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Abstract 

Study Purpose

Given the current financial stagnation in America and Europe and the increasing priority given to growth 
markets, the aim of our thesis is to study the impact on business strategy for subsidiaries in multinational 
corporations. The following research question is studied: How do MNC subsidiaries adjust their internal 
strategy as a result of this recession?

Method

The study design is a multiple case study. The paper explores three companies, with a focus on their 
subsidiaries. The study makes use of a case study design due to a lack of prior research (and theorizing) on the 
subject.  

Main Findings

The study finds that all of the six internal market variables considered (i.e. issue selling, autonomy, initiative, 
integration, attention seeking, and internal competition) were affected by the recession and in most cases there 
was an attempt by subsidiary managers to strategically change them as a result. The level of all of the 
variables with the exception of initiative and autonomy increased in our case companies. All of the six 
variables were utilized by subsidiaries managers as recession combating strategies, with managers attempting 
to increase the usage of each of the six. The study further finds that both the classification of subsidiary 
market and the current classification according to the six internal variables are both related to the subsidiary 
strategic response to the recession. 

Implications

This study is of particular importance to multinational subsidiary managers, as it examines a lesser studied and 
under-considered strategic avenue (i.e. the internal strategic choices) with which to respond to the global 
recession. The study should be of particular interest to business scholars who have under their areas of 
investigation ‘international businesses’, ‘subsidiary strategy’ or the ‘link between business strategy and the 
recession’.  

Subsidiary managers should be aware that other subsidiaries are taking action regarding their internal 
environment (i.e. internal strategy and role in the MNC) during the recession/stagnation. Our study has shown 
that this can be of tremendous benefit, both in terms of business performance and increasing subsidiary 
importance and influence within the MNC. 

Originality/value

This study assesses actions taken by subsidiary managers in response to the current recession, which is 
significantly different from previous recessions. The study considers these actions with a focus on the 
strategic decisions uniquely available to subsidiary managers of MNC’s with specific regard to their internal
environment. The paper further puts forward a sophisticated model to describe subsidiaries based on the 
internal strategic options available to them.  

Keywords

Recession, Subsidiary strategy, Subsidiary classification, Subsidiary recession response 
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1 Introduction 

This thesis deals with the contemporary topic of multinational corporations (MNCs) and their subsidiaries 
operating under conditions of extreme stress and volatility. The current recession has had significant impact 
on MNCs, who choose (or are forced), to reduce investment, cut costs, and focus their resources in areas of 
the world where they will receive the highest returns and growth going forward (Filippov & Kalotay, 2010; 
Heinz & Tomenedal, 2012; Toporowski, 2009).  

The effect on multinational subsidiaries is felt particularly severely when they are located outside of the 
MNC’s priority markets (Toporowski, 2009; Filippov & Kalotay, 2010; Birkinshaw, 2010; Heinz & 
Tomenedal, 2012). These priority markets have traditionally been the large western markets (America, 
Europe) and more recently the BRIC nations (Brazil, Russia, India, and China) (Vikas, 2011; Heinz & 
Tomenedal, 2012). Subsidiaries located outside of large developed nations, or the high growth high 
populations emerging nations face an incredible challenge given the financial recession of 2008. The 
subsidiaries have experienced a significant contraction of their local markets and this alone is one of the 
toughest challenges a management team will ever face. For some of these subsidiaries they are faced with a 
second significant challenge caused by the recession, this time with regard to the internal environment of the 
MNC itself. The recession has resulted in the MNC management team devoting resources to the large 
developed markets and even more so the high growth high population emerging markets. Subsidiaries located 
outside of these markets are being starved of resources, at a time where they need resources more than ever 
before. This thesis focuses on the internal challenges and strategies of these subsidiaries, assesses strategies 
they can implement to improve their performance and survival chances during the recession; specifically with 
regard to their internal market. 

The internal strategic choices analyzed in this study consist of the strategic choices faced by the subsidiary 
management team in terms of the level of initiative, autonomy, and integration that can be attained through 
proactive action by the subsidiary. The internal choices also include the level of attention sought, the level of 
issue selling engaged in and the level of internal competition undertaken by the subsidiary. This study assesses 
the subsidiary management response to the recession in terms of these 6 key internal variables. 

Subsidiaries of multinational corporations are defined in this paper to be company units located in countries 
other than head office. They operate with their own management team but are still controlled legally and to 
some extent strategically and operationally by the MNC. Birkinshaw (2007) defines a subsidiaries as an 
“operational unit controlled by the MNC and situated outside the home country”. The subsidiary can be fully 
owned by the MNC (but not necessarily).  

The topic is highly significant at present given the current business environment where the developed nations 
of the world are in the midst of the worst recession since the great depression (Grossberg, 2009). The topic is 
important for managers of subsidiaries in that it sheds light on a topic that is still very much in the dark. The 
paper discusses strategies that managers can undertake during this recession to improve their position internal
to the MNC. The paper is furthermore interesting for MNC head office managers, who can learn what 
techniques their subsidiaries may be adopting.  

Academic scholars can benefit from knowledge in this subject, mostly due to the lack of previous attention 
given to the link between strategy and recession (Latham & Braun, 2011) and even less attention given to the 
concept of internal strategy and its relation to the recession. Authors have highlighted the void in academic 
literature relating to recessions in general and MNC business strategy (e.g. Latham & Braun, 2011; Pearce & 
Michael, 2006). Scott & Gibbons (2009) call for research regarding strategies CEO’s can use to compete for 
investment and ensure survival. In their paper they briefly touch on some of the strategies that subsidiaries can 
employ internal to the MNC (although they don’t specifically study strategy from an internal perspective). 
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As explained above, we are indeed in the midst of the second great contraction; referred to as the “great 
recession” in some circles. There are few multinational corporations who are not feeling the effects of the 
current recession, and likewise few multinational subsidiaries who are not feeling the dual effects of retracting 
local markets, along with the reactions from their parent company.  

A recession is a period in which there is a general slowdown in economic activity. Julias Shiskin (1974) is 
widely regarded to have given rise to the idea that a recession could be identified or defined as decline in GDP 
for two or more consecutive quarters. A recession is usually marked by a decrease in asset prices and market 
sizes (e.g. Housing and stock markets), decreasing levels of employment and private sector deleveraging. 
Recessions occur cyclically with some authors estimating that one occurs roughly every five years (Latham & 
Braun, 2011). Recessions represent one of the most serious and threatening situations the organization and its 
management team can face. Latham & Braun (2011) explain that “the sudden, unexpected, and 
overwhelmingly detrimental nature of economic recessions precludes managers from adequately preparing, 
partially explaining the detrimental nature of recessions.”

The multinational corporation (MNC), that by definition has subsidiaries in multiple nations, is strongly 
affected by the recession. Multinationals however have at their disposal unique strategic response options 
available to them during the recession; one that domestic companies do not. MNC’s can take their resources 
and concentrate them into their subsidiaries located in high population high growth (HGHP) markets, often 
referred to as BRIC, but actually encompassing perhaps 7 or 8 emerging economies (e.g. including Turkey, 
Indonesia etc.). This recession has affected the developed world markets (i.e. US and EUROPE) the most, and 
there is a clear shift in strategy within the MNC to favor the HGHP/BRIC markets. 

Economists believe that the largest emerging economies like Brazil, Russia, India and China (BRIC) will lead 
the way out of this recession. These countries have millions of domestic consumers to depend on and most of 
these economies less involvement in the global credit crisis. These economies further have capacity to 
increase levels of total debt as most operate at total debt to GDP ratios of less than 170% (developed nations 
operate at levels between 300 and 500%).  It should be noted that it is not only BRIC economies that are 
regarded as the key emerging markets. The term MIT (Mexico, Indonesia, and Turkey) has also been utilized 
and these economies are increasing their presence on the MNC business radar. 

 “An average of more than 500,000 businesses failed in the United States during each of the 10 recessions that 
have occurred since the end of World War II.” (Pearce and Michael, 2006). Pearce and Michael (2006) note 
that no “threat from the business environment plagues profitable businesses as does an economic recession.”
Latham & Braun (2011) state that “most managers are bound to face economic downturns several times 
during the course of their careers, making coping with recession a critical part of the suite of managerial 
skills” Recessions are difficult to navigate given that they tend to occur without warning, have different 
triggers (and therefore characteristics) and do not have a clear time line where one can predict a conclusion 
(Latham & Braun, 2011). Latham and Braun continue “Despite the episodic pervasiveness of recessions and 
their destructive impact on firms, a void exists in the management literature examining the intersection 
between recessions, strategy, and performance”.  

There has been some academic study regarding managerial action during a recession. Braun and Latham, in a 
comprehensive literature review published in 2011, highlight that strategies to avoid failure or survive a 
recession have been examined (e.g. Pearce & Michael, 2006) and performance during a recession has been 
assessed (e.g. Braun and Latham, 2009; Latham & Braun, 2008). Latham & Braun, (2011) note that the 
relationship between strategic response and initial conditions has been studied.  Latham & Braun in their 
extensive literature review do not highlight even a solitary case where the relationship between the recession 
and the internal strategy response of the subsidiary is the main focus.   
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For every MNC throughout the world who is adapting its strategy, one finds many attached subsidiaries that 
need to adjust their strategy. Subsidiary strategy has been studied by Birkinshaw (1997, 1999), Ghoshal & 
Bartlett (1990) Verbeke et al (2007), and O’Donnell (2000). We take the concept of subsidiary based strategy 
further, looking specifically at the subsidiary internal strategy and actions within the MNC due to the 
recession.  

Scholars have long called for deeper investigation into the actions business managers can take to prepare and 
respond to recessions. Pearce and Michael noted in 2006 that the “scholar and practitioner understanding of 
how to prepare for and respond to the challenges of an economic downturn remains extremely limited.” Scott 
& Gibbons (2009) add that “there is little research-based practical guidance as to the strategies and tactics 
that CEOs can adopt to ensure their subsidiary’s survival and to compete for further investment.”  

We agree there is a gap in the literature in this regard, and even more specifically relating to what strategies 
internal to the MNC can be modified to respond successfully to the recession. Latham & Braun (2011) echo 
this call saying that “comparatively little research has addressed how managers can successfully navigate 
these treacherous events”. Latham & Braun (2011) further emphasize this gap saying “Yet, in the past 20 
years, only a small number of scholarly articles have been published in which recessions take the central 
seat in the investigation. Certainly, management scholars can provide a more thorough examination of this 
unique yet ever-present phenomenon in hopes of providing managers with the necessary prescriptions” While 
Latham & Braun call for research regarding the recession on the business strategies of multinational 
enterprises, we go a step further by focusing on the subsidiaries.  

1.1 Research question 
This study addresses this noted gap in the literature, focusing on the strategies and tactics subsidiaries engage 
in to ensure the subsidiaries survival and performance during the current recession, with specific emphasis on 
tactics relating to the subsidiaries actions internal to the MNC entity. For the subsidiaries there is the need to 
gain resources, support, focus, attention, investment etc. from headquarters as they compete internally for 
scarce resources while at the same time responding appropriately to the changing business environment. With 
this in mind we offer the following research question.  

How do MNC subsidiaries adjust their internal strategy as a result of this recession? 

1.2 Research objective 
The aim of our thesis is to study the impact on business strategy for subsidiaries of MNCs given the current 
financial stagnation in America and Europe and the increasing priority given to growth markets.  

The recent financial crisis and ongoing stagnation in European and American markets has magnified the 
contemporary business situation whereby multinational corporations are increasingly giving priority to the so 
called BRIC (Brazil, Russia, India and China) and other high growth high population (HGHP) markets and 
economies. This creates significant challenges with regards to business strategy in multinational subsidiaries 
located outside of these markets. As a part of our study we will look at how the location and classification of 
the subsidiaries is related to their internal market response. This paper will shed light on a research area that 
has not previously been studied, and will create a base that further research can build on in this area in the 
future.  
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The research objectives of the thesis are to describe, explore and explain: 

- how subsidiaries respond strategically in terms of internal strategy, specifically with regard to the 
subsidiaries located in lower and medium priority markets of the MNC 

- how the various subsidiary categorizations outlined in this paper influences the above relationship 

1.3 Thesis’ Structure 
The study is structured as follows. Section 2 consists of the literature review and development of a theoretical 
framework. Section 3 details our study methodology. Section 4 displays our empirical findings and section 5 
displays our analysis. Section 6 contains the study conclusion as well as the implications for theory and 
practice. 
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2 Literature Review 

2.1 Literature Review Method 
The literature review method used for this paper is summarized below: 

− Search electronic databases and journals using keywords 
− Search selected journals via contents pages, scan titles and abstracts 
− Use articles to find key/well recognized authors and papers 

The articles chosen for the most part indirectly speak to the research question. This means they either form 
part of the background, explain a concept, or are a building block of one of the propositions. This method is 
necessary due to the lack of literature speaking to the topic of the relationship between an organizations 
internal strategic response and a/the recession (Latham & Braun, 2011). 

2.2 Literature Review Structure 
The structure of the literature review can be seen in the figure below: 

Figure 2-1 Literature Review Structure 

2.3 The Recession of 2008 
This chapter describes the recession and focus on the particulars that distinguish this recession from other 
recessions, how it has affected different parts of the world and the specific implications that it has for business 
strategy.  

2.3.1 Particulars of this recession 

This recession is different. Some economists say it’s the second great depression, and will be long and deep, 
and is only in its early stages (Grossberg, 2009). Enderwick (2009) says this recession is “the most 
challenging that the world economy has faced in more than seven decades”. Floyd (2011) however believes 
that a double dip recession is unlikely in Western countries given the low interest rates and currency 
depreciation driven exports. Despite Floyd’s optimistic view we take note that occurrences such as country 
defaults (or haircuts), close to zero interest rates for nearly half a decade, sweeping bank, industry and country  
bailouts and stock market panic the like of which have not been seen since the great depression indicate the 
distinctiveness of the 2008 financial recession.  

Many economists and business authors have predicted grave outcomes and disaster scenarios for the US and 
European markets.  Grossberg (2009) cites price destruction and stagflation as two “megatrends” that could at 
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any moment dominate Western economies. We take the view that although the likelihood of a severe double 
dip recession is not necessarily a foregone conclusion; the probability of a long period of first world business 
stagnation is high. 

2.3.1.1 Debt levels

The distinction between this recession and others is not clear cut but a key criterion is the current level of 
private and public debt (as a percentage of GDP) in the developed world. Past recessions could be “fixed” 
through public spending and encouraging the private sector (businesses, banks and households) to increase 
debt levels (leverage). However within the current environment the public sector in most of the developed 
world is already at or past its “safe” debt levels. Safe debt levels for governments are a theoretical and 
subjective figure. It is generally regarded as the point or level where markets regard the long term government 
debt as relatively riskless, or with very low levels of risk. The private sector is regarded as being currently at a 
level where it cannot or is not willing to increase its debt burden (identifiable in non-public debt to GDP 
ratios; and partially in total debt to GDP levels which are between 300 and 500% in much of the developed 
world) any further. 

The developed world, both in terms of the private and public sector, is heavily overburdened with debt, 
creating a situation where only ‘real’ economic growth (i.e. non-credit based) can bring these economies out 
of recession. This type of growth is the hardest type to achieve, and often requires vast and sweeping 
economic, labor and fiscal reforms. Further, the wage rates and labor rules, while helpful with regard to 
quality of life and social fairness in the developed world, have made these countries relatively uncompetitive 
with the lower cost emerging nations, losing both jobs and capital to these markets. This ‘double whammy’ of 
relatively un-competitiveness and debt over-beardedness has created a very challenging situation for 
developed economies trying to grow their way out of the recession.  Given this situation MNC’s are pushing 
investment and attention towards the high population fast growing emerging markets (Scott & Gibbons, 2009; 
Filippov & Kalotay, 2010). 

2.3.1.2 Geographical spread

The following map shows the world in 2012 with regards to its recession status. 

Figure 2-2 World map of recession spread  

Source: Global Recession from DismalScientist.com, Moody’s Analytics, Inc., and/or its licensors and affiliates 
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2.3.1.3 Foreign Direct Investment

Filippov & Kalotay (2010) note that the response of the MNC subsidiary depends on the type of subsidiary 
and industry of each subsidiary. The authors examine FDI flow and subsidiary operation. While Filippov & 
Kalotay (2010) focus mainly on the impact of the type of subsidiary and industry, this study focuses further on 
the strategies and tactics employed by the subsidiary.  

While Filippov & Kalotay (2010) focus specifically on new EU member countries, we focus our attention on 
non-priority MNC markets (i.e. neither large developed nor large emerging). The following graph from 
UNCTAD shows FDI for different types of economies. 

Figure 2-3 Historical FDI inflow (billions of dollars)  

Source: UNCTAD  

It is evident from the figure above that the financial crisis has hit the developed markets the hardest, Filippov 
& Kalotay (2010) state “At the “epicentre” of the crisis, developed countries suffered from a fall of FDI by 
one-third in 2008. Developing economies started to feel the impact later and might remain less affected, 
although far from being immune of the crisis.” Floyd (2011) cautions however that the emerging world 
should not be viewed as a panacea for FDI in this crisis, as inflationary pressures and geopolitical concerns 
will reduce the interest level in emerging markets over the medium to long term. His voice however is among 
the minority. We take the view that it is likely that the developing world will be the most lucrative markets for 
the MNC to focus their attention and resources in during the following two decades, and we view that MNCs 
are very likely to do just that.                

2.3.2 Recessions and the effect on MNC’s 

Recessions in general have significant implications for all areas of business strategy. Investment in all areas 
shrinks, the organization seeks efficiency, plans are put on hold, attempts to increase market share usually 
diminish, and the organization strives to become lean and mean. When investment occurs it is given to priority 
areas, and some areas receive little or no investment or cash flow. Multinationals will tend to focus their 
resources in the most lucrative markets, where they perceive high profits or growth. These will generally be in 
large and/or high growth economies (countries). MNC’s are likely to try to take profits from less fast growing 
markets and use this to finance operations in high growth markets. The rationing effect of relatively low levels 
of available capital means the MNC is likely to reduce or even suspend investment in markets that are 
considered to be not high priority. The effect of this means a highly competitive environment for scraps of 
capital (and all resources) for subsidiaries located outside of these high growth markets.  
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During a financial crisis, MNC’s implement strategies that tighten the control of their subsidiaries. This has 
been given some attention in the literature and Schaaper et al (2011) assesses how and why MNC’s implement 
mechanisms to retain control over their subsidiaries before and after the financial crisis.  

Currently there is a strong focus on BRIC economies present in the MNC (Birkinshaw, Bouquet & Ambos 
(2006)). Four factors affecting the MNC that results in a high BRIC economy focus is explained below. The 
first factor is the financial crisis instigated in 2008.Four factors affecting the MNC that results in a high BRIC 
economy focus are explained below. The first factor is the financial crisis instigated in 2008. 

1st factor – 2008 financial crisis

This recession has been particularly deep and long, and has resulted in the normal effects of recessions on the 
MNC being significantly magnified. Furthermore, and even more significant, is that there has formed the 
general opinion that there may be a significant period of developed world stagnation, creating a simmering 
sense of panic within the MNC (Grossberg, 2009, Filippov & Kalotay, 2010). The MNC is likely to believe it 
needs to develop its business in the fast growing economies of the emerging world, and in particular BRIC 
nations. (Filippov & Kalotay, 2010, Heinz & Tomenedal, 2012; Toporowski, 2009). Toporowski (2009) 
explains that “For example, India and China remain to date (the end of October 2008) relatively unaffected by 
the crisis”.

2nd factor – rise of the BRIC economies

The current recession is further magnified by the current upswing in relative growth in the emerging 
economies (Vikas, 2011; Heinz & Tomenedal, 2011), who would have received higher priority and resources 
from MNC headquarters even if the recession had not occurred (Vikas, 2011). This is due to vastly superior 
growth rates in the emerging economies in relation to the developed world economies, and further the large 
size of some of these economies (Vikas, 2011; Heinz & Tomenedal, 2012). Vikas (2011) states that Goldman 
Sach’s in 2003 “forecasted that the BRIC economies together could become larger than those of the world’s 
six most developed countries in less than 40 years.” Managers of the MNC have thus had their eyes on the 
BRIC markets for many years before the financial crisis began. Heinz & Tomenedal (2011) state “the majority 
of the DAX companies examined focused their strategic investment priorities on emerging markets”

3rd factor – pull of low cost economies

These two factors (the 2008 financial crisis, and the rise of BRIC economies) are then added on to a problem 
that developed country MNC subsidiaries have faced for decades, the pull of low cost economies where 
MNC’s can achieve cost advantages in all activities that can be offshored (Scott & Gibbons, 2011; Scott & 
Gibbons, 2009).  

4th factor – lowered cost (and increasing sophistication) of ICT systems

A fourth factor affecting MNC’s and their subsidiaries in the current environment is the sophistication and 
lowering cost of ICT systems, re-enabling MNC’s to run subsidiaries as cogs in the MNC wheel, lessening the 
power and autonomy and therefore influence (and ability to demand attention or resources) of subsidiaries 
(Yamin & Sinkovics, 2007; Scott & Gibbons, 2011). The lower costs mean that the MNC is more willing to 
have large subsidiaries in countries geographically and culturally distant to the MNC head offices.  

The net result of these four factors means that BRIC economies receive very high levels of focus, attention, 
resources and favor within the MNC. The modern MNC can be thought of as a Robin Hood type character, 
taking from the developed nations (profit) to give to the large high growth developing nations (investment). 
This shift in global MNC strategy has significant implications for all subsidiaries that fall outside of these high 
priority markets. 
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Figure 2-4 Reason for high BRIC subsidiary focus 

2.4 Subsidiary Business Strategy 
Business strategy is a broad term, in this section we develop the specific sub concepts of strategy that are 
under assessment in our study. We will describe the difference between subsidiary strategy and MNC strategy 
and the explain linkages between them. We will also define the terms internal and external markets and 
strategy for the subsidiary which will be a key element of the thesis exploration. 

2.4.1 MNC strategy versus subsidiary strategy 

The MNC strategy and the subsidiary strategy are unquestionably overlapping, intertwined and interrelated. 
The MNC strategy is however adopted, adjusted, refined, enforced and implemented in different ways in the 
different subsidiaries. MNC’s have an extra element attached to their business strategy that non MNC do not, 
that is the subsidiary management strategies that are employed as part of (or in support of ) their general 
business strategy. Different MNC’s have different rules and strategy when it comes to managing their 
subsidiaries and the variations in which this can be executed is endless. Ghoshal & Nohria (1989), Bartlett and 
Ghoshal (1991) and Gupta & Govindarajan (1991, 2000) point out that MNC’s treatment and strategy toward 
subsidiaries is not homogenous within the MNC, rather each subsidiary can be treated according to its 
particular circumstance and characteristics. 

2.4.1.1 Difference in aim

The aim of the MNC strategy is to maximize return to the MNC shareholders. The strategy is created to meet 
this goal. The strategy of the MNC includes tactics to manage and align the subsidiaries to meet the overall 
goal of the MNC.  

The goal of the subsidiaries strategy is however not straightforward. Although they are expected to also have 
as their main goal the maximization of the financial return to the MNC shareholders, they also take into 
account the needs of the subsidiary itself. For example if a subsidiary is not making significant returns, it may 
be best for the MNC to close down the subsidiary. The subsidiary however will very likely reject this notion 
and will implement a turnaround strategy to recover and grow. The subsidiaries can almost be thought of as 
separate companies that serve their own interests (and the interests of their management teams).  

2.4.1.2 Subsidiary in the organization

Ghoshal & Nohria (1986) note that a MNC is considered a differentiated network of HQ-subsidiary relations. 
They predict subsidiary success based on the fit between the subsidiary type and various management 
processes (centralization, formalization and socialization). Goshal & Nohria (1986) explain that “From the 
perspective of organizational theory, this suggests that each subsidiary may be treated as an organization 
itself, and the MNC as a network of differentiated interorganizational linkages between geographically and 
goal dispersed organizations that nonetheless are bound by a formalized base of interaction (Herbert, 1984).”

The MNC had been viewed as a monolithic and homogenous structure in academic business literature prior to 
the mid 80’s (mostly), and the ‘differentiated network’ view of the MNC was a step forward in viewing 
the MNC as more than a top down controlled machine, rather a sea of actors all working towards their 
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own ends, bargaining and playing games of power to achieve personal, subsidiary or other desires (taken 
further in network theory).  

Verbeke (2007) explains that;  

“In the past, these large MNEs were viewed as centralized, hierarchically run organizations with little, 
if any, strategic decision-making capability present, or entrepreneurship permitted, at the subsidiary 
level”, Verbeke continues that the “MNE is now increasingly considered a differentiated network 
(Rugman & Verbeke, 2003). In a differentiated network, a number of older established subsidiaries 
typically go beyond the status of knowledge recipients toward becoming the source of new knowledge 
creation.” Verbeke (2007) continue “it is not uncommon for established subsidiaries of MNEs that are 
embedded in a local environment favoring entrepreneurial behavior to have substantial latitude in 
making strategic decisions (Nohria & Ghoshal, 1994; Rugman & Verbeke, 2003).”  

Ghoshal and Bartlett (1991) conceptualize the MNC as a network, rather than a hierarchy driven monotheistic 
structure. Ghoshal & Bartlett (1990) explain “A multinational corporation consists of a group of 
geographically dispersed and goal-disparate organizations that include its headquarters and the different 
national subsidiaries”. Confusion however exists in practitioners and researchers as to whether this 
conceptualization is representative of a new reality in the modern structure of the MNC, or rather if it was 
simply a new way to look at the MNC to better understand it.  

2.4.1.3 Subsidiaries and their own strategy

Dörrenbächer & Gammelgaard (2011) help us to further understand how subsidiaries can have strategies of 
their own, despite being under the official control of headquarters. They identify four types of subsidiary 
power, and make particular note of micro political bargaining power. They explain that since headquarters 
have virtually unlimited formal power, subsidiaries need to constantly apply micro political bargaining power, 
the effectiveness of which is contingent on information retrieval from headquarters and the leveraging of such 
information in issue selling or conflict handling processes. Dörrenbächer & Geppert (2009) implicitly agree 
with this by noting that subsidiary initiative taking is a highly politicized process.   

Birkinshaw (1996) notes the importance of subsidiary independent strategy saying “We adopt a subsidiary 
perspective because of a growing recognition that such units are not merely subordinate elements of their 
parent MNCs. Rather, some at least have the potential for independent and entrepreneurial behavior.” Zahra 
(2001) adds to this notion, stating “The role of subsidiaries within MNC networks has undergone significant 
changes in the recent past (Bartlett & Ghoshal, 2000; Roth & Morrison, 1992). These changes have increased 
pressures on subsidiaries to become more entrepreneurial.” O’Donnell (2000) ponders whether multinational 
subsidiaries are agents of headquarters’, or an independent network. O’Donnell looks at the MNC and its 
subsidiaries through agency theory as well as a model based on intra-firm dependence (i.e. social control 
related theory) and find that the intra-firm dependency theory has greater predictive ability. The conclusion 
can be indirectly drawn from this study that subsidiaries have a significant ability to implement independent 
strategies. 

The ability of the subsidiary to accurately communicate their situation and the measures that needs to be taken 
to survive in the market is key to the subsidiaries survival. Subsidiary strategy is a complex and somewhat 
difficult to define concept. The concept is developed, discussed and sub-components highlighted in the 
following sections. The ability of a subsidiary to internally develop its own strategy and dramatically alter its 
role and significance in an MNC has been extensively noted in academic literature. Birkinshaw (1995) notes 
that that a Black and Dekker subsidiary in Canada developed itself a world product mandate though its own 
initiative.  Birkinshaw (1997) notes firstly that the conceptualization of the MNC was expanded in the mid to 
late 80’s to a more hierarchical organization of semi-autonomous entities, and within this general school of 

”
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thinking emerged the perspective where subsidiary roles where not necessarily assigned by headquarters, but 
rather a high degree of strategic choice existed at the subsidiary level.  

Scott & Gibbons (2009) note that subsidiaries employ strategies to increase their value to the parent 
company. They noted that subsidiary managers seize the initiative (striving for autonomy), build information 
networks, create a climate for entrepreneurship (initiative), and developing subsidiary strategic development 
processes. Scott & Gibbons (2009) note that these strategic adaption techniques apply to both the external 
environment as well as within the MNC, which is ultimately where our interest in this study lies.  

Birkinshaw (2005) notes with regard to subsidiary managers interaction to their environment “As a final 
observation, the competitive environment creates the arena in which the subsidiary competes, but it is up to 
the subsidiary’s managers to engage with this environment; by acting entrepreneurially, and sometimes 
unilaterally (i.e. without formal agreement from MNC headquarters), to shape it in a way that allows the 
subsidiary to be a success.” Birkinshaw continues that “in all cases there are things subsidiary managers 
may be able to do to improve their competitive position: they can position themselves within their internal 
environment by becoming more efficient or by seeking to manufacture a unique product; and they can position 
themselves within their external environment through the classic strategic positions of low cost, differentiation 
or focus (Porter, 1980).” This ability of internal managers to improve their position within the internal 
environment is an underlying theme within this paper. 

Zahra et al (2001) states that “some MNCs have expanded the definition of their subsidiaries’ missions while 
giving them greater freedom to pursue their goals. This expanded role can increase subsidiaries’ 
innovativeness, willingness to take risks, and ability to engage in entrepreneurial activities.” Zahra et al 
(2001) notes that “As noted previously, the role subsidiaries play in today’s MNCs has undergone significant 
changes in recent years, from passive compliance with the HQs' directives to developing and implementing 
those strategic initiatives deemed important by local managers (Bartlett & Ghoshal, 2000).” It is evident then 
that Zahra et al believes that the role that subsidiaries play within the MNC has changed over time. Zahra et al 
(2001) view focuses on the actual changing role of the MNC rather than a changing perspective in business 
literature. Young and Tavares (2009) comment on the conceptualization and change in nature of the MNC 
towards a network based organization and state “The essence of the argument is that MNE structures are 
evolving towards network-based systems (Forsgren & Johanson, 1992; Hedlund & Ridderstråle, 1995), which 
may generate new knowledge, ideas and opportunities and thereby benefit the entire corporation” (Bartlett & 
Ghoshal, 1989; McEvily & Zaheer, 1999)”.

The literature in the section above highlights that subsidiaries, to some extent at least, have their own strategy 
independent of headquarters. The link between MNC strategy and the different components of subsidiary 
strategy can be seen in the figure below: 
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Figure 2-5 Subsidiary business strategy components 

2.4.2 Components of subsidiary business strategy 

Subsidiary business strategy can be divided into “external” and “internal” strategy. Birkinshaw (2005) 
explains “By adapting the standard arguments of competitive strategy (Porter, 1980, 1990), we argue that the 
MNC subsidiary faces two distinct competitive arenas that the subsidiary must respond to—the external 
competitive arena consisting primarily of customers, suppliers and competitors in the local marketplace, and 
the internal competitive arena consisting of the various customers, suppliers and competing entities that are 
part of the same MNC.” 

2.4.2.1 Internal and external market

Within the MNC subsidiaries need to “compete” with other subsidiaries for the attention and resources. This 
internal competition is very rarely acknowledged or discussed within the MNC. It is however very much a 
known but ‘invisible’ reality. The subsidiaries are said to compete for capital, investment, attention, resources 
and other scarce or valuable items.  

This platform for competition within the MNC is labeled as internal market in this thesis and will be used 
further in the discussion. Capital competition and capital allocation has been studied in academic literature. 
Bardolet, Fox, & Lovallo (2011) study from a behavioral perspective the tendency to even allocation of 
capital over all divisions, in a naïve diversification based approach.  

With regard to the internal market Birkinshaw (2005) states “The subsidiary’s internal environment consists 
primarily of three sets of actors— internal customers for the subsidiary’s products or services, internal 
suppliers of various components and services, and internal competitors.” Birkinshaw continues “there are 
suggestions that subsidiary managers are acutely aware of the dynamics of their internal environment—
worrying about new investment going to alternative locations, and actively seek out ways of enhancing their 
competitiveness vis-a`-vis competing sister subsidiaries.” 

With regard to the external market Birkinshaw (2005) states “The subsidiary’s external environment consists 
essentially of three sets of actors—local customers for its products and services, local suppliers of 
components and services, and local competitors (both indigenous companies and other MNC subsidiaries) 
(Ghoshal & Bartlett, 1990).” Birkinshaw (2005) provides the following diagram to describe various 
combinations of competitiveness in the internal and external environments.  
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Table 2-1 Competitiveness in the internal and external environment 

High 
3. Externally focused competitive 

environment 4. Dual focus competitive environment 

Competitiveness of 
external arena 

1. Benign environment 2. Internally focused competitive 
environment 

Low 

Low Competitiveness of internal arena High 

Source: Internal and external competitive arenas Birkinshaw (2005) 

Birkinshaw’s matrix highlights that there is competition in both the internal and external environments. Often 
internal market competition related to attempts to alter the subsidiaries role or weight within the MNC 
(Bouquet & Birkinshaw et al, 2008) Verbeke et al (2007) explains that “Birkinshaw (1997) has distinguished 
between the concepts of subsidiary role—the prescribed contributions a subsidiary is expected to make to the 
MNE—and subsidiary initiatives—the independent strategic decisions of a subsidiary to expand or otherwise 
alter its role. Birkinshaw (1997, p. 207) views an initiative as “essentially an entrepreneurial process, 
beginning with the identification of an opportunity and culminating in the commitment of resources to that 
opportunity.” 

The subsidiary role and subsidiary internal strategic choice are regarded as highly interrelated in this paper. 
Subsidiary internal strategy refers to in this study the variables that are unique to MNC subsidiaries as 
opposed to variables that can also be present in standalone (i.e. indigenous) businesses. External strategy 
refers to the much acknowledged and discussed strategic choices of issues such as sales price, marketing 
strategy and other similar decisions. Internal strategy in this paper refers to subsidiary choices or assigned 
roles (we argue a combination of both) of variables unique to MNC subsidiaries, such as level of autonomy, 
initiative, integration etc.  

The distinction between subsidiary assigned role (and the variables that go along with that role) and the 
internal strategic choices is to some extend blurred, and often depends on the assumptions regarding the 
ability of the subsidiary to engage in independent action. O’Donnell (2000) notes that “foreign subsidiaries of 
MNCs can be assigned different strategic roles in the implementation of the firm’s overall international 
strategy (Ghoshal and Nohria, 1989; Gupta and Govindarajan, 1991).” We argue the subsidiary can make 
internal strategic choices, and by doing so redefine its role, perhaps not officially in the short term, but 
probably in effective terms. 

2.4.2.2 Six variables – subsidiary strategy

We put forward six variables that could be considered the building blocks of subsidiary strategy (and also 
some of the key descriptors of subsidiary role) within the MNC. They are: 

1. Level of initiative taking 
2. Level of integration 
3. Level of autonomy
4. Level of participation in internal resource competition
5. Level of attention seeking behavior 
6. Level of engagement in issue selling
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2.4.2.3 Initiative taking

Birkinshaw (1997) defines subsidiary initiative as “as a discrete, proactive undertaking that advances a new 
way for the corporation to use or expand its resources.” Birkinshaw (1997) adds that in his definition the 
entrepreneurial thrust needs to come from the subsidiaries, and the entrepreneurial actions must lead to 
international responsibilities for the subsidiaries. However for this study the requirement for international 
responsibilities does not hold. Initiatives can be focused on the external market, both local and global, or 
alternatively on the internal market (Birkinshaw, 1998). These internal market initiatives as conceptualized by 
Birkinshaw should not be confused with our concept of internal strategy; nor with the concept of choosing to 
compete in the market for internal resources. The competition for concrete internal business is a sub 
component of internal resource competition).  

Birkinshaw (1998) discusses a very specific type of subsidiary initiative, which could be conceptualized as the 
ultimate in internal resources competition, where a subsidiary attempts to “make the existing set of 
relationships within the multinational corporation work more efficiently. They are directed towards building 
new relationships, challenging existing ones, and identifying un-met opportunities, all within the confines of 
the existing network”. Subsidiaries engaging in this type of initiative directly attempt to take internal business 
(i.e. not simply finance or other resources) away from sister subsidiaries, directly competing with them as if 
they were external competitors. Birkinshaw differentiates this from external initiative which he explains are 
“Externally-oriented initiatives” that “seek to identify new customer needs, develop new suppliers or forge 
new alliance relationships”. 

Birkinshaw (1997) explains that the multinational subsidiary sits on the interface of three markets, the local 
market (host country suppliers, competitors, customers etc.), the global market (global suppliers, competitors, 
customers etc) and the internal market comprised of head office operations and all corporate controlled 
affiliated worldwide. This terminology or conceptualization of the internal market is not the precisely same 
concept as the internal market in which subsidiaries compete as defined in this study. The two concepts 
overlap considerably, but we refer to mainly the market for finance, attention and other resources, not 
necessarily to directly competing for “jobs” (i.e. taking the responsibility for producing products and services 
consumed within the MNC). This internal business is however one of the many resources that could be 
competed for under our definition. Our definition is considerably broader. 

Perhaps a better or more general term to use instead of internal market is ‘internal resource competition’, of 
which the internal market, as identified by Birkinshaw (1997) as a place where subsidiary initiatives can 
occur, is one of many sub concepts. The internal business market (Birkinshaw, 1997) is merely one of many 
resources housed inside the MNC that that subsidiaries compete for. In this study in instances where the 
subsidiary chooses to change the level of initiative for example, whether it is internal, external, global or local 
it is regarded as a change in the “internal” strategy of the company.  

2.4.2.4 Integration

Integration in the MNC is a complex topic, often containing assumptions that are not necessarily true. 
Integration can refer to a number of concepts, and is not universally defined in the literature. Integration can 
refer to concepts such as level of social or professional connections between subsidiary management and HQ 
management, level of cultural or norm alignment between subsidiary and parent, official subsidiary role, 
actual subsidiary role, subsidiary strategy alignment with HQ strategy, level of communication, type of 
communication, level of autonomy, level of initiative, level of policy or process alignment, command and 
control mechanism, level of management discretion at subsidiary, level of financial control from HQ etc. One 
could also argue that (we feel correctly) that concepts such as official subsidiary role (e.g. implementer), 
subsidiary strategic alignment, level of autonomy, and level of initiative are not determinants nor sub 
components of subsidiary integration, rather independent variables. 
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Often integration is assumed to go hand in hand with monitoring from head office and strategic alignment, 
and is assumed to be inversely related to levels of initiative and levels of autonomy. Although level of 
integration is sometimes associated with lower levels of autonomy and initiative, it can also be associated with 
higher levels of initiative or autonomy, or even be regarded as independent from them. Birkinshaw (2005) 
provides the following argument outlining an inverse relationship between subsidiary integration into the 
MNC and autonomy “The argument is as follows. The more tightly integrated the subsidiary becomes in the 
corporate system, the more decisions of a truly strategic nature are taken out of the subsidiary’s hands and 
held at a corporate level. In such a situation, the subsidiary loses the opportunity or the capacity to think 
strategically and entrepreneurially—it has no influence, for example, over which customers to target, or over 
what sort of product to develop.”  We don’t believe that Birkinshaw necessarily believes these arguments, but 
was pointing out possible arguments that could be true.  

Integration (in terms of global cog in the wheel type integration) is unlikely to allow for autonomous 
initiative. Integration on the other hand where a subsidiary has high strategic and cultural alignment with head 
office and has country, region and global responsibility including all value chain activities are likely to be able 
to be able to coexist with autonomy. Young & Tavares (2004) discuss the negative relationship between 
integration and autonomy “Of particular importance was Hedlund’s (1981) study of the subsidiaries of 
Swedish MNEs, which showed that lower autonomy was related to high intra-network goods’ transfers, thus 
providing early evidence of the link between integration and centralization.” One could argue that the 
relationship instead showed that higher levels of intergoods transfer were not a sign of centralization, but 
rather that the subsidiaries that learned to integrate had a higher change of winning internal businesses. As 
opposed to lacking in autonomy or initiative, these subsidiaries may have instead engaged in internal initiative 
and used integration as a tool to improve their chances. 

Young and Tavares (2004) state:  

“In respect of corporate embeddedness (proxied by intra-group trade) and autonomy, a negative 
correlation has been strongly supported in the literature (Andersson & Forsgren, 1996; Birkinshaw & 
Morrison, 1995; Garnier, 1982; Harzing, 1999; Hedlund, 1981; Van den Bulcke & Halsberghe, 1984), 
with the partial exception of Gates and Egelhoff (1986), who corroborated this finding only in terms of 
financial centralization. These results support the association between global integration, high 
centralization and low corporate embeddedness. Goshal and Bartlett (1988) found that normative 
integration and intra- and inter-unit communication impacted positively upon the creation, adoption 
and diffusion of innovations by subsidiaries. However, the effects of slack resources and local 
autonomy were less clear cut. Local resources tended to facilitate creation and diffusion; for local 
autonomy there seemed to be a positive effect on innovation creation. The authors interpret these 
inconclusive findings for local resources and autonomy as being due to the mediating effect of the level 
of normative integration in the organization. This work was later extended by Birkinshaw, Hood, and 
Jonsson (1998) who found different and more complex relationships.”

Young & Tavares (2004) note that corporate embeddedness (proxy for integration) has been widely regarded 
as inversely related to autonomy. Young & Tavares (2004) state with regard to subsidiary development 
utilizing autonomy versus integration “In a related vein, Holm and Pedersen (2000: p. 17) distinguish the 
autonomous way from the integrative way to subsidiary development. The former comprises deepening 
relationships with external context-specific counterparts at the expense of further MNE integration; and the 
latter takes the form of expanding internal relationships and becoming involved in corporate learning and 
decision-making.” Young & Tavares (2004) note a particular sub component of subsidiary integration as 
shared values saying “shared values between HQ and subsidiary management” 

”
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or talking about the subsidiary to external stakeholders. They cite Bouquet and Birkinshaw 2008 who define 
headquarters based attention as “the extent to which the parent company recognizes and gives credit to the 
subsidiary for its contribution to the MNC as a whole.’’ . They contrast the mechanisms of monitoring, 
namely formal control mechanisms and the allocation of budgets or resources, with what they describe as the 
more subtle and cognitive factors in the subsidiary-headquarters relationship where headquarters is looking to 
identify and develop new idea (they cite chandler, 1991, Rugman & Verbeke, 2001). They explain that where 
the subsidiaries initiative are viewed as being not well aligned to the MNC’s overall goals, monitoring is 
likely to ensue, however when this suspicion does not exist, attention is likely to follow.  

We believe integration would then significantly influence the amount of monitoring or attention that 
headquarters dish out to specific subsidiaries. Integration is likely to assist subsidiary managers in convincing 
headquarters that their projects are aligned, will make it easier for subsidiary managers to find and develop 
projects that are aligned, and there is an pressure elements that pushes subsidiaries to develop projects that are 
aligned, thus increasing attention and decreasing monitoring (i.e. integration increases attention and decreases 
monitoring). Under some circumstances the counter argument can also apply, for example where subsidiary 
projects are blatantly counter to MNC strategy higher levels of integration could jeopardize these project thus 
have a harmful effect on subsidiary performance during the recession (in cases where survival based projects 
are denied). The counter argument can be countered yet again by noting that higher levels of integration may 
lead to closure social and professional relationships which may lead to an increase in managerial discretion. 
Ambos et al (2010) also find that a higher level of subsidiary attention leads to higher levels of subsidiary 
influence. The model put forward by Ambos & Birkinshaw is displayed below.  

Figure 2-6 Hypothesis of the relationship between subsidiary attention and subsidiary influence 

Source: Ambos & Birkinshaw 

The main findings from Ambos et al (2010) are that “Our results show that subsidiaries are not able to 
increase their influence through initiatives unless they get headquarters’ attention. We also find that 
subsidiary initiatives have a direct effect on subsidiary autonomy, but the caveat is that initiatives also evoke 
headquarters monitoring, which in turn decreases the subsidiary’s autonomy.” Ambos and Birkinshaw (2010) 
note that “From the subsidiary’s point of view the ideal case seems to be maintaining a high level of 
connectedness to the parent without loosing any local autonomy. Although autonomy and knowledge linkage 
to headquarters have often been seen as a trade-off (Asakawa 2001), recent studies provided empirical 
evidence that achieving both is indeed possible, as attention (or connectedness) is a distinct construct from 
control (Bouquet and Birkinshaw 2008; Asakawa 2009).” Connectedness as discussed above is a sub 
component of subsidiary integration.  
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2.4.2.5 Autonomy

Autonomy refers simply to managerial discretion (i.e. decision making independence of subsidiary senior 
management with respect to head office). Simply put autonomy asks the questions; what decisions can make 
management make, and what decisions are made elsewhere. Birkinshaw (2005) described autonomy as 
referring “to the freedom or independence of a subsidiary which enables it to take certain decisions on its own 
behalf (Young & Tavares, 2004). Birkinshaw (2005) continues that “autonomy has been shown to be an 
important influence on subsidiary initiative, particularly local and global initiatives (Birkinshaw, 1996, 1997) 
and on innovative creation in the subsidiary (Ghoshal & Bartlett, 1988).” With regard to autonomy Zahra et 
al (2001) explains that “Subsidiary managers are close to their local markets and are frequently better-
informed about market needs. This freedom to act independently from HQ enables managers to pursue 
activities they deem important for the successful execution of the MNC's mission.  

Young & Tavares (2004) discuss various descriptions and definitions of autonomy saying:  

“Brooke (1984: p. 9) proposes that autonomy refers to an organization in which units and sub-units 
possess the ability to take decisions for themselves on issues which are reserved to a higher level in 
comparable organizations¡¯. More recently, O¡¯Donnell (2000: p. 528) states that autonomy is the 
degree to which the foreign subsidiary of the MNC has strategic and operational decision-making 
authority¡¯. A proposed definition here is that autonomy concerns the constrained freedom or 
independence available to or acquired by a subsidiary, which enables it to take certain decisions on its 
own behalf. Earlier, Taggart (1997: p. 55), by contrast, had suggested that autonomy may be regarded 
as a decision-based process that evolves through bargaining between centre and periphery in an 
organization¡¯. This is quite different and relates to the allied distinction between assigned and 
assumed subsidiary roles and autonomy (Birkinshaw, 2000: p. 19.20) or between formal and informal 
autonomy. The present authors support the conclusion of Birkinshaw and Ridderstråle (1999: p. 155) 
that autonomy in the form of, for example, higher value-added roles, normally arises through head 
office assignment. However, there is limited direct evidence on this subject, and, for example, Forsgren 
et al. (1999: p. 184) contend that a subsidiary¡¯s strategic role is not only, and perhaps not primarily, a 
consequence of a formal decision at headquarters level¡¯.” 

Young & Tavares (2004) continue with regard centralization/decentralization and autonomy explaining that,  

“While Brooke (1984) uses the terms decentralization and autonomy synonymously, it is necessary 
to make a distinction between the two.4 Gupta and Govindarajan (1991: p. 785) refer to 
decentralization as ‘the extent of decision-making authority that is delegated to the general manager 
of a subsidiary by corporate superiors’. This clarifies one difference between autonomy which may 
either be delegated by HQ or developed by the subsidiary, and decentralization that concerns 
delegation. More fundamentally, decentralization refers to the permitted level of local decision-
making authority, within which autonomous actions are possible (see the distinction between 
autonomy and authority below). Clarification is also required on the term centralization, and 
particularly its relationship with integration and coordination. Integration or coordination of 
activities within the global MNE requires centralization; however, the converse does not necessarily 
apply, that is, a centralized firm does not necessarily require a high degree of integration or 
coordination.” 

  

”
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Young & Tavares (2004) note that autonomy is a relative concept saying: 

“Autonomy is a relative concept, that is, relative to other subsidiaries and to the parent corporation. 
Within the multinational system, other subsidiaries may have greater or lesser autonomy and so 
represent rival sources of power and influence, and are potential competitors for subsidiary initiatives 
(see Birkinshaw’s (2000) work on the internal market model of the MNE). In addition, a subsidiary may 
have autonomy within a particular value adding activity, but the scale may be too small to register on 
the corporate mindset.” 

2.4.2.6 Attention seeking

Attention seeking behavior has been the focus of academic study. Birkinshaw et al (1996) asses the art of 
attention seeking in multinational subsidiaries. They explain the subsidiary needs to keep adequately on the 
business radar of headquarters to justify the parent company allowing action (Birkinshaw et al 1996). They 
also note that subsidiaries need to ensure that autonomy is preserved in the attention generating process. 

Birkinshaw, Bouquet & Ambos (2006) put forward four types of markets: 

1. Major markets (US, JAPAN, GERMANY) 
2. Honeypots (BRIC, MITS et.) 
3. Squeaky wheels (established subs with well-known achievement – Canada, Aus) 
4. Low attention markets 

Emerging markets that do not fall in the category of Honeypot (Ghana/Hungary versus Brazil, India or China), 
(or perhaps even the “sugar bowl” – Indonesia, turkey) suffer various maladies due to not appearing on HQ’s 
business radar (Birkinshaw, Bouquet & Ambos (2006). Birkinshaw et al (1996) explains “In a global business 
top executives are faced with a surfeit of information. As a result they develop mechanisms for structuring and 
filtering attention, to focus attention on those issues that seem most important. These include choices about 
lines of reporting, what meetings to attend, which individuals to put in positions of influence, and many other 
things. The signals upon which top executives make their decision about apportioning attention can be divided 
into two types: external stimuli and internal stimuli.” Birkinshaw et al (1996) nite that the BRIC countries 
receive high attention in part to the dominant position they occupy in international media. Subsidiary 
managers on the other hand can then try to be “internal stimuli” to increase percieved inportance. Birkinshaw 
et al (1996) explain that major markets gain attention from both internal and external stimuli. Honeypotts 
come with high levels of external stimulas, but often low levels of internal stimulas, due to lack of strong HQ 
connections to this market. Squecky wheels according to Birkinshaw et al (1996) tend to be characterised by 
high levels of internal based attention, but lower levels of externally based. Low attention markets are 
completed off the business radar, having low level of both internal and external attention.  

Birkinshaw (1996) explains that subsidiary managers are able to adopt a number of strategies to to attract 
attention depending on the region they are in. Birkinshaw (1996) highlights the inportance of mastering the 
use of internal stimuli to reinfornce a subsidiaries inportance. Birkinshaw (1996) also notes the difference of 
subsidiaries themselves, saying they can be classifed according to four categories namely 

1. Profesional service subsidiary 
2. Sales/marketing subsidiary 
3. Manufacturing subsiudary 
4. World mandate subsidiary 

They explain the subsidiary type and subsidiary market are inter-related. Birkinshaw et al (1996) emphasises 
that “there is considerable scope for an individual subsidiary to influence the levels of attention it is getting, 

”
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both positively and negatively.” Bikinshaw et al (1996) note that from the subsidiaries point of view, the 
attention they seek is bottom-up, supportive and instrumental as appsed to top down, directive and symbolic. 
They emphasise again the inportance of subdidiasry autonomy, and the need to be able to have responsibilty 
for key strategic decisions. Very inportantly Birkinshaw et al (1996) find that there is no inherent trade off 
between attention and autonomy, and therefor no reason a strategy to increase the level of both 
simulataneously should not be attempted. Birkinshaw et al (1996) believe the key to achieving both attention 
and autonomy is the implementation of subsidiary based initiatives.  

Table 2-3 Characteristics of Autonomy and Attention

Source: Birkinshaw et al (1996) 

Birkinshaw et al (1996) provide the above table showing the objectives, obstacles and role of subsidiary 
management in achieving the strategy of pursuing both autonomy and attention. Birkinshaw et al (1996) 
explain that subsidiaries in low priority markets can gain attention by achieving a stronger track record, take 
the initiative (initative), maintain exposure (intergration), and be a good citizen (intergration).  Birkinshaw et 
al (1996) says that “With the gathering push towards global integration that many multinationals are going 
through, and with the increasing levels of internal competition for investment and other resources, these 
three roles are – and will be – increasingly critical.”  The three roles noted by Birkinshaw (1996) include 
being an advocate and defender of home country operations, a global networker and profile builder, and an 
entreprener and change catalyst.  

2.4.2.7 Issue selling

Issue selling is conceptualized by Gammelgaard (2009) as being comprised of three components. 
Gammelgaard (2009) says “Issue-selling strategies of subsidiaries involve various activities aiming at (a) 
making the parent company understand an issue, (b) attracting parent-company attention to an issue, and (c) 
lobbying for an issue at the parent company. Gammelgaard (2009) notes that issue selling strategies of 
subsidiaries has been neglected in academic literature with regard to bargaining power in intra-firm 
competition. Gammelgaard (2009) explains that to help headquarters understand issues, it is important to 
transfer information outside of documentation only, as information may be tacit. A subsidiary that is more 
integrated with head office is likely to be more able to easily transfer this information. Gammelgaard (2009) 
studies specifically “how a subsidiary’s issue-selling strategy influences its bargaining power in intrafirm 
competition within a multinational corporation.” Internal resource competition (intrafirm competition) is 
discussed in the section below. Gammelgaard (2009) offers the figure below regarding the relation between 
subsidiary selling and intrafirm competition. 
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Figure 2-7 Relationship between subsidiary issue selling and intrafirm competition  

Source: Gammelgaard (2009) 

Gammelgaard (2009) offer the following table with regard to issue selling. 

Table 2-4 Subsidiary issue-selling strategies and bargaining power: key relationships  

Subsidiary issue-
selling strategy 

Parent-company effect Subsidiary bargaining power effect 

Formal tactics Information revealing Reduced uncertainty of parent-company investment 

Issue framing Attention attraction  Increased internal legitimatization 

Lobbying Relationship building Increased MNC network centrality 
Source: Gammelgaard (2009) 

Dutten el at (2001) has a similar conceptualization to the above table explaining that issue selling consists of 
moves like packaging, involvement and timing. They note that issue selling serves to shape issues from below 
by directing the attention of top management. Issue selling is used in parallel with attention seeking in various 
levels, and is regarded as factors that make up the internal subsidiary strategy. 

2.4.2.8 Internal resource competition

Ambos and Birkinshaw (2010) say “Headquarters control corporate resources and fulfill an important role 
as orchestrator (Ghoshal et al. 1995; Foss and Pedersen 2002) of assets, knowledge, and attention.” A 
common assumption among MNC and subsidiary managers is that certain MNC’s are not competitive in terms 
of subsidiary versus subsidiary. However, by their very nature, even the most decentralized MNC’s are 
competitive with regard to certain resources. Even assuming subsidiaries were highly autonomous in their 
decision making, sourced their own finance, chose their own capital structures, markets, products, partners 
etc. there would still be resources where they would be likely to compete. To take an example a subsidiary 
may desire to sell all products at a significant discount (creating a significant reduction in margin) to ‘buy’ a 
certain level of market share for the period of a year; they would need permission for such a venture. A MNC 
needs to make a target profit for the year, and needs to balance a ‘portfolio’ of subsidiaries, some making 
higher, and others lower than this level of target profit to create their required average return. If all the 
subsidiaries desired to lower their margins at the same time (which can happen, for example, during a 
recession) then the MNC would miss its targets for the year. The MNC must then decide who it will allow to 
take a margin reduction, and who it will insist maintain profit margins to fund margin reductions elsewhere. 
MNC’s may allow a sequence of margin reductions, or simply choose specific subsidiaries and market to 
allow this while being very strict financially on others. Even the most autonomous subsidiaries are bound by 
financial targets, as MNC’s are bound to theirs as promised by shareholders. This margin level, or the ability 
to reduce the profit margins temporarily, is actually a resource that subsidiaries can compete for in the MNC. 
This is one example of many non-obvious resources that are competed for within the MNC (others could be a 
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destination for top HQ ex pats, or in contrast the ability not to have any ex pats in the subsidiary; further 
things like HQ PR budget can also be an example of non-obvious competition). 

The internal competition can be more direct. It could refer to competition for attention or investment, or it 
could be very direct, actually competing for internal business (sales; transfer sales) (Birkinshaw, 1997; 
Birkinshaw, 1998). Birkinshaw et al (2005) says “The Multinational Subsidiary is conceptualized as a semi-
autonomous entity with entrepreneurial potential, within a complex competitive arena, consisting of an 
internal environment of other subsidiaries, internal customers and suppliers, and an external environment 
consisting of customers, suppliers and competitors.” They continue “it is then up to subsidiary manager to 
take the initiative to respond to the threats and opportunities to secure the subsidiary’s performance.”  

Gammelgaard (2009) states that: 

“The multinational corporation (MNC) has been identified as an entity that operates as an internal 
market system where intrafirm competition between subsidiaries occurs regularly. Intrafirm 
competition among subsidiaries is influenced by a range of factors, such as the characteristics of the 
subsidiary’s resources, past performance of the subsidiary, the degree of autonomy given to the 
subsidiary and, finally, whether there is a frequent and open communication between a subsidiary and 
its parent company (Cerrato 2006). Depending on these factors, subsidiaries achieve a certain degree 
of bargaining power in intrafirm competition.” 

Subsidiaries can choose to compete internally for resources such as capital, attention, focus, expertise or the 
relaxation of financial targets to pursue initiative (which not all subsidiaries could achieve) etc. Subsidiaries 
need to decide how much effort and emphasis to put into this competition, or whether to assume they will not 
be able to compete (due to BRIC favoritism, or being a very low priority market) and then the subsidiary 
could seek autonomy, outside financing, local market partnerships, initiative without resources or support, the 
ability to not ask for investment, but keep higher percentages of its profit.  

This decision would often be associated with a lowering of integration (but not necessarily so), and probably a 
higher level of (local) market initiative. The deal could be along the lines of that the subsidiary will not take 
headquarters time, attention or resources, could agree to slightly relaxed financial target (could be regarded as 
internal competition), could agree they may become highly autonomous, and could get agreement to seek their 
own local financing for projects and choose strategic partnerships or JV’s in their local market. They could at 
this extreme effectively disengage from internal battle for resources within the multinational.  

Bouquet and Birkinshaw (2010) explain that “Many of the subsidiary managers we interviewed saw attention 
as a competitive process resembling the zero-sum games described in agenda-setting research (Dutton, 1997; 
Jones & Baumgartner, 2005).” It can be reasonably assumed that other resources are also viewed by 
subsidiary management as part of a zero sum game. Birkinshaw (2005) notes that “the internal competitive 
arena consisting of the various customers, suppliers and competing entities that are part of the same MNC.”  

”
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2.4.3 Summary tables and models of subsidiary internal strategy 

Apart from this internal battlefield, subsidiaries are also exposed to normal competition from other companies 
in their market. This will be labeled the external market for further discussion in this thesis. Birkinshaw 
(2005) explains “By adapting the standard arguments of competitive strategy (Porter, 1980, 1990), we argue 
that the MNC subsidiary faces two distinct competitive arenas that the subsidiary must respond to—the 
external competitive arena consisting primarily of customers, suppliers and competitors in the local 
marketplace, and the internal competitive arena consisting of the various customers, suppliers and competing 
entities that are part of the same MNC.” The table below shows the different aspects of the internal and 
external strategies.  

Figure 2-8 Internal and External Strategy 

One can make the argument that under the network or federative view of the MNC (which this paper tends 
toward) there is no clear boundary between internal and external strategy, and the distinction between 
competing subsidiaries and competing external organizations, or internal versus external suppliers becomes a 
distinction without a difference. We feel however that it is a self evident truth that internal factors and actors 
within the MNC are significantly different from external actor to warrant their own category. This view is 
backed up in the literature, where even under network theory, concepts such as external embeddedness, 
contrasted against embeddedness within the MNC is studied separately (Forsgren, Holm & Johanson 2005).  

The decision to view integration with the MNC (HQ and subs) as one concept, as opposed to having two 
concepts, one for integration with HQ and another for integration with other subsidiaries, could be debated. 
We think the splitting of the integration concept has value, but requires extensive theoretical review and 
conceptualization, that is beyond the scope of this paper. Similarly there are further sub divisions that could be 
focused on within the concept of integration other than the HQ/other subsidiaries split (e.g. values integration, 
official integration, IT based integration, knowledge transfer based integration, informal integration, policy 
and process integration etc.) and our goal of this paper was not to review and study the concept of subsidiary 
integration within the MNC (although we feel this is a very interesting area of study). We have set the 
boundaries of study and levels of depth of analysis where we feel add the most value from a holistic value to 
the paper. 
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2.4.4 Descriptive models of internal subsidiary business strategy  

Given the 6 internal variables that can be modified, one can develop a model to describe subsidiaries current 
strategy and also to highlight changes in internal strategy. The descriptive matrix (figure 3-11) can be thought 
of as a descriptive model of subsidiary type, with the focus on chosen strategy or assigned role. It is simply 
one of many ways to describe a subsidiary, but is most valuable in terms of this paper. Young & Tavares 
(2004) note that “The pioneering work of White and Poynter (1984) provided the launch pad for much 
subsequent research on subsidiary roles/strategies.”   

Numerous authors have put forward descriptive diagrams to categories subsidiaries, our model is shown 
below.  
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Figure 2-9 Model for internal subsidiary strategy 

The model above takes into account all alternatives of the six variables under consideration in this study. The 
table can be used in three ways. Firstly is can be used to describe the current internal strategy of the 
subsidiary. It can also be used to determine the current role of the subsidiary (when described in terms of the 
six variables), as although this study focused on the choices in terms of internal strategy available to a 
subsidiary, it is also possible in certain subsidiaries that they are merely assigned a role. This role can often be 
very well understood by assessing the six variables put forward in this study. In truth there is always some 
degree of strategic choice, and some element of assigned role.  

A third way to use the table is to assess the changes in the six internal variables, in our case during a 
recession. The 6 variables can simply be assessed for changes, or the most fitting label can be assigned to a 
subsidiary. A subsidiary can also hold multiple labels, to differing degrees. 

The table above can be used to find the most important variables to describe a subsidiary, or to focus on 
specific variables that are of interest for comparative purposes between subsidiaries. 

The table is used to focus on current strategy (and role) and changes in this strategy during a recession, in 
order to establish if there is a possible connection between the subsidiary classification according to the 6 
variables and subsidiary strategic response.  
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2.5 Recession and business strategy 
In previous chapters we have presented the different elements of business strategy; we will now examine how 
these strategic components are seen to change the subsidiary business strategy due to the recession. 

Based on the prior literature we put forward two base propositions have been developed for the general topic 
of recession and business strategy.

Both internal and external environments/markets are likely to be effected by a recession, and then 
significantly by a substantial recession such as the one we are experiencing. Given the change in these 
markets, one can theorize if one takes a contingency perspective, that there is likely to be a strategic change 
(response) based on these shifts. We postulate that a subsidiary/region will develop/change its internal and 
external strategies in response to the recession. 

The subsidiary category, (based on descriptors of the market and prior levels of the 6 internal strategic 
variables) has been noted to be related to the subsidiaries strategy, role and priority in the MNC. Given these 
differences, it is possible (perhaps likely) that subsidiary will respond differently during a recession. Based on 
this reasoning we postulation that the subsidiary/region category has a significant effect on the 
subsidiary/region response to the recession, and is affected differently by the recession, and further the reasons 
why a subsidiary/region responds a certain way will vary according to subsidiary/region category. We briefly 
discuss internal and external strategy responses below, then move on to a detailed analysis of the responses in 
terms of the 6 internal strategic variables under study. 

2.5.1 External strategy responses 

The relationship between ‘external strategy and recessions have received some study. Pearce and Michael 
(2006) study business strategies to prevent failure during recessions. Braun & Latham (2009) examine the 
relationship between recessions, resources and business performance. Braun & Latham (2011) provide an 
extensive literature review of literature relating to recessions and business strategy. 

Srinivasan et al (2011) investigates business strategy that can be employed during a recession. They find a 
contingency approach is most valuable. They find “that the rewards to firms’ R&D and advertising programs 
during recessions differ by firm characteristics—market share, leverage, and product-market profile” 

Roberts (2003) highlights investments in marketing, innovation and customer quality during a recession as 
creating higher levels of business performance during a recession. Roberts (2003) notes that investing in fixed 
or working capital, manufacturing and ‘general’ categories are related to poorer levels of business 
performance during and after a recession. Prabhu (2010) highlights the importance of increasing innovation 
during a recession. Reeves & Deimber (2009) explain that the tried and tested strategic responses to a 
recession (e.g. shrink production capacity, downsize the labor force, reduce discretionary spending, sit on cash 
etc) only work if the recession is short term. They note the consensus among economists is that “world is in 
the midst of a prolonged slowdown of unpredictable duration and that even when the upturn comes, the post-
crisis strategic and operating environment will almost certainly be quite different.” They continue “The 
historically high consumer indebtedness and financial institution leverage that drove the last boom are 
unlikely to be seen again.” They advocate the use of short and medium terms strategies to drive growth and 
increase competitive advantage, and then further institutionalize these lessons. Reeves & Deimber (2009) 
suggest adjusting the client offering, exploring new pricing models, entering new markets, exiting old 
markets, making opportunistic moves to better competitive advantage, partnering with suppliers, customers or 
competitors, shaping the business environment, and entrepreneurism.  

The external market responses are partially dependent and affect the internal market strategy. For example the 
desire to reduce market prices, change target markets, suppliers or even expand into a new industry requires a 
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certain amount of autonomy. This study (and models and propositions) focuses on the internal market 
strategic options available to the subsidiary, but also considers the external options, as they are so closely 
linked. The following section puts forward propositions regarding the internal strategic options of the 
subsidiary. 

2.5.2 Internal market versus strategy responses to recession 

Subsidiaries, in order to carry out their external strategies, need to make adjustments to the six internal 
variables introduced in the paper. This area of study as a strategy in general and as a response to a recession is 
under investigated (Birkinshaw, 2000). Birkinshaw (2005) notes that “This line of thinking, particularly in 
terms of the internal competitive arena, has not received much prior attention (some exceptions are 
Birkinshaw, 2000; Molloy & Delany, 1999; Young, Hood, & Peters, 1994).” Internal strategy has been less 
studied in the literature both in general and in specific in relation to recessions and this recession.  

The internal market can be further subdivided, for the purposes of clarity, into two further concepts. One 
concept referrers to instances of what Birkinshaw calls internal market initiative. For example a subsidiary can 
make a play to become to manufacture of a component that another subsidiary makes and bid against the other 
subsidiary. Another “market” can be conceptualized in the competition for MNC resources (attention, 
investment etc). Perhaps this concept is better referred to as internal strategizing than the internal market. It is 
where the subsidiaries seek support, attention, investment or other resources for its plans for its local (and 
sometimes global, or even internal) market. It can also refer to also things like attempts by the subsidiary to 
change its role, importance, influence or scope and scale of activities within the MNC. This concept of 
internal strategizing significantly overlaps with the concept of MNC internal market, but has a different 
perspective and is not the same concept. Internal strategizing in this study refers to strategies and tactics used 
by a subsidiary to alter its strategy, role or influence in the MNC. Strategic options include the level of issue 
selling employed (Gammelgaard, 2009), the level of attention sought (Birkinshaw, 2006, 2008, 2010), the 
level of autonomy (ref ref) the level of initiative (Birkinshaw 1997, 1998, 1999) undertaken, the amount of 
integration sought and the participation in the MNC’s internal market with regard to resource competition. 
These strategic options are discussed below and general (non-subsidiary categorization specific) propositions 
developed. 

We separate the internal market into 6 components as shown previously; Initiative, Integration, Autonomy, 
Internal resource competition, Issue selling, and Attention seeking. These 6 components are highly 
intertwined, overlapping and interrelated. We feel they cover the academic literature well, as well as have 
enough nuance in perspective to justify each category. The internal market is likely to be significantly affected 
by the recession. The changing external market necessitates a response both from MNC and subsidiaries, and 
the 6 internal variables are likely to be affected by the change pressures exerted on the subsidiary by both 
headquarters and the local environment. 
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The figure below show likely changes in the subsidiary internal market as a result of the recession. 

Figure 2-10 Likely changes in the internal subsidiary market as result of the recession  

2.5.2.1 Issue selling and Recession

Issue selling can become a critically important item in a recession. Whatever strategy a subsidiary chooses to 
follow (with perhaps the exception of disengagement), it will be more likely to succeed if key staff members 
at headquarters support the decision. Issue selling has been identified as an important issue for multinations 
with regard to intra firm competition, and a determinant of headquarters attention and investment.  

Being able to influence headquarters to support decisions taken in the subsidiary is an activity that occurs 
weather a recession is present or not, but increases in importance during a recession as all divisions embark on 
recession combating activities, and engage more fiercely in competition for firm resources. Given the lack of 
formal power in subsidiary corporations issue selling remains one of the few tactics a subsidiary can employ 
(Gammalgaard 2009). To say that issue selling tactics are a key aspect of subsidiary internal strategy, or 
whether they are an implementation mechanisms of internal stagey, is a valid question. We have chosen to 
table issue selling along with communication level and integration both as internal strategies and 
implementations methods, being both a means and an end. 
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By shaping an organizations investment in attention and time, issue selling is a process that influences 
organizational actions (Dutton et al, 2001). Issue selling is used as a tactic for subsidiary managers (along with 
bargaining power) in intrafirm competition (Gammelgaard, 2009). Gammelgaard (2009) explains that issue 
selling strategies of subsidiaries comprise undertakings that attempt to lobby headquarters draw headquarters 
attention to an issue and to transfer information to headquarters. One could argue that there is never a more 
important time to utilize issue selling that during a recession. 

During a recession, a subsidiary is as previously noted likely to change some aspects of external strategy 
(marketing expenditure, R & D expenditure, reduce non critical expenses, reduce prices, increase or reduce 
investments etc) and internal strategy (Level of initiative, integration, autonomy, internal resource 
competition, attention seeking and issue selling). In order to achieve the first 5 objectives issue selling will 
almost universally be a critical aspect of implementing all of the external or internal strategic responses 
(except possibly in cases of subsidiary withdrawal or voluntary isolation). Apart from the requirement of the 
subsidiary to use issue selling to get buy in to its changes in external or internal strategy which will increase 
the desired and actual level of issue selling by subsidiary management, there will also be the additional effect 
that subsidiary management will anticipate an increase in issue selling tactics by other subsidiaries who are in 
the same position. Subsidiary managers may also directly experience these tactics (e.g. a reduction in the 
ability of head office managers to offer time to the subsidiary or being told through the grapevine about 
actions of other). Subsidiary managers may (we think are likely to) then come to the conclusion that there will 
be increased noise in the MNC with regard to issue selling that they need to compete with. This brings us to 
proposition 1 (P1):

Issue selling Proposition (P1)
Subsidiaries are likely to engage more fiercely and more consciously in issue selling during recessions, and 
even more significantly during this recession. 

2.5.2.2 Attention seeking and recession

The desire and need to receive positive headquarters attention is likely to be affected by the recession. Ambos 
& Birkinshaw (2010) explain:  

“(Attention has been described as a socially structured pattern in organizations and constitutes a 
scarce resource (Ocasio 1997). In the context of headquarters-subsidiary relationships, attention can 
be conceptualized as an expression of a relationship in which headquarters is seeking to identify and 
build on new ideas (Chandler 1991; Rugman and Verbeke 2001; Bouquet and Birkinshaw 2008), so 
that attention to one subsidiary automatically means less attention to others (Ocasio 1997). The shifting 
level of attention granted to a particular unit may therefore act as a mechanism of subsidiary 
development over time (Galunic and Eisenhardt 2001). We follow Bouquet and Birkinshaw (2008) who 
define headquarters attention as “the extent to which the parent company recognizes and gives credit to 
the subsidiary for its contribution to the MNC as a whole.”  

Ambos and Birkinshaw (2010) note that for example many MNC’s are putting strong emphasis on the 
subsidiaries in India and China, saying that “For example, many global companies give increasing attention 
to their operations in China and India as they have high hopes for this emerging market.” . They continue 
“This emphasis is not necessarily tied to or limited to financial investments, but developments in these 
markets preoccupy top management on a daily basis, meaning that other markets get less of top 
management’s attention (Birkinshaw et al. 2007).” They note the example of Cisco, who recently relocated its 
regional headquarters to India, not they say to exploit cost advantages but rather to “to be at its pulse and keep 
abreast of the rapid environmental developments (Gupta 2009).” They go on to note that “headquarters’ 
attention is an important mechanism to raise a subsidiary to an important player in the MNC and spur its 
development—often a long time before formal or structural changes occur.”. Ambos and Birkinshaw (2010) 
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also note that minor markets benefit from headquarters attention, making the play for attention an important 
strategy weapon in all subsidiaries arsenal.  

Attention has been noted to have both positive and negative effects on subsidiary business performance. 
Attention is likely to be even more critical during times of a recession, due to a combination of scarce internal 
resources and poor external market conditions, making support and resources from head office even more 
critical.  

During the recession BRIC market subsidiaries are likely to receive the majority of attention due to the market 
growth and future potential. For MNC headquarters to consider investment, parting with other resource, or 
even giving permission for a subsidiary to increase scope or scale the MNC must choose to give their attention 
and time to the request and decision. Without the ability to attain the attention of head office the subsidiary 
will be unable to take significant action to deal with the recession.  

Attention has been described as the scarcest, most critical and sought after resource in an organization 
(Birkinshaw, 2010). Ambos & Birkinshaw (2010) notes that there is little academic research has actually 
focused on how headquarters attention affects the subsidiary, and finds that subsidiaries who possess a high 
level of strategic choice benefit from HQ attention. They find it is the interactions of subsidiary initiative, inter 
unit power, and autonomy with attention that are significant in predicting the result. They put forward the 
below matrix to explain the combined effects of attention and strategic discretion. 

Figure 2-11 Model of internal collaboration between 
headquarters and subsidiaries in the MNC 

Source: Ambos & Birkinshaw (2010)  

Figure 2-12 Headquarters’ Attention and Its Effect on Subsidiary 
Performance 

Source: Ambos & Birkinshaw (2010) 

The effects of attention during a recession are possibly magnified. The benefits of receiving attention when 
there is a higher level of scarcity (and other resources) make it even more valuable. During recessions there 
can often be a changing in levels of subsidiary initiative, inter-unite power, autonomy as well as issues not 
discussed by Bouquet and Birkinshaw (2008) for example level of integration or level of competition for other 
resources such as investment. 

Bouquet and Birkinshaw (2008) note that while subsidiary attention is practically dependent on the 
subsidiaries current structural positions it is also possible for subsidiaries to influence their attention levels 
through use of their “voice”. It is important to note that factors identified by Ambos & Birkinshaw (2010) 
moderating the performance impact of attention (initiative, autonomy, inter unit power) and the other internal 
variables put forward in this paper are likely to be adjusted during a recession. 
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Attention in the MNC is likely to become an important topic during a recession for subsidiary managers for a 
number of reasons. Managers will compete more fiercely during a recession is the anticipation and perception 
that other subsidiaries will and are competing more fiercely during a recession. Further, in order to undertake 
changes regarding external and internal strategy during a recession, positive HQ attention can often assist in 
this goal. Subsidiaries compete more fiercely for attention during a recession due to the benefits with regard to 
being able to make external and internal strategic changes and due to the anticipation/perception that others 
will/are doing the same , and this will encourage managers of other subsidiaries to compete more fiercely in a 
circle of increasing attention seeking behavior. Given the relative strength of the emerging markets during a 
recession these subsidiary will receive an increasing share of attention during the recession, and this effect 
will be felt by slower growing developed economies, especially the ones with smaller populations. The 
managers in non-high priority markets will notice this reduction in attention, and try to get themselves back on 
the business radar of HQ.  This theorizing leads us to in proposition 2 (P2): 

Attention Proposition (P2)
Attention becomes scarcer during a recession for numerous reasons, and this is most strongly noticed by 
subsidiaries that are not in high priority markets and in particular the developed lower population 
subsidiaries. Subsidiaries are likely to respond with attempts to gain higher levels of position attention 
seeking behavior.  

2.5.2.3 Initiative and autonomy and the recession

Subsidiary initiative is likely to either decrease or increase during a recession (i.e. there will be a change 
rather than a maintaining of the status quo.). Subsidiary initiative may decrease through formal orders from 
headquarters or as a result of lower levels of capital, both from headquarters or available at the subsidiary. 
Headquarters may desire a change in subsidiary autonomy, directly ordering the subsidiary to reduce their 
levels of managerial discretion and to tightly operate within MNC strategy. The MNC may also reduce capital 
available for business development, or insist on financial targets being met, reducing the capacity for the 
subsidiary to engage in business development activities. There will also be less slack in subsidiary budgets 
that could usually be used for business development, as well as less market growth, making business 
development activities more difficult.  

Initiative on the other hand can increase during a recession. In cases where current markets shrink and the 
company needs to increase revenue to cover expenses, the subsidiary may choose to engage in high levels of 
business development with or without HQ permission. The subsidiary may have very low levels of formal 
autonomy, but may simply engage in initiative anyway. The subsidiary may instead engage in significant 
initiative but may use issue selling to get permission for each initiative. The subsidiary may also try to 
convince HQ to allow it more autonomy. Whatever the decision, this study expects the level of initiative to be 
changed, at least attempted to be changed, by the recession and as a result of subsidiary strategizing to the 
recession. 

During a recession we expect the level of initiative to be increased at the subsidiary, and headquarters to either 
request/allow higher or lower levels of initiative. We believe the subsidiary will generally attempt to engage in 
initiative during a recession, whereas headquarters will attempt to reduce initiative taking (in all but priority 
markets) by increasing strictness of financial targets. With this logic we put for proposition 3 (P3):

Initiative proposition (P3)
The MNC is likely to reduce the level of autonomy for the subsidiary, reduce available capital, set stricter 
financial goals and the environment may reduce the ability of the subsidiary to be entrepreneurial – reducing 
subsidiary initiative, at the same time the subsidiary, where is finds a shrinking local market, may attempt to 
significantly increase initiative to increase revenue, and sometimes profit, and the net effect we believe will be 
a lower level of initiative. (Depending dramatically on how one measure and defines initiative). 
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We however note that the above propositions related to the nominal or absolute level of initiative measured in 
monetary terms, if one were to look instead at the investment to initiative or opportunity to initiative ratio, or 
were to focus on the amount of time or effort subsidiary managers put into initiative, we would expect an 
increase. Further the more loosely one defines initiative the more likely we believe one would see a net 
increase, as in a recession a lot of smaller lower value activities increase that would not meet the definition of 
initiative is most of academia.

2.5.2.4 Integration and autonomy (and relationship to initiative) and the recession

MNC’s may insist on subsidiaries becoming more integrated during a recession, and subsidiaries may try to 
become more integrated to win the battle for finance or attention (i.e. resources). In some instances (we 
predict few) the subsidiary will attempt to reduce the level of integration, where it feels the need to increase 
initiative or entrepreneurship and where it feels initiative will be an impediment to this. 

During a recession headquarters is likely to require higher levels of integration, with the goal of increasing 
control and awareness of the subsidiary and its financial performance.  In low priority markets, the sub 
categories of integration can move in opposing directions. The MNC headquarters is likely to demand higher 
integration in terms of financial reporting, behavior reporting, and perhaps policies and procedures etc. 
However the MNC is likely to desire less integration in terms of strategic integration and business 
development support. The desires of subsidiaries for integration will also be mixed. Subsidiaries may want 
higher levels of integration to enhance the possibility of being able to carry out their strategic choices, or to 
improve their levels of attention or outcompete other subsidiaries for resources. However some subsidiaries 
may instead choose to become less integrated, viewing the competition for resources already lost to BRIC 
economies, and viewing integration (wrongly in our opinion) as hindrances to entrepreneurship. It has further 
been shown that initiative can lead to increased level of integration (Birkinshaw, 1996). The prior reasoning 
leads us to proposition P4: 

Integration propositions (P4)
The level of subsidiary integration with HQ is likely to increase during a recession, however the level of 
subsidiary integration, under the dual conditions that higher initiative and entrepreneurship (and or 
autonomy) are desired and the perception of the subsidiary is that integration is an obstacle to this, will 
decrease during a recession. 

2.5.2.5 Internal competition resources (investment, attention, experts, focus etc) and the recession

During a recession the internal resource market within the MNC becomes increasingly less due to the 
combined effects of fewer resources available within the MNC, and greater stress based on repressed local 
environments of the subsidiaries leading to lower margins and cash flow. Given the lack of resources within 
the MNC, capital rationing will apply, and priority markets are likely to receive the scarce investment and 
strategic development, leaving little if any for other subsidiaries. Given this scenario the non-high priority 
market subsidiaries are likely to either compete incredibly fiercely for resources, or, in a few cases, may 
choose to simply withdrawal from a battle they cannot win. This argumentation leads us to proposition 5 (P5):  

Internal competition proposition (P5)
Subsidiaries are likely in most cases to increase internal competitive efforts during a recession, with the 
exception of a few who may choose to withdraw from the internal battle. 
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2.5.2.6 Autonomy and the recession

Autonomy is likely to be significantly affected, or attempted to be effected during a recession. Subsidiaries 
one the one hand is likely to be trying various entrepreneurial tactics to survive or improve their business 
performance. There is a tendency to attempt to resolve ones problems via proactive actions, especially among 
senior business managers. The natural tendency, we postulate, is then for managers to seek decision making 
autonomy during the recession. Further, to take actions relating to the external or internal strategy, the 
subsidiary needs some degree of official (essential) or actual (effective) autonomy to choose and implement 
these strategies. The arguments indicate that subsidiaries do try to influence external and internal strategy 
during a recession, and it then follows that they will attempt to increase levels of autonomy in order to do this.  

We also postulate the natural tendency for headquarters to demand higher control over their subsidiaries and 
their decision making during a recession. There is lesser argued counter argument that headquarters may, due 
to the recognition that local managers may be better positioned to implement survival strategies during a 
recession, outsource the responsibility and accountability to these managers. This reasoning leads us to the 
following proposition regarding autonomy and the recession. This leads us to proposition 6 (P6). 

Autonomy related proposition (P6)
During a recession there will be a tension between subsidiaries who would like more autonomy, and 
headquarters who would like more control. We believe that net affect will be a decrease in autonomy, and 
increasing decision making centralization. 

Once again we feel the need to note that the definition and measurement of autonomy will effect this 
proposition significantly. This is more a problem with regards to a future quantitative study of the topic. 
Whether one looks at official versus actual autonomy, or essential versus effective autonomy, will be very 
important to the results.  

2.6 Categorization of subsidiary / region 

2.6.1 BRIC regions/subsidiaries 

To classify subsidiary markets one can quickly draw a distinction between developed economies and 
developing/emerging economies. The emerging economies are often broken down into BRIC economies, 
second tire “BRIC” and then low priority emerging. A better conceptual breakdown may be to divide 
emerging economies into high growth high population, versus not high and/or not high population. One could 
also build a matrix regarding population and growth rate, and further use population and economic growth, or 
alternatively market size and market growth. For the most part country population and economic growth are 
highly correlated to market size and market growth, but other times they are an indication of potential market 
size and market growth, as opposed to current. 

2.6.2 Region versus subsidiary 

An interesting conceptualization is the concept of country subsidiary versus regional management structure. 
Sometimes multinational corporations set up there international structure around regions, instead of country 
subsidiaries. We wish take make two points around this phenomenon. Firstly, we believe that much of the 
research applicable to subsidiaries is also applicable to regions. A country subsidiary and a regional structure 
can be views as a fairly similar phenomenon, especially under network theory or federative theory that tends 
to take the view of the MNC as a loosely coupled system. Sometimes country subsidiary theory needs to be 
modified, or is not applicable to the region, but these situations will be dealt with as they arise.  

The second point we wish to make is that even when an organization has moved to a regional structure, the 
subsidiary structure is maintained in two ways. Firstly there is administrative heritage, in the form of routines, 
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policies, culture which unofficially maintain the subsidiary country structure of the MNC and other is the fact 
that country subsidiaries will still have some people who are responsible for activities in that country, but are 
simply at a lower management level, almost being department middle managers. 

We then see country subsidiaries and regional based subsidiary structures as somewhat synonymous concepts 
in this thesis. The suitability of this perspective can be fiercely debated, but is beyond the scope of this thesis. 
We however strongly suggest future research in this area. Subsidiaries can be categorized in many different 
ways. In this chapter three different classification systems/descriptive models will be presented that will help 
classifying the subsidiaries interviewed in this paper. The classification of subsidiary will be done in the 
following three categories: 

− Market and Country
− Subsidiary type (Role, official role, actual role, integration level, autonomy level, strategy, age/size 

etc)
− Strategic response (Internal and external) of the subsidiary in a recession (How has the strategy, one 

component of subsidiary type, changed as a result of the recession)  

2.6.3 Market and/or Country characteristics 

The market/country/region can be classified as shown in the table below. Market/country/region then refers to 
the size of the market for the specific product or service that the subsidiary is selling, or the full 
country/region population. The demarcations low, medium and high within the table refer to the 
market/subsidiary/region priority. 

Table 2-5 Growth and population classification of the subsidiary 

  Low population Medium population High population 

Low growth Low Low Medium 

Medium growth Low Medium High 

High growth Medium High High 

The country region can be classified in the same manner, and they often coincide. The country/region or 
market can also be classified in terms of company suitability for the market, and the risk of the market. For 
example North Korea or Iran is not an ideal market for McDonalds or American express, but may be a good 
market for a Russian based oil industry product supplier. The country risk is also a determinant of priority, 
where a country like Mexico or Egypt may have significant economic value, is also associated with high 
country risk, reducing its possible priority. 

Table 2-6 Credit risk and company suitability classification 

  Low credit risk Medium credit risk High credit risk 

Low company suitability Medium Low Low 

Medium company suitability High Medium Low 

High company suitability High High Medium 

Of the two models the first is significantly more important in determining market priority than the second, 
although the second does have an impact, but more in the outlying countries (Extreme situations). 
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2.6.4 Subsidiary type 

2.6.4.1 Current/historic role or internal strategy

The subsidiary market it the most important characteristic in defining subsidiary type, however 
subsidiary/region characteristics also play an important role. The categories for describing the type of 
subsidiary can be structured as follows: 

− Current official and actual role – manufacturing, sales, multiple functions etc. 
− Size, age, employees
− Subsidiary knowledge, assets
− Subsidiary power, influence, importance
− Overall MNC business strategy 
− Subsidiary external strategy
− Subsidiary internal strategy

The below is an example of how to categories current subsidiary internal strategy to identify the subsidiary. It 
is the most important with regard to this paper. 

Often subsidiaries will adjust the above aspects of internal strategy, in order to carry out their external 
strategy. One needs to be careful in describing whether the focus is on the current level of integration, 
autonomy, local market responsiveness, initiative etc or whether one is focusing on the changed in these 
variables, specifically when one is comparing subsidiaries. The subsidiaries position in the table above might 
or are likely to change as the recession starts. More of this will be handled in the next section. Different 
subsidiaries may respond in different ways. The possible links are discussed below. 

Low 
Integration

High 
Integration

Low 
Initiative

Iso lated 
Implemeters

Integrated 
Implementers

High 
Initiative

Iso lated 
Entrepreneurs

Integrated 
Entrepreneurs

Low Internal 
competition

High Internal 
competition

Low 
Initiative

Withdrawing 
Implementers

Competing 
Implementers

High 
Initiative

Withdrawing 
Entrepreneurs

Competing 
Entrepreneurs

Low 
Integration

High 
Integration

Low 
Autonomy

Contro lled 
Iso lators

Controlled 
Integrators

High 
Autonomy

Autonomous 
Iso lators

Autonomous 
Integrators

Low Issue 
Selling

High Issue 
Selling

Low 
Autonomy

Quiet and 
Controlled

Controlled 
lobbyists

High 
Autonomy

Quiet and 
Autonomous

Autonomous 
Lobbyists
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2.6.5 Link between subsidiary classification and the strategic options chosen during a recession 

Categorized related proposition

Subsidiaries that are classified differently in terms of the subsidiaries internal strategy or the importance of the 
subsidiaries market will result in different external business changes, and differences in terms of internal 
strategic options. Given the differences experienced in the internal environment (e.g. differences in country 
GDP growth rate contraction) and the differences in internal options available to different subsidiaries (e.g. a 
subsidiary in a larger emerging growth market will find it far easier to gain positive attention or be allowed to 
undertake initiative than a subsidiary located in a small developed market). The subsidiary classification in 
terms of market, internal strategy, or general priority is likely to affect the subsidiary strategic response. In the 
same fashion, subsidiaries that are located in the same markets, with the same current internal strategy, or with 
similar priority, are likely to have similarities in internal strategic response to the recession. It is also likely 
that the current level of the six internal variables is likely to be influential with regard to the strategic response 
to the recession. This reasoning brings us to our final proposition, proposition 7 (P7): 

Subsidiary classification based proposition (P7)
The classification of a subsidiary, in terms of its market and its internal strategy, will have an influence on its 
strategic response to the recession. The classification according to subsidiaries market will have a more 
significant effect than the classification according to internal strategic variables. 
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3 Method 

3.1 Study Design 
The study design is a multiple case study. The paper explores three companies, with a focus on their 
subsidiaries which make up the 7 cases. The study makes use of case study design due to a lack of prior 
research and theorizing on the specific topic under investigation. While the recession and business strategy 
have been extensively studied, we study specifically this recession and its relation to the internal strategy 
response. Further we create a classification system and analyze its link to recession strategy response. The 
lack of prior research meant there was not a well developed theoretical framework. Birkinshaw (1998) notes 
that (Yin; 2009) says that literarily & theoretical replication is required before any attempt to generalize is 
appropriate. We used a combination of the methods of induction and deduction to analyze 7 cases to achieve 
and appropriate level of replication and we believe that we achieved a level that means our propositions can 
become hypothesizes in a future quantitative study.

The study is explorative, descriptive and explanatory, making a case study a suitable alternative (Yin, 2009). 
The exploratory nature of the study is regarded as suitable in that it studies a complex phenomenon that has 
received little prior attention in the academic literature (Boojihawan, 2007). The approach provides the 
required flexibility to explore ideas, themes and concepts the emerged as the study progresses (Boojihawan, 
2007; Yin, 2009). It aims to form a platform for future quantitative study. 

The choice of case study is further justified in that the topic is contemporary and we do not require control of 
behavioral events (Yin, 2009). The study answers how and why questions, which are further indicative of the 
case, study approach (Yin, 2009). The choice of multiple case studies is due to that it increases the credibility, 
validity and reliability of the findings. Single case studies are the best choice when it is clear that a study is 
representative of a population or a case has special value, as this is not the case in this situation, a multiple 
case study is a better option (Yin, 2009).   

The study utilize an interactive and iterative approach in that we moved between literature, empirical findings 
and the chosen theoretical framework in a system that is similar to the process of systematic combining both 
inducting and deductive reasoning on an ongoing basis. We modified the theory as the incoming empirical 
data was analyzed and we analyzed the empirical findings through this evolving theoretical framework 
(Dubois & Gadde, 2002). 

Given that the specific subject where the theorizing and ideas are new and not well studied, a case study 
provides an appropriate platform for the study (Yin, 2009). We confirm or reject the theoretical ideas via 
empirical study and in addition offer a descriptive model through which to classify and analyses the 
subsidiaries. The study does not attempt to use objective measurements of variables, instead allowing broad, 
flexible and moving definitions to obtain the full benefits of qualitative analysis (Birkinshaw, 1999; 
Boojihawan et al, 2007; Yin 2009). We aim to provide a platform for future empirical research. We use the 
empirical study to explore various propositions developed from existing literature which has strong relevance 
to the topic but that does not study it directly. 

The study is qualitative in nature, and we decided to further that descriptive, exploratory and explanatory 
approaches should all for part of the paper. The study builds models of subsidiary categorization based on 
both the market priority and the current type of internal strategy employed, and develops propositions relating 
to the research questions. The models and propositions are then used to analyze the empirical evidence 
collected in the field interviews, document review and direct observations. The case study method was further 
validated as an appropriate choice in that rich insights were generated that could not have been generated via a 
quantitative method. The qualitative method allowed us to approach the research questions from different 
angles to assess reliability of answers. The rich data provided the ability to find nuance and contrast. 
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The study uses interviews, document review and direct observation as data sources. The most important and 
highest quantity of information came from the interviews, which were interactive and conducted either face to 
face or telephonically in the majority of cases.  The questions were semi structured, asking first the 
respondents to speak under specific headings, then more direct questions were used were the responded failed 
to cover important issues, or if the interviewer felt clarification was required. Finally direct questions relating 
to the propositions under study were put forward for comment. The interviews were transcribed by the 
researchers within 24 hours. The transcripts were analyzed and case reports individually to find the main 
themes, where after case study reports were drawn up for each case study. The cases were analyzed 
individually before cross case analysis was undertaken. The cases built from the interviews were compared to 
the information garnered from the document review and direct observation. As a final step cross case analysis 
was undertaken to compare the cases.  

The cases were cross sectional, partly because this was suitable to the topic, and partly due to the time 
constraints of the study. Both longitudinal and cross case study designs would have been appropriate to study 
the research questions present in this thesis. Longitudinal studies have the advantage of offering more in depth 
study, whereas cross sectional studies allow a greater number of cases to be studied, thus increasing external 
validity and reliability of findings. Longitudinal case studies are better suited to single case studies, and we 
feel more value is added from multiple cases, as there is less chance of stumbling across a unique case. We are 
also less interested with timing of the change in the strategic variables, as we need only to understand how 
they have changed. We however recommend future longitudinal study now that a theoretical base has been 
established. The results are more robust from a multiple case study (Yin, 1989) and we feel this is very 
important when taking the first steps towards creating a new area of theory.

The subject covered included the recession’s impact on the external and internal markets, the subsidiaries 
response to the recession and the reasons for this response.  The research was conducted and completed during 
the winter and spring of 2012. The case studies were chosen to allow a balance of theoretical replication and 
empirical variation. The host countries (subsidiaries) are Bulgaria, Hungary, Sub-Saharan Africa/South 
Africa, Finland, Lithuania, Estonia, and Russia. 

Our approach to picking companies was one based on both selected criteria and practical constraints. Our 
criteria was based on that the company had to be a relatively large multinational with headquarters in Europe, 
and the subsidiaries, with the exception of one BRIC subsidiary chosen as a point of comparison, all needed 
be located outside of HPHG (high population, high growth)  markets, or be non-priority markets. We wanted 
some diversity within the case subsidiaries, so we looked for ones in both emerging, transition and developed 
economies.  

Selection of cases

We followed guidelines suggested by Miles & Huberman (1984), Yin (1994) and Eisenhardt 1989. Our 
general criteria for selection involved the idea that we would like to achieve theoretical replication with some 
level of difference between the cases. We wanted to achieve a level of cohesion between the cases with 
enough variation to allow some level of wider applicability (we hesitate to use the term generalizability 
directly as this is a case study).  

The subsidiary headquarters were all located in European countries for cohesiveness and a sample of 
subsidiaries from lower priority markets was selected with the goal of achieving a level of variability within a 
framework capable of ensuring both replication and ‘generalizability’. We also wanted companies that had 
subsidiaries in developed and developing economies.

The set out a framework for what we considered and acceptable case company, and decided on the criteria of 
internationalized, having European headquarters, be involved in the service sector (but could have a 
manufacturing base too) and be the engineering, technology or IT industries. We felt that the constraints 
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would allow theoretical replication, but were broad enough to allow some degree of generalizability (although 
once again we hesitate to use this word in relation to a case study). 

We approached 12 subsidiaries and were able to achieve 9 interviews making up 7 cases. Three of the twelve 
approached did not want to participate, and one agreed but then no longer responded to phone calls or 
correspondence and this case was dropped from the study. Personal and professional contact networks 
provided a critical path to securing the case companies. The six non priority subs were chosen to allow 
replication logic, with the exception of the BRIC sub, which was to allow a qualitative point of contrast.  

Selection of respondents

We targeted managers in the subsidiaries who operated at a senior level. The respondents needed to have 
influence over the subsidiary strategies. In the most cases we interviewed one responded per company, which 
was constrained by time and access. Having one responded has the advantage the respondents do not fear the 
possibility that their responses would be discussed with other managers in their firm. We approached the 
respondents directly. The interviews were conducted under the conditions of confidentiality and anonymity. 
We aimed for responded who were at most 2 levels away from the subsidiary CEO. 

High level detailed explanation of study – data collection and data analysis

The data collection consisted of in depth semi structured interviews. The interviews were conducted face to 
face, by telephone, or by email. The majority were conducted by telephone and face to face. Clarifications or 
follow ups were attained by telephone or email. 

The case study is not a comparative one, however we have included one case from the BRIC, Russia, which is 
a high growth high population market (HGHP). We created case histories and a case database, and followed a 
case protocol in line with suggestions of Eisenhardt (1989), Miles & Huberman (1994) and Yin (1984). 

3.2 Unit and level of Analysis 
The units of analysis are the subsidiaries, although some evidence collection and analysis is performed on the 
organizations to provide background/control information. Three subsidiaries of the first company are 
evaluated, four of the second and one of the third.  

3.3 Data Collection 
The interviews were conducted according to the following protocol. Firstly the responded was given a 
description and brief explanation to the topic. The responded was then asked to discuss that topic by subject, 
supported by open ended question, followed direct questions where required. The respondents were then 
asked to comment direct on the propositions and research questions. We made noted during the interview, and 
transcribed the interviews and notes within 24 hours. The data collection period lasted 8 weeks. During the 
interview we used back up questions or approached the situation from various perspective to increase internal 
validity. We considered carefully each answer in terms of plausibility. The interviews lasted an average of 45 
minutes. The interviews were semi structured and marginally changed per company, a generic summation of 
the interview questionnaire used is included in Appendix 1. We conducted nine interviews in total, ranging 
from 30 minutes to 2 hours. The interviews were conducted in English and were primarily by telephone or 
face to face, with email being used in some cases. 

The data collection methods to be employed include:

1. Interviews with key managers in charge of strategy and business performance 
2. Documents review 
3. Onsite Observation  
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The observable elements and questionnaires were developed from the theoretical framework and developed 
throughout the study. 

The interviews were semi structured, with subjects being given to the respondents along with some examples 
of questions under the subject. Thereafter direct questions were asked. The primary interview method was 
telephonic and face to face, and email interviews also conducted. To supplement the interviews, document 
review and on site direct observation were conducted. Document review consisted primarily of annual reports 
and other publicly available company documents, as well as publicly available country economy reports. 
Direct observation was carried out in the majority of cases. 

3.3.1 Description of case company and interview targets 

The interviewed subsidiaries are summarized as follows: 

Table 3-1 Summary of the interviews conducted 

The following interviews have been conducted: 

Interview questions can be seen in appendix 1. 
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3.4 Data analysis 
We followed data analysis procedures as suggested by Miles and Huberman (1994) and Yin (1984). We 
followed their suggestions regarding tables and diagrams to display data and findings.  

3.4.1 Analytical techniques 

We applied a pattern matching logic with explanation building/hypothesis generating process which is 
appropriate for exploratory and explanatory research. The process was iterative in nature. We used cross case 
synthesis for cross case comparisons (Yin, 2009). We used coding to enable us to note patterns and themes for 
the analysis. We assessed all findings for plausibility. 

Analysis was undertaken by all parties and disagreement resolved by discussion over time. As already 
discussed, we used an iterative process of data analysis. As per descriptive in Miles & Huberman (1994) and 
DuBois (2002) in which we would shift between theory and data. There was a discussion between co-authors 
and subject experts regarding theory and findings. 

3.5 Method limitations 
This study comes along with all the usual limitations of being a case study design, with the most significant 
the generalizability of the findings. The generalizability is discussed further in the final section of the method. 

Multiple cases studies, when compared to single case studies, can come with decreased levels of detail and 
depth. However we felt this trade was worthwhile in that the findings would be more broadly relevant 
(generalizable), more credible, more valid and with higher quality. 

3.5.1 Specific Paper weaknesses and limitations 

It is hard to evaluate if we managed to achieve redundancy within cases (Yin, 1984) as we had only one 
responded per case. We however achieved redundancy or close to it once we had analyzed all the cases. 
Nevertheless having one respondent per company remains a limitation of this paper. 

Given the nature of the research, and the short time we had with each case, there is the risk that respondents 
were responding with ‘corporate spin’ rather than frank discussion. This is a risk with qualitative research, and 
we took this into account when interpreting and analysis answers. 

The study could further have included more countries and more cases, this was not possible given time 
limitations and we feel sufficiency cases have been included to draw reliable findings. Another limitation is 
that there was no study of headquarters, to see the other side of the question. This can be both and advantage 
and disadvantage, in that knowing head office will not be involved can increase the willingness of the 
respondent to come forward with information. However there is certainly a strong argument to study this in 
the future from both sides. Having only one BRIC country represented as a point of comparison could be 
regarded as a weakness, and it could be argued that more could result in a stronger study. Our goal however 
was not to undertake a comparative case study, it was merely to include one HPHG market as a point of 
comparison. 

3.6 Validity and reliability  
We assured construct validity by using multiple source of evidence and establishing a chain of evidence (Yin, 
2009). We assured internal validity by undertaking pattern matching, explanation building and addressing 
rival explanations (Yin, 2009). We assured external validity by using theory (Yin, 2009) and by using multiple 
case studies. We assured reliability by following a case study protocol and developing a case study database 
(Yin, 2009). 
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The use of multiple data sources is an important strength of this thesis, and were the data was not in 
agreement, this is stated. The interview data, given the position of those involved, is usually weighted with the 
highest credibility, except in instances where is highly likely or plausible that the respondent feels 
uncomfortable describing the situation with full disclosure, and further where the researcher is certain they 
have witnessed the event accurately have perceived correctly. We used triangulation to increase reliability. 

3.7 Generalizability of findings 
Case studies by their nature and definition are not generalizable. However when one undertakes multiple case 
study and seeks variation along with replication one is attempting something like generalizability. We use the 
terms generalizability in this method, not that we believe the findings can be generalized, by in terms of more 
generalizable or more likely to apply in certain circumstances to inform future quantitative studies on the 
topic. 

It could further be argued that the choice of three companies, with multiple subsidiaries increases the 
generalizability of the findings. Our position is that case studies, even with multiple cases and sub cases are of 
very limited generalizability. The generalizability is more in terms of its suitability to quantitative study, as 
opposed to be taken at directly applicable to understanding the relationship between variables under study for 
firms in general. In terms of generalizability to quantitative study, we believe the findings will be highly 
generalizable to the service industry, however with considerable less certainty we can say they are 
generalizable to the manufacturing sector do to one of the companies having a significant component of 
manufacturing. 

The study applies primarily to non-priority markets of the MNC, to both developing and developed countries. 
Since only one of the subsidiaries is from a priority market, which is mainly used as a point of contrast, the 
findings cannot be generalized to include priority markets. 

The study is highly generalizable to the IT, engineering, telecom and consulting industries. 

We struck a balance between intentionally limiting the variance between cases (all except Russia were not in 
HPHP regions (markets, and all HQ were in Europe, all predominantly service and all in technical industries) 
to make cross case analysis meaningful (Birkinshaw 1997, Yin 1984) while ensuring enough variance to make 
the outcome more ‘generalizable’ or perhaps better broadly applicable.  
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4 Empirical Findings 

The empirical findings are presented in two sections. The first section considers proposition 1 – 6, external 
market changes, internal market changes, the subsidiary strategic reaction, and finally the reason for that 
reaction. The second section considers proposition 7 and classifies the subsidiaries in terms of their market 
description and current strategic situation (using the descriptive model developed in the literature review) and 
finally assesses the impact of this classification on subsidiary strategy. 

4.1 The recession relationship to internal strategy response 

4.1.1 Changes in external market 

The changes in the external market are analyzed to help us understand the forces that act to drive the changes 
from head office and the subsidiary managers in the internal market. The subsidiaries in non-BRIC economies 
have experienced tougher external market conditions. The BRIC located subsidiary for example indicated no 
changes to its external market. The Estonian case mentions that competitors have pulled out of the market 
during the recession and this has created the dual affect of fewer partners and also less competitors; the total 
orders did not however change significantly. In most cases however both public and private sector work 
significantly dried up and they also experienced increased competitive pressure, and fewer projects within 
their competency area. The countries that the subsidiaries are located in have the following financial situation 
and recent development as displayed in table 4-1: 

Table 4-1 Financial summary of the countries concerned 
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None of the markets besides Russia are part of BRIC and none are high priority markets. When looking at FDI 
however, Bulgaria is the only country that has experienced an increase in FDI the last few years. Finland, 
Lithuania, and Estonia have not experienced a big change and South Africa, Russia, and Hungary has 
experienced a decrease in FDI. The figures are of course related to the overall economy, and not necessarily 
the market for the products or services of the specific MNC. The GDP of most countries has slowed 
significantly from 2006/2007. Most of the cases have relatively small populations (1 to 10 million), with only 
Russia and South Africa being exceptions.  

Table 4-2 Real GDP growth rate 2006-2011 

GDP Change 2006 2007 2008 2009 2010 2011

Bulgaria 6.3 % 6.2 % 6.0 % -5.5 % 0.2 % 3.0 %

Hungary 4 % 1 % 0.6 % -6.7 % 1.2 % 2.8 %

Finland 4.4 % 5.3 % 0.9 % -8.2 % 3.1 % 3.1 %

Lithuania 4.4 % 5.3 % 0.9 % -8.2 % 3.1 % 3.1 %

Russia 8.2 % 8.5 % 5.2 % -7.8 % 4 % 4.8 %

Estonia 10.6 % 6.9 % 5.1 % -13.9 % 3.1 % 3.3 %

South Africa 5.6 % 5.5 % 3.7 % -1.7 % 2.8 % 3.5 %

Source: Global finance magazine, http://www.gfmag.com/gdp-data-country-reports

The general economic data shows that all the economies, including Russia, shrunk significantly in real terms 
in 2009. South Africa has experienced the shallowest recession, and Estonia the most significant swing. The 
cases, with the exception of Russia, all reported significant general market shrinkage for their services or 
products (although not uniformly that their projects or orders necessarily decreased).  

Besides Russia, Case XY – Sub Saharan Africa reported that the local market in their case has only somewhat 
reduced in size. The specific industry that they operate in is not experiencing shrinkage in sub Saharan Africa. 
For the non-priority regions this industry (as reported by the subsidiary management) is unique. Interestingly 
with regard to the six non priority subsidiaries studied the one who experienced the highest direct market 
shrinkage was also located in South Africa (but South Africa only, not sub Saharan Africa – although that is 
not the reason for the difference). The reason was industry and company specific, with head office forcing the 
South African subsidiary Case ZA, to return to its core competencies (stopping all business activities 
considered non-core), and this market was shrinking dramatically due to the recession. The company 
experienced what they described as a rapid and severe depletion in its local market. The company is tender 
reliant and the market dropped to approximately 20 percent of its previous value. Best case scenario had 
revenue shrinking by 60%, and worst case scenario a lot more. Tenders were put on hold indefinitely, and 
there was no indication when the market would come back. These changes related only to its historical (core 
competence based) market, where its possessed experience and its competencies lay. This was also the market 
where the MNC competencies lay, and the market that the MNC preferred its subsidiaries to operate in. 
Several other none core markets, which the company had some limited expertise and generic ability in 
(however not significant experience) where growing despite the recession, due to government infrastructure 
spending. The company had carried out a number of small projects in these markets in the years leading up to 
the recession. 

A theme common to all the subsidiaries is that external competition has become more intense, with once again 
the exception of the Russian subsidiary and to some extent also the Estonian subsidiary, who notes that the 
external market is more or less the same for them. 
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4.1.2 Changes in internal market 

The following themes emerged regarding the changes observed with regards to the internal market; they are 
plotted in a matrix against the variables which they have the strongest effect on in table 4-3: 

Table 4-3 Observed changes in internal market – most affected internal market variable 

Observed change / Internal market variable Autonomy Integration Initiative Internal 
competition 

Issue selling Attention 
seeking 

Centralization of decision making X X X    

Focus on BRIC-HPHG    X  X 

Increased cost focus X   X X  

Increased focus on required margins X  X X X  

Increased demand on information flow and 
reporting requirements 

X X X  X  

4.1.2.1 Centralization of decision making

Centralization of decision making -> Change in autonomy, integration, and initiative 

The general tendency described by the interviewed subsidiaries was for an increase in desired control from 
headquarters as a response to the recession. With regard to strategic decisions the respondents described a 
situation where it was not so much a shifting of control from subsidiaries to headquarters, but rather a 
reduction in “business freedom” for the subsidiaries.  

Operational decision making was not directly affected (although stricter financial controls had an indirect 
effect) in the majority of the cases. All subsidiaries within company X (i.e. cases XA, XB and XC) were 
already highly centralized, so it was difficult for decision making centralization to increase further. Further 
with regard to company X, the company has recently moved to a region based structure, further reducing 
subsidiary autonomy. As a contact from case XA notes:  

“Previously when we were a market unit we had more autonomy in [the subsidiary] compared 
to the new regional setup where everything is centralized on the regional basis and not on the 
country level” 

Case ZA experienced a drastic decrease in its freedom to make decisions and higher reporting requirements, 
creating the impression that there was a dramatic increase in decision making centralization within the MNC. 
However they noted perhaps it was only for them (i.e. there specific subsidiary) that this was the case. 
Headquarters attempted to dictate strategy and financial operations of the subsidiary. Headquarters however 
did not want to take over tactical or operational decision making, instead choosing to reduce communication 
and told the subsidiary to “quietly operate within the strategic and financial boundaries discussed”. 

In this paper we are treating the region “subsidiary” as a similar concept to a country subsidiary thus we do 
not regard the loss of autonomy for the country subsidiary as a reduction in the levels in autonomy as a result 
of the recession. The other two cases that are part of company X note little change in terms of decision 
centralization, yet also note there seems to be a desire on the part of headquarters for more information and 
some degree of increased control. Case XC explains that subsidiary strategy is based strongly on HQ targets, 
which are stricter during the recession, there reducing freedom to act at the subsidiary and in that way 
constraining freedom of decision making. 
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4.1.2.2 Focus on BRIC-HPHG

Increased focus on BRIC-HPHG markets -> Change in internal competition and attention seeking 

The focus on BRIC subsidiaries and high population-high growth regions is most evident in Case company X. 
In case XB there is increased pressure to involve the low cost centers of China, India and Mexico in projects 
during the recession. Case XB also noted increased HQ attention toward BRIC, starting however before the 
recession. Case XB views the new structure to be in part linked to the focus on BRIC markets. 

Case XA further notes that [Company X], like any major corporation, is putting emphasis into large growth 
markets, especially given the recession, although the trend was happening before the recession. The subsidiary 
XA notes that they are in a stagnant market, and that headquarters are more lenient to projects with initial 
negative returns and cash flow in large, faster growing markets. They note: 

“We have very little chance to propose a project that has negative cash flow in the early 
years; we know that this is not the same in BRIC markets” 

They also note the combined pull of low cost and large growing markets with respect to India and China, 
saying: 

“There is a directive that we have to outsource most of operational work to competency hub in 
India & China although these hubs are out of our region”  

One key change as a result of Company X’s plan to build global competence centers in India and China is the 
reduction in the number of staff in the region. In other words, the region is considering downsizing to take 
advantage of the benefits of off shoring and the use of cheaper resources. 

4.1.2.3 Cost focus

Increased cost focus -> Change in internal competition, autonomy, issue selling 

All subsidiaries interviewed note a significant cost focus within their MNC. One of the contacts from 
Company X elaborates:  

“One of the biggest affect in [Company X] is cost obsession. We have to reduce our 
operations cost so that we can reduce our services & equipment price to the customer to make 
us competitive for customers in the times of recession” 

In Case XB, guidelines have been created for meeting tougher criteria during a recession. In case XA there is 
high pressure to reduce costs associated with sales, and not all sales are approved by HQ. They state the 
following: 

“We have clear sales guidelines and we cannot afford to not turn an opportunity in to a 
business case which qualifies the sales guidelines. The criterion for an opportunity to qualify 
for a business case is tougher in times of recession” 

Case XC notes that the effect of the recession on the business is the reduction in sales. Subsidiaries are more 
cautious of making capital expenditures. However they look out for means to reduce their operating expenses. 
Also subsidiary YA, YB, and YD has experienced an increased cost focus from head office. For Case YB 
there was an increase in cash flow reporting and an increase in financial timelines for reports. 
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4.1.2.4 Focus on required margins

Increased focus on required margins -> Change in internal competition, autonomy, issue selling, initiative 

A common theme was the strong requirement of all the subsidiaries to meet the financial targets agreed 
upon/directed by headquarters. While there was previously some ‘slack’ in these figures before the recession, 
after the recession took hold the was notable increasing pressure and influence from headquarters both in 
terms of the setting of targets and the meeting of the targets. Case ZA noted:  

“They basically wanted to monitor our financial performance and let it be known they would 
not accept any deviation. They never mentioned the consequences for deviation but you 
definitely felt it was not going to be a good thing for your career.” 

Case XA noted that the option to take a financial knock early that existed prior to the recession no longer 
existed (unless you were in a BRIC-HPHG market). 

4.1.2.5 Information flow / reporting requirements

Increased demand on information flow -> Change in integration, issue selling, autonomy, initiative 

All interviewed subsidiaries notes an increased demand in information flow towards head office. Reporting 
requirements have also increased. Case ZA notes that the MNC demanded very close policy and procedure 
alignment. The MNC demanded a large increase in quantity and frequency of reporting (financial, strategic, 
operational, project etc.). The MNC demanded high IT integration, especially with regard to project progress 
reporting and financial reporting. The MNC further demanded strict margins, cash flow requirements and 
financial ratios to be met, on a month by month basis. It also demanded detailed descriptions and 
categorizations of projects, along with detailed and rigorous risk management plans. The MNC further placed 
key staff in the subsidiary, to increase integration (through monitoring and information flow).

4.1.3 The 6 internal market variables 

The changes from head office on the internal variables are summarized in the table below and described more 
in detail further down. 

Table 4-4 Changes in internal market due to the recession 

Variable Change of variable in the internal market due to the recession affected by: 

Issue Selling Increased cost focus, higher focus on required margins, higher requirements from head office 
in increased information flow.  

Attention Seeking Increased focus on BRIC-HPHG markets. Negative attention has increased from head office 
but positive attention has decreased. 

Initiative Centralization of decision making, increased focus on required margins, increased demand on 
information flow and reporting requirements.      

Integration Centralization of decision making, increased demand on information flow and reporting 
requirements. 

Internal Competition Increased focus on BRIC-HPHG markets, increased cost focus, increased focus on required 
margins. 

Autonomy Centralization of decision making, increased cost focus, increased focus on required margins, 
increased demand on information flow and reporting requirements. 
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In the short term, the reduced revenues as a result of the reduction in sales may reduce the number of new 
investments the company chooses to invest in. Although HQ provides a common structure for implementation 
of strategy, how it is done is entirely at the discretion of the subsidiary.  The subsidiaries have the power over 
how strategies are executed. The subsidiaries are tightly integrated with the headquarters. However, in the 
strategy execution, each subsidiary is autonomous. Subsidiary strategy is developed based on the group or 
headquarters financial targets. 

The recession does not change the strategic direction, although revenue may sometimes go down in some 
regions. Within the RSSA region there has not been any recession or any marked effect as a result of recession 
in other regions. 

4.1.3.1 Issue Selling

Respondents noted the value and importance of connections at head office. It was noted in particular with 
regards to Case ZA that extreme efforts were made with regard to issue selling. The quote below captures the 
importance well: 

“We basically had no option but to implement this strategy, if we followed the ideas of head 
office we probably would be bankrupt by now. We developed our argument and focused all 
our efforts on our friends at HQ. Once we had them on side, we took our arguments together 
to the full senior management team. Our issue selling strategy was to highlight that the 
previous 5 years had been our combined strategy, and they could not leave us with the 
consequences to deal with ourselves. We were firm and had conviction, but ensured that we 
showed the long term value to [the parent company]. We eventually won them over, and it was 
the most critical decision in the history of our businesses. None of our success would have 
been possible without it. Our CEO’s outstanding ability to win people over in personal 
argument has laid the groundwork for our phenomenal success. Sometimes charisma is more 
important than strategy.” 

The subsidiary (case ZA) did exactly the opposite as suggested/directed by HQ. The subsidiary began with a 
hard hitting campaign aimed at key staff at the MNC to reverse the decisions they felt were detrimental to the 
survival of the subsidiary. The subsidiary however did not want to simply ignore the MNC and pursue 
initiative; it wanted to win the HQ management team over, and get permission, support, attention, higher 
integration and even investment to pursue initiative in its local market. The subsidiary made heavy use of 
issue selling, convincing the key staff members at HQ to change the strategy of the subsidiary, and allow it to 
partake heavily in entrepreneurship. 

The subsidiary management team was successful in its issue selling attempts. Eventually headquarters 
relented, allowing the subsidiary to partake in significant business development, entrepreneurship and 
initiative. The subsidiary went after new markets, and succeeded in tripling its revenue and doubling its profit 
from 2009 to 2011. The company did 85 percent of its business outside of its core market. The subsidiary 
received high amounts of attention, support, and even financial guarantees from HQ to carry out the largest 
projects it ever had undertaken. 

With regard to consciousness of the issue selling efforts the general theme emerging shows that managers 
indeed think more during a recession about how to sell their activities to head office and the importance of 
these efforts. Case YB example notes that effective issue selling becomes an important issue during a 
recession, despite the high levels of autonomy enjoyed, noting: 
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“You have to try harder in a recession to get headquarters to let you do what you want, the 
budgeting process has gone from a formality to a process involving a degree of rigor. If you 
want to take projects that require a margin reduction you had better be prepared to defend 
your plans” 

The subsidiaries in Company Y note that they put more emphasis on issue selling now than before the 
recession since demand on margins and risk management has increased from head office. 

“We have had higher demands on reasons for new employment in many sectors and also for 
giving employees salary raises” 

Cases XC and YD did not report significant increases in the levels of issue selling, reporting in general they 
did not feel their markets were in recession. 

4.1.3.2 Attention Seeking

Company X, who had recently changed to a regional structure, reported on a shallow level less attempts to 
gain attention, since the management team at the regional structure was closer to head office (in 
connectedness terms) and was larger in size so naturally had more attention than an individual country. In the 
same vein the managers employed at country level had no reason to require attention from HQ, as they now 
had the regional structure close by, which naturally came with highly levels of attention. Given this change in 
structure it is difficult to truly establish whether or not the mangers in country managers would have noticed a 
change in attention levels, and whether they would have strived to achieve great attention in this circumstance. 
This regional structure needs further study and many questions need to answer. For example, does a country 
get more or less attention under a regional structure? Is a regional structure a way of actually giving less 
attention to individual countries? The change in structure is a confounding variable in our study. We feel the 
fact that all others cases, with the exception of case YC – Russia reported part of their strategic response was 
to increase levels of attention, that we could accept this as a major theme arising from the empirical findings. 
We discount the weak counter theme arising from case XA, XB and XC due to the structural change that 
company went through. We also question the respondents reports that attention was less important, given that 
the majority of cases relating to company X reported an increase in issue selling, which is positively 
correlated to and somewhat related to attention seeking. When you are engaging in issue selling, you 
implicitly want attention on your subsidiary and the issue it is bringing forward, even if only temporarily. 

Case ZA notes the in their case they were explicitly told to not bother headquarters and take any of their 
attention. They note: 

“For [parent company] we are small fry. They have huge projects, worth maybe 100 times or 
more our total revenue to deal with, they really wanted us to disappear.” 

The subsidiary was also told implicitly not to bother the MNC with any business development work, requests 
for investment or resources, or any other requests for attention. The message was downsize, reduce risk, stick 
stringently to company strategy, and don’t bother us or other subsidiaries.  

In company X, Cases XA-Bulgaria, Case XB – Hungary and Case YC – SSA the general trend was to see an 
increase in importance of BRIC and an associated shift of attention. The three cases note this was more than 
offset in terms of attention for the new regions, as they had larger importance and higher amounts of 
communication than when they had a ‘country subsidiary’ structure. As already discussed depending on how 
you view the regional structure (and define it) you will have either find a decrease or an increase. This will 
depend not only on how you conceptualize the regional structure, but also on what your unit and level of 
analysis is. These are however considerations for a following quantitative study and the design allows us to 
consider the nuances of the descriptions without strict objective definitions, to try shine a light toward truth of 
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the matter. The authors view that there is an undercurrent in the cases linked to company X where the 
respondents indicated that there is indeed a shift of attention away from them to the BRIC economies, and an 
increase in activities to receive positive attention from headquarters by the regional “subsidiaries”.  

In general it was clear that all reported that attention had been moving toward the BRIC (and all HGHP) 
economies even before the recession, but that this situation was not accelerating. Almost unanimously 
attention was viewed in itself as an important resource, and the issue selling attempts that were universally 
underway confirm this idea.  

As already stated case XA has noted that emphasis placed on HGHP markets, starting before the recession but 
accelerating because of it. Case XA notes:

“Headquarters give favoritism to the BRIC economies. They have lenient rules and easy 
access to key individuals in…]” 

Case ZA states:

“You have to be on the business radar of headquarters, up until very recently they 
[headquarters] really didn’t care what happened to us” 

In case XB there is increased pressure to involve the low cost centers of China, India and Mexico in projects 
during the recession. Case XB also noted increased HQ attention toward BRIC, starting before the recession. 
Case XB views the new structure to be in part in relation to the focus on BRIC markets.  

Although the point is not explicitly emphasize by the respondents, the authors note that there was the clear 
view that they respondents were feeling that BRIC markets were getting such increasing levels of attention 
and that they needed to begin counter efforts to get themselves back in focus of headquarters.  

In company Y, the BRIC subsidiary says the internal market (integration, initiative etc) has remained the same 
for them during the recession. For Case YD interaction with head office and internal strategy did not alter 
significantly. In case YD the CEO built the subsidiary to the maximum size to ensure its survival in what he 
regarded as a very small market. 

In general with regard to the subsidiaries in company Y (YA-Finland, YD - Estonia) there were few claims 
and noticeable patterns regarding an attempt to increase attention during the recession. But once again this 
stands in contradiction to the claims made by the respondents (with the exception of case YC - Russia) 
regarding issue selling and other proactive actions that will be reported in the coming sections. The opinion of 
the authors is that the managers did not feel comfortable admitting that they had a strategy in this regard.  

Case YB stands as a strong exception to Cases YA and YD, in that they admit to trying to increase their levels 
of attention from HQ and importance in the MNC as a response to the recession. Case YB chose its strategy to 
increase its size and get attention and resources from the MNC. Case YB also stated there was a lack of 
choices, you have to cut costs, look for growth markets (outside country in this case) and increase 
cooperation. 

4.1.3.3 Initiative

Besides the general increase in smaller less radical initiatives reported in all non HG-HP subsidiaries we 
found one subsidiary, case ZA, where extraordinary high amounts of initiative dramatically changed the 
companies market, product and services and dramatically improved the business performance. In case ZA 
they responded to the recession specifically through initiative, which they would not have undertaken without 
the recession. They responded out of necessity.  
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In terms of entrepreneurship and subsidiary initiative headquarters absolutely closed it down. Business 
development was effectively outlawed, and the subsidiary was given a small fixed market. The subsidiary was 
also told not to come to HQ for investment, resources, financial backing, expertise or even attention, they 
effectively told the subsidiary to quietly implement its allocated strategy in its allocated market. It was 
effectively told to withdraw from the battle for internal resources. It was told it did not warrant time and 
attention, and then implicitly not to attempt lobbying and issue selling. 

The study confirms that the recession impacts the level of initiative within subsidiaries. In general the level of 
initiative increases somewhat, and in one case there was a large increase in initiative. As descried Case ZA 
drastically changed is product, services and market. HQ wanted some concessions in return.  

Case ZA effectively with intense negotiation struck a deal to engage in large amounts of initiative by agreeing 
to undergo a process of intensive integration with head office. The situation was interesting where the new 
levels of integration increased autonomy somewhat, and increase initiative to a very high level. The subsidiary 
undertook very large investment in new markets, offered service s never offered before, and undertook the 
biggest projects it had ever done.  

The subsidiary choose to both increase its actual and official autonomy, increase initiative, increase 
integration, increase attention, and competed more fiercely for internal resources. This was accomplished with 
a process of effective and intense issue selling. The strategy was an outstanding financial and long term 
business success, and has increased the profile and importance of the subsidiary in the multination. The 
company used concessions relating to integration, to allow initiative. 

Interestingly the empirical findings do not show a disposition for the MNC (HQ) to reduce official autonomy. 
The modern HQ may be aware that autonomy often creates better results, or that in times of distress, the 
subsidiary management knows best what is required to survive. The prediction that headquarters will reduce 
capital and set structural controls was supported by the empirical study, and that this was a constraining factor 
with regard to entrepreneurship.  

There appeared to be a connection between the level of market shrinkage and level of initiative, although the 
relationship was subjective and difficult to clearly ascertain. The relationship is intuitive and logical but the 
find of the presence of such a relationship in academic study depends on definitions and objective metrics 
chosen.  

Case XA notes headquarters orders to reduce costs and increase sales. Case XA focuses on positive cash flow 
sales projects. Case XA also looks for new business opportunities. In case XB they intend to carry out the 
existing strategy but also look for new opportunities. Case XC reports no changes as the recession has not 
affected their strategy as they believe the recession has largely bypassed there market.  

It appears then on the weight of the majority of cases, initiative if measured in terms of monetary unit value 
decreases (as there is simply not enough capital in the MNC) for non HGHP subsidiaries. On the other hand 
the total number of initiatives increases, as subsidiaries ‘hustle’ to survive the recession. We could say that 
radical high investment initiative has decreased, but subsidiary management is doing all they can to increase 
low investment less novel initiative. 

4.1.3.4 Integration

The cases relating to company X experienced an increase in integration based upon the structure change 
making the general pattern difficult to distinguish. All the cases (XA-Bulgaria, XB-Hungary, XC-SSA) report 
a slight increase in desire from the organization in terms of integration, and a seeming desire to use higher 
levels on integration with regard to the subsidiary response to the recession to better the subsidiaries chances 
of dealing effectively with the recession. 
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Case YC Russia did not notice a change in internal integration levels or requirement, however did note they 
would not mind being more integrated in the company. Case ZA reports that the requirements for integration 
dramatically changed, especially in terms of reporting and adhering to HQ work policy and procedure. The 
subsidiary further decided to use integration as a tool to respond to the recession. The subsidiary managed to 
negotiate with head office a deal where in the sense if they went very far in terms of becoming more deeply 
integrated with head office, they would be allowed more autonomy to respond entrepreneurially to recession.  

As described Case ZA noted that in exchange for the ability to undertake entrepreneurial actions HQ wanted 
some concessions in return. The company became very highly integrated in terms of information flow and 
reporting from the subsidiary to HQ. The companies became further integrated through staff exchange, in 
particular a key staff members coming to act as general manager of the subsidiary (who also had the financial 
director reporting to him). The management procedures and policies were also changed to strongly mirror 
head office policies further increasing integration. Communication was also dramatically increased on all 
levels. The increased communication, formal information flow, procedure alignment and staff exchange let to 
the side effect of increased strategic integration, in terms of subsidiary strategy discussion as well as increased 
strategic understanding at the subsidiary. Almost all the sub types/sub concepts of integration increased in this 
case. 

The subsidiary agreement to increase the level of integration, but admitted it wanted to increase some of the 
sub components of integration for a long time. Perhaps they were not so thrilled with the constant financial 
reporting, but they felt increased strategic and project information flow, and increased harmony in business 
processes enabled them to increase favor at head office. A contact responded:  

“To be able to undertake our new business strategy, we had to totally integrate with 
[country]. They wanted full access to all financial information and business activities on an 
ongoing bases, and further they wanted full compliance with all head office global policies 
and procedures – which were regarded as highly flexible before the new deal They basically 
wanted full access to everything, to everything, no more privacy” 

We find that the level of subsidiary integration is likely to increase during a recession. 

4.1.3.5 Internal Competition

Case ZA for example made significant efforts to receive funding, focus, permission and other resources from 
head office. In stark contrast Case XA does not view that internal competition exists within the MNC; each 
region minds its own business. The company notes they already outsource much operation work to India and 
China. 

Case XA notes that companies in the HGHP markets, especially CRIC, have a significant advantage in the 
battle for internal resources. They note this advantage, although existing before the recession, is increased 
during/after the recession. 

Subsidiary XB notes that in times of recession there is strong pressure on the sales team and operations team 
to reduce costs and there is competition amongst them for resources. 

The recession is further magnifying the already existing situation whereby BRIC countries (and similar) 
where receiving increasing levels of importance in the MNC.  The favoritism given to the large faster growing 
markets during a recession for projects with initially negative returns has implications for the strategic choices 
available to subsidiaries not in these higher growth high population markets. We feel that this effect is not 
necessarily a binary, in that BRIC markets for example are allowed to have projects with high levels of 
initiative negative cash flow, but rather a continuum whereby the more important a market or influential a 
subsidiary the less requirements will be upon then to keep projects cash flow positive. This allows subsidiaries 
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across the board to potentially use tactics to increase the allowance for positive projects cash flows, either buy 
increasing attention, using effective issue selling, competing smarter/harder for resources (in this case the 
ability to have negative cash flows is a resources), to integrate further or to engage in initiative. The increased 
pressure to involve the low cost centers during the recession, shows the threat to non low cost centers during a 
recession, with specific reference to internal resource competition (in this case the resource is internal 
business).  

In all the cases an increase in attempts to engage in the internal market was either directly or indirectly noted. 
Some respondents clearly felt uncomfortable discussing the topic. The theme clearly emerged that HGHP 
markets were winning this competition, and that the recession was helping them to win even further. It seems 
despite this the non HGHP subsidiaries were increasing efforts in the internal competitive arena. 

4.1.3.6 Autonomy

In general headquarters tried to increase centralization of decision making during a recession. Case ZA was 
the clearest case of a subsidiary setting its own independent strategy where they did a 180 with regards to 
orders from head office. It could be argued that this was not pure autonomous action as they had to convince 
headquarters to allow this action, and to bargain for it, but by the definition of autonomy choosing a strategy 
that is counter to headquarters wishes certainly qualifies. 

The change in level of autonomy is an extremely difficult variable to note. While in general the MNC seems 
to try to take control, without officially stating the wish to reduce the subsidiaries autonomy, with the 
exception of Case ZA where they at least initially made it clear the subsidiary had less managerial discretion 
in terms of business and financial strategy. Case ZA says: 

“They basically said, here is your market, this is your ‘product’, you are not allowed to do 
anything else” 

However case ZA managed to through the use of issue selling to implement its chosen strategy. One can 
debate if this is autonomy or not as they had to convince headquarters, but we think this is an issue for the 
authors of a future quantitative study when they put this variable in operation. 

On the other hand we find at the subsidiary level most of the cases were attempting to engage in a large 
amount of low capital, non radical entrepreneurship/business development. The total number of activities that 
meet the definition in this paper actually increased. However if one was to examine the phenomenon in terms 
of ‘dollar/Euro/Yen’ (monetary units measurement) then one finds less entrepreneurship. If one measures 
radical high investment initiative, then one finds it decreased somewhat. To add to this complex situation, 
initiative does not necessarily correlate to autonomy (although is often an indication of it, or sometimes even 
one of the objectively measurable metrics used to measure it). It comes down to whether one has as part of 
their definition the need to break free of head quarters strategy, or simply if high entrepreneurship with 
permission can fit the definition. 

As explained in most of the cases we find that the official autonomy remained the same, but that actual 
autonomy was restricted by financial targets, increased demand for information surrounding activity and 
higher scrutiny of budgets. On the other hand it also appeared that managers were thinking more about how to 
help their subsidiaries survive, and how to take actions to achieve this, which would indicate and increase in 
actual autonomy. There are clearly counterweighing forces, but the general finding are that official autonomy 
appears to be non changing, the total level of actual autonomy decreased, but that management fights this 
decrease but attempting to subtle increase autonomy, with small entrepreneurial actions backed up by issue 
selling. 
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4.2 The classification of the subsidiary and Recession relationship to internal strategy 
response 

This section first classifies/describes the subsidiaries in terms of their market description and current strategic 
variables, and the second section assesses the impact of this classification with regard to the second research 
question and proposition 7 (P7). 

4.2.1 Descriptive classification of subsidiary 

4.2.1.1 Descriptive analysis of type of region

The classification is displayed below with the following categorization.  

− Low population: 0 million - 5 million 
− Medium population: 5 million - 50 million  
− High population: above 50 million 

We take the average of the country growth rates for 2008 and 2011 to classify the subsidiary country growth 
rates. We choose these dates as 2008 was the last non negative GDP growth rate, and 2011 is the most recent 
growth rate. We believe these are growth rates that will most highly effect MNC management decision 
making. We use the figures from Global Finance magazine (average 2008 and 2011), as explained taking the 
most recent year and the year before the financial crisis: 

Global finance magazine (average 2008 and 2011), taking the most recent year and the year before the 
financial crisis: 

− Low Growth: < 2% 
− Medium Growth: 2-5% 
− High Growth: >5% 

Table 4-5 Growth and population  

Low population Medium population High population 
Low growth YB-Lithuania XB-Hungary; YA-Finland 

Medium growth YD-Estonia XA-Bulgaria XC, ZA-South Africa 
High growth YC-Russia 

Company XC is the sub Saharan region of company X, and the population of the entire sub Saharan region is 
high, however this does not mean the region due, to the country borders separating the markets, should be 
regarded as a high population region, and it is complex to plot it on the matrix versus the other subsidiaries. 
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The company has recently changed to a regional structure, and the subsidiary that has headquarters in South 
Africa would have been regarded as a South Africa based subsidiary before the change. 

Country risk is proxied by country credit rating as supplied by (Standards & Poors (2012)). Company 
suitability was based on interview respondents (their subjective judgments), and subjective judgments by the 
authors. 

Table 4-6 Company suitability and Country Credit Risk 

  Low credit risk Medium credit risk High credit risk 
Low company suitability

Medium company suitability

XA - Bulgaria (BBB) 

ZA - South Africa (BBB+) 

YC – Russia (BBB) 

XB – Hungary (BB+) 

High company suitability
YB – Estonia (AA-) 

YA – Finland (AAA) 

YD – Lithuania (BBB) 

The above combined categorization gives us the following subsidiary priority. 

Table 4-7 Subsidiary priority 

Priority Cases 
High priority markets YC 
Medium priority markets XA, YA, YB 
Low priority market ZA, YD, XB, XC 

Russia, due to having a very high priority market, is regarded as a high priority subsidiary despite only having 
medium country suitability. The South African and Sub-Saharan Subsidiaries, despite having fairly populous 
markets, have been degraded to overall low priority status due to the country risk. 

4.2.1.2 Control characteristics

This table includes variables important to the priority or importance of the subsidiary which are not directly 
related to its market (e.g. size, age etc.). 

Table 4-8 Subsidiary information 

Case Country Size Age Function 
XA Bulgaria 250 2001 Network, Global Services and Multimedia 
XB Hungary 300 1990 Manufacturing, distribution and development companies 
XC Sub Saharan Africa NA 1998 Network, Global Services and Multimedia 
YA Finland 500 2004 EPC and energy consulting 
YB Lithuania 200 2004 Energy Consulting 
YC Russia 300 2009 EPC 
YD Estonia 100 2004 Energy Consulting 
ZA South Africa 300 2003 Contracting, Energy Consulting, EPCM 

The important “take-away” from the above table are the relative size of the Finnish subsidiary compared to the 
other subsidiaries in Company Y. This subsidiary is probably fairly high priority for the MNC despite the 
location in a non-priority market. This has been taken into account in our analysis. 
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5 Analysis 

5.1 Internal strategy 
It appears a subsidiary will usually adjust its strategy in response to a recession, both in terms of internal and 
external strategy. There is a clear difference between BRIC subsidiaries and non BRIC subsidiaries in their 
impact felt and response to the recession. There appears further to be some difference between subsidiaries 
that fall into different categories with regard to the internal strategic variables.  

Cost reduction overwhelmingly seems to be the number one response to a recession. This has an effect on the 
subsidiaries internal strategy. The six internal market variables appear to be at least to some extent adjusted in 
the majority of the cases. The conceptualizing based on the literature reviewed that external and internal 
strategies were significantly altered by the recession was confirmed by the empirical evidence. Where there 
was an impact felt in the external market, there was almost unanimously a response in terms of both external 
and internal strategy. While the internal strategy response is expected this response has not been well 
documented previously in the literature.  

5.1.1 Issue Selling 

The following proposition was developed regarding issue selling: 

”Subsidiaries are likely to engage more fiercely and more consciously in issue selling during 
recessions, and even more significantly during this recession” 

Study findings: The study indicates this may be true. Subsidiaries tended to sense the higher level of 
competition within the MNC, and they understand the requirements of the recession on them to change both 
internal and external strategy resulted in the necessity for increases in the level of issue selling. 

Most cases (but not all) indicated more focused and deliberate attempts regarding issue selling during the 
recession. The respondents noted such themes as:  

− an increase in attempts to influence headquarters, 
− increased attempts to engage with headquarters, and  
− an awareness that there was a high likelihood to be similar efforts going on with other subsidiary 

managers 
− a desire for higher levels of attention

It appears that subsidiaries on average/in general are likely to engage more fiercely and more consciously in 
issue selling activities during recession. Attention (as discussed further down) appears significantly reduced 
for some subsidiaries during a recession, but not all. Large population high growth markets, or low cost 
markets, appear to have a greater level of attention than before the recession. Given this reduction in attention, 
the ability to gain influence (and attention) is critical, and issue selling is a tool to achieve this. 

The finding that subsidiaries are likely to engage more fiercely in issue selling technique during a recession is 
partly based on contact statements, but further on the logic that with the attempt to change any variable, in the 
majority of situations it would be good to have headquarters on board, and the most effective method (one 
could argue the only method) to achieve this is issue selling. During a recession the internal marketplace 
becomes fiercer, and issue selling becomes more important for all subsidiaries not in the priority markets.  

P1
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The graph below show the subsidiaries position in terms of issue selling activities before the recession and 
how they have responded due to their changed environment. 

Figure 5-1 Issue Selling 

The evidence points in balance to the finding that subsidiaries are likely to engage more fiercely and more 
consciously in issue selling during recessions. Dörrenbächer and Gammelgaard (2011) found that micro-
political bargaining power played a significant role in helping subsidiary managers achieve their aims. Our 
findings in case ZA are in agreement with this. Dörrenbächer and Gammelgaard further found that Issue 
selling was a significant variable utilized by the case companies’ (that they studied) management teams and 
this certainly was clearly evident in Case ZA.  

Dutten et al (1997) finds that issue selling is an important mechanism for change management. This study 
agrees with this finding in that subsidiary managers utilized issue selling as one of the tools employed to 
change their subsidiaries strategic role internal to the MNC. 

Dutton et al (1997) notes that managers take note of themes that indicate the favorability of the context for 
issue selling, or the importance of issue selling norms, the political vulnerability of the issue selling instance, 
or having a distant relationship to upper management. In our case despite the somewhat general hostile 
environment produced by the recession, did in no way deter the various issue selling efforts. This is slightly in 
contrast, in that instead of reading the environment to time their issue selling efforts when they were most 
likely to be well received, they rather employed issue selling activities when headquarters was not likely to 
look favorably upon these efforts. 
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5.1.2 Attention seeking 

The following proposition was developed regarding attention seeking: 

”Attention becomes scarcer during a recession for numerous reasons, and this is most strongly 
noticed by subsidiaries that are not in high priority markets and in particular the developed lower 
population nation subsidiaries. Subsidiaries are likely to respond with attempts to gain higher 
levels of position attention seeking behavior”. 

Study findings: The study indicates that positive attention becomes scarcer during a recession but only for 
non HGHP markets. The study further finds that in general subsidiaries located outside of HGHP markets
attempt to increase their level of positive headquarters attention.  

In general the study showed that attention becomes scarcer during a recession and this resulted in the 
requirement to engage in strategies to win back this attention. The respondents noted that attention can have 
both positive and negative effects, but on balance they believed attention was strongly positive. Most of the 
cases admitted to being interested in and actively engaging in attempts to get attention from head office. 

The study confirms that in non-priority market attention (along with other resources) becomes scarcer during a 
recession. In all cases (with the exception of the BRIC economy, and one of the Africa based subsidiaries) did 
the subsidiaries report a decrease in positive attention from headquarters. However we note that importantly 
some felt an increase in headquarters ‘monitoring’ in terms of demands of financial targets, and increased 
scrutiny of budgets. We view this as logical and intuitive, given the decreasing profits available in Western 
nations, and increasing growth and profits available in emerging nations.  

The graph below show the subsidiaries position in terms of attention seeking before the recession and how 
they have responded due to their changed environment. 

Figure 5-2 Attention Seeking 
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We find that with regard to attention, that it does indeed become scarcer during a recession and that this is felt 
most strongly in subsidiaries not in high priority markets. Our findings thereby support Ambos and 
Birkinshaw (2010) in that many MNC’s are putting strong emphasis on the subsidiaries in India and China. 
We further find that subsidiaries not in priority markets are likely to increase attention seeking activities as a 
response to the recession. 

Birkinshaw et al (2006) notes that how subsidiaries gain attention from headquarters while maintaining their 
autonomy is instrumental in their success. We find interestingly that most subsidiaries strove for both 
autonomy and integration in response to the recession. Further we find that a particular subsidiary (Case ZA) 
that managed to achieve higher levels of autonomy and initiative achieved outstanding success. This is in line 
with the arguments put forward in Birkinshaw et al (2006) regarding the link between achieving both 
simultaneously to achieve success. We further agree with Birkinshaw et al (2006) that subsidiaries located in 
‘lesser strategic markets’ should maintain exposure (attention), take the initiative, and be a good citizen (a 
component of integration).  

Dutton (2001) finds that issue selling can be used to direct the attention of top management and can be used as 
a technique to influence decisions in favor of the subsidiary, and our findings are in agreement with this.  

5.1.3 Initiative 

The following proposition was developed regarding initiative: 

”The MNC is likely to reduce the level of autonomy for the subsidiary, reduce available capital, 
set stricter financial goals and the environment may reduce the ability of the subsidiary to be 
entrepreneurial – reducing subsidiary initiative, at the same time the subsidiary, where is finds a 
shrinking local market, may attempt to significantly increase initiative to increase revenue, and 
sometimes profit, and the net effect we believe will be a lower level of initiative (depending 
dramatically on how one measure and defines initiative)”

Study findings: The study finds a general increase in most types of centralization during a recession which can 
have a restraining effect on initiative. The subsidiaries will be faced with dual pressures of the need to be 
entrepreneurial to secure alternative sources of revenue in its local market, and the described financial and 
behavior control imposed by the subsidiary. We find that although the net level of initiative is likely to 
decrease, the finding will be highly dependent on the definition and measurement of initiative. Small scale 
low investment based initiative tends to increase, while high investment large scale initiative based projects 
are put on hold due to capital constraints. The net effect in will be a decrease in monetary terms, but perhaps a 
higher number of smaller initiatives. 

The general theme relating to initiative came across that almost unanimously the respondents believe that 
initiative is a very useful tool to use to combat negative changes they have experienced during the recession. 
We believe that, based on our discussions regarding initiative, quantitative researchers could find vastly 
different findings studying the same sample of firms, depending on how they defined and measured initiative.  

In terms of discrete and proactive undertakings of an entrepreneurial nature involving new products, services 
or markets our research shows that this certainly is increased at the subsidiary level, however large scale high 
investment projects were generally put on hold, thus if these were studied a decrease would be noted. 

The graph below show the subsidiaries position in terms of entrepreneurial spirit or initiative taking activities 
before the recession and how they have responded due to their changed environment. Please note the graphs 
displays quantity of entrepreneurial actions as opposed to value or radicalness of entrepreneurial actions. If the 
graph displayed radical high capital entrepreneurship and measured the actions in terms of monetary value, 
the graph would display a completely opposite result. 
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Figure 5-3 Initiative 

In general we find an increase in initiative as part of the strategic response the recession and we found a case 
of one subsidiary using extreme levels of initiative very effectively. We stress again the relationship is heavily 
definition and measurement dependent, and we suggest that future quantitative studies break the initiative 
variable down into two or more sub variables. Perhaps measuring initiative money unit value, or number of 
initiative activities, or measuring high capital radical initiative versus low capital ‘incremental’ initiative. 

Birkinshaw (1999) finds that subsidiary initiative is suppressed by high level of decision centralization and a 
low level of communication (one form of integration) between the subsidiary and headquarters, and our 
findings are in partial agreement with his study. In most cases the desire for headquarters to increase decision 
making centralization provided a restraining force of the subsidiaries to engage in entrepreneurial action 
despite the desire to do so to respond to the recession. In case ZA we observed that increased levels of 
communication (especially formal reporting) substantially increased the capacity of the subsidiary to engage 
in initiative.  

Dörrenbächer & Geppert (2010) state that “career aspiration, career orientation, access to resources and 
specific skills to form internal and local coalitions, as well as “external” coalitions with the headquarters, 
need to be considered”. This is very interesting as it is possible that in Case ZA, the personal motivations of 
the CEO were highly influential in the decision to engage in high levels of subsidiary initiative, however as 
this was beyond the scope of the study, we can merely log this as a possible alternative explanation. 

This study finds partial agreement with Scott & Gibbons (2009) that subsidiary manager’s seized the initiative 
and adapts their position within the MNC. Although Scott & Gibbons do not specifically study subsidiaries in 
a recession, they do study subsidiaries under pressure or duress, and then the partial agreement in findings is 
expected.  

Our findings are in agreement with Birkinshaw (2007) that a protracted selling process exists from subsidiary 
management to parent management. Our findings agree with the general sentiment in Birkinshaw (1997) that 
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integration can be a facilitating factor as opposed to an obstacle to initiative, although we believe the sub 
classification of the type of integration (and probably initiative) plays a critical role here. We however find in 
contrast to Birkinshaw (1997) that in our case high levels of communication assist the implementation of a 
local market initiative, whereas Birkinshaw predicts they will restrain the process. It is interesting to note that 
Birkinshaw (1997) predicts that for internal initiative high levels of communication are required. It could be 
that since a dramatic change in an internal strategic variable (initiative taking level and to some extent 
autonomy) were required that perhaps high levels of communication were required. Perhaps if the subsidiary 
already had a history of being highly autonomous and undertaking high levels of initiative, then the 
communication could have has a restraining as opposed to a facilitating effect. It could also be that the 
recession and the severity of the recession mean the previous relationships discovered by Birkinshaw (1997) 
are invalid in the current (i.e. 2009-2012) environment.  

While Ambos et al (2010) note that previous initiative gives rise to higher levels of both positive attention and 
monitoring, we find that the process of initiative can immediately and directly lead to an increase in attention 
and monitoring – evident in Case ZA. 

5.1.4 Integration 

The following proposition was developed regarding integration: 

“The level of subsidiary integration with HQ is likely to increase during a recession, however the 
level of subsidiary integration, under the dual conditions that higher initiative and 
entrepreneurship (and or autonomy) are desired and the perception of the subsidiary is that 
integration is an obstacle to this, will decrease during a recession” 

Study findings: The study confirms that integration increases during the recession due to pressure from head 
office but perhaps surprisingly also an increased desire to integrate from the subsidiaries. The majority of 
subsidiaries noted higher demands from HQ regarding integration, but also a higher desire from themselves 
for integration and the benefits that might be incurred along with it. 

Once again, as with initiative (but we postulate not as strongly), the specific definition of integration and its 
measurement will have very significant effects on quantitative findings regarding the direction and strength of 
the relationship. Integration in terms of information flow, reporting, policies and procedures will certainly 
increase. Monitoring activities and scrutiny of budgets and plans will also likely increase, but strategic 
cooperation and support for business development is likely to decrease in all non HGHP subsidiary markets. 

The empirical evidence confirms that the subsidiary integration is likely to increase during a recession, both 
driven by desires of the subsidiary and headquarters. One of the cases clearly shows the benefits of integration 
along with higher initiative on subsidiary entrepreneurship during the recession. 

We note a general increase in monitoring and financial reporting expectations and targets. The monitoring 
itself does not necessarily mean higher level of integration, but in isolation monitoring will be regarded as 
increased integration. The higher level of attention with regard to some subsidiaries is regarded as increased 
integration (although once again not necessarily so) whereas the increased levels of autonomy will generally 
be associated with increased levels of integration (but not necessarily so). The increase in integration is only 
highly likely to occur in circumstances where the subsidiary is proactive and attempts to achieve it. Some 
small increases in integration based on increased levels of monitoring may occur in the short to medium term. 

The graph below show the subsidiaries position in terms of integration before the recession and how they have 
responded due to their changed environment. 
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Figure 5-4 Integration 

We did not find cases where the subsidiaries viewed integration as an impediment to autonomy and therefore 
avoided it. Perhaps subsidiary managers do not realize it could be an impediment, perhaps they don’t want to 
admit they avoid it or perhaps it simply is not an impediment.  

Young and Tavares (2004) highlight a tradeoff between integration and autonomy. This study is not in 
agreement with this theorizing. The findings of this study are however in agreement with Forsgren, Holm and 
Johanson (2005)  that actual autonomy (influence) will increase with higher levels of knowledge transfer from 
subsidiaries to headquarters (integration) based on the fact that headquarters does not feel it needs to increase 
centralization to learn about the subsidiary market. That is to say we find a positive relationship between 
actual autonomy and integration. 

5.1.5 Internal Competition 

The following proposition was developed regarding internal competition: 

“Subsidiaries are likely in most cases to increase internal competitive efforts during a recession, 
with the exception of a few who may choose to withdraw from the internal battle” 

Study findings: The study show an increase in internal competition but the result is less evident than initially 
expected. Most of the cases did however admit to some increase in efforts within the internal completive 
arena. It is however also possible that subsidiary doesn’t want to admit that they are competing internally and 
that might mean the actual level is significantly higher than the reported level. If one agrees that participation 
in internal competition is underreported (and the almost universal increase in issue selling almost necessarily 
agrees with this) then the findings is that internal competition intensity and activity is significantly increased 
during a recession. We found no cases of withdrawal from the competitive market, although it is very likely 
that the case sample was simply not large enough to uncover this phenomenon. 
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The general theme came forward in half of cases that the internal resource competition did not change 
significantly due to the recession. It is however worth noting that the subject of internal resource competition 
is very delicate and not a very welcome interview subject. This might have an effect on the results. Three of 
the cases admitted that the internal competition became more intense during the recession.  

The graph below show the subsidiaries position in terms of internal resource competition before the recession 
and how they have responded due to their changed environment. 

Figure 5-5 Internal Resource Competition 

The empirical evidence indicates that resource ‘shortages’ exist inside the MNC during the recession, and that 
these resources will be targeted towards BRIC (and friends) markets. Based on this, subsidiaries are likely to 
increase efforts towards internal competition. There is no evidence in the cases that subsidiaries ‘withdrawal’ 
from internal competition.  

Our study findings are in agreement with Birkinshaw et al (2005) that the internal environment is an important 
part of the subsidiary environment, and further that it is within the power of subsidiary managers to take 
advantage of opportunities that exist within that environment.  

The study agrees with Gammelgaard (2009) that intra-firm competition occurs regularly. The study findings 
further agree with Gammelgaard (2009) that intra-firm competition is influenced by the degree of subsidiary 
autonomy, and the level and nature of communication between the subsidiary and headquarters (a sub 
component of integration). 
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5.1.6 Autonomy 

The following proposition was developed regarding autonomy: 

”During a recession there will be a tension between subsidiaries who would like more autonomy, 
and headquarters who would like more control. We believe that net affect will be a decrease in 
autonomy, and increasing decision making centralization” 

Study findings: The study finds a general decrease in autonomy. The finding however is very heavily reliant 
on how autonomy is defined and measured. If actual autonomy (actual influence or effective autonomy) in 
terms of business decision making freedom is under investigation there is a large, broad and significant 
decrease the MNC strives indirectly for increased control and the subsidiaries fear to openly go against this 
desire. However if one measures the official level of autonomy one would not find an decrease in autonomy, 
as the MNC may be reluctant to officially tell the subsidiary it is taking over. The issue is further complicated 
in that in some perspectives official autonomy can decrease, for example in Case ZA they received a reduction 
in official autonomy. One could further argue that increased focus on financial margins and behavioral control 
is in fact a decrease in official autonomy. It is not unreasonable even to take the view that actual autonomy 
increases, in that subsidiaries attempt to fight the strategies of headquarters to centralize control, and engage 
in increased bargaining or secrecy to better the subsidiaries performance through independent decisions. 

We note that a quantitative study needs to clearly define the variable and we recommend separate 
measurements for the two kinds of autonomy (as we have recommended similar sub divisions for initiative 
and integration).  

During the recession we find there will be less autonomy, with counter forces in terms of the desires from 
headquarters and subsidiaries. The graph below show the subsidiaries position in terms of autonomy that they 
are given before the recession and how the situation has changed due to their changed environment. 

Figure 5-6 Autonomy 
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Factors that moderate the performance impact of headquarters (autonomy etc.) are likely to undergo 
significant changes in some subsidiaries during a recession. The empirical evidence shows that during 
recessions the level of subsidiary initiative (if measured in number of actions) is increased in the majority of 
cases. The empirical evidence shows that in the most cases MNC’s attempt to reduce subsidiary autonomy, 
either directly and officially as in Case ZA, or indirectly by stricter business controls. This autonomy 
reduction attempts are likely to have a suppressant effect on subsidiary initiative, but not enough of an effect 
to counter the increase in subsidiaries initiative based activities. The empirical evidence shows that this 
increase in subsidiaries initiative is particularly evident where the local market is shrinking dramatically.  

Our findings further indicated that subsidiaries did not feel that their level of autonomy would decrease as a 
result of higher integration in the MNC. This finding is not in line with Birkinshaw (2005) who notes that ”the 
more tightly integrated the subsidiary becomes in the corporate system, the more decisions of a truly strategic 
nature are taken out of the subsidiary’s hands and held at a corporate level”   

Summary – Internal strategy response to the recession
Table 5-1 Summary - Internal strategy response to the recession

Internal strategy response to the recession 
Bulgaria Hungary Sub-Sahara Finland Lithuania Russia Estonia South Africa

XA XB XC YA YB YC YD ZA 

P1 - Issue Selling Increase Increase Same[+] Increase Increase Same[+] Increase Increase 

P2 - Attention Seeking Increase Increase Increase Same[+] Increase Same[+] Increase Increase 

P3 – Initiative Increase Increase Increase Same[+] Increase Same[+] Increase Increase 

P4 – Integration Same[+] Same[+] Same[+] Same[+] Increase Same[+] Increase Increase 

P5 - Internal Resource Competition Same[+] Same[+] Same[+] Same[+] Increase Same[+] Increase Increase 

P6 – Autonomy Same[--] Same[--] Same[--] Same[--] Decrease Same[--] Decrease Increase 

[*] means small increase or about the same, [--] means small decrease or about the same. 



MASTER THESIS | 20120816  Anna Nordling, Alex Ofori, Ezaz Paracha 

70 

5.1.7 Reasons for change in internal strategy 

The main reason behind the changes in internal strategy in the subsidiaries comes from a combination of force 
by head office, a force from the environment, and survival instinct of the subsidiary and subsidiary 
management. Since both the external market and internal market changed, the subsidiaries had to change their 
strategies to survive. 

Table 5-2 Reasons for change 

Reasons for strategy change 

Issue selling The level of issue selling increased in most subsidiaries due to a tougher internal climate, higher 
requirements from head office and in the case of ZA it was due to a disagreement in strategy 
between the subsidiary and head office. The managers recognized they needed to use issue 
selling to get buy in to their strategic changes for them to be successful, wanted increased 
attention, and anticipated increased competitive ‘noise’ from other subsidiaries. 

Attention seeking The reason for increasing of attention seeking was that the attention naturally decreased and 
subsidiaries had to compensate for this. Subsidiaries located outside of HGHP markets felt they 
needed to get back onto the business radar of headquarters. Subsidiaries understood that in order 
to effectively sell issues relating to strategy changes attention of headquarters was required. 
Some managers also anticipated competitive attention seeking strategies from sister subsidiaries. 

Internal resource 
competition

The X company subsidiaries did not increase their level of competitiveness due to the 
organizational structure where they very centrally controlled and measured. The smaller 
subsidiaries in Company Y competed harder due to the much tougher climate and lessening of 
allowed resources. The reasons given in cases where managers admitted to increasing 
competition were that they needed resources and attention inside the MNC since the external 
market was so tough, and further there was higher internal competition so harder competing was 
required. 

Autonomy Autonomy decreased (depending on measurement method) in many of the cases and it was not 
heavily fought by the subsidiaries. The reason behind that was that the subsidiaries had to lessen 
their autonomy to survive and integrate better in the company. In cases where attempts were 
made to increase autonomy, the reasons were that new product and markets were required in 
order for the subsidiary to weather the recession. 

Initiative Initiative increased overall (of course depending on measurement method), and the reason was 
that many of the subsidiaries felt it necessary to ‘hussle’ for business during the recession. In 
instances where initiative decreased the reason was usually lack of available capital and more 
stringent financial margin expectation by MNC headquarters. 

Integration Integration increased and was also mentioned as something that the subsidiaries wanted to 
increase. When times are tough the subsidiaries found more strength and security being more 
integrated in the company. Headquarters in the most cases demanded certain kinds of 
integration, and in other cases subsidiaries used integration to strengthen their position and even 
facilitate entrepreneurship. 
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5.2 Descriptive analysis of type of strategy (role, internal strategy) 
The following proposition was developed regarding classification of subsidiary: 

“The classification of a subsidiary, in terms of its market and its internal strategy, will have an 
influence on its strategic response to the recession. The classification according to subsidiaries 
market will have a more significant effect than the classification according to internal strategic 
variables” 

Study findings: The study finds that both the classification of subsidiary market and the current classification 
of the six internal variables have an effect on the subsidiary strategic response to the recession. The 
classification according to market priority appears to have the strongest predictive power regarding the 
recession internal strategy response.

5.2.1 Company classification before the response  

The figure below shows the parent company’s position in the matrix before the recession strategic response. 
This is totally dependent on the parent company.  

Table 5-3 Company strategic positioning before the recession 

  Low 
Autonomy 

High 
Autonomy 

Low 
Integration 

High 
Integration 

Low Attention 
Seeking 

High Attention 
Seeking 

Low Internal 
competition 

High Internal 
competition 

Low Issue 
Selling 

High Issue 
Selling 

Low 
Initiative 

    Isolated 
Implementers 

      Withdrawing 
Implementers 

Competing
Implementers 

    

High 
Initiative 

    Isolated 
Entrepreneurs 

      Withdrawing 
Entrepreneurs 

      

    Low Autonomy Controlled 
Isolators 

Controlled 
Integrators 

            

    High 
Autonomy 

Autonomous 
Isolators 

              

        Low 
Integration 

            

    Company X   High 
Integration 

      Integrated 
Competitors 

    

    Company Y       Low Attention 
Seeking 

        

    Company Z       High Attention 
Seeking 

        

                Low Internal 
Competition 

    

                High Internal 
competition 

    

The table above show the most significant influence of subsidiary internal strategy classification is the parent 
company strategy and structure. 

Company X tends to be very integrated, with the subsidiaries (regions) being well connected and interacting 
often with head office. As a result control, integration and participation in the internal market are high and 
these subsidiaries, when nuance is ignored, are best described according to our classification system as: 
Controlled integrators, integrated competitors and competing implementers.

Company Y, which tends to be characterized by high levels of decentralization, perhaps a lack of integration, 
and high levels of strategic autonomy. The company on the whole tends to operate in an isolated fashion, with 
the subsidiaries taking care of their own strategies and is rarely refused finance for the budgets they set. When 
nuance is ignored these subsidiaries are best described as: Autonomous isolators, isolated entrepreneurs 
and withdrawing entrepreneurs. 

Company Z (as we only studied one subsidiary, so comments are in relation to this subsidiary) is 
characterized by a desire to isolate and control the subsidiary and to have the subsidiary only implement a 
very narrow strategy defined by headquarters. We feel the best classification of this subsidiary according to 
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our internal strategy classification system is: Controlled isolator, isolated implementer and withdrawn 
isolator.

The classifications of the subsidiaries of company Y come as no surprise, as we selected this company 
because it was relatively autonomous, but the high level of integration, control and relatively low autonomy 
with regard to company X did come as a surprise as we had initially selected this company as one we regarded 
as middle of the road (existing halfway between company Z – high centralization and company Y - low 
centralization). While the cases that made part of company X may seem to have to accept high levels of 
centralized decision making, the decision making centralization within company Y is still significantly greater 
(officially). Although case ZA was able to make dramatic changes to its internal strategy being described as 
an ‘integrated entrepreneur’ after the crisis, but this will be discussed in a proceeding section. 

5.2.2 Company response 
Table 5-4 Company response to the recession

  Low 
Autonomy 

High 
Autonomy 

Low 
Integration 

High 
Integration 

Low Attention 
Seeking 

High Attention 
Seeking 

Low Internal 
competition 

High Internal 
competition 

Low Issue 
Selling 

High Issue 
Selling 

Low 
Initiative 

    Isolated 
Implementers 

      Withdrawn 
implementers 

Competing 
Implementers 

    

High 
Initiative 

    Isolated 
Entrepreneurs 

Integrated 
Entrepreneurs 

  Interactive 
Entrepreneurs 

Withdrawing 
Entrepreneurs 

    Lobbying 
Entrepreneurs 

    Low Autonomy Isolated and 
controlled 

Controlled 
Integrators 

            

    High 
Autonomy 

Autonomous 
Isolators 

              

    Company X 
Before & After 

  Low 
Integration 

            

    Company Y 
Before 

  High 
Integration 

  Interactive 
Integrators 

  Integrated 
Competitors 

    

  Company Y 
After 

      Low Attention 
Seeking 

        

  Company Z 
Before 

      High Attention 
Seeking 

        

  Company Z 
After 

          Low Internal 
Competition 

    

            High Internal 
competition 

  Lobbying 
Competitor 

As can be seen from the table above, the overall trend of the companies is to become more integrated and to 
experience higher internal competition. The above table indicates the positions of all cases within company X 
changed very little. It is notable that although company Y after is regarded as interactive integrators, this 
indicates a move towards this position, as opposed to a dramatic change in classification. After the recession 
the company is still decentralized. The table indicates a description of the direction of the response, not the 
clear absolute statement of the company classification after the response. Case ZA has such a dramatic 
response however that we feel that the after position in this case is a good description of the change in 
absolute classification of the subsidiary. The next table shows the different subsidiaries response in strategy.  
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5.2.3 Classification of subsidiary  

Developed Classifications
  Low  

Autonomy 
High  
Autonomy    Low Attention 

Seeking 
High Attention 
Seeking    Low Issue 

Selling 
High Issue 
Selling 

Low Integration Controlled 
Implementers 

Autonomous 
Implementers Low Initiative Stealth 

Implementers 
Interactive 
Implementers 

Low Internal 
Competition 

Quiet 
Withdrawers 

Lobbying 
Withdrawers 

High Integration Controlled 
Entrepreneurs 

Autonomous 
Entrepreneurs High Initiative Stealth 

Entrepreneurs 
Interactive 
Entrepreneurs 

High Internal 
competition 

Quiet 
Competitors 

Lobbying 
Competitors 

Cases classified before the recession 

  Low  
Autonomy 

High  
Autonomy    Low Attention 

Seeking 
High Attention 
Seeking    Low Issue 

Selling 
High Issue 
Selling 

Low Integration ZA YB, YC, YD Low Initiative 
XA. XB, YC, 
YA, YB, YC, 
YD, ZA 

Low Internal 
Competition 

YA, YB, YC, 
YD, ZA 

High Integration XA, XB, XC YA High Initiative High Internal 
competition XA, XB, XC 

Cases response to changed internal market 

  Low  
Autonomy 

High  
Autonomy    Low Attention 

Seeking 
High Attention 
Seeking   Low Issue 

Selling 
High Issue 
Selling 

Low Integration YC Low Initiative YC, YA Low Internal 
Competition YC YA 

High Integration 
XA, XB, XC, 
YB, YD ZA, YA High Initiative 

XA, XB, XC, 
YB, YD, ZA  

High Internal 
competition XC XA, XB, YB, 

YD, ZA 

We have plotted three matrices taken from the main descriptive table for simplicity. We have rated the cases 
in terms of pairs of the strategic variable. We felt the most descriptive matrixes involved classification 
according to autonomy versus integration, attention versus initiative and issue selling versus internal 
competition. 

We forced the distribution of subsidiaries on these tables in order to discover nuance between the subsidiaries. 
The subsidiary was classified in absolute terms against the author’s subject judgment of the 6 internal, 
variables. The cases were based on the activity history of the last 5 years, and partly on self reporting on their 
impression regarding the 6 variables. Case ZA is particularly notable in that it had low levels of integration 
and autonomy, and case YA-Finland had both high levels of autonomy and integration. All the cases appeared 
to have low levels of attention seeking and initiative before the recession, and we found only the cases within 
company X to engage fiercely within the internal market. 

We note that case ZA, South Africa responded by looking to increase from low autonomy and low integration 
to low autonomy with high integration. The classification of the response is somewhat controversial in that the 
subsidiary went directly against management orders, but only after it managed to convince HQ to let it. This 
situation is one where it has low official autonomy, but seemingly very high actual influence (Forsgren, Holm, 
and Johanson, 2005). In this case the low levels of integration resulted in the ability to use a change in 
integration (and arguably autonomy) as a response to the recession. Case YB and YD moved from a position 
of very low integration and attempted to become more integrated. They had a neutral attitude toward 
autonomy, and this attitude coupled with the desire of headquarters for greater control resulted in a net 
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decrease in autonomy. In this case the low degree of integration influenced the desire to become integrated. 
Case YA who already had high levels of autonomy and integration and did not seem to try to increase those 
levels, but naturally responded in a way that took into account its ability to exercise managerial discretion and 
high levels of integration. With respect to attention seeking and initiative cases YA and YC are the only two 
subsidiaries that do not respond with higher attention seeking and higher initiative. The prior levels of 
initiative and attention seeking do not predict that these would be the only non-responsive subsidiaries; 
however their low rating regarding internal competition may be explanatory in this regard. With regard to the 
variables of internal competition and issue selling YC is the only subsidiary not to increase these variables, 
despite the fact that it already has very low levels of these variables. Case YA does not respond with issue 
selling and case XC does not respond with increased efforts in the internal competitive market. All the 
remaining cases increase levels of issue selling and internal competition. The prior levels are not highly 
explanatory in this instance; although the apparent low levels of issue selling in general seems to leave room 
for most to engage in this.  

The similar responses with regard to attention seeking and initiative for cases YA and YC is we believe linked 
to their high priority status in their multinational. Case YC because of its HGHP market, and case YA because 
of its relative size and strong connections to head office (part of control variables). Case YC appears to not 
feel the need to compete in internal competition nor sell issues, and perhaps it should come as no surprise that 
this is the subsidiary located in a BRIC market. This subsidiary is likely not to feel the need to compete, as 
they are already given high levels of resources and attention. 

The response in terms of autonomy from Case YC and YA could be explained by their power based on their 
priority market and large subsidiary respectively. Case YC tends in general not to feel the need to adjust any 
of the internal variables, possibly due to less reduction in local demand, but possibly also due to having a 
higher priority within the MNC (although these concepts are highly related). In general larger markets or 
higher priority subsidiaries tended to respond less and tended to attempt to adjust the internal variables less 
than lower priority markets.  

We conclude that both the subsidiary prior classification in terms of the six strategic variables and subsidiary 
priority (which appears primarily based on the subsidiary market) have a significant impact on the strategic 
response to the recession. In general subsidiaries that operate at lower levels of each variable have more room 
to maneuver and use a change in the variables as a strategic response. Further In general subsidiaries in lower 
priority markets are likely to feel the need to adjust their internal strategy variables as they feel the loss to the 
BRIC/HGHP subsidiaries in terms of the internal market. 

The subsidiary/region category has a significant effect on the subsidiary/region response to the recession, and 
is affected differently by the recession, and further the reasons why a subsidiary/region responds a certain way 
will vary according to subsidiary/region category. 

It appears the country or region where the subsidiary operates has an effect on the subsidiary response during 
a recession. The most obvious reason is that the subsidiary responds differently is the different external market 
effects of the recession. The larger the market effect, the larger the required strategic response. However on 
deeper analysis it appeared that internal MNC factors are also a factor.  

The current level of internal structure levels affects the choice of adjustment upon each level. The relationship 
however is unclear, and each variable will need to be qualitatively and quantitatively studied as a paper focus 
to determine the actual relationships. One could perhaps find a somewhat inverse U shaped curve, seeing the 
highest adjustment coming where subsidiaries with either very high or very low levels of certain variables will 
not view adjusting these options significantly will have a strong short term effect. A Subsidiary, for example, 
who has very high levels of integration, or is operating with very high levels of autonomy, will be unlikely to 
regard trying to integrate further or achieve higher autonomy as a fix to their problems, as they are already 
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operating at high levels in these areas, and they will assume the law of diminishing returns is likely to apply at 
this point. Likewise a company with very low levels of autonomy or integration, will view it difficult to 
change this situation quickly, this is likely to look for other, more short term solutions to the recession. A 
subsidiary who currently has very low levels of integration, will likely believe it will have to undertake a 
multiyear process of attention seeking, issue selling and internal resource competition before it could change 
its level of integration. This is merely conceptual reasoning (not displayed in our case study research) and a 
quantitative study is necessary to confirm the pattern and direction of the relationships.  

We note that in one of our cases a very rapid change in integration levels took place, but we understand this 
could be an outlier, not representative of the norm. In this case there was strong desire and benefit with regard 
to subsidiary integration for both headquarters and the subsidiary, and further a drive and expectation of 
greater integration had existed for many years before (although actual steps had been very slow and extremely 
shallow, the plan was set and generally agreed upon). We would expect then the highest level of adjustment to 
come from companies who’s internal strategy variable are slightly to somewhat lower than average relative to 
other subsidiaries. Further we believe there will be subsidiaries that have high capacity to change these 
variables, and it will be these that attempt to change the levels. 

These choices are likely to be correlated to some degree with the market type and subsidiary type, thereby 
creating a correlation between strategic response to the recession and subsidiary/region categorization.  

An important factor possibly effecting the response to the recession if the current priority of the subsidiary and 
market in the internal hierarchy of the MNC is that internal market priority is certainly highly correlated with 
the region that the subsidiary operated in, explaining the relationship between region and response. Regions 
that are considered priority, all things being equal, are likely to be more integrated than those who are low 
priority. However it is also likely that higher priority market subsidiaries are not likely to be among the older 
and largest subsidiaries, as they are often located in emerging market. These two variables in a large number 
of cases offset one another making a pattern difficult to clearly detect. 

Other possible factor linking subsidiary classification (market and sub type) to strategic response to the 
recession (outside of current level of internal variables and current market priority) include 

− Current subsidiary role 
− Current MNC strategy and structure (linked to above, which may differ between regions) 
− Age, size, and other “control” variable of the subsidiary 
− Language spoken in the subsidiary (possible variable regarding integration capacity) 

The study confirms (as far as a qualitative study can confirm anything, perhaps indicates is a better word) the 
prediction that subsidiaries located in different markets are affected differently and respond differently to the 
recession. The differences are possibly due to the differences in priority, differences in internal strategy 
(current role, structure, strategy) which are correlated to the market, or could be related to subsidiary specific 
variables (outside the scope of active study in this paper) (e.g. subsidiary age or language)  
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6 Conclusions 

Given the current financial stagnation in America and Europe and the increasing priority given to growth 
markets, the aim of our thesis is to study the impact on business strategy for subsidiaries in multinational 
corporations. The following question has been answered:  

How do MNC subsidiaries change their internal strategy as a result of this recession? 

The study found that all of the six internal market variables; issue selling, autonomy, initiative, 
integration, attention seeking, and internal competition were affected by the recession and all of 
them were, in most cases, strategically changed as a result of those changes. 

The level of all of the variables with the exception of initiative and autonomy increased in our 
case companies. All of the six variables were utilized by subsidiaries managers as recession 
combating strategies, with managers attempting to increase the usage of each of the six. The 
study further finds that both the classification of subsidiary market and the current classification 
according to the six internal variables are both related to the subsidiary strategic response to the 
recession.  

The study uncovers that as a consequence of the recession; MNCs tend to centralization decision making, turn 
their focus to BRIC and other high population-high growth areas, increase cost and margin focus, as well as 
increase their demand on information flow and reporting. These changes in the MNC internal environment 
leads to a tougher and more difficult environment for the MNC subsidiaries; which they need to adjust to. Our 
paper investigated the changes that the subsidiaries might be exposed to and more importantly how they 
strategically react to these changes. 

Most cases (but not all) indicated more focused and deliberate attempts regarding issue selling during the 
recession where the respondents indicated an increase in attempts to influence headquarters, increased 
attempts to engage with headquarters, and awareness that there was a high likelihood to be similar efforts 
going on with other subsidiary managers.

The study show that positive attention from head office does indeed become scarcer during a recession and 
that this is felt most strongly in subsidiaries not in high priority markets. We further find that subsidiaries not 
in priority markets are likely to increase attention seeking activities as a response to the recession. 

In terms of entrepreneurship and subsidiary initiative, our study shows that the head quarters absolutely 
decrease their willingness of approval. The study confirms that the recession due to this stricter environment 
impacts the level of initiative within subsidiaries and they have to increase their efforts in order to gain the 
same results as before. Although the total amount of initiative measured in monetary units decreased, the total 
number of initiative activities increased (depending on how one were to define the variable). We find that 
subsidiary managers generally try to increase their level of initiative, as a result of the recession.

The study further show that integration within the MNC increases as a result of the recession. In one of the 
cases studied, a complete re-organization was implemented which increased the integration of the subsidiaries 
greatly within the MNC. In all the companies however there were trends of tying the subsidiaries closer to the 
MNC due to the recession. Managers in some of the cases tried actively to increase the integration of the 
subsidiary, where as other managers simply did not fight headquarters wishes. The findings regarding 
integration in future studies will be dependent on the definition of the variable. 
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The empirical evidence confirms the increase in internal competition within the MNC, however not as 
strongly as first expected. The subsidiaries in general don’t perceive their internal market to be very 
competitive, they do however admit to the environment being a little more competitive due to the recession. 

The empirical evidence shows that in the most cases MNC’s attempt to reduce subsidiary autonomy, other 
directly, or by stricter business controls. We find that the level of official autonomy is likely to remain fairly 
level or reduce slightly, were as the levels of actual autonomy were often indirectly reduced. Managers 
however in the majority of the cases, tended to attempt to utilize increases in autonomy as a recession 
combating strategy. In one case this strategy as extraordinarily successful. 

The study finds that both the classification of subsidiary market and the current classification of the six 
internal variables have an effect on the subsidiary strategic response to the recession.  

6.1 Implication for practice 
Subsidiary managers should be aware that other subsidiaries are taking action regarding their internal 
environment (internal strategy and role in the MNC) during the recession/stagnation, and that they should 
consider themselves during the same as our study has shown that this can be of tremendous benefit, both in 
terms of business performance as well as importance and influence within the MNC. 

Managers need to be aware that initiative is used as a weapon against the recession and in some cases can turn 
a struggling subsidiary around. Further, managers should consider using higher levels of integration to 
facilitate this entrepreneurship, as opposed to isolating themselves to achieve entrepreneurship. The study has 
shown the integrated entrepreneurship can have tremendous positive performance during the recession. 
Managers need to be aware that integration can be used to increase initiative, instead of being a threat to it. 

Managers should be aware of the six variables that can be used in changing the role of the subsidiary within 
the MNC. Mostly managers need to be aware they do not need to accept a reduced priority within the MNC, 
and even if they are in a low priority market, can dramatically change their assigned level of priority (and with 
their resources).  

6.2 Implications for theory 
The paper highlights the consequences of the recession on external and internal strategy in large MNC’s. The 
paper further studies the effects that the changes in strategy have on subsidiary strategy. The paper defines the 
subsidiary internal environment along with various levels of intensity regarding six key subsidiary factors. 
The paper puts forward a sophisticated descriptive model of subsidiary business strategy; many different 
combinations of the six factors from the model can be used to study any combination of the internal variables. 

The paper studies the most recent recession, and its effect on subsidiaries, and actions that the subsidiary can 
take with regard to its internal options. This combination has not received extensive study in prior literature, 
and makes a unique contribution. The study responds in part to Scott & Gibbons call for research based 
practical guidance on what strategies and tactics subsidiary CEO’s can adopt to ensure subsidiary survival and 
successful competition for further investment. 

This study sheds further light on a key debate in the literature. This debate surrounds whether integration and 
autonomy are inversely related, and in the same vein whether integration and initiative are inversely related. 
This study shows that the relationship may be a positive as opposed to a negative one. 

This study links the subsidiaries market characteristics and internal strategic variables to the strategic actions 
taken with respect to the internal market during the financial crisis. To our knowledge this has not been 
studied in this way before in the academic literature. 
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Appendix 1 - Interview questions summary 

Basic study field: “What effects did/is the recession having on you as a country subsidiary of a large 
multination corporation and how have you responded to this”  

(The answer to the questions will be treated confidentially and anonymously in all respects.)

1. What changes in your market have you encounter as a result of the recession?

− Market: Changes in market size and number of competitors? 
− Opportunities: Changes in number of orders, inquiries?  
− Head Office Demand: Changes in demand from head office, financial, reporting etc.?   

2. How was your response to these changes?

− Strategy: How has it affected your business strategy?  
− Relationship: How has it affected your relationship with head office and other subsidiaries?  
− Integration: Did the recession make you more or less integrated in the rest of the company?   
− Entrepreneurship: Did you become more entrepreneurial?  
− Competition: Did you compete harder for internal resources?  
− Projects: Did you try to pick project that are strategically more important to head office?  

3. Why did you respond in this way, what was your reasoning?  

4. Other comments on the issue?   

Discussion points 

− Current strategy 
− Historic development of strategy 
− Communication of strategy from head quarters 
− Room for change and adaptation for the subsidiary 
− Relationship with head office and other subsidiaries 

Subsidiary strategy

− The subsidiaries role in the global strategy
− What does the subsidiary have managerial discretion over? What is decided at headquarter?
− What resources are required/requested from headquarters
− What financial targets and budgets exist?
− Who sets the budgets and the financial target? 
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Recession

− How has the recession affected the strategy at Ericson? 
− How has the current recession affected your strategy? 
− How do you compete for resources with other subsidiaries? 
− Have your tactics changed since the recession? 
− Who are the “priority” subsidiaries? How is this visible? 
− Have you experienced increase in internal competition (especially with regard to sales markets, not 

just cost competition) from highly populated high growth markets 
− When did this competition begin? 
− Has the recession made it significantly more competitive internally? 
− How are you seen by headquarters? High growth, medium size, medium growth, low priority? 
− How do you compete internally? What are your tactics to compete for resources versus high growth 

highly populated high priority markets? 
− More or less integration? More or less autonomy? More or less subsidiary strategy development? 
− Why do you utilize these tactics? 

BRIC

− Has the increased economic growth in BRIC economies increased their attention given from head 
office? 

− If the attention given to BRIC subsidiaries has increased, how has it affected the attention given to 
your subsidiary? 

− How has your strategy changed due to the change in attention from head office?  


