meg Whittman, the CEO of HP, states that there is no greater business challenge than 
carrying out a successful and sustainable turnaround (Fass, 2013). In order to implement 
and retain transformational change one must consider the role of a change agent. Change 
agents start from the inside out, focusing on “communication, communication, 
communication,” (Fass, 2013, p. 14) and how to better serve their customers in order to be 
successful in the decision-making process.  

Change agent leadership consists of two key components, adaptability and alignment. 
Alignment deals with creating a shared understanding and mutual awareness within the 
firm and developing a common orientation that encompasses shared values and priorities 
(Gill, 2003). The change agent must act in a credible manner in order for the message to be 
received as mutually beneficial, and reasonable, for all parties involved.  

Adaptability describes the environmental sensitivity, tolerance for contrary views, and the 
ability to accept and learn from failures, as well as the quick response (agility) by the leader 
in times of economic decline (Gill, 2003). The change agent empowers individuals, while 
holding them accountable, to act in ways that best suits the long-term interests of the 
organization and the individuals (Raelin, 2006). By properly aligning the constituents within 
the firm, a balanced and healthy organization can arise. This balance is a construct of the 
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adaptability and alignment between the internal and external factors affecting a firm 
(Branson, 2008).  

Alignment and adaptability can be examined through four different dimensions; i) 
intellectual/cognitive dimension, ii) spiritual dimension, iii) emotional dimension, and iv) behavioral 
dimension. The change agent must focus on adhering to each one of these dimensions if 
he/she wishes to gain support from employees during a turnaround initiative (Gill, 2003).  

The cognitive dimension (Thinking) is where the change agent communicates information, in 
laymen terms, in order to develop a vision and purpose that is understood throughout the 
organization. The spiritual dimension (Meaning) relates to an individual’s need for sense and 
purpose. The change agent can mediate this dimension by offering incentives and mutual 
benefits. The emotional dimension (Feeling) involves the change agents emotional intelligence, 
or understanding of self and others, and focuses on self-control and confidence as a way to 
gain trust. The fourth dimension, behavioral (Doing) relates to communication, or the ‘life 
blood’ of an organization, and the ability of a change agent to adapt his/her rhetoric in 
order to align the firm towards a common goal (Gill, 2003). These four dimensions help a 
change agent create meaning within the organization. Meaning is created by a change 
agent’s ability to think of different strategies that can help align employee’s feelings with 
that of doing something for the benefit of all parties involved.  

Fass (2013) defines a change agent as a “brave” soul that has the courage to take risks with 
the conviction to stand behind his/her strategies. A change agent can be found either 
internally within the firm, or externally, and is someone who organizes and coordinates the 
overall change efforts (McNamara, 2005). The change leader must be willing to negotiate 
resistance to change by utilizing certain approaches. Resistance to change initiatives arise 
for numerous different reasons.  

An individual leading a turnaround process can employ a change-agent-centric (CAC) 
strategy to mitigate resistance. The CAC strategy is an approach to overcoming resistance, 
and considers change as a positive and relies on a leader’s ability to make sense of the 
situation at hand and relay that information to the recipients in an understandable way. The 
recipients should understand how the change will be accomplished in order to break down 
communication barriers and resistance to change (Ford, et al., 2008).  

 

2.4.3 Resistance to Change  

 
Resistance to change is guaranteed, spontaneous, and varies amongst individuals. A leader 
should view resistance as a positive factor as it fosters an environment for learning and 
engagement. Without resistance, all change initiatives are accepted, which is a problem 
within certain family business hierarchies, namely the ‘one-man rule’ (Ford, Ford, & 
D’Amelio, 2008; Amason, 1996; Raina, et al., 2003). Leaders contribute to resistance 
through faulty communication (failing to legitimize change), falsely representing the 
chances of success, and failing to empower individuals (Ford et al., 2008). People ultimately 
resist change due to the inability of leaders to convince employees to commit their energy 
in order to support turnaround strategies (Kimberley & Härtel, 2007).  

There are three underlying theories that discuss the resistance from the firm/individuals to 
change; i) approach-avoidance, ii) reactance, and iii) inoculation theory (Ford, et al., 2008). 
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The approach-avoidance theory states that people simultaneously are for (approach) and against 
(avoid) change. This is difficult for a leader to overcome as it requires a great deal of sense 
making in order to clarify what the strategic turnaround plan is. The leader must adapt and 
conform to their audience in order to deliver a clear message that is mutually accepted 
throughout the firm (Ford, et al., 2008). Albeit, individuals assess the advantages and costs 
of change differently. They may receive a lack of sufficient information or may interpret 
information in different manners. That being said, resistance to change can be beneficial if 
those resisting the change are knowledgeable individuals (Kotter & Schlesinger, 1979).   

The reactance theory proposes that people resist externally imposed changes that threaten 
freedoms important to them. The more committed the individuals are to resistance 
indicates a desire to discuss the negative and positive implications of a change strategy. The 
leader should foster an environment where individuals communicate about their 
disagreements in order to generate a mutually beneficial turnaround strategy (Ford, et al., 
2008). The parochial self-interest of those affected by change deals with a fear of losing 
something of value as a result of change, which deals with the individual not the 
organization. People view the potential loss from change as an unfair violation of the 
implicit psychological contract they have with the organization (Kotter & Schlesinger, 
1979). Another factor deals with a low tolerance for change amongst individuals, either 
because they fear they lack the necessary skills necessary to implement change initiatives or 
are emotionally unable. Certain individuals are afraid of losing their daily habitual processes 
as change brings about a sense of urgency and newness (Kotter & Schlesinger, 1979).  

Inoculation theory states that leaders fail to develop, or provide, compelling reasons that 
prevail over the employees counterarguments. A leader can resolve this issue through clear 
communication and alignment with the employees (McGuire, 1964). The employees should 
feel that they are empowered in order for a leader to gain commitment and trust 
throughout the turnaround process (Ford, et al., 2008). A lack of trust or misunderstanding 
of the implications of the change initiatives leads to resistance. Individuals may perceive 
that the costs of change outweigh the benefits and therefore develop a lack of trust with 
the change leader (Kotter & Schlesinger, 1979).  

The three resistances to change theories, described above, all highlight one underlying 
factor, which is people (Kimberley & Härtel, 2007). Managerial literature also discusses the 
importance of communication throughout all aspects of the firm. Without a clearly 
communicable vision, resistance is inevitable, and possibly fatal, as change is mandatory for 
a firm experiencing an organizational crisis (Collins & Porras, 1996). Certain strategies, or 
approaches, can be executed by a change leader in order to minimize resistance and will be 
elaborated below.   

One approach to mitigating resistance to change deals with education and communication. 
Communication is the overarching, and vital, tool needed for minimizing resistance. 
Communication deals with how individuals adapt and perceive change (Kimberley & 
Härtel, 2007). The change leader must be open, helpful, accurate, timely, and complete 
when communicating the company’s vision. Education considers training individuals to 
understand the change initiatives by highlighting the necessity to act. Here, trust must be 
established, through honest communication, as a means to overcome potential resistance 
and foster participation (Kotter & Schlesinger, 1979).  

A second approach to overcoming resistance to change deals with participation and 
involvement. A change leader should act as an initiator and listen to the people that the 
change affects and use their advice and relevant information when developing strategies. 
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This approach deals primarily with gaining mutual commitment and support (Kotter & 
Schlesinger, 1979).  

Agreement and negotiation, a third approach, deals with offering incentives for 
overcoming resistance as certain individuals, or groups, will inevitably incur a loss due to 
the change. Clear communication will foster an environment of agreement, but this 
approach can be costly as it alerts others to negotiate for compliance and potentially cause 
them to leave the firm if the losses are substantial (Kotter & Schlesinger, 1979). Ultimately, 
the change leader must sufficiently allocate resources in order to overcome employee 
resistance (Recardo, 1995). Despite resistance, certain change strategies may need to be 
streamlined immediately as a means to overcome an organizational crisis. 

When a change leader must initiate changes in a timely manner, and they possess 
considerable power, explicit and implicit coercion may be utilized. This fourth approach 
can be risky as it creates anger amongst change recipients towards the change leader. 
Albeit, speedy and short-term changes may be necessary in order to retain economic 
viability within the firm. 

Successful approaches to overcoming resistance rely on a change leader employing 
numerous approaches, in a sensitive manner, highlighting the strengths, weaknesses, and 
limitations involved with each approach. 

The new change leader must be willing, at times, to assert his/her power in order to 
achieve particular goals. A leadership model, developed by O’Kane and Cunningham 
(2014), encompasses particular strategies a new leader employs when leading a turnaround.  

 

2.4.4 Model Analysis  

 

O’Kane and Cunningham (2014) build upon Pearce and Robbins (1993) two-stage 
turnaround model and Thrams, Ndofor, & Sirmon (2013) four-stage model of 
organizational decline and turnaround. O’Kane and Cunningham (2014) employ a 
quantitative study focused on turnaround leaders and the core tensions that leaders 
experience during the turnaround process [Figure 5, p. 23]. Operating and strategic changes 
are implemented within and across these three turnaround stages. O’Kane and 
Cunningham (2014) built upon the model by Thrams, Ndofor, & Srimon (2013) by 
exploring the ability of leaders to steer an organization through economic decline. 

The foundations of the model are the different leadership tensions (leadership change, 
leadership assertiveness, and strategic orientation) that correlate to particular stages within the 
turnaround process. These tensions are not mutually exclusive to one individual stage and 
transcend into multiple stages. For instance leadership assertiveness occurs in the decline 
and decline stemming stages while strategic orientation can occur in the decline stemming 
and recovery/failure stages (O’Kane & Cunningham, 2014).  
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Figure 5 – Leadership Turnaround Model 

 

Source: adopted by O’Kane & Cunningham (2014) 

Therefore, turnaround processes broadly contain three key phases: decline, decline 

stemming and recovery/failure (O’Kane & Cunningham, 2014).  

 Stage 1: Decline (downturn) – This is where external and internal threats have caused an 
organizational crisis and there is a realization that there needs to be stability and change 
(Hofer, 1980). The firm should focus on the causes of the decline and the severity they may 
have on the firm in order to control the issues and reverse an organizational crisis. 
 

 Leadership change: Stage 1 – A replacement of the existing leadership is necessary 
to initiate a turnaround. Leadership changes are required if the incumbent leader is 
incompetent and/or complacent (Finkelstein, 2003). 

 

 Stage 2: Decline Stemming (reversal) – This stage focuses primarily on the survival of the 
company through stabilization and reparations (Smith & Graves, 2005). There should be a 
clear list of top priorities, such as cutbacks and restructuring, in order to reverse the 
organizational crisis.  
 

 Leadership assertiveness: Stage 1 & 2 – This tension encapsulates the behaviors, 
styles, and decision-making of the new leader (Huy, 2002). There is a tension 
between ‘hard’ and ‘soft’ leadership. ‘Hard’ leadership deals with control and 
authority while ‘soft’ leadership incorporates more interpersonal and cooperative 
ideals (Austin, 1998; Silver, 1992).  

 

 Stage 3: Recovery/Failure (growth) – This is where momentum is shifted in order to 
recover and reenergize the firm. Performance measures are fundamental tools for success 
and act as a way to anticipate future emerging challenges (Pajunen, 2006).  
 

 Strategic Orientation: Stage 2 & 3 – There is a trade-off between operating and 
strategic oriented actions that requires a leader to balance the two in order to 
reverse an organizational crisis (Morrow, et al., 2004).  
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The O’Kane and Cunningham (2014) model is the most recently developed turnaround 
model. It views the complex process of carrying out a turnaround in a sequential and 
chronological manner. There are only three-stages to the model whereas previous authors 
have employed two-stage (Pearce & Robbins, 1993) and four-stage models (Trahms, 
Ndofor, & Sirmon, 2013). O’Kane and Cunningham (2013) focused primarily on 
leadership as the key factor when initiating a turnaround, but lack a discussion of 
ownership. There is little discussion towards how leaders actually manage the leadership 
tensions during a turnaround process as well as the dynamics faced at the crisis points 
when nearing failure.  

This model by O’Kane and Cunningham (2014), along with the ones previously discussed, 
will guide the authors of this thesis towards developing a new model that unifies family 
business, organizational crisis, turnarounds, and leadership.  
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3 Methodology 
 

The methodology describes how the research questions will be answered. The way the 
authors choose to answer their research questions will be influenced by the research 
philosophy and approach (Robson, 2002). The authors in this thesis will follow the 
research ‘onion’ suggested by Saunders et al. (2009). The ‘onion’ allow the authors to select 
a research strategy, choose collection methods and analysis techniques, and decide whether 
the time horizon of the project is cross-sectional or longitudinal. The research design 
ultimately provides a general plan towards answering the research questions, along with 
specifying the sources from which data will be collected and the possible difficulties that 
will occur during the data analysis.   

 

 Research Approach 
 

This thesis is based on qualitative data, which refers to non-numeric data or data that has 
not been quantified, and which is a product of all research strategies. According to 
Saunders, Lewis and Thornhill (2009) there are two primary research approaches, deductive 
or inductive. Deductive approaches use existing theory to shape the analysis whereas 
induction is designed to build theory as a result of the data collection and analysis. This 
thesis will utilize the deductive approach. The authors made use of the existing theory in 
the literature to formulate their research questions. This approach has the advantage of 
being theoretically driven and links the existing literature with the analytical framework. 

 

 Research Purpose  
 

Scientific research purposes are divided into three categories, explanatory, descriptive and 
exploratory. (Saunders, et al., 2009) An explanatory research purpose seeks to establish 
causal relationships between variables. The emphasis here is on studying a situation, or a 
problem, in order to explain the relationships between differing variables. Explanatory 
studies are usually conducted when employing a quantitative research approach. The 
descriptive research purpose concentrates on the object (participants) themselves in order 
“to portray an accurate profile of persons, events, or situations,” (Saunders, et al., 2009, p. 
140). It is necessary to have a clear understanding of the phenomenon prior to the 
collection of data. 

Both the aforementioned approaches do not fit to the purpose of this thesis; therefore an 
exploratory research approach will be utilized. This approach focuses on finding out what 
is occurring in the phenomenon in order to seek new insights and ask particular questions. 
This will enable the authors to assess the phenomenon in a new manner and draw 
conclusions (Saunders, et. al., 2009). The research purpose is useful in order to understand 
the underlying problem being explored. Exploratory research approaches consist of three 
factors; searching the literature, interviewing ‘experts’ in the subject, and conducting 
interviews. This thesis will utilize all three factors and will be detailed in the subsequent 
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data collection techniques and analysis (3.3.4) section. Exploratory research deals with 
flexibility and being able to adapt to change as it occurs. The focus of the research is 
initially broad in nature and becomes progressively narrower as the research progresses. 
For this reason, the authors will analyze an in-depth case study in order to develop a model 
that has practical implications for leaders who are faced with an organizational crisis and 
turnaround situations within a family firm. This model will be further elaborated below.  

New Leadership during a Strategic Turnaround in a Family Business Model (NLST): This 
model is universal in scope and will deploy a non-sequential outlook as it focuses on the 
past, present, and future challenges, approaches, and strategies a new change leader faces.  

 

 Method 
 

Qualitative, quantitative, and mixed-method are the three available methods for conducting 
an analysis. Qualitative data, or non-numeric data, is suitable methods that will help the 
authors develop their purpose. There are different techniques that will help the authors of 
this thesis to develop meaning, find truth, and describe the different ways in which a 
qualitative study can be conducted. The authors follow the research ‘onion’ in order to 
explain the research strategy, choice of method, and time horizons being employed 
(Saunders, et al., 2009, p. 138). As this thesis utilizes semi-structured interviews, 
observations, and secondary data it will be a multi-method qualitative study.  

 

3.3.1 Research Strategy 
 

This thesis will combine an in-depth case study, observations, interviews, and secondary 
data. A case study involves an empirical investigation of a particular contemporary 
phenomenon within its real life context through the use of multiple sources of evidence 
(Robson, 2002; Meredith, 1998).  

The choice behind an in-depth case study stems from one of the authors being present 
during the turnaround process of the firm. During his time at the firm, there was 
consideration towards developing a thesis that encompassed the specific challenges the 
firm faced and the strategies that were employed to overcome the organizational crisis. The 
particular case being discussed was one of relevance as it was able to aid in answering the 
two research questions that are being proposed within this thesis.  

The researchers will gain deep insights into the specific case in order to support the 
exploratory purpose by initially being broad in scope and eventually becoming more 
focused (Saunders, et al., 2009). Yin (2003) states that the context of a situation is 
important, therefore a case study is helpful when utilizing an exploratory study as it 
provides a rich understanding of the research context and the processes being enacted 
(Morris & Wood, 1991). By being embedded in the case company, the authors of this thesis 
are able to highlight and understand the cultural and internal processes that are relevant 
within the firm. In order to be embedded, the authors will examine logical sub-units within 
the organization, departments and functions, as well as different work groups (Yin, 2003).  
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Additionally, this thesis will utilize prior observations, as well as primary and secondary 
data, to answer the research questions. Thus, multiple data collection techniques are 
applied to ensure consistency of the findings (Saunders, et al., 2009). A detailed description 
on how to establish validity and reliability are outlined in the data collection techniques and 
analysis section (3.3.4). 

 

3.3.2  Research Choices 

 

In order to answer the research questions, the authors will combine data collection 
techniques and analysis procedures. According to Saunders et al. (2009) these can be 
distinguished either as a mono method or as multiple-methods. This thesis utilizes the 
multiple-method research strategy as there are numerous data collection techniques and 
analysis procedures being employed. The thesis includes a collection of qualitative data in 
the form of interviews, observations, and secondary data. This process is called 
triangulation. Triangulation is where two or more independent sources of data, or data 
collection methods, are used to corroborate research findings within a study (Saunders, et 
al., 2009) 

 

3.3.3 Time Horizons 

 

The time horizon of a study can either be longitudinal or cross-sectional (Saunders, et al., 
2009). A longitudinal perspective will be utilized when a phenomenon is observed over an 
extended period of time. This thesis analyses a single in-depth case study in order to draw a 
holistic understanding of the firm. As one of the authors was present during the 
turnaround, and interviews were conducted subsequent to the strategies being initiated, the 
time horizon is considered longitudinal (Easterby-Smith, 2008; Robson, 2002).  

 

3.3.4 Data collection technique and analysis 

 

This thesis utilizes primary (observations and interviews) and secondary data.  

Primary data is information gained solely for the research purpose and is part of the 
empirical study (Saunders, et al., 2009). This data collection method consists of different 
interview techniques and observations (Neumann, 2014). The ability to acquire primary 
data depends on how the authors can access that data. The first level of access to data is 
physical access, or entry into the case company (Gummesson, 2000). Physical access to an 
organization, or group, is formally granted by its management. The access to data impacts 
the ability of the researchers to select a representative sample of participants in order to 
answer the research questions and meet the objectives in an unbiased way. Therefore, 
reliable and valid data will be produced.  
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Secondary data consists of documentaries (written and non-written), surveys, and various 
sources such as newspapers and statistics (Saunders, et al., 2009) A disadvantage to 
secondary data is that they have been compiled for other purposes than the research topic 
at hand (Saunders, et al., 2009). Secondary data provides relevant insights for the 
researchers of this thesis as they can be utilized to uncover and analyze material that is 
applicable while answering the research questions. The theoretical frameworks as well as 
the documents within the appendix were utilized as secondary data.  

Albeit, it is not recommendable to solely concentrate on one data collection technique. 
Therefore, this thesis will use both primary and secondary data collection methods as a 
means to be embedded within the case (Neumann, 2014; Saunders, et al., 2009). The 
primary data collection techniques will be further elaborated below. 

Interviews  

Interviews allow the researchers to seek new insights into the firm. In order to gain new 
insights, non-standardized one-to-one interviews were conducted via internet 
communications utilizing Skype. The interview questions are semi-structured so that 
questions vary between the respondents (Saunders, et al., 2009). Albeit, there were 9 initial 
interview questions that were standardized for all respondents (See Appendix 1). The 
interviews were conducted with the 8 members of the SLT of the firm. All respondents 
agreed to participate, which reduces resistance, and will be kept anonymous throughout the 
thesis as they will be numerically coded (1-8) [Figure 6, p. 28].   

Figure 6: Organizational Chart 

 

Source: Case Company 
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Observations  

Participant observations are divided into three different categories; ‘primary’, ‘secondary’ 
and ‘experiential’ (Delbridge & Kirkpatrick, 1994). Primary observations describe what is 
going on in certain social setting. Taking down notes, in the form of a diary, will help the 
author’s analyze the empirical data (Saunders, et al., 2009). Secondary observations are 
those based on observers explaining what occurred but include the opinions of the 
researchers. The third form is experiential data. This data is based on the observers’ 
perceptions and emotions that are experienced during the research process.  

The authors use primary observations, conducted by one of the authors during his tenure 
with the case company (May 10 – August 04, 2014), in order to understand the sequence of 
events that occurred within the company. Observations are data which have been collected 
for the purpose of the research question (Saunders, et al., 2009). Robson (2002) advises 
ways to classify the data in ‘descriptive observations’ and/or ‘narrative accounts’. 
Descriptive observations concentrate on observing the context in which key participants 
act, the particular sequential order of events, and the attendant processes and emotions 
involved within the firm. As the author observed situations they were detailed into written 
accounts. In this thesis the observations are divided into three sections; “where we were”, 
“where we are”, and “where we want to be” (Appendix 2). Both descriptive observations 
and narrative accounts will be utilized as one of the authors was present during the 
company’s turnaround process. The observations are contained within diary accounts and 
serve to generate theories in order to explain “what is going on” in the case as a means to 
answer the research questions and satisfy the purpose of the thesis (Saunders, et al., 2009, 
p. 296).  

Albeit, as only one author was present during the turnaround, ethical dilemmas arise, 
concerning reliability, as there may have been a loss of objectivity during the observation 
process. These issues were overcome by speaking with the interviewees about the 
observations and confirming that they in fact avoided a bias and subjective outlook.  

Data analysis 

During the research, semi-structured interviews were conducted with each respondent 
individually. These interviews were recorded and transcribed thereafter. The transcripts 
have been verified by the respondent in order to ensure accuracy of the results (Unluer, 
2012). As anonymity is crucial in interviews, numerical categorization will replace the 
names of each respondent.  

There are two different ways of analyzing deductively based analytical procedures; pattern 
matching or explanation building (Saunders, et al., 2009). Pattern matching involves 
predicting certain patterns based on theoretical propositions in order to explain what the 
expected results are. A conceptual framework will be developed utilizing existing theory 
and subsequently will be tested to ensure the accuracy of the empirical study and ultimately 
serve as a means to develop an analysis.  

Another pattern matching procedure involves an attempt to build an explanation during 
the collection and analysis phase, rather than testing a predicted outcome (Yin, 2003). The 
authors will employ an explanation building technique. Here, a theoretically based 
proposition is devised and tested. Initial data collection is undertaken in a case study in 
order to compare the findings from the case to the theoretically based proposition. In light 
of new findings, the theoretically based propositions are enhanced and re-tested in order to 
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compare the results. This process is undertaken until further iterations satisfy the derived 
explanation (Yin, 2003).  

 

 Credibility of research findings  
 

Certain issues need to be considered when ensuring reliability and validity in qualitative 
research. Ethical implications are higher in qualitative research as numerical data is not 
being analyzed. The next section (3.4.1) discusses reliability and the extent to which data 
collection techniques will yield consistent findings if other researchers were to conduct the 
study. Validity (3.4.2) describes the extent to which data collection methods accurately 
measure what they are intended to measure (Saunders, et. al., 2009). 

 

3.4.1 Reliability  
 

Reliability is necessary to avoid bias (Unluer, 2012). In order to reach credibility in the 
research, promising and credible results need to be addressed. Common bias represents 
privacy, agreement, possible deceptions, and the reactions of the participants. In the 
following sections the issues related to the in-depth case study are explained in order to 
discuss the issues related to reliability (Saunders, et al., 2009). 

Participant bias  

The main threat to reliability is subject or participant bias. This entails interviewees not 
wanting to respond truthfully as they fear consequences from their superiors. This issue 
will be dealt with by ensuring anonymity of the participants. If the result of the research 
may disadvantage the participants in anyway, then the results will have to be avoided 
(Robsen, 2002). This also relates to validity testing (3.4.2).  

Informed consent  

Informed consent implies that the participant’s agreement is given freely and based on 
transparency of information concerning the rights of the participant and the use of their 
responses (Saunders, et al., 2009). It does not automatically imply consent if a respondent 
agrees to participate in an interview. To overcome this issue, participant information sheets 
were sent out in order to gain consent. Moreover, the organizational gatekeepers (HR 
department) were informed about the aspects of the research being conducted. This aided 
the authors in answering the research questions. 

Anonymity and confidentiality  

The authors of this thesis assume that all participants know each other since they are all 
involved with the SLT of the firm. Hence, the participants may influence each other in the 
way that they communicate and talk about each interview being conducted. In addition, 
some participants may talk about their personal stance while others may relate their 
responses to the goals of the company. Here, conflicts and personal harm may arise. To 
overcome these issues, all data is treated confidentially. To ensure privacy, the respondents 
were kept anonymous (Saunders, et al., 2009).  
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Observer effect 

An observer effect occurs when the behaviors of the observer change throughout the 
observation process. In order to overcome this ethical dilemma, the researcher tried to 
remain unbiased throughout the observation process. Another ethical dilemma is the role 
conflict that may arise for the researcher. Therefore, systematic errors made by the 
observer, as a result of tiredness or bias, will be avoided. Since the observations took place 
during a limited time frame (4 months) subjectivity may have occurred as bias is 
unavoidable, but has been controlled to the fullest extent (Saunders, et al., 2009).  

 

3.4.2 Validity  
 

As mentioned in the beginning of this chapter, validity is concerned with whether the 
findings are truly what they appear to be (Saunders, et al., 2009, p. 157). Hence, one must 
question whether there is a causal relationship between the empirical study and the 
theoretical framework. Since findings acquired through qualitative methods are based on 
interviews (perspectives of individuals) there needs to be a clear differentiation between 
personal bias and fact. Therefore, qualitative findings can be seen as less valid compared to 
quantitative (numerical) findings (Neumann, 2014). Moreover, Saunders et al. (2009) 
distinguishes validity between two factors; external and internal validity.  

The consistency of methods is concerned with internal validity. Threats to validity are the 
history, testing, instrumentation, mortality, maturation, and the ambiguity about causal 
direction. (Saunders, et. al., 2009) Therefore, in qualitative research it is common to use 
different perspectives from the researched phenomena in order to satisfy the concern of 
internal validity (Neumann, 2014).  

External validity can be referred to as generalizability, which is concerned with the issue of 
the results of the study not being transferred, or applied, to another context (Saunders, et 
al., 2009; Pedrosa, et al., 2012). In this case, the specific key words are the foundation of 
the study, therefore generalizability will be limited to other industries.  

 

 Limitations of the selected method  
 

The authors are examining a commercial laundry industry case in a specific geographical 
region within the U.S. and drawing conclusions from this individual situation. The use of 
one single case limits transferability (Neumann, 2014). The use of qualitative data can also 
hinder the collection of valid data. As discussed in the reliability section (3.4.1), 
respondents may give faulty responses in order to protect their own interests and aid in the 
fulfillment of the research questions. The most critical point is that the findings have not 
been proven or tested in other contextual environments. Here, a long-term study in several 
other companies, and industries, is suggested to ensure more valid and reliable data.   
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4 Empirical Study 
 

The following chapter will begin with an introduction to the case study and the executive 
chairman (4.1-4.2). Subsequently, the empirical data will be presented in the form of 
interviews, observations, as well as secondary data (4.3).  

 

 Introduction to the Case Company  
 

The firm being analyzed is a commercial laundry service in the Greater New York City 
area. The business was founded by an immigrant to the U.S. from South Korea after the 
Korean War ended in the late 1950s. The firm started initially with one dry cleaning 
business in NYC by utilizing savings to make a down payment on a lease and purchase 
some rudimentary equipment. The business was seen as employment for family members 
and close relatives. As such, what mattered most was enough profits to pay for food, 
shelter, clothing, and education for the direct and extended family members.  

The firm has been providing dedicated hotel laundry service for 100+ hotels and valet 
services for 20+ hotels for nearly 20 years. The firm provides the entire spectrum of 
cleaning services to hotels, resorts; F&B (food and beverage) managed restaurants, and 
clubs. The firm is now privately owned and professionally managed and services the 
hospitality industry. The firm’s clients rely on an impeccable level of service daily in order 
for them to provide hospitality to their customers. The goal of this firm is, ”to provide 
hotels and their housekeeping departments with an exceptional and consistent quality of 
service while packaging those punctual services with robust customer support,” with lead 
time being a primary concern (Number 6, personal communication, 2015-04-19).  

Currently, the firm is the single largest commercial laundry and premier valet service 
provider in the Greater New York City area with 3 facilities under operation. It has roughly 
200 employees in 3 processing plants and operates 24 hours a day 7 days a week. These 
facilities will be named as such; Facility 1, Facility 2, and Facility 3. 

Commercial laundry is essentially a commodity service, resulting in high competition within 
the marketplace (Porter, 1980), therefore sales are based primarily on price. There is less 
focus on quality, with minimal concern on timely delivery and other benefits that might 
command a premium price. This led to numerous different challenges that will be detailed 
in the subsequent analysis chapter (5.2.1). 

 

 Introduction to Executive Chairman 
 

The executive chairman, the new leader, began his executive career in 1978 as a Vice 
President (VP) of strategic planning for one of the seven groups within Citibank, the 
largest bank in the world at that time. He was taught strategic planning by the McKinsey 
consulting group and developed a strategic plan for the operating division of Citibank. 
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Subsequently, he purchased a business from Citibank, as well as purchasing other 
businesses, and integrated them into one entity. Some of these businesses required 
turnarounds in order to be successfully integrated. 

He employed much of the same strategic planning process in these turnaround situations as 
he has done in the commercial laundry efforts. Later in his career he was hired specifically 
to execute turnarounds and is now engaged in numerous as a partner in a private equity 
company. This private equity company specifically provided debt financing to finance the 
growth plan of this family owned commercial laundry service firm. 

One of the reasons the growth plan failed was that the company became over leveraged. As 
lenders, they purchased a controlling interest in the business for a valuation of 
approximately 1/15th of the value they received from warrants, as part of them extending a 
loan to the company. This happened within a year of their original loan and reflects how 
poorly the execution of the growth plan was prior to the entrance of the executive 
chairman.  

An in-depth discussion of the companies past, present, and future strategic plans will be 
presented in the following section (4.3).  

 

 Data collection  
 

This portion of the chapter is divided into specific time horizons past (4.3.1), present 
(4.3.2), and future strategic goals (4.3.3). Each section will detail the interviewees’ responses 
as well as prior observations from the authors. The interviewees differ in regards to 
experience within family owned and institutional businesses and will be coded in numerical 
form (1-7). The authors interviewed 7 individuals within the firm’s SLT in order to develop 
a detailed analysis and comprehensive understanding of the turnaround that occurred 
within the firm [See Figure 6, p. 28].   

 

Figure 7: Historical Timeline 

 
Source: Case Company 
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4.3.1 Past  

 

The firm began as a family owned company and utilized cheap manual labor, notably non-
English speaking Hispanics, which gave rise to next generation family members in 
management. Growth was initially slow but through the purchasing of used equipment 
from failed laundries and paying cash wages to employees the firm was able to bootstrap a 
move away from retail services into commercial wholesale services to hotels in NYC 
(Number 6, personal communication, 2015-04-19). 

The firm initially owned two plants in the surrounding Manhattan area, namely the Bronx 
and Bayshore, Long Island, which provided inexpensive labor and rents that allowed for 
services to be provided at very low prices, attracting more hotel clients (Number 7, 
personal communication, 2015-04-10). Most of the competition was similar family owned 
SMEs, which created a decline in prices throughout the industry in an attempt to gain 
market-share.  

Eventually, other unscrupulous owners entered the business that cut corners in various 
ways by paying cash to employees, therefore avoiding employee taxes, and neglected 
investing in maintenance or capital expenditure in facilities and essentially ran "sweat 
shops" (Number 6, personal communication, 2015-04-19). 

The family patriarch owner had only one son who worked in the laundry during weekends 
and summers (Number 7, personal communication, 2015-04-10). The son joined the 
Marine Corp after high school and after 5 years went to University and received a degree. 
Subsequently the patriarch turned the day to day operations over to the son who became 
CEO and primary salesman while the father became an advisor and remained on the 
payroll (Number 6, personal communication, 2015-04-19; Number 7, personal 
communication, 2015-04-10). The patriarch’s brother was also an owner and he eventually 
stepped aside for his son, who became the head of customer service, while the patriarch’s 
brother became an advisor and also remained on the payroll. The former CEO had large 
ambitions and was a young and overly confident ex-marine, as well as the first University 
degreed family member (Number 4, personal communication, 2015-04-08; Number 7, 
personal communication, 2015-04-10). 

He wanted to expand at any cost and become the preeminent commercial laundry owner 
on the east coast of America. There were, at the time, no companies in the hotel laundry 
business that were nationwide or dominant and the industry was highly fragmented with 
small local concerns (Number 5, personal communication, 2015-04-09; Number 7, 
personal communication, 2015-04-10).  

The former CEO received numerous awards as a Korean American successful 
entrepreneur and took naturally to sales (Number 1, personal communication, 2015-04-04; 
Number 7, personal communication, 2015-04-10). He became a very popular laundry 
owner and knew all the hotel general managers on a first name basis. He met a Korean 
American investment banker and the two of them came up with a plan to buy out the 
patriarch and his brother and the son would therefore become the sole owner. In doing so, 
capital needed to be raised in order to pay out current owners and finance an aggressive 
expansion plan, which included a new state of the art plant in northern New Jersey (Facility 
1) (Number 7, personal communication, 2015-04-10). This entailed closing the Bronx 
location and migrating that business to the new location. The former CEO had also 
purchased a failed plant out of bankruptcy (Facility 2) in a flood zone for $100,000 which 
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had depreciated equipment, but could function (Observations, 2014-05-10 to 2014-08-04). 
This facility is located in one of the most depressed cities in the eastern United States 
(Number 3, personal communication, 2015-04-07; Number 6, personal communication, 
2015-04-19). At the time the company had very few seasoned and experienced executives, 
which resulted in the former CEO depending upon himself to make strategic decisions. 
The underlying reasons behind the lack of substantial HC developed because of difficulty 
hiring seasoned managers as the industry is considered, “non-sexy,” and there are 
numerous unions that mediate decision making (Number 7, personal communication, 
2015-04-10).  

The former CEO decided to have his own management team install the new state of the art 
automated equipment in-house in order to save capital. He negotiated and signed, through 
verbal agreements, new customers without any scrutiny in order to fill the capacity at the 
new facility (Number 7, personal communication, 2015-04-10). The investment banker 
brought in a private equity company for high priced subordinated debt as well as a large 
U.S. bank for a senior loan facility on accounts receivable, as well as a term loan for the 
equipment (Observations, 2014-05-10 to 2014-08-04). The lenders believed they 
overfunded the company in order to provide a sufficient cushion to execute the business 
expansion plan (Number 6, personal communication, 2015-04-19).   

The company now had nearly $20 million in relatively high priced debt. Two historical 
points were that an employee of the company had been decapitated in an industrial 
accident and the plant in the flood zone (Facility 2) had been underwater for 4 months due 
to super storm Sandy which devastated the east coast of the United States (Number 6, 
personal communication, 2015-04-19; Number 7, personal communication, 2015-04-10). 

After funding the company quickly faltered on its expansion plan and took nearly 9 months 
to install the state of the art equipment and exceeded budget by millions of dollars. New 
sales did not materialize leaving huge amounts of over capacity at the new plant. In a 
desperate attempt to generate new business, prices continued to go lower and the former 
CEO’s strategy was to increase revenue at any price, as this was better than not increasing 
revenues at all. The company also had no statistical analysis of operating data and believed 
that costs per pound of laundry were lower than the prices being charged. Quality issues 
became rampant due to inadequate spending on maintenance and repairs, as well as 
unskilled labor difficulties in utilizing sophisticated automated equipment. (Observations, 
2014-05-10 to 2014-08-04). 

Certain respondents describe the company as one in an organizational crisis due to a lack 
of steady cash flow (Number 2, personal communication, 2015-04-04). The firm grew too 
fast and could not cover the costs. Additionally, one respondent states that the son began 
to lay off employees and there was no mutual sense of direction (Number 4, personal 
communication, 2015-04-08). Albeit, the leadership style was seen as friendly but too 
trustworthy (Number 1, personal communication, 2015-04-04).  

The former CEO was essentially running the firm as a sole-proprietor and was able to 
create very personal relationships with his clients (Number 1, personal communication, 
2015-04-04). This in turn created an environment of open doors and personal relations 
(Number 5, personal communication, 2015-04-09). The former CEO was also described as 
a team builder because of the personal relationships he had established with his colleagues 
(Number 2, personal communication, 2015-04-04). Furthermore, he was passionate, loyal 
and intelligent (Number 4, personal communication, 2015-04-08). The reason for the crisis 
was a lack of experience and understanding when dealing with regulatory agencies as well 
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as a fear of taking a stand with the customers (Number 5, personal communication, 2015-
04-09). Frankly, he trusted the wrong people (Number 5, personal communication, 2015-
04-09). All interviewees experienced a more vertical organizational structure under family 
ownership. That being said, the family owned company had more color and character and 
was seen as more of a unity compared to the institutional ownership (Number 2, personal 
communication, 2015-04-04; Number 4, personal communication, 2015-04-08). 
Nevertheless, interviewee 1 (Number 1, personal communication, 2015-04-04) describes 
the family owned business as one with fewer standards and less financial control. Also the 
former CEO did not communicate clear goals and did not think in the long-run (Number 
1, personal communication, 2015-04-04). This lack of long-term orientation led to short-
term results that could not be sustained.  

At this point, the financial losses became overwhelming, coupled with a lack of managerial 
skill, and the company essentially became bankrupt (Number 6, personal communication, 
2015-04-19). 

4.3.2 Present  

 

The company is now in need of substantial capital, without which the senior lender would 
foreclose and liquidate the equipment to satisfy their loan balances. This would leave the 
subordinated debt, the private equity firm, with severe losses amounting to no return on 
investment. One of the subordinated debt holders decides to put up the required initial 
capital by purchasing an 80% majority ownership for $3 million and took 3 out of the 4 
board seats giving it actual control from a Board and Shareholder perspective (Number 6, 
personal communication, 2015-04-19). It also negotiates a new employment contract with 
the former CEO making failure to achieve performance targets an employment termination 
event without severance. These three events provide a complete transfer of control from 
the family/son of the patriarch to one of the private equity subordinated debt holders, but 
also makes them the lender or investor of last resort (Number 6, personal communication, 
2015-04-19). The controlling private equity firm sends in one of the board members, a 
partner with numerous years performing turnarounds, whom becomes the executive 
chairman of the board with the former CEO effectively reporting to him (Number 1, 
personal communication, 2015-04-04).  

The executive chairman analyzes the possibility of closing 1 of the 3 plants in order to 
eliminate the excess capacity, which is primarily responsible for the negative cash flow 
(EBITDA). The analysis shows that it will cost $5.5 million to close the facility due to lease 
restrictions, staff severance and other close down costs (Appendix 3). This serves as a 
prohibitive decision; therefore the company develops a new standard service contract and a 
new pricing model, based on cost plus profit, and sends sales staff to re-negotiate contracts 
with all existing customers. The company also signs a 3 year contract with a large well 
known international hotel chain that agrees to close down its in house laundry that was 
servicing 23 managed hotels in New York City. Therefore, instead of closing down the one 
facility, the executive chairman purchases new equipment to replace the old, poorly 
maintained, and inefficient equipment to service the 23 managed hotels and increase 
utilization to 90% across the 3 plants. It's important to note that hotel occupancy fluctuates 
by weekend and weekday (and by holiday) so 90% utilization is considered maximum due 
to these surges (Number 6, personal communication, 2015-04-19). 
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Nine months later, the number of customers being serviced has dropped from a high of 
130 to 98, but overall positive cash flow (EBITDA) has increased to $4.1 million annually, 
from a negative of $2 million. The company implements a companywide quality control 
process and makes numerous efficiency and quality equipment purchases to streamline the 
process and eliminate bottlenecks. It also implements safety programs and rewards staff 
with monthly prizes (television raffles) for accident free months (Number 6, personal 
communication, 2015-04-19; Number 5, personal communication, 2015-04-09). The initial 
turnaround plan is completed and the next phase becomes the fine tuning of processes, 
increased automation and data collection, and upgrading staff. 

The leadership styles differ between the former CEO and the executive chairman. It is 
noted that the former CEO surrounded himself with the wrong people at a managerial 
level (Number 5, personal communication, 2015-04-09). The first challenge was to build a 
new professional management team by hiring new members at the senior level, COO; 
CFO; CMO. These new members had previously experienced turnarounds and state that 
they were successful. Even with experience in leading a turnaround, the interviewee states 
that he lacked the specific commercial industry knowledge (Number 3, personal 
communication, 2015-04-07). This management team is less divided under the new 
leadership of the executive chairman (Number 1, personal communication, 2015-04-04). 
Albeit, the professional relationships that have been developed lack a key ingredient, trust 
(Number 2, personal communication, 2015-04-04). Two out of the seven interviewees state 
that the new leader is more of a commander stressing a detailed oriented viewpoint 
(Number 1, personal communication, 2015-04-04; Number 5, personal communication, 
2015-04-09) whereas the other interviewees state that the new leaders approach to change 
is as a coach or mentor. The new leader views strategy in a broad view (world- view) to 
drive the turnaround process (Number 4, personal communication, 2015-04-08). 
Moreover, the new leader is seen as fast-paced, process-oriented and consistent (Number 2, 
personal communication, 2015-04-04). The new leader is described as a ship captain 
(Number 3, personal communication, 2015-04-07) with more transparency in business 
decision making (Number 7, personal communication, 2015-04-10).  

The new leader empowers his management team in order to lead while he is abroad 
(Number 1, personal communication, 2015-04-04). The executive chairman creates new 
rules to differ fact from fiction, or myth from reality, in order to break down cultural 
barriers that have been instilled within the firm (Number 5, personal communication, 2015-
04-09). There is still a fear of the unknown; therefore the new leader drove initiatives to 
gain the respect of his staff through a mutual and non-resistant manner (Number 4, 
personal communication, 2015-04-08; Number 5, personal communication, 2015-04-09).  

 

4.3.3 Future  

 

The plan for the company is to turn it around as quickly as possible and set it up for sale to 
a strategic buyer. In general, these strategic buyers will pay more than financial buyers as 
the purchase is a strategic piece of their ultimate goal. An ideal buyer would be another 
private equity firm that has bought a platform company in the commercial laundry space 
and utilizes that firm as a central piece of its strategy to build the 1st nationwide laundry 
business. Ultimately, they would want to take that entity public through an Initial Public 
Offering (IPO) (Number 6, personal communication, 2015-04-19). 
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The main strategy of the new leader is to sustain a financially successful firm in order to 
inhibit failure in the future. The goal here lies at reaching an EBITDA of 10% of gross 
sales in order to increase the value of the company to $40 million (Number 6, personal 
communication, 2015-04-19). This will be accomplished through price increases (Number 
1, personal communication, 2015-04-04; Number 2, personal communication, 2015-04-04; 
Number 4, personal communication, 2015-04-08). Interviewee 2 (Number 2, personal 
communication, 2015-04-04) stated that the firm has to follow the current strategy of price 
increases and customer re-contracting (Number 2, personal communication, 2015-04-04). 
Due to that, old contracts with low paying prices should be cancelled and new contracts, 
with new area based hotels should seek higher margins (Number 1, personal 
communication, 2015-04-04; Number 6, personal communication, 2015-04-19). The author 
observed the continuing re-contracting of all hotels in order to reach a pricing schedule of 
$.35/per pound (Observations, 2014-05-10 to 2014-08-04). To absorb new clients and 
satisfy capacity, technology must be updated (Number 8, personal communication, 2015-
04-07). The author overserved a daily discussion of adding one more high-end tunnel into 
1 of the 3 facilities in order to handle this influx of capacity (Observations, 2014-05-10 to 
2014-08-04).  

The firm has been successful with the right people in the management team. For that the 
new leader, executive chairman, has to continue to re-construct the management team 
(Observations, 2014-05-10 to 2014-08-04; Number 4, personal communication, 2015-04-
08). This is the main criterion to control success or failure (Number 5, personal 
communication, 2015-04-09). Beyond this, the investment in more automated equipment 
and technology to eliminate labor and prevent mistakes in data would be beneficial 
(Observations, 2014-05-10 to 2014-08-04). 

The firm must think and believe modernity will be the key to long-term profitable success 
(Number 4, personal communication, 2015-04-08; Number 5, personal communication, 
2015-04-09). This requires re-branding and investment in public relationship (PR) 
management (Number 5, personal communication, 2015-04-09 & (Number 6, personal 
communication, 2015-04-19). The PR strategy should include articles and advertisements 
that highlight the strengths of the firm in order to be more active in gaining market-share 
from competition (Number 6, personal communication, 2015-04-19). This will also 
emphasize the ability of the firm to handle high volume transactions from large and 
exclusive Manhattan hotels, which is the target market of the firm. A failure in successfully 
implementing a PR strategy will retract from all previous advancements and potentially lead 
the firm back into an organizational crisis (Number 7, personal communication, 2015-04-
10).  

Operationally speaking, the executive chairman has developed certain strategies that will 
help retain economic success. These involve the development of CAPEX budget plans and 
sales pipelines (strategic goal to fill capacity) that will help alleviate stress from the senior 
lender (Number 7, personal communication, 2015-04-10; Number 6, personal 
communication, 2015-04-19). Overall, in order to instill success moving forward, there 
needs to be mutual commitment from the staff in order to develop a clear vision for the 
future (Number 6, personal communication, 2015-04-19).  
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5 Analysis  
 

The following chapter will be divided into four sections in order to satisfy the purpose of 
the thesis as well as the research questions. The first section (5.1) will introduce the newly 
developed strategic turnaround model. The following three sub-sections (5.2.1-5.2.3) will 
analyze the specific challenges a new change leader faces when entering a family business 
experiencing an organizational crisis, specific approaches to overcome resistance, as well as 
the specific strategies employed to turnaround the firm.  

 

 New Leadership during a Strategic Turnaround in a Family 
Business  

 

The NLST model [Figure 8, p. 40] is a further developed model from O’Kane and 
Cunningham (2014), Thrams, Ndofor, and Sirmon (2013), as well as Cater and Scwhab 
(2008). It is a non-sequential model, backed by theory, as the leader enters in the (1) 
present day and must focus on understanding the (2) past in order to ultimately implement 
a successful turnaround strategy going into the (3) future. The three phases; past (decline), 
present (reversal), and future (recovery/failure) focus on particular phenomenons. One 
must understand that a new change leader enters in the (1) present day and faces resistance 
from the constituents. Thereafter, the new change leader must immediately focus on 
understanding the (2) past challenges that lead to an organizational crisis in order to 
develop strategies for the (3) future. 

The past phase focuses on specific challenges which led the firm into an organizational 
crisis. Subsequently, the present phase discusses the particular approaches a new leader 
employs to overcome resistance upon entrance into a firm experiencing an organizational 
crisis, specifically a SME family business enterprise. The future phase looks at the success 
rate of certain strategies a leader has employed in order to overcome resistance and 
turnaround a firm that is experiencing an organizational crisis. These phases are not 
mutually exclusive and can occur simultaneously. When looking into the future, if certain 
strategies fail, a leader must be willing to adapt his/her outlook by focusing on the past in 
order to understand the underlying challenges that caused the failure.   
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Figure 8: New Leadership during a Strategic Turnaround in a Family Business (NLST) 

 

 Model Analysis  
 

The following section will discuss the past challenges (5.2.1), the present approaches to 
overcoming resistance (5.2.2), as well as the future strategic goals of the firm (5.2.3).  

 

5.2.1 Past - Challenges  
 

The new change leader enters initially in the present day. During this phase, there is 
resistance to change that arises due to his/her attempt to revamp certain portions of the 
firm. Prior to facing the resistance, the new change leader must look into the past to cope 
and mitigate the challenges that have ultimately caused the orginizational crisis.  

The second stage in the strategic turnaround model, past, is concerned with the decline 
phase of a firm towards an organizational crisis. There are internal and external factors that 
cause such a decline (Barker & Duhaime, 1997). During this phase, the business is still 
owned, operated, and led by family members.  

As noted in the empircal study, there was a succession from the founder, father, to the 
former CEO, the son. This succession involved little planning as the son lacked the 
knowledge, skills, and experience required to run and lead a firm (Klein, et al., 2005). As 
replacement candidates tend to be limited in family firms, there were no other options 
when considering a succession (Cater & Schwab).   

Prior to this succession, the founder was reluctant to invest any capital into the facilities or 
equipment, which caused serious depreciation and eventually (present phase) required 
extensive capital investments from external investors and senior lenders (a major challenge 
that later needed to be resolved by the new change leader), which seperated the family, 
business, and ownership dimensions. Refering back to the theoretical framework and the 
model of family businesses (Gersick, et al., 1997), the family firm lacked a seperation 
between the three-circles; family, business, and ownership. This led to a lack of 
transparency, certain ethical dilemmas involving conflicts of interest, and ultimately an 
organizational crisis. The lack of any seperation between the three-circles caused serious 
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challenges for the new change leader concerning oversight and accountability within the 
seperate departments of the firm.  

The former CEO surrounded himself with low skilled individuals, namely family members, 
as a means to uphold the duality of the culture dimension mentioned in the theoretical 
framework (Kenyon-Rouvinez & Ward, 2004). The lack of managerial cognition, inability 
to notice and revert a decline, amongst these individuals led to the organizational crisis and 
an increase in the duality. The duality that was created as a means to extend upon the 
familial customs in order to maintain an equilibrium within the family, while simultaneously 
seeking to exploit new business systems (investing in automated facilities) (Kenyon-
Rouvinez & Ward, 2004). These investments into technologically advanced equipment 
were a direct response to the external changes within the industry. Despite these 
technological investments, the former CEO decided to have his management team install 
the equipment in-house, which later lead to more challenges for the new leader, specifically 
the need for capital investments. The informal managerial systems in place were created by 
the former CEO as he surrounded himself with family members rather than experienced 
individuals (Cater & Schwab, 2008). Albeit, as mentioned in the empircal study, it 
appeaered to be a major challenge to recruit talented individuals due to the lack of interest 
within the industry.  

There is a strong tie to the family firm during this aforementioned succession process as 
the son felt that he needed to uphold the familial values within the firm (Cater & Schwab, 
2008). These strong ties to the family business created a loose hierarchal structure where 
the former CEO was in charge of all aspects of the firm, from operations and finance, to 
sales and marketing, which is called a ’one-man rule’ (Raina et al., 2003). There was a lack 
of consensus orientation (mutual agreement) amongst the top-management and the former 
CEO, as all decision-making power had been delegated to the son (Cater & Schwab, 2008; 
Klein, et al., 2005). The lack of agreement stemmed from the former CEO’s internal 
orientation, or reluctance to seek out external advice when necessary, as he feared 
retaliation from family members for his inability to lead the firm (Jensen, 2003). His 
unwillingness to integrate non-family members into the firm lead to the organizaitonal 
crisis. This challenge was faced, and overcome, by the new change leader as the family 
members still involved with the firm were incompetent and lacked the necessary skills to 
run their specific departments efficiently (Mitchell, Morse, & Sharma, 2003).  

A direct quote from the former CEO, ”I am the most loved person in Manhattan,” brings 
to light his complete misunderstanding of the situation the firm was facing (Number-7, 
personal communication, 2015-04-19). The reason the former CEO felt that he was the 
most loved individual in Manhattan was because he was doing laundry for his clients at an 
incredible discount, below the actual costs incured from providing the service. This proved 
to be a major challenge for the new change leader as he had to employ numerous tactics in 
order to reverse this negative trend.  

Referring back to the lack of consensus and mutual agreement, the new change leader had 
to face this specific challenge on a daily basis when he entered the firm. Constantly, he was 
faced with top-management stating that the former CEO would not agree with the 
proposed changes, despite the fact that he (the former CEO) had been stripped of his 
decision-making power (Cater & Schwab, 2008). These instilled cultural artifacts proved to 
be rooted within the value system of the firm (Higgins & Mcallaster, 2010).  

The biggest internal challenge that inhibited financial success within the firm were the 
cultural artifacts that had been engrained within the enterprise (Higgins & Mcallaster, 
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2010). Certain cultural artifacts that acted as major challenges, were the ’one-man rule’ 
(flawed hierarchy), familial involvement after resignation, personal rather than professional 
business relationships, informal client relationships (verbal agreements), quality issues 
(depreciated equipment), ethical dilemmas (”sweat shops” and cash wages), as well as a lack 
of human capital (HC) investments.  

External challenges that caused the organizational crisis were primarily industry trends, 
increased competition, enviornmental factors, as well as high buyer bargaining power due 
to the rise in competition. The top-management was unable to adapt and align the 
organization to the increasingly changing external factors (Raina, et al., 2003). As noted in 
the empirical study, there was an industry price war that was under way during the former 
CEO’s tenure, which led to a decrease in prices in order to fill capacity and stabalize 
revenues. Ultimately, the organizational crisis occured because the sales price the firm was 
offering to its clients was below its true costs, leading to negative EBITDA of roughly $2.3 
million. At such intense financial losses, the firm was in the midst of an organizational 
crisis and on the verge of insolvency. As noted above, the former CEO had gained 
personal relationships with his clients through verbal contracts. This proved to be a major 
challenge for the new leader  when he entered the firm as there was a need to develop a 
more efficient sales strategy.  

The driving reason for this industry trend was an increase in the bargaining power of the 
buyers, hotel managers, which in turn led to a rapid increase in competition. The threat of 
new entrants into the industry was rather low, despiste the intense competition, as many 
competitor firms declared bankruptcy due to the rapid decrease in prices and inability to 
stay financially viable (Porter, 1980). Enviornmental challenges can create unforseen 
developments to even the most sound strategies. The firm had to overcome the 
catastrophe that resulted from superstorm Sandy, which left one of its primary facilities 
(Facility 2) inoperable for a 4 month period. These enviornmental challenges can be 
mitigated through contingency plans, which the new change leader developed (See 
Appendix 6).  

The primary reason the firm was able to stay afloat was because of immense capital 
investments from external investors, who ultimately purchased the company at a discount 
and became absolute owners on a Board and Shareholder level. This change in ownership 
leads into the first phase of the strategic turnaround of a family business (NLST model), 
which is the present day (Finkelstein, 2003).  

 

5.2.2 Present - Resistance  

 

During the present phase (decline reversal), the new change leader, the board elected 
executive chairman and a non-family member, enters the firm and begins to analyze 
specific challenges in order develop strategies and overcome resistance to change. These 
specific challenges were mentioned in the previous section (5.2.1). There is a change in 
ownership from family to institutional, which creates a more guided and results-oriented 
outlook as well as a hierarchal restructuring in order to foster a culture of debate and 
mutual commitment (Mitchell, Morse, & Sharm, 2003; Finklestein, 2003). The new leader 
immediatley had to break down the strong ties to family business that were evident within 
the firm in order to calm the ownership transition (Bjuggren & Sund, 2001; Dyer, 1986).   
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As mentioned in the empirical study, the leadership styles differ greatly between the former 
CEO and the executive chairman. The executive chairman can be seen as a new-genre 
leader as he takes actions towards creating and sustaining a better enviornment for all 
parties involved with the turnaround (Avolio, Walumbwa & Weber, 2009). Albeit, there are 
still numerous factors that lead to resistance.   

Resistance to change is an inevitable factor during a turnaround process as changing the 
status quo often leaves individuals feeling empty, lost, or excited. The main approach for 
mitigating the extent of resistance is clear and concise communication. 

A change-agent-centric strategy considers resistance as a positive as it allows the leader to 
make sense of the situation and relay that information to the recipients in a 
comprehendable way (Ford, et al., 2008). Resistance to change was one of the primary 
challenges that the executive chairman faced when entering the firm. The cultural artifacts 
that were present required a streamlined process in order to eradicate certain cultural 
dimensions that inhibited change (Higgins & Mcallaster, 2010; Zahra, et al., 2008).  

Certain change initiatives are temporaly constrained. This occured during the negotiation 
between one of the firms’ major clients where quick decisions were mandatory. The 
decisions ended up being successful, but numerous employees initially resisted the change 
as they felt they were not informed and were left behind during the change process (Kotter 
& Schlesinger, 1979).    

The approach-avoidance theory states that individuals are simultaneously for and against 
change (Ford, et al., 2008). When trying to re-structure the organizational hierarchy, the 
new change leader was faced with both positive and negative feedback. Certain individuals, 
namely family members, were either fired or demoted during this process. Clearly, these 
individuals incurred a loss due to this change. The parochial-self interest of those affected 
by the change deals primarily with their individual concern about losing something of 
value, primarily positions of power. The new change leader sought to gain agreement, 
through negotiation tacticts, between these individuals (Kotter & Schlesinger, 1979).  There 
was an allocation of resources to the different departments within the firm that were being 
restructured as a means to offer incentives to retain certain knowledgeable employees 
(Recardo, 1995).  

There was also a development of a SLT (Senior Leadership Team), which lead to firm wide 
resistance due to a lack of trust with the new change leaders externally imposed changes. 
The employees felt that the executive chairman did not develop compeling enough reasons 
for why this change was necessary, which relates directly to the inoculation theory (Ford, et 
al., 2008). During this process, the new change leader acted as an initiator, participant, and 
facilitor by listening to his top-management’s advice and empowering them to take action, 
which aided in prevailing over the employees counterarguments (Kotter & Schlesinger, 
1979). In doing so, the resistance to change was minimized and the new change leader was 
able to gain mutual commitment and support from his staff by clearly communicating and 
aligning himself with the employees (Fass, 2013; McGuire, 1964). 

During the weekly SLT meetings, which discuss the primary concerns and updates from 
the previous week, the new change leader remains open, helpful, timely, and compels the 
top-management to debate amongst each other. The reactance theory states that when 
individuals debate about their disagreements, a mutually beneficial turnaround strategy will 
result and a healthy work enviornment will be created (Ford, et al., 2008). By fostering such 
an enviornment, the previous challenges within the firm, namely the ’one-man rule,’ was 
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overcome as the top-management became directly involved with the decision-making 
process. The employees initially resisted this change as they feared they lacked the 
necessary skills required to sustain the change (Kotter & Schlesinger, 1979).  

The executive leader aligned his cognitive, spiritual, emotional, and behavioral dimensions 
with the firm, and its employees, in order to empower them to act and minimize resistance 
(Gill, 2003). Cognitively, the leader fosters an environment of debate, through clear 
communication, in order to develop a vision and purpose that is mutually accepted 
throughout the firm. This also dealt with creating a sense of meaning within the firm, 
through the spiritual dimension, by offering certain incentives. Through his ability to act, or 
’do’, the new change leader further developed the proposed vision as a means to establish a 
common goal (Gill, 2003). This further relates to the leadership style of the executive 
chairman; as one who was is able to achieve results (Grint, 2010).  

Ultimately, the present phase leads into the most critical stage in a turnaround, which is 
where the firm must strategically retain profitability moving into the future.  

 

5.2.3 Future - Strategies 

 

The specific strategies employed by the new change leader were tailored to certain 
operational (retrechment) and strategic actions. The strategic orientation of the new change 
leader requires him to balance these two actions in order to reverse the organizational crisis 
(Morrow, et al., 2004). In order to fullfil the research question and understand the specific 
strategies, the authors will focus on ”where we [the firm] want to go” and the means to 
accomplishing those goals. In order to develop these ideas, two concepts are needed: 
Accepting that what the firm is doing now is patently wrong as it is failing; as well as 
accepting that nothing is sacred, or off limits, in terms of change during a turnaround 
process. Likewise the means to accomplishing these goals requires changing any of the 
management team, and any of the current businesses that the firm is in, regardless of their 
prior position (Cater & Schwab, 2008). Ownership, or founders, and champions (HC) of 
the existing business need to be developed and modified in order to absolve the 
organizational crisis and turnaround the firm (Rothaermel, 2012). 

The strategic plan focuses on creating a standard pricing schedule within the firm in order 
to increase revenue and establish financial benchmarks. The executive chairman is 
constantly upgrading staff, primarily the level below the senior management, in order to set 
the firm up for succession after the exit of the private equity firm (Mitchell, Morse, & 
Sharma, 2003). HC is seen as the most valuable asset, or resource, within a firm and acts as 
the driving force behind a turnaround process (Sirmon & Hitt, 2003). The sales and 
marketing team was tasked with developing a PR program that highlights “headline” risks 
to major hotel chains when they utilize cash based “sweat shops.” The working conditions 
within the commercial laundry industry are rather poor, as seen in the empirical study 
section focusing on the past, and competitors cut corners in order to minimize costs 
(Porter, 1980). The PR program will help develop a branding campaign for the firm that 
emphasizes a “best in class” service, serving as a competitive advantage. The sales team 
should also continue, through the pricing schedule, to re-negotiate contracts with 
customers in order to reach a standard price that is greater than $.35/lb (true cost of the 
firm), which means cancelling contracts with non-compliant clients.   
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The executive chairman created a support team, SLT, which has opened lines of 
communication within the firm (Cater & Schwab, 2008). This has allowed for a 
comprehensive financial analysis of the underlying causes of the organizational crisis and 
served as a means for developing long, and short-term, strategies (Gersick, et al., 1997; 
Covin, 1994). Through incentives, the executive chairman has developed an ESOP 
(employee stock ownership plan), as well as a Sales Compensation agreement, that will 
induce management to stay involved with the firm throughout the turnaround process 
(Avolio, Walumbwa, & Weber, 2009). This extra compensation to the top-management of 
the firm has been initiated, via the HR department, and has helped retain knowledgeable 
employees such as the former CEO (Rothaermel, 2012). Instead of firing the former CEO, 
the executive chairman demoted him and kept him on the payroll, as a consultant under a 
non-compete agreement, and stripped him of all decision-making authority. The former 
CEO has industry specific knowledge which acts as a competitive advantage which is the 
primary reason behind the decision not to let him go.   

Operationally, the firm should add more equipment, specifically wash tunnels, into the 
largest facility (Facility 1), which will eliminate the bottleneck that currently exists between 
the washer and dryer (which necessitates a second shift) as a means to increase capacity in 
order to absorb new clients (Tikici, et al., 2011). A sales pipeline has also been developed 
(Appendix 5) in order to capitalize on new hotels coming on line within the next three 
years in the NYC market, predicted to be roughly 30,000 additional rooms. There should 
be an implementation of preventative maintenance programs, spare parts should be 
stocked in the inventory in order to handle catastrophic events (such as super storm 
Sandy), as well as a developed automated solution in order to eliminate the manual steps 
that are currently in place. Management information reports need to be automated and 
pushed down to the lowest management level for accountability and performance reward 
programs in order to insure operational success (Amason, 1996). A flood contingency plan 
has been developed for the facility located in the flood zone (Facility 2) in order to 
alleviate, or mitigate, potential operational crisis management situations that may arise 
(Appendix 6).  

Certain functions within the firm were also in need of drastic changes, the IT, finance, 
operations, sales and marketing, as well as the HR departmet (Cater & Schwab, 2008). The 
executive chairman elevated the head of IT and hired a data analyst to work directly under 
him in order to analyze and eventually develop automated reports that focus on 
performance throughtout the company by highlighting critical metrics required for 
profitability (Appendix 4). Under the former CEO, these departments were exclusive and 
had little communication amongst each other, resulting in minimal change due to a lack of 
information. By seperating each function within the firm, intra-company competition was 
high and mutual commitment was avoided. 

The focus for the new change leader is on results. His position within the firm, as an 
executive, aided him to overcome resistance to change as he had the power to make 
changes (Klein, et al., 2005). The executive chairman as an individual, or person, came into 
the turnaround situation with past experience that proved vital in successfully turning the 
firm around. The specific processes employed, as detailed above, led to a successful 
turnaround (Grint, 2010).  

When conducting a turnaround process and looking into the future, recovery or failures are 
two results. A recovery situation can be two-fold, sharp-bend or moderate (Thrams, 
Ndofor, & Sirmon, 2013), which in this case would involve an M&A and an IPO. In the 
case of a turnaround failure, the leader should look at the underlying factors that caused the 
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failure. This can be done by looking into the past to see what went wrong strategically in 
order to improve the present situation. The NLST model [Figure 8, p. 40] depicts this 
process by utilizing a non-sequential time-frame. Ultimately, this developed model relies on 
the knowledge of a new change leader’s ability to overcome present resistance, seek out the 
specific past challenges and causes of the organizational crisis by developing firm specific 
strategies to sustain future success.   

Ultimately, private equity is an investment strategy where limited partners commit to fund 
investments, generated by the general partner, with the expectation that the investment will 
be liquidated by the end of the fund life, approximately 10 years. The private equity 
company looks to make an IRR (internal rate of return) of roughly 15-20%. Being quick 
and efficient in a turnaround process is crucial in this case in order to set the firm up for a 
sale to a strategic buyer, as mentioned in the empirical study. In doing so, the firm would 
ultimately be taken public through an IPO, after an M&A with a competiting firm. This 
will create the 1st nationwide laundry business in the U.S. marketplace. The firm should 
also take public liquidity to merge business and technological goals into effective strategies. 
The merged companies achieve liquidity and create over time a positive return on 
investment. During the proposed M&A, the case company should only acquire the other 
firm’s assets as that abolishes any previous liabilities that may be incurred. The self-fund 
cash in this case requires a CAPEX (capital expenditure) budget in order to alleviate the 
interest to the senior lender, as well as the interest to subordinated debt, in order to 
discontinue the default 5% interest rate by saving 13-18% annually on interest.  

Overall, numerous different strategies are going to be employed by the new change leader 
in order to resolve and sustain the turnaround of the firm. That being said, each firm is a 
unique entity and requires a series of analysis into the past in order to understand where the 
firm is presently as a means for future sustainability. Once strategies have been developed 
and are being employed, the new change leader should track the results in order to prevent 
future downturns. 

Certain managerial implications can be discerned from this analysis. There is a need to 
understand what challenges have led to the organizational crisis (past). One must be willing, 
as a new change leader, to overcome certain barriers to change (present) through resistance 
mitigating strategies. When looking for ways to achieve economic prosperity and 
organizational change (future), a new change leader should rely on his/her competences 
and past knowledge (Grint, 2010) to highlight key risk factors to decision-making 
processes.   
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6 Conclusion 
 

The authors will discuss the relevance of the findings and lay a foundation for future 
research. 

 

 Summary 
 

The first research question relates to the specific challenges a leader faces when entering a 
family firm that is experiencing an organizational crisis. The research question is adapted 
into the NLST model by depicting the underlying causes of the organizational crisis. The 
largest challenge a new change leader faces during a turnaround is breaking down cultural 
artifacts, norms and values, which inhibit change. 

The second research question, which discusses particular ways to mitigate resistance, 
highlights the need for numerous approaches. Resistance is an inevitable part of change 
initiatives, therefore they need to be curtailed in order to achieve results.  

The third research questions is dependent upon certain strategies developed by the new 
change leader to drive a turnaround. The most important development during a turnaround 
lies with the development, and retention, of skilled HC in order to achieve results.  

The thesis was able contribute to extant literature by exploring the specific challenges a 
new change leader faces when entering a family firm during an organizational crisis. It also 
depicts certain approaches to overcoming resistance to change from constituents within the 
firm. Ultimately, firm specific strategies were detailed as a means for sustaining future 
success. These three factors, challenges, approaches, and strategies, are included in the non-
sequential NLST model, which helps new change leaders turnaround organizational crises 
stricken firms. There are also relevant implications, and analyses, that bridge the gap 
between theory and practice, which will help new change leaders overcome resistance and 
build strategies for future success.  

 

 Suggestion for Future Research  
 

Most of the literature looks at turnaround situations during economic decline, internal 
deficiencies, or other factors. There appears to be little discussion towards research of firm 
turnarounds during periods of no downturn, whether economic, social, or political. This 
could bring to light a desire for successful firms in times of great prosperity to plan ahead 
and inhibit the need for drastic measures during financial losses.  

The difference in attitudes, and success rates, between external investors with stock (equity) 
within a declining firm compared to external consultants without any stake in the firm need 
to be highlighted and discussed. There should also be a longitudinal study that tracks actual 
results of the firm after the new change leader has left and succession has occurred.  
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Appendix  

 

Appendix 1 : Initial Interview Questions  

 

Note: When referring to the family business we will use terms such as (Family ownership – 
Family business – former CEO). Institutionally speaking, we will use terms such as 
(Institutional ownership – institutional business – new leader – executive chairman).  

 

1) When did you start at the company? How many years did you work under family 
ownership? How many years under institutional ownership?  

2) How many years of experience did you have in your current position prior to starting at 
the firm?  

3) Prior to your tenure at the firm, did any of your former employers experience a 
turnaround? If yes, what was the outcome (recovery or failure) and what was your role in 
the process? 

4) Have you ever worked for a family owned business prior to joining the firm? 

5) What changes were made to the company culture upon the entrance of the new leader 
(executive chairman)? 

6) What major challenges do you believe the new leader faced upon entrance into the firm?  

7) Has there been any resistance to the new leaders change strategies within the firm? Did 
you resist? How has the new leader dealt with this resistance to change? 

8) What strategies were undertaken during the turnaround of the firm by the new leader, 
specifically in the A) decline B) decline stemming (reverse) C) and recovery stages?  

9) What do you think was the driving force behind the turnaround of the firm and do you 
see the next 3-5 years with a positive outlook? If yes or no, why do you believe this is the 
case?  
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Appendix 2: Observation  

 

Where we were 

1) Family owned and operated (immigrants S. Korea) 

2) Started with one dry cleaner 

3) Boot strapped growth as they  lacked capital 

4) Utilized non English speaking Latino women as workers 

5) Added additional plants by purchasing used equipment out of bankruptcies 

6) Mostly manual labor (sweat shops) in 3rd world conditions 

7) Cut corners by not investing in CAPEX  

8) Father brought in only son (26 years old) to manage & eventually own and lowered 

prices to increase sales participating in a price war 

9) Attempted and succeeded in becoming largest commercial laundry servicing hotels 

in N.Y.C. - largest hotel market in U.S. 

10) Brought in  investors (Private Equity) and large U.S. Bank to build state of the art 

new automated plant 

11) Became highly leveraged by taking on very high priced debt. 

12) Plans to develop eastern U.S. Seaboard laundries (inorganic or organic) purchase or 

build 

13) Company falters badly with new automated plant  

 Attempts to install with its management rather than OEM 

 Requires more $ than planned 

 Takes 9 months to complete installation & resolve problems  

14) New sales don’t materialize leaving huge overcapacity at new plant 

15) Lowering prices more to fill capacity 

16) Serious uptime (system problems) leads to quality issues  

17) Company essentially bankrupt, needs new capital or senior lender would foreclose 

 

Where we are  
1) One sub debt private equity company purchases 80% of company for 

$3 million, down from $50 million valuation (whole company) at 
time of institutional lenders investment previously used for 
inducement warrants 

2) Same investor continues to fund additional $4 million in Debt to keep 
company AFLOAT 

3) Senior lender stops interest to sub-debt holders 
4) Private equity owner sends partner in to turnaround business  

Partner has numerous turnaround experiences and becomes executive chairman (65 
years old) 

5) Executive chairman continues & ultimately builds professional management team at 
senior level COO, CFO & CMO- these managers upgrade the staffs of managers 
below them 
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6) Cost proves prohibitive to close one of 3 pants to eliminate over capacity 
7) Executive chair installs new policies/compensation 

 Sale compensation agreements with senior managers to compensate them for 

seeing turnaround plan through success 

 Don't deliver laundry to non-paying or chronically late paying customers 

 Don't do emergency work for competitors at any price 

8)  Begins and completes re-contracting or contracting with all customers with standard 
pricing and agreements 
(130 customers and price increases of 7-10%) 

9)  Unbundles pricing & breaks revenues into product types revealing that certain legacy 
products lose large amounts of money- discontinues them for all but largest volume 
“core" customers (VALET) 

10)  Company signs a 3 year agreement with (International) Large Hotel chain currently 
serviced by in house laundry, closing laundry & filling excess capacity (30% increase 
in volume (26 Hotels) 

11) Purchases new equipment to replace broken equipment (Tunnel) 
12)   Turnaround Plan Complete, Company Self-Funds Cash Needs including                                          
      CAPEX 
 

Where we want to be 

1) EBITDA at 10% of gross sales 

2) Self-Fund cash needs 

 CAPEX 

 Interest To Senior Lender 

 Interest to Sub Debt to discontinue default interest rate  

saving 5% Annual Interest (18% to 13%) 

 Begin  & Ultimately pay off debt  

 Senior First  

 Sub Debt Subsequent 

3) Achieve pricing power by becoming “Best In Class” competitive in  

N.Y.C. Market 

4) Create brand known to be able to handle largest hotels & hotels group volume 

5) Known as fully compliant with all Labor & Tax Laws eliminating 

 “Headline Risk” 

6) Known as Most Professional Institutional Laundry in N.Y.C. 

7) Increases value of company (Enterprise) to $40 Million 

8) Merge business into strategic company conducting a “Roll-Up” of like companies 

throughout U.S. creating Nationwide Premier Commercial Laundry 

9) Take merged company public achieving liquidity & return on  investment 
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Appendix 3: Facility 2 Closure 
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Appendix 4: Daily Flash Report  
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Appendix 5: Sales Pipeline 

 

 

 

Appendix 6: Flood Contingency Plan 

 

 

 

 




