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Abstract: 

Turnarounds are a popular research topic during times of global economic distress, as 
has been the case during the recent global pandemic, but gap years without research 
have emerged due to that practice. As data becomes more available these research gaps 
close. To look further into turnaround related actions, this study has focused on the 
layoff factor. Layoffs have been used by companies as a means to lessen financial 
distress since companies first existed. The concept of layoffs is not new, but the way 
they have been researched has become more intense due to the complexity of the 
modern-day company. 

This study expands the literature on layoffs during company financial distress and 
their relationship to a corporation’s turnaround. The study takes into account 
companies from seven European Union member countries that experienced financial 
decline and made a turnaround or not during the years 2011 to 2018.  

The results find that layoffs and early layoffs are significantly related to whether a 
company makes a successful turnaround or not. Late layoffs were not found to be 
significant to company turnaround. In addition, the interaction terms for private 
companies in terms of layoffs, early layoffs, and late layoffs did not show any 
significance in relation to turnaround. Lastly, the technology industry interaction 
terms in relation to layoffs, early layoffs, and late layoffs did not show any significance 
in relation to turnaround either.  

The results suggest that layoffs can be a valuable tool used in the turnaround process 
and outcome. Additionally, the results suggest that timing, at least in early layoffs, can 
be a crucial factor in the turnaround process and success. The findings also indicate 
the need for further research on which company factors may affect turnaround and 
how. 
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1 INTRODUCTION  

In times of uncertainty, such as in a pandemic or recession, it is easy to blame the economic 

climate as a whole for the downfall of a company, but during times of relative stability, it is 

often much harder to pinpoint the principal issues in a downfall and what to do to resolve 

these issues.  This downfall introduces the potential for a successful company turnaround.  

Turnaround, or the financial recovery of a poorly performing company, economy, or 

individual (Majaski, 2021), is a package of strategies used to make the company whole again. 

These strategies turn into actions taken by the company; in some cases, they bear the fruits 

of success, while in other cases, they unintentionally keep the company on track for 

bankruptcy. As it will be seen, companies have many courses of action that they can take, 

many of which have been explored in previous literature where the results offer a potential 

answer as to which of these actions have steered companies in the right direction and which 

have not. Overall, what can be said about a turnaround is that there are many solutions, but 

not always a clear-cut way out of danger due to the complexity of the different factors that 

are working together to try and achieve a successful company future.  

Although businesses have struggled since the beginning of time to stay afloat and their 

leaders have taken actions to prevent decline, the researched topic of turnaround is relatively 

new in terms of history. This topic has been in the interest of researchers since the early 

1970s (Schweizer and Nienhaus, 2017), but the overall landscape has room for much more 

improvement and research. This is partly because various industries, countries, internal 

company variables, and other general variables have not been taken into account yet when 

studying turnaround. This opportunity allows researchers to delve deeper into an established 

area of research, but with potentially new results all the time. As the literature chapter will 

prove, the different factors in a turnaround can have a significant effect on what happens 

next to a company.  

In decline situations, the company must usually choose its following actions very quickly and 

thus the potential introduction of layoffs. Layoffs, are they a quick fix or a massive mistake? 

Layoffs have been used to reduce costs to the company, but at what real expense? They are 

often seen as an easy way to get the company back on track, but this may not be the truth. 

This thesis will delve deeper into the layoffs options and how and if they are related to 

turnarounds. What might seem logical and to be common sense, may not be accurate when 

uncovering the effects of layoffs. This also leads to the need for further research on this topic, 

as it will be seen how different factors and company situations may surprise researchers. 
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1.1 Research Problem 

The problem to be solved in this thesis is the question whether a common turnaround tactic, 

layoffs, during a company’s financial troubles in certain European Union (EU) countries, can 

help produce the intended objective of a successful turnaround. In addition, this thesis will 

attempt to prove that the timing of layoffs has an effect on the turnarounds in companies in 

these countries. The differences between private and public companies will also be examined 

in terms of layoff effects on turnarounds and layoff timing. Lastly, one industry will be 

compared against the others in terms of layoffs and timing of layoffs.   

Research question: 

1. Do layoffs during a company decline truly help in the successful turnaround of a 

company in the selected EU countries? 

Sub- research questions: 

1. Does the timing of layoffs during a company decline affect whether a company is able 

to achieve a successful turnaround in the selected EU countries? 

 

2. What are the differences between private and public companies when it comes to: 

a. layoffs and their turnaround effects 

b. the timing of layoffs and their turnaround effects 

 

3. What is the difference between one key industry (technology industry) versus all the 

others when it comes to: 

a. layoffs and their turnaround effects 

b. the timing of layoffs and their turnaround effects 

1.2 Research Objective 

The objective of this study is to gain a deeper understanding of the turnaround process, 

specifically if one of the usual actions, such as layoffs, affects the outcome of a turnaround. 

Additionally, this study explores whether the timing of layoffs affect the company’s 

turnaround chances, while considering the literature of selected EU countries. This is 

important as many well-known turnaround studies are mainly focused on the United States 

or only on major European countries. More research is needed outside of these regions to 

distinguish between region-based outcomes and general outcomes found from turnaround, 

cost retrenchment, and layoff literature. This research topic has also come to light as 
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previous literature has generally studied only one industry at a time, and mainly the 

manufacturing industry, (Schweizer and Nienhaus, 2017).  

As noted also in Schweizer and Nienhaus (2017), turnaround literature tends to follow 

financial crisis and other impactful events such as the merger and acquisition wave in the 

1980s and the September 11th, 2001, terrorist attacks. These events can significantly impact a 

company’s turnaround attempt, especially since many of these occurrences are outside the 

company’s control. Thus, it is important to distinguish the economic setting and specific 

years to know what kind of external sources may be unintentionally affecting whether a 

company is able to successfully turnaround. With the influx of literature during these periods 

with large external pressures, it is suitable for studies to be done in times of stability as these 

years are just as important to build a comprehensive literature base on corporate 

turnaround. 

While the objective of the study is clear, the importance of this research to the business 

world needs reflecting on. As mentioned in the initial introduction, businesses have faced 

adversity since their start, but real research on relevant topics is quite new. Meaning that 

many of the strategies taken in the past were not based on research, but own experiences and 

decisions. In addition, studies specifically on turnarounds have focused on narrow cases 

which may only be applicable to certain industries or companies, with this wider study, there 

is the potential to serve more businesses when they are looking for strategies to avoid 

financial disaster.  

This study could potentially help companies in certain European countries decide what they 

should do next when they have diagnosed a problem and need to decide what type of actions, 

they should take next, whether they will be strategic and/or operational. While the study 

offers a general idea on how layoffs may affect a company financially, the legal background 

provided on layoffs in the different countries may offer enough incentive to take a different 

route other than letting people go, due to the tedious and time-consuming nature of the 

layoff process in many European Union countries.  

1.3 Delimitation 

The scope of this thesis is limited to layoffs and their contributing factors in a successful 

turnaround. While there are many complexities to a turnaround that have been explored in 

previous literature, for example, strategic decisions like mergers and acquisitions or asset 

retrenchment, this thesis examines one possible and somewhat quick action that is often 

turned to by companies in decline. Another constraint to this study is the use of only certain 

top GDP (gross domestic product) countries in the sample instead of all EU members, which 
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would potentially give a better and more accurate overall view of the EU situation. All 

industries are examined in this study, excluding utilities and financial companies, this is 

done to provide a large enough sample and get an overview of the markets as a whole. All 

company sizes are included except micro-organizations, a further description is in the 

methodology chapter about size distinctions. 

1.4 Thesis structure  

Chapter one of this thesis has gone through the introduction, research problem and 

objective, and the delimitation of the paper. Chapter two will review the theory behind 

turnaround, layoffs, and other related topics to this thesis. Chapter three continues on the 

background of the topic and introduces the countries that have been used in this study and 

how the process of laying off employees is achieved there. In addition, chapter three contains 

a look at the differences between private and public companies. A review of previous 

literature comes in chapter four, which looks at the early literature up to the latest published 

material about turnaround and relevant literature on layoffs. The turnaround literature will 

mainly be focused on cost retrenchment and specifically layoffs, with a brief introduction to 

strategic turnarounds and asset retrenchment to give a base background on the steps 

towards cost retrenchment and layoffs. Lastly in chapter four, the hypotheses will be 

presented with predictions based on previous literature.  

The methodology will be reviewed next in chapter five, where the process and handling of the 

sample and models used will be described. In this chapter, the variables, timeline and 

classifications for turnaround and non-turnaround firms used will be explained in the 

context of turnaround theory, while lastly describing the process of the analysis and how all 

the parts fit together to then achieve the results. Next, in chapter six, the empirical results 

will be presented. The results are split into descriptive statistics, the three models and 

additional information and figures on the data. The final discussion and analysis on the 

results are found in chapter seven, the chapter is again divided by each model and finally an 

overall discussion on the relevance and implications of the results. Lastly, the conclusion and 

potential further research will be discussed in chapter eight.  
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2 THEORY  

This chapter defines key terms and reviews the theories behind turnarounds which link to 

the subcategory of cost retrenchment and further into layoffs.  

2.1 Turnaround theory  

In some way or another organizational change has been a part of businesses since their 

inception. Turnaround research has been in the works since the 1970s, with more concrete 

knowledge and examples coming forth as time has passed, (Schweizer and Nienhaus, 2017). 

Turnaround has been a focus in the corporate strategy literature and as Sudarsanam and Lai 

(2001) mention also increasingly in the field of finance. Schweizer and Nienhaus (2017) also 

bring up the importance and connections of turnaround research in management, 

accounting, economics, and sociology.  

As mentioned in the introduction, a turnaround can be defined as when a company is able to 

financially recovery from a decline, (Majaski, 2021). The way turnarounds are made possible 

are usually done through some form of organizational change management, defined as a way 

to bring change into a company so that this change can lead to successful problem solving, 

(Stobierski, 2020). Organizational change can range from small changes to immensely 

disruptive changes, the latter usually being required when undertaking a turnaround. 

Organizational change is also a very broad term and can stem from wanting to be a leader in 

the industry, expanding to a new industry, and in a turnaround attempt, the change is 

brought on to save the company from further decline and potential bankruptcy. In this study, 

the theory will be limited mainly to the latter, turnaround attempt.  

Another theory that is very much related to turnarounds is the Contingency Theory. This 

theory states that there is no single way to successfully lead a company. This is due to the fact 

that all companies are influenced by many different varied internal and external factors and 

will respond to situations differently based on the given factors and environment, (Flinsch-

Rodriguez, 2010). With this said, theorists and researchers dealing with decline and 

turnaround situations have attempted to find specific strategies that may be the answer to 

certain problems faced by the organization. As will be seen from the previous literature 

chapter, the resulting strategies in general may not be applicable to all companies even those 

in similar fields and situations. This leads us back to the theory that no one way can be best 

for all companies, whether in leadership and potentially in their approach to decline. 
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2.2 Layoff Theory 

In this study, the main factor being studied in turnarounds is layoffs, as a financial means of 

change, but the overall theory of layoffs goes much further into different aspects of a 

company. As defined by the Cambridge Advanced Learner's Dictionary, a layoff, in terms of 

work, is “an occasion when a company stops employing someone, sometimes temporarily, 

because the company does not have enough money or work,”.   

Chen et al. (2001) mentioned that layoffs get plenty of attention in the press, but the 

financial side if often not explored. They found two sides to the theories behind layoffs. The 

first school of thought comes from those who believe companies to be a large collection of 

contracts working together, (LawTeacher, 2013). These theorists believe that layoffs 

represent the disposal of “sub-optimal contracts” due to internal and external factors which 

the company faces. On this side, layoffs are seen as a positive action from the company and 

in turn will allow for turnaround. The second school of thought is that layoffs are breaking 

the contracts formed by companies and their employees, which will only harm the company 

due to higher future costs and poor spirit of the surviving employees, (Chen et al., 2001). 

Continuing with employee morale, the theory behind layoffs is rich in ideas about the human 

side, where psychology and other factors come into play. The implicit outcomes of layoffs can 

be very important as without engaged employees and top management, a turnaround 

situation can become impossible. Layoffs can cause further loss of confidence in an already 

declining business and leave the company without anyone to pursue strategic and 

operational changes as these employees are scared to sink alongside an already sinking ship. 

The low morale and lost competencies due to layoffs are topics worth pursuing further 

research in, as these unfortunate side effects can have immense consequences for both 

companies and individuals.  

Equity theory encompasses one of the psychological sides of layoffs. The theory broadly 

states that employees will become unmotivated if they think they are putting in more effort 

than what they are receiving back, (Mind Tools, n.d.). In Brockner et al. (1986), they use this 

theory to further theorize that survivor employees may work harder if they think the layoffs 

selection was random and not based on merit. With this in mind, layoffs could be a positive 

resource for the company if the leftover employees react in that fashion. This theory 

emphasizes the potential importance of how layoffs are carried out and how they can affect 

the company’s chances of turnaround.   
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3 COUNTRIES & COMPANY TYPE   

The following chapter will examine the layoff legislation in the selected EU countries and will 

review the background on private and public companies and their differences.  

3.1 Selected EU countries  

While EU countries are often compared, the actual practices and laws can be very different 

across the countries. Additionally, as many of the previous research studies have been done 

in the United States, where the layoff culture is very different from the EU, that is why it is 

important to understand the appropriate backgrounds. For example, in the United States, 

layoffs are often quick and impersonal and can happen without any cause, as long as it does 

not fall under discrimination law violations, especially in states under “at-will” employment, 

(Akhtar, 2019). On the other hand, layoffs in the EU can be an arduous and slow process that 

may not bring any immediate short-term benefits, starting with Belgium. 

3.1.1 Belgium 

Belgian employment protections are regulated by their constitution, the Employment 

Contract Act of July 3, 1987, other related acts, local decrees, royal and ministerial decrees, 

collective agreements, individual contracts, and “work rules” (set of rules given by the 

employer to the employee). Case law is not legally binding, but has a strong influence, (Van 

Olmen & Wynant, 2020). 

Employees under Belgian law have a notice period based on seniority (how long a person has 

worked). Belgium united the notice period for white-collar and blue-collar employees 

recently. As dismissal time is based on years of work, the Belgian legislation can require a 

notice of over a year in cases where the employee has worked there for over 16 years, this can 

be harmful to the firm, but protects the employee from undue loss of wages and rewards 

them for loyalty after so many years. Instead of a notice period, companies can dismiss 

workers by paying a severance fee, which does not require any extra work to contact unions 

or negotiations, (Van der Mosen and Bossard, n.d.). 

As stated by Belgian law, collective dismissals are the dismissal of many employees within 60 

days. Size of dismissal is also an important factor to qualify as collective dismissal: 10 

employee dismissals in firms with 20 to 100 employees, 10% of employees in a company 

employing 100 to 300 employees, or 30 dismissals in companies with over 300 employees, 

(Van Olmen & Wynant, 2020).  
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During collective dismissals, “the employer must give the necessary information and follow 

the consultation procedures as determined by the personnel representatives, set up an 

employment cell, pay a collective redundancy indemnity in addition to the payment of 

notice,” plus potentially other rules when a firm, factory, or department is closing, (Van der 

Mosen and Bossard, n.d.). This procedure can be costly and time-consuming for the 

employer, leading to slower reaction time in financial distress. 

3.1.2 Finland 

Layoffs and certain other general employment affairs are governed under the Employment 

Contracts Act in Finland, excluding employees in public service (regulated under the Public 

Servants Acts and Act on Employment security of Municipal Employees), with several more 

specified and detailed acts such as the Working Hours Act and the Annual Holidays Act as 

separate stand-alone decrees, (Ministry of Economic Affairs and Employment, n.d. and 

Sigeman, 2009). In addition, Finland has a strong union culture thus, many employees fall 

under the protection of collective bargaining agreements that are agreed on by industry or 

sector. These agreements are under the protection of the Act on Confirmation of the General 

Applicability of Collective Agreements (56/2001), (Occupational Safety and Health 

Administration, 2017). For employers with more than 20 employees (in some cases over 30 

employees), the Act on Co-operation within Undertakings is also applicable, (Act on Co-

operation within Undertakings 2007). The last layer of commitment to abide by is then the 

individual detailed contracts made by the employer and each of their employees.  

The Employment Contracts Act in Finland does not specify the selection process for layoffs. 

However, collective agreements have included guidance on the matter, for example, in cases 

of obligations of the employee and seniority (Sigeman, 2009). 

Contracts in Finland can either be fixed term or indefinite. In times of general economic 

stability, fixed-term contracts are unbreakable unless both parties agree to end the contract. 

This can bring problems to companies in the early stages of financial distress as they are 

potentially unable to layoff these employees before massive losses. Dismissal can be initiated 

based on financial or operational reasons or in the case of restructuring. This process starts 

with notifying employee representatives five days before negotiations on dismissals and 

giving the appropriate information (this second part is optional in cases where less than ten 

dismissals are planned). In addition, the employer must inform the local authorities of 

employment. For dismissals of less than ten employees, the consultation period is a 

minimum 14 days, when dealing with cases of over ten employee dismissals the period is 

increased to six weeks, (Havia and Koskela, 2020).   
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3.1.3 France 

French employment protection is regulated by their constitution, the Labour Code, case law, 

collective agreements, collective firm specific agreements, other agreements made through 

the Works Council, and common practices, (Flichy Grangé Avocats, 2020). 

While reforms have been made post 2013, the process behind individual and collective 

dismissals can be strenuous for the employer. When considering an employee for 

termination or layoff, the employer must take preventative actions and provide support and 

individual plans for finding other work opportunities within the company. For individual 

dismissal due to economic reasons, employers must consider the following employee traits 

and circumstances: number of dependents, years of work, whether the employee would be 

able to find new work, and the employee’s skillset. If another position is not available in the 

company, then in that case, the employer must notify the Labour Administration that the 

employee will be made redundant and must pay a severance fee to the employee based on the 

years working there, (Flichy Grangé Avocats, 2020).  

In France, mass dismissals are dismissals done within in 30 days and depend on the number 

of employees let go, and based on this number, the procedures change. In smaller firms, 

dismissal is discussed with the worker’s representative, the employer creates a redeployment 

scheme, and must contact the Labour Authorities within a specified time period. For larger 

firms, employers must create a job preservation plan, consult with the Works Council, and 

get approval from the French Labour Administration. Throughout this process, collective 

bargaining agreements must be kept in mind, (Flichy Grangé Avocats, 2020). 

As with the other EUs countries, dismissals due to economic reasons are allowed in France. 

Until 2013 though, companies had to prove economic distress at the business sector level, 

not just in France, but worldwide if the company was part of a larger international group. 

This disadvantage could mean fines to be paid on dismissals in France even if the company 

was experiencing severe and/or long-term loss that is if the Group level was profitable 

enough. After reforms, companies can be examined just on their French dealings if they are 

not part of a large Group and companies tied to a Group will still be examined in a group 

setting, but only compared to other Group related companies in the same business sector 

and country, (Flichy Grangé Avocats, 2020). 
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3.1.4 Germany 

German law on employment is comprised of legislation, case law (past decisions on court 

cases), collective agreements, regional or company level agreements by a “works council”, 

and lastly work contracts, (Pusch Wahlig Workplace Law, 2020).  

Employment protection is separated into two groups in Germany, general and special 

protection. The latter is for employees that are at greater risk of being dismissed due to 

physical ailments or other special situations thus governmental authorities are required to 

give permission for termination. General protection is covered under the Dismissal 

Protection Act (Kündigungsschutzgesetz), but only for business with more than ten 

employees and the employee to be dismissed has worked at the same company for at least six 

months continuously, (Pusch Wahlig Workplace Law, 2020).  

When individual dismissals are done, the employer must take into account the employee’s 

age, years working for the company, number of dependents, and disability factors, but 

unsatisfactory performance is not enough for termination. Notice of termination must be 

signed on paper by a company representative and will be discarded if the works council or 

any other appropriate group is not notified and negotiated with correctly. For mass collective 

dismissals due to economic reasons, the employer must inform the relevant employment 

agency, hold negotiations to create a “social plan”, and negotiate with the works council for 

companies with over 20 employees. Fortunately for companies younger than four years old, 

there are some exemptions that can help them out in difficult employment cases, (Pusch 

Wahlig Workplace Law, 2020).  

3.1.5 Italy 

The Italian employee is firstly protected by the Constitution of the Italian Republic, next the 

Civil Code of 1942, other relevant laws and regulations in connection to employment, then by 

national collective bargaining agreement (NCBA), and lastly by generally accepted customs 

excluded from laws and agreements. All industries have an NCBA and companies with over 

15 employees must follow the Workers’ Statue, (LABLAW, 2020). 

In Italy, it is legal to dismiss an employee due to economic circumstances of the company. 

For individual dismissals, an employer must provide in writing the reason for termination 

and inform the local labor office, including reason for termination and any preventative 

measures taken to avoid termination. In cases of company economic distress and having over 

15 employees, a consultation phase must be done. The maximum time a dismissal 
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proceeding can take is 42 days, this is a considerable amount of time especially in cases of 

economic distress. Executives’ dismissal follows a different procedure, (LABLAW, 2020). 

Different from the other countries examined, mass dismissal is already activated when five 

or more layoffs occur within the same team or district within 120 days. Companies with more 

than 15 employees must consult the relevant union and provide, in writing, notices to the 

appropriate employment office, employee representative, and the union. This written 

document must include, layoff reason, number of dismissals, schedule of the “redundancy 

plan”, how to potentially implement that plan, and the economic impacts. The unions must 

then meet with the employer and employees within seven days, if no agreement is found then 

the employer must contact the appropriate employment office. Whether an agreement is 

reached or not, the employer must give written notice to all employees individually. The 

basis of dismissal must take into account the employee’s: years working, number of 

dependents situation, and any other requirements set by collective agreements, (LABLAW, 

2020). 

3.1.6 Spain 

The Labour Law of Spain was updated in 2012 to include improvements needed after the 

2008 economic crisis. As with the other countries, Spain main employment legislation is 

protected by the Spanish Constitution, several royal decrees, inducing the Statute of the 

Worker. In addition, there are firm collective agreements, individual contracts, judicial 

precedence, and other related laws, (Suárez de Vivero, 2020). 

Termination in Spain can be done due to economic reasons, but has proven to be rarely 

admissible (for example, company bankruptcy proceedings) in labor courts as a reason for 

dismissal. For the collective dismissal procedure to begin, one of the following must be met: 

ten employees to be dismissed in a company with less than a hundred employees, 10% of 

employees within 90 days in companies with 100- 300 employees, or 30 employees for 

companies with 300 plus total employees, (Suárez de Vivero, 2020). In addition, collective 

dismissal applies to cases where a whole workforce is made redundant if more than five 

employees are laid off and the operations cease, (Ceca Magán Abogados, 2018). 

To begin the process, the company must inform the labor authorities and employees and 

must give seven days (more days in certain cases), to create a negotiation committee. The 

labor authorities need to receive documents with the reason for dismissals. On the eighth day 

after notification, the negotiation period begins and is required to be open for 30 days (only 

15 days if there are less than 50 employees in the company). During this period, a review of 

whether the employees can be moved to different internal company positions or be re-
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trained must be reviewed. After the 30 days, whether an agreement is reached or not, the 

company must inform the committee and labor authority. In cases of no agreement, a 

severance payment must be paid, whether with employee agreement or then based on the 

standard compensation applicable, (Ceca Magán Abogados, 2018). 

3.1.7 Sweden 

In Sweden, the layoff process and regulations are spelled out in the Employee Protection Act 

for employees in the public or private sector, excluding managerial positions, members of the 

employer’s family, and other exceptions stated in the act. In addition, the Employment (Co-

Determination in the Workplace) Act (1976:580) governs the regulations on collective 

bargaining agreements and termination.  

Layoffs in Sweden can be done on the basis of economic reasons, and the selection of who is 

made redundant is specified in the Employment Protection Act. In contrast with the rest of 

the EU countries mentioned here, in Sweden the layoff consultation process must be adhered 

to whether one or many are being dismissed. During this consultation, the company is 

obligated to adhere to LIFO or “last in, first out” thus the most recent hires must be 

dismissed first, (L&E Global, 2020). Due to this rule, dismissal may not always be the right 

course of action if companies must dismiss the newest employees first, who might be the 

most valuable and can help minimize further financial distress. 

3.1.8 Comparison of the countries 

Overall, the countries show a common idea that collective agreements are important and that 

trade unions hold varying degrees of power in terms of employment dismissals. In all 

countries, when a company is looking to lay off workers, there is often the step where they 

must negotiate with the appropriate union representatives.  

In the Nordics, no prior approval by authorities is needed for layoffs when concerning 

economic reasons. This is, “…based on the principle that companies must be able to apply 

modern methods of efficiency in order to survive in the long run,” (Sigeman, T., 2009).  

While countries must follow their own legislation, all the countries included in this must also 

take into account European Union legislation, this is an added layer of protection that sets a 

minimum for certain employment topics.  

Salaried versus non-salaried distinctions are made in some countries, while in other 

countries the legislation is applied differently to managerial vs non managerial positions. On 

top of these there are some countries that distinguish between blue-collar and white-collar 
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workers, but in some of the countries this difference is being reduced, especially in dismissal 

cases. 

Throughout the period 2011-2018 the strictness of the countries included on individual and 

collective employee protection varied as legislation and changes in collective agreements 

were updated. Based on the OECD’s criteria, starting in 2011 individual dismissal protection 

was the highest in Italy and lowest in Spain, see Figure 1, (OECD_2, n.d.). By the end of the 

period in 2018, Italy had dropped significantly, and France was then the strictest while Spain 

still remained the lowest. Belgium had the highest collective dismissals strictness with 

significantly higher scores than the rest of the countries, whereas Finland had significantly 

the lowest (see Figure 2), (OECD_1, n.d.). At the end of the period, 2018, Belgium was still 

highest, with Finland lowest, but countries such as Italy and Spain went down towards the 

lower scores of the list.  

 

Figure 1 Strictness of Individual Dismissal employment protection with (not including 
fixed-term contracts, (OECD_2, n.d.) 
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Figure 2 Strictness of Collective Dismissal employment protection, (OECD_1, n.d.) 

 

3.2 Private versus Public companies 

After taking a closer look at the layoff policies in the different countries, the background on 

private versus public companies on layoffs is reviewed in this section.  

Starting with public companies, these are companies that have their shares traded on a stock 

exchange. While both public and private companies can have shares and shareholders, 

private companies’ shares are not traded in a stock exchange. There are several additional 

important differences between the two types of companies, (Corporate Finance Institute, 

n.d.). 

One of the most important differences is the company’s ability to access capital. Public 

companies have access to additional funds through their access to the stock market, where 

they can sell more shares if needed or sell debt bonds. Private companies potentially need to 

rely on family funding, bank loans, and looking for new shareholders themselves, which can 

be time consuming and costly, amongst other ways of finding funds. This difference could 

have an effect on layoffs due to private companies potentially having a harder time accessing 

money thus perhaps having to layoff of employees in a bid to switch over current funds to 

another more profitable departments or project. For public companies, raising additional 

funds could also be difficult in the sense that, if shareholders or potential shareholders lose 
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confidence in the stock then their share price might plummet, and nobody will want to buy 

their shares or lend them money due to fear of losing money. 

Another difference that arises from the stock market is the company’s liquidity. Public 

companies’ shares are easily bought and sold, whereas private companies can have a difficult 

time moving their shares. This can be due to the difficulty in valuation and/or there not 

being a suitable buyer, (Corporate Finance Institute, n.d.). Liquidity is key when a company 

is in decline or financial trouble. During this time, resources need to be used efficiently and 

funds cannot be stuck in the wrong place. If resources are stuck, a company might make 

unfavorable decisions that they see as necessary but are actually hurting the company 

further. For example, laying off crucial employees that have important expertise, in order to 

save money, but in the long run they will need these employees to get back to profitability.  

One last important difference is the amount of reporting done to authorities and the public. 

Public companies have the large burden of reporting much more than private companies, 

(Corporate Finance Institute, n.d.). This reporting effort can be a hindrance to management 

and employees during a time of decline, where their time would be better spent on other 

activities. Their reporting is also connected to their access to capital and liquidity. If public 

companies report poor numbers, shareholders and the public may withdraw their support 

and thus new funding will become difficult and trading of shares will stop moving or slow 

down significantly. 



16 

 

4 PREVIOUS LITERATURE AND HYPOTHESIS FORMATION 

This chapter reviews the previous literature in relation to turnarounds, strategic actions, 

asset and cost retrenchment, and finally layoffs. Based on the previous literature, the 

formation of the hypotheses will also be discussed in this chapter. 

4.1 Turnarounds 

The first step of a turnaround attempt is finding if there is a decline occurring and at what 

stage it is. Some telltale signs of a decline include sluggish or decreasing revenue and low or 

negative margins, (Damodaran, 2011). According to Curtis (2019), companies should take 

note of their cash burn rate and compare expenditure and cash flow changes from the year 

before. Another way to know if the company is in trouble, is to check its income statement, 

and if the company has taken on debt, can it pay back its interest expenses? Reviewing 

certain financial ratios can shed light on the company’s financial situation as well, (Curtis, 

2019). Previous literature has also brought up certain external factors that the company is 

affected by, for example, mature industries suffering decline, (Schweizer and Nienhaus, 

2017). 

While identifying decline is the first key part of the turnaround process, previous literature 

has given importance to considering the origin of decline, before determining the necessary 

reaction, (Castrogiovanni and Bruton, 2000; Hofer, 1980; Pearce and Michael, 2006; 

Schendel et al., 1976; Schweizer and Nienhaus, 2017). In addition, the company’s future 

welfare could be considerably affected also by internal factors, external factors such as the 

economic environment, the stage of its product’s life cycle, market position, and the industry 

it competes in, meaning all these must be taken into account during the planning and 

reaction phase, (O’Neill, 1986). 

According to Hofer (1980), once the decline has been detected, the next step is to determine 

whether a turnaround attempt is worth it (should the business be saved, or would liquidation 

be better for all parties) and if it is possible (does the business have sufficient resources and 

know-how for this largescale operation?). Here we see the effect of internal and external 

factors at play. One specific deterrent of turnaround may be the existence of management, 

owner, and/or creditors disputes. Top management, shareholders, and creditors may hold 

different opinions when it comes to liquidation, (Azoulay and Shane, 2001). As shareholders 

are the last to get paid during liquidation, they may have incentives to continue the business 

for as long as possible. While creditors are the first to get paid, they may have an incentive to 

push for liquidation and may not give the firm much needed additional capital to get back on 

its feet. In addition, country regulations may play a role, for example, filing for bankruptcy in 
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the United States, may not mean the end of the company, but perhaps just a restructuring 

based on whether the company has entered into chapter 7 (liquidation), 11 (restructuring), or 

15 (cases in which foreign countries are involved) proceedings, (Nitz, 2017). In Sweden, 

bankruptcy announcement is swiftly followed by the company’s auction, in addition to 

automatic CEO termination, (Schweizer and Nienhaus, 2017, Espen and Thorburn, 2003 and 

Espen and Thorburn, 2008). Thus, it is crucial to accurately assess the situation before 

taking any decisions that may further negatively impact the company and trigger other 

events. 

 

Figure 3 Restructuring Context set out by Schweizer and Nienhaus’ 2017 turnaround 
literature review. 

Some of the key factors affecting turnarounds are encapsulated in Schweizer and Nienhaus’ 

(2017) literature review where they found the major restructuring contexts surrounding 

firms and their ability to take the correct actions to promote a successful turnaround, 

detailed in Figure 3.  

Once the decision has been made to attempt a turnaround, the work begins on the 

turnaround strategy. During the planning phase, top management and others involved in 

this process must review their competencies and decide whether they need assistance from 

external sources such as consulting companies and/or financial institutions. In addition, 

resources must be reviewed extensively, these include capital and assets available in the 

company and the ability to acquire more capital through banking and/ or shareholder 

relationships, (Sudarsanam and Lai, 2001). Last, but not least, the company must evaluate 

how severe the decline is (slight decline versus looming bankruptcy) to form an appropriate 

response, (Robbins and Pearce, 1993). 

After the prerequisites have been performed, the company will start to plan concrete actions. 

These actions must be based on the company specific diagnosis: is the company running its 
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operations inefficiently, is there something amiss in their overall business strategy, or some 

combination of both? While the authors from previous literature have come up with several 

different models in response to turnarounds, many conform to the basics of splitting 

turnaround actions into two categories, strategic or operating, or later classified again as 

strategic or retrenchment, (Hofer, 1980, Schendel et al., 1976, and Trahms et al., 2013).  

Previous literature has delved into when, in what order (which action is taken first or 

simultaneously) and how the two categories are used. Some research posits that certain 

actions must come first to successfully bring back a company from potential failure. In these 

studies, a two-stage model is introduced, retrenchment actions are in the first stage, seen in 

Figure 4. In this stage, the company is effectively “trying to stop the bleeding”, the actions 

here are done to ensure basic survival. The second stage is the strategic or “recovery” phase, 

(Robbins and Pearce, 1992). Here the company aims at making strategic choices that 

improve internal efficiency and/or explores adding new products/services/departments 

through own initiation or through mergers and acquisitions. In Filatotchev and Toms’ 

(2006) paper, the two-stage model was extended to add a “realignment” stage, but overall 

literature stuck to the two-stage model. Again, in 2007, Pearce further introduced a three-

phase model, encompassing decline, redirection, and reestablishment, (Schweizer and 

Nienhaus, 2017). For the purposes of this thesis, the two-stage model will be discussed in 

terms of strategic actions and operational/retrenchment actions for simplicity. 
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Figure 4 Example model of the turnaround process (Robbins and Pearce, 1992) 

In Schweizer and Nienhaus’ literature review (2017), they categorized the actions taken by 

companies into four categories: operational, managerial, portfolio, and financial, instead of 

two main actions as done by Robbins and Pearce in 1992. Further information found in 

Figure 5, below. 

 

Figure 5 Company restructuring content from Schweizer and Nienhaus’ review of 
corporate distress and turnaround (2017) 
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4.1.1 Strategic Actions 

Strategic actions shake up the declining company from the inside. Previous studies have 

determined that strategic actions are generally taken and help when the organization is in a 

“munificent” industry (prosperous industry), (Ndofor et al., 2013), thus the problems faced 

by the company are due to its own internal mismanagement and thus will benefit from 

strategic changes. Hofer (1980) divided strategic approaches into two groups. First being 

actions taken to secure current business and market share, ensuring current survival. The 

second being actions taken to for example, enter a new line of business or the expansions of 

services, ensuring long-term survival.  

Before venturing into specific actions taken by companies in decline, previous literature has 

also expressed the importance of strategy “timing, intensity, and effective implementation”, 

(Sudarsanam and Lai, 2001). Thus, not only do the actions matter, but when, how, and how 

well they are implemented will significantly affect if a company can achieve a turnaround. 

Securing the current business share can entail certain changes. Previous studies have 

focused on for example: top management changes, and current product and process 

improvements, (Hofer, 1980). Top management changes for example, replacement of the 

CEO and other management, are rooted in the agency theory and behavioral theory, 

(Schweizer and Nienhaus, 2017). Previous literature on replacement have found differing 

results, some studies have found replacements to assist in organizational change during 

decline, while others such as Barker et al. (2001), have found little evidence of this. Lastly, 

other studies found that specifically CEO replacement had no effect on turnaround 

outcomes, (Chen and Hambrick, 2012; Daily and Dalton, 1995). 

When carrying out strategic tasks, often changing those in charge is not enough. There is 

work to be done with stabilizing the company and ensuring it has long-term viability. Here 

we see the introduction of portfolio restructuring as a strategy, which may include mergers 

and acquisitions (M&A). Some turnaround studies have focused on the effects of M&As on 

the turnaround outcome of a firm in distress, (Morrow et al., 2007).  

4.1.2 Operational/Retrenchment Actions 

Retrenchment actions are taken by companies that are declining whether it be due to 

recession or other occurrences that are harming the company’s chances of survival. 

Retrenchment, when used in terms of finance or management, is “the act of spending less or 

reducing costs”, (Cambridge Advanced Learner's Dictionary & Thesaurus).  
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Early retrenchment research supported the idea that asset and cost retrenchment positively 

affected turnarounds (Hambrick & Schecter, 1983, O’Neil, 1986, Schendel et al., 1976, 

Morrow et al., 2004).  Pre-1990s, the literature on turnarounds prescribed to the thought 

that turnaround actions should be customized based on the cause of the company’s decline. 

This could mean only taking strategic actions without taking any operational or 

retrenchment actions if it was deemed unnecessary. This thought was disrupted by Pearce 

and Robbins’ 1993 research, where they found retrenchment actions to be necessary for a 

successful turnaround after re-examining their research from 1992. This second thought is 

still in need of more research, as stated by Castrogiovanni and Bruton (2000). Their research 

found that retrenchment did not have a significant effect on performance. Their results 

found positive levels of successful turnaround in both retrenching and non-retrenching 

companies thus contradicting Pearce and Robbins, 1993. In another study, by Barker and 

Mone 1994, they replicated the Pearce and Robbins 1992 study, where they found that 

retrenchment might be a “consequence of decline rather than an essential facilitator of 

turnaround”, (Castrogiovanni and Bruton 2000), meaning that companies only retrenched 

because they had no other choice and not as an action that was taken because management, 

per se, had a choice to do it. 

There are two separate retrenchment groups that have been defined, cost retrenchment and 

asset retrenchment. Asset retrenchment as described by previous studies is the decrease in 

assets, whether short or long-term, (Robbins and Pearce, 1992). Studies on asset 

retrenchment have often been done alongside cost retrenchment studies, but for the sake of 

this study cost retrenchment will be the main focus. Figure 6 shows the actions a company 

can take when planning their next steps whether strategic or operational/retrenchment.  
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Figure 6 Potential actions taken during a Turnaround attempt. 

4.1.3 Asset Retrenchment  

As mentioned previously, asset retrenchment has to do with selling company assets in an 

effort to produce a successful turnaround result. Asset retrenchment can be done to increase 
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current assets and may not be able to come up with the capital required to repurchase certain 

assets needed to continue the company or invest in other potential opportunities. (Campello 

et al. 2010; Schweizer and Nienhaus, 2017). These failures may threaten the company’s 
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but only accounting performance in declining industries. This continues the literature 
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times of decline. In concurrence with the studies mentioned, the Bruton et al. study (2003) 

found similar results in East Asian companies suffering from decline, this study also 

concluded that assets retrenchment resulted in increased company performance.  

On the other hand, Ndofor et al. (2013) found that in “munificent” industries, asset 

retrenchment was negatively related to firm turnaround. Going back to the thought that not 

all turnarounds benefit from retrenchment actions and must be analyzed by the internal and 

external characteristics that affect the firm. There have been studies conducted where asset 

reductions have little significance for example in Sudarsanam and Lai’s 2001 study. Overall, 

the effects of asset retrenchment on company turnaround results are not unified in previous 

literature.  

4.2 Cost Retrenchment  

From Robbins and Pearce (1992) cost retrenchment is defined as the cutback in total costs, 

these reductions could be from one or more departments or categories. As the literature 

grows, the variables examined and tested have changed considerably to include many 

possible factors that need to be taken into account during a turnaround attempt. Variables 

such as severity of decline and its relation to the success of cost retrenchment, (Robbins and 

Pearce, 1992).  

Cost retrenchment studies have also been separated into the effects in different industries 

such as the textile industry and rapid growth technology companies, (Robbins and Pearce, 

1992 and Ndofor et al., 2013). Cost retrenchment has been further studied in growth and 

mature industries in lifecycle stage studies. One such study comes from Morrow et al. 

(2004), this study explores the effects of cost retrenchment in growth industries versus 

mature industries. They found that in growing industries, cost retrenchment was negatively 

related to ROI, return on investment, (which was used to show a successful turnaround), but 

the effect was not significant. Whereas in mature industries cost retrenchment was positively 

related to ROI, (Morrow et al., 2004). This disputes previous literature, for example Pearce 

and Robbins, 1992, which deem retrenchment actions as necessary for a successful 

turnaround. 

Another variable that can be accounted for in cost retrenchment is the size of the company. 

The size of the firm can make a significant difference in the cost-cutting strategy taken 

during distress. Many smaller companies do not have the ability to cut costs without 

significantly affecting the viability of the company, and they also may not be able to shift 

enough funds within different departments leading to potential inefficiencies. Large 

companies start with more assets in total and thus have more options from where to cut from 
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and shift money. While it is not ideal, smaller firms have taken steps in increasing their 

accounts payable balances, which gives them more slack before paying creditors, 

(Chowdhury and Lang, 1996). Although this strategy can be successful, it can also lead to 

credit and supplier loss, so firms need to consider this carefully.  

4.3 Layoffs  

Going further into specific cost retrenchment actions, we reach the main focus for this thesis: 

layoffs.  

Schweizer and Nienhaus (2017) reviewed the literature on this topic and found conflicting 

results. They bring up the studies done by John et al. (1992) and Chowdhury and Lang 

(1996), which reinforce the thought that layoffs equal cost saving which then equals higher 

chance of a successful turnaround. In the same review, they mention Freeman and 

Cameron’s study (1993) which showed that layoffs just for the sake of cost reduction may not 

bring the positive effects the company is after. Their review then goes further into human 

resources effects of layoffs and the turmoil it may cause during an attempted turnaround, 

which is excluded in this thesis. The psychological side of layoffs is significant and would 

benefit from further research. Overall, Schweizer and Nienhaus find varying results as to 

whether layoffs can promote a successful turnaround when considering the morale and 

competencies lost when letting employees go, (Schweizer and Nienhaus, 2017). 

Another way layoffs have been studied is in “munificent” industries, or industries that are 

thriving and with good management practices the companies operating in this industry 

should also be thriving, (Ndofor et al., 2013). In this study the authors hypothesized that 

layoffs would be negatively related to successful turnarounds for failing firms in thriving 

industries. Their results generally proved this hypothesis to be correct, which gives more 

support to the thought that layoffs are not always the answer to cost savings and successful 

turnarounds.  

Some prior research on the timing of layoffs has also been examined. In Tangpong et al. 

(2015), they used layoffs done in the first and second year of the analysis period to determine 

early layoffs and years three and four as late layoffs to test for the possible effects of layoffs as 

a cost retrenchment action. They found that early layoffs did not significantly affect a 

successful turnaround, while late layoffs had varying support from two different models. In 

the first model they found late layoffs to be significantly and negatively associated with 

successful turnarounds while in the fifth, they found no significance, (Tangpong et al., 2015).  
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Timing and scale of layoffs is also important as a signal to investors and creditors. According 

to Chen et al. (2001), their study finds that on average, announcing layoffs is significantly 

negatively associated with stock market response, but that layoffs do improve company 

performance and strengthen corporate focus. Negative market performance can equate to 

lower trust from current and potential shareholders and creditors who could be sources of 

much needed capital, meaning opportunity costs of investments that would have been taken 

on otherwise and potential cash infusion needed to keep the business afloat. 

Overall, previous literature on cost retrenchment as a whole and layoffs is varied, and the 

results could go one way or another when measuring successful turnarounds and this seems 

to come from the different variables used by different researchers. Thus, is it difficult to get a 

conclusive answer on whether layoffs are a key factor in successful turnarounds. 

Furthermore, a lot of notable literature on turnaround and specifically cost retrenchment 

and layoffs has been focused on the studies done in the United States and less on smaller 

countries and groups of countries such as the EU. This limits the comparison of results, but 

makes way for, in this thesis, lesser studied countries to be chosen as target markets during 

further research on the effects of layoffs on turnaround.  

4.4 Hypothesis Formation 

The research question and sub-questions have been described in chapter one, here the 

hypotheses are set to predict whether a successful turnaround will be achieved based on 

layoffs and several other factors affecting companies such as private versus public status and 

the different industries used in this study. 

4.4.1 Main hypothesis  

The formulation of the main hypothesis is related to the previous literature found in cost 

retrenchment and layoffs. From previous studies there have been varied results as to 

whether retrenchment is beneficial in the case of turnarounds. Although the literature finds 

several instances where retrenchment and layoffs do not help in turnaround cases, as 

mentioned in section 4.3, a positive relation will be used for this study due to the inclusion of 

several industries.   

Ho1: Layoffs made during a company decline are positively related to a successful company 

turnaround. 
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4.4.2 Additional hypotheses 

The additional hypotheses formulated also relate back to previous literature. For early and 

late layoffs, the literature from Tangpong et al. (2015) provided the inspiration. In this study 

early retrenchment (including layoff) consisted of actions taken soon after indication of 

decline was found, and late retrenchment actions (including layoff) were those taken at any 

point after there had already been clear performance issues. While their hypothesis predicted 

that early layoffs would increase the likelihood of making a turnaround, their results found 

no significance. Their prediction was the basis for the following hypothesis although no 

significance was found in their study, but early layoffs could be potentially significant with 

the different variables taken into account in this study.  

Ho2: Early layoffs during a company decline are positively related to a successful company 

turnaround. 

For late layoffs, Tangpong et al. (2015) predicted late layoffs to have a negative effect on 

turnaround success, this prediction came due to the reasoning that once companies hit a 

certain point in decline, the likelihood of reversal would diminish significantly due to the 

additional problems created from decline. Their results also found this to be true in the first 

model where late layoffs were included. In the second model testing late layoffs, they did not 

get significant results. Despite this second result, the late layoff hypothesis in this study will 

follow Tangpong et al.’s (2015) first model. 

Ho3: Late layoffs during a company decline are negatively related to a successful company 

turnaround. 

To formulate the hypotheses related to private companies, the differences in company type 

and how they access capital were used. From section 3.2, the discussion on private versus 

public companies find that private companies may have a hard time accessing capital. Taking 

this into consideration, it is a possibility that layoffs have a more positive influence on 

turnaround in private companies where internal cuts must be made to move funds to more 

profitable areas and to keep the business running when the bank says no. Thus, the following 

hypotheses predict a positive outcome for cutting costs through layoffs. 

Ho4: Layoffs in private companies are positively related to a successful turnaround.  

Ho5: Early layoffs in private companies are positively related to a successful turnaround.  

H06: Late layoffs in private companies are positively related to a successful turnaround. 
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As with many other previous studies, this study also considers the variation between 

different industries to form the following hypotheses. The motivation to use the technology 

industry differentiator came from Ndofor et al.’s 2013 study on software firms in the 1990s. 

Based on other previously literature Ndofor et al. proposed the hypothesis that layoffs in 

munificent industries would be negatively associated with turnaround, this stemming from 

the fact that it was hypothesized that these companies were more likely to be in need of 

strategic changes rather than operational changes such as retrenchment due to belong to a 

growing and booming industry. Their results found this to be true and thus the following 

hypotheses are formed for this study. 

Ho7: Layoffs in the technology industry are negatively related to a successful company 

turnaround. 

Ho8: Early layoffs in the technology industry are negatively related to a successful company 

turnaround. 

Ho9: Late layoffs in the technology industry are negatively related to a successful company 

turnaround. 
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5 METHODOLOGY  

Chapter five reviews the methodology behind the study. The chapter explains the research 

method used, the sample selection method, the variables, and classifications made. The trust 

worthiness of the study is presented last. 

5.1 Research Method 

When designing this research, a key question was whether to use a quantitative or qualitative 

approach. While both methods have produced significant and important research, this study 

follows the quantitative approach as many previous turnaround studies have done due to 

their financial and thus numbers-oriented background. In addition, a quantitative approach 

was used due to the availability of data. With qualitative data, while it might reach deeper 

into the companies examined, it is difficult to get a large set of data without spending a lot of 

time and potentially financial resources. In this study the larger data set allowed for 

potentially more validity to the results, as they came from a larger and broader number of 

companies and did not suffer from bias coming from employee/management opinions that 

would most likely occur through the qualitative method in interviews and surveys.  

5.2 Sample Selection 

The sample for this study started with all Finnish and Swedish public and private companies 

considered large to very large in size. Due to low sample numbers, the study was increased to 

include all the top 12 European Union GDP producers in 2019. This included, by GDP size 

largest to smallest: Germany, France, Italy, Spain, the Netherlands, Poland, Belgium, 

Sweden, Austria, Ireland, Denmark, and Finland. The original countries selected (Finland 

and Sweden) are still included in this study. Once the classification was done, some countries 

did not have enough turnaround/non- turnaround situations and thus, the Netherlands, 

Poland, Austria, Ireland, and Denmark were excluded, in addition, territories of the 

countries were excluded (ex. Spanish Canary Islands). These countries were removed as the 

results stemming from this study may not have accurately depicted the real situation of 

companies in these countries. Again, to increase the data sample, small and medium-sized 

enterprises (SME) were added. To prevent micro- companies in the data, the EU definition 

of micro companies was used, the data was filtered by taking only companies that had over 11 

employees and more than two million euros in assets for the years 2011-2018 (European 

Commission, 2016). 

The sample was narrowed down by removing financial and utility companies using the SIC 

three-digit codes. Financial companies were removed to follow common data selection 
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advice in quantitative studies by renowned Nobel prize winner in Economics Eugene Fama 

and researcher Kenneth French. The advice is to remove these companies due to their high-

level of leverage, which is normal for them, but may not have the same meaning as for non-

financial companies. In non-financial companies, high leverage is more likely to indicate 

distress, (Gray, 2013). The exclusion of utilities comes from their regulated nature, (Bao and 

Bao, 2006). 

This study was conducted using all industries, besides the two groups mentioned above. This 

was done to secure a larger sample number and to get an overall analysis of companies in a 

larger percentage of the EU. Any companies without information or figures in the control 

variables picked were omitted.  The final count of companies used before narrowing down by 

decline consisted of over 65,000 firms in total. This figure was reached by limiting company 

country, size, legal form and retaining only companies that had information on total assets, 

number of employees, and sales. Once the control variables (found in 5.2.1) and turnaround 

status were introduced, the total number of companies decreased again down to 3232 

companies. 

The data was taken from financial information provider, Orbis, a Moody’s Analytical 

Company. This provider was chosen due to the ample amount of data on companies within 

the EU, with a wide range of different figures needed for the analysis.  

5.3 Timing of data 

The company figures have been taken from year 2011 to year 2018. These years are 

considered relatively stable in terms of the economy and other factors, which decreases the 

chances that the successful turnarounds were affected by the change in overall market and 

economic circumstances, instead of the actions taken by the firm. In addition, the eight years 

provides a long enough time period to find companies that have experienced decline and 

then successfully achieved a turnaround or non-turnaround.  

5.4 Variables  

Return on Equity (ROE using net income) was used as the key variable in determining 

whether a company had suffered a decline. From previous literature, this has been used in 

turnaround studies as a measure of turnaround, found in Trahms et al., 2013’s review of 

“Organizational Decline and Turnaround”. Return on Assets (ROA) has also been used in 

previous studies and can be used in future studies on the subject as also found in Trahms et 

al., 2013’s review.  
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5.4.1 Independent variables 

In addition to ROE, the number of employees taken from years 2011 to 2018 was used. The 

change in employees was used to represent layoffs, in the independent variable LAYOFF, 

although other factors could have affected the change in employees, this is a simplification 

for this study. The layoffs must have occurred during years 2011-2016 to be considered as 

direct actions taken during a company’s decline.  

To account for the timing of layoffs, this study has taken inspiration from previous literature 

such as Tangpong et al., 2015 and used the percent change in employees from years 2011 to 

2013 as an early layoff, in the independent variable EARLY LAYOFF, while the percent 

change in number of employees from years 2014 to 2016 as late layoffs, LATE LAYOFF. This 

distinction allows for the analysis of whether the timing of layoffs affects companies in the 

process of turnaround and whether this effect leads to a successful turnaround. In addition, 

in the first model the standard deviation of the employee percentage change year by year 

from 2011 to 2018 for each company is found in the independent variable, SD EMPLOYEE Δ. 

To find the effects of company type and industry, the layoff, early layoff, and late layoff 

variables were each multiplied by the private dummy and the technology dummy to create 

interactions terms. These interaction terms are found in the tables as: LAYOFF*PRIVATE, 

EARLY*PRIVATE, LATE*PRIVATE for company type and LAYOFF*TECH, EARLY*TECH, 

and LATE*TECH for industry type. 

5.4.2 Control variables 

The study included several control variables which represented key financial figures and 

ratios of the companies analyzed, defined in Table 1. These figures represent important parts 

of the company and how it is able to manage its assets, liabilities, and equity When taken 

together, these variables give a good indication of the company’s overall financial health, 

which may look different in each company depending on factors such as industry type.  
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Table 1  Control variable definitions 

Control Variable Explanation and method of calculation 

ASSETS  Represents the average total assets of the company from years 2011 t0 2018.  

CASH  Represents the liquidity situation of the company; it was found by taking the average cash 

and cash equivalents for years 2011-2018 and diving by the average total assets from years 

2011 to 2018.  

INTAN.ASSETS  Represents the intangible fixed assets of the company and was developed by taking the 

average intangible fixed assets for years 2011-2018 and diving by the average total assets 

from years 2011 to 2018.   

TAN.ASSETS Represents the tangible fixed assets of the company and was developed by taking the 

average tangible fixed assets for years 2011-2018 and diving by the average total assets 

from years 2011 to 2018.  

SALES GROWTH  Represents the growth of the company by taking the year-to-year change average from 

2011 to 2018.  

INVENTORY Represents the inventory turnover by taking the yearly inventory and dividing by sales 

and again the average of this outcome for years 2011 to 2018.  

DEBT.SHORT  Represents the payables of the company and is found by taking the yearly creditor 

amounts and dividing by sales and again the average of this outcome for years 2011 to 

2018.  

RECEIVABLES  Represents the receivables collection and is found by taking the yearly receivable amounts 

and dividing by sales and again the average of this outcome for years 2011 to 2018. 

DEBT.LONG Represents the long-term debt of the company and its ability to pay them off, it is found 

by taking long-debt years 2011 to 2018 individually divided by total assets 2011 to 2018 

and then the average of all years 

 

All control variables were winsorized at one percent and 99 percent of the data to avoid bias 

from outliers. This was done using Microsoft Office Excel’s real statistics package. 

5.4.3 Industry narrowing for further testing  

As mentioned previously, all industries besides financial and utility companies were included 

in this study. To study the effects of the industry, one distinctly different industry was chosen 

to do further tests on turnaround versus non-turnaround and the timing of layoffs. Originally 

the thought was to divide the industries into growing versus mature industries as previous 

studies have done, but due to the difficulty in discerning growth versus mature for all 

industries, only one industry was separated, the technology industry. The technology 

industry does not have its own SIC code, but for the purposes of this study, the litigation 

industry was used as a proxy due to the high amount of technology and growth firms 

included in this category. To separate the data for the litigation industry the following SIC 
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codes were used: 2833-2836, 3570-3577, 3600-3674, 5200-5961, and 7370-7374. 384 

suitable companies technology were found after applying these additional filters to the 

industries. 

5.5 Turnaround classification  

This study follows the following classification for a successful turnaround:  

1. A company experienced two consecutive years of positive Return on Equity (ROE) 

between the years 2011 to 2012. This is done to ensure that the company was 

previously able to secure positive cash flow and has not been in decline or distress 

from the start. 

2. The change in ROE from 2012 to 2013 and 2013 to 2014 was negative. This 

represents decline in the company. 

3. The change in ROE from 2014 to 2015, 2015 to 2016, and the year 2017 had to be 

positive. While the change did not need to be large, by this point the company’s ROE 

should start to increase rather than decrease or be negative. 

4. The final steps, the company’s ROE for 2018 had to be greater than or equal to the 

ROE for 2012 or at least 50% of the ROE for year 2012.  

 

A visual representation of a successful turnaround can be found in Figure 7.  

 

 

Figure 7 Successful Turnround Timeline 
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The classification for an unsuccessful turnaround: 

Steps one and two were the same as a successful turnaround, but once step three came, the 

company was unable to produce a positive change in ROE from year 2014 to 2015. If they 

were able to achieve a positive change in 2014 to 2015, but not from 2015 to 2016 then the 

company was also deemed to not have achieved a turnaround. A visual of an unsuccessful 

turnaround can be seen in Figure 8. While this study used these metrics as an unsuccessful 

turnaround, this does not mean that the company did not make a turnaround at a later point 

in time after year 2015 and onwards. This classification is strictly to keep in line with the 

years used in the study and for simplification purposes. 

 

 

Figure 8 Unsuccessful Turnround Timeline 

5.6 Analysis 

The analysis started with the classification of turnaround and non-turnaround situations 

with the ROE variable. This provided a basis to narrow down the number of companies to a 

total of 3232 companies, comprised of: 

Successful turnarounds: 1374 companies 

Non-turnaround:1858 companies 

The dependent variable, turnaround, had an outcome of 1 for successful turnaround and 0 

for non-turnarounds. This led to the use of a logistic regression for the analysis, as the typical 

linear regression would not capture the data accurately. In this study, a Binary Logistic 

Regression was used in all three models due to the dependent variable of Turnaround (1 = 

turnaround, 0= non-turnaround), only having two possible responses and being categorical, 

(Swaminathan, 2018).  
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Once all the necessary variables were ready, the cleaned data was moved into statistical 

software SPSS. SPSS allowed for the creation of dummies within the system to account for 

standard legal form, early and late layoffs, company type and industry. SPSS was chosen due 

to its ability to further clean and sort the data. In addition, SPSS has all the tests this study 

needed to achieve the empirical results and did not require the learning of a new coding 

language.  

5.7 Trustworthiness of the study 

On trustworthiness of the study, the data was collected from a well-known source, Orbis. 

Sample tests were done at random on different companies and their figures, comparing their 

data in Orbis to their own Annual Reports, no discrepancies were found. The cleaning and 

selection process of the data were explicitly shown in this thesis, for potential replication 

purposes. This allows for future researchers to replicate the study where they should get the 

same results based on the models created and used in this thesis.  

The models created in this thesis has taken inspiration from previous studies, but have been 

updated to include more and different control variables. In addition, the data was carefully 

curated to find the appropriate regression which would provide the most accurate results. 

While previous literature has given results to compare to, the results in this thesis have been 

analyzed while trying to maintain unbiased opinions and keep objectivity based on facts.   

Bias in the results were further minimized by taking out the countries which did not have 

enough sample countries. The selected companies potentially do not give an accurate 

representation of the true layoff and turnaround situation in all countries perfectly. This 

must be kept in mind when reviewing the results.  
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6 EMPIRICAL RESULTS  

This chapter presents the empirical findings from the study. The chapter starts by reviewing 

the t-test results, summary statistics on the control variables and then presenting the models 

formulated to test the different hypotheses shown in the methodology.  As mentioned 

previously, a binary logistic regression has been used in all models. All variables used in the 

tests and models have been winsorized to avoid outlier bias.  

The significance of the variables is presented with asterisks. The highest significance is 

shown with *** representing a significance of 1%, ** equaling to 5%, and lastly, * shown for 

10%.  

6.1 T-tests 

An independent sample t-test was used for this data. The t-test is specifically used for testing 

whether the means (averages) of the test variables when taking into different grouping 

variables are significant, (Hayes, 2020).  

A T-test was used to compare the averages of the turnaround and non-turnaround 

companies. The results for the t-test are shown in Table 2. In addition, a T-test was also used 

to compare the averages from private versus public companies. Lastly a T-test was used to 

compare the averages of the technology industry versus all the other industries included in 

this data set. 

The first table below, Table 2, shows the T test for turnaround and non-turnaround 

companies. The results show significance in half of the categories. Cash showed the highest 

significance of 1%. All others are between 5% and 10% significance. While there is statistical 

significance in some of the variables, this does not mean that economic significance is 

present.  
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Table 2  T-test for Turnaround and Non-Turnaround companies 

This tables contains the T-test conducted for the turnaround and non-turnaround cases. Turnaround represents 

companies that made a turnaround in the years 2011 to 2018. Non-turnaround represents the companies that 

unsuccessfully attempted a turnaround. ASSETS represents the natural log of average total assets of the company 

from years 2011-2018. CASH represents the liquidity situation of the company; it was found by taking the average 

cash and cash equivalents for years 2011-2018 and diving by the average total assets from years 2011 to 2018. 

INTAN.ASSETS represents the intangible fixed assets of the company and was developed by taking the average 

intangible fixed assets for years 2011-2018 and diving by the average total assets from years 2011 to 2018. 

TAN.ASSETS represents the tangible fixed assets of the company and was developed by taking the average 

tangible fixed assets for years 2011-2018 and diving by the average total assets from years 2011 to 2018. SALES 

GROWTH represents the growth of the company by taking the year-to-year change average from 2011 to 2018. 

INVENTORY represents the inventory turnover by taking the yearly inventory and dividing by sales and again the 

average of this outcome for years 2011 to 2018. DEBT SHORT represents the payables of the company and is 

found by taking the yearly creditor amounts and dividing by sales and again the average of this outcome for years 

2011 to 2018. RECEIVABLES represents the receivables collection and is found by taking the yearly receivable 

amounts and dividing by sales and again the average of this outcome for years 2011 to 2018. Lastly, DEBT.LONG 

represents the long-term debt of the company and its ability to pay them off, it is found by taking long-term debt 

years 2011 to 2018 individually divided by total assets 2011 to 2018 and then the average of all years. All variables 

have been windsorized.   

  Turnaround = 1 Non-turnaround = 0 Difference t-statistic 

ASSETS 16.363 16.467 0.104 2.120** 

CASH 11.278 % 13.033 % 1.755 % 3.699*** 

INTAN.ASSETS 2.645 % 3.108 % 0.463 % 1.852* 

TAN.ASSETS 22.085 % 19.415 % -2.669 % -3.941 

SALES.GROWTH 4.660 % 4.054 % -0.606 % -1.748 

INVENTORY 15.966 % 18.488 % 2.522 % 2.353** 

DEBT.SHORT 15.629 % 16.367 % 0.738 % 1.573 

RECEIVABLES 25.232 % 26.643 % 1.411 % 1.786* 

DEBT.LONG 7.406 % 7.339 % -0.067 % -0.195 

 

Table 3 shows the results for the t-test for private versus public companies. The results show 

significance in four out of ten categories. The variables assets and employees showed the 

highest significance of 1%. With intangible fixed assets and inventory between 5% and 10% 

significance.  
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Table 3   T-test for Private versus Public companies 

This tables contains the T-test conducted for private and public companies. Private represents private companies 

in years 2011 to 2018. Public represents public companies in years 2011 to 2018.  All other variables are defined in 

Table 2. All variables have been windsorized. 

  Private = 1 Public = 0 Difference t-statistic 

ASSETS 16.035 17.084 1.049 22.331*** 

CASH 12.592 % 11.766 % -0.827 % -1.698 

INTAN.ASSETS 2.665 % 3.329 % 0.664 % 2.596*** 

TAN.ASSETS 21.109 % 19.598 % -1.511 % -2.175 

SALES.GROWTH 4.256 % 4.408 % 0.152 % 0.428 

INVENTORY 16.440 % 19.081 % 2.641 % 2.406** 

DEBT.SHORT 16.265 % 15.693 % -0.572 % -1.191 

RECEIVABLES 25.903 % 26.282 % 0.379 % 0.468 

DEBT.LONG 7.271 % 7.531 % 0.260 % 0.737 

 

Table 4 shows the results for the t-test for the technology industry compared with other 

industries. Contrary to the two previous tables, this t-test showed less variables as highly 

statistically significant, this group is comprised of assets, intangible assets, and inventory. 

Some of these results can be due to the way the different industries hold their assets for 

example, the technology industry may rely on more intangible fixed assets (intellectual 

property such as software) rather than tangible fixed assets (machinery and buildings). 

Another reason for significance could be the importance of the cash conversion cycle (CCC) 

in the industry (comprised of inventory turnover, receivables in days, payables in days), for 

other industries, the inventory turnover can be fast or slow depending on what product it 

makes and if it is comprised of services or goods for sale.  
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Table 4  T-test for Technology industry versus all other industries 

This tables contains the T-test conducted for the Tech and Non-tech industries. Technology represents companies 

with the SIC codes described in the methodology and in years 2011 to 2018. Other represents all other industries 

in years 2011 to 2018. All other variables are defined in Table 2. All variables have been windsorized. 

  Technology = 1 Other = 0 Difference t-statistic 

ASSETS 16.448 16.420 -0.029 -0.3801 

CASH 13.62 % 12.11 % -1.51 % -2.077 

INTAN.ASSETS 5.54 % 2.56 % -2.99 % -7.894 

TAN.ASSETS 18.55 % 20.82 % 2.27 % 2.186** 

SALES.GROWTH 3.63 % 4.40 % 0.77 % 1.457 

INVENTORY 14.599 % 17.796 % 3.20 % 1.952* 

DEBT.SHORT 13.542 % 16.392 % 2.85 % 3.984*** 

RECEIVABLES 16.695 % 27.303 % 10.61 % 8.893*** 

DEBT.LONG 6.412 % 7.496 % 1.08 % 2.065** 

 

The final table below, before the models, shows the summary statistics of the control 

variables without differentiating between turnaround or non-turnaround companies.   

Table 5  Summary statistics of the control variables 

This table contains the summary statistics of the control variables used in the regressions. All control variables 

are defined in Table 2. All variables have been windsorized.   

  Observations Mean 
Standard 
Deviation 

Percentile 
25 Median 

Percentile 
75 

ASSETS 3232 16.423 1.385 15.414 16.111 17.066 

CASH 3232 12.287 % 13.365% 2.620% 7.797% 17.429% 

INTAN.ASSETS 3232 2.911 % 7.025% 0.077% 0.534% 2.193% 

TAN.ASSETS 3232 20.550 % 19.078% 4.941% 15.032% 30.642% 

SALES.GROWTH 3232 4.312 % 9.750% -0.507% 2.752% 7.084% 

INVENTORY 3232 17.416 % 30.141% 2.167% 10.425% 21.235% 

DEBT.SHORT 3232 16.053 % 13.189% 7.493% 13.936% 21.043% 

RECEIVABLES 3232 26.043 % 22.207% 12.080% 22.480% 34.480% 

DEBT.LONG 3232 7.367 % 9.665% 0.092% 3.712% 10.756% 
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6.1.1 Model 1  

The first model is presented in Table 6, where the relationship between layoffs and 

turnaround is shown in the first column. As mentioned in the methodology, the percentage 

change in employees from 2011 to 2016 was used to determine the occurrence of layoffs. This 

way of calculation also allowed for the interpretation of magnitude, meaning the more layoffs 

done, the larger the impact on the company’s turnaround. From the table it can be seen that 

layoffs were found to be a statistically significant factor, (0.002) at the 1% level, in whether a 

company makes a turnaround or not. This is consistent with the prediction in the first 

hypothesis, H1 that layoffs during the decline period have a positive influence on whether a 

company successfully completes a turnaround. The pseudo-R square (Nagelkerke R Square 

from SPSS Binary logistic regression results) for the regression is 0.033, indicating 3.3% of 

how much variation is explained by the independent variable.  

The second result presented in Table 6 tested the relationship between early layoff (from the 

methodology as the change in employee numbers from years 2011 to 2013) and turnaround. 

Seen in column two, early layoffs also presented a significant effect on turnaround, (0.003) 

at the 5% level. This result confirms what was hypothesized in H2, which predicted that early 

layoffs had a positive influence on a company’s ability to successfully turnaround. The result 

thus encourages early layoffs as a possible means to positively steer the company towards 

turnaround. The pseudo-R square for the regression is at 0.031, indicating 3.1% of the 

variation explained by the independent variable.  

The third result from Table 6, shows the link between late layoffs (change in employee 

numbers from years 2014-2016) and turnaround. H3 predicted that late layoffs would have a 

negative effect on whether a company had a turnaround or not. The results contradict this 

hypothesis as no significance was found. The pseudo-R square for this regression was 0.029, 

or 2.9% of the variation explained by the independent variable. 

Lastly the standard deviation of the employee changes from years 2011 to 2016 and its effects 

on turnaround are presented in the final column of Table 6. No hypothesis was formulated to 

predict this outcome and no significant relation was found. The pseudo-R square was 0.030.  

Five out of nine control variables also showed varying level of significance in Model 1. 

Tangible fixed assets (TAN.ASSETS) and SALES GROWTH were both positively correlated 

to turnarounds and total assets (ASSETS), CASH, and average inventory (INVENTORY) 

were negatively correlated. These were not the main findings, but they could still serve to 

understand what may be influencing companies during decline and turnaround. These 
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variables could potentially be used as main/key variables in future studies. More discussion 

on the control variables is covered further in the chapter.  
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Table 6  Model 1 Logistic Regression Layoff effects on Turnaround 

This table contains results of the logistic regression testing for layoff, early layoff, and late layoff and their effects 

on turnaround. LAYOFF is the change in number of employees from between years 2011 to 2016. EARLY 

LAYOFF is the change in number of employees from between years 2011 to 2013. LATE LAYOFF is the change in 

number of employees from between years 2014 to 2016.  SD EMPLOYEE Δ is the standard deviation of the 

percentage change year by year from 2011 to 2018 for each company. PRIVATE is the dummy variable 

representing private companies. All other variables are defined in Table 2. 

Dependent 

variable 

TURNAROUND  

 (1) LAYOFF (2) EARLY LAYOFF (3) LATE LAYOFF (4) SD EMPLOYEE 

Δ 

LAYOFF 0.002***    

 (0.001)    

EARLY LAYOFF  0.003**   

  (0.001)   

LATE LAYOFF   0.001  

   (0.001)  

SD EMPLOYEE Δ    -0.235 

    (0.158) 

PRIVATE -0.066 -0.066 -0.075 -0.072 

 (0.081) (0.081) (0.081) (0.081) 

ASSETS -0.058** -0.060** -0.061** -0.061** 

 (0.029) (0.029) (0.029) (0.029) 

CASH -0.012*** -0.012*** -0.012*** -0.012*** 

 (0.003) (0.003) (0.003) (0.003) 

INTAN.ASSETS -0.007 -0.007 -0.007 -0.007 

 (0.006) (0.006) (0.006) (0.006) 

TAN.ASSETS 0.006*** 0.006*** 0.007*** 0.007*** 

 (0.002) (0.002) (0.002) (0.002) 

SALES GROWTH  0.016*** 0.013*** 0.012*** 0.013*** 

 (0.004) (0.004) (0.004) (0.004) 

INVENTORY -0.005*** -0.005*** -0.005*** -0.005*** 

 (0.001) (0.001) (0.001) (0.002) 

DEBT. SHORT -0.001 -0.001 -0.001 -0.001 

 (0.003) (0.003) (0.003) (0.003) 

RECEIVABLES -0.003 -0.003 -0.003 -0.003 

 (0.002) (0.002) (0.002) (0.002) 

DEBT.LONG -0.006 -0.007 -0.007 -0.007 

 (0.004) (0.004) (0.004) (0.004) 

Constant 22.452 22.484 22.498 22.495 

 (40187.254) (40216.137) (40166.043) (40204.213) 

Industry fixed 

effects 
Yes Yes Yes Yes 

Pseudo R2 0.033 0.031 0.029 0.030 

Number of 

Observations  3232 3232 3232 3232 
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6.1.2 Model 2 

Model 2 was built on the foundation of Model 1. Presented below in Table 7, Model 2 begins 

by examining the relationship between layoffs, company type (private versus public), and 

their effects on turnaround. The layoff variable is the same as in Model 1, where it 

represented the percent change from employee numbers from 2011-2016. The variable 

LAYOFF*PRIVATE in the table is an interaction term which represent the private company 

form multiplied by layoff and the results show the significance of whether a turnaround is 

influenced by company type and layoffs together. From the results in column one, the 

interaction term was found to be insignificant. This disproves H4, which expected private 

companies to have a positive influence on turnaround through layoffs. 

The findings in column two of Table 6 show the relationship between early layoffs (2011-

2013 Δ) and private companies in relation to turnaround. The variable EARLY*PRIVATE 

represented private companies and early layoffs and was used to find whether the interaction 

term influenced a turnaround successfully. According to the results, there was no 

significance found and thus disproving H5, where private companies were thought to have a 

positive influence on turnaround through early layoffs. 

Lastly, the third column represented late layoffs in private companies and their relationship 

to turnaround. This is found from the interaction term LATE*PRIVATE, the same 

explanation behind the variable as the last two interactions term, but with late layoffs (2014-

2016 Δ). The result for the interaction term followed the previous two regressions and found 

no significance again. This result contradicts H6 which hypothesizes that private companies 

that made late layoffs were thought to have a positive influence on turnaround. 

As in Model 1, again five out of nine control variables also showed varying level of 

significance in Model 2. Tangible fixed assets (TAN.ASSETS) and SALES GROWTH were 

both positively correlated to turnarounds and total assets (ASSETS), CASH, and average 

inventory (INVENTORY) were negatively correlated. These will be discussed later in the 

chapter. 

The pseudo-R square for all three regressions were between 0.029 and 0,033, or 2.9% and 

3.3% of the variation explained by the independent variables. 

Overall, the results suggest that company type does not influence whether layoff, early or 

late, makes a different on whether a company is able to successfully turnaround. Speculation 

on why this result occurred will be discussed in chapter seven.  
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Table 7  Model 2 Logistic Regression Private versus Public companies 

This table contains results of the logistic regression testing for layoff, early layoff, and late layoff in relation to 

private versus public companies and the effects on turnaround. LAYOFF is the change in number of employees 

from between years 2011 to 2016. EARLY LAYOFF is the change in number of employees from between years 

2011 to 2013. LATE LAYOFF is the change in number of employees from between years 2014 to 2016. PRIVATE is 

the dummy variable representing private companies. LAYOFF*PRIVATE represents the outcome of private 

companies and the layoffs they make and how they affect turnaround. EARLY*PRIVATE represents the outcome 

of private companies and the early layoffs they make and how they affect turnaround. LATE*PRIVATE represents 

the outcome of private companies and the late layoffs they make and how they affect turnaround. All other 

variables are defined in Table 2. 

Dependent variable TURNAROUND 

 (1) LAYOFF (2) EARLY LAYOFF (3) LATE LAYOFF 

LAYOFF 0.002**   

 (0.001)   

LAYOFF*PRIVATE -0.001   

 (0.001)   

EARLY LAYOFF  0.002  

  (0.002)  

EARLY*PRIVATE  0.000  

  (0.002)  

LATE LAYOFF   0.002 

   (0.002) 

LATE*PRIVATE   -0.001 

   (0.002) 

PRIVATE -0.080 -0.064 -0.086 

 (0.085) (0.083) (0.082) 

ASSETS -0.058** -0.060** -0.062** 

 (0.029) (0.029) (0.029) 

CASH -0.012*** -0.012*** -0.012*** 

 (0.003) (0.003) (0.003) 

INTAN.ASSETS -0.007 -0.007 -0.007 

 (0.006) (0.006) (0.006) 

TAN.ASSETS 0.006*** 0.006*** 0.007*** 

 (0.002) (0.002) (0.002) 

SALES GROWTH  0.016*** 0.013*** 0.012*** 

 (0.004) (0.004) (0.004) 

INVENTORY -0.005*** -0.005*** -0.005*** 

 (0.001) (0.001) (0.001) 

DEBT.SHORT -0.001 -0.001 -0.001 

 (0.003) (0.003) (0.003) 

RECEIVABLES -0.003 -0.003 -0.003 

 (0.002) (0.002) (0.002) 

DEBT.LONG -0.006 -0.007 -0.007 

 (0.004) (0.004) (0.004) 

Constant 22.460 22.485 22.503 

 (40272.755) (40265.694) (40118.559) 

Industry fixed effects Yes Yes Yes 

Pseudo R2 0.033 0.031 0.029 

Number of Observations 3232 3232 3232 
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6.1.3 Model 3 

The third and final model tested how the technology industry and layoff multiplied together 

is related to turnaround. The technological industry was chosen due to its significant 

differences from many other industries and its growth abilities. As described in the 

methodology, the technological industry was tested by using the litigation industry’s SIC 

codes as a proxy. Once the SIC codes were established for the tech industry, a dummy was 

created to represent it. This variable was then multiplied by the layoff variable to create a 

representation of how layoffs (2011-2016 Δ) in the tech industry influence turnarounds, 

LAYOFF*TECH. Table 8 below shows the results of the regression analysis.  In column one 

the LAYOFF*TECH variable shows no significance. This result is not in line with H7, where 

layoffs were thought to negatively affect turnaround in tech companies. 

As with the other models, the second column in Table 8 presented the results for the early 

layoffs (2011-2013 Δ) in tech in relation to turnarounds, this is shown under the 

EARLY*TECH interaction term. This result was also not significant, which disproves what 

was predicted in H8, where again early layoffs were thought to negatively affect turnaround 

in tech companies. 

The final column in Table 8 presents the results for late layoffs (2014-2016 Δ) in tech and is 

represented by the interaction term LATE*TECH. In line with the two first results of the 

model and Model 1 and 2 late layoffs, the interaction between late layoffs and the tech 

industry was not significant in relation to turnaround. Again, not finding support for H9, 

that hypothesized that late layoffs negatively affect turnaround in tech companies. 

In this model, six out of nine control variables also showed varying level of significance. 

Tangible fixed assets (TAN.ASSETS) and SALES GROWTH were both positively correlated 

to turnarounds and total assets (ASSETS), CASH, average inventory (INVENTORY), and 

long-term debt (LONG.DEBT) were negatively correlated. Out of all the models, long term 

debt was only significant in Model 3, but only at the 10% level. 

The pseudo-R square for all three regressions in this model were between 0.024 and 0,028, 

or 2.4% and 2.8% of the variation explained by the independent variables.  

While the industries represented may be very different in other aspects, the results of this 

thesis allude to the idea that layoff effects may vary from industry to industry. While the 

hypotheses were proved wrong, this outcome is still relevant as it might bring important 

information to the business community. These results are very specific to the technology 

industry, but a more extensive study could be done to include a variety of industries and 
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other potential factors and variables that help achieve a turnaround for example, sales 

growth and inventory turnover, which had significance when considered as control variables 

in this model.  
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Table 8  Model 3 Logistic Regression Industries  

This table contains results of the logistic regression testing for layoff, early layoff, and late layoff in relation to the 

technology industry versus all the other industries and the effects on turnaround. LAYOFF is the change in 

number of employees from between years 2011 to 2016. EARLY LAYOFF is the change in number of employees 

from between years 2011 to 2013. LATE LAYOFF is the change in number of employees from between years 2014 

to 2016.  PRIVATE is the dummy variable representing private companies. LAYOFF*TECH represents the 

outcome of tech companies and the layoffs they make and how they affect turnaround. EARLY*TECH represents 

the outcome of tech companies and the early layoffs they make and how they affect turnaround. LATE*TECH 

represents the outcome of tech companies and the late layoffs they make and how they affect turnaround. All 

other variables are defined in Table 2. 

Dependent variable TURNAROUND 

 (1) LAYOFF (2) EARLY LAYOFF (3) LATE LAYOFF 

LAYOFF 0.002***   

 (0.001)   

LAYOFF*TECH 0.222   

 (0.217)   

EARLY LAYOFF  0.003**  

  (0.001)  

EARLY*TECH  0.337  

  (0.452)  

LATE LAYOFF   0.001 

   (0.001) 

LATE*TECH   0.214 

   (0.386) 

TECH -0.183 -0.212* -0.215* 

 (0.124) (0.120) (0.120) 

ASSETS -0.052* -0.054** -0.054** 

 (0.027) (0.027) (0.027) 

CASH -0.013*** -0.012*** -0.012*** 

 (0.003) (0.003) (0.003) 

INTAN.ASSETS -0.006 -0.006 -0.006 

 (0.006) (0.006) (0.006) 

TAN.ASSETS 0.006*** 0.006*** 0.006*** 

 (0.002) (0.002) (0.002) 

SALES GROWTH  0.016*** 0.013*** 0.012*** 

 (0.004) (0.004) (0.004) 

INVENTORY -0.004*** -0.004*** -0.004*** 

 (0.001) (0.001) (0.001) 

DEBT.SHORT -0.001 -0.001 -0.001 

 (0.003) (0.003) (0.003) 

RECEIVABLES -0.003 -0.003* -0.003 

 (0.002) (0.002) (0.002) 

DEBT.LONG -0.008* -0.008* -0.008* 

 (0.004) (0.004) (0.004) 

Constant 0.821* 0.849* 0.840* 

 (0.456) (0.456) (0.456) 

Industry fixed effects Yes Yes Yes 

Pseudo R2 0.028 0.026 0.024 

Number of Observations 3232 3232 3232 
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6.2 Significant control variables  

When reviewing the results shown in Models 1-3, some variables were found to be more 

significant than others when predicting a turnaround. The results are not identical, but some 

variables were significant for all, while some only applied to one model, for example the 

variable representing long-term debt in Model 3. 

6.2.1 Average assets 

Interestingly, average total assets were found to be negatively related to turnaround. In 

Model 1 the significance was lower at the 10% level, whereas in the other two models it was 

at the 5% level. This result potentially goes against what one would think, but could imply 

that the company’s assets are not working well for the company, for example owning the 

wrong machinery that does not stimulate growth or having too much cash sitting idly in the 

bank account instead of being used for positive return on investment projects. In addition, it 

could be related to intangible assets. 

6.2.2 Average cash  

Cash was found to be significant when looking at turnaround situations in the three models. 

Counterintuitively to what one would think, cash was found to be negatively related to 

turnaround. Out of speculation, this could mean that holding cash is counterproductive to 

turnaround and that companies that have extra cash and other liquid assets are not using 

them as effectively as possible to pursue a turnaround and missing out on certain 

opportunities. 

6.2.3 Average tangible fixed assets  

Tangible fixed assets of a company were found to be positively significant in relation to 

turnaround. As was found from the asset cash, the way assets are held in a company is 

important and can affect whether the company can stem the decline. Related back to the 

previous literature, many studies found that assets and how they are purchased and sold 

during decline can have a positive or then negative effect if the wrong assets are chosen. This 

leads back to asset retrenchment actions which in combination with cost retrenchment 

actions are often the best way out of financial distress for a company. 

6.2.4 Average sales growth  

As can be expected, sales growth was positively and highly significantly related to successful 

turnaround. Sales growth is a common goal for many of the companies facing financial 

distress, as was found from the previous literature, companies often enter into new markets 
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or go through mergers and acquisitions in hopes to come out of decline and go towards 

growth again. 

6.2.5 Average inventory to sales 

The final control variable that was significant in two or more models was Inventory to sales 

as a predictor for turnaround. This variable was found to be negatively related to 

turnaround. This could stem from having too much inventory and not being able to convert 

it into sales and cash at a fast enough rate. 

6.2.6 Average long-term debt 

Only Model 3 found significance in long-term debt in relation to turnaround. The relation 

was found to be negative. This may stem from the high burden of principal and interest 

payments that companies may not be able to keep up with and thus sliding further into 

financial distress instead of turnaround.  

6.3 Return on Equity (ROE) Analysis 

The following section reviews the Return on Equity (ROE) values from 2011-2018 of all 

companies and then separately turnaround and non-turnaround situations.  

 

Figure 9 Average ROE of all companies by year, 2011-2018, winsorized 

In Figure 9, there is a clear trend in the overall average of ROE of both turnaround and non-

turnaround companies. The first couple years start out high, but decline until 2015 and then 

on average rise somewhat, but not to pre-decline levels. 
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Figure 10 Average ROE of turnaround companies by year, 2011-2018, winsorized 

Figure 10 contains the average ROE for the companies that achieved a turnaround with the 

criteria given in the methodology. This graph follows the successful turnaround criteria as 

expected. It is interesting as a decline does not need to be severe for a company to need a 

turnaround situation, but from this graph it can be seen that the dip in 2015 is very 

significant. Yet the companies were on average able to return to pre-decline ROE by the end 

of the period even with this sharp dip. Perhaps the successful turnaround companies were 

more likely hit with sudden changes or some other unexpected issues that forced them to 

react with urgency and force and this is what lead to their renewed success. This graph is 

reminiscent of a V-shaped recovery where companies are able to make a quick recovery 

despite a sharp decline often due to significant and unforeseen economic changes. This type 

of turnaround is thought to be a best-case scenario for companies when a decline has 

occurred, (Boyle, 2020).  
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Figure 11 Average ROE for non-turnaround companies by year, 2011-2018, winsorized 

Figure 11 contains the average ROE for the companies that did not achieved a turnaround 

with the criteria given in the study.   

The decline from 2012 to 2015 is not as steep as in the turnaround companies alone which is 

interesting as it would be thought that the sharper and large decline would equate to a lesser 

chance of turnaround. This could also be in line with previous literature in the sense that 

urgency creates action, whereas slow decline may not be noticed or acted upon until it is too 

late. In addition, non-turnaround companies started with a higher average ROE, thus further 

pushing the point of urgency not being there to jump start action.  

6.4 Additional information on employee changes  

The following section shows graphically the breakdown between the different scale 

groupings, within all companies, turnaround cases, and non-turnaround cases. The first 

graph shows all companies, from this it can be seen that over 50% of the companies hired 

employees during the period of 2011-2016. With a small percentage, 1.52%, of the total 

number of companies which made drastic cuts to their employee numbers.  
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Figure 12 Type of employee changes in 2011-2016, layoff years, all companies 

The following figures 13 and 14, while differing by whether the company turnaround or not, 

surprisingly had similar breakdowns in employee changes. Both cases showed a large 

number of companies opting to hire employees regardless of decline, with both groups 

reaching over 64%. While only a marginal difference, the non-turnaround bar chart showed 

more cases in which companies had lowered their employee number by over 50% and those 

that were in the range of under 50%, but still had a change towards less employees.  
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Figure 13 Type of employee changes in 2011-2016, layoff years, turnaround companies 

 

 

Figure 14 Type of employee changes in 2011-2016, layoff years, non-turnaround companies 
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7 DISCUSSION & ANALYSIS 

This chapter will cover the review of the results and provide analysis into what these results 

might mean and discuss how to apply them forward. Going model by model, the key 

takeaways for the results will be discussed, in addition to relevance and implications. 

7.1 Main findings 

7.1.1 Model 1 

The key findings in this study were found mostly in Model 1, results summarized in Table 9, 

where layoffs, early layoffs, and late layoffs were examined in relation to turnaround 

outcomes. From previous literature, the influence of layoffs on turnarounds has ultimately 

received varied results due to the multiple factors that affect companies such as industry, 

severity of decline, etc. Consistent with a some of the previous literature examined this study 

found layoffs during years 2011 to 2016 to have a positive effect on a company’s turnaround 

abilities. Suggesting that layoffs are a valid strategy to bring back the financial health of a 

company, but other consequences of layoffs such as the psychological effects are still 

unknown. As the outcomes of several studies have found both positive and negative relations 

to turnarounds through layoffs, it is difficult to have a conclusive answer on their benefit. 

Due to the timing of this study though, it could potentially be concluded that during 

turnaround attempts in relatively stable economic periods layoffs are a feasible way to get 

out of financial distress. 

Another main finding in Model 1 came from the timing of layoffs. The results stated that 

early layoffs also had a positive and significant influence on turnaround. The results suggest 

that timing of layoffs does affect turnaround, and that there is great importance in making of 

quick and decisive decisions before the later part of decline sets in. 

This could mean that the early layoffs were well planned and thought out without as much 

haste and pressure, unlike late layoffs that may have been used as a last-ditch effort to save 

the company when it was already too late or thus hurting the company further. As it has been 

discussed, in many EU countries, the layoff process is long and costly, thus starting the 

procedure early would potentially still allow for the company to recover from any expenses 

up front, while cutting future expenses early enough.  

Finally, in Model 1, late layoffs were not found to be a significant factor when achieving a 

turnaround. This result contradicts previous studies such as Tangpong et al. (2015), but 

again in their study the different regressions also had varied results. The result from late 

layoff is unexpected as one would assume that by the later stages of decline, the resources 
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and commitment of the company would be close to depletion and thus creating a negative 

relation to turnaround. While layoffs could still be considered beneficial at this stage, often 

in haste, management risks laying off employees that are key players in the running of the 

business and thus losing useful and important knowledge that could potentially help secure a 

turnaround. Another reason late layoff may not significant is due to the legislation behind 

them. In several European countries the layoff process is arduous and time consuming. The 

time and financial resources that are put into this process could potentially have been better 

spent into other strategies that would prevent further decline.  

The results from Model 1 lead back to previous literature on this subject and potentially the 

importance of the factors that are affecting the company before actions are taken. Could it be 

that these factors are just as important in predicting turnaround than the actions taken? As 

was discussed before, these factors could include the severity of decline and the suddenness 

of decline. For companies that are slipping into decline at a slow pace, it may be difficult to 

drum up urgency for action, it is often that action is not taken until it is too late because the 

company thought it still had time to remedy the problems or just did not notice there were 

problems until too late. 

Table 9  Regression results Independent Variables 

MODEL 
INDEPENDENT 
VARIABLE 

HYPOTHESIS PREDICTION RESULT 

Model 1 

LAYOFF H1 Positive relation Positive, significant 

EARLY LAYOFF H2 Positive relation Positive, significant 

LATE LAYOFF H3 Negative relation No significance 

Model 2 

LAYOFF*PRIVATE H4 Positive relation No significance 

EARLY*PRIVATE H5 Positive relation No significance 

LATE*PRIVATE H6 Positive relation No significance 

Model 3 

LAYOFF*TECH H7 Negative relation No significance 

EARLY*TECH H8 Negative relation No significance 

LATE*TECH H9 Negative relation No significance 

 

7.1.2 Models 2 and 3 

Models 2 and 3, did not achieve significant results as is summarized in Table 9. Model 2 

shows how private companies multiplied by layoffs, early layoffs, and late layoffs were not 

significantly related to turnaround. While previous studies have not studied this 

phenomenon specifically, from the theory and resources available, the prediction was that 
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private companies would potentially rely more on layoffs and thus signifying their 

importance in relation to a positive turnaround outcome.  

This is an interesting result for Model 2 as company type affects many aspects of company 

strategy and is thought to have a strong influence on how companies are funded. As 

mentioned in previous chapters, public companies have access to larger funds and the stock 

market, but this can also be to their detriment as it increases the amount and type of 

reporting they must do. For private companies, they may face weightier challenges in 

securing more funding due to their closed to the public nature and potentially lower 

transparency. While one company type may have an easier time securing funding, perhaps 

the unifier in this scenario is the financial distress factor. No matter the company type, 

creditors and shareholders have at least one thing in common: not wanting to lose their 

money. While this is not proven, this theory is plausible as common sense would find 

funding sources for both types of companies dry up if there was a chance of non-payment or 

in worst case scenario, company bankruptcy.  

Model 3 shows how the tech industry was not more inclined to a successful turnaround after 

being multiplied by the three variables, layoff, early layoff, and late layoff separately, as the 

results were not found to be significant. Previous literature has found that in munificent 

industry such as the technology industry, layoffs were negatively associated with turnaround 

and this was predicted to stem from these firms needing strategic actions rather than 

operating, (Ndofor et al., 2013). The results in this study may be due to the technology 

industry benefitting from other actions instead of layoffs and thus potentially the explaining 

factor for why the three layoff variables and tech interaction terms were not found to be 

significant. From the additional variables tested, there are a few that could spark differing 

results in the different industries, such as intangible versus tangible assets and also 

potentially variables concerning liquidity.  

7.2 Relevance and implications  

As many countries and industries were chosen for this study, the overall results may not be 

true for each individual country and industry. This could lead to inconsistencies. For 

example, in Finland the layoff process for collective dismissals is fairly straight forward and 

fast, thus late layoffs may have a different effect there than, in Belgium, where the collective 

dismissal process is much tougher than in all the other countries examined.  

Overall, the results bring up questions like the following: is the layoff process too slow, are 

layoffs hard to implement due to legislation and union agreements, and are they more 

expensive in certain countries? These could be used in further research and further split into 
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either as all European Union countries as a whole or each country individually, the options 

are many and the results could potentially be profoundly useful. 

In addition, the results signify the need for several strategies and actions to be taken to 

successfully turnaround which is relevant information for top management. They can use 

this information to carefully plan the multiple actions needed, instead of resorting to the age-

old trick of layoffs in times of financial distress. As previous studies have found, layoffs while 

cutting costs sometimes have other unforeseen consequences, such as employee 

demotivation and signaling to the market of upcoming poor financial results. Thus, it is key 

for management to understand and look at strategic and operational strategies through 

several different perspectives such as from the employees, shareholders, suppliers, 

consumers’ viewpoint, to try and understand whether the intended outcome of layoffs is 

achievable and viable for the short-term and long-term return to financial health.  
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8 CONCLUSION 

As the current world-wide pandemic rages on, the turnaround literature will continue to 

grow as new and different factors will put companies into survival mode. This thesis has 

added to the literature of turnaround and layoffs from a different perspective, that of the 

“quiet” and “stable” times of the global economy which often do not get as much attention.  

This study has explored the effects of layoffs on turnaround when the external global 

situation, for the most part did not have an influence on whether a company was in financial 

distress or not, during years 2011 to 2018. In addition to layoffs, this study’s objective was to 

understand the effects on turnarounds from a timing perspective and thus the inspiration 

from previous literature (Tangpong et al., 2015), dividing layoffs into early and late layoff 

actions. Furthermore, this paper aimed at understanding whether there were differences 

between the type of company (private versus public) and whether industry type influenced 

layoff and turnaround. 

The empirical results resulted in some significance in the first model, where layoffs were 

shown to positively influence a successful turnaround at the 1% level. In addition, early 

layoffs were found to also influence turnarounds positively in a company. The findings for 

late layoffs were found to not carry any significance. These results potentially imply that 

perhaps some of the companies were wise and had an action plan for how layoffs are taken 

during times of financial distress in place before it reached dramatic decline or then made 

decisions quickly enough for layoffs to be beneficial.  

Ultimately, Models 2 and 3 did not yield any significant results. Thus, not finding any 

support for the effect of company type and industry type and layoffs, early layoffs, and late 

layoffs on the chance of a company completing a successful turnaround. The result for 

private companies, does not offer an obvious explanation, but may be due to access to capital 

as mentioned before. For the industry results, although there are several types of industries 

with many different factors affecting their turnarounds, these results might suggest layoffs 

may not be as advantageous to turnaround as previously thought. 

Although all three models did not show significance in the main independent variables 

tested, many of the control variables did show significant results. Surprisingly, average assets 

and cash were negatively related to turnaround, in addition to average inventory, while 

average tangible fixed assets and sales growth were positively attributed. These results are 

interesting as they may not seem obvious at first but may actually reveal useful information 

for companies on for example how to hold their assets and which assets produce more 

benefits. 
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Perhaps there are too many variables in play when companies try to achieve a turnaround to 

have any conclusive answers as to what influenced it. There are boundless factors that must 

be taken into account and moving parts that the management team must consider. Due to 

the enormity of the turnaround task, many components will have to work together 

successfully to have a chance at success and due to this high threshold of things that must go 

right, this decreases the number of companies that are able to achieve a turnaround. While it 

might be seen as discouraging, it also provides motivation to research more factors and 

combination of factors potentially affecting companies and their turnaround chances. Based 

on these results, it is likely that many factors are important when companies are 

implementing turnaround strategies and thus a studying a singular action such as layoff may 

not be as beneficial as a larger study that considers several actions taken. A recommendation 

for further research would be to include several actions taken by the companies and apply it 

to the EU countries chosen in this thesis. 

In light of current circumstances, an additional suggestion for further research could be the 

comparison of companies in distress during stable times versus during global or industry 

crisis in the selected EU countries. This research could study whether layoffs affect 

turnarounds the same way for companies in different situations. In addition, through this 

study the effect of rate of decline (fast or slow decline) on turnaround chances could be 

studied. As companies subjected to sudden global changes need to act quickly and thus 

might have a better chance of survival than companies that have been in decline for several 

years in times of stability.  

The combination of previous literature, this thesis, and further recommendations for 

research on turnaround will help to provide a well-rounded and more complete theory and 

evidence on the effects of different actions and strategies on turnaround. This information 

will aid top management in decision making at crucial times which will potentially convert 

into a turnaround win for the company. Overall, the topic of turnaround remains to be 

important and will continue to influence companies and their management and for this 

reason research on it will need to continue as the world and companies evolve in the future.  
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