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I

1 Introduction and Research Methods

The basic purpose of this study is to investigate how multi

national companies coordinate and control the activities of

their foreign subsidiaries. The multinational company (MNC)

has since its emergence attracted considerable attention and

controversy. The growth and global spread of the MNC have

made these organizations a crucial component in the world

economy.

The controversy regarding MNCs is reflected in that

for some, these organizations became the scapegoat for many

of the problems we have witnessed in the advanced industrial

societies. The MNC has been blamed for creating inflation,

for exploitation of host countries, and disruption of mone

tary systems and governments. By others, the MNC has been

considered as one of the few strongholds of employment and

continued growth, and as one of the few instruments we pos

sess for improved global resource allocation.

During the last three decades, extensive research has

been conducted on different aspects of the MNC. Today a

great deal is known about the growth and foreign investment

behavior of MNCs, as well as their economic and socio-polit

ical influence on host countries and other interest groups.

Through numerous research contributions, we have also gained

considerable knowledge over the years about the business

strategies of MNCs and their policies in different function

al areas such as finance and marketing.
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What we still know very little about is the nature of

the continuous management processes that take place within

the MNC. Such questions as how internal policies are im

plemented, how headquarter-subsidiary relationships are

managed, and the nature of coordination and control pro

cedures and processes within these firms are still largely

unanswered. It is questions like these that are addressed

in this study.

PURPOSE

The overall purpose of this study divides into addressing

two major questions. First, how are headquarter-subsidi

ary relationships managed in MNCs? Second, what factors

tend to determine or influence the need for and mode of man

aging the relationships?

These questions are of importance because we lack sys

tematic empirical knowledge about the nature of intra

organizational relationships in MNCs. Without knowledge

about the internal functioning of these firms, we are in a

poor position to understand or to improve their behavior.

Before specifying and delineating the basic research

questions into a more operational research purpose, we will

introduce an important definition. By headquarter-subsidi

ary-relationships in MNCs we mean, throughout this study,

headquarter coordination and control of the foreign sub

sidiaries. By management of headquarter-subsidiary we mean

instruments~ procedures and processes used by headquarters

to coordinate and control the foreign subsidiaries. We

will return below to other definitions used in this study.

More precisely, the purpose of this research is the

following:
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1. To describe how some environmental and strategic char

acteristics of the MNC influence the potential needs

and requirements for coordination and control of the

foreign subsidiaries.

2. To identify which instruments, procedures and pro~esses

headquarters in MNCs use to coordinate and control

foreign subsidiaries.

3. To describe the design and functioning of these instru

ments, procedures and processes, i.e. to describe the

modes of managing the headquarter-subsidiary relation

ships.

4. To analyze how the environmental and strategic charac

teristics of the MNC may influence the mode of managing

the relationship.

To clarify these purposes we will delineate them further

as well as note some important limitations. We are concern

ed with how the MNC headquarters manage the relationships.

We are not concerned with the purpose of coordination and

control but only the mode of coordination and control.

In other words, we are investigating the design and

functioning of the instruments, procedures and processes

used for purposes of coordination and control of the foreign

subsidiary as a whole. Thus, we are not going into the de

tail required to discuss coordination and control of a

specific business activity or function, e.g. production

planning, production or marketing.

When describing the design and functioning of the vari

ous instruments, procedures and processes, we are interest

ed in both their design and how they are actually used.

While the former dimension is static, the latter is clear

ly more dynamic and process-oriented. "Functioning" can

also be seen as how the specific instrument is used by head

quarter to manage the relationships with the foreign sub

sidiaries. The specification into instruments, procedures
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and processes does not mean that they constitute indepen

dent categories of ·coordination and control. Most coordi

nation and control instruments, e.g. the budget system,

have both a static design dimension and a dynamic dimen

sion when in use. Similarly, some forms of coordination

and control may not have any static design dimension but

are only dynamic and process-oriented, e.g. coordination

through informal communication between headquarter and the

subsidiaries.

In identifying and describing environmental and strate

gic characteristics, which may influence the need for as

well as the mode of coordination and control (purpose land

4 above), the unit of analysis is the characteristics of

the MNC as a whole rather than the characteristics of a

specific subsidiary. We will return to this in a subse

quent section.

Research purpose 3 above does not imply an attempt to

create a typology of various modes of managing headquarter

subsidiary relationships in MNCs. Such an attempt would

require an unambiguous classification of independent forms

of coordination and control. As will be detailed, many in

struments, procedures and processes do not have clear bound

aries, nor are their functions prespecified and given with

in any MNC or among different MNCs.

It is evident that the four research purposes are of

different kinds. Purposes 1, 2 and 3 are explorative and

descriptive, while purpose 4 would in a traditional sense

be classified as causal. The different nature of the four

purposes is also reflected in our choice of research

methods.

The scope and limitations of purpose 4 ought to be

clarified. Instead of strict causation (see Goode, et al.,

1952), we are interested in finding potential associations

among variables. More precisely, we are interested in ana

lyzing variables within or outside the MNC system, which

may help us to explain the design and functioning of the



5

instruments, procedures and processes of coordination and

control. We consider identification of associations to be

as important for our purpose as their direction or strength.

Interdependence among variables is correspondingly equally

interesting as any dependence.

The clarification above implies a different attempt

than to investigate for any strict causation. Emory (1976,

p. 83) states that as soon as the research is concerned with

asking why, then it is causal. This traditional dichotomy

between descriptive and causal studies is often made, how

ever, without regard to the nature of the area of study.

To investigate for causality, we would need to locate

all relevant independent and dependent variables. We would

furthermore have to predict their position in relation to

any extraneous variables (cf. Kish, 1959). These require

ments ~ave in general been developed to facilitate the de

sign of experimental research. In research on business man

agement and organizations these requirements have also been

imposed, often without any second thought, on non-experi

mental research designs.

In fact, in the social sciences we are seldom able to

conduct controlled experimental research. Still, it is of

interest to try to describe and explain social phenomena.

Instead of theory verification, we are interested in gene

rating new theory through systematic observation and de

scription of empirical data (cf. Glaser and Strauss, 1967).

By explicitly recognizing that in the social sciences

we are often moving in a grey area of scientific discovery,

where variables and relationships among them are neither

easily identified nor stable, the word "causation" changes

its meaning. "Association" then becomes a more relevant

concept. Our purpose 4 should be seen in this light.
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MOTIVES FOR THE STUDY

The primary motives for this study are twofold. First, by

investigating the design and functioning of various instru

ments, procedures and processes for coordination and con

trol, valuable insight can be gained about the internal

functioning of the MNC. Second, by analyzing what may ex

plain or influence the design and functioning 'of various

forms of coordination and control, we are in a better posi

tion to understand and to improve the internal functioning

of these firms. These motives are not only confined to

the study of MNCs. If we understand the relationships be

tween headquarters and subsidiaries in these firms, this

is likely to also have a b~aring upon our understanding of

the functioning of other types of complex organizations.

Our motives described above are clearly also related

to the present state of knowledge in the area of study.

Earlier research contributions in the area of study will

be extensively discussed in Chapter 2. Nevertheless, it is

of value here to summarize briefly the scope of earlier re

search, as it may cast further light on our purposes and

motives with this study.

In general, little research has been conducted on the

needs of and requirements for coordination and control of

foreign subsidiaries in MNCs (our purpose 1). Earlier

studies have also focused primarily on the purpose rather

than the method of control (our purposes 2 and 3).

Earlier research have in general focused on the sub

sidiary, and tried to explain the mode of control from the

characteristics of the subsidiary. These studies have ex

plicitly or implicitly assumed that MNCs are homogeneous

organizations, while it is subsidiary-specific factors

which determine the need for and modes of coordination and

control (see, for example Alsegg, 1971; Garnier, 1980).

Instead, it can be argued that the needs for and modes

of coordination and control of foreign subsidiaries are
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primarily influenced by the characteristics of the MNC as

a whole, e.g. product program, industry and organization

structure (purpose 4). We will return to this argument

below.

Numerous research contributions have been made which

describe and analyze various methods of coordination and

control. These studies have, however, primarily been con

fined to single instruments, procedures and processes and

to other types of organizations than MNCss

We are explicitly concerned with an empirically based

study of a whole range of different forms of coordination

and control in MNCs. We are also concerned with potential

relations and interactions among various instruments, pro

cedures and processes. This interest is reflected in our

purposes 3 and 4.

BACKGROUND OF THE STUDY

Before turning our attention to the research design and

methods, we will describe the background of this research.

This study is a part of a large-scale project named "Man

agement of Foreign Operations" (MOFO), which was initiated

in 1977 by the Institute of International Business at the

Stockholm School of Economics. l

The general purpose of the MOFO project was to inves

tigate how MNCs through foreign subsidiaries and affiliated

companies manage interface relationships of various kinds,

e.g. intra-organizational relations and external relations

between the MNC and its host environment. Furthermore,

this project aimed at investigating how the management of

these relations affected the goal-achievement of the MNC,

as well as how they should be managed in order to attain

existing goals (for a detailed description, see Hedlund

1 The research team in this project consisted of Gunnar
Hedlund (project coordinator), Ulf Lindgren, Lars Otterbeck
and the author.
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and Otterbeck, 1977; and Hedlund, Lekseil and Otterbeck,

1977).

The MOFO project involved a very intensive field study

of six Swedish multinational corporations. This report is

based on a separate analysis of the empirical data generated

from the MOFO project. Several other reports have also

emerged from this project during the last few,years (see

Edstrom, 1980; Hedlund, 1977, 1979 and 1980; Johansson,

et al., 1980; Leksell, 1979, 1980; Leksell and Lindgren,

1980; Otterbeck, 1979a, 1979b and 1980).

The MOFO project has also been complemented by several

related empirical studies on, among other things, the inte

gration of foreign acquisitions, international divestments,

and surveys on the autonomy of Swedish subsidiaries (see

annual reports of the Institute, 1977-1980).

After its initiation the MOFO project was also expanded,

throu~h collaboration with other researchers, to include

fairly similar but less intensive studies on British,

German, Japanese and US mu1tinationals. l

RESEARCH DESIGN

The design of this study is based on the MOFO project. Al

though the design of the MOFO project has been described

elsewhere (see references in the previous section), we will

also describe it here.

The project involves the in-depth comparative study of

six Swedish MNCs. In each of the MNCs, a number of foreign

subsidiaries and affiliated companies are also intensively

studied. The selection criteria and selection procedures

are further described below.

1 These projects have been conducted by B.R. Baliga, Univer-
sity of Wisconsin at Eau Claire; A. Edstrom, Institute of
International Business at the Stockholm School of Econom
ics; A.R. Negandhi, University of Illinois at Urbana
Champaign; and M.K. Welge, University of Cologne.
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The research design with a limited number of cases was

chosen to allow for an intensive study of each MNC as a

unified whole. More specifically, the case study approach 
contrary to e.g. a statistical study of a large sample -

was chosen for the following three reasons: (For a detailed

discussion of different aspects of case research, see Glaser

and Strauss, 1967; Stymne, 1972; Sjostrand, 1973; Valdelin,

1974; Alloway, 1977; Ostman, 1977; Hedlund and Hagg, 1978;

and Lindgren, 1980.)

1. The lack of systematic empirical knowledge in the area

of study made it difficult to construct unambiguous

research instruments. Earlier research allowed neither

a prespecification of relevant variables nor the estab

lishment of priorities among different dimensions. It

was therefore considered necessary to adopt a research

method which permitted generation of theory and which

was better suited to a less specific conceptual frame

of reference than in e.g. statistically processed sur

veys.

2. The process-oriented and multi-faceted nature of the

research made it likely that we would have to deal with

many multi-dimensional and situational variables. Sim

ilarly, the research questions largely involved quali

tative assessments of complex and interrelated data.

A research method like the case method, which does not

unnecessarily constrain the complexity of the issues,

was considered to be the most appropriate.

3. Another motive for the research was to generate de

scriptions which subsequently could also be used for

educational purposes. The desire for in-depth descrip

tions made a case study approach the most economical

and feasible research design.
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SELECTION PROCEDURES

The selection of MNCs was based on the ideas and framework

which were used to formulate the research questions. Be

sides the restriction that each participating firm should

be of Swedish origin, three major criteria with decreasing

priority guided the selection of research sites:

1. Close collaboration as well as an interest in the

study among the participating firms was considered

necessary in order to get complete access to different

and often confidential types of data within each re

search site.

2. Each participating firm should have a structure which

allowed an investigation of foreign subsidiaries that

differed in ownership structure and location. This

was due to an interest in the management of different

types of foreign establishments as well as a belief

that the characteristics of the subsidiary and of the

host country influenced the nature of the headquarter

subsidiary relationship. We will return to this issue

below.

3. Each research site should preferably exhibit differen

ces regarding their operative characteristics, e.g.

technology, size, etc. At the time of selection the

operative characteristics which should guide the se

lection procedure were not fully specified or opera

tionalized, since there was a lack of research which

could be used for specification purposes.

It is evident that the three selection criteria are

partly conflicting. Several departures from the "ideal"

sample therefore had to be made. The total population of

Swedish MNCs which more or less fulfilled the second cri

terion was at that time fourteen firms. All these firms

were contacted. Only six firms were willing, however, to
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participate in the study, given the conditions stipulated

by the first criterion. All these firms were included in

the sample. As a consequence, the third criterion did not

influence the procedure very much.

Within each firm the research project was approved

either by the corporate board of directors or by the cor

porate chief executive officer (CEO). To ensure close col

laboration, the researchers were introduced to the rest of

the organization through a letter or a PM which clearly

stated that the research was sanctioned by the board and/

or by the CEO.

The characteristics of each participating firm are de

scribed in great detail in Chapter 3. We will therefore

not make any further description here.

Within each research site a number of foreign affiliates

were selected for detailed study. The affiliates were se

lected according to the following criteria:

1. In each MNC two joint ventures and two wholly-owned sub

sidiaries should be investigated. One of each of these

two types of entities should be located in a less devel

oped and an industrialized country, respectively. This

criterion reflects the belief that the location and

ownership structure of the affiliate influenced the

nature of the intra-organizational relationships.

2. Each foreign entity should be similar in manufacturing

operations, product program and size.

3. Each foreign entity included in the sample should be of

"strategic importance" for the MNC as a whole. This

criterion was established to avoid inclusion of "mar

ginal" entities in the sample. The assessment of

"strategic importance" was made by corporate top man

agement in each MNC.
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The selection of subsidiaries within each research site

was made by the researchers together with the CEO and other

members of the corporate top management group. The managers

were allowed to influence the final selection in order to

stimulate further interest in the research project.

Some departures had to be made from the "idealized" se

lection procedure. These departures were due to the fact

that either the MNCs did not have affiliates which satis

fied all of the criteria or there was a conflict with the

third criterion and the interest of top management.

Before describing the outcome of the selection proce

dure, we will define the meaning of "joint ventures" and

"less developed countries". Joint ventures were defined as

long-run or permanent collaboration between one or more

partners in the form of independent legal entities in which

the MNC owns less than 100 per cent of the equity. Attempts

were made, among other things, to include joint ventures

in which the MNC owned not less than 20 per cent of the

equity and not more than 75 per cent. In the following

discussion we do not make a distinction between wholly owned

or partly owned entities unless stated otherwise. Both

forms are called subsidiaries. For the identification of

less developed and industrialized countries, the United

Nations' country classification was used.

In total, twenty-seven foreign affiliates were included

in the sample of subsidiaries. Three of these twenty-seven

were investigated but not included in the final analysis

because they did not fulfill the second selection criterion

above.

The characteristics of the sample of subsidiaries ac

cording to the first selection criterion are shown in Table

1: 1.

The final twenty-four wholly owned subsidiaries and

joint ventures included in the research were distributed

as follows among the six research sites: in companies I and
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Table 1:1. Characteristics of sample of the MNC's foreign
establishments Cn = 27)1

Wholly owned Joint venture

Developed Belgium, Finland, Canada, Denmark,
countries Holland, Spain, Spain, USA

United Kingdom

TOTAL: 8 TOTAL: 6

Developing Brazil Brazil, India,
countries Iran, Venezuela

TOTAL: 7 TOTAL: 6

1 All establishments except one in Venezuela, one in Spain
and one in Brazil have manufacturing operations. These
have not been included in the final analysis of the re
search data.

II five entities were investigated in each. In companies

III and IV four entities were investigated in each, and in

companies V and VI three entities were investigated in each.

These latter two firms did not have any joint ventures

located in industrialized countries.

Some comments on the selection procedures

The selection of research sites in comparative case research

is of importance as the characteristics of the sites deter

mine the validity of the research results and the possibili

ties of generalizing the results to other situations. The

"quality" of the selection must be judged according to the

relevance of the selection criteria in relation to the re

search questions, and also to the number of cases included

in the final sample.

As noted above, a research design based on case studies

was considered to be the most appropriate as we were in

terested in a complex system of more or less unique intra-
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organizational relationships in each MNC. The case method

was also chosen to allow us to view the relationships as a

unified system.

The fact that we limited ourselves to the investigation

of Swedish MNCs reduced the total population drastically.

As the selection procedures were intended simultaneously to

meet two sets of criteria - at the level of the firm as a

whole and at the level of the subsidiary - the potential

population was further reduced.

There is a trade-off involved here. We can try to

select the research sites using criteria which are applic

able only on the level of the firm as a whole. Alternative

ly, we can try to select firms which satisfy some subsidiary

specific criteria considered relevant for the area of study.

It is clear that a conflict between the two may easily arise

if they are used simultaneously.

In retrospect, we consider that for our purpose the care

ful selection of comparative cases, where similarities and

differences between various dimensions of the firm as a whole

are explicitly matched, would have been the superior alter

native. Still, this was not done, as an attempt was made to

simultaneously satisfy criteria at the subsidiary level,

e.g. ownership structure and location of the subsidiaries.

It is possible that our ability to generalize the re

search findings outside the specific cases became unneces

sarily restricted by the selection. With a more systematic

matching of comparative cases, a larger variation in the

sample of MNCs might have been possible (cf. Chapter 3).

Consequently, our ability to draw conclusions and generate

hypotheses, as well as to a certain extent disprove false

hypotheses would have been greater. We should therefore

bear in mind that the possibilities of generalizing the re

search results are confined to MNCs similar in nature to

those in the sample.
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While the selection criteria to a certain extent may

have limited possibilities of generalizing the results to

other populations and settings, they have not necessarily

reduced the internal validity of the research design, nor

the external validity of the results for populations simi

lar to the investigated population (cf. Cambell and Stanley,

1963) .

By external validity we mean the extent to which the re

search results are generalizable. Internal validity relates

to the accuracy of the research methods. By having a con

trolled and fairly large variation in subsidiary specific

factors within each MNC, we are more likely to capture dif

ferent forms of intra-organizational relationships. Conse

quently, by recognizing that differences in subsidiary

specific factors may influence the relationship, we avoid

a potential limitation of generalizability to populations

similar to the investigated sample, as well as achieve

greater accuracy in the results.

As all subsidiaries investigated were perceived by cor

porate management to be of "strategic importance" for the

MNC as a whole, there is less risk that our observation of

coordination and control processes is affected by the exist

ence of "marginal" entities.

In spite of this, variations in factors such as subsidi

ary size and growth exist within each MNC, as well as among

the MNCs. The importance of such variations for our purpose

is reduced, however, as the entity is still important for

the firm as a whole.

The number of research sites as well as the size of

the sample of subsidiaries were largely determined by the

access criterion and research economy, respectively. The

latter consideration became important as it was regarded

as necessary to visit the foreign subsidiaries. Although

there is some truth in the common saying that "large samples

are always better than small", we do not believe that, given

the Swedish context, an increase in the n~~b~~ Qf_~e~e~~cb
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sites would have had any major impact on the research re

sults. Nor do we believe that a larger sample of subsidi

aries within each MNC would have had any major impact on

the results. This conclusion will be substantiated in the

next section when we describe the data collection proce

dures.

RESEARCH METHODS

The purpose of this section is to describe the primary

methods of securing research data. The following aspects

are described: general collection procedures, the type of

data collected, the structure of the data, the major phase

of the data collection process, measurements and variable

operationalizations, and the time horizon of the data. The

section concludes with a brief discussion regarding the

potential impact of the data collection procedures on the

validity of the research results.

In general, the data collection procedures were charac

terized by a desire rather to collect too much data than

too li~tle. This desire was a reflection of difficulties

in developing a coherent conceptual framework, which wculd

have made it possible to prespecify and operationalize all

potential variables of interest. Instead of strict vari

able operationalization prior to the data gathering phase,

a more risky approach with low specification and operation

alization was preferred. This was done in order not to ex

clude the collection of relevant data because of a frame

work which later might have proven to be incorrect and mis

leading. Initially, the framework was kept rather loose

in order to allow for a more continuous development of a

framework based on an interaction among intuition, earlier

research and cumulative experience gained from the research

process.

This does not imply that the procedure was characterized

by an unsystematic and unstructured collection of data.

On the contrary, several measures were undertaken to struc-
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ture the procedure and to standardize certain types of

data. The four most important measures were to conduct a

pilot study within one of the sites, to spend a consider

able amount of time within each research site, to collect

a certain amount of standardized information through pre

specified interview guides,l and to conduct some large

sample surveys on certain aspects of the intra-organization

al relationships. We will return to these measures below.

The first step in the data gathering phase was to estab

lish a contact person within each research site. The con

tact person was in general appointed by the corporate CEO.

In four of the sites the contact person was the corporate

or divisional controller. In two firms the contact person

was the vice president in charge of marketing.

The primary roles of the contact person were to collect

internal company data used in the research, to introduce

the research team to other organization members who were

going to be interviewed, and to function as a general dis

cussion partner. The last role was important as further

insight could be gained and clarification made about com

pany matters.

Types of data

Data were collected both for the MNC as a whole and for

each subsidiary investigated. Four major types of data

were collected:

1. Primary external material specifically about the MNC

and its subsidiaries. Typical material of this kind

included articles and books about the firm, annual re

ports, etc.

1 The interview guides are available upon request from the
Institute of International Business at the Stockholm
School of Economics.
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2. Secondary external material about the environment of

the MNC and its subsidiaries. Typical material in

cluded industry studies, descriptions of host coun

tries, etc.

3. Primary internal material in written form. Typical

material of this kind included letters, telexes, com

pany policies and procedures, manuals, job descriptions,

auditor's reports, etc.

4. Primary internal material in the form of interviews

with headquarter and subsidiary managers.

Interviews were conducted with senior corporate and

divisional managers in line and staff positions. The poli

cies and management procedures of most functional areas such

as production, personnel, marketing and finance were investi

gated in each firm. This created an understanding of the

structure and operations of the firm as a whole.

To investigate how the MNC managed the headquarter

subsidiary relationships, another type of data was collec

ted:

Primary written material such as internal financial re

ports, instructions, manuals, board minutes, letters,

license and joint venture agreements, etc., concerning

the subsidiaries investigated. Written material which

concerned the headquarter-subsidiary relationships in

general, like manuals and instructions for the foreign

entities, were also collected. Overall this material

was very detailed and involved in some instances busi

ness letters from the corporate CEO to subsidiary pre

sidents or joint venture partners, for example.

Interviews with executives involved with the interna

tional operations of the MNC, as well as the coordina

tion and control of the foreign subsidiaries.
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This data gathering was primarily aimed at getting an

understanding of how the headquarter-subsidiary relation

ships were managed in general, and the specific character

istics of the investigated subsidiaries.

Furthermore, in order to explicitly investigate the

dynamic and process oriented dimensions of the headquarter

subsidiary relationships, a number of "critical incidents"

were selected for each investigated subsidiary.

These incidents primarily concerned problems in the

subsidiaries, major decisions of an operative and strategic

nature and/or a conflict between headquarters and the for

eign entity. The incidents were not prespecified but were

generated from the current situation in the subsidiary. A

critical incident could, for example, range from a major

investment decision, transfer of a subsidiary manager, a

conflict regarding transfer price levels, a profit decline

in the subsidiary, etc. For each subsidiary investigated

two incidents were selected; one of an operative and one of

a strategic character.

The critical incidents were selected with the help of

top management and the contact person. After identifica

tion of the incident and the study of written material con

cerning the incidents, all managers involved with the in

cident at both corporate, divisional and subsidiary levels

were interviewed. Questions were asked about the nature

of the incident: how the persons involved perceived the in

cident, how it was or had been managed, which decisions

were taken, and what problems had arised due to the way

the incident was managed. Through the interviews the

handling of the incident could be followed through diffe

rent management levels in the MNC. This complemented the

understanding of the management processes within each re

search site.

The foreign subsidiaries were visited after completion

of the data collection at headquarters. Interviews were

conducted with a number of subsidiary managers focusing on
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the strategy and operations of the subsidiary and how the

subsidiary perceived the relationships and the critical

incidents.

The visits at the subsidiaries were followed-up by a

new series of interviews at headquarters. The purpose of

these interviews was in general to clarify any issues or

inconsistencies.

The structure of data

Interviews and interview questions were primarily fitted

to fulfill the need for collection of a specific type of

data. The interview was also partly fitted to the respon

dent and his major areas of responsibility. The data col

lected in this form were fairly unstructured and of a quali

tative nature.

To complement this form of data with more structured

and standardized information, two interview guides were de

veloped, one to be used at headquarters and one to be used

at the subsidiary level. As noted above, the guides were

developed to ensure a certain standardization of data, more

precise measurements, and comparability across the six re

search sites.

The interviews were with few exceptions conducted by

two persons. The results of the interviews were written

down directly after the interview. On the average, each

interview lasted between three and four hours.

Interviews were conducted at different hierarchical

levels at both headquarters and the subsidiaries. At head

quarters, interviews were made with line and staff managers,

both at the corporate level and in the divisions. Approxi-

mately 15-25 headquarter executives were interviewed in

each MNC investigated. Some individuals were also inter

viewed several times. In the subsidiaries interviews were

always conducted with the subsidiary president and the vice

presidents in charge of marketing and finance. The most
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senior host country national working in the subsidiary was

in general also interviewed. On the average, about four

managers were interviewed at each subsidiary.

In case of joint ventures, some senior representatives

of the parter were with few exceptions interviewed.

The research process

The data collection procedures followed a series of s~eci

fic phases worth mentioning here to complement and summarize

the previous descriptions. The sequence was the following:

1. Introductory interview with the CEO and the contact

person. Selection of subsidiaries and identification

of "critical incidents" in each subsidiary.

2. Collection and analysis of externally available primary

and secondary material.

3. Collection and analysis of written internal material

regarding the characteristics of the MNC as a whole.

4. Collection and analysis of internal written material

regarding the headquarter-subsidiary relationships,

the characteristics of the subsidiaries investigated

and critical incidents.

5. Interviews with headquarter executives regarding the

characteristics of the MNC as a whole, the nature of

the headquarter-subsidiary relationships, the charac

teristics of the subsidiaries investigated and the

management of critical incidents.

6. Interviews with subsidiary managers and joint venture

partners regarding the headquarter-subsidiary relation

ships, subsidiary characteristics and critical inci

dents.

7. Follow-up interviews at headquarters.
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The duration of this process varied between one and

three years in each of the MNCs. During the process a

close contact was established with the research site.

During the process in-company seminars as well as seminars

with all participating firms were conducted. Research re

sults and the researchers' interpretations of data were

discussed with company executives during these seminars.

Overall, the procedure resulted in a considerable col

lection of various, often very detailed, data. The proce

dure gave extensive knowledge about the environmental and

strategic characteristics of each MNC, the internal func

tioning, policies and procedures of these firms, and their

needs and modes of coordination and control of the foreign

subsidiaries.

Measurement instruments

Our interest was focused primarily on both the design of

different instruments, procedures, and processes of coordi

nation and control, and their functions. Each of these as

pects required different forms of measurements, which makes

it useful to separate them here.

Design refers to the structural characteristics of the

control and coordination instrument. The design is often

fairly stable over time. As long as the object of measure

ment, i.e. the specific instrument, is easily identified,

no particular measurement problems arise. A typical ex

ample is the design of the financial reporting system. The

design of this instrument is usually described in company

manuals and therefore easily accessible and measurable.

Other forms of instruments are not so easily identi

fied or measured. The design of less specific and multi

dimensional instruments, procedures and processes, e.g. in

formal communication between headquarters and the foreign

subsidiaries, were measured in two complementary ways:

through prespecified questions and in a more unstructured
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fashion during the field work. The former was done with

the help of the interview guide, while the latter was done

through a series of interviews which progressively clari

fied both the design and functioning of the specific in

strument under study.

The informal communication system was described, for

example by asking how often managers at headquarters and

the subsidiary were in contact with each other and in which

form these contacts were made, e.g. letters, telephone,

telex, personal visits. These dimensions of the design of

the informal communication system were measured in a stan

dardized fashion with the help of the interview guide. To

investigate other dimensions of the system, e.g. with whom

subsidiary managers communicated, more unstructured inter

views were used. Many of these dimensions are unique for

each setting and are often impossible to prespecify.

The specific measurements of individual variables,

choice of scales, and measurement problems are further de

scribed when the variables appear in subsequent chapters.

Time dimension of the research data

The research design and research methods are based primari

lyon a cross-sectional analysis of comparative cases.

However, there is a longitudinal dimension involved, too.

First, part of the data collected was of a historical

nature. Written material studied in each company, e.g.

agreements and letters, could be several years old. The

history of each site was also analyzed through secondary

material. Data on the subsidiaries investigated were col

lected for several years. For example, all subsidiary

board minutes, auditors reports and internal financial

statements were investigated for the last three to five

years (with 1976 and 1977 as the last years). Similarly,

the history of all critical incidents was traced. In these

respects the research was longitudinal retrospectively.
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The second longitudinal dimension relates to the length

of the field work (1-3 years) and the contacts upheld with

the sites after completion of the field work.

The longitudinal dimension of the research design and

research methods improved the interpretation of the data,

as the experience gained from the historical analysis could

be added. While the longitudinal dimension has not been

taken explicitly into consideration when presenting the

data herein, it 1s worth noting its influence on the inter

pretation of the data.

Some comments on the research methods

As a series of interviews was conducted in each site, ques

tions could be repeated and clarification made. To improve

reliability, interviews were often repeated with the same

individual. In general, each interview phase started with

lower level managers and proceeded upwards in the hierarchy.

Before the subsidiary visits, the interview phase at head

quarters had in general advanced up to the level of corpo~

rate executive vice presidents. Follow-up interviews were

in general made with the CEO and some other key headquarter

managers.

The sequential phasing of interviews upwards in the

hierarchy facilitated the structuring of the interviews and

the measurement of qualitative data. It also increased the

understanding of the functioning of the headquarter-subsidi

ary relationships. By first interviewing lower level mana

gers, a better understanding was gained about the ongoing

management of the MNC. More precise and penetrating ques

tions could then be asked higher level managers.

A second form of measurement of the functioning of vari

ous instrument, procedures and processes for coordination

and control was made through the study of the critical in

cidents. By following actual decision processes in the

organization, the understanding of how the relationships
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actually were managed was greatly improved. It became also

possible to check the accuracy and reliability of respon

dents' answers.

The methods had both shortcomings and advantages. The

validity of the measurements was probably improved as the

variables of interest were not unnecessarily narrowly de

fined. As we tried to capture complex and dynamic proces

ses, it was important not to restrict data collection by

defining the "content" too narrowly.

Validity and reliability were also improved by the

magnitude of data and the way the collection procedure was

structured. The validation and checking of reliability of

empirical data were facilitated by simultaneously collect

ing written material and through interviews. The result

of the interviews was checked against the written material

and against other interview results. In case of large dis

crepancies, the interview was repeated or the interpreta

tion of the initial results was modified.

The major shortcomings with the approach relate to re

producibility and potential interviewer biases. The col

lection of unique situational data together with partly

qualitative measurement techniques clearly make it very

difficult to reproduce the research. The low degree of

reproducibility is, however, not only due to the research

design and research methods. Headquarter-subsidiary rela

tionships in MNCs are dynamic and complex phenomena which

are not stable over time.

Given the instability of the international business

environment and the uniqueness of the phenomena, a trade

off has to be made between external validity and reproduci

bility and the internal validity and reliability of the re

search results. In this research the latter aspects were

emphasized.

Potential interviewer biases become more important

when the methods are less standardized. It cannot be ex

cluded that interviewer biases and cognitive limitations
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may have reduced the internal validity and reliability of

the results. This problem was reduced, however, as all

interviews with a few exceptions were conducted by two

persons. Interview questions were also carefully planned

beforehand. As a result, interviews could be reproduced to

a certain extent within and across the research sites. The

interview results were always written down afterwards and

cross-checked by the interviewers. This procedure reduces

potential biases but does clearly not eliminate them.

In addition, the feedback of observations and prelimi

nary research results to managers in each site, during and

after the field work, allowed for a certain elimination of

potential biases.

ANALYSIS AND PRESENTATION OF THE RESEARCH DATA

In comparative case research, the way the research data is

analyzed is of utmost importance. The analysis is a sub

jective process where the empirical data are abstracted,

interpreted and conceptualized. In this section we will de

scribe the way interpretations of data were made and how we

have chosen to present the research data.

Interpretation of the research data

All interpretations of research data are based on some form

of comparisons. In comparative case research like this

study, the specification of the comparisons made is of in

terest in order to evaluate the results. Three major bases

of comparisons can be distinguished: (cf. Normann, 1976)

Comparisons against other cases or within the same case

Comparisons against formal theories and earlier research

situations

Comparisons against idealized situations, norms and per

ceptions.
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The primary comparisons used for interpretations in

this study have been between the data in one research site

and data gathered in the other research sites. This com

parison reflects our purposes 3 and 4 above.

The second most important comparison has been among

different types of data gathered within each research site.

The third and least important comparison has been be

tween the data and earlier research. There are two reasons

for the relatively lesser importance of these comparisons:

First, the lack of earlier research, as well as the

multi-disciplinary nature of the research purpose, made it

difficult to construct a coherent and relevant framework

to be used as a primary basis for comparison.

The second reason relates to the research purpose. It

is not the purpose of the study to try to verify existing

theories. Instead, the purpose is explorative and descrip

tive, aiming at describing modes of managing intra-organi

zational relationships and at explaining observed differen

ces. This is more similar to an attempt which aims at ge

nerating theory. Clearly, the borderline between verifica

tion and generation of theory is not sharp, but is largely

dependent on the state of earlier research and the rele

vance of existing theories (cf. Glaser and Strauss, 1967).

The "state of the art" determines the suitability and suc

cess of using a preconceived model or a more precise con

ceptual framework as the primary basis of comparison when

interpreting the research data (cf. Jonsson, 1971; Stymne,

1972) .

Although the framework was of less importance, rela

tively speaking, for interpretation purposes, this does

not mean it was unimportant. Earlier research was used to

create frameworks for the analysis of different dimensions

of the headquarter-subsidiary relationships. During the

research process an integration could gradually be achieved

by letting research experience interact with more disparate

and specialized frameworks.
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Presentation of data

In the presentation of the research data in this report,

some steps were taken to make it easier for the reader to

get an overview and to follow up the analysis.

As the number of cases and number of comparisons are

fairly large, the research data has not been presented in

the form of separate cases. Instead, the data for the six

firms have been split into different instruments, procedures

and processes of coordination and control. Thereby, the

purpose of describing the design and functioning of each

instrument could be achieved, while still allowing for a

comparative analysis of the six firms. The reader who is

interested in the management of a specific instrument can

also concentrate easily on a limited part of the report.

For analysis of the interaction between the various in

struments, procedures and processes as well as to analyze

the MNC as a whole, two of the investigated firms are de

scribed in detail in a separate chapter.

We have chosen to introduce definitions and to describe

measurements in the context in which they have been used.

This makes it easier for the reader to evaluate and assess

their adequacy.

The empirical data is presented in two major forms -

in tables and in the text. For illustration purposes some

times we also present empirical data in the form of quota

tions, short descriptions and "mini-cases". Throughout the

report care has been taken, however, to distinguish between

descriptions and our own analysis. This has been done in

order to facilitate independent assessment and analysis of

the empirical data.

Earlier research results of relevance for the area of

study are extensively discussed in Chapter 2. These re

sults have been confined to Chapter 2, while the analysis

and conclusions presented in the remaining chapters relate
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only to this specific study if not stated otherwise. The

separation has been done in order not to mix earlier re

search results with the conclusions that can be drawn from

this study. The reader can easily compare and relate the

analysis and conclusions with earlier research contribu

tions by going back to Chapter 2.

THE STRUCTURE OF THE BOOK

The remaining part of this book contains seven chapters.

The purpose and content of each chapter is briefly summar

ized below.

Chapter 2. The purpose of Chapter 2 is to describe

the theoretical framework used in this research. The chap

ter reviews earlier research contributions and discusses

their importance and usefulness for the area of study.

Various instruments, procedures and processes for coordina

tion and control are identified and classified. The clas

sification is used to structure Chapters 4, 5 and 6 (the

organizational, administrative and social systems for the

management and headquarter-subsidiary relationships in MNCs).

Chapter 3. The purpose of Chapter 3 is twofold: first,

to function as a description of the environmental and stra

tegic characteristics of each research site; second, to

discuss how these characteristics may influence the require

ments for coordination and control of foreign subsidiaries.

Chapter 4. The purpose of Chapter 4 is to describe and

analyze the design and functioning of the organizational

systems for coordination and control of the foreign sub

sidiaries. This chapter describes various organizational

control instruments. The design and functioning of these

are compared among the MNCs investigated. The influence

of the characteristics of the MNCs (given in Chapter 3) on

the design and functioning of the instruments is analyzed.
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Chapter 5. The purpose and content of Chapter 5 are

similar to those of Chapter 4 with the exception that in

stead of organizational systems, the administrative systems

are described and analyzed.

Chapter 6. The purpose and content of Chapter 6 are

similar to those of Chapter 4. Instead of organizational

systems, the social systems for the management of the head

quarter-subsidiary relationships are described and analyzed.

Chapter 7. The purpose of Chapter 7 is twofold: first,

to describe and analyze how the organizational, administra

tive and social systems are related to one another within

one MNC; second, to discuss the relative importance of the

environmental and strategic characteristics of the MNC for

its influence on the different coordination and control sys

tems. The latter purpose is fulfilled by analyzing diffe

rences in the mode of managing the relationships in two MNCs

with similar characteristics. Two short examples of how

the relationship is managed in each firm are given and ana

lyzed.

Chapter 8. The purpose of Chapter 8 is to summarize

the major research results and conclusions that can be drawn

from the study. Some managerial implications of the results

are also discussed.
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2 A Framework for the Analysis of Head
quarter-Subsidiary Relationships in Multi
national Corporations

The study of headquarter-subsidiary relationships in multi

national companies (MNCs) constitutes a very challenging

research task indeed. The object of study, the MNC, is a

very complex organization. It tends to be of considerable

size and to be highly differentiated in structure. It is

by definition geographically dispersed, thereby facing

diverse environmental conditions. As a result of these

and other factors, we can expect that intra-organizational

relationships, i.e. instruments and processes for coordina

tion and control of foreign entities in MNCs, are very dif

ficult to describe, analyze and not the least to understand.

The headquarter-subsidiary relationships are furthermore

not only static, structural arrangements but dynamic pro

cesses of decisions and exchanges.

The purpose of this chapter is to outline a framework

for the analysis of headquarter-subsidiary relationships in

MNCs. The words "outline" and "framework" are deliberately

used, as there is still no coherent and organized body of

empirical knowledge on the internal functioning of MNCs.

As a result, the framework developed herein is essenti

ally eclectic in nature to permit conceptualization and

delineation of the area of study. The explorative and de

scriptive nature of the research purpose and the emphasis

on generation and analysis of empirical data makes the
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"illumination" of the utilized framework important as well.

Efforts have also been made to review most of the relevant

literature in order to generate a framework which describes

the "state of art" in the area of study.

THE ELEMENTS OF THE FRAMEWORK

In our study of intra-organizational relationships in MNCs,

as defined herein, three partly overlapping currents of re

search have been utilized. Each current contributes to the

understanding and conceptualization of the research data.

The first current is found in the theory of complex

organizations and in particular what is denoted the "con

tingency theory" of organizations. The second current re

lates to research on business strategy and on the growth

of the business firm and the strategic and organizational

consequences of this growth. The third major current con

sists of research on organizational control.

The theory of complex organizations helps us to identi

fy the forces behind the need for organizational control

and coordination. Furthermore, it gives a deeper under

standing of how the organizational context may influence

the instruments for and processes of control and coordina

tion of foreign subsidiaries in MNCs.

As will be shown, the theory of complex organizations

has a major shortcoming for our purpose. It employs pri

marily a static perspective. Headquarter-subsidiary rela

tionships are by contrast a dynamic in nature. The impact

of organizational growth and corporate strategy can there

fore be assumed to influence the relationships. Corporate

strategy is also a part of the context of the relationships.

A review of the major research efforts in the area of busi

ness policy can therefore be assumed to give further valu

able insight into the need for and modes of control and

coordination of the foreign subsidiaries.
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While the first two research currents above specify

the context of the headquarter-subsidiary relationships,

the last one focuses on the specific instruments and pro

cesses used to manage the relationships. The research on

organizational control integrates a diverse body of research

which employs sociological, organizational and administra

tive perspectives.

A system perspective

A perspective of the MNCs as being open systems has been

utilized for the description and analysis of the research

data. For our purpose, the open system perspective has

several advantages, which ought to be mentioned. Hall and

Fagen (1968, p 81) define a system as a set of interrela

ted objects with attributes which have distinguishable

functions or purposes. Relationships exist among the ob

jects and among their attributes. The importance or trivi

ality of any relationship depends on the problem at hand.

Systems in general exhibit the theoretical property of

being subdivisible into subsystems or components. The

structure and functioning of each component can be studied

individually. This allows an approach where different

aspects of the intra-organizational relationships can be

studied separately by dividing the total system into sub

systems. The subsystems are named herein controZ systems

and/or controZ instruments.

Open systems exhibit certain specific properties. Open

systems have outside their boundaries an environment with

which they have a continuous exchange of some kind. The

survival and continuation of the system depends on its

ability to interrelate and to be compatible with its en

vironment. Feedback from the environment is necessary to

correct deviations from what the environment requires or

desires (Katz and Kahn, 1978). According to Hall and

Fagen (1968), subdivision into system and environment can
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be done in many ways which are arbitrary and dependent on

the context and area of study.

For our purpose this implies that the environment of

each control system has to be analyzed in order to under

stand the structure and functioning of the subsystem itself.

The environment consists of the relevant internal dimensions

of the MNC, e.g. other subsystems, as well as relevant ex

ternal dimensions outside the boundaries of the MNC. The

external environment may influence the specific subsystem

under study directly or indirectly through any other dimen

sions and subsystems within the boundaries of the firm.

Environment becomes the context of the control and coordina

tion instruments and processes employed by the MNC.

We can expect, for example, that the structure and func

tioning of the budget system in an MNC is influenced by the

existence and use of other internal coordination and control

instruments. External conditions, such as differences in

the foreign subsidiaries operating environments, can also

be expected to influence directly or indirectly the func

tioning of the budget system.

The characteristics of an open system imply that its

ability to survive is dependent on its capacity to change

its structure or to adjust the functioning of its present

structure. Buckley (1968) states:

Persistence or continuity of an adaptive system may
require, as a necessary condition, change in its
structure, the degree of change being a complex func
tion of the internal state of the system, the state
of its relevant environment, and the nature of the
interchange between the two.
(op. cit., p.493)

The concepts of system openness, environmental inter

faces, and the divisions into subsystems imply that each

"system" is open internally, as well as externally. Inter

changes among system components may therefore result in

changes of the components themselves with consequences for

the system as a whole.
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Open systems also exhibit the property of equifinality.

Katz and Kahn (1978) states:

Open systems are also characterized by the principle
of equifinality, which implies that a system can
reach the same final state from differing initial
conditions, by a variety of different means.
(op. cit., p. 30)

Consequently, we can expect that the structure and func

tioning of a specific control system may vary among diffe

rent MNCs. There may be no causal explanation for these

differences among different MNCs.

For our purpose, the system perspective is important

for several reasons. First as noted above, it enables us

to view the MNC as a supra-system, and decompose it into

subsystems, i.e. control systems. Each control system is,

as noted above, conceived as a set of control instruments

and processes. Each subsystem can then be described in

terms of function, structure and process. Second, we can

explicitly recognize that the control and coordination in

struments and processes, being open systems, are continu

ally adapting to changing environmental conditions and to

changes in other control systems. The interface allows an

attempt to identify the relevant conditions within, as

well as outside, each MNC which may influence how the con

trol systems operate, and to which they are contingently

related. Relationships among different subsystems and

their respective attributes can be taken into account con

ceptually. Third, the principle of equifinality implies

that the state and dynamics of each control system are not

given, but that observable differences in structure and

function may exist.

The open system perspective has also some important

negative properties. The most important is that a concept

like the system theory can be applied to any phenomenon

with any degree of specificity. Consequently, it can be

considered as logically meaningless (von Bertalanffy, 1968).
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The relevant environment and boundaries of open systems are

difficult to determine, as they depend on the definition of

the objects under study. The same holds for relationships

including causal ones, if any, among the objects and their

attributes. To specify and define the objects under study

therefore assumes critical importance. Hall (1972) has

commented on this problem as follows:

Few researchers have the tools or the ability to
take into account all the various components that
must be included in even a relatively simple open
systems model. The measurement of the various
forms of inputs and the consequences of outputs
has not been even moderately developed.
(op. cit., pp. 25-26)

In spite of these problems, the perspective is a useful

conceptual tool for our purpose.

THE THEORY OF COMPLEX ORGANIZATIONS

The system perspective has been the foundation for the de

velopment of much of modern organization theory. Extensive

research has been conducted to find the relevant conditions

which may influence the structure, processes and performance

of organizations. The following sections will discuss some

of these conditions, or, as they often are called, contextu

aZ variabZes or factors (Pugh, et al., 1969).

The importance of formal organization structure

Headquarter-subsidiary relationships in MNCs have both

structural characteristics and process dimensions. The

relationship, both in a static and dynamic sense, is a part

of, and related to the structure of, the organization as a

whole. In focusing on the control and coordination aspects

of the relationship, an understanding of the formal organi

zational structure of the MNC is necessary. The structure

is a part of the control and coordination processes, and as

such influences and is influenced by them.
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A distinction can be made between organization struc

ture and processes. Structure can be considered as the

established pattern of relationships or behavior within

the organization that are stable and change only slowly

over time (March and Simon, 1958, pp. 169-170). In con

trast, process is a dynamic concept focusing on system

interaction and change.

The relatively stable "pattern of relationships" com

prising the structure is frequently defined as sets of dif

ferent elements or arrangements. The classical and bureau

cratic theory of organization views structure as arrange

ments which define e.g. the division of labor, degree of

specialization of different organizational units, the span

of control, authority, responsibility, etc. The specifica

tion of authority, responsibilities, communication net

works, etc. are typically depicted in the organization

chart and often referred to as the formal organization.

The division of labor and task specialization in com

plex organizations require a differentiation of activities.

Blau (1970) argues that vertical differentiation - i.e. the

hierarchy and horizontal differentiation - i.e. department

alization - define the formal organization structure. Ac

cording to the traditional bureaucratic theory, the diffe

rentiation of the organization is the primary tool for

solving the problems of coordination, control and communi

cation. According to Hall (1972, p. 146), however, the

greater the differentiation, the greater the potential for

such problems.

The size and diversity of MNCs tend to lead to highly

differentiated structures. This implies that the headquar

ter-subsidiary relationships within the firms cannot be

analyzed without taking the formal structure into considera

tion.
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Considerable research has been devoted to identifying

the forces behind increased differentiation and its con

sequences for the needs for and modes of coordination and

control. Empirical evidence has shown that complex organi

zations use multiple means to coordinate and control organi

zational activities. The most easily identifiable means are

the bureaucratic ones, such as the hierarchy,' specializa

tion, centralization of decision making, standardization and

formalization of rules and procedures (Child, 1972). The

bureaucratic means of control and coordination in complex

organizations tend to be formal in the sense of being de

personalized, relatively stable and routinized.

It has become evident,. however, that complex organiza

tions also use more informal and less tangible means to

coordinate and control organizational activities.

Likert (1967) and Lawrence and Lorsch (1969) have

noted the importance of individuals as integrators, as well

as the importance of groups and committees as coordinative

mechanisms. Socialization of organizational values and

norms has been identified as a mechanism to ensure control

and facilitate coordination (Etzioni, 1961). Hage (et al.,

1971) noted the importance of horizontal and diagonal com

munication for coordination purposes.

As increasing organizational complexity tends to make

coordination and control more difficult, other and more

elaborate coordinative mechanisms than the formal struc

ture are required. It has been shown that coordination

and control are largely an information-processing problem.

The ability of complex organizations to solve their coordi

nation and control problems are therefore dependent on

their ability to satisfy increased communication and in

formation needs (March and Simon, 1958, p. 162).

To understand the nature of the headquarter-subsidiary

relationships in MNCs, the forces behind the development of

formal structures have to be analyzed. We can expect that
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these forces directly or indirectly influence the need for

and modes of control and coordination. The following sec

tions will review some of the most important of these for

ces and discuss their potential influence on formal organi

zation structure and on the headquarter-subsidiary rela

tionships in MNCs.

Determinants of structure and process in complex organiza

tions

Extensive research has been conducted to ascertain the im

pact of different contextual factors on the organization

structure, behavior and effectiveness.

Most of the research has consisted of comparative,

cross-sectional studies treating one or more contextual

factors as independent variables and organization struc

ture and process as dependent variables. In the following

sections some important research findings regarding speci

fic contextual factors are reviewed. The impact of these

factors on the potential need for and modes of coordina

tion and control in MNCs are also discussed.

The impact of technology

Empirical research has shown that the type of technology

has an impact upon organization structure and processes.

Woodward (1965) studied 100 industrial firms in Great

Britain. She and her colleagues classified technology, i.e.

"the methods and processes of manufacture" (op. cit., p. 35),

into categories ranging from job-order a?d small-batch manu

facturing to mass- and process manufacturing. It was found

that the type of technology affected the number of manager

ial levels, the spans of control of the chief executive and

supervisors, and the ratios among different types of work

ers and between workers and staff. Woodward found that

not only formal structure but also organizational processes

were affected by the type of technology. Organizations en

gaged in mass-production manufacturing made greater use of
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written communication, and managerial positions were more

specialized than in firms using job-order or process manu

facturing technology.

In subsequent studies Woodward (1973) argued that the

major differences among firms with single-unit, mass-produc

tion, or process manufacturing could be found in the design

of their control systems. She concluded that single-unit

firms employ "personal", i.e. direct-contact, and "single"

control systems, while mass-production firms tend to use

"mechanical", i.e. formal and standardized, and "multiple"

instruments of controls. Process technology firms tend to

employ "mechanical" and "single" control systems.

For our purpose Woodward's scheme is of interest but

has certain limitations, as it is focused on control of the

production process. Its low degree of specificity makes it

difficult to operationa1ize and apply to more complex set

tings.

Several other analysts have investigated the importance

of technology as a determinant of organization structure

(Larsch, 1965; Perrow, 1967). Hage and Aiken (1969) found

a positive relationship between technology intensity and

social interaction in health and welfare organizations.

Harvey (1968) observed that in firms with stable technolo

gies, i.e. where fewer product changes occur, the number

of specialized subunits and managerial levels tends to in

crease, as does the degree of formalization of communica

tion channels. Khandwalla (1974) examined whether a posi

tive correlation existed between the use of mass-produc

tion and process manufacturing technology, on the one hand,

and vertical integration, decentralization of authority

and the use of sophisticated control instruments, on the

other, in 79 US manufacturing firms. He found that tech

nology had an impact on these variables only among the

firms in the sample, which also had relatively high per

formance.
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Although there seems to be a relationship of the kind

described above between the technology dimension of the

firm and its structure and processes, the evidence is not

conclusive. Several studies have shown no strong associ

ations (Hickson, et al., 1969; Mohr, 1971; Child and

Mansfield, 1972). The discrepancies stem partly from the

wide variety of definitions and measures employed in the

various studies. Woodward (1965) identified technology as

being within the boundaries of the organization, while

others view it as a part of the environment of the firm

(Perrow, 1967). Hickson (et al., 1969) defined technology

as the knowledge used in the work process and concentrated

on workflow integration. Harvey (1968) defined it as

"mechanisms or processes by which an organization turns

out its products or science, i.e. operations technology"

(op. cit., p. 247). Mohr (1971) concentrated in his defi-

nition on the manageability of the technology.

A second problem, more important for our purpose, is

that many of the studies, like Woodward's, have investiga

ted organizations which are either not similar at all to

MNCs, or relatively small in size. Furthermore, such studi

es relate primarily to the control of the production func

tion. Hickson (et al., 1969, p. 378) argued that operations

technology is not related to wider administrative and hier

archical structures if the organization is large. Most of

the studies in the area rest on the assumption that the

technology is homogeneous throughout the organization,

neglecting the fact that technology in complex organiza

tions tends to be differentiated. We can conclude that when

the focus is on higher organizational levels, like MNCs

and their subsidiaries, and not on specific departments or

production plants, the characteristics of the operations

technology may not reflect very strongly the organization

al structure or the need for and modes of coordination and

control.
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Although operations technology as a concept may be of

little relevance if the focal organization is large and

diversified, it can be a valuable conceptual tool in some

other respects. If an open system perspective is applied,

and technology is defined as also being part of the environ

ment of the organization, further insights may be gained.

In a pioneering study of 20 manufacturing firms in

England, Burns and Stalker (1961) found for example that

the pattern of management practices was related to the rate

of change of the technology and in the markets in some se

lected industries. Firms operating in industries with dynam

ic technology, e.g. electronics, seemed to be more effec

tive if they adopted informal structures, and extensive

vertical and lateral interaction. They named this type of

pattern as being "organic". Effective firms operating

under relatively stable technological conditions tended in

stead to adopt "mechanistic" patterns with well defined

roles and duties, formal procedures, and strong hierarchy.

Consequently, if the definition of the concept is widen

ed and focused on the degree of stability and the level of

complexity of the major technologies employed by the MNC,

it may be more relevant for our purpose. Directly or in

directl~ the level of complexity in the major technologies

may influence the need for control of the subsidiaries,

the degree of formalization of the relationship and the

magnitude of intra-organizational communication.

The core technology employed by the MNC may be highly

complex. If so, it may increase subsidiary dependence on

those units which control the intra-organizational diffu

sion of the technology. The diffusion process may conse

quently be used as a control instrument.

If the core technology is an important competitive tool,

it may increase the need to control subsidiary use of the

technology. The more diverse the core technologies are,
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everything else being equal, the more difficult it will

probably be to control their use. As a consequence, more

elaborate control instruments probably have to be employed.

If the core technology or technologies employed by the

MNC are unstable, there will be a greater degree of environ

mental uncertainty facing the firm. According to Burns and

Stalker, this would require what they call "organic" mana

gerial patterns.

Technology is a multidimensional concept, however, and

we cannot expect it to be related in any simple manner to

the structure or the internal relationships of the MNC.

As noted above, together with mediating variables like com

petition and environmental uncertainty, the concept may be

useful. We will further discuss the potential impact of

technology in Chapter 3.

The impact of size

Many studies have supported the notion that the size of the

organization is positively correlated with the degree of

organizational complexity and formalization. Complexity is

then defined in terms such as the number of hierarchical

levels, and the degree of horizontal differentiation. Pugh,

et ale (1969) argue that size is the major determinant of

structure. They note:

Larger organizations tend to have more specializa
tion, more standardization and more formalization
than smaller organizations.
(op. cit., p. 98)

Pugh defined size as the number of employees and size

of net assets. Others, although defining size differently,

have found less clear relationships.

The number of subunits, functional diversity and degree

of specialization tend to be relatively larger in large or

ganizations (Blau and Shoenherr, 1971). It has been argued

that increases in number of subunits and in specialization
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may lead to differences in goals, and in the attention

given to different goals. These differences can create

problems in control and coordination of the subunits

(March and Simon, 1958, p. 152).

This does not imply, however, that large organizations

are more bureaucratic, e.g. in terms of having large admin

istrative staff functions (Pondy, 1969). Instead, most

studies confirm that the relative size of the administra

tive functions tends to decrease with increases in organi

zational size. Intra-organizational communication and con

trol mechanisms then become more important (Katz and Kahn,

1978, p. 116). Child (1973) argues that size is the best

predictor of decentralization, while less good for predict

ing formalization.

If size is a primary determinant of organization

structure, it can be argued that relatively large MNCs

would use more formal and standardized procedures to con

trol and coordinate foreign subsidiaries. As noted above,

no clear evidence exists, however, to support this hypothe

sis. Hall, et ale (1967) notes for example:

Increased organiza~ional formalization is a means
of controlling the behaviour of members in the or
ganization by limiting individual discretion. At
least one aspect of complexity, hierarchical diffe
rentiation, also is related to social control in
that multiple organizational levels serve as a means
of maintaining close supervision of subordinates.
It seems rather clear, on the basis of this evidence
that a large organization does not necessarily have
to rely upon unpersonal, formalized control mecha
nisms ... An organization need not turn to formali
zation if other control mechanisms are present.
(p. 112)

We can conclude that the size of the MNC alone cannot

be expected to be useful in explaining the structure and

functioning of the control systems, nor in explaining dif

ferent processes of control and coordination. Instead, we

can expect that several interrelated system design charac-
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teristics mediate the impact of size on the various mecha

nisms employed by the MNC to manage the headquarter-subsid

iary relationships.

Although the size of the organization may be of little

predictive or explanatory value, it gives an indication of

the needs and problems involved in the control and coordina

tion of foreign subsidiaries. We can assume that larger

MNCs, in terms of sales, assets, employees and any other

measures, are faced with more complex control and coordina

tion requirements than are comparatively smaller MNCs. It

is likely, however, that the relative influence of this

variable diminishes when it passes a certain critical level.

The impact of organizational interdependence

Several researchers have noted that the degree of interde

pendence within the organization may affect the needs and

forms of control and coordination. In his classical study,

Thompson (1967, p. 55) identified three forms of internal

interdependence: pooled, sequential and reciprocal inter

dependence. Thompson defined interdependence in terms of

flows of work, material and objects among organizational

units.

Pooled interdependence is the simplest form and im

plies that major units are independent and have virtually

no contact with another. Each unit renders, however, a

discrete contribution to the organization as a whole.

Sequential interdependence implies that the output of

one major unit is the input for another unit. The inter

dependence is direct, as the supplying unit must perform

its task before the receiving unit can operate. Unless

the receiver operates, the supplying unit cannot solve its

output problems.

The third and most complicated form is reciprocal in

terdependence. This form implies that output of each unit
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represents inputs for the other units, making each depen

dent of the others.

Thompson (op. cit.) argued that the three types of in

terdependence are, in the order indicated, increasingly

difficult and costly to coordinate. Higher degrees of in

terdependence also tend to make intra-organizational con

flicts more likely.

Each form of interdependence has an appropriate method

for coordination. Drawing on the work of March and Simon

(1958), Thompson (op. cit., p. 56) identified three forms

of coordination. First, coordination through "standardiza

tion", involving the establishment of rules and routines.

Second, "coordination by plan", involving schedules foy the

interdependent units. Third, "coordination by mutual

adjustment", which involves transmission of information and

feedback during the process of action.

The three forms of coordination are increasingly com

plicated. If the environment in which the organization

operates is dynamic and uncertain, the more complicated

forms are more appropriate. Similarly, more complicated

forms of interdependence require more complicated forms of

coordination.

According to Thompson, the purpose of the organization

structure is to facilitate the exercise of the appropriate

coordinating processes and minimize coordination costs.

The structure influences thereby the efficiency of any

method of coordination.

Van de Ven (et al., 1976) tested some of Thompson's

propositions on a sample of 197 work units within an em

ployment security agency. They classified coordination

modes as unpersonal mode, personal mode and group mode.

The first corresponds to "standardization" and the other

two to "plans" and "mutual adjustment". The unpersonal

mode is characterized by formalized and standardized poli

cies and procedures, information, and communication systems.
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The personal mode is characterized by individuals acting

as integrators, while the group mode is characterized by

group meetings and vertical and horizontal communication

flows. Interdependence was defined as the extent to which

unit personnel are dependent on one another to perform

their tasks.

Van de Ven (op. cit.) hypothesized that more complex

forms of interdependence would lead to only small increas

es in unpersonal coordination mechanisms but moderate or

large increases in personal and group coordination mecha

nisms. They found instead that increased interdependence

tended to lead to more use of all three forms of coordina

tion mechanisms except for a slight decrease in the role of

hierarchy and a large decrease in the use of plans.

For our purpose, their research is of interest but

with the limitation that it concerns only the departmental

level and does not investigate coordination and control

processes across units and levels in the organization.

Lorsch and Allen (1973) are among the few who have in

vestigated the impact of interdependence and diversity on

intra-organizational relationships in multidivisional

firms. They focused on the corporate-divisional relation

ships in a cross-sectional study of six multidivisional

firms: two conglomerates and four vertically integrated

paper companies. Their study is of importance for our pur

pose as the level of analysis is similar.

Lorsch and Allen, drawing on the work of Thompson

(1967) and Lawrence and Lorsch (1969), noted that the con

glomerates faced less complex forms of interdependence

than did the vertically integrated firms. On the other

hand, they had to deal with greater product diversity and

higher environmental and financial uncertainty.
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Interdependence was measured first as an index composed

of required connections among major units divided by the

total number of connections. The meaning of connections

were not specifically defined. Second, interdependence

was measured by asking corporate headquarter personnel how

much time they spent with contacts in the industry environ

ments of the divisions. It was hypothesized that the great

er the "environmental overlap", the greater the integrative

effort (op. cit., p. 144).

When comparing the conglomerates with the vertically

integrated paper companies, Lorsch and Allen made several

important observations. First, the vertically integrated

firms had more complex organizational arrangements for man

aging corporate-divisional and interdivisional relation

ships. This category of firms had relatively larger head

quarter units which performed a wider range of functions,

and had permanent staff units and individuals integrating

divisional operations. In contrast, in the conglomerates

interdivisional relationships were managed on an ad hoc

basis by specific managers or through the management hier

archy. According to Lorsch and Allen, these differences

could be explained by the more difficult requirements of

interdependence facing the vertically integrated firms

(op. cit., pp. 150-152).

Second, it was observed that the conglomerates tend

ed to devote less effort to integrating operations. Inte

grative effort was defined and measured as the amount of

time corporate and divisional managers devoted to inter

unit relationships, i.e. what percentage of their working

time was spent on contacts with other units (op. cit., pp.

21, 246). It was found that corporate-divisional integra

tive effort was less in the conglomerates than in the ver

tically integrated firms. Lorsch and Allen explained this

as a consequence of different degrees of interdependence.
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Lorsch and Allen also compared some aspects of corpo

rate-divisional decision-making processes. They found

that the two conglomerate firms tended to respond more

rapidly to requests from their divisions than did the

vertically integrated firms. Also, the conglomerates had

more explicit and formal performance evaluation criteria

emphasizing "financial and/or end results". The vertically

integrated firms used more informal criteria, and empha

sized "operating/intermediate" results, e.g. "expense con

trol and market share" (op .. cit., pp. 160-162).

In investigating the decision-making processes, no dif

ference was found in the modes of resolving corporate-divi

sional conflicts and the overall perceived quality of up

ward and downward information flows (op. cit., p. 159).

Some other studies have also focused on the impact of

interdependence upon organization structure and processes.

Contrary to those mentioned above, these studies have

focused on external interdependence, i.e. the organization's

dependence on its environment.

Aiken and Hage (1968) investigated 16 social welfare

and health organizations in the United States. They de

fined interdependence as the number of joint programs with

other organizations. High interdependence was found to be

positively correlated with the degree of internal communi

cation, measured as the number of committees and committee

meetings, and slightly positively correlated with decen

tralized decision making.

Other studies have confirmed that higher degrees of

organizational interdependence tend to lead to more flexi

ble and open structures, characterized by less formal and

standardized procedures, greater decentralization of deci

sion making, and decreased imperson~lity of relationships

(Aldrich, 1979).
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We can conclude that the degree of interdependence is

likely to have a profound impact upon the management of

headquarter-subsidiary relationships. The more precise

nature of this impact will be further discussed in Chapter

3.

It is important to note, however, that interdependence

can take many forms. Interdependence may exist withiti the

organization and/or between the organization and its en

vironment. Single definitions of interdependence, e.g.

like those used by Thompson (1967), Aiken and Hage (1968),

and Lorsch and Allen (1973), are not conclusive. As inter

dependence can take multiple forms, it is important for our

purpose to specify them and to assess their influence on

organization structure and processes in MNCs.

The influence of environment on organizat~on~.!ucture,

process, and effectiveness

It soon became apparent among organizational theorists that

organizational structure and processes cannot be analyzed

and understood by only looking at specific internal deter

minants. The environment in which the organization operates

has to be taken into consideration. The studies by Burns

and Stalker (1961), Woodward (1965) and Lawrence and Lorsch

(1969) lead to a recognition that environmental conditions

had a significant influence on organizational functioning.

This approach has been named the contingency theory of

organizations.

Lawrence and Lorsch (1969) made a cross-sectional com

parative analysis of ten firms in three industries selected

on the basis that they faced different environmental condi

tions. They analyzed how differences in the external en

vironment of the firm influenced the internal environment.

The characteristics of the external environment were classi

fied as to the rate of environmental change, the certainty

of information about the environmental conditions, and the
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time span of feedback on the results of decisions. The

external environment was classified into market, technical

economic, and scientific subenvironments.

The internal environment was classified as to the de

gree of differentiation and integration. Lawrence and

Lorsch defined differentiation as "the difference in cogni

tive and emotional orientation among managers in different

functional departments" (op. cit., pp. 9-11). Differentia

tion was measured in terms of the goal, time and interper

sonal orientation of functional managers, and the formality

of the organization structure. These measures incorporate

partly the notions of specialization of labor, department

alization and span of control.

Integration was defined as "the quality of the state

of collaboration that exists among departments that are

required to achieve unity of effort by the demands of the

environment" (op. cit., p. 11). The degree of collabora

tion, i.e. integration among departments, was subjectively

measured on an eight-point scale, ranging from "full unity

of effort" to "relations are not required" (op. cit., p.

260).

Lawrence and Lorsch found that the more diverse and un

certain the environment of the organization, the greater

need for differentiation among its functional subsystems,

i.e. marketing, production and research. Furthermore,

the greater the differentiation, the greater the need for

and the difficulty of achieving integration. Specifically

they noted:

... we have found that the state of differentiation
in the effective organization was consistent with
the diversity of the parts of the environment, while
the state of integration achieved was consistent with
the environmental demand for interdependence ...
The more differentiated an organization, the more
difficult it is to achieve integration. To overcome
this problem, the effective organization has integra
ting devices consistent with the diversity of the
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environment. The more diverse the environment, and
the more differentiated the organization, the more
elaborate the integrative devices.
(op. cit., p. 157)

The interpretations of Lawrence and Lorsch's findings

gave a new perspective to organizational design issues.

Specifically, there is no "best" way to organize, as it

depends on the specific environmental conditions facing the

firm. High performing firms tend to achieve a good fit be

tween degree of differentiation, integrative effort, and en

vironmental characteristics. Therefore, all ways of organ

izing are not equally effective (Galbraith, 1973, p. 2).

For our purpose, Lawrence and Lorsch's findings are im

portant. By definition MNCs face diverse environmental

conditions due to their geographical spread. Consequent

ly, if effective, they ought also to have "elaborate in

tegrative devices" to control and coordinate the foreign

subsidiaries. Lawrence and Lorsch identified "elaborate

integrative devices" as special organizational units,

cross-functional teams and/or individuals whose primary

activities are the integration of departments and the reso

lution of intra-organizational conflicts. According to

Lawrence and Lorsch, firms operating in more certain and

stable environments tend to have lower integration and less

elaborate devices. The managerial hierarchy, direct person

al contacts and formal "paper" systems are then the primary

instruments for integration.

Likert (1967) has given further insight into the charac

teristics of organizational processes influenced by diverse

and changing environments. According to Likert, increased

competition, increasingly complex technologies and higher

educational levels require, among other things, new organi

zational structures. The characteristics of these new

structures are that communication and interaction processes

are open and flow freely, decisions are decentralized and

performance goals are high. Control processes are dispersed
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throughout the organization. Self-control and problem solv

ing is emphasized (op. cit., p. 197). Structurally, the

organization is viewed as sets of groups which are linked

by managers. Some of these are members of several groups.

These managers are named "linking pins" and are the "inte

grators" of the organization.

The major shortcoming of Likert's study is its norma

tive and prescriptive character, its failure to consider

variations in "contingent" variables. The Lawrence and

Lorsch study has also been criticized on several grounds.

Hall (1968) argued. that no causality has been established

between type of environment and organization structure.

The influence of other forms of environmental pressures,

history and intra-industry differences were not taken into

account. Tosi (et al., 1973) has criticized the study on

the grounds that subjective measures of perceived environ

mental uncertainty are methodologically inadequate. To

support the argument, they correlated subjective measures

of perceived environmental uncertainty given by 102 mana

gers with alternative, more objective measures, and found

consistently negative relationships and no similarity among

the measures.

A major problem with the contingency approach is the

definition and measurement of the environment. If the 01'

ganiza.tion is viewed as an open system, the "environment"

can become undefinable and unlimited in scope. Dill (1958)

introduced the concept of task environment which refers

only to those environmental conditions which are relevant

or potentially relevant for the organization. These condi

tions can be distinguished as being specific for the organi

zation, e.g. customers and competitive environment contrary

to general conditions, e.g. political, socio-economical and

demographic factors.

Duncan (1972) segmented the environment into external

or internal, i.e. within or outside the boundaries of the

organization. The external environment was defined
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... as those relevant physical and social factors
outside the boundaries of the organization or spe
cific decision unit that are taken directly into
consideration in the decision-making behaviour of
individuals in that system.
(p. 314)

The external environment was decomposed into a custom

er, competitor, socio-political and technological component.

The environmental components were classified into two di

mensions, simple versus complex and static versus dynamic.

The impact of uncertainty in the environmental components

was then measured subjectively in 22 decision units in

three manufacturing and three research and development or

ganizations.

Duncan found that individuals in the decision units

experienced a great amount of uncertainty if faced with

complex environments. His results showed, however, that

the static-dynamic dimension of the environment was a

more important contributor to perceived uncertainty than

was complexity.

For our purpose, Duncan's results indicate that the

degree of product and geographical diversity of the MNC can

be expected to contribute to the environmental complexity

and uncertainty it faces. Diversity alone does not give a

complete picture, however, as the state of environmental

change is a more important contributor to uncertainty. That

implies that a single product company may face higher un

certainty than a multi-product company, if it operates in

a highly dynamic environment.

Duncan's ambitious attempt is not without problem. In

particular, it highlights the problem we encounter when

trying to define the relevant environment. This problem is

further aggravated when we move towards larger and more

complex systems. It is much more difficult for example to

define the relevant environment for an organization as a

whole than for a department, group or individual. In fact,

we still know very little about the relevant environmental
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dimensions and the variation of these in different set

tings. The environment of complex organizations is not

easily classified in terms of uni-dimensiona1 categories.

The measurement problem is equally difficult as we

lack adequate measurement instruments. Tosi (et al., 1973)

and Downey (et a1., 1975) have critically reviewed both

Lawrence and Lorsch's and Duncan's works, noting that per

ceived uncertainty may be different from objective uncer

tainty in the environment. When trying to validate Lawrence

and Lorsch's and Duncan's uncertainty measures, they found

either no statistically significant correlations or only

very weak ones. It may therefore often be better to ana

lyze the relevant task environment and to subjectively

assess the degree of environmental uncertainty. Such an

assessment can complement attempts to measure uncertainty

more precisely.

Coordination and control under uncertainty

Most empirical research indicates that effective organiza

tions facing environmental uncertainty, created by hetero

geneous and unstable environments, adopt more flexible and

adaptive organizational structures. They tend to rely

less on hierarchical control, rules and procedures. In

stea~ they become more decentralized and less formal and

standardized (Burns and Stalker, 1961; Lawrence and Lorsch,

1969; Hage, et a1., 1971; Galbraith, 1973 and Van de Ven,

et a1., 1976).

Environmental uncertainty has been hypothesized to in

fluence intra-organizational distribution of power.

Thompson (1967) argues that those organizational functions

or subunits which cope with the most critical uncertain

ties facing the organization tend to get the most power.

The empirical evidence of a link between the ability to

cope with environmental uncertainty and intra-organization

al power is not conclusive, however. Other hypotheses have
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been advanced, stating that power is linked to those who

are most able to contribute to and maintain the flow of

critical resources to the organization. Power may also

become institutionalized by the establishment of permanent

structures and policies (Pfeffer and Salancik, 1978, pp.

233-234).

Task uncertainty is often defined as including both

internal and external environmental uncertainty. Galbraith

(1973) defines it: " ... as the difference between the

amount of information required to perform the task and the

amount of information already possessed by the organization"

(op. cit., p. 5). Van de Ven (1976, p. 324) defines it as:

" the difficulty and vaTiability of the work undertaken

by an organizational uni t" . Implicit in these definitions,

as well as in Lawrence and Lorsch's definition above, are

that the interdependence is an important contributor to un

certainty.

Galbraith argues that increased uncertainty makes

traditional information processing and control techniques

inadequate, as the organization becomes overloaded with

exceptional cases. Plans, rules and procedures become ob

solete and adjustments have to be made on the spot, for

cing managers to focus on operating matters. He states:

... the greater the uncertainty, the greater the
amount of information that must be processed among
decision makers during task execution in order to
achieve a given level of performance.
(op. cit., p. 4)

According to Galbraith, the primary methods of coordi

nation are rules, programs and procedures. These methods

become inappropriate if the organization faces changing

situations. In a new situation for which there is no

preplanned response, the hierarchy is the second major

complementary coordination mechanism, since the hierarchy

allows the new situation to be referred upwards. The third

major method of coordinating subunits is to specify targets
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and goals to be achieved. The employees are then assumed

to select responses which are appropriate to the goals.

Galbraith notes:

The ability of an organization to successfully co
ordinate its activities by goal setting, hierarchy
and rules depends on the combination of the frequen
cy of exceptions and the capacity of the hierarchy
to handle them. As task uncertainty increases, the
number of exceptions increases until the hierarchy
is overloaded. Then the organization must employ
new design strategies.
(op. cit., pp. 14-15)

Galbraith devises two major design strategies: first,

to reduce the need for information processing through the

creation of slack resources and/or self-contained tasks;

alternatively, to increase the capacity to process informa

tion through vertical information systems.

To reduce the need for information processing involves

the creation of lateral relations, decentralization of

decision making, creation of informal communication patterns

beyond the formal hierarchy and to design managerial roles,

reward systems and conflict resolution practices in such a

way that they facilitate intra-organizational communication

and joint decision making.

Galbraith stresses the importance of integrative devi

ces for coordinating and to a certain extent formalizing

lateral relations. The simplest and least costly form is

to utilize direct contact between managers. The most com

plex and costly form involves permanent teams and roles,

and the evolution of matrix structures with dual authority

relationships (op. cit., p. 48).

The second design strategy, i.e. the investment in

vertical information systems, aims at reducing the number

of exceptions which have to be referred upwards in the

hierarchy. The structural characteristics of the informa

tion system include the frequency and the degree of for

malization and standardization of the information flows,
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the scope of the data base, and the capacity of the deci

sion mechanism to process information (Galbraith, 1973,

p. 31). The overall objective is to increase capacity to

use information during task execution without creating

excessive costs and information overload.

The implication of the information processing concept

of organization design is that organizational effectiveness

is related to the degree of fit between information proces

sing requirements and the information processing capacity

of the organization.

Organizations facing high information processing re

quirements, e.g. because of interdependence and task uncer

tainty, tend to utilize more complex coordination and con

trol mechan~sms,as these are better able to handle inter

unit uncertainty. The specific choice of these mechanisms

depends on the particular processing requirements and the

cost of the various mechanisms. More complex and elaborate

mechanisms are also more costly. Rational organizations

would utilize more simple mechanisms to the fullest extent

possible (Tushman and Nadler, 1978).

Galbraith (1977) has also noted, drawing on the contin

gency theory of organizations, that firms in order to be

effective have to achieve a fit between organization design

and the requirements imposed by the degree of task diversi

ty and uncertainty. Contrary to the work of Lawrence and

Lorsch (1969), Galbraith argues that for effectiveness, con

gruence is required, not only between structure and environ

ment, but also among various organizational processes and

subsystems.

Subsystems include selection, transfer and development

of managers, reward systems, information and decision pro

cesses, planning and control systems, design of integra

tive devices and performance evaluation systems.
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Although the design of the total configuration is not

related in a deterministic fashion to contingent variables,

a change in one design variable may require changes in

other variables in order to maintain internal consistency.

The extended version of the contingency theory can be

logically deduced from open system theory (cf. Christenson,

1973; Hedlund, 1977; Leksell, 1979). Empirical evidence

about its correctness, however, is not yet conclusive. The

lack of evidence is due to several conceptual and methodo

logical problems. First, the relevant contingent and de

sign variables have not yet been fully identified or prop

erly defined. Second, the number of potentially interact

ing variables comprising the total configuration creates

measurement problems. Third, the hypothesized causal re

lationship between achieved congruence and organizational

effectiveness is also hard to establish as to both exist

ence and direction. Given any causality, the measurement

of effectiveness is a problem in itself (cf. Steers, 1975).

For our specific purpose, the information processing

view is important for several reasons. As uncertainty is

partly a function of product and geographical diversity,

we can assume that MNCs in general will rely on elaborate

and complex mechanisms for coordination and control of

their foreign subsidiaries.

Secondly, the modes of managing headquarter-subsidiary

relationships are not deterministic. Rather, they are a

function of choice, interactions among different control

systems and the specific environmental conditions, and

requirements which impinge on the organizations.

As was noted above, the potential external environ

mental influence on the MNC is in principle unlimited. As

organizational theorists have seldom specified and opera

tionalized the specific environmental factors which may

constrain and influence organizations, little is known

about specific and direct environmental impact. Due to the
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low degree of variable specification, the managerial value

of earlier research is also limited. As a consequence, it

has been considered most fruitful here to try to empirical

ly identify, conceptualize and describe the nature of those

variables which seem to be the most relevant. Variables

which have been identified in this research and their poten

tial influence on headquarter-subsidiary relationships will

be detailed in the next chapter when discussing the MNCs in

vestigated and the context of the headquarter-subsidiary

relationships.

CORPORATE STRATEGY AND ORGANIZATIONAL GROWTH

A large part of the research on contextual variables, as

reviewed above, has treated these as causal determinants

of structural characteristics. Environmental conditions,

size, technology, interdependence, etc have been seen as

static factors forcing the organization to adopt certain

structures and processes, as well as restraining ability

to achieve organizational change. Many of these studies

can therefore be criticized both for being static and for

neglecting the role and discretion of the organization it

self in varying, selecting, and influencing its own struc

ture and the environment in which it operates.

In a now classical study, Chandler (1962) investigated

from a historical perspective the strategy followed by

some of the largest firms in the United States. Chandler

noted among several things that the organization structure

tended to be a consequence of the growth strategy employed

by the firms. The growth strategies themselves followed a

pattern of moving first from pure volume expansion to a

geographic expansion of functions within the same industry.

Next, the firms embarked upon a strategy of vertical inte

gration into related product areas. When the primary mar

kets of the firm started to decline, the growth strategy

tended to lead to diversification into completely new pro

duct lines and industries.
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According to Chandler, the different growth patterns

were followed by structural change. Growth led to adminis

trative problems of coordination and control. Volume ex

pansion and vertical integration created pressure for in

creased specialization and rationalization and led to the

development of functional organization structures. When

product diversity increased, problems of performance evalu

ation, division of responsibility, and resource allocation

between different product lines emerged. To solve these

administrative problems, the firms adopted multi-divisional

structures.

Chandler also noted that the organizations tended to

resist structural change. Only when the administrative

problems caused by growth started to create inefficiences

and impinge on performance did structural changes occur.

Chandler's study has stimulated considerably subsequent

research that refined and empirically tested his hypothesis.

These studies have given further insight into how firms

adapt to increased complexity caused by product and geogra

phic diversification.

Scott (1971) elaborated Chandler's work and argued for

stage-wise sequential development of new organization

structures as a response to increased diversity and com

plexity. According to Scott, organizations develop from

(1) an entrepreneurial stage to (2) a single product or

functionally organized stage to (3) a divisionalized stage.

Increased product diversity leads not only to divisionali

zation, but also among other things to changes in the con

trol and reward systems.

Empirical research has subsequently showed that not

all firms adopt a multi-divisional structure when product

diversification increases. Only when competition also in

creases does this structure tend to develop as a response

to the potential or actual threat of a decline in perform

ance (for a summary see Scott, 1973). Under these condi-
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tions the multi-divisional structure seems to produce rela

tively better results, although the evidence in this re

spect is not conclusive (Rumelt, 1974, see also Galbraith

and Nathanson, 1978 for a review).

Chandler's work also stimulated several organization

sociologists. Thompson (1967) argued that internal inter

dependence is the major determinant of structure, since

rational organizations tend to minimize coordination costs

by first grouping all reciprocally interdependent units in

common, i.e. the form of interdependence that is most dif

ficult to coordinate. Thereafter, subunits facing simpler

forms of interdependence are grouped together. By grouping

the most interdependent tasks and product lines into divi

sions, coordination is facilitated.

Child (1972) introduced the concept of strategic

choice, arguing that variation in formal structure is in

fluenced by the strategic decisions made by top management.

Among organizational theorists this concept moderated the

view that environmental and contextual variables directly

impinge on organization structure and processes. Instead,

the influence of these variables is mediated, depending on

the attention given to them by organization members and in

particular by the leadership (Aldrich, 1979, p. 137 and

Stymne, 1979, p. 44).

The concept of strategic choice draws the attention to

the importance and influence of leadership. The percep

tions, values and attitudes of the dominant management

team and their power struggles have been argued to affect

the structure and processes of the organization and clear

ly also its strategy (Hall, 1972; Hedlund, 1977; Miles and

Snow, 1978).

The introduction of "choice" as an explanatory vari

able also resulted in the recognition among organization

theorists that organizations to a certain extent can choose

the external environments in which they operate. Further-
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more, organizations may influence and shape their external

environments in various ways (see among others Pfeffer and

Salancik, 1978).

The development of multi-divisional structures has

been the most common structural change which has accompani

ed increased diversity at least among US firms. Chandler

(1962) showed that firms choose different bases as primary

differentiating factors when forming divisions, depending

on their specific needs. The major differentiating factors

have been product lines, geographical areas, markets served

and functions.

Allen (1978) has developed an empirically based taxo

nomy of divisionalized firms, using a longitudinal research

approach. He noted that divisionalized firms are far from

a uniform or homogeneous type of organization. Instead,

divisionalized firms differ in terms of several variables,

e.g. degree of divisional self-containment, extent to

which corporate headquarters perform functions or services

for the divisions, extent of interdivisional interdepen

dence, and complexity of coordinative devices.

Divisionalization as the structural response to in

creased product diversification can also be explained by

the need to clarify managerial responsibility for diffe

rent product/market activities. With diversification it

becomes more difficult for corporate management to keep

informed about diverse market conditions and to manage

often very different business activities. Through divi

sionalization it is possible to separate the operating

responsibility of divisional management from the strategic

coordination of different divisional activities by corpo

rate management.

The separation of responsibility and the clustering

of interdependent tasks into more or less autonomous divi

sions largely explains the changes in administrative sys

tems and process that have become shown to accompany an

increase in product diversification.
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In spite of this, little is known about the more pre

cise nature of decision processes in large diversified

multi-business firms. With some noteworthy exceptions (e.g.

Spangberg, forthcoming 1981), most researchers in the area

have confined themselves to the study of specific strategic

decisions and not decision processes in general.

It is therefore difficult from the studies to make any

generalization about management processes in highly diver

sified firms. In view of this shortcoming, the general

finding of the studies is that strategic decisions in di

versified firms are frequently the result of a series of

decisions made over time by individuals located at various

organizational levels. Corporate management does not often

involve itself, nor does it actively intervene in the pro

cess. Instead, corporate management uses different organi

zational, administrative and social coordination and control

instruments to influence the decision processes. The design

and use of these instruments create an internal organiza

tional "context" which guides the decision making and be

havior of lower level managers (cf. Bower, 1970).

Some recent studies on decision processes in highly

diversified firms with unrelated product portfolios show

that divisional management is given great discretion and

autonomy to decide about divisional affairs.

Corporate management's intervention and involvement in di

visional operations are dependent on how much confidence

the corporate level has in divisional management (Ostman,

1977, and Spangberg, Ope cit.).

It is likely that several factors contribute to the ob

served impact of diversification on management processes.

One plausible explanation is that the degree of interdepen

dence among divisions is low in highly diversified firms.

As a consequence, more autonomy can be given divisional

management, and less coordinative functions have to be per

formed by corporate management.
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A second explanation relates to the lack of information.

With increased diversification follow difficulties for cor

porate management to keep informed about the market and

competitive conditions facing each division. Involvement

in divisional affairs is hindered by a lack of knowledge.

As a consequence, it also becomes increasingly difficult to

evaluate the performance of the divisions by intermediate

and operating measures. It is likely that more emphasis is

given to evaluation criteria which can be used in a stan

dardized fashion. Financial end-results like net profit

and return on investment are typical criteria of this kind.

This may explain many of Lorsch and Allen's (1973) results

described above.

Growth and diversification can be achieved through

either mergers and acquisitions or internal expansion or

a combination of both (cf. Berg, 1965). Each pattern can

involve the inclusion of related or unrelated business ac

tivities in the corporate product portfolio.

Although this is a very rough classification of diver

sification strategies, it has a certain relevance. If the

firm diversifies through acquisitions instead of expanding

internally, everything else being equal, acquired entities

may be left alone without much corporate involvement. Ac

quired entities are often going concerns with their own

technical, financial and human resources. It is then not

always necessary to integrate them into a broader corporate

context. Corporate coordination and control activities can

be kept to a minimum, and the acquired entities can be left

to develop their own business activities, organization

structure, and control systems.

The extent to which acquired entities are integrated

and required to conform to and adopt corporate systems for

coordination and control seems to depend primarily on two

factors: first, the control strategy of the acquiring firm

and the corporate policy regarding the integration of newly

acquired entities (Spangberg and Lindgren, 1980); second,
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the economic advantages or potential synergy (Ansoff, 1965)

that can be realized through an integration. Synergy is

more easy to realize if the product program of the acquired

entity is related to the existing corporate product port

folio.

Consequently, to understand the potential effect of di

versification strategy on the headquarter-subsidiary rela

tionships in MNCs, the two factors have to be taken into

consideration.

Berg (1969 and 1971) has shed some further light on this

issue. He observed that the role of the corporate office

differs in firms which have pursued an unrelated diversifi

cation compared to those with related diversification. Ac

cording to Berg, firms which have had an unrelated diversi

fication pattern have considerably fewer functions represen

ted at the corporate level compared to firms which had

followed a related diversification strategy. In Berg's

sample the first group of firms had more and larger corpo

rate functions for R&D, marketing and manufacturing.

Firms with a related product portfolio had on the aver

age more than three times as many people employed at the

corporate level - this irrespective of any differences in

size measured as total sales revenues.

According to Berg (op. cit.), many highly diversified

firms are explicitly trying not to add any extra corporate

functions, leaving the divisions to develop their own staffs.

Rather, the development of independent and professional divi

sional managers is emphasized by corporate management. The

existence of fewer and smaller corporate staff functions is

also positively correlated with divisional autonomy.

It is likely that Berg's observation can also be ex

plained by a low degree of interdependence among divisions.

This in turn is largely explained by the low degree of pro

duct relatedness, which characterizes conglomerate firms.
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It can be argued that there are no particular operative

advantages in having large corporate staff functions under

these circumstances.

Organization structures in MNCs

Drawing on Chandler's research, Stopford and Wells (1972)

studied how US MNCs developed new organization structures

as they expanded internationally and formed new growth

strategies. In total, the authors investigated the struc

tural characteristics of 170 MNCs, selected among the 500

largest manufacturing enterprises in the United States.

Stopford and Wells observed, similarly to Chandler (1962)

and Scott (1971) that most of the investigated firms in the

face of increased sales and product diversity developed new

structures in a stage-wise pattern. The first major stage

was a structure with autonomous subsidiaries with high dis

cretion in decision making reporting directly to corporate

top management. The second stage involved the formation of

an international division. With increased international

sales and product diversity, the MNC faces coordination

problems, and pressures arise to coordinate subsidiary ac

tivities and to rationalize worldwide production. Accord

ing to Stopford and Wells, firms developed global struc

tures as a response. This structure involves the creation

of independent divisions using product line or geographical

area as the primary differentiating variable. The autonomy

of the foreign subsidiaries decreases, and reporting rela

tionships are formed with the divisions. The development

of this structure occurs when top managers perceive a need

to adopt a worldwide perspective on the operations of the

firm.

The adoption of global product or area divisions is

accompanied by more comprehensive planning and control

mechanisms, and an internationalization of managers in

terms of their cognitive orientations.
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Stopford and Wells also found that the reorganization

into worldwide product divisions was positively correlated

with product diversity and interdependence, while firms

adopting area divisions were characterized by low product

diversity, mature product lines and/or low product inter

dependence.

Reorganization into a global structure also involves

problems, as it is based on the principle of unity of com

mand. Communication among divisions may be extensive, and

coordination of the activities of foreign subsidiaries in

different divisions becomes difficult (Stopford and Wells,

Ope cit., p. 27).

As a response, some of the investigated firms adopted

matrix structures with shared responsibilities and dual

or multiple reporting relationships. Some firms intro

duced corporate staff groups or management committees,

i.e. integrators whose responsibilities cut across divi

sional responsibility. At the time of the research,

Stopford and Wells were not able to describe precisely

the nature of the matrix or "mixed" structure, as they

called it.

Stopford and Wells observed, similarly to Chandler,

that the development of new formal structures tends to be

resisted by the organization. During a period of lag be

fore a reorganization, change in the informal structure is

likely. The magnitude of the lag is a function of per

formance, management resistance and the growth in foreign

sales and product diversity.

Other major studies have given further insight into

the organizational characteristics of European tv1NCs.

Schollhammer (1971) compared the organizations of twelve

US and European MNCs in the chemical and pharmaceutical in

dustries. Schollhammer did not find conclusive evidence

that European firms gradually reorganized in the pattern

suggested by Stopford and Wells in face of increased inter

national activities. It was observed that European firms
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favored functional organizations with a few key headquar

ter executives who fairly loosely control and coordinate

worldwide operations. This was matched by the appointment

of senior executives with long company experience to head

the foreign subsidiaries.

Franko (1976) investigated continental European MNCs,

their spread and organizational characteristics. The most

common organizational form used by these MNCs was the

"mother-daughter" structure. According to Franko and simi

larly to Schollhammer's findings, this form is character

ized by a functional organization structure with the foreign

subsidiary presidents reporting directly to the president

of the parent company.

The form was equally common in European MNCs with many

or with few foreign manufacturing subsidiaries. Of the 70

firms investigated by Franko, 25 had the mother-daughter

structure, and 21 of these had manufacturing operations in

more than seven countries (op. cit., p. 188).

This differs considerably from the US firms investiga

ted by Stopford and Wells (op. cit.). None of these had a

president-to-president reporting relationship beyond ten

foreign subsidiaries, and all favored a fully divisional

ized structure before they established their fifth foreign

manufacturing entity.

The wider spans of control in the mother-daughter

structure were also accompanied by different headquarter

subsidiary relationships than in US MNCs. The European

MNCs wi th mother-daughter structures had- more informal

and personalized relationships, few written rules and pro

cedures, and little standardization of financial control

systems.

Franko (1976) observed that firms with mother-daughter

structures employed a higher proportion of home-country

expatriates as subsidiary presidents than did firms with
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alternative structures. Control processes were largely

personalized and subsidiary presidents were trusted by

headquarters, where they had usually spent several years

absorbing the values and culture of the parent company.

Franko (1976) notes:

Consequently, foreign subsidiary presidents were
often allowed greater autonomy - but within precise
yet unwritten constraints ... As long as constraints
were respected and dividend checks appeared when
anticipated, the center rarely interfered with - or
even asked for much information from - foreign sub
sidiaries. When information was transferred, it
often travelled on lines established by friendship
and acquaintance, and in a manner showing little
concern for the principle of unity of command.
(op. cit., p. 192)

According to Franko, the primary reason for the mother

daughter structure and its persistence among European in

contrast with US MNCs was the existence of barriers to

trade in Europe and the low degree of competitive pressu

res. The separation of markets ruled out global product

specialization and intra-organizational interdependence.

In support of the "stage theory" of structural change,

Franko noted that as competition increased, the European

firms abandoned the mother-daughter structure and adopted

multi-divisional structures, with worldwide product or

area divisions, or matrix organizations. Contrary to US

MNCs, the European firms moved directly from a functional

mother-daughter structure to a divisionalized global struc

ture without the transitional stage of an international

division (op. cit., pp. 200-204).

Franko also observed that many European MNCs moved

towards an adoption of matrix structures involving dual

or multiple relationships and responsibilities. The follow

ing sections will discuss the forces behind the development

of multinational matrix organizations and the influence of

this structure on headquarter-subsidiary relationships.
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The evolution of multinational matrix structures

Recently a growing body of research has focused on the

forces behind the development of multinational matrix or

ganizations and the managerial characteristics of this

structure.

Stopford and Wells (1972) noted:

Firms that have developed a grid structure have
abandoned the notion that concentration on one
variable should dominate the organization. They
have designed structures in which two variables 
differences in products and in areas - are of
roughly equal importance; both are considered re
latively more important than functional differen
ces. Managers of products share responsibility
with managers of areas. By assigning shared re
sponsibilities, these firms are attempting to inte
grate their diverse activities more effectively
than is possible when responsibility is assigned
by traditional means.
(op. cit., pp. 87-88)

Davies and Lawrence (1977) define a matrix as any or

ganization that employs a multiple command structure with

related support mechanisms and associated organization

culture and behavior pattern (op. cit., p. 3).

Matrix organizations are generally recognized as pos

sible organizational forms when a dual or multiple focus

has to be established - in other words, when there is a

need to focus on more than one primary differentiating

variable - function, product line, area or market and

customer segments. Matrix organizations therefore exist

in several different forms (Sayles, 1976).

Davies and Lawrence (1977) argued that three environ

mental conditions are conductive to matrix organizations.

First, there is outside pressure for a dual focus. Tasks

require that at least two constraints be solved simultane

ously. Second, there are pressures for high information

processing capacity caused by environmental uncertainty,

product diversity and interdependence. Third, the organi

zations are faced with pressures for shared resources, e.g.
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to achieve high economies of scale and at the same time

utilize scarce human resources (op. cit., pp. 11-18).

According to Davies (1976), matrix organizations in

MNCs have often evolved when there is a simultaneous need

to coordinate global product responsibility within any geo

graphic area or along critical functional tasks.

Recently, the specific pressures for a dual organiza

tional focus have been further identified. A matrix organ

ization may be required when the MNC is confronted with

simultaneously conflicting pressures to be sensitive and

adaptive to host country conditions, as well as to ration

alize production and implement competitive strategies on a

global basis (Doz, 1979; Leksell, 1979). These pressures

mayor may not lead to the development of formal multi

national matrix organizations, depending on among other

things how headquarter-subsidiary relationships are managed

(Leksell, 1979).

Figure 2:1 depicts schematically the major structural

alternatives of a product or area emphasis in the MNC, and

how differences in emphasis relate to organization struc

tures with a dual focus (Leksell, Ope cit.).

Area FocusProduct/Area
Focus

Product Focus

I--------~-__+---------·-ilr__---------~

Area/Product
Focus

Global
Product Divisions

Mat/ix
Arrangements

Area
Divisions

Figure 2:1. Structural alternatives of a product and
area focus in MNCs



73

Doz (1979) made intensive case studies of three MNCs,

operating in the telecommunication and electro-mechanical

industries - LM Ericsson of Sweden, Brown Boveri of

Switzerland, and General Telephone and Electronics of the

United States. All three firms are faced with high degree

of host government influence on their operations, which

requires them to be responsive to local demands, e.g. to

start local manufacturing and R&D activities. At the same

time, due to competitive pressures, they face pressures to

rationalize and coordinate critical activities globally,

e.g. to centralize manufacturing and R&D in order to achieve

economies of scale (cf. also Chapter 3).

Doz found that the three MNCs employed different means

to achieve a dual focus in their organizations with an ap

propriate balance between global product coordination and

high responsiveness to local conditions.

The particular problems involved in managing matrix or

ganizations have been described by several authors (Davies

and Lawrence, 1977; Janger, 1979). Prahalad (1977) inves

tigated strategic decision making processes in a diversi

fied MNC having a matrix structure with area, product and

functional dimensions, each considered to be equally im

portant. According to Prahalad, strategic decisions made

by top-management were largely influenced by their judg

ment and confidence in the executive proposing a particular

alternative (cf. Ostman, 1977; Spangberg, 1981). Shifts

in strategy were accomplished by changing the relative

intra-organizational power of some dimensions of the matrix.

Global coordination of product lines, for example, was

achieved by shifting relative power from the functional to

the product dimensions of the matrix. This was accomplish

ed by moving key individuals and by changing the pattern of

information flows in the matrix.
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Recently some other scholars have investigated what

conditions are conducive to dual orientations in MNCs and

how formal and informal matrix organizations evolve.

Bartlett (1979) made intensive case studies of nine MNCs

in the food processing and pharmaceutical industries and

noted that changes in organizational orientation and cul

ture could be achieved gradually and not only through re

organizations of the formal structure.

Bartlett found that the food processing companies had

retained their international division structure in spite

of considerable international growth and increased complex

ity. The explanation given was that the nature of the

business was such that product development, manufacturing

and marketing were all don~ at the national level for

cultural and economic reasons. As each subsidiary operated

independently, no particular coordination and control pro

blems arose which required structural changes.

The five companies in the pharmaceutical industry ex

hibited different patterns. These companies faced strong

requirements to adapt and to be responsive to host country

demands. Simultaneously, they needed to be globally effec

tive and to coordinate their R&D and manufacturing activi

ties, which involved centralized production facilities for

certain ingredients. Contrary to the food processing in

dustry, the pharmaceutical industry was also less mature

and operated in a highly uncertain environment because of

host government controls and regulations.

According to Bartlett, the pharmaceutical companies

were faced with the necessity to develop complex global

organizations of the type described above. Instead of

developing new structures through a series of reorganiza

tions, as proposed by Stopford and Wells among others, new

managerial modes evolved gradually over time without any

change of formal structure.
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New organizational cultures emerged with coalitions

between product and area managers. Decision processes be

came more cooperative and intra-organizational communica

tion flows became more informal, flowing in multiple

channels.

As a result, while still retaining their formal struc

ture with an international division, the MNCs gradually

developed flexible multidimensional decision processes with

the same properties and results as a formalized matrix

structure (cf. Leksell, 1979).

To conclude, the evolution of matrix organizations re

quires a break-down of bureaucratic behavior and assump

tions. It tends to involve the creation of new behavioral

patterns and processes among organizational members which

emphasize collaboration, resource sharing and interpersonal

skills. It has been argued that in order to manage the

matrix mode, support systems have to be developed (Kolodny,

1976; Davies and Lawrence, 1977).

This development leads to dual evaluation and reward

systems and dual accounting and control systems. An impor

tant characteristic of a dual focus is the balance of power.

As the matrix mode implies resource sharing and dual respon

sibility, the power balance between e.g. a product orienta

tion and an area orientation has to be monitored and ad

justed if the desired behavior is to result.

Consequently, pressures for a dual organizational focus

tend to be accompanied by more complex relationships be

tween headquarters and the foreign subsidiaries. We can

expect that MNCs which are faced with these pressures will

employ elaborate instruments for managing the intra-organ

izational relationships. We will return to this in subse

quent chapters.
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THE THEORY OF ORGANIZATIONAL CONTROL

All formal organizations are concerned with how to channel

human efforts towards the attainment of organizational ob

jectives. The organization employs a set of instruments

and processes designed to influence the behavior and per

formance of organizational members, groups, subunits and/or

the organization as a whole towards goal congruence and

goal achievement. The sets of instruments and processes

are designated herein as either control systems or control

instruments.

The previous sections have primarily been concerned

with identifying the relevant structural and environmental

variables which constitute the context of control systems.

The purpose of this section is to discuss more specific

ally the elements of control systems.

The literature on control systems is highly confusing

as to the meaning of the concept and the approaches taken

to study it. The confusion stems largely from the fact

that the theorists having employed very different perspec

tives when defining the concept. Because of the many dif

ferent definitions and perspectives, no agreement exists

on what constitutes the boundaries of the concept.

It has not been possible to review all the extensive

literature that exists in the area. Instead, an effort

has been made to try to select and discuss the most repre

sentative theories and "schools of thought". The selec

tion has been made taking the relevance, for our purpose,

of the various "schools" explicitly into consideration.

The concept of control

We can identify three broad perspectives in the literature

on organizational control: a psychological/sociological,

an organizational and a management perspective. The dif

ferences in perspective become particularly evident from
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looking at the instruments of control proposed by the re

spective theorists. Before turning to the instruments,

some common definitions are worth mentioning.

Weber (1947) and Fayol (1949) view controls as attempts

to verify and correct actions which differ from established

plans and directions. Arrow (1964) defines control as the

selection of rules to maximize the organization's objective

function. Tannenbaum (1968) adopts a broader definition,

seeing control as interpersonal activities aiming at influ

encing behavior and actions. Etzioni (1961) equates control

with the strive to secure compliance from subordinates

through different means of coordinating specialized and

interdependent parts of an organization.

Argyris (1964) and Likert (1967) emphasize self-control,

i.e. motivation to perform the job without regard to reward

systems, while Lawler (1973, 1976) stresses the importance

of specifying desired behavior and to support this with re

ward and punishment systems. Anthony (1965) and Anthony &
Dearden (1976) employ, similarly to Fayol, a definition

which views control as a structure and as processes which

ensure that resources are obtained and used effectively

and efficiently to accomplish the objectives of the organi

zation.

For our purpose, all these definitions are equally

valid. Explicitly or implicitly, the definitions of con

trol are focused on goal achievement and goal congruence.

The major differences can be found in the various control

instruments implicitly emphasized in the definitions.

Instruments of control

The literature gives many examples of instruments of con

trol. The differences in "schools of thought" are partic

ularly visible when it comes to the identification of con

trol instruments.
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According to sociologists and organizational theorists

like Weber (1947), Blau and Scott (1962) and Thompson

(1967), control is accomplished through structural mechan

isms and the power of the dominant management coalition.

Rules, standardized procedures, hierarchy of authority and

specialization are viewed as important control instruments.

Those adopting a psychological perspective like Likert

(1967), Argyris (1964), Tannenbaum (1968) and Lawler (1973,

1976) emphasize motivation, goal setting procedures,

measurement, feedback and rewards as primary instruments.

The management or administrative school exemplified by

Fayol (1947), Anthony (1965), and Anthony and Dearden

(1976) is primarily concerned with plans, budgets and in

structions as the bases of controlw Performance measure

ment, evaluation comparison and feedback are regarded as

principal elements of the system.

It is evident that the literature lacks a common con

ceptual framework and definition of control and control in

struments. Divergences also exist regarding the level of

analysis, e.g. individual, group, subunit, etc and the ex

tent to which empirical research has been conducted.

Some attempts have been made to integrate the diffe

rent theories of organizational control. Ouchi (1979) views

the purpose of control as ensuring present and future co

operation and cooperative efforts among individuals or

units with non-congruent goals. He identifies three major

control mechanisms - "market", "bureaucratic", and "clan"

mechanisms (op. cit., pp. 834-837) - and argues that these

can be used at any level of analysis. The first mechanism

is based on output measurement and relies on price infor

mation; the second, on hierarchical surveillance and relies

on rules and procedures; the third on socialization and

sharing of organizational values and norms and relies on

organizational culture and traditions.
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Extensive research has been made regarding the purpose

design and functioning, as well as the effectiveness of

control instruments. It has been shown that various forms

of control result in differences in commitment to or alien

ation from organizational objectives. For our purpose,

this research is of interest as it gives an insight into

the efficiency of various control instruments and an iden

tification of alternative ways to design and manage the in

struments.

Measurement as a control instrument

Most theories of control discuss measurement as an impor

tant control mechanism. Measurement implies the quanti

fication of the object or criterion of control. Measure

ment has most often been seen as a device to provide in

formation necessary for corrective action. The control

process involves the collection, analysis and transmission

of information (Anthony and Dearden, 1976). Hofstede

(1967), among others, observed that measurement also has

a behavioral impact. It may affect perceptions and motiva

tions so that individuals focus their efforts towards the

criterion that is measured.

March and Simon (1958) have noted that the measurement

itself generates the alternatives available for decision

making. Correspondingly, it may also limit the available

alternatives.

As the measurement may act as a constraint, the vali

dity and reliability of the data in the information system

is of critical importance. At the individual and group

level of analysis Lawler (1976) has argued that participa

tion in the design of the measurement system is positively

correlated with perceived validity and reliability of the

measures and to organizational commitment. Perceived

validity and reliability of the information produced through

the measurement is, in turn, positively correlated with

performance outcomes.
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Feedback and rewards as control instruments

Most researchers are in agreement that feedback on behavi

or and performance has a strong impact on both job out

comes and motivation. Consequently, feedback is an impor

tant control instrument. According to Lawler (1976),

feedback provides the individual with information that en

ables him to correct behavior when it deviates from goals

or standards. The information provided may have a motiva

tional impact as it may suggest reward and punishment, as

well as give direction.

lIgen (et al., 1979) argues that the effectiveness of

feedback is positively related, among other things, to its

frequency and timeliness, its relevance to the task and

its sign, i.e. if it is positive. Effectiveness is also

improved if feedback comes from what is considered to be a

competent source.

Ouchi (1979) has made a distinction between feedback

on behavior and feedback on job outcome. Feedback on out

come j~ appropriate only when outcomes and the process

behind the outcome are understood and can be measured with

a high degree of validity and reliability. If this is not

the case, feedback on work behavior, i.e. how the work is

performed, is more appropriate.

When there is little understanding of the work process

and the measurability of outcome is low, neither behavioral

nor outcome feedback is appropriate as a control instru

ment. In this case traditional bureaucratic control in

struments are also inappropriate, since these instruments

assume that desired behavior and output can be specified

and measured with reasonable precision.

Closely related to feedback is the distribution of

rewards and punishments. Rewards and punishments can in

fluence future behavior and performance. The mere exist

ence of rewards and punishments may also function as an
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important control instrument, as it creates expectations

and influences the behavior towards goal achievement.

Research has shown that the effectiveness of rewards

is related to how well the rewards are linked to actual

performance, their timeliness and the extent to which they

are perceived as valid and equitable. Obviously, rewards

are also more effective as a motivational tool if their

distribution base is congruent with the goals and aspira

tions of the individual (Lawler, 1977).

Planning and budgeting as control instruments

Planning and budgeting are traditional control instruments.

On an ex ante basis, they are a vehicle to establish goals

and standards to guide the actions of individuals, groups

or units. Planning and budgeting also allow for an ex

change of information towards the attainment of goal con

gruence. According to Anthony (1965), planning is an inte

gral part of the control system.

On an ex post basis, planning and budgeting constitute

a basis for measurement and evaluation of performance

against pre~established goals and standards.

Empirical research has shown that goals are more effec

tive in influencing performance outcomes the more they are

understandable and specific, i.e. closely related to the

task and job situation instead of being general (Latham and

Yuki, 1975).

Argyris (1964) argues that participation in goal setting

promotes congruence between individual and organizational

goals and improves system effectiveness. There is also

evidence that more difficult goals are positively correlated

with higher performance levels (cf. Ostman, 1977).
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Organization structure and culture as control instruments

Blau and Scott (1962), Thompson (1967), Hall (1972), among

others, see the development of organization structure as

a primary response to problems of control and coordination.

As already noted above, organizational specialization, ver

tical and horizontal differentiation, centralization, for

malization, and standardization have all been considered as

important control instruments. The formal structural

characteristics of the organization are a control instrument

in themselves as may reduce the variation and increase the

predictability of behavior and performance levels.

Etzioni (1961) and Katz and Kahn (1978), among others,

have pointed out the importance of norms and values as con

trol instruments to guide behavior and actions. Organiza

tional culture, i.e. the existence of common values and

norms, can provide information about behavioral expecta

tions and goals (Ouchi, 1979). The process of socializa

tion ensures that the culture and the expectations about

goals and behavior imbedded in the culture are understood

and internalized by the members of the organization.

Many organizations do not have single or coherent sets

of goals, partly because subunits are often only loosely

linked to each other (March and Simon, 1958). Bureaucratic

control instruments are not well suited in situations of

goal incongruence, limited rationality and uncertainty,

as these require standardization, predictability and objec

tive measurements.

If common values and attitudes are shared among organi

zational members, the organization can nevertheless ensure

desired behavioral patterns. Bureaucratic control instru

ments are then completed and/or replaced by "indoctrina

tion" of desired behavior and supported by selection pro

cedures. Through careful selection and training of approp

riate individuals, self-control is instituted and the or

ganization may rely less on direct surveillance and measure

ments.
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However, socialization as a control instrument re

quires low turnover of personnel. Its efficiency depends

among other things on the degree of goal incongruence

(Ouchi, 1979, p. 846).

Control strategy in multinational companies

Few attempts have been made to systematically describe and

analyze how MNCs balance their use of different control in

struments. Most studies of control and coordination in

MNCs have investigated the design and function of single

instruments and systems. Seldom have these studies attemp

ted to identify the relevant conditions which may influ

ence the choice of and balance among different control in

struments or the conditions which may affect the use of

any particular instrument.

Still, we can expect that complex organizations like

MNCs do not rely solely on one instrument to manage their

headquarter-subsidiary relationships. On the contrary, it

is likely that complex systems are used, with different

emphasis on each, depending on specific contextual factors

in each setting. It can also be expected that the various

control instruments are in a state of dynamic interaction

with one another, as well as with their context.

Recently some attempts have been made to identify the

design and functioning of different control instruments

used by the MNCs to coordinate and control overseas opera

tions. Youssef (1975) investigated 302 US firms to deter

mine how certain contextual factors influenced the control

strategy of the MNCs.

Youssef identified eight control instruments: the

choice of nationality of the subsidiary president, head

quarter influence over selection and training of subsidi

ary managers, headquarter supervision and staff support,

standardization of such factors as subsidiary organization
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structure, operating procedures, accounting and product

design. He also identified some contextual variables such

as ownership share, size and age of the subsidiary, host

country development and the international experience of the

MNC as a whole.

Youssef found that only ownership share and age of the

subsidiary had significant relationships with most of the

control instruments. His data indicate that as ownership

share increases, the use of the various control instruments

tends to increase. It was also found that when the subsidi

ary gets older or the more developed the host countries are,

the use of local nationals as managers tends to increase.

Youssef's study, although interesting, has some limita

tions for our purpose. The most serious one lies in the

methodology. His identification of different contextual

factors and control instruments incorporates different

levels of analysis, thus preventing an analysis of potenti

al relationships. Furthermore, most of the control instru

ments identified by Youssef do not easily lend themselves

to measurements for statistical analysis.

Recently Prahalad and Doz (1980), through case studies,

observed some f{Jrces which seem to influence the ability of

headquarters to control the strategy of the foreign subsid

iaries. According to the authors, what they call strategic

control of subsidiary operations declines when the subsidi

aries mature and grow in size. More mature subsidiaries

can afford adequate management talent and their own R&D

function. Similarly, as the industry matures the technolo

gical advantage that headquarters may possess disappears.

As a whole, with greater industry maturity and subsidiary

size, the extent of dependence on headquarters diminishes

and its nature changes.

According to Prahalad and Doz, the problems of loss of

control can be solved if more "subtle" controls replace

"direct and overt" controls. Without precisely defining
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the first type of controls, Prahalad and Doz stress the

balance and shifts in the distribution of intra-organiza

tional power and the use of supporting mechanisms to achieve

a desired change in control strategy. Among the supporting

mechanisms they are: (1) "people oriented mechanisms", e.g.

staffing policies, reward systems, and patterns of sociali

zation, (2) "data management mechanisms", e.g. information

systems, budgeting and planning systems, and (3) "conflict

resolution mechanisms", e.g. task forces, committees and

integrative positions (op. cit., 1980, pp. 13-14).

The research of Prahalad and Doz is of interest as it

is one of the few attempts to identify and conceptualize the

problems of and needs for coordination and control of foreign

subsidiaries in MNCs. The normative and prescriptive nature

of the research, and the lack of more precise definitions

than broader conceptual categories, limit the value of their

study. Their uncontrolled sample, together with imprecise

definitions and measurements, makes it unfortunately very

difficult to establish and verify the existence and direc

tion of any causal relationships among control strategy,

control instruments, and contextual factors.

It is clear that headquarter needs for and modes of co

ordination and control may vary depending on subsidiary

specific factors. For example, Otterbeck (1979) has shown

in great detail, using the same sample as I did, how the

mode of managing the headquarter-subsidiary relationships

may vary depending on the MNC's ownership share in the

foreign entity. Hedlund (1979) has made a comprehensive

investigation, also using the same sample, of how subsidi

ary autonomy is influenced by subsidiary-specific factors

such as the size and location of the subsidiary, its age,

the nature of the technology, and the magnitude of intra

company transactions. Hedlund found few statistically

significant relationships and he questions whether any di

rect and simple relationships exist. Instead, he points
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out the necessity to look at the context of decision making

processes.

Most studies on the coordination and control of foreign

subsidiaries have focused on subsidiary-specific factors.

When the subsidiary is used as the unit of analysis, the

context of the MNC as a whole is neglected. It can be ar

gued that the characteristics of the environment and the

strategy of the MNC as a whole are the primary determinants

of the needs for coordination and control, and the design

of various control systems. It is likely, however, that

subsidiary-specific factors may explain variations in the

actual use of different control systems. Such variation may

then be caused by factors such as ownership share, subsidi

ary size, host country conditions, and subsidiary perform

ance. We can expect, though, that the influence of sub

sidiary-specific factors is systematic in the sense that

the influence in general can be observed to be equal in

different MNCs. Earlier research results seem to point to

such a conclusion (cf. findings of Brooke and Remmers, 1970;

Alsegg, 1971; Robbins and Stobaugh, 1973; de Bodinat, 1975;

Otterbeck, 1979; Hedlund, 1979; Garnier, 1980; Welge, 1980).

Consequently, subsidiary-specific factors do not neces

sarily contribute to our understanding of the internal func

tioning of the MNC or of the overall requirements for co

ordination and control of the foreign subsidiaries.

Some studies have focused on the MNC as a whole and the

control strategies of these firms, on the other hand, most

of these studies have been concerned with the design and

functioning of individual control systems rather than the

whole range of potential systems.

Edstrom and Galbraith (1977) have hypothesized that

transfer of managers in the MNC can be used to coordinate

and control the activities of the firm. They argue that

transfer of managers among the foreign subsidiaries, and
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between foreign subsidiaries and headquarter units, would

lead to a control and coordination strategy based on social

ization of organizational values and ideologies.

According to Edstrom and Galbraith (op. cit.), the

transfer of managers enables the creation of informal in

formation networks, facilitating control and coordination

of the MNC by increasing the degree of identification, com

mitment and cultural internalization of its organization

members. Their study is one of the few attempts at linking

human resource management issues in the MNC to the intra

organizational relationships in these firms, and provides a

major contribution in this area.

Another approach has been taken by Perlmutter (1969),

and Heenan and Perlmutter (1979). They argue that the de

cision processes of the MNC are determined by the organiza

tion structure and the attitudes and perceptions of its

managers. Perlmutter (op. cit., p. 18) has classified the

attitudes and managerial orientations as being ethnocentric,

polycentric, regiocentric, or geocentric, each category

having a specific impact on various managerial aspects of

the MNC. According to Perlmutter (op. cit.), the degree of

multinationalism is also dependent on the pressures placed

on the firm by its various stakeholders. As a whole, the

cognitive orientation of the MNC's managers is hypothesized

to have far-reaching consequences for the management of the

headqparter-subsidiary relationships.

Some research has pointed to the potential difficul

ties of implementing social control stra~egies in MNCs. As

noted above, social control requires a low turnover of man

agers. It is also likely that cross-cultural differences

in cognitive orientations and attitudes. among organization

members in the MNC may to a certain extent prevent inter

nalization of organizational values and norms.
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For example, in a sample of 3 641 managers from 14

countries, a considerable variation was found among nation

alities, particularly regarding managerial attitudes toward

subordinates and the degree of participative management

(Haire, et al., 1966). Such differences may clearly make

it difficult for managers to adapt to new environments and

thus cause problems with the transfer of managers among dif

ferent countries (cf. also Stymne, 1979).

Laurent (1979) found differences in management attitudes

among 772 managers from 9 countries. Managers from coun

tries like the United States, Switzerland, the United King

dom, Germany and Sweden tended to view the role of the or

ganization structure less as a political and authority sys

tem than managers from Latin countries like France, Italy

and Spain.

Laurent (op. cit.) also investigated attitudes among

managers from different countries who worked within the

same MNC. He found even larger differences in management

attitudes in this sample. In this study, the existence of

a multinational corporation was not found to have any homo

genizing effect on attitudes, independent of national cul

ture. These research results show that there may be seri

ous obstacles to creating a uniform organizational culture

in the MNCs and to using socialization of values as an ef

fective control instrument if managers represent different

nationalities.

For our purpose, research on individual control instru

ments gives only a partial picture of the management of

headquarter-subsidiary relationships in MNCs. From a

methodological and conceptual point of view, the major

problem and challenge lie in the description and analysis

of the design and functioning of different control instru

ments and their interrelatedness and relevance in diffe

rent environmental, strategic and structural settings.
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SUMMARY

The purpose of this chapter was to develop a framework

which may help explain potential relationships between the

context of the MNC and the requirements for and modes of

coordination and control of foreign subsidiaries. Speci

fically, the framework has been used in the following way:

The research on complex organizations has identified

major forces behind organization structure and processes.

This research current helps us to analyze the environment

of the MNC and how environmental factors may influence the

structure and the intra-organizational relationships of

the MNC.

Research on business strategy and the impact of growth

introduce the concept of managerial choice as a complement

to the more static and deterministic relationships postu

lated by organization theory. Empirical research on

growth strategies in the business firm has also contributed

specifically to our knowledge about organization structure

and processes in MNCs. This research helps us to further

identify and analyze the strategic factors which may influ

ence the design of control systems and management of head

quarter-subsidiary relationships.

Taken together, the two research currents above allow

us to identify and conceptualize the environmental and

strategic context of the intra-organizational relation

ships, as well as the requirements for coordination and

control in the MNC.

The research on organizational control allows us to

identify different coordination and control instruments.
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To facilitate the analysis, the various coordination

and control instruments have been grouped into three major

control systems. These systems are designated herein as

organizational, administrative and social systems for the

management of headquarter-subsidiary relationships. In

Chapters 4-6 we describe and analyze the design and func

tioning of each of these systems. The major control systems

are broken down into specific instruments for coordination

and control~
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3 The Environmental and Strategic Context
Headquarter-Subsidiary Relationsh

The primary purpose of this chapter is to describe the key

characteristics of the firms investigated, their competi

tive environment and the major attributes of their growth

strategies. The environmental and strategic characteris

tics of the MNCs investigated influence directly or indi

rectly the need for and mode of coordination and control

of their foreign subsidiaries. The characteristics of the

MNCs investigated thereby constitute the context of the

headquarter-subsidiary relationships.

A second purpose of this chapter is to briefly analyze

how the context of the MNCs may influence the relationships.

The potential influence of most of the contextual factors

has already been discussed in Chapter 2, while in this

chapter the analysis is focused on the influence of some

specific factors which have not been discussed at length

in earlier research. As such it complements the discussion

in the previous chapter.

The selection of characteristics and attributes of the

MNCs under study has been purposely restricted to include

only those which have been found to be of major impor

tance. The following characteristics are described and

analyzed in succeeding sections: (1) the magni tude of

international operations in the MNCs, (2) product diversi

ty and diversification strategy, (3) industry and customer

structure, and the competitive environment in which the
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MNCs operate, (4) the nature of the technology and the manu

facturing strategy, and (5) the degree of environmental un

certainty facing the firms. The chapter ends with a summary.

In the descriptions below, the names and industries of

the company are kept anonymous. Although making the descrip

tions somewhat more abstract, this does not impose any re

strictions on our purpose. Only the salient characteristics

of the firms and their environment are of interest, not

their specific names and industry settings. The description

and classification of each firm are made relative to the

others in the sample if not noted otherwise.

The key characteristics of the MNCs investigated are

summarized in Table 3:1. Each of the dimensions in the

table is further described in succeeding sections.

SIZE AND INTERNATIONAL OPERATIONS OF THE MNCs

All the MNCs investigated are relatively large. In terms

of sales they are among the fifty largest industrial com

panies in Scandinavia, and among the thirty largest in

Sweden.

Organizational size can be measured in different ways

(cf. Chapter 2). Table 3:2 shows the size of each MNC

using different measures. All figures refer to the end of

the 1970s.

As is shown in Table 3:2, companies I-III are approxi

mately equal in size. Companies IV-VI are relatively

smaller, but as a group they are also of approximately the

same size.
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Table 3:1. Summary characteristics of the HNCs investigated

Company

Charac-
teristics ~ I I

Degree of product I Low
diversification

Technology intensity ! High
and level of complexity

Barriers to entry I High

II

Low

High

High

III IV V

Low Hediwn High

Intermediate Intermediate Low

High Medium Medium/Low

VI

High

Low

Low

Industry structure

Intensity and scope
of competition

Degree of host country
and government influence

Size

Interdependence be
tween headquarter and
the subsidiaries

International
experience

Oligopoly

High global

High

Large

High/
Reciprocal

High/
Medium

Oligopoly

High global

High

Large

High/
Reciprocal

High

Oligopoly

High global

Medium

Large

High/
Reciprocal

High

Oligopoly

High global

Medium

Mediwn

High/
Reciprocal

High

Fragmented

Medium local

Low

Mediwn

Low/
Pooled

High

Fragmented

High local

Low

Mediwn

Low/
Pooled

MedilUIl

~

IN
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Table 3:2. Size of the MNCs (rounded figures)

Company

Characteristics I II III IV V VI

Total invoiced 10.000 9.000 10.000 5.000 5.000 4.000
sales
(in SEK 1000)

Total assets a/ 15.000 14.000 14.000 5.000 5.000 3.000
(in SEK 1000)

Total number 40.000 65.000 55.000 20.000 25.000 15.000
of employees

a/ at book value

Magnitude of international operations

All six MNCs have extensive experience of international

operations. With the exception of company VI, the MNCs

started to internationalize their operations in the early

part of this century and expanded rapidly after the second

world war. Some of the MNCs established their first manu

facturing subsidiary at the end of the last century. All

six MNCs have more than 30 foreign subsidiaries and all

had more than 10 manufacturing subsidiaries outside Sweden

in 1978. Company II, for example, has over 60 foreign en

tities, of which more than 13 have manufacturing opera
tions.

More than 50 % of the total sales of all six MNCs is

generated abroad. In companies III and IV the Swedish

home market accounts for less than 10 % of total sales.

In companies II and V the Swedish home market accounts for

less than 30 % of total sales.

With the exception of company I, all the MNCs have more

than 50 % of their employees working outside Sweden. The
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percentage for company I is approximately 25 % because

their major manufacturing facilities are located in Sweden.

The effect of the MNC's size on headquarter-subsidiary

relationships cannot be carefully analyzed in this sample,

since the size of the firms does not vary much. The large

size, however, in absolute terms of the MNCs investigated

indicates the organizational complexity of the firms (cf.

Chapter 2).

Both the magnitude of international operations and the

international experience of the MNCs are of interest for

our purpose. There is some evidence, although not conclu

sive, that greater international experience may be related

to less subsidiary autonomy. Empirical evidence regarding

the potential impact of international experience on head

quarter-subsidiary relationships, as defined here, is

scarce.

Most studies have focused on the effect of internation

al experience on subsidiary autonomy in specific functional

decision areas. Piccard (1978) found that headquarters in

more experienced MNCs was more involved in the marketing

decisions of their foreign subsidiaries; i.e., the subsidi

aries had lower autonomy. Weichmann (1976) did not find

any relationships of this kind. Robbins and Stobaugh

(1973) found the reverse situation in the area of financi

al decisions in the foreign subsidiaries of US MNCs. Re

cently, Hedlund (1979) investigated subsidiary autonomy

in our sample and found no clear association with experi

ence.

It is difficult to perceive that the international ex

perience of the MNC would have any major impact on the

needs for coordination and control. It is possible, how

ever, that experience is related to the modes of managing

the relationships.



96

When experience increases, a learning process takes

place in the organization. We would argue that during

this process, the MNC gains experience in the design, use,

and adequacy of instruments for coordination and control,

particularly administrative ones. Everything else being

equal, it is then probable that more experienced MNCs can

increase the standardization of the control instruments in

use. The learning that follows with an increase in experi

ence makes the MNC, at any single point in time, better

acquainted with system design alternatives. A chosen degree

of system standardization can then be achieved more easily

and still fit the particular coordination and control re

quirements of the firm.

It can be hypothesized that besides standardization of

administrative systems, any other potential relationships

between international experience and the design and func

tioning of the control systems are very weak or even non

existent.

PRODUCT DIVERSIFICATION AND DIVERSIFICATION STRATEGY IN

THE MNCs

All six MNCs investigated have diversified their product

portfolios to a varying extent. A simplified version of

Wrigley's (1970, Chapter 3) and Rumelt's (1974, pp. 11-32)

classification schemes of product diversity and relatedness

was used.

The degree of product diversity was measured as the

proportion of annual sales revenues during 1978 which can

be attributed to different discrete product lines. If more

than 50 % of annual sales revenues can be attributed to a

single product group or activity, the degree of diversifi

cation has been classified as low. If a single product

group or activity accounts for between 25-50 % of total

sales, the degree of diversification has been classified

as medium. Correspondingly, if no single activity accounts
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for more than 25 % of total sales, the degree of product

diversification has been classified as high.

Contrary to the concept of product diversity, the degree

of product relatedness concerns how the firms have diversi

fied, i.e. their diversification strategies. The degree of

relatedness among different product lines is a composite

measure and defined as the extent to which the MNC has built

upon existing resources and skills when diversifying into

new activities. For example, a common technology may be

used in different product lines, the same production methods

and distribution systems may be used for different products

and/or different products may have the same end uses.

The degree of relatedness has been classified in three

dimensions, namely, dominant, related, and unrelated. It

is obvious that product diversity and relatedness are cor

related with one another to a certain extent.

Using the classification scheme, a company with high

vertical integration would be classified as being dominant.

Contrarily, a firm which had diversified into new activities

without regard to any relationships among different busi

nesses would be classified as having had an unrelated diver

sification strategy. This last pattern is quite descrip

tive of so called conglomerate firms. A related diversifi

cation strategy implies that different discrete product

lines are linked to each other.

Table 3:3 summarizes the diversification strategies

pursued by the MNCs.

Companies I-III all have very narrow product lines,

although many product varieties may exist within each line.

More than 80 % of company I product lines are found within

the same 3-digit S.I.C. code. In companies II and III one

product line accounts for more than 50 % and 70 %, respec

tively, of total sales revenues.
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Diversification strategies in the MNCs

~~ompany I
Charac- ~ ,
teristics ~ I

"'-.

Degree of pro- Low
duct diversi
fication

II

Low

III

Low

IV V

Mediwn High

VI

High

Degree of pro
duct related
ness

Dominant Dominant Dominant Related Un- Un-
related related

Company IV has a more diversified product portfolio.

The largest single product line accounts for slightly less

than 50 % of total sales revenues. Companies V and VI are

highly diversified and are best described as being conglo

merates.

The major product lines in each of companies I-IV are

all based on the same core technology. Many lines make use

of the same components and intermediate products. In gener

al, all product lines in these firms are distributed through

the same international distribution system.

These four MNCs have diversified primarily through in

ternal expansion by adding new product lines developed or

spun-off from existing products and technologies. In very

few cases have these firms diversified through mergers and

acquisitions. Acquired entities account only for a minor

part of their total sales revenues.

Companies V and VI are considerably more diversified.

Contrary to the other group of MNCs, these firms have diver

sified through the acquisition of other firms. During the

1960s and up to 1976, company V had an explicit strategy of

becoming a conglomerate. Corporate policy has been that

no single newly acquired entity should account for more
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than 10-15 % of consolidated revenues. Company IV has

diversified as well as internationalized its operations,

mainly through foreign acquisitions.

As noted in Chapter 2, it is clear from prior research

that product diversity has a profound impact on organiza

tional structure and internal functioning of the firm.

We would expect that the headquarter-subsidiary rela

tionships in companies V and VI, being highly diversified,

with unrelated product portfolios, would exhibit the char

acteristics described in Chapter 2. Compared to the less

diversified firms, i.e. companies I-IV, we would assume

that performance evaluation criteria differ, and that cor

porate management is less involved in subsidiary affairs.

Following our discussion in Chapter 2 regarding the

effect of different diversification strategies on intra

organizational relationships, we would also expect that

companies V and VI would have smaller headquarters offices

than companies I-IV. Moreover, fewer corporate staff func

tions are likely to be found in this first group of MNCs,

indicating that control and coordination requirements may

in fact be lower in these types of firms.

INDUSTRY STRUCTURE, CUSTOMERS, AND COMPETITIVE ENVIRONMENT

As the particular industries in which the companies operate

have had to be kept anonymous, the attributes of these indus

tries are described instead. It is also the attributes of the

industries which are of primary interest for our purpose.

Companies I-IV all operate in industries which are

best characterized as international oligopolies. This

holds for their major product lines, while minor lines are

sometimes competing in fragmented industries.

The industry concentration is very high. In general,

the four to five major manufacturers hold over 70-80 % of

the total market. Companies I-IV have an average global
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market share of 15-35 %. In some regions it may be even

larger, while in others smaller. As the degree of product

diversification is low in these four MNCs, the competitive

position of their major lines is very important for corpo

rate performance.

In general, companies I-IV encounter the same but few

competitors in most foreign markets. Competition is glo

bal and comes from three to five other international firms

with approximately equal market power. These firms are

based primarily in other highly industrialized countries,

such as France, Japan, West Germany, the United Kingdom,

and the United States. Competitive rivalry is intense and

each firm devotes considerable effort to competitive ana

lysis and product positioning.

The industries of companies I and IV are slightly less

concentrated. Relatively speaking, these two firms also

encounter relatively small competitors which quite often

are local companies.

The high industry concentration and the intensity of

competitive rivalry are due to several interrelated fac

tors. First, the major product lines, particularly of com

panies I, III, and IV, are mature in terms of their loca

tion on the product life cycle. Company II is still in

its growth phase. For these firms product maturity implies

slow industry growth and strong competition for market

shares.

Second, the product lines require capital intensive

production methods and/or make use of complex technologies.

This leads to economies of scale in production and R&D and

high barriers for new industry entrants. The characteris

tics of the technology and production function in these

firms will be further discussed in a subsequent section.

The oligopolistic market situation facing the four

MNCs has diminished the relative importance of price com

petition. Instead, other product attributes such as quality
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and technology are emphasized. Companies I and II are con

sidered to be among the leaders, with regard to technology

in their respective industries. Companies III and IV em

phasize product quality and global distribution and service

networks as their major competitive strength.

Although price is not a major competitive parameter, it

does not imply that the firms are operating in price in

elastic markets. On the contrary, for all firms price and

cost competitiveness are still very important. The emphasis

on other product attributes, however, is part of their com

petitive strategy of increasing product differentiation.

Being located in Sweden, a high cost country, the firms have

a certain competitive disadvantage regarding price, which

makes product differentiation more important. This creates

needs for, among other things, rationalization of manufac

turing operations.

Company III in particular, but also company IV to a

certain extent, are price leaders within their respective

industries. Companies I and II are engaged primarily in

systems selling and turn-key projects, which makes price

comparisons less meaningful. On the other hand, the stra

tegic stakes in receiving an order are higher for these two

MNCs, making it sometimes necessary to sacrifice short-term

profitability (cf. Porter, 1980, p. 20).

Companies V and VI are operating in different indus

tries; For most product lines the industry structure is

best characterized as fragmented. Competition comes pri

marily from local firms with little or no international

operations.

As the degree of product diversity is much higher in

these two firms, compared to companies I-IV, different pro

duct lines clearly exhibit different characteristics re

garding market position, competitive conditions, and pro

duct maturity.
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As an average, also considering the relative size of

different product lines, these two firms have fairly mature

products, low technology intensity and large number of com

petitors which are often small or medium sized firms.

The most important competitive parameter is price.

These two firms have also managed to gain competitive

strength through extensive international distribution sys

tems. Barriers to entry in their respective industries

differ. They are low for company VI's major product lines

because of low capital intensity in production, but high

in company V's major product lines, which have heavy capi

tal requirements. The intensity of competition is high,

due among other things to ehe existence of substitute pro

ducts.

Company V is slightly different from company VI. This

firm has some product lines with very high global market

shares. These lines are highly mature and require capital

intensive production methods. The company has long had ex

tensive international operations in the form of foreign

manufacturing facilities for these lines. In these partic

ular product groups barriers to entry are considerable.

One distinct difference between companies I-IV and com

panies V and VI is that there is less value added in the

major products of the latter group of firms. This factor,

among other things, has contributed to preserving the local

nature of their respective industries.

A second difference between the two groups of firms is

that the two conglomerates, i.e. companies V and VI, are

not exclusively selling industrial goods. Some of their

products are consumer durables and sold directly to end

users. Most of their product-market activities, however,

are directed towards industrial goods markets.

Table 3:4 summarizes some of the industry character

istics and the competitive position of the firms investi

gated. The figures relate to the situation of the sub-



Table 3:4. Industry structure and competition

COJTq)any I
Characteristics----------~_,,===__=_=______= I II III IV V VI

Average industry concentrationl 81% 97% 79% 90% 97% 40%

Average number of competing firms 5 3 5 4 10 >50

Type of competitors2 Mostly Mostly Mostly Both Both Mostly
foreign foreign foreign foreign foreign local
owned owned owned and and firms
firms firms firms local local

firms firms

Average intensity of competition3 2.0 1.6 2.0 2.5 3.33 3.0

Average market share for the firm4 25% 39% 25% 47% 60% 16% t---I
0

Sample sizeS
CN

5 5 4 4 3 3

1 Industry concentration has been measured as the combined market share of the four largest sellers
in the market. The variance is high particularly for companies I, V and VI. Figure for company
V is not representative as noted above.

2 Type of competitors in each subsidiary market has been classified by subsidiary executives in six
categories e.g. foreign owned firms, local firms (private), state-owned enterprises, foreign
imports etc.

3 Intensity of competition has been classified by headquarter and subsidiary executives according
to a S-point scale, ranging from 1, equal to very high intensity, to 5, equal to very low in
tensity.

4 Average market share for the subsidiaries in their respective host countries. The variance is
high. The figure for company V as noted above is not representative.

S The number of investigated subsidiaries in each ~wc. All measurements except intensity of com
petition have been made at the subsidiary level.
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sidiaries studied in each MNC. The figures are represen

tative for the firms as a whole except for the market

share and industry-concentration figures for company V.

The figures for this company relate to one specific pro

duct line and market segment in which the firms have

achieved a very dominant position through the acquisitions

of competing firms. The figures for company VI relate to

the two most international product divisions in the MNC.

As is shown in Table 3:4, the industry concentration

is high, particularly in the industries of companies I-IV.

This is apparent when concentration is measured as the num

ber of firms competing in the industry. The average number

of firms competing in the industries of companies V and VI

are 10 and 52, respectively, compared to less than 5 in

the industries of the other four MNCs.

The figures for industry concentration, measured as

the market share for the four largest sellers in the coun

tries of the subsidiaries investigated vary considerably.

The variation is due to differences in each geographical

market.

Geographical differences in market shares are more pro

nounced in the MNCs operating in oligopolistic markets.

Company II, for example, has a market share of over 90 %

in Sweden, and around 40 % in Brazil, and less than 1 % in

the United States, and an average market share of 16 %

worldwide. Similarly, company IV is strong in Europe,

with an average market share of over 40 % compared to less

than 10 % in the United States.

Knickerbocker (1973) has shown that the global spread

of MNCs in oligopolistic market structures is dependent on

the market presence of its competitors. In the effort to

increase and/or preserve global market shares, the estab

lishment of foreign subsidiaries in these types of MNCs

tends to follow the geographical establishment pattern of
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their competitors. Market shares tend to be fairly stable

in mature oligopolistic markets. No single firm can allow

an uncontrolled geographical spread of its competitors.

Geographical differences in competitive position emerge

easily under these conditions. This is the major explana

tion for the observed variance in market shares for compani

es I-IV.

In the two conglomerates the variance is explained pri

marily by their product diversity and their internationali

zation pattern, i.e. in which foreign countries they have

chosen to undertake direct investments.

The customer structure in the MNCs

All six firms investigated manufacture almost exclusively

industrial products. The nature of the six firms' customer

segments differs, however, in both the number of and type

of customers.

Companies I and II have a highly concentrated customer

base. Both firms are extensively engaged in system sales

rather than single products. The products are sold primari

ly to public customers, i.e. governments, public agencies

and/or state-owned enterprises.

More than 30 % of company I's total sales go to public

customers. For company II public customers account for

more than 45 % of total sales revenues. Private industrial

firms account for the remainder of both MNCs' total sales.

The high proportion of public customers implies high

customer concentration. These customers often requires

public tenders as a basis for their purchasing decisions.

Information about prices is therefore easily accessible,

thus often compelling the MNC to harmonize its prices world

wide.

Companies III and IV market their products primarily to

private-owned and in some instances state-owned industrial
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firms. The smaller proportion of public customers compared

to companies I and II makes their customer structure rela

tively speaking less concentrated.

Compared to companies I and II, companies III and IV

are also more involved in the sale of single products with

standardized product specifications. In spite of this,

their customers are concentrated in absolute terms. A large

proportion of their total sales goes to original equipment

manufacturers. These customers are often of considerable

size and multinational in scope. In many instances they

use companies III and IV as suppliers in many parts of the

world and are sensitive to price differentials. As a con

sequence, global price harmonization is of importance also

in these two MNCs, as is a coherent marketing approach

among the foreign subsidiaries.

Companies V and VI have a different customer base.

Their customers are mostly local privately owned firms,

which are relatively small. The bulk of the products are

standardized with low technology intensity. Compared to

the other four MNCs, marketing efforts, segmentation and

distribution networks are more important for companies V

and VI. Price differentiation is also more easily imple

mented because of the nature of the customer base.

The high product diversity in companies V and VI makes

measurements of market characteristics difficult. The de

scription above holds, however, for products which account

for the majority of total sales revenues.

Having described the characteristics of the competi

tive environment and the customer structure of the six

MNCs, the next section will analyze the potential impact

of these contextual variables on headquarter needs to co

ordinate and control subsidiary operations.
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The potential impact of industry and customer structure,

and competitive environment on the headquarter-subsidiary

relationships

As already described in Chapter 2, it has been observed

in earlier research that increased competition tends to

lead to a decentralization of responsibility. Decentrali

zation becomes necessary in order to enable the firm to be

responsive and to react swiftly to changes in competition.

These findings are not exhaustive, though, as the na

ture of the competitive conditions may also require a cen

tralization of decision making. If the MNC operates under

intense competitive conditions, which also are character

ized by oligopolistic market structures, it is likely that

two opposing forces are working simultaneously. Competi

tion alone requires swiftness and responsiveness in deci

sion making which, as described above, is likely to be

achieved by increasing subsidiary autonomy. However,

oligopolistic markets imply high interdependence among the

competing firms. If the oligopoly is global in scope, the

MNC's market behavior in one country may have an impact on

the competitive conditions in other countries.

A need then arises to ensure coherent market behavior

among the foreign subsidiaries. The striving for coher

ence implies that the market conduct has to be coordinated

and controlled by the center. The subsidiaries would be

free to act and make decisions within their organizational

domains, but their discretion would be specified and con

strained within the limits established by the center, i.e.

headquarters.

The need for coordination and control is not necessari

ly equal under all forms of oligopolistic conditions. The

nature of these conditions may vary considerably, thereby

changing the control requirements.
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If there is substantial collusion among different com

panies regarding price and other competitive parameters,

the need for headquarters to internally control and en

force agreements among the subsidiaries is stronger.

Other factors may also mediate the influence of the com

petitive conditions on intra-organizational relationships.

Such factors may be the relative bargaining power of sellers

versus buyers and political and social limits on bargaining

and collusion in the industry (Williamson, 1975).

Stigler (1964) has shown that collusion is more effec

tive when prices are easily comparable and investigated, if

the customer structure is stable, if the number of sellers

and buyers are relatively small, and if the relative size

of competing firms is fairly equal. For our purpose

Stiegler's findings imply that the influence of industry

structure may be mediated by, among other things, the cus

tomer structure of firms.

Subsidiary market conduct in oligopolistic markets is

non-routine and may require competitive responses which are

not easily standardized or pre-specified. To control mar

ket conduct, more elaborate and complex control instruments

such as socialization may be required. Such instruments

are more appropriate to the control of non-routine tasks.

Intense competition in a fragmented industry probably

makes a decentralization of decision making appropriate.

As fragmentation implies less interdependence both between

and within countries, the needs for central coordination

and control are not so strong. MNCs operating in this

type of industries may therefore require less complex in

struments for subsidiary coordination and control.

It is obvious that the higher the customer concentra

tion, the more important is each single customer relation

ship for the performance of the firm as a whole. High

customer concentration implies that the relative bargain

ing power of the customers versus the sellers is stronger.
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As a consequence, sellers have to be more adaptive to

customer requests than if the customer base is fragmented.

Besides concentration, the relative size of customers ver

sus sellers affects the relative bargaining power of the

two.

We can hypothesize that strong requirements to be adap

tive to customer requests, resulting from lack of bargain

ing power among sellers, would lead to decentralized mar

keting responsibility. This hypothesis is symmetrical to

the earlier research findings regarding intensity of com

petition, which has been shown to be positively correlated

with decentralization. Both factors require adaptiveness

and swiftness in market conduct, which are best promoted

by decentralization of marketing responsibility.

Decentralization does not, however, imply less need for

coordination and control. In the multinational context it

does not mean that the subsidiaries are highly autenomous

in the area of marketing decisions. On the contrary, al

though marketing may be decentralized in an operative

sense, there may still be, as noted above, a strong need

for the center to closely coordinate and supervise the

marketing activities of the foreign entities (cf. Perrow,

1977).

Such a need may exist, for example, if the marketing

efforts of a single subsidiary can have an impact on the

activities and performance of other subsidiaries and the

MNC as a whole. Similarly, if any single market is of con

siderable importance for company performance as a whole,

central control of company activities in that market may

often be necessary. It is likely that high customer con

centration and strong bargaining power increase this need

for central coordination and control.

This situation can be briefly illustrated by taking

company II as a case in point. This MNC has extensive

sales of customized systems to public customers. Techno-
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logical requirements and product specifications require

close customer contacts. Furthermore, intimate knowledge

about local conditions, competitive conditions and custo

mer behavior and requirements is necessary. Each local

subsidiary is considered by headquarters to be the organi

zational unit which is best equipped to gain the necessary

local expertise and to handle the customer contacts. As a

consequence, this MNC has decentralized local market re

sponsibility to its foreign subsidiaries, giving them great

discretion in their marketing efforts.

With the highly concentrated customer structure, how

ever, each individual customer is very important for the

MNC as a whole. In fact, around 300 customers account for

approximately 40 % of company II's consolidated sales reve

nues. Each customer that has bought the MNC's equipment

is also an important reference for future sales to other

potential customers. Overall, this gives rise to a strong

need to coordinate and control subsidiary marketing efforts,

price levels and product specifications.

The situation in company II illustrates that there may

exist simultaneous needs both to decentralize marketing de

cisions to the subsidiaries and to coordinate and guide

their activities on a global level. Although these needs

are quite extreme in this particular MNC, the situation is

not uncommon. Companies I, III, and IV exhibit the same

situation, which is caused by complex market interdependen

cies among different countries.

Companies V and VI do not face this form of interde

pendence, as they have many customers and each is relative

ly small and local in scope. Their foreign subsidiaries

can adapt their marketing mix to suit local market condi

tions. A decentralization of decision making can be more

easily achieved without requiring headquarter intervention

and guidance.
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It should be noted that such a decentralization does

not necessarily occur. Still, economies of scale may be

gained through global standardization of marketing activi

ties when the firm's international activities reach a cer

tain level (cf. Sorenson and Wiechmann, 1975). Central

coordination and control may then be necessary in order to

achieve and sustain a standardized market approach among

the foreign subsidiaries. This is particularly the case

for consumer product firms which need to protect brand

name loyalty.

To summarize, in some instances an MNC needs to allow

its subsidiaries great discretion in marketing decisions,

and promote high adaptiveness to host country conditions,

while headquarters must simultaneously coordinate and con

trol worldwide market conduct and product policies. Oligo

polistic market structures, intense competitive rivalry and

high bargaining power of customers visavi sellers are im

portant factors behind these simultaneous and conflicting

needs.

This is the case with companies I-IV because of market

interdependence among different countries and the strong

relative bargaining power of their customers. The situa

tion is particularly pronounced for companies I and II,

as public customers account for a large proportion of the

total sales revenues of these MNCs. Companies III and IV

have a similar problem, since they are global suppliers to

other MNCs. For reasons described above, companies V and

VI do not face this situation.

TECHNOLOGY AND PRODUCTION IN THE MNCs

Because of the size and diversity of the MNCs, several dif

ferent technologies exist within the same firms. Care has

been taken to classify the nature of the major or core

technology employed.
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The nature of the technology in the MNCs has been clas

sified in different ways. The complexity of the core

technology has been assessed by the researcher to allow

for comparisons among the firms. Operations technology

has been classified according to whether it is customized,

large or small batch, or small production. None of the

firms are involved in process manufacturing. The capital

intensity of the firm has also been taken into considera

tion. It has been measured as average fixed assets as a

percentage of total assets for the period 1970-1978.

Table 3:5 shows the results.

Table 3:5. Technology in the MNCs

Company

Charac- I II III IV V VIteristics

Level of High High Inter- Inter- Low Low
technology mediate mediate
complexity

Primary pro- Custom Custom Large Small Large Large
duct ion and large and large batch and to large batch and batch and
methods batch batch mass pro- batch mass pro- mass pro-

duction duction duct ion

Fixed assets 31 21 32 20 41 35
as a percent-
age of total
capital
(Average for
period 1970-
1978)

The core technology employed by companies I and II is

highly complex both in absolute terms and relative to the

other firms investigated. As already noted, both firms are

considered technological leaders within their industries,

and technology is also a major competitive parameter.

Efforts are made to keep technological advancements and

product designs proprietary, and large investments are con

tinuously made in research and development (between 7-12 %

of total sales revenues).
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Companies III and IV employ less complex and more mature

technologies than do companies I and II. The technology

level is also less important for their competitive posture.

The two MNCs differ regarding principal production methods.

Company IV produces primarily standardized products in small

or large batches. Company III is heavily involved in large

batch or mass production.

The characteristics of the technologies employed by com

panies V and VI are difficult to classify because of their

high product diversity. Nevertheless, to provide a compo

site classification of their major technologies, these two

MNCs employ mature technologies of a low level of complex

ity. The production methods of companies V and VI are pri

marily geared towards large batches or mass production of

highly standardized products.

The capital intensity is relatively high, particularly

in companies I, III, IV and VI. The figures for company V

are partly overstated, as this firm has substantial invest

ments in real estate. In companies II and IV the value

added is derived primarily from technology and distribution

capacity, respectively. In both firms, critical components

are bought from independent suppliers. This explains their

relatively lower capital intensity.

The nature of the technology in the MNCs makes it pos

sible to realize substantial economies of scale in produc

tion, i.e. declines in unit costs of a product with in

creases per period in production volume. In companies I

and II there are economies of scale, particularly in the

manufacturing and testing of standardized components and

products. As already noted, these items are used as parts

of more customized systems and turn-key installations.

These two MNCs have also achieved cost reductions, inde

pendent of economies of scale, through their experience in

designing and assembling the systems. This experience is

largely due to proprietary technology and the sharing of

the technology between different product groups.
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For companies III-VI scale economies are also substan

tial. Company III in particular has achieved scale advan

tages in the manufacturing of standardized mature product

lines. The same holds largely for company V.

Economies of scale are present not only in manufactur

ing but also in R&D by sharing this function among product

lines. Similarly, cost reductions have been achieved in

distribution by sharing distribution costs among different

products.

Manufacturing and R&D strategy in the MNCs

The manufacturing strategy of the six MNCs investigated

differs somewhat because of the nature of the technologies

and their competitive strategy. There are also strong simi

larities, particularly between companies I-IV, mainly for

historical reasons.

From a historical perspective, the international expan

sion of these four MNCs was based on unique product inven

tions and proprietary technology. The Swedish home market,

which was comparatively small, soon became saturated. But

access to technological expertise and skilled labor in

Sweden led the MNCs to invest in manufacturing capacity
there.

In order to realize economies of scale, the companies

centralized production facilities to a few locations, pri

marily in Sweden and other locations in Western Europe.

These facilities served world demand and were supported by

the establishment of foreign sales subsidiaries and assem

bly plants.

The centralization of manufacturing capacity was follow

ed by a similar centralization of the R&D function. As R&D

is a critical resource for these MNCs, central control of

the function has been considered necessary. Substantial

economies of scale could also be achieved in R&D, and new
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product developments were facilitated by locating R&D and

manufacturing closely together.

During the 19505 and 1960s, companies I-IV,and compan

ies III and IV in- particular, established SOTIe large manu

facturing facilities in continental Europe and the United

Kingdom, sometimes in connection with the acquisition of

competitors on these markets.

With an increase in labor costs and competition in

Sweden and elsewhere, the manufacturing operations of the

MNCs were extensively rationalized and became more capital

intensive. As a result, none of the four MNCs could gener

ally manufacture their major products more cheaply than in

their existing facilities located in Sweden or Europe.

Besides cost reductions, the centralization of manu

facturing capacity had a second major advantage in that it

facilitated product standardization and quality control.

Standardization improved cost competitiveness, and quality

became an important part of the MNCs competitive strategy.

The need to exploit economies of scale and other advan

tages of centralizing manufacturing and R&D capacity has

affected the MNCs' foreign investment behavior. Investments

in manufacturing and R&D at the subsidiary level are re

stricted and closely controlled by corporate headquarters.

Company I's prevailing policy regarding foreign in

vestments in manufacturing illustrates the situation. Ac

cording to corporate policy, the establishment of foreign

plants, as opposed to exports, is permitted only if one or

more of the following conditions are fulfilled; (1) if a

foreign market cannot be served by an existing factory in

Sweden or elsewhere, (2) if exceptional profitability can

be achieved, (3) if an investment can provide sales support

for products manufactured in Sweden.

This policy has been established to ensure continuous

high capacity utilization of the capital intensive manufac

turing facilities in Sweden and a few other foreign loca-
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tions. Similar policies are more or less explicit in com

panies II, III and IV as well.

The implementation of these policies is not without

problems. In many countries, particularly less developed

ones, there is strong pressure on the MNCs to start or ex

pand local manufacturing and R&D activities. Visible and

invisible trade barriers make it increasingly difficult or

even impossible to continue exporting from centralized

plants.

Besides trade barriers, host government demands and

competitive pressures have forced companies I-IV to estab

lish manufacturing plants in many countries. These pres

sures often imply that a decision to produce in the market

or not determines whether the company will have access to

the market.

When investing in manufacturing capacity abroad, these

firms follow the strategy that the foreign subsidiary

should only serve its local market. With such restrictions

on the market territory of the subsidiary, the impact on

the rest of the production and logistics system is limited.

Many host governments also request that the foreign sub

sidiaries should start or expand their exports of locally

produced goods, increase R&D efforts and employ local mana

gers. If these requests are not granted by the MNC, vari

ous negative sanctions are imposed; i.e., no access to pre

ferential financing sources, and less business with public

customers.

The power of host governments to enforce such sanctions

depends on several factors. Among the most important are

the relative bargaining power of the MNC and the host govern

ment and their overall dependence on each other (cf. Doz and

Prahalad, 1980).



117

The relative bargaining power of company I-IV is not

particularly strong, at least not in those countries which

have a strong market and economic potential. Companies I

and II are, as already described, highly dependent on good

government relations, since public customers account for a

substantial part of their sales revenues. Similarly, com

panies III and IV are dependent on access to local markets

in order to be able to serve their multinational customers.

For all four MNCs the oligopolistic nature of their indus

tries makes it important to adapt to local conditions and

host government requests. Otherwise, market shares are

easily lost to competitors.

The simultaneous needs to take advantage of potential

economies of scale and to adapt and conform to host govern

ment demands place the MNCs in a strategic dilemma. This

dilemma is not easily resolved and often results in leng

thy negotiations with host governments coupled with other

efforts to restrict any negative consequences of a fragmen

tation of manufacturing operations. Needless to say, it

also tends to promote conflicts between headquarters and

foreign subsidiaries regarding the strategic choices to be

made (cf. Hedlund, 1980).

Overall, the dilemma creates a need for a delicate

balance between a global product perspective emphasizing

product rationalization and cost competitiveness, and a

local perspective emphasizing adaptability and a geogra

phic differentiation of strategies and operations. For

companies I-IV the need for balance is magnified by the

nature of their customer structure and tne competitive

conditions in their industries.

In discussions with managers in the firms investigated,

it was noted that the establishment of foreign plants was

dictated more by trade barriers and competitive pressures,

than by a desire to take advantage of any relative cost

differentials between countries. This investment behavior
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is interesting, since it is inconsistent with the theories

of traditional trade and the international product life

cycle (Vernon, 1966).

When undertaking foreign direct investments, the four

MNCs generally choose to use the same technology and produc

tion methods worldwide irrespective of any differences in

production factor costs in different countries. As noted

above, standardization of production methods ensures smooth

manufacturing operations and homogeneous product quality.

The advantages of standardization from a managerial

point of view have been noted by others. Morley and Smith

(1977) have observed that MNCs use different production

methods abroad only because' of differences in the scale of

operations, as opposed to differences in relative factor

costs. Skinner (1968) and Wells (1974) have argued that

MNCs should differentiate their technology and production

methods in order to take advantage of factor cost differen

tials and to adapt to local technological conditions. These

authors have not considered, however, that competitive con

ditions may force the MNC to standardize production methods

in order to ensure homogeneous quality standards. Global

standardization also facilitates internal sourcing and the

supply of intermediate and final products from multiple,

geographically dispersed foreign subsidiaries.

Companies V and VI have had a different manufacturing

strategy. These two MNCs are less restricted in the estab

lishment of foreign manufacturing facilities. Similarly,

their R&D function is more decentralized than in companies

I-IV.

Three factors explain this difference. First, companies

V and VI have internationalized their operations through

acquisitions. As a result, many existing foreign plants

were acquired at the same time. Second, the products of

these MNCs are often costly to transport. There are eco

nomic incentives to locate manufacturing near end-users.
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Third, many product lines must be adapted to local needs

and standards. Consequently, global production standardi

zation is both less important and less advantageous. The

critical question for companies V and VI when establishing

foreign plants is whether the local market is large enough

to make the investment viable. As their foreign manufactur

ing subsidiaries operate fairly independently, there are

fewer intra-company transactions than in the other four

MNCs. For the reasons mentioned above, there is also less

emphasis on global standardization of production methods

and technology.

All six MNCs try to avoid investing in any R&D capacity

at the subsidiary level. Still, the R&D function may be

decentralized to product divisions. The wish to keep cen

tral control over the R&D function, in spite of host govern

ment pressures, is due to a potential loss of economies of

scale in R&D and difficulties of financing fragmented R&D

efforts (cf. Duerr, 1970). In the case of companies I and

II, competitive conditions in their industries also require

that they control the diffusion of their proprietary tech

nology.

The strategy of companies I-IV to centralize manufactur

ing capacity leads to complex interdependence within the

firms. While the buying subsidiaries are dependent on

other company units for supplies, the selling units are de

pendent on the subsidiaries as customers. Overall, this

creates reciprocal interdependence - to use Thompson's

(1967) classification. Companies V and VI exhibit less

complex interdependence, as each subsidiary operates more

independently. The type of interdependence prevalent in

these two firms is more similar to what Thompson calls

pooled interdependence.

The degree of interdependence is re-enforced by the

interdependence caused by the characteristics of the market

and the customer structure of companies I-IV.
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The degree of interdependence in the MNCs is reflected

in the magnitude of subsidiary imports of intermediate and

final products from the parent company. To assess the con

sequences of the manufacturing and R&D strategy of the

firms, the magnitude of subsidiary exports and R&D expendi

tures has also been measured. Table 3:6 shows the results.

Table 3:6. Subsidiary imports, exports and R&D expenditures

-~~-
Characteristics ~ I II III IV V VI

Average subsidiary im- 26.4" 24.8 18.2 40.5 8.3 nil
ports from parent com-
pany (as percentage)l

Subsidiary exports to 5 4.7 0.5 0.3 nil nil
parent company
(as percentage)l

Subsidiary exports to 8.4 nil 6.7 nil nil nil
sister companies
(as percentage)l

Subsidiary exports to 4.2 12.4 0.5 2.0 1 0.3
third parties
(as percentage)l

Subsidiary R&D expen- 1000 n.a. nil 330 nil nil
ditures (company de-
finition)
(in US $ 1000)

1 Measured as a percentage of total sales by the subsidiaries.

2 Figures relate to subsidiaries in the most international product
division.
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As can be seen in the table, subsidiary imports from

the parent company are a substantial part of total sales

in companies I-IV, but less so in companies V and VI. The

manufacturing strategy of the first group of MNCs, with

centralized manufacturing facilities, explains these diffe

rences.

As shown in the table, the low magnitude of subsidiary

exports as a percentage of total sales illustrates the poli

cy of all the MNCs to restrict the market domain of the

foreign entities. Exports are rarely allowed, as they

create internal competition and, in the case of companies

I-IV, may reduce capacity utilization in other existing

plants.

Similarly, the non-existent or low expenditures on R&D

by the foreign subsidiaries reflect the MNCs' policy of

keeping central control over the R&D function. There is

either no variation, or very little, among subsidiaries

within each MNC in this respect.

The technology and manufacturing strategy of the MNCs

clearly influence the firms' needs for coordination and

control of the foreign subsidiaries. The importance of

technology for the competitive position of companies I and

II in particular creates a need for the center to coordi

nate and control its use. As an example, the foreign manu

facturing subsidiaries of these two MNCs are not allowed

to change any product specifications or production methods

without headquarter approval.

It can be argued that in MNCs which exhibit these char

acteristics, the functioning of integrative devices and

control instruments must meet higher standards than in low

technology firms like companies V and VI. It is not pri

marily the degree of centralization in manufacturing which

creates such a situation, but rather the relative importance

of the technology for the competitiveness and performance of

the firm as a whole.
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According to earlier research, we would expect the

MNCs operating under unstable technological conditions to

be more informal and to rely more on social control sys

tems than on organizational and administrative systems.

Companies I and II operate under particularly unstable

conditions, while companies III and IV have fairly complex

but less dynamic technologies. We would also expect the

firms with job order and small batch production to be less

specialized and to have less hierarchical and formal struc

tures than firms engaged in mass-production. We will re

turn to this in succeeding chapters.

DEGREE OF ENVIRONMENTAL UNCERTAINTY

An attempt was made to measure the degree of uncertainty

facing the MNCs. If the degree of perceived uncertainty

differs, this affects the need for coordination and control.

Differences in environmental uncertainty can also explain

potential differences in the design and functioning of the

control systems in the MNCs (cf. Chapter 2). These measure

ments complement the descriptions of the contextual factors

in the preceding sections.

Subsidiary managers were asked to subjectively assess

on a S-point scale, how difficult they considered it to be

to predict different environmental variables. Table 3:7

shows the results.

As can be seen from the table, no clear pattern exists

regarding the degree of uncertainty among the companies.

The figures also indicate that subsidiary managers have

grown accustomed to uncertainty and are not particularly

bothered by it. As can be observed on some items, however,

the variance is large and interpretations should be made

with great care.
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Table 3: 7 .. Subsidiary managers' ability to predict host coun-
try market and political conditions

Company

Charac-
teristics I II III IV V VI

Market Average 3.8 3.6 2.0 3.2 2.0 2.3
demand Variance 0.2 1.8 1.3 0.9 2.3 0.3

Political Average 3.0 2.6 3.7 3.0 3.0 2.0
conditions Variance 1.0 0.3 1.5 0.6 1.0

Market for Average 3.4 1.8 2.:2 1.7 3.0 2.6
supplies Variance 0.8 0.2 0.9 0.9 0.3

Market for Average 2.8 2.4 3.2 2.2 1.6 2.6
capital Variance 0.7 0.3 2.,2 0.,2 0.3 0.3

Labor Average 2.0 3.0 3.5 2.0 3.0 2.0
market Variance 0.3 0.5 3.0 0.0 1.0 1.0

Key 1 Very easy
5 Very difficult

The measurement has certain important shortcomings,

which make it difficult to draw any firm conclusions. Our

ability to make comparisons among the firms is restricted

in that the degree of uncertainty is confined to the ex

perience and perceptions of the individual subsidiary man

agers and the context in which they operate. In a diffe

rent context the perceptions may vary.

To complement the subjective measurements above, an

attempt was made to measure the degree of uncertainty in

more objective terms. One such measure is the variance

in the return on total capital. Variations in returns

give an indication of the degree of business risk facing

the firm. The standard deviation and range in consolidated

return on total capital was calculated for each MNC. In

order to smooth the impact of changes in the business

cycle, the measurements were made for a period of eight

years. Table 3:8 shows the variance, as well as the aver-
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age return on total capital in the six MNCs. Of course,

return on capital gives also an insight into the financial

performance of the MNCs.

Table 3: 8. Average values and variation in return on total
capital in the MNCs (for the period 1970-1978)

'"'~-----,_____ Company

Charac~_
teristics I II III IV V VI

Average return on 7.11 9.64 7.28 13.91 8.08 10.68
total capital (%)

Standard deviation in 1.57 2.11 2.79 2.46 3.27 5 .. 68
return on total capital
(%)

Range in return on 5.04- 5.,'35- 3.77- 11.38- 3.18- 4.33
total capital during
the period (%) 11.70 12.27 12.,15 17.94 11.39 24.50

According to this measurement, companies V and VI, the

two most diversified MNCs, face the largest variation in

return, and - given the accuracy of the measurement - also

the highest degree of uncertainty.

It should be noted, however, that uncertainty is com

posed of variations in several interrelated dimensions of

the internal and external environment of the firm. This

variation may not necessarily be reflected in the return

on capital. The degree of variation in return may instead

indicate of how well the firms have managed uncertainty.

Our own subjective opinion is that the degree of un

certainty is high in all six firms. This is due to their

geographical diversity and the nature of their environment

al and strategic context. The potential influence this may

have on intra-organizational relationships has already been

discussed extensively in Chapter 2. The primary value of

the measurements above is that they give further insight

into the environmental and strategic context of the firms.
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SUMMARY

The primary purpose of this chapter was to describe the

sample of MNCs and their environmental and strategic char

acteristics. These characteristics constitute the context

of the headquarter-subsidiary relationships. A second, less

important purpose was to analyze and advance some hypotheses

on how the environmental and strategic context may influence

the MNC's needs for coordination and control of its foreign

subsidiaries. The analysis complements the discussion in

Chapter 2, but focuses on the potential influence of some

contextual factors which have not been discussed at length

in earlier research.

The following contextual factors were described and ana

lyzed: (1) the size and magnitude of international opera

tions in the MNCs, (2) the product diversity and diversifi

cation strategies pursued, (3) the nature of the customer

structure and competitive environment, (4) the nature of the

technology employed and the manufacturing strategy, and (5)

the degree of environmental uncertainty facing the firms.

The key characteristics of the environmental and stra

tegic context of the MNCs investigated are summarized below.

The reader is also referred to Table 3:1.

Product diversification. In companies I-III one single

product line accounts for over 50 % of total sales revenues.

In company IV the product lines are related, all using a

common core technology. Companies V and VI have a highly

diverse and unrelated product portfolio. Companies I-IV

have diversified through internal expansion, while compani

es V and VI have grown and diversified primarily through

acquisitions.

Barriers to entry are high in companies I, II and III,

because of capital-intensive methods and/or the level of

technology. There are also barriers to entry in companies

IV and V, mainly in distribution and marketing.
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All companies except V and VI operate in oligopolistic

markets. Competition is intense and comes principally

from other MNCs operating on a worldwide basis. In com

panies III and IV price and customer service are the major

competitive parameters. Company III is the global price

leader in its industry. Companies V and VI encounter com

petition primarily from local companies operating in each

fo~eign market. In companies I and II the level of the

technology and product quality are the most important com

petitive parameters. All companies manufacture industrial

products, with the exception of companies V and VI, which

also have some consumer products.

Companies I and II, in particular, are exposed to con

siderable government influence in their operations. First,

their major product lines are of strategic importance for

many host countries. Secondly, national or local govern

ments or state-owned enterprises are their major customers

in most countries.

Companies III and IV have a customer structure dominated

by rather few large private enterprises. Some of their

customers are MNCs which use companies III and IV as suppli

ers on a global basis. Companies V and VI have a fragmented

customer structure and little government involvement in

their operations.

Interdependence. Thompson's (1967) classification was

used. Companies I, II, III, and IV exhibit reciprocal

interdependence, while V and VI have less complex forms of

interdependence, i.e. pooled. In companies I, II, III, and

IV, production and R&D are centralized in Sweden and in a

few other locations. This centralization is partly ex

plained by substantial economies of scale in production,

with a consequent need to concentrate production to a

few large manufacturing facilities. Capital-intensive

production methods and a small home market also explain

the high degree of centralization of manufacturing capa

city.
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Companies V and VI exhibit simpler forms of interdepen

dence; each subsidiary operates independently in its re

spective host country. Consequently, in these firms there

are less internal trade and less complex forms of inter

dependence.

All firms investigated have long experience in operating

internationally. Company II, for example, established its

first foreign manufacturing subsidiary towards the end of

the previous century. In all firms foreign sales account

for more than SO % of total sales. Companies I and VI

internationalized their operations primarily during the

early 1960s and 19705, respectively. All MNCs are among

the fifty largest firms in Scandinavia.
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4 Organizational Systems for the Management of
Headquarter-Subsidiary Relationships

This chapter if the first of three which will discuss how

the MNCs manage headquarter-subsidiary relationships. The

specific purpose of this chapter is to describe and analyze

the design and functioning of the organizational systems

for subsidiary coordination and control.

The organizational systems consist of several inter

related subsystems, each being an instrument in guiding and

coordinating the behavior of the foreign subsidiaries. The

organiz~tional instruments are a part of and strongly link

ed to the design of the formal structure and the hierarchy.

More precisely, the following instruments are separately

described below: (1) the MNC's formal organization structure

and the rationale behind the structure, (2) the functions of

corporate and divisional headquarters, (3) the standardiza

tion and policies and procedures, (4) headquarter committees

and task forces, (5) the functions and responsibilities of

the board of directors in the foreign subsidiaries, and (6)

communication flows and patterns within the MNCs. The

chapter ends with a summary.

The design of these instruments gives only a partial

picture of their importance. Their functioning is also of

interest. In this respect, the instruments are process

oriented and have many informal dimensions.
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As will be detailed, the design and functioning of the

organizational instruments can be explained largely by three

factors; the environmental and strategic context of the MNCs,

the design and functioning of other organizational control

instruments, and - as will be shown in Chapters 5 and~6 -

the design and functioning of the administrative and social

control systems. The organizational systems, including the

organizational structure, are of particular importance, as

they constitute the framework in which the administrative

and social control systems operate.

THE FORMAL ORGANIZATION STRUCTURE

The formal organization structure specifies among other

things the hierarchical authority of the foreign subsidi

aries. The six MNCs investigated have all chosen some form

of divisionalized structure with decentralized profit respon

sibility. Seen from the point of view of corporate head

quarters, the MNCs have decided to let the foreign entities

report either to the corporate level and the chief executive

officer lCEO), or to divisional headquarters and the presi

dent of the division. Figure 4:1 illustrates schematically

the formal structure of each of the MNCs.

Company I, I I , IV

Corporate I
Headquarters I

/ \
/ \.

'I / I r--~_._;]
i Product i I Foreign
I Divisions ! ~ub=-idiaries _

Company III,V,VI

Corporate
Headquarters

I

~
: Product
I Divisions
L-- --'

Foreign
Subsidiaries

Figure 4:1. Formal organization structure of the MNCs
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In companies I, II and IV the foreign subsidiaries re

port to the corporate level and the CEO, while in companies

III, V and VI they report to a product division, which in

turn reports to corporate headquarters. Formally, all sub

sidiaries report through a local board of directors.

The basic structure in the first group of MNCs is similar

to the mother-daughter structure with the important exception

that they also have product divisions. Nevertheless, we will

call this form a mother-daughter structure, as the subsidiari

es report to the corporate level. The structure of the second

group of MNCs corresponds to an organization with global pro

duct divisions (cf. Chapter 2).

In all six MNCs the product divisions and the foreign

subsidiaries operate as profit centers. In the second group

of MNCs, i.e. companies III, V and VI, the product divisions

consolidate the operations of several foreign entities. In

these three MNCs the divisions act as headquarters for their

own sUbsidiaries.

The number of divisions varies among the MNCs. Company

1 has eleven highly specialized manufacturing divisions,

operating mainly as manufacturing units, and two divisions

responsible for systems selling and turn-key installations.

Company II has five product divisions, company III has four,

company IV has three, and companies V and VI have ten and

nine product divisions respectively. The larger number of

divisions in the last two firms is a reflection of their

greater product diversity.

The primary responsibilities and functions performed by

the product divisions and the foreign subsidiaries differ

between the two groups of MNCs, but are similar within each

group, i.e. companies I, II and IV,and companies III, V and

VI. Table 4:1 describes the primary functions and responsi

bilities of each entity.

A major difference between the two groups of firms is

that the subsidiaries in companies I, II and IV have the



Table 4:1. Primary functions of product divisions and subsidiaries

~Y r
Organiza-

Itional units and~
their fllilctions I II III IV V VI

Primary fllilctions ~Manufacturing, Product R&D, product R&D, product R&D, product R&D, product
and responsibili- some product development, design, market- design, design, design, mar-
tiesl development marketing, ing, manufac- marketing, Imarketing, keting,

and product product design turing manufacturing' manufacturing -manufacturing
(/)

design
z Services per- Technical Technical Technical Technical Technical Technical0
I--l formed to assistance, assistance, assistance, assistance, assistance, assistance,(/)
I--l subsidiaries product speci- product speci- marketing, marketing, marketing, marketing,>
I--l fications and fications, mar- accounting sale of goods accounting accounting
Q the sale of keting support, and control, and control, and control,
~ goods (source sale of goods sale of goods sale of goods sale of goodsu
;::, of supply)
Q
0 :Major forms of Royalties and Royalties and Royalties, Royalties Royalties, Royalties,0:::
~ compensation payment for payment for payment for and payment payment for payment for

from subsidi- goods goods goods, divi- for goods goods, divi- goods, and fees
aries dends and fees dends and feec;

Primary functions Sales and mar- Sales and mar- Sales and mar- Sales and mar Sales and mar Sales and mar-
(/)

and responsibili- keting of all keting of all keting of the keting of all keting of the keting of the
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ultimate responsibility for the marketing and sales of all

the various product lines of the MNC in their host country.

Each division shares the sales and marketing capacity of

the foreign entities with the other divisions. The sub

sidiaries themselves tend to adopt a mixture of functional

and divisionalized structures which correspond to the vari

ous product lines of the divisions. Smaller subsidiaries

are for the most part functionally organized. On the con

trary, in companies III, V and VI the foreign subsidiaries

are responsible for marketing and sales only for the product

range of the division they belong to.

Some other differences are worth noting too. In company

I the divisions are not responsible for marketing support

and coordination. This function is performed by the corpo

rate marketing staff. In company II the product divisions

are not responsible for manufacturing. Instead, manufactur

ing is concentrated in a separate department which supplies

all divisions. The department includes all major production

facilities in Sweden and has more than 15 000 employees. The

department operates as a cost center and reports to the cor

porate CEO. It also handles all transfers of manufacturing

technology to the foreign subsidiaries.

The product divisions in all MNCs give the foreign sub

sidiaries technical assistance. Due to the nature of the

technology and products of companies I and II, this service

is relatively more important than in the other MNCs. As

these companies sell complex customized systems and turn

key installations, technical support on product design,

documentation and quotations is important. As already

noted, the other MNCs sell primarily standardized products.

Product design and documentation are then less complicated.

The size of the divisional staffs varies in the six

firms. In companies I, II, III and IV the staff has between

100 and 400 professionals, while in companies V and VI there
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are usually less than 50, and in some cases even fewer than

10 professionals. The largest division of company II em

ploys approximately 300 people in purely staff positions

and more than 1500 persons in different line positions.

Two questions of interest arise. Why have the MNCs

chosen different structures? How does the structure affect

both the needs for and the modes of coordination and control

of the foreign entities?

In Chapter 3 the environmental and strategic context of

the MNCs investigated were extensively described. The char

acteristics of this context, together with earlier research

findings (cf. Chapter 2) would lead us to assume that all

six MNCs would adopt a structure with global product divi

sions or a matrix. Companies I, II and IV have not done so,

in spite of factors which include intense oligopolistic com

petition, interdependence among foreign markets, substan

tial economies of scale and a need for global standardiza

tion of products and procedures.

Companies III, V and VI, on the contrary, have adopted

a structure which is very similar to what has been pre

scribed in earlier research. A comparison of the two groups

of firms may therefore give further insight into both the

evolution of organization structures in MNCs and the im

pact of formal structure on the headquarter-subsidiary rela

tionships.

Three factors in particular explain the choice of organi

zational structure in companies I, II and IV: (1) organiza

tional histories and traditions, (2) the characteristics of

the technology, industry and customer structure, and (3)

cost considerations related to the degree of product diver

sity.

The organizational histories of these three MNCs have

followed a similar pattern. In the early stage of their in

ternationalization process, the foreign subsidiaries were
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autonomous and managed by expatriate managers. Coordination

and control of the foreign entities were performed primarily

through personal contacts and relationships between subsidi

ary presidents and the chief executive officer. This pattern

was similar to that in many other European MNCs and led to

the evolution of mother-daughter structures (cf. Franko, 1976).

Within these MNCs there evolved a tradition of indepen

dent, often strong-willed subsidiary presidents. These be

came accustomed to reporting directly to the CEO and to

having great freedom to decide about matters concerning the

subsidiaries.

Due to these traditions, which are still prevalent in

the MNCs, it is difficult to change the hierarchical status

of the subsidiary presidents - this in spite of the evolu

tion of specialized product divisions with the same hier

archical position as the foreign subsidiaries. It is like

ly that organizational traditions of this kind, which also

involve personal consideration for the subsidiary presi

dents, explain the persistence in European MNCs of a struc

ture in which the subsidiaries report directly to the CEO.

As an obvious consequence of this structure, there is

a very large span of control for the corporate chief execu

tive officer. The CEO of company II, for example, has more

than sixty subsidiaries formally reporting to him.

Contrary to what has been postulated by Franko (1976),

the three MNCs have not abandoned this structure in spite

of extensive international operations, intensive competi

tion and economic integration in Europe. But it is also

clear that company traditions of the kind described above

can be changed over time. Company III is a case in point;

with a history similar to that of companies I, II and IV,

it nevertheless adopted a structure with global product

divisions. Therefore, history alone cannot fully explain

why the structure of these MNCs has not changed as prescribed

by earlier research.
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A second explanation may be found in the nature of the

competitive conditions~ product characteristics and custo

mer structure, particularly of companies I and II but also,

to a lesser extent, of company IV. As detailed in Chapter 3,

these MNCs have a strong need to coordinate product

strategies at a global level. This need is due to competi

tive pressures, interdependence among foreign markets and

the necessity to realize economies of scale in manufacturing

and R&D in order to maintain cost competitiveness. This alone

would lead us to expect that a structure with global product

divisions would be most suitable.

Simultaneously, however, the nature of the customer

structure - particularly in companies I and II which have

important public customers - creates demands for local adap

tation and flexibility. It becomes necessary to differenti

ate the marketing approach to suit local conditions. These

requirements alone would make an organization with area di

visions most suitable (cf. Chapter 2).

It is likely that the persistence of the mother-daughter

structure in companies I, II and IV is explained by a wish

to simultaneously reconcile both a product and area perspec

tive. By not incorporating the foreign subsidiaries into

the product divisions, a geographically oriented perspective

is preserved. The global product perspective of the divi

sions is balanced by the local perspective of the subsidiari

es. As both formally have the same position in the hierarchy,

the product divisions have to be responsive to subsidiary

considerations about local market conditions. Correspond

ingly, the subsidiaries are dependent on the product divi

sions as a source of supply, and for technical assistance

and R&D.

The fact that the product divisions have to share the

sales and marketing capacity of the foreign entities tends

to increase the bargaining power of the subsidjaries. An

allocation can be made by the subsidiaries among the products
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of different divisions. This makes it important for the

divisions to take local conditions into consideration.

A third explanation to the organization structure in

companies I, II and IV is cost considerations associated

with their degree of diversity. With low product diversity

or with a related product portfolio like company IV, it is

possible to let a single foreign subsidiary handle the mar

keting and sales of all product lines. Thereby administra

tion and distribution costs are reduced compared to if each

division had its own subsidiary in each foreign market. The

high degree of product relatedness in company IV has pre

vented this MNC to adopt a structure with global product

divisions, as it would require more than one subsidiary in

each market.

Consequently, the fact that companies I, II and IV have

adopted a structure which is a mixture between a divisional

ized and a mother-daughter structure is explained by several

partly interrelated factors rather than any single factor

advanced by earlier research. The "stage-theory" of struc

tural development in MNCs is particularly inappropriate.

According to this theory, product diversity is a major de

terminant of divisionalized global structure. In spite of

low product diversity, the three MNCs have created divisions

but limited their responsibilities. And they have not

chosen to adopt formal matrix structures in spite of strong

need for a dual organization focus.

Company III is of particular interest, as this company

in spite of a similar context has a structure different from

companies I, II and IV and very much contrary to what has

been postulated in earlier research. In spite of low pro

duct diversity and high product relatedness, this MNC has

chosen a structure with global product divisions.

Two other factors seem to explain the structure of com

pany III. First, there may be less need to preserve a dual

or multiple organizational focus than in the other three

MNCs. The mature and oligopolistic market for company Ill's
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major products requires a global product focus. This need

is reinforced by low product differentiation, high inter

dependence and the firm's role as a global price leader.

To ensure a coherent marketing approach to implement com

petitive strategy and to control pricing policies in diffe

rent countries, an integration of the foreign entities into

-global product divisions has been considered most appropriate.

A second explanation for company Ill's structure can

be found in the size and the low product diversity of this

firm. As already noted, one product group accounts for

approximately 70 per cent of total sales. It is also this

product which is most international. The MNC has chosen to

split this product group into two separate divisions. One

of the two divisions is responsible for the major manufac

turing facilities and the large European markets. The

other is responsible for small and medium sized foreign

manufacturing subsidiaries, all sales companies and joint

ventures.

It is likely that the low product diversity of the firm,

coupled with the size of the major product group, led to

the divisionalization. Through reorganization into divi

sions, more manageable units were created. Operating re

sponsibilities could also be decentralized, thereby im

proving market responsiveness. Before the divisionaliza

tion, the firm had a mother-daughter structure.

The evolution of the formal structure of companies V

and VI is explained primarily by their degree of product

diversity. These two firms divisionalized their operations

in order to decentralize operating responsibilities. The

low degree of relatedness among different product groups

facilitated the creation of global product divisions with

their own foreign subsidiaries (cf. Stopford and Wells,

1972). The high degree of product diversity reduces the

benefits of having only one subsidiary in each local market.

The differences in the organization structures of the

MNCs indicate that several factors influence the evolution
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of formal structure. Neither product diversity, history,

size nor various forms of interdependence fully explain

structural form.

THE ROLE OF CORPORATE AND DIVISIONAL HEADQUARTERS

Earlier research has shown that highly diversified firms

tend to have smaller corporate offices than firms which

are less diversified. The major reason advanced for this

difference has been that the diversified firms tend to de

centralize operating responsibilities to their divisions.

Thereby reducing the need of functional staff expertise

in the corporate office (cf. Chapter 2).

The environmental and strategic context of the MNCs

would lead us to assume that the number of staff functions

represented at the corporate level would be fewer in com

panies V and VI compared to the other four MNCs. Earlier

research would also lead us to assume that company III,

which is fully divisionalized, would have fewer corporate

functions than companies I, II and IV. By fully division

alized MNCs I mean that the foreign subsidiaries formally

report to a division instead of the corporate level. In

these cases the divisions would assume many staff reponsi

bilities of the corporate level.

Earlier research on the role of the corporate office in

divisionalized mUlti-business firms has focused on the

nature and the size of the staff functions represented only

at the corporate level and equated this with decentraliza

tion of operating responsibilities (cf. Berg, 1971). The

fact that the corporate office is smaller or larger in

different types of divisionalized firms may be a matter of

choice and of minor importance. It does not necessarily

tell us anything about decentralization of operating re

sponsibilities if corporate staff functions are just trans

ferred to the divisional level. In order to understand

the functions and responsibilities performed by "headquar

ters" versus its subunits, one has to analyze the charac

teristics of both the corporate and the divisional levels.
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Distinguishing between the two levels promotes under

standing not only about the decentralization of responsi

bilities to various levels but also regarding the overall

staff services and functions at headquarters. Table 4:2

shows the results for the six MNCs.

Table 4:2. Staff services and functions performed in rela
tion to subsidiaries by corporate and divisional
headquarters

Staff Services Corporate Level in Divisional Levell in
provided to Foreign Company Company
Subsidiaries I II III IV V VI I II III IV V VI

Marketing x x x x x x x x

Accounting and Control x x x x x x x

Finance x x x x x x

Production x x x x x x x

Research and Develop- x x x x x x x x x2 x
ment

Public Relations x x x x x x

Personnel Adminis- x x x x x x2 x2

tration

Legal x x x x x x x

Key: x the service is given to the subsidiaries
no such service is given to the subsidiaries

1

2

The markings for the divisional level do not concern all product
divisions. Variations may exist among divisions. In company I
the markings are representative for the largest divisions. In
company II the markings concern the largest division. In company
III they concern the next largest but most international division.
In company IV they concern all divisions. In companies V and VI
they concern the two most international divisions.

This service is provided to the foreign subsidiaries but not by
a formally organized staff function.

Several interesting observations can be made from Table

4:2. The product divisions of the fully divisionalized MNCs,

i.e. companies III, V and VI, perform more staff functions

in relation to the foreign subsidiaries than do the divisions
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of the other three MNCs. This is most evident in the areas

of marketing, accounting and control. Formal reporting

relationships explain the differences here.

The formal structure also affects the corporate office.

In companies I, II and IV, the corporate office performs

more staff functions than in the fully divisionalized MNCs.

What is interesting to note is that in the first group of

MNCs, some staff functions are performed at both the corpo

rate and divisional levels. This is notable in the areas

of marketing, production and R&D. Company III, although

fUlly divisionalized, also exhibits some duplication of

staff functions. Companies V and VI have fewer staff func

tions at both corporate and divisional levels than any of

the other four MNCs. This corresponds to observations

made in earlier research.

But why does this seemingly wasteful doubling of efforts

take place in companies I-IV? One possible explanation is

that the firms may be overstaffed any single point of time.

Another possible explanation would be the differences ln

organizational size. Company IV is, however, smaller than

company III, e.g. in terms of sales and approximately of

equal size as companies V and VI. Still, company IV ex

hibits the same pattern with more staff functions as the

larger MNCs.

Better explanations can probably be found by analyzing

the situational context of the MNCs. Companies I-IV face

complex forms of interdependence in R&D, production and

marketing (cf. Chapter 3). It is likely that the manage

ment of this interdependence, as well as the related

needs for coordination and control, requires overall more

specialized and larger staff units compared to companies

V and VI.

The importance of this factor is supported by the ob

servations above regarding differences in the size of the

divisional staffs of the six MNCs. The same differences
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can be observed in the size of the corporate staff. Com

pany VI, for example, has a corporate staff of 20 profes

sionals, while company IV has a staff of over 200 profes

sionals, i.e. excluding clerical staff. The corporate

office staffs at companies I and II are even larger.

Another explanation for the larger number of corporate

staff functions in companies I, II and IV compared to com

panies III, V and VI can be found in the design of the

formal organization. With the subsidiaries not incorporated

into the product division, while at the same time there is

strong interdependence between them and the divisions, the

likelihood of intra-organizational conflicts is increased.

Under these circumstances corporate integration and

resolution of conflicts between the subunits, to the bene

fit of the corporation as a whole, become more important.

Corporate staff functions are one device among others,

which performs the task of integration and conflict resolu

tion. As a consequence, it is likely that these functions

have to overlap with similar functions in the subunits.

Characteristically, the duplication of functions is also

most prevalent in the areas of marketing, production and

R&D, i.e. where there is the greatest interdependence be

tween the divisions and subsidiaries.

In the areas of marketing and R&D for, for example,

the market value of the services given by the subunits to

one another is difficult to determine. In the absence of

a price mechanism, it is more likely that the corporate

level has to mediate between the two in order to promote

cooperation and to reach a mutual understanding on a fair

price level. This situation does not occur so easily in

the fully divisionalized firms, since the subsidiaries and

divisions form one single subunit in relation to the cor

porate level. As the most interdependent tasks in general

are grouped within one division, there is less need, with

this structure, to divide and allocate the benefits of in

ternal transactions between divisions and subsidiaries.
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STANDARDIZATION OF POLICIES AND PROCEDURES

In Chapter 2 we noted the importance of standardization of

procedures as an organizational instrument for coordination

and control. Standardization reduces the need for super

vision, as it prescribes desired behavior and guides manage

rial actions. Standardized instructions, policy statements,

manuals, etc are also a tool for downward communication in

the hierarchy and a part of the intra-organizational commu

nlcation system (Bacharach and Aiken, 1977).

Standardized policies and procedures are formal control

instruments as they tend to be in written form, inflexible

and in general valid for all subsidiaries concerned. By
studying the number and content of such policies and pro-

cedures, an insight can therefore also be gained about the

degree of formalization of headquarter-subsidiary relation

ships in the MNCs.

It was found that the relative importance of standardi

zation varied among the MNCs. Only in one area - accounting

and finance - do all six MNCs have standardized corporate

manuals similar for all foreign entities. In other areas 

e.g. manufacturing, marketing sales and planning - only com

panies I, III, IV and V make more frequent use of written

manuals and operating instructions. Companies II and VI

have virtually no instruments of this kind, which indicates

a lower degree of formalization in these two MNCs. The six

MNCs have been ranked in Table 4:3 as to the overall degree

of standardization of policies and procedures.

The relative extent of standardized procedures has

shortcomings as a measure of the importance of this control

instrument. A complementary measure is the extent to which

standardized policies and procedures are in fact used by

the foreign subsidiaries. Managers in the investigated

subsidiaries were therefore asked (1) to what extent they

relied on written policies from headquarters to guide their
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Table 4:3. Relative degree of standardization of policies
and procedures

Company

Characteristics

Ranking of
standardization

I

3

II

5

III

1

IV

4

V

2

VI

6

Key: 1
6

highest rank
lowest rank

decision making, and (2) to what extent they relied on

manuaZs and procedures to guide their decision making. The

respondents were asked to answer the questions by using a

five-grade scale from "A very great deal" (1) to "Very little

or not at all" (5). Table 4:4 shows the average values of the

responses.

Table 4:4. Subsidiary reliance on written policies and pro
cedures provided by headquarters (average values)

Company

Characteristics I II III IV V VI

Subsidiary reliance 3.8 4.6 3.0 3.7 2.6 5.0
on written policies

Subsidiary reliance 4.2 4.2 2.0 3.2 4.6 4.3
on manuals and
procedures

Key: 1 "A very great deal"
5 "Very little or not at all"

The results in Table 4:4 shows that subsidiary use of

written policies varied among the MNCs with, as we would

expect from ranking above, the highest average usage in com

panies III and V, and the lowest in companies II and VI.
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It can be questioned to what extent written policies

can be continuously up-dated and operational in guiding sub

sidiary decision making in the heterogeneous and changing

environments facing the MNCs. In fact, company II has an

explicit policy not to formalize or write down any corpo

rate policies, claiming that these are not flexible enough

to accommodate to continuously changing situations. Company

I, on the other hand, has a long tradition of trying to

formalize and write down corporate policies and instruc

tions. Companies III and V exhibit similar formality in

this sense.

The subsidiary reliance on manuals and procedures as a

guide in decision making gives a different picture than

the first dimension. As can be seen from Table 4:4, only

companies III and IV can be considered relatively success

ful in getting the subsidiaries to use these tools. The

subsidiaries of company V do not rely on manuals very much

even though manuals exist. In the other MNCs the reliance

on manuals and procedures is low, which indicates that it

may be difficult to use these tools to guide decision

making processes and to fit them to the specific needs and

situation of each subsidiary.

The differences observed may be the result of differen

ces in growth stages and product maturity among the MNCs.

Company III has mature products. According to Scott (1971),

this would tend to increase the reliance on more formalized

procedures. As company III is also the price leader in a

highly oligopolistic industry, this would also tend to in

crease the need for standardized market conduct (cf. Chapter

3). This factor does not explain, however, the difference

observed between companies V and VI, as both operate in a

similar context; it indicates rather that other forces are

also at work.

It is likely that corporate traditions explain some of

the differences observed among the firms. It can be noted
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that in spite of the differences between companies II and

IV in size, environmental and strategic context, none relies

very much on formal instruments of this kind. Correspond

ingly, in spite of the strong similarities in the context

of companies I and II, their reliance on standardized poli

cies and procedures varies considerably.

Although the overall reliance on standardized and form

alized manuals and procedures is low, such tools are not

necessarily inadequate in guiding subsidiary behavior. A

senior corporate executive in company I commented for ex

ample:

We don't enforce our instructions and procedures as
long as the subsidiaries perform well and operate
within our written and unwritten rules. They know,
however, that if anything goes wrong we may well hit
them with the instructions. This keeps them on their
toes.

The comment illustrates that manuals and procedures can

be and are used in different ways. Company III states the

following purpose for their manuals;

The manuals describe how to act in those situations in
which all companies are expected to act in a uniform
way. If the group has a policy for dealing with cer
tain financial or administrative questions, you will
also find that policy in the manual. Even when no
binding group instructions for policies exist, we
have included check lists and suggestions on adminis
trative procedures. They are there to make your work
easier and to give you some ideas on how to solve
certain problems. You are free not to use these guide
lines but in that case we expect that you will have
introduced something better in their place ....

The purposes stated above show the importance of stan

dardized manuals and procedures in company III, not only to

coordinate and control subsidiary activities but also as an

educational tool.
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The variations among subsidiaries as to how useful and

important they considered manuals, policies, and procedures

provided by headquarters, were found to be determined

largely by the perceptions of the subsidiary managers, and

the specific situational needs of the entities.

COMMITTEES AND TASK FORCES IN THE MNCs

Earlier research has shown that committees and task forces

can be used as a complement to formal structure, for coordi

nation and control and as devices to achieve a dual organi

zational focus (cf. Chapter 2).

It is of interest to explore the extent to which the

MNCs make use of task forces and intra-organizational com

mittees to coordinate the activities of the foreign subsidi

aries. Committees, task forces, boards of directors and

advisory councils with members from headquarters and the

subsidiaries allow for a reconciliation of business strate

gies and operational activities (cf. Hedlund, 1980; Leksell

and Lindgren, 1980). Boards and committees are also instru

ments for intra-organizational communication and exchange of

information.

It was found that none of the MNCs makes much use of

committees and task forces. Only in companies I, III and

VI do subsidiary managers participate in any committees at

the corporate level. In these three cases the committees

are concerned only with product development and production

planning. In none of the MNCs are subsidiary managers mem-

bers of policy-making boards or committees at the corporate
level.

It is difficult to explain why this device is not used

more extensively, particularly in companies I and II with

their high interdependence and need for a dual organiza

tional focus. It may be a matter of choice on the part of

headquarter management not to use formalized instruments

of this kind. It may also be a reflection of a corporate
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strategy to restrict subsidiary managers' responsibilities

to matters that concern only their host country and market

territory.

While subsidiary managers do not participate much in

headquarter boards, committees and task forces, headquarter

executives may be members of committees at the subsidiary

level. Committees and boards at the subsidiary level can

clearly not have the same scope and global perspective as

their counterparts at the corporate level. Still, the same

integrative functions can probably be equally well perform

ed at the subsidiary level. The major difference is then

that integration only takes place on a bilateral basis,

between headquarters and individual subsidiaries.

THE SUBSIDIARY BOARD OF DIRECTORS

An important formalized organizational instrument for coordi

nation and control at the subsidiary level is the subsidiary

board of directors. Among the traditional roles of the board

are: to determine company policies and objectives, to select

the chief executive officer and to monitor and control the

operations and management of the firm (Copeland and Towl,

1947; Koontz, 1967). Due to the importance, at least form

ally, of the subsidiary board, care was taken to analyze

its role in the MNCs under study.

Through the research, three major roles of the subsidi

ary board were identified; these have been designated the

external, internal and legal roles. Each role implies a spe

cific set of board responsibilities, which are more or less

actively fulfilled and pursued (for an extensive discussion

on the board of directors in foreign subsidiaries, see

Leksell and Lindgren, 1980).

The external role implies that the primary function of

the board is to act as a link between the foreign subsidiary

and its host environment. This linkage can take two forms,
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one being passive and the other active in terms of decision

making. In the first form of the external role, the primary

function of the board is to assist subsidiary management

and to a certain extent corporate headquarters with advice

and information about economic, legal, social, and political

affairs in the host country. In the latter form the role of

the board is to assist, as well as to a certain extent man

age, the MNCs' external relations with the host country.

The external relations function was well illustrated by

the president of a subsidiary in company I, located in a

less developed country:

My board is extremely important and valuable to me.
The chairman (an outside director) has several times
introduced me to government officials and assisted
me in negotiations with major customers ... Mr X (an
outside director) is on the executive committee of
the most important trade organization. He protects
our interests in that organization.

Typically, the external role of the board was found to

be performed more in between than during the meetings.

Several subsidiary managers stressed the importance of being

able to consult and use individual board members on a con

tinuing basis.

The internal roles are primarily focused on the link

ages and relationships between the foreign subsidiary and

the MNC as a whole. Two major types of internal roles were

identified.

The first internal role implies that the primary pur

pose of the board is to control and monitor the management

and the operations of the foreign subsidiary. When assum

ing this role in a pure form, the board is generally pas

sive in relation to major decisions. Instead, it becomes a

forum for exchange of information and communication about

the subsidiary's situation, the local environment and cor

porate policies. A corporate executive vice president in

company IV, who served on some 30 subsidiary boards, com

mented:
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Although I know through informal contacts and the
financial reporting system what's happening in our
foreign subsidiaries, the presence on the board is
very valuable for me. By visiting the subsidiaries
and attending the board meetings, I can make a first
hand assessment of our people and our local opera
tions, as well as get more information about what is
happening in the country in question.

It was found that the role of controlling and monitor

ing the subsidiary is often performed in conjunction with

one or both of the external roles. By being present at the

board meeting, headquarter executives learn about local con

ditions and are able to inform local outside directors, i.e.

directors not employed by the MNC in any managerial posi

tion, and subsidiary management about corporate strategy

and policies. The presence of headquarter executives is

considered important for increasing the motivation of the

outside directors.

The second form of internal Tole implies that the pri

mary purpose of the local board is to coordinate and inte

grate the subsidiary with the MNC as a whole. This role is

different from the previous one, by being more active and

decision-oriented. In this case the board is used as an in

strument to coordinate and integrate the subsidiary with the

activities of product divisions and other subsidiaries. The

board becomes an integrative device.

A situation found in a subsidiary in company I can

illustrate this function of the board:

As described above, company I has product divisions

responsible for global production and R&D. The product di

vision sells through foreign subsidiaries which are inde

pendent profit centers reporting directly to group manage

ment.

Subsidiary X, located in a less developed country, de

manded permission to start local production in view of r

government pressures and trade barriers. This was in con

flict with the needs of a major product division as it
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would lead to lower capacity utilization, and it was

strongly resisted by divisional management. Severe intra

organizational conflicts emerged, customer service programs

were inhibited, and the sUbsidiary's market share started

to decline.

The conflict was partly solved by appointing the divi

sional president to the subsidiary board. Representation

on the board forced the division to take the strategic needs

of the subsidiary into account, as well as improve its under

standing of the foreign environment. Through the board dis

cussions, subsidiary management gained a better understand

ing of the economics and strategy of the product division.

A compromise solution was found, and technology and produc

tion skills were successfully transferred from the division

to the subsidiary.

In this particular case the subsidiary board was used to

solve intra-organizational conflicts and to improve internal

communication. The internal role may also imply that sub

sidiary management uses the board as a resource in the pro

cess of formulating local strategy, and to receive input

and advice from corporate and divisional managers acting as

directors. At the same time, corporate management can

"translate" corporate strategy for subsidiary management

and integrate global and local strategies.

The legal role of the subsidiary board implies that the

board has no function or authority other than to fulfill

legal formalities. Some of the MNCs investigated had de

liberately chosen this role for their subsidiary boards.

Table 4:5 summarizes the role of the board in the MNCs

investigated. The different roles have been ranked accord

ing to their relative importance, (1) denoting the most im

portant role, and (3) the least important. Only the roles

which were actually performed have been taken into consi

deration.
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Table 4:5. The role of the subsidiary board

INTERNAL ROLES

Control &
Monitoring

~es I EXTERNAL

~
Company'"

ROLE !

lr----------------+

Coordination I
& Integration \

LEGAL ROLE

I 2
II I

III 2

IV 2

V 2

VI

Key: I = most important role

3 least important role

I

2

3

I

3

3

3

1

I

I

It can be noted from the table that in each of the MNCs,

except VI, the board performs different roles with different

emphasis.

Companies I, II, III and IV in particular have a need

for global integration and coordination because of organiza

tional interdependence and competitive pressures, as well as

a need for local adaptation and flexibility.

It could be expected that under these circumstances,

the subsidiary board would tend to perform primarily the in

ternal role. But, in spite of this, the local boards in the

four companies I, II, III and IV do not actively perform the

role of integration and coordination (cf. Table 4:5). The

explanation is twofold.

First, the market and customer structure is such that a

high degree of local responsiveness and flexibility is re

quired. Under these conditions the MNCs need advice about

local conditions, and assistance with external relations.

This in turn may lead to external roles' being assigned to

the local board.
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The MNCs that emphasize the external roles of the board

tend to structure the board around local outside directors

who are well connected inilie country of the respective sub

sidiary. Only outsiders familiar with and influential in

the local environment can fulfill the external role. The

internal roles tend to require a board composed primarily

of inside directors.

When performing the internal role, the board needs in

formation about corporate policies and procedures, and about

the management and allocation of internal resources. Part

of this information is not always deemed suitable to dis

close the outside directors who are residents of the host

country. Some of these items may conflict with host coun

try ambitions and government objectives. If such informa

tion is given to local directors, conflicts of interest may

arise.

On the other hand, if the board has a very active extern

al relations role and accordingly includes locally important

outside directors, there is another potential conflict: if

these directors feel that they have no influence at all on

the more strategic decisions of the subsidiary, they may

ignore their board assignment. Whether or not they feel a

part of the strategic decision process depends partly on

what information they acquire about the subsidiary and the

MNC as a whole.

Second, although integration is needed, the local board

is not always a necessary instrument for providing it.

Instead, the research indicates that this need may be ful

filled by other coordination and control systems. The need

for communication, for example, can be met by frequent visits

and informal contacts among headquarters, divisions, and the

subsidiaries. Also, well developed formal control systems

and corporate policies reduce the need for the board to per

form more active internal roles.
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As will be described in the next section, companies I

and IV have less developed informal communication channels

than, for example, company II. Intra-organizational con

flicts between subsidiaries and product divisions in these

two companies are resolved through a small number of execu

tive vice presidents and liaison officers. This task is

performed at the local board level, which explains why the

role of the local board is different in companies I and IV

compared to II. These differences probably also account for

the stronger role of the board in controlling and monitoring

subsidiary operations in companies I and IV (see Table 4:5).

Company III, on the other hand, has highly centralized

production planning and is also forced by competition to

centrally control the sales prices on different foreign

markets (cf. Chapter 3). The local board is not considered

well suited to be a part of this system. Instead, the com

pany has standardized policies regarding marketing and pro

duction, as well as an elaborate planning and information

system. These administrative systems seem to reduce the

need for the internal roles of the local board. Company III

also has global product divisions instead of a mother

daughter structure, thus further facilitating coordination

of the foreign subsidiaries.

Companies V and VI are different in other respects.

These companies have generally chosen to let the local board

fulfill only legal requirements. There are several reasons

for this.

First, companies V and VI are operating in industries

which are much less subject to host government involvement

and pressures. As a result, the external roles of the local

board are not so important.

Second, these companies (V and VI) have global product

divisions, each with its own foreign subsidiaries. As the

subsidiaries operate fairly independently in their own en-
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vironments, the simultaneous needs for global integration

and local adaptation are much less than in the other four

MNCs. Less integration and coordination are then required;

therefore, there is also less justification for any intern

al roles to be performed by the local board.

This conclusion is partly confirmed by the statements

of company managers. One executive vice president in com

pany VI commented as follows:

We do not use the board in our subsidiaries as we
primarily focus on other channels for controlling
their operations ... It (the board) should be pas
sive. We only have it for legal reasons.

The difference between the subsidiary boards in the two

groups of MNCs is also evident from comparison of the medium

number of bo&rd meetings per year, as is shown in Table 4:6.

Table 4:6. Median number of board meetings per year

Interdependent oligopolies
(Companies I, II, III, IV)

Conglomerates
(Companies V, VI)

4 meetings/year (Range 2-6)1

1 meeting/year (Range 1-9)2

1 The range in number of meetings is primarily due to the
fact that the number of board meetings is higher in joint
ventures than in wholly owned subsidiaries (see Leksell
and Lindgren, 1980).

2 The high range includes the number of board meetings in a
joint venture in company V; it is not included in the
median number as it is not representative for the company
as a whole, but is due to specific legal factors in the
host country.

If there is no need for either external or internal

roles, it is likely that the subsidiary board will only per

form the passive legal one. In these cases the internal

role of control and monitoring is fulfilled by other control

systems, and/or by other means, such as frequent informal

communication and personal contacts.



155

The responsibility of the subsidiary board

The actual responsibility of the local board was found to

be related to the role the board performed in the different

companies. Some differences in responsibilities were found,

however, when actual decision processes were studied in more

detail. An actual decision process regarding a large sub

sidiary investment in companies I, II and V illustrates the

typical board responsibilities and the differences among

the MNCs. These are described in Figure 4:2.

Case 3 - Company VCase 1 - Company I

-I PC I

3/ dJ
dJ

Case 2 - Company II

~~!~~!~~g-~

r~

2/ Gl 1/

4~/

4/

4/ 3/

Key: PC
D
B
P

Parent Company
Division
Board of Directors in Subsidiary
Subsidiary President

Figure 4:2. Various forms of subsidiary board involvement
in large investment decisions
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In Case 1 - company I, the initiative (1) is taken by

the president of the subsidiary and decided upon by the

local board; the investment proposal, if approved, is re

mitted (2) to the parent company for approval of the in

vestment (3).

In Case 2 - company II, the investment proposal in situ

ation 1 is sent directly to the parent company from the pre

sident (1) of the subsidiary for approval. The parent com

pany decision is communicated back to the president (2) who

then has to have the subsidiary board formally approve the

proposal (3-4). This formal decision is of course very sel

dom contrary to the parent company decision.

Situation 2 describes the way company II handles invest

ment proposals in some of their subsidiaries in which out

side directors have a say in the matter before the parent

company finally makes a decision.

In Case 3 - company V, the board is passive. The in

vestment decision process can thus be illustrated as fol

lows: the proposal is sent from the subsidiary president to

the divisional president (1), who either approves it direct

ly or has the issue remitted to the parent company or its

board (2-3). The decision is then communicated back to the

subsidiary (4). The board of the subsidiary is not involved

at all.

There is an interesting difference between company I

and company II. In company I the board of the subsidiary

actually decides first. It shows that the concept of re

sponsibility varies among the companies and that one must

clearly distinguish between cases where the responsibility

of the board is merely formal and in reality the entire re

sponsibility lies with headquarters and those where the

board actually has responsibility for the decision-making

process.
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COMMUNICATION BETWEEN HEADQUARTERS AND SUBSIDIARIES

The purpose of this section is to describe and analyze the

importance of different forms of intra-organizational com

munication and communication patterns. A distinction has

been made between informal and formal communication flows.

The formal flows are in general structured as to channels,

timing and format. The financial reporting system is a typ

ical example of a formalized communication system used to

structure headquarter-subsidiary information flows. This type

of formal systems will be discussed in the next chapter.

For more continuous exchange of information, as well as

necessary "dialogues" in strategic and operative matters,

more informal tools are generally used. Non-routine coor

dination and control are not easily managed through stan

dardized instruments, for they require information which

cannot be prespecified and prestructured.

It is likely that among other things, the environmental

diversity of MNCs creates considerable variations in infor

mation needs among different subunits. Chorafas (1969) has

noted the difficulties of establishing channels and proce

dures in MNCs, which meet the information needs of both

headquarters and subsidiaries. Informal communication be

comes, as a consequence, an important tool and a complement

to more formalized procedures. Informal communication can

be managed through several means, e.g. personal visits,

letters and telephone conversations. In each MNC the im

portance of these instruments has been investigated.

Personal visi ts and informal contacts· between headquarters

and subsidiary

Table 4:7 shows the average number of times corporate and

divisional executives visited the foreign subsidiaries

during one year, as well as the predominant hierarchical

position of the visitors.
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Table 4: 7. Average annual number of visits to the subsidi
ary by corporate and divisional executives and
the hierarchical position of visitors

Company

Character-
istic I II III IV V VI

Average annual 4,.5 5.0 4.7 4.3 3.2 7 . 0
number of per-
sonal visits 1/

Predominant 1,2,3 1,2,3 3,4,5 1,3 4,5 1,4
hierarchical
position of
visitors

Key: 1

2

3

4

5

Senior corporate executives (CEO, executive vice
presidents)

Corporate controllers

Corporate and divisional staff managers

Divisional presidents

Divisional controllers

1/ The variance is large, ranging between 3-6.
It is explained by subsidiary specific factors such
as subsidiary performance and the relative importance
of the entity and host country for the MNC as a whole.

As shown in Table 4:7, companies I-IV do not exhibit

any major differences in the average number of visits to

the subsidiaries by headquarter personnel. It is likely

that the complex forms of interdependence in these firms

explain the similarities. It also explains why these

have a higher frequency of visits than has company V.

It is interesting to note 'the difference in frequency

between companies V and VI in spite of the contextual and

structural similarities between these two firms. We would

expect that with their similarities in context, these two

firms would have the same need for informal integrative

effort.
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The difference may be a result of a conscious decision

on part of company VI regarding system design. As already

noted, this company does not rely extensively on formalized

organizational instruments. Instead, the coordination needs

are solved through more personalized and informal means,

e.g. through visits.

A second explanation may be found in the more limited

international experience of company VI as compared to com

pany V. It is possible that the latter firm, being more ex

perienced, would be more inclined to formalize headquarter

subsidiary communication and rely less on informal communi

cation.

It is also interesting to note the difference in the

hierarchical position of the visitors. In companies I-IV

the position of the visitors is highly mixed, ranging from

the CEO to corporate and divisional staff personnel. In the

two conglomerates, companies V and VI, and to a certain ex

tent also company III, the visitors are generally the presi

dent and other senior divisional executives.

Greater coordination needs, for example because of in

terdependence and technology, is probably an explanation

for the differences observed. The two highly diversified

firms with their independent subsidiaries need less co

ordination, since their businesses are little related to

each other.

The design of the formal structure is another explana

tion. There is less need for visits by corporate executives

in companies III, V and VI, which are fully divisionalized.

In companies I, II and IV, corporate executives have to co

ordinate and reconcile the activities of both the divisions

and the subsidiaries.

The importance of personal visits for the management of

the headquarter-subsidiary relationships is further reflec

ted in the purpose of the visits. Senior corporate and
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divisional executives stressed the significance of visiting

the foreign entities themselves in order to become acquain

ted with subsidiary operations and host country conditions,

and to make an assessment of the subsidiary and its manage

ment. In all companies these executives generally prefer

red to visit the subsidiary, instead of having subsidiary

managers visit them. The advantages of seeing subsidiary

operations "on the spot" were often cited. In companies I,

II and IV, senior corporate executives made a habit of try

ing to visit each subsidiary at least once a year. These

visits were also used to increase the motivation of subsidi

ary managers by creating a feeling that they were not "for

gotten", as well as to keep a certain pressure on them.

A comment by a senior corporate executive in company I

regarding his presence at subsidiary board meetings illus

trates some of the purposes of the subsidiary visits.

The primary purpose for me being there is to get a
feeling for what's going on. You feel it in the air
if everything is OK. Secondly, I keep local manage
men~ on their toes by being present, asking questions,
and checking that they keep in line with our corporate
policies.

Besides visits by senior executives, the subsidiaries

are regularly visited by headquarter staff in functional

areas such as finance, manufacturing, and marketing. Visits

by senior executives usually were either ad hoc, e.g. just

to be informed about the entity, or regularly scheduled,

for example in connection with subsidiary board meetings.

Visits by other headquarter staff or line executives were

found to be mostly problem- and task-oriented. The number

of visits in both directions tends to increase if subsidi

ary profits decline, and if major investment projects are

discussed and implemented. Clearly, the need for integra

tion and supervision then increases.

Subsidiary managers also visit headquarters. It is

primarily subsidiary presidents who make these visits, al

though companies I-IV are exceptions. In these firms sub-
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sidiary marketing and manufacturing managers visited head

quarters regularly. On the other hand, subsidiary finan

cial managers make almost no visits. In companies II and

IV, for example, subsidiary financial managers visited

headquarters only once every third year, on the average,

whereas production and marketing managers conducted two to

three visits annually. This pattern is probably due to the

fact that standardized and formal communication channels

and procedures are most developed in the area of finance

and accounting, and there is consequently less need for in

formal communication and contacts.

Besides personal visits, the total frequency of person

al contacts between subsidiary presidents and headquarters

during one month was investigated. Personal contacts in

clude all forms of communication by means such as the tele

phone, letters, and telex. Table 4:8 shows the results.

Table 4:8. Personal contacts between subsidiary president
and headquarters during one month

Company

Char
acter
istic

Average
contact
frequency

I

Every
week

II

Every
week

III

Every
other day
to every
week

IV

Every
week

V

Every
month

VI

Every
week to
every
other
week

As can be seen from the table, the personal contact fre

quency was found to be highest in company III, equally high

in companies I, II and IV, and lowest in companies V and VI.

It was not uncommon either that subsidiary managers in com

panies I, II and IV had peTsonal contact "every day" or

"every other day". None of the subsidiary presidents had

less frequent contact than once a month. The variation
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found in the frequency in personal contacts between the

MNCs seems to be dependent on very much the same factors

as described above.

Communication patterns in the MNCs

It was observed in this research that horizontal and diagonal

communication flows play an important role for the management

of the headquarter-subsidiary relationships (cf. Chapter 2).

Diagonal communication refers to communication between

corporate managers, divisional managers, and subsidiary man

agers at different hierarchical levels. Horizontal communi

cation is defined here as communication between individuals

on the same hierarchical levels but in different organiza

tional units, e.g. between subsidiaries and between subsidi

ary staff and headquarter staff managers. Both forms of

communication patterns occur outside the ones prescribed by

the formal organization and hierarchy.

The research indicates that it is particularly important

for subsidiary managers to know whom to communicate with at

corporate headquarters and in product divisions in order to

speed-up decision processes. Subsidiary managers, particu

larly in companies I, II and IV, stressed the importance of

"knowing their way around". It is likely that the organi

zational structure of these three firms tended to increase

this need. Subsidiary managers in the fully divisionalized

MNCs did not place so much stress on the importance of know

ing whom to communicate with at headquarters. In companies

I, II and IV, a long tenure with the organization is often

necessary to learn whom to communicate with and how to

speed-up communication routes.

Headquarter executives with experience as subsidiary

managers were often favorably recognized by the subsidiari

es as better equipped to understand subsidiary problems,

and as communication with them was considered easier. To

have worked at headquarters was often cited as important
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by subsidiary managers in companies I and II, particularly

in the area of production, as it facilitated the transfer

of production skills. Brandt and Hulbert (1975) have also

noted that interpersonal relationships playa key role in

the effectiveness of headquarter-subsidiary communications.

The importance for the subsidiaries of having communica

tion links at different hierarchical levels in order to in

fluence intra-organizational transactions is well illustra

ted by the situation in a joint venture which company I

owns on a fifty/fifty basis.

The joint venture needed some new products for its local

market, a highly industrialized country. The premises for

the formation of the joint venture were that the Swedish

partner would supply R&D competence, and the other partner

the marketing and distribution know-how. However, the R&D

efforts of the Swedish parent company were not considered

to be well adapted to customer demands in the local market.

The joint venture complained that it was not able to in

fluence the R&D process, and that it was not informed about

new R&D projects. The lack of information was interpreted

by the president of the joint venture, a local national, as

a sign that the Swedish headquarters did not trust them and

was afraid that technology would "leak" out of the venture.

In response, the managers in the joint venture made a habit

of visiting the corporate R&D facilities when they were at

headquarters in Sweden. In this manner they had become ac

quainted with several individuals over the years through

whom they had obtained information about on-going projects.

These personal contacts were also considered to give them

a certain limited opportunity to influence the R&D process.

Several other examples were found, particularly in com

panies I and II, where subsidiary managers in the areas of

manufacturing and marketing stressed the importance of

having personal contacts with corporate and divisional

managers to solve problems, and to receive information.
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Companies I, III and IV have organized special inter

national departments in each of the major product divisions

to facilitate the transfer of technology and manufacturing

skills to the subsidiaries. These departments have as their

sole responsibility the handling of product information and

technology transfer between the divisions and the foreign

subsidiaries. Compay II has corporate departments perform

ing similar functions, while companies V and VI do not, pro

bably because of their different manufacturing strategies

and less complex technologies (cf. Chapter 3).

Companies I-IV also have individuals in various staff

functions at corporate headquarters acting as communication

links between corporate headquarter product divisions and

subsidiaries. These individuals have different hierarchical

positions but one feature in common: they are all well ac

quainted with subsidiary operations and problems. Company

I, for example, has appointed "liaison officers" among their

senior corporate vice presidents. Each liaison officer is

responsible for a number of subsidiaries and is expected to

facilitate communications and problem-solving of a strategic

and operative character among the corporate level, the divi

sions and the foreign entities. In companies V and VI, the

two conglomerates, most communication goes directly between

the subsidiary and divisional presidents.

In Table 4:9 the MNCs have been ranked as to the number

of communication links between the subsidiaries and head

quarters. The number of communication links is defined as

the number of corporate and divisional executives with whom

subsidiary managers have regular contact. The ranking is

based on interviews with subsidiary managers.

Company II has the largest number of links, while com

panies V and VI have the lowest ranks. A subsidiary mana

ger in company II may have up to six regular links; a sub

sidiary in company V has two. The ranking seems to be de

pendent on several factors.
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Ranking as to number of headquarter-subsidiary
communication links

Company

Charac-
teristics I II III IV V

Ranking as to 3 1 2 4 6
number of com-
munication links

Key: 1 highest ranking
6 lowest ranking

VI

5

First, the ranking is clearly related to the specific

communication needs of the MNC. These needs, in turn, are a

function of the needs to coordinate and control subsidiary

operations. Second, it can be expected that the fequency of

communication and the number of communication links are also

dependent on the degree of formalization of organizational

structure and procedures. With more formalized structure and

procedures, the frequency of informal communication and the

number of links can be expected to be lower. Company III,

which is among the most formalized, has a high ranking

nevertheless.

Galbraith (1974), among others, has argued that increas

ed environmental uncertainty creates higher demands on the

capability of the organization to process information in

order to achieve a given level of performance. The infor

mation needs can be reduced by creating s~lf-contained

units. The creation of independent divisions with global

product responsibilities, as in companies III, V and VI,

would accordingly reduce information needs and communica

tion links. The high ranking of company III does not con

form to this pattern, however. The explanation may be that

this MNC has chosen to establish self-contained divisions,
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but that marketing considerations and intra-divisional

trade flows also require lateral relationships and many

communication links in order to facilitate joint decision

making and coordination.

Communication between subsidiaries

Lateral relationships and horizontal communication may also

exist among the foreign subsidiaries themselves. It was

found that the frequency of communication among the sub

sidiaries was fairly low in all six MNCs.

Company I has the highest degree of intersubsidiary

communication, while company V has the lowest. The degree

of communication was measured as the frequency of personal

contacts between the subsidiary president and managers in

other subsidiaries. Some of the other companies, particu

larly company II, try deliberately to restrict the extent of

communication among the subsidiaries. The effect may be to

facilitate headquarter control by making it easier to dif

ferentiate policies ~nd procedures to fit the particular

business situation of any subsidiary. The relationship can

then be managed on an individual, bilateral basis. A typic

al area where a differenti.ation may be important is in the

pricing of intra-company transactions. With restricted

communication there is less price-level comparison among

subsidiaries.

SUMMARY

The purpose of this chapter was to describe and analyze the

design and functioning of the organizational systems which

are used by the MNC to coordinate and control the foreign

subsidiaries.

The organizational systems consist of several inter

related subsystems. The following subsystems or instruments

were analyzed: (1) the formal organization structure in the
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MNCs and the rationale behind the structure, (2) the func

tions and size of corporate and divisional headquarters,

(3) standardization of policies and procedures, (4) com-

mittees and task forces in the MNCs, (5) the role and re

sponsibilities of the subsidiary board of directors, and

(6) communication and communication patterns between head-

quarters and the subsidiaries.

The design and functioning of each of these subsystems,

as well as how they are used to manage the headquarter-sub

sidiary relationships, were described. The differences ob

served in the design and functioning of the subsystems in

the firms under study were analyzed. Several explanations

were given and conclusions drawn as to how the environment

al and strategic context of the firms, as well as the form

al structure, influence the design and functioning of the
various organizational coordination and control instruments.
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5 Administrative Systems for the Management of
Headquarter-Subsidiary Relationships

The purpose of this chapter is to describe and analyze the

design and functioning of the administrative systems for

coordination and control of the foreign subsidiaries.

The administrative systems operate within the frame

work of the organization structure. A major difference be

tween the administrative and organizational systems is that

the former is more flexible. The administrative systems

can be more easily developed than the organization struc

ture, and changed without necessary affecting the formal

structure and other organizational systems.

In this research attention has been focused on the bud

get and planning systems in the MNC and the financial re

porting system. In subsequent sections the following di

mensions of these administrative systems are analyzed:

(1) the design of the international budget and planning

system including the time horizon, standardization and con

tent of subsidiary budgets and plans; (2) the budget and

goal setting process; (3) the functions of and purpose of

the annual subsidiary budgets; (4) the functional reporting

system, its design, the magnitude of reporting by the sub

sidiaries, and degree of standardization of the reporting

system; (5) subsidiary attitudes towards the reporting

system, and (6) headquarter use of subsidiary reports. The

chapter ends with a short summary.
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Care has been taken to describe and analyze both the

design and the functioning of the administrative systems.

To understand the functioning of the systems and their im

portance for the management of the relationships, we have

analyzed how the systems are used by both subsidiaries and

headquarters.

THE DESIGN OF THE INTERNATIONAL BUDGET AND PLANNING SYSTEM

The budget and planning system are major instruments for

corporate and divisional headquarters to coordinate and con

trol the activities of the foreign subsidiaries. As such,

the system strongly influences the relationship between

headquarter and the subsidiaries. Although the design of

the system was fairly similar in the MNCs, major differen

ces were found as to how the system was used by headquarter

executives and how it subsequently influenced relationships

with the subsidiaries.

The design of an international budget and planning sys

tem is difficult, as clearly no single system can be expec

ted to fulfill all objectives nor fit all companies equally

well. Instead, the design of a formal planning system has

to take into consideration the specific characteristics of

the company's situation, its size and diversity and its

competitive environment (see also Bergstrand, mimeo, 1978,

and Lorange & Vancil, 1977, pp. 139-151).

Although no single system design is universally valid,

all formal budget and planning systems have to address some

key design issues (Anthony & Dearden, 1976). The objective

of the design is to achieve as good a fit as possible with

the objectives and characteristics of the company and its

environment (Vancil & Lorange, 1977, Ope cit.).

A distinction has been made between budgets and plans.

The first item refers to operating and short-term profit

budgets including investment, cash, personn~l and other
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similar budgets, while plans are defined herein as formal

ized long-range plans with more than a one-year horizon.

Attention has been focused on the budgets and plans prepa

red by the foreign subsidiaries.

Time horizon of subsidiary budgets and plans

The time horizon of budgets and plans for the foreign enti

ties were found to be closely linked to the accounting peri

ods and consolidation principles in the MNCs. Also, the

specific functions of the system and the degree of stability

in the MNC's operations and environment affect the choice

of time horizon.

If the primary purpose of the system is to coordinate

and integrate international operations, a high degree of

accuracy and realism is important. This generally requires

a shorter planning cycle than if the primary purpose is to

scan the corporate environment and get an assessment of

future environmental and competitive forces. The choice

of time horizon is also a function of the effort and re

sources devoted to the system (Ackoff, 1970).

All the MNCs investigated have the same time horizon

for the budgets, while the time horizons of the long-range

plans were foundm be more varied. Table 5:1 shows the

time horizon of the budget and plans together with how often

these are prepared by the foreign entities.

Although the MNCs have different organization structures

and operating characteristics, the similarity in the time

horizon of the budget is due to the fact that all firms

have one year as their accounting period. The length of

the accounting period also determines the time horizon of

most of the other budgets in use besides the profit budgets,

e.g. production budgets, investment budgets.

The similarities among the MNCs as to the time horizon

of the long-range plans are more difficult to explain. It
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Table 5:1. Time horizon and preparation frequency of
subsidiary budgets and plans

compan;T
Charac-
teristics I I II III IV V VI

~

Budget
,

I
Time horizon 11 year 1 year 1 year 1 year 1 year 1 year

Preparation j Annually Annually Annually Annually Annually Annually
frequency

ILong range plans

Time horizon 1 2 years1 2 1 3 2 4 years 3 years 3 years2

IAnnually

years years

Preparation Armually Annually Every Annually Annually
frequency

I

second
year

I A 5-year forecast for orders received is also made annually.

2 The first year of the plan is generally the annual budget.
As a result, the time horizon can also be said to cover two years.

could be hypothesized that the differences in structure,

competition and environmental conditions facing the MNCs

would require different time horizons. Given the environ

mental diversity facing the firms, as well as their organi

zational and operative complexity, the time horizon found

can be considered to be short. It should be noted that the

long-range plans are not used as major instruments for co

ordination and control in the MNCs under study.

Three interrelated factors seem to explain this. First,

in all MNCs it was felt that longer time horizons rendered

such low accuracy that the plans would have very little

operational value. Higher uncertainty tends to reduce the

planning horizon.

Secondly, all firms had a low organizational commit

ment towards long-range planning. This was due partly to

what was considered a low degree of accuracy in the plans,
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but also to difficulties in linking the long-range plans

to the reward systems and to managerial actions. The low

level of commitment to planning among corporate, division

al and subsidiary executives tended to result in a reduc

tion of resources and efforts devoted to planning. An ob

vious reduction of the effort is to reduce the time horizon.

The third and last reason for the short planning hori

zon and the overall low reliance on planning was that all

MNCs had problems in designing and implementing efficient

planning procedures for the foreign entities.

Some of these problems have been observed in previous

studies. In a survey of 600 companies, Steiner (1971)

found that a lack of involvement by top management in

planning tended to discredit the whole process among other

managers. Steiner also found that a failure to develop

company goals suitable as a basis for formulating long

range plans accounted for many planning failures (cf. also

Ringbakk, 1971; Channon and Jalland, 1979).

Many of the problems in implementing adequate planning

procedures for the foreign subsidiaries are illustrated by

the comments of corporate planning executives.

In company I the executive responsible for planning in

the foreign subsidiaries noted:

We have tried four times to implement corporate
wide strategic planning procedures and failed every
time ... Our present long-range plan is mostly a
trend extrapolation of the subsidiaries' annual
budgets ... Our strategic planning is now conducted
by a few individuals at the corporate staff, and
they are not very successful either.

A divisional controller in company III responsible for

the subsidiaries' plans commented as follows:

We originally had a five-year plan. We then reduced
it to a three-year time horizon in order to improve
the reliability. Now we are considering not letting
the subsidiaries do any long-range planning at all.
It's often a waste of time.
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As a consequence, many of the planning needs in the

MNCs are solved by other means. Clearly, what Steiner has

called "intuitive-anticipatory" planning exists in all

firms (Steiner, 1969 and 1971). This type of planning is

usually the work of a few key individuals and seldom re

sults in any written set of plans. It is more based on the

experience and judgment of the individuals involved.

Some of the MNCs also had separate corporate planning

departments. These departments prepare corporate plans,

and the involvement of the foreign subsidiaries is not con

sidered necessary. That is the case, for example, in com

panies I, III and IV. Considerable strategic planning ef

forts are therefore conducted outside the formalized long

range planning system.

Standardization of the budget and planning system

The formal budget and planning systems are highly standard

ized in all MNCs and based on manuals which layout proce

dures and time schedules to be followed,. It was observed

that the high degree of standardization does not always

allow for adaptation to subsidiary-specific characteristics;

this may in turn reduce the adequacy of the budgets and

plans.

In the three MNCs which are organized into global pro

duct divisions, i.e. companies III, V and VI, the divisions

had some freedom in deciding the design of their own budget

and planning systems. The research data indicate that the

firms with global product divisions also tended to diffe

rentiate other administrative systems, more so than did

the MNCs with mother-daughter structures, i.e. companies I,

II and IV. It is likely that the latter organizational

structure reduces the ability and/or propensity to diffe

rentiate the administrative systems for subsidiary-specific

factors.
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Lorange (1976) argues that the integrative purpose of

planning is facilitated in MNCs which are organized into

global product divisions. In contrast, planning systems

in MNCs with area divisions would be more adaptive to en

vironmental diversity. The findings from this research

support Lorange's hypothesis, but indicate also that both

the integrative and adaptive tasks of planning are more

difficult to achieve in mother-daughter structures than

in the other two divisionalized structures mentioned above.

The lower differentiation of the administrative systems

in companies I, II and IV is partly due to the fact that

these MNCs have standardized their charts of accounts and

their accounting definitions on a corporate-wide basis.

Thus, within these individual MNCs, all subsidiaries employ

the same accounting system.

Companies V and VI in particular, but also company III,

have opted for a lower degree of corporate-wide standardiza

tion. As a matter of fact, company VI has a policy of not

standardizing the chart of accounts of the different divi

sions and requires only that some accounting definitions be

used by all entities. Two factors explain this. First, a

differentiation of the administrative systems is facilita

ted, as the subsidiaries report to a global product divi

sion. Each system can more easily and in a less costly

manner be tailored to the specific needs of that division.

There may then be standardization within each division.

Secondly, it is likely that the lower degree of system

standardization in companies V and VI in particular, also

depends on their higher product diversity compared to the

other MNCs. No single system fits all diverse product

lines equally well.
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Magnitude and content of subsidiary budgets and plans

Table 5:2 summarizes the content and size of the subsidi

aries' budgets and plans. The content of the system is

classified according to whether it is financially or more

qualitatively orientied, i.e. on the amount of verbal ana

lysis and judgments. The content is also described in terms

of the dimensions in the budgets and plans which are empha

sized by corporate and divisional headquarters. The size

is measured as the number of planning documents submitted

by the subsidiaries.

It can be noted that all firms have a similar orienta

tion in subsidiary budgets, while they differ as to the em

phasis given to different items. All require budgeted in

come statements, balance sheets, cash budgets, etc.

The differences in emphasis in the budgets and plans

are probably explained by the different product-markets of

the firms. Companies I and II are primarily involved in

selling turn-key projects on a tender basis. The comple

tion of such projects may range over several years. In such

a context orders received and gross margins are important

to plan capital needs and production capacity.

Companies III and IV are operating in a competitive

environment with more mature and price-sensitive products.

Sales volume and market share are given high priority be

cause of considerable economies of scale in production,

and the existence of centralized capital-intensive produc

tion facilities.

The two conglomerates, companies V and VI, emphasize

subsidiary and divisional financial performance. A major

role for both the corporate and divisional level in these

firms is to allocate resources among their diversified

businesses. We can argue that information about return on

investment, cash flow and net profit is important in such

a context.
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Content and size of international budget and
planning systems

~y ICharac-
terlstlcs ~" I II III IV V VI

Pr:imary ori- Quant ita- Quantita- Quant ita- Quantita- Quantita- Quantita-
entation of tive - tive - tive - tive - tive - tive -
budgets Financial Financial Financial Financial Financial Financial

Primary ori- Quantita- Quantita- Quantita- Qual ita- Qual ita- Quantita-
entation of tive - tive - tive - tive - tive - tive -
long-range Financial Financial Financial Judgmental Judgmental Financial
plans

Emphasis in Orders re- Orders re- Sales, mar- Market share,Net profit, Net profit,
budgets ceived,gross ceived, cost ket share, sales, net cash flow, cash flow,

and net pro- efficiency, price de- profit,capi- capital capital
fit, cost production velopment, tal turnover, turnover, turnover,
efficiency, plans, and production gross profit return on return on
return on gross profit efficiency, investment investment
investment net profit

Emphasis in Orders re- Orders re- Sales, mar- Sales, mar- Net profit Net profit,
plans ceived, net ceived, pro- ket share, ket share, business business

profit, cost duction price de- business outlook, outlook
efficiency plans, cost velopment, outlook, cash flow cash flow

efficiency competitive net profit,
and gross situation, capital
profit net profit turnover

Approximate 14 20 30 40 53 7
number of
budget and
planning
docwnents

The number of planning documents provides an insight

into the overall budget and planning requirements imposed

upon the subsidiaries. Information categories may, how

ever, overlap one another. It is interesting to note from

Table 5:2 that the magnitude of planning and budget re

quirements varies considerably among the MNCs. Companies



177

I, IV and V use 14, 40 and 53 documents respectively,

while company VI makes use of 7. It seems that neither

organizational size, product diversity or interdependence

can explain the differences observed among the MNCs in

this respect.

Although companies V and VI face a very similar en

vironmental and strategic context, they differ greatly in

the magnitude of their planning efforts.

The differences are probably due in part to manage

ment's choice of planning instruments. Company V, for ex

ample, relies on formalized planning methods, while com

pany VI uses more personalized ones. This is also reflec

ted in the more intensive informal communication that

occurs in company VI compared to company V (cf. Chapter 4).

In spite of high product diversity, company VI does

not have any elaborate planning system. It can be argued

that planning in a highly diversified firm would be an im

portant tool for corporate management to inform itself

about the different product-market activities of the ope

rating units. While the design of the planning system in

company V supports this hypothesis, the situation in com

pany VI does not. For one thing there are other instru

ments for information exchange; for another, it is possi

ble that the quantitative and financial content of the

plans makes them ineffective instruments for dialogues on

strategic matters between headquarters and the subsidi

aries.

THE BUDGET AND GOAL SETTING PROCESS

The design of the budget and planning system gives only a

static picture of the system and its influence on headquar

ter-subsidiary relationships. If the influence of the sys

tem is to be more fUlly understood, the budget and goal

setting process has to be described and analyzed.
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As noted above, the subsidiaries' annual budgets are

much more important for the management of the relation

ships than are the long-range plans. While the budget

preparation generally involves frequent discussions between

the entities, the long-range plans are much less closely

coordinated and followed-up by headquarters. For this

reason, the discussion below is focused on the annual bud

get and budget process.

In the description of the budget and goal setting pro

cess, a distinction has been made, where applicable, among

corporate headquarters, product divisions, and the foreign

subsidiaries. This distinction is relevant in companies

III, V and VI where the foreign subsidiaries report to

their respective product divisions instead of directly to

corporate headquarters as in companies I, II and IV.

In all MNCs the budget process is initiated by corpo

rate headquarters, which provides time schedules for the

budget work to the foreign subsidiaries. In some but not

all MNCs, corporate and divisional headquarters also state

goals and assumptions for the subsidiaries' budget prepa

ration. Table 5:3 summarizes the key characteristics of

the budget process.

As can be noted from the table, companies III, IV and

V follow a top-down approach; i.e. the subsidiaries are

given budget goals or guidelines for their budget prepa

ration. Companies I, II and VI, on the other hand, follow

a bottom-up approach where no budget goals or guidelines

are given to the subsidiaries. In company VI corporate

management has explicitly stated that no budget assump

tions should be given to the divisions, the reason being

the high diversity in product markets. As a consequence,

most divisions have also chosen a bottom-up approach for

their subsidiaries and for their internal budget prepara

tion.



Table 5:3. Characteristics of the budget process in the MNCs

~. Company
-',

~'>-,
Characterlstlcs ~~

Budget approach
and corporate
budget goals

Primary corporate
purposes of the
budget (ranked)

I

Bottom-up.
No goals
except
corporate
wide pro
fitability
objectives

Instrlilllent
for coordi
nation and
resource
allocation

II

Bottom-up.
No goals
except
corporate
wide pro
fitability
objectives

Instrlilllent
for coordi
nation and
resource
evaluation

III

Mixed top
down and
bottom-up.
Corporate
goals spe
cific to
divisions

Instrlilllent
for per
formance
evaluation
and coordi
nation

IV

Top-down.
Subsidiary
specific
goals

Instrument
for coordi
nation and
performance
evaluation

V

Top-down.
Corporate
goals spe
cific to
divisions

Instrument
for per
fonnance
evaluation,
communication
and resource
allocation

VI

Bottom-up.
Corporate
wide pro
fitability
objectives

Instrument
for per
formance
evaluation
and communi
cation

f--l
-:J
to

Average number of
iterations during
budget process

Number of annual
budget revisions

Frequency of head
quarter rejection
of subsidiary
budgets

2 1-2

None or only Two
if large
changes occur

Seldom Very seldom

3

No revi
sions as a
matter of
corporate
policy

Often

2-3

None or
only if
large
changes
occur

Seldom

2-3

No revision
as a matter
of corporate
policy

Often

2

No revision
as a matter
of corporate
policy

Seldom
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In companies T, II and VI only general and fixed cor

PIrate-wide profitability requirements guide the operating

units in their budget preparation, e.g. fixed return on

investment objectives for the MNC as a wh~le.

It is likely that the choice of approach is partly a

matter of corporate traditions, but is also related to the

primary purposes of the budget process. Those companies

which emphasize the role of the budget as an instrument for

performance evaluation tended to adopt a top-down approach

with specified budget assumptions. In these cases, i.e.

companies III, IV and V, divisional and corporate manage

ments use the budget to enhance motivation in the subsidi

aries by trying to achieve a balance between realistic and

unattainable performance goals. This also explains why the

subsidiaries in these firms are rarely allowed to make bud

get revisions (see Table 5:3). A revision makes it harder

to use the budget as a fixed subsidiary commitment against

which performance can be evaluated.

The companies with extensive intra-organizational trans

actions and needs to coordinate global production plans and

other transfers tended to emphasize the budget as a tool

for coordination. These companies, i.e. primarily companies

I and II, were more inclined to adopt a bottom-up approach

as well as to accept budget revisions. Realism in budgeted

figures is necessary or valuable for coordination purposes.

As can be noted from Table 5:3, the firms which have

adopted a top-down approach tended also to have somewhat

higher number of iterations during the budget process. It

is likely that more iterations are necessary with a top

down approach in order to reconcile budget goals establish

ed by headquarters with the subsidiary perceptions as to

the possibilities of achieving desired performance levels.

It was observed that the different purposes of the bud

get and budget process tend to conflict. These conflicts
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will be discussed more in detail in the proceeding section

as they largely explain differences in the budget process

among the firmse

While the annual budget is an important tool for the

management of headquarter-subsidiary relationship, the

long-range plan is not. In all MNCs except companies IV

and V, the long-range plan is mostly a trend projection of

the annual budget. Partly this was due to strong links be

tween the two systems. The long-range plan, for example,

is prepared by the same individuals who prepare the annual

budget, and made on the same type of documents. The time

schedule for preparation and submission is generally the

same. The structurally tight links between the budget and

planning cycle tend to make the latter very similar to the

budget. It is likely that with the environmental uncer

tainty facing the MNCs and the annual requirement of pre

paring financial statements, the annual budget will receive

considerably more attention than the long-range plane The

relatively short time horizon of the plans supports this

conclusion (cf. Shank, et al., 1973).

In companies IV and V, which put more emphasis on the

long-range plan, the linkages were found to be less strong.

The plans have a longer time horizon, preparation frequen

cy differs, and the content is more qualitative and judg

mental than in the budgets (see Table 5:2). The planning

process in these companies is considered important means

to create "thinking processes" about the future and as a

tool to educate subsidiary managers~

THE FUNCTIONS OF SUBSIDIARY ANNUAL BUDGETS

As noted above, the MNCs used the budget to fulfill diffe

rent functions. The purpose of this section is to make

some comparisons of how the budget system was used in the

six MNCs, and to provide further explanations for the dif

ferences observed. In Table 5:4 the MNCs have been ranked



182

relative to each other regarding the importance of their

budget systems as instruments for: (a) allocation of in

vestment funds among subsidiaries; (b) planning and coor

dination of global production capacity and supplies; (c)

evaluation of subsidiary performance; and Cd) communication

and information exchange between subsidiaries, product di

visions and corporate headquarters. This list of functions

clearly does not exhaust all possible purposes of or func

tions performed by the annual budget and budget processes

in the subsidiaries, but includes those purposes which

were found to be the most important during the research.

Table 5:4. Comparisons of headquarter purposes with the
subsidiaries' annual budgets

As described in Table 5:3, headquarter executives

placed varying emphasis on the different purposes of the

subsidiaries' budgets. The identification of different

functions was arrived at by asking headquarter and sub

sidiary executives how they used and perceived the budget
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and budget process. The final ranking among the firms was

made by the researcher.

The annual budget was not particularly important as a

tool for allocation of investment funds in any of the MNCs

except companies I and V. All companies have formal pro

cedures for evaluating and approving investment decisions

in the foreign subsidiaries, e.g. discounted cash flow

techniques. More or less informal discussions between head

quarters and the subsidiaries about investments usually

precede the submission of the budget. These discussions

enable subsidiary management to consult headquarters about

the feasibility and acceptance level of various proposals

and to receive at least an informal approval or rejection

of the investment plans (cf. Aharoni, 1966; Bower, 1970,

Chapter 4). The investment budget thereby becomes very

much a confirmation of decisions already taken. Once ap

proved, the budget gives the subsidiary the total alloca

tion of funds, which can be quite freely spent on different

projects.

Some differences were found in the investment decision

process depending on whether the investment concerned a re

placement or expansion investment. Expansion investments

are more closely controlled, as are investments in build

ings, in contrast to replacement investments.

In companies I, II, IV, and to a lesser extent also

in company III, the budget is important for planning and

coordination purposes. This is due to the fact that pro

duction facilities are centralized in a few large plants

serving global market needs. The subsidIaries are largely

net recipients of goods produced in the plants, and their

budgets are used for production and capacity planning. As

the plants are capital-intensive in all four industries

and production lead times are long, it becomes important

that budgeted figures be as accurate as possible. Com

panies V and VI are much less dependent in this respect,
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and consequently production planning and coordination are

also less important as a purpose of the budget.

A distinction should be made between strategic and

operative coordination. The coordination activities re

ferred to above are primarily of an operative character.

Strategic coordination by means of budgets an~ plans is

rare. As noted above, in all of the investigated firms,

the subsidiaries' formal long-range plans are also of minor

importance.

In spite of relative differences among the MNCs inves

tigated (see Table 5:4), all of them use the budget as the

primary tool for evaluating subsidiary performance. Several

factors seem to explain thls. Environmental diversity

makes it difficult for headquarters to formulate relevant

standards to be used as a basis for evaluation. It is dif

ficult for headquarters to remain continuously familiar

with the unique and changing business and financial risks

facing each subsidiary. As a result, it also becomes dif

ficult to provide relevant performance standards without

the involvement of the local entities themselves. The

budget and budget process ensure this involvement and make

it possible to take specific subsidiary and host country

factors into consideration. By requesting subsidiary man

agement to prepare a budget, headquarters obtains a per

formance standard based on the subsidiary's own expecta

tions. Subsidiary-specific factors are automatically

taken into consideration by the subsidiaries.

In all MNCs the budget is accompanied by financial

ratios and other measures of performance, e.g. return on

investment, gross margin and inventory turnover. These

measures are used to ensure a certain comparability among

the subsidiaries. These measures were found, however, to

be of considerably less importance than the budget to

evaluate subsidiary performance.



185

In spite of the general importance of the budget for

evaluation purposes, we can observe from Table 5:4 that

the relative importance of the budget in this respect vari

es among the MNCs. In companies III, V and VI this purpose

is the most important one. The position of companies I, II

and IV in the table implies that these three firms on the

whole place less emphasis on performance evaluation than do

the other MNCs. Why is it so?

The research seems to indicate that both the degree of

interdependence and the design of the formal organization

structure explain the situation. More complex forms of

interdependence, resulting for example from large internal

flows of goods and oligopolistic industry structures, make

it more difficult to assess the absolute contribution of

each subunit to the firm as a whole. Cost allocations must

usually be made, and transfer pricing principles may also

affect the results of the subsidiaries. It can also be

noted from Table 5:4 that in companies I, II and IV, the

budget is an important tool for coordination of subsidiary

operations; i.e. the budget is used to manage interdepen

dence. As will be detailed in next section, there is a

conflict between the two budget functions of coordination

and performance evaluation.

Interdependence does not, however, fully explain the

differences between the firms. Company III faces complex

forms of interdependence but still strongly emphasizes

performance evaluation in its use of the budget. The de

sign of the formal organization structure, with global

product divisions, may explain this discrepancy.

Everything else being equal, MNCs with global product

divisions have more homogeneous product portfolios than do

the other MNCs. It is possible that divisional management

may thereby be better informed about subsidiary operations.

In the other MNCs the subsidiaries sell the products of

all divisions.
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Similarly, corporate management in companies III, V

and VI has smaller spans of control, with a limited number

of divisions reporting to them. This makes it easier to

keep informed about divisional affairs. It is likely that

knowledge about operations in the subunits facilitates a

top-down budget process and subsequent use of the budget

for performance evaluation purposes.

Company VI contradicts this conclusion, however, as a

bottom-up approach is followed in this firm. The design

of the budget process in company VI may, however, be the

result of managerial choice and reliance on less formal

instruments. It can also be noted in Table 5:4 that in

company VI the budget is an important tool for communica

tion and exchange of information. It is possible that in

intensive informal budget discussions, budget goals are

specified, which allow headquarters later to use the budget

for performance-evaluation purposes.

One important conclusion that can be drawn from the

discussion above is that the fully divisionalized firms,

i.e. companies III, V and VI, have tighter budget control

over the subsidiaries than do the MNCs with partly divi

sionalized structures, i.e. with the subsidiaries reporting

directly to corporate management. This is contrary to the

hypothesis that divisionalization tends to promote

decentralization (cf. Chapter 2). It can be hypothesized

instead that divisionalization makes it possible to decen

tralize operating responsibilities, while simultaneously

allowing tighter control. Divisionalization may facili

tate the spread of information by reducing spans of con

trol and interdependence, thereby making it possible for

corporate management to enforce tighter controls and to

formulate specific performance targets.

It is of interest to note the role of the system as a

device for exchanging information within the organization

and in particular for spreading information at headquarters
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about subsidiary environments and local business situations.

There is apparently no consistent pattern among the firms

in this respect. It could be hypothesized that the more

information collected through the system, i.e. the larger

the system, the more important the system would be for this

purpose. No such pattern can be observed, however. In com

panies III, V and VI the system is important for this pur

pose; still, company VI is among those which collect the

least information (cf. Table 5:2).

It can also be hypothesized that companies V and VI need

more standardized and formal channels of information due to

the diversity of their operations. The more diverse the

product/market scope, the more difficult it is for head

quarters to assimilate knowledge about the foreign entities

(cf. Berg, 1965, 1969), and the greater would be the need

for easily comparable information about the subsidiaries.

Such a clear relationship was not found, however, as company

VI is the least standardized and has a small system. It is

therefore likely that to fully understand the collection

and processing of information, one must take into account

the totality of communication among the different organiza

tional levels.

Those companies which emphasize the purpose of perform

ance evaluation tend to have a higher degree of informa

tion exchange. This is probably due to the fact that nego

tiations are usually more frequent when goals and budget

proposals are discussed. In support of such a conclusion,

it can be noted from Table 5:4 that a certain relationship

was found between these two dimensions of the budget sys

tem, as well as the characteristics of the budget process

(cf. Table 5:3). This may also explain the importance of

the budget system in company VI, in spite of relatively

low standardization and budget requirements.
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The conflicting roles of the budget

As mentioned above, some of the purposes of the budget

tend to conflict with others. For example, the purpose of

the budget as an instrument to motivate and to evaluate

subsidiary management tends to conflict with the purposes

of planning and coordination and resource allocation. The

first function may require pressures for higher, perhaps

virtually unattainable, levels of subsidiary performance,

while fulfillment of the latter functions requires "realism"

in the budgeted figures. If the distribution of rewards is

based on differences between actual and budgeted results,

a conflict may also arise between the motivation of sub

sidiary managers and the purposes of planning and coordi

nation, performance evaluation and resource allocation. For

maximum rewards, subsidiary managers would try to under

budget as much as possible. It can be hypothesized that

conflicts among purposes explain why the different MNCs

have stressed some functions more than others. It has also

been observed by others that the budget process involves

conflicting objectives, as well as political elements in

the discussions between the budgetee and his superior

(Hofstede, 1967; Barrett and Fraser, 1977).

Figure 5:1 depicts the major conflicting purposes of

the subsidiary budget.

It was observed that foreign subsidiaries tended to

"play" the role which best fitted the budget functions they

perceived to be most important for headquarters. Percep

tions about the importance of different budget functions

were also found to vary among subsidiaries within an MNC,

as well as between subsidiary managers and corporate and

divisional executives. This fact further complicates the

corporate task of using the budget and the budget process

for any specific purpose.
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Figure 5:1. The major conflicting purpose of the sub
sidiary budgets

The situation in company III illustrates the situation

well:

The primary corporate purpose of the budget in company

II is to coordinate and plan capacity utilization and sup

ply on a global basis. The product divisions use the sub

sidiaries' budgets to prepare their own budgets. These

in turn are used as a fixed commitment for purchasing from

the centralized production department in Sweden, a cost

center in charge of all production (cf. Chapter 4).

The subsidiaries tend to over-budget their sales fig

ures at the beginning of the year. By doing so they

achieve a good budgeted result, as well as an assurance
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that they will receive products (shorter delivery times) in

case global demand is higher than current production capa

city. The product divisions know this and reduce the bud

geted figures to achieve "realism", and to avoid increases

in inventories in case demand does not materialize. Final

ly, the production department makes its own "adjustments"

on the basis of its knowledge about the historical budget

behavior of the product divisions.

Towards the middle and the end of the year, the sub

sidiaries revise the budget to avoid the negative effect of

excessive initial budget figures on the evaluation of their

performance. The revisions take place twice a year to en

sure appropriate production capacity planning (see Table

5:~). The revisions tend to reduce subsidiary commitment

to the budget. Corporate executives judge subsidiary per

formance primarily on differences between the revised bud

get and/or actual figures for the budget year with the ac

tual figures for the previous year. This manner of evalua

tion further reduces the value of the budget as a fixed

subsidiary commitment, and thereby as a tool for perform

ance evaluation.

Similar conflicting roles were found to exist in com

panies I and IV, i.e. those companies with mother-daughter

structures, while conflicting purposes were less evident

in companies V and VI. One probable explanation is that

the degree of organizational interdependence is higher in

the former category. The foreign subsidiaries in compani

es V and VI have less intra-company transactions and oper

ate more independently within their host country. It is

thus easier for corporate management to emphasize specific

budget purposes, such as performance evaluation. In the

other firms the budget serves several purposes, which clear

ly increases the likelihood of conflicts among different

purposes.



191

THE FINANCIAL REPORTING SYSTEM

The purpose of this section is to describe and analyze the

design and primary functions of the financial reporting

system in MNCs. The discussion is focused on the role of

the system for the management of the headquarter-subsidiary

relationships (cf. Leksell, 1980).

The financial reporting system is an integral part of

the international information and control system of the

MNC. The flow of information provided by the financial re

porting system is used for several purposes and is simul

taneously part of the measurement, communication, evalua

tion and decision-making processes of the firm.

A distinction has been made herein between the budget

and planning system and the financial reporting system.

While the former is oriented towards the future, the latter

provides information about the past. The first system has

a planning and coordinative function, while the latter more

clearly performs an informational and control function

(cf. Ostman, 1975).

The financial reporting system is defined as the formal

and standardized reports, which primarily but not exclusive

ly are generated from and based on the accounting system,

and which are submitted by the foreign subsidiaries to

headquarters. These reports usually contain information

of both qualitative and quantitative character. The common

feature of reporting systems is that they usually are stan

dardized and formalized in terms of content, structure and

timing.

The reporting system generally constitutes the major

formal channel of communication and information within the

MNCs. It is clear that the system performs several diffe

rent functions. In company III the primary purpose of the

reporting requirements, according to the company reporting

manual, is
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... to keep headquarters informed, to be used for
consolidation purposes, and to function as refer
ence material about subsidiary operations.

The reporting requirements imposed on foreign subsidi

aries also serve as an educational tool, forcing the sub

sidiaries to learn more about their businesses. In one of

the MNCs investigated, the educational purpose is explicit

ly stated in the reporting manual.

The design of the international financial ~orting~ste~

The design of a financial reporting system can be described

in terms of the frequency, magnitude and content of finan

cial reporting, and the degree of system standardization

(cf. also Anthony and Reece, 1975; Ostman, 1975, for simi

lar classifications). Each of these characteristics will

be discussed below, utilizing the empirical data generated

through the research.

Magnitude of financial reporting

The MNCs exhibited differences as to the magnitude of f~nan

cial reporting. Table 5:5 shows the total number of formal

standardized reporting documents and the different time in

tervals with which they are submitted by the subsidiary to

headquarters. In the table the content of the reports has

not been taken into consideration.

As is shown in the table, the reporting frequency vari

es considerably among the firms. The most common reporting

frequency was found to be quarterly, with company V, for

example, having its foreign subsidiaries submit 55 diffe

rent reporting documents each quarter. Companies I-V re

quire that their subsidiaries submit some reports only once

a year.
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Table 5:5. Number of reporting forms and frequency of reg
ular financial reporting by the foreign subsid
iaries

Company

Reporting frequency I II III IV V VI

Upon request only 2 1 1

Only annually 3 1 2 5 1

Quarterly or tertially 13 37 18 11 55 9

Monthly 1 2 7 3 4

Total nurrilier of formal 19 38 22 24 59 14
reports

Factors such as corporate traditions and growth history,

the control philosophy and information needs of the corpo

rate headquarters, and group consolidation methods explain

some of the differences observed among the firms. All six

MNCs consolidate their accounts and prepare interim finan

cial statements on a quarterly or tertial basis. This ex

plains why this time interval tends to dominate the report

ing frequency.

Table 5:6 shows the reporting frequencies of different

items, i.e. the content of the reports. As can be noted

from the table, the number of items reported regularly

from the subsidiaries to headquarters is fairly similar

among the MNCs.

When interpreting the results shown in Tables 5:5 and

5:6, one has to keep in mind that one MNC may provide one

type of information in several reports, while in other

firms the information might be provided in only one report.

Also, overlaps may exist among different categories of in

formation. Nevertheless, the data in Table 5:6 provides

some insights into each MNC's emphasis on different items.
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Table S: 6. Reporting frequency of different items

I II III IV V VIItem

Balance Sheet I 3 3 2 3 3 3

Income State- 3 3 2 3 3 3
ment

Specification 3 3 2 3 2 3
of Cash and
Credit

Inventory 3 3 2 2 3 3

Production 3 3 2 2 6 6
Output

Sales per 2 3 2 2 3 4
Product

Market Share S 5 2 4 6 S
in Host Country

Performance Re- S S 4 S 5 S
view of Subsid-
iary Managers

Political and 3 3 2 2 6 6
Economical Con-
ditions in Host
Country

Key: 1 = weekly
2 = monthly
3 = quarterly or

tertially
4 = annually
5 = not at all
6 = every now and then
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As can be seen from Table 5:6, company III is a notable

exception, having a higher reporting frequency than any of

the other MNCs. For example, company III pays the most

attention to the host-country market shares. This atten

tion is a reflection of the MNC's mature and standardized

product lines and the intensive competitive conditions it

faces. Company III is also the only MNC which regularly

makes formal performance reviews of subsidiary managers.

In companies V and VI, conditions in the host countries

are not reported regularly, while in the other four MNCs

this is done monthly or every three or four months. This

is probably explained by the higher degree of host country

dependence in companies I-IV and the stronger host country

interest or involvement in the operations of their subsidi

aries. Higher host-country dependence, as well as intra

organizational interdependence, makes it important for

headquarters to be informed about local conditions. Less

interdependence in companies V and VI makes these MNCs as

a whole less vulnerable to changes in local conditions

than are companies I-IV.

The magnitude of reporting gives only a partial pic

ture of the information system in the MNCs. As described

in Chapter 4, many of the communication requirements are

fulfilled by other means.

An interesting observation can be made by comparing

the degree of informal communication frequency (in Tables

4:8 and 4:9) and the magnitude of financial reporting in

companies V and VI. In spite of a similar context, com

pany V has chosen to rely on standardized reporting and

relatively little informal communication. On the contrary,

company VI has intensive informal communication but little

formal financial reporting.

It is likely that this difference is a reflection of

different control philosophies in the two firms.
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It also clearly shows that information needs may be met

by va1ious instruments. A strong interrelationship of a

complementary nature seems to exist between the two in

struments above.

Companies II and III, on the other hand, rely exten

sively on both formal reporting and informal communication.

It is possible that high interdependence creates simultane

ous needs for both informal and formal information flows.

The formal information flows may be used for routine con

trol and coordination, while the informal communication

may be used for non-routine coordination and information

about exceptional situations.

This conclusion is supported by the findings described

below, regarding the degree of standardization of the re

porting system and how senior management at· headquarters

uses the reports.

The size of the MNC and the degree of product diversi

ty does not seem to affect the foreign subsidiaries' re

porting requirements. It could be argued that companies

IV, V and VI would require more information due to their

higher degree of product diversity, but no consistent dif

ferences can be found among the six firms in this respect.

Standardization of the reporting system

Most of the firms investigated have found it necessary to

standardize the design and content of their international

reporting system. There is a trade-off involved here,

as the information produced may not always be relevant for

the context in which some of the subsidiaries are operat

ing. Company VI is the only MNC which has deliberately

chosen not to standardize the system, with the exception

of some items required for consolidation purposes. The cor

porate controller in company VI commented as follows:

We allow each product division to develop its own
planning and control system, and we request only
a few items on a regular basis. We are operating
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in highly different businesses and it is impossible
to fit a single system to the specific needs of each
of these businesses. Furthermore, we are strongly
committed to a decentralization of divisional ope
rations. They should be free to develop their own
systems ...

The situation in company VI illustrates the fact that

the development of the international reporting system is a

complex function of the MNC's context and the prevailing

corporate control philosophy or style.

All firms except company VI have formalized and stan

dardized their international reporting documents on a cor

porate-wide or divisional basis as to layout, measurement

principles and accounting definitions.

In some of the companies the reporting requirements

changed depending on the financial performance of the sub

sidiary. In one case, corporate headquarters imposed new

requirements partly to strengthen control and increase in

formation, but also as a way to communicate dissatisfac

tion with subsidiary performance. In company II the cor

porate controller imposed new reports as needed, claiming

that these were necessary for consolidation purposes. This

explanation was given in order to reduce any resistance

among the subsidiaries to increases in their reporting re

quirements.

Differences in reporting requirements and system stan

dardization were also observed between wholly owned and

partly owned subsidiaries (joint ventures). The degree of

integration of standardized reporting systems in joint

ventures was in general lower than in wholly owned subsidi

aries. The degree of integration was found to be dependent

on the overall integration of the joint venture into the

operations of the MNC as a whole. Pressures on the joint

ventures to adopt corporate-wide reporting standards tend

ed to increase if the joint venture was consolidated into

group accounts. Consolidation often makes it necessary to
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ensure that each entity uses similar accounting methods

and definitions.

It can be hypothesized that standardization in terms of

content and format is undertaken by the MNC in order to im

prove the information-processing capacity of the organiza

tion. Unstructured and variable information flows can be

expected to create information-processing problems (cf.

Chapter 2).

It can also be argued that the MNC strives to standard

ize routine information flows such as those contained in

the financial reports, in order to avoid information over

load. Non-routine information needs are then processed

on an ad-hoc basis and through informal channels. The re

search data supports this hypothesis, as the frequency of

informal communication in the MNCs was found to be high

(cf. Chapter 4).

The design of the reporting system tends to be fairly

stable, changing only gradually over time. Usually it

takes time for the organization to identify and correct in

adequacies in the system. Abrupt changes in the design of

the reports, or in reporting frequencies, may also have a

negative impact on the ability of headquarters to use the

subsidiary reports, and to process and act on the informa

tion supplied.

The corporate controller in company II commented:

Parts of our reporting system have been in opera
tion since the fifties ... I hesitate to make major
changes, though, as corporate managers by now have
learned how to interpret and use the reports. They
know the definitions and facts that are hidden be
hind the figures ...

A further indication of the degree of standardization

and uniformity of the reporting system is the heavy reli

ance by subsidiaries on financial reporting manuals. In

no other cases did the MNCs have such elaborate manuals to
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guide the subsidiaries as in the area of accounting and

financial reporting. The purpose of these manuals is to

create a common frame of reference and to ensure compara

bility among different organizational entities.

SUBSIDIARY ATTITUDES TOWARDS THE FINANCIAL REPORTING SYSTEM

The success of any reporting system is highly dependent on

the attitudes of the subsidiaries towards the system itself

and the reporting requirements. The attitudes towards the

international reporting system among the foreign subsidiari

es were in general found to be positive. The fact that the

subsidiaries are favorably inclined towards headquarter con

trol and guidance has also been observed in earlier research

(Bursk, et al., 1971). This observation is interesting, as

headquarter executives often believe the contrary and are

afraid of requesting too many reports from the subsidiaries.

The extent to which the subsidiaries considered the re

porting system to be a help or a burden was found not to be

linked to the actual magnitude of reporting, as suggested

by Brooke and Remmers (1970, pp. 53-55), but to be dependent

on, first, the ease of producing the reports, and, second,

on the quantity and quality of the feedback given by head

quarters. Feedback can range from very simple questions

regarding information contained in the reports to comments

about subsidiary strategy and/or host country issues.

It can be hypothesized that subsidiary acceptance of

the reporting system and even their requests for central

control and guidance are a function of two interrelated

factors. First, as described by Hedlund (1980), the foreign

subsidiaries often feel alienated from the strategy formula

tion process in the MNC, and lack direction about their

"strategic role". Through feedback on the financial re

ports, and the potential intra-organizational discussions

this feedback may induce, the feelings of alienation are
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probably lessened. The reporting system itself then be

comes an instrument to facilitate headquarter-subsidiary

communication and exchange of information.

Second, feedback may increase the subsidiary's feelings

of affinity with the center. Many subsidiary managers use

personal contacts and relationships with headquarter execu

tives as means to solve problems and conflicts, and as a

political instrument to increase their influence. The feed

back given as a result of the reports and related discus

sions may be used to facilitate and reinforce these rela

tionships. Headquarter feedback then also becomes an in

strument to influence the future behavior of the subsidi

ary, i.e. as an instrument of control.

Most of the subsidiaries investigated requested more

feedback on their reports. In particular, requests were

made for more specific and timely headquarter opinions

and expectations about performance levels, etc.

The financial manager in a subsidiary commented, for

example:

I have never received any feedback on our reports.
Still, we devote an enormous amount of time to pro
ducing them. If we don't submit the reports on time,
the corporate controller calls us immediately ...
It's very peculiar.

Another subsidiary manager commented:

I don't know if they read the reports at all. As
long as I don't hear anything, I assume that every
thing is considered to be OK!

The research results indicate that the feedback given

by headquarters is evaluated by the subsidiaries as to

both content and source. If the subsidiaries consider

any kind of headquarters feedback in response to the re

ports to be of minor importance, e.g. clarifications on

accounting definitions, it tends to be regarded as "low

quality" feedback. If the questions concern, for example,
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subsidiary performance, strategy or environment and simi

lar items, it is correspondingly considered to be of "high

quality". The timeliness of feedback affects "quality"

perceptions too (Leksell, 1980).

HEADQUARTER USE OF SUBSIDIARY FINANCIAL REPORTS

The design and content of the reporting system establish

the limits for how the system can be used by headquarters

for coordination and control purposes. As such it may con

strain as well as direct the decision processes. The actual

use of the system takes place within these limits and is

process-oriented and related to other instruments of commu

nication, coordination, and control employed by the MNC.

Several authors have made a distinction between the de

sign and structure of the system, and the related control

processes (see Anthony and Dearden, 1976; ~stman, 1973,1977).

Others have noted the multiple functions of the internation

al financial control system, and stress that the "style of

control" is more important for the success of the system

than its design (Bursk, et al., 1971, pp. 5-6).

Senior headquarter executives, i.e. top management and

vice presidents in line and staff positions at both divi

sional and corporate levels, were asked what value they

attached to information given in the reports and what types

of actions they undertook as a result of the reports. Simi

larly, subsidiary managers, i.e. subsidiary presidents,

vice presidents, and financial managers, were asked about

the kind and frequency of feedback they received on their

financial reports from headquarters.

Headquarter response takes two major forms. The first

and most frequent form is that questions are asked on spe

cific figures and/or accounting definitions employed by

the subsidiary to arrive at certain items. These types of

questions are highly routine and most often asked by the
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corporate or divisional controllership function. The pri

mary purpose is to clarify the specific content of the re

ports. No particular feedback is generally given in these

situations.

More interesting are the non-routine questions and

feedback aiming at influencing subsidiary behavior and ope

rations. The research shows that this type of feedback is

given only in "exceptional" situations, e.g. when subsidi

ary operations or performance to deviate from an expected

pattern such as the budget or when headquarters perceives

a problem or opportunity. The degree of headquarter tole

rance of "unexpected" or "trigger" information was impossi

ble to measure exactly, but the data indicate a high degree

of variability over several dimensions. The response tends

not to be confined to the controllership function, but can

be given by different staff or line managers at different

hierarchical levels, depending on the type of "exception"

observed. The response can also vary among subsidiaries

as well as over time.

The finding that headquarters responds to the reports

non-routinely on the basis of "management by exception",

principles has also been made in earlier research. Brandt

and Hulbert (1975) found, for example, when investigating

63 subsidiaries located in Brazil, that regular feedback

was not very common.

In general, top management in all MNCs receives conden

sed compilations of performance data from the subsidiaries.

Among other things, these compilations allow corporate

management to ask subsidiary managers discerning questions

about their operations. Cases were observed where the

corporate chief executive officers asked questions about

matters like inventory levels for a minor product, or cre

dit terms for some customer groups, etc. These very spe

cific questions created a feeling among subsidiary managers

that top management was very well informed about subsidi

ary operations.
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Most of the senior headquarter executives commented,

however, that they did not rely extensively on the formal

reports to extract information about subsidiary operations

and developments. Instead, the informal communication

channels were used, e.g. telephone conversations and per

sonal visits (cf. Chapter 4). The formal reports thereby

become more of a confirmation of information already known.

The limited use of subsidiary reports among senior execu

tives raises the question of how valuable these systems

are other than for routine control purposes. These find

ings are also consistent with Mintzberg's (1973) study of

the type of information that attracts managers. According

to Mintzberg, general managers seek current and verbal in

formation.

It can be argued that the standardized information of

the type provided in the formal reports is not what is

needed in exceptional situations and non-routine matters.

Instead, headquarter staff and line managers create

personal and informal communication links with the foreign

entities in order to satisfy their information needs. The

need for informal information channels can be explained

partly by the lack of timeliness, inadequate content, and

the historical perspective of the formal reports. The

role of the financial reports is thus limited and of minor

importance for the management of headquarter-subsidiary re

lationships. Rather, the reports are primarily used for

consolidation purposes and for historical analysis of sub

sidiary operations.

It was observed that the low reliance on the formal re

ports and the increase in the flow of informal communica

tion readily tends to be accompanied by increases in the

number of "sub-goals" regarding subsidiary performance.

The pattern observed was that different headquarter execu

tives, staff or line, emphasized different operating areas

in their communication with the subsidiaries. For example,
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a divisional product manager may ask about sales levels,

a financial manager about increases in inventory levels,

and a corporate production manager about waste and mate

rial flows. The subsidiaries sometimes interpret these

comments and questions as signals about headquarter goals

and expectations, i.e. about those items against which

subsidiary performance is measured.

As the number of "goals" increases, the likelihood of

goal conflicts increases too; e.g. demands for better ser

vice and fast deliveries may conflict with demands for

lower inventory levels. As a consequence, the subsidi

aries easily become confused about headquarter expecta

tions. For example, many subsidiary presidents were not

able to state explicitly which performance targets or goals

they were expected to fulfill, except what had been agreed

upon in the budget for that year, even though the corporate

and divisional controller had a clear perception of what

he considered to be applicable goals.

An executive vice president in company IV commented on

the problem as follows:

I am very careful in asking subsidiary presidents
overly specific questions regarding their operating
efficiency. If you repeat the same question too
often, they start to believe that it's the most im
portant evaluation criterion. Instead, I try to
stick to their budgets and some specific performance
goqls.

The corporate controller in another of the MNCs com

mented on the use of efficiency ratios, etc. in subsidiary

reports:

... They (ratios) are extremely dangerous. Managers
here at the parent company use them to compare one
entity with another, or to jump on the subsidiaries.
At the same time, many of them don't know how the
figures were computed or that comparisons cannot be
made between our subsidiaries due to differences in
operations and host country practices ...
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Different and mixed headquarter goals and expectations

were observed more frequently in companies I, II, III and

IV than in companies V and VI. Several factors seem to

account for these differences. Most notable is that the

need for integration and coordination is strongest in the

first group of MNCs because of their high degree of inter

dependence, and the oligopolistic industry structure in

which they operate. The more complicated forms of inter

dependence are likely to lead to more complex goal struc

tures.

In a comprehensive study on the use of management re

ports, Ostman (1973) found that serious difficulties exist

both in assessing user needs and in designing reporting

systems which fit different needs. It can be assumed that

the more complicated coordination requirements in compani

es I-IV create larger differences in user needs as to sys

tem design and content. Less reliance on formal reports

and greater reliance on informal communication flows would

consequently be expected in these firms. The research re

sults support this conclusion. As already shown in Chap

ter 4, in the companies with more complex forms of inter

dependence, i.e. companies I-IV, the degree of informal

communication and particularly the number of communication

links were found to be larger than in companies V and VI.

Organizational structure may also have an impact on

the adequacy of the formal reporting system. In companies

III, V and VI, the product divisions have a certain free

dom to design their own intra-divisional systems. Each

system can thereby be differentiated and better fitted,

within given limits of standardization, to the environ

mental and strategic context facing the division. In the

MNCs with mother-daughter structures, similar flexibility

and adaptation cannot be achieved with a given degree of

system standardization and product diversity (cf. the de

scription of the budget system).
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The differences in type of goals and degree of informal

communication between the integrated and the highly diver

sified MNCs can also be explained by a slightly different

though complementary hypothesis. More internal transac

tions, as in companies I-IV, can be assumed to increase the

difficulties in assessing and measuring subsidiary profita

bility. Intra-company transactions increase the likelihood

that transfer pricing principles will influence the measure

ment of results and the validity of profit figures for en

tities that are profit centers. It is possible that instead

of these figures operating-efficiency goals and qualitative

judgments are used.

The adequacy of the subsidiary reports is also affected

by measurement problems. Fluctuating exchange rates and

different inflation rates among host countries clearly

reduce the validity of the information contained in the

reports, as well as the comparability among different en

tities. It cannot be excluded that this also partly ex

plains why senior headquarter executives rely on and use

the subsidiary reports to such a small extent.

The intra-organizational distribution of subsidiary

financial reports

In most of the MNCs the corporate or divisional controller

has the primary responsibility for processing and collec

ting subsidiary reports. The corporate controller in com

panies I, II and IV restricted as a matter of corporate

policy the amount of subsidiary financial data which was

given to the various product divisions. The product divi

sions, for example, were not allowed to receive complete

financial statements and profitability analyses of the

subsidiaries.

The corporate controller in company IV commented:

We have decided not to give the divisions complete
financial information about subsidiary performance
as it would give them an upper hand in price and
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other internal negotiations. Clearly, they know
fairly well the price situation in the different
markets but to give them complete information
could make them even stronger ...

It can be hypothesized that intra-company distribution

of information is or can be used to affect the balance of

relative power between the product divisions with their

global product perspective and the foreign subsidiaries

with their geographical-area emphasis. This balance, as

noted in Chapter 3, is particularly characteristic of the

MNCs with mother-daughter structures and extensive intra

organizational transactions among independent profit cen

ters, i.e. companies I, II and IV. Companies III, V and

VI did not follow this practice. As these MNCs have an

organizational structure where the foreign subsidiaries

report directly to divisions with global product responsi

bility, they have less need to balance the information

flows.

SUMMARY

The purpose of this chapter was to describe and analyze the

design and functioning of the administrative systems for co

ordination and management of the headquarter-subsidiary re

lationships. Two major administrative systems were discus

sed: the international planning and budget system, and the

international financial reporting system.

Specifically, the following dimensions of the adminis

trative systems were analyzed: (1) the design, time horizon,

magnitude content and degree of standardization of subsidi

ary budgets and plans, (2) the budget process, (3) the pur

poses of the subsidiary budgets (for headquarters) and the

conflict among different purposes, (4) the design, magni

tude, content and degree of standardization of the inter

national financial reporting system, (5) subsidiary atti

tudes towards the financial reporting system, (6) head-
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quarter use and reliance on subsidiary financial reports,

and (7) the intra-organizational distribution of subsidi

ary reports.

Each of these dimensions of the administrative systems

were described and analyzed. The importance and influence

of the system on the headquarter-subsidiary relationships

were discussed. Furthermore, observed differences between

the investigated firms regarding system design and func

tioning were analyzed. Several explanations were given and

conclusions drawn as to how the environmental and strategic

context of the MNC influences the design and functioning of

the administrative systems for coordination and control of

the foreign entities.
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6 Social Systems for the Management of Head
quarter-Subsidiary Relationships

The purpose of this chapter is to describe and analyze the

social systems used by the MNCs to coordinate and control

the foreign subsidiaries. The social systems consist of

several interrelated subsystems which operate in conjunc

tion with the organiz~tional and administrative systems.

This is better understood if social control is defined as

the existence or creation of an organizational culture,

norms and values, which guide the behavior of the organiza

tion and its members. The prevailing culture and values are

influenced by the design and functioniLg of the organiza

tional and administrative systems.

Earlier research has identified several instruments

which can be used for social control purposes (cf. Chapter

2). Among the most important are the reward systems, which

include the selection, compensation and promotion of organi

zation members (cf. Lawler, 1977). These instruments are

important, as they create a commitment to organizational

policies, norms and goals. The instruments are also major

tools for the creation and internalization of the organiza

tion culture.

In this chapter the design and functioning of the fol

lowing instruments of social control are analyzed; (1) se

lection and recruitment policies in the MNCs, (2) transfer

policies and mobility of subsidiary managers, (3) career

and promotion of subsidiary managers, (4) compensation
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policies, (5) replacement of subsidiary managers, and (6)

power and social interaction between headquarters and the

subsidiaries.

The description of the design and functioning of the

social system gives further insight into the relative impor

tance of social control in the firms. It has been consider

ed important here also to describe some problems in managing

the instruments of social control, as these problems some

times prevent the active use of the instruments for coordi

nation and control purposes. The chapter ends with a

summary.

SELECTION AND RECRUITMENT POLICIES IN THE MNCs

Staffing international operations involves among other

things a choice as to the nationality of subsidiary managers.

These can be categorized as home country nationals, third

country nationals (TCN) , or local nationals, i.e. host coun

try nationals. The final selection of any of these categori

es depends upon such factors as cost considerations, the qual

ifications and suitability of the individual candidate, host

country ~haracteristics such as immigration laws, and the

availability of host country nationals with managerial talent.

It also depends on the control strategy of the MNC.

Many developing countries in particular exert pressures

on the MNC to employ host country nationals in order to im

prove the local image of the firm. At the same time there

may be a shortage of experienced local managers who are capa

ble of handling the parent company's management systems and/

or are able to communicate effectively with headquarters

(cf. Brooke and Remmers, 1977, p. 207).

None of the MNCs investigated have any formalized poli

cy regarding the selection and recruitment of subsidiary man

agers. Instead, traditions and informal policies and pro

cedures have evolved over time.
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In general, all companies expressed a strong commitment

to internal recruitment of managers for more senior sub

sidiary positions, i.e. recruit within the firm itself.

Companies I, II and IV recruit almost exclusively from with

in for the positions as subsidiary president and vice -pre

sident, while companies III, V and VI also actively recruit

from outside.

In general, the companies expressed a commitment to re

cruiting the most suitable candidate for any position, inde

pendent of his nationality. In practice, however, this was

not always the case.

A common, although not always explicit, policy among the

MNCs has instead been to select and recruit Swedish nation

als foY the positions of subsidiary president and financial

manager. The implicit assumption behind this policy is that

coordination and control of the subsidiary are facilitated

by having Swedes in these positions.

This policy is most explicit in companies I, II and IV,

although it is sometimes difficult to recruit suitable

Swedish candidates. The difficulties are partly due to the

fact that in Sweden, as elsewhere, it is increasingly common

for both husband and wife to pursue career objectives. Given

dual careers, it is often difficult to find suitable inter

national assignments that fit both parties.

Senior corporate executives also complained about an un

willingness among Swedish managers to move abroad and to

accept any temporary discomfort while doing so. An execu

tive vice president in company IV commented as follows:

We have a continuous shortage of talented people to
run our foreign subsidiaries. Swedes are not willing
to move out anymore. I spend hours in discussing com
pensation for houses that have to be sold, dental in
surance, etc. Our problem is aggravated by the fact
that we have difficulties in keeping track of those
individuals that are willing and able to accept for
eign assignments. In particular, we know nearly
nothing about locally employed managers here at the
parent company.
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Selection and recruitment procedures

The identification, selection, and recruitment of subsidi

ary managers were found to be an ambiguous and ad hoc activi

ty in all of the companies. None of them had a more formal

and continuous system for keeping track of and evaluating

suitable candidates for senior subsidiary positions.

Several authors have described common problems in the

area of international human resource management and the dif

ficulties of implementing adequate manpower inventory and

planning systems (cf. Heenan, 1975; Desatnick, et al., 1977;

Brooke and Remmers, 1977; Edstrom, 1979).

To identify suitable internally recruited candidates for

international assignments, all the MNCs investigated rely on

informal communication and the initiative and commitment of

a few corporate managers. The typical selection procedure

is well illustrated by the situation in Company II.

In company II the corporate personnel function becomes

active in trying to fill an assignment or a need for a re

placement of a subsidiary manager usually only after the

matter has been requested by a subsidiary. The personnel

function relies on a few corporate staff functions and senior

divisional managers to generate suitable candidates. If,

for example, a need arises to fill a vacancy for the posi

tion as subsidiary financial manager, the personnel depart

ment relies on the corporate controllership or treasury

function to produce the names of suitable candidates. Simi

larly, the corporate marketing staff is expected to know of

suitable candidates for the position as subsidiary marketing

managers. The extent to which these functions really keep

an inventory of potential candidates depends on the commit

ment and interest of individual staff members. Formally,

it is not part of their responsibility. There is no formal

a priori evaluation of the suitability of the different can

didates, but evaluation takes place once the candidate is
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found and has expressed an interest in the position. In com

pany II senior staff members were said to be keeping track

more or less continuously of around 10-15 candidates within

their functional areas of responsibility.

The situation in company II is also fairly typical of

companies I, III and IV. Once a candidate has been found

and has accepted the new position, this tends to lead to a

chain reaction of new replacements and recruitment of candi

dates to fill the newly generated vacancies. This puts a lot

of strain on the various staff and divisional units, as well

as on the corporate personnel function. Small variations

were observed among companies I-IV. Company III has tried a

formalized manpower planning system, managed by the corpo

rate personnel function. The system had to be abandoned be

cause of implementation problems and a lack of top manage

ment commitment. Company IV has adopted a system, whereby

corporate staff members meet regularly with divisional man

agers to spot and discuss potential candidates for manage

ment positions in the subsidiaries. Recruitment committees

with varying functional expertise have been formed with re

presentatives from the personnel department and corporate

and divisional managers.

Once the candidate is found, the corporate personnel

function is in general responsible for salary negotiations.

The candidate is sent to the subsidiary for further inter

views and discussions, quite often together with his wife.

It is largely at the discretion of the subsidiary president

to accept or reject the candidate. In case the candidate

is rejected, the selection and recruitment process starts

again (cf. Miller, 1973).

The process described above is followed for managers

appointed to senior subsidiary positions with the excep

tion of the position as subsidiary president. For subsidi

ary managers at lower levels, corporate or divisional man

agers are rarely involved unless the position is considered

very important and/or the candidate is employed on a con-
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tract. Contract employees are in general only expatriated

Swedes or third country nationals. In all the MNCs except

companies V and VI, contract employees and their employ

ment conditions are supervised by the corporate personnel

function.

There is on the whole less corporate and d~visional in

volvement in the two highly diversified firms compared to

companies I-IV when it comes to recruitment of subsidiary

managers. This is also reflected in the non-formalized or

even non-existent corporate and divisional personnel func

tion in companies V and VI (cf. Chapter 4). It is likely

that the higher product diversity, less complex technology

and lower interdependence in these two MNCs compared to the

other four explain the difference.

In all the MNCs the subsidiary president has been given

a high degree of autonomy to accept or reject newly appoin

ted subsidiary managers. In general the subsidiary presi

dent has a veto power. Consultations tend to take place,

however, between him and corporate and divisional managers

before a final decision is taken. For recruitment of local

managers (host country nationals) in the subsidiaries, the

subsidiary president can in general decide upon any final

appointment or dismissal. The corporate or divisional

levels are consulted, however, in those cases where the

appointment of a local manager could affect relations with

other organizational units, e.g. the product divisions in

companies I, II and IV. The corporate level tends always

to be consulted when it comes to recruitment of a finan

cial manager. This position is considered to be of such

importance by headquarter executives that consultations

are warranted.

The selection and recruitment of subsidiary presidents

is different from the recruitment of other subsidiary man

agers. In general these appointments are made by the cor-
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porate CEO and/or executive vice president in companies I,

II and IV, depending on the importance of the subsidiary.

In these cases, the corporate personnel function is prim

arily involved only when it comes to matters of compensa

tion. In companies III, V and VI these are decided by di

visional managers. This difference between the firms is a

reflection of their different organization structures.

Table 6:1 shows the average number of Swedes and third

country nationals in senior subsidiary positions in the six

MNCs, i.e. as subsidiary presidents and vice presidents.

(The figures have been adjusted for differences in subsidi

ary size.)

Table 6:1. Average number of Swedes and TCNs in senior
positions in the foreign subsidiaries

-....,
..~............... Company

Charac-
teristics I II I I I IV V VI

Average number of 2.60 6.50 4.25 3.25 1 . .3 5 0.68
Swedish managers

Average number of 2.60 1.40 1.75 3.50 0.33
third country
nationals

It is interesting to note from Table 6:1 the differences

in the number of expatriate Swedish managers and TCNs among

the firms. Company II clearly uses Swedish managers most

frequently, and companies V and VI the least. Consequently,

the latter two companies use local managers most frequently.

In companies V and II there are fewer TCNs employed than in

companies I, III and IV, while company VI has no TCNs.

The reliance on Swedish managers can be viewed as a

form of social control. It can be hypothesized that home

country nationals can more easily assimilate corporate goals
and values, and understand management procedures.
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The higher proportion of Swedish managers in companies

I-IV compared to companies V and VI is probably due to co

ordination requirements in the former group of firms.

Companies I to IV are more complex than companies V

and VI. The reliance on complex core technologies, stan

dardized production methods and large flows of internal

trade tend, among other things, to increase the need for con

trol and coordination of subsidiary activities in companies

I to IV. The coordination process, as well as communication

between headquarters and the subsidiaries, is probably facil

itated with Swedish managers in key subsidiary positions.

This interpretation may imply that when the firm uses

home country nationals as subsidiary managers and as an in

strument of social control, the need for other forms of co

ordination and control may be reduced. We will further dis

cuss this in the next chapter in seeking to explain the dif

ferences observed among companies I to IV regarding their

reliance on home and third country nationals.

It was observed that the tenure of host country nationals

and TCNs tended to be longer in companies I-IV than that of

their counterparts in companies V and VI. Great effort is

made, particularly in companies I and II, to train and as

similate non-Swedish managers in the operations of the firm.

Familiarity with operations and organization cultures are

important for communication and coordination purposes. It

is likely that less complex forms of interdependence, as in

companies V and VI, reduce the need for training and assimi

lation of subsidiary managers. It is also easier under these

circumstances to recruit and integrate local nationals. The

subsidiaries in these MNCs operate also more independently

within their respective host countries.

In the following sections some other instruments of so

cial control will be described. The number of expatriate

managers gives only a static and incomplete picture of the

social systems. The transfer and promotion of subsidiary
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managers and compensation policies are all integrated in

the social systems for the management of headquarter-sub

sidiary relationships.

TRANSFER POLICIES AND MOBILITY OF SUBSIDIARY MANAGERS

In all six MNCs, and in particular in companies II and IV,

the turnover of subsidiary managers is very low. It is not

uncommon to find managers who have devoted their entire

career to their company. The turnover was found to be

slightly higher in the other companies.

International transfer policies differed in the six

MNCs. Two major transfer patterns were identified. The

first pattern typically involved transfers primarily among

the different foreign subsidiaries. An international mana

ger would move from subsidiary to subsidiary, within the

same functional or product area, and/or move from lower to

higher positions in the subsidiaries up to the position as

subsidiary president. As subsidiary president, transfers

would be from smaller to larger subsidiaries.

The second major transfer pattern involved transfers

among not only different subsidiaries but also subsidiaries,

product divisions and/or corporate headquarters. Typically,

a subsidiary manager would regularly serve at corporate and

divisional levels between subsidiary assignments. In some

instances a foreign assignment would be followed by a line

or staff position at headquarters.

Companies I and IV followed primarily the first trans

fer pattern, and companies II, III and V the second. In

companies I and IV cadres of international managers have

developed, while in companies II and III many more trans

fers were made among the foreign subsidiaries, corporate

headquarters and product divisions.

In company V transfers from a foreign subsidiary were

usually made only to the respective product divisions,
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seldom to corporate headquarters. Transfers between divi

sions were rare. In company VI there were generally fewer

transfers than in other firms. In this MNC it is uncommon

for subsidiary managers to be moved to other units.

Although there is considerable spread in duration of

foreign assignments for an expatriate Swede or TeN, the

average tends to be five years. In case a subsidiary mana

ger refuses proposals for a transfer, the corporate person

nel function tends to exert pressure by changing his status

as a contract employee to a local employee. This pressure

to enforce intra-company mobility is used to a varying degree

by all MNCs. The change of status may involve lower compen

sation and a loss of benefits, such as company-paid pension

upon retirement. The primary consequence, however, is a

loss of contact with headquarters. This is due to the fact

that locally employed managers are primarily under the re

sponsibility of the subsidiary president, while contract

employment is coordinated by and under the supervision of

headquarters.

It was observed that all MNCs use transfers as a means

to promote control of subsidiaries, and to initiate and

enforce processes of organizational change. Movirg indi

vidual managers was considered to facilitate the change

process.

Headquarter executives stressed the importance of per

sonality of the subsidiary president for subsidiary per

formance and for the nature of the headquarter-subsidiary

relationship. Transfers are actively used by the corpo

rate or divisional levels to influence the relationship.

The research findings corroborate the hypothesis of Edstrom

and Galbraith (1977) that the transfer of home country

nationals may facilitate the control and coordination of

subsidiary operations.



219

Several cases were observed where Swedish expatriates

were used to promote communicatiQn between the foreign sub

sidiary and the corporate or divisional level. The presi

dent in a joint venture (a local national) commented as

follows on the appointment of a Swedish production manager

(the production manager was the only Swede in the company):

It was absolutely necessary that Mr X was appointed.
Before he came we were never able to receive any at
tention from the product divisions when we needed
faster deliveries for some reasons or when we needed
special blueprints for our own production. As a re
sult we sometimes had serious production delays. He
(Mr X) has improved the situation a lot in many in
stances just by knowing whom to contact in Sweden.

Other examples were found where transfers of managers,

in particular expatriate home country nationals were used,

for example to solve problems in connection with a per

formance decline in a foreign subsidiary, or to facilitate

a transfer of technology. A case of technology transfer

in company II illustrates this well.

Company II decided to introduce a new product in one of

its South European affiliates in the beginning of the 1970's.

The Swedish parent owned 51 per cent of the equity, while a

state owned enterprise in the host country owned the remain

ing 49 per cent. The new product required completely new

production methods and extensive transfer of technology from

headquarters to the foreign entity. To manage the produc

tion start-up, several Swedish managers were transferfed.

According to the transfer plan, the number of Swedes was to

be kept as low as possible. In 1970 there were five expat

riate Swedes; in 1973 the number was increased to 25 to

manage the start-up. In 1976 there were seven, and in 1979

the number of Swedes working in the joint venture was fur

ther reduced to three. By then the transfer of technology

had been completed.

The research indicates that the different transfer poli

cies described above may influence intra-organizational
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identification patterns among subsidiary managers. In the

companies which primarily undertake transfers only among

the foreign subsidiaries, the subsidiary managers seemed to

identify themselves mainly with the international opera

tions of the MNC. The subsidiary managers in these compani

es frequently made a distinction between "us" and "them",

with "them" being the corporate or divisional level.

In companies II and III, which most clearly followed

the other transfer policy, subsidiary managers were less

prone to make a distinction between international and domes

tic operations. Instead, identification or "feeling of be

longing" more commonly related to different functions and/

or product lines.

Although the transfer patterns seemed to influence the

intra-organizational identification among subsidiary mana

gers, no relation was found in this sample between identi

fication pattern and the frequency of intra-organizational

conflicts. The orientation of subsidiary managers is impor

tant, however, as it influences the way coalitions are form

ed and the possibilities of changing and developing head

quarter-subsidiary relationships. The transfer policies

adopted by the MNC thereby assume critical importance and

must be carefully planned.

A relationship may also exist between the recruitment

policies and transfer patterns in the MNC. If the MNC re

lies on local nationals and TCNs it may become difficult

to repatriate them to the corporate and divisional levels.

The difficulties are partly due to language and compensa

tion problems and corporate traditions. This explanation

is supported by the fact that none of the MNCs employed

any senior non-Swedish managers at headquarters.

The corporate CEO in company I commented upon this as

follows:
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We try to staff our subsidiaries with the right man
independent of nationality. I do not see any reason,
however, nor any possibility, for staffing the
parent company with non-Swedes.

As different staffing and transfer policies may influ

ence identification patterns and the way coalitions are

formed, it may also have an impact on the possibilities of

changing personnel policies. The research also indicates

a relationship between the number of locals and TCNs employ

ed by the MNC, and the design and functioning of other con

trol systems. Elaborate organizational and administrative

systems may be a substitute for or complement to the social

systems. Integration of locals and TCNs may then be easier,

and there is less need to rely on home country nationals to

coordinate and control the foreign subsidiaries. We will

further discuss this in the next chapter.

CAREER AND PROMOTION OF SUBSIDIARY MANAGERS

The promotion patterns in the MNCs are linked to the trans

fer policies, as a transfer is often initiated after a pro

motion has been made. Three major patterns were identified

although variations exist within all companies. Subsidiary

and headquarter executives were asked how their own career

had progressed and the characteristics of the typical pro

motion pattern within the firm.

The first pattern typically involves promotion within

the international operations. An international manager

would be promoted e.g. by being transferred to more impor

tant subsidiaries and to more and more important positions

in them. In general, the career would culminate in appoint

ment as a subsidiary president. This pattern was most

clearly found in companies I and IV. In companies V and VI

promotion is primarily within a single subsidiary rather

than among subsidiaries.

The second major pattern typically involves sequential

promotion between corporate headquarters, a product divi-
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sion, and a foreign subsidiary. This pattern was most pre

valent in company III. In this case an individual could

move laterally between product divisions and different func

tions quite freely.

The last major pattern is similar to the second, but

lateral movements, i.e. among different product divisions

and/or functional areas are more restricted. Typically,

promotion occurs between Swedish and subsidiary operations

but tends to be within the same product group or division

and/or functional areas of expertise. Company II exhibited

this pattern most clearly among the six MNCs, but it was

also observed, though to a lesser extent, in company IV.

Like the transfers policy, the promotion pattern in the

MNC may influence the orientation of subsidiary managers

and the way intra-organizational coalitions are formed.

Thereby it may also influence headquarter-subsidiary rela

tionships and conflicts among different coalitions. The

research indicates that conflicts are more easily resolved

if transfers and promotion patterns involve movements be

tween headquarters and subsidiaries and across functional

and product areas. In spite of promotion patterns, subsidi

ary managers often complained about the lack of more formal

career planning. A Swedish subsidiary president commented:

No international manpower planning exists in this
company, nor does anything that can be called man
agement development. When a need arises to fill a
vacancy in a subsidiary, they (corporate manage
ment) pick the first man to pass by in the corri
dor.

Similar comments, although less harsh, were often heard

within the MNCs. Many expatriate subsidiary managers were

of the opinion that appointments were often made on an ad

hoc basis. With low visibility at the corporate or divi

sional level, expatriates often commented that they easily

could be "forgotten". When they wished to be repatriated,

often no suitable reentry positions at headquarters and in
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the Swedish operations could be found. This is due part

ly to the fact that subsidiary managers become trained as

general managers, while headquarter executives are more

specialized in single product or functional areas. It is

difficult to find enough suitable general management posi

tions at headquarters which fit the expertise of subsidiary

managers (cf. Heenan, 1970).

Similarly, host country nationals in the MNCs rarely

felt that they had any particular career opportunities at

the corporate or divisional levels or outside their host

countries.

As noted above, the MNCs very seldom had any non-home

country nationals in senior management positions at head

quarters. However, foreign managers were sometimes employ

ed as middle managers at the divisional level, primarily in

company III and to a lesser extent also in company IV. It

is possible that the prevailing situation negatively affects

the motivation of non-Swedish managers. No conclusive evi

dence was found to support such an hypothesis, although the

turnover among local nationals and TCNs are slightly higher

than among expatriate Swedes in some of the firms investi

gated.

COMPENSATION OF SUBSIDIARY MANAGERS

The MNCs follow different compensation policies depending

on whether the subsidiary manager is locally employed, an

expatriate, or a third country national. The latter two

categories are usually employed on contracts of varying

duration. For contract employees salary levels are deter

mined by headquarters and coordinated within the MNC.

Locally employed managers receive compensation consis

tent with local salary levels. In general, the subsidiary

president decides these levels. Contract employees usually

receive a base compensation plus standardized adjustments
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for local cost levels. Two major problems were found with

the compensation policies employed by the MNCs.

First, with the relatively high taxes in Sweden and the

various fringe benefits received from an international

assignment, subsidiary managers often obtain better compen

sation after tax than Swedish-based corporate or divisional

executives, sometimes including senior corporate vice presi

dents and even the CEO. It was observed that this tended

to create, if not conflicts, at least some animosity among

headquarter executives.

As a result, all MNCs also have problems in repatriating

Swedes or employing foreign managers at headquarters in

Sweden. It becomes too expensive to compensate them at the

same level as on foreign assignments.

The second problem is that in countries with high salary

levels and a scarcity of local managers, locally employed

managers can receive higher compensation than more senior,

contract employed, expatriates and third country nationals.

This in (urn can create problems between different manageri

al levels in the subsidiary.

Some of the MNCs have tried to structure their compensa

tion packages in such a way that they conform completely to

local salary levels. This in turn was found to reduce

intra-company mobility and the possibility of transferring

managers among different countries with different salary

levels. Another similar system, tried by some of the MNCs,

has been to compensate their subsidiary managers at a level

consistent with prevailing salary levels in their respec

tive home countries.

None of the MNCs have elaborate bonus or incentive sys

tems. In those companies which used such compensation sys

tems at all, only a minor part of the total compensation

tends to be variable. This is generally true for most

large Swedish MNCs.
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The standardized compensation policies in the MNC im

plies that compensation is not a major instrument of re

ward; promotion and other forms of recognition are more

important. This does not mean, of course, that no diffe

rences in compensation exist within the MNCs. Inter-divi

sional differences, for example, are quite common in com

panies III, V and VI.

REPLACEMENT OF SUBSIDIARY MANAGERS

While promotion and compensation are the positive dimen

sions of the reward system, the dismissal and replacement

of managers are the negative dimensions. Both are equally

important for the formation of the organizational culture

and for the control of the foreign entities.

Very rarely do headquarters in the MNCs fire a senior

subsidiary manager. Managers at corporate, divisional, and

subsidiary levels commented that the policies in the area

of dismissals were very liberal - too liberal, according to

some. A corporate personnel director commented for example:

I have some doubts that we should be soft and liber
al when it comes to the firing of incompetent subsidi
ary managers. Why should we export liberal Swedish
policies to non-Swedish foreign managers, accustomed
to other practices? It is clear that we, over the
years, have incurred high costs by not replacing
subsidiary managers fast enough.

Some differences were found among the six MNCs as to

their willingness to replace a subsidiary president because

of poor performance. The propensity to do so was clearly

highest in companies III, V and VI. In companies II and IV;

and to a lesser extent in company I, subsidiary managers

could rarely remember any case where a subsidiary president

had been fired for inadequate performance.

Although these latter MNCs do not fire subsidiary mana

gers directly, they do replace them when considered neces

sary. More subtle methods are then used. If an expatriate
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is concerned, the most common method is to repatriate him

to a staff position at corporate or divisional level, and

to give him some obscure responsibility.

Companies I, II and IV all had corporate staff positions

which were known by the rest of the corporation to be the

"dumping ground" of repatriated managers. The same type of

positions also existed but to a lesser extent in company

III, while they were very seldom found in companies V and

VI.

It is possible that differences in organization struc

tures explain why companies III, V and VI are more inclined

to replace subsidiary managers. Contextual variables such

as age, size, product diversity and interdependence do not

explain the differences, as company III has a different con

text than do the two highly diversified firms.

The research indicates that as the subsidiaries report

to a global product division, supervision is facilitated

and performance evaluation becomes more precise and better

understood by headquarters. The design of the administra

tive systems in the fully divisionalized MNCs supports this

conclusion, the systems being more financially oriented and

stricter than in companies I, II and IV (cf. Chapter 5).

Contrary to what has been suggested in earlier research,

product diversity and interdependence do not seem to explain

the differences observed among the MNCs in these respects

(cf. Chapter 2). The fully divisionalized MNCs have tougher

personnel policies and although divisionalization may be

positively related to decentralization, this structure seems

also to be accompanied by tighter controls.

POWER AND SOCIAL INTERACTION BETWEEN HEADQUARTERS AND THE

FOREIGN SUBSIDIARIES

All organizations have political dimensions. Coalitions

are formed, and goals and allocation of resources are nego

tiated among subunits. Power, and its distribution within
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the organization, is an important determinant of the poli

tical and social processes. Power is usually defined as

the ability of a subunit or an individual to determine and

control the behavior of another (cf. Weber, 1947, po 152).

It is clear that, for our purpose, the ability of heaQquar

ters to control the foreign subsidiaries depends partly on

the relative power position of the two and their ability to

impose any sanctions (cfo also Prahalad and Doz, 1980).

The distribution of power within the MNCs also influen

ces the process of resource allocation among product divi

sions and among subsidiaries (cf. Bower, 1970). For these

reasons it is important to understand the sources and dis

tribution of power within the firms.

Authority as defined by the formal organization struc

ture, and hierarchy is one obvious source of power. However,

power can also be based on specific competence and abilities

to make distinct contributions to the organization, as well

as on persuation and manipulation.

To more fully understand the characteristics of the

prevailing organization culture in the MNCs and how the

social systems, including culture, influenced the relation

ships, the political and social structure in the firms were

observed.

The primary source of power in all six MNCs is the hier

archical level and the authority specified by the formal

organization structure. This does not mean, however, that

other power bases are unimportant. On the contrary, exper

tise, ability to work together with other organization mem

bers and tenure are important sources too, particularly in

company II, but also in company IV.

There are also variations in the relative power of dif

ferent foreign subsidiaries within the same MNC. Larger

and strategically more important subsidiaries are generally

more influential within their firms. Similarly, subsidiary
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presidents with a proven record of high performance tend to

be influential in all firms p

The relative balance of power between subsidiaries and

product divisions in companies I, II and IV are of interest,

as both are at the same hierarchical level (cf. Chapters 3

and 4). Particularly in company II, but also in company IV,

the corporate level tries to balance power between them. In

company I, on the other hand, the product divisions are more

influential than the subsidiaries. An indication of the

higher influence of the divisions in this MNC is that con

flicts with the subsidiaries are generally resolved in the

favor of the divisions by the corporate level. In company

II more care is taken to resolve conflicts between the area

oriented subsidiaries and the product oriented divisions in

an equitable fashion.

Companies III, V and VI do not have the same need for a

balance of power between subunits, as the subsidiaries re

port formally to a product division. In fact, in these

three MNCs the subsidiaries were generally found to be less

influential than their counterparts in companies f, II and

IV. The design of the formal structure, and the rationale

behind the structure, explain this situation (cf. Chapter 4).

In the latter group of MNCs, the corporate staff also tends

to be more influential than their counterparts in the fully

divisionalized MNCs.

We noted above that the balance of power between product

divisions and subsidiaries was more equitable in company II

than in company I. In company I subsidiary managers were

more inclined to make a distinction between the divisions

and the corporate level on one hand, themselves on the other.

On the other hand, subsidiary managers in company II were

less prone to identify only with the foreign subsidiaries

and international operations, and to view product divisions

and headquarters as a separate coalition.
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Besides the difference in transfer policy described

above, it is likely that the distribution and balance of

power affect the formation of coalitions and identifica-

tion patterns in the MNCs. We will return to this more in

detail in Chapter 7.

Another important attribute of the social systems is the

characteristics of intra-organizational relationships and

interaction patterns. The social processes are part of the

systems of control, as they may be used to form and to com

municate organizational values and norms regarding desired

behavior.

The six MNCs can be classified into three major groups

according to the nature of social interaction patterns. We

have chosen to describe the two most extreme cases, i.e.

companies II on the one hand and company IlIon the other,

noting that the characteristics of the other four MNCs fall

in between these extremes.

In company II communication and interaction between man

agers at different hierarchical levels are highly informal

and unregulated. There is a strong identification with com

pany traditions and values. Authority is not strictly en

forced. Company representatives are proud of the fact that

more or less everybody can approach senior managers, in

cluding the corporate CEO, and freely discuss problems and

express opinions about company matters without any fear of

repercussions. Control is personalized in the sense that

there is a belief among senior corporate managers that lower

level managers will implicitly behave according to company

values and objectives.

~he corporate CEO in company II commented, for example:

It is impossible for me to perceive a situation
where any of our engineers would discuss more con
fidential company matters with any of our competi
tors.
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Similarly, a corporate executive vice president commen

ted:

Our top management group has worked together for de
cades. We know each other extremely well. It would
be a disaster for this company if an outsider would
be externally recruited to our group.

The culture and the feelings of belonging to a "family"

in company II is supported by a low turnover of managers and

extensive internal recruitment.

Companies III and V, at the other extreme, have a dif

ferent culture. In company III, for example, authority is

more strictly enforced and specified. Communication and

interaction between manager~ at different levels are formal

ized. Communication patterns are specified as to channels

and more closely follow hierarchical relationships. "Free

dom of speech" without fear of repercussions is less pre

valent than in company II. Instead, care is taken by lower

level managers not to step outside what is regarded as un

written limits. Hierarchical authority is as a consequence

not challenged. Middle managers often rely heavily on

written instructions and manuals for guidance, while such

instruments are nearly nonexistent in company II (cf. Table

4:4).

The differences in social interaction between companies

II and III do not necessarily imply any differences in the

degree of internalization of the culture among organization

members. The implications for the headquarter-subsidiary

relationships are of another kind. In company II the or

ganization culture is a powerful and important instrument

of control. The strong culture is reflected in the lesser

usage and importance of organizational and administrative

systems of control. In company III the organization cul

ture is of less relative importance for the control of the

foreign entities. Instead, the more explicit and structured

organizational and administrative systems complement the

culture and diminish its relative importance for control

purposes.
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This conclusion leads to the question of how various

control systems are related to each other. In the next

chapter we will address this question.

SUMrvIARY

The purpose of this chapter was to describe and analyze the

design and functioning of the social systems used to coordi

nate and control the foreign subsidiaries.

The social systems consist of several interrelated sub

systems or instruments which influence the behavior of the

organization and its members. The following instruments

were discussed: (1) recruitment policies and procedures,

(2) transfer policies for subsidiary managers and the im

plications of these policies for the formation of intra

organizational coalitions, (3) careers and promotion of sub

sidiary managers, (4) compensation policies, (5) replacement

of subsidiary managers, (6) power and social interaction in

the MNCs.

Each instrument for social control was analyzed regard

ing its structural design, how it is managed and how it is

influenced by the environmental and strategic context of

the MNC. It was shown that beside the influence of various

contextual variables, the instruments are associated with

the characteristics of the organization culture in the MNCs.

The relative importance of social control systems for

the management of the headquarter-subsidiary relationships

was also discussed. It was argued that the instruments of

social control operate in conjunction witn the organiza

tional and administrative systems for coordination and con

trol.
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7 The Interrelationship Between Control Systems
and Total System Configuration

In the three previous chapters each of the organizational,

administrative and social systems for the management of

the headquarter-subsidiary. relationships was described and

analyzed. These systems were studied separately in order

to facilitate the analysis of how the environmental and

strategic context of the MNC influence system design and

functioning. This approach did not allow, however, an

analysis of any potential interrelationships between co

ordination and control systems within a single MNC, nor

of how the whole range of systems within an MNC may influ

ence the mode of managing headquarter-subsidiary relation

ships.

In this chapter the focus is changed. We will ana

lyze the total configuration of systems within a limited

number of MNCs. More precisely, the purpose of this chap

ter is twofold. First, we will investigate the potential

interrelationships among the organizational, administra

tive and social systems, and analyze how the design and

functioning of each of the systems influence the design

and functioning of the others.

Second, we will analyze how the design and function

ing of all systems within one firm influence the mode of

managing headquarter-subsidiary relationships as well as

the performance of the firm. The whole range of instru

~ents, procedures and processes for coordination and
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control of foreign subsidiaries is here designated the

total configuration of systems.

In order to fulfill these purposes we will make an in

depth analysis of the total configuration of systems in two

of the MNCs, namely companies I and II. With the focus on

a limited number of firms, potential interrelationships be

tween control systems can be magnified and discussed more

in detail. To carry out the analysis, we rely on the de

scriptions in Chapters 3-6. The interested reader can go

back to these chapters for verification and to analyze

other firms in the sample in a similar fashion.

To complement a static analysis of the total configu

ration of systems and to clarify the interrelationships

among the various systems, we will describe in a number of

cases how the two MNCs resolve intra-organizational con

flicts. The cases illustrate the dynamic and process

oriented characteristics of headquarter-subsidiary rela

tionships.

Companies I and II have been selected because they

face a similar environmental and strategic context. The

analysis of the total configuration is facilitated in that

the context of the MNCs is held constant.

THE DESIGN AND FUNCTIONING OF TOTAL CONFIGURATION OF CON

TROL SYSTEMS

The purpose of this section is to analyze how the systems

in the total configuration for coordination and control of

the foreign subsidiaries interact and are related to each

other in companies I and II. We have chosen only to sum

marize the design of the various coordination and control

instruments, procedures, and processes. For the more pre

cise measurements and descriptions the reader is referred

to Chapters 3-6.
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The environmental and strategic context in companies I

and II - A summary

The environmental and strategic contexts of companies I and

II are very similar (cf. Chapter 3 for more detailed de

scriptions and definitions).

Both I and II are among the most international and

largest corporations in Sweden. They have diversified over

the years, building primarily on technological strengths.

Their mode of diversification can be categorized as domi

nant. Both are of approximately the same size in terms of

sales, total assets and number of employees.

Companies I and II's main businesses are in high tech

nology areas. Both have continuous high investments in

R&D. Superior technology and high quality are their major

competitive strengths. Most of the products are in their

final stage; they consist of systems partly adapted to the

needs of each specific customer.

Both companies I and II sell their products to large

institutional buyers. Governments and state-owned enter

prises are important customers. Both have more than SO

per cent of their sales outside Sweden, more than 13 foreign

manufacturing subsidiaries and more than 30 sales subsidi

aries. Company II has more than SO per cent of its em

ployees outside Sweden, while company I has around 30 per

cent of the employees working abroad.

Both firms are operating in oligopolistic, highly con

centrated industries. Barriers to entry are high, primari

ly because of capital-intensive production and high R&D

content.

They are also both exposed to complex and uncertain

environments. In Sweden they are faced with growing trade

union influence and co-determination. This affects their

ability, both legally and politically, to rationalize pro

duction in Sweden and/or to relocate production abroad.
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Abroad, the MNCs are encountering strong host govern

ment influence in their businesses, particularly in many

LDCs, which are the fastest growing markets for both firms.

They are faced with government pressures to increase local

production and R&D, and in some instances also to increase

subsidiary exports. These pressures are in some countries

reinforced by trade barriers, export subsidies, and local

content requirements in connection with government pur

chases.

Areas such as R&D and manufacturing are centralized

and strongly integrated on a world-wide basis by corporate

headquarters in both MNCs. Foreign subsidiaries are not

allowed to start any manufacturing or to make any product

modifications without the consent of the headquarters pro

duction staff. Quality standards are closely controlled.

Capital investment decisions in both firms are central

ly coordinated and approved by corporate headquarters. When

transferring production technology abroad, the MNCs usually

transfer the same technology as is used in Sweden.

The foreign subsidiaries in both firms are strictly

prohibited from engaging in export activities without the

approval of headquarters. Very few of the foreign subsidi

aries have R&D facilities and the MNCs have followed a

strategy of locating primary production and R&D capacity

in Sweden in order to realize economies of scale in these

activities. R&D strategy is more or less exclusively de

cided upon by headquarters staff and the respective pro

duct divisions.

In the next sections the characteristics of the organi

zational, administrative and social systems are described

(cf. Chapters 4-6). While similarities exist between the

firms, we will primarily focus on the differences. After

the description, the total configuration of systems in

each firm will be analyzed.
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The organizational sy?tems in companies I and II

Both MNCs have chosen an organization structure of product

divisions and independent foreign subsidiaries reporting

directly to corporate top management. Both the product

divisions and the subsidiaries are separate profit centers.

Corporate headquarters in both MNCs consist of a number

of staff functions. Some of these functions maintain close

contact with the foreign subsidiaries. The most important

ones are the controller function, production planning,

finance, and marketing function. In company II the func

tions are, in most cases, headed by executive vice presi

dents. In company r the managers of these functions are

at a slightly lower level. These functions are the major

"integrators" in company II, while the executive presidents

in company I perform most of the integrative tasks. The

corporate staff functions are smaller in company I com

pared to company II.

As the major production and R&D facilities are located

in Sweden, the foreign subsidiaries are net buyers of

goods from the product divisions. This structure often

gives rise to conflicts, e.g. regarding transfer prices as

well as a potential imbalance of power.

Requests for local differentiation of products and pro

cedures are, as could be expected, initiated mostly by the

foreign subsidiaries, while global integration and stan

dardization are emphasized by the product divisions. In

both MNCs this frequently leads to conflicts between the

divisions and the subsidiaries. Conflicts of this kind

are resolved by the corporate staff functions together with

top management. In company I the product divisions win

relatively more "battles" against the subsidiaries com

pared to the divisions in company II.

There are few standing committees with members from

headquarters, divisions and subsidiaries in both firms.
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The committees that exist are primarily established to dis

cuss production and R&D issues that require global coordi

nation. In general, the agenda is established by headquar

ter staff. Both MNCs are committed to strong subsidiary

boards of directors. The role of the board is primarily

to give advice on and to manage host country relations.

In company I corporate policies and instructions are

written down, continuously updated and well documented.

The policies cover most facets of the company activities

and are fairly operational in guiding subsidiary manage

ment. Company II, on the contrary, has very few or no

written policies or instructions. Company I has less fre

quent informal communication between headquarters and the

subsidiaries than company II. Communication between head

quarters and the subsidiaries is also more regulated and

formalized in company I in terms of format, channels and

content. The staff in both MNCs try to restrict multi

lateral communication flows among the different foreign

subsidiaries. This holds true particularly for company II.

If any communication takes place between the subsidiaries,

it generally tends to be bilateral and initiated by the

subsidiaries themselves.

The administrative systems in companies I and II

The administrative systems exhibit many similarities, but

also some notable differences. Both MNCs have formal

long-range planning systems. The plans have, however,

little operational value and are primarily extrapolations

of the annual budget.

The budgeting process can be characterized as bottom

up. Budget revisions are made twice a year in company II,

and in company I only if large deviations occur. In com

pany II the subsidiaries tend, when revising the budget,

to anticipate negative deviations, thereby reducing the

risk of unwelcome "surprises" for headquarters.
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The budget is an important tool for coordination;

both MNCs, and company II in particular, use the budgets

for production planning purposes. The budget is more im

portant in company I for exchange of information between

headquarters and the subsidiaries. It is also more impor

tant for performance evaluation purposes.

The social systems in companies I and II

The power and social systems in the MNCs are different.

Power in company I is primarily linked to the hierarchy,

with distinct differences between each hierarchical level.

To a smaller extent, power is also given after a proven

"track record". In company I I power is more a function of

knowledge and expertise, seniority and dependability.

Power in company II is also to a larger extent than in

company I a function of coalitions' and managers' ability

to have smooth interpersonal relationships with other or

ganization members.

The organizational climate is also different in the

two MNCs. Company II is characterized by an open and sup

portive climate, while company I is more closed and com

petitive. In company I middle management tends to confirm

decisions with higher management levels. In company II

vertical communication flows more freely.

In company II coalitions are primarily formed within

functions; for example, a production manager in a foreign

subsidiary usually has his primary loyalty towards the

central production departments in Sweden. In company I

coalitions are more along the line of domestic versus in

ternational.

In both MNCs there is a strong feeling of company af

filiation. In company II this is very prevalent, with

little turnover of management personnel.
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Both firms have special corporate staff functions who

actively play the roles of liaison, monitoring and conflict

resolution between, for instance, the foreign subsidiaries

and the product divisions. Company II has larger and more

staff functions performing roles of this kind. These func

tions also include monitoring to a larger extent than simi

lar functions in company I. In company I conflicts are

usually resolved by the superior authority of higher hier

archical levels. In company II conflicts are first re

solved by confrontation between the conflicting parties.

If this does not work, the corporate controller and/or the

central marketing staff tries to smooth the conflict.

Forced resolutions are used only as a last resort. In

company I many potential conflicts do not appear because

top management already decreed how potential areas of

conflict are supposed to be resolved.

For example, transfer prices are in company I often

predetermined, as corporate management sets profit targets

and discount allowances for the divisions. In company II

corporate management allows the divisions and the subsidi

aries to negotiate transfer price levels freely. Pertinent

information about subsidiary profit margins is withheld

from the divisions, however, in order to balance the bar

gaining power of the parties.

Companies I and II do not use monetary rewards system

atically. The primary rewards are therefore promotion

and/or a higher degree of autonomy. Correspondingly,

punishments seldom take the form of firing subsidiary man

agement. Instead, more subtle techniques are used such as

decreased autonomy and relocation. The latter method usu

ally implies for an expatriate manager that he is repatri

ated to headquarters and placed in an obscure staff posi

tion. Overall, company I has a harsher system than com

pany II. Actually, some company II executives complained

that it took too long a time before headquarters inter

vened and replaced subsidiary managers.
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The difference in reward systems between the two firms

is reflected in the fact that company I puts more emphasis

on formal and unidimensional performance evaluation crite

ria, e.g. financial criteria like net profit and ROI, and

has a lower tolerance for performance deviations in the

subsidiaries. Correspondingly, headquarters in company I

intervenes faster in the case of inadequate subsidiary per

formance.

Of the two MNCs, company I has relatively more local

or third country nationals (TCNs) in subsidiary management

positions. In company I, contrary to company II, interna

tional management personnel tends in general to be trans

ferred within the international operations, instead of

between international and domestic operations. Company I

relocates its subsidiary managers more often than company

II, i.e. mobility is higher. On the other hand, there is

a higher mobility of subsidiary managers in company II

than in company I when it comes to transfers between domes

tic and international operations.

To fill senior management positions in the subsidiaries,

company II relies almost exclusively on internal recruit

ment. Company I relies more on external recruitment.

Having summarized the structural design of the total

configuration of control systems, we can turn our atten

tion to the interrelationships among the systems in both

firms.

Interrelationships between control systems in companies I

and II

It is evident from the description above that company I in

relative terms relies more on formalized instruments for

coordination and control of the foreign subsidiaries.

Formalization is reflected in efforts to standardize the

organizational procedures and processes. Corporate head-
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quarters relies for example on written policies and instruc

tions, while informal communication is of less importance.

Similarly, organizational systems like the formal struc

ture and hierarchy are used to specify relationships,

authority and responsibilities. The administrative systems

support the organizational systems to formalize the rela

tionship. The budget system and budget process are used as

instruments for exchange of information, thereby probably

reducing the need for informal communication between head

quarters and the subsidiaries.

It can be hypothesized that the reliance on standardi

zation reduces the need for integrative devices, like cor

porate staff functions. The well-structured organizational

and administrative systems also affect the social systems.

Relative to company II, social control is less important.

It is likely that with clear distribution of responsibili

ties and authority, reward systems can be firmer. Social

control in the form of unwritten organizational norms and

values are replaced with standardization and written poli

cies and instructions.

It is probable that this also facilitates external re

cruitment and the integration of host country nationals and

TCNs into senior management positions.

The system configuration in company II is different from
company I. The organizational and administrative systems

playa less important role, while the social systems are

more important.

The organization structure is less formal in the sense

that authority and responsibilities are not as well speci

fied nor as closely linked to the hierarchy. Standardiza

tion in terms of written policies and instructions play an

insignificant role.

On the contrary, social control is important. Unwritten

policies and procedures imbedded in the organization cul

ture are internalized by organization members. Corporate
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traditions and culture are preserved by internal recruit

ment and a low turnover of personnel. Power is also gain

ed through tenure, expertise and interpersonal skills.

To sustain social control, it is likely that the re

ward system has to be moderate. Evaluation also takes

place over several dimensions, making it more difficult

to emphasize financial performance alone as a criterion.

The lower number of host country nationals and TCNs in

senior management positions in the subsidiaries is proba

bly a consequence of the reliance on social control in

company II. With more informal structure and low stan

dardization it becomes difficult to externally recruit

subsidiary managers who are not familiar with the prevail

ing culture. Without personal contacts or knowledge of

how the organization functions, it is difficult to know

with whom to communicate. (In fact, company II had a four

year old organization chart at the time of the research.

The author used the internal telephone book to visualize

the structure of headquarters.)

It is evident that the different systems may both com

plement and substitute for other systems. The descrip

tions above indicate also that the configuration of sys

tems may take different forms in different firms, irre

spective of similarities in contextual factors. Before

elaborating on this, we will substantiate the discussion

above by illustrating how the configuration of systems

operates in the two firms.

MANAGEMENT OF THE HEADQUARTER-SUBSIDIARY RELATIONSHIPS 

THE TOTAL CONFIGURATION IN ACTION IN COMPANIES I AND II

The purpose of this section is further to illustrate the

interrelationships among the various coordination and

control systems. The headquarter-subsidiary relation

ships are clearly not static conditions of the kind de-
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scribed above, but a dynamic process of interactions of

various kinds. To highlight the relationship in action,

two similar cases involving conflict resolution processes

in each of the MNCs have been selected. Conflict resolu

tion processes are a good vehicle for understanding the

management of the relationships and the interrelationships

among the systems. By studying conflicts, we are able to

study the various systems when they are placed under

stress. The first case illustrates how each of the MNCs

has resolved a conflict with a joint venture. The second

case describes how the product-area balance is managed in

the MNC and how conflicts between product divisions and

the foreign subsidiaries are resolved (cf. Chapter 2).

The two cases also illustrate some implications of

differences in the design of the total system configura

tion in the two MNCs. As will be shown, the research in

dicates that company II is more successful than company I

in resolving intra-organizational conflicts. It seems

that the success can largely be attributed to differences

in the design of the total configuration and the emphasis

on different control instruments.

The case of PAX - Company II's disobedient joint venture

PAX was formed in the mid 1960's between company II and a

Danish conglomerate. Company II has a minority position.

PAX is operating in the same business as company II and

is also heavily dependent on the MNC's technology. PAX

is one of two producers within the MNC of a minor product,

here called product Y. From company II's point of view,

the strategic role of PAX in the Group is to produce Y

and in particular to act as an agent and importer of com

pany products in Denmark. In terms of sales and profita

bility, Denmark is only a minor market for company II.

With the technological standard of the Danish customers

(mostly government), a strong hold on the market is fairly
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important for company II's worldwide reputation. PAX's

major competitor in Denmark is a US MNC, and together they

dominate the market. PAX uses company II's foreign sub

sidiaries for export distribution, in particular for pro

duct Y but also for other products. PAX is an old and

well-known company in Denmark. PAX is regularly visited

by company II's corporate marketing staff and controller,

as well as divisional managers. These visits are made in

order to exchange information and to coordinate the activi

ties of PAX with the rest of the MNC.

PAX had been unprofitable for a longer period of time,

and both management and owners considered it necessary to

develop new products. In 1970 PAX was asked by its major

customers about the development of a new product X. The

customers considered it necessary to have X by 1978; if

not, they would go to PAX's competitor.

In Sweden company II has a product division which de

velops and markets products similar to X. The division

informed PAX in 1974 that they would not complete the de

velopment of a product similar to X until the beginning of

the 1980's. Based on this, PAX started their own develop

ment of X. The product division in company II claimed un

successfully that PAX did not have the expertise necessary

for the development, nor would X be cheap enough when com

pleted. The division suggested that PAX should wait until

1980 for the division's own model of X. It should be men

tioned here that products like X are sold together with

company II's other products and are part of larger product

systems.

In 1978 PAX had finished the development of X. At the

same time it became clear that the division also had com

pleted the development of its own version of X. Both

models were comparable in terms of price and technical

performance. PAX wanted to sell X through company II's
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worldwide sales network. The division clearly wanted to

do the same with its own product. Corporate management in

company II was divided on how to handle the issue. Divi

sional management claimed that it was impossible for com

pany II with its reputation to market worldwide products

of the same kind in competitioti with one another. To pro

duce both versions would also reduce economies of scale,

which are substantial for products like X. The majority

owner of PAX pushed hard for an acceptance of PAX's version

of X, as PAX had made a substantial investment in R&D. The

conflict was obvious.

The management of company II was irritated at PAX's

independence, and the division lobbied hard for a rejec

tion of PAX's model. Initially, company II demanded that

PAX withdraw product X. PAX refused and threatened to

build up their own international distribution system.

Company II responded with what was perceived by PAX as a

threat, to boycott PAX's products which were being dis

tributed and sold by company II's foreign subsidiaries.

This interaction took place primarily between the divi

sion and PAX. Company II's members on PAX's board of di

rectors were mostly neutral (corporate executive vice

presidents in company II).

Company II's corporate marketing staff initiated a

series of meetings among PAX, the division, and staff mem

bers. No final agreement was reached. Corporate manage

ment in company II then intervened. A compromise solu

tion was found where PAX was allowed to sell product X

only in Denmark. On the other hand, PAX' received exclu

sion rights within the MNC to produce and sell product Y.

Both parties agreed to the solution and agreed to collabo

rate on future development work. The division helped PAX

to make some improvements in X, and the two versions were

slightly redesigned and integrated in order to reduce pro

duction costs for PAX.



246

The case of Bellum - Company I's disobedient joint venture

Bellum was formed in the beginning of the 1960's, after a

merger between two old Danish companies. A Danish founda

tion became the majority shareholder in Bellum. Company I

received a minority position. The strategic purpose of

company I's participation in Bellum was to protect the

Danish market primarily from German competitors. At the

end of the 1960's Bellum had serious financial problems.

The owners selected a new management team who turned the

company around.

Bellum produces products similar to those of company I

and is dependent on compan~ I's technology. Bellum markets

some of company I's products in Denmark, and company I mar

kets Bellum's products in Sweden. Bellum also uses com

pany I's foreign subsidiaries for export distribution.

When Bellum was formed, an agreement was made whereby

Bellum became the sole producer within company I of a cer

tain product range. Bellum also obtained exclusive rights

to sell this product on selected export markets.

After 1974 Bellum started an intensive diversification

program into products completely unrelated to their old

and company I's businesses. The diversification program

was initiated by Bellum's management with support from the

majority shareholder. Besides economic reasons, the diver

sification was an attempt to redu~e the dependence on co~

pany I. Company I's CEO was the only represent~tive from

the MNC on Bellum's Board of Directors. The Board met

three-four times a year. He became one of the few persons

in company I with knowledge about Bellum. Belluw's CEO

also met once a year with company I's president and some

senior corporate staff executives.

Company I tried to stop Bellum's diversification pro

gram, as it affected company I's strategic purpose with

Bellum. The MNC tried several times unsuccessfully to
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gain the majority of the shares in Bellum by buying out

the foundation. The hostilities between Bellum and com

pany I increased. Both parties were disappointed with the

other's sales performan~e of their respective products.

Bellum also pursued independent development projects simi

lar to PAX. In some instances products were exported under

company I's brand name in competition with company I itself.

The conflicts were not resolved. A few unsuccessful

attempts were made by senior executives in both company I

and Bellum. Both parties were suspicious of each other.

Minor conflicts emerged frequently as a result. Bellum,

for example, charged company I's subsidiaries with exces

sive interest rates on overdue accounts receivable. (That

particular conflict took more than a year to resolve.)

Company I responded by holding back technical information

and product specifications. In both firms top managements

were involved to a large extent in the process. Bellum

refused to submit financial data requested by the corpo

rate management of company I. Soon after this field study

was completed company I divested Bellum. Some of the re

lated products were bought from Bellum and a wholly owned

subsidiary was established in Denmark.

Analysis of the cases of the disobedien~~!-ventures

The issues above highlight the processes in the social,

organizational and administrative systems in company I and

II, respectively. It seems as if company II managed the

conflict resolution process more successfully. This may

partly be explained by situational factors, such as the

personalities involved. However, the different design of

the total configuration of systems in the two MNCs probably

explains the different outcomes to a large extent.
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When analyzing the processes that took place in the

two cases, some differences clearly emerge. Company II

has a more informal organization structure than company I.

Information flows more freely both vertically and horizont

ally. The informal structure, strong corporate culture,

and mild reward and punishment system make it probably

more flexible and efficient in solving extraordinary con

flicts like that with PAX. People are less threatened and

accustomed to openly discussing conflicts. Company I, on

the other hand, is more internally competitive, formal and

authoritarian. In company II the culture is such that

attempts to resolve conflicts are first made by the con

flicting parties. To ask for top management intervention

is considered as a sign of weakness and avoided if possi

ble. This is reflected in the attempts of the product

division to stop PAX's development of product X.

The corporate staff functions in company II are used to

fulfill the important role as mediator. Company I, on the

other hand, does not have as well developed conflict reso

lution techniques. Senior corporate management is involved

in solving or anticipating conflicts by decrees. When

extraordinary conflicts emerge, like that with Bellum,

standardized conflict resolution techniques are not very

appropriate. Senior management in company I also has less

international experience than in company II, because of

differences in transfer policies, and are also in general

recruited from the product divisions. This perhaps creates

a built-in bias towards a strong product perspective and

less propensity to accept a deviation from corporate and

divisional policies and attempts to increase local diffe

rentiation.

Company II has somewhat more international experience

and more joint ventures than company I. This may account

for the difference in conflict resolution processes. The

joint ventures are more closely integrated and usually
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treated as a member of the "family" with the same stand

ing as wholly owned subsidiaries. Information about

joint ventures is evenly spread in the organization as a

whole. The joint ventures themselves do not feel discrimi

nated. This may facilitate the conflict resolution pro

cesses.

In company I contacts and exchange of information with

joint ventures are limited to a few senior executives. The

relationship with the joint ventures tends to be time

consuming for these already burdened managers, and the

total joint-venture relationship becomes more dependent

on personal contacts and relationships. The rest of the

organization knows little about the strategic reasons for

the joint venture, or what informal agreements have been

made between the parties. This increases the risk of con

flicts, misunderstandings, and discrimination against the

joint venture by product divisions and corporate staff~

The heavy involvement by top management personnel in com

pany I tends also to give all issues and decisions regard

ing the joint venture, the character of policy matters.

This may in turn hinder the conflict resolution processes.

The case of the demanding host governments

As noted above, both MNCs face strong pressures in some

host countries, particularly in LDCs, to increase local

manufacturing and local content in the production of the

subsidiaries as well as to export part of the output from

the subsidiaries. Contrary to the cases of the disobedi

ent joint ventures, this demand constitutes a dramatic

change in the environmental contingencies facing the

firms and is also in strong conflict with corporate stra

tegies. From a strategic point of view, these demands

constitute serious problems for both firms particularly

as such pressures are becoming increasingly common. MNCs

like companies I and II, with centralized production and
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R&D, while at the same time being forced to have good

host government relations, are very vulnerable to environ

mental pressures of this kind.

The host countries' demands on the subsidiaries for

manufacturing, high local integration, and exports, magni

fy the power struggle between product and area perspectives

in the MNCs. In companies I and II, with their strong pro

duct orientation, this struggle is particularly prevalent.

With a split-up of production and increased subsidiary

exports, the product divisions in the two MNCs face a loss

of market shares, reduced economies of scale and reduced

profits. Without relocation of manufacturing capacity and

increased local differentiation, the subsidiaries, on the

other hand, may face a loss in market share, decreased

profitability, host government retaliation and social

pressures. The issue is therefore a perfect illustration

of how the product-area balance is managed, i.e. how a dual

organizational focus can be obtained which simultaneously

balances conflicting requirements for global integration

and local differentiation. The management of this balance

is also the essence of the headquarter-subsidiary relation

ship in this particular type of MNCs (cf. Chapters 2 and

3) .

Product-area balance in company II

Company II resists as much as possible any split-up of

production.- Exports by a foreign subsidiary are forbidden

without the consent of the corporate marketing and produc

tion staff. All basic R&D is located in Sweden with the

exception of a few joint ventures. In these cases the

local R&D is not of any strategic importance to the MNC

as a whole.

Subsidiary requests for increased local production

are channeled through the local board ot directors, the
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marketing staff, and/or the corporate controllership func

tion. The two staff units make a first analysis of the

demand, and an assessment of the economic and political

cost/benefits associated with the request. The request

is then usually remitted to the product divisions and the

central production staff in charge of all foreign manufac

turing. The divisions resist a priori any demands for

local differentiation. The primary responsibility of the

corporate production staff is to manage the transfer of

technology and to supervise manufacturing activities in

the foreign subsidiaries. No major local manufacturing

decision can be made without their approval. In the or

ganization as a whole, including the subsidiaries, they

have a good reputation for being highly professional.

The subsidiary generally loses the first round of the

"battle". If the conflict escalates and the subsidiary

persists, a new round of investigations and analysis

starts. Usually the subsidiary then magnifies the impor

tance of the host government pressures. The MNC has a

policy that subsidiary management alone is responsible for

all company operations in their country (cf. Chapter 4).

Corporate headquarters relies on the subsidiary for ana

lysis of market and political developments in the host

country. The product divisions do not have the authority

to order the subsidiary, for example, to make new product

introductions.

Through this policy, subsidiary management becomes

the foremost expert on the host country within the MNC.

The corporate marketing staff and the controller make

frequent visits to all subsidiaries, however. The visits

enable headquarters to gain further knowle?ge about the

host country and the subsidiary operations. The personnel

in the two staff functions have usually been subsidiary

managers themselves. Each of them is responsible for a

limited number of countries and subsidiaries, and have
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usually worked with these countries for a considerable

number of years. They are therefore the major experts at

headquarters on subsidiary operations and environmental

conditions in the host countries.

The fact that the staff functions have had internation

al experience and have a thorough knowledge about local con

ditions, makes it more difficult for the subsidiaries to

play on their local expertise and to push for local diffe

rentiation. The marketing staff does not have any formal

authority over the subsidiaries or the divisions. Their

knowledge and expertise, as well as their access to top

management, make them, however, influential with both the

product divisions and the subsidiaries.

The second round of analysis is usually accompanied by

a series of visits to the subsidiary by headquarter staff

and divisional personnel. Whether the request is granted

or not depends largely on the outcome of the analysis and

the lobbying efforts of the subsidiary. If no solution

can be found, corporate top management makes the final de

cision.

If the subsidiary's request is disapproved by top man

agement, no major intra-organizational conflicts emerge

after that. In case subsidiary performance is negatively

affected by the decision, this is taken into consideration

by top management and the staff when evaluating the sub

sidiary. The analysis that has taken place before the

final decision enables headquarters better to understand

the costs and benefits associated with the decision. After

a decision is made, in consensus or after top management

intervention, the parties involved usually accept it with

out much complaint.

Product-area balance in company I

The process is different in company I. As in company II,

it is the subsidiary which takes the first initiative.
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Any request for increased local integration or exports is

always strongly rejected by the product divisions. The

issue is then directly referred to one of the executive

vice presidents in charge of production or marketing. The

request is generally rejected.

The MNC has chosen to make explicit the policy that

production should be concentrated to Sweden as much as pos

sible (cf. Chapter 3). Existing foreign manufacturing sub

sidiaries are not allowed to export and thereby compete

with the product division's export operations. In some

countries company I has both local manufacturing operations

and imports from Sweden. To enhance Swedish exports and to

reinforce the policy mentioned above, the local operations

are often divided into one manufacturing and one sales sub

sidiary. Top management in the MNC is of the opinion that

one single unit cannot push both activities with equal

vigor. Usually the local marketing of goods imported from

Sweden is assumed to lag behind marketing of locally manu

factured goods.

As the policy is made explicit and any requests are

directly referred to top management, most subsidiaries

hold back their demands for local differentiation. The

corporate policy acts indirectly as a censor of any sub

sidiary demands. If government pressures start to affect

the performance of the subsidiary more seriously, the de

mands usually become more persistent. This tends to re

sult in lengthy discussions, lobbying and conflicts with

the product divisions concerned. The subsidiary manage

ment uses most of the devices available to persuade top

management of the necessity and urgency of the demands.

The corporate staff in company I does not have the

same thorough knowledge about local conditions as does the

staff in company II. Furthermore, very few of company I's

top management have had any more extensive international

experience. The subsidiaries' requests tend therefore to



254

be regarded a priori with a certain suspicion and distrust

by headquarters.

If the subsidiary is persistent enough, the next round

usually results in a number of visits from the product di

visions and a senior production manager from headquarters.

If the subsidiary cannot present a good case, the request

is generally rejected. Primarily on the basis of the re

commendations of the production manager, top management

makes the decision. The ability of the subsidiary to con

vince headquarters is largely dependent on the subsidiary's

past performance and the degree of confidence headquarters

has in subsidiary management. The conflict resolution pro

cess takes more time in company I than in company II and is

usually more conflict-ridden.

In case the demands of the subsidiary are not accepted

by headquarters, it does not necessarily mean that the con

flicts abate. The subsidiaries complain that the process

takes too much time and that nobody listens to them. The

product divisions complain that the subsidiaries do not

understand production economies and the necessity of gene

rating a high cash flow in Sweden to finance R&D invest

ments. Subsidiary disobedience seems to be more common

than in company II. Some of the subsidiaries investigated

tried to engage in exports without prior headquarters

approval. The discipline in the organization is high, and

once corporate management intervenes, compliance usually

follows.

Analysis of the case of the demanding host gov~rnmen!.s and

the product-area balance in companies I and II

The corporate staff functions in company II are, as men

tioned above, more developed than in company I and tend as

a consequence also to be larger. The effort that is put

into the analysis of the host country government demands,
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enables both the subsidiaries and the product divisions to

present their respective concerns and positions. The pro

cess enables top management to become better informed about

the costs and benefits associated with possible solutions.

As the conflicting parties feel they get fair and unbiased

treatment, they tend to accept the recommended solution

without much complaint. This probably facilitates imple

mentation once a decision is taken, as well as reinforcing

both the divisions' and subsidiaries' abilities to see the

issue from the perspective of the corporation as a whole.

The role of the corporate staff gives company II an ex

cellent opportunity to manage the balance between global

integration and local differentiation in a flexible way.

The staff tries to balance the relative influence of the

subsidiaries and the product divisions. The locus of power

may shift continuously between the product and area per

spectives throughout the conflict resolution process. The

management of the conflict resolution process is further

facilitated by a relatively mild system of rewards and

punishments. Both the subsidiaries and the divisions know

that if the solution is negative for them, this will be

taken into consideration when evaluating their performance.

Company I, on the other hand, has less developed con

flict resolution techniques. Senior management is used to

solve or anticipate conflicts through instructions and

edicts. When extraordinary conflicts emerge, no standard

resolution techniques are useful. Headquarters has less

knowledge about local conditions, and as corporate strate

gy is explicit and formalized regarding issues of this

kind, any deviations are harder to accept. As this type

of issue usually requires capital investments, as well as

affects host country relations, careful analysis is re

quired to make a decision anyway. Company I does not have

the same staff resources as company II, which may partly

explain why the process takes a longer time. Company I
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does not have the same free communication flows as company

II, which also makes an open exchange of information more

difficult.

The corporate staff in company I is not the same natur

al "friend" of the subsidiaries as is the staff in company

II. This probably restricts communication. In order to

become a "trusted friend" of a foreign subsidiary, the first

requirement is probably to have enough knowledge and experi

ence about local conditions and international operations in

general. The people at company I headquarters with this

experience are few, as a consequence of the transfer policy

in this firm.

The discomfort and persistence of company I's subsidi

aries are probably also due to the harsher system of re

wards and punishments. As headquarters has less knowledge

about each subsidiary's specific situation, the final out

come when the issue is resolved becomes more critical for

subsidiary and divisional management, as it may affect per

formanle levels. It becomes more important for the sub

units in company I to clearly state and repeat their argu

ments, and if worst comes to worst, to disobey, in order to

inform top management and to minimize the potential nega

tive effects of the issue, and thereby to avoid future re-

percussions when performance is evaluated.

Company I has more locals employed as managers in their

subsidiaries than does company II. This may help to ex

plain some of the differences. It is possible that host

country nationals have a biased attitude in favor of the

host country and are less willing to accept a decision

which is against their own governments' policies.

It is also possible that company I's conflict resolu

tion techniques do not work as well in highly heterogene

ous and turbulent environments. It can be hypothesized

that coordination and control systems are more adapted to

a homogeneous and stable environment.
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In fact, company I recently created the system with

liaison officers at corporate headquarters, described in

Chapter 4. Senior corporate managers have each been given

the responsibility for a number of subsidiaries and also

been appointed to the subsidiary board. Their primary re

sponsibility is to coordinate the activities of the sub

sidiaries, to keep informed about subsidiary operations

and local conditions, and to act as communication inter

mediaries at headquarters, i.e. to be some form of "sub

sidiary friend" in headquarters.. The system of "liaison

officers" has created a new integrative device and an in

formal communication channel between headquarters and the

subsidiaries. This may affect the future balance between

global integration and standardization and differentiation

at the subsidiary level.

THE INFLUENCE OF THE SYSTEM CONFIGURATION ON HEADQUARTER

SUBSIDIARY RELATIONSHIPS AND CORPORATE PERFORMANCE

Companies I and II both face the requirement of achieving

a dual organizational focus similar to the characteristics

of formal matrix organizations. It is interesting to note,

though, that both MNCs have been able more or less effici

ently to manage the relationships in a matrix mode without

resort to a formal matrix structure. The dual focus is

achieved by managing the various control systems in a

fashion conducive to a dual perspective among divisional

and subsidiary managers.

Company II has solved the problem by having a strong

corporate culture, which emphasizes the "well-being" of

the MNC as a whole rather than specific subunits .. Potenti

al goal incongruences between subunits are reduced by a

management transfer policy which familiarizes individual

organization members with different perspectives. Product

area conflicts are not avoided, but rather are an integral

part of the organizational processes. Through conflict
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resolution processes, a balance is achieved in line with

corporate objectives. The conflict resolution techniques

operate in an informal matrix mode as each party, i.e.

divisions and subsidiaries, feels fairly treated by the

corporate staff. Performance evaluation systems are multi

dimensional, recognizing the impact of a solution which

may be suboptimal for an individual subunit.

Company I has less developed multidimensional systems.

The system configuration in the firm makes it more diffi

cult to manage the relationship in a matrix mode. This

may largely explain why company I seems to be somewhat

less efficient in solving intra-organizational conflicts

of the kind described above. Policies regarding transfer

of managers tend to divide the organization into coali

tions which each holds either a product or area perspec

tive. With more regulated communication patterns and a

standardization of policies and procedures, it becomes

more difficult to handle exceptional and non-routine situ

ations. Knowledge about the different positions held by

the product divisions and the subsidiaries is restricted

to a few individuals at the corporate level. The lack of

knowledge at the corporate level makes it more difficult

to implement a dual perspective among subsidiary and divi

sional managers.

The lack of more elaborate conflict-resolution tech

niques is reflected in an effort to avoid intra-organiza

tional conflicts through policies and procedures which

prescribe how subunits shoUld act in certain matters. It

is also reflected in smaller corporate staff units compared

to company II. If the divisions and the subsidiaries are

unable to resolve a conflict, the matter is transferred

directly to corporate top management. Without the inter

mediary step of staff mediation, the final resolution of

the conflict is more easily interpreted as a policy deci

sion taken by top management. It can be hypothesized that
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under these circumstances the likelihood increases that

one of the conflicting parties may feel mistreated, there

by further polarizing coalitions and intensifying feelings

of mistrust.

A harsher system of rewards and punishments and less

mUlti-dimensional performance measurement also make it more

difficult to manage the headquarter-subsidiary relation

ships in a matrix mode. As each subunit has to strive for

the best possible financial performance irrespective of the

"well-being" of the MNC as a whole, goal incongruences are

more difficult to reconcile. Consequently, there is also

less inducement to adopt a dual perspective, or to develop

a cognitive orientation among subunit managers so that

they may emphasize the well-being of the firm as a whole

rather than that of their own subunit.

Although company II seems to be relatively more effici

ent in managing the relationships in a matrix mode than

company I, this does not mean that the firm is more effici

ent in other respects. The way the system configuration is

designed in company II requires larger corporate staff

functions than in company I. This is clearly costly. We

have also noted that it is more difficult with the system

configuration in company II to recruit externally and to

staff the foreign subsidiaries with host country nationals.

If local staffing is required as in Mexico, difficulties

may arise in finding suitable candidates who are able to

smoothly integrate and to function efficiently in the

firm. The emphasis on an open conflict resolution process

and the low avoidance of conflicts can be time consuming

and divert efforts from primary business activities. For

example, one subsidiary president in company II devoted

more than 30 per cent of his time to discussing and re

solving conflicts with the various product divisions.

It is also likely that in case corporate management in

company II wishes to strengthen profit responsibility in
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subunits and to make the system of rewards and punishments

more firm, this may conflict with the prevailing corporate

culture. It can therefore be argued that due to the design

of the system configuration, company II is less flexible

in terms of being able to effect fast change in organiza

tional procedures and processes. Swiftness and speedy

reaction may be necessary in case of increased environment

al turbulence.

It can be concluded from the analysis above that even

for firms which face a similar environmental and strategic

context, no system design is identical with another or

uniquely more effective for managing headquarter-subsidi

ary relationships. Rather, it depends on the particular

problem at hand and the specific strategic and environment

al requirements facing the firm at any point in time.

This conclusion is further substantiated by comparing

the performance of companies I and II. To investigate the

financial performance of the MNCs, we used measures which

focused on both consolidated profitability and growth of

the firm. The results are shown in Table 7:1.

Table 7:1 shows that companies I and II do not exhibit

any consistent differences in financial performance in

spite of great similarities in context and considerable

differences in the design and functioning of the total

configuration of systems. These results contradict what

has been postulated by earlier research and in particular

the contingency theory of organizations (cf. Chapter 2).

As a complementary performance measurement, both head

quarter and subsidiary executives in the investigated firms

were asked two things: first, to assess how successful the

foreign subsidiaries had been in achieving company goals

during the last five years; second, to judge how success

ful the MNC had been in managing the headquarter-subsidi

ary relationships during the same period. The success as

perceived by managers in the MNCs was measured by asking



261

them to make the assessment on a five-graded scale ranging

from 1, "very unsuccessful", to 5, "very successful".

Table 7:2 shows the results.

Table 7:1. Financial performance of the MNCs during 1970
1978 (rounded average figures for the period)

Company

Performance Measure

Return on equityl

Growth in earnings
per share2 /

Growth in share
holders equity

Growth in total
capital

Average

Standard
deviation

Average

Standard
deviation

Average

Standard
deviation

Average

Standard
deviation

I
~o

10.37

3.96

13.53

45.67

6.34

6.92

14.17

5.11

II

11.02

3.51

11.82

40.56

8.32

3.85

13.16

9.62

1 See also Table 3:8 for performance in terms of return on
total capital.

2 Adjusted for new issues of shares during the period.

As is shown in Table 7:2, no major differences in per

formance can be observed between the two MNCs according

to the perceptions of the firms themselves. Company I

exhibits a higher variance, particularly' when it comes to

perceived success of the mode of managing the relation

ships. This may be a reflection of the way intra-organi

zational conflicts are resolved and the somewhat more

lengthy conflict resolution processes in this firm. The

results in Tables 7:1 and 7:2 do not indicate, however,
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Table 7:2. Subsidiary success in achieving company goals
and the success of the mode of managing the
relationships

Company

Performance Measure

Subsidiary success
in achieving com
pany goals

Success of the mode
of managing the
relationships

Average

Variance

Average

Variance

I

3.80

0.70

3.50

3.66

II

3.60

0.30

3.60

1.30

Key: 1
5

very unsuccessful
very successful

that a direct relation exists between the design and func

tioning of the total configuration of systems and the per

formance of the MNC.

Although a direct relation cannot be found, several

indirect ones may exist. It can be hypothesized that the

importance of the design and functioning of the total con

figuration lies in its ability to adapt to new strategic

and environmental requirements. The characteristics of

the total configuration may determine the ability of the

MNC to preserve its strategic and operative flexibility.

With unstable environmental conditions, such flexibility

is likely to be a prerequisite for maintaining and impro

ving the present as well as the future performance of the

firm. In these respects performance cannot be viewed as

a unidimensional concept nor can it be measured as such.
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INTERRELATIONSHIPS BETWEEN CONTROL SYSTEMS AND THE CON

SISTENCY OF THE TOTAL CONFIGURATION

The analysis of the total configuration of control systems

in companies I and II indicates that the various systems

are related to one another. These observations lead to two

important questions. First, with an interrelationship be

tween control systems, how do the design and functioning

of the various control systems adapt to and influence one

another? Second, how do any interrelationships affect the

design of the total configuration and the mode of managing

the relationship? Both these questions will be addressed

in this section.

The interrelationships among the control systems may

take several forms. The analysis above shows that diffe

rent systems may both complement and substitute other sys

tems. For example, formal communication in the form of

financial reports may be substituted for by informal com

munication in the form of personal contacts and visits

(cf. companies V and VI). Both forms may at any point in

time be equally good for coordinating and controlling the

foreign subsidiaries. Similarly, organizational control

instruments like standardization and written policies and

procedures may be substituted for or complemented by soci

al control instruments like reward systems, staffing and

transfer policies.

Although different control systems may complement and

substitute for one another, we are not able to determine

from this research the more precise dynamic nature of the

interrelationships among the systems. The existence of

interrelationships allows us to hypothesize, however, that

the design and functioning of one system may influence the

design and functioning of the other, i.e. interdependent

relationships exist between systems and the various sys

tems may adapt to one another in a dynamic fashion. As

will be shown below, such a hypothesis is supported by the

empirical data.
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This hypothesis and the existence of interrelation

ships among the design and functioning of various systems

of instruments have some important implications. First,

it means that a desired change in the design and function

of one control instrument may affect other control instru

ments as well. Consequently, the various control instru

ments cannot be seen in isolation. Instead, their func

tioning must be related to the functioning of other instru

ments, as well as to the design and functioning of the

total configuration of control systems.

Second, the interrelationships imply that a desired

change in the functioning of one coordination and control

instrument may be reinforc~d and supported or prevented

by the design and functioning of other instruments. It

may happen that the intended change in one instrument is

prevented and never achieved because of an unintended

change in the functioning of other instruments. Similarly,

an inadequacy in the functioning of one instrument may be

compensated for by a change in the functioning of other

instruments.

Let us illustrate this by looking again at company II.

This MNC relies on internal recruitment of subsidiary man

agers and extensive social control. The firm has never

bothered strictly to formalize its organizational and ad

ministrative systems. Assume now that at a certain point

in time corporate management wishes to reduce "inbreeding"

and to increase the managerial capacity of the organiza

tion. A decision is taken that the firm should start to

recruit senior managers externally. The possibility of

implementing this decision will depend on the ability of

the organization to assimilate the new managers. It is

likely that many failures and conflicts will occur before

externally recruited organization members understand the

prevailing organization culture and social methods of co

ordination and control. It is also possible that the
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decision has to be reversed due to difficulties to assim

ilate the new managers. Given that the decision is imple

mented, the total configuration will probably change. The

reliance on social coordination and control instruments

may gradually be replaced by more elaborate and standard

ized organizational and administrative instruments,as these

can be expected to facilitate the assimilation and integra

tion process.

These conclusions have some far-reaching implications.

They mean that it may be a fruitless task to try to develop

and change one instrument for coordination and control, if

its interdependent relationships with other instruments are

not taken into consideration. If an inadequacy in the

functioning of one system is identified by management and

corrective actions undertaken to change the system, such a

correction may never be achieved if not supported by chan

ges in other systems too. Similarly, a desired change in

the mode of managing the headquarter-subsidiary relation

ships may require a change in the design of the total con

figuration of control systems.

The situation in company III in the beginning of the

1970's supports this conclusion. After a period of serious

decline in corporate performance and in face of increased

competition, corporate management decided to reorganize

into the organization structure described in Chapter 4.

The purposes of the reorganization were to strengthen the

profit responsibility of the foreign subsidiaries, to re

duce the degree of product differentiation at the subsidi

ary level and to improve global product rationalization.

The MNC had, however, relied on social control of its ope

rations and had autonomous subsidiary managers who were

accustomed to direct contact with the corporate CEO, i.e.

a form of mother-daughter structure. Many subsidiary

managers refused initially to accept new reporting rela

tionships and less local differentiation and as a conse-
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quence, several attempts to reorganize failed. In order to

achieve the desired changes, corporate management started

with extensive external recruitment of new subsidiary mana

gers and more or less forced existing managers either to

adapt and accept new positions or to leave the company.

Many senior managers also left as a result of the changes.

New planning and budgeting procedures were initiated and

the performance evaluation system was changed during the

process.

In other words, to achieve the desired changes, corpo

rate management considered it necessary to reduce the em

phasis on social control and to increase the reliance on

organizational and administrative coordination and control

systems. Increased reliance on these systems required

changes of the social systems. The results of the changes

are also reflected in the· design of the various systems in

this MNC. They exhibit for example both strong formal and

informal dimensions (cf. Chapters 4-6). The strategic re

orientation of this MNC with increased emphasis on global

product rationalization and standardization could probably

never have been achieved without change in several elements

in the total configuration.

It is likely that over time,corrective actions have to

be taken by management in order to tune the design of the

total configuration to changes in the environmental and

strategic requirements of the firm. If the design and

functioning of the various systems as well as the sum of

them, i.e. the total configuration does not fit the require

ments, they can be considered as externally inconsistent.

Similarly, the design and functioning of a single system

can be considered internally inconsistent if it prevents

the desired functioning of other systems. It can be hypo

thesized that any form of inconsistency may negatively

affect the long-run performance of the firm to adapt.
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The situation in company III shows also that internal

inconsistencies within the total configuration may arise

when the MNC wishes to reorient its strategy and opera

tions in order to adapt to new environmental requirements.

The existence of any internal inconsistencies within

the total configuration is likely to depend on the adap

tiveness of different control instruments and the charac

teristics of the interrelationships among them.

If the various control instruments are viewed as open

adaptive systems, it can be hypothesized that adaptive

changes in system functioning may take place as natural

organizational processes. Adaptive changes of a single

system as a response to the functioning of other systems

can then be more or less automatic and take place without

any particular need for actions by management to initiate

the change. If the adaptive processes are automatic, this

implies that internal inconsistencies among systems would

seldom persist over time. In other words, it is possible

that an inadequacy in the functioning of one system would

disappear over time with compensating changes in the func

tioning of other systems. The limits of system adaptive

ness would then only be determined by the requirements re

garding design and functioning placed on the system by man

agement or the environment at any given point in time,

and the ability of the system itself to change its func

tioning without necessetating changes in its design.

The research indicates that different coordination and

control instruments can more easily adapt and change their

functioning without requiring a change in design. The

analysis of the total configuration of control systems in

companies I and II indicates, for example, that some of the

more informal social instruments are more adaptive in this

respect than formalized organizational and administrative

instruments. The situation in company III illustrates,

however, that although the social systems are adaptive in
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terms of functioning, it may be difficult and time-consum

ing to change their design if the firm is faced with com

pletely new requirements of coordination and control. The

situation in company III also illustrates that control in

struments have limits regarding functional adaptiveness.

At a certain point we can expect that changes in design are

necessary in order to induce desired changes in functioning.

A distinction ought therefore to be made regarding the

adaptiveness of system functioning and the possibilities

to change system design. Many less tangible organizational

and social instruments like organization climate and per

sonal communication links seem to be more flexible and

adaptive in terms of functioning. This corresponds to, as

well as supports, Burns and Stalker's (1961) findings re

garding "organic" management. "Mechanic" management

patterns, e.g. the reliance on formalized control instru

ments like standardization, written manuals and procedures,

and the hierarchy, are less flexible in terms of their abi

lity to adapt their functioning when faced with new re

quirements.

This does not imply, however, that "organic" patterns

and informal coordination and control instruments are always

better. The analysis of the total configuration in com

panies I and II indicates that it may be more difficult and

time-consuming to change the fundamental design of many

"organic" instruments. The situation in company III further

illustrates that in face of completely new requirements

which necessitate changes in system design and not only in

system functioning, desired changes in the mode of managing

the headquarter-subsidiary relationships have to be suppor

ted by changes in several systems.

It can be hypothesized in this context that it is

easier to change the fundamental design of many of the more

formalized systems, thereby also changing their function

ing, than it is to change some more informal systems. For
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example, it is easier to change the design of a formalized

system like the financial reporting system than to change

informal communication patterns and the power structure

within the organization.

Consequently, we can also argue that a balance between

more "formal" and "informal" instruments within the total

configuration ought to be achieved. This would allow the

organization to adapt in a flexible way to continuous and

perhaps minor changes in requirements as well as easily

and quickly change the design of the total configuration

in the face of completely new coordination and control re

quirements and major environmental changes.

From a managerial point of view this implies that the

objective is to design the total configuration in such a

way that strategic and operative flexibility is preserved.

This will determine the ability of the firm to reorient

its strategy and operations and will thereby also influ

ence the long-run performance of the firm. If this objec

tive is recognized, attempts can be made to tune the de

sign and functioning of the total configuration to the pre

sent strategic and environmental requirements as well as

to those expected in the future. The organization may

then be developed continuously, rather than through major

sequential changes which may be disruptive and initiated

only when the problems become acute and crises appear (cf.

Chapter 2).

By recognizing interrelationships among control in

struments, management of the firm may support organiza

tional change processes, e.g. in order to speed them up.

If adaptive changes take place more or less automatically,

this also implies that managers may strongly influence

the functioning of the total configuration by deliberate

ly changing the design and functioning of one or a few

coordination and control instruments. It should be noted,

however, that although internal consistency may be achieved
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more or less automatically, this does not necessarily mean

that the total configuration is externally consistent.

Any change in coordination and control requirements imposed

by a change in the environment or a strategic reorientation

may necessitate a change in the design and balance of the

total configuration, as well as a change of a single sys

tem, the latter in order to support a desired change of the

total configuration.

It is likely that a strategic reorientation of the MNC

can be facilitated if interrelationships between various

control systems are recognized and managed in a conscious

fashion. Resistence to change and stalled changes of or

ganization structure and processes can thereby probably be

avoided.

SUN~ARY

The purpose of this chapter was twofold. The first purpose

was to analyze the interrelationships among the organiza

tional~ administrative and social systems and how the de

sign and functioning of each of these systems may influ

ence the functioning of other systems.

The second purpose was to analyze how the design and

functioning of all instruments, procedures and processes

for coordination and control of the foreign subsidiaries,

i.e. the total configuration of systems, influence the

mode of managing the relationships and the performance of

the firm.

To achieve these purposes, the focus of analysis was

changed compared to Chapters 4-6. Instead of investiga

ting each system separately, the total configuration of

systems in a limited number of MNCs were described and

analyzed in depth. The analysis of the total configura

tion was complemented with a number of case descriptions.

The cases described how the MNCs resolve intra-organiza-
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tional conflicts and further illustrated the interrela

tionships and the dynamic and process-oriented nature of

the headquarter-subsidiary relationships in MNCs.

The analysis and the cases allowed us to draw some

important conclusions as to how the design and functioning

of the total configuration influence the mode of managing

the relationships and how they may affect the long-run

performance of the MNCs.

The analysis was carried out on two of the MNCs inves

tigated: companies I and II. These two MNCs were chosen

because they face a similar environmental and strategic

context. While they exhibit similar performance, they

show considerable differences in the design of the total

configuration and the mode of managing headquarter-sub

sidiary relationships. This indicates, contrary to what

has been postulated in much of earlier research, that

contextual factors alone cannot fully explain the design

and functioning of different coordination and control sys

tems. We will elaborate upon this in the final chapter.
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8 Summary and Implications for Managers

In the previous chapters we described and analyzed the

need for and mode of coordination and control of foreign

subsidiaries in multinational corporations (MNCs). In

Chapter 3 the environment and strategy of the MNCs inves

tigated were described. It was also shown in this chap

ter, in addition to Chapter 2, how the environmental and

strategic context of the MNC influences the requirements

and needs foY coordination and control of the foreign sub

sidiaries.

In Chapters 4-6 we described and analyzed in great de

tail various instruments, procedures and processes used

by the MNC to manage headquarter-subsidiary relation

ships. These descriptions gave also a detailed account

of the internal functioning of MNCs. The various instru

ments were classified into three major groups of coordi

nation and control systems; namely, the organizational,

administrative and social systems. In each of these chap

ters the design and functioning of the systems were de

scribed and compared in the six MNCs investigated. Several

conclusions were drawn as to how the environmental and

strategic context of the MNC influences the design and

functioning of the systems.

In Chapter 7 we changed the focus of analysis. Instead

of looking at each system separately, we described and

analyzed how the various coordination and control systems
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are interrelated within a single MNC. The whole range or

set of instruments, procedures and processes for the man

agement of headquarter-subsidiary relationships was de

signated the total configuration of systems. We analyzed

how the design and functioning of the total configuration

influence the mode of managing headquarter-subsidiary

relationships. Some hypotheses were also advanced as to

how the design of the total configuration may affect the

performance of the MNC.

In Chapters 4-6 several observations were made and

major conclusions drawn regarding the effective design and

use of individual coordination and control instruments.

These conclusions are not reviewed here. Instead, the

reader is referred to the section which describes and ana

lyzes the specific system or instrument of interest.

In this chapter we are concerned with the summary of

some broader conclusions and hypotheses which can be drawn

from the study. The importance of the context and the

interrelationships among control systems as determinants

of the need for and mode of coordination and control of

the foreign subsidiaries is briefly summarized in the first

section below. In the second section we discuss the impor

tance of the total configuration of control systems for the

mode of managing the relationships and for the performance

of the firm. In the third and final section some managerial

implications of the research results are briefly summarized.

THE DETERMINANTS OF HEADQUARTER-SUBSIDIARY RELATIONSHIPS
IN MNCs

It was shown in the previous chapters how the environment

and strategy of the MNC influence both the need for coordi

nation and control of the foreign subsidiaries and the de

sign and functioning of the various coordination and

10
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control systems. The influence of the environmental and

strategic context was observed by analyzing and comparing

the control systems in the MNCs investigated. It was also

observed that MNCs facing a similar context exhibit strong

dissimilarities in the design and functioning of the vari

ous control systems (cf. Chapters 4-6) and in the mode of

managing the relationships (cf. Chapter 7). These observa

tions raise the question of what are the determinants of

headquarter-subsidiary relationships in MNCs.

The importance of this question can only be appreciated

when viewed in light of earlier research contributions. As

noted in Chapter 2, among organizational theorists the ad

vancement of the contingency theory of organizations led

to a recognition that the characteristics of the environ

ment strongly influence organization structure and process.

In order to be effective and high-performing, the organiza

tion has to adapt its structure and functioning to the re

quirements imposed by its environment.

The advent of the contingency theory was followed by

an intensive search for the relevant contingencies or con

textual variables which could explain and predict the de

signs of organization structure and process as well as to

prescribe efficient design strategies. Needless to say,

this also led to a heated and continuing debate among or

ganizational theorists regarding the relative importance

of different contextual variables. Variables such as or

ganization size, technology, interdependence and uncertain

ty have all at some point in time been advanced as the

major determinant of organization structure and process

(cf. Chapter 2).

The pioneering work of Chandler, followed by others,

subsequently led to a recognition that structure and pro

cess are not only related to contextual variables in a more

or less deterministic fashion, but are also strongly in

fluenced by the strategy of the firm and its managers.
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In line with earlier research we are able to conclude

from this study that the environment and strategy of the

MNC strongly influence the need for coordination and control

of the foreign subsidiaries. This is of interest as few

earlier studies have explicitly focused on MNCs and shown

the nature of this influence. Contrary to many other

studies, our research results show that although the con

text of the MNC also influences the mode of managing

headquarter-subsidiary relationships, this influence is by

no means deterministic, direct or unidimensional.

The observed influence of different contextual factors

on the need for and mode of managing the relationships can

instead be summarized as follows. First, the research re

sults indicate that no single contextual factor can alone

explain the need for and mode of coordination and control

of the foreign subsidiaries. Rather, different contextual

factors seem to reinforce or to mediate the relative in

fluence of others. Secondly, it is likely that the rela

tive influence of any contextual factor is not stable over

time.

The results point out the necessity of analyzing the

context of the MNC, not in terms of single factors but as

a whole. The relative influence of a single factor is

consequently of little interest if its associations with

other dimensions of the environmental and strategic con

text are not taken into consideration. For example, tech

nology seems to have little explanatory value if its asso

ciations with the market structure and the MNC's competi

tive and manufacturing strategy are not recognized.

Once these findings are noted, the controversy among

organizational theorists regarding the relative importance

of different contextual factors may partly be resolved.

It may be of interest here to briefly summarize the

results of this research regarding the relative influence

of some specific contextual factors, since this subject
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has attracted considerable attention in earlier studies.

Of course, the importance of looking at the environmental

and strategic context as a whole should not be neglectedo

This research indicates, among other things, that vari

ous forms of inter- and intra-organizational interdepen

dence have a strong bearing upon the need for and mode of

coordination and control of the foreign subsidiaries. For

example, the more interdependent MNCs investigated use more

numerous and elaborate integrative devices compared to the

highly diversified firms included in the sample (cfo

Chapters 4-6). Although this finding corraborates earlier

~esearch (cf. Chapter 2), it is interesting to note that

interdependence may take many forms and that all forms may

not be equally important for explanatory purposes (cf.

Chapter 3).

The intra-organizational interdependence created by

the competitive conditions in the industry in which the MNC

operates, the customer structure, the technologies and

manufacturing strategy of the firm seem to be of particular

importance as a determinant of coordination and control

needs. The research also points out the importance of the

nature of competition and the competitive strategy of the

MNCo These dimensions of competition seem to be more im

portant than the intensity of competition to explain the

need for and mode of coordination of the subsidiaries (cf.

Scott, 1973; Franko, 1976).

This study indicates that contextual factors like size

and operations technology are of little value for explaining

headquarter-subsidiary relationships in MNCs. We have not

found any strong associations between these two factors

and the need for and mode of coordination and controlo It

is likely that the importance of organization size dimin

ishes when certain critical levels of size are passedo

All the MNCs investigated are large. Similarly, operations

technology has little explanatory value in this sample,
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as all firms are large and have diversified their product

portfolios to a certain extent. It should be noted though

that these two factors as well as others may still be im

portant determinants of organization structure and process

at lower levels of analysis than that employed in this

study, e.g. at the departmental level.

Consequently, in discussing the importance of indi

vidual factors, it is necessary to recognize that the

strength and direction of associations between any speci

fic contextual factor and organization structure and pro

cess can be highly dependent on both the unit and level of

analysis. This has not always been recognized in earlier

research, thereby adding to the controversy among organi

zational theorists mentioned above. We can conclude from

this study, however, that neither any single factor nor

the context of the MNC as a whole can fully explain the

mode of coordination and control of the foreign subsidi

aries. Furthermore, the influence of the context is by no

means unidimensional. This was evidenced by the fact that

MNCs which face a similar environmental and strategic con

text and have a similar performance still exhibit great

dissimilarities in the design and functioning of the total

configuration and in their mode of managing headquarter

subsidiary relationships.

For example, why does company I rely more on the or

ganizational and administration control systems, while com

pany II facing a similar context primarily relies on the

social systems to coordinate and control its subsidiaries?

Why has company III adopted an organization structure with

global product divisions, while companies I, II and IV

have not? This difference exists even though company III

is less diversified and of approximately the same size as

the others. Why do the foreign subsidiaries in company V

regularly submit more than fifty financial reports when

the subsidiaries in company VI have to submit fewer than
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ten reports? Given the strategic and structural similari

ties between these two MNCs, we would expect that head

quarters in both have the same needs for structured finan

cial information.

These observations are of interest as they contradict

many of the conclusions advanced in earlier studies (cf.

Chapter 2). We would expect to find, given earlier re

search results, that MNCs facing a similar context would

adopt the same modes of coordination and control, or to

exhibit differences in performance levels. We have not

found any clear relationships of this kind. This contra

diction can be partly or wholly resolved by the observa

tions made in this study that interrelationships exist

among different instruments, procedures and processes used

to coordinate and control the subsidiaries. By analyzing

in great detail the design and functioning of the total

configuration of control systems, it was found that dif

ferent systems and subsystems may complement or substi

tute for others. Consequently, the internal balance

among control systems within the total configuration may

differ, thereby also changing the design and functioning

of the configuration and the mode of managing the head

quarter-subsidiary relationships. In other words, the

existence of interrelationships among systems implies that

the need for coordination and control of the foreign sub

sidiaries may be met by different means, seemingly with

out directly affecting the performance of the MNC.

THE MODE OF MANAGING HEADQUARTER-SUBSIDIARY RELATIONSHIPS

AND COMPANY PERFORMANCE

In Chapter 7 we described and analyzed how different co

ordination and control systems may complement and substi

tute for others, as well as how the design and functioning

of the total configuration of systems influence the mode

of managing the headquarter-subsidiary relationships. We
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will in this section briefly summarize the major implica

tions of this finding.

The possibility that one system may complement and sub

stitute for another implies, as noted above, that the de

sign and functioning of the whole set of systems in the MNC,

i.e. the total configuration, may also differ in otherwise

similar firms.

It was observed that because of interrelationships

within the total configuration, the design and functioning

of one system or subsystem may influence the functioning

of others. The research indicates that this influence may

take several forms. First, the functioning of one system

can be reinforced, supported or even replaced by the de

sign and functioning of another system. Second, the design

and functioning of one system may also prevent other sys

tems from functioning as desired. The total configuration

can then be said to be internally inconsistent. This was

the situation in companies II and III described in Chapter 7.

These observations led us to hypothesize that required

or desired changes in organization structure and processes

may be supported and speeded-up if interrelationships among

systems are recognized and managed in a conscious fashion.

The organization can then be developed more continuously,

and resistance to change, as well as stalled changes of

organization structure and process, may thereby be avoided.

It cannot be excluded that the functioning of diffe

rent systems may adapt more or less automatically to the

functioning of other systems. Adaptive ~hanges within the

total configuration may take place as more or less natural

organizational processes, i.e. without requiring delibe

rate actions by management. If this hypothesis holds, it

implies that internal inconsistencies in the total con

figuration to a certain extent would be self-correcting.

For example, an inadequacy in the design and functioning
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of one system may be automatically compensated for by

changes in the functioning of other systems. It was hypo

thesized that the limits of such automatic corrections,

as well as the degree of system complementarity and sub

stitutability are dependent on the requirements imposed on

any system by management and the inherent flexibility of

the system itself to change its functioning without neces

sitating changes in its design.

The research results indicate that different systems

exhibit different degrees of inherent flexibility. The

situation in company II points to the fact that many of

the social systems can be flexible and powerful substitutes

for more developed organizational and administrative sys

tems. The results also indicate that many informal sys

tems, e.g. systems with less well-structured and explicit

design are more flexible in terms of their ability to ad

just functioning and complement or substitute for other

systems. On the other hand, it may be more difficult and

time consuming to change the fundamental design of these

systems compared to more formalized systems in face of new

strategic and environmental requirements.

The recognition of interrelationships among systems

implies that management may tune the design and function

ing of the total configuration to present strategic objec

tives and environmental requirements, as well as to those

objectives and requirements expected to prevail in the

future. This ensures that the design and functioning of

the total configuration become both internally and extern

ally consistent. By external consistency we mean that the

design and functioning of the total configuration is con

sistent with the coordination and control requirements im

posed by the environment and strategy of the firm.
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This warrants some explanation, however, as no clear

relationship could be observed between the design and func

tioning of the total configuration and the performance of

the MNC (cf. Chapter 7). We would expect that any form of

external inconsistency would negatively affect performance.

The lack of such an association clearly raises the question

whether it is unimportant and only a matter of choice how

the MNCs design and use the various coordination and control

systems to manage headquarter-subsidiary relationships.

For two very different reasons we would argue that the

answer to this question is definitely no. The first reason

is based on methodological problems. From a methodological

perspective it is very difficult to establish valid corre

lations between organization structure and process, and

performance. The problems are due, among other things, to

the existence of uncontrollable extraneous variables, inter

dependence among variables, and difficulties in properly

defining and measuring both organization structure and pro

cess, and performance. The numerous attempts of this

nature in earlier research may be appealing and intuitive

ly logical, but all exhibit methodological weakness of

this kind. It is therefore not surprising that we also

find contradictory evidence in earlier research (cf.

Chapter 2).

For our research results this implies that the observed

lack of direct association between the total configuration,

the mode of coordination and control of the foreign sub

sidiaries and company performance (in firms facing a simi

lar context) may be due to methodological shortcomings.

Although the research results strongly indicate that no

direct association exists, we cannot completely exclude a

correlation of this kind. In case a direct association

exists, decisions regarding the design and functioning of

the total configuration of course become highly relevant

and important.
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The lack of direct correlation does not imply, how

ever, that no indirect association may exist. The re

search results indicate that the design and functioning

of the total configuration influence the ability of the

MNC to change the mode of coordination and control in face

of new environmental and strategic requirements~ We ar

gued in Chapter 7 that if the total configuration is not

externally consistent, i.e. not adapted to fit the environ

ment and strategy of the MNC, this may negatively affect

at least the long-run performance of the firm. In the face

of environmental changes and strong competition, the capa

bility of the MNC to reorient its strategy and operations

depends largely on its ability to adjust its organization

structure and processes in a flexible manner. Consequent

ly, seen frum this perspective, the design and functioning

of the total configuration become important for preserving

and improving the strategic capability and operative flexi

bility of the firm. The design and functioning of the

total configuration and the mode of managing headquarter

subsidiary relationships may influence not only economic

performance and growth, but also the long-run continuity

and survival of the firm.

IMPLICATIONS FOR MANAGERS

The purpose of this section is briefly to summarize the

major managerial implications of this study. It is hoped

that this study may be of importance and value for mana

gers in MNCs and other practitioners working with or in

terested in this type of firms. It is also worth noting

that although this study has focused on coordination and

control of foreign subsidiaries in MNCs, many of the re

sults are likely to be applicable also to other types of

large and complex firms. The management of corporate and

divisional relationships in divisionalized firms exhibits

many similarities with this area of study.
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Since this research incorporates several different per

spectives and areas of study, a summary of all the findings

would be too lengthyo Instead, we have chosen to briefly

state some of the managerial implications of the various

parts of the study, and to give references to where these

can be found in the previous chapters.

In Chapters 4-6 this study gives a detailed account of

the design and management of different instruments, proce

dures, and processes of coordination and control of the

activities of foreign subsidiaries in MNCs. The descrip

tion of these instruments may be of interest as reference

material and as a basis of comparison. The analysis of

the various instruments may also give insights into how to

develop, design and manage similar coordination and control

systems in other firms.

The chapters are structured as follows: Chapter 4 con

tains a description and analysis of organizational and

control systems such as the design of organization struc

ture allocation of line and staff responsibilities, and

the role of the board of directors in the foreign subsidi

aries.

Chapter 5 contains a description and analysis of in

ternational planning, budget and financial reporting sys

tems, i.e. the administrative systems. The design of

efficient budget processes and goal-setting procedures for

foreign subsidiaries are among the matters discussed in

this chapter.

Chapter 6 is concerned with various aspects of the

management of the MNC's human resources such as recruit

ment and transfer policies, as well as the design of re

ward and punishment systems. Other social systems like

the development of corporate cultures and the formation

of coalitions are also discussed in this chapter.
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This study shows that the environment and strategy of

the firm strongly influence both the need for coordination

and control of the foreign subsidiaries (cf. Chapters 2

and 6) and the mode of managing headquarter-subsidiary

relationships (cf. Chapters 4-7). The more specific nature

of this influence can be traced in Chapters 3-6, where the

design and management of the control systems is compared

and analyzed in the six MNCs investigated.

The comparative analysis indicated that in designing

control systems and managing the headquarter-subsidiary

relationships, the characteristics of the environment and

strategy of the firm must be explicitly recognized.

Otherwise it is likely that less effective control proce

dures are developed. Similarly, through recognizing how the

environment and strategy of the MNC influence the require

ments for coordination and control of the foreign subsidi

aries, the design and management of various control systems

can become more precise and better fitted to the strategy

of the firm. The identification and analysis of environ

mental and strategic variables which influence the need

for and mode of coordination and control may be of help

when similar analyses are conducted in other settings.

The research shows that it is important to understand

how envirQnmental and strategic variables interact. With

out such an understanding it is less likely that the con

trol systems will be effectively designed and managed.

This research also indicated that different coordina

tion and control instruments may substitute for or comple

ment others. This has some far-reaching managerial implica

tions. First, these findings mean that the design and

functioning of one control system or instrument may affect

other control instruments as well. Consequently, the vari

ous control instruments cannot be seen in isolation.
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Second, it implies that a desired change in the design

and functioning of one control instrument may be reinforced

and supported by other instruments, or on the other hand,

prevented by unintended changes in the functioning of other

instruments. It may therefore be a fruitless task to try

to develop and redesign one instrument for coordination and

control if its relationships with other instruments are not

recognized. If an inadequacy in the design or functioning

of a particular system is identified and corrective actions

are undertaken by management to change the system, this

step may produce no results if not supported by changes in

other systems, too.

We have therefore argued that it is the design of the

whole range or set of systems, i.e. the total configura

tion, which is of importance for the mode of managing head

quarter-subsidiary relationships, rather than the design

and functioning of any single coordination and control in

strument. The major objective is to design a configura

tion which is internally consistent, as well as consistent

with the environmental requirements and strategic objec

tives of the firm (cf. Chapter 7). To achieve this, cor

porate management can make use of the whole range of in

struments to support and reinforce a desired change in the

mode of managing headquarter-subsidiary relationships.

Resistance to change, as well as stalling of changes in

organization structure and process, may thereby be over

come and avoided.

We have also argued that any form of inconsistency in

the design and management of the whole set of control sys

tems may negatively affect the performance of the firm.

Inconsistencies may reduce the capability of the MNC to

reorient its strategy, structure and functioning in the

face of environmental changes and new requirements. Such

a capability may be necessary for survival and continuity
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if the firm is confronted with rapid environmental and

technological changes, fierce competition, and stagnating

markets. Seen from this perspective, the mode of managing

headquarter-subsidiary relationships is of critical impor

tance for the performance of the MNC.
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