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SUBSIDIARY POWER AND AUTONOMY

 Abstract

The paper investigates whether power sources held by a subsidiary will affect its autonomy from the headquarters. This is tested on a sample of 121 Finnish and Chinese subsidiaries of Western multinational corporations. The results indicate that there are two types of power sources – those related to other corporate units and those related specifically to the subsidiary and its surroundings. In the latter case, the subsidiary tends to enjoy a higher level of autonomy than in the former case. 

1. INTRODUCTION

Knowledge in different forms (innovations and technology) is now recognized as an important source of competitive advantage for multinational corporations (Barney, 1991), but the headquarters is no longer the only provider of that necessity. Subsidiaries located in different parts of the world can provide corporations with a substantial amount of knowledge and, as contributors to the long-term success of multinational corporations (MNCs), the subsidiaries are becoming increasingly important players in the corporation. 

Several studies have shown that knowledge, in the form of subsidiary initiative (Birkinshaw & Hood, 1998), contributory role (Birkinshaw, Hood & Jonsson, 1998) and creation and diffusion of innovations (Ghoshal & Bartlett, 1988), is positively related to subsidiary autonomy. Furthermore, Birkinshaw (1999) has shown that subsidiary initiative is suppressed simply by the existence of centralization, that is, by a low level or nonexistence of autonomy; the level of centralization does not matter. In addition, autonomy can have a positive impact on the motivation within and the performance of the subsidiary. This indicates that autonomy is important for subsidiaries to become efficient providers of knowledge.

Several factors can influence the level of autonomy enjoyed by subsidiaries, but the level is related to the will of headquarters. To what extent does the headquarters wish to control its subsidiaries and to what extent is it willing to allow specific subsidiaries more autonomy? The increasing importance of subsidiaries coupled with increasing integration among units created by headquarters in order to effectively draw upon the know-how in different units can lead to several centers within an MNC having expertise and maybe also power (Handy, 1993). The expertise and power held by subsidiaries may limit the extent to which headquarters is able to control its subsidiaries. In fact, Clegg (1989: 102) argues, “control can never be totally secured, in part because of agency”. The goals of the agent (the subsidiaries) might not always be congruent with the goals of the principal (the headquarters) and although the principal tries to achieve congruency through compensation schemes or other forms of control, it might not always be possible. Clegg furthermore claims, “organizational action is an indeterminate outcome of substantive struggles between different agencies” (1989:105). This outcome is dependent on the (different) resources people have, the control different people have and the control exercised over them. 

Therefore control and coordination exercised by a headquarters over its subsidiaries might be affected by the power held by those same subsidiaries. Based on this it seems difficult to ignore the power factor in organizations. In fact, Pfeffer (1992:30) states, “by trying to ignore issues of power and influences in organizations, we lose our chance to understand […] critical social processes and to train managers to cope with them”. Furthermore, he argues that politics are inherently involved in innovations and change (Pfeffer, 1992). In other words, politics affects innovation, innovations in turn are related to autonomy, and control is influenced by the power residing in an organizations. Taking into consideration these facts I argue that a power perspective is a useful tool when studying control. The aim of the paper is thus to investigate whether the level of autonomy of a subsidiary can be explained by the power sources it holds. 

The paper is divided into five sections. The first section introduced the topic and the aim of the paper. The second section defines key concepts, reviews previous studies on subsidiary autonomy and power and politics in organizations and provides the hypotheses tested in the paper. The third section presents the methodology of the study and the fourth section presents the findings of the study. Finally, the fifth section discusses the results and concludes the paper with limitations of the study and possible future venues of research.

2. THEORETICAL FRAMEWORK

This chapter is divided into four subsections. Firstly, the key concepts of control and autonomy will be discussed. Secondly, the previous studies on subsidiary autonomy will be presented and thereafter, studies on power and politics in organization. Finally, I will present a number of hypotheses.

2.1. Definitions of key concepts

A central concept in the management of any organization is control, which refers to the regulation of “activities within an organization so that they are in accord with the expectations established in policies, plants, and targets” (Child, 1973, in Baliga and Jaeger, 1984). Egelhoff (1984:73) furthermore argues that the importance of control “stems from the fact that it reduces uncertainty, increases predictability, and ensures that behaviors originating in separate parts of the organization are compatible and support common organizational goals”. The reasons for headquarter control over its subsidiaries are in other words that it increases the chances that subsidiaries will act in accordance to the strategies made by the headquarters and that it decreases uncertainty. However, as was stated earlier, too much control over subsidiaries might stifle the creativity within the MNC and therefore there is a need for, at least, some degree of autonomy in subsidiaries. 

Autonomy means ‘independence’, ‘freedom’ or a ‘self-governing community’ (Random House College Dictionary, 1988).  That is, in the context of an MNC, subsidiary autonomy refers to the extent to which decision-making is taking place in the subsidiary without interference from the headquarters. Sometimes researchers use the word decentralization (or the parallel centralization) to indicate autonomy. Centralization means ‘concentration of power in a central group or institution’, whereas decentralization is the ‘distribution or dispersion of administrative powers or functions over a less concentrated area’ (Random House, 1988). Although there is a slight difference between autonomy and (de)centralization, both concepts are about decision-making powers in the subsidiaries. In this paper I will use the concept autonomy only, unless referring directly to a previous study using one of the other concepts.

1.2. Subsidiary autonomy 

According to Paterson and Brock (2002) the research on subsidiaries has evolved over time. Whereas the focus in the beginning was on structure and strategy, the research later became concerned with headquarter-subsidiary relationships and subsidiary roles. Recently researchers have been increasingly interested in subsidiary development. In other words, over time the focus has turned from more MNC specific issues to the subsidiary itself, with an emphasis on its characteristics and capabilities. Subsidiary autonomy is one of the issues in the latter strand of research and the focus is increasingly “on the local environment and the idea that the subsidiary can grow the organization itself even in the absence of headquarters support” (Paterson & Brock, 2002: 147). 

Alongside the evolution of subsidiary research, there has also been an increasing emphasis on the fact that the MNC can be seen as a network of various units (Ghoshal & Bartlett, 1990). According to this perspective, the headquarters should tailor its relationship with each subsidiary “to the specific opportunities for profit and also (primarily) to the degree of the risk they have to face in every environment in which they operate” (Garnier, 1982: 894). Of course, other factors might also affect the relationship and the relationships are not static but change over time. Therefore, the degree of subsidiary autonomy “will reflect both the general policies set by the parent company for all its foreign affiliates and the specific conditions, both internal (characteristics of the affiliate itself) and external (environment), that characterize this affiliate” (Garnier, 1982: 895). 

Researchers have attempted to determine the factors affecting autonomy. Garnier, Osborn, Galicia and Lecon (1979) found that autonomy tends not only to vary with subsidiary, but also by functions. For example, finance tends to be the most centralized function, whereas subsidiary autonomy tends to be highest in marketing issues. Manufacturing and organization issues tend to fall in between these two on the autonomy scale. However, Hedlund (1981) argues that caution should be taken when looking at autonomy per function, as there also tends to be variations within functions. In addition, it might be difficult to assign an issue to just one function, as many decisions that are taken will affect several functions, not just one. 

Hedlund (1981) furthermore argues that a disproportionate share of finance issues tend to be of strategic value whereas organization and personnel issues are largely operational in nature. He therefore studies strategic and operational autonomy instead of autonomy by functions. The headquarters has a tendency to centralize issues that are of strategic nature due to their importance for the MNC as a whole. Operational issues on the other hand can be decentralized and left in the hands of the subsidiary. This is an argument that Edwards, Ahmad and Moss (2002) second by saying that integrated issues are highly centralized whereas locally responsive issues are more decentralized. Financial issues are often of importance to the whole MNC, whereas marketing tends to be geared towards to local market. Therefore, marketing issues can be decentralized. Furthermore, local legislation regarding personnel and manufacturing could make it necessary to operate locally and therefore the subsidiary enjoy autonomy in these questions. This reasoning would explain the findings by Garnier et al (1979) regarding functional autonomy. In contrast to Hedlund and other researchers, Brooke (1984) argues that it is difficult, if not impossible, to differentiate between strategic and operational issues, even if the division can be logically claimed. The reason is that “the distinction acquires meaning only when policy decisions are defined as those reserved to the head office, in which case it hides a self-fulfilling prophecy or a tautology” (Brooke, 1984: 7).

A number of previous studies have attempted to explain the variations in subsidiary autonomy. The results of these studies do not always support each other and sometimes they contradict previous findings. The factors previously studied can be divided into MNC characteristics, subsidiary characteristics and environmental factors.

The size of the MNC a whole has been found to have negative (Garnier, 1982) and mixed effects (Gates & Egelhoff, 1986) on autonomy. In the former case Garnier found that headquarters of large MNCs tend to give less autonomy to specific subsidiaries. In the latter case Gates and Egelhoff found that a large MNC tends to grant less subsidiary autonomy in marketing issues, but more in financial issues.  Garnier (1982) found that the degree of internationalization and the size of foreign operations seemed to be negatively related to subsidiary autonomy, however, neither of the variables was significant. Gates and Egelhoff (1986), on the other hand, found a positive relationship between size of foreign operations and subsidiary autonomy. 

With regard to the effect of parent nationality on subsidiary autonomy, Hedlund (1981) found that subsidiaries of Swedish MNCs tended to have a higher degree of autonomy than those of U.S. and Japanese MNCs. Gates and Egelhoff (1986) found that UK MNCs granted its subsidiaries more autonomy in marketing and manufacturing issues, whereas subsidiaries of European MNCs tended to have a higher degree of autonomy in finance. In general, they found that subsidiaries of U.S. MNCs were less autonomous than those of European MNCs. In contrast, Edwards et al (2002) did not find any support for differences in autonomy granted to subsidiaries of Asian and non-Asian MNCs. In addition, Edwards et al (2002) looked at the structure of MNC organizational structure but did not find any influence of it on subsidiary autonomy. Gates and Egelhoff (1986) furthermore found some indication of industry having an impact on marketing autonomy, but these results were not convincing. In conclusion, the previous studies points to mixed results regarding the impact of MNC characteristics on subsidiary autonomy.

The studies on subsidiary characteristics are richer and show a little more consistency than those on MNC characteristics. Firstly, it seems as if manufacturing firms are slightly more autonomous than service firms (Garnier, 1982). Subsidiary size might have a curvilinear (Hedlund, 1981) or a mixed (Gates and Egelhoff, 1986) effect on subsidiary autonomy. In the former case the subsidiary enjoys a lower level of autonomy at its founding and then gains autonomy until a certain size when its autonomy starts tapering off again. Drake and Caudill (1981) seem to second this argument although they did used development (in terms of time) instead of size; however, development and size should be highly correlated. Gates and Egelhoff (1986) discovered that a subsidiary tends to gain manufacturing autonomy but loose marketing autonomy as it matures. In addition, they found that subsidiary age was positively related to its autonomy. However, Garnier (1982) found little support for age and size. 

One major factor affecting subsidiary autonomy seems to be the degree of integration of the subsidiary in the MNC. Generally it seems as if a higher degree of integration leads to less autonomy for the subsidiary (Edwards et al, 2002; Garnier et al, 1979; Hedlund, 1981; Garnier, 1982). However, even here contradictory results have been found Gates and Egelhoff (1986) found that subsidiaries tend to enjoy a higher degree of financial autonomy, the more integrated the subsidiary is. Taggart and Hood (1999) on the other hand did not discover any significant relationships between degree of integration and subsidiary autonomy. 

Ownership has also been used as an indicator of autonomy. It seems as if MNCs owning a larger share of the subsidiary equity tends to grant the subsidiary less autonomy (Garnier et al, 1979; Garnier, 1982; Gates & Egelhoff, 1986). Furthermore, subsidiaries with a regional or global mandate tend to have higher degree of autonomy, especially in marketing (Edwards et al, 2002), as do subsidiaries with a higher market share (Hedlund, 1981). 

Finally, there seems to be some indication that subsidiary country could have an affect on subsidiary autonomy. For example, on a general level, Garnier (1982) found that U.S. subsidiaries located in Mexico were more autonomous than their counterparts in France. Furthermore, he found that different factors affected subsidiary autonomy in those countries. The major factor affecting subsidiary autonomy in France was degree of integration whereas the MNC’s share of subsidiary equity and subsidiary size also affected subsidiary autonomy in Mexico. In their study on factors affecting high and low autonomy subsidiaries, Taggart and Hood (1999) found that integration was one of the factors affecting subsidiary autonomy for German but not for Japanese subsidiaries, whereas market scope seems more important for Japanese subsidiaries. Still they conclude that subsidiary country only has a limited effect on autonomy.

Finally, there seems to be a set of factors related to environment that might affect the subsidiaries autonomy. Drake and Caudill (1981) found that subsidiaries located in markets that are of significant size and/or importance often had special arrangements with its headquarters. Garnier et al (1979) found that the larger the cultural differences and perceived hostility of the legislation the lower the subsidiary autonomy. However, the study of Garnier (1982) provided little support for any influence of these kinds of environmental variables on subsidiary autonomy. 

Based on the above review of previous studies on subsidiary autonomy I can draw a few conclusions regarding the disparities in results. Firstly, having small sample sizes will often induce variations in results. Secondly, studies on MNCs from only one country (e.g. Garnier et al, 1979; Hedlund, 1981) or on subsidiaries in only one country (e.g. Garnier et al, 1979) might also produce the before mentioned effect. Thirdly, there have been large variations in the number of measures used in the operationalization of the concept autonomy (e.g. Taggart & Hood (1999) only use market and product range as proxies for autonomy, Edwards et al (2002) on the other hand use four elements of autonomy (marketing, product strategy, price setting and relations) comprised of 17 issues, which will influence the generalizability. Finally, the division of autonomy into functions (Edwards et al, 2002; Garnier et al, 1979; Gates & Egelhoff, 1986) might affect the results, as there might not be clear divisions of autonomy into subcategories. 
1.3. Power and politics in organizations

Power has received only limited mentioning in the literature on MNCs and specifically in the literature on headquarter-subsidiary relations. Previous studies on control have focused, for example, on strategy and structure and agency problems. Still any attempt at control is based upon the notion that it is possible for the headquarters to do so. It is often forgotten that control can only be achieved when the one over which control is exercised allows it. Knights and McCabe (1999:21) states that “power and identity relations mean that at all times there are opportunities for resistance and these contribute to the uncertainty and unpredictability of organizational life”. Furthermore they come to the conclusion that there are limits to the control the management can exercise. Otterbeck reaches a similar conclusion when he notes, “as long as HQ does possess unique and demanded knowledge (usually technology), control from the center can be achieved. And, when HQ does not posses such technology, control from the center is no longer necessary” (1981:343). Still control can be exercised if those being controlled acknowledge the right to control of those exercising the control.

Power can be seen as ‘the ability to do or act’, ‘a capability of doing or accomplishing something’, ‘the possession of control or command over others’ or ‘delegated authority’ (Random House, 1988). These different meanings indicate that power is either something that can be given (by delegation) or taken. It is the second meaning that is more interesting in this case, although the first also has some relevance upon this study. Power can be gained by having an ability or a capability or by possessing something with which it is possible to control somebody else. This of course means that power is a dynamic concept. Abilities and capabilities can be acquired and lost over time (Mintzberg, 1985).

Hawley claims, “every social act is an exercise of power, every social relationship is a power equation, and every social group or system is an organization of power. Accordingly, it is possible to transpose any system of social relationships into terms of potential or active power.” (1963, in Astley & Sachdeva, 1984) This means, according to Astley and Sachdeva (1984), that power is necessarily context-specific in addition to being a multifaceted phenomenon. Mintzberg considers many of the largest organizations today to be a ‘politicized organization’, which is "characterized by moderate conflict that pervades the entire system of power” (Mintzberg, 1985: 142). The MNC can be seen as an example of this with its geographically dispersed units having their own unique capabilities and contributing to the development of the whole organization. Forsgren and Pahlberg (1992) argue that not only can different subsidiaries affect their own affairs but also part of or the whole MNC to which they belong. Therefore, control in MNCs is located in two separate parts of the organization: in the headquarters and in powerful subsidiaries, which in this case is based on critical resources. Furthermore, Prahalad and Doz (1981) claimed that strategic control must be seen in the “context of ever present tensions between subsidiaries and headquarters” (p. 191). From the previous research it seems clear that control should also be considered from a political or power perspective. Furthermore, this should be done form a subsidiary perspective in order to see if subsidiaries are affecting the control that headquarters exercise over them. 

In their 1984 article, Astley and Sachdeva argue that different studies on power had been scattered and that no attempt had been made to join the different views on power. Although they attempt to synthesize the different theories on power, they mostly compare them. However, their study provides a summary of theories on power so far, and concludes that the major sources of power are hierarchical authority, resource control and network centrality. In the context of an MNC the headquarters will of course always have the hierarchical authority over the different subsidiaries. However, a subsidiary might gain power by having access to critical resources or by having a position of network centrality. Network centrality refers to interdependence, that is, to the importance of a specific subsidiary for others and of others for the same specific subsidiary.

Forsgren and Pahlberg (1992) use structural power and resource power as the two sources of power in an organizational unit. These two sources are very similar to Astley and Sachdeva’s network centrality and resource power respectively. Rowe (1989), on the other hand, uses the terms specialist and structural power. Whereas structural power is basically the same as structural power, specialist power differs a little bit from the resource power. Specialist power is based on specialist skills and the ability to handle uncertain situations. Although these could be seen as resources, the level is different from the former two. Astley and Sachdeva (1984) as well as Forsgren and Pahlberg (1992) are discussing power on an organizational level whereas Rowe is treating it at an individual level. 

1.4. Subsidiary autonomy from a power perspective

There have been a few studies on autonomy using a power perspective, although Taggart (1997) and Taggart and Hood (1999) argues that autonomy can be seen as a result of a bargaining process, which takes place between the center and the periphery of an organization. One researcher who has taken a power perspective is Kallinikos (1984), who attempted to create a conceptual model explaining the degree of foreign subsidiary autonomy; however, he only used a resource dependency perspective, which limited the model to some extent. Forsgren and Pahlberg (1992) on the other hand did use a more complex view of power, but used a relatively small sample. They did however find that power sources could explain a small portion of the variation in influence and autonomy and that power sources can provide the subsidiary with leverage in the MNC in general and specifically in negotiations with the headquarters. 

A subsidiary, which is important to the MNC as a whole, will have the potential to negotiate more with the headquarters than subsidiaries of lesser importance. This potential to negotiate also includes the autonomy of the subsidiary. Therefore, through its negotiation power, an important subsidiary will be more autonomous than its less important counterparts. 

Hypothesis 1
The larger the importance of the subsidiary in the MNC the higher its autonomy will be.

Furthermore, continuing the argument, subsidiaries that are able to outperform their corporate counterparts might have a higher degree of negotiation power than its counterparts with lesser performance. The reason for this is that the MNC as a whole will be, at least to some degree, more dependent upon the well-performing subsidiary for its performance. 

Hypothesis 2
The better the subsidiary is performing in comparison to other corporate units, the higher its autonomy will be. 

The knowledge created in the MNC has been argued to be a competitive advantage for the MNC. Therefore, specialist or expert knowledge held within the subsidiary is a potential source of power for the subsidiary. 

Hypothesis 3
The better the knowledge the subsidiary is producing, in comparison to other units, the greater its autonomy. 

Having a mandate beyond the local market can also be seen as a source of specialist or expert knowledge. Therefore a subsidiary having a regional or world mandate will have a higher degree of autonomy (Edwards et al, 2002). 

Hypothesis 4
Having a responsibility outside the local market will have a positive impact on the subsidiary autonomy.

By gaining control over resources that are of importance for others, a unit gains power to act more autonomously. Therefore, by increasing other units’ dependency on the own unit, a subsidiary can become more powerful, and therefore, more autonomous. This, however, means that a subsidiary that is dependent upon other units will loose some of its autonomy. 

Hypothesis 5a
The more other corporate units are dependent on a specific subsidiary, the greater the autonomy of the subsidiary will be. 

Hypothesis 5b
The more the subsidiary is dependent upon other units, the lower the autonomy of the specific subsidiary will be.

Recent literature points not only to the importance of dependencies but also interdependencies as a source of power, i.e. network centrality. Kallinikos (1984) argues that in order to assess a subsidiary’ autonomy one has to understand the importance and effect of task interdependence. Interdependencies among units differ from dependencies. Whereas dependencies refer to a one-way relation, interdependencies deal with two-way relations. As intersubsidiary relations become more intensive and integrated, the headquarters will loose some of its centrality (Ghoshal & Bartlett, 1990). Similarly, the more integrated a subsidiary is, the larger its power base and the higher its autonomy (Gates & Egelhoff, 1986).  

Hypothesis 6
The level of interdependence between the subsidiary and other units in the MNC is positively related to subsidiary autonomy.

Generally, it can be said that the headquarters will have power over the subsidiary due partly to its hierarchical position and partly due to its ownership of the subsidiary. However, this fiat might weaken due to the fact that specific subsidiaries might “control critical linkages with key actors in their local environments” (Ghoshal & Bartlett, 1990: 607. Furthermore a “discrepancy between the official system and the actual exercise of authority [might occur] if the subsidiary uses its market knowledge or government contacts to establish greater autonomy” (Brooke, 1984:7-8). This shows the importance of the local environment and the contacts the subsidiary has to it. The local environment can be seen as one of the subsidiary’s power sources, partly because the environment can be “assumed to determine the amount and value of resources potentially available to the focal subsidiary and in this regards to circumscribe the latter’s contribution to the overall goal achievement” (Kallinikos, 1984:74). 

Hypothesis 7
The more the subsidiary is embedded in the local environment, the higher its autonomy will be. 

3. METHODOLOGY

The purpose of the present study was to investigate whether subsidiary autonomy can be explained by power sources held by the subsidiary. This section will present the methodology of the study, the sample and the operationalization of the variables. 

3.1. Data sample

The data for this paper has been collected within the framework of a larger research project at the Swedish School of Economics and Business Administration. The data collection has taken place in two phases: the first round was collected in 1999/2000 in Finland and the second in 2001/2002 in China. The data was collected by means of structured, face-to-face interviews with the general manager of foreign subsidiaries to Western multinational corporations in the two countries. The reasons for conducting face-to-face interviews instead of sending out postal questionnaires were to gain a higher response rate and to ensure that the right person responded to the questions. 

The foreign subsidiaries in Finland were obtained from the Dun and Bradstreet database and the companies were first approached by an introductory letter. Later the general manager was contacted by phone and a time for the interview was set up. In China we relied on lists of foreign companies provided by the embassies or chambers of commerce of Finland, Sweden, Denmark, Germany, France and Switzerland. These companies were first contacted by e-mail due to distance and cost considerations. To increase the number of respondents we also relied on a snowballing method in China. In total 554 foreign subsidiaries were contacted and 164 subsidiaries agreed to participate in our study, yielding a response rate of almost 30%. The response rate in Finland was 59% (89 subsidiaries) and 19% in China.
 

The interviews lasted from 30 minutes to two hours and all interviews were carried out in English. Roughly 90% of the managers in Finland were Finnish by nationality whereas the corresponding number in China was 20%. During the interviews in Finland Finnish or Swedish could be used to clear any difficulties or misunderstandings due to the language. In China one fifth of the respondents were Chinese and the majority of them were interviewed by a Chinese member of the research group, who could overcome the language barrier. The rest of the respondents in China were expatriates with high knowledge of English and any difficulty could therefore be solved by rephrasing the question.

Due to missing values the present study includes a sample 121 subsidiaries of which 71 were located in Finland and 50 in China. The MNCs belonged to various industries and their headquarters were located in Scandinavia (Finland, Sweden, Norway and Denmark), other European countries (UK, Germany, Netherlands, Russia, France, Italy, Austria, Liechtenstein and Switzerland) and USA. The size of the MNCs varied, as did also the size of the subsidiaries and the subsidiary type (See Table 1 for more detailed information).

**** Please insert Table 1 here ****

3.2. Operationalization of variables

The dependent variable is autonomy. Firstly, a general index of autonomy was created by taking the means of the locus of eleven decision-making issues: strategic subsidiary goals, strategy of subsidiary, next year’s budget, market range, product range, R&D, advertising and promotion, production design, product pricing, purchasing and production. This method is in accordance to previous studies (e.g. Edwards et al (2002), Taggert (1997) and Taggart & Hood (1999), Edwards et al (2002)) and a Cronbach’s alpha of .84 indicated that the operationalization is acceptable. Furthermore, instead of arbitrarily dividing the different issues into strategic and operational autonomy, a factor analysis was carried out in order to gain subgroups. The factor analysis indicated that three groups would be appropriate. These were created by five, four and two factors respectively and were named strategic autonomy, product autonomy and operational autonomy. The Cronbach’s alphas were .74, .80 and .70. The factor analysis implies that a simple division into strategic and operational autonomy used in many previous studies may not be sufficient to cover the different dimensions of autonomy, as the product-related factor clearly appeared as a separate variable through the analysis. 

**** Please insert Table 2 here ****

The independent variables are subsidiary importance, performance, knowledge creation and responsibility beyond local market, dependency (both subsidiary and other units), interdependence and local embeddedness. Subsidiary importance is here operationalized as the ratio of subsidiary sales to MNC turnover. Subsidiary performance is the manager’s perception of how well the subsidiary is performing in comparison to other corporate units. The question is rated from one to seven. 

The general manager was asked the rate the extent by which the subsidiary created knowledge that was superior to that created in other corporate units. The question was rated for general management, marketing, service, manufacturing and R&D on a scale from one to seven (very much lower – very much higher). The variable knowledge creation was created by taking the means of the ratings on each of the issues. The Cronbach alpha of the construct is .70. 

The general manager was furthermore asked to indicate whether the subsidiary had a responsibility beyond local market and this is used as a dummy variable, where a zero indicates no responsibility. This latter method is similar to that used by Edwards et al (2002).

The dependency variable was twofold. The first was the dependency of other units on the subsidiary and the other was the subsidiary’s dependency on the other corporate units. These were operationalized as the percentage of sales from the subsidiary to other corporate units and the percentage of purchases by the subsidiary to other corporate units respectively. The interdependency variable was created by multiplying the two dependency variables. This is a method that has also been used by researchers such as Edwards et al (2002), Garnier (1982) and Hedlund (1981). 

Local embeddedness was created by taking the means of the respondent’s perception of the degree to which the subsidiary had adapted the following issues to suit its most important external partners: product technology, production technology, standard operating procedures and business practice. The Cronbach alpha of the construct was .75.

In addition to the hypothized variables, a number of control variables were included in order to control for other variables that previous studies have found having an impact on subsidiary autonomy. The first control variables are MNC specific: the degree of internationalization (measured as the number of countries in which the MNC is active) and the location of the parent company. The latter variable is operationalized as two dummy variables. The first dummy uses Scandinavia as the base case (with other European and American MNCs as comparison) and the second uses other European MNCs as base case (Scandinavian and American MNCs as comparative case). 

The subsidiary related control variables are subsidiary size, subsidiary age and establishment mode. Subsidiary size is simply the number of people employed by the subsidiary. Subsidiary age is the number of years the subsidiary has belonged to the MNC. Establishment mode is operationalized as a dummy variable with a zero indicating that the subsidiary was founded as a greenfield operation and a one indicating that the subsidiary was an acquisition. 

4. FINDINGS

Regression analyses were performed to test the proposed hypotheses. All variables were first tested on the general construct autonomy and afterwards on each of the subcategories (strategic autonomy, product autonomy and operational autonomy). All of the models were significant at the 5% level with an adjusted R2 varying from 10.7% to 34.4%. 

**** Please insert Table 3 here ****

It was hypothesized that the relative importance of the subsidiary would be positively related to autonomy. The relationship was indeed positive in all regressions; however, none of the relationships was significant. The overall performance of the subsidiary compared to other corporate units was also not significant and only in the relationship to strategic autonomy did the variable show the expected positive sign. 

Knowledge development seems to affect autonomy in a positive and significant way. This means that the better the subsidiary’s knowledge in comparisons to other corporate units, the higher its autonomy. Responsibility beyond the local market on the other hand did not provide an explanation for the level of autonomy in the subsidiary. The variable was negatively associated with subsidiary autonomy and it was not significant. 

By decreasing its dependency on other corporate units the subsidiary seems to be able to increase its autonomy. The hypothesized negative relationship is found in all four regressions and it is a significant indicator of autonomy in general and of product autonomy and operational autonomy specifically.  Interestingly, it does not seem as the subsidiary can increase its autonomy by making other corporate units more dependent upon it as the variable is negatively related to autonomy. It is also negatively related to strategic autonomy, but positively related to product autonomy and operational autonomy. However, in none of the regressions is the variable significant. MNC integration is also not significant in any of the regressions and it has a negative relationship with autonomy in general. Only operational autonomy is positively related to the variable. 

Contrary to expectations the local embeddedness of the subsidiary did not provide any significant associations. However, the sign was positive as hypothesized, suggesting that more autonomy is related to a higher level of embeddedness. 

The degree of internationalization of the MNC seems to be the control variable having the most explanatory power. It had a significant negative relationship with autonomy in general and also with product autonomy. Furthermore, there seems to be some indication for the fact that Scandinavian MNCs tend to grant their subsidiaries a higher level of strategic autonomy than their European and American counterparts. Finally, it seems as if subsidiaries located in Finland enjoy a higher degree of product autonomy than those located in China. 

**** Please insert Table 4 here ****

Although the regressions were all significant most of the variables included in the models were (highly) insignificant. Therefore, I also decided to do a stepwise exclusion regression where the least significant variable was excluded until all included variables were significant on the 10% level. This method yielded almost the same results as the full model. MNC integration and establishment mode also became significant variables in the model determining the general construct autonomy. Product autonomy turned out not to be effected by subsidiary location, but by knowledge development and establishment mode. Whereas no changes occurred in operational autonomy, the largest changes could be seen in strategic autonomy. Whereas the only significant variable was MNC home country when controlling for all factors, in the stepwise exclusion model knowledge development, other corporate units’ dependency on the subsidiary and the degree of internationalization turned out to significantly affect strategic autonomy. 

In conclusion, subsidiary dependency on other corporate units and knowledge development are the most significant variables in the study. This means that a lower level of dependency on other corporate units and a higher level of development of superior knowledge compared to that of the other units dependent on other MNC units will lead to a subsidiary having a higher level of autonomy.  These two variables seem to be able to explain a large portion of the autonomy. The control variable with most explanatory power is the degree of internationalization of the MNC, where a higher degree of internationalization will lead to a specific subsidiary having less autonomy. Establishment mode also seems to have some influence on autonomy, as subsidiary having been established through an acquisition tends to have more autonomy than those established as a greenfield. 

**** Please insert Table 5 here ****

5. DISCUSSION AND CONCLUSIONS

The present study attempted to explain the degree of subsidiary autonomy by the power sources held by the subsidiary. As the results support the hypothesis to some extent it seems as if the power perspective truly can add to the discussion on subsidiary autonomy. Subsidiaries that are less dependent upon other corporate units and that have a higher level of knowledge development than that of their corporate counterparts tend to have a higher level of autonomy. 

Many of the variables were not significant, but the signs can give an indication of the relationship between the variable and the autonomy measures. The expected positive relationship between dependency of other corporate units on the subsidiary and autonomy was found negative for autonomy in general and for strategic autonomy in particular. Furthermore, contrary to the hypotheses, subsidiary performance had a negative relationship with all measures of autonomy expect for strategic autonomy, as did MNC integration with all measures of autonomy expect operational autonomy. In addition, it was argued that subsidiaries having a responsibility beyond the local market would have a higher degree of autonomy. However, this does not seem to be the case. On the other hand, as expected both subsidiary importance and embeddedness show a positive relationship with autonomy. 

Although the results were not completely as expected, there seems to be a red line running through them. It appears that the power perspective can indeed be used to explain autonomy, but not exactly as hypothesized. The power sources can be divided into two different types of power sources, those related to other corporate units or those related uniquely to the specific subsidiary or its surroundings. Those related to other corporate units are responsibility beyond local market, MNC integration and other units’ dependency on the subsidiary. In all of these, the actual associations are the reverse of those hypothesized. This indicates that when parts of or the whole MNC is more dependent upon the specific subsidiary, the headquarters will tend to control the subsidiary more tightly by taking away some of its autonomy. 

The variables related to the specific subsidiary or its surroundings are knowledge development, subsidiary dependency on other corporate units and local embeddedness. It turned out that more autonomous subsidiaries have a higher level of knowledge development, are less dependent on other corporate units and are to a larger extent embedded in the local environment. As the subsidiary as access to e.g. resources outside the MNC, it will tend to gain a higher level of autonomy. This is probably due to the fact that it thereby can increase its own dependency on the other MNC units. 

This study has provided some insight by showing that a power perspective is a useful tool in explaining subsidiary autonomy, but more research is clearly needed in order to understand how power affects subsidiary autonomy and control in general. Future research should take into consideration several measures for the different power sources (subsidiary importance, specialist knowledge, dependency, integration and embeddedness). Furthermore, a deeper understanding of how these power resources are actually used to gain autonomy would be beneficial.

An interesting and somewhat surprising finding was the fact that there seems to be two kinds of power resources that work in opposite directions with regard to autonomy. Future research should study these relationships more closely, as it is possible that the relationships could explain some of the previous contradictory findings regarding factors affecting autonomy. For example, it is possible that the differences in the effect of size might partly be contributed to different power sources within the subsidiary.

This study clearly has its limitations. Firstly, although a common approach today in MNC research, there has been only one respondent. By using only one respondent there is always the risk of receiving a biased response. Secondly, and related to the former, the responses are only collected on subsidiary level, although the questions also deal with other corporate units. Adding respondents in other units would have provided the study with a deeper understanding of the aspects. For example, the construct other corporate units’ dependency on the subsidiary is based on a percentage of the subsidiary’s sales to other corporate units. It does not measure the percentage of the other units’ sales that come from the subsidiary. Thirdly, many of the measures used in the study are perceptive measures. They are based one person’s perceptions of the situation at one point in time. Finally, the data has only been collected in Finland and in China and it is therefore not certain whether these findings also will hold in other cultural and geographical settings. 
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Table 1 Basic information about the sample

	MNC location
	47 Scandinavia (38.8%)

44 Other Europe (36.4%)

30 USA (24.8%)

	Subsidiary type
	78 Manufacturing (64.5%)

43 Sales/service (35.5%)

	
	

	MNC size
	Mean 9338 MUSD, Stdev 19760 MUSD

	Subsidiary size
	Mean 79 MUSD, Stdev 165 MUSD


Table 2 Factor analysis

	
	Component

	
	1
	2
	3

	Product design
	.824
	.061
	.390

	R&D
	.776
	.117
	.345

	Advertising and promotion
	.702
	.173
	-.120

	Product pricing
	.621
	.161
	.236

	Strategy of the subsidiary
	.018
	.811
	.063

	Strategic subsidiary goals
	.084
	.733
	.146

	Product range
	.308
	.708
	.036

	Budget for the next year
	-.050
	.647
	.509

	Market area
	.395
	.614
	-.014

	Purchasing
	.156
	.203
	.838

	Production
	.427
	.001
	.739

	KMO 
	.787
	
	

	Bartlett’s Test 
	Chi-Square        427.380
	Sig.                        .000
	

	Total variance explained
	64.61%
	
	


Table 3 Full regression models

Data in the table present standardized regression coefficients

	
	Autonomy
	Strategic autonomy
	Product autonomy
	Operational autonomy

	Subsidiary importance
	.11
	.025
	.005
	.012

	Subsidiary performance
	-.028
	.015
	-.041
	-.035

	Knowledge development
	.169+
	.154
	.114
	.109

	Subsidiary responsibility
	-.018
	-.038
	-.023
	-.009

	MNC dependence on subsidiary
	-0.23
	-.212
	.116
	.050

	Subsidiary dependence on MNC
	-.283**
	-.065
	-.244*
	-.491**

	MNC integration
	-.105
	-.047
	-.154
	.019

	Local embeddedness
	.059
	.074
	.043
	.034

	MNC internationalization
	-.202+
	-.105
	-.293**
	-.027

	MNC home (0=Scandinavia)
	-.069
	-.220+
	.104
	-.056

	MNC home (0=Europe)
	-.079
	-.171
	.047
	-.100

	Subsidiary size
	.016
	-.076
	.060
	.056

	Subsidiary age
	-.147
	-.141
	-.128
	-.006

	Entry mode
	.116
	.030
	.164
	.111

	Subsidiary location (0=FIN, 1=PRC)
	-.101
	-.060
	-.197+
	.105

	R2
	.388
	.221
	.427
	.371

	Adjusted R2
	.299
	.107
	.344
	.279

	F
	4.357**
	1.945*
	5.123**
	4.051**


+ p<0.1, * p<0.05, ** p<0.01, a variable constant 

Table 4 Stepwise exclusion regression models

Data in the table present standardized regression coefficients

	
	Autonomy
	Strategic autonomy
	Product autonomy
	Operational autonomy

	Subsidiary importance
	
	
	.165*
	

	Subsidiary performance
	
	
	
	

	Knowledge development
	.184*
	.191*
	
	

	Subsidiary responsibility
	
	
	
	

	MNC dependence on subsidiary
	
	-.227**
	
	

	Subsidiary dependence on MNC
	-.323**
	
	-.327**
	-.573**

	MNC integration
	-.131+
	
	
	

	Local embeddedness
	
	
	
	

	MNC internationalization
	-.264**
	-.286**
	-.222**
	

	MNC home (0=Scandinavia)
	
	
	
	

	MNC home (0=Europe)
	
	
	
	

	Subsidiary size
	
	
	
	

	Subsidiary age
	
	
	
	

	Entry mode
	.166*
	
	.298**
	

	Subsidiary location (0=FIN, 1=PRC)
	
	
	
	

	R2
	.365
	.161
	.379
	.328

	Adjusted R2
	.337
	.139
	.358
	.323

	F
	13.085**
	7.393**
	17.575**
	58.174**


+ p<0.1, * p<0.05, ** p<0.01, a variable constant 

Table 5 Hypothesized and actual relationships between power sources and autonomy

	Power source
	Hypothesized relationship
	Autonomy
	Strategic autonomy
	Product autonomy
	Operational autonomy

	Subsidiary importance
	+
	+
	+
	+
	+

	Subsidiary performance
	+
	-
	+
	-
	-

	Knowledge development
	+
	(+)
	[+]
	[+]
	+

	Responsibility
	+
	-
	-
	-
	-

	Sales
	+
	-
	[-]
	-
	-

	Purchases
	-
	(-)
	-
	(-)
	(-)

	MNC integration
	+
	[-]
	-
	-
	+

	Embeddedness
	+
	+
	+
	+
	+


() denotes a significant relationship in the full regression model

[] denotes a significant relationship in the stepwise exclusion regression model

� There was a considerable disparity in response rates in Finland and in China. However, this is most likely partly due to the close relationship between the academic and the business world in the Nordic countries, which means that corporations have been willing to cooperate with researchers (Björkman & Forsgren, 2000). Partly it might also be due to the fact that the interview language was English. In China there might not have been a manager who spoke the language sufficiently.
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