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ABSTRACT OF THE THESIS 

Corporate Turnaround: 

Using Intelligence To Determine The Likelihood Of A Successful Turnaround 

A Critical Examination 

By 

Chad T. Los Schumacher 

Master of Science in Applied Intelligence 

Mercyhurst University, 2014 

Professor Shelly Freyn, Chair 

 

 Corporate turnarounds are a complicated, involved process affected by numerous 

internal and external factors. Analysts seemingly predict successful turnarounds or failure 

upon facts supporting their belief, as there is no objective methodology used to assess 

these companies. This study seeks to create a methodology intended to determine the 

likelihood of a successful turnaround by a struggling company. By combining literature 

on why companies fail with literature on how to execute a corporate turnaround, this 

study created a single methodology intended to analyze both the decline and turnaround 

of a company. 

 After reviewing literature covering both decline and turnaround, the study married 

frameworks by Collins and Slatter and Lovett to create a framework containing factors, 

which could be assessed through open sources. The methodology was then tested by 

using case studies of two companies in the retail clothing industry: Eddie Bauer, a failed 

business, and Gap, Inc., which achieved a successful turnaround. Using the results from 
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these two companies, the study assesses J.C. Penney, a company currently undergoing a 

turnaround in order to determine the likelihood of its success. 

 The study found that Eddie Bauer dwelled in denial of its problems and took 

either no action or inadequate action throughout its turnaround. Gap, however, achieved 

most of the recommended steps and actions suggested by literature, resulting in a 

successful turnaround. J.C. Penney’s results contain similarities to Eddie Bauer, taking 

too little action, too late in the turnaround, and addressing cosmetic issues rather than the 

core operations and infrastructure of the business.  
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INTRODUCTION 

“Success will always be measured by the extent to which we serve the buying public.” 

James Cash Penney, founder of J.C. Penney 

Introduction to the Problem 

Today’s corporate landscape contains many major companies that have faced 

financial challenges and in turn, have attempted turnarounds. A corporate turnaround is 

the process of changing a company in order to create substantial and sustained positive 

change in company performance (Bibeault, 1998). When the need for a turnaround is 

identified early enough and handled properly, a company is able to make a successful 

turnaround and potentially, a stronger comeback than it was before. Companies that fail 

to identify the need for a turnaround, execute their turnaround too late, or handle their 

turnaround incorrectly often enter history as a footnote or become a subsidiary of a 

former rival. Understanding a struggling company’s turnaround attempt can eliminate 

blind spots or highlight potential opportunities. Currently, analysts must develop such an 

understanding based upon their intuition, unstructured research, and best guesses, as no 

methodology is available to provide a structured, objective analysis.  

Statement of the Problem 

   Presently, no model exists in the competitive intelligence field that provides an 

analyst the ability to objectively assess a struggling competitor to determine if the 

turnaround attempt is likely to succeed or fail. An analyst must make an assessment of a 

struggling company based upon a myriad of factors including their understanding of the 

company, the market and economic conditions. Furthermore, these analysts do not use 

the same criterion or weighting of various factors that may impact the likelihood of a 
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turnaround. Analysts may also have personal biases influencing their assessment of a 

company. Without an objective structured methodology that considers specific key 

factors, an analyst could incorrectly assess the results of a turnaround attempt of a 

company.  

Purpose of the Study 

 Building upon research conducted on corporate turnaround and combining it with 

intelligence analysis, this study seeks to create a model that can be used to analyze a 

struggling competitor to determine the progress of a competitor and whether the 

competitor is capable of making a turnaround based upon a set of identified factors. This, 

in turn, adds to the competitive intelligence professional’s toolkit. Understanding the 

struggling company’s turnaround prevents the analyst from missing blind spots and 

prematurely dismissing the struggling company as failed. It also minimizes the possibility 

of a successful turnaround coming as a surprise. Furthermore, this study will create an 

objective, consistent methodology which will assist in reducing the subjectivity and bias 

of the traditional analysis of a failing company.     

Research Questions 

Much of the research on corporate turnaround focuses around theoretical or case 

study applications. There is no analytical application of corporate turnaround. However, 

it is plausible to develop an analytical application of corporate turnaround research due to 

the availability of information about the company and through the Internet and online 

databases.  This study seeks to explore that void and answer the question: Can an 

analytical methodology be developed to assist in determining the outcome of a company 

undergoing a turnaround using turnaround literature and open source information? 
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Definition of Terms 

 This study uses the following terms and definitions: 

 

 Corporate turnaround – Though there is no single agreed upon definition, all 

definitions share the components of a period of significant financial decline 

followed by a period of improvement greater than the decline, using 

measurements such as return on interest (ROI), return on assets (ROA) and others 

(Pandit, 2000).  

 Failed turnaround – A company which closes, enters bankruptcy, is purchased by 

another company or posts more than two consecutive years of negative ROA. 

 Successful turnaround – A company which posts two consecutive years of 

improved ROA without the assistance from outside sources. 

Assumptions and Limitations  

 This study contains a few assumptions.  One is that the individual analyzing a 

company only has access to open source information and is not privy to insider 

information. Another is that the company being analyzed declined due to its own 

mismanagement and miscalculations and not due to illegal activity or significant external 

factors beyond the company’s control.  

Due to the nature of corporate turnaround, there are several limitations. Much of what is 

required to make a corporate turnaround is internal to a company and therefore, 

information unavailable to the public.  This makes analysis of several factors extremely 

difficult, if not impossible, such as changes of internal processes and systems. 

Additionally, the limited number of cases analyzed reduces the overall validity of the 

findings.  



4 

 

Organization of the Study 

This thesis is presented in a five-chapter format. This first chapter identifies the 

problem and research question, the purpose and nature of the study, defines terms used 

throughout the study, and outlines assumptions and limitations of the study. The second 

chapter is a review of literature, which covers pervious research done on corporate 

turnaround including how companies fail, the turnaround process with suggested actions, 

and definition of key terms and measurements, as well as discussion of the multi-criteria 

decision making matrix (MCDM matrix), concluding with the question this thesis sought 

to answer. The third chapter outlines the methodology used to source, collect, measure, 

and analyze data, as well as discuss any limitations and impact on credibility of the 

findings. The fourth chapter assesses three businesses in the retail clothing industry: one 

which failed and one which achieved a successful turnaround in order to create controls, 

followed by one company currently undergoing a turnaround as a test. Chapter five 

concludes with a study summarization, discussion of resulting implications and 

recommendations for future research. 
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LITERATURE REVIEW 

Though each case of corporate turnaround is unique, there are many 

commonalities businesses share, regardless of the industry the business is in. There are 

two important factors when analyzing corporate turnaround. First, there is a need to 

understand how a company entered decline and now requires a turnaround. Second, a 

company in a turnaround situation must address all of its problems in a well thought-out 

manner, addressing a wide variety of concerns such as finances, leadership, and strategic 

planning. A miscomprehension of the situation by a company may result in improper 

steps toward remedying the problem; thereby, resulting in business failure. 

 The first section of this chapter defines what a corporate turnaround is and how it 

was evaluated in the case-studies. Next, this chapter discusses what leads to the decline of 

a company along with the respective indicators, followed by a generic framework used in 

literature to turn struggling companies around. The subsequent section defines all the 

variables assessed in each case-study. Finally, the multi-criteria decision making 

(MCDM) model and the application of intelligence to business will be addressed 

concluding with a hypothesis. 

Defining Corporate Turnaround 

Corporate turnaround has no single, agreed upon definition. Many experts and 

scholars have defined corporate turnaround in varying ways, using several metrics to 

determine a successful or failed turnaround. A survey conducted by Naresh R. Pandit 

(2000) summarizes many of the most cited definitions of corporate turnaround. Pandit 

(2000) states that defining corporate turnaround involves two concepts: how performance 

is defined and measured and the length of the turnaround cycle. 
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The survey by Pandit (2000) reveals the use of several different variables and 

methods to measure the turnaround of a company. Survey definitions vary, from using 

financial data to using human judgment in order to create a definition of corporate 

turnaround and of a period in which the turnaround occurred. In order to maintain 

objectivity throughout this study, definitions of turnaround excluded any that referred to 

human judgment or use of information that were not available in open-source channels. 

Many authors use profitability as a metric to define and measure performance, 

which is the first part of the definition of turnaround. Some authors expand on this basic 

premise for accounting-based indicators by examining factors such as return on 

investment (ROI) and market share (Thietart, 1988) or ROI and return on sales (Robbins 

& Pearce, 1992). Other measurements not considered due to the subjective nature include 

surveying key stakeholders (Mayes and McKieman, 1990, as cited in Pandit, 2000) and 

assessments using accounting information combined with human judgment, either as a 

consensus among stakeholders (Zimmerman, 1989, as cited in Pandit, 2000) or a 

statement by a top executive that the struggling company did turnaround (Robbins & 

Pearce, 1992). 

The definition of a turnaround cycle typically varies between two and four years 

(Pandit, 2000). Schendel, Patton, and Riggs (1976) defined a turnaround cycle as four 

years of uninterrupted decline in net income compared against gross national product 

(GNP) growth, followed by four years of uninterrupted increase in net income compared 

against GNP growth, allowing for two years of deviation between the decline and growth 

phases. 



7 

 

Other turnaround definitions compare an industry’s average net income against a 

company’s. O’Neill (1986) and Pant (1991) use this benchmark. The former defines a 

turnaround cycle as three years of net income below the industry average as a decline and 

at least two of three years above the average as a successful turnaround. The latter defines 

a decline as two consecutive years of return on assets (ROA) in the bottom quarter of the 

industry and successful turnaround for two consecutive years of ROA in the top quarter.  

Hambrick and Schecter (1983) discuss the use of ROI as a benchmark. They state 

that a company would experience less than a 10 percent ROI, pre-tax, for two consecutive 

years and deem a successful turnaround after experiencing a 20 percent ROI in the third 

and fourth year. Additionally, they state that a failed turnaround would experience an 

ROI of less than 10 percent, pre-tax, in years three and four instead (Hambrick & 

Schecter, 1983). Chowdhury and Lang (1996) used the same definition as Hambrick and 

Schecter (1983), but instead of a 20 percent ROI, pre-tax, they used a 10 percent ROI, 

pre-tax, as an indicator of a successful recovery. 

The aforementioned measurements using ROA and ROI grant an objective way to 

determine the decline and turnaround of a company. However, these pose several 

problems for this study: preliminary analysis of these definitions suggests the metrics do 

not scale well for companies in the same industry, and these measurements may not be 

usable when analyzing across industries. This is to say that a company could suffer a 

drastic decline, but arguably never need a turnaround according to the definitions and 

measurements of ROA and ROI supplied by corporate turnaround research. Alternatively, 

using these respective measurements may suggest a company is in a constant state of 

failure due to their numbers being below the percentages used by the respective authors. 
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Furthermore, financial results can be manipulated to show the company is in better health 

than it actually is. The author of this study also faced several other limitations, such as 

access to industry-specific financial ratios, especially historic data. 

Understanding Why Businesses Decline 

 A key component in understanding corporate turnaround is how a business 

declines. An article published by Fortune in 2002 assessed why companies fall by 

analyzing Xerox, Enron, WorldCom and Kmart. The article highlights several key 

commonalities across the companies that contributed to their failure (Chain Store Age, 

2002). Almost always, flaws in management of the company put the organization into a 

decline. Some of the flaws include: 

 Poor decision making created by success, causing management to be 

complacent from the success and ignoring changing markets. 

 Failure to address difficult situations and inability to accept bad news. 

 Creation of a poor corporate culture that contains elements of denial, hubris, 

unethical actions, and greed, among others.  

 Running out of money, either due to a lack of growth, or by taking on too 

much risk. 

Supporting Charan et al. (2002), Slatter and Lovett (1999) states poor management is 

usually the root cause of decline in any company. Autocratic rule is the first sign of poor 

management, with the CEO making all the decisions and not allowing for disagreement. 

While this style of leadership is sometimes successful, if a firm begins failing, the style 

proves ineffective. A second sign of poor management is having a CEO as a chairman. 

This typically grants the CEO unchecked power to do whatever activities he or she wants. 

An ineffective board of directors may also lead to a decline through poorly handled 

planning and allocation, leading to an overall weak strategy (Slatter & Lovett, Corporate 

Turnaround, 1999).   
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Additionally, management becomes increasingly administrative in nature, rather 

than overseeing growth and development that would benefit the company. This stifles 

productivity and causes a drastic slowdown in the ability for a business to innovate. 

Management also begins to neglect the core business, which negatively affects what 

made the business successful. This typically happens when a business begins to diversify 

into areas that it is not suited to handle. Finally, an inadequately skilled management 

team assists in leading the company into decline, as it does not possess the ability or 

competency to develop, manage, and lead the business in a positive direction (Slatter & 

Lovett, Corporate Turnaround, 1999).  

Even if other indicators of decline do not suggest a problem, the factor of poor 

financial control alone can cause a company’s demise. Other poor financial policies can 

also contribute to decline. These include: having a high debt-to-equity ratio, very 

conservative fiscal policies that disallow for reinvestment in the company or aggressive 

fiscal policies that go through money too quickly, and inappropriate financing sources, 

such as money intended for short-term projects being invested into long-term ones. 

(Slatter & Lovett, Corporate Turnaround, 1999). 

Big projects, especially if unprofitable, may also place a business in decline. 

According to Slatter and Lovett (1999), a business should never take on a project that 

would cause a business to become insolvent if it fails. Big projects that cause decline 

typically bear characteristics of poor estimates during planning, poor project control 

during expenditure, late design changes, and other external factors, all of which can 

ultimately lead to the project failing to bring in projected revenue.  
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Similarly, acquisitions are also capable of sending a company into decline. Slatter 

and Lovett (1999) found three points in which acquisitions may cause failure of a 

business: acquiring a firm that has a weak market position and expecting it to be strong or 

provide a solid entry; overspending on a business that is not worth the price paid; and 

failing to properly manage the newly acquired company, which often stems from a 

culture clash and resistance by the newly acquired company (Slatter & Lovett, Corporate 

Turnaround, 1999). 

A lack of marketing effort, usually caused by poor management and 

complacency, is another indicator of decline. As marketing is often done in conjunction 

with many other aspects of the business, such as product development or company 

improvements, marketing may be used as an indicator to determine if it is a departmental 

problem or a business-wide problem. Some indicators include an unmotivated sales force 

and management, inefficient advertising, being out of touch with the customer’s buying 

habits, poor or non-existent promotional materials, limited to no response to customer 

inquiries, dismal after-sales service, and poor or non-existent development of new 

products (Slatter & Lovett, Corporate Turnaround, 1999).  

Collins (2009) takes the above points and places them into a five-step process 

called the Five Stages of Decline, a process which may take as little as a few months or 

almost a decade. See Figures 2.1 and 2.2 for an illustration of the stages. The stages are: 

1. Hubris Born of Success 

2. Undisciplined Pursuit of More 

3. Denial of Risk and Peril 

4. Grasping for Salvation 

5. Capitulation to Irrelevance or Death or Recovery and Renewal 
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Figure 2.1 – Collins’ (2009) Five Stages of Decline for a failed company. 

 

 

Figure 2.2 – Collins’ (2009) Five Stages of Decline for recovered company. 

 

In Stage One, the company develops Hubris Born of Success. It begins when a 

company considers success an entitlement and removes focus from their core business 

and places it into other areas. In Stage Two, the Undisciplined Pursuit of More, a 
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company pushes its limits on growth so it may obtain more of whatever upper 

management defines as success, such as more stores, market share, or revenue, detracting 

from the ability to deliver great products. 

Stage Three is The Denial of Risk and Peril, when many warning signs that the 

business is headed for trouble begin to surface and are often dismissed. A good example 

of this is when a company writes off or explains away negative data. The company places 

emphasis on positive data over negative data, blaming external factors. The executives 

appear out of touch with what is happening in the market and with the company. The 

company will also re-organize regularly. Some indicators suggest that the business will 

only improve going forward. It is at this point that a refocus and internal reevaluation 

would likely prevent the business from entering decline.  

However, some companies fail to recognize the need to change and enter Stage 

Four, Grasping for Salvation. At this point the company is in decline and will look for 

dramatic solutions that will solve all problems the company is having, such as a new 

executive, product, acquisition, restructuring, or strategy. These moves sometimes 

produce a false-positive, suggesting the company may be turning around until failures 

resurface. The financial position of the company quickly deteriorates and forces it into 

severe decline, limiting options and making turnaround difficult, but not impossible. 

However, if steps are not taken immediately, the company may find itself without money 

and either selling or closing its doors (Collins, 2009).  

 A company faces two very different futures after Stage Four. Companies that fail 

to recognize their need for a proper turnaround enter Stage Five: Capitulation to 

Irrelevance or Death, where a company closes its doors, sells itself, or pushes on and 
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fades away to irrelevancy. Alternatively, Collins (2009) does present a different Stage 

Five for a company that recognizes its problems and starts to take action by addressing 

the problem rather than seeking miracle solutions. Instead of Capitulation to Irrelevance 

or Death, a company may enter Recovery and Renewal by returning to solid management 

practices and refocusing the company on a strong strategy (Collins, 2009).  

However, Collins (2009) does not provide guidance on how to conduct a 

turnaround. Though he does provide examples of how other companies went right and 

wrong along with symptoms of what a company in trouble may look like, he does nothing 

more than state that it is not too late to take steps to save a struggling company or to even 

take preventative measure in order to avoid decline.  

This study identified and analyzed companies according to Collins’ (2009) model 

in order to create a more in-depth understanding of each company’s turnaround, as the 

decline of the company is not the main focus of the study, but rather a component. 

The Turnaround Framework 

 If a company recognizes the trouble it is in and decides to take action, it may 

achieve a successful turnaround. In order to do so, a company must diagnose itself to 

identify problem areas and then develop a plan that may be effectively and practically 

implemented. Slatter and Lovett (1999) outline seven key “ingredients” used to turn a 

company around. A turnaround plan must address fundamental and underlying problems 

and focus only on the large, essential issues (Slatter & Lovett, Corporate Turnaround, 

1999). Many of these activities may be observed from the outside, using open source 

information. 
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 Slatter and Lovett (1999) state that each ingredient should be addressed and 

executed in the numbered order, and that failure to address any one of these will likely 

result in a failed turnaround and, subsequently, a failed business. Below are the seven key 

ingredients along with generic strategies to assist in a turnaround, reproduced from his 

book Corporate Turnaround (Slatter & Lovett, Corporate Turnaround, 1999). See Figure 

2.3 for the complete ingredients. 

Seven Key Ingredients Generic Turnaround Strategies 

1.   Crisis Stabilization  Taking control 

 Cash management 

 Asset Reduction 

 Short-term financing 

 First-step cost reduction 

2.   Leadership  Change of CEO 

 Change of other senior management 

3.   Stakeholder Support  Communications 

4.   Strategic Focus  Redefine core business 

 Divestment and asset reduction 

 Product-marketing refocusing 

 Outsourcing 

 Downsizing 

 Investment 

5.   Organizational Change  Structural changes 

 Key people changes 

 Improved communications 

 Building commitment and capabilities 

 New terms and conditions of employment 

6.   Critical Process Improvements  Improved sales and marketing 

 Cost reduction 

 Quality improvements 

 Improved responsiveness 

 Improved information and control systems 

7.   Financial Restructuring  Refinancing 

 Asset reduction 

Figure 2.3 – Slatter & Lovett (1999) seven key ingredients for a successful 

turnaround. 

 

Since Slatter and Lovett (1999) wrote their work assuming with the assumption 

that the reader is a consultant or executive with access to information supporting these 
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points, some of these points cannot be analyzed as they require access to information that 

is inaccessible due to its internal nature or scarce in open sources, such as critical process 

improvements and stakeholder support. However, there is discussion of many of the 

remaining points in news articles, press releases and other open source channels, making 

them analyzable as in this study. Furthermore, these seven ingredients address the area 

which Collins (2009) refers to as the alternative Recovery and Renewal stage. Combining 

the two models provides a general understanding of why a business declines and what is 

necessary to turn a company around. 

Measuring Decline and Turnaround 

This study uses a definition of decline and turnaround based upon several 

definitions and factors. As Pandit (2000) discovered in his survey, turnaround definitions 

typically used two consecutive years of decline followed by two consecutive years of 

improvement back to levels where the company first declined. Because ROA is a 

measurement of how effectively management is using its resources, it is the best fitting 

and most appropriate metric for this study. Therefore, the definition of a turnaround 

metric is two years of consecutive decline in ROA followed by two consecutive years of 

increased ROA. 

The author acknowledges that there are several issues with this definition. First, 

no previous research substantiates this method of measurement. Second, the decline is a 

subjective measurement, as there is no provided fixed amount or percentage lost. Despite 

these issues, the intention of this metric is not an absolute, but rather a guide in 

determining the success or failure of a company. The subjective complement, which can 
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arguably serve as a check against the numbers, is the perception of the company held by 

the market, consumer, investor, and even executives within the company analyzed. 

Analyzing Decline and Turnaround Stages 

The frameworks presented by Collins (2009) and Slatter and Lovett (1999) 

provide many considerations and factors when assessing a turnaround situation. Given 

the complexity and intricacy involved in corporate turnaround, the scope of this study is 

narrowed to specific, manageable variables that can be easily analyzed or found using 

open source information. Variables such as employee morale, internal restructuring, 

quality control, cost reduction and many components of financial restructuring are some 

of the variables that are more difficult to access. Therefore, this study used variables 

readily found and analyzed using open source information. The following chart covers 

each variable and its applicable components addressed in each case-study. See Figure 2.4 

for the combined framework to be used in each study. 

Variable Components: 
1. Decline of a Company 1. Hubris Born of Success 

2. Undisciplined Pursuit of More 

3. Denial of Risk and Peril 

2. Crisis Stabilization Key reasons for failure: Key actions for turnaround: 

 Denial of any problem. 

 Change in market 

conditions 

 Spending freezes 

 Cuts to projects, personnel, 

and budgets 

 Asset reduction 

3. Leadership  CEO that is no longer a fit 

for the company 

 Generally poor 

management 

 Change of CEO to one which 

fits the company’s context. 

 Change in the executive board 

and other upper management 

positions 

4. Strategic Focus  Deviating too far from 

core business 

 Unchecked expansion 

 Lack of focus 

 Redefine core business 

 Divestment and asset 

reduction 

 Product-marketing refocusing 

 Downsizing 

 Investment 

Figure 2.4 – Combined frameworks and variables analyzed in each case study. 
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 The following is an in-depth look at each of the variables and subcomponents 

within those variables. At the end of each section, each variable is defined according to 

its use throughout the rest of the study. 

Decline of a Company 

 The decline of the company is defined as company’s history and any events 

leading up to the point where the company began taking steps to make a turnaround. This 

history is analyzed against the first four of the Five Stages of Decline (Collins, 2009) and 

related supporting literature. Using this quantitative and qualitative approach provides a 

holistic definition and understanding as to why a company entered decline.  

Crisis Stabilization 

In this study, crisis stabilization is defined as actions taken by a company intended 

to provide short term financial stability. Crisis stabilization is a stage that must be done 

quickly and aggressively. The goals of this stage are to conserve capital to buy time for a 

thorough recovery plan to be developed, begin rebuilding stakeholder confidence by 

showing action has been taken, and provide predictability in company operations. Cutting 

spending and generating income in the short-term are priorities. Removing the authority 

to spend throughout much of the company and selling excess stock, collecting on debt 

and stretching payments are all methods of helping to improve the stabilization of the 

company in the present. These actions also grant some renewed predictability in the 

company and allow a company to set short-term, obtainable forecasts that may then be 

demonstrated to stakeholders in order to renew faith (Slatter & Lovett, Corporate 

Turnaround, 1999).  
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 Retrenchment is a term that is synonymous with many of the activities that take 

place in the first stage of turnaround and occurs throughout other stages in the Slatter and 

Lovett (1999) framework. Retrenchment involves cutting costs and reducing assets in 

areas that deduct from the business’s overall stability. Rarely does a company in decline 

achieve turnaround without retrenchment. Often the greater the retrenchment, the more 

likely a turnaround is for the company. Additionally, there is little support suggesting that 

retrenchment can go too far, and that the phase is not complete until all asset reduction 

and cost cutting measures are in place (Robbins & Pearce, 1992).  

Leadership 

Replacement of senior management is a critical step for any company looking to 

make a turnaround, as they are often the reason that the company entered decline. The 

CEO is typically the first person replaced in senior management, due to the incumbent’s 

inadequate performance. This signals that changes will occur in every aspect of the 

organization. When looking to replace a CEO, Chen and Hambrick (2012) argue that a 

good fit for a CEO is one that has the experience required and fits the current situation of 

the company. A poor choice for a CEO, a “misfit,” either does not fit the context or does 

not have the right experience to lead the company. However, to replace a CEO because of 

decline due to factors beyond the CEO’s control or to replace a “misfit” CEO with 

another CEO that is not suited for the company’s context can lead to further decline and 

greater problems within a company (Chen & Hambrick, 2012). 

Organizational change sends a message to stakeholders, analysts, and the market 

that the company does indeed have a plan to perform a turnaround. Typically, 

organizational change results in a more competitive company; that is, a company that is 
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leaner, more focused on original core values, and is oriented back toward customer value. 

Retrenchment actions are performed, but are better prepared and are more strategic in 

nature. Closing plants, outsourcing various aspects of the business, reconfiguring 

departments and divisions, and other downsizing steps take place during this time. Share 

prices typically fall during this time, as the market doubts a successful turnaround (Pearce 

& Robbins, 2008).  

 For this study, leadership is defined as the executive officers of the company. 

Ineffective management is defined as management, regardless of level in the company, 

which creates, neglects, or denies problems within a company. 

Strategic Focus 

A well-developed strategic focus gives the struggling company a plan to return to 

profitability again. Current strategies require a full assessment to determine their viability 

going forward. Pearce and Robbins (2008) suggest three strategic options available to 

struggling companies: return to a previous strategy from an earlier point, accept and work 

in a reduced form and scope, or develop an entrepreneurial strategy in order to come back 

as an entity stronger and different from the original business. Growth strategies also 

include growth through acquisitions, collaborations such as joint ventures and strategic 

alliances, or organically through innovation (Pearce & Robbins, 2008). Additionally, 

Slatter and Lovett (1999) note that it is important to build upon already existing strengths, 

sell to a need, and to not be afraid to be radical when making decisions. This kind of 

action is necessary for the recovery of a struggling company and to make strategic plans 

that fit within the financial limitations of the company. 
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For this study, strategic focus is defined as actions taken by a company to reach 

goals that are several years into the future through means such a redefining mission 

statements and visions, developing new strategies, reducing and/or streamlining 

operations, investing in the company and focusing on the current demands of the core 

customers. 

Variables Outside the Scope of this Study  

Because of the complexity and internal nature of corporate turnaround, not all 

factors in the process can be addressed. Much of the information needed is not readily 

available through open-source channels or it requires knowledge of the company’s 

internal workings. External factors such as market conditions also add to the complexity. 

The factors below, though relevant, are omitted from this study based on the reasons 

previously mentioned. 

Financial restructuring involves further downsizing, reorganization and upper 

management changes in addition to the ones mentioned in previous steps. Financial 

restructuring is a long-term solution in order to achieve financial stability and to please 

interested parties. Since financial restructuring draws attention from the news media, 

upper management may perform public relations activities (Garcia, 2011). Financial 

restructuring was not analyzed in this study because most of it is discussed in other 

strategic focus items, and because of the closed source nature of such deals. 

Critical process improvements involve many internal changes for a company. 

These changes stem from a diagnosis of key processes throughout a company, such as 

inadequate IT software and management, procurement and production (Slatter & Lovett, 
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Corporate Turnaround, 1999). The items identified in this step are internal to a company 

and not readily obtainable through open-source channels. 

Stakeholder relationships are a complex topic, as networks of both indirect and 

direct stakeholders can be formed and become intertwined very quickly. This generates 

dialogue, demands, and noise among all involved parties, making it complicated to 

communicate and build a solid relationship with all stakeholders (Crane & Livesey, 

2003). The lack of available literature and complexity of these relationships place this 

step outside the scope of the study. 

High costs and external market changes, if not handled correctly, can put a 

business at a disadvantage and subsequently into decline. When costs go up, the price 

increase is passed onto the consumer unless a business is able to offset the cost 

elsewhere. Decline in a company may stem from high costs, external changes, such as 

market demand, competition and adverse movements in commodity prices. The most 

detrimental decline is a long-term decline in which no action is taken to address the 

problem. (Slatter & Lovett, Corporate Turnaround, 1999).  

Multi-Criteria Decision Making – MCDM 

 The Multi-Criteria Decision Making (MCDM) model is, “a generic term used to 

encompass a broad range of analytical methodologies that use matrices as the basis for 

their conclusions,” (Jakubchak, 2009, p. 9). While the MCDM model has several variants 

and applications, its most basic form is a, “structured analytic method that allows analysts 

to consider the possible decisions or courses of actions (COAs) to be made as a result of 

the analysis against any number of criteria affecting the decision,” (Sandeen & Lang, 
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2011). MCDMs are used to narrow multiple choices down to a select few or a single 

choice or to make a decision based upon several criteria (Tague, 2004).   

The MCDM model has several variants and is supported by the International 

Society on Multiple Criteria Decision Making. At its core, the MCDM matrix pits COAs 

against various criteria and each COA is awarded points based on how well the criterion 

fits the course of action (Wheaton, 2008). Below is an example of a simple MCDM 

matrix with the criteria across the top, COAs on the side, points for each one in their 

respective cells and the total from each COA in bold in the final column with the best 

COA highlighted in yellow. See Figure 2.5 for an illustration of an MCDM. 

 

Figure 2.5 – Sample MCDM matrix. 

 

An MCDM matrix usually has six procedures (Tague, 2004): 

1. Brainstorm appropriate evaluation criteria for the situation. 

2. Refine the criteria to include only the most important. 

3. Based upon criteria importance, assign a weight to each criterion. 
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4. Create the matrix with the criteria on one axis and the courses of action on the 

other. 

5. Evaluate each option and criteria based on a scale (i.e. from one to five). 

6. Multiply the assigned points by the weight and total all criteria for the course 

of action. 

 Traditionally, the matrix contains COAs down the left-side column and criteria 

across the top with an analyst determining a weighting and scoring system. For the 

proposed methodology, a struggling company will be listed on the left and the criteria 

related to a turnaround listed across the top with each matrix point containing a rating of 

high, medium and low activity.  

Defining Intelligence and its Application to Business 

No single accepted definition of intelligence exists. Wheaton (2008) defines 

intelligence as, “a process, using primarily unstructured information from all sources and 

focused externally, that is designed to reduce the level of uncertainty for a decision 

maker.” Though there is debate over this definition, it is adaptable to any organization’s 

need. Sandeen (2011) states the objective of intelligence is to “gain or maintain a 

competitive advantage over an opponent, enemy, competitor, criminal organization, etc.” 

(p. 35). These definitions and objectives are illustrated in several different models of 

which there is no model accepted by all intelligence practices. Weiss (2002, as cited by 

Sandeen, 2011) wrote that the Strategic and Competitive Intelligence Professionals 

(SCIP) defines the process of the intelligence cycle as, “planning and direction; published 

information collection; primary source collection; analysis and production; report and 

inform.” After carrying out such a process, the final product is then presented to upper 

management, who would then make decisions based upon the presented intelligence.  
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This study contributes to the research and toolkit available to competitive 

intelligence professionals. The methodology grants the professional the ability to assess a 

competitor to determine if it is likely or unlikely to make a successful turnaround and 

present it to a decision maker in an easy to understand format. Furthermore, the 

methodology was to be usable by anyone, regardless of level of knowledge of business, 

as it provides a check list of items that may be found in open source news articles.  

Hypothesis 

Using all of the above research on why companies decline and what needs to be 

done to successfully turn a company around, this study seeks to test the following 

hypothesis: Using open source intelligence and historical case studies, an MCDM-like 

model can be developed to determine the likelihood of a struggling company  making a 

successful turnaround. 
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METHODOLOGY 

This study sought to create a model capable of assisting in the prediction of a 

struggling company’s ability to make a successful turnaround. In order to develop such a 

model, this study compared two companies in the retail clothing industry: Eddie Bauer 

and Gap, Inc. (Gap), against several different variables established in the previous 

chapter. Gap’s success illustrated key indicators for a turnaround, in contrast with the 

failure of Eddie Bauer. 

Research Design 

This study used a qualitative case-study approach. Today’s environment is 

capable of generating a massive amount of data due to technological advances. This data 

is more thorough, appropriate and applicable in a case-study use, as it allows for a 

thorough examination of all variables in order to develop a holistic understanding of the 

subject. According to Bronwyn Becker, et al. (2012), the research design of a case study 

addresses four problems: 

 What question(s) to study? 

 What data is relevant? 

 What data to collect? 

 How to analyze the collected data. 

To begin, the question this thesis sought to answer was, “Can a model be 

developed to determine if a company will make a successful turnaround?” Relevant data 

was determined by using the variables and components outlined in the previous chapter.  

Finally, consideration of each variable and the supporting data guided the analysis. The 

following sections elaborate on these points in greater detail. 
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Selection of Case Studies 

In order to objectively identify and analyze companies, this study sought a list of 

companies forecasted to fail using the following criterion: 

 Originate from a respected news outlet and published by a field expert. 

 Written in 2009 or earlier in order to grant a timeframe long enough for a 

company on the list to complete a successful turnaround. 

 Feature publicly traded companies in the United States. 

An Internet search yielded two articles from 24/7 Wall St., one written in 2008 titled 

“Ubiquitous 20th century brands that will disappear” (McIntyre, Ubiquitous 20th century 

brands that will disappear, 2008) and one written in 2009 titled “Twelve major brands 

that will disappear” (McIntyre, Twelve major brands that will disappear, 2009). Each list 

contained companies from several different industries forecasted to fail, and an 

explanation as to why, such as consistently declining sales, failure to meet market 

demands, or a change in market conditions. The list was chosen because it met the 

criterion identified above, included a synopsis of each company’s standing, contained 

companies that have both failed and made successful turnarounds, and because the source 

is often republished by major news outlets, such as The Huffington Post, The New York 

Times, and more. Figure 3.1 is a list of all the companies in both articles along with their 

primary and secondary SIC codes obtained from LexisNexis. 
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2008 2009 

Company 

Name 

Primary SIC Code 

& Industry 

Secondary 

SIC Code(s) 

Company 

Name 

Primary SIC 

Code & 

Industry 

Secondary 

SIC Code(s) 

XM Satellite 

Radio 

4899 – 

Communications 

Services 

4832 Avis/Budget  7514 – 

Passenger Car 

Rental 

6311, 6351, 

6719, 7513, 

7515 

E*Trade  6035 – Savings 

Institution 

6035, 6211, 

6282, 7375 

Borders  5942 – Book 

Stores 

5735 

 

Circuit City  

5731 – Radio, 

Television, 
Consumer 

Electronics, and 

Music Stores 

 

5722, 5734, 

5999 

Crocs 3021- Rubber 

And Plastics 
Footwear 

2321, 2331, 

3021, 3142, 
3143, 3144, 

3149, 3172, 

5661, 5961 

Dodge (Under 

Chrysler) 

3714 – Motor 

Vehicle Parts and 

Accessories  

3711 Saturn 

(Under 

General 

Motors) 

3647 – 

Vehicular 

Lighting 

Equipment 

3647 

Motorola  3663 – Radio And 

Television 

Broadcasting And 

Communications 

Equipment 

3577, 3661, 

3663, 3669 

Esquire 

Magazine 

(Under Hearst 

Corp) 

2721 – 

Periodicals: 

Publishing, or 

Publishing 

And Printing 
Periodicals 

7383 

Gateway  5734 – Computer 

and Computer 

Software Stores 

N/A Gap, Inc 2311 – Men’s 

And Boy’s 

Suits And 

Coats 

5621, 5632, 

5651, 5661, 

5941, 5961 

Vonage  4813 – Telephone 

Communications, 

Except 

Radiotelephone 

4813, 4899, 

6719 

Architectural 

Digest 

Magazine 

(Under Conde 

Nast) 

2621 – Paper 

Mills 

N/A 

Yahoo! 7373 – Computer 

Integrated Systems 

Design 

2721, 2741, 

7371, 7372, 

8999 

Chrysler  3714 – Motor 

Vehicle Parts 

and 

Accessories 

3711 

Old Navy 

(Under Gap, 
Inc) 

2311 – Men’s And 

Boy’s Suits And 
Coats 

5621, 5632, 

5651, 5661, 
5941, 5961 

Eddie Bauer  5611 – Men’s 

And Boy’s 
Clothing 

Stores 

5961 

Countrywide  6162 – Mortgage 

Bankers And Loan 

Correspondents 

6099, 6141, 

6162, 6163, 

6211, 6282, 

6311, 6321, 

6351, 6411 

Palm 3663 – Radio 

And 

Television 

Broadcasting 

And 

Communicati

ons 

Equipment 

3663 

K-Mart  5311 – Department 

Stores 

5331 Travel 

Industry* 

N/A N/A 

Figure 3.1 – All companies forecasted to fail in the 247 Wall St. articles. 

*The article forecasted the failure of many businesses within the travel industry, 

primarily airlines. 
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 Only two companies shared the same SIC code: Motorola and Palm. Despite 

sharing an SIC code, this pair was not chosen for this study for several reasons, the 

primary reasons being Motorola’s portfolio is significantly more diversified than Palm’s 

and each was purchased by other companies. Motorola sold its cellphone business to 

Google, which is currently performing a turnaround on the division (Kim, 2012). 

Hewlett-Packard (HP) purchased Palm and rebranded it as a division of HP. Recently, HP 

sold the division formerly known as Palm to LG for an undisclosed amount (Dillet, 

2013). To be eligible for analysis in this study, Motorola would have needed to turn 

around its cellphone division on its own, rather than selling it.  

Expanding to compare primary and secondary SIC codes, Eddie Bauer and Gap 

share several primary and secondary major industry group SIC codes, making them the 

most similar of all the other companies in the list above and, therefore, most comparable. 

Eddie Bauer has changed ownership several times in its history and continues to struggle, 

while Gap and its brands have successfully turned around. See Figure 3.2 for a 

comparison of the companies to be analyzed. 

Industry Successful Turnaround Failed Turnaround 

SIC Code: 56** 

Retail – Apparel & 

Accessory Stores 

SIC Code: 59** 

Retail – Miscellaneous 

Retail 

Gap Eddie Bauer 

Figure 3.2 – The companies to be analyzed in case studies. 

Data Collection 

 Data collected on each company began with its origin in order to provide a history 

of the company leading up to the decline. Much of the collected data focuses on each 

company’s decline period and information through either the turnaround or closure. 
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Periods for data collection end on different years; Eddie Bauer went bankrupt and 

changed owners in mid-2003, where Gap’s turnaround took place from 2000 to 2004. 

Sources used vary greatly, from news articles, journal publications and books to financial 

and legal filings from the United States government. Internet resources included the 

Google and Dogpile search engines, as well as Google services such as Google News, 

Google Scholar, Google Books and Google Finance. Finally, some information originates 

from subscriptions to databases provided by Mercyhurst University such as LexisNexis 

and EBSCO Host.  

Data Analysis Procedures  

All data was analyzed in the following order according to the variables and their 

components listed in Figure 3.3.  

Variable Components: 
1. Decline of a Company 1. Hubris Born of Success. 

2. Undisciplined Pursuit of More. 

3. Denial of Risk and Peril. 

2. Crisis Stabilization Key reasons for failure: Key actions for turnaround: 

 Denial of any 

problems. 

 Change in market 

conditions. 

 Spending freezes. 

 Cuts to projects, 

personnel, and budgets. 

 Asset reduction. 

3. Leadership  CEO that is no longer 

a fit for the company. 

 Generally poor 

management. 

 Change of CEO to one 

which fits the company’s 

context. 

 Change in the executive 

board and other upper 
management positions. 

4. Strategic Focus  Deviating too far from 

core business. 

 Unchecked expansion. 

 Lack of focus. 

 Redefine core business. 

 Divestment and asset 

reduction. 

 Product-marketing 

refocusing. 

 Downsizing. 

 Investment. 

Figure 3.3 – All components and variables analyzed in each case study. 
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After providing a brief history of each company, the first variable analyzed was 

the decline of the company using research which supported the first four components 

under the Decline of a Company variable. Provided at the end of each component is a 

chart summarizing the evidence for and a check mark indicating if the company achieved 

the stage. This chart is the first part of the analytic methodology. Figure 3.4 and Figure 

3.5 show examples of application: 

Decline of the Company Hubris Born of Success 

Is there evidence to support the 

company reached this stage? 
X 

Supporting evidence: 
Key point 1. 

Key point 2. 

Figure 3.4 – Example of how each component in decline was analyzed. 

Crisis Stabilization 
Spending 

Freezes 

Cuts to 

Projects, 

Personnel, and 

Budgets 

Asset 

Reduction 

Is there evidence to 

support the company 

took adequate action in 

these areas? 

X X X 

Supporting evidence: 
Key point 1. 

Key point 2. 

Key point 1. 

Key point 2. 

Key point 1. 

Key point 2. 

Figure 3.5 – Example of how each component in the turnaround steps was analyzed.  

The second part of the analysis assessed the turnaround variables and components 

in the same fashion as above. For each of the variables, collected data served as evidence 

which either supported efforts for a successful turnaround or furthered failure. Should a 

company take adequate action for a component of a variable according to reviewed 

literature, a checkmark was awarded. A lack of action or inadequate action according to 
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reviewed literature did not grant a check mark. In the last column are key points 

supporting or refuting the award of a checkmark. However, analysis of each variable was 

completed separately.  

Though not a guarantee that the company will achieve a successful turnaround, 

for this study, it must achieve 50 percent or more of all components in a variable. The 

author notes that there is no standard to follow when measuring the success of a 

turnaround. This metric suggests the likelihood of the company’s turnaround is higher 

than one that has less than 50 percent in any one of the variables. None of the 

components within any of the variables are weighed higher than the others. 

The second part of the analysis assesses the turnaround variables and components 

in the same fashion as above. For each of the variables, collected data serves as evidence 

which either supported efforts for a successful turnaround or furthered failure. If a 

company take adequate action for a component of a variable according to reviewed 

literature, then a checkmark was awarded. A lack of action or inadequate action 

according to reviewed literature did not warrant a check mark. In the last column are key 

points supporting or refuting the award of a checkmark. However, analysis of each 

variable was completed separately.  

Limitations of the Research Design 

 The research design does come with limitations. Only publicly traded companies 

in the United States were used, specifically in the retail clothing industry. This 

methodology is not easily used with private companies or small businesses, as 

information is significantly harder to locate as these organizations do not have 

shareholders and are not required by transparency laws as public companies are. The 
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research design does not cover all of the factors that are associated with the turnaround of 

a company such as shareholder management, internal restructuring and market 

considerations; meaning it is possible for a company to take adequate steps to turnaround 

according to this methodology, but ultimately fail. The same limitations apply to the lack 

of consideration of market factors, such as new technology, consumer trends and new 

laws and regulations. Furthermore, despite attempts to make the research as objective as 

possible, it can be influenced by subjectivity, as each individual may perceive the actions 

differently. Finally, despite this study focusing exclusively on the retail clothing industry, 

this study did not investigate factors, variables, conditions, or components unique to it. 

Credibility of Findings 

 The findings of this thesis are credible because of the sources used, as most data is 

from scholarly sources or reliable news sources, improving the accuracy and credibility 

of this study. Augmenting the credibility of these findings is the use of previous research 

on business failures, turnarounds and the MCDM matrix. This study, however, focuses 

only on a single industry and does not investigate other industries. Furthermore, 

credibility is somewhat diminished because turnaround literature and research has not 

been applied in this manner and thus lacks scholarly and academic support. Additionally, 

as mentioned in the previous section, there is a degree of subjectivity to this research, as 

individuals may consider activity in an area differently based on knowledge, 

interpretation, bias and other factors. 

Transferability 

 Despite focusing only on one industry in this study, the variables and components 

used are broad enough that it may be possible to apply this methodology to other 
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industries. This suggests that the findings of this study are potentially transferable to 

almost any company in any industry.  

Ethical Issues 

 The author worked alone and used no individuals to conduct research. 

Additionally, the author does not have a consumer, professional, or financial interest or 

relationship with the companies analyzed.   
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RESULTS 

 This study analyzes the decline and turnaround or failure of Gap, Inc., against 

Eddie Bauer, using literature and methodology identified in the previous chapters. To 

achieve this, a brief history of the companies are provided, followed by what lead to their 

decline, and the steps taken to turn the company around. These companies will provide 

the controls necessary to allow for the practical application and such a methodology. 

After establishing these controls, this chapter analyzes the current state of J.C. Penney, 

which is in the midst of a turnaround. 

Eddie Bauer 

This case study examines Eddie Bauer from 1988 to 2003 while under the 

ownership of Spiegel, a mail-order home furnishing store. Prior to 1988, several different 

companies owned Eddie Bauer and the reasons for shifting ownership had more to do 

with one parent company seeking to exit a market while another sought to take advantage 

of the position and offerings Eddie Bauer held in its market. After 2003, Spiegel filed for 

bankruptcy and Eddie Bauer has since generated very little news, as the company 

underwent several ownership changes and cuts. 

History 

 Founded in 1920 in downtown Seattle, the Eddie Bauer brand was once the 

premiere outdoor clothing and sporting goods store. Mr. Eddie Bauer, an avid 

outdoorsman, created a multimillion dollar business out of a $25 invention known as the 

down parka, which he created after he suffered from hypothermia during a winter 

excursion. Early on, the business focused on sporting goods, such as golf, fishing tackle, 

tennis and badminton. Bauer obtained several patents for his inventions, one of which is 
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the Bauer shuttlecock, which became the standard in badminton, helping to popularize 

the game; it remains the standard today. His legacy was further sealed when James W. 

Whittaker wore one of Eddie Bauer’s jackets during the first American ascent upon 

Mount Everest in 1963 (Warren, 2004). 

 Eddie Bauer remained very successful, even through the economic hardships of 

the Great Depression. World War II further bolstered the Eddie Bauer brand when the 

United States Army Air Corps contracted Eddie Bauer in 1942 to make sleeping bags, 

binders, snowshoes and air suits, all of which carried the Eddie Bauer brand name. The 

war caused his business to boom, as he invested large amounts of capital into a new 

factory in order to keep up with demand. However, the civilian side of his business 

faltered because, as he was unable to provide the quality products to the market, as the 

government commanded all of his goose-down products go to war efforts. Subsequently, 

when the war ended, Eddie Bauer was geared to produce and sell to a market that no 

longer existed, placing it in danger of failing. Eddie Bauer turned to mail-order 

catalogues to take advantage of their its new national image granted to them by soldiers 

returning home (Funding Universe, n.d.).   

 In order to address the problems the Eddie Bauer business faced, Eddie Bauer 

started a partnership with William F. Niemi, a friend and fellow outdoorsman.  Together, 

the partners rebuilt the brand into a mail-order business, closing their retail operations. It 

took 15 years before the business became as successful as it was during World War II. 

Eddie Bauer was the go-to brand for expeditions to outdoor artic climates. In 1968, Eddie 

Bauer sold his share of the business to his partner and son, along with few other 

investors, creating Eddie Bauer, Inc., a $5 million- a- year business. The company 
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remained independent for a few years and reopened a few retail stores before selling itself 

to General Mills bought it in 1971 (Funding Universe, n.d.).  

 The General Mills ownership of Eddie Bauer sought to take the mail-order 

business and turn it into a specialty retail business. By 1988, Eddie Bauer operated 61 

stores. The brand image shifted from outdoor adventure to casual clothing. Specialty 

items, such as tents, snowshoes, and sleeping bags had almost disappeared from store 

shelves (Warren, 2004). The mail-order business continued, reaching millions of 

customers across the United States and Canada. Sales had grown significantly, but the 

company’s product line and business model had changed dramatically from its origin. 

Four years before General Mills sold Eddie Bauer, the company replaced the president 

and created plans to double the total number of stores from 60 to more than 120 in five 

years. In an effort to refocus itself, General Mills listed the business for sale in 1988, 

when it was purchased by Spiegel (Funding Universe, n.d.). 

Decline – Hubris Born of Success 

 Spiegel acquired Eddie Bauer from General Mills for $260 million in 1988. Eddie 

Bauer’s already established storefronts, mail order network and higher income male 

customer base fit well into Spiegel’s growth plans. At the time of acquisition, Eddie 

Bauer had posted 33 per cent revenue increase to $255 million for the fiscal year. Spiegel 

stated that the existing management and Seattle-based headquarters would continue to 

operate as is (Key, 1988). 

Eddie Bauer’s success stems from the transfer of ownership from General Mills to 

Spiegel, not entirely from its own accomplishments. Indeed, Eddie Bauer had a 

recognized name and was successful, but it still faced many issues while under the 
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management of General Mills. Being owned by a company that specialized in food, as 

opposed to clothing and retail, caused product lines to shift away from what originally 

made Eddie Bauer famous and prosperous and hindered Eddie Bauer from being 

successful. However, Spiegel’s success and familiarity with the market granted Eddie 

Bauer the support and focus required to enter new markets, expand and, once again, 

become successful. Additionally, Spiegel’s own growth strategy involving a brick-and-

mortar presence allowed for the proper investment into Eddie Bauer, granting it the 

ability to grow in ways it previously could not. All of these factors considered, Spiegel 

granted Eddie Bauer hubris: a sense of invulnerability, entitlement and belief in their 

future. See Figure 4.1.1 for an analysis of Eddie Bauer’s Hubris Born of Success. 

Decline of the 

Company 
Hubris Born of Success 

Is there evidence to 

support the 

company reached 

this stage? 

X 

Supporting 

evidence: 

 New ownership by a company in the same industry. 

 New parent company was able to make significant 

investment into Eddie Bauer and desired to do so. 

 Combination of Spiegel’s mail-order business and Eddie 

Bauer’s retail store created perfect complements.  

Figure 4.1.1 – Analysis of Eddie Bauer’s Hubris Born of Success. 

 

Decline – Undisciplined Pursuit of More 

 Eddie Bauer executed an aggressive expansion. At the time of purchase in 1988, 

Eddie Bauer had 58 stores, two of which were in Canada. By 1991, that number had 

grown to more than 200 (Morgan & Faust, 1991). In 1996, it reached 411, with a forecast 

of adding at least 200 more stores by 2000. Some of these stores would include 

international markets in Japan and Germany. Sales from 1988 to 1996 exploded from 
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approximately $250 million to $1.2 billion, making it nearly half of all of Spiegel’s 

revenue (Lim, 1996).  

 During the time Eddie Bauer was expanding its physical presence, it was 

simultaneously expanding its product lines. Further diversifying from its casualwear and 

outdoor apparel, Eddie Bauer added dinnerware and home décor so that customers could 

outfit their homes in the same outdoor styles as their clothing. The new product lines 

launched in a new retail store called “Eddie Bauer Home Collection.” Simultaneously, 

Eddie Bauer launched another new retail concept called “All Week Long,” targeting 

women who wore Eddie Bauer on the weekends, offering styles they could wear during 

the work week (Morgan & Faust, 1991). The final addition to Eddie Bauer’s profile took 

all product lines the company offered into one retail store called “Entirely Eddie Bauer,” 

a 33,000 square foot superstore that provided a one-stop-shop for all home décor, 

professional clothing, outdoor apparel and more (Taylor, 1991).  

 Additionally, Eddie Bauer continued a cross-branding effort with Ford Motor 

Company originally developed under General Mills ownership, which created Eddie 

Bauer Edition Ford vehicles. These vehicles featured special features, trims and options 

not found in other Ford vehicles. Ford’s pickups and large SUVs were the only models to 

receive this trim, as the combination of brands further expressed an adventurous spirit 

(Ford Motor Company, 1999).  

 Complementing its brick-and-mortar efforts, Eddie Bauer focused on creating an 

online presence. Its mail-order efforts resulted in more than 100 million catalogue 

mailings several times a year. Eddie Bauer was one of the first companies to develop a 
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Web site and online store, which generated profits two years after its creation (Answers, 

2000). 

By 1996, Eddie Bauer converted All Week Long to “AKA Eddie Bauer,” which 

became upscale clothing for men and women (Answers, 2000). Other lines added during 

this time included “The Sport Shop at Eddie Bauer,” which produced custom fishing gear 

and EBTEK, which was outerwear and casual wear made with Gortex or Polartec. In 

1997, Eddie Bauer made several agreements with various companies to begin branding 

eyewear, furniture, mountain bikes and child car seats (Answers, 2000).  

 Also in 1996, Eddie Bauer’s aggressive management made a mistake which 

proved to be detrimental to Eddie Bauer: the company changed its color scheme. For its 

summer styles, in order to bring in a wider demographic, specifically the younger 

generation, Eddie Bauer changed its colors from the conservative, earth tones to bright, 

flashy colors. Unfortunately, Eddie Bauer alienated its core clientele and failed to appeal 

to the demographic it hoped to attract, causing it to struggle to make profits while its 

competitors benefited (George, Why Eddie Bauer is lost in the woods, 1998). 

 The rapid success of Eddie Bauer undoubtedly created the undisciplined pursuit 

of more. For a company that once specialized in outdoor clothing and sporting goods to 

enter into furniture and car seats signals that its pursuit went unchecked and that its focus 

had shifted away from what originally made it great. Consumers would eventually fail to 

distinguish Eddie Bauer from any other clothing store, as the company moved outside of 

its niche in the name of success and profits.  See Figure 4.1.2 for an analysis of Eddie 

Bauer’s Undisciplined Pursuit of More. 
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Decline of the 

Company 
Undisciplined Pursuit of More 

Is there evidence to 

support the 

company reached 

this stage? 

X 

Supporting 

evidence: 

 Addition of product lines to include home décor, 

professional apparel, and other items outside of Eddie 

Bauer’s niche. 

 Grew from 58 stores to 411 stores in 8 years. 

 Attempt to capture younger demographic outside of core 

consumer base. 

 Partnership with Ford Motor Company. 

 Creation of stores just for specific product lines. 

 Became approximately half of Spiegel’s revenue in a short 

amount of time. 

 Less focus on core products and offerings which Eddie 

Bauer was known for. 

Figure 4.1.2 – Analysis of Eddie Bauer’s Undisciplined Pursuit of More. 

 

Decline – Denial of Risk and Peril 

 While aggressively expanding all aspects of the company, warning signs appeared 

that the company was moving too quickly, especially as market conditions became less 

favorable. In 1996, Eddie Bauer announced its plan for 200 more stores by 2000 in order 

to take advantage of real estate deals and market openings left behind by closed stores as 

a result of a struggling economy. Eddie Bauer’s growth rate slowed from 17 percent in 

1992 to 4 percent in 1994, with a forecast to stay at 4 percent through 1996 (Lim, 1996).  

Eddie Bauer’s ambitious plans faced three problems. First, the economy faced 

many difficulties as consumer debt and joblessness reached all-time highs. Second, 

analysts cited overpriced products, regardless of the retailer, as a reason for lack of sales. 

Women’s specialty clothing, which Eddie Bauer focused several of its product lines on, 

performed especially poorly during the 1995-1996 holiday shopping season. Aside from 
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these two external factors, internally Eddie Bauer posted three consecutive years of 

nearly flat growth, suggesting there may have been greater, underlying problems 

(Steinhauer, 1995). Despite these warning signs, Eddie Bauer continued with its plans. 

 The slow-moving economy, combined with unfavorable market conditions, rapid 

expansion despite poor sales and an over-diversified portfolio eventually began to take a 

toll on Eddie Bauer. President Rick Fersch admitted that Eddie Bauer had made some 

mistakes and that he would work to identify and fix the problem (Chandler, 1998). 

Experts cited numerous problems, like losing touch with customer demands, losing a 

unique image and brand name, and overlooking a growing debt problem during rapid 

expansion. Sales across all stores fell consistently through 1998. Despite all of this, Eddie 

Bauer and Spiegel management had faith in Fersch. He insisted that Eddie Bauer had, 

“sown the seeds for [the] future,” and that God’s gift of adversity gave the company a 

chance to re-evaluate the standings (Chandler, 1998). Though the company understood its 

problems, it was still in denial overall, continuing expansion to more than 50 new stores 

in 1999. Meanwhile, other comparable retailers such as Abercrombie & Fitch and Gap 

posted growth while Eddie Bauer showed loss (George, Why Eddie Bauer is lost in the 

woods, 1998). See Figure 4.1.3 for an analysis of Eddie Bauer’s Denial of Risk and Peril. 
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Decline of the 

Company 
Denial of Risk and Peril 

Is there evidence to 

support the 

company reached 

this stage? 

X 

Supporting 

evidence: 

 Growing debt problem left mostly ignored. 

 Continued expansion to help with slow growth. 

 Management had faith in Fersch, who masterminded the 

company’s plans, which put it in decline. 

 No signs of cuts to change of strategy. 

 Discussed re-evaluating position due to “God’s gift,” but 

did not make any changes. 

Figure 4.1.3 – Analysis of Eddie Bauer’s Denial of Risk and Peril. 

 

Turnaround 

 Collins writes that in the fourth stage of decline, Grasping for Salvation, includes 

use of “saviors” or “silver bullets.” These items include a new leader, a daring strategy, 

radical transformations and culture changes, revolutionary products, promising 

acquisitions, and other gaming changing approaches. Turnaround literature states that 

these items can assist in a turnaround. However, the difference between Collins’ salvation 

and turnaround literature’s description of these items is timing, context, and application. 

For example, a new leader or acquisition under the right circumstances can assist in a 

turnaround. When these items are used inappropriately, it can accelerate a decline. In the 

case of Eddie Bauer, the use of a new leader and strategy was more of a silver bullet. 

Therefore, these attempts may be used in order to establish a baseline for a company that 

is likely to fail at making a turnaround attempt.  

As early as 1996, warning signs that Eddie Bauer faced trouble were present 

(Lim, 1996) and by 1998, the company’s president admitted trouble (Chandler, 1998). It 

was at these points that Eddie Bauer could have taken measures to prevent further decline 
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or failure. However, the company denied all of the warning signs and indicators of 

trouble and pushed on with its failing strategy and lack of vision, a move that would 

eventually lead to its failure. 

 The following is an analysis of the steps Eddie Bauer undertook to address its 

situation. In cases where information is lacking, it is assumed that little to no action was 

taken. This assumption is upheld by comparing the amount of information generated by 

companies that do make successful turnarounds against those which fail to turnaround.  

Turnaround – Crisis Stabilization 

 After acknowledging problems within the company, crisis stabilization steps 

require freezing spending, making cuts in several types of areas and reducing assets held 

by the company. In the case of Eddie Bauer, the cuts made to stabilize the crisis were 

inadequate or in the wrong areas. By the end of 2000, Eddie Bauer had made several 

small cuts. At the end of the year, 40 positions were eliminated from the Redmond 

headquarters as part of a refocus. This accounted for 3 per cent of the 1,200-person 

corporate workforce. Worldwide, Eddie Bauer continued to maintain 18,000 employees 

and 581 stores. (Moriwaki, 2000). 

 In 2001, Eddie Bauer made several more staffing cuts and store closures. The 

first round of cuts was to 200 IT workers at the corporate headquarters in Redmond, 

which employed approximately 1,000 people at the time. Before this, Eddie Bauer 

announced the closure of 25 of its more than 500 stores nationwide due to poor sales. 

Spiegel claimed the closures and layoffs were to build a more efficient company, not due 

to consistently declining performance. (The Associated Press, 2001). There are no 

records of store closings in 2002 (Eddie Bauer, 2003). 
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 About 60 more stores closed and 900 jobs were cut in April 2003, a month after 

the parent company filed for bankruptcy protection. However, even with the closure of 60 

stores, Eddie Bauer still operated more than 450 stores worldwide. Company executives 

stated that the move would lead to a leaner, more efficient brand. From 2001 to 2003, the 

parent company had lost more than $727 million (Bloomberg News, 2003). On New 

Year’s Eve of 2003, an additional 29 stores were identified for closure (The Seattle 

Times, 2003). Of important note, at the time of filing for bankruptcy, Eddie Bauer 

accounted for $1.3 billion of Spiegel’s $1.77 billion in net sales (Wire Reports, 2004).  

 Turnaround research suggests Eddie Bauer needed broader cuts, spending freezes 

and measures taken to generate short term income in order to help reset the company. 

However, the company acknowledged problems in 1998, but did not take action until 

2000. By the time Eddie Bauer took steps towards crisis stabilization, the overall number 

of cuts and closings had little impact compared to the overall size of the company and its 

losses, sending it further into decline.  See Figure 4.1.4 for an analysis of Eddie Bauer’s 

crisis stabilization. 

  



45 

 

 

Crisis 

Stabilization 
Spending Freezes 

Cuts to Projects, 

Personnel, and 

Budgets 

Asset Reduction 

Is there 

evidence to 

support the 

company took 

adequate 

action in these 

areas? 

   

Supporting 

evidence: 

 No evidence of 

spending freezes. 

 To prevent decline, 

spending freezes 

should have 

occurred in 1996. 

 Store closures and 

personnel cuts too 

small, occurred too 

late (2001 instead 

of 1996).  

 Eddie Bauer 

continued to 

operate 400+ stores 

even as growth and 

profitability 

slowed. 

Figure 4.1.4 – Analysis of Eddie Bauer’s crisis stabilization. 

 

 

Turnaround – Leadership 

Eddie Bauer’s management traded a focused, niche portfolio for a diverse one 

lacking the necessary strength to expand. Upper management at Eddie Bauer and Spiegel 

failed to sufficiently address the problems at hand, mostly by keeping existing leadership 

instead of replacing management with executives that could have saved the organization. 

While Eddie Bauer needed a change from the top down, it instead put its faith in the same 

individuals that created the problem, a move that usually ensures the failure of a 

company. By the time Eddie Bauer did make changes to its management, they were 

inadequate, failing to replace key individuals in a timely manner, or by placing 

individuals in roles they failed to fill.  

During Fersch’s nine years as president and CEO, he took a brand with a very 

small niche, small US and Canadian presence, and only a few hundred millions in sales 
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and grew it to a worldwide brand, carrying everyday items, breaking over a billion dollars 

in sales. However, in the latter half of his tenure, Eddie Bauer experienced consistent 

declines, sometimes in the double digits. His retirement from the company occurred in 

the first part of 2002. Fersch announced he was leaving effective immediately and that 

the decision was personal; according to Fersch, company performance was one of the 

factors. At the time of his retirement, Eddie Bauer ran more than 600 stores worldwide 

(Batsell, CEO who led expansion at Eddie Bauer is retiring, 2002). 

 Fabin Mansson replaced Fesch nearly 6 months after announcing his retirement. 

His idea to turn the company around was to return it to its roots by adding the outerwear 

that originally made Eddie Bauer great. Prior to Eddie Bauer, Mansson served as CEO of 

H&M – a retail clothing chain from Europe – credited with helping it become a 

successful brand. Additionally, he served at a Swedish venture capital group as executive 

vice president, where he improved overall efficiency and profitability (Eddie Bauer, 

2003).  Because the company entered bankruptcy a short time later, there is no way to 

fairly evaluate Mansson’s leadership. Additionally, because Spiegel faced trouble beyond 

Mansson’s control, Mansson did not have an adequate opportunity during his limited 

tenure to turn the company around. 

Eddie Bauer also hired Steve Newman of Brooks Brothers as a strategist at the 

executive level to help turn the company around in September 2000, two years after 

Eddie Bauer’s problems became public. Fersch referred to Newman as a “key visionary 

and strategist.” Newman’s work experience included Ann Taylor, The Gap, Burdines, 

and Macy’s  (The Associated Press, 2000). Newman brought in two individuals a short 

time later to lead different product lines and operations in Eddie Bauer. One of the 
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appointments was a replacement for a position that already existed, while the other one 

was a new position. Both reported to Newman and assisted in developing the Eddie 

Bauer styles and products after the turn of the century (Eddie Bauer Inc., 2001). 

Jack Sansolo, executive VP of global brand direction for Eddie Bauer, who joined 

in late 1996, brought with him experience from various advertising agencies from around 

the country and experience with brands such as Levi Strauss, Hewlett-Packard. He 

believed he fit the position, as he would be able to expand on innovative concepts and 

new lines (Cuneo, Sansolo getting casual for new job at Bauer, 1996). However, by 2000, 

Sansolo’s efforts focused on taking the company in a new direction, as his efforts failed. 

The main focus of this renewed design effort included updating Eddie Bauer by making it 

more modern and removing traces of the rugged outdoor from the company (Cuneo, 

Eddie Bauer gets update to battle dwindling sales, 2000). In 2001, Sansolo left the 

company after Eddie Bauer consistently declined in sales. His position was not filled 

(Crain Communications, Inc., 2001).  

Of important note, key individuals in the executive team were not dismissed and 

promptly replaced by individuals able to help the company turnaround. Instead, most left 

on their own terms and replacements, if they occurred, showed no urgency. This suggests 

a lack of focus, organization and drive to resolve the issues Eddie Bauer faced. 

Comparing this to turnaround literature suggests that many of the failures of Eddie Bauer 

stemmed from poor decision making by its leadership. 

In order to successfully turn around, Eddie Bauer required a drastic leadership 

change on the executive team.  Turnaround literature suggests that individuals on an 

executive team, when a company needs a turnaround, are inadequately suited for the task. 
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Literature also suggests these individuals should not have been replaced with just anyone, 

but by individuals qualified to lead a turnaround in the context of Eddie Bauer’s situation. 

However, in Eddie Bauer’s case, management changes, as a whole, were inadequate. Key 

management did not see a significant turnover to individuals qualified for their positions. 

Furthermore, the changes in management were staggered, mixing new management with 

old, which retained the corporate culture that previously existed, inhibiting any sort of 

change.  See Figure 4.1.5 for an analysis of Eddie Bauer’s leadership. 

 

Leadership 
Change of CEO to one which fits 

the company’s context 

Change in the executive 

board and other upper 

management positions 

Is there 

evidence to 

support the 

company made 

appropriate 

changes? 

X  

Supporting 

evidence: 

 Mansson’s ideas and 

experience fit the context of 
what Eddie Bauer needed. 

 Transition from Fersch to 

Mansson occurred too late 

(2002). 

 Mansson would have been 

most effective had he been 

brought in between 1996 to 

1998. 

 Few VPs cycled in and 

out, but did not have 
much of an impact. 

 No other notable officer 

changes prior to the 

bankruptcy of Eddie 
Bauer.  

Figure 4.1.5 – Analysis of Eddie Bauer’s leadership. 
 

Turnaround – Strategic Focus 

Another prominent failure by Eddie Bauer was the deviation from its original 

brand image: solid products designed for the outdoor lifestyle. Additionally, rapid, 

unchecked expansion and failure to adhere to its original, successful business model 

highlighted the lack of strategic focus held by Eddie Bauer. Despite Fersch 
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acknowledging a need to re-evaluate strategy (Chandler, 1998), there is little evidence 

suggesting Fersch made any changes to Eddie Bauer’s strategy. 

Eddie Bauer severely lacked strategic focus in its product lines. This is best 

illustrated in the summer of 1997, when Eddie Bauer targeted the younger demographic 

by using a brighter color palette, matching Gap and Abercrombie & Fitch, forgoing the 

classic earth tones which Eddie Bauer was known for (George, Why Eddie Bauer is lost 

in the woods, 1998). The move alienated core customer group that enjoyed the 

conservative style and failed to win over the younger generation, causing irrevocable 

damage to the company. However, the company acknowledged its mistake and that it 

needed to return to its core, as they had, “walked away from [their] roots” (Cueno, 1998).  

Eddie Bauer’s strategic focus changed again in 2001, when it removed traces of 

its outdoor origins, as it no longer wanted to be known for its outerwear. Instead, it went 

with a “classic casual” look in order to recapture its core customers of conservative 

adults. Newman stated that the company had been known for being “that outdoor store” 

and that Eddie Bauer needed to “get over that.” The designs were made “literally in a 

couple weeks” according to Fersch. The launch of the new line was difficult to gauge 

because it coincided with the holiday season. Fersch claimed that while the company did 

change since its 1920s founding, the core of what the company was founded on had not 

changed (Batsell, Outerwear Retailer Eddie Bauer hopes 'classic casual' theme will help 

sales, 2001). By the time Mansson took over in 2002, sales numbers were plummeting, 

suggesting that these efforts were a failure (Copple, 2002). 

Eddie Bauer started in the 1920s as a company for the sportsman and 

outdoorsman alike. However, by 2000, the executives of Eddie Bauer tried to shed this 
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image, only a short time before their parent company entered bankruptcy. Turnaround 

literature suggests that a struggling company should return to its roots when developing a 

strategic focus around the core items that once made it great.  In the case of Eddie Bauer, 

the executives tried to make it into something brand new, using a name tied with the 

outdoors. Since the purchase by Spiegel, executives at Eddie Bauer took it further and 

further away from its core offerings and the reputation the brand was built upon, setting it 

up for inevitable failure. Eddie Bauer tried too hard to take its name into markets it could 

not plausibly operate in, as its reputation prevented such a move.   

 Eddie Bauer’s growth strategy also lacked strategic focus. At its peak, there were 

more than 500 Eddie Bauer stores worldwide. Even while rapidly approaching 

bankruptcy, Eddie Bauer continued to open new stores, while only closing a few and 

cutting a small percentage of its workforce. The company attempted to offset its problem 

by adding more stores to try to capture more customers, rather than strategically opening 

stores in markets where it would likely do well. It opened stores in international markets, 

taking away from much needed focus in the United States. See Figure 4.1.6 for an 

analysis of Eddie Bauer’s strategic focus. 
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Strategic 

Focus 

Redefine Core 

Business 

Divestment and 

Asset 

Reduction 

Product-

Marketing 

Refocus 

Downsizing Investment 

Is there 

evidence to 

support the 

company 

made 

appropriate 

changes? 

     

Supporting 

evidence: 

 Eddie 

Bauer’s 

redefined 

core 

completely 

disregards 

its roots, 

which is the 

opposite of 

what is 

suggested 

by 

literature. 

 Aside from 

a small 

amount of 

cuts after 

2000 and 

during 

Spiegel’s 

bankruptcy, 

Eddie 

Bauer did 

not divest 

or reduce 

assets. 

 Marketing’s 

focus on 

“classic 

casual” on 

2001 

showed 

Eddie 

Bauer 

abandoned 

its core and 

what made 

it great. 

 Eddie Bauer 

downsized 

by closing a 

handful of 

stores and 

cutting a 

small 

percentage 

of personnel 

after 2000, 

which was 

too late. 

 

 Investments 

into itself 

further took 

Eddie 

Bauer in the 

wrong 

direction, as 

they 

invested in 

a look and 

feel far 

removed 

from their 

core. 

Figure 4.1.6 – Analysis of Eddie Bauer’s strategic focus. 

 

Measuring Eddie Bauer Turnaround Using Return on Assets (ROA) 

 As Eddie Bauer was a subsidiary of Spiegel, this study uses Spiegel’s ROA. 

However, Eddie Bauer made up the majority of Spiegel’s business, thus using Spiegel’s 

ROA makes this an acceptable measurement.  When Spiegel purchased Eddie Bauer, it 

maintained status quo until 1991 with the beginning of Eddie Bauer’s massive expansion. 

The company continued to decline through the remainder of the decade, as it over-

diversified its offerings and over-expanded its presence, showing no focus in any 

particular area and further neglecting the core products and styles which originally made 

Eddie Bauer popular.  By the time Eddie Bauer and Spiegel needed to take action to 

reverse its decline, it was insufficient. Though Spiegel showed improvements in 1999 and 
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2000, Eddie Bauer did not make any changes and continued to decline. By the time it did 

attempt to make a turnaround, it was inadequate and the company collapsed, entering 

bankruptcy.  

It is likely Eddie Bauer acted independently while it was under Spiegel’s 

ownership, and its decisions contributed to the decline of its parent company. Spiegel, a 

German company, managed 19 separate subsidiaries around the world (Eddie Bauer 

Holdings, Inc., 2007). The author of this study noted that Spiegel was seldom mentioned 

in articles about Eddie Bauer. The next study shows that Gap oversaw its brands Old 

Navy and Banana Republic in such a way that they were managed cohesively, which is 

contrary to the findings of Eddie Bauer. See Figure 4.1.7 for an illustration of Spiegel’s 

ROA. 

 
Figure 4.1.7 – Spiegel’s ROA over the period of time analyzed. 

Eddie Bauer – Summary 

Overall, Eddie Bauer dwelled in denial, missed key indicators and failed to take 

sufficient action to initiate a turnaround. Failures within Eddie Bauer and even within the 

parent company, Spiegel, for allowing such behavior demonstrate that Eddie Bauer was 

destined for failure.  Failing to cut back the number of stores, changing management and 
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not returning to the core of the business all lead to Eddie Bauer’s failure and, 

subsequently, Spiegel’s failure.  

 In March 2003, Spiegel, Eddie Bauer, and 18 other subsidiaries filed for Chapter 

11 bankruptcy. In June 2005, Eddie Bauer became a standalone company under Eddie 

Bauer Holdings, Inc. (EBHI), having spent the last two years focusing only on 

maintaining its existence rather than growth and strategy. Eddie Bauer spent two years 

changing direction, strategy, and management before appointing Neil Fiske as CEO in 

July 2007 (Eddie Bauer Holdings, Inc., 2007). However, in 2009, Eddie Bauer filed for 

Chapter 11 bankruptcy again. Initially, it planned to sell itself to CCMP Capital Advisors. 

However, Golden Gate Capital won Eddie Bauer at an auction in July 2009 and paid 

CCMP Capital a breakup fee of $5 million in order to win the company (Coleman-

Lochner, Church, & Schwartz, Eddie Bauer Won by Golden Gate With $286 million bid 

(Update3), 2009). The company remains under Golden Gate Capital’s ownership today 

and still operates around the world. 

The Gap, Inc. 

 This case study examines The Gap, Inc. and its brands The Gap (Gap stores), Old 

Navy, and Banana Republic, specifically from 1994 through 2006. This study discusses 

Gap’s historic rise and monumental fall after the turn of the millennium and the steps 

taken to turn the company around. This timeframe also coincides with the rise and fall of 

Eddie Bauer, examined in the first half of this chapter. 

History 

 In late August 1969, Donald and Doris Fisher opened a store near San Francisco 

University, selling Levi Strauss & Co. jeans and LP records, intent on capitalizing on the 
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increasing popularity of each item with the high school and college-aged generation. The 

business nearly forced the Fishers into bankruptcy, until they placed advertisements in 

the local newspaper for jeans at low prices. The move quickly paid off and the business 

became so popular and so wildly successful that the Fishers were able to drop the records 

to only sell jeans. Donald Fisher renamed the store “The Gap” as a reference to the 

generation gap of the time. After two years of selling only Levi jeans out of brightly 

colored stores playing music of the generation, The Gap achieved $2.5 million in annual 

sales (Funding Universe, n.d.). In 1973, The Gap introduced its iconic motto, “Fall into 

the Gap” (The Gap, Inc., 2013), adding only a few items such as a limited number of 

private label shirts and jackets to its otherwise simple formula. Six years later, The Gap 

had 186 stores in 21 states and nearly $100 million in net sales (Funding Universe, n.d.). 

In 1976, The Gap became a publicly traded company, with 1.2 million shares initially 

offered (The Gap, Inc., 2013). 

 The Gap’s expansion and success continued through the 1970s, but the formula of 

being an exclusive jean retailer for Levi Strauss & Co. became increasingly difficult to 

sustain due to growing competition. Gap’s financial situation started to decline: Stock 

prices hit lows as the shareholders sued the Fishers for insider trading after selling their 

shares prior to a crash from $18 a share to $7 a share. In order to revive and transform the 

business, Fisher hired former Ann Taylor president Millard “Mickey” Drexler in 1983 to 

serve as The Gap’s president and chief operations officer. Coinciding with the hire of 

Drexler, Gap acquired a small, two-store and mail-order catalogue business called 

Banana Republic (Joslin, et al., 2010).  
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 Drexler started immediately on his mission to transform The Gap, focusing it 

back on the Baby Boomers who once fueled its success. As a demographic, they had 

become more conservative and had higher incomes (Sing, 1987). To recapture these 

individuals, Drexler liquidated old merchandise in order to introduce new clothing and 

styles.  In addition, Drexler made drastic store renovations, trading orange walls for 

white, circular metal racks for shelves and biweekly polishing of the wood floors. After 

making these changes, between 1983 and 1986, The Gap’s sales rose 40 percent 

(Reference for Business, n.d.).  

As Gap’s popularity once again rose with the generation that made it successful, 

The Gap introduced GapKids in 1986 for children ages 3-12 (The Gap, Inc., 2013) and 

babyGap in 1990 (Joslin, et al., 2010). The brands experienced a rapid rise in success, 

achieving more than $250 million in annual sales in five years (Reference for Business, 

n.d.). Simultaneously, throughout the mid-1980s, Banana Republic’s safari-like clothing 

experienced immense popularity, with the success attributed to films such as Raiders of 

the Lost Ark and Out of Africa (Reference for Business, n.d.). In 1987, Gap opened its 

first international Gap store in London, England  (The Gap, Inc., 2013). By 1994, Gap 

achieved several other milestones: in 1992, it became the second largest apparel brand in 

the world; in 1993, Gap opened a store in Paris; in 1994, Gap introduced Gap Outlet, 

discounted merchandise, and opened its first Old Navy, featuring styles similar to the 

Gap (Joslin, et al., 2010). 

Decline – Hubris Born of Success 

In 1994, Gap posted more than $21 million in losses (Copeland, 2005). This 

massive loss stems from a pricing battle among clothing retailers cutting into profits 
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margins in order to lower prices, as well as a sluggish United States economy (Louis, 

1995). Furthermore, the same retailers lowered their prices progressively and became a 

lower cost copy of Gap, mimicking the store layout, design, clothing presentation and 

styles (Cuneo, Marketer of the year, 1997). Indeed, The Gap needed to execute a 

turnaround in order to differentiate itself and survive the struggles the industry faced. In 

order to accomplish this, Gap’s founder and CEO Fisher stepped down, promoting 

longtime partner, COO and president of Gap Drexler to CEO. Drexler, who helped with 

the turnaround and reinvention of The Gap in the mid-1980s, was given control over the 

company (Copeland, 2005).  

Gap entered 1995 with three brands: a brand new chain for the price-conscious 

shopper called Old Navy, the popular and familiar Gap stores and Banana Republic,  

sporting top-of-the line fashions, comprising a total of more than 1,600 stores in five 

countries (Louis, 1995). Much like when Drexler first started at the Gap in the early ’80s, 

he quickly went to work to revive the company and achieved more than $82 million in 

profits at the end of 1995 (Copeland, 2005). Several factors went into this success. 

Drexler refocused the company on creating clothing that the consumer sought (Carter, 

1996) and concentrated on profit margins rather than total sales (Copeland, 2005). 

Furthermore, Drexler invested in the expansion of Old Navy, which helped capture a 

growing market segment of consumers — ones who  wanted the fashion of The Gap or 

Banana Republic, but could not afford it, as even employees of The Gap complained 

clothing was too expensive (Carminiti & Brown, 1996). 

By early March 1996, about six months after Drexler became CEO, The Gap was 

selling clothing across all of its brands rather successfully, as its stock prices rose nearly 
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80 percent since May 1995, announcing two-for-one splits and an increased dividend by 

25 percent. The Gap’s CFO Warren Hashagen commented on their quick turnaround, 

saying, “Clearly we have proven over a long period of time we get it right more often 

than not.” (Carter, 1996).  

The Gap’s Hubris Born of Success occurred rapidly, starting with the promotion 

of Drexler to CEO. The Gap originally hired Drexler to handle the same situation nearly 

10 years earlier as the COO. Now as CEO, very few in the industry had any doubt that 

The Gap would turn around and, as shown by their quick rebound in stock prices, they 

did accomplish this. The Gap successfully exited a sales slump while other clothing 

retailers continued to struggle. This was not a first for Gap, as it had achieved this in its 

past. Their ability to survive these periods came as an entitlement. Furthermore, its 

turnaround did not require any drastic changes, such as store closings, budget cuts or 

shuffling of management. This created complacency and self-confidence that the only 

changes Gap needed to make to survive was in the style of its products See Figure 4.2.1 

for an analysis of Gap’s Hubris Born of Success. 

Decline of the 

Company 
Hubris Born of Success 

Is there evidence to 

support the 

company reached 

this stage? 

X 

Supporting 

evidence: 

 Management familiar with situation the company was in. 

 80 percent stock price increase in a year. 

 One of the first, if not the first, company to break the rut the retail 

clothing industry was in during the mid-1990s.  

 Did not have to make other cuts or changes to the company as a 

whole, only changing the styles offered. 

Figure 4.2.1 – Analysis of Gap’s Hubris Born of Success. 
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Decline – Undisciplined Pursuit of More 

 Gap’s rise in the 1990s was dramatic. Between 1990 and 1999, The Gap achieved 

a nearly six-fold increase in sales, from $1.6 billion at the beginning of the decade to 

$11.6 billion at the close of the decade (Gap, Inc., 1999).  In February 1990, the company 

operated 965 Gap stores, 111 Banana Republic stores and 109 GapKids stores (Caminiti 

& Dennis, 1990). At the end of 1999, those numbers rose to 1,767 Gap stores (GapKids 

folded into Gap stores), 355 Banana Republic stores and 513 Old Navy stores (opened 

five years earlier with only one store)  (Gap, Inc., 1999). The company averaged 303 new 

Gap stores, 52 new Banana Republic stores and 102 new Old Navy stores per year. These 

numbers align with Gap’s 1999 annual report, with a planned 320 new domestic and 120 

new international Gap stores and approximately 50 new Banana Republics in the United 

States, with no forecast for Old Navy’s openings (Gap, Inc., 1999). See Figure 4.2.2 for a 

summary of Gap’s sales and earnings according to its annual report. 

 
Figure 4.2.2 – Gap’s net sales, net earnings, and earnings per share  

from the 1999 annual report.  
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The Gap sustained this massive growth during a time when other retailers struggled to 

survive. In 1990, many smaller clothing retailers went out of business due to difficulties 

in the economy and retail market (Shapirio, 1990). In 1992, the economic recession 

continued to take a toll on the United States retail industry, forcing stores out of business 

or to take retrenchment action. Gap continued to be profitable, with forecasted increases 

in earnings and stores for the rest of the year (Mitchell, 1992). Though Gap experienced 

some slowdown in its 1994 sales, its gamble on khaki pants and the accompanying 

advertising campaign paid off.  Khakis and Gap became synonymous, moving sales from 

stagnant numbers to growth (Buck, 1994).  

Much of the retail clothing industry suffered from sameness in 1994, copying the 

successful styles, store designs and product layouts from Gap, but at a lower price and an 

overall lower quality. Drexler and Gap recognized that the market demanded unique 

styles at an affordable price. To fill this niche, Gap introduced Old Navy in 1994, which 

offered Gap-style clothing at the value prices of their competitors, but with a unique style 

and higher quality. The popularity of the model exploded, as consumers enjoyed the 

value and offerings of the brand. Subsequently, Old Navy grew rapidly and Gap achieved 

significant growth and success from the brand (Strom, 1994).  

The pursuit to expand Old Navy used a simple formula: open stores near 

complementary businesses such as Wal-Mart or Toys “R” Us in spaces requiring lower 

overhead costs, such as a strip mall instead of a mall. This allowed for successful growth 

and would help prevent cannibalization of Gap stores and Banana Republics. 

Furthermore, prices in Old Navy stores were notably lower than Gap stores, using lower 

cost fabrics with less design intricacies and a slightly more relaxed quality standard in 
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areas such as stitching compared to Gap or Banana Republic. Such a formula fueled rapid 

growth, as consumers perceived a great value with the brand (Carminiti & Brown, 1996). 

Old Navy executives announced in 1998, four years after opening,  that it achieved more 

than $1 billion in sales. Comparatively, it took Gap and Banana Republic, combined, 18 

years to achieve the same amount in sales (White, 1998).  

During this period of exponential growth by Gap brands, Drexler envisioned the 

next step for Gap: to become a ubiquitous, global brand. Drexler derived this vision from 

a 1996 Coca-Cola annual report, recognizing that Coca-Cola had successfully become a 

global icon. Drexler believed Gap could achieve the same status in the clothing industry, 

as Gap controlled only $23 of the average $700 spent on clothing in an American 

household. To further push Gap to achieve more, Drexler did not allow for long-lived 

celebration of a successful quarter. Instead, he instilled the thought in all employees that 

Gap’s numbers were down five percent, regardless of the reality. Drexler believed this 

approach forced employees to be creative and more focused on constant improvement. 

Furthering this pursuit to become a global brand, Gap COO John Wilson stated, “…we 

will throw more stores in until the last one fails.” Wilson and CFO Warren Hashagen 

worked to renegotiate rent for Gap brand stores to make it favorable for Gap and added 

$40 million in pretax profits by challenging Gap’s tax rate. Furthermore, Gap restarted 

TV advertising, which caused an increase in brand recognition and sales (Munk & 

McGowan, 1998).  

 Nothing underscores Gap’s pursuit than Drexler’s vision of becoming a 

ubiquitous, global brand and his COO and CFO working to make a rapid expansion 

possible. Driving this pursuit was Gap’s success in breaking free of the sales slump 
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facing competing retailers and the substantial achievements of Old Navy. Gap did not 

make any cuts in budget, changes in management, or store closures in order to make the 

company more successful. Instead, it capitalized on previous success instead of 

discipline. Gap’s executive management perceived continued success as a significant 

global footprint for the brand by creating more stores, capturing more consumers, and 

obtaining more recognition and more influence in the market. See Figure 4.2.3 for an 

analysis of Gap’s Undisciplined Pursuit of More. 

Decline of the 

Company 
Undisciplined Pursuit of More 

Is there evidence to 

support the 

company reached 

this stage? 

X 

Supporting 

evidence: 

 Massive increase in the number of store openings 

throughout the 90s. 

 Desire to become a ubiquitous, global brand.   

 Quotes and actions by chief officers positioning the 

company to suggesting their expansion may become 
reckless.  

 Old Navy’s massive success in a short period of time. 

Figure 4.2.3 – Analysis of Gap’s Undisciplined Pursuit of More. 
 

Decline – Denial of Risk and Peril 

 The turn of the Millennium brought about the first decline in nearly a decade, 

reversing the seemingly unstoppable growth. While Old Navy sales continued to soar, 

Gap and Banana Republic stores sales stayed flat or posted losses, suggesting that the 

company had begun cannibalization. Drexler insisted that, while opening Old Navy stores 

near Gap did have a degree of negative impact on other Gap stores, the Gap stores 

typically rebounded a short time later. Furthermore, Drexler drew attention away from 

the cannibalization problem and blamed it on not having enough stock of popular 
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merchandise, causing stores to run out early, impacting sales (Louise, 1999). See Figure 

4.2.4 for a summary of Gap’s sales and earnings according to its annual report. 

 
Figure 4.2.4 – Gap’s net sales, net earnings, and earnings per share in the 2001 

annual report. 

During this initial decline, Drexler made changes in his management style, 

shifting from a very hands-on, involved approach to a more laissez-faire style. This move 

allowed the management teams at each brand to make decisions on their own, which 

subsequently meant they would make their own mistakes. Rather than stepping in to 

correct the mistakes of these management teams, Drexler claimed the teams required 

more encouragement and support from him, disallowing second-guessing. For example, 

management at Old Navy introduced a line called “Collections” intended to bring adults 

back at to the store, but the clothing featured a very high price point from what was 

supposed to be a discount retailer, such as a $140 jacket. These types of mistakes 

continued to hurt Gap’s brands, contributing to declining sales and mounting losses. 

Though Gap did not blatantly deny these problems, their its plans to open 140 new stores 

using a prototype design concept during a period of decline did (Coleman, 2000).   
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 Despite numerous missed cues and opportunities to change directions in 2000, 

Gap’s fashion issues continued into 2001. Sales numbers stagnated, as their its styles 

increasingly alienated their its consumer -base. Drexler explained that Gap had, “misread 

some of the market, I guess,” going after teenagers instead of the broad demographics 

which they had served very well. Drexler shuffled some of the upper management staff 

and executives in order to address some of the problems the Gap faced. However, the 

moves did not produce improvements and the stock price continued to stumble. Despite 

the growing problems, Drexler claimed, “…Gap is a very, very well-respected, popular, 

and recognized brand,” which provided the company with a, “…great advantage [to] have 

even in difficult times,” (Creswell, Confessions of a fashion victim, 2001). 

 By 2002, Gap suffered nearly two years of decline in same-store sales. Fashion 

mistakes continued, straying from clothing that appealed to broad demographics in 

exchange for  sparkling shirts and hip-huggers that did not attract teens and 

simultaneously repelled adults. Drexler stated Gap became, “bored with being consistent 

and simple,” which was the formula that had made Gap successful. Despite decreasing 

demand, Gap continued to open new stores (Creswell, Gap got junked, 2002).   

 Without a doubt, Gap became its own worst enemy, dwelling in denial of its 

problems for two years. When Gap posted losses in 2000, executives needed to act 

immediately to prevent further losses – such as closing stores – and revisit the styles and 

philosophy which made the Gap popular to begin with. Even after acknowledging 

problems shortly after they started, Drexler and other Gap executives took no corrective 

action. Instead, they acknowledged the problems, but continued to produce styles which 

alienated customers. Further hurting the numbers, Gap continued to expand and open new 
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stores instead of closing stores, only making its problems worse. Indeed, these moves 

blatantly denied and ignored the core problems Gap faced. See Figure 4.2.5 for an 

analysis of Gap’s Denial of Risk and Peril. 

Decline of the Company Denial of Risk and Peril 

Is there evidence to support 

the company reached this 

stage? 

X 

Supporting evidence: 

 Continued producing clothing styles that were not true to 

Gap’s style. 

 Opened new stores, continued expanding when it should 

have closed stores instead. 

 Drexler became hands off, when he should have been 

hands on. 

 Drexler seemed more confused as to why the Gap was 

failing rather than in control of the issue. 

 Shuffling of upper management and executives with 

individuals that worked for Gap for long periods of time, 

rather than bringing in new individuals. 

 

Figure 4.2.5 - Analysis of Gap’s Denial of Risk and Peril. 

 

Turnaround 

 In mid-2002, Gap recognized that its problems were only getting worse and that 

Drexler was not capable of executing a turnaround. As Gap’s numbers continued to fall, 

analysts and investors called for drastic change and some started to write the company off 

a failure. However, when Drexler announced his retirement, he started making the much 

needed changes to turn Gap around, so that whoever replaced him would have a start in 

the right direction. 

 The following is an analysis of the steps Gap took in order to turn around and 

become successful again. In the event a step in the turnaround process did not have 

adequate evidence, it is assumed that Gap took either no notable action or no action at all. 

Turnaround – Crisis Stabilization 
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 In May 2002, Drexler announced his retirement, effective as soon as the board 

located a new CEO for the struggling company. At the time of his announcement, the 

Gap posted 24 months of losses in same-store sales. Drexler took two important steps to 

help the struggling company: a return to the simple styles which made Gap successful 

and cuts in new store construction (Chain Store Age, 2002). The summer styles presented 

by Gap in all three brands featured subdued colors and an overall, “clean and classic” 

appearance (Leitch, 2002). Additionally, instead of spending a planned $650 million in 

new stores, renovations for older stores and other capital projects, Gap announced a 60 

percent cut in these areas (Strasburg, 2002). Drexler also began store closings in late 

2002, prior to Paul Pressler becoming CEO in October 2002. Pressler continued the 

closings, taking the total number of stores owned by Gap down two percent to 3,022 by 

the end of his first full year in 2003, slating nearly 100 US stores for closing in 2004 and 

all 10 stores in Germany (Rozhon, 2004). See Figure 4.2.6 for an analysis of Gap’s crisis 

stabilization. 

Crisis 

Stabilization 
Spending Freezes 

Cuts to Projects, 

Personnel, and 

Budgets 

Asset Reduction 

Is there 

evidence to 

support the 

company took 

adequate 

action in these 

areas? 

 X X 

Supporting 

evidence: 

 No evidence of 

spending freezes 

found. 

 Cancellation of 

future store 

openings and 
expansion plans. 

 Cuts to capital 

projects such as 

improvements and 

renovations. 

 Closure of over 

200 stores in 2 

years. 

 Closed all stores in 

Germany due to 

their struggle to be 
profitable. 

Figure 4.2.6 – Analysis of Gap’s crisis stabilization. 
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Turnaround – Leadership 

 Before Gap appointed a new CEO, it made a handful of management changes to 

aid in the transition. First, Gap promoted Gary Muto, who headed Banana Republic, to 

president of Gap brand, a position which Drexler held for most of his career at Gap 

(Grant, Post-Drexler line fills Gap, 2003). Drexler also delegated the international 

division to Ken Pilot, splitting the company into divisions rather than trying to run it as a 

single global entity. A total of 10 of the top positions in Gap were new positions from the 

restructuring, filled with either individuals new to Gap or promoted from other divisions 

(Howard, Gap goes back to basics, 2002). 

During his retirement announcement, Drexler claimed Gap needed a CEO more 

focused on running the business and less on the designs and other day-to-day activities. 

Donald Fisher found these characteristics in Paul Pressler, a Disney executive in charge 

of theme parks. Gap announced Pressler as the new CEO in October 2002, starting 

around the coming holiday season. Pressler claimed to be a natural fit for the position 

since theme parks and retail share many commonalities. Furthermore, Pressler’s specialty 

focused in brand marketing more than retailing, suggesting he would focus on Gap’s 

business rather than the daily activities and the designs (Stone, 2002). 

 Gap saw more changes in executive management in 2003. One of the first 

replacements was CFO Heidi Kunz with Byron Pollitt, the CFO of Disney’s Parks and 

Resorts. Though Gap did not provide reasons for Kunz’s departure, analysts speculated 

that Kunz was identified with the decline of Gap and Pressler sought to change the 

corporate culture which Drexler created (Tomich, 2003). Pressler also promoted two 

individuals from within the company to run Old Navy stores and factory outlets in May 
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2003 (Blooomberg News, 2003). A short time later, Gap named Susan Wayne as EVP of 

marketing for Old Navy after her work on Gap product research. Wayne came from Leo 

Burnett, an outside firm Pressler hired to do research on market perceptions of Gap’s 

brands (Bloomberg News, 2003). To address the international market, Pressler hired 

Andrew Rolfe, an executive with experience in the food industry, to the position of 

president of Gap International (Retail Week, 2003). Finally, Pressler hired top talent in 

the design field to lead the redesign of some Gap products, including designers from 

Burberry, Calvin Klein and Marc Jacobs to introduce fashions and styles customers 

sought in order to generate a new buzz about the company in the fashion world (Collard, 

2004).  

 Gap’s swift change of individuals in key positions quickly bolstered confidence in 

consumers, analysts and investors that the company could successfully turnaround by 

reconnecting with the customers through the styles which originally made it popular. As 

turnaround research and literature suggests, changes in management must be drastic and 

use individuals who fit the situational context of the company. In this case, Gap’s change 

of management not only used qualified individuals, but completely overhauled the 

corporate culture by removing importance, focus and responsibility on the CEO and 

instead placing it on the respective teams and divisions. See Figure 4.2.7 for an analysis 

of Gap’s leadership. 
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Leadership 
Change of CEO to one which fits 

the company’s context 

Change in the executive 

board and other upper 

management positions 

Is there 

evidence to 

support the 

company made 

appropriate 

changes? 

X X 

Supporting 

evidence: 

 Pressler’s experience as a brand 

marketer allowed the company to 

refocus on what was required to 
make the brand successful. 

 Despite a lack of knowledge of 

clothing retail, Pressler chose 

individuals and a management 
team that could help balance and 

compensate what he did not 

understand. 

 Gap’s decline required a leader 

that was not egotistical, neutral 

from the company’s position, 

needed to take action quickly, and 

had to understand the core and 
basics of Gap’s business. 

 Prior to Pressler, Drexler 

shuffled some of the upper 

management to create new 
positions that were needed 

using a mix of individuals new 

to the company, as well as 
some company veterans. 

 Pressler exchanged CFOs, 

brought in top talent from high 

end design companies, and 
continued shuffling talent until 

he found best fits. 

 Management’s new focus 

remained on the customer, 

rather than the influence of a 
single visionary. 

Figure 4.2.7 – Analysis of Gap’s leadership. 

 

Turnaround – Strategic Focus 

 Gap understood that their focus needed to return to, and stay on, the concept 

which originally made the brands popular— deliver the simple styles which made Gap 

popular at fair prices. Gap’s first strategic focus was on the customer and returning, “back 

to basics,” which meant a return to the simple styles meant for all demographics (Grant, 

Founder of The Gap to pass baton after 35 years at retailer, 2003). Gap stopped creating 

edgy styles, tailored to capture specific demographics and focused on creating clothing 

that could be worn in a work environment or in a casual environment (Grant, Trendy 

retailers get dressed for work, 2004). Any clothing that did not match this refocused 
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vision, Gap shipped to outlet stores in order to quickly liquidate it (Howard, Gap's CEO 

gets back in the trenches, 2002).  

 As part of its return to its original style, Gap initiated new marketing campaigns 

using well known celebrities in their ads. In 2003, Gap featured Missy Elliott, a rapper 

popular among teenagers, and Madonna, a music icon known by the Baby Boomers, 

performing together in a commercial. The commercial suggested Gap clothes could be 

worn by any demographic and proved to be wildly popular (Givhan, 2003). In 2004, Gap 

launched another campaign featuring Sarah Jessica Parker, known for her unique fashion 

(Callender, 2004), and rock star Lenny Kravitz (Arellano, 2004). Furthermore, Gap 

invested in advertising tailored to the Hispanic community, creating ads in Spanish in 

order to capture part of the growing buying power of the demographic (Retail Week, 

2003). Combined, the campaigns helped return Gap to an iconic brand in two years and 

helped to reverse its losses. 

 In order to further aid in the turnaround of Gap brands, Gap focused on 

downsizing. Between the time Drexler announced his retirement and the end of 2003, 

Gap closed more than 150 stores (Rozhon, 2004). According to Gap’s 2004 annual 

report, the company stopped opening new stores and closed 158 underperforming ones, 

leaving Gap with fewer than 3,000 stores worldwide (Gap, Inc., 2004). Importantly, this 

included the closing of many international stores and all stores in Germany (Rozhon, 

2004). Though Gap’s retail footprint remained large, these moves helped to increase 

overall profitability and an increase in sales per square foot (Gap, Inc., 2004).  

 There was no significant activity in divestment or asset reduction detected in this 

study. The most notable item involves Gap liquidating styles that did not fit the 
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company’s classic looks and styles, sending the merchandise straight to the outlets 

(Howard, Gap's CEO gets back in the trenches, 2002). The lack of activity in this area 

does not warrant it as a failed step in the turnaround. However, it is arguable that this area 

did not require action, due to Gap not having assets requiring divestment or reduction. 

One of the shortcomings of Gap’s turnaround may be found in its lack of self-

investment. For a successful, stronger turnaround, literature on the subject suggests Gap 

needed to make investments in areas such as store renovations, its Web sites, or possible 

acquisitions or new brands to help capture greater market share. Instead, Gap placed 

almost all of its strategic focus on its core business, products and customers for all of its 

brands. The first signs of investment took place in late 2005, with store renovations slated 

for 2006 (Hamner, 2005). However, these investments took place outside the turnaround 

period used in this study, too late to make the activity part of the successful turnaround.  

See Figure 4.2.8 for an analysis of Gap’s strategic focus. 

Strategic Focus 
Redefine Core 

Business 

Divestment and 

Asset Reduction 

Product-

Marketing 

Refocus 

Downsizing Investment 

Is there 

evidence to 

support the 

company made 

appropriate 

changes? 

X  X X  

Supporting 

evidence: 

 After two 

years of Gap 
alienating its 

core customer, 

Gap returned 

its focus to the 

simple, basic 

clothing that 

originally 

made it 

popular. 

 No evidence 

to suggest 
divestment 

or asset 

reduction. 

However, 

there is no 

evidence to 

suggest Gap 

needed to 

perform this 

step. 

 Gap used 

pop icons 
to promote 

its 

redesigned 

brands in 

marketing 

campaigns. 

 Targeted 

the 

Hispanic 

population 

in Spanish 

ads.  

 Gap 

closed 
hundreds 

of stores 

across 

all of its 

brands 

and 

ceased 

opening 

new 

stores. 

 

 No 

evidence 
to suggest 

Gap took 

adequate 

action to 

invest in 

itself 

during 

the 

turnaroun

d period. 

Figure 4.2.8 – Analysis of Gap’s Strategic Focus. 
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Measuring Gap’s Turnaround using Return on Assets (ROA) 

 This analysis of Gap’s rise, decline and turnaround is also illustrated in its ROA, 

which is the objective measurement used in this study. Presented in Figure 4.2.0 is Gap’s 

ROA from 1994 to 2005, which covers the duration of this study. Gap’s explosive growth 

from 1997 to 1998 and into 1999 marked the start of its decline, with a desire to become 

a global brand and to capture more of the consumer dollar. The missed fashion cues, 

mismanagement of the brands by Drexler and denial of the compounding issues are 

illustrated in the drastic decline of 2000 and 2001. However, the turnaround actions in 

mid-2002 helped the company post gains that year; these included: closing stores, 

returning to original styles that made Gap popular and hiring new management. The fruits 

of these actions continued, along with further changes in management; refocusing paid 

off drastically in 2003, showing an increased use in resources by management. Though 

the numbers did not jump drastically in 2004 and 2005, Gap’s turnaround actions 

continued to pay off and put it on the path to becoming a highly profitable and successful 

company again. See Figure 4.2.9 for a summary of Gap’s ROA. 
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Figure 4.2.9 – Gap’s ROA during the period analyzed. 

 

Gap – Summary 

 Had Drexler not changed his management style and kept his goals modest, Gap 

may have continued to grow into the ubiquitous, global brand he longed for. However, 

too many missed cues for too long resulted in the rapid decline of Gap and need for a 

turnaround. In Gap’s turnaround, the company performed a majority of the suggested 

steps: returning to simple styles, closing underperforming stores and freezing new store 

openings, using top name designers and talents, and replacing Drexler with a new CEO 

which fit the company’s requirements and needs. These actions resulted in Gap reversing 

a rapid decline and achieving a modest comeback within a four year turnaround period. 

Comparison of Eddie Bauer/Spiegel & The Gap, Inc. 

 The following chart compares the ROA of each company analyzed, contrasting a 

failed turnaround against a successful turnaround. By 1996, Spiegel had, by definitions 

used in this study, failed as a company. Its decline was gradual and showed a sudden 

improvement prior to collapse and bankruptcy. As discussed by Collins, this financial 
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characteristic is typical for a company about to fail (Collins, 2009). Comparatively, when 

Gap entered decline in 2000, it took quick action to correct the course of the company in 

order to ensure its survival. Although it failed to reach pre-decline levels, Gap managed 

to reverse a sharp, rapid decline in a short period of time. See Figure 4.2.10 for a 

comparison of Spiegel’s and Gap’s ROA. 

  

Figure 4.2.10 – Comparison of Eddie Bauer/Spiegel’s ROA against Gap’s ROA. 
 

J.C. Penney 

Introduction 

 The historical analysis of Gap and Eddie Bauer illustrates the differences between 

a successful and a failed turnaround. Using lessons learned from these historical case 

studies, this thesis sought to test the developed methodology using a recent case.  J.C. 

Penney, an iconic American retail clothing and home goods company is currently 

attempting a turnaround. To predict if the company is likely or unlikely to make a 

successful turnaround, the proposed methodology was applied. This case study is unique, 
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as it is undergoing a turnaround of a previously failed turnaround. Former CEO Ron 

Johnson, attempted to use a bold, untested strategy to turn J.C. Penney’s around from a 

prolonged, gradual decline. The attempt alienated customers and accelerated the 

company’s failure. To turnaround the company again, J.C. Penney reinstated the CEO it 

ousted, Myron “Mike” Ullman III. Therefore, the use of this methodology illustrates its 

decline under Ullman, its failed turnaround under Ron Johnson, and a test of its current 

turnaround back under Ullman. 

History 

 James Penney Cash started as a retail store clerk in the Golden Rule Store, a small 

dry goods chain in 1899 after several years of other retailing experience. In 1902, the 

founders promoted Cash to a manager and partner. Cash invested $2,000 to open a store 

in Kemmerer, Wyoming, which was a growing mining town. In its first year, Cash’s store 

did more than $28,000 in sales (McInnis, n.d.). He refused to accept credit, and was a 

cash only store. In 1907, the original two founders of Golden Rule Stores dissolved and 

Cash purchased their stakes (Funding Universe, n.d.).  

 The company operated under the philosophy of finding good employees, training 

them well, and selling quality goods with little mark up to keep prices low. In 1913, Cash 

renamed his rapidly growing dry goods stores J.C. Penney Company. In 1917, Cash had 

approximately 200 stores. By 1928, J.C. Penney operated over 2,000 stores all across 

America from major cities to Main Street. When the Depression struck in 1929, Cash lost 

a great amount of his personal fortune, but his company continued to do well due to their 

continually low prices (McInnis, n.d.). 
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 J.C. Penney continued to be increasingly successful with its business model, 

adapting only occasionally in offerings. Its number of stores hovered around 1,500 and 

remained a strong brand, achieving a billion in sales one year before its 50th anniversary. 

It opened up to accepting credit cards and offering its own credit. Constantly seizing an 

opportunity to grow, J.C. Penney’s continued to expand its offerings by purchasing 

General Merchandise Company and Thrift Drug Company. Sales, profits, and stores 

reached record highs in the early 1970s (Funding Universe, n.d.).  

 When the recession of 1974 occurred, J.C. Penney’s executives began to evaluate 

restructuring the company. J.C. Penney’s clothing lines were the most profitable and 

most successful, and executives decided to phase out other offerings such as auto service, 

appliances, food, and other non-apparel or accessory related items. Throughout the 

1980s, about 1,500 stores were renovated to become true department stores. The 

company focused on four lines: men’s, women’s, children’s, and home and leisure items 

(Funding Universe, n.d.). In 1987, J.C. Penney’s headquarters moved from New York 

City to Dallas. 

 In the 1990s, J.C. Penney’s growth stemmed from two areas: Sears abandoning its 

catalogue operations and drug store growth. Additionally, it was one of the first retailers 

to have a websites in the 90s to have a website, though it was not a major focus. With 

Sears no longer supporting catalogues (Sears Brands, LLC, 2012), J.C. Penney became 

the largest catalogue seller in the United States, and would remain so for over a decade. 

To further capitalize on the drug store growth, J.C. Penney acquired four additional 

chains to add to its portfolio: Fay’s, Kerr Drugs, Genovese, and Eckerd Drugs. J. C. 

Penney’s unified all five brands under the Eckard name (Encyclopedia.com, 2002).  
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The growth through the 90s would come to a slow, and the company had to take 

action to help ease the problems coming from a financials downturn. First, J.C. Penney 

sold its credit card division for $4 billion to GE Capital (Encyclopedia.com, 2002). Then, 

in 2004, J.C. Penney sold Eckerd for $4.5 billion (Hays, 2004). Between these events 

came a new CEO, Allen Questron, who worked to improve the financial health of the 

retailer starting in 2001. However, his tenure lasted only a few years (Encyclopedia.com, 

2002). 

Decline – Hubris Born of Success 

 During the 2000s, J.C. Penney recognized its need for a turnaround. As a whole, 

the retail clothing industry was in a rut, and J.C. Penney had stagnated. To address this 

plateau, the company hired Myron “Mike” Ullman III as CEO and chairman. With luxury 

retail experience and prior success in turning companies around, Ullman was a fit for 

what the company needed. In a short period of time, Ullman worked to reinvent J.C. 

Penney as a more modern, luxury brand mall retailer. It offered higher quality clothing at 

affordable prices, helping to set it apart from the competition, and became the only brand 

to successfully post five successful back-to-school shopping seasons in a row (Ullman, 

2006). In three years under Ullman’s leadership, J.C. Penney’s stock doubled from $37 a 

share in 2004 to $86 a share in 2007 (Rubin, 2013). The rapid success enjoyed by J.C. 

Penney granted it a sense of infallibility. Figure 4.3.1 below summarizes J.C. Penney’s 

Hubris Born of Success. 
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Decline of the Company Hubris Born of Success 

Is there evidence to support 

the company reached this 

stage? 

X 

Supporting evidence: 

 JCP names Myron Ullman CEO and chairman. Stocks 

double in nearly three years, from $37 a share in 2004 

to $86 in 2007 (Rubin, 2013). 

 Ullman’s luxury retail experience, combined with the 

recent successful turnaround efforts and successful 
results during periods where other retailers struggled 

bolstered confidence in the company (Reason, 2004).  

 JCP surpasses $1 billion in web site sales in 2005 

(Mozee, 2006). 

 Only mall retailer to be successful five years in a row 

during back-to-school shopping (Ullman, 2006). 

 Constantly forecasts conservatively, making success 

look greater (Ullman, 2006). 

 Boasted of thirteen consecutive quarters success 

(Ullman, 2006). 

 The mini-store concept and partnership with Sephora 

launches in 2006, further bolstering the company’s 
success (Associated Press, 2006). 

 Introduction of designer brands bolster sales further 

(Coleman-Lochner & Satariano, Penney nabbing 

Johnson from Apple sets 'huge expectation', 2011). 

Figure 4.3.1 – Analysis of J.C. Penney’s Hubris Born of Success. 

 

Decline – Undisciplined Pursuit of More 

 The largest driver behind J.C. Penney’s desire to capture more of the market was 

its main competitor, Kohl’s.  J.C. Penney’s strategy seemed to focus on outperforming 

Kohl’s. It continued to open new stores at company record setting paces, disregarding 

economic and market conditions (Sloan, 2007). J.C. Penney beat its five-year growth plan 

in two years, causing it to set an even more aggressive growth plan (Sloan, 2007). 

Simultaneously, it attempted to capture wider demographics by introducing exclusive 

partnerships (Associated Press, 2006) and advertising campaigns (Spain, 2006). Rather 

than keeping growth at a modest pace, J.C. Penney pushed itself only to keep up with its 
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competitor. See Figure 4.3.2 for an analysis of J.C.  Penney’s Undisciplined Pursuit of 

More. 

Decline of the Company Undisciplined Pursuit of More 

Is there evidence to support 

the company reached this 

stage? 

X 

Supporting evidence: 

 Opened 20 new stores in October 2006 alone, the highest 

number of stores opened in 20 years, despite economic 

and security concerns (Ullman, 2006). 

 JCP announced plans to add 50 new stores every year 

through 2009 in order to compete with Kohl’s 
(Misonzhnik, 2006). 

 Introduced partnership with high-end retailer Sephora in 

order to attract more young female customers (Associated 

Press, 2006), as well as Liz Claiborne (Misonzhnik, 
2006). 

 Attempted to capture younger demographics by hiring ad 

agency Saatchi & Saatchi specifically for this purpose, 

spending $430 million (Spain, 2006).  

 Exceeded 5-year growth plan from 2005 by 2007 (Sloan, 

2007). 

 Planned for 250 new stores between 2007 and 2011 

(Sloan, 2007). 

Figure 4.3.2 – Analysis of J.C. Penney’s Undisciplined Pursuit of More. 

 

Decline – Denial of Risk and Peril 

 J.C. Penney experienced several key events that served as warnings that the 

company faced risk and peril. Each time J.C. Penney experienced lower-than-expected 

results, it found ways to dismiss or explain the source of the problem. For example, J.C. 

Penney explained low earnings in Q4 of 2006 stemming from spending more on 

marketing, staffing levels, and incentive compensation (Halkias, J. C. Penney planning 50 

new stores, 2007). As economic conditions worsened in 2007 and 2008, Ullman focused 

on developing new marketing and a new website to bolster sales (Felgner, 2008) as well 

as capturing customers from competitors, such as those from the recently bankrupt 

Linens-N-Things (Talley, 2009). These actions did not address making important changes 
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such as closing stores and reducing inventory in order to focus on only the most 

successful offerings.  See Figure 4.3.3 for an analysis of J.C. Penney’s Denial of Risk and 

Peril. 

Decline of the Company Denial of Risk and Peril 

Is there evidence to support 

the company reached this 

stage? 

X 

Supporting evidence: 

 Lower earnings in Q4 of 2006 explained by Ullman as 

JCP “decided to spend more during the holiday season 

both on marketing and on store staffing levels and 

incentive compensation” (Halkias, J. C. Penney 
planning 50 new stores, 2007). 

 Economic issues in 2007 hurt retailers in all industries, 

but Ullman explained the drop in sales from home 

goods, which hurt profits overall, stemming from the 
issues in the housing market (Kirchhoff, 2007). 

 JCP stock achieved 10-year high, with shares closing at 

$86.35 in February 2007, doubling the stock price in 

nearly 3 years (Rubin, 2013), and granting 

complacency. 

 The 2007 holiday season brought about the first 

negative same-store sales decline seen in years 

(Albright, 2008), as they failed to recover what they 

spent on the season in the previous quarter.  

 As sales continued to decline, Ullman believed an 

execution of strategy in advertising and a new online 

store would assist in the ailing sales (Felgner, 2008). 

 With the economy worsening, Ullman blamed declining 

sales on the economy, rising costs, and weak consumer 
confidence (Barbaro & Grynbaum, 2008) , putting faith 

in private label brands in fashion and home accessories 

to bring customers back (Retail Week, 2008). 

 As direct competitors such as Linens-N-Things entered 

bankruptcy and closed, JCP focused on capturing those 
customers in order to bolster sales after two straight 

years of same-store sales decline (Talley, 2009). 

Figure 4.3.3 – Analysis of J.C. Penney’s Denial of Risk and Peril. 

 

First Turnaround Attempt 

 J.C. Penney started its decline in 2007 when economic conditions worsened. By 

2009, the retailer experienced two straight years of decline in same-store sales, as well as 
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decreasing profit margins (Talley, 2009) and a stock price which had depressed to a lows 

of $14 a share (Rubin, 2013). At this point in its history, the ailing J.C. Penney needed to 

execute a turnaround with a smaller, more consumer-focused business in order to return 

to profitability.  

First Turnaround – Crisis Stabilization 

J.C. Penney did not execute crisis stabilization in a satisfactory manner, doing the 

opposite of what turnaround literature suggests. Rather than making cuts and spending 

freezes, it instead utilized what Collins’ would call a “silver bullet:” an exclusive 

agreement with Liz Claiborne as the only retailer to carry the brand, a move which 

bolstered sales in Q3 of 2010 by 63 per cent (Bloomberg News, 2010). Many of the cuts 

mentioned in the review of the 2010 report were long term, strategic changes and cuts, 

occurring over several years, rather than in a short period of time. J.C. Penney also 

continued to invest in new projects, rather than making cuts. Ullman ultimately did very 

little to bring stability to J.C. Penney. These decisions masked the issues facing the 

company, covering up larger underlying problems. See Figure 4.3.4 for J.C. Penney’s 

first crisis stabilization attempt. 
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Crisis 

Stabilization 

Spending 

Freezes 

Cuts to Projects, 

Personnel, and 

Budgets 

Asset Reduction 

Is there 

evidence to 

support the 

company took 

adequate 

action in these 

areas? 

  X 

Supporting 

evidence: 

 No evidence of 

spending 

freezes found. 

 Continued to add 

Sephora shops into 

stores, growing from 

75 to 230 from 2009 to 

2010 (O'Donnell, 
2010). 

 Invested in technology 

in store, as well as 

online business, 
creating an internal 

“digital center for 

excellence,” adding to 
its 1,700 IT employees 

(Halkias, Penney's 

'smart fixture' rolls out 

as next technological 
step, 2009). 

 JCP closed only five 

stores and one home 

store in 2010 (Fair 

Disclosure Wire, 
2011). 

 Ending of catalogue 

business in 2011 

(Fair Disclosure 

Wire, 2011). 

 Worked on exiting 

outlet business by 

end of 2011 (Fair 

Disclosure Wire, 
2011). 

 Closure of seven call 

centers through 2010 

(Fair Disclosure 

Wire, 2011). 

 Reduction in custom 

decorating studios 

from 525 to 300 

(Fair Disclosure 
Wire, 2011). 

Figure 4.3.4 – Analysis of J.C. Penney’s first Crisis Stabilization. 

First Turnaround – Leadership 

As J.C. Penney’s decline worsened, the company decided to recruit new 

leadership to perform a turnaround. The company hired Ron Johnson to replace Ullman 

in November 2011. Johnson was a bold, visionary leader with an untested strategy. 

Furthermore, Johnson’s experience was a poor fit for the situation J.C. Penney faced. His 

most relevant experience came from Target during the 1990s, where he was responsible 

for apparel and home goods (J.C. Penney, 2011). From Target, Johnson went to Apple in 
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2001, where he created the concept of the Apple Store and Genius Bar under the direction 

of Steve Jobs (Clifford & Helft, 2011).  

J.C. Penney utilized Johnson as what Collins’ refers to as a “silver bullet” (2009). 

Johnson’s relevant experience from Target was, at best, antiquated, given that it was 

more than a decade old. His experience at Apple in retail electronics did not translate into 

J.C. Penney’s retail clothing. Johnson also lacked experience in corporate turnaround. His 

start and experience at Apple was not while the company was in the midst of a 

turnaround, but rather reinventing and recreating itself. J.C. Penney’s situation mandated 

an individual that could refocus what it had, not recreate or reinvent the store; someone 

such as former Gap CEO Millard Drexler would have been a contextually appropriate 

CEO. 

Turnaround literature does suggest that top executives in the company need to be 

replaced in order to change corporate culture and policy (Chen & Hambrick, 2012). 

Though Johnson did this, it was flawed in three ways: Johnson changed all top executives 

within six months of starting as CEO, which could not possibly allow for a smooth 

transition. He created a culture of hostility, opacity, and distrust by bringing in these 

individuals, as he reportedly did not trust anyone aside from them. (Bhasin, Inside 

JCPenney, 2013). Finally, all of the new chief officers Johnson hired were from Apple 

(Bhasin, J.C. Penney's new CEO is gradually eliminating any trace of his predecessor, 

2013). These factors combined hindered the company’s ability to make a turnaround. See 

Figure 4.3.5 for an analysis of J.C. Penney’s first leadership. 
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Leadership 
Change of CEO to one which fits 

the company’s context 

Change in the executive 

board and other upper 

management positions 

Is there 

evidence to 

support the 

company made 

appropriate 

changes? 

  

Supporting 

evidence: 

 Ron Johnson came from over ten 

years of retail technology 

experience as SVP of Apple retail 
stores starting in 2001 (J.C. 

Penney, 2011). 

 Prior to Apple, Johnson served as 

VP of merchandising at Target 
through the 90s, responsible for 

men’s, women’s, and children’s 

apparel, as well as home collection 

(J.C. Penney, 2011). 

 Johnson created a culture clash 

very quickly, and created 

“widespread anxiety, fear, distrust, 

and resistance” (Bhasin, Inside 
JCPenney, 2013) 

 Added William Ackman of 

Pershing Square Capital 

Management as well as Steven 
Roth of Vornado Realty Trust 

to the board of directors in 

order to change strategy 
(Ovide, 2011). 

 By April 2012, less than 6 

months as CEO, Johnson had 

replaced all top level 

executives which worked for 
Ullman with individuals 

chosen by Johnson, all of 

which worked for Apple 
(Bhasin, Ron Johnson has 

now forced out every top-level 

executive from JCPenney's 
previous regime, 2012). 

Figure 4.3.5 – Analysis of J.C. Penney’s first Leadership. 

First Turnaround – Strategic Focus 

Undoubtedly, Johnson’s turnaround strategy was too radical for consumers and 

the company alike. For the consumer, the strategy resulted in complete alienation: 

consumers did not understand the new pricing, sales, strategy, product offering, or format 

of the store (Brownell, 2013). For J.C. Penney, the changes resulted in a negative change 

in culture, decreased morale, layoffs (Bhasin, Inside JCPenney, 2013), and a massive loss 

of capital through renovations, upgrades, and plummeting sales (Groth, 2013). These 

factors combined resulted in losses for six consecutive quarters (Brownell, 2013). There 

is no evidence suggesting that J.C. Penney adjusted its strategy to help reduce losses and 

win customers back.  
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Analyzing its strategic focus, J.C. Penney failed to take correct action in any of 

the components assessed. Indeed, Johnson and J.C. Penney made every choice opposite 

of what should have been done, indisputably accelerating its demise. When the company 

should have downsized and refocused on the positives of the brand, it instead spent a 

massive amount of capital and focused on a strategy that had not been tested, moves 

which ultimately backfired. As the company’s financial situation worsened, it did 

correctly downsize its workforce. However, it did not close any stores in the process. See 

Figure 4.3.6 for an analysis of J.C. Penney’s strategic focus. 

Strategic 

Focus 

Redefine Core 

Business 

Divestment 

and Asset 

Reduction 

Product-

Marketing 

Refocus 

Downsizing Investment 

Is there 

evidence to 

support the 

company 

made 

appropriate 

changes? 

   
 

 

Supporting 

evidence: 

 Johnson 

undoubtedly 

redefined 

J.C. 

Penney’s 

core 

business, but 

the changes 

made were 

too radical 

and too 
quick, 

essentially 

taking place 

over night 

(Groth, 

2013). 

 Johnson 

did reduce 

the number 

of private 

labels sold 

by JCP, but 

replaced 

them with 

designer 

brands, 

likely 
negating 

any 

reduction 

and 

divestment 

(Wilson, 

2012). 

 JCP’s 

advertising 

campaign 

featured Ellen 

DeGeneres 

promoting 

changes in 

pricing, 

returns, sales, 

and the demise 

of JCP 
coupons, not 

on the 

products JCP 

offered (J.C. 

Penney, n.d.).  

 Television ads 

focused more 

on rebranding 

than on what 

JCP had to 

offer 
consumers 

(Burns W. , 

2012). 

 Johnson 

downsized 

JCP by 19,000 

employees in a 

year and a 

half, 1,600 of 

which came 

from the 4,800 

employee 

headquarters 

(Bhasin, Ron 
Johnson has 

fired 19,000 

people since 

taking over JC 

Penney, 2013). 

 JCP did not 

close any of its 

stores. 

 Johnson 

implement

ed store 

renovation 

overnight 

in a 

turnaround 

strategy 

intended 

to occur 

overnight 
without 

testing it 

to see if it 

could 

succeed 

(Groth, 

2013).  

Figure 4.3.6 – Analysis of J.C. Penney’s first Strategic Focus.  
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Results of First Turnaround Attempt Analysis 

 The methodology’s results suggest that J.C. Penney’s first turnaround attempt 

under Johnson was highly unlikely to be successful. The analysis shows J.C. Penney and 

Johnson did the opposite of what it should have done. Instead of cutting spending, closing 

stores, hiring appropriate leadership and focusing on the items which made J.C. Penney 

both popular and financially successful, it spent massive amounts of money on a concept 

and strategy without testing it under a leadership that was an inadequate fit contextually. 

When signs that consumers did not like the strategy became undeniable, the company did 

not adjust its strategy, but rather continued using it. Indeed, continuation of this strategy 

under this leadership would likely have resulted in J.C. Penney being in an even worse 

financial position today. 

Second Turnaround Attempt 

 In April 2013, J.C. Penney fired Ron Johnson and reinstated Myron Ullman as 

CEO, who instantly started working on turning the company around by undoing most of 

what Johnson had done. At the time of writing, J.C. Penney’s appears to be working on 

stabilizing its reputation and customer perception crisis more than its financial crisis by 

returning the company to a pre-Johnson state. Such actions include returning Ullman as 

CEO, returning numerous private labels and undoing some of what Johnson had 

implemented. This turnaround is arguably the turnaround of a turnaround, significantly 

complicating the efforts and requiring drastic action and very precisely calculated 

decisions. However, this does not change the steps necessary to make a turnaround or 

anything analyzed. 

Second Turnaround – Crisis Stabilization 
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Currently, J.C. Penney does not appear to be taking enough action in its crisis 

stabilization. To J.C. Penney and Ullman’s credit, the company has halted several 

Johnson projects such as coffee bars, scaling back of national brands and ceased new 

home store department creation (Bhasin, J.C. Penney's new CEO is gradually eliminating 

any trace of his predecessor, 2013). However, this appears to be the only crisis 

stabilization, as there is no evidence of spending freezes or asset reduction taking place at 

J.C. Penney. 

In order to increase its chances of a successful turnaround, J.C. Penney should be 

closing stores, laying off employees, and reducing total amount of inventory in stores. 

Additionally, rather than spending money on projects to undo everything Johnson did in a 

very short period of time, J.C. Penney should freeze all projects and only spend capital in 

areas that absolutely need to be reversed, prioritizing changes and where money is spent. 

See Figure 4.3.7 for an analysis of J.C. Penney’s second crisis stabilization. 
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Crisis 

Stabilization 

Spending 

Freezes 

Cuts to Projects, Personnel, and 

Budgets 
Asset Reduction 

Is there 

evidence to 

support the 

company 

took 

adequate 

action in 

these areas? 

 X  

Supporting 

evidence: 

 No evidence 

of spending 

freezes. 

 Ceased new home store 

department creation, a department 

which hurt sales, and reallocated it 

to different products (Bhasin, J.C. 
Penney's new CEO is gradually 

eliminating any trace of his 

predecessor, 2013). 

 Scaled back national brands to 
bring back private label brands 

(Bhasin, J.C. Penney's new CEO is 

gradually eliminating any trace of 

his predecessor, 2013). 

 Cut envisioned coffee and snack 

bars (Bhasin, J.C. Penney's new 

CEO is gradually eliminating any 

trace of his predecessor, 2013). 

 No evidence of 

asset reduction, 

but rather the 

opposite – 
returning 

private labels 

and lines cut by 

Johnson. 

Figure 4.3.7 – Analysis of J.C. Penney’s second Crisis Stabilization. 

 

Second Turnaround – Leadership 

William Ackman made several public statements that J.C. Penney needed a new 

CEO to replace the reinstated Ullman (Kapner & Glazer, 2013), and turnaround literature 

supports such a call. Part of why J.C. Penney declined during Ullman’s first tenure 

stemmed from failure to make modifications, and it appears the only cuts and changes he 

is implementing are ones that undo Johnson’s, as mentioned in Figure 4.3.7. Ullman has 

yet to make changes which innovate or improve the financial survivability of the 

struggling retailer. Additionally, aside from sending coupons and running a massive 

marketing campaign to try to bring consumers back, as well as reintroducing a few 



88 

 

previously removed private labels, Ullman has not taken any other steps recommended 

by turnaround literature. 

 Turnaround research also supports ousting Johnson’s hand-picked chief 

executives was the right move. Such a move signals changes to the corporate culture 

which contributed to the decline of J.C. Penney. However, this move marked the third 

executive board in under a two-year period, signaling significant instability within the 

company, especially in a time when it needs some form of stability and consistency. 

Unfortunately, this exchange was unavoidable, as all individuals involved in Johnson’s 

regime contributed to the rapid decline of J.C. Penney. See Figure 4.3.8 for an analysis of 

J.C. Penney’s second leadership. 

Leadership 
Change of CEO to one which fits 

the company’s context 

Change in the executive 

board and other upper 

management positions 

Is there 

evidence to 

support the 

company made 

appropriate 

changes? 

  

Supporting 

evidence: 

 Though Ullman is a reasonable 

short-term answer to help get the 
company back on track (bringing 

back sales, changing marketing 

and pricing, bringing back private 

labels), he was partially 
responsible for the company’s 

initial decline and does not seem 

either capable or able to take all 
necessary steps. 

 Ousted all chief executives 

brought in by Johnson, as well 
as other high level positions, 

with the only press-worthy 

change being the introduction 

of Chief Marketing Office 
Debra Berman, formerly of 

Kraft (Bhasin, J.C. Penney's 

new CEO is gradually 
eliminating any trace of his 

predecessor, 2013). 

4.3.8 – Analysis of J.C. Penney’s second Leadership. 

Second Turnaround – Strategic Focus 

Currently, J.C. Penney’s strategic turnaround plan appears to address cosmetic 

issues rather than addressing some of the more significant underlying issues. The hopes 
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of a successful turnaround are currently pinned to returning to a pre-Johnson strategy: 

returning private label brands, re-renovating stores, and instituting old pricing structures 

and techniques (Cheng, 2013). Simultaneously, the retailer operates with a significantly 

reduced workforce while maintaining the same number of stores, which will undoubtedly 

take a toll on both the employees and on the customer shopping experience. The author 

did not locate evidence of store closings, reduction of assets, downsizing in operations, or 

a redefinition of the core business to anything other than a return to a “pre-Johnson” 

standing. See Figure 4.3.9 for an analysis of J.C. Penney’s second strategic focus. 
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Strategic 

Focus 

Redefine 

Core Business 

Divestment and 

Asset Reduction 

Product-

Marketing 

Refocus 

Downsizing Investment 

Is there 

evidence to 

support the 

company 

made 

appropriate 

changes? 

  X  X 

Supporting 

evidence: 

 No 

evidence 

of JCP 

redefining 
their core 

business. 

 No evidence 

of divestment 

or asset 

reduction.  

 Began 

mailing out 

coupons in 

a marketing 
campaign, 

changed 

price 

structures 

(Cheng, 

2013). 

 Brought in 

CMO from 

Kraft Foods 

to oversee 

marketing 

efforts 
(Bhasin, 

J.C. 

Penney's 

new CEO is 

gradually 

eliminating 

any trace of 

his 

predecessor, 

2013). 

 Latest 

annual 

report by 

JCP lists 
116,000 

employee, 

down from 

159,000 

reported 

under 

Johnson 

one year 

ago 

(Halkias, 

J.C. Penney 

created 
another 

gotcha 

moment 

with sloppy 

reporting of 

its annual 

headcount, 

2013). 

 Secured a 

$1.75 

billion loan 

in order to 
do give it 

some 

operating 

capital 

(Cheng, 

2013). 

 Opened 

design 

center in 

NYC to 

revive 

private 
brands 

previously 

discarded 

by Johnson 

(Bryant, 

2013). 

Figure 4.3.9 – Analysis of J.C. Penney’s second Strategic Focus.  

 

Measuring J.C. Penney’s Turnaround Using Return on Assets (ROA) 

 When Ullman became CEO in December 2004, he immediately started projects 

which helped to revive J.C. Penney. At the end of his first year, his leadership helped to 

more than double ROA and pushed it to sustained financial success through 2007. Failure 

to make strategic decisions to remove underperforming departments and slumping 

economic conditions, caused the company to enter a sharp decline in 2008, which slowed 
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in 2009 and began to reverse in 2010. However, the reversal was not enough, and 

Johnson replaced Ullman in 2011. The move ultimately accelerated the decline of J.C. 

Penney, which posted massive losses in 2012, lowering ROA to negative numbers. 

Presently, it is unknown what impact Ullman replacing Johnson in the summer of 2013 

will have on the turnaround of the company. In order for J.C. Penney to be on track for a 

turnaround, the company needs to post positive gains in ROA for the 2013 fiscal year. 

Should it fail to do so, by definition, the company will have failed in its turnaround 

attempt. 

 
Figure 4.3.10 – J.C. Penney’s ROA from 2000 to 2012. 

 

 

 

J.C. Penney – Conclusion 

 Due to overall inadequate action, it is unlikely J.C. Penney will make a successful 

turnaround. The similarities to Eddie Bauer and J.C. Penney are numerous: an alienated 

customer base, a large operation lacking the necessary sales to support its size, and a 

strategy which seeks only to return to a state which was in decline. In the case of J.C. 

Penney, the current strategy seeks to undo almost everything Johnson did, but lacks a 
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long-term strategy to attract new customers from a wider demographic outside of the 

group that Johnson alienated. Furthermore, J.C. Penney continues to operate one of the 

largest retail clothing and home goods chains in the United States in terms of number of 

stores, but lacks the sales, customers, and financial success to maintain such an operation, 

as well as the personnel staffing to support these stores.  

 Should J.C. Penney downsize its operations and focus on the areas which are most 

profitable before the coming holiday season, it would likely improve its chances of 

survivability in the short-term. Afterwards, J.C. Penney would need to develop a strategy 

and portfolio designed to attract a wider target market under a CEO capable of achieving 

such a vision. As the chain undertakes these challenges, J.C. Penney would need to 

continue operational refinement to ensure maximized profits and margins, which may 

include more store closings, reductions in brands carried, changes in offerings, and 

adaption in marketing strategies. At the time of writing this, the aforementioned actions 

appear to be neither underway nor planned.  

 The author notes that this assessment is made based upon the factors considered 

in this study, and that other factors not mentioned may also impact the turnaround or 

further decline of J.C. Penney. 

Chapter Four Summary 

 Eddie Bauer, Gap, and J.C. Penney each recognized the need for a turnaround and 

reacted differently. Eddie Bauer acknowledged its need to turn around, but took no action 

or took the opposite action to remedy the situation such as opening additional stores, 

making few cuts in operations and abandoning the offerings which made Eddie Bauer 

popular. Gap responded to its need to turn around by taking many of the right steps, 
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according to turnaround literature. The company made cuts, changed its CEO and other 

executive management, and adjusted its strategic vision and focus to the target market it 

had alienated through reinstituting product offerings and marketing efforts that connected 

with customers. When J.C. Penney recognized its need for a turnaround the first time, it 

reacted using a radical, untested strategy under leadership which was not an adequate fit 

for the company. This resulted in the alienation of customers and an accelerated decline. 

In its current turnaround attempt, the company continues to fail to take the proper steps in 

a turnaround, such as closing stores and hiring proper leadership.   
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CONCLUSION 

Introduction 

 Analysts can use the developed methodology as tool to determine the likelihood 

of a successful turnaround by a company. The case-studies illustrated significant 

differences between successful and failed company turnarounds by looking at variables 

such as cost reduction efforts, leadership and overall strategic plan in a turnaround. A 

company likely to make a successful turnaround demonstrated open source evidence of 

action taken in each variable, while a company unlikely to make a successful turnaround 

resulted in minimal open source information. Using the proposed methodology, a current 

company was analyzed to determine its likelihood of making a successful turnaround. 

The analysis indicates that the current company is repeating the pattern and 

characteristics of the company which had failed in its turnaround efforts.  

Summary of the Study 

 When assessing a company in a turnaround attempt, there is no structured 

methodology to determine the likelihood of a successful turnaround. Analysts make 

assessments on a company’s turnaround attempt using a variety of methods and 

inconsistent criteria, resulting in subjective and biased analysis. This study sought to 

address this issue by creating an objective structured methodology intended to analyze 

several factors based upon decline and turnaround literature. Using two frameworks, one 

analyzing decline and another to guide turnaround, this study created a new, 

methodological framework which provides analysts with the ability to better estimate the 

likelihood of a struggling company’s turnaround without biasing the assessment. 



95 

 

In order to create comparative controls for the methodology, the study utilized 

case-studies. Companies that were predicted to fail in 2008 and 2009 were identified, 

these included Eddie Bauer and Gap from the retail clothing industry. In the case of 

Eddie Bauer, the methodology revealed Eddie Bauer’s failure was inevitable, as it did not 

take significant and adequate action towards a turnaround. When the company needed a 

smaller retail footprint, new leadership and a focused product line, it opted to open new 

stores, retain the same leadership, and continue to change its portfolio. When The Gap, 

Inc. needed to make a turnaround, it began taking all the steps suggested by turnaround 

literature to make successful modifications. The company closed stores, hired new 

leadership with the proper credentials, returned its product focus on what customers 

expected of the brand, all of which ultimately allowed the brand to reconnect with its 

customers. 

  After developing the controls, the study tested the methodology using J.C. 

Penney, a retail-clothing store currently undergoing turnaround efforts due to 

mismanagement under the previous leadership and lost market share. Using information 

available through November 2013, the methodology revealed that the company is 

unlikely to make a successful turnaround. This is due to the company failing to take cost-

cutting measures, primarily through closing stores, rehiring the old leadership responsible 

for the company’s decline, and failing to create a focused strategy for the brand. Based on 

the methodology, if J.C. Penney’s were to hire new management and take several cost 

cutting measures, it is possible that the brand could make a successful turnaround. 

However, according to the ROA measurement used in this thesis, the company has 

already failed, as it has not successfully improved ROA two years in a row. 
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Discussion of the Findings 

This study implies that the developed methodology may assist in determining the 

likelihood of a turnaround by a struggling company. As noted in the methodology 

chapter, a lack of information in open sources for the identified variables suggests that 

the company failed to take adequate action. Inversely, the more coverage on a variable in 

each step supports that the company took adequate action. Though these statements are 

true in this study, it is not causation. For example, the methodology chapter also noted 

that this methodology is not applicable to private companies due to the lack of open 

source information available. Furthermore, some public companies may not receive 

adequate news coverage, may hide key information or may simply avoid news coverage.  

Although this study focused on the retail clothing industry, it did not use any 

criteria unique to the retail clothing industry, such as sales per square foot. This suggests 

that the methodology could be used for other industries with minimum adaption. 

Furthermore, as this study does not use any factors external to the company, such as 

macroeconomic considerations, it keeps the methodology industry-focused to create the 

initial foundational piece of the methodology.  Additional research is recommended to 

improve the robustness of the model by incorporating such considerations as macro-

environmental factors like consumer trends, economic conditions or legal requirements.  

The findings do present several areas that have inadequate data. The case studies 

used fail to show correlation between a number of completed components or variables 

and post-turnaround success. Though fewer completed components or variables suggest a 

greater likelihood for failure, it is unclear if the inverse is true. Additionally, there is not 

enough data to suggest that certain components or variables may accelerate the 
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turnaround or decline of a company. However, each study does suggest that if a company 

begins to take steps toward a turnaround after two years of decline, it faces an increased 

chance of failure.   

Implications for Practice 

 The findings of this study have several implications for practice. The largest 

implication suggests that it is possible to analyze objectively a struggling company to 

determine if it is likely to make a successful turnaround. This grants competitive 

intelligence practitioners several advantages. The methodology can help reduce blind 

spots in the analysis of competitors; analysts will have a tool to evaluate and develop a 

full understanding of the competitor and what turnaround efforts it is under undertaking. 

This can also be applied to one’s own company and aid in strategic planning.  Used 

reflectively, it can help decision makers determine if they may be entering a decline or on 

track for a turnaround by providing indicators and methods to focus on for improvement.  

This methodology may also be useful for investors. For an investor seeking to 

make a loan to a struggling company, it can help determine if the investment is a safe 

one. For stock traders, it may provide guidance when taking a position in a company, 

such as a short or a long buy. Finally, it may provide guidance to an investor seeking to 

merge or buy a struggling company knowing whether it is likely to make a turnaround or 

likely to further decline.   

Recommendations for Further Research 

 Several areas of this methodology require future research. This study did not 

include industry-specific elements, despite its focus on the retail clothing industry. 

Analysis of how industry-specific factors influence this methodology may reveal 
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additional factors and considerations when making an estimate, and may result in a 

different outcome. Similarly, although this methodology is generic, its usability in other 

industries may vary. This methodology also did not weight any of the variables or 

components analyzed. Certain parts of the turnaround may matter more than others. 

As previously mentioned, this methodology only focuses on the actions of the 

company assessed and disregards external factors and influences. Inclusion of factors 

such as consumer demands, competition, market perception and other macroeconomic 

factors facing the company will improve the robustness and accuracy of this 

methodology. Furthermore, it is possible that a company may be on track for a 

turnaround according to this methodology, but still fail due to these external conditions 

being unfavorable for the company. In order to address such deficiencies, the use of 

supplemental methodologies such as Porter’s 5-Forces, macro-environmental analysis, 

and other similar methodologies may prove helpful in developing a more complete 

analysis or may assist in further building the model.   

Another area requiring further research is the possibility of using this 

methodology to guide a company currently undergoing a turnaround. Factoring in 

components and variables internal to a company undergoing a turnaround would allow it 

to check its own progress. 

Though the results of this study suggest that the methodology may provide a 

resourceful tool in prediction, only three companies in a single industry were evaluated. 

Adding additional quantitative variables and components as well as more companies 

across several industries would confirm or refute the accuracy and usability of this 
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methodology. Such a study may also suggest which variables and components should be 

prioritized or weighted more heavily when assessing a company’s turnaround attempt. 

Conclusion 

 This study illustrates that a model may be able to be developed based on literature 

and previous cases to predict the likelihood of success of a company’s turnaround 

attempt. The created methodology analyzes several different aspects of a struggling 

company to ensure a picture of the company’s situation while minimizing various forms 

of bias. It allows competitive intelligence practitioners and investors to develop a greater 

understanding of a struggling company and take the appropriate action with increased 

confidence. Despite there being several other important factors in corporate turnaround, 

this methodology provides the groundwork for making accurate predictions when 

analyzing a company’s turnaround attempt.   
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