Article

Meyer, K., & Estrin, S. 2023. It's Hard to Say Goodbye: Managing Disengagement during
Political Disruptions. AIB Insights, 23(2). https://doi.org/10.46697/001¢c.72023.

It’s Hard to Say Goodbye: Managing Disengagement during Political

Disruptions

Klaus Meyer'®#°, Saul Estrin?

T Ivey Business School, Canada, 2 London School of Economics, UK

Keywords: exit, disengagement, divestment, political disruption, geopolitics, multinational enterprises

https://doi.org/10.46697/001¢.72023

AIB Insights
Vol. 23, Issue 2, 2023

When companies experience political disruptions to their global business, such as
Myanmar 2020 or Russia 2022, challenges in the host economy may be compounded by
home country pressures to disengage. How can MNEs navigate such economic and ethical
complexity? We suggest that MNEs facing pressures to exit should organize their decision
process in three steps: First, clarify the financial implications considering the
implications of disengagement for operations outside the focal country. Second, assess
the ethical implications of continuing operations in the country. Third, opting to
disengage, assess the merits of alternative disengagement strategies, including partial

and full exit.

INTRODUCTION

When Russian forces invaded Ukraine in 2022, multina-
tional enterprises (MNEs) from Europe and North America
faced intense pressures to disassociate themselves from
Russia, and its political leadership. Many had invested over
two decades to build local market share in the world’s
eleventh largest economy, to develop local supply chains or
to tap into Russia’s resource and mineral wealth. Now they
faced complex ethical dilemmas. Public opinion has been
leaning very strongly on them to disengage completely, yet
they also had legal and moral obligations within Russia, for
example with respect to their own employees.

This situation in Russia represents a particularly severe
case of political disruption to international business, which
can also include military coups, violent unrest, wars and
economic sanctions. Political disruptions may start as sin-
gle country events but are often amplified by the interplay
of politics in home and host countries. International Busi-
ness scholars such as Witt (2019) and Hartmann and Devin-
ney (2020) argue that such disruptions are likely to occur
frequently in the near future. They can affect MNEs at mul-
tiple levels:

» Operationally, MNEs’ supply chains may be disrupted
by new barriers to trade, labor and capital flows, by
dislocated transport linkages, or even through physi-
cal damage to facilities from military actions.

+ Financially, MNEs may face an immediate drop in the
value of their assets in the affected country due to
lower revenues or increased costs. They may also be

unable to repatriate profits or to continue to fund op-
erations externally.

» Strategically, MNEs may have to reassess the focus of
their growth strategies, and the optimal geographic
configuration of their value chains.

» Ethically, MNEs may have to reassess doing business
in countries where operations or business partners
can no longer satisfy the MNEs’ aspired corporate so-
cial responsibility standards and values.

When facing political disruptions, the challenges for
MNEs within the host country may be compounded by a va-
riety of stakeholder pressures to disengage (Mol, Rabbiosi,
& Santangelo, 2023). How can MNEs navigate this financial
and ethical complexity? Perhaps surprisingly, many firms
that disengaged from Russia in early 2022 performed bet-
ter on the stock markets than those who stayed (Economist,
2022). At the same time, very few companies fully divested
operations in the country (Evenett & Pisani, 2023). Why
should firms disengage from a country facing political dis-
ruption? MNE motives for disengagement includes finan-
cial and ethical considerations (Exhibit 1). These higher-
level objectives influence not only the decision whether to
exit, but also the design of the exit strategy.

EXIT DECISION PROCESS

We suggest that MNEs facing pressures to exit due to po-
litical disruptions should organize their decision process in
three steps: First, to clarify the financial implications con-
sidering the implications of disengagement for operations
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Exhibit 1. Decision criteria for assessing impact of political disruption

operations conflict with

local law state

Criteria Arguments to exit Arguments to stay
(examples) (examples)
Financial Reduced revenues Reduced sales forecasts Opportunity to build market share as
others exit
Increased costs Increased logistics costs Secure access to scarce resources
Risk management Increased political risk Reduce the risk of IPR expropriation
Ethical Ethical practices in own The company is asked to provide Continued operations best protect the

personal data on customers to the
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Ethical practices among
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Exhibit 2. A simplified decision tree

outside the focal country. Second, to assess the ethical im-
plications of continuing operations in the country. Third,
if they opt to disengage, to assess the merits of alternative
disengagement strategies, including partial and full exit.
Exhibit 2 summarizes our arguments in the form of a deci-
sion tree.

STEP 1: EVALUATE THE FINANCIAL IMPACT OF
POSSIBLE DISENGAGEMENT, INCLUDING
INTERDEPENDENCE OF GLOBAL OPERATIONS

Let’s start our analysis from conventional financial analy-
sis. A political disruption potentially affects the revenues,
costs and risks of an operation (De Villa, 2023; Meyer, Fang,
Panibratov, Peng, & Gaur, 2023), and thereby influences
(usually reduces) decision parameters such as net present

Stay, or partially
disengage

Sell to highest
bidder

value (NPV). The financial analysis however cannot be lim-
ited to the operations in one country alone. Because of
their global reach, MNEs tend to have integrated opera-
tions, so discontinuation of activities in one country may
disrupt operations elsewhere.

A resource-dependency analysis is particularly helpful to
evaluate these considerations. The dependence of the par-
ent firm on the subsidiary can arise for example when the
latter provides critical raw materials or intermediate prod-
ucts. In this case, the entire parent operation may be un-
dermined by an abrupt exit. Examples include intermedi-
ate products in complex value chains or raw materials such
as oil, gas, nickel, palladium, etc. Dependence of the sub-
sidiary on the parent arises in particular from ongoing and
difficult to substitute inputs from the parent, such as high-
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Exhibit 3. Analyzing resource-dependencies

Low

Subsidiary dependence on Parent
High

Parent dependence High Exit creates self-harm

Exit results in mutual self-destruction

on the subsidiary Low

Exit by sale of the operation highly feasible

Exit may destroy the local operation

tech components. In such subsidiaries, cutting off interna-
tional supplies would be effective in stopping the opera-
tion.

Exhibit 3 brings these considerations together. In cell 1,
the parent is highly dependent on the subsidiary, and an
exit would substantially harm the global company. This sit-
uation may arise for subsidiaries that are the sole supplier
of certain raw materials or intermediate goods. For exam-
ple, Danish building materials producer Rockwool has its
technologically most advanced facility in Russia supplying
operations across Europe, and thus was resisting pressures
to divest (Rosengvist, 2022). Cell 2 includes operations that
are highly integrated within both the global company and
the local economy. In these cases, an assessment of the rel-
ative harm is very complex.

Cell 3 includes subsidiaries that operate with a high de-
gree of operational independence with few critical inter-
national trade flows. Some Western MNEs had successfully
built operations in Russia to locally deliver goods or ser-
vices that do not substantially depend on exports or im-
ports. This includes US restaurant chains such as McDon-
alds and Burger King, retailers such as Auchan (France),
brewers such as AB Inbev (Belgium) and Carlsberg (Den-
mark), as well as consumer goods companies such as
Danone (France) (Jack, Morris, White, & Edgecliffe-John-
son, 2022; Lehto & Kauranen, 2022). The foreign owners
invested heavily in capability building and brands, but the
businesses could substantially could be run by local owners
without regular interactions with foreign partners. Under
these conditions, a sale of the business operation is com-
paratively straightforward because the need for post-acqui-
sition restructuring is modest. However, also nationaliza-
tion and continuation of the operation is feasible, giving
the host government pressure points in the negotiations.

Finally, cell 4 includes subsidiaries that are highly de-
pendent on the parent, for example, assembly lines for ma-
chine tool and car manufacturers that are critically de-
pendent on imported components such as engines or
electronics that are not locally available. In Russia, Euro-
pean car makers such as Mercedes or Stellantis fall in this
category. Their local operations can be disrupted by stop-
ping exports of these components, which makes them ideal
targets for economic sanctions.

STEP 2: ASSESS THE ETHICAL ARGUMENTS FOR AND
AGAINST DISENGAGEMENT

Political disruptions may also confront MNEs with ethical
issues potentially affecting their global reputation. Ethical
arguments to leave a foreign location usually focus on the
association with a government that pursues policies in vio-

lation of generally accepted international norms of interna-
tional relations and in contradiction to the firm’s own cor-
porate values, such as human rights violations or military
activities in other countries. A classic example is the disen-
gagement of many Western MNEs from South Africa during
apartheid.

Such ethical issues may result in pressures from a variety
of stakeholders. For example, civil society groups and non-
governmental organizations (NGOs) may target companies
engaged in particular host economies because of human
rights abuses; major shareholders such as pension funds
may regard investments in certain locations or sectors as
being in violation of their own ethics codes; while govern-
mental stakeholders may wish to limit investment in some
countries for political or military reasons. The relevance of
these arguments varies substantially with the type of oper-
ation the MNE conducts in the country, but the pressures
will be stronger, the more the MNESs’ operations in a coun-
try provide resources that are — or could be - used for the
objectionable activities. For example, technology might be
used directly or indirectly for military purposes or to pur-
sue human rights abuses. Stakeholders may also argue that
a company’s activities indirectly support the host govern-
ments via tax revenues.

The ethical analysis also has to consider risks of dete-
riorating local conditions that may lead the company on a
slippery slope that eventually lead to unethical activities
in its subsidiaries. For example, Lafarge of France decided
to continue operating its cement factory in Jalabiya, Syria
when the civil war spread, considering both the high sunk
costs incurred during the construction of the plant and
expected opportunities in the post-war reconstruction of
the country. However, as the civil war accelerated, Lafarge
managers ended paying groups considered terrorists by
Western government to secure passage for employees, and
later failed to protect the safety of its employees when
evacuating the plant. Penalties for corrupt practices fol-
lowed in both US and French courts (Alderman, Peltier, &
Saad, 2018; Waldie, 2018).

However, other ethical arguments may support staying
in the country. A major element of corporate social respon-
sibility concerns the treatment of employees in a company’s
own operations and suppliers around the world. Laying em-
ployees off as a consequence of actions of their government
over which they have often little influence may be ethically
problematic. Moreover, the company may be supporting
disadvantaged groups in the country, for example by pro-
viding for basic needs or critical health care.' In addition,
certain assets controlled by the MNE may cause greater
harm in the hands of the host government or its associates.
For example, when Norwegian telecom operator Telenor re-
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sponded to pressures from civil rights groups to divest from
Myanmar after the coup of 2020, it faced a different set of
pressures not to divest because of concerns that the new
owners would provide the government access to personal
data of mobile phone users, with negative consequences for
opposition activists (Purdon & Phonsathorn, 2021; Wallace
& Liu, 2021).

The relative importance of ethical considerations varies
for different firms, depending on the type of their oper-
ations in the target country and the influence of the rel-
evant stakeholders. For example, companies with highly
visible consumer brands are more exposed to stakeholder
activism and consumer boycotts while listed firms are sub-
ject to more public scrutiny than privately held companies
(Meyer & Thein, 2014).

The ethical arguments may be integrated with the finan-
cial arguments in two ways (Exhibit 2). First, if continu-
ation would lead to a violation of its minimum standards
of corporate values, then the company has to withdraw
(or rewrite its ‘values’ statement). Second, if continuation
meets minimum standards but still creates ethical chal-
lenges and risks, these may be incorporated in the decision
making by reducing the NPV.

STEP 3: ASSESS DIFFERENT FORMATS OF
DISENGAGEMENT TO ENSURE CONSISTENCY WITH
HIGHER LEVEL ETHICAL OBJECTIVES

Once a decision to exit a foreign country has been reached,
the next question is how to exit? On this question, we
have virtually no literature in IB. While a substantive lit-
erature analyzes subsidiary exit versus survival, very few
studies differentiate types of exit (Dai, Eden, & Beamish,
2022). Conceptually, we can distinguish full disengagement
or partial disengagement, such as the freezing of opera-
tions. The decision-making is complicated by the fact that
the identity of the future owner matters for the achieve-
ment of ethical objectives.

Partial disengagement presents lower financial risk for
the company (Exhibit 4, Panel A). Thus, for example many
businesses in Western Europe announced a “freeze” on
their operations in Russia, which essentially means that
they would not undertake new resource commitments to
the country. In the short run, such ‘freezing’ has little effect
on the subsidiary operations but by restricting modern-
ization of facilities or marketing campaigns, it may erode
competitiveness. However, such actions may alienate local
stakeholders while being unlikely to satisfy engaged stake-
holders in the home country.

Companies may also engage in what Meyer and Thein
(2014) in their study of Myanmar called low-profile strate-
gies. These strategies reduce resources in the country, es-
pecially those visible to outside observers, but maintain at
least a foothold in the country. Low profile strategies of

partial disengagement may take many different forms, in-
cluding:

« stop selling international brands, but continue oper-
ating using local brands only,

« stop selling products branded ‘made in’ the country
of concern,

» replacing a sales subsidiary by legally-independent
distributors,

» reducing equity stake in joint ventures,

» selling a business unit and then licensing to it to
enable continued operations (i.e. the operations are
outside the formal ‘boundaries of the firm’ but still
under de facto control),

« stop supplies of intermediate products and technol-
ogy to a subsidiary such as to disable operations with-
out giving up legal titles.

However, these strategies may also not satisfy the rel-
evant stakeholders. Thus, even investors with long-stand-
ing operations in Russia have been contemplating more
complete withdrawals. Yet, several practical obstacles arise
when trying to divest after a political disruption. Primarily,
after political disruptions, buyers for corporate assets are in
short supply. In principle, the businesses could be sold to
local investors or to investors from third countries that did
not impose sanctions (Meyer et al., 2023). For example, Mc-
Donalds sold its Russian business to a local business part-
ner who continued operating the restaurant chain under a
new name (Astrasheuskaya, 2022). Yet, with the absence of
potential Western buyers, increased political risks, and po-
tential logistical challenges, the sales value would likely be
substantially below the pre-sanction valuations.

Moreover, selling assets to local businesspersons at a
discount would transfer major value to local elites likely as-
sociated with the political leadership of the country. Such
new owners would likely manage the assets according to
their own values, which may support the government yet
pay little attention to social responsibility towards employ-
ees and other stakeholders of the exiting MNE. Reports of
Russian business tycoons such as Vladimir Potanin build-
ing powerful business empires through acquisitions of ex-
iting foreign owners support this concern (Astrasheuskaya
& Hume, 2022). Even then, valuation and drawing up con-
tracts may be inhibited by a thin and non-transparent mar-
ket for corporate assets in politically unstable environ-
ments, and a shortage of investment bankers with relevant
M&A experience (Lehto & Kauranen, 2022).

We summarize the options for a complete divestment in
Exhibit 4, Panel B. The MNEs could, theoretically, exit by
disabling the functionality of operations (temporary or per-
manently), locking up the factory, or burning the facility -
which is risky due to likely retaliatory actions. Apart from
operations at the frontline of a military conflict, such rad-
ical exit is rare. Alternatively, if the focus was entirely fi-
nancial, the MNE could sell the assets to the highest bidder,

1 A concern raised for example by French supermarket chain Auchan in Russia (Le Monde, 2022).
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Exhibit 4. How to Disengage?

Panel A: Partial Disengagement Strategies

Advantages

Drawbacks

Discontinue sale of international
premium brands

e Highly Visible

e Loss of high-margin part of the business

Discontinue technology transfer and
staff training

e Significant economic impact in some in-
dustries

e Impact depends on technological depen-
dencies

Discontinue exports of intermediate
goods to the operation

e Highly visible
e Significant economic impact in some in-
dustries

e Impact depends on resource dependen-
cies

Freeze operations, i.e. continue status

e Meets basic stakeholder expectations

e Unlikely to satisfy highly engaged stake-

quo but no new investments

holders
e High exposure to political risks

Panel B: Full Disengagement Strategies

Advantages Drawbacks
Liquidate operations e Strong signal to political stakeholders e Local employees lose jobs and income
e Significant economic impact e Expropriation by host authorities likely
e Complete financial write-off
Sell operations to highest bidder e Strong signal to political stakeholders o Feasibility depends on resource depen-

e Minimizing financial losses

dencies

e Few buyers available, thus sale price
likely is substantially below book value.

e Implementation will take time

e Assets likely to fall in the hands of allies
of the political regime

Sell operations to buyer meeting .
ethical concerns

May include specific conditions such as .
protection of employees or buy backs. .
e Protecting property rights

Complex negotiations
Contracts may not be enforceable

though possibly at a price much below the pre-disruption
price. Potential buyers would include local businessper-
sons, private equity less exposed to civil society stakeholder
pressure, or third country investors that do not face the
same stakeholder pressures to disengage.

Full disengagement might also be subject to the same
ethical considerations that led to the decision to disengage.
Hence, MNEs should sell to a buyer acceptable from an eth-
ical perspective, i.e. a buyer who will not use the assets con-
trary to the values of the MNE and its stakeholders. Thus,
buyer due diligence would exclude, for example, cronies
of the government or companies involved in human rights
abuses. Buyers qualifying under these considerations could
be existing business partners or the existing management
team. Such a trusted buyer may be willing — with suitable
financial inducements - to adopt social obligations. A sale
to a trusted partner may also contain a buy back clause. Re-
portedly, McDonalds and Renault have sold their assets to
local partners with such a clause in their contracts (Lehto &
Kauranen, 2022). However, such conditions in a sales con-
tract may be hard to enforce in an authoritarian or other-
wise volatile country.

CONCLUSION

Recent cases from Syria 2014, Myanmar 2020 and Russia
2021 show a wide variety of corporate responses to home

country pressures to divest after a political disruption. This
variation arises from different assessments along the three
steps we suggest should guide exit decisions, namely finan-
cial and ethical analysis, along with consideration of spe-
cific options for reducing commitments in a country. Ex-
hibit 2 summarizes the arguments in a simplified decision
tree that may serve as a starting point for corporate deci-
sion making. For managers, it is important to conduct all
three steps carefully rather than being guided by demands
from the most outspoken stakeholders. For business schol-
ars, political disruptions open a wide new area for research.
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