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| Preface

Over the last few decades, international activities of companies have gained
dramatically in importance. Empirical evidence for this statement can be
found, for instance, in the rapid growth of world trade and in foreign direct
investment flows as well as in the high share of intra-company trade on total
world trade, indicating the relevance of cross-border value creation pro-
cesses.

Courses on International Management have, thus, become an integral part of
most management studies at universities today and dedicated Masters pro-
grammes on International Management have emerged in recent years.

Concept and Overview of this Book

This book intends to give a compact overview of the most relevant concepts
and developments in International Management. It takes the perspective of
Multinational Corporations as Differentiated Networks. The various strategy
concepts of internationally active companies and their implementation in
practice are the core of this book.

It is not designed as a traditional textbook or a collection of case studies, but
tries to combine both. The book introduces the complex and manifold ques-
tions of International Management in the form of 20 lessons that give a the-
matic overview of key issues and illustrates each topic by providing a com-
prehensive case study.

The book is divided into six major parts. Part I (“Introduction to Strategic
International Management”) lays the foundation by explaining basic con-
cepts of International Management. In Part II, the influence of the external
environment on Multinational Corporations is described, looking into mar-
ket barriers and regional integration, the competitive advantage of nations
and the influence of country culture. Part III focuses on the coordination of
internationally dispersed activities in a Multinational Corporation. An over-
view of formal and informal instruments is given and some coordination
instruments are discussed in more detail. Another core decision with regard
to international activities, the foreign operation mode, is dealt with in Part
IV. After an overview of the basic types of foreign operation modes, the three
main options — market, cooperation and hierarchies — are explained in indi-
vidual chapters. Part V is devoted to specific value chain activities. Interna-
tional production & sourcing, international R&D and international market-
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ing are looked at in detail. Finally, human resource management and inter-
national control are discussed as highly relevant business functions in Part
VI of the book.

Teaching and Learning

The book is primarily aimed at students at the beginning of their Masters
studies who major in Business Administration, International Management,
Strategic Management or related fields. In addition, practitioners from the
manufacturing or service sectors, who seek compact and practice-oriented
information on strategy concepts in International Management, can benefit
from the book. Furthermore, the book can be used in case-study based edu-
cation. For this purpose, the case studies accompany each lesson in such a
way that they provide additional content and a specific application of the
individual lessons on the one hand, i.e., they are part of the explanation of
the topic, but they also lead to suggested discussion subjects and questions
in order to deepen the understanding of the topic.

Instructors are provided with additional resources. A set of PowerPoint
slides can be downloaded from the publisher’s website (www.gabler.de).
Furthermore, for each case study, a draft solution can be obtained.
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! Introduction

Globalisation — the growing integration of economies around the world and
the increasing international activities of companies — has been one of the
most intensively discussed topics over recent decades. Cross-border activi-
ties of companies take various forms: International trade has been constantly
and strongly rising over the last decades. What is even more important as an
indicator for its relevance is that worldwide exports are consistently growing
more strongly than worldwide gross domestic product (GDP). This indicates
that the world GDP is increasingly produced and consumed in cross-border
processes. For companies, as well as for countries, international trade can be
exports, i.e., selling merchandise and services to customers in other countries,
or imports, i.e., buying merchandise and services from suppliers in other
countries. Secondly, companies have increasingly undertaken foreign direct
investment (FDI) and, e.g., established production plants abroad. Over the
past two decades, global FDI flows have increased twice as fast as global
GDP.

In a regional perspective, trade liberalisation has led to major shifts in trade
and FDI flows. For example, since China joined the World Trade Organisa-
tion in 2001, it has almost quadrupled its exports. Similarly, India and Brazil
have become major players in international trade. As a rather recent trend,
companies from emerging markets are also active players in international
mergers & acquisitions (Mé&As). More and more often, it is not only Multi-
national Corporations (MNCs) from developed countries buying companies
in developing countries but vice versa, i.e., companies from countries like
China, India or Brazil acquire companies in developed countries to enter
these markets and to gain access to their know-how and brands. However,
even though world trade and FDI have been drastically increasing on a
global basis, trade flows within regions still account for a higher share of
world trade than flows between regions. Regional integration has moved
ahead and the countries of the most integrated trade block, the European
Union, realise about two-thirds of their trade-transactions within the region.

Linking FDI and international trade is the fact that about one-third of
worldwide trade is undertaken as intra-company trade. This is clear evidence
of the enormous relevance of cross-border value chains which are internal-
ised in large MNCs. Companies disperse their activities and assets in com-
plex international configurations and production processes are fragmented
and located in different regions of the world.
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Eventually, it is the international dispersion of activities that characterises a
Multinational Corporation (MNC). We understand the term MNC very
broadly as referring to companies with routine cross-border activities. More
particularly, following an old definition of the United Nations, we see a
MNC as “an enterprise (a) comprising entities in two or more countries,
regardless of the legal form and fields of activity of those entities, (b) which
operates under a system of decision-making permitting coherent policies
and a common strategy through one or more decision-making centers, (c) in
which the entities are so linked, by ownership or otherwise, that one or more of
them may be able to exercise a significant influence over the activities of the
others, and, in particular, to share knowledge, resources and responsibilities
with others” (United Nations 1984, p.2). Thereby it is not relevant which
legal form the entity has but only that “active, coordinated management of
operations in different countries, as the key differentiating characteristic of a
MNE” (Bartlett/Ghoshal/Beamish 2008, p. 3) is possible. And those entities
are not necessarily production plants, they can be mere sales subsidiaries or
other activities. While some authors demand certain quantitative thresholds
for a “MNC”, e.g. a certain number of foreign countries, a certain percentage
of employees abroad, share of foreign sales or direct investment, we consider
those thresholds to be arbitrary.

As one option — and actually an increasingly popular option — international
operations do not necessarily have to be internalised. Instead, contractual
cooperations or joint ventures are viable alternatives to wholly-owned for-
eign subsidiaries. As a consequence, foreign subsidiaries are not necessarily
wholly-owned. Instead, we understand a subsidiary to be “any operational
unit controlled by the MNC and situated outside the home country” (Birkin-
shaw/Hood/Jonsson 1998, p. 224).

With this book, our objective is to cover the most important aspects of Inter-
national Management with a comprehensive, yet brief, and innovative ap-
proach. We discuss 20 different topics in Strategic International Management
by first giving a thematic overview of the topic which covers the key issues
and explains the most important concepts and then illustrating them with
the help of extended case studies. For the case studies, internationally
known companies were chosen that can be considered best practice cases in
the respective strategy fields.

In Part I, the concept of the MNC as a differentiated network is presented.
The international dispersion confronts MNC management with the chal-
lenge of designing structures, processes and systems that allow flexible re-
sponses to the heterogeneous local conditions in the host countries and to
simultaneously ensure the necessary coherence to act as one company. The
conceptualisation of the MNC as a differentiated network (Ghoshal/Nohria
1989) in which different subsidiaries can have individual tasks to fulfil and
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be assigned strategically important roles, is increasingly acknowledged to be
an adequate design to exploit the capabilities of the different subsidiaries
and the advantages of their locations. At the same time, however, the inter-
dependence of worldwide units increases and the structure of an integrated
network becomes necessary to coordinate the dispersed activities (Chapter 1).
A core challenge of such a network is the tension between external forces
towards adaptation to the local environment in the different host countries,
on the one hand, and the forces towards global integration on the other
hand. In the integration/responsiveness framework, these pressures are catego-
rised and solutions offered (Chapter 2). Another consequence of a differenti-
ated network is that subsidiaries are heterogeneous and take over special-
ised roles. To describe and analyse those roles, a number of role typologies has
been developed in the literature. These are described in Chapter 3. While
internationalisation is often considered to be mainly a sales-side phenome-
non, many companies internationalise with very different motives, e.g. to
gain access to natural resources in a foreign country. The potential motives for
internationalisation which have major consequences for the internationalisa-
tion strategies are dealt with in Chapter 4.

A major characteristic — an advantage and a challenge at the same time — of
MNCs is that they are active in more than one country. Thus, different sub-
sidiaries are embedded in different external conditions. In Part II, the most
important aspects of the external environment are examined. First, it is
shown that there are still many tariff and non-tariff barriers between differ-
ent countries, influencing, for instance, the location choice of companies. But
in the last few years, trade and investment barriers have been reduced. This
has occurred in regional integration agreements, such as within the European
Union or by the creation of the NAFTA, but simultaneously on a global
basis, mainly driven by GATT and WTO (Chapter 5). Heterogeneity between
countries is rooted in many country characteristics. Based on Porter’s dia-
mond model, the competitive advantage of different nations and specific re-
gional clusters can be examined. These concepts are described in Chapter 6.
Finally, one underlying difference between different locations is caused by
cultural differences. Different host countries and regions may have strongly
diverging cultures. The challenges that are caused by this fact as well as
approaches to measure and describe culture are presented in Chapter 7.

As pointed out, MNCs are characterised by internationally dispersed activi-
ties. To integrate all these activities and organisational units of the MNC
under a common strategy, coordination is necessary, which is the focus of
Part III of the book. Coordination is a process that tries to achieve alignment
between the activities that are dispersed and carried out by different units
within the MNC in different countries. The different coordination mechanisms
as well as different theories to explain the use of specific mechanisms are

External
Environment

International
Coordination
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explained in Chapter 8. One important coordination mechanism is the for-
mal design of the organisation’s tasks, resources and responsibilities. Chap-
ter 9 is devoted to this international organisation structures because different
structures lead to different employee behaviour, different information flows
and different subordination patterns, integrating certain tasks and differen-
tiating others. However the complexity of modern MNC networks and the
dynamic challenges are frequently not manageable by formal coordination
mechanisms alone. In Chapter 10, the use of the corporate culture as coordina-
tion mechanism is discussed. This is based on the idea that if managers of
different subunits of the MNC around the world internalise the values and
objectives of the company, orders and direct supervision may become obso-
lete and still, the decisions of the dispersed organisational units are aligned
with the corporate objectives. As a part of the corporate culture, values are
important because they provide the employees with a sense of deeper pur-
pose of their activities and daily work. In recent years, more and more com-
panies have adopted the concept of corporate social responsibility (CSR) which
tries to define the company’s place in society and argues that managers are
responsible not only to their shareholders but to all stakeholders, including
employees (in different parts of the world), the environment, etc. CSR as an
emerging concept in International Management is discussed in Chapter 11.

Part IV focuses on a major decision in International Management — the for-
eign operation mode, i.e., the institutional arrangement for organising and
conducting international business transactions. In Chapter 12, the basic types
of operation modes are introduced and the most important theories to explain
the choice of operation mode are briefly explained. A key strategic decision
is the choice between internalisation vs. externalisation with regard to all activi-
ties of the value chain. In the case of externalisation, the “market” is used as
the governance mechanism. Outsourcing is one potential consequence of this
strategy. The trend towards outsourcing in the last few decades has resulted
in drastically changed value chain architectures. Examples are pyramidal
structures, as in the automotive industry, but also the emergence of pure
“coordinators”. These companies — like Nike or Puma — are manufacturers
without their own production and they focus their business processes on
product development, marketing and the control of the supply chain. These
new processes are discussed in Chapter 13. Another highly relevant ar-
rangement in which value-added processes are realised in modern MNCs
are cooperative operation modes. These come in various forms, like licensing or
joint ventures (Chapter 14). Eventually, MNCs can use hierarchy as an opera-
tion mode. In this case, they establish wholly-owned foreign subsidiaries,
which can happen either by acquisition or by greenfield investment. Both
options are examined in Chapter 15.
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While Parts I to IV consider the MNC in general, in Part V, some important
value chain activities are looked into specifically. Chapter 16 is devoted to
international production & sourcing. Very different production processes are
possible and, in particular, the geographic configuration of the different
stages of such processes has to be determined. Furthermore, the benefits and
caveats of own production or external sourcing have to be considered to
decide on the optimal level of vertical integration. With regard to a more
upstream value-added activity, research and development (R&D), MNCs
have to take similar decisions (Chapter 17). In particular, a MNC has to de-
cide on the configuration of its R&D, i.e., the optimal location(s) for this
activity. Closely linked to this decision is the question whether to establish
an R&D alliance or not. Alliances have some advantages, in particular access
to the competences of a partner, but also some disadvantages, e.g. the risk of
losing one’s competitive advantage to a competitor. In each case, R&D has to
be embedded in the structure and processes of the MNC and different or-
ganisational models are proposed for this. As a third value chain activity
that we consider to be of high relevance, the MNC has to sell its products
and services on international markets. The core challenge here is to find the
right balance between standardisation of the international marketing mix
and adaptation to each country market. This is dealt with in Chapter 18.

Eventually, the core processes and activities of a MNC have to be overlooked
by different management processes. Part VI examines two international
business functions. First, human resources are among the most critical suc-
cess factors of International Management. Human resource management
(HRM) in a MNC faces challenges that are far beyond those of purely do-
mestic operations. Therefore, Chapter 19 is devoted to international HRM.
The complexity of international operations can only be managed, however, if
the MNC'’s executives have adequate information to hand. Control is a fun-
damental task of management and its main purpose is to provide informa-
tion to decision makers at different levels of the company. Control in MNCs
faces particularities, both because it is influenced by international heteroge-
neity and because it usually takes place in a complex multi-level organisa-
tion. These challenges and some control instruments that help to overcome
these problems are presented in Chapter 20.

This short overview of different fields of Strategic International Management
reveals that this issue is highly complex and challenging. In the following 20
Chapters, we cover the most important aspects and give the reader an in-
sight into the main developments and concepts. Based on the case studies,
the reader will also gain an understanding of how the concepts are imple-
mented by successful companies around the world.

Value Chain
Activities

Selected Business
Functions
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| Chapter 1

Multinational Corporations as Networks

The complexity of Multinational Corporations (MNCs) regarding the multiple geo-
graphical markets and the dispersed activities within the company often renders cen-
tralised management models ineffective and inefficient. The acknowledgement of the
increased relevance of foreign subsidiaries and the observation that some subsidiaries
take over strategic roles within the MNC led to a conceptualisation of the MNC as a
network. In this Chapter, the network perspective of the MNC is explained, nodes and
linkages in the network are described and the advantages of this perspective to
understand the modern MNC are demonstrated.

From Centralised Hubs to Integrated Networks

From the early 1980s, the limitations of hierarchical models of the company
with regard to their capability to manage the complexity of a Multinational
Corporation (MNC) became obvious in the course of increasing internation-
alisation, the emergence of more and more MNCs, and the constantly rising
relevance of foreign subsidiaries. Studies by scholars such as Prahalad, Doz,
Bartlett and others revealed that top management in the home country had
more and more problems in effectively and efficiently processing and un-
derstanding the vast amount of information necessary to coordinate the
MNC flexibly.

MNC management is confronted with the challenge of designing systems
that allow flexible responses to the strongly heterogeneous context in which
the different subsidiaries have to compete, to sense the diverse opportunities
and demands that the MNC faces, and to simultaneously ensure the neces-
sary coherence to act as one company, to achieve global scale effects by spe-
cialising their subsidiaries” activities and to exploit synergy potentials. In a
sophisticated and differentiated configuration of specialised assets and re-
sponsibilities, the interdependence of worldwide units increases and the
structure of an integrated network becomes necessary to coordinate the dis-
persed activities. In this network model, management regards each of the
worldwide units as a source of ideas, skills, capabilities, and knowledge that
can be used for the benefit of the total organisation. Efficient local plants
may be converted into production sites with worldwide responsibility and
innovative organisational units may become the MNC’s centres of compe-
tence for a particular product or process (Bartlett/Ghoshal/Beamish 2008,
pp. 341-342).

9
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To understand this modern type of network model better, Figure 1.1 con-
trasts it with two alternative models, the centralised hub, a traditional model
where the foreign subsidiaries just implement central decisions and have no
autonomy, and the decentralised federation, a multinational model with great
autonomy of the subsidiaries but only weak linkages within the MNC,
which acts mainly as a holding company. While national subsidiaries in
decentralised federations enjoy considerable independence from the head-
quarters, those in centralised hubs remain strongly dependent on the parent
company. Integrated networks are interdependent organisations, with dis-
persed, specialised, but integrated — i.e., coordinated — interrelationships
between the units (Bartlett/Ghoshal/Beamish 2008). Such networks result in a
so-called decentralised centralisation, i.e. the activities are globally integrated
and aligned. Subsidiaries are not necessarily coordinated by the headquar-
ters but, in some cases and for some products, by a foreign subsidiary
(Birkinshaw/Morrison 1995, p. 734).

Figure 1.1

Alternative Models of the MNC

Many Network
Models

Centralised Hub ‘ Decentralised Federation

Most Key Assets Most Key Assets
and Resources and Resources
Decentralised \_ >

/Centralised
Loose Control,

Tight Control Financial Flows:
Through Centralised Capital Out,
Decision-making, Dividends Back
Product Flows from
/ Center Out
Foreign Subsidiaries are Treated as
Delivery Pipelines to their Market

Foreign Subsidiaries are Treated as
Independent National Businesses

‘ Integrated Network

Distributed, Specialised / Large Flows of Components,

Resources and Capabilities Products, Resources, People and
Information among Interdependent
Units

Complex Coordination Processes and
Cooperation in a Shared Decision Making

Source: Adapted from Bartlett/Ghoshal/Beamish 2008, pp. 338, 342.

From the 1980s, more and more scholars started to model the MNC as a
network. The “transnational organisation” (Bartlett/Ghoshal 1989), the “het-
erarchy” (Hedlund 1986), and the “differentiated network” (Nohria/Ghoshal
1997) are just a few examples. While there are many differences in detail, all
named models agree in the recommendation to organise the MNC as an
integrated network of dispersed organisational units.

10
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Networks consist of nodes (in this case mainly foreign subsidiaries) and link-
ages between those nodes (like coordination relationships, product flows,
communication, etc.). Some of the nodes, i.e. of the foreign subsidiaries,
achieve — due to unique resources, capabilities and competences, for exam-
ple — a crucial influence on the decisions of the MNC: foreign subsidiaries
can take over “strategic roles” (see Chapter 3). Competitive advantages of
the MNC are not necessarily developed in the home country anymore and
then transferred and exploited in foreign countries but can be established by
single foreign subsidiaries or by cooperation in the whole MNC network.
Learning becomes necessary to create and diffuse knowledge quickly within
the MNC (Schmid/Kutschker 2003, pp. 163-164).

Heterogeneity between Foreign Subsidiaries

The network perspective of the MNC acknowledges that foreign subsidiaries
are and should be heterogeneous: “to be truly effective, multinational corpo-
rations should be differentiated” (Nohria/Ghoshal 1997, p. xv). Looking at
the German MNC Siemens, which is described in detail in the case study to
this Chapter, one can see that the company is active in about 190 countries.
Some foreign subsidiaries (e.g. in France or the UK) were established in the
mid-1850s, but others are just a few years old. Some foreign subsidiaries
focus, for instance, on R&D for energy generation, while others are respon-
sible for the manufacturing of industry automation equipment. Some only
occupy a few people, while the subsidiary in the USA has over 72,000 em-
ployees. Some work in slow-growing countries like Western Europe, others
in fast-growing emerging economies like China. Some have national respon-
sibility, some have worldwide responsibility.

The Siemens example demonstrates that subsidiaries can be distinguished by
many different criteria. Heterogeneous characteristics of subsidiaries in-
clude, inter alia (Morschett 2007):

B value-added activities carried out by the subsidiary, reaching from single
activities (e.g. only sales) to full value chains

B dominant motives for the establishment of the country subsidiary, for
example, resource-seeking or market-seeking (see Chapter 4)

B available resources and capabilities of the subsidiary
local conditions of the host country, e.g. political and economic situation

degree of horizontal and vertical product and communication flows with
other subsidiaries and the headquarters

B control and influence of the headquarters

11
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B national, regional or worldwide responsibility of the subsidiary

B age of the foreign subsidiary or time period of belonging to the MNC (in
the case of an acquisition)

B size of the subsidiary (sales, employees, financial assets, etc.)
B performance of the subsidiary.

The role typologies of international management (see Chapter 3) try to cate-
gorise subsidiary roles following some of these characteristics.

Subsidiaries as Centres of Excellence

Network models also assume that subsidiaries can become “centres of excel-
lence” (or competence centres) for the MNC. A centre of excellence is “an
organizational unit that embodies a set of capabilities that has been explicitly
recognized by the firm as an important source of value creation, with the
intention that these capabilities be leveraged by and/or disseminated to
other parts of the firm” (Frost/Birkinshaw/Ensign 2002, p. 997). Studies have
shown that most MNCs have foreign subsidiaries in the role of centres of
excellence (Schmid/Baurle/Kutschker 1999, pp. 108-109). Such centres of
excellence play a highly strategic role in the MNC network.

A high competence is an obvious prerequisite for this role and centres of
excellence are characterised by a simultaneous appearance of high autonomy,
because a relatively high degree of freedom is necessary to deploy its com-
petences effectively, and of strong integration in the MNC to ensure that the
competence is available for other country subsidiaries as well (Fors-
gren/Pedersen 1997). Centres of excellence can concern products or proc-
esses or functions of the MNC (Frost/Birkinshaw/Ensign 2002, pp. 998-1000).
It becomes increasingly obvious, though, that the concept of a centre of ex-
cellence is not a dichotomy (to be one or not) but rather a continuum, i.e.,
each subsidiary experiences a different level of being a centre of excellence
within its MNC.

Flows in the MNC Network

The network perspective of the MNC illustrates it as nodes and linkages.
Those linkages include potential superordination and subordination in the
headquarters-subsidiary relations and coordination relationships that might
be more or less centralised. Sometimes coordination might not be given
through the corporate headquarters in the home country but rather from a
superordinate subsidiary that acts as the regional headquarters.
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Linkages in the network also encompass a number of different transactions
among units located in different countries. Hence, the MNC can also be
thought of as a network of capital, product, and knowledge flows between organ-
isational units (Gupta/Govindarajan 1991, p. 770). In the network perspec-
tive, it becomes evident that, instead of unidirectional flows of products, com-
ponents and know-how from the headquarters to the foreign subsidiaries,
there are bidirectional and reciprocal flows and interdependencies. Not only are
there vertical linkages between the headquarters and each subsidiary but
increasingly, there are horizontal relations between the subsidiaries, concern-
ing product flows but also employees and knowledge exchange.

For example, a French sales subsidiary of the German car manufacturer
BMW mainly receives product inflows while the German factories exporting
to other countries are a source for product outflows. The US factory of BMW
selling its vehicles to Mexico illustrates horizontal product flows. In cross-
border production processes (see Chapter 16, International Production &
Sourcing), components are produced in different countries and often trans-
ported to a subsidiary that assembles the finished products. Similarly, dis-
persed R&D activities and innovation processes are only possible through
substantial vertical and/or horizontal knowledge flows (see Chapter 17,
International Research & Development).

Generally, these flows within the MNC may have different magnitude and
different directions, and the transactional perspective increases the number
of potentially heterogeneous characteristics of MNC subsidiaries, since sub-
stantial differences across subsidiaries within the same MNC will exist. The
role typologies (Chapter 3) try to capture systematically some of these dif-
ferences.

Intra- and Inter-organisational Networks

As has been mentioned in the introductory Section, MNCs comprise entities
in two or more countries, regardless of the legal forms and fields of activity
of those entities, whereby it is not relevant what legal form the entity has but
only that “active, coordinated management of operations in different coun-
tries, as the key differentiating characteristic of a MNE” (Bartlett/Ghoshal
/Beamish 2008, p. 3) is possible. A MNC must own or control value-adding
activities in more than one country (Dunning 1993a). As a subsidiary was
defined “as any operational unit controlled by the MNC and situated out-
side the home country” (Birkinshaw/Hood/Jonsson 1998, p.224), foreign
subsidiaries are not necessarily wholly-owned. The enormous relevance of
cooperative operation modes (see Part IV of this book), like licensing, joint
ventures, franchising, etc., makes the inclusion of these internationalisation
modes necessary in the conceptualisation of a MNC.
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Multinational Corporations as Networks

Figure 1.2

The MINC as an Intra- and Inter-Organisational Network
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As an example of the potential complexity, Figure 1.2 illustrates the MNC
network, consisting of wholly-owned subsidiaries but also other foreign
activities that are closely linked to the company, by partial ownership, con-
tracts or otherwise.

Increasing Relevance of Inter-organisational Networks

So, it is not only the company itself that is more and more structured as a
network. Networks, as stable relational systems between different organisa-
tional units, have grown tremendously in relevance in the last few decades.
Cooperative arrangements between companies are becoming a very com-
mon business form: some authors have called that a change from “market
capitalism” to “alliance capitalism”.

Cooperations, as hybrid arrangements between the transaction forms of
“market” and “hierarchy”, seem to combine the advantages of both extremes
and help to compensate the weaknesses of both (Das/Teng 1999). Bartlett and
Ghoshal, who originally developed their network model with the perspec-
tive of a purely intra-organisational network, recognised later that this per-
spective is too narrow and has to be expanded to include the inter-
organisational network (Ghoshal/Bartlett 1991). In this perspective, it is ac-
knowledged that the MNC is involved in strategic alliances with other com-
panies.
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Blurry Boundaries of the MNC

With this perspective, however, the idea that a MNC has clearly defined
boundaries becomes disputable (Nohria/Ghoshal 1997, p.19). While one
could merely see the external network (inter-organisational) as an extension
of the internal (intra-organisational) network, a clear separation between
both becomes almost impossible (Morschett 2007). For example, while a
close and long-time customer would usually still be seen as part of the inter-
organisational network, a 95 %-owned foreign company would usually be
seen as part of the intra-organisational network. Whether majority-owned
subsidiaries, parity joint-ventures or contract manufacturers that manufac-
ture a company’s product with a fixed long-term contract are “internal” or
“external”, cannot be clearly defined, however. One could even argue that
MNC networks like this do not even have clearly defined boundaries
(Hakansson/Johanson 1988, p.370). A “boundaryless corporation” (Pi-
cot/Reichwald/Wigand 2003) might well be the consequence.

However, for practical reasons, it is frequently necessary to define the
boundaries, but this is necessarily subjective and it depends on the purpose
of the exercise. Some authors suggest that the perceived identity of the orga-
nisational units might be decisive: “We argue that normative integration is
the glue that holds differentiated networks together as entities called firms.
[...] it is the distinctive codes of communication shared by the members of
the multinational that truly demarcate the boundaries of the organization”
(Nohria/Ghoshal 1997, p. 6).

Corporate (Internal) and Local (External) Embeddedness

If, for analytical reasons, one still tries to distinguish between the internal
and the external network, a foreign subsidiary is linked to the MNC head-
quarters and to other subsidiaries, i.e., to the internal or corporate network.

Furthermore, the local network of the foreign subsidiary is relevant. Critical
resources of the subsidiary are linked to the subsidiary’s specific relation-
ships with customers, suppliers and other counterparts (Anders-
son/Forsgren 1996). This local network is a powerful resource and often
plays an equally strong role for the operative activities of the subsidiary and
even for the strategic competitiveness of the subsidiary as the relationship to
the rest of the MNC. Regarding, for instance, the know-how that is relevant
for the subsidiary, it is not only the knowledge transfer from the rest of the
MNC, e.g., from the headquarters, but also the question of how new, locally
relevant knowledge is created within the subsidiary. Here, the external, local
network of the subsidiary is a strategic source for subsidiary-specific advan-
tages. These “network resources” of each subsidiary can enhance the com-
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petitiveness of the total MNC, because they influence the competitiveness of
each subsidiary in its local market but also — by transfer of knowledge to
peer subsidiaries — the capabilities of the company network (Anders-
son/Forsgren/Holm 2002). As mentioned above, the presence in heterogene-
ous local contexts can be seen as a basic advantage of MNCs compared with
purely national players. Thus, one can also consider the foreign subsidiary as
an important connection, a “linking pin“, between the external, local network
in a host country and the internal company network (Andersson/Fors-
gren/Holm 2002, p. 992).

To work successfully in a network, each subsidiary is embedded in relations
with other actors (Andersson/Forsgren 1996). This basically refers to an
adaptation of the resources of the subsidiary to its specific network, i.e.,
other network actors. The adaptation includes specific investment, technical
adaptations of production processes, adaptations of the product design, etc.
This embeddedness has to occur regarding the local network in the host
country (“local embeddedness”), but also regarding the linkage of the sub-
sidiary to the rest of the MNC, i.e., to the intra-organisational network (“cor-
porate embeddedness”). However, this dual embeddedness might lead to a
conflictual situation. The subsidiary is exposed to different internal and exter-
nal stakeholders who usually try to influence its behaviour in accordance with
their own interests. Different contexts can lead to tension which leads to a
dilemma in the MNC. A strong local embeddedness of the subsidiary can
enhance its competitiveness and also the knowledge creation of the MNC in
total. And the local embeddedness enhances the absorptive capacity of the
subsidiary for new local knowledge. However, this local embeddedness
often reduces the embeddedness in the corporation and thus diminishes the
potential influence of headquarters (Andersson/Forsgren 1996).

Eventually, this dilemma is a consequence of basic challenges of the MNC,
and captured in particular with the discussion of the integra-
tion/responsiveness framework (Chapter 2). Higher responsiveness to local
conditions and stronger internal integration are potentially two forces in
tension that have to be optimally resolved in the MNC.

Coordinating the MNC Network

With increasing complexity of the MNC, and the dual tendency to disperse
activities to differentiated subsidiaries around the world with simultane-
ously competitive pressure to coordinate the widespread activities, mana-
gers recognised that the organisational structure is insufficient to manage
the challenging tasks facing the network. In addition to the formal structure
of the company — which is still a powerful instrument — other instruments,
including processes, communication channels, decision-making locus and
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interpersonal relationships become necessary for coordination. In particular,
more subtle and informal coordination mechanisms are seen as relevant for
coordinating MNC networks (Martinez/Jarillo 1989, p. 489; Bartlett/Ghos-
hal/Beamish 2008, pp. 335-336).

Part | I

The Structure of the MINC as a Differentiated Network

Figure 1.3
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One main problem with the organisational structure (i.e., a functional or a
divisional structure) to coordinate the MNC lies in heterogeneity. All sub-
sidiaries are confronted with the same MNC structure, but in a differentiated
network, “variations within such MNCs can be as great as variations across
them” (Nohria/Ghoshal 1997, p. 12).

Subsidiaries, as has been mentioned, have different tasks, different re-
sources, different competences. They have different internal structures.
Thus, as has been shown in the model of the integrated network, horizontal
linkages between subsidiaries emerge and are beneficial. Direct horizontal
links between subsidiaries, however, make central coordination from the
headquarters even more complicated. In all, the headquarters-subsidiary
relationships must be heterogeneous as well. Stronger centralisation of deci-
sions for certain subsidiaries and more autonomy for other subsidiaries
might be adequate. Formal and standardised procedures might be well
suited for production subsidiaries but counter-productive for R&D subsidi-
aries, and so on. Thus, flexible and more complex coordination mechanisms
become necessary. Frequently, delegation of decision power to the dispersed
organisational units is suggested, in combination with coordination via a
strong corporate culture, i.e.,, normative integration (Bartlett/Ghoshal 1987;
Buckley 1996, p. 32). To stimulate horizontal transactions between subsidiar-
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ies, informal communication by means of the creation of a network of per-
sonal and informal contacts among managers across different units of the
company are seen as crucial. In all, in order to implement complex 