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Executive summary 

The rise of independent work emerged at the turn of the century, as firms were forced to 

adapt to the growing need to make decisions under uncertainty. Using independent workers gives 

firms the flexibility to rapidly adjust to changes in the external environment over which they 

have little control. More recently, however, the pace at which independent work is growing, 

amid increasing economic turbulence, creates renewed uncertainty for firms and independent 

workers alike. McKinsey notes that the main managerial challenge for firms is attracting and 

retaining high-skilled workers, and that high-skilled work is where independent work is growing 

fastest. Yet a recent global survey carried out by Deloitte reveals that most firms report lacking 

state-of-the-art practices for managing an integrated flexible and full-time workforce. At the 

same time, independent workers must cope with the uncertainty of building a career without the 

traditional support provided to employees by organizations.  

This dissertation includes three papers intended to answer the question: “How do firms and 

workers cope with uncertainty related to organizing via independent work, in the context of a 

temporary exogenous shock?” The literature on independent work indicates four types of 

uncertainty in theories on the benefits and drawbacks of organizing via independent work. In 

these theories are three unresolved tensions, primarily because uncertainty is not adequately 

conceptualized. Each paper addresses one of these tensions by more clearly conceptualizing 

uncertainty that is made salient after a temporary exogenous shock. 

The first paper addresses a tension related to hiring freelancers to manage demand or 

supply-side uncertainty. In theory, firms hire freelancers for peripheral tasks and permanent 

employees for core tasks to reduce transaction costs from e.g., resource slack or knowledge 

expropriation. The paper sheds light on the tension between aligning employment modes with 
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task types, versus choosing employment modes that do not align with task types in response to 

shocks, to reposition the firm quickly and reduce comparative adjustment costs. I show 

empirically that harder hit firms will seek to externalize employment (and replace permanent 

employees with freelancers) in response to the uncertainty created by a temporary exogenous 

shock. However, aligning employment modes with task types is evident among impacted firms 

more broadly in the knowledge and services industries.  

The second paper explores a tension concerning uncertainty over task coordination. In 

theory, firms keep a buffer of independent workers to remain flexible during environmental 

turbulence. However, flexibility in terms of coordination can be lost following external shocks, 

when employing a greater number of workers with weak attachments to the firm. The paper 

draws on the organization design literature about coordination mechanisms to offer a potential 

explanation for the finding that firms using more freelancers prior to a temporary exogenous 

shock report greater coordination problems. Tacit coordination, facilitated by employees’ 

embeddedness with the firm, can be useful for navigating the uncertainty related to coordinating 

tasks following a temporary exogenous shock. 

The third and final paper addresses a tension related to how independent workers cope with 

uncertainty when managing a non-traditional career. The literature presents conflicting stories 

about the liminal experiences of independent workers, noting that some flail and survive, while 

others thrive, without explaining how and why such differences emerge. The paper uses self-

categorization theory as a novel lens to study this phenomenon, finding that social identity 

processes provide a potential explanation for why some independent workers cope better than 

others in contexts permeated by liminality.  
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Together, the three papers draw attention to important tensions in the literature on the 

benefits and drawbacks of organizing via independent work by conceptualizing uncertainty more 

clearly, both theoretically and empirically. They offer theoretical and practical insights for 

management scholars and managers to further the resolution of these tensions. 
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Dansk resumé 

Ved århundredskiftet skete der en fremgang i brugen af eksternt ansatte, da 

virksomhederne blev tvunget til at imødekomme et voksende behov for at træffe beslutninger i 

en omverden præget af usikkerhed. Brugen af eksternt ansatte giver virksomhederne 

fleksibiliteten til hurtigt at kunne omstille sig til uforudsigeligheder i verdensøkonomien, hvor 

deres mulighed for kontrol er begrænset. I den seneste tid har den stigende brug af eksternt 

ansatte, sammenfaldene med øget økonomisk turbulens, skabt nye former for usikkerhed, både 

for virksomhederne og de eksternt ansatte. McKinsey påpeger, at virksomhedernes største 

ledelsesmæssige udfordring, under disse forhold, er at tiltrække og holde på højtuddannet 

arbejdskraft, samt at brugen af eksternt ansatte er hurtigst voksende i det højtuddannede segment. 

Dog viser en global undersøgelse udarbejdet af Deloitte, at mange virksomheder tilkendegiver, at 

de ikke har kvalitetssikret deres arbejdsgange til at kunne håndtere en mere integreret 

arbejdsstyrke med eksternt og internt ansatte. På samme tid må eksternt ansatte selv håndtere 

usikkerheden, der er ved at føre karriere, uden den traditionelle støtte fra en arbejdsgiver.  

Denne afhandling inkluderer tre artikler, der tilsigter at svare på spørgsmålet: Hvordan 

håndterer virksomheder og de eksternt ansatte usikkerheden, som forekommer ved at organisere 

via et eksternt ansættelsesforhold, set i lyset af et midlertidigt eksogent chok? Litteraturen 

indenfor området peger på fire typer af usikkerhed i teorier om fordelene og ulemperne ved 

organisering via et eksternt ansættelsesforhold. I disse teorier forekommer tre uafklarede 

kontroverser, primært fordi usikkerhed ikke er tilstrækkeligt konceptualiseret. Hver af de tre 

artikler i denne afhandling adresserer en af disse kontroverser ved at klargøre 

konceptualiseringen af usikkerhed set i lyset af et midlertidigt eksogent chok.  
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Den første artikel vedrører brugen af freelancere til at håndtere usikkerhed vedrørende 

udbud eller efterspørgsel. I teorien ansætter virksomheder freelancere til perifere opgaver og 

fastansatte til kerneopgaver for at reducere transaktionsomkostninger fra f.eks. overflødige 

ressourcer eller ekspropriering af viden. Artiklen belyser den konflikt, der kan opstå, mellem det 

at tilpasse ansættelsesforholdet opgavetypen versus at vælge et ansættelsesforhold, der ikke er i 

overensstemmelse med opgavetypen. Sidstnævnte ses som en reaktion på et eksogent chok, der 

muliggør en hurtig omstilling af virksomheden og som kan være med til at reducere det der 

kaldes comparative adjustment costs i litteraturen. Jeg viser empirisk, at virksomheder, der er 

hårdere ramt af chokket, vil søge at eksternalisere ansættelsen (og erstatte fastansatte med 

freelancere). Det ses dog, at tilpasningen mellem ansættelsesforhold og opgavetype tydeligvis er 

mere udbredt i blandt berørte virksomheder, i videns- og serviceindustrier.  

Den anden artikel udforsker en kontrovers, der relaterer sig til usikkerhed i 

opgavekoordineringen. I teorien holder virksomhederne en buffer af eksternt ansatte for at sikre 

fleksibilitet ved miljøturbulens. Dog kan fleksibilitet i koordineringen gå tabt efter ændringer 

eller chok i omverdenen, som følge af ansættelse af flere medarbejdere med svag tilknytning til 

virksomheden. Artiklen drager på den eksisterende litteratur inden for organisationsdesign, 

herunder mulige koordineringsmekanismer, for at give en potentiel forklaring på hvorfor at 

virksomheder, der benytter flere freelancere, før et midlertidigt eksogent chok, reporterer større 

koordineringsproblemer. Tacit koordinering, lettet af medarbejdernes forankring i virksomheden, 

kan dog være nyttig til at navigere i den usikkerhed, som et midlertidigt eksogent chok medfører. 

Den tredje artikel adresserer kontroversen relateret til, hvordan eksternt ansatte håndterer 

usikkerheden i at føre en ikke traditionel karriere. Den eksisterende litteratur fremstiller 

modstridende historier om eksternt ansattes liminale oplevelser og finder, at det for nogle flasker 



xiv 

 

sig mens det for andre ikke gør. Dette uden at teoretisere om, hvordan og hvorfor sådanne 

forskelle opstår. Artiklen hertil benytter self-categorization teori, som giver et nyt perspektiv på 

dette fænomen. Resultaterne peger på, at sociale identitetsprocesser, udenfor den traditionelle 

institutionelle kontekst hvor liminalitet er fremtrædende, giver en potentiel forklaring på, hvorfor 

nogle freelancere trives i en utraditionel karriere mens andre ikke gør.  

Sammen understreger og fremhæver disse tre artikler vigtige kontroverser i den 

eksisterende litteratur omkring fordele og ulemper ved organisering gennem et eksternt 

ansættelsesforhold når usikkerhed er fremtrædende. Resultaterne tilbyder teoretiske og praktiske 

indsigter til forskere og virksomhedsledere for at fremme deres løsning.
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This dissertation studies how firms and independent workers cope with uncertainty related 

to organizing via independent work. Prior literature points to four types of uncertainty that are 

addressed in theories of organizing via independent work. Yet, these conventional theories on the 

benefits and drawbacks of organizing work in this way generate three unresolved theoretical 

tensions. This dissertation addresses each tension by integrating prior literature on the issues with 

clearer conceptualizations of uncertainty in the context of a temporary exogenous shock. The 

main research question asked in this dissertation is: 

How do firms and independent workers cope with uncertainty related to organizing via 

independent work in the context of a temporary exogenous shock? 

Throughout the past couple of decades, firms’ use of independent workers (defined in this 

dissertation as freelancers including but not limited to contingent workers, temporary workers, 

gig workers, and independent contractors) has increased significantly (Kalleberg, 2000; Katz & 

Krueger, 2019). While this increase is currently driven by freelancing in professional services 

(McKinsey & Co., 2016), new business models, epitomized by scale ups such as Uber and Task 

Rabbit, have added to the number and types of low-skilled freelancers as well (Katz & Krueger, 

2019). Up to a fifth of workers in the EU-15 and the U.S. are now employed on short-term 

projects (or “gigs”) with spot market contracts, most often through some form of intermediary 

(McKinsey & Co., 2016). Freelancers give firms the flexibility to adjust to demand (Atkinson, 

1984), access to skills (Davis-Blake & Uzzi, 1993), and a buffer against shocks (Barley & 

Kunda, 2004), which in theory better enables firms to manage disruptions from the external 

environment (Williamson, 1991). 

Yet, existing theories on the benefits and drawbacks of organizing via independent work 

do not adequately align with trends in the global economy that show firms are struggling to 
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properly manage and integrate their flexible and full-time workers. A recent literature review on 

the use of independent workers shows evidence that its effects on financial and operational 

effectiveness are mixed (Flinchbaugh, Zare, Chadwick, Li, & Essman, 2019). Similarly, a 

simulation study found that using most types of independent workers (except for independent 

contractors) is not actually cost-effective in the long run (Fisher & Connelly, 2017), conflicting 

with theories suggesting that firms keep a buffer of flexible workers to be cost-effective in 

managing external disturbances (Atkinson, 1984; Lepak & Snell, 1999; Williamson, 1991). 

Industry reports from McKinsey and Deloitte also support the notion that many firms struggle 

with when and how to integrate freelancers into their workforce (McKinsey & Co., 2016; 

Deloitte, 2019).  

Underlying these developments in industry and research is uncertainty, defined as an 

inability to forecast the likelihood of events happening, as opposed to risk, where the 

probabilities of events occurring can be estimated (Knight, 1921). A major source of uncertainty 

comes from disturbances or shocks to the external environment (Burton, Obel, & Håkonsson, 

2020; Miles, Snow, Meyer, & Coleman Jr, 1978). Uncertainty from shocks presents 

opportunities for firms (Eggers, 2020; Roper & Turner, 2020; Wenzel, Stanske, & Lieberman, 

2020) and independent workers (Bidwell & Briscoe, 2009), yet it also has the potential to 

destabilize firm performance and independent careers if they are ill-prepared. The importance of 

studying uncertainty more closely in theories on organizing independent work has also been 

underscored by recent events, including the COVID-19 pandemic (Foss, 2020), geopolitical 

insecurity, and the ensuing market volatility. Reviewing the literature suggests that there are our 

types of uncertainty in theories on the benefits and drawbacks of organizing via independent 

work. 
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One type of uncertainty is demand-side uncertainty, which leads firms to use independent 

workers to adjust output when dealing with disruptions from the external environment 

(Abraham, 1988; Pinker & Larson, 2003). Such disruptions may result from innovation shocks 

(Argyres, Mahoney, & Nickerson, 2019), changing consumer preferences, seasonal swings, 

regulatory disruptions, and more abrupt but temporary shocks such as recessions (Knudsen & 

Lien, 2015). A second type of uncertainty is supply-side uncertainty, which leads firms to use 

independent workers to meet skill requirements (Barley & Kunda, 2004; Bessen, 2014) due to a 

lack of productivity or availability (Milner & Pinker, 2001). Supply-side and demand-side 

uncertainty are important assumptions in theories of employment mode choice – or deciding 

when to hire freelancers versus permanent employees (Atkinson, 1984; Lepak & Snell, 1999; 

Williamson, 1975, 1979).  

Yet, the literature predicting employment mode choice does not adequately account for the 

tension between choosing the employment mode that reduces transaction costs (Mayer & 

Nickerson, 2005; Peel & Boxall, 2005; Williamson, 1979) as opposed to accepting misaligned 

employment modes (and incurring higher transaction costs) to reduce comparative adjustment, 

transaction, and opportunity costs (Argyres et al., 2019). To shed light on this conundrum, my 

first paper seeks to answer the research question: 

What is the effect of a firm being hit by a temporary exogenous shock on the firm seeking to 

externalize employment? 

The literature suggests that firms use freelancers for task types that reduce transaction costs 

(e.g., from resource slack) to manage supply- and demand-side uncertainty. Challenging this 

view, the first paper argues that using freelancers despite incurring higher transaction costs (e.g., 
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from knowledge expropriation) can boost strategic repositioning in response to a temporary 

exogenous shock.  

A third type of uncertainty is discussed in the organization design literature on 

coordination. This literature advocates designing organizational structures and processes to 

enhance coordination and cooperation between independent workers and permanent employees 

(Burton et al., 2020). As noted, transaction costs theory suggests that firms keep a buffer of 

freelancers to maintain flexibility in response to demand- and supply-side uncertainty (Foote & 

Folta, 2002; Milner & Pinker, 2001). However, a theoretical tension exists in that the potential 

trade-off between seeking flexibility in output and losing flexibility in task coordination is little 

understood. The second paper in this dissertation sheds light on this trade-off by seeking to 

answer the research question:  

How is task coordination in the firm affected by using freelancers as a buffer to respond to a 

temporary exogenous shock? 

The second paper utilizes the literature on coordination mechanisms (March & Simon, 

1958; Srikanth & Puranam, 2011) to explain associational evidence that firms using more 

independent workers when entering a temporary exogenous shock also report greater 

coordination problems. 

Finally, a fourth type of uncertainty concerns the socio-economic and career insecurity that 

independent workers face in moving between market and job or changing organizational contexts 

in a repetitive cycle (Barley & Kunda, 2004; Kunda, Barley, & Evans, 2002; Ibarra & Obodaru, 

2016). This makes their liminality (the notion of being betwixt and between social roles or 

identities) more permanent than for workers pursuing more traditional career paths (Ibarra & 

Obodaru, 2016). Prior literature presents conflicting accounts of how independent contractors 
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cope with this uncertainty, and a tension remains in our inadequate understanding of why some 

flail or survive while others thrive (Ashford, Caza, & Reid, 2018). The third and final paper in 

this dissertation asks the following research question:  

How do IT contractors cope differently when a temporary exogenous shock makes the liminality  

of an independent career salient? 

Using self-categorization theory as a novel lens to study this phenomenon, the paper 

proposes a potential explanation (differences in social identity processes) for why some 

independent contractors flail and survive while others thrive in liminal careers.  

Before presenting how the sub-research questions are addressed by each of the papers in 

more detail, it is prudent to provide some theoretical background. The following section 

introduces existing theories on the benefits and drawbacks of organizing via independent work 

and describes the tensions they generate more carefully.  
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Theoretical background 

To illustrate why the four types of uncertainty in the literature on organizing via 

independent work generate theoretical tensions, it is necessary to draw on literatures from 

different fields where the various types of uncertainty are addressed. 

Employment mode choice and strategic repositioning 

The literatures on employment mode choice and strategic repositioning help to answer the 

first research question because they integrate ideas on why firms make conventional versus 

inconsistent governance choices in response to uncertainty.  

Governance choices such as employment mode choice (the choice to hire internal or 

external workers) are explained by theories that draw on the Transaction Costs Economics (TCE) 

framework (Williamson, 1975;1979;1985). The framework positions governance choices on a 

spectrum from more market-based contracts (used for freelancers) outside of the firm’s 

boundaries to more hierarchy-based contracts (used for permanent employees) governed within 

the firm’s boundaries. Market-based contracts are useful for generic (or peripheral), infrequent 

tasks, and help to increase flexibility or reduce resource slack (Atkinson, 1984; Peel & Boxall, 

2005; Pfeffer, 1988) when the firm is faced with supply- or demand-side uncertainty (Milner & 

Pinker, 2001). Conversely, hierarchical contracts are useful for firm-specific (or core), 

cospecialized tasks, and protect against knowledge expropriation (Peel & Boxall, 2005; Mayer & 

Nickerson, 2005). Theories of employment mode choice draw on TCE to recommend 

employment modes that align with such task characteristics (Davis-Blake & Uzzi, 1993). Lepak 

and Snell (1999) create a framework that integrates TCE and Strategic Human Capital theory, 

suggesting that firms’ hire freelancers when skills have low value and uniqueness, and that they 

hire permanent employees when skills have high value and uniqueness. 
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However, mapping employment mode choice to task, skill or individual characteristics 

does not suitably explain the choice in response to shocks. Strategic management theory has 

recently renewed its attention to strategic repositioning in the face of shocks that permanently 

change the landscape of industries (Argyres et al., 2019). Extending TCE, these scholars argue 

that firms make governance choices based on a comparative assessment of their adjustment, 

transaction, and opportunity (CATO) costs (Argyres et al., 2019) when faced with a decision of 

how and where to reposition their strategy relative to competitors’ positioning. The CATO 

framework provides a useful guide for when misaligned governance can boost strategic 

repositioning in response to an innovation shock. Yet temporary exogenous shocks (e.g., 

COVID-19) differ from the innovation or regulatory shocks that change the industrial landscape 

of industries permanently because they are characterized by ambiguity over their outcomes and 

duration (Foss, 2020; Knudsen & Lien, 2015).  

This leaves an unresolved tension in the literature. Theory building on the transaction cost 

economics (TCE) framework (Williamson, 1975, 1979, 1985) suggests that firms internalize (or 

use full-time employees for) core competencies and externalize peripheral work (Atkinson, 1984; 

Lepak & Snell, 1999; Peel & Boxall, 2005). Yet, the CATO framework suggests that firms might 

incur higher transaction costs to reduce comparative adjustment costs in response to an 

innovation shock. Less clear, is which of these frameworks explain employment mode choice in 

response to a temporary exogenous shock. The assumptions of each framework need revisiting in 

this context due to the nature of uncertainty generated by such a shock. The CATO framework in 

its current form cannot adequately explain how and why firms make employment mode choices 

when ambiguity over the duration and outcomes of the shock obscure the view of the post-shock 

industrial landscape (Knudsen & Lien, 2015). 
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Employment mode choice and coordination mechanisms 

The streams of literature on employment mode choice and coordination mechanisms help 

to answer the second research question because they integrate ideas on using freelancers as a 

buffer against shocks (Atkinson, 1984) with ideas on designing the organization to facilitate the 

integration of effort (Burton et al., 2020; Puranam & Srikanth, 2011). 

Contracts also function as a coordination mechanism because they specify what tasks are to 

be done, as well as how and when (Burton et al., 2020). While formal market-based contracts 

(used for freelancers) are specified in detail, relational hierarchical contracts (used for permanent 

employees) are more incomplete and ambiguous due to uncertainty regarding future performance 

and unavailable information (Burton et al., 2020; Grossman & Hart, 1986). The literature on 

employment mode choice suggests that freelancers should be used when tasks are clearly 

specified, less interdependent and less firm-specific (Peel & Boxall, 2005). Formal contracts are 

also suggested as being useful for coordinating tasks when the perceived environmental 

uncertainty is low (Burton et al., 2020).  

Besides contracts, another way that coordination mechanisms are conceptualized by the 

literature are in three different levels (Srikanth & Puranam, 2011; March & Simon, 1958). The 

first, modularization, in the form of standard operating procedures, shared interfaces, and 

specifications, enable coordination on the most basic level. These are typically useful for a 

freelancer that needs to come into a new organization or team and know what to do from day 

one. The second level, communication processes, can facilitate coordination when shared 

interfaces or procedures require clarification, improvements, or support. The third level, tacit 

coordination mechanisms (TCMs), are derived from employee embeddedness with the firm 

through shared work experience, language, heuristics, and norms. They help to facilitate 

coordination when what needs to be done is less clearly specified and harder to communicate. 
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A tension generated by these two literatures relates to the trade-off between using different 

types of contracts to reduce uncertainty (Milner & Pinker, 2001; Lepak & Snell, 1999) and 

reducing uncertainty via coordination mechanisms (Burton et al., 2020). Firms are theoretically 

admonished to use independent workers as a buffer against shocks to increase flexibility 

(Atkinson, 1984; Williamson, 1979, 1985, 1991). Yet, the potential trade-off between using 

formal contracts and facing coordination failures when firms face disruptions to traditional 

coordination mechanisms such as modularization or communication processes (Srikanth & 

Puranam, 2011) is little understood. What happens when the firm tries to balance keeping a 

flexible workforce with designing robust coordination mechanisms (Burton et al., 2020), 

especially following a temporary exogenous shock? 

Independent work and social identity 

Combining ideas from the literatures on independent work and the social identity approach 

(self-categorization theory) helps to answer the third research question because self-

categorization theory offers a new lens that can explain conflicting stories about the liminal 

experiences of independent workers. A long-standing debate persists over whether independent 

workers form a secondary labour market that threatens the traditional job security provided by 

institutions (Barker & Christensen, 1998; Kalleberg, 2009) or whether they are free agents, 

gaining rewards such as greater autonomy, pay, and expertise (Barley & Kunda, 2006; Bidwell 

& Briscoe, 2009; Connelly & Gallagher, 2006). Empirical studies by each side tend to generalize 

the experiences of low-skilled contingent workers or high-skilled independent workers. 

More recent literature presents conflicting stories about how all independent workers cope 

with uncertainty derived from liminality (Ashford et al., 2018; Ibarra & Obodaru, 2016; 

Petriglieri, Ashford, & Wrzesniewski, 2019) – the notion that they are neither a part of an 
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organization nor a separate entity apart from an organization (Ibarra & Obodaru, 2016). Studies 

of the gig economy and different groups of independent workers (e.g., creative workers, IT 

contractors, or temporary project staff) have offered theories on the strategies (O'Mahony & 

Bechky, 2006), capabilities (Ashford et al., 2018), and identity work (Petriglieri et al., 2019) that 

enable these workers to go from flailing to surviving or thriving.  

Yet, a tension remains in that the literature lacks an explanation of why similar 

independent workers (e.g., IT contractors) cope with uncertainty differently, especially in 

contexts where their liminality becomes salient, such as following a temporary exogenous shock. 

Self-categorization theory, as an extension of social identity theory, explains how individuals 

reduce subjective uncertainty (Hogg & Terry, 2014; Tajfel & Turner, 2004). The main tenet is 

that prototype-based depersonalization (maximizing the similarity between individual and group 

identity) is the primary social identity process that reduces uncertainty (Hogg & Terry, 2014). 

The theory offers a new lens to explain this phenomenon yet has only been applied to study 

social identity processes in traditional institutional contexts. 

To summarize, this dissertation instigates the resolution of these tensions by more clearly 

conceptualizing uncertainty when theorizing on the benefits and drawbacks of organizing via 

independent work in the context of a temporary exogenous shock. The first paper contributes to 

the literatures on employment mode choice and strategic repositioning by disentangling 

employment mode choices in response to a temporary exogenous shock. The second paper 

contributes to the literature on employment mode choice and coordination mechanisms by 

exploring the uncertainty that firms face from a trade-off between workforce flexibility and 

coordination mechanisms when hit by a temporary exogenous shock. The third and final paper 
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contributes to the literature on independent work and social identity by theorizing how IT 

contractors cope with uncertainty (liminality) differently via distinct social identity processes.  
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Methodological approach 

As outlined, the goal of this dissertation is to better understand the drawbacks and benefits 

of organizing via independent work when the different types of uncertainty (discussed in the 

introduction) become salient following a temporary exogenous shock. This goal led to the design 

of a survey- and interview-based research strategy that aligns with the need to capture behaviour 

and decision-making in the period immediately after the shock, rather than pre- and post-hoc 

inferences about behaviour, as is common for studying shocks in general (Peck & Theodore, 

2007).  

To address the research questions about when firms should hire freelancers (paper 1) and 

how using freelancers might affect coordination (paper 2) following a temporary exogenous 

shock, I use survey data on the decisions, intentions, and perspectives of Danish SME managers 

collected during the initial lockdown of the COVID-19 pandemic. Despite its limitations (e.g., 

cross-sectional data, representativity, responder bias), there are several advantages of survey-

based data for studying the perspectives of managers related to organizing via independent work. 

First, there is no public archival data (e.g., in Denmark’s Statistics) on the type and number of 

freelancers in the workforce. Thus, it would be difficult to carry out the same research with 

register data. Second, survey data enables the collection of unique firm-level data during 

environmental turbulence, such as perceptions of the impact of a crisis on firms’ activities as 

well as perceptions about coordination problems following a crisis, which would be difficult to 

conceptualize with archival data. Third, combining survey data with archival data (as done in the 

first paper) contributes to triangulating from different data sources, adding robustness to 

theorizing from empirical phenomena. Finally, collecting survey data during the initial phase of 
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the lockdown offers a way to capture the ambiguity of the outcomes and duration of the shock, 

which is central to theory-building in this context.  

To study the research question (paper 3) of how IT contractors cope with liminality 

differently, I interviewed 25 (mainly Danish and a few European) IT contractors about their 

perceptions, strategies, and behaviours related to coping with the uncertainties of an independent 

career that were made salient by COVID-19. As with the survey, collecting this data in the initial 

phase of the shock was advantageous in allowing me to theorize about individual differences in 

coping when all freelancers were faced with the liminality salience that COVID-19 brought with 

it. Furthermore, qualitative interviews provide insights into individual behaviours and 

perspectives that are difficult to measure in surveys or other data forms but useful for inductive 

theory-building (Eisenhardt, 1989; Glaser & Strauss, 1967). 

Using these methods together provides theoretical and empirical insights that instigate the 

resolution of the tensions mentioned earlier. Studying the actions and decisions of firms and 

individuals in response to abrupt disturbances from the external environment offers a way to 

further our understanding about the conflicting elements of theories on the benefits and 

drawbacks of organizing via independent work. The variety of theories from different literatures, 

together with the different methods used in each paper, contributes to the theorizing and insights 

found in the other papers. This provides a form of triangulation that is uncommon but useful for 

answering the main research question and sub-research questions that address a phenomenon 

studied across disciplines including economics, sociology, and management. The next section 

outlines how the rest of the dissertation is structured.   
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Structure of the dissertation 

The rest of this dissertation is structured as a collection of three papers, each addressing 

one of the tensions raised in the theoretical background section. I discuss the main themes and 

directions for future research at the end of the dissertation. 

Paper 1. Seeking employment externalization in response to a temporary exogenous shock: 

 An adjustment costs perspective 

As discussed, the theoretical tension addressed in the first paper relates to how firms 

respond to supply- and demand-side uncertainty created by a temporary exogenous shock – 

specifically in terms of employment mode choice. There are two frameworks that help explain 

employment mode choice (also known as employment externalization in the literature). Theories 

drawing on the TCE framework suggests that firms keep a buffer of freelancers who perform 

peripheral work to stay lean and flexible when output is affected (Foote & Folta, 2002; Lepak, 

Takeuchi, & Snell, 2003; Williamson, 1975, 1979). However, these conventional theories of 

employment externalization ignore the idea that freelancers provide firms with opportunities to 

reposition core activities quickly in crises without entering expensive contractual commitments 

when internalizing employment (Argyres & Liebeskind, 1999). The CATO framework provides 

a more nuanced prediction of employment mode choice in crises, as it suggests that firms make a 

comparative assessment of adjustment, transaction, and opportunity costs when choosing 

governance modes (Argyres et al., 2019). However, this framework also requires new 

assumptions about differences in uncertainty (compared to innovation shocks) for direct 

application to employment mode choice in response to a temporary exogenous shock.  

 Using survey data on the early response of 1090 Danish firms to COVID-19, the first 

paper finds that firms that are more severely impacted by a temporary exogenous shock will seek 
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to hire more freelancers, even if this violates TCE predictions. In other words, impacted firms in 

all industries seek employment externalization, and impacted firms that fire employees seek to 

replace them with freelancers. The paper also shows that while CATO potentially explains 

employment mode choice in a temporary exogenous shock better than TCE, it requires two 

important assumptions for application to this empirical setting. The first is that governance 

inseparability makes externalization the default choice for affected firms due to uncertainty about 

the duration and outcomes of the shock (Argyres & Liebeskind, 1999). The second is that 

industry dynamics make TCE a better predictor of employment mode choice than CATO among 

broader (knowledge and services) industry clusters. 

Paper 2. The adjustment paradox: Is there a trade-off between flexibility and coordination 

after a shock? 

My second paper sheds light on the tension related to firms hiring freelance workers to 

increase flexibility when managing uncertainty derived from disruptions to the external 

environment (Burton et al., 2020; Miles et al., 1978). The paper argues that this strategy may 

potentially harm flexibility related to coordinating tasks at the onset of a crisis. Prior literature 

points out the problem of increasing task interdependency and task complexity, while 

attachments between firms and workers are weakening (Cappelli, 1995). This paper explores the 

effects of higher workforce flexibility on task coordination when entering a shock. 

Using survey data collected from 237 Danish SMEs during COVID-19, the study provides 

preliminary evidence that firms using more freelancers also perceive greater uncertainty and 

coordination problems immediately after the COVID-19 shock. We argue that this can be 

explained by the effects of flexibility on the effectiveness of coordination mechanisms (Srikanth 

& Puranam, 2011; March & Simon, 1958). Freelancers working on tasks that require greater 
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interdependency cannot rely on tacit coordination to the same extent as regular workers, 

especially when conventional coordination mechanisms (modularization and communication 

processes) are disrupted. Thus, firms using more freelancers before a shock might perceive 

greater impact and more coordination problems due to freelancers’ need for more clearly 

specified tasks (particularly in the knowledge and services industries). The paper concludes with 

suggestions for how firms can manage the trade-off between using freelancers and benefitting 

from robust coordination mechanisms.  

Paper 3. Social identity processes in liminal social contexts: group convergence and group 

divergence 

The third paper examines how independent workers build a viable non-traditional career 

while maintaining a coherent work identity when facing uncertainty from precarious socio-

economic conditions. This topic is of great interest to sociologists (Barley & Kunda, 2006), but 

given recent changes in mobility and talent management, there is much for organization and 

management theory to learn from studying it as well (Ashford et al., 2018; Bidwell, Briscoe, 

Fernandez-Mateo, & Sterling, 2013; Petriglieri et al., 2019). As noted in the theoretical 

background, previous literature presents conflicting stories of how high-skilled freelancers cope 

with uncertainty in the form of liminality – defined as being in a constant state of flux, neither a 

part of nor apart from a particular group or social context (Fenwick, 2007; Ibarra & Obodaru, 

2016). While some flail and survive, others thrive by adopting helpful strategies, identity work, 

and behaviours (Ashford et al., 2018; Butler & Russell, 2018; O'Mahony & Bechky, 2006; 

Petriglieri et al., 2019). Yet this literature does not explain how and why similar independent 

workers cope differently with liminality.  
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My findings show that self-categorization theory might explain how IT contractors, facing 

liminality salience following a temporary exogenous shock, cope differently and why they 

display more enterprising or conservative attributes (strategies, identity work, beliefs, and 

behaviours). Liminality makes self-categorization theory – that predicts people will maximize 

their similarity with in-group attributes and differences with outgroup attributes (Hogg & Terry, 

2014; Tajfel & Turner, 2004) – a useful lens to study coping with uncertainty in this context, but 

in need of fresh theorizing. Independent contractors are constantly moving between social groups 

in a repetitive job-to-market cycle (Barley & Kunda, 2006), making social identity processes 

more ambiguous and fluid than in traditional institutional contexts. I broaden the application of 

self-categorization theory to study coping with uncertainty in liminal social contexts. In doing so, 

I uncover a novel social identity process that might have important implications for the future of 

work.  

Table 1 presents an overview of the three research papers. Together, they integrate, 

challenge, and build on existing theories about the benefits and drawbacks of organizing via 

independent work by conceptualizing uncertainty more clearly in light of a temporary exogenous 

shock. 
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Table 1: An overview of the three papers in the dissertation 

 Theory Research question Empirical 

Approach 

Contribution 

Dissertation Organizing via 

independent work and 

Knightian uncertainty 

How do firms and 

independent workers cope 

with uncertainty related to 

organizing via independent 

work in the context of a 

temporary exogenous shock? 

Mixed 

methods 

Addresses tensions in 

the literature on the 

benefits and drawbacks 

of organizing via 

independent work by 

conceptualizing 

uncertainty more clearly 

Paper 1 Employment mode choice 

– TCE (Williamson, 

1975;1979; Lepak & 

Snell, 1999) 

Strategic repositioning – 

CATO (Argyres et al., 

2019) 

What is the effect of a firm 

being hit by a temporary 

exogenous shock on the firm 

seeking to externalize 

employment? 

Survey and 

archival 

data 

Explains employment 

mode choice in response 

to shocks 

Paper 2 Coordination mechanisms 

(March & Simon, 1958; 

Srikanth & Puranam, 

2011) 

Employment mode choice 

– TCE (Williamson, 

1975;1979; Lepak & 

Snell, 1999) 

How is coordination in the 

firm affected by using 

freelancers as a buffer to 

respond to a temporary 

exogenous shock? 

Survey data Sheds light on a trade-

off between workforce 

flexibility and task 

coordination when 

shocks occur  

Paper 3 Independent workers and 

liminality (Ashford et al., 

2018; Ibarra & Obodaru, 

2016) 

Self-categorization theory 

(Hogg & Terry 2014) 

How do IT contractors cope 

differently when a 

temporary exogenous shock 

makes the liminality of an 

independent career salient? 

Interviews Explains conflicting 

accounts of how and 

why independent 

contractors cope with 

uncertainty differently 
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Externalizing employment in response to a temporary 

exogenous shock: An adjustment costs perspective 

 

Jonathan D. Jensen, Rahul Anand, and Nicolai J. Foss 

 

 

Abstract 

This paper examines externalization of the labour force as a response to a temporary 

exogenous shock (i.e., the COVID-19 pandemic). Combining ideas from employment 

externalization theory and the CATO framework, extensions of transaction costs 

economics (TCE), we argue that firms that are hit harder by the COVID-19 shock are more 

likely to plan hiring freelancers, replacing permanent employees. The mechanism we argue 

for is that firms seek to reposition quickly, lowering comparative adjustment costs and 

reducing constraints on switching employment modes down the line, given uncertainty 

over the outcomes and duration of the shock. However, we also show that conventional 

TCE predictions (that firms will align employment modes with task types) hold more 

broadly among clusters of industries. We test our hypotheses using survey data obtained 

from 1,090 Danish small medium enterprises (SMEs) during the initial COVID-19 

lockdown. Our findings contribute to the nascent research on strategic responses to crises 

and provide a novel explanation of why firms may externalize employment.  

 

Keywords: TCE, CATO, Shocks, Freelancers  
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Introduction 

The COVID-19 pandemic and the accompanying turbulence in the world economy have 

underscored the importance of understanding how firms strategically respond to uncertainty from 

major external change by seizing opportunities to reposition or innovate (Wenzel, Stanske, & 

Lieberman, 2020). Studying strategic choices in a crisis like COVID-19 has the potential to 

further our understanding of strategic repositioning in the face of major shocks with 

consequences for industries and innovation (Argyres, Mahoney, & Nickerson, 2019; Foss, 2020; 

Lorenzen, 2007).   

Strategic management theory, such as the emerging comparative adjustment, transaction, 

and opportunity costs (CATO) framework (Argyres, Bigelow, & Nickerson, 2015; Argyres et al., 

2019; Bigelow, Nickerson, & Park, 2019), addresses how firms reconfigure assets inside the firm 

and across firm boundaries in their attempts to adapt to external change. Part of this broad 

inquiry is understanding responses that involve human capital—that is, how and why firms 

respond with respect to hiring, training, and firing to better reposition immediately after a shock 

(Barney & Wright, 1998; Foss, 2020; Fuller, Raman, Bailey, & Vaduganathan, 2020; Knudsen & 

Lien, 2015). For example, skill shortages decrease firms’ ability to innovate (Horbach & 

Rammer, 2021) and investing in strategic human capital may be an attractive strategy for 

innovative firms that have been hit by a shock (Knudsen & Lien, 2015).  

Adjusting employment modes is an important part of any response to a crisis; yet relatively 

little is known about how and why firms reposition through such adjustment. Scholars interested 

in explaining employment mode responses to crises have studied the role of workforce flexibility 

in the periphery (Atkinson, 1984; Lepak & Snell, 1999; Pfeffer & Baron, 1988; Williamson, 

1975, 1979) that serves as a buffer when shocks occur (STAR, 2018). Freelancers provide 
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flexibility, access to on-demand skills, and a safeguard against shocks, but questions about the 

long-term implications of using freelancers for performance (Fisher & Connelly, 2017; Jensen, 

Elbæk, & Anand, 2021) remain an important part of the discussion of when firms should prefer 

freelancers to permanent employees (Williamson, 1991).  

In terms of when freelancers are preferred, the transaction costs economics (TCE) 

framework considers various attributes of transactions, for instance, asset specificity and co-

specialization (Grossman & Hart, 1986; Klein, Crawford, & Alchian, 1978; Williamson, 1979). 

Building on the TCE framework, as well as the resource-based view (RBV) of the firm (Barney, 

1991; Foss, 1997; Wernerfelt, 1984), theories of employment externalization consider skill 

uniqueness and value (Lepak & Snell, 1999) or task-related knowledge creation and 

expropriation concerns (Matusik & Hill, 1998; Mayer & Nickerson, 2005) in choosing 

employment modes.  

However, these dominant explanations fall short of explaining why firms might 

reconfigure their employment modes at the firm level (i.e., the overall employment configuration 

does not align with TCE predictions) in the event of a temporary exogenous shock, which may 

have implications for their ability to seize opportunities born in a crisis (Argyres et al., 2019; 

Wenzel et al., 2020). There is evidence of firms making governance choices that incur higher 

transaction costs in response to environmental turbulence, e.g., firms contracting core engineers 

in the airline industry (Burton, Obel, & Håkonsson, 2020), but the theory about the mechanisms 

driving employment mode choice (that is, the choice to hire temporary or permanent employees) 

in response to a crisis is less developed (Peck & Theodore, 2007). Evidence of vertical 

integration activity during recessions is conflicting (Knudsen & Foss, 2015). The literature on 

strategic responses to crises, while conceptualizing overall crisis strategies (Wenzel, Stanske, & 
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Lieberman, 2020) and human capital responses (Knudsen & Lien, 2015), does not adequately 

explain why firms might reconfigure their employment modes in response to a crisis.  

More recent evidence of strategic repositioning based on a comparative assessment of 

adjustment, transaction, and opportunity costs (CATO) explains when to outsource or build in-

house in the face of shocks that permanently reform industries (Argyres et al., 2019). 

Empirically, however, the CATO framework requires new assumptions for application to 

employment mode choice in response to a temporary exogenous shock. This is because the 

outcomes of employment mode choice are more difficult for managers to ascertain ex ante, as 

they face uncertainty over the outcomes and duration of the shock (Foss, 2020). Since shocks 

such as economic recessions and pandemics are inherently temporary, the appropriate strategic 

response might differ from the response to shocks like industry disruptions that tend to 

permanently change the competitive landscape of specific industries (Argyres et al., 2019; Foss, 

2020). In other words, a new position adopted immediately after the shock may be unsustainable 

in future periods, if the environment changes further, or reverts to its pre-crisis state (Knudsen & 

Lien, 2015). This paper asks the research question:  

What is the effect of a firm being hit by a temporary exogenous shock on the firm seeking to 

externalize employment? 

We argue that in response to being hit by a temporary exogenous shock, intentions to 

increase the use of freelancers are better explained by CATO predictions than by TCE 

predictions. We show empirically that firms which are more severely affected by a temporary 

exogenous shock (both in subjective terms but also if they used the government’s help packages) 

seek to adjust their employment modes by hiring more freelancers or to replace permanent 
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employees with freelancers. 0F0F

1 We combine ideas from the literatures on employment 

externalization (Atkinson, 1984; Davis-Blake & Uzzi, 1993; Lepak & Snell, 1999; Peel & 

Boxall, 2005; Williamson, 1979) and governance inseparability (Argyres & Liebeskind, 1999) 

with the CATO  framework (Argyres, Bigelow, & Nickerson, 2015; Argyres et al., 2019; 

Bigelow, Nickerson, & Park, 2019) to derive hypotheses regarding firms’ employment 

intentions.  

Specifically, we suggest that in responding to the temporary uncertainty, more severely 

impacted firms seek to reduce their comparative adjustment costs (specifically, the costs of 

hiring, firing, and training) (Argyres et al., 2019) and reduce constraints on switching 

governance modes in future periods (Argyres & Liebeskind, 1999). However, we also find that 

seeking to reconfigure employment modes in this context is contingent on the industry to which 

the firm belongs, or that TCE predicts employment intentions among the knowledge and services 

industries better than CATO. 

Using proprietary survey data on the actions and intentions of 1090 Danish SMEs collected 

during the COVID-19 Pandemic, we find support for our hypothesis that more severely impacted 

firms seek to increase their use of freelancers as compared to less impacted firms, but that there 

are contrasting effects when accounting for differences in the knowledge and services industries. 

We test the robustness of our findings by using coarsened exact matching (CEM) on relevant and 

observable firm-level characteristics. We end by discussing limitations of our research and ways 

forward.  

  

 
1 While our theory and results pertain to the strategies of small and medium-sized enterprises (SMEs) (Eggers, 

2020), they have some generalizability to all firms, so we refer to the SMEs we study as “firms”. 
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Theoretical background 

Temporary exogenous shocks and strategic repositioning 

Strategic management scholars are increasingly interested in how firms respond to shocks 

(Argyres et al., 2019; Knudsen & Lien, 2015; Wenzel et al., 2020), which are conceptualized as 

‘important changes in a firm’s environment that are largely outside of its control’ (Argyres et al., 

2019: 361). Various types of shocks trigger firms to reposition when demand, supply, 

innovation, or regulatory changes lead to an environmental discontinuity (Argyres et al., 2019; 

Porter & Rivkin, 2000; Wang & Shaver, 2014). An emerging literature derived from transaction 

cost economics (TCE) holds that repositioning is based on a comparative assessment of the 

firm’s own adjustment, transaction, and opportunity (CATO) costs relative to the strategic 

choices and positions taken by rivals (Argyres et al., 2015; Argyres et al., 2019; Bigelow et al., 

2019). Adjustment costs include the costs of acquiring or divesting assets and capabilities, as 

well as the costs of redeploying capital and labour, to achieve a new defensible strategic position 

(Argyres et al., 2019: 364) when changes to the industrial and economic landscape present new 

opportunities (Anand & Singh, 1997; Argyres et al., 2019; Lorenzen, 2005, 2007; Wenzel et al., 

2020).  

However, a shock such as the COVID-19 pandemic, is different from the (innovation) 

shocks for which the CATO framework has been conceptualized (Argyres et al., 2019), because 

(1) it is exogenous to the general population, and so hits all firms in affected industries, and (2) it 

is temporary, in contrast to disruptions that change the landscape of an industry permanently 

(Foss, 2020; Knudsen & Lien, 2015). Research on how adjustment costs influence strategic 

repositioning has hitherto focused on shocks that hit differentially across a population of firms in 

an industry, theorizing firms’ strategic response in sequence (see Argyres et al., 2015; Argyres et 
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al., 2019; Bigelow et al., 2019). An adjustment costs perspective is also relevant for 

understanding how firms adapt to an (temporary) exogenous shock that hits the entire population 

of firms in an industry. Such a shock means firms must respond simultaneously to major change 

in the external environment and creates ambiguity over further changes to the environment 

(Knudsen & Lien, 2015).  

For most affected firms, major adjustment costs during a temporary exogenous shock are 

incurred in the form of firms’ human capital response (Knudsen & Lien, 2015). Yet, the 

literature concerning firms’ workforce adjustments in response to such crises is sparse, one 

exception being Knudsen and Lien’s (2015) study of firms’ human capital strategy following the 

2008 financial crisis. While TCE and the CATO framework that is derived from TCE address 

how firms should design governance modes to manage external disturbances (Argyres et al., 

2019; Williamson, 1991), we argue that both frameworks require new assumptions to explain 

employment mode choice in a temporary exogenous shock, given ambiguity over the outcomes 

and duration of the shock, as well as industry dynamics (Foss, 2020; Lorenzen, 2007).  

Choosing one employment mode over another can turn out to be decisive, especially when 

the firm must respond to competitor moves, threats and opportunities (Grewal & Tansuhaj, 

2001). For example, firms with a greater portion of freelancers in their workforce can be more 

agile in terms of both output and costs when entering a crisis (Atkinson, 1984). Firms can also 

reposition quickly by outsourcing new tasks that may emerge because of the shock (for example, 

municipalities in Denmark used temporary workers to rapidly set up COVID-19 test facilities).  

On the other hand, firms that have more long-term contracts with permanent employees 

can gain an advantage over competitors by building unique capabilities over time (Campbell, 

Coff, & Kryscynski, 2012; Knudsen & Lien, 2015), while the evidence of using freelancers and 
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organizational (operational or financial) effectiveness is mixed (Flinchbaugh, Zare, Chadwick, 

Li, & Essman, 2019). Moreover, modelling the long-term cost-effectiveness of a variety of 

freelancers suggests that they are costlier than permanent employees down the line, due to 

hidden costs in productivity and turnover (De Stefano, Bonet, & Camuffo, 2019; Fisher & 

Connelly, 2017).  

Despite an extensive literature on the causes and implications of choosing internal versus 

external employment modes, the current conceptualization of employment externalization does 

not explain why firms seek to reconfigure employment modes following a temporary exogenous 

shock (a pattern shown by e.g., Peck & Theodore, 2007). While the existing literature highlights 

that using freelancers provides firms with flexibility when entering a shock, it is imperative to 

understand employment mode choices at the onset of one, because the implications of hiring 

freelancers to increase flexibility in response to a temporary exogenous shock are different from 

the implications of firing freelancers to exploit flexibility. 

The COVID-19 shock is characterized by uncertainty over its duration as well as 

uncertainty concerning subsequent changes to firms’ task environments (for example, will there 

be major changes to suppliers, customers, competitors, etc.?). This requires strategic deliberation 

on the part of firm management. To better understand externalization intentions in the context of 

such deliberation, we combine ideas regarding employment externalization (Davis-Blake & 

Uzzi, 1993) and strategic repositioning (Argyres et al., 2019) to explain why impacted firms seek 

to change their employment modes. Conceptually, this type of shock provides an interesting 

setting to test these ideas because employment mode choice should theoretically be linked to 

strategic repositioning in light of the crisis, even if the same repositioning occurs gradually, 

when the environment changes incrementally (Argyres et al., 2019; Knudsen & Lien, 2015). To 
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theorize about employment mode choice as a strategic response to the crisis, it is important to 

first outline existing explanations in the literature of why firms choose to hire freelancers or 

permanent employees. 

Why do firms hire freelancers? 

The relationship between workers and firms is often conceptualized in terms of 

employment contracts (Coase, 1937), because ‘contract terminology is an interdisciplinary 

language that is useful in translating between economic and sociological theories’ (Kalleberg & 

Reve, 1993: 1105).  Prior work in this vein, grounded in TCE, describes a continuum of 

contractual arrangements, ranging from incomplete permanent contracts—governed within the 

firm (hierarchy) and referred to as internalization—, to bilateral governance arrangements 

(hybrid), to more complete fixed-term contracts (markets) referred to as externalization, because 

the firm externalizes governance and control, under well-defined contractual stipulations (Pfeffer 

& Baron, 1988; Reve, 1990; Williamson, 1979). These contractual arrangements are organized in 

co-existing, yet distinctive, sub-systems of employment (Osterman, 1987).  

While the conceptual domain of externalization encapsulates various forms of market-

based contractual governance (Williamson, 1975, 1979, 1985), we are broadly concerned with 

why firms’ use freelancers, including but not limited to temporary workers, gig workers, and 

independent contractors. In the literature this construct has been referred to as employment 

externalization (Davis-Blake & Uzzi, 1993), and henceforth, we refer to it merely as 

externalization. 

Much of the literature on externalization focuses on understanding the causes and 

implications of hiring freelancers using theoretical frameworks similar (but not identical) to TCE 

(see Lepak & Snell, 1999). From a TCE perspective, firms’ economizing choice of employee 
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governance shifts from markets to hybrids to hierarchies, as resources and tasks become 

increasingly firm specific and cospecialized (Grossman & Hart, 1986; Williamson, 1975, 1979, 

1985).  RBV argues that internalizing firm-specific human capital may be a primary source of 

sustained competitive advantage (Barney & Wright, 1998; Campbell et al., 2012). In this 

tradition, firms are admonished to protect their core capabilities and competitive advantage 

(Barney, 1991) by internalizing their core workforce with firm specific skills and knowledge, 

and externalizing generic tasks in the periphery (Purcell, 1996; Purcell, 1999); because 

freelancers provide the firm with flexibility to adjust task output when faced with demand and 

supply uncertainties (Atkinson, 1984; Handy, 1989; Williamson, 1991). 

Strategic human capital theory (Coff, 1997, 1999) suggests that internalization is favoured 

when ongoing work requires idiosyncratic skills, and where performance is difficult to measure 

(Matusik & Hill, 1998; Mayer & Nickerson, 2005). In contrast, externalization is favoured when 

sporadic work requires generic, measurable, and easily imitable skills (Peel & Boxall, 2005).  

Lepak and Snell (1999) integrate TCE, human capital theory, and RBV to identify ideal 

employment modes. In line with much of the theory above, they suggest that firms externalize 

employment when the value and uniqueness of human capital are low and internalize 

employment when the value and uniqueness of human capital are high.  

While the above streams of literature on externalization provide a comprehensive 

framework for why firms choose to hire freelancers rather than permanent employees at the task 

level, the empirical evidence remains more ambiguous. For example, firms might be inclined to 

externalize high value tasks in engineering (Burton et al., 2020; Peel & Boxall, 2005), or they 

may use freelancers for core tasks where knowledge expropriation is less of a concern (Bidwell, 

2009).  
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Theoretically, the literature lacks an assessment of why choosing to increase the use of 

freelancers might be a firm level decision—that is, the firm will seek greater contractual 

flexibility regardless of TCE predictions—as opposed to a task level decision. Reconfiguring 

employment modes at the firm-level may be pertinent to respond to a temporary exogenous 

shock (Peck & Theodore, 2007). Yet, the literature on externalization focuses on the 

characteristics of the transaction or the task or the employee and map these units of analysis to 

either internalization or externalization. The potential problem with this is that theorizing 

managerial decisions regarding strategic repositioning requires taking a more macro or aggregate 

point of view which the more micro perspective may obscure.   

Externalization in light of the CATO framework 

and governance inseparability 

Empirical evidence on externalization in the event of an exogenous shock (Hakim, 1990; 

Peck & Theodore, 2007) requires theoretical foundations, reflecting a general lack of attention to 

governance choices in the face of major external shocks (Argyres et al., 2019). Research using 

the UK labour market as the empirical setting showed that firms sought greater flexibility after 

the recession of 1981 (Hakim, 1990), although the study referred to outsourcing in general rather 

than employment specifically. Research based on US data shows that after a significant boom in 

the pre-crisis period, temporary work fell by about half a million jobs in response to the 

recession of 2001 but increased faster than permanent work immediately afterwards (Peck & 

Theodore, 2007). However, the authors focus on structural employment changes in the economy 

rather than firm strategy as the driver of the phenomenon. 

As discussed earlier, the TCE framework infers that firms choose to externalize 

employment when they require flexibility, and when outsourcing generic tasks allows them to 
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economize transaction costs by internalizing core tasks.  However, from a firm level perspective, 

adjusting to a shock that disrupts the firm’s competitive position, may overrule economizing 

transaction costs for various resources and tasks (Argyres et al., 2019). A firm that is more 

strongly impacted by the shock may choose to hire freelancers for tasks they might otherwise 

internalize, if they assess that the opportunity costs (the costs of choosing one alternative over 

another) of moving late to a new position are greater than the opportunity costs of moving early 

from the prior strategic position1F1F

2 (Argyres et al., 2019: 359). We argue that a hitherto 

unspecified explanation for seeking to increase externalization following a temporary exogenous 

shock stems from an impacted firm’s 1) comparative assessment of adjustment, transaction, and 

opportunity costs 2F2F

3 and 2) attempt to reduce switching constraints due to the notion of governance 

inseparability (Argyres & Liebeskind, 1999). We elaborate on both arguments below. 

The CATO framework uses a comparative costs assessment to predict firms’ governance 

choices in response to innovation shocks. The framework can also be applied to a temporary 

exogenous shock, such as the COVID-19 pandemic, albeit with new assumptions because the 

uncertainty given the temporary duration and ambiguous outcomes specific to such shocks (Foss, 

2020; Knudsen & Lien, 2015) is different from the uncertainty given more permanent change 

specific to innovation shocks.  

 
2 For example, the firm builds internal competencies over time that competitors already have, which leads to a loss 

of market share (opportunity costs of moving late). In such a case, it may be strategically appropriate for the firm to 

buy firm-specific competencies with higher transaction costs (opportunity costs of moving early) and prevent loss of 

market share. In doing so the firm lowers its comparative adjustment costs. 

3 We follow Argyres et. al. (2019: 365) in treating adjustment costs and transaction costs as separate concepts. As 

they explain: ‘Some might argue that adjustment costs are a subcategory of transaction costs. We maintain, however, 

that the two types of costs differ with respect to the unit of analysis at which they operate, and in the timing at which 

they are incurred. Thus, according to Williamson (1985), transaction costs arise at the level of the individual 

transaction and are incurred after investments have been made in cospecializing a set of assets. Adjustment costs, 

however, arise at the level of the entire firm, and influence which transactions and attributes are chosen by leaders 

ex ante. In essence, adjustment costs can be thought of as ex ante costs at the firm level whereas transaction costs 

arise largely ex post at the transaction level.’  
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Adjustment costs provide an important premise for why employment mode choice cannot 

be explained by current conceptualizations of employment externalization (that are based on 

TCE). Adjustment costs comprise the costs of changing what the firm produces, or how they 

produce it, rather than merely changing outputs. These costs arise ex ante at the level of the firm, 

for example, the pre-determined costs of acquiring, divesting, or redeploying resources (Argyres 

et al., 2019), while transaction costs arise ex post at the level of the transaction, for example, the 

contractual hazards leading to maladaptation costs from misaligned governance (Williamson, 

1985). 

Firms incur higher transaction costs if employment modes are not selected in a way that 

aligns with task types (Peel & Boxall, 2005; Williamson, 1985). For example, hiring freelancers 

for core tasks can lead to maladaptation costs from knowledge expropriation (Mayer & 

Nickerson, 2005). Yet these costs can be offset in reducing comparative costs by repositioning 

faster (or, given the uncertainty over further changes in the environment, more appropriately), 

relative to competitors. The CATO framework considers a firm’s recognition of its competitors’ 

ability to achieve a time and cost advantage if the competitor can reposition faster (Argyres et al., 

2019: 364). Time compression diseconomies may push firms to seek valuable competencies and 

capabilities through hiring freelancers, if they foresee moving late as posing a competitive threat 

or moving early as a competitive opportunity (Argyres et al., 2019).  

During a temporary exogenous shock, impacted firms are forced to re-evaluate their 

business models and/or operational models, and adjustment costs are unavoidable. An example 

from the COVID-19 shock is that firms in the services and knowledge industries in Denmark 

were mandated to move all (or some) of their daily operations to digital/remote setups for a time. 
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Setting up remote services, communication, workflows, and control systems, entails resource 

redeployment (Anand & Singh, 1997) and subsequent adjustment costs.  

Thus, a key premise for seeking externalization in response to a temporary exogenous 

shock is that firms may incur higher transaction costs to lower their upfront comparative 

adjustment costs, if they are severely impacted (Argyres et al., 2019). For example, building its 

own e-commerce function could help a firm to achieve efficiency gains, higher product value 

from differentiation, and lower transaction costs. Yet acquiring these gains over time may result 

in repositioning the firm’s services in a digital format too late, if competitors choose to 

externalize, or if they already possess the relevant capabilities.  

On the other hand, repositioning early may result in forgoing profits that would have been 

earned if repositioning is delayed or avoided (Argyres et al., 2019). Yet, when a shock is 

temporary and exogenous to all firms in affected industries, we argue that the shock’s impact on 

both the focal firm and its competitors will lead them to seek to reposition quickly and more 

flexibly by seeking to hire freelancers. Doing so may not only protect the firm from repositioning 

late but also from commitment to hierarchical governance modes that are more expensive to 

switch or dismantle if the environment changes further. 3F3F

4 

Thus, a key strategic consideration in seeking to hire more freelancers, which is an 

important assumption for the application of CATO to a shock with more ambiguity, is that firms 

seek to avoid governance inseparability. Governance inseparability is defined as the constraints 

of past (or current) governance choices on governance choices in future periods (Argyres & 

Liebeskind, 1999). We argue that in the event of a temporary exogenous shock, severely 

 
4 Although the logic is similar to arguments concerning real options theory (Foote & Folta, 2002), we do not include 

it in our theoretical framework for the sake of parsimony. Real options theory concerns acquiring flexible assets that 

provide the firm with options to create alternative products (Sanchez, R. 2003). Notions from real options theory are 

implicitly present in the CATO framework in the form of opportunity costs assessment.  
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impacted firms seek greater externalization to reduce constraints on switching away from having 

permanent employees in future periods, given the uncertainty over whether the environment will 

change further, or normalize.  

However, our arguments differ from prior work on governance inseparability in an 

important way. While Argyres and Liebeskind (1999) argue that firms choose the governance 

mode that reduces transaction costs, we argue that aligning governance modes to reduce 

transaction costs need not be the best response to a temporary exogenous shock. For example, a 

firm that chooses to internalize a new function that is required in a remote work setup might find 

itself constrained in dismantling or externalizing the same function if the environment returns to 

its pre-shock state. On the other hand, if the firm had externalized the function to start with, this 

should reduce the constraints on switching, because freelancers are easier to lay off, hire 

permanently, or replace with permanent employees, as compared to the opposite. It is more 

expensive for impacted firms to switch away from internalizing employment, than to switch 

away from externalizing employment in the period following a temporary exogenous shock, due 

to higher sunk costs and greater contractual commitments associated with the former governance 

mode.  

Thus, impacted firms that are forward looking seek greater contractual flexibility through 

hiring freelancers. However, as we argue in the following sections, both the industry to which 

impacted firms belong as well as firing employees affect the extent to which they pursue greater 

externalization.  
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Externalization as a strategic response 

We have argued that being hit by the crisis increases intentions to hire freelancers 

regardless of TCE predictions, which is our baseline hypothesis: in any given industry, firms that 

are more impacted seek to hire more freelancers.   

In industries that represent task types with higher interdependency, the effect of being 

impacted on externalization intentions should in theory be negligible. When the environment is 

stable, the firm can forecast and plan output, allowing it to internalize core value-creating tasks 

to optimize control, while keeping a buffer of external workers for peripheral tasks to adapt to 

demand and supply risks (Atkinson, 1984; Davis-Blake & Uzzi, 1993; Lepak & Snell, 1999; 

Williamson, 1991). 

However, when the environment changes due to a temporary exogenous shock, greater 

contractual flexibility at the firm level may be more valuable than stability and control such that 

firms to an increasing extent seek to externalize. We argue that CATO is a better framework for 

predicting firm intentions to hire freelancers in a temporary exogenous shock because impacted 

firms (i.e., firms that are pressed to reposition strategically) in all industries will seek greater 

flexibility. For example, restaurants that externalize delivery can reduce costs related to hiring, 

training, organizational learning, process creation time, and other costs incurred from building 

the function internally. We formulate our baseline hypothesis as follows: 

H1: The more the focal firm is impacted by the exogenous shock, the greater the likelihood 

it will seek to hire freelancers. 
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Externalization in the knowledge and services industries 

More broadly, we argue that impacted firms in the knowledge and services industries differ 

in the extent to which they pursue greater externalization. In our empirical setting (Denmark), 

these groups of industries were impacted differently. The services (including industries such as 

public services, hospitality, fitness, entertainment, etc.) and knowledge (including industries such 

as market research, consulting, design, scientific R&D, etc.) industries were more affected by the 

pandemic and the restrictions than the traditional manufacturing industries. Yet even in these 

more affected industries, asset specificity and cospecialization are likely to differ, influencing 

our prediction outlined in the first hypothesis (Knudsen & Lien, 2015). Thus, we expect to see 

differences in the intentions of firms in the broader knowledge and services industries. 

According to our discussion above, firms make a comparative assessment of whether 

repositioning speed is worth the costs of misaligned governance, in navigating the temporary 

uncertainty. We argue that firms which are more impacted in the service industries such as 

hospitality, transport, healthcare, etc., evaluate that the benefits from repositioning quickly and 

reducing switching constraints are greater than from choosing the employment mode with the 

lowest transaction costs. Thus, we argue that the effects of being impacted on seeking to hire 

more freelancers will be strongest in the services industries. 

For impacted firms in the knowledge industries, which are more likely to invest in strategic 

human capital during a temporary exogenous shock (Knudsen & Lien, 2015), we argue that 

repositioning quickly and reducing switching constraints are less important than for impacted 

firms in the services industries. Firms in the knowledge industries can face higher opportunity 

costs from externalizing (for example, in the form of tacit coordination costs as task 

interdependency and complexity increases) in the long run (Fisher & Connelly, 2017; 
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Flinchbaugh et al., 2019; Jensen et al., 2021; Srikanth & Puranam, 2011), even if hiring 

freelancers enables them to reposition quickly in response to the crisis. Thus, we expect that 

more impacted firms in the knowledge industries do not seek to hire freelancers, instead 

redeploying capital towards investments in firm specific human capital (Knudsen & Lien, 2015). 

Essentially, we argue that while CATO is a better framework for predicting firms’ 

externalization intentions across all industries, TCE predictions will hold when predicting 

externalization intentions among broader industries. We thus formulate the following hypotheses 

about industry-specific differences: 

H2a: The larger the impact of the crisis, firms in knowledge industries will seek to hire 

freelancers to a smaller extent than firms in non-knowledge industries. 

H2b: The larger the impact of the crisis, firms in services industries will seek to hire 

freelancers to a larger extent than firms in non-services industries. 

Downsizing and externalization 

Finally, we argue that downsizing (firing permanent employees) increases the hypothesized 

effects between firm-level impact in the knowledge and services industries and the intention to 

hire more freelancers. Choosing to internalize tasks is consequential for strategic repositioning, 

because it typically entails investments in interrelated assets, capabilities and knowledge that are 

difficult for competitors to imitate (Argyres et al., 2019; Ghemawat, 1991; Porter, 1996). 

However, as Argyres et al. (2019: 358) argue, these investments create commitments that make 

repositioning difficult; because they may require investments in retraining, due to high asset 

specificity (Williamson, 1985), due to high exit barriers (Oster, 1999), or because organizational 

inertia is present (Hannan & Freeman, 1984). The advantages of increased control through 

permanent contracts can be outweighed by the need to reposition quickly when the firm is 
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affected by a temporary exogenous shock. Thus, firms that are affected by a temporary 

exogenous shock may turn to replacing permanent employees with freelancers to reduce 

comparative adjustment costs.  

Specifically, we argue that in a temporary exogenous shock, impacted firms that downsize 

in the service industries have greater intentions to hire freelancers, while the opposite is 

observable for impacted firms that downsize in the knowledge industries. When environmental 

conditions impact the strategic position of the firm, forcing them to reposition quickly, firms in 

the services industries may accept the trade-off between the benefits accrued from having more 

permanent employees, and increasing strategic flexibility through hiring freelancers. However, 

for firms in the knowledge industries, where adopting new strategic positions that do not harm 

the competitiveness of the firm is arguably more important than repositioning quickly, investing 

in strategic human capital might be a better strategy (Knudsen & Lien, 2015). Hence, we 

suggest:  

H3a: The larger the impact of the crisis, firms in knowledge industries that fire employees 

seek to hire freelancers to a smaller extent than firms in non-knowledge industries. 

H3b: The larger the impact of the crisis, firms in services industries that fire employees seek 

to hire freelancers to a greater extent than firms in non-services industries. 

 

Figure 1 illustrates our conceptual framework and summarizes our hypotheses. In the 

following sections we describe our methodology and present the results for each hypothesis, 

before discussing the implications of our findings for theory and practice. 

  



47 

 

Figure 1: Conceptual Framework 

 

 

Empirical setting, data, and methods 

Data collection and sample 

Our research setting is the initial lockdown of the Danish economy that lasted from the 13th 

March to the 6th June 2020. The Danish labour market is advantageous as an empirical setting 

because the flexicurity model (Andersen, 2012) makes it easier for firms to fire and hire 

permanent workers, while a high minimum wage and legal protections (benefits, pension, etc.) 

make temporary workers relatively more expensive. Similarly, while independent contractors do 

not have the same protections as temporary workers, they usually charge a higher rate to account 

for such protections. Therefore, our results are conservative, especially with regards to intentions 

to hire freelancers, because freelancers are both more expensive and more protected in Denmark, 

as compared to other developed, industrialized economies. Moreover, Danish firms are not as 

pressured to pursue greater externalization, as a wait-and-see approach would enable them to fire 

employees easily at a later point as well. In countries where institutional pressures against laying 
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off employees are stronger; it is not as easy for firms to onboard employees before firing them 

directly after the initial crisis.  

Our data is obtained from an extensive email survey sent to 15,950 Danish SMEs. Two 

reminders were sent within a week of the first email. The response rate relative to the population 

was just over seven percent, or 1,177 out of 15,950 firms. Our sample of 1,177 firms is a decent 

representation of the population. The average firm size (number of employees) in the sample was 

slightly smaller at 37, compared with the population’s 48. The regional distribution of firms was 

similar in both groups, although the population had around eight percent more firms in the 

Capital Region and seven percent less firms in the Central Region, compared to the sample. The 

representation of industries showed that nine of the top 10 industries in the sample were 

represented in the top 10 industries of the population 4F4F

5. 

Variable measurement 

Our dependent variable, Hiring intentions, is a self-report measure of intentions to hire 

freelancers. Respondents were asked to answer the following question on a scale from 1-5 (from 

“highly disagree” to “highly agree”) “our firm intends to increase our use of freelancers, going 

forward”. We did not distinguish the type of freelancer because we wanted to capture the desire 

of manufacturing firms to hire more low-skilled freelancers, as well as the desire of knowledge-

intensive firms to hire more high-skilled freelancers. Thus, we adopted the term freelancer in 

accordance with practitioner and academic conceptualizations of contingent workers in general 

(Burke & Cowling, 2015; McKinsey & Co., 2016; Fuller et al., 2020). 

Our independent variable, Impact, is a measure of firm level impact using a 1-5 Likert 

scale (from “not at all” to “a high degree”). The question was: “To what degree is the firm 

 
5 T-tests to check for balance between the sample and population are available on request. 
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impacted by the crisis at the current moment?” Once again, we seek to measure various forms of 

impact across a broad range of industries. While some firms may have been impacted by a 

decline in demand, other firms may have been impacted by supply chain disruptions, or from 

new industry trends because of COVID-19, or from shifting to a remote setup. Thus, we deemed 

the self-reported degree of impact to be an indicator of firm-specific impact.  

Our final measure in the conceptual framework (figure 1), Downsizing, is a variable 

measuring layoffs (H3a, H3b). To examine whether significant downsizing amplifies the effects 

previously hypothesized, we created a binary variable which is equal to one if the firm laid off 

more than 20 percent of their employees and zero otherwise 5F5F

6. We split the sample using this 

variable to see if downsizing enhances the hypothesized effects. 

Control variables 

Our sample is matched on a dummy variable, Help package which measures whether firms 

applied for the financial assistance (‘hjælpepakker’) provided by the Danish government. The 

help package was specific and limited for Danish SMEs during the pandemic: only firms that 

were negatively affected by the crisis could request it. This is corroborated by the high 

correlation between the impact of the crisis and help package in the sample. We argue that this 

supports using Help package as a treatment to test our ideas about the pandemic’s impact and 

seeking to externalize.  

Besides controlling for self-reported Declining revenue (binary variable), we controlled for 

firm characteristics using archival data obtained from a web scrape. The number of full-time 

employees measured Firm size. We controlled for region using four dummies with the fifth 

 
6 We measured downsizing by asking firms to report personnel changes on an ordinal scale. The 0-5 scale (from 

“have employed new personnel” to “fired over 80% of employees”) measures whether firms hired new employees 

(0) or how many were fired in 20% intervals (1-5).  



50 

 

Danish region (CapitalRegion) used as a reference. We also controlled for firm age, Founded 

(year), by counting the number of years from the date it was founded. A control (Listed) for 

whether the firm was listed on the Danish stock exchange was included to account for the ability 

of listed firms to raise capital. To control for industry, we used each firm’s NACE industry 

branch code. To create industry clusters, we manually coded the NACE codes (using the 21 

official NACE categories) into a Manufacturing sector, a Services sector (including both private 

and public services), and a Knowledge sector. In total, there were 555 services firms, 269 

knowledge firms, and 266 manufacturing firms. Finally, as prior research indicates that 

exploration-oriented firms differ from exploitation-oriented firms in their human capital strategy 

when responding to a crisis (Knudsen & Lien, 2015), we use a binary variable (Innovator) to 

control for whether firms introduced a new product or service to the market within the last three 

years.  

Analyses and results 

Descriptive statistics 

After excluding observations with insufficient firm-level data (“don’t know” responses to 

the dependent variable item), our sample comprises 1,090 firm observations. Table 1 presents the 

descriptive statistics of the sample. Declining revenue, hiring intentions, and downsizing are 

positively correlated with Impact, which indicates that Impact has a negative valence. In 

addition, we observe that firms obtaining assistance from the Danish government (Help 

packages) were more severely impacted



 

 

Table 1. Descriptive Statistics 

 Variables 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 

1 Impact 1               

2 Hiring freelancers 0.110* 1              

3 Downsizing 0.171* 0.018 1             

4 Firm size -0.031 -0.004 -0.012 1            

5 Declining revenue 0.533* 0.090* 0.143* -0.058 1           

6 CentralRegion -0.054 0.021 0.017 -0.012 -0.031 1          

7 SouthernRegion -0.010 0.019 0.040 -0.008 0.019 -0.340* 1         

8 ZealandRegion -0.082* -0.020 -0.022 -0.019 -0.061* -0.227* -0.190* 1        

9 NorthernRegion 0.023 -0.035 -0.035 0.034 0.014 -0.227* -0.190* -0.127* 1       

10 Listed -0.123* 0.015 -0.153* 0.085* -0.023 0.043 -0.050 -0.065* 0.043 1      

11 Founded(year) 0.007 0.034 -0.071 -0.203 0.128* 0.016 -0.034 0.018 -0.017 0.017 1     

12 Innovator 0.136* 0.122* -0.068* 0.073* 0.115* -0.010 -0.034 -0.059 -0.013 0.119* -0.014 1    

13 Knowledge sector 0.047 0.063* 0.008 -0.033 0.012 -0.041 -0.064* -0.029 -0.050 -0.084* -0.061 0.158* 1   

14 Services sector 0.210* -0.053 0.061* 0.010 0.102* 0.003 0.001 0.020 0.008 -0.165* 0.062* -0.046 -0.583* 1  

15 Help package 0.493* 0.109* 0.053 -0.106* 0.433* -0.028 0.041 -0.045 0.046 -0.064* 0.153* 0.026 -0.124* 0.207* 1 

 Mean 3.960 2.618 0.734 36.572 0.689 0.289 0.221 0.113 0.113 0.364 53.601 0.554 0.247 0.509 0.345 

 S.D. 1.132 1.177 0.442 43.738 0.463 0.454 0.415 0.317 0.317 0.481 16.301 0.497 0.431 0.500 0.476 

 Min 1 1 0 10 0 0 0 0 0 0 1 0 0 0 0 

 Max 5 5 1 435 1 1 1 1 1 1 77 1 1 1 1 

 Note. * p < 0.05                

4
9
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Estimations 

 Our dependent variable Hiring intentions is measured on an ordinal scale, so we used 

ordered logit models to examine our hypotheses. We use the remaining industries as a baseline 

with which to compare firms in the services (H2a, H2b) and knowledge (H3a, H3b) industries. 

To examine differences among firms that downsized, we split the sample because firms that 

indicated whether they downsized had already laid-off employees in the weeks prior to the 

survey. Conceptually, if we include downsizing as an interaction term in our cross-sectional data, 

it would not be temporally aligned with our independent variable, as it measures past action. 

To assuage endogeneity concerns resulting from both our dependent and independent 

variables coming from the same survey instrument, we use coarsened exact matching (CEM). 

Because we have access to information on firms in our survey that obtained help packages from 

the Danish government, we were able to create a treatment group of firms that applied for help 

and a control group of firms that did not. This allows us to compare the strategic actions and 

intentions of firms that were negatively impacted by the pandemic with firms that were not 

equally affected. By matching on key firm-level control variables, we obtain treatment and 

control groups that are coarsely similar and have a reduced imbalance, which results in a more 

efficient comparison between both groups. Although CEM results in a significant reduction in 

the number of observations included in the ordered logit models, it leads to more accurate 

estimates (Blackwell, Iacus, King, & Porro, 2009). Finally, to alleviate concerns regarding 

multicollinearity, we measured the variance inflation factor (VIF), which was below three for all 

the econometric models.  

Table 2 presents the overall results of CEM. The table shows that CEM reduces the 

imbalance between the groups, measured by the multivariate imbalance variable (L1) (Iacus & 
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King, 2012), from 51 percent to 14 percent. This reduction is quite significant. It suggests that 

we are comparing more similar firms in the treatment and control groups post-CEM. To further 

examine how CEM affects our matching variables, we present a table showing the pre-and post-

CEM univariate imbalance. Table 3 shows that CEM significantly reduces the imbalance 

between the coefficient and mean for most of the control variables used to match the groups.   

Table 2: CEM (Multivariate imbalance) 

 

 

Table 3: CEM (Univariate imbalance) 

 

Univariate distance (L1) Pre CEM Post CEM 

  Coefficient Mean Coefficient  Mean 

Firm size 0.11798  -9.7642 0.06771  -0.967 

Centralregion 0.02704  -0.02704 1.0e-15 2.5e-16 

Southernregion 0.036 0.036 6.9e-16 2.2e-16 

Zealandregion 0.03016  -0.03016 8.0e-16  5.6e-17 

Northernregion 0.03074 0.03074 1.0e-15  9.7e-17 

Declining Revenue 0.422 0.422 1.9e-15 3.6e-15 

Innovator 0.02699 0.02699 1.2e-15  1.3e-15 

 

 

Table 4 shows evidence in support of hypothesis 1. Model 1 (table 4) shows that that the 

coefficient of Impact (of COVID-19) is positive (0.15) and significant (p-value < 0.05). Model 2 

shows that post-CEM, although the number of observations fall to 881, the coefficient of Impact 

increases and is more significant (p-value <0.01). 

  

 Pre CEM Post CEM 

Multivariate distance (L1) 0.51 0.14 

Observations 1090 881 
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Table 4: Testing Hypothesis 1 (DV = Hiring intentions, IV = Impact) 

 

  Complete Model CEM 

VARIABLES Model 1 Model 2 

      

Impact 0.1532* 0.2115** 

  (0.067)                      (0.081)  

    
Downsizing 0.0029 -0.0319 

  (0.140) (0.163) 

    
Firm size -0.0005 -0.0023 

  (0.002) (0.003) 

    
Declining revenue 0.0831 0.1623 

  (0.153) (0.204) 

    
CentralRegion 0.2691 0.3851* 

  (0.170) (0.188) 

    
SouthernRegion 0.1770 0.4069+ 

  (0.166) (0.208) 

    
ZealandRegion 0.1477 0.3412 

  (0.236) (0.252) 

    
NorthernRegion -0.0452 0.2926 

  (0.224) (0.237) 

    
Listed 0.0216 -0.1941 

  (0.173) (0.186) 

    
Founded(year) 0.0051 0.0072 

  (0.004) (0.005) 

    
Innovator 0.4418*** 0.5087** 

  (0.128) (0.155) 

    
      

Observations 1,090 881 

Industry dummies YES YES 

Robust standard errors clustered by firm in parentheses   
***p<.001; **p<.01; *p<.05; +p<0.1   
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Model 1 in Table 5 (H2a) shows that as the impact of the crisis increases (from 3 to 5 on 

the Likert scale), firms in the knowledge sector have lower intentions to hire freelancers as 

compared to firms in the other sectors. Model 2 shows that this effect is robust in the model 

using CEM. Table 6 presents the marginal effects of the impact of the pandemic on firm 

intentions in the knowledge industries as compared to the other industries. 

Table 5: Testing Hypothesis 2a 

(DV = Hiring intentions, IV = Impact * Knowledge sector) 

 

  Complete Model CEM 

VARIABLES Model 1 Model 2 

      

Impact = 2 0.6803 0.9360+ 

  (0.489) (0.567) 

    
Impact = 3 0.9699* 1.1827* 

  (0.482) (0.570) 

    
Impact = 4 0.8471+ 1.0073+ 

  (0.488) (0.571) 

    
Impact = 5 1.1528* 1.4498* 

  (0.489) (0.574) 

    
Knowledge sector 1.3286** 1.6669** 

  (0.497) (0.547) 

    
1.Impact#Knowledge sector 0.0000 0.0000 

  (0.000) (0.000) 

    
2.Impact#Knowledge sector -1.0119+ -1.6754* 

  (0.604) (0.733) 

    
3.Impact#Knowledge sector -1.3136* -1.9087** 

  (0.569) (0.637) 

    
4.Impact#Knowledge sector -1.4815** -1.7774** 

  (0.550) (0.608) 

    
5.Impact#Knowledge sector -1.1571* -1.5796** 

  (0.552) (0.596) 
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Services sector -0.2498+ -0.2759 

  (0.151) (0.171) 

    
Downsizing 0.0675 0.0672 

  (0.131) (0.148) 

    
Firm size 0.0002 0.0020 

  (0.001) (0.003) 

    
Declining revenue 0.1505 -0.0373 

  (0.136) (0.194) 

    
CentralRegion 0.1800 0.1608 

  (0.160) (0.176) 

    
SouthernRegion 0.1731 0.1981 

  (0.155) (0.179) 

    
ZealandRegion 0.1564 0.0784 

  (0.220) (0.242) 

    
NorthernRegion -0.1242 -0.0997 

  (0.206) (0.227) 

    
Listed 0.0460 0.1263 

  (0.128) (0.142) 

    
Founded(year) 0.0039 0.0050 

  (0.003) (0.004) 

    
Innovator 0.3872** 0.3466* 

  (0.120) (0.137) 

    
      

Observations 1,090 881 

Robust standard errors clustered by firm in parentheses 

***p<.001; **p<.01; *p<.05; +p<0.1 
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Table 6: Marginal effects of Impact on the Knowledge Sector 

 

Impact * Knowledge sector (1/0) Coefficient. P-value 

1.Impact * 0.Knowledge sector -0.032 0.006 

1.Impact * 1.Knowledge sector -0.021 0.280 

2.Impact * 0.Knowledge sector -0.009 0.009 

2.Impact * 1.Knowledge sector -0.006 0.298 

3.Impact * 0.Knowledge sector 0.009 0.007 

3.Impact * 1.Knowledge sector 0.005 0.273 

4.Impact * 0.Knowledge sector 0.025 0.007 

4.Impact * 1.Knowledge sector 0.017 0.291 

5.Impact * 0.Knowledge sector 0.006 0.016 

5.Impact * 1.Knowledge sector 0.004 0.319 

 

Table 7 shows the results for hypothesis 2b. We do not find support in favour of this 

hypothesis. While the coefficient is positive, the estimates are not significant. Model 1 shows the 

regression with controls and model 2 shows the CEM regression. 

Table 7: Testing Hypothesis 2b  

(DV= Hiring intentions, IV = Impact * Services sector) 

 

  Complete Model CEM 

VARIABLES Model 1 Model 2 

      

Impact = 2 0.2462 0.4786 

  (0.485) (0.583) 

    
Impact = 3 0.4538 0.5618 

  (0.475) (0.564) 

    
Impact = 4 0.3475 0.4435 

  (0.484) (0.580) 

    
Impact = 5 0.7079 0.9513+ 

  (0.488) (0.574) 

    
Services sector -1.4658 -1.8884 

  (1.014) (1.334) 

    
1.Impact#Services sector 0.0000 0.0000 

  (0.000) (0.000) 
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2.Impact#Services sector 1.2885 1.4968 

  (1.063) (1.390) 

    
3.Impact#Services sector 1.3347 1.7326 

  (1.044) (1.373) 

    
4.Impact#Services sector 1.1810 1.6615 

  (1.039) (1.363) 

    
5.Impact#Services sector 1.2516 1.6380 

  (1.034) (1.352) 

    
Knowledge sector 0.0905 0.0071 

  (0.176) (0.205) 

    
Downsizing 0.0587 0.0558 

  (0.131) (0.147) 

    
Firm size 0.0002 0.0021 

  (0.001) (0.003) 

    
Declining revenue 0.1401 -0.0363 

  (0.138) (0.195) 

    
CentralRegion 0.1947 0.1830 

  (0.159) (0.175) 

    
SouthernRegion 0.1843 0.2127 

  (0.155) (0.180) 

    
ZealandRegion 0.1628 0.0906 

  (0.220) (0.241) 

    
NorthernRegion -0.1091 -0.0856 

  (0.208) (0.226) 

    
Listed 0.0559 0.1277 

  (0.127) (0.142) 

    
Founded(year) 0.0033 0.0045 

  (0.003) (0.004) 

    
Innovator 0.3874** 0.3436* 

  (0.120) (0.137) 
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Observations 1,090 881 

Robust standard errors clustered by firm in parentheses   
***p<.001;**p<.01;*p<.05;+p<0.1   

 

The next set of hypotheses examine our predictions concerning intentions to hire 

freelancers within the sub-sample of firms that laid off permanent employees. We assert that the 

effects will be stronger in firms that have already fired permanent employees. Table 8 examines 

the prediction of hypothesis 3a that impacted firms in the knowledge industries which laid off 

will have lower intentions to hire freelancers. We do not find support for this hypothesis. 

Table 8: Testing Hypothesis 3a in downsizing sub-sample 

(DV= Hiring intentions, IV = Impact * Knowledge sector) 

 

  Complete Model CEM 

VARIABLES Model 1 Model 2 

      

Impact = 2 0.0240 0.3655 

  (0.663) (0.740) 

    
Impact = 3 0.2416 0.5623 

  (0.656) (0.751) 

    
Impact = 4 0.2892 0.5721 

  (0.656) (0.738) 

    
Impact = 5 0.5941 0.9419 

  (0.656) (0.741) 

    
Knowledge sector 0.0166 -0.0788 

  (0.310) (0.322) 

    
1.Impact#Knowledge sector 0.0000 0.0000 

  (0.000) (0.000) 

    
2.Impact#Knowledge sector 0.5718 0.0754 

  (0.545) (0.863) 

    
3.Impact#Knowledge sector 0.1046 -0.0092 

  (0.437) (0.463) 

    
4.Impact#Knowledge sector -0.1155 -0.0960 
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  (0.374) (0.396) 

    
Services sector -0.2504 -0.2952 

  (0.184) (0.208) 

    
Firm size 0.0010 0.0027 

  (0.001) (0.004) 

    
Declining revenue 0.1890 0.0728 

  (0.164) (0.229) 

    
CentralRegion 0.1608 0.0597 

  (0.188) (0.203) 

    
SouthernRegion 0.0633 -0.0001 

  (0.180) (0.202) 

    
ZealandRegion -0.1807 -0.3380 

  (0.282) (0.310) 

    
NorthernRegion -0.1647 -0.2406 

  (0.244) (0.265) 

    
Listed 0.1245 0.1677 

  (0.155) (0.172) 

    
Founded(year) 0.0018 0.0023 

  (0.004) (0.004) 

    
Innovator 0.3674** 0.2736+ 

  (0.138) (0.156) 

    
      

Observations 800 660 

Robust standard errors clustered by firm in parentheses   
***p<.001;**p<.01;*p<.05;+p<0.1   

 

Finally, hypothesis 3b argues that impacted firms in the services industries that laid off 

permanent employees seek to hire more freelancers than firms in the other industries. Model 1 of 

Table 9 shows that our results support this hypothesis. Model 2 shows that this result is robust 
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after employing CEM. Table 10 presents the marginal effects of impacted firms’ hiring 

intentions in the services industries as compared to the other industries for this subsample. 

Table 9: Testing Hypothesis 3b in downsizing sub-sample 

(DV= Hiring intentions, IV = Impact * Services sector) 

 

  Complete Model CEM 

VARIABLES Model 1 Model 2 

      

Impact = 2 -0.6621 -0.1546 

  (0.584) (0.736) 

    
Impact = 3 -0.6008 -0.0760 

  (0.569) (0.707) 

    
Impact = 4 -0.4894 -0.0540 

  (0.568) (0.713) 

    
Impact = 5 -0.2207 0.3551 

  (0.575) (0.711) 

    
Services sector -16.2525*** -14.4080*** 

  (0.806)                           (1.003) 

    
1.Impact#Services sector 0.0000 0.0000 

  (0.000) (0.000) 

    
2.Impact#Services sector 16.0954*** 14.0104*** 

  (0.911) (1.113) 

    
3.Impact#Services sector 16.2702*** 14.2852*** 

  (0.875) (1.092) 

    
4.Impact#Services sector 15.9571*** 14.1644*** 

  (0.851) (1.052) 

    
5.Impact#Services sector 16.1076*** 14.1524*** 

  (0.852) (1.048) 

    
Knowledge sector 0.1035 -0.0670 

  (0.216) (0.247) 

    
Firm size 0.0010 0.0027 

  (0.001) (0.004) 
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Declining revenue 0.1788 0.0608 

  (0.166) (0.229) 

    
CentralRegion 0.1704 0.0591 

  (0.187) (0.202) 

    
SouthernRegion 0.0631 0.0079 

  (0.182) (0.204) 

    
ZealandRegion -0.1435 -0.2887 

  (0.283) (0.311) 

    
NorthernRegion -0.1777 -0.2549 

  (0.246) (0.265) 

    
Listed 0.1717 0.1930 

  (0.155) (0.173) 

    
Founded(year) 0.0013 0.0022 

  (0.004) (0.004) 

    
Innovator 0.3795** 0.2803+ 

  (0.138) (0.156) 

    
      

Observations 800 660 

Robust standard errors clustered by firm in parentheses 

***p<.001;**p<.01;*p<.05;+p<0.1   
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Table 10: Marginal effects of Impact on the Services sector  

(Sub-sample of downsizing firms) 

 

Impact * Services sector (1/0) Coefficient P-value 

1.Impact * 0.Services sector -0.02 0.236 

1.Impact * 1.Services sector -0.03 0.022 

2.Impact *  0.Services sector -0.007 0.265 

2.Impact * 1.Services sector -0.0097 0.020 

3.Impact * 0.Services sector 0.004 0.214 

3.Impact * 1.Services sector 0.0131 0.032 

4.Impact * 0.Services sector 0.0179 0.255 

4.Impact * 1.Services sector 0.029 0.02 

5.Impact *0.Services sector 0.0049 0.291 

5.Impact * 1.Services sector 0.0071 0.036 

 

Common methods variance and robustness tests 

To deal with common methods variance (CMV), we took several procedural steps 

recommended in the literature on survey research (Podsakoff, MacKenzie, Lee, & Podsakoff, 

2003; Spector, 2006). We assured respondents of anonymity and confidentiality, and that the 

purpose of the survey was not to identify correct answers, but to gauge the impact of the shock. 

Since variables are measured at the firm level, the incentive to provide socially desirable answers 

is lessened. Finally, we ordered the questions randomly, included different types of scales, and 

information on the time to completion. 

In addition to the procedural factors, we also performed the following statistical tests to 

check for bias from CMV. First, we ran Harman’s one-factor test (Podsakoff et al., 2003) which 

showed that any single factor only explains 13% of the total variance across all our variables, 

suggesting that this is a less significant concern in our data. Second, we used a marker variable 

test for CMV (Podsakoff et al. 2003, Malhotra et al., 2006), which compares the pre- and post-

size (and significance) of key variable correlations to determine whether CMV is an issue. The 
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rationale behind the test is that if there is a (marker) variable that is theoretically uncorrelated 

with other key variables, then the second smallest positive correlation between the marker 

variable and other variables can be considered a proxy for CMV (Lindell & Whitney, 2001; 

Malhotra et al., 2006). Also, the marker variable should be measured in the same format as the 

variable of theoretical interest in the study (Srikanth et al., 2020). Therefore, we found a marker 

variable measured in the same format and theoretically uncorrelated with the key variables of 

interest. 6F6F

7 

The second smallest correlation in our data is  =0.0343 (p = 0.14). Comparison of the size 

and significance of the correlations before and after correcting for CMV indicated no qualitative 

change. Third, building on prior work that considers CMV to be an omitted variable (Srikanth et 

al., 2020; Siemsen et al., 2010) which might affect the result, we controlled for this issue by 

using the marker variable as a control in our main analyses, a procedure that did not lead to any 

qualitative changes in our results 7F7F

8.  

Finally, we also cross-checked our results by testing the effect of impact on whether firms 

laid off employees during the crisis. To test this, we regressed layoffs on the impact of the 

pandemic, including all the controls deployed for the main regression analyses. Firms that were 

more severely affected were more likely to lay-off permanent employees, giving credence to our 

arguments that firms seek to replace permanent employees with freelancers to reduce 

comparative adjustment costs and switching constraints. The table is presented in appendix 1. 

  

 
7 The variable, which is measured on the same likert scale as hiring intentions, asks firms to report whether 

technological change in their industry is meaningful. The variable should be theoretically uncorrelated with the 

theoretical constructs of interest as it is not a firm-level nor a pandemic-related variable.  
8 Tables available upon request. 
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Discussion and conclusion 

Although management scholars theorize that managing firm boundaries is key for any 

strategic response to crises, the theoretical frameworks are inadequate for predicting employment 

mode choice in the context of a temporary exogenous shock. While TCE predicts that firms 

reduce transaction costs by hiring internally for firm-specific tasks and externally for generic 

tasks (Williamson, 1975; 1979; 1985), CATO predicts that firms will accept misaligned 

governance choices to reposition quickly in response to innovation shocks (Argyres et al., 2019). 

Less attention is given to how this line of theorizing holds up when firms’ respond to the impact 

of a temporary exogenous shock in terms of adjustments to their workforce. In this paper, we 

seek to fill this void by examining the relationship between the impact of temporary exogenous 

shocks and seeking greater externalization.  

We find support for our baseline hypothesis that firms which are more impacted by the 

shock have greater intentions to hire freelancers. We suggest that the underlying mechanism is 

driven by impacted firms’ need to reduce comparative adjustment costs (Argyres et al., 2019), 

and switching constraints (Argyres & Liebeskind, 1999). Although a temporary exogenous shock 

hits the entire population of firms in an industry, the impact often varies on a broader level as 

observed in the context of COVID-19. Moreover, not all impacted firms benefit from 

repositioning quickly rather than appropriately. We found support for our hypotheses that firms 

in the services industries seek to externalize more than the other industries and predict the 

opposite for firms in the knowledge industries. Finally, we showed added support for our CATO 

and TCE predictions by hypothesizing that the effects would be more evident in a sub-sample of 

firms that had laid off permanent staff. 
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Our research makes several contributions to the management literature. We extend 

theorizing on why firms choose to hire freelancers (Davis-Blake & Uzzi, 1993; Lepak & Snell, 

1999). Specifically, we show that when the firm is impacted by a temporary exogenous shock, 

reconfiguring towards more flexible contractual arrangements is a firm-level strategy that is 

intended to quicken repositioning and reduce switching constraints. This builds on theoretical 

(Lepak & Snell, 1999) and empirical (Davis-Blake & Uzzi, 1993) work that predicts 

externalization through a more micro lens of matching employment mode choice with task 

characteristics to reduce transaction costs (e.g., resource slack) and protect firm-specific 

knowledge (Mayer & Nickerson, 2005).  

We argue that greater externalization intentions in the context of a temporary exogenous 

shock is better predicted by a comparative assessment of adjustment, transaction, and 

opportunity costs (Argyres et al., 2019). The CATO costs assessment considers how, when, and 

to where firms reposition their strategy based on evaluating competitor moves in light of 

innovation shocks (Argyres et. al., 2019). We extend CATO theoretically by applying it with 

new assumptions to predict the employment mode choice of firms that are impacted by a 

temporary exogenous shock and combining it with ideas from governance inseparability 

(Argyres & Liebeskind, 1999) and externalization (Davis-Blake & Uzzi, 1993). Importantly, we 

argue that impacted firms will seek greater externalization to lower their comparative adjustment 

costs and reduce switching constraints because of uncertainty over the outcomes and duration of 

the shock. We also argue and show that TCE predictions of employment mode choice still hold 

among the broader knowledge and services industries, where task characteristics matter more.  

Our work complements emergent research on strategic responses to shocks (Argyres et al., 

2019; Wenzel et al., 2020; Eggers, 2020; Knudsen & Lien, 2015) as well, by examining one 
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form of strategic response in a specific empirical setting—that is, the COVID-19 crisis in 

Denmark—, and in the context of a specific governance choice, namely employment. How and 

why firms choose to adjust employment modes in response to a temporary exogenous shock has 

important implications, such as whether they can seize opportunities that will arise because of 

the shock (Wenzel et al., 2020), and how this differs across industries (Lorenzen, 2007). We 

have provided theoretical insight into the mechanisms behind these implications.  

Our findings have important implications for managers as well, although the extent of such 

implications can only be known through conducting future research on how greater 

externalization, if feasible, affects firm performance over time. We suggest that managers might 

use greater externalization to reposition quickly and avoid contractual commitments that may 

make future repositioning difficult in shocks characterized by uncertainty over their outcomes 

and duration. We suggest one way that firms might pursue theoretically beneficial post-shock 

flexibility (Eggers, 2020).  When a shock disrupts business models, supply chains, or operating 

systems, and when repositioning needs to occur quickly, hiring freelancers may lower 

comparative adjustment costs even if it incurs higher transaction costs initially. 

While employment mode choice in response to an exogenous shock makes for an 

intriguing phenomenon given the changing nature of employment (Barley, Bechky, & Milliken, 

2017), our results are tentative due to the limitations of our empirical design. Our data is cross 

sectional, meaning the relationships we hypothesize are associational and subject to endogeneity. 

Our main independent variable is a subjective evaluation of perceived impact, and our main 

dependent variable is a subjective measure of hiring intentions. Another limitation is that our 

empirical setting is SMEs in a single country with robust protection for workers, a strong 

economy, and a relatively large public sector. We do not know for certain that our results will 
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generalize to large firms, other countries, and types of shocks, but we believe the links we argue 

for are convincing given previous research (Peck & Theodore, 2007), the temporal distinctions in 

our variable measurement, and casual observation (Fuller et al., 2020). 

Despite the limitations, there are several advantages of survey-based data for our empirical 

strategy, which we have outlined in the methods section. There is no objective data on the 

number and type of freelancers in Statistics Denmark, and the classification of these workers is 

ambiguous and dynamic in general (Cappelli & Keller, 2013). Still, while a survey methodology 

allows us to make general arguments about the reasons for pursuing greater externalization, we 

have not been able to pinpoint and measure such reasons directly, using industry as a proxy for 

the variation among types of workers, which is another limitation. Yet we believe that our 

findings should generalize to similar economies and to similar temporary exogenous shocks 

(Peck & Theodore, 2007). We trust that our theoretical predictions and the pattern we observe 

warrant future research that deals with the limitations of our data.  

One obvious direction for future research is to measure a specific type of impact such as a 

shock-induced change in the business model, and whether this leads to strategic employment 

reconfiguration (hiring more freelancers rather than intentions). The consequences of greater 

externalization should also be investigated in future studies. We know little about how such 

strategic employment reconfiguration will impact firm performance during and after the recovery 

period of a shock. Although it is beyond the scope of our paper, reconfiguring from permanent to 

flexible employment can come with downsides that are important for managers and scholars to 

consider. Firms may face a loss of worker commitment (Rousseau, Sitkin, Burt, & Camerer, 

1998) and tacit coordination benefits (Srikanth & Puranam, 2011), which are especially 

important when the work is characterized by tacit knowledge (Matusik & Hill, 1998). Finally, an 
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intriguing puzzle to investigate is how firm strategy evolves after the shock. While economists 

seem to suggest that the shift to temporary work was more permanent following previous shocks 

(Peck & Theodore, 2007), management scholars infer that firms revert to pre-crisis strategy 

when the exogenous shock is temporary (Knudsen & Lien, 2015).   

To conclude, despite the limitations of our data, our findings shed light on an observable 

empirical phenomenon that contributes to the discussion of the appropriate strategic response to 

crises (Wenzel et al., 2020). A temporary exogenous shock such as COVID-19 impacts the 

strategic deliberations of all firms to an extent. Yet repositioning strategies like greater 

externalization might allow severely impacted firms to build resilience and exploit flexibility 

(Eggers, 2020). Although we are only able to measure intentions, our results also suggest that 

firm strategy might play an underappreciated role in structural changes to the labour market, for 

example, through strategic employment reconfiguration. 
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Appendix 

Appendix 1. Impact of Pandemic on Firm Lay-offs 

(DV = Firm layoffs (0/1), IV = Impact) 

 

   

VARIABLES Complete Model CEM 

   

Impact 0.2498** 0.2065* 

 (0.084) (0.095) 

   

Firm size -0.0001 0.0021 

  (0.002) (0.004) 

    

Declining revenue 0.4776** 0.4604+ 

  (0.184) (0.251) 

    

CentralRegion 0.2647+ 0.1298 

  (0.141) (0.193) 

    

SouthernRegion 0.2490 0.2461 

  (0.160) (0.217) 

    

ZealandRegion -0.0244 -0.0905 

  (0.218) (0.258) 

    

NorthernRegion -0.1560 -0.0102 

  (0.219) (0.239) 

    

Listed -0.5627*** -0.6111*** 

  (0.163) (0.172) 

    

Founded(year) -0.0131* -0.0134* 

  (0.005) (0.006) 

Innovator -0.4464** -0.4646* 

 (0.171) (0.191) 

   

   

Observations 1,069 862 

Industry dummies YES YES 
Robust standard errors clustered by firm in parentheses 

***p<.001;**p<.01;*p<.05;+p<0.1 
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The adjustment paradox: Is there a trade-off between 

flexibility and coordination after a shock? 

 

Jonathan D. Jensen, Christian Elbæk, and Rahul Anand 

 

Abstract 

How does using freelancers affect elements of organization design such as task 

coordination? Using survey data collected from 237 Danish SMEs during the first COVID-19 

lockdown, our study provides preliminary evidence that those firms using more freelancers 

perceive a greater amount of uncertainty and coordination problems, following a temporary 

exogenous shock. We argue that this can be explained by the notion that freelancers cannot rely 

on tacit coordination to the same extent as regular workers. Tacit coordination mechanisms, 

however, are often useful for coordinating when it becomes harder to specify how tasks should 

be done through modularization and communication processes, due to disruptions from the 

external environment. Thus, firms using more freelancers beforehand might perceive greater 

impact and more coordination problems following a shock, due to freelancers’ need for more 

clearly specified tasks. We conclude with suggestions for how firms can manage the trade-off 

between using freelancers and benefitting from robust coordination mechanisms. 

 

Keywords: Freelancers, Coordination, Organization Design, Shocks  
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Introduction 

The rapid spread of COVID-19 on a global scale in the spring of 2020 led governments to 

take drastic measures, resulting in lockdowns of large parts of society and industry. Such 

measures were an exogenous shock to many economic actors, not least small and medium sized 

firms (SME’s). Researchers across the social sciences are working to understand how the shock 

is affecting firms and individuals. 

An early survey of almost 1200 Danish SMEs suggests that 65% experienced a fall in 

revenues within the first two months after the mandated lockdown on the 12th of March 2020 

(Aarhus Universitet, 2021). Another survey of Danish SME’s found that around 38% still 

reported a drop in revenues by September 2021 (Klyver & Nielsen, 2021). Some industries, 

especially in services, bore the brunt of the negative effects, while other industries, such as e-

commerce experienced growth because of the pandemic. One way that firms were affected 

across industries is by having to adjust their workforce, either in part or whole, to remote work.  

The change, in moving from collocated work at the office to remote work, has 

consequences for firm performance, as it affects the coordination of work (Håkonsson & Larsen, 

2021), among other areas of organization design (Foss, 2020; Obel & Burton, 2020). For many 

Danish firms, the lockdown and social distancing mandates forced workers to adapt to 

communication and coordinating work via digital technologies such as Slack, Zoom, Microsoft 

Teams, etc. Existing procedures and standard operating models had to be updated, especially 

where tasks were characterized by interdependencies that typically rely on employees being 

collocated. Other firms in industries providing services and knowledge work were faced with 

strategic decisions about how to quickly respond to falling demand, disruptions to supply chains, 

or new opportunities arising from the pandemic (Jensen et al., 2021). 
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The challenges of a rapid shift to remote work are arguably even more apparent when 

workers, for example new employees or freelancers, are less embedded in the specific way that 

each firm coordinates tasks (Chung, 2022). For freelancers, the disruptions to customary 

workflows and changes to operating procedures can hinder their ability to carry out tasks, thus 

impacting the overall ability of the firm to coordinate work effectively.  

Emerging research on the pandemic’s effects suggests that Danish SMEs, especially in the 

services industries, seek to increase their use of freelancers to navigate the changing economic 

landscape and adjust quickly (Jensen et al., 2021). Freelancers can be easier to hire, offer quick 

access to in-demand skills, reduce the need to manage employees, and allow for flexibility in 

times of uncertainty (Atkinson, 1984; Lepak et al., 2003; STAR, 2018). Yet some research also 

cautions that using freelancers can be costly and inefficient down the line, without effective 

management practices (Connelly & Gallagher, 2006; De Stefano et al., 2019; Fisher & Connelly, 

2017). While the literature espouses the benefits of having a portion of the workforce governed 

by short-term contracts outside the firm to increase flexibility during shocks, less attention has 

been paid to the downsides of buffering against shocks by having a mix of temporary and 

permanent workers.  

This article draws attention to a trade-off between seeking flexibility and maintaining 

robust task coordination when firms must navigate disruptions to operations. The research 

question is:  

How is coordination in the firm affected by using freelancers as a buffer to respond to a 

temporary exogenous shock? 

In a survey of 237 Danish SMEs during the initial lockdown, we find preliminary evidence 

that firms with a higher number of freelancers in the workforce at the outset of a temporary 
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exogenous shock, experience a greater level of uncertainty and coordination problems. We 

theorize that these findings can be explained by the theory on coordination mechanisms 

(Srikanth & Puranam, 2011) – tacit coordination becomes an important mechanism to coordinate 

tasks when standard operating procedures and communication are disrupted.  

Because freelancers cannot draw on tacit coordination mechanisms to the extent that 

permanent employees can, firms employing more freelancers experience more uncertainty and 

coordination problems. Our study has theoretical implications for the espoused benefits of 

workforce flexibility as a buffer against shocks (Atkinson, 1984; Lepak et al., 2003). We 

conclude by offering three recommendations for how managers can mitigate the adverse effects 

of shocks on coordination in their workforce planning. 

Using freelancers vs. full time employees 

Freelancers, also called contingent workers or on-demand talent (Cappelli & Keller, 2013; 

McKinsey & Co., 2016; Connelly & Gallagher, 2006; Fuller et al., 2020), are employees that 

have a temporary contract, either indirectly through an intermediary, or directly with the firm. 

Up to a fifth of workers in the EU-15 and US now work as freelancers, with freelancing in 

skilled occupations increasing faster than any other form of employment in recent years 

(McKinsey & Co., 2016). As independent work continues to grow, it is important to revisit 

theories on how the changing nature of work and employment is affecting firms (Barley et al., 

2017). Changes to employment and ways of working may also have consequences for the 

outcomes of organizational design choices (Burton et al., 2020). 

Before exploring a potential link between the use of freelancers by SMEs and task 

coordination, it is necessary to revisit the theory about when companies should use freelancers 

rather than regular employees (Williamson, 1975, 1979). Tasks have different characteristics 
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which theoretically make one mode of employment better than the other for certain types of tasks 

(Lepak & Snell, 1999). Yet we do not know enough about the consequences of the choice, to use 

freelancers or regular employees, when task characteristics change due to unforeseeable 

disruptions to the external environment. For example, a very well-specified task such as web 

design can quickly change to a more unspecified task if the standard procedures and 

communication processes designed to coordinate the task can no longer be used. 

Prior research on employment relations has situated the advantages and disadvantages of 

hiring freelancers in the framework of transaction costs economics (TCE) (Lepak & Snell, 1999; 

Mayer & Nickerson, 2005; Peel & Boxall, 2005). TCE argues that employment should shift, 

from markets to hybrid forms to hierarchies, as the work becomes more interdependent and 

important to the firm, to minimize transaction costs (Williamson, 1975, 1979, 1985). This 

implies a trade-off between the advantages and disadvantages of hiring freelancers versus hiring 

regular employees. Theoretically, freelancers are best for tasks that are clearly specified, 

infrequent, and generic (Peel & Boxall, 2005), under conditions of measurable performance and 

low expropriation concerns (Mayer & Nickerson, 2005).  

On the other hand, regular employees are best in theory when tasks are relatively 

ambiguous, more frequent, and firm specific (Coff, 1997; Peel & Boxall, 2005); under conditions 

where performance is hard to measure, and expropriation concerns are high (Mayer & 

Nickerson, 2005). With permanent contracts governed by hierarchies within the firm’s 

boundaries, firms have greater control over employees. Permanent contracts reduce agency 

issues arising due to asymmetric information about ability and motivation (Claussen et al., 2018; 

Mayer & Nickerson, 2005), and ensure that the value from cospecialization is contained within 

the firm (Williamson, 1979, 1985). For example, it would be more appropriate to assign a regular 
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employee than a freelancer to a task that involved firm specific knowledge and interdependence 

with other functions, such as planning the firm’s HR strategy and policy. 

Furthermore, there is a psychological component to employment mode choice as well. A 

relational psychological contract is more open-ended and works better when tasks are firm 

specific compared to a transactional psychological contract that characterizes freelance work 

(Rosseau 1989, 1995). Relational contracts characterize full-time employment. They increase 

trust and commitment to the firm, and between colleagues. This improves performance when the 

work is more ambiguous. Transactional contracts are more useful when deliverables need to be 

clearly specified and enforced in the absence of implicit trust and commitment between workers, 

and between the worker and the firm (Grossman & Hart, 1986). The trade-offs between using 

freelancers versus regular employees are summarized in Table 1 below (adapted from Peel & 

Boxall, 2005). 

Table 1: When to use freelancers vs. full-time employees expressed as a trade-off 

 

 

 

 

 

 
 

The trade-offs discussed above imply that firms achieve greater flexibility (i.e., adjusting 

the number of workers or adjusting contractual terms as needed) when using freelancers. This is 

supported by suggestions that temporary work (vikarbranchen) in Denmark is cyclical and acts 

as a buffer for the labour market during crises (STAR, 2018). Freelancers are useful for 

supplementing production when demand surges, or for providing a specific skill set that is 

Task Characteristics Regular employees Freelancers 

Frequency High Low 

Asset Specificity High Low 

Actual work Ambiguous Specified 

Measuring Performance Hard Easy 

Expropriation Concerns High Low 

Psychological Contract Relational Transactional 
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needed for a one-off task. They also provide firms with an opportunity to reduce their workforce 

before firing regular workers in downtimes (Atkinson, 1984). Having a portion of the workforce 

on flexible, temporary contracts offers clear advantages to firms when hit by a shock such as 

COVID-19. Yet the literature has yet to map using such contracts to difficulties in organizing 

work when adjusting to shocks. We explore this research gap by asking Danish SMEs about their 

use of freelancers, the extent to which they have been affected by the crisis, and the problems 

they experience with coordination and communication. 

Survey of Danish SMEs and measuring variables 

During the initial lockdown resulting from the COVID-19 Pandemic (between May to June 

2020), we collected data from 237 Danish SME’s using an electronic survey delivered (in 

Danish) by e-mail. The data was collected as part of a larger Danish project, which aims to 

examine and support Danish SMEs’ coping with the ongoing pandemic (Jensen et al., 2021). The 

average firm size of the included SMEs, and their regional distribution, was representative of the 

population of SMEs in Denmark (Jensen et al., 2021), though SMEs from the capital region were 

to some degree overrepresented in the data set. 

While the main survey collected responses on a larger set of variables, our subsequent 

analysis is only concerned with a very specific set of measures that were included to understand 

how SMEs using freelancers might have been affected by the lockdown. Specifically, we 

collected data on the following set of measures:  

Impact of COVID-19: a subjective measure of the degree to which each firm was impacted 

by the crisis to capture perceived uncertainty. The measure was designed to capture the notion 

that adjustment to the shock and any subsequent uncertainty could entail different types of 
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impact, e.g., decreases in demand, supply, liquidity etc. This item was measured on a Likert-type 

scale ranging from 1 (“not at all”) to 5 (“to a high degree”).  

We used a term that is commonly adopted in both academia and industry (“freelancers”) to 

account for the differences among independent worker types in general (Burke & Cowling, 2015; 

Fuller et al., 2020; Smit et al., 2020), as our goal was to determine how a variety of contingent 

workers used across industries, affected firms differently when the crisis began. We also asked 

firms about their use of freelancers that were hired on a per hour basis and a per task basis, to 

make it easier for respondents to answer according to the type of freelancer that is relevant to 

their firm and industry (see below). These decisions were taken because our goal was to explore 

how firms across industries, that use different types of freelancers, were affected, though this 

limits the reliability of our analysis, as we cannot identify the specific mechanisms through 

which using freelancers affects task coordination. 

Use of freelancers (hour): a measure of the percentage of the firm’s workforce that was 

made up of freelancers, paid by the hour, prior to the pandemic.  

Use of freelancers (task): a measure of the percentage of the firm’s workforce that was 

made up of freelancers, paid by task, prior to the pandemic.  

Coordination problems: a measure representing to what degree the focal firm had 

experienced communication and coordination problems because of the pandemic and remote 

work mandate. The item was measured on a Likert-type scale ranging from 1 (“highly disagree”) 

to 5 (“highly agree”).  

Region: a measure representing which of the five main regions in Denmark, firms were 

located. 
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Industry: a measure representing four broad industry clusters (Production, Services, Public 

Services, Knowledge Work) that distinguished firms, based on their NACE industry code. 

To mitigate Common Methods Variance, a reoccurring method bias in all levels of social 

science research using self-reported survey data, we followed protocol suggested by previous 

literature (Podsakoff et al., 2012). Specifically, we guaranteed participating SME’s full 

anonymity and confidentiality and made it clear that the purpose of the survey was not to identity 

right vs. wrong answers, but to identify how and why firms were impacted differently. 

Furthermore, because our unit of analysis was on the firm level (vs. the individual level), we 

believe that the motivation to provide answers considered as “socially desirable” was minimized. 

We also informed respondents that the results could be consequential in providing guidelines for 

how firms should navigate future crises, in line with the goals of the broader project sponsored 

by Industriens Fond 8F

9. 

The trade-off between workforce flexibility and coordination 

To explore the trade-off between using freelancers and the impact from the shock, we 

conducted descriptive analyses. Table 2 shows descriptive statistics for the main variables among 

industries and regions. Our analysis shows that SMEs situated in the Capital Region were 

impacted to the largest degree (M = 4.24, SD = 0.98), while SMEs situated in Region Zealand 

were impacted the least (M = 3.61, SD = 1.29). Notably, all companies reported a perceived 

impact that was above the mid-point on the scale (3). Our descriptive statistics also show that 

SMEs in the knowledge industries were impacted the most (M = 4.31, SD = 1.03), while those in 

the production industries were impacted the least (M = 4.02, SD = 1.19). Once again, all four 

 
9 We also ran post-hoc analyses outlined in the first paper that did not indicate any significant change in the 

correlations. 



87 

 

clusters reported a mean impact of 4 or above, indicating that the shock truly was exogenous to 

industries. Concerning coordination problems, our descriptive data indicates that all SMEs, 

independent of region, experienced coordination problems to nearly the same degree (around a 

mean of 2.5). The same relationship, albeit a little larger in mean, seems to hold across firms in 

the different industry clusters.  
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Table 2: Descriptive Statistics 

  M SD. Med. Min. Max. 

Variables Clustered by Region 

Capital Region Impact 4.24 0.98 5.00 2.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.68 1.03 0.00 0.00 4.00 

 Prior use of 

freelancers (per 

task) 

0.28 0.81 0.00 0.00 4.00 

 Coordination 

problems 

2.57 1.11 2.00 1.00 5.00 

Zealand Impact 3.61 1.29 4.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.33 0.69 0.00 0.00 5.00 

 Prior use of 

freelancers (per 

task) 

0.22 0.55 0.00 0.00 5.00 

 Coordination 

problems 

2.72 1.18 3.00 1.00 5.00 

Northern 

Jutland 

Impact 3.90 1.30 4.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.61 1.33 0.00 0.00 5.00 

 Prior use of 

freelancers (per 

task) 

0.48 1.09 0.00 0.00 5.00 

 Coordination 

problems 

2.77 0.99 3.00 1.00 5.00 

Central Jutland Impact 4.08 1.11 5.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.54 0.92 0.00 0.00 4.00 

 Prior use of 

freelancers (per 

task) 

0.21 0.44 0.00 0.00 2.00 

 Coordination 

problems 

2.65 1.02 3.00 1.00 5.00 

Southern 

Denmark 

Impact 3.95 1.05 4.00 2.00 5.00 
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 Prior use of 

freelancers (per 

hour) 

0.44 0.55 0.00 0.00 2.00 

 Prior use of 

freelancers (per 

task) 

0.12 0.33 0.00 0.00 1.00 

 Coordination 

problems 

2.54 1.14 3.00 1.00 5.00 

Variables Clustered by Industry Cluster 

Knowledge 

Work 

Impact 4.31 1.03 5.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.15 0.38 0.00 0.00 3.00 

 Prior use of 

freelancers (per 

task) 

0.46 0.88 0.00 0.00 3.00 

 Coordination 

problems 

2.77 0.93 3.00 1.00 5.00 

Public Services Impact 4.09 1.07 4.00 2.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.73 1.09 0.00 0.00 4.00 

 Prior use of 

freelancers (per 

task) 

0.36 0.87 0.00 0.00 4.00 

 Coordination 

problems 

2.64 1.10 3.00 1.00 5.00 

Production Impact 4.02 1.19 5.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.44 0.80 0.00 0.00 1.00 

 Prior use of 

freelancers (per 

task) 

0.13 0.40 0.00 0.00 1.00 

 Coordination 

problems 

2.61 1.13 3.00 1.00 5.00 

Services Impact 4.04 1.02 4.00 1.00 5.00 

 Prior use of 

freelancers (per 

hour) 

0.41 0.97 0.00 0.00 5.00 

 Prior use of 

freelancers (per 

task) 

0.15 0.36 0.00 0.00 5.00 
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Note: Table 2 depicts means (M), standard deviations (SD, medians (Med., Minimums (Min.) and Maximums (Max.) 

for the four variables 1) impact, 2) prior use of freelancers per hour, 3) prior use of freelancers per task and 4) 

coordination problems, clustered by regions and industry. 

 

Note: Adjusted for multiple comparison following the guidelines by Hochberg and Benjamini (1990),  

 *** p < 0.001, ** p < 0.01, * p < 0.5.  

 

To investigate how using freelancers might affect 1) to what degree SMEs are impacted by 

the pandemic, and 2) to what degree SMEs are experiencing coordination problems resulting 

from the pandemic, we conducted a correlational analysis that supports our expectations. On a 

general level, our results indicate that SMEs who report being impacted by the pandemic also 

report experiencing coordination problems to a higher degree, as the Pearson's product-moment 

correlation between Impacted and Coordination Problems is positive, significant and small (r = 

0.14, 95% CI [0.01, 0.26], t(234) = 2.14, p < .05).  

SMEs using a greater percentage of freelancers paid by the hour before the pandemic were 

impacted to a greater extent. The Pearson's product-moment correlation between Impacted and 

Use of Freelancers (Hour) is positive, significant and small (r = 0.14, 95% CI [0.01, 0.26], 

t(234) = 2.15, p < .05). The same association is present when among SMEs that employed more 

freelancers on a task-basis before the pandemic. Here, the Pearson's product-moment correlation 

 Coordination 

problems 

2.59 0.93 3.00 1.00 5.00 

 

Table 3. Correlation Matrix 

 Impact Prior use of freelancers 

(per hour) 

Prior use of freelancers 

(per task) 

Coordination problems 

Impact 1*** . . . 

Prior use of freelancers 

(per hour) 

.14* 1*** . . 

Prior use of freelancers 

(per task) 

.13* .48*** 1*** . 

Coordination problems .14* .21** .15* 1*** 
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between Impacted and Use of Freelancers (Task) is positive, significant and small (r = 0.13, 95% 

CI [0.01, 0.26], t(234) = 2.07, p < .05). 

Secondly, the Pearson's product-moment correlation between Use of Freelancers (Hour) 

and Coordination Problems is positive, significant and medium (r = 0.21, 95% CI [0.08, 0.33], 

t(234) = 3.23, p < .01). This indicates a positive correlation between using more freelancers 

(billed hourly) and reporting greater coordination problems resulting from the shock. We 

observed a similar correlation (albeit smaller in effect size) between using more freelancers 

(billed per task) before the pandemic and reporting greater coordination problems. Here, the 

Pearson's product-moment correlation between Use of Freelancers (Task) and Coordination 

Problems is positive, significant and small (r = 0.15, 95% CI [0.03, 0.27], t(234) = 2.36, p < .05).  

The correlations reported above are visualized in Figure 1 and Figure 2 below, showing 

differences among regions. The trendline shows the size and direction (positive) of the 

associations between the prior use of freelancers (y-axis) and subsequent impact/coordination 

problems (x-axis). The circles represent firms, and the colours show which region/category they 

belong to.  



92 

 

Figure 1: Impact of COVID-19 and prior use of freelancers in Danish SMEs, clustered by region. 

 

 

Figure 2: Prior use of freelancers and current coordination problems in Danish SME’s, clustered by region. 
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Figure one shows that while firms in the Capital and Central Jutland regions with more 

freelancers in their workforce report being impacted more severely, firms in all regions had 

some freelancers in the workforce, and most regions are clustered around the firms with up to 

20% (Prior use = 1) of freelancers in their workforce. This is a limitation of our data in that 

the variation among firms with 1-20% freelancers is lost due to the broad intervals. Despite 

this limitation, the trendlines show positive correlations between using freelancers and crisis 

impact, which warrants a closer look at the mechanisms driving the negative effects of using 

freelancers when entering a crisis in future studies. The same can be seen in figure 2, which 

shows the correlation between prior use of freelancers and coordination problems. Firms in 

the Northern and Southern Jutland regions seemingly report higher coordination problems as 

well, when using more freelancers. 

Because we also observed differences among industry clusters with respect to impact 

and coordination problems, we looked at the distribution of firms in different industries along 

the scales of workforce flexibility and coordination problems. Figure 3 below shows that 

firms experiencing more severe coordination problems (5) and having more freelancers prior 

to COVID-19 and are situated in the services and knowledge industries.  
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Figure 3: Distribution of using freelancers and perceived coordination problems, clustered by industry. 

 
 

In summary, our exploratory analysis indicates a positive correlation between the use of 

freelancers in Danish SMEs going into the pandemic, and the perceived greater impact and 

greater coordination problems arising from the pandemic. We also found that firms in all regions 

used some freelancers before the crisis and showed the regional distribution in plots that 

visualized the correlations. Finally, we showed the distribution of firms clustered by industry, 

which seems to indicate that firms in the knowledge and services industries experienced more 

coordination problems than firms in the production industries, when using more freelancers 

going into the pandemic.  
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We are especially interested in identifying a mechanism that might explain the differences 

observed between industries, as broad industry clusters serve as a proxy for the different task 

types discussed earlier. We went to the literature on task coordination and coordination 

mechanisms (March & Simon, 1958; Srikanth & Puranam, 2011) to find a theoretical 

explanation for our preliminary findings that might guide future research on the trade-off 

between flexibility and task coordination. In the following section, we draw on this literature to 

offer a potential explanation for our findings and a more in-depth understanding of what we 

define as the adjustment paradox: when firms seek flexibility as a buffer, but are faced with 

organizational challenges such as coordination problems, following shocks. 

Coordination mechanisms: Modularization, ongoing 

communication, and TCMs 

Previous literature has pointed out the paradox of weakening attachments between workers 

and firms, and the growing importance of teamwork and interdependent work (Cappelli, 1995). 

This dilemma becomes even more salient when task coordination is affected by an unforeseeable 

external shock. Task coordination, which entails the ability of employees to complete individual 

and interdependent tasks to achieve firm goals (Burton et al., 2020; Puranam, 2018), becomes 

more difficult following disruptions to the environment that changes the way core tasks and sub-

tasks are usually carried out (Burton et al., 2020). Coordination and cooperation in a crisis can be 

especially challenging when tasks are already interdependent (Burton et al., 2020) and when the 

work is distributed (Håkonsson et al., 2016). The greater the extent of task interdependence, the 

more the firm risks coordination failure and low process performance, if coordination 

mechanisms are not designed to deal with contingencies (Srikanth & Puranam, 2011).  
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The nature of employment relations affects the coordination of tasks, and cooperation 

amongst (e.g., internal and external) workers within the firm (Connelly & Gallagher, 2006. 

Freelancers are usually familiarized with the firm’s unique coordination mechanisms but can 

experience difficulties in cooperating with internal staff due to being outsiders (Bryant & 

McKeown, 2016; Kunda et al., 2002), which affects coordination negatively. To explain why 

coordination problems arising from temporary exogenous shocks might especially affect firms 

using more freelancers, we first explain how coordination takes place in firms, by reviewing the 

literature on coordination mechanisms (Burton et al., 2020; March & Simon, 1958; Srikanth & 

Puranam, 2011). ).  

There are three coordination mechanisms conceptualized in recent literature: 

modularization, ongoing communication, and tacit coordination mechanisms (TCMs) (Srikanth 

& Puranam, 2011). The first coordination mechanism, modularization, relates to coordination by 

planning (March & Simon, 1958; Srikanth & Puranam, 2011), for example, using SOPs, or 

shared interfaces such as ERP systems.  

The second coordination mechanism, ongoing communication, is used to enhance the 

shared understanding of the first level of coordination mechanisms. While modularization 

reduces the need for ongoing communication by creating common ground, ongoing 

communication can still be necessary to provide feedback or new information (March & Simon, 

1958), especially when contingencies arise that require deviations from the norm. Ongoing 

communication is facilitated by investments in communication technologies (e.g., Zoom or MS 

Teams) and designing the organization to encourage interactions (Clement & Puranam, 2018; 

Håkonsson et al., 2016; Srikanth & Puranam, 2011). As firms were mandated to switch to remote 

work very quickly during the pandemic, many would have drawn on increased ongoing 
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communication via new technologies to navigate coordination problems related to 

modularization and to update operating norms. At the same time, ongoing communication would 

also be harder to rely on due to the need to adjust to the new reality of remote work (Håkonsson 

& Larsen, 2021). 

The final coordination mechanism, TCMs, facilitate coordination through embeddedness 

and prior tacit knowledge of context, actions, language, and heuristics (Srikanth & Puranam, 

2011). TCMs leverage tacit knowledge (knowledge that is hard to communicate explicitly) about 

the way work is done, whereas modularization provides a common interface to coordinate work 

in the absence of tacit knowledge. Moreover, TCMs lessen the need for ongoing communication 

to coordinate the work (for example because two employees have tacit knowledge about each 

other’s work and notes). TCMs are facilitated by investing in e.g., shared work-related training, 

teambuilding, cultural sensitivity training, transparency of actions, and a shared vocabulary 

(Srikanth & Puranam, 2011). 

In the following section we argue that task coordination is negatively affected when 

employer-employee embeddedness is low and when standard operating procedures (SOPs) and 

communication processes are disrupted due to an external shock. This requires coordination 

mechanisms that are designed to deal with how core tasks and sub-tasks are coordinated after the 

shock. 

Coordination mechanisms and freelancers in the event of a shock 

Under normal market conditions, characterized by predictable volatility and swings in 

demand or supply, firms can arguably become more efficient by adjusting the number of workers 

as required (Atkinson, 1984; Milner & Pinker, 2001). However, when conditions change and 

there is an exogenous shock that results in disruptions to coordination (as during the COVID-19 
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pandemic) firms that rely on freelancers to be flexible might find it harder to coordinate work 

than firms that have more embedded workers. We argue that this is because it is more difficult 

for freelancers to adjust to changes in the first two levels of coordination mechanisms, since 

these workers lack the prior tacit knowledge to act effectively when SOPs and ongoing 

communication deviate from the norm.  

Regular employees that have worked together share a common ground that is not specific 

to the task at hand but is primarily achieved through TCMs (Srikanth and Puranam, 2011). 

Exogenous shocks can lead to abrupt changes to shared interfaces (processes, routines, or 

standard procedures) that may be harder to navigate without TCMs. Ongoing communication 

might also suffer in the aftermath of an exogenous shock as workers adjust to new routines and 

altered tasks. However, firms that have ‘invested’ in creating common ground between regular 

employees by investing in TCMs, should experience less difficulties in adapting coordination 

than firms who rely on freelancers. 

We suggest three main reasons that firms who rely more on freelancers would experience 

greater perceived uncertainty and coordination problems following a shock, than firms who rely 

less on freelancers. First, freelancers depend on a high level of modularization and ongoing 

communication to coordinate work, for example via shared interfaces or well-defined standard 

procedures or well-established communication channels. As discussed earlier, freelancers are 

best suited for tasks that are easily specified, where it is easier to define and evaluate 

performance, and where knowledge of how to go about the work is codified and communicable 

to a high degree. However, shared interfaces and standard procedures are disrupted in the event 

of a shock, which might make it difficult to specify how to go about the work (especially in the 
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initial transition phase) or maintain a high level of modularization and ongoing communication 

to the same degree as before the shock.  

Second, freelancers have arms-length ties with the firm and its employees, as opposed to 

the more embedded ties shared between regular employees. Social capital between employees 

affects performance in ways that have been discussed in relation to how firms invest in TCMs to 

boost coordination. Employees that have strong relational ties with one another might experience 

coordination adjustments such as remote communication as being easier.  

Third (and related to the second reason), freelancers do not enjoy the same level of 

investment in TCMs that regular employees do, because the nature of their work often does not 

require shared work experience or shared tacit knowledge. Moreover, firms might be hesitant to 

invest too much into building TCMs among freelancers due to legal concerns over the 

employment status of freelancers. As discussed in the previous section, shared tacit knowledge 

about heuristics, contexts, behaviour, and language can be a valuable way of solving 

coordination problems when modularization and communication mechanisms are disrupted as 

the firm enters crisis mode. This may especially be the case for simultaneous interdependent 

tasks such as those found in the knowledge and services industries.  

Thus, firms seeking flexibility in the workforce as a buffer against shocks may face an 

adjustment paradox, as the flexible portion of workers that remain may find it more difficult to 

coordinate tasks. In the following section we discuss the implications of our findings and 

theorizing for the literature on organization design and practitioners.  
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Discussion and conclusion 

This study is (to our knowledge) the first empirical study examining the implications that 

seeking workforce flexibility has on coordination difficulties, following a shock such as the 

COVID-19 pandemic. Through an exploratory empirical analysis, we argue and show that 

although there are benefits of employing freelancers to protect against shocks (Burke & Cowling, 

2015), this employment strategy might also have avertible downsides when adapting to 

coordination following the shock. We conceptualize this as the adjustment paradox. Empirically, 

we find preliminary evidence that 1) firms using more freelancers prior to the pandemic 

perceived the pandemic’s impact to be greater, and 2) firms using more freelancers prior to the 

pandemic perceived greater problems related to coordination and communication. We show 

additional evidence that the negative effects on coordination may be most pronounced in the 

knowledge and services industries. Our theoretical contribution lies in our arguments about how 

coordination mechanisms are affected in the event of a shock: when modularization and 

communication mechanisms are disrupted, firms that are more dependent on freelancers will not 

be able to draw on TCMs to the same extent as firms that have invested in TCMs among 

employees. 

Our cross-sectional methods and data are inadequate to make causal claims about the 

theoretical relationship we propose. In other words, there may be various other explanations for 

why firms were impacted and experienced coordination problems, such as industry-specific 

disruptions. Nevertheless, we believe our arguments and preliminary findings are interesting 

enough to warrant future research on the link between worker embeddedness and coordination in 

the event of a shock. While we only surveyed a small sample of Danish SMEs (N = 237), we 

found a significant small-to-medium correlation between both impact and coordination 
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problems, and the use of freelancers prior to the pandemic. This indicates that the investigated 

problem might have greater economic consequences for firms than our results are able to depict. 

It may be that the proposed theoretical construct is more evident in larger firms where 

coordination is more complex, and freelancers are used more prominently. Moreover, our data 

was collected at the onset of the first lockdown in Denmark, where firms were just getting used 

to the current situation. Yet our data indicated that Danish SMEs were already impacted by the 

pandemic and that they experienced moderate coordination problems.  

Consequently, future research should aim to evaluate the relationships we propose on a 

broader sample, in other contexts, and with longitudinal data. Different firms and industries (e.g., 

in manufacturing or consulting) use different types of freelancers (e.g., temporary workers or 

knowledge workers) for different reasons. Future research could unpack the nature of how 

different firms are impacted and the type of coordination problems they (e.g., public institutions) 

experience by having freelancers in the workforce in the event of a temporary exogenous shock. 

We propose that TCMs give regular employees a coordination advantage when modularization 

and ongoing communication mechanisms are disrupted. Future research would benefit from 

unpacking specific TCMs that aid coordination between more and less embedded workers when 

the environment is disrupted by an exogenous shock. 

Our findings have several implications for practitioners too. The temporary workforce in 

Denmark is still relatively small (around 4% as of 2017) but has been increasing since 2010 

(STAR, 2018). An industry report suggests that freelancing in professional services (where tacit 

knowledge is presumably more prominent than in other industries) is increasing more rapidly 

(Linnemann, 2018), as it is in most of the western world (McKinsey & Co., 2016). This growth 

in freelancing is not surprising given the need for flexibility and on-demand skills, brought on by 
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the pace of technological change and increasing worker mobility, among other drivers. A report 

from the Danish labour market agency (Styrelsen for Arbejdsmarked og Rekruttering) notes that 

many temporary workers in Denmark are foreigners, which also has implications for 

coordination problems in the event of a shock, due to cultural and lingual heterogeneity (STAR, 

2018). Although prior literature espouses the benefits of hiring freelancers to prepare against 

shocks, this article cautions firms employing independent workers to consider how work is 

coordinated when the environment becomes more uncertain. We propose three general 

suggestions to practitioners based on our findings and empirical observations: 

1. Evaluate how coordination takes place in the firm: are shared interfaces and 

communication processes sufficiently updated to integrate freelancers? Is there a 

contingency plan for updating shared interfaces and communication processes 

when the business environment is disrupted? 

2. Intentionally design the onboarding process of freelancers to boost coordination. 

Onboarding has consequences for how effective coordination via other processes 

will be, especially if freelancers are not adequately familiarized with the firm’s 

existing coordination mechanisms.  

3. Consider whether investing in TCMs for both freelancers and employees would 

benefit the firm, especially when the work is interdependent. Such TCMs could be 

socializing and shared work experience. While freelancing may not be 

characterized by relational contracts, embeddedness may save the firm time and 

money if the work is reoccurring (even if sporadic). 

We conclude by acknowledging that our work suffers from limitations, common to survey-

based research, for the generalizability of our findings. Some notable limitations are of the small 
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sample of 237 Danish SMEs, and that our survey is restricted to the Danish context, and a 

specific type of firm (SMEs). As we employ a correlational analysis, we are not able to establish 

causality in our current investigation. We are only able to outline, how the use of freelancers in 

Danish SMEs is correlated with a larger experienced impact of the pandemic and more 

coordination problems, using self-reported data. We are thus unable to causally establish whether 

(and what specific) coordination problems stem from firms’ prior use of freelancers.  
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Social identity processes in liminal social contexts: 

Group convergence and group divergence 

 

Jonathan D. Jensen 

Abstract 

The reality of independent work is infused with uncertainty from reoccurring liminal 

experiences that pose a challenge to building a viable career and coherent identity. There are 

conflicting stories about how independent contractors cope with their liminality, that is more 

permanent than the temporary liminality observed when changing social roles in traditional 

institutional contexts. Some independent contractors flail and survive, while others thrive. Prior 

studies indicate that there are helpful strategies, behaviours, capabilities, and identity work 

(attributes) that enable independent workers to cope with their liminality. Yet these studies fail to 

explain why some cope with liminality better than others within similar groups of (e.g., IT) 

contractors. This paper introduces self-categorization theory as a novel lens to inductively build a 

theory that explains these conflicting stories. In interviews with 25 IT contractors, I find that they 

exhibit contrasting social identity processes (group convergence or group divergence) that are 

associated with distinct attributes (conservative or enterprising). This contributes to increasing or 

decreasing perceived uncertainty when liminality is salient after a temporary exogenous shock.  

 

Keywords: Independent contractors, Liminality, Self-categorization theory, Shocks   
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Introduction 

How the increasing number of independent workers maintain a coherent work identity and 

viable career in the face of precarious conditions is fast gaining the interest of scholars studying 

work and organizations (Ashford, Caza, & Reid, 2018; Barley, Bechky, & Milliken, 2017; 

Petriglieri, Ashford, & Wrzesniewski, 2019). The social, economic, and career uncertainty that 

many of these workers experience comes from the exposure of their identities to perpetual 

liminality: the notion of being “neither a part of an organization nor a separate enterprise apart 

from an organization” (Fenwick, 2007: 510). They must frequently (re)adjust to changing 

economic and social contexts between contracts or “gigs” (Ibarra & Obodaru, 2016).  

Barley & Kunda (2006: 49) say “all contractors learn to live with their liminality by 

crafting an identity as itinerant professionals”; That this identity entails coping with paradoxes, 

which emerge due to continually having to move from market to job to market in a repetitive 

cycle (Kunda, Barley, & Evans, 2002). Other scholars tie liminal identity work to career 

management in ‘the gig economy’ in general, identifying attributes of those who go from flailing 

and surviving, to thriving as independent workers (Ashford et al., 2018). The literature identifies 

such attributes as strategies, behaviours, beliefs, and capabilities through which these workers 

cope with socio-economic precarity when pursuing an independent career (Ashford et al., 2018; 

Barley & Kunda, 2004; Butler & Russell, 2018; O'Mahony & Bechky, 2006; Petriglieri et al., 

2019). 

However, these theories have yet to fully clarify how independent contractors cope 

differently with liminality, which may explain different outcomes within each group of workers 

(e.g., IT contractors or creative workers). In other words, the literature presents conflicting 

stories of how independent contractors cope with liminality (some flail or survive, while others 
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thrive), without sufficiently explaining how and why these differences emerge. Rather than 

solely identifying the attributes in different groups of independent workers that lead to positive 

outcomes (Ashford et al., 2018), research on how and why different individual attributes emerge 

within each group would contribute to a deeper understanding of why they lead to different 

individual outcomes (for example, surviving or thriving). This paper asks the research question: 

How do IT contractors cope differently when a temporary exogenous shock makes the liminality 

of an independent career salient? 

I use self-categorization theory (Hogg, 2000; Hogg & Terry, 2000; Tajfel & Turner, 2004) 

to examine how IT contractors cope differently under conditions where liminality and socio-

economic insecurity are made salient for all of them (due to COVID-19). My findings show that 

informants in the study exhibit contrasting social identity processes in response to liminality 

salience; either self-categorizing themselves as freelancers (group convergence) or distinguishing 

themselves from freelancers as a group (group divergence). I argue that both group convergence 

and group divergence are social identity processes specific to the liminal social context of 

independent work. While some informants depersonalize their self-concept into the group-based 

prototype (i.e., they identify as a ‘freelancer’), emphasizing the group’s precarious or 

conservative attributes, others differentiate their self-concept from the group (i.e., they 

distinguish themselves from ‘freelancers’ as a group) emphasizing more personalized, 

enterprising attributes.  

Using qualitative interviews with 25 IT contractors, I make contributions to two streams of 

literature that are related without being properly integrated. First, I contribute to the literature on 

how independent workers survive and thrive in liminality (Ashford et al., 2018; Barley & Kunda, 

2006; Petriglieri et al., 2019). I address the conflicting stories about how independent workers 
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cope with liminal experiences by introducing a potential mechanism (social identity processes) 

for how and why they cope differently. Second, I contribute to the social identity literature by 

broadening the application of self-categorization theory to contexts (e.g., liminal contexts) other 

than the institutional or organizational contexts where the theory is generally applied. Doing so 

challenges the notion of prototype-based depersonalization as the primary social identity process 

through which subjective uncertainty is reduced (Hogg & Terry, 2014). The paper ends with a 

discussion of limitations and directions for future research. 

Independent workers and liminality 

The challenge faced by independent workers 

Independent work is the fastest growing form of employment in the western world 

(McKinsey & Co., 2016; Katz & Krueger, 2019). Globalization, rapid technological change, and 

increasing economic uncertainty have contributed to a restructuring of workplace relations and 

labour markets that are more arms-length and fluid in the post-industrial economy (Arthur & 

Rousseau, 1996; Bidwell, 2013; Sweet & Meiksins, 2015). Up to a fifth of workers in the U.S. 

and EU now work in jobs not governed by the security and organizational attachment that 

characterizes traditional employment (Petriglieri et al., 2019; Smit, Tacke, Lund, Manyika, & 

Thiel, 2020).  

Not only the number, but also the types of independent workers are increasing, with the 

highest growth seen in freelancing in professional services such as consulting and medical 

services (McKinsey & Co., 2016). This growth sparked scholarly interest in the adequacy of 

organization and management theories to account for how and why these high-skilled workers 

take on the challenge of building a precarious independent career and work identity (Barley et 

al., 2017; Barley & Kunda, 2004; Bidwell & Briscoe, 2009; Kunda et al., 2002) outside of 
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organizational or institutional holding environments (Ashford et al., 2018; Ibarra & Obodaru, 

2016; Petriglieri et al., 2019). This paper aims to contribute to the discussion of how high-skilled 

freelancers or independent contractors cope with that challenge (Barley & Kunda, 2004; 

O'Mahony & Bechky, 2006; Petriglieri et al., 2019, Ashford et al., 2018). 

The experience of being an independent worker is described as one riddled with “economic 

and existential precarity as they try to survive financially and maintain a coherent work identity” 

(Ashford et al., 2018: 24). In qualitative interviews with 42 IT contractors, Kunda et. al. (2002) 

found that the realities of contracting were not as attractive as painted by free agency advocates 

(for example Pink, 2001). They identified paradoxes such as seeking more autonomy vs. having 

to accept available work, the hidden costs of earning a higher rate, and managing the image of 

being both a specialist and a commodity. Another study comparing independent contractors in 

the IT and Film industries addresses the (career progression) paradox of acquiring new skills (or 

new clients) without organizational legitimacy or prior experience (O'Mahony & Bechky, 2006). 

Evans et. al. (2004) found that while many IT contractors go solo to schedule their time more 

flexibly, most end up not doing so due to economic and social (or reputational) insecurity.  

Thus, most independent contractors learn to live with a precarious work identity (see also 

Butler & Russell, 2018 on precarious work identities in creative industries), characterized by 

agony and ecstasy from the ups and downs in their careers without the support of an 

organizational holding environment 9F

10 (Petriglieri et al., 2019).  

Liminality and coping with career insecurity 

The uncertainty that independent contractors live with, derived from precarious work 

identities and economic insecurity, is also conceptualized via the construct of liminality: 

 
10  A social context that reduces uncertainty, facilitating the ability to craft personal and work identities (Petriglieri 

& Petriglieri, 2010). 
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“defined as a state of being betwixt and between social roles and/or identities” (Ibarra & 

Obodaru, 2016: 47). Liminality is traditionally conceptualized in organizational or institutional 

contexts as a temporary identity process that individuals go through when adapting to new social 

contexts, or taking on new roles (for example, when moving from a junior to a senior 

occupational role). Yet independent contractors’ liminality is proposed as being more permanent 

due to the inevitability of having to regularly change (or find new) gigs or jobs (Beech, 2011; 

Garsten, 1999; Ibarra & Obodaru, 2016). Fenwick (2007: 510) describes the social identity of 

freelancers as liminal because they are “neither a separate enterprise apart from the organization, 

nor an integrated part of the organization” having to constantly integrate into new organizational 

contexts as a part of the job-market-job cycle (Barley & Kunda, 2006).  

There is a burgeoning literature on how independent contractors cope with socio-economic 

insecurity and liminality by adopting helpful attributes that help them go from flailing and 

surviving to thriving (Ashford et al., 2018; Petriglieri et al., 2019). In their ethnographic work 

studying the careers of IT contractors, Barley and Kunda (2006: 49) suggest that “all contractors 

learn to live with their liminality” by crafting an identity as itinerant professionals. The 

transitory nature of their work means that “security as itinerant professionals rests entirely on 

their ability to network and maintain skills that others will buy” (Barley & Kunda, 2006: 53). 

Bechky and O’Mahoney (2006) conceptualize stretchwork as the strategies (i.e., discounting) 

employed by independent contractors (in the IT and film industries) to find work at new clients, 

or to practice newly acquired skills, without organizational legitimacy or prior experience. 

Petriglieri et al., (2019) theorize that independent knowledge workers cultivate holding 

environments (e.g., to people, places, and routines) to cope with the agony and ecstasy of a 

precarious and personalized work identity in the absence of an organizational holding 
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environment. Finally, a recent literature review by Ashford et al., (2018) contains a framework 

suggesting that independent workers require relational and career-related behaviours, supported 

by cognitive and emotional capabilities, to survive and thrive in the new world of work. 

The study of these attributes contributes to our understanding of how distinct groups of 

independent workers (IT contractors or creative workers) cope with socio-economic insecurity 

and liminality. Yet it would benefit from going a level deeper in uncovering individual 

differences on a socio-cognitive level that may explain why different attributes lead to different 

outcomes. In other words, the discussion so far focuses on helpful attributes among different 

groups of independent workers without teasing out individual differences (potentially arising 

from different attributes) within the same group (such as IT contractors). Such differences may 

have important implications for why some independent contractors thrive in liminal social 

contexts while others do not (Ashford et al., 2018). The construct of liminality encapsulates the 

challenge of navigating a transitory social identity (Beech, 2011; Garsten, 1999; Ibarra & 

Obodaru, 2016), while self-categorization theory explains how individuals socialize into new 

contexts or roles (Hogg & Terry, 2014). Thus, self-categorization theory is a useful lens to build 

on our understanding of how independent workers cope with more perpetual liminality (Hogg & 

Terry, 2000; Tajfel & Turner, 2004; Turner, 1975, 2010). 

This paper applies self-categorization theory to a context where liminality is made salient 

(COVID-19) to understand individual differences in how IT contractors cope with enhanced 

economic and career insecurity. Self-categorization theory, as an extension of social identity 

theory, incorporates the adoption of group-based prototypical attributes (values, behaviours, 

norms, beliefs, etc.) through which individuals depersonalize their self-concept in their attempt 

to reduce uncertainty or boost self-esteem (Hogg & Terry, 2000). Thus, the theory can help 
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explain why similar IT contractors exhibit different attributes, in making sense of how they cope 

with increased uncertainty. The context of the study (COVID-19) is useful for studying 

differences in individual sense-making, as IT contractors are all faced with a perceived increase 

in career and socio-economic insecurity (Lobel, 2020).  

Social identity and self-categorization theory 

The reduction of subjective uncertainty is a powerful motivation for people to identify with 

groups and craft social identities (Hogg, 2000; Petriglieri & Petriglieri, 2010; Van Maanen & 

Schein, 1977). Social identity is defined as “the individual’s knowledge that he belongs to certain 

social groups together with some value significance to him of this group membership” (Tajfel, 

1972: 122). Social identity is crafted through inter- and intra-group social comparisons that seek 

to maximize an individual’s similarity with ingroups and their distinctiveness with outgroups to 

boost self-esteem or reduce uncertainty (Hogg, 2000; Hogg & Terry, 2000; Turner, 1975). Self-

categorization theory extends social identity theory by more clearly conceptualizing social 

identity processes – primarily depersonalization of the self and others into group-based 

prototypes – that generate social identity phenomena, for example, favouritism, stereotyping, or 

prejudice (Hogg & Terry, 2000; Turner, Hogg, Oakes, Reicher, & Wetherell, 1987). 

Depersonalization into group-based prototypes emphasizes the perceived similarity of individual 

and group attributes, or values, beliefs, feelings, and behaviours (Hogg & Terry, 2000).  

In social groups such as organizations or occupations, self-categorization contributes to 

identity salience, normative behaviour, conflict, cohesion, cooperation, and coordination (Hogg 

& Terry, 2000). According to self-categorization theory, occupations, organizations, and sub-

groups within them are cognitive representations of defining and stereotypical attributes – 

values, behaviours, beliefs, and norms, etc. (Hogg & Terry, 2000). Self-categorization theory 
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represents the members of organizations or occupations as embodying the attributes of a group 

(e.g., McKinsey) that distinguishes their self-concept from other groups (e.g., BCG). Within such 

groups, members that do not adopt the prototypical attributes of the group, form an outgroup that 

exposes their self-concept to greater uncertainty (Hogg & Terry, 2000). Thus, group members 

self-categorize via depersonalization to maximize similarities within groups and differences 

between groups because of an inherent motivation to reduce uncertainty – or to pursue self-

enhancement (Hogg, 2000; Hogg & Terry, 2000). This “uncertainty reduction hypothesis 

specifies self-categorization as the social cognitive process that resolves uncertainty through 

prototype-based self-depersonalization” (Hogg & Terry, 2000: 125).   

However, liminality implies that individuals navigate changing social contexts where 

prototypical ingroups and outgroups are either fluid or absent (Fenwick, 2007; Ibarra & 

Obodaru, 2016). Constantly moving from one organization (or some form of social context/role) 

to another complicates prototype-based depersonalization. If independent contractors maximize 

similarity with an ingroup in one organization, they may have to do so all over again in another 

shortly afterwards. It may then seem apparent that they should seek to maximize attributes with 

the free agent group representation of freelancers (Barley & Kunda, 2006; Pink, 2001). Yet the 

literature discussed earlier suggests that the reality of the repetitive job-market cycle, even for 

those who choose an independent career, is filled with paradoxes that make textbook free agent 

attributes illusory (Kunda et al., 2002). Thus, the liminal social contexts in which independent 

contractors craft social identities (Ibarra & Obodaru, 2016; Petriglieri et al., 2019) call for a 

better understanding of whether the social identity processes that are conceptualized in more 

traditional institutional contexts are applicable. 
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Because prototypical social groups are more ambiguous and fluid in liminal contexts, 

freelancers’ social identity processes may be different than those conceptualized in traditional 

institutional contexts. This provides an opportunity to investigate whether self-categorization 

theory, through social identity processes such as depersonalization, can explain the response to 

uncertainty of individuals in social contexts permeated by liminality. Inductive theory building 

through qualitative research is an appropriate method to make sense of social identity processes 

in a context where such processes are little understood due to liminality (Eisenhardt, Graebner, & 

Sonenshein, 2016).  

Methods 

Sample and data collection 

I conducted semi-structured interviews with 25 independent IT contractors during the 

initial (COVID-19) lockdown between March and May 2020. As with previous qualitative 

studies in similar empirical settings, the purpose of the study is to build theory rather than test it 

(O'Mahony & Bechky, 2006; Petriglieri et al., 2019). Thus, the sampling strategy follows a 

theoretical logic (Glaser & Strauss, 1967), in which IT contractors from a variety of industries 

were purposefully selected as informants. IT contracting in particular is expected to see a 

downturn during an economic recession (Barley & Kunda, 2004). The informants also share 

traits with independent knowledge workers, who have been described as templates of success in 

choosing their careers and crafting their identities (Alvesson, 2001), while IT work is suggested 

to be a bellwether for contracting practices among other professional services (Barley & Kunda, 

2004; Bidwell & Briscoe, 2009). This matches the research goal of identifying generalizable 

variations in the accounts of similar independent contractors, in terms of how they cope with the 

situation differently.  
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To allow for a somewhat even starting point in comparing how their individual behaviour 

and experiences vary because of the situation, informants were only selected if they had a 

contract at the time the lockdown began. The sample includes independent IT contractors who 

are project managers, functional consultants, and programmers. Informants were initially 

recruited through acquaintances with two local, IT staffing agencies, but some were also 

recruited via snowball sampling, to activate the informants’ networks and knowledge of the 

situation’s broader impact. Most of the informants are Danish males, but five are from other 

European countries and five are females to reflect industry demographics and increase the 

transferability of the results (Pratt, Kaplan, & Whittington, 2020). The data collection took place 

over a period of two months – between March 14th and May 14th, 2020 (around the time the 

Danish economy started opening again). During this window an effort was made to recruit as 

many informants as possible. Towards the end of the lockdown the data also began to approach 

theoretical saturation (determined by comparing detailed memos and identifying two clear 

groups with contrasting social identity processes).  

The semi-structured interviews were conducted over video conference (Skype or Microsoft 

Teams) or via telephone (as face-to-face meetings were not possible) in Danish or in English and 

lasted from 35 to 75 minutes. 24 interviews were recorded and transcribed verbatim, after 

receiving permission from the informants under the promise of anonymity and confidentiality. 

The interviews followed a semi-structured interview guide (see Appendix 1) that included 

questions about the background and occupational profile of informants, how the situation was 

affecting their project and workday, what it was like to be a freelancer in the situation, and how 

they were coping with it. These broader questions were supplemented with more narrow 

questions, some of which were added to the interview guide after the first interview memos were 
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analysed. For example, the initial informants described contrasting behaviours early on, so a 

question about if the situation had led them to change their behaviour and why was added. The 

differences in reported behaviour and reflections on perceived uncertainty early on led me to the 

literature on self-categorization theory and social identity processes, which inspired probing 

more into what it was like being a freelancer when faced with an exogenous shock and how they 

were coping with the uncertainty.  

Table 1 presents the (anonymized) informants, including their estimated experience 10F

11, role, 

project status, and other demographic information.  

 

Table 1: Informant Overview 

Informant Gender Nationality Experience Role Location Project Status 

Adam M Danish Moderate Functional 

Consultant 

EU Moved to 

remote 

Andrew M Danish Moderate Functional 

Consultant 

Denmark Moved to 

remote 

Else F Danish High Functional 

Consultant 

Denmark Moved to 

remote 

Asger M Danish Low Project Manager Multinational Stopped 

Ruth F Danish Low Project Manager Denmark Moved to 

remote 

Paul M Danish High Project Manager Denmark Moved to 

remote 

Jessica F Danish Moderate Project Manager Denmark Moved to 

remote 

Charlotte F Danish High Project Manager Denmark On hold 

Chris M Danish High Functional 

Consultant 

Denmark Moved to 

remote 

Gabe M EU Low Programmer EU Moved to 

remote 

Matt M Danish High Project Manager Denmark Moved to 

remote 

 
11 Experience is categorized into low (< 5 years), moderate (5-10 years), and high (> 10 years). Categories were 

necessary to ensure anonymity. 
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Edgar M Danish Moderate Project Manager Denmark Moved to 

remote 

John M Danish High Programmer Denmark Stopped 

Carl M Danish Low Functional 

Consultant 

Denmark Moved to 

remote 

Kyle M Danish High Project Manager Denmark Moved to 

remote 

Kurt M Danish High Functional 

Consultant 

Denmark Moved to 

remote 

Luke M Danish High Functional 

Consultant 

Denmark Stopped 

Esther F Danish Moderate Project Manager Denmark Stopped 

Martin M Danish Moderate Project Manager Denmark Moved to 

remote 

Mark M Danish High Functional 

Consultant 

EU Moved to 

remote 

Jude M EU High Functional 

Consultant 

EU Moved to 

remote 

Jim M Danish Low Programmer Denmark Moved to 

remote 

Peter M EU Moderate Functional 

Consultant 

EU On hold 

Ryan M EU High Programmer EU Moved to 

remote 

Victor M EU Low Programmer EU Moved to 

remote 

Note: All informants are anonymized 

Data analysis 

The preliminary analysis consisted of writing descriptive memos after each interview, to 

gain a comparable overview of the main themes that emerged. The initial themes in the memos 

were identified and discussed with academic peers to confirm the relevance and coherence of 

questions, and to map the analytical strategy described below. During the preliminary analysis 

the memos were useful in comparing the accounts of the first eight informants. The next part of 

the analysis unfolded in three phases, drawing on (but not constrained by) state of the art 

qualitative methodology for theorizing from individual sensemaking (Eisenhardt, 1989; Glaser & 

Strauss, 1967; Strauss & Corbin, 1998). 
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The first phase consisted of inductively coding the initial eight interviews line by line and 

comparing them with each other (Glaser & Strauss, 1967; Strauss & Corbin, 1998), while being 

careful not to interpret informants’ sensemaking with existing constructs and theories from the 

literature. This enabled distinguishing between similar but nuanced concepts. For example, the 

code collaboration, a behaviour characterizing reciprocity in this social context, was 

distinguishable from the code networking, a more well-known strategic behaviour in the 

literature on independent contracting (Barley & Kunda, 2004). The coding scheme emerged by 

coding each interview and then recoding all eight, as second-order codes started to emerge.  

While the coding scheme was emerging, it was discussed with peers familiar with the 

research since its beginning. To increase confirmability (Pratt et al., 2020) and diminish single 

author bias, a research assistant who had helped transcribe some interviews was employed to 

code the first eight interviews separately. The two coding schemes were compared and discussed 

until inter-rater reliability was agreed on (Pratt et al., 2020). First order in-vivo codes were used 

whenever possible to mirror the informants’ descriptions of their behaviour and experiences 

(Locke, 2001). For example, informants described being “nervous” and “not affected” to 

describe their reaction to the crisis. These in-vivo codes led to the contemplation of more abstract 

categories such as “perceived uncertainty” (Petriglieri et al., 2019).  

In the second phase of the analysis, open codes from another four interviews were 

compared with the coding scheme from the first phase to check for reliability and variations in 

the data. They were then assigned to the more abstract theoretical categories from the initial 

coding scheme, or categories that emerged on their own, or ones that emerged from the 

combination with an existing category that reflected theoretical constructs (Eisenhardt, 1989). It 

was during this phase that two distinct social identity processes associated with contrasting 
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individual attributes emerged. The analytical process was repeated for the rest of the interview 

transcripts (12) as the data structure began to take shape. The final phase of the analysis 

consisted of comparing individual attributes and self-categorization processes (after discussion 

with peers) to map the relationships between the construed social identity processes and the 

attributes and reactions of informants (Eisenhardt, 1989). As the analysis progressed two social 

identity processes emerged: self-categorization into the group-based prototype ‘freelancer’ 

(group convergence) and self-categorization through which informants distinguished themselves 

from the group-based prototype ‘freelancer’ (group divergence). 

Findings 

The model, depicted in figure 1, begins with the assumption that the COVID-19 shock 

makes liminality salient, increasing perceived uncertainty. Almost all the informants 

corroborated this by referring to either themselves or freelancers in general as collateral through 

expressions such as “freelancers are the first to go” or that they are “last in, first out (LIFO)” 

human resources. As informants reflected on what this meant for their identity as a freelancer, 

Figure 2: A model of the social identity processes in liminal social contexts 
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self-categorization emerged as a social identity process to make sense of their situation relative 

to the situation of freelancers as a group.  

While many informants (14) expressed concerns over the precarity of being a freelancer 

(group convergence) during a crisis like COVID-19, a significant number (11) expressed a more 

personalized social identity process by explicitly distinguishing their self-concept (group 

divergence) from freelancers as a group. These social identity processes emerged with  

differences in attributes as well. Informants in the larger group articulated more conservative 

attributes, such as being reactive sellers, expecting assistance, becoming more risk averse 

through focusing on their cost to the client, and feeling like they were forced to accept worse 

contractual terms. The other group of informants expressed more enterprising attributes such as 

being proactive sellers, rejecting the idea of assistance, demonstrating effectual behaviours and 

strategies, and refusing to compromise on their terms.  

The two groups of informants also responded differently to the uncertainty that was made 

salient because of the pandemic and lockdown. Group convergence and conservative attributes 

were associated with an increase in perceived uncertainty. On the other hand, group divergence 

and enterprising attributes were associated with a decrease in perceived uncertainty. Based on 

these findings, I theorize that social identity processes that reduce uncertainty are characterized 

by personalization (rather than depersonalization) in contexts where liminality is salient.  

A reminder of their liminality 

On March 12th the Danish Prime Minister sent most of the Danish economy into a 

lockdown that meant all employees in most firms (in especially the services and knowledge 

industries) were mandated to work from home. After years of benefitting from an expanding 

digital economy, most of the informants I interviewed were swiftly reminded of their socio-
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economic precarity due to the immediate reaction of employers. As one IT consultant Carl puts 

it: “there may be many companies foreseeing a hit on earnings and so they are stopping (or 

cutting back on) projects related to IT infrastructure.”  

The salience of informants’ liminality was accentuated in most of their accounts. This was 

evident in how some were objectively affected and in how others were afraid of being affected 

by the pandemic and lockdown. As Peter says, “of course, there was an impact. I was involved in 

a project, which was put on hold because of that. I think in general, that a lot of people [are] in 

the same situation. Yeah, I've been talking to a couple of freelancers. And I think they're almost 

either thinking that they are [soon going to be in] this situation, or they're already in the situation, 

having a project on hold.” One informant, John, expressed the notion of liminality being a 

hindrance to maintaining a pipeline during the lockdown:  

I imagine there will be very few freelancers who get an interview and get hired or start a project here on May 

1st or something like that. Because typically you have to talk with some people no, some colleagues, about 

the tasks and find out what to do, or. Computers, all sorts of things, logins, and this and that. And it can be 

hard to get it to play when you are not… I mean when you are working remotely and don’t have social 

contact. 

Luke on the other hand, sees experience with liminality as an advantage because he has 

“been so many places that gives you something extra, that a new client might appreciate. 

Because you have something that works better than what they are using, if they are only using 

permanent employees that need to be re-educated.” Upon losing her contract at the onset of the 

lockdown, Lillian reflects on the loneliness of the inbetweenness:  

That way you are very much alone when going from job to job. You very rarely move together: as in 

stopping together with a freelancer and then starting at a new place with the same freelancer. So, you do not 

get close colleagues or relationships that way. 
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Many referred to the notion of employers using freelancers as a “buffer” to give them 

flexibility in labour costs during downtimes. Carl adds to his point above by suggesting: “…And 

when IT infrastructure projects are stopped, freelancers are the first to go.” As Chris, a functional 

consultant, explains: 

After all, it would be natural that if a company needs to save money, then the first thing they save on is 

[independent contractors] before they start firing their own employees. 

The increased salience of their liminality led to an increase in perceived uncertainty for 

most informants. Many informants described being “nervous” and “worried” about the situation. 

As Andrew puts it: “You get more nervous when you hear the news that there is a financial crisis 

on the way and such.” Ruth confessed that she is “worried about how long [this situation] will 

last.” Adam, an IT contractor specializing in improving the HR function’s integration with the 

rest of the business, echoed their worries about the market:  

Because the problem is that a doomsday mood has been seeping into the market right now. It's quite tough. 

And it's just come in a week, no, like BAM!! And the stock market has tanked, and everything is just… And 

then we have Trump (laughs)… 

Self-categorization: Group convergence and group divergence 

When informants were probed further about what it was like to be a freelancer at the onset 

of the lockdown and how they were coping with the situation, two distinct social identity 

processes emerged.  

One group of informants appeared to self-categorize themselves as ‘freelancers’, using 

metaphors, experiences, and narratives to depersonalize their self-concept. I call this social 

identity process group convergence, to capture the notion of informants’ converging their 

perceived self-concept with attributes of the prototype-based group, freelancers, via 

depersonalization. Continuing his line of thought from earlier, Andrew concludes “…and I do 
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not hope so, because then it is always us freelancers that are the first to go, of course.” Here, he 

depersonalizes his self-concept by self-categorizing as “us freelancers” when referring to the 

metaphor attribute offered by Jude who says, “we are last in and first out, it’s the LIFO principle 

for us. That’s the nature of the business and we always need to remember that.”  

Others focused on how freelancers are treated differently in the workplace and work under 

different conditions. As Adam puts it, when noting that the client can choose to stop paying him 

at any point, “It is difficult as a freelancer, as long as you have a fixed term contract, then these 

are extraordinary times.” When suggesting how the only way to ensure a steady pipeline of work 

is to be unreasonably cheap, John says “…And it really shows what a power struggle it is, that a 

freelancer is lower ranked, a slave in reality. Because if you don’t accept their terms, they will 

just find someone else.” A freelance project manager, Edgar, used his experience on a previous 

project to make a point about how freelancers are marginalized by employers: 

..and when I had been there for 6 months and still was not finished, I was terribly scolded, despite the fact 

that I had not been given the resources I needed and they had restructured their organization, so that the 

people I had, they could not do anything, and it was horrible! And then they just point to the [freelancer], and 

they just do that occasionally, and yes you would not do that to the same degree to your own employee. The 

freelancer does not matter. You can just burn [him] off, you have no obligations if he gets sick, or if he does 

not perform, then you can get rid of him relatively easy, no. And I think that shines through a lot. 

Some described how being a freelancer made them especially vulnerable in a crisis due to 

the lack of security and regulatory support. As Mark puts it, when comparing freelancing to 

traditional employment, “We face a different type of uncertainty normally.” Reflecting on 

whether freelancers receive adequate support as a single-person business, Else says, “I think that 

these help packages 11F

12 that they have given to business owners, I mean, they should also be 

 
12 Financial assistance that the Danish government offered to small businesses with over 10 employees. 
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helping us.” Lillian explains why she feels the government should do more to protect freelancers 

against career and socio-economic insecurity:  

The system is not established for us freelancers. [The government] cannot understand why we should be 

freelancers, why we should not be employees. That is not a question they should be asking. So it is, I mean, 

at the same time it can be incredibly difficult to get a pension, because it is much more expensive when you 

are alone, and such. And also in relation to illness, or if you are not in the system [for salary insurance], or 

also where you think, you can be dropped from jobs, etc. There is not much help there. So, it's also a risk you 

take by being a freelancer. 

Self-categorization theory and depersonalization as a social identity process is evident in 

many of the examples from above. The difference between depersonalization in traditional 

institutional contexts and this context is that my informants depersonalize their self-concept by 

expressing the precarity of being a freelancer. In doing so, they are not attempting to reduce 

subjective uncertainty, but rather to ‘bring attention’ to their liminality and uncertainty. 

A smaller but significant number of informants seemed to self-categorize in a contrasting 

way. A tenet of self-categorization theory is that prototype-based depersonalization lies at the 

heart of social identity processes that reduce subjective uncertainty. Yet these informants 

appeared to respond to the increased uncertainty by personalizing and distinguishing their self-

concept from the attributes of freelancers as a group via self-categorization. Rather than 

espousing the traits of the prototype-based group freelancers they used the group’s attributes, 

that were emphasized by the others, to define how they were different from freelancers in 

general. I call this process group divergence, to capture the notion of informants’ diverging their 

self-concept from the attributes of traditional freelancers.  

Numerous other informants distinguished themselves from other freelancers explicitly. 

When asserting that he has always had work and discussing why he is unworried despite his 
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contract being cancelled at the start of the lockdown, Luke says, “But I don’t see myself as a 

traditional freelancer in a way.” Charlotte spoke about how she had several roles she could 

perform for a single client and says, “I think there are differences depending on the type of 

freelancer you are, I think if I was the type that only specialized in change management, I would 

probably be quite challenged right now.” Chris, who reflected on freelancers being collateral in a 

crisis explains why he does not see himself this way: 

That's how it (LIFO) should be in theory. But that has not been the case at Dan Co. I have been doing 

projects for them for almost 20 years here. Uhm ... and .... I'm still here, and there are a lot of permanent 

employees who have been fired, so… That way, I do not really think that you sit more loosely on the stick. 

Or I do not at least. 

When group divergence emerged as the overriding social identity process, informants also 

sought to self-categorize into categories (other than freelancer) like self-employed or own boss. 

Matt, a project manager who works in a set-up with four other independent project managers 

says: “we have no employees, we are each our own boss, our own company, but we own an 

equal share of the actual company” and later he adds “we have been operating for five years and 

we have not had any challenges with how, because we are all self-employed.” Matt uses the 

categories own boss and self-employed to distinguish himself and his partners from freelancers as 

a general group. He explains how this makes him different from other freelancers:  

There are some freelancers, they are 100% dependent on a broker. Um, and have posted their resumes 

everywhere. That's one way to do it. And then there is [me], and that's not how I am. I uh ... I am a do-it-

yourself guy, I think. And I also think it's more fun to do it the non-traditional way rather than just being 

hired out for seven and a half hours a day [at some random client]. Then I might as well be an employee. It's 

p*** boring! 

Group divergence also entailed finding ways to frame their self-concept that contrasted 

with the narrative of freelancers as second-rate employees. Gabe, who does not have a lot of 
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experience as a freelancer relative to the others, distinguishes himself from freelancers in general 

based on the rate he can charge, saying, “a lot of freelancers also don’t have, let’s say this hourly 

rate I can charge” before concluding that “It’s really not for everybody. You … need to have a 

certain power position in the market.” Paul discusses why he thinks clients often see him as more 

valuable than consultants from the big four. In doing so he infers that personalizing his self-

concept is necessary to determine quality, so clients know what they are paying for: 

So, I go in with… the legitimacy I have, that is my resume or me as a person. Where Deloitte or McKinsey 

uh, Accenture whoever it may be, well they come in as a consulting house. and when you have shopped 

enough times with those channels there, you also find out that well uh… for example if you have to do a 

project that relates to IT security, well then there is one IT security architect, and he is there maybe 10 hours 

a week. And then there's what’s it called, new graduates from Copenhagen Business School who have to do 

the hard leg work, no. Which then gets billed at a sky-high hourly rate, but where you could just as well, in 

my opinion, use a student assistant. 

Group divergence involved categorizing their craft as something unique in the market. 

Gabe says, “If I want to scope my [skills], I will say it’s like IT (spreads arms), it’s security 

(shortens arm width), and identity management is a small part of that.” A project manager Kyle, 

who says that he specializes in “crisis management” explains how he sets himself apart from 

other freelancers:  

My primary trademark is probably that I understand both worlds, both the technical and your heavy 

managerial. So, I'm in that classification, how to get things in between those worlds to play so that projects 

are finished. That's how I sell myself. 

These informants still display self-categorization, which is evident in how they frame their 

self-concept as “non-traditional”, “self-employed”, or “my resume”. However, in contrast to 

depersonalization as the primary social identity process, these examples represent a more 



132 

 

personalized social identity process, where group attributes are frames used to emphasize 

differences rather than similarities with freelancers as a group.   

Attributes: Conservative and enterprising 

The informants that self-categorized via group convergence demonstrated more 

conservative attributes (coping strategies, beliefs, behaviours, etc.) when talking about how they 

were responding to the situation. While group divergence emerged with accounts of more 

proactive behaviour, group convergence emerged with a more reactive narrative. Although, her 

contract was due to end within the month, when discussing whether she was looking for other 

opportunities yet, Else responded, “Not at all actually”. Adam, who had just begun a new 

contract before the lockdown with work that could not be performed remotely states, “I mean, if 

they keep paying me to do nothing, then it would be foolish to look for something else, no?” 

Mark speaks of his strategy to find work more generally, saying, “I’m not usually out trying to 

get contracts myself.”  

Conservative attributes also meant a greater reliance on assistance from recruitment 

agencies and the government. Esther expects that the agencies (brokers who find work for 

freelancers for a percentage of their hourly wage) should be proactive in difficult times saying, “I 

really don’t think they are very proactive, many of these recruitment agencies.” Ruth who has 

only recently started to freelance agrees with her view of agencies or brokers, stating 

sarcastically, “I must admit that my trust in brokers has fallen drastically! Um, you come out and 

you…That is, they think that you have the best CV in the world. They can place you tomorrow! 

And they obviously cannot.” Edgar feels that brokers should feel more obligated to find him 

work in difficult times due to the rates they take: 

Well, in the periods when I have something to do, it's good. Then I can see that the bank account is growing 

and then it's really nice. But during the periods when I am sitting at home and I do not feel I can find work 
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myself, because if I call a larger company – and it is typically larger companies that hire someone like me for 

months at a time – if I call them, they say ‘no, but we have an agreement with that and that agency, so contact 

them, and then you can – then they can see if there is work for you.’ Uhm, so and I’m registered with, I do 

not know, so many agencies. I do not think it's all agencies that are equally good at thinking of me here. And 

in any case, none of them feel responsible that I have something to do all the time. 

Informants exhibiting group convergence also seemed to emphasize more precarious 

attributes that corresponded to the attributes they associated with being a traditional freelancer. 

Many informants related how they were forced to be extra flexible with their rates and accept 

new terms due to the situation. Jessica who recently entered a contract extension on a project she 

was not very happy with, says, “I mean if it were not for this situation, I’m not sure I would have 

said yes to renewing the contract.” John, who believes that price is the main determinant in 

landing a contract, reflected on his rate over time, saying, “My rate has actually really gone up 

and down. Because it kind of depends on what the agent is quoting and how hungry you are.” 

Kurt drily explains how his client has told all freelancers that “retroactively, they will only be 

paying 50% of the hourly rate. So now I have gone down to 50% of the rate I normally charge.” 

Peter, who had just relocated his whole family to another country to start on a long-term contract, 

was asked to stop working immediately and told by the hiring consultancy that if he were to 

waive payment for the usual notice period and help them wrap up some small tasks free of 

charge, they would try to find work for him elsewhere when the situation improves. He writes 

this off as the reality of freelancing: 

But I understand also their situation, which they had, they have, or they used to have around, I don't know, 50 or 60, 

maybe more, consultants, internal consultants allocated to this project, which are also now without [a] project. 

Andrew talks about how his strategy is to stay competitive on costs by only looking for 

roles with a maximum of three days per week, both in terms of competing with other freelancers 

for roles, and in terms of not being much more costly than a permanent employee. He says, “So 
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because if I invoice three days a week, it usually roughly corresponds to a consultant, like an 

internal consultant position. So, it’s like a, it's a strategy I have. Then, when you look at the cost 

to me, then it is not higher than for their internal people, if I was internal.” He adds that he keeps 

his rate unusually low to be competitive as well:  

I'm also starting to stop trying to get more and more an hour. In terms of raising my hourly rate, uh. Because 

I can feel that if my hourly rate, it is low, as in 90 Euros per hour. Or I charge around 90 to 110. Then I do 

not get these sarcastic remarks from the client all the time that I am super expensive and all that sort of thing. 

So ... So that’s also something I do so that it is not, like it should not be the price it depends on. So, I kind of 

try to avoid that too. 

The examples from these informants show an association between self-categorizing as a 

freelancer and displaying more conservative values, beliefs, strategies, and behaviours (or 

attributes according to self-categorization theory). These informants viewed themselves as 

collateral, accepting unfavourable terms despite being hired because of their skills (Peter). They 

were conscious about the ups and downs of an independent career, adopting conservative 

strategies and behaviours to cope, including considering permanent employment (Edgar). They 

expressed frustration over being dependent on the government or recruitment agencies (Lillian), 

who they did not feel were as supportive as necessary. 

In contrast to informants for whom group convergence was the overriding social identity 

process, those for whom group divergence was more prominent demonstrated more enterprising 

attributes. Although most informants were aware of the risks of freelancing and talked about the 

importance of having a large enough buffer, these informants were clearly more proactive when 

it came to maintaining their pipeline of work. “I do not need a salesman! I go out and find my 

own contract” states Asger. In contrast to the previous examples where informants expected 

more from agencies, he adds “I have only used [a broker] once where they have found a contract 
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for me. Otherwise, I have found [contracts] myself and then I have had to go to [a broker] and 

say, ‘I need an intermediary.’” Rather than relying on agencies to find her work Charlotte says, 

“Most of my contracts have come through my network.” Like Asger, she only had one contract 

in her time as a freelancer that was found by an agency. Matt sees recruitment agencies as an 

unwanted necessity saying, “I have found my [current] contract, but I have to go through this 

broker because otherwise, I couldn’t get in due to politics.” Chris concurs with him, saying  

It's me who finds the contracts and so ... now it was at Med Co. there, and then I found the contracts at, what 

the h*** was that ... Big Co. and Energy Co. and Red Co., I think. So, well then I get billed through [this 

broker]. But I have, as it were, provided them with more work than they have provided me with work. But as 

I said at one point, it's because companies want a single point of contact. Then I'm just forced to use such a 

broker because I'm not big enough to be single point when I'm only myself, no. 

Another attribute related to being proactive was the desire to constantly have a full 

pipeline, in contrast to the more conservative accounts in the group convergence pool of 

informants that spoke of accepting or expecting a work or pay cut. Matt says, “... [I’m always 

thinking], I should preferably be booked 120%, and if I'm only 100%, then I think ‘well then, I 

must find something. Then I must find something more.’ So, my nature is that then I start stirring 

up my network. Then I start to sell more aggressively.” Charlotte states that having a full 

pipeline is important to her saying, “I feel best when I am fully booked.” Paul says he rarely 

accepts contracts that do not require long hours weekly, saying “because then I would need to 

find another role”.  

Enterprising attributes also entailed more effectual strategies and behaviours than those 

observed among conservative attributes. Matt spoke of the unusual set-up he had with four other 

freelancers who “are all self-employed” but part of a team so that they could collaborate to take 

on larger projects and help each other out on individual contracts. Martin had a similar set up 
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with another freelancer and explained they were able to take on more complex and more 

interesting projects that way. Synonymous with being more proactive, this group of informants 

spoke (more than the others) about being active networkers too. Luke says his current contract 

came “via a connection, one I know well. I have also helped others before. That’s how it goes. 

It’s a two-way street.” Kyle suggests that finding work is about “relations, a lot of it. One thing is 

competence, but the other is relations.” Chris says his networking strategy is “as banal as going 

for a beer on Friday. I don’t do that fancy network stuff with presentations and promotions; it’s 

just about asking someone if they would like to drink a beer on Friday.” 

As another example of the more personalized nature of enterprising attributes, these 

informants were also acutely aware of the weight carried by their personal reputation in the 

market. “I have never terminated a contract from my side,” says Kyle, “it’s just basic, what 

would you call it, normal good conduct. If I have said yes to something, I’ll stay till the work is 

done, even if someone approaches me with better terms,” he explains. Luke also advocates the 

importance of reputation, saying, “Now I have been a consultant for 23 years, so I know - it's the 

same circus that travels around to the big companies in Denmark. And then it is also, when you 

have been around for so many years, then you have also made a name for yourself, and that also 

helps, no.” They focused on building and maintaining their reputation as a coping strategy. As 

Paul puts it: 

When you first in one way or another have gained a reputation for delivering results, then it may well be that 

some of the slightly heavier boys in the class, that I consider myself to be, well, we also have a small 

advantage over, for example, the large consultancies.  
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Although they still understood the importance of signalling flexibility, it was never forced 

flexibility, such as accepting worse terms. Even though his contract was terminated Luke agreed 

to put in some extra hours to hand over the work properly, saying “in that way I’m showing 

flexibility.” Others spoke of signalling flexibility more generally. Matt had a few examples of 

how he signals flexibility, such as working for 8 months for a client without signing a contract or 

telling another cash-pressed client to give him a workstation and book him as needed, rather than 

hire him full-time. He says he tries to “be a little more flexible with the rules rather than doing 

everything by the book” and “that is where I find solutions. There is no answer key to this way of 

working.” Gabe talked about a project that he would not have taken because “commercially” it 

was “not really” interesting but a guy at the firm that he knew reached out and said “‘I see you’re 

doing well. I’m sitting here now; can you help us?’ This and that. I said, ‘nice to see you again. 

Yeah sure.’ That’s how it works.” Some informants even demonstrated surprisingly altruistic 

behaviour as a sort of signal of goodwill to clients that were under strain due to the lockdown. 

Chris offers an example: 

Guys like me who are in IT, we could well ... in principle we are still fully booked and we can easily work 

from home. Um. I just do not send invoices at full price, because things just take longer when you have to 

call and email instead of being able to hold a meeting where you sit down and make some appointments. So, 

I’m taking a hit to my income here, that’s for sure. But it's something I’ve decided to do myself. 

Despite signalling flexibility, and in contrast to the other (group convergence) pool of 

informants who were ready to accept less than desirable terms, these informants were quite 

steadfast on their rate, emphasizing the importance of being paid what they were worth. Jim says 

he would not accept rate cuts because then he would say “fine. I’ll find something else. Because 

I have so much self-belief in my competencies that I know I can easily do so.” Luke says, “I 

have an idea of what my rate is, and then I’m like ‘take it or leave it’.” Kyle agrees, saying “we 
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agree on a price, and that’s what we stick to. On the other hand, I don’t come around asking for 

more, but the price is the price, and I don’t change that as a rule.” Gabe has a similar policy, 

saying “My rate is standard, and I say, ‘if you don’t want to pay this rate, you don’t need me. 

Take someone else who works for this rate.” Matt says he is flexible in many ways but that 

compromising on his rate is “not an option.” 

The contrast between group convergence and group divergence, as well as displaying more 

conservative attributes versus more enterprising attributes is striking. Unlike the previous 

informants, these informants refused to accept the narrative of freelancers as second-rate 

employees. They were adamant about their value and their terms (Jim), despite recognizing that 

freelancers are seen as collateral by clients. They were conscious of the ups and downs of an 

independent career but adopted behaviours and strategies to set themselves apart from the view 

of freelancers as the precariat (Chris). They expressed being self-reliant and unfettered to the 

government or recruitment agencies as a necessity (Matt). Table 2 highlights three examples 

from each group to illustrate the stark contrasts in self-categorization and attributes. 

 

Table 2: Contrasting examples of social identity processes and attributes 

Self-Categorization Attributes 

Group Convergence 

“We are last in and first out, it’s the LIFO principle 

for us.” - Jude 

“It is difficult as a freelancer, as long as you have a 

fixed term contract, then these are extraordinary 

times” - Adam 

“The system is not established for us freelancers.” - 

Lillian 

Conservative 

“I was more looking [for] 50% [work]. I didn't really 

expect anyone to have 100% right now” - Jude 

“If they keep paying me to do nothing, then it would 

be foolish to look for something else, no?” - Adam 

“I don’t think [brokers] are very proactive [in finding 

me work]” - Lillian 
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Group Divergence 

“But I don’t see myself as a traditional freelancer in a 

way” - Luke 

“That's one way to do it. And then there is [me], and 

that's not how I am. I am a do-it-yourself guy” - Matt 

“The legitimacy I have, that is my resume or me as a 

person” – Paul 

Enterprising 

“I prefer using my network [to find work] because 

both parties know what to expect” - Luke 

“I prefer being 120% booked and if I am only 100%, 

I need to go out and find more work” - Matt 

“When you run a firm, you do it for your own gain, 

at your own risk.” - Paul 

   

Perceived uncertainty 

Informants in the first group who demonstrated attributes associated with group 

convergence also expressed more perceived uncertainty about the situation. Even those with a 

contract that was not immediately endangered were still shook. “I panicked a bit in the 

beginning” confesses Adam, while Andrew says, “I’ll admit I’m pretty worried about how long 

this is going to draw out.” Edgar has a similar reaction, saying “you get pretty nervous about 

how much things are going to shut down, and whether the project will be cancelled, and I get 

terminated.” John is also quite pessimistic saying, “it’s going to be zero revenue [for a time], and 

I said that to myself when [the prime minister] made her [lockdown] speech. There I said ‘okay, 

this is going straight to zero.” Esther says, “I’m a bit shaken by the situation,” and Else states, “I 

must say I am more worried now, than I’ve been before.” Opposing the premise that 

depersonalization reduces subjective uncertainty (in institutional contexts), depersonalization in 

this context seemed to increase subjective uncertainty. 

In contrast, informants who demonstrated attributes associated with group divergence 

seemed less perturbed by the situation, whether their contract was endangered or not. Matt says, 

“I’m not nervous. This isn’t something I walk around being nervous about.” Kyle sees a bright 

future for freelancers and project-related work concluding that he is “not really nervous.” Luke 
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has just had his contract terminated but says, “these are good times, it’s easy to find work.” Jim 

claims, “this isn’t something I am in any way nervous about.” Chris offers a similar position, 

saying “As I’ve said, I have never been nervous [about this], while Gabe calmly states, “Not, um. 

Not affected.” Rather than depersonalization, a more personalized social identity process seems 

to reduce subjective uncertainty in contexts where liminality is more salient. 

Self-categorization and contextual or situational factors 

The clear differences in perceived uncertainty might point to differences in social capital, 

human capital, experience, or situational factors that explain outcomes better than the distinct 

social identity processes. While the qualitative evidence in this paper cannot fully rule out these 

alternative explanations, comparing the informants on construed factors (such as their contract 

situation, experience, and project status) indicates that social identity processes are not solely 

linked to such contextual or personal factors. Moreover, the stark contrasts in self-categorization 

and attributes suggests that the distinction between group convergence and group divergence is a 

real phenomenon, even if it is associated with differences in contextual or personal factors for 

some.  

Table 3 shows that group divergence also emerges among informants that have had their 

project stopped or cancelled (Luke, Charlotte, and Asger) and those who have low experience 

(Gabe, Asger, and Jim). The table also shows that group convergence emerges among informants 

that have good contracts which are not in danger of termination (Adam, Ryan, and Else) and those 

with lots of experience (Mark and John).  

The decision to classify informants’ self-categorization as divergent takes departure in the 

principle of meta-contrast: or the ratio of group divergence to group convergence (Hogg & Terry, 

2000), and vice versa for classifying informants’ self-categorization as group convergence. Thus, 
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even though some informants in the group convergence pool may express some attributes or 

evidence of self-categorization consistent with the group divergence pool, they were allocated to 

the convergence pool based on the ratio of evidence.  

Table 3. Examining self-categorization and informant characteristics 

Informant Project Status Contract Experience Self-categorization 

Adam Moved to remote Good Moderate Convergence 

Andrew Moved to remote Precarious Moderate Convergence 

Asger Stopped Bad Low Divergence 

Carl Moved to remote Good Low Divergence 

Charlotte On hold Precarious High Divergence 

Chris Moved to remote Good High Divergence 

Edgar Moved to remote Precarious Moderate Convergence 

Else Moved to remote Good High Convergence 

Esther Stopped Bad Moderate Convergence 

Gabe Moved to remote Good Low Divergence 

Jessica Moved to remote Good Moderate Convergence 

Jim Moved to remote Good Low Divergence 

John Stopped Bad High Convergence 

Jude Moved to remote Precarious High Divergence 

Kurt Moved to remote Good High Convergence 

Kyle Moved to remote Good High Divergence 

Luke Stopped Bad High Divergence 

Mark Moved to remote Good High Convergence 

Martin Moved to remote Precarious Moderate Divergence 

Matt Moved to remote Good High Divergence 

Paul Moved to remote Good High Divergence 

Peter On hold Bad Moderate Convergence 

Ruth Moved to remote Good Low Convergence 

Ryan Moved to remote Good High Convergence 

Victor Moved to remote Good Low Convergence 

Note: The red boxes indicate informants in the group convergence pool who had good  

contracts. The blue boxes indicate informants in the group divergence pool who had  

bad contracts. 
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Discussion and conclusion 

This study of IT contractors builds on the literature concerning how independent 

knowledge workers cope with the precarious and personalized nature of independent work 

(Ashford et al., 2018; Barley & Kunda, 2006; Ibarra & Obodaru, 2016; O'Mahony & Bechky, 

2006; Petriglieri et al., 2019). Using self-categorization theory (Hogg & Terry, 2000) as a novel 

lens to study the phenomenon, this paper offers a theory that introduces a potential mechanism 

(social identity processes) to help understand why there are conflicting stories about independent 

contractors who either flail or survive, while others thrive (Ashford et al., 2018). In other words, 

my findings suggest that understanding social identity processes in liminal social contexts can 

help to better explain why some independent workers cope well with uncertainty and liminality, 

while others do not. 

Organizations and occupations provide social contexts that help workers to build a secure 

identity (Petriglieri & Petriglieri, 2010; Van Maanen & Schein, 1977), reduce anxiety, and 

manage oscillating emotions (Kunda & Van Maanen, 1999) through socialization (Hogg & 

Terry, 2000). Members socialize into these contexts through social identity processes; primarily 

depersonalized self-categorization, or maximizing their similarity with attributes of preferred in-

groups, while emphasizing their differences with attributes of unfavourable outgroups (Hogg & 

Terry, 2000). In doing so, the liminality they experience when socializing into new groups or 

roles is temporary (Ibarra & Obodaru, 2016) as they can reduce subjective uncertainty or boost 

self-esteem by depersonalizing their self-concept (Hogg & Terry, 2014). 

Yet independent knowledge workers operate in liminal social contexts (Barley & Kunda, 

2006; Beech, 2011; Fenwick, 2007; Ibarra & Obodaru, 2016) where social identity processes 

may differ due to a paradoxical lived experience (Ashford et al., 2018; Evans, Kunda, & Barley, 
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2004; Kunda et al., 2002) oscillating between agony and ecstasy (Petriglieri et al., 2019) in the 

repetitive job-market cycle (Barley & Kunda, 2006). Independent workers’ experience with 

liminality is more permanent (Ibarra & Obodaru, 2016) and their social roles or groups are more 

ambiguous and fluid. Social identity processes in these liminal contexts are little understood 

because, as Petriglieri and co-authors (2019: 29) theorize “lacking the anchors and buffers that 

an organization provides renders work identities precarious and personalized.”  

In contexts where liminality is even more salient (i.e., the COVID-19 lockdown), I find 

that there are differences in how similar IT contractors cope with the ensuing uncertainty and 

suggest that such differences might be explained by two social identity processes – group 

convergence and group divergence. Some informants in the study exhibited conventional 

depersonalization as a social identity process (which I call group convergence), demonstrating 

attributes that align with the group-based prototype freelancers as the most precarious group of 

the workforce during macroeconomic uncertainty (Barley & Kunda, 2004; Lobel, 2020). These 

informants were not proactive sellers. They sought support from a system they believed was 

failing freelancers as a group that revealed an increase in their perceived uncertainty. Another 

group of informants exhibited a more personalized social identity process (which I call group 

divergence). These informants used the same prototypical precarious attributes to distinguish 

their self-concept from freelancers as a group. They were proactive sellers that shunned reliance 

on any form of external support. They displayed more enterprising attributes that seemed to 

reduce their perceived uncertainty.  

These findings contribute to the literature on how independent workers cope with the 

precariousness of their work and identity (Ashford et al., 2018; Barley & Kunda, 2006; Ibarra & 

Obodaru, 2016; Petriglieri et al., 2019). Like independent contractors in previous studies (Kunda 
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et al., 2002; O'Mahony & Bechky, 2006; Petriglieri et al., 2019), the informants in this study 

spoke about the paradoxical nature of freelancing, the oscillation (as John noted, saying it’s nice 

to have a contract but not as nice without one) between agony and ecstasy (Petriglieri et al., 

2019), as the crisis made their liminality salient. Some (like Guy) exhibited coping strategies 

similar to differentiating competence (O'Mahony & Bechky, 2006). Those who coped best 

displayed career-related behaviours that have been identified as necessary for managing the 

precariousness of an independent career, such as proactivity and resilience (Ashford et al., 2018), 

while expressing their identities as viable through personalization (Petriglieri et al., 2019).  

Yet this study also considers those who did not divulge behaviours like proactivity (but 

rather reactivity). These informants seemed to be more conservative and cautious in their 

strategies, behaviours, and beliefs, expressing an acute awareness of the precarity they associated 

with the attributes of being a freelancer. Integrating previous theories of independent work with 

self-categorization theory, I argue that social identity processes (Hogg & Terry, 2000) might 

explain the emergence of these differences in how similar IT contractors see their self-concept, 

adopt attributes, and perceive uncertainty when liminality is salient.  

Similar to social identity processes that are motivated by a desire to reduce subjective 

uncertainty in institutional or organizational contexts (Hogg, 2000; Hogg & Terry, 2000), the 

informants in this study responded to the uncertainty via self-categorization. Informants spoke 

about themselves and their situation in relation to other freelancers when responding to the 

question ‘what is it like being a freelancer during a time like this?’, showing that self-

categorization is the process through which they respond to the increasing salience of their 

liminality. However, the findings also show that depersonalization is not the only prominent 

social identity process that reduces uncertainty. Rather, it might lead to an increase in perceived 
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uncertainty, in liminal social contexts. This was the case for informants who self-categorized as 

freelancers, depersonalizing their self-concept, while exhibiting precarious attributes that they 

associated with being a freelancer, through group convergence. The contrasting social identity 

process that emerged was group divergence, where informants used the attributes of freelancers 

as a group to frame their self-concept as distinct from the group and to personalize their social 

identities (Petriglieri et al., 2019). Group divergence emerged with accounts of more enterprising 

attributes and an apparent reduction in perceived uncertainty.  

The highly specific context of this study (COVID-19) and the rather homogenous group of 

workers in the sample might restrict the generalizability of my findings to other groups of 

knowledge workers. However, independent workers such as those in the creative industries, 

experience liminality and the challenge of building a viable career and work identity as well 

(Ashford et al., 2018; Butler & Russell, 2018; O'Mahony & Bechky, 2006; Petriglieri et al., 

2019). Petriglieri and co-authors (2019) found that independent workers in both the professional 

and creative industries face precarious and personalized work identities. Others have found that 

the career progression paradox applies to freelancers in both IT and film industries (O'Mahony & 

Bechky, 2006). A study of stand-up comedians in the UK theorizes that emotion management in 

the industry helps comedians secure work, but also exposes them to exploitative working 

conditions (Butler & Russell, 2018). Studying whether different social identity processes 

potentially moderate the adverse effects of precarity on work identities is an important direction 

for future research. Attributes associated with group divergence such as ‘knowing your worth’ 

may for example protect against exploitative conditions in the creative industries, though 

workers in such industries may have less bargaining power than IT contractors which may 

necessitate greater protection from policymakers.  
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The theoretical model in this paper might be most relevant to workers who have high 

autonomy but little organizational identification (Petriglieri et al., 2019; Sweet & Meiksins, 

2015), who view insecure work arrangements as an avenue of vitality and self-expression 

(Ashford et al., 2018; Petriglieri et al., 2019), and who navigate a repetitive job to market cycle 

(Kunda et al., 2002). However, the findings also have implications for the growing amount of 

mobility in traditional labour markets, following the increase in automation and changes to 

bureaucratic employment (see for example Bidwell, 2013). As workers navigate less secure 

employment arrangements and higher mobility, the assumption that workers seek to 

depersonalize their self-concept to reduce uncertainty in organizational or group settings may 

hold better for some groups of workers than others. Moreover, workers in the future might not 

only be required to be adept at socializing into new social contexts through depersonalized self-

categorization (Alvesson, 2001; Hogg & Terry, 2000), but also to draw on different social 

identity processes to navigate the spaces (or liminality) in between such social contexts (Ibarra & 

Obodaru, 2016).  

The avenues for studying liminality through a social identity lens stretch beyond the 

context of independent work (Shepherd & Williams, 2018). Scholars studying entrepreneurship 

have noted how new founders must navigate the space between prior roles and donning the role 

of a founder (Burcharth, Smith, & Frederiksen, 2022; Garcia-Lorenzo, Donnelly, Sell-Trujillo, & 

Imas, 2018). Furthermore, increasing mobility suggests that reoccurring liminality is observable 

in traditional careers as well. Future research on liminality might consider the role of distinct 

social identity processes both in new venture performance and socialization in traditional 

organizational settings as well. 
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The findings in this study have limitations that reflect theorizing from a highly specific 

sample and context using inductive qualitative methods. The sample was purposefully selected to 

be homogenous to capture differences in the accounts of similar informants. It is hard to argue 

that differences in contextual or personal factors, such as human or social capital, are not driving 

the apparent differences in perceived uncertainty. Yet the similarity of examples and attributes in 

both groups helps to reduce these concerns.  

As shown in table 3, some freelancers in the first (convergence) group were experienced 

and had secure contracts, while some freelancers in the second (divergence) group had recently 

been dismissed and were relatively new to freelancing. This suggests that there might be a socio-

cognitive mechanism underlying gig workers’ adoption of the necessary capabilities and 

behaviours to survive and thrive (Ashford et al., 2018). The theory in this paper offers one path 

(social identity processes) to explore such a mechanism further. More research is still needed to 

examine whether contrasting social identity processes exist in other settings and among other 

workers in liminal social contexts, as well as the implications that contrasting social identity 

processes have for individual and group outcomes over time. 
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Appendix 

Appendix 1. Interview Protocol 

Expected duration: 60 min 

Sections: 

a. Intro (3 min) Brief summary. (Me, project, NDA/anonymity, permission to 

record) 

 

b. Background (15 min): Brief summary. (Freelance career – duration, projects, 

status)  

 

c. Crisis effects (15 min): Brief summary. (Effects – positive/negative, on/off 

project; Freelancing in a crisis – advantages, disadvantages; Coping strategies – short 

term, long term) 

 

d. Support (15 min): Brief summary. (Desired support – govt, employers, 

network; Perceived support) 

 

e. Preparedness (10 min): Brief summary. (pre-crisis preparations; recovery 

preparations) 

 

f. Thank you (1 min): Brief summary. (follow up; references) 

  

b. Background 

Could you tell me briefly about your career as an independent contractor? 

- How long have you been contracting? 

- What type of projects do you work on? 

- Current status? 

c. Crisis effects 

How has the crisis affected your work? 

- Positive/negative 
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- If looking for work? 

- If on a project at present? 

What is it like to be a freelancer right now? 

- Advantages 

- Disadvantages 

What are your strategies for dealing with the crisis? 

- Short term 

- Long term 

Are you doing anything differently since the crisis began? 

d. Support 

Who do you look to for support during the crisis? 

- Govt. 

- Agencies 

- Network 

Who is supporting you during this crisis and how? 

e. Preparedness 

What steps did you take if any, to prepare for a crisis? 

What steps are you taking now to prepare for a recovery? 
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Chapter 5: Discussion and 

conclusion 
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This dissertation integrates, challenges, and builds on existing theories of organizing 

through independent work to answer the question: “How do firms and independent workers cope 

with uncertainty related to organizing via independent work in the context of a temporary 

exogenous shock?” It sheds light on three tensions where theorizing on the benefits and 

drawbacks of independent work warrants a better conceptual integration of uncertainty. This 

chapter concludes the dissertation with a discussion of the main themes that my findings 

contribute to and directions for future research to pursue.  

Main themes and future research 

Despite rapid growth in the number and type of independent workers, academic research 

on the phenomenon is still sparse. This dissertation responds to calls for richer theorizing on the 

implications of organizing via independent work for both firms (Burton et al., 2020) and careers 

(Barley, Bechky, & Milliken, 2017). The main contributions to the strategy, organization design, 

and employment relations literatures come from conceptualizing the salience of uncertainty 

during a temporary exogenous shock and integrating it with existing theories that leave 

unresolved tensions in our understanding of organizing via independent work. 

Employment mode choice and uncertainty 

The first essay contributes to the literature on employment mode choice (Atkinson, 1984; 

Davis-Blake & Uzzi, 1993; Davis, 2016; Lepak & Snell, 1999; Peel & Boxall, 2005) by showing 

how seeking greater externalization in a temporary exogenous shock can enable firms that are 

harder hit to reposition strategically (Wenzel, Stanske, & Lieberman, 2020). Drawing on the 

CATO framework (Argyres et al., 2019) my findings suggest that severely impacted firms seek 

externalization to reduce comparative adjustment costs rather than choosing the employment 

mode that reduces transaction costs (Williamson, 1975, 1979). These findings extend the CATO 
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framework in two ways. First, the ambiguity over the outcomes and duration of a temporary 

exogenous shock leads firms to reposition simultaneously rather than sequentially (as in a 

permanent shock). Thus, contingent on broader industry clusters, impacted firms seek greater 

externalization rather than choosing the governance mode that accounts for competitor 

repositioning and capabilities, as CATO predicts in the context of an innovation shock (Argyres 

et al., 2019). Second, impacted firms seek greater externalization given ambiguity over the 

outcomes and duration of the shock to reduce switching constraints due to governance 

inseparability (Argyres & Liebeskind, 1999). 

The findings also have implications for managers in terms of how to respond strategically 

following a temporary exogenous shock. Previous literature warns of a trade-off between 

assigning core tasks to workers with arms-length relations and incurring higher transaction costs 

(Coff, 1997; Lepak & Snell, 1999; Mayer & Nickerson, 2005; Peel & Boxall, 2005). This 

dissertation explains when this trade-off might be acceptable: when a comparative assessment of 

adjustment, transaction and opportunity costs shows that externalization will enable the firm to 

reposition quickly (Argyres et al., 2019) and relieve constraints on switching employment modes 

in future periods (Argyres & Liebeskind, 1999). 

However, the methods impose limitations on the generalizability of the theory. On a 

broader level, intentions to reconfigure employment might be exposed to uncertainty over the 

availability of freelancers. As we are seeing in a post-Covid landscape, firms in both the 

knowledge and services industries are struggling to staff positions, meaning intentions might not 

materialize as expected. Future research should account for these considerations when testing 

hypotheses related to strategic employment reconfiguration. Studies of actual employment 
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behaviour in other contexts (sampling other firms) would help to further theorizing on the 

benefits of hiring freelancers in response to external uncertainty. 

Workforce flexibility and uncertainty 

The second essay contributes to the literature on organization design by integrating 

theorizing on coordination mechanisms (Burton et al., 2020; Srikanth & Puranam, 2011) with 

existing ideas about utilizing independent workers to increase flexibility (Atkinson, 1984; Lepak, 

Takeuchi, & Snell, 2003).  

In theory, firms adjust output by using freelancers as a buffer (Atkinson, 1984; Davis-

Blake & Uzzi, 1993; Lepak & Snell, 1999), but the literature does not explore the effects of 

keeping such a workforce buffer on task coordination when the firm adjusts to disruptions from 

the external environment (Burton et al., 2020; Miles, Snow, Meyer, & Coleman Jr, 1978). My 

findings contribute to this gap by exploring the trade-off between seeking flexibility in numbers 

and reducing flexibility in coordination, which has important implications for the literature on 

organization design and the integration of new work forms (Burton et al., 2020; Puranam, 2018). 

When conventional coordination mechanisms such as modularization and communication 

processes are disrupted by unforeseen events, tacit coordination mechanisms become important 

to facilitate the integration of effort (Srikanth & Puranam, 2011). Tacit coordination mechanisms 

are generated by the embeddedness of employment relations, yet while task interdependency and 

task complexity are increasing, embeddedness appears to be weakening (Cappelli, 1995).  

Future research might study the trade-off between workforce flexibility and task 

coordination more closely to identify mechanisms that explain why using freelancers can lead to 

coordination failures (Puranam, 2018) and how the tension between seeking flexibility and 

maintaining dynamic fit might be resolved (Burton et al., 2020). For example, experimental 
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research could test the effects of different levels of worker embeddedness on task coordination 

by manipulating disruptions to standardized coordination mechanisms. Online labour markets 

(OLMs) provide another interesting setting to test ideas on the effects of workforce flexibility on 

task coordination (Claussen, Khashabi, Kretschmer, & Seifried, 2018). Online platforms can 

provide panel data that offers a temporal dimension to studying the effects of using freelancers 

on task coordination. More generally the effects of worker embeddedness on other aspects of 

organization design (for example, collaboration and knowledge transfer) that this dissertation 

does not address are also important to study (Connelly & Gallagher, 2006).  

Independent workers and uncertainty 

The third and final essay contributes to the literature on how independent workers manage 

a more precarious career and identity than those found in traditional careers (Ashford et al., 

2018; Barley et al., 2017; Barley & Kunda, 2006; Petriglieri, Ashford, & Wrzesniewski, 2019). 

Previous studies on the experiences of independent workers present conflicting accounts of 

especially high-skilled freelancers: some flail and survive while others thrive when coping with 

the uncertainties found in careers characterized by liminality (Ashford et al., 2018; Kunda, 

Barley, & Evans, 2002; Petriglieri et al., 2019). However, these studies do not explain how and 

why these differences emerge among similar independent workers (e.g., IT Contractors). 

By applying self-categorization theory (Hogg & Terry, 2014; Tajfel & Turner, 2004) as a 

novel and useful lens when studying this issue, my findings uncover a potential mechanism 

(social identity processes) that might explain how and why these differences in coping with 

liminal experiences emerge. Self-categorization theory explains how individuals reduce 

subjective uncertainty or boost self-esteem in organizational or institutional contexts (Hogg, 

2000; Hogg & Terry, 2000; Tajfel, 1972; Turner, Hogg, Oakes, Reicher, & Wetherell, 1987). 
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This essay broadens its application to study social identity processes in a context where social 

identity is more ambiguous and fluid due to liminality. The findings have implications for how 

independent workers cope with liminality differently, building on theories of how independent 

workers go from flailing, to surviving, to thriving (Ashford et al., 2018; Petriglieri et al., 2019).   

Future research might study how my findings generalize to broader samples. There are 

significant differences among types of independent workers (Cappelli & Keller, 2013). The 

workers I study are highly skilled and highly paid, while the self-concept of workers in the 

creative industries (or of lower skilled workers) might be more exposed to market forces that 

make group divergence less practicable. OLMs might also be a useful context to replicate the 

findings (Hong & Pavlou, 2017; Kanat, Hong, & Raghu, 2018; Leung, Levina, Rahman, & 

Valentine, 2016). As information is more standardized but also easier to transfer in OLMs 

(Agrawal, Horton, Lacetera, & Lyons, 2015; Agrawal, Lacetera, & Lyons, 2016; Stanton & 

Thomas, 2015), this could affect how independent workers self-categorize. Freelancers in OLMs 

might self-categorize differently (based on data-driven insights, for example) than freelancers in 

more network-oriented labour markets such as the one I studied.  

Finally, liminality is a construct that has been studied in other contexts such as 

entrepreneurship as well (Burcharth, Smith, & Frederiksen, 2022; Garcia-Lorenzo, Donnelly, 

Sell-Trujillo, & Imas, 2018; Shepherd & Williams, 2018). Future research on whether my 

findings are evident in contexts such as entrepreneurship might prove fruitful in better 

understanding the survival of new ventures. There are many different narratives around 

entrepreneurship that might induce contrasting social identity processes among entrepreneurs to 

cope with uncertainties in their careers too. 
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Conclusion 

This dissertation has sought to answer the question: “How do firms and independent 

workers cope with uncertainty related to organizing via independent work in the context of a 

temporary exogenous shock?” Answering it addresses three theoretical tensions in theories on 

the benefits and drawbacks of organizing via independent work. Through more clearly 

conceptualizing uncertainty in the context of a temporary exogenous shock, the dissertation helps 

to instigate the resolution of these tensions.  

Paper 1 asked the question: “What is the effect of a firm being hit by a temporary 

exogenous shock on the firm seeking to externalize employment?” The findings show that firms 

might accept misaligned governance with respect to employment modes, as predicted by the 

CATO framework (Argyres, Mahoney, & Nickerson, 2019), when faced with uncertainty over 

the outcomes and duration of a temporary exogenous shock. However, firms seek to align 

employment modes and task types to reduce transaction costs at a broader level (in the 

knowledge and services industries) where the asset specificity of human resources (Knudsen & 

Lien, 2015) and industry dynamics are important.  

Paper 2 asked the question “How is coordination in the firm affected by using freelancers 

as a buffer to respond to a temporary exogenous shock?” Existing theory suggests that firms use 

independent workers to provide flexibility in response to uncertainty from environmental 

turbulence (Matusik & Hill, 1998). However, my findings show that when traditional 

coordination mechanisms are disrupted following a temporary exogenous shock, firms using 

more independent workers might lose flexibility in terms of task coordination (Burton, Obel, & 

Håkonsson, 2020; Srikanth & Puranam, 2011).  
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Paper 3 asked the question: “How do IT contractors cope differently when a temporary 

exogenous shock makes the liminality of an independent career salient?” It addresses conflicting 

stories in the literature about how some independent contractors flail and survive while others 

thrive under uncertainty derived from liminality (Ashford et al., 2018; Barley & Kunda, 2004; 

Petriglieri et al., 2019). I introduce the novel application of a useful lens (self-categorization 

theory) to study this phenomenon. My findings show that social identity processes (Hogg & 

Terry, 2014; Tajfel & Turner, 2004) might be a potential mechanism that explains these 

conflicting accounts of coping with liminal experiences (Ashford et. al, 2018; Ibarra & Obodaru, 

2016). 

Together, the three papers integrate, challenge, and build on existing theories about the 

benefits and drawbacks of organizing via independent work. By identifying the uncertainties 

addressed in this literature, that become salient in the context of a temporary exogenous shock, it 

creates a path for future research to explore how firms and independent workers can better cope 

with uncertainty when organizing work in this way. 
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