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ABSTRACT

The principal aim of this research is to develop a greater understanding of how
subsidiary power is constructed and enhanced within the Multinational Enterprise
(MNE). The MNE as a federation is depicted as an internal market system where
subsidiaries compete for dispersed power in the form of mandate allocations from
Headquarters (HQ) (Chen éf al, 2011; Dorrenbacher & Gammelgaard, 2006;
Gammelgaard, 2009). The fight for these mandates generates micro-political power
games between the MNE HQ and its distinctive subsidiary units (Dorrenbacher &
Gammelgaard, 2011). Participating in these power games exposes a subsidiary’s
existing mandate to original or unfamiliar methods of functioning, which subsequently
renders the subsidiary to legitimacy evaluations from HQ (Birkinshaw & Ridderstrale,
1999; Bouquet & Birkinshaw, 2008a). Furthermore, a major issue raised by Mudambi éf
al. (2014) is that the successful exercise of subsidiary power within the MNE is
dependent on a set of legitimating principles specific to the subsidiary. Despite this
observation there is little or no empirical research carried out on the way in which a
subsidiary can strategically manage its legitimacy as a way to influence mandate

extensions from HQ.

This thesis applies an institutional theory lens to the MNE by drawing upon two
separate but interrelated strands of literature namely; the micro-political perspective of
HQ-subsidiary relations (Geppert & Dorrenbacher, 2014) and the process of
legitimation within the MNE (Kostova & Zaheer, 1999; Zott & Huy, 2007). The
research seeks to conceptualise subsidiary legitimacy as an antecedent to understanding
more fully the micro-level foundations of subsidiary influence. The core research focus
1s ‘how can subsidiary legitimacy be deployed as a power source in influencing the

development of the subsidiary’s mandate within the MNE?’

The context of this study takes the form of four U.S. MNEs operating in the Medical
Technology Sector in the West of Ireland. Irish subsidiaries in this sector that have been
successful in gaining mandate extensions since this study’s inception are the main
subjects of this research. A qualitative research design was undertaken in the form of 30

semi-structured interviews with top management from each subsidiary and key officials

VI



within the MNE. Given Ireland’s dependence on the flow of U.S. FDI this particular

relationship makes for an appealing context in which to position the current research.

The findings indicate that Irish subsidiaries leveraged their legitimacy internally within
the MNE by participating in a number different micro-political power games. Each of
these power games is associated with a specific form of subsidiary legitimacy.
However, Irish subsidiary managers described that there was a need to develop a greater
degree of HQ-embeddedness in order to establish a platform from which they could

participate more effectively within these micro-political power games.

Based on the research findings, the main theoretical contribution of this thesis is the
development of framework for enhancing subsidiary influence internally within the
MNE. Overall the findings of this thesis reveal the importance of developing a greater
degree of subsidiary embeddedness internally with HQ in order to recognise subsidiary
legitimacy as the missing link to a more holistic understanding of subsidiary power and
influence. As a result this thesis contributes to calls for a greater appreciation of how
legitimacy is established through the social and political interactions between key
individuals at the HQ-subsidiary interface (Clark & Geppert, 2011; Geppert &
Dorrenbacher, 2014; Kostova, éf al., 2008).
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CHAPTER 1: INTRODUCTION

1.1 Introduction

A key challenge for managers in any multinational subsidiary involves understanding
how subsidiary power and influence can be leveraged in different ways within the
multinational enterprise (MNE) (Andersson éf a/., 2007; Barsoux & Bouquet, 2013;
Bouquet & Birkinshaw 2008a; Geppert & Dorrenbacher, 2014; Mudambi éf a/., 2014).
This study therefore examines power and influence from a multinational (MNE)
subsidiary perspective. The research considers the process of subsidiary mandate
development, defined as “the process through which a subsidiary takes responsibility
for a business or element of a business” (Birkinshaw, 1996: 472) as a key arena in
which such power dynamics unfold at the headquarters(HQ')-subsidiary interface
(Dorrenbacher & Gammelgaard, 2006). The results of this study encapsulate empirical
research that details how subsidiary legitimacy can be deployed as a power source in
influencing the development of a subsidiary’s mandate within the MNE. The medical
device industry in Ireland is the main focus of this study owing to the unprecedented

growth it has experienced in the past decade and its centrality to the Irish economy.

This chapter firstly details the main rationale for and focus of the study, which has
subsequently provided motivation for the development of the main research questions.
The research methods undertaken are acknowledged before outlining the key
contributions of the research and how they add originality. Finally, the structure of the

preceding chapters in this thesis is previewed.

! For the purposes of this thesis the term HQ will be deployed, where possible, when
referring to the corporate headquarters in the home country. This entity is often also
referred to as the parent company (Birkinshaw & Hood, 1998).



1.2 Research Rationale and Focus

The central aim of this study is to gain a greater understanding of how subsidiary
legitimacy can be deployed as a power source in influencing the development of
subsidiary mandates within the MNE. International business scholars who view the
MNE as a federative structure have long pointed to legitimacy as an important factor in
the power interplay between the MNE and the distinctive external institutional
environments in which it operates (Kostova & Zaheer, 1999; Rosenzweig & Singh,
1991). Despite being a central concern in both institutionalist and MNE studies
surrounding resource acquisition, subsidiary legitimacy has not yet been examined in
depth in the micro-political domain of HQ-subsidiary interactions (Geppert &
Dorrenbacher, 2014). According to Kostova and Zaheer (1999), as subsidiaries are
embedded in their internal corporate structure they too must convey different signs of
legitimacy internally in order to remain on favorable terms with their HQ. However, the
empirical evidence in this regard is limited, focusing largely on external legitimacy
concerns in the local institutional context (Andersson éf al., 2002, 2007; Barsoux &

Bouquet, 2013; Bouquet & Birkinshaw, 2008a).

Drawing inspiration from foundational pieces on organisational power and legitimacy
(Parsons, 1960; Weber, 1968), Mudambi éf a/. (2014) argue that, “the successful
exercise of power requires that it is based on a Set of /legitimating princip/es that are
specific to the organisation” (2014: 2) {italics added}. Hence, subsidiaries need to
establish some form of legitimacy before they can actually exercise their influence
(Deephouse & Suchman, 2008). Legitimacy has long been a central construct in the
literature on organisational power and influence and these constructs are inexplicably
linked such that power can only be exercised when an organisational actor is viewed as
legitimate and the legitimation of this power is derived from the initial social interaction
between parties (Brenner & Ambos, 2012). Power is therefore a relative concept in that
it “is a property of a social relation; it is not the property of a social actor” (Emerson,
1962: 32). In this way, subsidiary legitimacy is predominantly a socially constructed
phenomenon that originates from the social interaction between individuals at the HQ-
subsidiary interface. Hence, power in the MNE is defined as “the result of continuously
socially constructed dynamic relationships among key actors, who make use of existing
power resources and, in doing so, stabilize and destabilize established power” (Geppert

& Dorrenbacher, 2014: 12). The notion of power being socially constructed stems from



seminal pieces by Berger & Luckman (1967), Weber (1967) and Weick (1979). These
scholars define social construction as subject to interpretation depending on the
perspective of a single individual and therefore these individual’s perceptions can be

altered, hence changing the course of power and influence (Mudambi éf a/., 2014).

Ultimately, the aforementioned arguments observe that legitimacy forms the basis for
establishing influence and exerting power (Parsons, 1960; Weber, 1967) and influence
is a manifestation of this power (Birkinshaw & Ridderstrale, 1999) but legitimacy is an
antecedent to both influence and power (Brenner & Ambos, 2012) and this legitimacy is
socially constructed through political relationships (Mudambi éf a/., 2014; Kostova &t
al., 2008). Drawing inspiration from these discussions, this study aims to answer calls
for a more nuanced understanding of subsidiary legitimacy as a power source for
developing subsidiary influence (Barsoux & Bouquet, 2013; Birkinshaw &
Ridderstrale, 1999; Bouquet & Birkinshaw, 2008a; Gammelgaard, 2009; Kostova éf a/.,
2008). While legitimacy has been referenced to in the literature on subsidiary influence
and power, we have little understanding of how subsidiary legitimacy can be

conceptualised as an antecedent to establishing both subsidiary power and influence.

Further, this study answers calls to investigate legitimacy through the enumerative
operationalisation of its different dimensions (Bitekine, 2011). According to Suchman
(1995), legitimacy can be anchored in distinct but interrelated dimensions such as, the
personal legitimacy of the managers, legitimacy of the organisation’s structures and
processes and the relational legitimacy of other individuals and organisations (Scott,
2008). Essentially, identifying clearly which aspects/dimensions of the organisation’s
activities, structures, personnel and outcomes are being judged by important
legitimating constituents is key for developing overall organisational legitimacy
(Bitekine, 2011; Deephouse & Suchman, 2008; Scott, 2008). Additionally, in order to
understand how these dimensions of legitimacy are deployed as a subsidiary power
source in an MNE context, we need to take into account the political interactions that
take place between the HQ and subsidiary managers (Geppert & Dorrenbacher, 2014;
Kostova ét al., 2008). Hence, how the subsidiary develops its mandate is the chosen
context for exploring the main research question as previous studies have demonstrated
that it encapsulates a politically charged process in influencing the flow of resources

(Delany, 2000; Dorrenbacher & Gammelgaard, 2006).



Thus, an empirical gap exists regarding a more in-depth analysis of how subsidiary
legitimacy can be deployed as a power source in influencing the development of its
mandate within the MNE. Given that the research is inductive in nature, the objective of
the literature review is to position the empirical study in the extant literature and to
provide synthesizing constructs (Blumer, 1964) to inform the empirical analysis. The

next section briefly outlines the research context of this study.

1.3 The Research Context

The Republic of Ireland is considered a highly globalised economy that has been a
significant player for several decades in shaping the flow of MNE foreign direct
investment (FDI) globally (Collings éf a/., 2008). Research has illustrated that Ireland is
a rich environment in which to investigate the larger complexities of MNE
internationalisation dynamics (Monaghan éf a/., 2014). This significance is largely due
to the particular economic development model that the Irish institutional landscape has
pursued in the form of an ‘open economy’ (Begley éf al., 2005). The benefits of this
exogenous development policy are well documented in the form of a low corporate tax
regime, liberal trade policies, membership of the European Union (EU), a strong
educational system and highly reputable inward investment agency in the form of the
Industrial Development Agency (IDA Ireland) (Monaghan éf a/., 2014). The Irish FDI
model has enjoyed a significant degree of investment from American (U.S.) MNEs in
particular with the majority of these investments originating as extensions to existing
MNE subsidiaries operations® (Barry, 2007; Collings ét a/., 2010). Thus the flow of FDI
from U.S. MNEs to its Irish subsidiaries provides an interesting context wherein which
to investigate the political dynamics of HQ-subsidiary interactions. This main focus has

led to the development of the following research questions for this study.

> The U.S. accounted for 74% of Irelands inward investment in 2011 (AMCHAM
2014). In 2012, 54% of FDI investments originated from extensions to existing MNE
activities (IDA Ireland 2013).



1.4 Research Questions

This study aims to answer the following pertinent question in the area of subsidiary

power and influence;

How can subsidiary legitimacy be deployed as a power source in influencing the
development of the subsidiary’s mandate within the MNE?

More specifically this study seeks to address the following sub-question:

What types of subsidiary legitimacy are the most appropriate power sources and in

what circumstances can each of these be leveraged?

These questions were informed by the extant literature following an extensive review,
which provided evidence that certain gaps or discrepancies existed in relation to
research on subsidiary power and influence. Given the nature of the phenomena under
investigation, the use of a qualitative approach with multiple case studies was
considered the most appropriate research strategy. It is important to acknowledge at this
point that the main focus of this study is on understanding the aforementioned issues

from a subsidiary perspective and therefore is limited in its focus on the HQ standpoint.

1.5 Methodological Approach

In light of the aforementioned research questions and the topic being investigated, a
phenomenological approach was deemed the most appropriate research paradigm. The
research design for this study took the approach of qualitative case studies of four MNE
subsidiaries based in the medical device industry in the western region of Ireland, but
are headquartered in the U.S. The primary data collection took the form of in-depth
semi-structured interviews (30 in total) with Irish subsidiary managers, corporate
representatives and local institutional representatives. The main purpose of this research
was to investigate a complex phenomenon through the shared first hand experiences of
a particular sample. Hence, following previous studies on legitimacy in general, the
main purpose of the research was not to generalise through representativeness but
instead to understand more fully the complexity of manager’s shared social experiences.
This research design allowed for the inference of constructs subjectively through

reflection and intuition that were capable of being adjusted and altered as new issues



emerged (Easterby éf al., 2008). Therefore, it is envisaged that the findings of this study

will be of interest and contribute to the field in a meaningful way.

1.6 Originality and Contributions of the Research

Overall this study generates fresh insight and adds to empirical work on MNE
subsidiary influence by exploring, in detail, the significance of legitimacy as a power
source for influencing the development of a subsidiary’s mandate. Following an
extensive discussion in chapter seven, in which the study’s research questions are
revisited, a model of how subsidiary legitimacy can be deployed as a power source is
developed. The model is considered to be the main theoretical contribution of the study
and highlights the importance of leveraging particular forms of subsidiary legitimacy as

power sources through certain types of micro-political strategies.

A key contribution of this research is that it details how Irish subsidiary managers
purposely sought to develop their internal embeddedness with corporate HQ. In this
way, they attempted to concentrate corporate attention through informal selling
channels in order to get more recognition for the value they were delivering to the
MNE. A greater degree of embeddedness allowed the Irish subsidiaries to establish a
platform from which they could exercise their legitimacy as a power source. Thus, this
research contributes to the growing minority of work that has recently begun to
emphasise the importance of HQ-embeddedness for subsidiary influence (Mudambi &/
al., 2014; Tavani éf al., 2013; Yamin & Andersson, 2011). Furthermore, this thesis
provides a greater understanding of the importance of developing subsidiary recognition

at corporate HQ in the form of increasing their internal embeddedness.

The main contribution of this study is that it answers calls for a more nuanced
understanding of how subsidiary legitimacy is managed in the MNE. Kostova éf al.
(2008) argue that legitimacy in the MNE needs to be garnered through processes of
interaction, communication, power and politics in order to influence important resource
holders. Due to the high degree of uncertainty, ambiguity, complexity and dynamism
that characterise the subsidiary’s pluralistic environment, subsidiary managers have to
rely on more political means to strategically alter their levels of legitimacy (Kostova éf
al., 2008; Suchman, 1995). Therefore, the originality of this thesis lies in how it applies
the micro-political perspective of subsidiary influence (Bouquet & Birkinshaw, 2008a;

Dorrenbacher & Gammelgaard, 2006; Geppert & Dorrenbacher, 2014) to developing a



greater understanding of subsidiary legitimacy as a power source. In so doing, this
research has brought together arguments from the MNE subsidiary strategy and
institutional theory literatures to help devise a more nuanced conceptualisation of

subsidiary power and influence within the MNE.

1.7 Structure of the Thesis

This thesis is ultimately compiled of seven chapters. Chapter two provides a
comprehensive analysis of the background on the central theoretical arguments
surrounding the MNE subsidiary and the evolution of subsidiary influence and power. It
begins by highlighting the shift from the MNE focus to the subsidiary as the main unit
of analysis by incorporating literature on the advancement of the subsidiary in terms of
its mandated relationship with corporate HQ. This is followed by a discussion on the
recent emergence of subsidiary power and influence perspectives particularly in relation
to micro-politics. To close, subsidiary legitimacy as a key construct that has to date

been undervalued as a power source for generating subsidiary influence is introduced.

The third chapter introduces institutional theory as a key theoretical frame for the study.
The chapter begins by introducing foundational conceptual arguments on institutional
theory generally. This is followed by a focus on the importance of legitimacy, with
specific application to the MNE subsidiary context and the relevant significance of this
phenomenon as a power base for subsidiary influence. The chapter concludes with a
consideration of the main arguments from both literature chapters through the analysis

of subsidiary legitimacy.

Chapter four details the research context in which the empirical analysis took place.
After introducing the importance of FDI to the Irish landscape, it will discuss the
significance and prominence of U.S. MNEs, particularly in the medical technology
industry. The chapter concludes by documenting the four main case companies that
were investigated for this study, providing an overview of the MNE on a global scale
before recording the MNE’s presence in Ireland through examples of some of the most

recent achievements that these Irish operations have accomplished.

Chapter five outlines the research methodology underpinning this study. Research
philosophies are introduced to help rationalise the main methodological considerations

that were employed in order to answer the core research questions. Empirical case



studies are examined as the main focus of analysis for this thesis before introducing the
four U.S. MNE subsidiaries, operating in the medical technology industry in Ireland.
The data collection and analysis methods are subsequently described before concluding

the chapter with an evaluation of the major methodological limitations.

Chapter six presents the major empirical findings. This section is structured around key
themes that emerged from the within-case and cross-case analysis of interviewee
responses and documentary analysis. More specifically, the chapter describes the
distinctive micro-political strategies that subsidiary managers employed and the
different channels of legitimacy they pursued in influencing the development of their

mandate.

The final chapter presents the discussions and conclusions. It draws together the
emerging findings and the theoretical framing outlined earlier in the thesis to effectively
answer the study’s primary research question. The chapter is structured around
answering the main research questions and culminates in a summary of the major
contributions of the study in this regard. It concludes with the subsequent implications
for theory, subsidiary management and policy before outlining the limitations of the

thesis and proposing some suggestions for future research.



CHAPTER 2: TRACKING THE EVOLUTION OF
SUBSIDIARY INFLUENCE

2.1 Introduction

This chapter will outline the literature in international strategic management with a
particular focus on the management of the HQ-subsidiary relationship. Key perspectives
on the MNE will be presented before illustrating how these have evolved over the past
few decades to incorporate a more ‘heterarchical’ perspective (Hedlund, 1986).
Subsequently, the importance of subsidiary mandates as a manifestation of how
subsidiaries can develop their strategic roles internally in the MNE is considered. The
chapter will further examine the main arguments around subsidiary influence and power
in the form of micro-political game playing. In concluding, the importance of subsidiary
legitimacy as an undervalued power source for achieving subsidiary influence is

introduced with the intention of linking the next literature chapter.



2.2 Evolution of Perspectives on the Structure of the MNE

To begin with, it is necessary to consider the evolution of the literature on the MNE as a
whole and, in particular, chart the emerging consideration of the HQ-subsidiary
relationship (Otterback, 1981). Julian Birkinshaw has documented the development of
research on the MNE since the mid-nineteen eighties, highlighting two major changes in
perspective (2001); the change from a hierarchical to a heterarchical view of the firm
(Hedlund, 1986), and the change in perspective from the HQ level to the subsidiary level
(Paterson & Brock, 2002). In essence, the former stream has tended to focus on the
meaning of the overall MNE structure whereas the latter has emphasised the concept of
subsidiary strategy (Birkinshaw & Morrison, 1995). This strategy-structure debate
blossomed as a result of organisational theorists evangelistic perspectives toward more
flexible structures as an alternative to the traditional hierarchies of large MNEs (Aharoni
& Brock, 2010) due to the growing complexities associated with operating in a range of

distinct environments (Kostova & Zaheer, 1999; Westney, 1993).

In its earliest form, the MNE HQ was conceptualised as the “brain of the firm”
(Hedlund, 1981: 19), an efficient organiser of operations and activities across
international borders, portrayed as a focal point responsible for all operations, “the
commander in chief”, (Forsgren, éf 4/, 2005: 185) who steered the organisation in a
paternalistic fashion (Birkinshaw & Hood, 2001). This perspective emphasised the fit
between corporate strategy, organisational design and the external environment and has
also been referred to as ‘rationalistic’ (Morgan & Kristensen, 2006) or ‘mainstream’
(Dorrenbacher & Geppert, 2006). This point of view resonates with the ethnocentric
(Perlmutter, 1969) or global (Bartlett & Ghoshal, 1998) approaches, where HQ

knowledge and approaches were perceived to be superior to local adaptations.

In the early nineteen-eighties, due to increasing globalisation coupled with growing
competition, the intra-organisational network perspective introduced a form of
‘expansionism’ (Birkinshaw & Hood, 2001), which looked beyond the control that the
HQ had over its different units and incorporated the influence of the subsidiary’s
external business environment, mainly in the form of its business networks in local host
countries (Andersson éf al., 2002, 2007; Bartlett & Ghoshal, 1989; Frost, 2001). As a
result, the perception of the MNE shifted dramatically from a dyadic, hierarchical view

to a perspective of a “web of diverse, differentiated inter and intra-firm relationships”
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(O’Donnell, 2000: 526). It became apparent that the competitive advantage of the MNE
as a whole was more dependent on the autonomous activities of its geographically
dispersed subsidiaries (Almeida & Phene, 2008). A number of influential studies
contributed to the emergence of the view of the MNE from a hierarchical structure to
that of a more heterarchical entity (Hedlund, 1986). This work involved four important
conceptualisations; Prahalad and Doz’s (1981, 1987) work, namely the ‘integration—
responsiveness’ (IR) framework, Bartlett and Ghoshal’s (1986) ‘transnational’ approach,
Hedlund’s (1986) ‘heterarchy’, and Porter’s (1986) ‘horizontal’ organisation. These
perspectives ultimately viewed the MNE as a geocentric organisation with multiple
heterogeneous centers, which should actively look for “advantages originating in the
global spread of the firm” (Hedlund, 1986: 20). Taken together it can be said that these
conceptualisations comprise an alternative organisational theory of the MNE
(Birkinshaw & Morrison, 1995) one which now generates a large degree of research in

the area of MNE studies.

Drawing on Hedlund’s (1986) conceptualisation, Birkinshaw and Morrison (1995)
illustrate three distinguishable characteristics between the MNE as a heterarchy and a
hierarchical structure. Firstly, resources and decision-making are dispersed throughout
the organisation rather than concentrated at the top. Secondly, lateral relationships exist
between subsidiaries in terms of products, people and knowledge flows (Manolopoulos,
2008). Lastly, activities are coordinated along multiple dimensions that are typically,
geography, product and function. Consequently, scholars over the last few decades have
argued that heterarchy is a far better model for understanding the MNE than the
traditional hierarchical perspective, as the MNE, being a particularly complex,
multidimensional, and heterogeneous organisational form violates assumptions
associated with the concept of hierarchy (Birkinshaw, 1994). These researchers suggest
that the assets conducive to the creation of wealth are no longer merely physical assets
but they also include knowledge, capabilities and competences (Aharoni & Brock,
2010). As a result, heterarchical MNEs were considered more likely to evolve from
contexts with a history of rather autonomous and entrepreneurial subsidiaries than that of
firms with ethnocentric connotations (Hedlund, 1986). Therefore, a large body of
literature focused on the management of the subsidiary has gradually emerged as a
distinct field of research (Birkinshaw & Hood, 2001; Paterson & Brock, 2002; Rugman
& Verbeke, 2001).

11



2.3 Perspectives on the MNE Subsidiary Relationship

The MNE subsidiary can be defined as “any operational unit controlled by the MNE
and situated outside the home country” (Birkinshaw, 1997: 207), “which can perform a
single activity or an entire value chain of activities” (Birkinshaw & Hood, 1998: 774).
Historically, MNEs established subsidiaries in a multitude of diverse countries globally
for the purposes of creating ownership advantages and exploiting locational advantages’
(Doz & Prahalad, 1981). This definition provides evidence that the idea of a single HQ-
subsidiary relationship is incomplete due to the fact that most MNE subsidiaries have a
multitude of linkages with other corporate entities in the home country and worldwide
(Ghoshal & Bartlett, 1990). Empirical investigations from the subsidiary perspective
have promulgated in recent decades mainly due to the consideration that many MNEs
have appeared to neglect the creative potential of their subsidiaries, despite the
compelling logic that these subsidiaries can produce vital advantages for the MNE as a
whole through local market advantages (Cantwell & Mudambi, 2005; Mudambi &
Navarra, 2004; Rugman & Verbeke, 2001).

Within the body of literature on MNE subsidiaries a number of evolving streams have
been identified (Birkinshaw, 1994, Birkinshaw & Pedersen, 2009; Paterson & Brock,
2002), which ultimately portray the evolution of thinking behind the management of the
MNE subsidiary (as detailed in Figure 2.1). Paterson and Brock (2002) classified these
streams of thinking into: the strategy-structure stream, HQ-subsidiary stream, subsidiary
role stream and the subsidiary development stream. The Strategy-structure stream views
structure as something that would change to fit strategy, where strategy itself was
developed at corporate HQ with little consideration given to the subsidiary’s role in
developing its own strategy (Birkinshaw, 1994). The HQ-subsidiary relationship stream
focused predominantly on how corporate HQ could control their subsidiaries and was
the first stream to acknowledge a certain level of subsidiary autonomy and influence
(Hedlund, 1981). Thirdly, the subsidiary role stream was built explicitly on the
subsidiary as the main unit of analysis and looked initially at the different roles that

subsidiaries could be allocated due to their unique capabilities (Paterson & Brock,

3 Traditionally these advantages would have been considered in the form of economies
of scale and diversification regarding mainly the spread of manufacturing activities but
a more recent development has been the allocation of Research and Development
(R&D) activities in order to adapt more to dynamic customers tastes by tapping into
local knowledge in each host country.
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2002). Finally, the subsidiary development stream focuses on how and why MNE
subsidiaries can enhance their resources and capabilities and in so doing add to the
value of the MNE as a whole (Birkinshaw & Hood, 1998). The basic idea of this fourth
stream is that the subsidiary, over time, accumulates valuable capabilities through its
network relationships, which leads to an enhanced status vis-a-vis HQ and thus an
extension of its scope of activities (Birkinshaw & Hood, 1998). I now consider the main

arguments unfolding in these streams in the form of subsidiary role development.

Figure 2.1: Evolution of Subsidiary Management Literature

/  Future directions

/  Subsidiary development

|/ The subsidiary role stream.

/ The HQ-subsidiary relationship stream.

| The strategy - structure stream.

/ Multinational literature

1950 60 70 80 90 2000 Future
| International Era | Global Era | Transnational Era | Internal Market Era

(Source: Paterson & Brock, 2002: 140).

2.3.1 Subsidiary Strategic Role Stream — Differing Directions

The role of the subsidiary is defined as “a negotiated position that is to some degree
understood jointly between headquarters and subsidiary managers” (Birkinshaw éf al.,
2000: 324). The terms subsidiary ‘strategy’ and subsidiary ‘role’ are often used
interchangeably in the literature, but the distinction is more than semantic in that, “role
suggests a deterministic process whereby the subsidiary fulfils its imposed function and
strategy suggests a higher degree of freedom on the part of the subsidiary management
to define its own destiny” (Birkinshaw & Morrison, 1995: 733). Defining a role for the
MNE subsidiary has emerged predominantly from the HQ-centered literature, while in

13



contrast the development of a strategy has emanated from the subsidiary-centered

literature (Delany, 1998).

The evolution of the subsidiary role can be categorised into four distinct approaches:
information flow; subsidiary evolution; specialisation of roles; and HQ-subsidiary
relationship (Birkinshaw & Pedersen, 2009). Firstly, the study of information flow
between the subsidiary and its network, either inside or outside has grown significantly
building on the seminal work of Gupta and Govindarajan (1991, 2000) who focused on
the internal patterns of information flow between the subsidiary and HQ and factors
explaining these. External network studies (Andersson éf al, 2002; Cantwell &
Mudambi, 2005) have focused more on the linkages between the subsidiary and its local
environment with certain issues here including industry clusters and degree of
subsidiary embeddedness. Secondly, subsidiary role evolution studies have illustrated
how it can be driven internally through subsidiary initiative or from outside through
investment from the corporate headquarters (Birkinshaw & Hood, 1998; Cantwell &
Mudambi, 2005; Delany, 1998; Dorrenbacher & Gammelgaard, 2006; Jarillo &
Martinez, 1990). Thirdly, in the last two decades research has taken a closer look at the
wider range of more specialised subsidiary roles and the degree of influence they can
provide the subsidiary internally and externally in their respective interactions with
important networks (Andersson éf a/., 2007). The next section considers some of the

issues in relation to subsidiary mandates as a way to develop the subsidiary’s role.

2.4 MNE Subsidiary Mandates and Roles as a Form of Influence

The dynamics involved in a subsidiary’s strategic role manifest themselves decisively in
the emergence of the different mandates that subsidiaries undertake in the wider context
of the MNE (Birkinshaw, 1996; Delany, 2000; Manolopoulos, 2008; Pearce, 1999). A
mandate or ‘charter’ (Birkinshaw & Hood, 1998; Galunic & Eisenhardt, 1996) is
defined as a negotiated license for the subsidiary to “apply its distinctive capabilities to
a specific market opportunity” (Birkinshaw, 1996: 489). This negotiation takes place
between the subsidiary and the HQ, as it is effectively HQ who decides whether to
provide these mandates or not. The main issue here has ultimately incorporated the
scope of the subsidiary’s operations (Birkinshaw, 1995; Forsgren & Pedersen, 1998;
Pearce, 1999). Therefore, in order to understand the development of a subsidiary’s role

we must first develop a better understanding of the mandate concept.

14



White and Poynter’s (1984) work proved to be one of the most influential studies on
subsidiary role typologies as they were amongst the first to classify subsidiaries into
strategic roles. Their typology involved five main forms. Miniature replica is a small-
scale replica of the HQ, which produces and markets a product line locally. Marketing
satellite undertakes marketing functions in the host country products manufactured
centrally while rationalized manufacturer produces a designed set of products for a
multi-country or global market, while others carry out research and development (R&D)
and marketing. Product specialists develop, produce and market a limited product line
for global markets. Finally, Stratégic independent units supply products to local, multi-
country or globally while being able to pursue new opportunities in a global market
with unconstrained access. White and Poynter (1984) defined the subsidiary role by
‘scope of market, product and value-adding activities’ of the subsidiary. Market scope is
the range of geographic markets available to the subsidiary, while product scope is
referred to as the latitude exercised by a subsidiary’s business with regard to product
line extensions and new product areas. Value added scope is seen as the range of ways a
subsidiary adds value to the overall MNE. With this in mind a “change along one or any
of these dimensions represents a fundamental shift in the strategy of the subsidiary”
(1984: 59) i.e. subsidiary role development (Dorrenbacher & Gammelgaard, 2006).
Therefore, subsidiary role and scope of activity can be defined within these parameters
and a number of other authors have gone on to utilise these classifications (Birkinshaw
& Morrison, 1995; Birkinshaw & Hood, 1997; D’Cruz, 1986; Delany, 1998, 2000;
Dorrenbacher & Gammelgaard, 2006: Pearce & Papanastassiou, 1996; Taggart, 1996,
1997; Tavares & Young, 2006).

The subsidiary mandate literature provides us with a very useful way to
compartmentalise the different strategic roles played by subsidiaries in terms of how
much influence each subsidiary may actually have (Birkinshaw, 1996; Bouquet &
Birkinshaw, 2008a; Delany, 1998). There are three different categories of mandates or
‘spheres of influence’ (Bouquet & Birkinshaw, 2008a) that are evident in the literature,
each of which portrays certain subsidiary classifications (refer to Figure 2.2). These
spheres are determined by the degree of embeddedness (quality of relationships) they
have developed (Andersson éf 4/, 2002) both internally (corporate) and externally.
Embeddedness is a concept that will be considered in more detail later on in this

chapter. Firstly, basic mandates have the lowest degree of influence and these
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subsidiaries are largely receptive units (Jarillo & Martinez, 1990) with few
opportunities to interact internally or externally so the amount of resources they can
develop is limited. Examples here include marketing satellites (White & Poynter, 1984),
local implementers (Bartlett & Ghoshal, 1986; Birkinshaw & Morrison, 1995; Roth &
Morrison, 1992), branch plants (D’Cruz, 1986) serveur factories (Forsgren & Pedersen,
1998), and dormant centers (Surlemont, 1998). Secondly, /ntermediate mandates
include subsidiaries at three different levels of influence that are all at a transitional
stage of development. The first group is modeled to resemble the entire MNE but in a
narrow market with significant autonomy®, a considerable scope of activity and
substantial connections to host country networks. Subsidiaries here include miniature
replicas (White & Poynter, 1984), /ocal innovators (Gupta & Govindarajan, 1991),
adaministrative centers (Surlemont, 1998) or offshore factories (Ferdows, 1997).
Another group include those subsidiaries that are said to be agents of corporate HQ
(O’Donnell, 2000) as they make important contributions to improving the efficiency of
the overall MNE as rationalized manufacturers (White & Poynter, 1984), contributing
factories (Bartlett & Ghoshal, 1986), globally rationalized (D’Cruz, 1986), integrated
units (Crookell, 1986), resource providers (Randoy & Li, 1998) or specialized
contributors (Birkinshaw & Morrison, 1995; Roth & Morrison, 1992). The third group
includes high performing subsidiaries that are in the process of developing strong
connections to both their strategic networks and includes product specialists (White &
Poynter, 1984), international suppliers (Forsgren & Pedersen, 1998) and global
innovators (Gupta & Govindarajan, 1991).

Finally, subsidiaries with the most influence have acquired particularly advanced or
competence creating manaates (Cantwell & Mudambi, 2005). These particularly active
subsidiaries (Jarillo & Martinez, 1990) are seen as Stratégic /eaders for the MNE
(Bartlett & Ghoshal, 1986). Other subsidiaries here include Sstrategic centers (Lorenzoni
& Baden-Fuller, 1995), resource networkers (Randoy & Li, 1998). These types of
subsidiaries ultimately develop strong connections with all influential actors in both
strategic networks and the more influence the subsidiary has, the higher its ability to

influence the conditions of the mandate negotiations they undergo with HQ (Andersson

* Defined by Taggart as a “decision-based process, which evolves through bargaining
between centre and periphery in an organisation” (1997: 55).
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et al., 2007). Particularly relevant here are contemporary arguments around céntres of
excellence (COE).

2.4.1 Centres of Excellence

A subsidiary which has achieved a status or role as being a COE is viewed as an
“organizational unit that embodies a set of capabilities that has been explicitly
recognised by the firm as an important source of value creation, with the intention that
these capabilities be leveraged by and/or disseminated to other parts of the firm” (Frost
et al., 2002: 1000). Existing literature on the concept has identified two distinct strands.
The first views COEs as a form of high-value-added subsidiary, which has a strategic
role in the MNE (Forsgren & Pedersen, 1998; Fratocchi & Holm, 1998). This approach
demonstrates how particular centres can be responsible for certain product lines within
the whole MNE. However, Frost éf a/. (2002) identified two main problems with this
perspective. For example, multiple COEs may coexist within a given subsidiary meaning
that this subsidiary may not be synonymous with a particular centre of excellence. Also,
a COE may only be one aspect of the overall mandate of a particular subsidiary meaning
that it may be a mistake to compare COEs specifically to subsidiaries on a one-to-one

basis.

The second strand views COEs as the source of best practice that is disseminated
throughout the MNE. Proponents from this point of view perceive COEs as the “focal
points for knowledge development and dissemination”, which do not require a fixed
physical location (Moore & Birkinshaw, 1998: 1). This perspective remedies that of the
first mentioned previously. For Moore and Birkinshaw, COEs can be classified into
three different types: Focused (most common), which is typically based around a single
area of knowledge; Virtual, where core individuals live and operate in different cities;
and Charismatic, where individuals are internationally recognised for their expertise in a
certain area. COE literature widely agrees on their existence and positive nature, but it
details little of why and how they emerge and is usually focused on selling the concept
as a “head office euphemism” (Paterson & Brock, 2002: 147). However, the central
debate as to the applicability of COEs should be whether the benefits associated with the
‘clustering of minds’ outweigh the costs of the resulting resource-allocation and reduced
concentration in other divisions (Frost éf a/., 2002). Ultimately all subsidiaries will strive

to become a centre of excellence of some form within the MNE as its role evolves over
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time. The next section will look more closely at some key arguments around the

evolution of the subsidiary’s role.

Figure 2.2: Subsidiary Mandate Typologies as a Form of Influence
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2.5 Evolving Role of the Subsidiary — The Mandate Life Cycle

A subsidiary can develop their role through mandate gain, defined as “the process
through which a subsidiary takes responsibility for a business, or element of a business,
beyond its national market” (Birkinshaw, 1996: 472). In the same way that these
mandates are gained they can also be extended through corporate investment, or
removed through “the exclusion of market or product areas when certain value-chain
activities, such as sales, purchasing or manufacturing, or R&D are reallocated to other
MNE units” (Dorrenbacher & Gammelgaard, 2010: 206). This notion conceptualises the

idea of a ‘mandate life cycle’, where subsidiary mandates can evolve over time with
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their development being understood as the extension or loss of a responsibility into a
related product, market or functional area (Birkinshaw, 1996). Mandate loss could be
evident, either in the form of responsibilities being transferred or operations being
closed (Birkinshaw, 1996; Galunic & Eisenhardt, 1996). As Birkinshaw (1996)
illustrates, if the subsidiary loses its competitiveness, the mandate should be withdrawn
and that rather than trying to win a mandate, subsidiaries should focus on adding value
to the overall MNE. It can involve complete removal of a value chain activity or a more
gradual loss in the sense that “a mandate should only be considered a temporary license
to act on behalf of the corporation; if the subsidiary loses its edge in the business, or if it
drifts away from the corporations priorities, its license should be revoked” (Birkinshaw,
1995: 100). Removals occur in situations in which the subsidiary’s resources were
deemed to be inadequate in terms of quality or in terms of their usefulness for the
remaining corporate business activities and interests (Birkinshaw, 1996). Other
empirical work has found similar results for mandate loss (Dorrenbacher &
Gammelgaard, 2010; Galunic & Eisenhardt, 1996). Dynamics surrounding a
subsidiary’s mandate are largely encapsulated in the exchanges it faces with its
corporate HQ as these corporate executives have the final decision on whether or not to
extend or retract a subsidiary’s mandate (Andersson éf al, 2007). Hence, our
understanding of mandate gain has grown in complexity with the introduction of
perspectives surrounding subsidiary influence and power (Bouquet & Birkinshaw,
2008a; Mudambi et al, 2014), micro-political negotiations (Dorrenbacher &
Gammelgaard, 2006; Geppert & Dorrenbacher, 2014), external embeddedness
(Andersson éf al., 2002; 2007), perception gaps (Asakawa, 2001; Birkinshaw éf al.,
2000), and attention strategies (Ambos éf a/., 2010; Bouquet & Birkinshaw, 2008b).
Before considering some of these developments in more detail, the next section outlines

two seminal frameworks that have stimulated advancements in these areas.

2.6 Developing the Strategic Role of the Subsidiary

Two influential studies on subsidiary development have come from Birkinshaw and
Hood (1998), who focused on the part played by subsidiary initiative in developing the
role of the subsidiary, and Molloy and Delany (1998), who presented the issue as a
series of development stages. Ed Delany’s (2000) framework demonstrates the way in
which subsidiaries may develop their strategic mandate through a guide of definable

initiative steps. Subsidiary initiatives are entrepreneurial undertakings to advance the
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development of the subsidiary (Birkinshaw, 1997). Delany’s framework (Figure 2.3)
illustrates how a subsidiary can progress from its basic mandate through the
intermediate stage to an advanced mandate. Creating a ‘perception’ about the
subsidiary’s performance through ‘building credibility’ at HQ was found to be very
important for subsidiary managers. As Molloy and Delany suggest, without such a level
of credibility the subsidiary team will not have the influence required to access
corporate support as “influence comes out of the barrel of performance — but you have
to use it” (1998: 26). This subsidiary development process has three main phases, of
which the first entails ‘building the credibility’ of the subsidiary at HQ. Phase 2 requires
‘building competences’ within the subsidiary that can create dependence with HQ,

while phase 3 involves the ‘strategic development’ of the subsidiary.

Delany’s eight-stage development model of MNE subsidiaries integrates White &
Poynter’s (1984) typology of roles and draws interview data from 28 MNE subsidiaries
in Ireland. Stage 1 consists of getting the subsidiary into operation and is compared to
the HQ effectively spoon-feeding the subsidiary, while stage 2 also involves some
recipe following in terms of starting to meet original goals efficiently but it also
operates with fewer HQ inputs. Stage 3 is a crucial stage for future subsidiary
development in that it must start being perceived as doing more superior to comparable
sites, rather than simply meeting its basic goals. Stages 4-5 involve gaining an enhanced
mandate through moving in to different activities and a key prerequisite to this stage is
the necessary credibility discussed earlier. Stage 4 in particular involves extensive
canvassing but through low risk moves of “corridors of indifference” as HQ will not
give mandate extensions to those subsidiaries of high risk (1998: 260). Delany
highlights that as a subsidiary cannot fully develop a competence in the new activity
prior to obtaining a mandate, there is often a need for them to engage in the
“skunkwork” type activities that allow it to subsequently demonstrate its ability (1998:
260). Stage 5 shows how the subsidiary uses its credibility to compete for mandate
extensions from sister subsidiaries. Stages 6-8 involve the subsidiary increasing its
strategic role to either product specialist or strategic independent. Stage 6 in particular is
the beginning of the subsidiary refusing to be simply a subsidiary and starts to take on
world or regional responsibilities. Stage 7 differs from Stage 6 in terms of strategic
importance, and in this way a subsidiary becomes effectively a centre of excellence for

the MNE as a whole. For Delany, Stage 8 is a level to which full transition is
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comparatively rare, involving the subsidiary standing alone with a high level of freedom
for constructing its own strategy. It has a significant worldwide role and contains the
division’s R&D unit. However, Molloy & Delany (2000) also outline that this ‘ladder’
process of development also involves ‘snakes’ lurking in the grass in the sense that
mandates can also be lost. Hence therefore, subsidiaries need to continuously defend,
reinforce and consolidate their current position through building their credibility as well

as engaging in mandate development as a result of this snakes and ladders analogy.

Figure 2.3: Stages of MNE Subsidiary Development
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2.7 Drivers of Subsidiary Role Evolution

Birkinshaw and Hood (1998) illustrate three basic mechanisms that interact to
determine the evolution of a subsidiary’s role in a cyclical process of action and
reaction: head office assignment, subsidiary choice and local environment determinism.
Head office assignment assumes the role of the subsidiary is defined by head office

managers, and is controlled through a variety of formal and informal mechanisms
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(Bartlett & Ghoshal, 1989; Prahalad & Doz, 1981). Subsidiary choice assumes that the
subsidiary has sufficient degrees of freedom that it defines its own role (Birkinshaw,
1997). Local environment determinism assumes that the subsidiary’s role is strongly
influenced by the specific characteristics of the host country (Forsgren, Holm &
Thilenius, 1997; Ghoshal & Nohria, 1989). In considering the role of the corporate HQ
in the MNE, the remainder of this chapter will outline the key contemporary
perspectives surrounding the issue of subsidiary strategic choice. Chapter three will
look more closely at the particular effects of the local environment on subsidiary

mandate development from an intuitionalist lens.

2.7.1 The Contemporary Role of the MNE Headquarters

Traditionally the most common view of subsidiary mandate development was to model
the role of the subsidiary as assigned by corporate management due to their capabilities
or the strategic importance of their market (Bartlett & Ghoshal, 1986). As Forsgren éf
al. observed, “a subsidiary’s strategic role is not only, and perhaps not primarily, a
consequence of a formal decision at headquarters level” (1999: 184). Hence, HQ control
corporate resources and fulfill an important role as ‘orchestrator’ (Dellestrand, 2011) of
subsidiary mandates (Ambos & Birkinshaw, 2010). In this way, the parent driven
investment (PDI) process consists of one clearly defined event — that is, the corporate

managers’ decision to enhance the subsidiary’s charter (Birkinshaw & Hood, 1998).

Recent perspectives such as the network based approach have questioned this design
view and its notion of the MNE as a unitary rational actor masterminded by the grand
organisational plan of HQ (Ambos & Mahnke, 2010; Andersson éf a/., 2007). A more
contemporary stance emerging from the literature surrounding the MNE as a federation
of dispersed power describes the HQ as an ‘absentee landlord” who is not only ignorant,
but who destroys rather than creates value, pointing to the dysfunctional relationships
between HQ and subsidiaries (Kristensen & Zeitlin, 2005). The logic behind these
viewpoints is that MNEs have more pluralistic and dispersed power structures than
previously acknowledged (Andersson éf al, 2007, Bouquet & Birkinshaw, 2008a;
Dorrenbacher & Gammelgaard, 2006) in that its subsidiaries are embedded in both
internal (corporate) and external (network) relationships where the subsidiary not only
acts as a bridge between HQ and the external network, but may also be subjected to
their opposing influences (Andersson éf a/., 2007). The more integrated the subsidiary is

with its external environment the more difficult it is for HQ to exert influence over the
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subsidiary (Forsgren éf al., 2005). From the HQ perspective, it is argued that the ability
of the MNE to leverage the innovative potential of its dispersed assets is a fundamental

strategic imperative (Bartlett & Ghoshal, 1989).

In this regard, corporate management are likely to be ‘groping in the darkness’ when it
comes to managing the mandates that they have given out at the subsidiary level
(Ciabuschi éf al., 2011). At its most extreme, the HQ has become viewed as an
‘outsider’ vis-a-vis the operational context of each subsidiary, or a ‘player among
others’ (Andersson éf a4/, 2007), fundamentally lacking the means to assess what
expertise is needed (Ciabuschi éf a/., 2011). As Barner-Rasmussen éf 4/. have outlined,
“the grand designer of old is now much more circumscribed in terms of the possibilities
available to it where the role of corporate management has been reduced to constructing
plausible narratives for the consumption of institutional investors in the stock market”
(2010: 95). Forsgren &t al. characterise the MNE as a heterogeneous organisation where
“bargaining and conflicts are natural ingredients” (2005: 99). Thus, it is more
appropriate to analyse the MNE as a temporary association of independent units, with
constantly shifting organisational boundaries, rather than a single cohesive entity
(Barner- Rasmussen éf 4/, 2010). The role of HQ effectively morphs from leader to
umbrella, a holding company for increasingly diverse and unrelated mandates (Barner-

Rasmussen éf al., 2010).

Andersson éf a/. (2007) add however that if corporate managers possess a sufficiently
deep knowledge of the subsidiary’s external environment, they will be in a stronger
position to evaluate its significance and consequently to assess the claims made by the
subsidiary when bargaining. According to Andersson éf al. (2007) it is crucial for
corporate managers to have a thorough knowledge of the subsidiary’s local environment
as this strengthens the HQ’s position. While an individual subsidiary will be partial to
its own interests, rooted in its local business, the HQ needs to consider initiatives and
suggestions from all subsidiaries, and not just those considered important for others
within the MNE. However the problem of bounded rationality and the limited
information processing capacity of HQ means that it will be impossible for HQ to learn
about all its different subsidiaries’ local environments (Ciabuschi éf al, 2011).
Andersson éf al. (2007) suggest that HQ should perhaps focus on those subsidiaries that
have the most useful connections for competence development. This will allow the HQ

to have more knowledge about and access to those subsidiaries that are competence
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providers to other subsidiaries. Arguments around how subsidiaries can create more

recognition in this regard will be outlined later in this chapter.

Ultimately, the increasing complexity of the modern MNE puts great demands on the
HQ function and emerging scholars argue that traditional perspectives may no longer be
sufficient to fully grasp the different roles the HQ is expected to play (Barner-
Rasmussen éf a/., 2010). For that reason more and more studies have illustrated that the
subsidiary itself may have a significant influence upon the development of its own role

(Young & Tavares, 2004).

2.7.2 Subsidiary Driven Extension

Drawing on inspiration from Child’s (1972) ‘strategic choice’ perspective, the role of
the subsidiary as a passive recipient of corporate mandates has been vicariously
questioned with the notion that rather than accepting these predetermined roles, they
should instead actively engage in developing their own operations (Birkinshaw, 1996).
A number of foundational empirical studies, originating mainly in a Canadian context,
have attempted to identify the subsidiary characteristics associated with receiving a
mandate (Roth & Morrison, 1992; White & Poynter, 1984). Some of these include:
subsidiary configuration, product dependence, R&D, relative subsidiary competency,
relative managerial expertise, independent international experience, strength in
upstream activities, and broad based managerial expertise such as a propensity to act
entrepreneurially (Morrison & Roth, 1993; Roth & Morrison, 1992). As D’Cruz notes,
mandates are not exactly “granted as gifts from corporate headquarters to subsidiaries;
they have to be earned by the subsidiaries” (1986: 89). Wolf (1986) added that HQ will
rarely initiate the idea of introducing a mandate to the subsidiary but instead subsidiary
managers must indentify, justify and earn mandates through the engagement of a

significant amount of internal selling and persuasion.

Further research argues that a strategy aimed at winning a mandate is often an
ineffective approach as “its fundamental weakness is that subsidiary managers become
preoccupied with the desired outcome — the mandate — and overlook the building and
learning process that is in most cases the necessary precondition to a mandate”
(Birkinshaw, 1995: 102). This process typically involves the championing and
sponsoring efforts of top management that trigger the assignment of new, or the

extension of existing, mandates to the subsidiary (Birkinshaw, 1995). As McGuninnes
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and Conway (1986) argued, this building activity should involve purposeful