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Post-Crisis Developments in Multinational Corporations’ Global Organisations

Abstract: This paper investigates multinational corporations’ (MNCs’) organisational responses to the
global financial crisis. Relying on qualitative content analysis of the annual reports of MNCs in the
automotive, electronics and machinery industries, and drawing on the results of interviews made with
senior local executives, the association between the adverse turn in the business cycle and MNCs’
organisational reconfiguration actions is analysed, together with the key drivers of organisational
restructuring.

We find that the global crisis has reinforced and intensified ongoing organisational reconfiguration
trends and argue that crisis-prompted responses need to be separated from fundamental organisational
transformation catalysed by the crisis. Strategic organisational realignment programmes have been
driven by long-standing technological and market trends rather than by transient developments.

Keywords: crisis adaptation; organisational realignment, global financial crisis,
environment—strategy—structure fit
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1. Introduction

Most papers addressing MNCs’ strategic reactions to the global financial crisis of
2007-2009 were concerned with actions that belong to the category of financial
restructuring. Scholars analysed corporate spending plans to identify the prevalence
of reductions in tangible and intangible investment (Banerjee et al., 2015; Borisova
and Brown, 2013; Guevara and Bonfour, 2013; Rollins et al., 2014), and actions
aimed at the restructuring of corporate debt (Damijan, 2014; De Fiore and Uhlig,
2015). Another stream of research was concerned with firms’ labour-shedding
behaviour and/or their adoption of alternative cost-cutting strategies (Du Caju et al.,
2015; Fabiani et al., 2015). A further prominent research question addressed the
association between firm survival and the evolution of firms’ R&D budget during the
crisis years (Archibugi et al., 2013).

Although it is universally accepted that a changing environment induces
responses not only in strategy but it also requires appropriate changes in firms’
organisations (cf. the classical thesis on the interrelation of environment, strategy,
structure, and performance—Chandler, 1962; Rumelt, 1974) multinational
corporations’ (MNCs) actions undertaken to reconfigure their global network
organisations as a response to the crisis has received relatively little attention
(important exceptions include Boyle and McDonnell, 2013; Ecorys, 2009; Knudsen
and Foss, 2015; Lee and Makhija, 2009).

This is all the more puzzling, given the recognition that effective orchestration
of MNCs’ global network organisation is an important factor of competitiveness (De
Marchi et al., 2014). Moreover, there are several different, albeit equally well-
established strands in the literature,! such as the contingency theory (Child, 1972),
the evolutionary theory of the firm (Nelson and Winter, 1982, 2009), and the dynamic
capabilities view (Augier and Teece, 2009; Eisenhardt and Martin, 2000) that are all
concerned with the dynamic fit between organisational structure and the
environment. Proponents of these theories maintain that firms actively build,

! References are limited here to examples of large bodies of the literature, a detailed review of which
is beyond the scope of this paper.
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integrate, and reconfigure their (organisational) resources in response to changes in
the environment.

Hence, the objective of this paper is to investigate the association between the
adverse developments in the business cycle in 2007-2009 and MNCs’ organisational
realignment actions. We analyse the features and the key drivers of MNCs’
organisational restructuring actions to find out whether economic downturn, indeed,
prompted organisational reconfiguration actions, implemented to improve the fit of
MNCs’ structure with the changed environment.

We rely on two qualitative methods of analysis: (a) on a qualitative content
analysis of a sample of MNCs’ annual reports in the automotive, electronics and
machinery industries, and (b) on interviews made with senior local executives.

The paper is organised in 5 sections. Section 2 provides a brief summary of
the related literature. Section 3 presents the research method and the sample of the
companies that we interviewed. Section 4 reviews the findings. Section 5 provides
some concluding remarks and presents the limitations of our research.

2. Conceptual framework—organisational restructuring in turbulent times

Studies focusing on MNCs’ organisational responses to the radical contraction of
market demand during the global crisis of 2007—2009? originate partly in the strategy,
structure, and performance paradigm (Chandler, 1962; Miles et al., 1978; Rumelt,
1974) and partly in the corporate restructuring literature that focuses on changes in
firms’ structure and processes (i.e. on organisational restructuring, along with
financial restructuring and business portfolio restructuring—Bowman and Singh,
1993). This research stream is also associated with the dynamic capabilities literature
(Eisenhardt and Martin 2000, Teece et al. 1997) since it involves the reconfiguration
of firms’ structures and the realignment of resources to meet the requirements of a
changing external environment.

As outlined previously, most of the empirical papers on responses to the crisis
scrutinised cost-cutting actions. Accordingly, papers investigating crisis-triggered
organisational transformation actions were concerned mainly with the occurrence,
modes and outcomes of divestment (see review by Sanchez-Riofrio et al., 2015). The
implicit assumption of these papers was that at times of crisis, firms would adopt
retrenchment strategies and dispose of non-core business segments. A frequent
research question of these papers was what makes a subsidiary or a business
segment more-than-average exposed to divestment (Brauer and Wiersema, 2012;
Decker and Mellewight, 2007; Fisch and Zschoche, 2012; Kolev, 2016; Lee, 2013;
Song, 2014).

A number of investigations focusing on firms’ acquisition behaviour during the
global financial crisis have indirectly reinforced the dominance of retrenchment
strategies. Despite some empirical evidence (Wan and Yiu, 2009) that acquisitions
during economic downturn have a positive impact on performance, albeit this effect is
moderated by the efficiency of post-acquisition organisational restructuring (Barkema
and Schijven, 2008), most papers conclude that uncertainty avoidance and reactive
strategies have been the norm during the crisis rather than the exception, and that
the global crisis negatively affected the likelihood of both diversifying and cross-
border acquisitions (Cerrato et al., 2016; Kunc and Bhandari, 2011)—at least in the

2 Although the Asian crisis of 1998 would present noteworthy analogies and offer opportunities to
analyse similarities and differences in firms’ reactions, for space limitations, the focus of the literature
review is limited to papers concerned with firms’ responses to the 2007-2009 global financial crisis.
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case of MNCs headquartered in developed economies (see Anderson and
Sutherland, 2015 for contrary evidence in emerging economies).

Other crisis-driven organisational changes under scrutiny included corporate
breakup transactions, such as equity carve-outs and spinoffs (Eckbo and Thorburn,
2013), and the relocation of some operations offshore. These latter actions were
often analysed together with reactions targeting the opposite direction: the insourcing
or reshoring of previously outsourced/offshored operations (Boyle and McDonnell,
2013; Drauz, 2014; Kinkel, 2012; Knudsen and Foss, 2015). With respect to MNCs’
decisions to outsource or, conversely, increase the vertical integration of activities in
response to recessionary shocks, the evidence is mixed. Boyle and McDonnell
(2013) posit that increased offshoring/outsourcing is characteristic mainly of MNCs
originating from liberal-market economies. Knudsen and Foss (2015) found evidence
for both increased and reduced vertical integration. Conversely, drawing on the
analysis of a large sample of German manufacturing companies, Kinkel (2012)
conjectures that, while relocation activities declined significantly since the emergence
of the global economic crisis, the level of backshoring has remained stable. Kinkel
also found that far-shore destinations in Asia have become preferred over near-shore
locations in Eastern Europe.

While the above-cited papers examined single (or a couple of) organisational
initiatives, Fromhold-Eisebith (2015) set up an encompassing model of organisational
responses to the crisis. She distinguished between (a) market reorientation, implying
the restructuring of distribution channels and resources re-allocation: strengthening
the manufacturing facilities that are in regions with promising end markets and,
conversely, reducing investment in facilities operating in crisis-hit regions; (b) value
chain optimisation, implying the reorganisation of supplier and outsourcing relations;
(c) strategic reorganisation, including mergers and acquisitions, sale of corporate
branches to others, and strategic alliances with partners and/or competitors; (d)
innovation and upgrading-focussed strategy, implying the strengthening of R&D-
oriented and upgraded corporate branches and the shift of R&D and/or of other high
value-adding tasks to these units; (e) relocation of production including site closures
and the concentration of mandates in selected low-cost locations and/or the opening
of new plants in low-cost locations; and, finally, (f) transformation of the entire
production landscape, which includes steps as diverse as exiting selected markets,
changing the operational focus, and establishing new enterprises.

In line with Fromhold-Eisebith’s (2015) approach, we posit that MNCs’ post-
crisis organisational restructuring involved a complex set of—often interrelated—
actions, comprising a combination of business entries and exits, and reconfiguration
of assets and resources. Furthermore, they were manifested also in other
organisational dimensions, such as (de)centralisation, and cross-functional process
redesign.

In contrast with some critiques of the strategy—structure—performance
construct, who question its applicability in high-velocity environments (reviewed by
Amitabh and Gupta, 2010; and Aupperle et al.,, 2014) and cast doubt also on the
direction of causality between the components of the construct (Galan—Sanchez-
Bueno, 2009; Pertusa-Ortega et al., 2010), we argue that Chandler's logic is
applicable in a crisis / post-crisis environment. Note that we do not investigate the
‘performance’ element in Chandler's construct: our investigations are limited to the
existence of a causal association between the crisis (which is the environment
component of Chandler's extended thesis — Child, 1972; Rumelt, 1974) and the



transformational changes that reorganised the structures of the surveyed MNCs, as
they were perceived by the executives we interviewed.

We argue that although changes in structure cannot be directly associated
with changes in the business environment, the key drivers of organisational
restructuring actions still suggest that Chandler's environment — strategy —
structure — performance construct® applies also in a turbulent economic
environment.

To anticipate a finding of this study, we found that post-crisis changes in firms’
organisational structure have been driven by long-standing technological and market
trends rather than by transient developments. The recognition of these trends
influenced strategy, and triggered fundamental organisational transformation actions.

3. Research method and sample

To answer our research questions we applied two complementary qualitative
methods. First we undertook qualitative content analysis (Bowen, 2009; Duriau et al.,
2007) of the annual reports of twelve global companies in the automotive, electronics
and machinery industries. The period we surveyed spanned eight years, between
2007 and 2014. In line with Duriau et al. (2007) we believe that content analysis is an
appropriate  method for investigating complex business phenomena including
organisational transformations. Annual reports provide not only financial information,
but they also list the key organisational developments of the given year, such as
acquisitions, divestitures, establishment of new subsidiaries and functional centres,
strategic alliances and so forth. They provide an organisation chart and describe the
management and control structure. They include details about the company’s general
strategic orientation and about new turns and new initiatives within functional
strategies, including the organisational strategy. They also address questions of
strategic risk and uncertainty.

When surveying the annual reports, we checked for the occurrence of
organisational actions, such as (a) divestitures and acquisitions; (b) production
relocation, offshoring, outsourcing, versus backshoring or insourcing; (c) closure of
facilities, versus establishment of new facilities (subsidiaries; research centres;
shared services centres; and new regional headquarters); (d) consolidation of the
organisational structure and value chain optimisation; (e) disposal (sale) of business
segments, versus expansion in new business areas or geographical areas; (f) other
fundamental organisational transformation actions. Furthermore, we reviewed the
descriptions of new strategic orientations and analysed report sections on
opportunities and risks.

Content analysis was complemented with a multiple case study-based
exploratory research (Eisenhardt 1989). By applying content analysis in conjunction
with interviews we could triangulate the findings to maximise reliability.

An interview guide containing predominantly open-ended questions allowed
interviewees to provide rich descriptions of complex, multifaceted processes: to
interpret and evaluate the organisational transformation actions during and following
the crisis, and assess the main drivers of these actions. They were also asked to
evaluate whether the organisational restructuring moves could be associated with the
financial and demand shocks of the crisis years.

® For a comprehensive review of the complex relation between the individual components of the
construct see Aupperle et al., 2014.
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Interviewed managers were, in most cases (N = 10), CEOs of MNCs’
Hungarian subsidiaries, in two cases, Hungary-based divisional leaders were
interviewed. The choice of respondents relative to the research question may seem
problematic, since mother company executives could in principle provide more
authentic information about the drivers of and the strategic considerations behind
organisational transformation actions. However, our informants confirmed they had
ample first-hand experience about the reasoning behind organisational
transformation actions. They were involved in the decisions on relocation actions,
since they participated in across-subsidiary competition for the various production
activities and for hosting functional shared services centres: they elaborated
arguments for being selected as a host country, and prepared feasibility studies. The
reasoning behind location decisions were regarded as transparent. Regarding the
fundamental organisational transformation actions, it was self-evident that HQ
officers shared all the arguments that supported the new direction in the
organisational strategy, in order to ensure local, divisional and functional executives’
commitment.

When selecting the sample, we faced another problem that was also related to
respondent bias. In line with global developments with respect to the average tenure
and turnover of executives (average tenure shows a continuous decline and CEO
turnover increases—Schloetzer et al., 2015), in Hungary it was also difficult to find
large local subsidiaries with interviewed managers all in the same managerial
position already during the crisis years. In our sample, only five managers out of
twelve would fulfil this requirement. Neither were all interviewed managers in the
same firm seven or eight years prior the interview: only ten out of twelve.
Interestingly, the two newcomer CEOs worked previously (during the crisis years) at
another firm in our sample. Nevertheless, all interviewed managers confirmed, they
had sufficient information about both subsidiary-level and at the MNC-level firm-
specific developments during and after the crisis years. Moreover, we believe the
quality of the respondents compensates for the occasional lack of their personal
experience in the given position.

We applied a purposeful sampling method (Patton, 1990) and selected
foreign-owned global companies from the top 500 list of companies based in
Hungary. Our aim was to select information-rich cases: companies whose insights
draw on a multiplicity of experiences, i.e. companies whose cases promise
observations about issues of central importance to our research. Instead of trying to
reflect a maximum variation with our case selection, we opted for a more or less
homogenous sample consisting of three industries (automotive, electronics and
machinery) that accounted for more than 40 % of total Hungarian manufacturing
production and nearly 60 % of manufacturing export in 2014.

Actors in these industries have been hit particularly hard during the global
crisis. As Ecorys (2009) argued, the exposure to adjustment pressures of each of
these industries was above the average, because they are technology-intensive and
highly globalised industries. Ecorys (2009) maintained that adjustment pressures are
linked to innovation and technological changes—this finding is supported also by the
results of our investigations (see section 4.2). Another commonality that accounts for
the selection of these industries is that Central Europe is an important production
location—at least from a European perspective (Pavlinek, 2015; Sass, 2015).

We contacted twenty global companies and twelve of them accepted
participation in our research. Altogether, our sample consists of twelve (American,
Danish, German, and Swedish) MNCs operating in the automotive (2), automotive
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electronics (2), electronics (4), and machinery (4) industries. On average, these
companies had been operating in Hungary for more than 20 years at the time of the
interview. The importance of the surveyed Hungarian subsidiaries, considered in
terms of their contribution to their parent companies’ total production and/or total
revenues, is heterogeneous: some are listed among the largest production facilities
of their mother companies, contributing to 15 to 23 % of total turnover, while others
account for a mere 0.5% of total sales. The average number of employees of the
interviewed MNCs was 137,242 in 2014 (global employment). The average global
turnover was EUR 31.36 billion in 2014. These numbers reflect that our sample
consists of large global corporations.

The interviews, 60 to 90 minutes in length, were conducted between
September and November 2015. To preserve anonymity, neither corporate names
nor main products will be specified.

Table 1
Summary of the surveyed companies
No. | Industry HQ intervie date No. Industry HQ interviewe date
location wee location e
1 E SE CEO 18/09/ 7 M DE CEO 30/09/
15 carved-out 15
and sold
division
2 M DK CEO 22/09/ 8 E USA divisional 07/10/
15 leader 15
3 A DE CEO 22/09/ 9 E USA CEO 13/10/
15 15
4 E DE CEO 25/09/ | 10 M DE CEO 14/10/
15 15
5 A USA CEO 25/09/ | 11 AE USA & CEO 15/10/
15 DE 15
6 M USA divisional | 29/09/ | 12 AE DE CEO 09/11/
leader 15 15

A = automotive; E = electronics; AE = automotive electronics; M = machinery
SE = Sweden, DK = Denmark, DE = Germany, CEO = chief executive officer, HQ = headquarters

4. Findings

4.1 Continuous and evolutionary organisational changes: few perceived direct effects of the
crisis

The first outcome of the analysis of the surveyed annual reports was that the MNC
owners of the companies in the sample implemented a great number of
organisational changes before, during, and after the crisis. These changes were not
restricted to the divestment and sale of business units, and supply-chain optimisation:
they also included targeted acquisitions, other expansionary moves, and actions
aiming at the recombination of resources, such as the relocation of activities.

In a number of cases, retrenchment-type changes occurred already before the
crisis. Conversely, expansionary organisational actions, including establishment of
new subsidiaries (both manufacturing facilities and sales companies) and new
regional functional business units (such as service centres, distribution centres, test
centres, and development centres), purchase of shares in existing joint ventures
were also widespread. Furthermore, over time, the surveyed MNCs have increasingly
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relied on strategic partnerships: in addition to acquisitions implemented to access
specific technological expertise, they have forged strategic alliances with partners
and/or competitors.

Altogether, sample firms were characterised by quasi-continuous
recombination of resources and reconfiguration of structure. The actions that shaped
the surveyed firms’ organisational configuration during and after the global crisis were
not consistent: actions would not unambiguously point in a specific direction, e.g. to
retrenchment or, conversely, to expansion through proactive investments. As
summarised in Table 2, each company in the sample implemented both reactive
(defensive), and strategic (offensive) organisational transformation actions. Portfolio
moves included both divestments and expansionary acquisitions, rationalisation and
concentration of activities, and diversification and entry into new business areas.

Another common development that took place several (four to seven) years
after the crisis was the implementation of actions envisaging fundamental
organisational transformation, such as changes in the business model; group-wide
centralisation; reorganisation of the divisional structure; splitting the company into

two.

Table 2

Examples of organisational changes implemented by owners of sample
companies over the period between 2007 and 2014

Defensive organisational transformation actions Companies
Announcing and implementing cost and efficiency programmes; | 1, 3, 8, 10, 11, 12
Divestments; 1,4,5,6,7,8,9, 10,
Closing selected facilities; 5, 6, 10, 12
Discontinuation of selected business lines, streamlining product mix; 1,4,7,8,11,12

Sale of shares in joint ventures; 1,3,4,7,8,9,
Simplifying the portfolio: disposing of and selling non-core businesses; 4,6,7,9, 11, 12
Rationalising production and support processes; outsourcing, aligning | 1, 2, 3, 5, 9, 10, 11,
capacity to changes in global demand,; 12

Relocating selected operations to low-cost countries;

Merging selected group companies; 1,2,4,5,8,9, 10,12
Reducing costs through the revision of internal processes. 2,3,4,8,

1,2,10,11, 12
Offensive (strategic) organisational transformation actions Companies
* Acquisitions; 1,3,4,6,7,8,9,10,11,12

* Reshoring (backshoring) previously offshored activities;
» Establishment of new corporate R&D centres; or local development
centres in promising markets that host production facilities;

* Forging new strategic partnerships; 1,2,3,7,9,12
» Concentrating selected support functions: establishing shared services | 1, 2, 3, 6, 10, 11
centres;

« Establishing new regional HQs in high-growth areas; 2,6,7,8,11
 Establishing new plants / companies / sales offices to reinforce global | 2, 3, 6, 7, 10, 12
presence;

» Expanding production facilities in selected promising markets; 2,3,6,7,8,11

+ Development of new business areas: implying the creation of new
business divisions and increased reliance on business segments that are
less hard hit by the crisis;

* Signing new joint venture agreements, or purchasing all shares in existing
joint ventures

10,11,12
1,2,3,7,9, 10,12

1’ 21 3! 4! 6! 7! 8! 9!
10, 11, 12

3,7,12

Fundamental organisational transformation actions

Companies




« Shifting to a new, service-centric business model, 1,2,6,8,
* Implementation of Principal Company (PC) model with toll manufacturing
(PC owns the stocks and is the only legal owner in terms of orders and | 2
goods; previously independent legal entity manufacturing subsidiaries
become toll manufacturers);

* Issuing initial public offering (NASDAQ); 5
» Changing the business model from that of a broad conglomerate to that of

a company more focussed on selected business lines; reducing the weight | 6

of the financial services division;

« Establishing global functional units 6

* Focusing on cross-segment collaboration 6,7, 11
« Establishing dedicated independent teams to enter new business areas or | 6, 7, 9
implement pilot projects;

« Establishing internal start-ups related to new business areas 7

« Splitting the global company into two independent global companies 8

» Standardising processes; harmonising the corporate enterprise resource | 10, 11
planning (ERP) system
« Creating a new governance structure (decentralised operation |11, 12
management; centralised strategic management), redefining role processes
and reporting lines

» Establishing a localised structure, decentralising certain functions 8,11,12

Source: interview information and corporate annual reports

Incremental organisational changes have been driven by two contradictory forces,
both of which can be observed at practically every company interviewed. The first
factor that drives changes is the quest of mother companies to simplify the
organisational structure, to enhance its coherence, and to improve the efficiency of
resource allocation. The second factor is the perceived necessity of establishing an
organisational imprint of new corporate initiatives and of newly-decided strategic
directions. Driven by the ambition to increase stockholders’ value, maximise scale,
improve efficiency, and increase returns, global companies come up with new
business ideas and initiatives every year. Most of these initiatives have organisational
implications as well. Together, these developments account for MNC organisations
being in a constant state of flux. The accounts of two informants provide an
illustration.

‘We launched our excellence programme just before the crisis to harmonise the diverse management
models of our business units into one common corporate excellence model. Since then, the programme
has been refined and extended each year to include various group-wide ‘campaigns’ focusing among
others on process improvement and process Standardisation, the standardisation of product
development, excellence in purchasing and supply chain management, quality improvement, and
energy efficiency. Most of these campaigns within the excellence programme have had organisational
implications: some smaller or larger changes in the organisational structure have been implemented.
Examples include the creation of an Excellence Steering Group, a Process Management Board, the
establishment of new centres of excellence, and the creation of group-wide energy management jobs’.

‘When reviewing our business perspectives and preparing a medium-term roadmap during the crisis
years, we have acknowledged that our core business does not offer satisfactory growth prospects. We
launched an ambitious initiative aiming to discover new business areas and new technology platforms
and launch new products. We created an organisational structure that facilitates experimentation with
new businesses and new innovation platforms — keeping in mind that these experimentations may end
up either with the sale of the given new segment or with its integration in the corporate architecture. As it
often happens, the related organisational transformation did not immediately produce the expected
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results. Consequently, we modified it again and experimented with new structures and new governance
forms for years before arriving at the present setup’.

The managers interviewed unanimously claimed that few of the fundamental
organisational changes could be traced back directly to recessionary shocks. They
emphasised that differentiation is necessary between MNC-level strategic
realignment and immediate reactions to economic downturns. Indeed, some
immediate reactions envisaged cost reduction and were manifested in relocation
moves and/or the closure of facilities in high-cost locations. Conspicuous as they
seem in the light of media coverage, these are dwarfed by strategic organisational
reconfiguration actions. However, few of these latter moves were directly associated
with the rapidly aggravating international business environment.

One explanation of the few perceived direct effects of the crisis is that
fundamental organisational realignment actions were regarded as being the outcome
of organic development. Rather than being directly associated with the downturn of
the business cycle, organisational changes have been explained by owners’ long-
term strategies.’

The following account illustrates the claim that major organisational
transformations result from long-considered strategic decisions rather than being
driven by transient developments.

‘When our owner decided to divest and sell its pneumatics business line, the executives considered two
alternative options. Although pneumatics had clear advantages: good performance indicators, the
globally known brand name of our owner, and strong relations with other divisions, the size and the
market share of this division did not match those of the top global competitors. In pneumatics, we were
the third largest in Europe. However, in an era of global consolidation and with escalating price
pressures, only the largest can survive. One option would have been to take over one of the key
competitors (they are, however, larger by an order of magnitude than this business segment of our
owner). Another possibility: to merge this business line with another one within the MNC’s organisation
and try to achieve, thereby, additional economies of scale. Our owner chose the third option: it
restructured the pneumatics segment through relocations and capacity optimisation, divested, and sold
it

As for the few organisational actions that were associated with the crisis, only the
catalysing effect of environmental turbulences has been acknowledged, as illustrated
by the following quotes.

‘Crisis has brought out existing organisational and production inefficiencies. You know, when we are
riding the expansion wave, we pay less attention to the hidden assets—to the huge savings we can
achieve with some creative reorganisation steps’.

‘Crisis prompted cost reduction and restructuring actions. Turnaround followed quite rapidly, due partly
to beneficial market trends. The company started to grow at an extraordinary speed. Some years later,
in 2014, the global HQ launched a comprehensive, multi-year organisational restructuring programme to
optimise the functional and the operations procedures and to harmonise and standardise the IT
systems. This restructuring was not prompted by the crisis but rather by the subsequent rapid growth

4 Additionally, the managers interviewed ascribed some organisational changes to the emergence of
ad hoc opportunities. For example, the bankruptcy (or the financial difficulties) of a competitor or of a
company specialised in complementary technologies often provoked a takeover decision.
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through acquisitions that necessitated the corporate-wide harmonisation of cultures, IT systems, and
processes’.

4.2 Key drivers of major organisational changes: long-standing market and technological trends

An important finding that crystallised from the interviews is that long-standing
technological and market trends were the main drivers of actions involving
fundamental organisational transformation.

The surveyed MNCs systematically monitor and analyse industry-specific
technological and market trends to detect opportunities and threats as early as
possible.

According to our informants, key trends that influenced the organisational
strategy and the structure were (a) the shifting composition of global demand; (b) the
consolidation and concentration of global value chains and the resulting increase in
the market power of the survived actors; and (c) industry-specific technological
trends. This section reviews them in turn, together with the surveyed firms’
organisational responses.

The phenomenon of shifting end-markets from North to South is a thoroughly
discussed development (e.g. Cattaneo et al.,, 2010; Kaplinsky and Farooki, 2011).
The global crisis accentuated the ‘new market imperative’ (Coe and Yeung, 2015, p.
101). Indeed, the new market imperative was mentioned by almost all our informants,
as a trigger for strategy transformation that, in turn, had organisational implications.
Organisational responses to the new market imperative were manifested in the
establishment of new plants, sales offices, distribution and logistics centres and
development centres in high-growth regions. One of the most conspicuous
organisational moves that reflected a shifting focus towards new growth regions was
the establishment of new regional HQs in selected emerging markets. Overall,
responses reflected a general effort to increase global presence.

Another recognition that provoked organisational responses was that the
competitive landscape has changed considerably. New competitors emerged and,
conversely, the number of existing competitors diminished due to mergers and
acquisitions. The survived established competitors have, however, leveraged their
increasingly global scale. Furthermore, the buyers/customers of the companies in the
sample engaged in acquisitions and takeovers themselves. Buyers (e.g. large original
equipment manufacturers) consolidated and concentrated their procurement to attain
better prices. Similarly, suppliers also became more powerful due to industry
concentration and consolidation. Technology development (discussed later)
necessitated the integration of new, specialised suppliers in the value chain that, in
turn, leveraged their specialised expertise and captured an increasing share of total
profit.

Together, these factors exerted pressure on the prices and margins of the
surveyed MNCs.

The changing competitive landscape prompted the surveyed global companies
to increasingly tailor their solutions to customers’ specific needs and localise their
businesses. Moreover, to compensate for falling margins, firms transformed their
business models from product-based to service-centric, another long-standing trend
that was accentuated by the crisis. By 2008, both types of organisational realignment
had been pursued for at least five years. However, the global crisis significantly
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intensified these processes.” The accounts of several managers interviewed
demonstrate the strong association between changes in strategy (increased
customer focus, localisation, and service-driven business model transformation) and
changes in structure.

‘Recognising that some of our customers account for a larger share of our total revenues than some
countries in total (!), a network of key account managers has been created. We realised that we can
hardly compete on the basis of ‘global products’ and ‘global operations’ any more. We created a
corporate division responsible for implementing the twin tasks of global products and local business. We
increasingly localise support activities as well’.

‘In contrast to the previous organisational setup with division-specific global and regional sales teams
working together, nowadays customer-specific key account managers coordinate the preparation of
individual large projects. Two key account managers work together: the one responsible for the
customer in the country where the customer's HQ are located and the one responsible for the
customer’s subsidiary in the country where the project is going to be implemented. This ensures that our
proposal is really tailored to the specifics of the planned project’.

Industry-specific technological trends (such as electromobility and automated driving)
and advances in other broad technology areas (Manyika et al., 2013) represent the
third, albeit the most important factor that influenced the reconfiguration of sample
companies’ organisations. Table 3 presents some examples and summarises sample
companies’ organisational responses to them. Across-sample organisational
responses to the recognised trends were heterogeneous in terms of companies’
make-or-buy choices. Some companies built up in-house capabilities, while others
relied on newly formed strategic partnerships or resorted to external services
providers, although hybrid solutions were the most common.

Table 3

Sample companies’ organisational responses to technological trends

Examples of
technological trends

Organisational responses*

New paradigms in
manufacturing, such as
ubiquitous computing; cloud-
based manufacturing services;
big data

eEstablishment of dedicated corporate divisions that reflect the
newly defined scope of the business;

¢ Creation of a new executive position: that of a chief digital officer;

e Strategic alliances, new partnerships;

oNew work organisation: digital workplaces, virtual teams, new job
descriptions;

elnvestments in in-house capabilities to collect, integrate and
analyse data;

e Implementation of the necessary related organisational changes;

eIncreased reliance on new digital support solutions (part of them
outsourced).

New paradigms in
manufacturing, such as
robotics, integrated automation
solutions; 3D printing; new
materials

elnvestment by corporate venture capital funds into promising
new ventures;

e Targeted takeovers to extend the value chain coverage;

eIn-sourcing (3D printing in-house of parts that were previously

® Note that the two processes are closely interrelated: service-centric business models emphasise

local responsiveness, while product-centric models are, rather, associated with global integration

(Prahalad and Doz, 1988).
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purchased from external vendors);

e Backshoring of selected activities;

eEstablishment of new centres of excellence and business
divisions

eIncreased reliance on open innovation;

e Strategic partnerships, e.g. with software solutions providers
whose software will be embedded in production process.

Greater connectivity, Internet

of Things (loT), smart
factories;
convergence of information

technology and manufacturing
technology to culminate in the
emergence of cyber-physical
production systems
(Monostori, 2015)

eExpansion in new business areas opened up by digital
developments:

eEstablishment of new corporate divisions and centres of
excellence;

e Intensified acquisition activity;

elmproved supply chain visibility (enhanced supply chain
integration) contributes to streamlining and optimising the supply
chain;

oNew strategic partnerships, open innovation;

eincreased cross-divisional collaboration (involving new job
descriptions and new executive positions) to bring together ‘the
physical’ and ‘the digital’.

Intelligent (smart, connected)
products (Porter and
Heppelmann, 2014, 2015)

e Strategic partnerships with IT-service providers to jointly develop
product-embedded intelligence solutions;

¢Building up additional in-house research capacities;

eIncreased reliance on open innovation;

eTargeted acquisitions to gain access
technology.

to complementary

The ‘Sustainability imperative’
(lowering energy consumption
and CO, emissions in the
production process)

e Establishment of dedicated green functional departments;

eMerger and transfer of related activities performed previously in
isolated functional departments;

¢ Creation of new executive jobs; cross-divisional collaboration for
green objectives;

eReorganisation of the supply chain;

e Expansion and diversification of the R&D team;

e Establishment of new centres of excellence;

eNew technological partnerships, e.g. through participation in
research consortia working on green solutions.

Modularisation  of
architecture

product

eReorganisation of the supply chain: development of stronger ties
with selected suppliers;

eIncreased reliance on relocation to low-cost premises;

e Acquisitions to increase the integration of the solution (the
module);

eIncreased reliance on open innovation;

e Increase of the global footprint.

* Individual companies resorted to one or several of the listed actions.
Source: interview information and corporate annual reports

In summary, newly identified emerging technological and market trends have exerted
a greater and more obvious influence on organisational changes at the surveyed
companies than have transient developments in the business cycle.

5. Conclusion

The purpose of this paper was to explore the real-world phenomena of MNCs’

organisational reconfiguration actions during and after the global crisis of 2007 —

2009. We argued that the global crisis reinforced and intensified MNCs’ ongoing
organisational reconfiguration trends. Global value chain-orchestrating multinational
companies are characterised by active portfolio management strategy; they flexibly
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adapt to adverse (or to beneficial) changes in the business environment through
divestments, reorganisation, expansion, and acquisitions, or by switching value-
adding activities between affiliates. They have constantly shifting portfolios of assets;
in this sense, real sector companies resemble financial investors. They implement
continuous, experimental changes in the organisational design to improve the
efficiency of coordination, enhance integration and coherence, facilitate exploration,
and bolster exploitation.

Although the global crisis prompted a number of cost-cutting actions, including
the occasional closure or sale of facilities, reorganisation, and relocation — actions
involving fundamental organisational transformation (i.e. actions that transcended
mere cost cutting) cannot be directly associated with the crisis. The strategic
organisational realignment programmes that have been implemented with shorter or
longer time lags after the crisis, have been driven by long-standing technological and
market trends. The recognition of these trends, i.e. of changes in the business
environment induced new strategic directions and, in turn, prompted the
implementation of fundamental changes in the surveyed MNCs’' organisational
structure.

This research has a number of limitations. A primary limitation is sample
selection bias; large, global MNCs may weather the crisis more easily than family-
owned internationalised ventures with a couple of low-cost production facilities.
Crisis-driven adjustment and reorganisation steps, as well as reliance on counter-
cyclical strategies, may significantly differ across various size categories.

Another limitation is that the interviews concentrated on the experience of
executives operating in one peripheral country, making the generalisation of the
findings quite problematic (even if the interviewed managers claim they have an
overview of the processes of the whole multinational enterprise). Their position is
obviously biased by operating in an affiliate of smaller importance. Although this
limitation was tried to be controlled for by the systematic analysis of MNC-level
documents, caution is required, especially, when interpreting the managers’ quotes.

The strong industry-specific character of the drivers of organisational
reconfiguration represents a further limitation. Further research is required to explore
the factors that influenced the reaction of MNCs to the global crisis in other
industries.

Finally, this research has not controlled for home and host country-specific
institutional factors that also might have shaped the surveyed MNCs’ behaviour.

Acknowledgement

This research was supported by the Institute of Economic Research of the
Hitotsubashi University Tokyo. The author thanks Tammy Bickett for providing
editorial assistance.

References

Adner R & Helfat CE (2003) Corporate effects and dynamic managerial capabilities. Strategic
Management Journal, 24(10): 1011-1025.

Amitabh M and Gupta RK (2010) Research in strategy—structure—performance construct: Review of
trends, paradigms and methodologies. Journal of Management and Organization, 16(5): 744-763.

Anderson J and Sutherland D (2015) Entry mode and emerging market MNEs: An analysis of Chinese
greenfield and acquisition FDI in the United States. Research in International Business and Finance,
35, 88-103.

14



Archibugi D, Filippetti A and Frenz M (2013) Economic crisis and innovation: Is destruction prevailing
over accumulation?. Research Policy, 42(2): 303-314.

Augier M and Teece DJ (2009) Dynamic capabilities and the role of managers in business strategy
and economic performance. Organization Science, 20(2): 410-421.

Aupperle KE, Acar W and Mukherjee D (2014) Revisiting the fit—performance thesis half a century
later: a historical financial analysis of Chandler's own matched and mismatched firms. Business
History, 56(3): 341-371.

Banerjee R, Kearns J and Lombardi M (2015) What could explain low business investment?. BIS
Quarterly Review, 67, March.

Barkema HG and Schijven M (2008) Toward unlocking the full potential of acquisitions: The role of
organizational restructuring. Academy of management journal, 51(4): 696-722.

Borisova G and Brown JR (2013) R&D sensitivity to asset sale proceeds: New evidence on financing
constraints and intangible investment. Journal of Banking & Finance, 37(1): 159-173.

Bowen GA (2009) Document analysis as a qualitative research method. Qualitative Research Journal,
9(2): 27-40.

Bowman EH and Singh H (1993) Corporate restructuring: Reconfiguring the firm. Strategic
Management Journal, 14(S1): 5-14.

Boyle B and McDonnell A (2013) Exploring the impact of institutional and organizational factors on the
reaction of MNCs to the global financial crisis. Asia Pacific Business Review, 19(2): 247-265.

Brauer MF and Wiersema MF (2012) Industry divestiture waves: How a firm's position influences
investor returns. Academy of Management Journal, 55(6): 1472-1492.

Cattaneo O, Gereffi G and Staritz C (eds) (2010) Global Value Chains in a Postcrisis World. A
Development Perspective, Washington: The World Bank.

Cerrato D, Alessandri T and Depperu D (2016) Economic Crisis, Acquisitions and Firm Performance.
Long Range Planning, Epub ahead of print 14 January 2016. DOI:10.1016/j.Irp.2015.12.018

Chandler AD (1962) Strategy and Structure. MIT Press, Cambridge, MA.

Child J (1972) Organizational structure, environment and performance: The role of strategic choice.
Sociology, 6(1): 1-22.

Damijan JP (2014) Corporate financial soundness and its impact on firm performance: Implications for
corporate debt restructuring in Slovenia. EBRD Working Paper, No. 168.

Decker C and Mellewigt T (2007) Thirty years after Michael E. Porter: what do we know about
business exit?. The Academy of Management Perspectives, 21(2): 41-55.

De Fiore F and Uhlig H (2015) Corporate debt structure and the financial crisis. Journal of Money,
Credit and Banking, 47(8): 1571-1598

De Marchi V, Di Maria E and Ponte S (2014) Multinational firms and the management of global
networks: Insights from global value chain studies. In: Pedersen, T., Venzin, M., Devinney, T.M., and
Tihanyi, L. (Eds.) Orchestration of the global network organization (Advances in International
Management 27: 463-486.

Drauz R (2014) Re-insourcing as a manufacturing-strategic option during a crisis—Cases from the
automobile industry. Journal of Business Research, 67(3): 346-353.

Du Caju P, Kosma T, Lawless M, Messina J and R6ém T (2015) Why Firms Avoid Cutting Wages
Survey Evidence from European Firms. ILR Review, 68(4): 862-888.

Duriau VJ, Reger RK and Pfarrer MD (2007) A content analysis of the content analysis literature in
organization studies: Research themes, data sources, and methodological refinements. Organizational
Research Methods, 10(1): 5-34.

Eckbo BE and Thorburn KS (2013) Corporate Restructuring. Foundations and Trends® in Finance,
7(3): 159-288.

15


http://dx.doi.org/10.1016/j.lrp.2015.12.018

Ecorys (2009) Measuring and Benchmarking the Structural Adjustment Performance of EU Industry.
Available at: http://www.pedz.uni-mannheim.de/daten/edz-
h/gdb/09/key_findings_measuring_and_benchmarking_en.pdf (accessed on 5th April, 2016)

Eisenhardt KM (1989) Building theories from case study research. Academy of Management Review,
14(4): 532-550.

Eisenhardt KM and Martin JA (2000) Dynamic capabilities: What are they? Strategic Management
Journal, 21(1): 1105-1121.

Fabiani S Lamo A, Messina J and Room T (2015) European Firm Adjustment During Times of
Economic Crisis. ECB Working Papers, No. 1778.

Fisch JH and Zschoche M (2012) The effect of operational flexibility on decisions to withdraw from
foreign production locations. International Business Review, 21(5): 806-816.

Fromhold-Eisebith M (2015) Sectoral Resilience: Conceptualizing Industry-Specific Spatial Patterns of
Interactive Crisis Adjustment. European Planning Studies, 23(9): 1675-1694.

Galan JI and Sanchez-Bueno MJ (2009) The continuing validity of the strategy-structure nexus: new
findings, 1993-2003. Strategic Management Journal, 30(11): 1234-1243.

Guevara D and Bounfour A (2013) Monitoring intellectual capital: a case study of a large company
during the recent economic crisis. Knowledge Management Research & Practice, 11(2): 196-207.

Kaplinsky R and Farooki M (2011) What are the implications for global value chains when the market
shifts from the north to the south? International Journal of Technological Learning, Innovation and
Development, 4(1-3): 13-38.

Kinkel S (2012) Trends in production relocation and backshoring activities: Changing patterns in the
course of the global economic crisis. International Journal of Operations & Production Management,
32(6): 696-720.

Knudsen ES and Foss K. (2015) The effect of recessions on firms’ boundaries. Industrial and
Corporate Change, 24(5): 1081-1108.

Kolev KD (2016) To Divest or not to Divest: A Meta-Analysis of the Antecedents of Corporate
Divestitures. British Journal of Management, 27(1): 179-196.

Kunc M and Bhandari R (2011) Strategic development processes during economic and financial crisis.
Management Decision, 49(8): 1343-1353.

Lee APJY (2013) Dual-option subsidiaries and exit decisions during times of economic crisis.
Management International Review, 53(4): 555-577.

Lee SH and Makhija M (2009) Flexibility in internationalization: is it valuable during an economic
crisis?. Strategic Management Journal, 30(5): 537-555.

Miles RE, Snow CC, Meyer AD and Coleman HJ (1978) Organizational strategy, structure, and
process. Academy of Management Review, 3(3): 546-562.

Manyika, J., Chui, M., Bughin, J., Dobbs, R., Bisson, P., & Marrs, A. (2013). Disruptive technologies:
Advances that will transform life, business, and the global economy. New York: McKinsey Global
Institute.

Monostori L (2015) Cyber-physical production systems: roots from manufacturing science and
technology. at-Automatisierungstechnik, 63(10): 766-776.

Nelson RR and Winter SG (1982, 2009) An evolutionary theory of economic change. Harvard
University Press.

Patton MQ (1990) Qualitative evaluation and research methods. Newbury Park, CA: SAGE
Publications.

Pavlinek P (2015) Foreign direct investment and the development of the automotive industry in central
and eastern Europe. In: Galgéczi B, Drahokoupil J, and Bernaciak M (Eds.) Foreign investment in
eastern and southern Europe after 2008. Still a lever of growth? Brussels: ETUI, pp. 209-255.

16


http://www.pedz.uni-mannheim.de/daten/edz-h/gdb/09/key_findings_measuring_and_benchmarking_en.pdf
http://www.pedz.uni-mannheim.de/daten/edz-h/gdb/09/key_findings_measuring_and_benchmarking_en.pdf

Pertusa-Ortega EM, Molina-Azorin JF and Claver-Cortés E (2010) Competitive strategy, structure and
firm performance: A comparison of the resource-based view and the contingency approach.
Management Decision, 48(8): 1282-1303.

Porter ME and Heppelmann JE (2014) How smart, connected products are transforming competition.
Harvard Business Review, 92(11): 64-88.

Porter ME and Heppelmann JE (2015) How Smart, Connected Products Are Transforming
Companies. Harvard Business Review, 93(10): 96-114.

Prahalad CK and Doz Y (1988) The Multinational Mission: Balancing Local Demands and Global
Vision. New York: The Free Press.

Rollins M, Nickell D and Ennis J (2014) The impact of economic downturns on marketing. Journal of
Business Research, 67(1): 2727-2731.

Rumelt RP (1974) Strategy, structure, and economic performance. Cambridge MA: Harvard University
Press.

Sanchez-Riofrio AM, Guerras-Martin LA and Forcadell FJ (2015) Business portfolio restructuring: a
comprehensive bibliometric review. Scientometrics, 102(3): 1921-1950.

Sass M (2015) FDI trends and pattern in electronics. In: Galgéczi B, Drahokoupil J, and Bernaciak M
(Eds.) Foreign investment in eastern and southern Europe after 2008. Still a lever of growth? Brussels:
ETUI, pp. 257-295.

Schloetzer JD, Tonello M and Aguilar M (2015) CEO Succession Practices, 2015 Edition. Conference
Board.

Song S (2014) Unfavorable Market Conditions, Institutional and Financial Development, and Exits of
Foreign Subsidiaries. Journal of International Management, 20(3): 279-289.

Teece DJ, Pisano G and Shuen A (1997) Dynamic capabilities and strategic management. Strategic
Management Journal, 18(7): 509-533.

Wan WP and Yiu DW (2009) From crisis to opportunity: Environmental jolt, corporate acquisitions, and
firm performance. Strategic Management Journal, 30(7): 791-801.

17



