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ABSTRACT

This paper mainly aims to explore the potential methods for recovering from the financial crisis, and the
potential strategic actions to enhance a firm’s financial performance based on perspectives of corporate
governance and strategic management. This paper takes Unilever as a case study analysis to identify how
Unilever dealt with the 2008 financial crisis. The data for analysing the performance of Unilever is all secondary
data from the annual reports. The findings of this case study show that a firm could improve the financial
performance after the financial crisis through implementing corporate social responsibility, modifying the
corporate structure and changing the current business strategy. For recovering from the negative influence of
financial crisis, it is also important for firms to reduce agency problems by increasing the independence of
boards and using stock options.
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1. INTRODUCTION

The 2008 financial crisis caused a negative
economic effect on global brands’ financial
performance [1]. Although those detrimental effects
including the decreased share price, the negative
credit rating and financial distress make some firms
bankrupt, there are still some firms that get away
from this financial crisis and recover their
performance. Based on that, the failure and collapse
of those brand resulted in public and scholars
focuses on the perspective of corporate governance
[2]. Studies from the empirical evidence show that
firms” corporate governance plays an essential role
and has an important impact on the degree of how
firms are impacted and recovered from the financial
crisis [3]. Therefore, this paper will demonstrate the
role of corporate governance in responding to the
financial crisis from three perspectives which are
vision, corporate social responsibility (CSR) and
corporate structure, using the example of Unilever
which is a British multinational consumer goods
company. Firstly, the performance of Unilever by
2009 will be analysed. Subsequently, the relevant
changes and actions to deal with the financial crisis
will be evaluated through an empirical example.

Finally, based on those, some strategic suggestions
and implications will be made.

1.1 Performance of Unilever by 2009

According to the financial indicators from 2004
to 2009 in figure 1, Unilever's overall performance
was poor. First, from 2004 to 2009, Unilever's net
profit increased, whereas the growth rate of net
profit declined year by year. According to the
growth of net profit, the company has the ability to
increase net profit [9], and Unilever’s performance
of growth in net profit in 2009 turned out to be the
worst which stands at -31.01%, demonstrating that
Unilever's profitability is extremely low. In
addition, the positive side is that the sales seem to
remain stable on the surface level, but the downside
is that the sales in growth is still declining,
indicating that Unilever is not profitable by 2009.
Essentially, it indicates that Unilever was not
profitable as before. Apart from that, operating
profit is another indicator to measure the
profitability of financial performance [10]. After
continuous growth in operating profit from 2004 to
2008, Unilever experienced a dramatically decline
in 2009 which decreased by 30.14%, showing that
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Unilever's weak ability to convert sales into net profit.

Table 1. Financial indicators [4-8]

2004

2005

2006

2007

2008

2009

Year

Financial

indicators

Net profit 2,941 3.975

(€ million)

5.015

4.136 5.285 3.646

Growth in net 35.16%

profit

26.16%

-17.53% | 27.78% | -31.01%

Sales 37.168 | 38.401

(€ million)

39.642

40,187 40.523 39.823

Growth in 3.32%

sales

0.84% -1.73%

Operating 3.981 5.074
profit

(€ million)

5.408

7.167 5.007

Growth in 27.46%
operating

profit

6.58%

3.01% 36.64% | -30.14%

3.6%

2.3% 2.3%

4.5%

2.5%

0,

Figure 1 Consumer price index (CPI) inflation rate in the United Kingdom (UK).

Based on the fact that inflation will aggravate
long-term development of the company, the growth
rate in sales should offset its impact on achieving
sustainable growth [12]. As shown in "Figure 1",
the inflation rate of the United Kingdom which is
the main operating country for Unilever, is 2.2% in

2009. Considering that the growth in sales obtained
in "Table 1" is negative 1.73%, the growth is much
lower than the inflation loss, which illustrates that
Unilever has been in long-term development under
financial risks.
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Table 2. Proportion of staff cost and employee reduced [7] [13]

Year 2005 2009
Number of employees 206.000 163.000
Employees turnover (%) 20.1%

Employee cost (A) 5,745 5,237
($ Million)

Turmover (B) 38.401 39.823
($ Million)

Proportion of employee cost 15.0% 13.2%
(A/B)

Reduce in employee cost (%) 1.8%

Based on the non-financial indicators in "Table
2", the number of employees indicates a
dramatically decline from 2005 to 2009. Human
capital is of vital significance comprising of
individuals’ knowledge with capabilities together,
therefore, organisational performance would be
negatively affected by the employee turnover [14].
From 2005 to 2009, employee turnover standing at
20.1% in figure 3 demonstrates that it not only
adversely affected Unilever’s performance, but also
reduced staff costs by only about 2%, which shows
that the cost-effectiveness of employees is not
good. To be specific, the labour flexibility has a
positive relationship with cost-efficiency [15],
showing that Unilever's low level of labour
flexibility and cost efficiency has led to its lagging
performance. Overall, both financial and non-
financial indicators illustrate that Unilever's
performance was lagging by 2009.

1.2 Change in Vision with CSR

Before analysing the changes to CSR, it is
important to analyse the effect of change of CEO.
Firstly, based on the previous performance analysis,
Unilever’s lagging performance by 2009 enforced
the company to hire an outsider who can positively
influence firm’s performance [16]. Take Procter &
Gamble in 2008 as an instance, the company hired
four outsiders in that year, all of whom had served
as CEOs to improve the company’s efficiency [17].
Moreover, Polman has competences to recognition
and identify opportunities. For instance, Polman,
who is good at seizing opportunities, led Nestlé

Nutrition to become the world's second largest
leader in healthcare and infant nutrition separately,
contributing a total of 11 billion US dollars to
Nestlé’s sales [18]. Furthermore, according to the
complacency of Unilever insiders [19], Unilever’s
CSR and brand image are damaged. Based on that,
Unilever needs to bring changes for its bad image
of organisation through hiring the outsider, because
external CEO succession is related to changes in
existing administrative models [20].

In addition, Polman applied a revolutionary
strategy for the change of vision. Revolutionary
change is focusing on “clear strategic direction, top
management changes, culture change and
monitoring change” [21]. Polman transformed its
vision into the sustainability of CSR, thereby
enhancing the brand image and corporate
reputation. Meanwhile, Unilever has incorporated
the principles of sustainable development into its
core competitiveness [22], which also provides
opportunities to enhance its competitive advantage
and raise a good reputation. Furthermore, since
CSR can create a good ethical brand image [23],
Unilever has successfully established a positive
brand image by incorporating CSR into corporate
marketing.

1.3 Change in Corporate Structure

To better shape the strategy formation and
implementation, as well as realize the aim of
sustainable  development, Unilever’s original
structure has been improved from
a transnational structure to a matrix structure [24].
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Figure 2 Matrix structure of Unilever.

Compared to the weakness of the original
transnational structure which hinders resource and
capability sharing, the first advantage of Unilever’s
matrix structure as shown in "Figure 2" is that the
same goals must be set to achieve the vision of each
employee. Namely, Unilever believes that
cultivating employee elites is a key factor in
sustainable development, therefore, the matrix
structure can provide clear goals for the strategy
implementation [25-26], which would make it
easier for employees to follow the vision and
improve employees’ enthusiasm and motivation to
achieve sustainable development. In addition,
Unilever encourages employees to jointly create
sustainable development through the matrix
structure [27-28]. Accordingly, Unilever’s strategic
direction in sustainability would be ensured by
matrix structure.

The second merit of Unilever’s matrix structure
is that it eliminates repetitive communication and
thus promotes sustainable product development.
Through the design of matrix structure, resource
sharing between different units will be more
efficient and effective [29]. To be more specific,
the coordination between different departments
would promote the combination of product
development  and  sustainable innovation.
Nevertheless, the dual command principle of the
matrix structure will make employees feel confused
to some extent [25]. Consequently, it is of vital
importance for Unilever to established a fluent and
precise communication channel, aiming to
effectively guild employees for the implementation
of strategy.

1.4 Change in Business Strategy

According to market dynamics, emerging
markets have become an integral part, which will

mainly affect the profits of international packaged
goods companies [30-31]. To occupy more market
share in emerging countries, the business-level
strategy of Unilever was changed from market
penetration to market development. Importantly,
Unilever successfully expanded its customer base
in the emerging markets which contains China and
India [32]. Among them, more than half of
Unilever's revenue in 2014 (5.7 billion euros) came
from emerging markets. This is a good indication
that the change in business-level strategy will help
Unilever enhance the profitability, and it will also
help the company recover from the 2008 financial
crisis by entering to emerging markets. Overall,
strategic changes not only freed Unilever from its
predicament, but also improved its economic
growth at the same time.

As a result, change in corporate governance
could be an effective way to manage the financial
crisis. Therefore, according to the example of
Unilever, CSR corporate structure and business
strategy might be essential in dealing with the
lagging performance caused by the external
environment.

2. SUGGESTION

According to "Figure 3", the business canvas
model shows Unilever’s nine elements, including
current key partners, key activities, key resources,
value propositions, channels, customer
relationships, customer segments, cost structure and
revenues streams. The strategic suggestion for
Unilever will be made from the perspective of cost
structure which is associated with corporate
governance. To improve the costs structure, one of
the key element is to reduce the unnecessary costs
caused by agency problem.
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Key Partners

Key Activities
®  Marketing

®  Branding

Valwe Propesitions

ibility (CSR)

sustainable living plan

®  Diverse of products from a

range of more than 400

®  Investors (sharcholders) ®  Manufacturing
®  Worldwide partners that spans ®  Distribution
the 190 countries (Unilever, ®  Sourcing
L] c .
2021a) R&ED ®  Corporate social
®  The innovation develaper
Key Resources
(Wunderman Thompson), {hrough Unilever
®  The cmission management ®  Open innovation
®  Financi -
partner (Kompak Nederland), Finansial resouross (Unilever, 2021}
®  The supply chain planning @ Human rosources
partner (Farabi Petrochemicals) | ®  Brand identity
®  The raw material supplier (CCL. | ®  Brand cquity

Label),

®  Manufacturing facilities

brands (Unilever, 2021¢)

L Marketing sustainability

Customer Relationships

®  Sustainability

®  Customer loyalty programme

®  Consumer engagement programme t

hrough Facebook

Channels

- Social media (Facebook, twitter,

YouTube)

®  Physical shops with point of

Customer Segments

Unilever sells FMCG
products, Unilever target

almost all the consumers

®  The marketing, sourcing and ®  Distribution network

delivering parter (HH Globaly | ®  Social network

L] Intellectual property (eg.

(Unilever, 2021b). Patent)

®  Sustainable living brand

purchase
. Unilever website

®  Unilever customer community

Cast Structure

®  Manufacturing
®  Salaries

®  Employee welfare

®  Rent
®  Utilities
®  Branding

®  Marketing

®  Distribution

® R&D

®  Interest payment

®  Tax

Revenue Streams

Sales of products from four business segments. 1) Personal Care, turnover of €20.1 billion 2)
Foods, €12.9 billion turnover 3) Home Care, €10.2 billion turmover 4) Refreshment, €10.1

billion turnover.

Figure 3 The business canvas model of Unilever.

Most importantly, it is important to link the
managers’ interest to shareholders’ interest for a
firm. Due to the separation of ownership, the
shareholders cannot fully manage the managers’
behaviour where those managers sacrificed the
interests of shareholders at the expense of their best
interests, thus resulting in agency problem between
shareholders and managers [33]. Based on those
agency problems, agency costs and monitoring will
emerge which could cause a huge amount of costs
in managing them [34]. The financial health and
financial performance of a firm is linked with an
independent board and the degree of agency
problem [35-36].

As for board of director, a series of proposals
were generated by the global financial crisis in
order to eliminate the duality of CEOs and achieve
an independent board of directors [37], because the
high level of CEO duality increases the managerial
power but weaken board oversight so that the board
of directors should be independent of the
management team to reduce agency costs [38].
Additionally, according the evidence that
independence boards will be more likely to produce
a healthier financial performance in long-term [39].
Therefore, for Unilever, the amount of non-
executive directors needs to be increased to
strengthen the monitoring process without adding
monitoring costs. Secondly, to avoid agency costs,
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Unilever can give the stock option for the managers
which aims to link their interest with the firm’s
shareholder. The manager will gain a number of
shares of Unilever at a discount from the option, so
their personal gains are associated with the firm’s
performance. Stock options are as a key mechanism
to manage agency problems and patricianly tie
wealth of CEO to the wealth of shareholders [40].
Once the managers behave as the interest of
shareholders, the financial performance can be
improved. In total, Unilever could consider to
minimise the agency costs during the period of
financial crisis, which could help the firm to suffer
less from the negative shocks.

3. CONCLUSION

In summary, based on the analysis above, the
implications from Unilever could be seen that the
effective way of recovering from the financial crisis
and improving the financial performance could be
focusing on CSR, modifying the corporate structure
and changing business strategy. Additionally,
during the financial crisis, it forces firms to pay
attention to the agency problem emerging from the
inside. The strategic recommendation for that issue
could be increasing the independence of the board
of directors and applying stock options to align the
interest of managers with the interest of
shareholders.
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