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In Search of Theory: Towards an Integrating Conceptual Framework for Subsidiary
Resear ch

ABSTRACT

Despite the importance of the strategic choicegrtaltly subsidiary managers to the long
terms survival of their unit, little is known abadiie phenomenon. (Dérrenbacher & Geppert,
2009, Scott, Gibbons, & Coughlan, 2010). This pagp®alyses and synthesises the research
streams on subsidiary management to date to pravitieal conceptual insights and proposes
a new theoretical approach to subsidiary analggiplied to the critical routine of subsidiary
strategy.

The adoption of more global business structuresViNEs has led to additional strategic
constraints on subsidiary managers (Buckley, 2@&kley & Ghauri, 2004, Mudambi,
2008), which we categorise as the dual embeddedmesdraint, the domain constraint and
the resource constraint. Paradoxically despiteetl@asicerbating constraints, expectations on
subsidiary managers to create knowledge and iniwwvand develop their mandate are
escalating, forcing them to evaluate the rangetm@tegyic decisions remaining under their
control,

While the literature implicitly assumes that sulemig managers can respond to MNC
pressures by reconfiguring resources and develagpgbilities (Birkinshaw & Hood, 1998),
improving performance (Subramaniam & Watson, 20@6j influencing the strategic
direction of the MNE as a whole (Andersson, Bjorkin& Forsgren, 2005, Williams, 2009),
there is an absence of guidance on how subsidiaryagers develop strategies to achieve
these options, and influence strategy from belowdgsson, Forsgren, & Holm, 2007). Our
review of the empirical and theoretical researclsaosidiary management identifies how the
tensions between the headquarters perspectiveharsilibsidiary perspective have resulted in
the application of inappropriate conceptual frameswoPlatforming from the four primary
theoretical approaches applied to date, and comdpiaritical tenets of both the resourced
based and transaction cost approaches, we developcaptual framework which overcomes
prior theoretical limitations and offers a new pedive of subsidiary to apply to the
subsidiary unit of analysis.



In Search of Theory: Towards an Integrating Conceptual Framework for Subsidiary
Resear ch
INTRODUCTION
The MNE/subsidiary literature to date has examittezl respective roles and relationships
between headquarters and subsidiaries, and detertsiof their respective contributions to
organisation. The initial objective of theory wasninimise agency risk through maximising
headquarters control of subsidiary activities (Raidl O’Donnell, Doz and Prahalad), which
evolved to perceiving the MNE as a federative $tm& which achieves competitive
advantage through harnessing the knowledge andatimé generation of its dispersed
subsidiaries (Andersson et al, 2007). More recetily emerging perspective of the MNE as
a ‘global factory’ suggests that strands of segaaativities are distributed to subsidiaries by

a remote, controlling headquarters (Buckley, 2009).

The sharp contrast between the federative apprtmemderstanding subsidiary behaviour
and the ‘global factory’ view has critical implieams for deriving normative theory and
practitioner guidance from subsidiary research. r@sponse to this theoretical and
management imperative, we examine how criticaltefia management perspectives have
been applied to understanding the evolution of igiidoy role. By analysing the theoretical
lens adopted to date in exploring the determinahtsubsidiary role and contribution to the
MNE, we identify and build a conceptual frameworki@h overcomes prior theoretical
limitations and offers a new perspective of sulasidito apply to the subsidiary unit of

analysis.

The primary contribution of this paper is the deypehent of a conceptual framework which

combines the critical tenets of the two dominaebties of the firm to the subsidiary unit of
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analysis. This framework integrates some critidainents in the subsidiary’s context which
should assist in achieving normative implicationsnf future empirical investigations, and
enhance the relevance and value of future rese@ramanagement needs in a time of

exacerbating expectations and an increasing cotiveetinvironment.

The approach taken by this paper is to first dermateshow subsidiary research to date has
largely evolved in response to business realitygely with the absence of supporting
theoretical frameworks. The next section considées appropriateness of the available
theories and the need to uncover the complexitfesubsidiary strategy development to
achieve the critical insights for a conceptual fdation. The final section integrates the
insights from exploring subsidiary strategy devetent with the key tenets of the RBV to
develop a conceptual framework which overcomesrgheoretical limitations and offers a

new perspective of subsidiary analysis.

Conceptual Background
The evolution of research on subsidiary operataffdNEs mirrors the evolution of strategic
management as a distinct discipline, as a clasSicatiegy Structure Approach, was initially
adopted. Efforts focused on understanding why tedayanisational structures were selected
(Daniels, Pitts, & Tretter, 1984, Egelhoff, 1982pord, 1972) and then on finding more
flexible approaches to the traditional hierarchtywhs assumed that structure adapts to fit
strategy, as captured by Bartlett and Ghoshal'8¢1Stransnational solution” to the design

of MNESs, according scant consideration to the ablthe subsidiary.

Agency concerns and the need to balance autonoatie(Bon & Brock, 2002) throughout the

MNE with control (Gates & Egelhoff, 1986, Hedlurif81), led to a focus oreadquarters-



subsidiary relationships. Increasing recognition of the need for subsidiaypport to

implement headquarters’ programmes introduced treeapt of subsidiary level decision
making (Hulbert, Brandt, & Richers, 1980). Whilars®acknowledgement of the need for co-
operation across the MNE emerged (Bartlett & Ghhst886, Ghoshal & Nohria, 1989), the
‘United Nations Syndrome’ (Bartlett and GhoshaR&®&) in which headquarters treated all

subsidiaries alike remained dominant.

Recognition of more complex relationships betweeadguarters and their subsidiary units
led to theMNE process perspective (Birkinshaw & Pedersen, 2009). Subsidiary autonomy
access to key MNE resources, and the influence ahagement systems or culture on
subsidiary behaviour were increasingly recognigatt(ett, 1979, Doz, 1976, Hedlund, 1986,
Prahalad & Doz, 1981, Prahalad, 1976). Headquarsengined the primary unit of analysis
however, until Ghoshal's (1986) study of subsidiaryovation processes inspired exploration
of how subsidiary autonomy and access to critieaburces led to differentiating subsidiary
roles within the MNE (Bartlett & Ghoshal, 1986).idiary roles were then classified by
their integration-responsiveness (IR) within the Klarillo & Martinez, 1990, Prahalad &
Doz, 1987), their strategic positioning and strat€gaggart, 1997b, 1998d, 1998a). Adopting
the subsidiary as the unit of analysis and, to sextent, taking the headquarters as an
external factor, allowed for a more detailed exation of subsidiary strategic roles
(Patterson & Brock, 2002). Building on the initiahalysis of Birkinshaw and Pedersen
(2009), Figure 1 demonstrates the increasing prent@ of the subsidiary in theory
development, and the emergence of literature fogusxplicitly on aspects otissidiary role

within the MNE.



SUBSIDIARY MANAGEMENT RESEARCH

Strategy Structure

HQ-Subsidiary

MNE Process

UNIT OF ANALYSIS HEADQUATERS

Subsidiary Role

UNIT OF ANALYSIS THE SUBSIDIARY

Adapted from Paterson and Brock (2002) & Birkinshaw and Pedersen (2009)

Resolving the Dual Conflicts

Greater recognition of subsidiary role led to apdgeconsideration of the complex reality of

subsidiary context, as units operate within anrivgenetwork of headquarters and subsidiary
relationships and in multifaceted external envirents. The challenge for both the MNE and
the subsidiary is to exploit these positions fa benefit of the organisation overall, but they
must operate within two sometimes contrasting amdpeting positions. The objective of the

MNE is to exploit its subsidiary network to achiesestained competitive advantage. This
may conflict with the often dual objectives of sidisry management, to contribute to their

parent organisation and to ensure the survivahaf unit. These complexities are reflected in

the intertwining nature of the literature explorithg evolution of subsidiary role.

Research moved from exploring subsidiary diffeidn based on unit responsibilities,
served markets, network position, competenciesraadurces, to investigating the roles of
centres of excellence (CoE), or subsidiaries wthcglist functional activities (Fratocchi &

Holm, 1998, Frost, Birkinshaw, & Ensign, 2002, HofrPedersen, 2000, Surlemont, 1998).



This provided critical insights into how subsidewicould protect their position by exploiting
their unique capabilities, resources and/or netvuatiggration within their MNE (Anderson &
Forsgren, 2000, Bartlett & Ghoshal, 1986), althotlggre is still uncertainty as to how CoEs
arise (Patterson & Brock, 2002). They are howewwcgived largely as a headquarters led
strategy, whether formally determined or gradualhlyergent, as it would be difficult for an
individual subsidiary to build sufficient speci@ds resources and talent within its unit,
without headquarters support (Birkinshaw & Peder@e09). This recognition apecialised
subsidiary roles also led to exploration of factors leading to thevelopment of regional
(Lehrer & Asakawa, 1999, Schutte, 1998) and divialcheadquarters (Forsgren, Holm, &
Johanson, 1995), and of subsidiary R&D (Asakawd)12@antwell & Mudambi, 2005,

Kummerle, 1997, Noble & Birkinshaw, 1998).

Traditionally headquarters was perceived as theedf foreign direct investment (Chang,
1996, Chang, 1995, Kogut, 1983), and with few ekioep the subsidiary input to initiating
and contributing to thevolution of subsidiary role was overlooked (Crookell, 1987; Jarillo
and Martinez (1990) and Papanastassiou and Pel8é)( Studies then explored subsidiary
development as a series of stages towards builditegration and importance within the
MNE (Birkinshaw & Fey, 2000, Birkinshaw & Hood, 189Chang & Rosenzweig, 1998,
Crookell, 1987, Delany, 1998). A new emphasis eegfgcusing on the interaction between
the MNE, the subsidiary unit and the local enviremi (Birkinshaw and Hood; 1998:
Cantwell and Mudambi, 2005). The importance of gateg subsidiary initiatives,
developing competence creating mandates (CantwdllNMudambi, 2005) and engaging in
micro politics (Dorrenbacher and Gammelgaard (2@@8prds an accompanying recognition

of the role of pro-active subsidiary managemertatermining subsidiary role.



The researcher’'s perspective plays a crucial rolghe selection and emphasis of the
perspective on subsidiary evolution adopted (Padter& Brock, 2002). Brock (2000)
identifies how researchers from larger countriexlte® espouse a corporate point of view,
and assume that parent company managers are tkhenprant drivers of subsidiary
evolution (Chang, 1995, Malnight, 1996). In contragsearch originating from smaller
countries tends to adopt a subsidiary perspectivé amphasise subsidiary initiative

(Birkinshaw, 1997).

Initial consideration of the determinants and impafcpatterns of information flow between
subsidiaries and HQ led to recognition of the vatieSubsidiary Knowledge Networks.
Firstly it was the internal network that was theus of attentionGupta and Govindarajan
(1991, 2000, 1994) set about explaining the padtefninformation flow between subsidiaries
and their HQ and Szulanski (1996) has contributethé transfer of ‘best practices’ between
subsidiaires within the MNE. In terms of the submigs external network research has

focused on the strength of linkages between thsigialny and its local environment.

Research to date suggests that a subsidiary’ssatzes external network will only enhance
its internal network position if it provides supmriknowledge of significant importance to
other MNE units (Andersson, Forsgren, & Holm, 200&)y shift towards a global factory
style operation would reduce subsidiary potental éxternal embeddedness (Buckley &
Ghauri, 2004, Mudambi, 2008, Yamin & Forsgren, 2006mphasising the value of
subsidiary internal ‘embeddedness’ within the MNEwork as a strategic option for position

protection (Garcia-Pont, Canales, & Noboa, 2009).



The complexities of subsidiary position are furtheflected in recent approaches to
examiningHeadquarters Subsidiary Relationships which consider how procedural justice can
apply to the headquarters / subsidiary planningcgss (Kim, 1993a, 1993b, Kim &
Mauborgne, 1991, Taggart, 1997a), the significaotgerception gaps between HQ and
subsidiary managers, and the related consequeriBeginshaw, Holm, Thilenius, &
Arvidsson, 2000, Holm, Johanson, & Thilenius, 1998p, 2003). The impact of micro
issues, such as political negotiations betweenidialog managers and their headquarters, in
shaping the internal MNE dynamics is also increglgiracknowledged (Ddrrenbécher &
Gammelgaard, 2006, 2009, Doérrenbacher & Geppep)0The four approaches, which

illustrated in Figure 2 as mutually exclusive fase of discussion, are in reality, interlinked.

Subsidiary Role:
Sub Streams

Specialised Roles HQ Relationship
Subsidiary Evolution Knowledge
Networks

Adapted from Paterson and Brock (2002) & Birkinshaw and Pedersen (2009)

Lack of an Integrative Framework

The pre-ceding analysis of the subsidiary litemtiemonstrates that different dimensions of
MNC /subsidiary relationships and characteristiasehbeen studied without the application
of a strong integrative conceptual framework andt tthe work lacks coherency of a

discipline. The work to date has followed the etiolu of the unit of analysis based on
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observance of practitioner behaviour but has faitedevelop a cogent approach. Borrowing
from the firm level theory to the subsidiary ursiply adds another level of complexity in
addition to, as bemoaned by Birkinshaw and Peder§009), the eclectic and

incommensurable nature of most MNE theories. Biibieewe can build on the approaches

taken to date we must consider their value.

Transaction Cost Economics (TCE) while not speaifjcdeveloped for the MNE context is
the most broadly used theory in analysing the MNIBeeks to rationalise MNE existence in
terms of ownership specific advantages againstni&mnt domestic competitors, location
specific advantages that favour investment in dlcalleconomy , and the intermediate market
failure that favours ‘internalisation’ over oth@rims of contractual arrangements (Buckley &
Casson, 1976, Dunning, 1980, Rugman, 1981). Degmi®liferation in the literature, there
are a number of international management schoBagtlétt & Ghoshal, 1989, Birkinshaw,
2000, Doz & Prahalad, 1991, Ghoshal & Moran, 1996dlund, 1994) who criticise its
ability to provide an in depth understanding of thetual functioning of complex

organisations such as MNEs.

Similarly, network theory can be criticised for failing to offer an apprae theoretical lens.
The MNE is now predominantly conceptualised as tavowk (Forsgren, 1992, Ghoshal &
Bartlett, 1990), extending the original applicatiof social exchange theory and resource
dependency (Emerson, 1962). This approach percéieesubsidiary, not as a subordinate
entity within the MNE, but as a node in a netwaskth links to external and internal actors,
enjoying significant degrees of freedom and infeeenWhile an attractive framework for

exploring how subsidiaries evolve and exchangermétion with other actors, its main



weakness, is that it is frequently used in a pudelgcriptive way, which makes it irrefutable,

detracting from its power as a theory (Birkinshaw&dersen, 2009).

Similarly the promise of Institutional theory, (Rwgweig and Singh (1991) and Westney
(1994, 1990), argues that firms will deliberatefjopt practices and behaviours similar to
others in their task environment (DiMaggio & Powell983, Meyer & Rowan, 1977).
Westney argues that subsidiary units face compéasmmgorphic pulls from the host country
and from the rest of the MNE. by comparing the ficas of an individual unit to those in the
host country and the MNE, implications could bewdraabout the MNE’s strategy. This line
of thinking was applied to a number of empiricaldsés (Rosenweig & Nohria, 1995,
Westney, 1990), but the interest in institutiofedry has dropped of in recent years baring

some exceptions (e.g. Kostova & Roth, 2002).

A number of other theoretical perspectives alsoasiomally feature in subsidiary
management research. For example, Birkinshaw (1988rays the MNE as an internal
network system in which subsidiary units competthwne another for charters, but it is not
yet clear if this approach will yield any valuahesights. In addition, several concepts have
been adapted from the social psychology literatureluding procedural justice (Kim &
Mauborgne, 1991) and feedback seeking behaviouptéGuGovindarajan, & Malhotra,
1999), to model the HQ subsidiary relationship. Agetheory has also been used in this way
(Chang, 1999, Kim, Prescott, & Kim, 2005) but isetulness for studying headquarters and

subsidiary relationships has been questioned (Wabonnell, 2000).

Interestingly, the theory which is arguably the dment conceptual paradigm in strategic

management has received relatively little attentiothe MNE literature. The resource based
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view of the firm has the potential to contributeapty to the study of the MNE, but with few
notable exceptions (e.g. Birkinshaw & Hood, 1998gRan & Verbeke, 2001) it has been
largely ignored. The key premise of the ResourcgeBa/iew is that under certain conditions
a firm's unique bundle of resources and capalslitan generate competitive advantage
(Barney, 1991) More recent literature also focuses the development of dynamic
capabilities and knowledge as drivers of competitidvantage (Grant, 1996, Teece, Pisano,
& Shuen, 1997). So why has a theory that offersnseh potential been underused in the
study of the MNE? We argue that the level of analgenstitutes the primary concern. The
resource based view implicitly assumes that regsuand capabilities are developed in one
large firm, whereas the reality in the MNE is thesources are dispersed around the firm, at

the parent and subsidiary levels.

In our search for a new conceptual framework toregkl these concerns, we need to more
deeply examine the strategy processes which uedestiource deployment and capability

development at the subsidiary level.

Developing Strategy to Drive Subsidiary Development

Considering the depth of subsidiary managementarekdt is unusual that from a strategy
perspective there are no clear insights to guidiy lbesearchers and subsidiary managers
(Doérrenbacher & Geppert, 2009, Scott, Gibbons, &gdan, 2010). One of the factors
behind this has been the confusion over what doesi subsidiary strategy and what are its
main components? A distinction is commonly madéhm literature between the concepts of
subsidiary strategy and subsidiary role. A subsyBarole is assigned to it by the parent
company, whereas subsidiary strategy suggests waleof choice or self determination on

the part of the subsidiary (Birkinshaw & Peders€009). The underlying premise of
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subsidiary strategy is that despite the constrapiéged on subsidiary management by
headquarters and the marketplace, they still makésidns of their own volition, not simply

on behalf of HQ.

We argue that it is inappropriate to include cortpet advantage as the objective of
subsidiary strategy development, as the subsidgagnly one part of the corporation and
competitive advantage is commonly argued to asse r@sult of the unique configuration and
coordination of a corporation’s activities (Port€896). The important elements of subsidiary
strategy as identified by Birkinshaw and Peders2®09), are the market positioning
component and the resource development compongrate®/ is about how these two
components are brought together taking into accdbat subsidiaries’ customers and
competitors are very often with the MNE networkaimodel of co-opetition (Luo, 2005). To

study strategy development at the subsidiary leves important to analyse how well

subsidiary managers identify with the two compoaaftstrategy and secondly how many of
the components of subsidiary strategy are actuafiger the control of the subsidiary

manager?

Subsidiary strategy development must recogniseathge of constraints on its behaviour and
in its ability to develop strategy. Thieial embeddedness constraint relates to their operation
within two parallel webs of differentiated networkbe internal web that includes all the
other units of their parent MNE, and the sometimesrlapping, but often separate complex
external local network of customers, suppliers atiter institutions (Nohria & Ghoshal,
1994). Thedomain constraint comprises the typically pre set business domaiitithg their

market positioning options(Birkinshaw & Hood, 1998heresource constraint refers to their
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inability to act independently in acquiring or idihg resources, and their need to maintain

lateral relations with other units of the MNE (Bimkhaw & Morrison, 1995).

Market Positioning

There are significant trends underway which lookteefurther limit the freedom at which
subsidiaries shape their market position. The eeraxg of global customers for products has
meant that subsidiaries are no longer requirecet@ldp products for the specific needs of a
particular market (Mudambi, 2008). Outsourcing axfighoring of activities has also led to
subsidiaries playing smaller roles within globapgly chains (Buckley, 2009). Mudambi
(2008) describes how corporate headquarters magealea the particular location for value
creation within their value chain, consigning tlenaining subsidiary units to fulfil their
specific role with little additional input. Increas access to information has also reduced
knowledge deficit in MNEs, giving headquarters wgadented access to the activities of
their subsidiaries, reducing the potential autonarhyhe subsidiary (Yamin & Sinkovics,
2007). In fact most subsidiaries actually haveléss control over their market positioning

that the traditional approach would suggest.

Resour ce Devel opment

Resources are defined as the stock of availabteriaowned or controlled by the firm, and
capabilities are a firm’s capacity to deploy resest usually in combination, using
organisational processes to effect desired end {&n8hoemaker, 1993). If a subsidiary is to
be taken as a unit of analysis in its own rightitigossible to split up resources and
capabilities between the subsidiary and the MNERintaresources first, Birkinshaw and
Pedersen (2009) argue that most tangible resoameeseld at the subsidiary level, while

most intangible resources are held at the firmlleVhere are obvious exceptions to this
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analysis but the crucial point is that it is pobsito identify a difference in resources. To
make such a split with capabilities is a much mdificult task. Some capabilities are
definitely held at the firm level and are distribdtacross the network of subsidiaries. Others
emerge at the subsidiary level for example andparécular to individual subsidiaries. The
majority, however, are located somewhere betweenfitm level and the subsidiary level

making them very difficult to separate.

This highlights the difficulties in studying strgte development at the subsidiary
management level and we develop a new approachidoess these shortcomings. Rather
than applying a single theory to the study of siilasy strategy it is proposed in this article
that due to the difficulties associated with takithge subsidiary as the unit of analysis
combining elements of two theoretical approachesdcoffer the greatest avenue for the field

to develop.

A STRATEGIC THEORY OF THE SUBSIDIARY
The difficulties in applying theory to the study siibsidiaries highlight the need for strategy
researchers to develop a framework. In his revieth® strategy field, Foss (1999) contends
that strategy research has been heavily influebgeobth economic theories of the firm and
the resource-based view. Rumelt (1984 p.557) pexpdsat the obvious future for the study
of business strategy is to ‘rest it on the bedrmekdations of the economist’'s model of the

firm’.

Foss (1999 p.727) outlines that the ‘strategic thed the firm’ should be focused on

addressing the following four areas:
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1. The existence of the firm — namely, why do firmsseas distinct mechanisms for
resource allocation in a market economy?

2. The boundaries of the firm — namely, what explaivisy certain transactions are
governed in house while others are governed througgtket relations?

3. Internal organisation — namely, why do we obserifieerént types of (formal and
informal) organisational structure, and accompamynoinenomena, such as internal
labour markets, job ladders, profit centres etc?

4. Competitive advantage — namely, which factors arhdan superior rent earning

capability? Ultimately, this issue concerns whyniérare heterogeneous.

Foss used this comprehensive criterion to evaltleeeconomics of organisation and the
resource based view. His findings confirmed thatebonomics of organisation was strong on
issues .1, .2 & .3 and the resource based viewstwasgest on issue .4. The reason for this is
more than likely based in the historical developtrrboth theories. Whereas the economics
of organisation began with issues .1, .2 and .3s{emce, boundaries and the internal
organisation of the firm) and then moved to beipgli@d to issue .4 (competitive advantage),
the resource based view began with the analysissok .4 and has, in more recent times

moved on the addressing the other issues. Is dhegpaph necessary?

When studying subsidiary strategy, competitive atkge (issue 4) is not the sole concern as
the subsidiary is only one part of the corporatamd competitive advantage is commonly

argued to arise from the entire organisations #ietsv Issues such as the boundaries of the
firm and the internal governance of the firm howewage crucial as they have a direct impact

on the strategic options available to subsidiarpagement.
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This highlights the less than straight forward tesksubsidiary strategy research. Foss (1999)
proposes two approaches available to researchsosationism’ and ‘integrationism’. The
first of these research strategies isolationismgclwvhe argues is incomplete, implies that the
strategic theory of the firm should be founded dhes the Resource based view or the
economics of organisation alone. The second resesdrategy, ‘integrationism’, implies that
research on the strategic theory of the firm shéeldased on ideas from both the economics
of organisation and the resource based view. Fe$snds this approach, by arguing in
particular that when there are interaction effebttween governance and knowledge
considerations, there is a strong argument in fawbuntegrationism, while isolationism is
likely to produce a biased view. It is argued instpaper that the study of subsidiary
management has so far followed an isolationist @ggr ignoring the constant interaction of
governance and knowledge constraints placed oridsabysmanagers, but why has this been

the case?

In response, we analysed the theory of the muitinat enterprise (MNE), which has been
predominantly developed in what Foss would descabehe ‘isolationist’ approach (1999).
Mmodern transaction cost theory of the MNE (Buckdeyg Casson (1976), and Teece (1977),
Rugman (1981), Williamson (1981), Hennart (1982pwver, according to a number of
prominent management scholars predominantly adedciaith a more Resource Based
perspective (Bartlett & Ghoshal, 1989, Birkinsh&000, Doz & Prahalad, 1991, Ghoshal &
Moran, 1996, Hedlund, 1994), this type of interoa#il business literature is often viewed as
largely peripheral to obtaining an in depth underding of the actual functioning of complex
organisations such as MNEs. For protagonists cdrasaiction cost perspective it is a baffling

situation, where despite its foundation, the tratisa cost approach to the analysis of the
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functioning of the MNE, is regarded by some to hbtdke to contribute to the understanding

of the internal functioning of the MNE (Rugman & Neke, 2003).

One of the problems for TCE is that it is alwaysamsated with a classic problem of
international business research, the choice of AIENb enter a market. Largely influenced
by TCE, traditional studies treat particular entty a “transaction”(Anderson & Gatignon,
1986), and a key concern is whether to rely onragtanarket measures (e.g. exporting) or to
internalise operations (e.g. FDI) (Buckley & Cassdi®76). In contrast, the other
predominant theory aises the level of analysis fthentransaction to the firm, suggesting that
a particular entry decision cannot be viewed iteitson, but in relation to the overall strategic
posture of the firm (Hill, Hwang, & Kim, 1990), biias had little application beyone the

management of the MNE and its network of subsidsari

The RBV highlights the crucial strategic challengasing managers within organisations,
understanding the functionality of the resourcedeunrtheir control, and understanding those
resources under the control of other firms. Butétaf and Bergin (2003) note that managers
may be poor at understanding the range of functikms their resource bases for a number of
reasons, one of which being the problems with bedmdtionality as defined by Williamson
(1975). This bounded rationality problem is maggdfin a modern Multinational corporation
with a network of subsidiaries in dispersed logaicCorporate headquarters are faced with a
decision of whether to insist on high levels of ttohover their subsidiaries in order to reduce
risk (Chang, 1999) or to allow greater levels ofubsidiary autonomy as outlined by
Burgleman (1983a) and developed further by Birkavgland Morrison (1995). Etemand and
Dulude (1986) contend that it is the subsidiarglative autonomy that allows it to determine

strategy and thus ultimately control over localures and performances. To allow this
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situation to develop there is a transaction coatlehge for top management, which calls for
the introduction of transaction cost economisingldcso that bounded rationality problems

can be reduced at the subsidiary level (Rugman éhé&tee, 2003).

However, recent evidence suggest that developmenGT, and increased off shoring and
outsourcing, are enabling corporate headquartergdsserted much of their control over,
their network of subsidiaries (Yamin & SinkovicQ). Value is now being created in
smaller pockets of the MNE, and the power of thiesgliary unit seems to be on the wane
(Mudambi, 2008). This raises critical questionsdltbe resource based theories of the role
of the subsidiary and the potential for these uoithfluence the power structure of the MNE
(Andersson, Forsgren, & Holm, 2007, Birkinshaw & ddo 1998, Birkinshaw, Hood, &
Jonsson, 1998, Bouquet & Birkinshaw, 2008b). A ¢gjeais now underway that suggests that
the most recent developments in the MNE, suchhasemergence of the global factory
(Buckley, 2009), are more closely aligned with trensaction cost / internalisation thinking

of Buckley and Casson (1976).

Rugman and Verbeke suggest that perhaps a compimmeasource based and transaction
cost perspective, is required to describe the agmresses of resource combinations into
competences and capabilities within the MNE (RugndéarVerbeke, 2001, Rugman &
Verbeke, 2003). Verbeke (2003) proposes that ecanognon internal transaction costs is the
crucial management task facing management with MNEs internal firm specific problems
of governing knowledge generation and exploitati@sulting from imperfect markets which
are highlighted by TCE analysis, remain as valid mmportant to managers today, as they did

when Buckley and Casson (1976) first highlighteshth
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Towards an Integrating Framework

It is proposed that an isolationist approach (F&899), applying one stand alone theory to
the study of subsidiary strategy results in an mmglete picture. A complementary analysis
employing both transaction cost and resource besesiderations has the potential to greatly
enhance this emerging field of research. This tfpanalysis has been previously employed
by Rugman and Verbeke (2003, 1992) and has also imdesed by Madhok (2002) in the
study of inter firm collaborations. While the retat between the RBV and TCE is both rival

and complementary, it is really more of the lakemt the former (Williamson, 1999).

The insights provided by applying this approackubsidiary strategy development enable us
to propose the following conceptual framework. Wadidve it represents the first tentative

stepts towards a comprehensive subsidiary theatdtandations, capturing the nuances of
the complex position of the subsidiary unit of gsé&.

Diagram to beincluded and discussed.

From a resource based perspective subsidiaryegyras based on developing the resources
and capabilities which are under the control of ssiery management. However, as
Birkinshaw and Pedersen (2009) acknowledge the gb#his strategy is not to achieve a
competitive advantage in the traditional resoure@sebl approach. Instead the focus of
subsidiary strategy is to develop resources andlskies which are highly valued, and as a
result are internalised within the MNE ensuring tkebsidiaries survival and future
development. This approach to subsidiary strateggare in line with the Transaction Cost /
Internalisation thinking of Buckley and Casson (@Pand Rugman and Verbeke (2001, 2003,

1992). To truly unravel all the full picture of mibliary strategy a theoretical basis combining
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resource based and transaction cost considerdieshe potential to increase the relevance

and validity of research to both theory and practic
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