Managing Global and Local Challengesin Natural Resource-Seeking Firms

Abstract

This paper examines how context specific research can extend our knowledge of the
multinational corporation. Using Royal Dutch Shell and the firm’ s environmental
challenges as an example, we look at how natural resource-seeking firms differ from
manufacturing firms. Because of the differences in internationalization motives, natural
resource-seeking firms experience different external pressures than a manufacturing firm
would face. Shell must deal with different local pressuresin many of the regionsit
operates in, from the Niger Deltato the Canadian oil sands, while at the same time
tackling global problems such as growing its oil reserves and managing the firm’'s
contribution to global environmental problems like climate change. The dual pressures
that Shell faces at the corporate and subsidiary level and how the firm manages those
pressures presents researchers with an opportunity to extend our theoretical knowledge

beyond the manufacturing firm.

Introduction
Royal Dutch Shell is one of several oil and gas multinationals facing intense global and
local pressureto roll back investments in the Canadian oil sands (e.g. Greenpeace, 2008).
While the Canadian oil sands offer enormous resource potential, second only to the
Saudia Arabian reserves, the production of useable energy from oil sands has been
criticized astoo intensive in its use of land, water, energy and the emission of carbon

dioxide (Pembina, 2009). To successfully address the local challenges Shell faces the



vital organizational challenge of how to develop location-bound technical and political
expertise for the Canadian oil sands. The challenge is even more acute when, in order to
achieve the strategic objective of growing resource reserves, firms must operate in ever
more complicated, remote and environmentally sensitive locations. While managing such
local issues Shell must al'so work to meet the increasing global demand for energy and
show investors around the world that the firm has reserves to replace those already
developed, something the oil sands play alargerolein (Macalister, 2008). Using the oil
sands to grow the firm’ s resource reserves has been met with resistance because of global
environmental issues like climate change. Greenpeace, along with other environmental
organizations has openly criticized the firm for its reliance on the oil sands for future
reserve growth, citing that developing these reserves will increase Shell’ s carbon

intensity by 85 per cent (Hoyos, 2009).

Thisis an example of ageneral challenge facing multinationals operating in choice-
limited locations. how to balance the global and local external pressures? The context of
environmental pressuresis particularly illustrative, as multinationals both face challenges
and possess resources to address those challenges at the global and local level. We argue
that it is particularly critical to examine dual pressures facing natural resource-seeking
firms further as their internationalization decisions are often driven by gaining access to
specific resources, where firms are bound by external factors that directly influence firm-
level strategies and roles of the foreign subsidiaries. Such contexts create significantly
different external pressures on the global versuslocal focus of foreign operations than

where firms seek locations for efficiency reasons. As Bamberger states: “context counts



and, where possible, should be given theoretical considerations’ (2008). When examining
natural resource-seeking firms, we can expect to find high levels of integration in some
areas where core knowledge, technology and resources can add value across borders. The
industry isfilled with large global competitors that create further pressures for a global
focus. To exemplify, standard industry measures of efficiency such as finding costs per
barrel or development costs per barrel are commonly used to compare performance of
firmsinthe oil and gasindustry (FT, 2007; Huber & Mills, 2005). At the same time,
these firms need to address specific local needs related to regulations, and licensing as
well as geological and environmental differences that create a need for local solutions to
the operations. In this paper we will review current research on global versus local
approaches in MNCs as well as current insightsinto oil and gas firms. We suggest a
number of hypotheses intended to extend our current theoretical framework and finally

conclude with a discussion of managerial implications.

Theoretical Background
Global Integration and Local Adaptation Tensions within MNCs
The strategic challenges of pursuing global integration versus local adaptation have been
examined for decades. Earlier studies examined industry pressures for aglobal or local
approach (Porter, 1986; Yip, 1989) and firm level emphasis on control and coordination
mechanisms (Bartlett & Ghoshal, 1989; Prahalad & Doz, 1987). It is now commonly
accepted that many firms seek a global approach to internationalization where activities

and organizational units are integrated across national borders to achieve synergies and



efficiencies (Bartlett & Ghoshal, 1998; Prahalad & Doz, 1987; Asmussen, Pedersen, &

Peterson, 2007).

Firmstaking a global approach often have large multinational competitors and end
products that do not require significant adaptation to each market. This creates pressures
for efficiency, economies of scale, and taking advantage of potential synergies.
Successful integration depends on sufficient levels of control and coordination as well as
an ability and mindset to transfer resources across national and organizational borders.
The transferability of resourcesis an underlying assumption of pursuing a global
approach. Transferable resources can add value across several organizational and
national boundaries (Harzing, 2002; Rugman & Verbeke, 2001; Verbeke, 2009, Dunning,
1998). Examples of transferable resources include specific knowledge or technology,
organizational capabilities (e.g. ability to plan and execute large development projects) or

established routines for a successful marketing roll-out (Verbeke, 2009).

Other contexts require firms to adapt to specific local needs where the value of
transferring resources across borders may be lost due to location-specific characteristics
that diminish the value of resources. Such firms need to develop resources that are
specific to a particular areathat may not be feasible or value adding to transfer to other
locations. Examples of non-transferable resources include specific market knowledge and

strong external relations to key local stakeholders (Verbeke, 2009).



Dual pressuresin MNCs have indeed been recognized in previous studies. The seminal
works Prahalad and Doz (1987) and Bartlett and Ghoshal (1989) address aform of dual
pressure through the discussion of the multifocal and transnational MNCs. The multifocal
firm, however, was primarily seen as acompromise to integration in order to gain support
from local governments (Prahalad & Doz, 1987). Similarly, the transnational MNC
recogni zes different needs across foreign subsidiaries where some may need to be more
responsive while other foreign subsidiaries create synergies and efficiencies by being
closely integrated with the rest of the organization. In line with the transnational
perspective, Nohria and Ghoshal (1994) identified the differentiated MNC, arguing that

firms need to move away from treating all of their foreign subsidiaries the same.

Both the transnational and differentiated multinational take afirm level approach and
primarily expect differencesin global and local focus to surface across the foreign
subsidiaries rather than within each foreign unit. Such differentiation, however, is
recognized across foreign subsidiaries rather that within each foreign subsidiary.
Subsequent research has shifted focus from approaching the issue at afirm level to
subsidiary level strategy (Birkinshaw, 1998), subsidiary specific relations (Andersson et
al, 2007), and different needs across functions (Carpano & Chrisman, 1995; Kim et al.,
2003; Nobel & Birkinshaw, 1998; Hewett et a, 2003). Although differencesin aglobal
versus local focus may be more nuanced at afunctional level, we argue in this paper that
even within a function, firms may experience dual pressures. Environmental pressures on
natural resource-seeking firms are a good example of where climate issues generate

global challenges while each geographical location also experiences very local



environmental pressures such as the use of land, water, and energy in the Canadian Oil

Sands.

MNC Internationalization Motives

Despite extensive efforts to gain better insights into the global versus local strategic
challenges, existing empirical data on global versus local approachesin MNCs has
overwhelmingly been based on efficiency-seeking firms. Four internationalization
motives are commonly discussed in international management literature: market-seeking,
efficiency-seeking, strategic resource-seeking, natural resource-seeking (Verbeke, 2009).
We can expect the emphasis on global versuslocal pressuresto vary greatly according to
the firm’ s internationalization motives. Firms that internationalize based on efficiency-
seeking motives often seek efficiency cost reductions and economies of scale through
integration of value activities. The location of foreign operations will thus depend on
where the firm can optimize their value activities according to these criteria. Firmswith a
natural resource-seeking motive, on the other hand are physically bound to locations
where the natural resources are with significant differencesin environmental pressures

from location to location.

Significant differences in environmental pressures from location to location can be an
issue for efficiency-seeking firms as well. However efficiency-seeking firms have a
choice of whether or not to operate under those pressures. Some key factors efficiency-
seeking firms use to choose locations are: freedom to trade, investment incentives,

presence of suppliers, quality of infrastructure and institutions, availability of educational



programs (Dunning, 1998), policy instability, uncertainty in the costs of regulation
(Tybout, 2000) and more recently, environmental risks (Condliffe and Morgan, 2009).
Key factors that resource-seeking firms use to choose locations are the availability of
resources, the presence of infrastructure that will allow the firm to develop the resources,
investment incentives, and the presence of potential partners (Dunning, 1998).
Manufacturing firms can (at a cost) exit locations or rel ocate to more favorable locations
without abandoning the resources, as a resource-seeking firm would have to. This means
that resource-seeking firms are much more limited in their ability to choose between
locations, and thus can face country, political, or environmental risks that an efficiency-
seeking firm would avoid. Natural resource-seeking firms must also deal with local issues
around property rights over the resources the firm is producing as well as disruption of
the natural environment that occurs during that production. Efficiency-seeking firms
typically operate in existing developed areas and are considered to have alower impact
on the natural environment. We thus expect global and local pressures to influence the
two types of firms differently. Y et, aliterature search of the top management journals

revealsthat very few studies use natural resource-seeking firms as their empirical base.

Most studies have focused on manufacturing firms, which typically illustrate efficiency-
seeking firms. While manufacturing firms commonly internationalize their operations due
to efficiency and market-seeking motives, internationalization of some of theworld’'s
most influential firms seem to be driven by other motives. Six of the ten largest firms
according to Fortune's Global 500 ranking in 2008 are natural resource-seeking firms

(Fortune, 2008). More specifically, the six identified natural resource-seeking firms are



al vertically integrated oil and gas majors. We recognize that natural resource-seeking
firms can aso be efficiency-seeking firms, but their primary reason for
internationalization is accessing natural resources. The existing research has examined
global versuslocal pressuresin acontext that may exclude challenges facing some of our
most influential multinationals. In the next section, we build towards expanding this
literature (eg. Prahalad and Doz, 1987; Bartlett and Ghoshal, 1989; JArillo and Martinez,
1990; Harzing, 2002) by focusing our attention on studies set in the context of oil and
gas. Studies that do focus on global versuslocal approaches at afunctional level are aso
primarily based on data from manufacturing firms (Carpano & Chrisman, 1995; Kim et

a., 2003; Nobel & Birkinshaw, 1998).

The Oil and Gas Industry Context

Our literature review revealed four general reasons why the oil and gas industry context
was chosen as the focus of any given study: data or methodological issues, industry
characteristics, uncertainty within the industry, and the environmental or social issues
facing the industry. Dataissues included the facilitation of data collection (Sharma and
Vredenburg, 1998) and the containment of extraneous variables (Beale and Fernando,
2009). Industry characteristics included the presence of alarge number of joint ventures
(Kent, 1991) and the size of the organizations (Grant, 2003; Ketola, 1993). Uncertainty
within the industry examples were centered around the oil crisis (Murray, 1989) but also
included the sociopoalitical history (Prasad and Mir, 2002) and general uncertainty in the
industry (Grant, 2003). Finally, environmental and social issues facing the industry

included the social pressures on the industry (Hastings, 1999; Sharma, 2000), the



environmental issues facing the industry (Beale and Fernando, 2009) as well as the ability
of the industry to impact the environment (Ketola, 1993). These studies make various
theoretical contributions, however none of them look how oil and gas firms manage the

global and local pressures that the firm faces.

A timely and interesting example of the global and local pressures oil and gas firms
experienceisthat of environmental pressures. Shell, afirm considered to be
environmentally proactive, has recently experienced conflicting pressuresin relation to
their Oil Sands operations. When planning their oil sands operations, Shell must consider
global and local pressures as well as how the firm will manage the combination of both.
Shell is not unique in having to manage complex environmental issues as they impact all

firmsin the industry and have become a key strategic challenge.

Oil and gas firms are frequently criticized for their role in greenhouse gas emissions as
well astheir impact on forests, watersheds, and other local issues (Bea e and Fernando,
2008). Climate change has emerged as the most prominent issue facing the oil and gas
industry, with good reason. Climate change is considered a global problem that will “cut
across every nation and sector of the economy, ultimately affecting every human beingin
one way or other” (Jeswani et al. 2008: 46). Regulation such as the Kyoto Protocol,
which call to limit greenhouse gas emissions, have a major impact on oil and gas firms,
forcing them to not only look at their emissions but also look at strategies for managing
them. It is thus an area where we can identify issues that are important on a global level,

such as climate issues, while simultaneously find many issues that are very local in nature



that differ across geographical locations. In the Canadian oil sands, for instance, water
use, deforestation, and relations with aboriginal communities are all critical to address for
successful operations. Multinational firms that operate in the Canadian oil sands must
manage the local issues associated with oil sands production as well as the global issues,
such as climate change. Thisis a particularly complex task as some of the social
pressures associated with oil sands operations traditionally thought of as“local” are

amplified by stakeholder attention paid to the MNCs at the global level.

Global versus local environmental pressures impacting oil and gas firms

Global environmental pressures in the oil and gas industry

Climate change and air pollution are two of the most pressing environmental concerns of
our time, and have been a subject of organizational research for over a decade
(Shrivastava and Scott, 1992). Not surprisingly, oil and gas firms are frequently cited as
the main contributors to climate change, due to the fact that the industry develops ail,
natural gas, and coal, all of which are main sources of greenhouse gas emissions (Beale
and Fernando, 2008). Responses from oil and gas firms to climate change issues have
been mixed. ExxonMobil, the world’ s largest oil company, initially stood against climate
change policy that limits emissions and has supported those who debate the science of
climate change, while Royal Dutch Shell has admitted that climate change will impact the
industry and supports the Kyoto Protocol (Beale and Fernando, 2008). These responses
are also dynamic, with ExxonMobil becoming more open to climate-related concerns,

and Royal Dutch Shell weakening its climate enthusiasm over time. Whatever stance the



organization takes on climate change, both must dedicate resources to dealing with the

pressures associated with such global issues.

Kolk and Pinske (2008) discuss the factors that make dealing with global issues so
difficult. They site governmental, societal, and market forces operating at various levels
as contributing to the development of aglobal issue. Thisis especially truein cases like
climate change, where “ public opinion, regulation, competition, and scientific evidence”
(Kolk and Pinske, 2008: 1360) are constantly changing the demands on multinational
firms. Further to this, in amanner similar to pressure on multinational firms regarding
local issues, firms must respond to stakeholders regarding their performance on more
global issuesin order to facilitate their license to operate. While manufacturing firms may
have to consider how global issuesimpact their business, manufacturing firms do not
undergo the same scrutiny regarding global issues that firmsin the oil and gas industry
must endure. The oil and gasindustry is a huge target for stakeholders concerned with
climate change, as shown by regulation such as the Clean Air Act (Hastings, 1999). With
advances in technology providing greater access to information as well as easier means of
communication across borders, multinational firms can no longer hide dirty operationsin
developing countries. Social activists have taken up global issues and scrutinize the
actions of firms beyond their own border, again pressuring multinational firmsto follow
regulation and act in a socially responsible manner if they wish to operate without the

global spotlight being placed on them (Edoho, 2007).



Firms internationalizing with a natural resource-seeking motive have competitors that are
often global multinationals that seek synergies and learning across borders. The end
productsin the oil and gas industry are also commodities, which create significant cost
pressures. The high level of investment in the production of oil reserves also puts
pressure on firms to develop cost efficiencies, which are oftentimes used as performance
measures for oil and gas firms (Financial Times, 2007). Efforts to transfer resources
across borders and take advantage of existing resources on a global scale are therefore
expected and required in order to compete successfully. In fact, current research
demonstrates that transferring resources across organizational and national boundaries
adds value to the organization and increases competitiveness in a global industry.
Developing transferable resources allows firms to manage global pressures with global

resources.

H1: Oil and gas firms face significant global external pressures that necessitate the

successful transfer of resources across organizational and geographical boundaries.

Local environmental pressures in the oil and gas industry

Adding to the complication of dealing with global pressures is the necessity for the firm
to respond to different local pressures at the same time. Oil and gas firms differ from
manufacturing firmsin their need to locate facilities where the resources they seek are,
rather than where the most favorable local conditions (economic, political, and
environmental) are found. For example, Condliffe and Morgan (2009) find that

manufacturing firms that are considered heavy polluters take federal guidelines like the



Clean Air Act Amendments into consideration when deciding where to locate their
plants. Oil and gas firms must choose between the limited locations where the resources
are located and endure the economic, political, and environmental conditions of that
region in order to develop the reserves. Relocation in the event of unfavorable conditions
means the firm is giving up the opportunity to develop the resources in that region’.
Consequently, oil and gas firms typically choose to endure unfavorable conditionsin

order to develop the reserves the firm has invested in rather than divest.

H2: Oil and gas firms have fewer geographical location choices and subsequently on

average lower levels of divestment than manufacturing firms.

The restriction in number of possible locations for an oil and gas firm force the oil and
gas firmto face the local challenges associated with the location they operate in. Local
challenges, or country risk, such as government policies and law enforcement, property
rights, and the enforcement of contracts can pose great risk to organizations operating
with the region (Feinberg and Gupta, 2009). Further to this, non-government
organizations and social movements present themselves as critics and sometimes
opponents for foreign multinationals operating in their region. Organizations like these
advocate the preservation of natural resources and support the issues of local populations,
and oftentimes mobilize local populationsto fight for the right to have ownership of the

resources found in their region. 2

! Despite numerous violent acts from militant groups in the Niger Delta, Shell continues to operate in the
region (Edoho, 2008).

2 For example, Shell’s operations in the Niger Deltaled to stakeholders accusing the firm of “taking away
the people’ s oil and polluting the environment without giving them anything in return” (Okonta, 2000,



In the oil and gas industry in particular, local stakeholders have responded to
multinational organizations operating in their region. This could be due to the enormous
size of multinational oil and gas firms, the ability of oil and gas firms to impact the
environment, the capital intensity involved in natural resource production, property
rights, and national sentiment. Ketola (1993) studied the environmental policies of the
seven largest oil corporationsin the world because of their size. The scope of the seven
firms operations was larger than many nations, which also meant that their ability to
impact the environment was also enormous. Oil and petroleum has been cited as one of
the biggest contributors to environmental issues in the past (Shrivastava and Scott, 1992;
Hastings, 1999). Oil and gas organizations also contribute to social issues. For example,
building roads to previously remote areas allows outsiders in, along with disease and
other socia problems. Finally, property rights, national sentiment, and an increased
awareness of the damage oil operations can have on the natural environment have led to
great scrutiny of foreign multinational s operating in developing nations (Hastings, 1999).
Efficiency-seeking firms will typically not choose to locate in areas where significant
local responsivenessis required that can reduce the firms' overall efficiency. It is
acknowledged that many efficiency-seeking firms do indeed respond in some waysto
local needs, leaving few “true globals’, but minor adjustments to end products lack the
locally embedded approach often necessary to access and extract natural resources. As

such, we can expect firms that internationalize with a natural resource-seeking motive to

guoted in Edoho 2008). Shell’ s lack of responsiveness to these accusations led to numerous acts of violence
against oil firmsin the region including closing flow stations for days at atime, effectively interrupting
supply and raising awareness of stakeholder demands (such as provision of clean water) (Edoho, 2008).



experience some limitations on what resources they can successfully transfer across

nationa borders.

What differentiates an oil and gas firm from a manufacturing firm is the option to choose
which local pressures the firm will face. Knowledge gained from international experience
can be developed into best practices and applied in other regions with similar local
pressures (Bansal, 2005). Where a manufacturing firm can choose to locate in regions
with similar local pressures, an oil and gas firm is forced to adapt to local pressures that

exist where the resources are located.

H3: Oil and gas firms experience, on average, significantly higher levels of local

pressures than manufacturing firms.

Because of the limited choice of location natural resource-seeking firms face and the
increased stakeholder pressure these firms face, there is a greater need for oil and gas
firmsto respond to stakeholders. Natural resource-seeking firms are forced to deal with
the local issues in an acceptable manner or face legitimacy questions of their own
(Wheeler et a., 2002). In other words, in order to have alicense to operate, firms must
operate with high environmental and social standards, and respond accordingly to varying

local pressures (Bansal, 2005).

H4: When compared to manufacturing firmsit is more critical, on average, for oil and gas

firmsto respond to local stakeholder needs.



Managing global and local environmental pressures in the oil and gas industry
Multinationals have been criticized for assuming their entire organization can be treated
uniformly where a difference in global or local emphasis can be expected across foreign
subsidiaries (Nohria & Ghoshal, 1994). We argue that this differentiation is not only
valid across foreign subsidiaries but also within the same unit. Birkinshaw and Hood
(1998) identified that both internal and external factors influence the roles of the foreign
subsidiaries. Most foreign subsidiariesin the oil and gas industry will experience
significant pressures for local need when regulatory environments differ as well asthe
needs of local stakeholders and technical or geological challenges. The global industry
competition simultaneously pushes firms to transfer existing resources (e.g. technol ogy,
knowledge and internal processes) to create synergies and exploit existing resources
where possible. This differs from that previously discussed in literature in terms of the
transnational organization (Bartlett & Ghoshal, 1998) or differentiated multinational
(Nohria & Ghoshal, 1994) as previous studies have primarily emphasized potential
differencesin degrees of global integration or adapted to local needs across unitsin the

multinational rather than within the same foreign subsidiary.

H5: Oil and gas firms require a complex organizational structure that enables the firm to

manage the dual global and local pressures the firm faces.



Discussion and Conclusion

The dual environmental pressures facing multinationals in the oil and gas industry
exemplify how firms internationalizing with natural resource-seeking motives experience
strategic challenges that are not adequately captured in our current theoretical
frameworks. In order to expand our existing theoretical boundaries, context specific
research is proposed (Bamberger, 2008). In order to move beyond manufacturing firms
(Merchant & Gaur, 2008) to context specific research we suggest building on the
example of global and local environmental pressures. Current research has identified
local pressures such as those faced by Shell in the Canadian oil sands as well as global
pressures like climate change regulation. Shell must manage both local and global
challenges at afirm level aswell aswithin subsidiaries. Examining issues like this will
allow researchers to explore strategic challenges faced by natural resource-seeking firms
and highlight the different strategic challenges manufacturing and natural resource-
seeking firms face. We argue that the impact of external environments differ according to
the underlying internationalization motives. We have identified some of the expected
differences in terms of environmental issues facing firms that internationalize with a

natural resource-seeking motive.

We also suggest that research on subsidiaries look within the subsidiary. Research on
subsidiaries has focused on subsidiary roles and the differences across subsidiaries. We
believe that research should also look at the different pressures that exist within a

subsidiary. Our example of the dual pressures faced by oil and gas firms exemplifies how



one subsidiary or one area within a subsidiary could face both local and global pressures.

Insight into an issue like thisis lost when the subsidiary is examined as a whole.

Shell provides an excellent example of how a natural resource-seeking firm faces
different strategic challenges than a manufacturing firm. Shell has evolved over timeto
understand that working with local stakeholdersis a necessary part of doing business.
Today the organization still faces controversy. While considered an environmental |eader
amongst oil and gas firms, Shell continues to answer to environmental groups about how
it will balance global issues such as the continued demand for energy with local issues
like environmental degradation in Northern Alberta (Pembina, 2009). Context specific
research will uncover how natural resource-seeking firms manage these issues and

broaden our understanding of multinational corporations.
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