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1. INTRODUCTION  
1.1 The Subsidiary Governance Problem 
Corporate governance deals with the factual and legal system of direction and control of 

companies, with parties involved in and interacting within this framework, with their 

interests, their legitimacy and their relationship (Cadbury Report 1992; BIGCG 2000; 

GPCG 2000; Monks and Minow 2001; GCGCGC 2002; Steger 2004). The core of modern 

corporate governance is the Agency Problem between outside shareholders and inside 

managers (Jensen and Meckling 1976; Fama 1980; Fama and Jensen 1983a). As a 

consequence of assigning a group of individuals to manage a company, the ownership of 

the company was separated from the control over it, a notion grounded on Adam Smith’s 

1776 work. All of a sudden, shareholders found themselves excluded from the 

organization of the company (outsiders) and with little access to information about the 

company’s value creation process or the efforts of its managers (Ross 1973; Jensen and 

Meckling 1976; Arrow 1985a). Public listing of stock companies enabled further sourcing of 

large amounts of capital, but increased the problem through the subsequent dispersion of 

shareholding and, as a result, shareholders became unable to exert efficient control over 

their management (Berle and Means 1932). This resulted in discussions about corporate 

governance, which focuses on what mechanisms are available and effective in disciplining 

corporate managers and achieving their compliance with shareholders’ interests 

(governance mechanisms) (Shleifer and Vishny 1997; La Porta et al. 2000). A governance 

mechanism is defined as any direct intervention of outsiders in a company that aims at 

exerting supervision and control of the management and making it adhere to predefined 

goals (Eisenhardt 1985; Shleifer and Vishny 1997; Luo 2005). From the classical 

perception of the field, 

Corporate Governance is, to a large extent, a set of mechanisms through which 

outside investors protect themselves against expropriation by the insiders. (La Porta 

et al. 2000, p. 4) 

The antecedents of corporate governance reach back to the emergence of the first large 

capital companies, but the topic has attracted the most attention from practitioners and 

researchers only around the dawn of the 21st century (Coffee 2001; Steger 2004). A series 

of severe corporate scandals shook the confidence of investors and the general public in 

managerial ethics, in particular in the United States of America (USA). Prominent 

examples were Enron, Tyco and WorldCom in the USA and Parmalat, Ahold and Swissair 

in Europe. The different types of problems at the core of these scandals could be traced 
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back to several fundamental archetypes of poor corporate governance (Kharbanda and 

Stallworthy 1988; La Porta et al. 2000; Steger 2004; Hamilton and Micklethwait 2006). The 

most frequently seen situation was that of a dominant chief executive officer (CEO) and 

other top managers inflating the share price of their companies by, at best, questionable 

and, at worst, illegal means (e.g. Tyco or Parmalat). Supervisory boards (henceforth: 

boards) were ineffective and passive and internal control measures failed. As a result, 

measures such as outsourcing debt from the balance sheet and integrating false, 

unrealized profits into the balance sheet were not noticed. “Creative accounting”, the new 

keyword, was rooted in unrealistically high performance targets, investors’ expectations 

and managerial greed. It was supported by informational politics in favour of the company 

to the point of lying. A second type of corporate scandal involved wrongdoing such as 

fraudulence, private use of corporate resources and bribery in awarding contracts (e.g. 

WorldCom). Again, this was often triggered by managerial greed and mostly involved only 

individual top managers. Strictly speaking, both types of wrongdoing are illegal, and as 

they always occur at the expense of shareholders, they are considered issues of corporate 

governance as well (La Porta et al. 2000). 

 A third type of corporate scandal that emerged was caused by issues of corporate 

governance in subsidiaries of groups of companies (henceforth: groups). Most modern 

groups are large multinational corporations (henceforth MNC) with numerous entities 

spread around the world. MNCs are enterprises with a network of partially or wholly owned 

producing, marketing or R&D affiliates located in a number of countries” (Phatak 1989). 

Several of these MNCs saw themselves exposed to subsidiary corporate governance 

(henceforth: subsidiary governance) problems that had emerged in places that were 

usually remote from the group’s headquarters but that aggravated or even caused group-

wide corporate scandals (Hamilton and Micklethwait 2006; Steger and Brellochs 2006). 

They contributed to some of the largest corporate scandals ever and featured MNCs like 

Allied Irish Bank, which lost USD 691 million in its overseas subsidiaries, Enron, which lost 

USD 3 billion in projects that it was unable to control in India and Ahold, which discovered 

a USD 500 million accounting fraud in its overseas subsidiaries (Hamilton and Micklethwait 

2006). These corporate governance problems in subsidiaries displayed the same 

corporate governance problems that had previously occurred in MNC company 

headquarters. Profits were inflated or debts downplayed by the intentional faking of 

corporate accounting and balance sheets, and information was abused to mislead 

investors. But this time these investors were the MNC headquarters themselves and the 

scandals occurred at their expense. While the outcome of these scandals was more or 
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less the same as for the corporate governance of individual companies and MNC 

headquarters respectively (classical corporate governance) and comprised the dismissal 

of subsidiary managers and their legal prosecution, subsidiary governance was not 

addressed by the new regulations that were put in place as a result of these scandals, for 

example, by empowering subsidiary boards (Steger and Brellochs 2006). In the USA all 

reports recommended giving the board a stronger role appointing more outside directors 

and separating the position of the CEO and chairman of the board, but none referred to 

the MNC and its international entities per se (Gillies and Dickinson 1999). It seems that 

although the MNC plays a significant role in different corporate crises, practitioners 

perceived this issue to be minor compared with the need to pursue the other manifold and 

more pressing corporate governance requirements. Hence, researchers concluded that, in 

the same way as for reforms and legislation regarding classical corporate governance, 

subsidiary governance would undergo major changes only if these had been anticipated in 

the MNC headquarters’ home country and only when forced to do so by considerable 

public pressure on MNC management (Gillies and Dickinson 1999). 

 Subsidiary governance deals with ensuring compliance of subsidiary management 

with their shareholders’ interests and, hence, minimizing subsidiary managerial 

misbehavior (Tricker 1994; Luo 2005; Steger and Brellochs 2006). Along the lines of 

classic corporate governance, subsidiary governance deals with the factual and legal 

system that determines the direction and control of subsidiaries, and with the parties that 

are involved in this system, together with their legitimacy, relationships and interaction. 

The intuitive conclusion is also that of a comparable Agency Problem between subsidiary 

managers and the subsidiary shareholder, which is, ultimately the MNC headquarters. It is 

surprising that, against the background of these corporate scandals involving subsidiary 

governance, this issue has not been addressed in depth in its entirety so far, especially 

when one considers the multitude of values and benefits that successful subsidiary 

governance in MNCs promises. This certainly concerns the prevention of subsidiary 

governance problems that have led to group-wide corporate crises in the past. These 

wrongdoings have triggered a marked increase in the accountability and responsibility 

demanded of MNC headquarters’ boards and managements, not only in legal terms but 

also in an ethical sense and with regard to company stakeholders and external interest 

groups. But long before the wave of corporate governance scandals emerged, the global 

weight of the topic has been amplified as a result of two main factors: the evolution of the 

US economy and by subsequent research into it in the 1980s and by the globalization of 

industrialized economies worldwide. Globalization refers to the interconnectivity of 
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individuals, companies and countries and is driven largely by communication, information 

and technological innovations such as the internet (Dunning 2004). This has led to the 

internationalization of capital markets and forced companies to ensure and promote good 

corporate governance to attract and maintain investors (von Werder 2005).This trend has 

prevailed in Europe at least since the 1990s and has resulted in a series of regulatory 

efforts in all major economies that aim at improving corporate governance. 

 After the series of corporate scandals around the year 2000, investors and public 

opinion demanded reforms, so worldwide legislation was introduced in order to restore 

investor confidence and preserve the economic allocation function of efficient capital 

markets. In particular in the USA, where the scandals were the most marked, many 

fundamental legal changes were introduced to address corporate governance (Steger 

2004). These required a considerable increase in managerial liability and the 

empowerment of the role of directors of the supervisory board’ together with an increase in 

their own liabilities (Gillies and Dickinson 1999). As a result, the corporate governance 

system of a modern MNCs is fundamentally altered, represents a comprehensive netting 

and consists of strict regulation. For example, Steger’s (2004) results indicate that over 

60% of companies have noticed a significant shift in their approach to corporate 

governance since the year 2000. The importance and expectations of shareholders, 

stakeholders and the public towards corporate governance have never been greater and 

have also led to this research field being one of the most discussed topics in business 

research today (Luo 2005; von Werder 2005). From a managerial perspective, corporate 

managers of publicly listed companies now face the strongest ever legal and ethical 

liability, which holds them accountable for all the wrongdoings in their group, including 

those of subsidiary governance.  

 Consequently, MNC headquarters’ managers ought in their own interests to 

address subsidiary governance in order to avoid being made personally accountable for 

issues caused by other group entities. Subsidiary governance itself remains largely 

uncovered by any direct regulation comparable to that of publicly listed MNC 

headquarters, even after these fundamental changes in the law (Steger and Brellochs 

2006). But despite this absence of adequate regulation of subsidiary governance, the 

notion remains that MNC headquarters’ managers are ethically responsible for subsidiary 

governance, and the paramount responsibility for good corporate governance lies clearly 

within the group (Kim et al. 2005; Luo 2005). Ethical and not legal misbehaviour is today’s 

benchmark for managers in the context of corporate governance and although an 
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extensive discussion of aspects of managerial ethics exceeds the scope of this 

investigation,1 it is important to address two points for subsidiary governance.  

Firstly, it is common to find a subsidiary that as an entity is subject to little 

regulation, mainly because it is not listed on the stock exchange and because it is a private 

limited company, thus not having to comply with most legal prescriptions that account for 

the backbone of modern corporate governance (Steger and Brellochs 2006). More 

specifically, numerous legally independent international subsidiaries of large MNCs are 

more likely to be situated in countries with a weaker institutional governance environment 

(such as emerging economies) than the one of the MNC headquarters, which commonly 

are located in industrialized economies and regulated governance systems (Kim et al. 

2005).  

 Secondly, it must be accepted that regulation on its own cannot fully prevent 

corporate governance problems. The main reason for this is that it is necessary to leave 

enough freedom for managers to conduct the business of the company. Thus, no 

corporate governance regulation can prevent board or management errors that lead to 

risky business models or unsuccessful corporate strategies at the expense of shareholders 

(Steger 2004). In fact, a considerable portion of the corporate governance scandals of 

recent years have resulted not from their strictly illegal nature, but from bad strategic 

decisions and management errors which have all the same caused severe financial 

damage to shareholders (Hamilton and Micklethwait 2006). This is the reason why a 

factual and a legal corporate governance dimension must be taken into consideration and 

why, despite having an identical egal framework, the corporate governance systems of 

companies vary widely. For example, Steger’s (2004) results show that in 23% of the 

MNCs studied, a CEO dominated both board and management although the chairmanship 

was a non-executive one. On the other hand, almost 50% of the companies described 

their system as one of checks-and-balances, although the CEO and chairmanship was 

combined.  

 As a result, legal corporate governance obligations cannot be the benchmark for 

subsidiary governance and the MNC headquarters’ management, being the legitimate 

shareholder of the subsidiary, bears the paramount interest for redressing this issue. This 

is the economic case of subsidiary governance. Any sub-optimality caused by deviant 

                                            
1 One reason is that the principle of ethical misbehaviour prevents managers from simply sticking to rules, 
instead of reflecting on their wrongdoing (Arjoon 2005). For an extended discussion see Fassin (2005) and 
Arjoon (2005). 
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subsidiary behaviour that is detrimental to the group’s best interest will harm the reputation 

and financial or legal situation of the headquarters (Tricker 1994). Consumers, suppliers 

and the public rely on the group and its headquarters’ brand name as a sign of quality for 

local operations (Akerlof 1970) and, consequently, when subsidiary governance backfires 

the whole group suffers. As a result, it is commonly the MNC headquarters that bears the 

resulting cost of subsidiary governance problems, such as lower stock prices, the 

downgrading of corporate debt ratings or the loss of brand value to consumers (as in the 

case of Ahold or Enron).  

 But the real economic case for subsidiary governance rests in its upside potential 

more than in preventing crises. All the prominent problems of subsidiary governance noted 

earlier took place in large MNCs. MNCs are the dominant organizational form in today’s 

globalized economy and have expanded across borders into all major economic regions 

(Porter 1986). They are unique groups of geographically dispersed, legally independent 

organizations with disparate goals (Ghoshal and Bartlett 1990). The MNC subsidiaries are 

normally controlled by being wholly owned by the MNC and according shareholder voting 

rights, and their number and complexity regularly increases as the MNC organization 

matures (Roth and Nigh 1992; Roth and O’Donnell 1996). Tricker (1994) reports that, of 

the top 50 firms listed on the London Stock Exchange in the 1990s, the average number of 

operating subsidiaries was around 230. Large MNCs may easily contain more than 1000 

legally independent entities. For example, the German utilities group, EON, disclosed 

shareholding in more than 1800 entities in 2005 (EON 2006). DaimlerChrysler in Germany, 

British Petroleum in the UK and Total in France are examples of MNCs that feature around 

1000 legally independent entities in their group organization (British Petroleum 2006; 

DaimlerChrysler 2006; Total 2006). The result is that in the normal MNC subsidiaries 

account for the largest part of their organization, employees, sales and profits, while the 

MNC headquarters has the main purpose of managing the group and its entities 

(O’Donnell 2000; Steger and Brellochs 2006). Numerous studies have investigated the 

considerable contribution that subsidiaries bring to the overall success of the MNC (such 

as Gupta and Govindarajan 2000; Paterson and Brock 2002). MNC headquarters merely 

orchestrate globally dispersed value chains and must continuously optimize the group 

organization to maintain its competitiveness (Hinterhuber et al. 2004). Consequently, 

subsidiary governance features a strategic, organizational dimension for the MNC and its 

shareholders. It is the system by which their global investments are protected and which 

ensure that their interests are pursued.  
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 The key objective of subsidiary governance is managerial compliance, that is, the 

compliance of subsidiary managerial behavior and actions with the interests of the MNC 

headquarters. In fact, there is a strong organizational dimension in corporate governance 

in general. At the core are the management of companies and the organization of its 

relations other parties (von Werder 2005). But studies have shown that the directors of 

MNC headquarters perceived their task to be similar to that of companies that are only 

national in scope (Gillies and Dickinson 1999). Certainly, the issue is rendered very 

complex through the embeddedness of subsidiaries inside the MNC. The business 

organization is commonly incongruent with the legal organization of the group and, 

consequently, so are the characteristics, problems and mechanisms of subsidiary 

governance. But a modern, comprehensive corporate governance approach by the head 

office must address not only the issues at the helm of the group, but at every level of 

corporate governance relationships within the MNC (Luo 2005).  

 Yet, as noted earlier, a review of the literature shows that practitioners pay little 

attention to this topic. Subsidiary governance is met by equally scarce efforts from 

researchers. Apart from simple conceptual approaches and individual presumptions based 

on theory (Tricker 1994; Kim et al. 2005; Luo 2005; Kiel et al. 2006), little empirical 

evidence for this issue exists and what we do have focuses solely on the role of subsidiary 

boards in MNCs (Leksell and Lindgren 1982; Kriger 1988; Björkman 1994; Gillies and 

Dickinson 1999). And the results are unanimous: Overall, they are of no significant 

relevance to subsidiary governance in practice. The same applies to a basic theoretical 

fundament of subsidiary governance that is currently non-existent (although this is more 

understandable, as even classical corporate governance still lacks comprehensive 

theories of its own). But the empirical body of knowledge on corporate governance has 

developed actively and increased manifold times over in recent years. 

 Although there is now a vast array of empirical date, the field is still comparably 

young, as is research on MNCs in general. The literature started by dealing with the 

emergence and characteristics of MNC organization and only then began studying the 

issue of managing a multitude of entities located in one organization. The result is that 

research on the internal control and management of MNC subsidiaries has increased 

considerably over the last half of the 20th century and now represents a stable body of 

knowledge (Luo 2005). Corporate governance literature still considers the MNC as a very 

large version of a single individual company or a group of homogenous individual 

companies, instead of dealing with the issues of corporate governance that arise out of the 

multidimensional and complex internal structure of the MNC (Kriger 1988; O’Donnell 2000; 
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Luo 2005). It seems that only now since the MNC dominates the global economy and 

since researchers have intensely analysed its business characteristics that the corporate 

governance of this complex organization has become a focus of interest (Gillies and 

Dickinson 1999).  

 But the literature does provide initial speculations and conclusions about subsidiary 

governance. Against the background of his results on the extensive irrelevance of 

subsidiary boards, Kriger (1988) recommended research directed at understanding the 

nature of subsidiary governance, despite the anticipated methodological difficulties (in 

terms of obtaining the necessary data). For the same reason, Kiel et al. (2006) concluded 

that qualitative research might be the most suitable methodology. Kiel et al. (2006) also 

state that good subsidiary governance is likely to have performance impacts on 

international subsidiaries that are worth striving for. In terms of subsidiary governance 

mechanisms, classic governance mechanisms, like the market for corporate control or 

subsidiary boards, were also said to exist theoretically, but to produce considerable 

differences in availability and efficiency (Luo 2005). Baliga and Jaeger (1984), Kriger 

(1988) and others emphasize the benefits of reactivating subsidiary boards, for example 

by delegating and decentralizing tasks and competences in order to prevent an information 

and work overload at the MNC headquarters. Björkman (1994) suggests conducting 

research on subsidiary factors that shape the environment for subsidiary governance and 

the roles of the attitudes of subsidiary and parent company managers, in order to better 

understand subsidiary governance. Gillies and Dickinson (1999) point out that the fact that 

MNC headquarters are subject to regulation by their own home country, unlike foreign 

subsidiaries, had a considerable effect in terms of the availability and efficiency of 

mechanisms (such as ownership rights). Similarly, Zhang et al. (2003) and others 

concluded that standard governance mechanisms such as monitoring management by 

boards might be less efficient in certain circumstances because of efficiency impacts of 

different legal and political environments. Furthermore, managerial perceptions of right and 

wrong and of norms and aims differed between entities in different cultural regions and 

locations thus exacerbating the issue of governance.  

 

1.2 Objective and Intended Contributions 
No comprehensive theoretical or empirical knowledge on subsidiary governance exists in 

the literature. As a result, the literature is also unable to provide solutions for subsidiary 

governance in MNC practice. A new field of research emerges and, based on the 

separation of ownership and control in subsidiaries, deals with the supervision and control 
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of subsidiaries through their legal owners, the shareholders. As in classical corporate 

governance the objective of subsidiary governance is to achieve the compliance of 

subsidiary management with the legitimate interests of their owners, the MNC 

headquarters. Against this background, the main research objectives of this investigation 

are to explore, describe and define: 

 

1. subsidiary governance in MNCs, both theoretically and by empirical analysis 

2. the mechanisms that subsidiary shareholders employ to achieve subsidiary 

management compliance in MNCs, both theoretically and by empirical analysis 

3. the shaping factors of subsidiary governance in MNCS, that is, what determines the 

application and importance of the mechanisms that subsidiary shareholders employ 

to achieve subsidiary managerial compliance. 

 

By achieving these research objectives, the investigation intends to contribute to several 

aspects of subsidiary governance literature and practice. Given the large gap of theoretical 

and empirical research in literature, this investigation is explorative in nature. Explorative 

research is research based on little knowledge in a field, aiming at providing foundational 

first conclusions and recommendations for further research and theoretical advancement 

(Bortz and Döring 2002; Newman et al. 2003). Therefore, this investigation addresses a 

wider range of topics than is common in research in established fields and aims at making 

a wider contribution to different aspects of the literature. The main contribution of this 

investigation is a contribution to the literature on subsidiary governance by 

establishing the first part of a body of knowledge in the field. Both theoretical and empirical 

knowledge on the topic is scarce, as discussed earlier and, hence, this investigation aims 

at contributing both theoretical and empirical knowledge. One part of the investigation 

examines and analyses subsidiary governance theoretically in order to establish a basic 

theoretical understanding of subsidiary governance and a theoretically profound definition 

of its nature, characteristics, participants, problems and mechanisms. This theoretical 

analysis is undertaken by applying the commonly accepted theories, concepts and 

empirical evidence of classical corporate governance to subsidiary governance. Emerging 

from this process, the secondary objective of this analysis is to provide theoretical 

evidence for the establishment of subsidiary governance as independent field of research, 

in particular with regard to the related fields: classical corporate governance and 

organizational control research. Against the background of theoretical and empirical 
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knowledge in these fields, similarities and differences between the fields are identified and 

assessed.  

In the second part of the investigation, the main contribution to the literature will be 

empirical, featuring a dataset on subsidiary governance surveyed from MNCs. To the best 

knowledge of the author, this dataset is the first comprehensive set of empirical evidence 

on subsidiary governance. Therefore, the main objective of this part of the investigation is 

to close the empirical gap of knowledge on subsidiary governance in the literature.  

 The final, main contribution to the literature that this investigation aims at is to 

provide theoretical and empirical evidence for the shaping factors of subsidiary 

governance. The complexity, dynamics and diversity of business environments for MNC 

entities is considerable and the literature review showed that researchers suggested that 

subsidiary governance is largely contingent on its nature and depends upon the company-

specific context, including factors such as business environments, culture or strategy. 

Given the research gap on subsidiary governance itself, it is understandable that there is 

also a research gap for the contingencies of subsidiary governance. Therefore, given the 

manifold, diverse and complex business environments that the MNC headquarters and its 

entities face, the investigation identifies, describes and assesses both theoretically and 

empirically the factors that shape subsidiary governance. Finally, the dataset on subsidiary 

governance in MNCs that is collected is employed to test hypothesized relationships of 

contingencies and governance mechanisms and their impact on the subsidiary 

governance issue as theoretically deduced beforehand.  

 In following these research objectives on subsidiary governance, the investigation 

also intends to contribute to the literature on classical corporate governance. This 

contribution is expected to take place in several fields. The inferences arising from the 

theoretical analysis of subsidiary governance are intended to produce new theoretical 

insights and aspects of corporate governance, for which an investigation of subsidiary 

governance is valuable. This concerns in particular the nature and characteristics of 

corporate governance in theory and practice, its content and its evolution with regard to 

the MNC. Agency Theory is the dominant paradigm in corporate governance research and 

has greatly advanced understanding and knowledge in the field over the last decades. Yet 

it is partly seen as too dominant and leading to rather narrow, strongly theory-driven 

results that are of lesser managerial relevance than otherwise possible (Eisenhardt 1989; 

Doz and Prahalad 1991; O’Donnell 2000). For example, classical corporate governance 

deals extensively with the governance mechanisms of monitoring and incentives but 

additional possibilities seem to be largely neglected. Therefore, this investigation intends 
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to broaden current theoretical knowledge and understanding of corporate governance. For 

example, the analysis is expected to produce empirical evidence and, hence, more clarity 

on corporate governance aspects that lie beyond the dimension law and compliance, as 

these are assumed to be particularly visible in subsidiary governance. The investigation 

thereby also intends to produce new theoretical concepts such as categories of 

governance mechanisms, which can be of similar value for classical corporate governance 

research.  

 The study of the contingencies of subsidiary governance is similarly intended to 

contribute to classical corporate governance literature. Research on contingent corporate 

governance is scarce in classical corporate governance literature and only individual 

results exist (Strebel 2004a, 2004b). Yet in the same way as for subsidiary governance, 

researchers suggest that classical corporate governance depends on contingent factors as 

well. For example, Porter (1990) draws direct links between corporate strategy and 

corporate governance and states that company goals are also contingent upon, amongst 

others, ownership structure, motivation of capital providers and incentive systems for 

managers. Steger (2004) suggests that more content- and context-dependent approaches 

should be undertaken as factors such as corporate strategy, business model or 

management personalities could represent crucial factors that shape corporate 

governance (Strebel 2004a) Hence, this investigation aims at producing theoretical and 

empirical evidence on the contingencies of subsidiary governance, which are also 

expected to partly generate inferences on classical corporate governance. Both 

contributions (i.e. understanding as well as contingencies of corporate governance) are 

also objectives of the empirical analysis in this investigation. This strongly concerns the 

contingencies of subsidiary governance that are theoretically investigated, which can also 

represent contingency variables for the MNC headquarters and are expected to allow for 

further inferences on classical corporate governance.  

 Finally, the investigation aims at contributing managerial implications for MNCs. 

Again, this objective is pursued in this investigation using both theoretical and empirical 

tools. The primary recipient of these implications is expected to be the MNC headquarters’ 

management, which, as the legal and legitimate shareholder of the MNC subsidiaries, is 

the most interested party in the compliance of subsidiary management. The theoretical 

and empirical analyses are expected to produce knowledge on subsidiary governance in 

MNCs that will allow MNC managers to address the issue in practice, identify and assess 

its characteristics and problems, providing first clues to potential solutions. The theoretical 

analysis intends to lead to conclusions on mechanisms of subsidiary governance and their 
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usefulness in addressing subsidiary governance in MNC practice. These conclusions are 

then tested by the use of empirical evidence collected on subsidiary governance in MNCs. 

It is also thinkable that this knowledge will be of use for the shareholders of MNC 

headquarters who are usually geographically dispersed and could support the employment 

of specific, more appropriate mechanisms of corporate governance.  

 Additionally, the contingency perspective on subsidiary governance is strongly 

motivated by the managerial perspective in MNCs. Given the many forms, diversity and 

complexity of subsidiary environments in MNCs, a study of the contingencies of subsidiary 

governance is expected to lead to insights on the usefulness of particular governance 

mechanisms in specific situations of subsidiary governance. The explorative nature of the 

investigation will lead to the analysis of a wider range of mechanisms and contingencies 

and thus, a more comprehensive picture on the shaping factors of subsidiary corporate 

governance in MNCs. As argued earlier, a knowledge of subsidiary governance 

contingencies can also be of use for the contingency dependence of classical corporate 

governance, which the MNC headquarters’ management is directly exposed to. Although 

this is not an objective of the study, the combined theoretical and empirical evidence on 

corporate governance contingencies could function as the first basis for the development 

of more comprehensive role and environmental models of a context-dependent, 

appropriate corporate governance. From this perspective, the investigation also intends to 

stimulate the discussion on classical corporate governance. 

  

1.3 Course of the Investigation 
To pursue these research objectives, the investigation consists of two main parts. The first 

part describes a theoretical analysis of subsidiary governance and is deductive in nature. 

Deductive research applies a general theory or norm to a specific question and comes to 

specific conclusions that can be used for empirical tests (Bortz and Döring 2002). The 

second part describes a dataset on subsidiary governance collected from MNCs, which is 

complemented by qualitative interview results. A quantitatively driven mixed-method 

research design is applied to guarantee a methodologically sound, quantitative basis 

approved by the literature, complemented by qualitative data to provide more information, 

for example in cases of measurement or information difficulties (Creswell et al. 2003; 

Morse 2003). The second part aims at the empirical exploration of the issues identified in 

the theoretical analysis of subsidiary governance, in particular to test the hypothesized 

relationships deduced earlier, and is inductive in nature. Inductive research employs a 
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limited sample of observations to verify or lead to a general result or norm for a field (Bortz 

and Döring 2002). Figure 1 provides an overview over the structure of the investigation.  

 

Figure 1: Structure of the investigation 

Source: Author 
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corporate governance and its mechanisms underlying this investigation. Agency Theory is 
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classical corporate governance problem between outside shareholders and inside 

managers. This classical understanding of corporate governance is then applied to 

subsidiary governance and leads to the identification and discussion of the organizational 

dimension of subsidiary governance. The organizational background of subsidiary 

governance is depicted, namely the emergence, legal and organizational characteristics of 

groups of companies and MNCs and their implications for subsidiaries. On this basis, the 

understanding and definition of the field of subsidiary governance emerges and adds to 

the groundwork for the subsequent deductive analysis and conclusions about the 

availability and effectiveness of classic corporate governance mechanisms for subsidiary 

governance. This aspect of the study is introduced by bringing forward theoretical and 

empirical evidence from classical corporate governance, applying it to subsidiary 

governance and assessing it in terms of its availability and efficiency. This part concludes 

with a portrayal of the specific research gaps in the field and research questions of this 

investigation.  

 The chapter following undertakes a theoretical, deductive analysis to fill the 

theoretical research gap in subsidiary governance and drafts a theoretical framework for 

the empirical investigation that follows. Reviewing the theories applied to corporate 

governance and the MNC in the past, Agency Theory is employed and subsidiary 

governance is subsumed under this theory and its assumptions. On this basis, conclusions 

on the characteristics and issues of subsidiary governance, its participants and problems, 

and other aspects of relevance are drawn and lead to a first, basic framework of subsidiary 

governance in MNCs. In a second step, the Agency Theory framework of subsidiary 

governance is extended to conform to the exploratory research purposes of this 

investigation and to provide a theoretical framework for the empirical investigation of 

subsidiary governance. This extension occurs on the one hand by enhancing Agency 

Theory’s narrow view on governance mechanisms to relate to the specific nature of 

subsidiary governance and, on the other hand, by including the depiction of the context 

dependency of subsidiary governance confirmed by the theoretical analysis. For both 

research purposes, Contingency Theory is found valuable and it is combined with and 

employed to complement Agency Theory. The chapter closes with a critical evaluation of 

the theoretical framework that will be employed in the empirical part of the investigation 

and the deduction of hypothesized relationships for this empirical section. Against the 

background of the theoretical analysis of subsidiary governance, the theoretical framework 

built by Agency and Contingency Theories and empirical evidence in related research 

fields, propositions on subsidiary governance are established to achieve two specific 
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research purposes: to identify and assess the importance of a set of governance 

mechanisms for subsidiary governance and to identify and assess the importance of a 

series of shaping factors of subsidiary governance and their relationship to subsidiary 

governance mechanisms. 

 The second part of the investigation centres on a dataset collected on subsidiary 

governance in MNCs, which is complemented by results from interviews. Before this actual 

investigation, the second part introduces in detail the methodological characteristics and 

peculiarities of this investigation. These specifics include the sampling approach, the 

organization of the research project, the operationalization and the statistical analyses 

conducted. This section assesses all methods used in terms of their individual value for 

the achievement of the research objectives of this investigation and closes with a 

comprehensive evaluation of the research methodology. The core section of the second 

part of the investigation then displays the analysis, presentation and discussion of results 

from the statistical analyses of the empirical evidence collected in the dataset and the 

interviews. Firstly, it presents and discusses the characteristics of the sample and the 

results from the sample analysis that was undertaken. It continues with the presentation 

and discussion of quantitative and qualitative evidence on a series of introductory 

variables addressing the Agency Theory relationship of subsidiary governance, its 

characteristics and problems.  

 The most important part of the second half of the investigation focuses on 

quantitative and qualitative analyses and results on subsidiary governance mechanisms, 

their contingencies and the relationships between the two. The first and largest section of 

this part is structured along governance mechanisms that are clustered into different 

categories, which are theoretically deduced in the first part of the investigation. Each 

category displays the respective mechanisms and two types of statistical analyses. Basic 

statistical analyses are employed to test the hypothesized existence and importance of 

subsidiary governance mechanisms in MNC practice. Advanced statistical analyses 

complement these findings and address in addition the hypothesized relationship of 

subsidiary governance mechanisms with different contingencies. Both types of statistical 

analyses are complemented with qualitative results from interviews. The second, smaller 

part of the empirical findings of this investigation depicts contingency-based results on 

subsidiary governance. As noted earlier, it is not the purpose of this investigation to 

produce and test elaborate and comprehensive models of subsidiary governance 

environments. But the contingency perspective on subsidiary governance allows for 

additional insights into the topic beyond the hypothesized relationships of the previous 
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part. This part addresses differences and similarities in qualitative and quantitative results 

on subsidiary governance in MNCs by group size, country or region of residence of the 

company or organizational position of the respondent. Finally, the last chapter of the 

investigation merges the theoretical and empirical findings from the investigation and 

synoptically discusses quantitative and qualitative evidence that supports the concepts 

and theoretical elements deduced in the first part of the investigation. Parallels and 

differences to related fields of research are addressed against the background of the 

evidence obtained. The investigation closes with a summary of the contributions made to 

the literature, a discussion of the limitations and further research suggestions and a final 

conclusion.  

 

 

2. KEY CONCEPTS AND THEORETICAL FOUNDATIONS 
2.1 Corporate Governance Evolution and Modern Understanding 
Corporate governance was introduced as a field dealing with the factual and legal systems 

of the direction and control of companies, their relevant parties and relationships and their 

interaction (Cadbury Report 1992; BIGCG 2000; Monks and Minow 2001; Steger 2004). 

Apart from this, the specific content, subjects and objectives of corporate governance vary 

widely and generalizations about the field are hardly possible, as the issues covered by 

the term are very wide (Tricker 1994; Berrar 2001). Corporate governance is strongly 

context dependent and, despite alternative terms for the field such as “corporate 

constitution” (von Werder 2005, p. 34), the literature shows no prevailing consensus on a 

congruent synonym. The lively ongoing debate in the literature shows how diverse are the 

interests of shareholders (that are so often assumed to be homogenous), board members, 

managers, employees, accountants and lawyers involved in corporate governance 

(Gourevitch 2003). 

 One reason for this modern scientific problem is the interdisciplinary and 

multidimensional character of corporate governance with roots in law, economics, 

organization and philosophy and can be traced back to the historical emergence of the 

field. Adam Smith’s seminal work in 1776 addressed the core problem of modern 

corporate governance for the first time directly, stating that the advantages of division of 

labour in companies had led to a situation in which the managers of a firm 

are rather stewards of others peoples’ money, than their own. (Smith 1776 [1963], 

p. 304) 
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Smith (1776) concluded that these managers were unlikely to supervise the shareholders’ 

property in the way they would care for their own (Smith 1776 [1963]). As a result, 

negligence of the company’s interest and the profligate use of of its resources occurred, 

which was in conflict with the shareholders’ interest in value maximization (Smith 1776 

[1963]). This problem was aggravated with the rise of capital markets and stock 

exchanges in the UK and the USA in early 19th century, when industrialization and the 

large capital needs of growing companies quickly developed stock markets into the 

primary source of capital for companies (Coffee 2001). As companies increasingly listed 

their shares on stock exchanges and corporate ownership was transferred from private 

into public hands, modern corporate governance is said to have emerged (Hofstede 2001). 

The seminal work of Berle and Means in 1932 is widely considered to be a cornerstone of 

the modern scientific field of corporate governance. Investigating the 200 largest publicly 

listed US companies of their time, they found that their stock had become markedly 

dispersed over the years (Berle and Means 1932). It turned out that the normal case of a 

listed company was one stock that was widely held and where the largest shareholder was 

another stock company with such ownership characteristics. Berle and Means (1932) also 

found that both trends of dispersion persisted and became stronger over time. Based on 

this evidence, they concluded that through public listings and trading of stock, the 

dispersion of ownership in a company to increasingly more shareholders was occurring 

and, accordingly, control over this ownership was being equally dispersed and weakened. 

The result was an almost complete disconnection between the functions of ownership (i.e. 

shareholders) and control (i.e. managers), which were undertaken independently and by 

different individuals (Berle and Means 1932). As for the shareholder, they stated,  

in neither case he will be able to exercise any measure of control. (Berle and Means 

1932, p. 82)2 

This notion became known as the separation of ownership and control in corporate 

governance and companies displaying such characteristics as Berle–Means corporations. 

Berle–Means corporations are a common object of investigation for modern discussions of 

corporate governance as problems emerge most strongly in them (von Werder 2005). 

Building on these and other foundations, the evolution and attention that the field of 

                                            
2 Berle–Means had also predicted that all stock corporations mature into a completely separated ownership 
and control, as they described. Yet, empirical evidence today seems to indicate that this is not the case. For 
an overview, see Coffee (2001), Gourevitch (2003) and La Porta et al. (2000). 
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corporate governance was subject to was further intensified with the emergence of new 

institutional economics, the study of information asymmetries and Agency Theory in the 

1960s and 1970s (Coase 1998). Agency Theory enabled the analysis of problems of 

corporate governance from a new theoretically grounded perspective. The separation of 

ownership and control transforms corporate shareholders into outsiders and corporate 

managers into insiders of the firm, whereby the latter possess a significant information 

advantage over the former in terms of the internal value creation process in the company 

and managerial efforts (information asymmetry) (Ross 1973: Arrow 1985a). The interests 

of corporate managers deviate from those of the company shareholders and, given the 

information asymmetry, the Agency problem of modern corporate governance emerges 

(Jensen and Meckling 1976; Fama 1980; Fama and Jensen 1983a).  

 At the end of the 20th century, the corporate governance debate was intensified by 

the increasing globalization of capital markets, mergers and acquisition waves in the USA 

in the 1980s and, as noted earlier, as a consequence of a series of corporate governance 

scandals arising around the turn of the new millennium. Since the 1990s at the latest, 

intense research efforts have been undertaken to explore and map the field more 

comprehensively, again mainly driven by experiences in the USA. Today, the field is 

characterized by a rich yet diverse body of knowledge. Several prominent and 

substantially different understandings and definitions of the field have emerged over the 

last two decades. Reviewing the field thus allows for inferences to be made on subsidiary 

governance and sheds light on its nature. In the USA and the UK, the importance of capital 

markets produced an understanding of corporate governance with a strong orientation 

towards protecting investors (von Werder 2005). A prominent version of this classical 

Anglo-American corporate governance understanding is from Shleifer and Vishny (1997):  

Corporate Governance deals with the ways in which suppliers of finance to 

corporations assure themselves of getting a return on their investment. (p. 2) 

This approach sees the defense of outside investors and creditors against expropriation 

through corporate managers as a central objective of corporate governance and goes 

back to the classic view of Modigliani and Miller (1958) on companies as a combination of 

investment projects and related cash flows. Stock is seen as the equity claims of the 

investors, and bonds and loans as debt claims. The claims are not granted, as insiders 

(i.e. the managers) may draw on them to the cost of the investors (Jensen and Meckling 

1976) and for this reason efficient corporate fundraising is not guaranteed. Therefore, 

governance mechanisms are needed to protect outside investors from managerial claims. 
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Some advocate that the legal system of a country should take primary responsible for 

providing legal mechanisms for good corporate governance (La Porta et al. 1997, 1998). 

One reason for this is that this perspective envisages the great importance of corporate 

governance in the economic purpose of resource allocation and financial stability in a 

country (Chen 2004). The governance mechanisms that result constitute the stockholders’ 

legal rights to change members of the supervisory board or to file lawsuits in the light of 

managerial misbehaviour. Good corporate governance, in turn, is seen as decreasing 

investment risks and increasing investors’ trust and, thus, enabling a larger capital input 

and larger production by the company (Chen 2004).  

 The Shleifer and Vishny (1997) notion represents the classical Anglo-American 

understanding of corporate governance that conceives of investors as the sole beneficiary 

of corporate governance. The same approach is also possible towards subsidiary 

governance. The subsidiary shareholders and creditors are put at the centre of subsidiary 

governance interest and all subsidiary management efforts are seen to be ideally directed 

to pursuing the investors’ aims in order to ensure efficient financing. But subsidiary 

financing is different from classical corporate governance financing, and even in the 

example of the USA, it is unlikely that solely investor-oriented corporate governance 

approaches backed by the legal system can be considered modern and appropriate. This 

is even more inappropriate in countries or regions that take stronger consideration of 

additional interest groups like employees and parties external to the company, such as 

Germany or Scandinavia. Understandably, this comprehension of corporate governance is 

specifically criticized for being too narrow (Arthur et al. 1993). Additionally, it leads to 

questionable results in practice. For example, La Porta et al. (2000) state that the worst 

managers could do in the ideal corporate governance system was overpaying themselves, 

pursuing projects outside the interest of investors or putting their relatives in management 

positions in the firm. They continue that employees are considered insiders to the 

company in this model and are therefore less worthy of protection by the law because they  

remain continually useful to the firm and are thus at a lesser risk of being 

mistreated. (La Porta et al. 2002, p. 4)  

Further criticism for this legal system-based approach of classical Anglo-American 

corporate governance comes from a law and economics research stream, mainly from the 

USA itself (Stigler 1964; Easterbrook and Fischel 1991). This school puts financial 

contracting at the core of corporate governance, with no particular need for legal 

protection. The reason is that investors are seen as simply withdrawing their money from a 
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badly run firm that has an expropriating management. Thus, contract enforcement is seen 

as necessary, but legal protection as unnecessary, and investors are expected to rely on 

market-based governance mechanisms instead of legal ones. The general argumentation 

and controversy of the benefit of regulation versus market solutions for corporate 

governance continue the search for a proper balance (Gourevitch 2003; von Werder 

2005). But the law and economic understanding of Anglo-American corporate governance 

appears closer to corporate governance reality and, hence, also its feasibility, which the 

earlier discussion on the lack of regulation for subsidiary governance had suggested. 

Market-based governance mechanisms exist in economically developed countries, for 

example in offering alternative investments for outside investors. Both market- and law-

based governance mechanisms are conceivable for subsidiary governance as well. 

 But both corporate governance approaches focused solely on capital and the 

market still symbolize the need for a more balanced and multidimensional understanding 

of the topic. The share prices itself does not necessarily reflect the entire value created in 

a company (Hinterhuber et al. 2004). The shareholder value maximization doctrine has 

been seriously questioned and corporate scandals in the last years additionally increased 

the negative sentiments towards this doctrine. This also applies to managers and their 

ethics. Managers have come under criticism for shareholder value-oriented outcomes such 

as the mushrooming of stock option programmes (Hinterhuber et al. 2004; von Werder 

2005). For example, Mintzberg et al. (2002) showed that during the 1990s, CEO salaries 

rose by 570% and corporate profits by only 114%. As a result, the debate on corporate 

governance moved to more fundamental questions of corporate social responsibility and 

managerial ethics (Steger 2004). Alternative notions on corporate governance have 

emerged, for example, stewardship or stakeholder models. As opposed to Agency Theory, 

the stewardship model assumes that managerial interests are in principal aligned with 

many parties other than the shareholders (Davis et al. 1997). Managers are placed on 

centre stage for their responsibility towards and consideration of the interests of the entire 

organization and external parties. Accordingly, its supporters have suggested that 

managers should be assigned even more discretion and competence and should be even 

less subject to control. Yet, the pure form of this model is presumed to be rather theoretical 

and “possibly unrealistically naive” (Caldwell and Karri 2005, p. 251) and is less significant 

in both the literature and practice.  

 This shift in the corporate governance debate finds its reflection in other prominent 

notions of corporate governance, for example Monks and Minow (2001): 
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It is the relationship among various participants in determining the direction and 

performance of corporations. The primary participants are (1) the shareholders, (2) 

the management (led by the chief executive officer), and (3) the board of directors. 

(Monks and Minow 2001, p. 1) 

Monks and Minow’s (2001) understanding of corporate governance is more moderate and 

multidimensional that that already described and focuses on the multiple parties involved. 

Next to the shareholders and corporate managers, the board is the third primary 

participant in the framework of corporate governance and there are additional, secondary 

participants. The board represents a governance mechanism introduced by outside 

shareholders that exerts direct supervision and control of the corporate management 

(Fama 1980; Fama and Jensen 1983a; Steger 2004). But the other participants can be 

either insiders or outsiders and still influence the direction and performance of a company. 

This example shows two important aspects of corporate governance. Firstly, different 

parties and consequently different interests are involved, which can (and most likely will) 

diverge. Secondly, the content, aims and problems of corporate governance are 

determined by the objectives and interests of the interest group or person who deals with it 

(Bessler et al. 1998). Hence, the subjectivity embedded in corporate governance is likely 

to determine its embodiment to a large extent. For subsidiary governance, the result is that 

the subsidiary shareholders are the primary interest group, together with the subsidiary 

management and, if it exists, the subsidiary board. Outside interest groups are also 

conceivable for subsidiary governance. 

 In Europe, corporate governance arose to major prominence only in the 1990s. The 

first government initiative was in 1992, when the Cadbury Committee3 in the UK 

comprehensively investigated the current state and problems of corporate governance. 

This report describes corporate governance as  

the system by which companies are directed and controlled. (Cadbury Report 1992, 

p. 14) 

In this description, the Cadbury Report summarizes all participants of a system of 

corporate governance into a notion that represents a wider, more generic concept. It thus 

shows significant similarities to the Monks and Minow (2001) approach discussed earlier 

and seems capable of covering a wider range of topics in this notion than, for example, 
                                            
3 The committee and report are named after the chairman of the committee, Sir Adrian Cadbury. 
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Shleifer and Vishny (1997). As part of a system, both shareholders in the classical 

corporate governance model and subsidiary governance are linked in a framework of 

interaction and interdependence with the other parties involved. In Germany, the term 

“corporate governance” did not appear in literature until the 1990s, although comparable 

notions like “corporate constitution” had been discussed, as noted above. From the 

regulatory level, two private-sector initiatives started to investigate the state and room for 

improvement for German corporate governance around 2000. The Frankfurt-based 

German Panel on Corporate Governance produced the Corporate Governance Rules for 

Quoted German Companies in July 2000, stating that 

[t]he purpose of corporate governance is to achieve a responsible, value-oriented 

management and control of companies. (GPCG 2001, p. 2) 

This definition adds two specific aims to the content of previously noted aims. Together 

with value creation, corporate governance aims at responsibility in terms of parties and 

interests other than those of the shareholders. In addition, the definition implies that 

corporate governance is different from the management of companies, in particular 

regarding the necessity and objective of corporate control. Consequently, subsidiary 

shareholders are not only interested in value maximization through subsidiary 

management, but also in the responsibility of this management and in its appropriate 

control of the subsidiary entity.  

 The second private-sector initiative on corporate governance in Germany, the Berlin 

Initiative Group on Corporate Governance, produced the German Code of Corporate 

Governance in June 2000, stating that  

Corporate Governance describes the legal and factual regulatory framework for 

managing and supervising a company. (BIGCG 2000, p. 4) 

The work of the Berlin initiative group, in amending previous notions and in representing 

the most comprehensive definition of corporate governance is one of the bases of this 

investigation’s understanding of corporate governance. It complements previous 

definitions in one critical dimension. Corporate governance is subject to both legal and 

factual regulations that may be both connected to each other in a framework and 

independent of each other, thus, either in complementary or conflicting ways. Hence, it is 

likely that subsidiary governance is also subject to legal and factual regulatory influences 

that can include governance mechanisms. Additionally, the earlier notion of corporate 

control as objective of corporate governance is rephrased as “supervision”. Hence, this 
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understanding also implies that management and supervision are framed in the corporate 

governance system of a company, which leads to a comparable notion of 

interdependence, complementarity or conflict between the two. This means that subsidiary 

governance must (in the same way as classical corporate governance) comprise both 

management, supervision and control of the entity.  

 The ideas and work of both private initiatives are reflected in the German Corporate 

Governance Code published in February 2002 and established by a Germany government 

commission created in 2001. Corporate governance is described as the “essential 

statutory regulations for the management and supervision (governance) of German listed 

companies” and the code prescribes “standards for good and responsible governance 

(GCGCGC 2002, p. 2). The wording of the German Corporate Governance code explicitly 

defines governance as management and supervision, as suggested by the earlier notions 

had. Again, management and supervision are mentioned as the two (probably overlapping 

but nevertheless distinct) central dimensions of corporate governance. Corporate 

governance is expected to be good and responsible and sparing further details and explicit 

criteria for these prerequisites in the definition avoids the inevitable failure of an attempt to 

produce a more specific definition with more general validity.  

 The review of prominent corporate governance definitions and notions shows that 

there is considerable knowledge on classical corporate governance. Nevertheless, the 

field is characterized by its broad nature and strong variations in content and 

understanding, as noted above (Tricker 1994; Berrar 2001; Gourevitch 2003). It has 

evolved over time from a seemingly narrow and small concept into a vast and complex one 

today (Tricker 1994). Corporate governance means different things to different 

shareholders, stakeholders, managers and, consequently, also to academics (Luo 2005). 

Generalizations are hardly possible but neither are they necessary in most cases, as 

suitable definitions are context dependent. But at the core of corporate governance lies the 

dominant notion of corporate managers as agents, as employees of the shareholders, 

charged with the duty and obligation to pursue the best interest of the shareholders 

(Steger 2004). The management is at the core of the corporate organization, both in a 

legal and organizational way, and it is bound into the legal framework at the helm of the 

company (von Werder 2005). The prevailing paradigm of corporate governance is Agency 

Theory, in which, as noted, inside managers are likely to abuse information and control 

advantages towards outside shareholders for their personal good and thus, deviate from 

the best interests of shareholders (Jensen and Meckling 1976; Fama 1980; Fama and 

Jensen 1983a). Expropriation is used in a wider sense today and can take many forms, 
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such as insiders selling the output of the company or its stocks and keeping the benefits; 

or paying themselves higher salaries than appropriate (La Porta et al. 2000).  

 Thus, despite a largely unquestioned wider and more modern understanding of 

corporate governance (that integrates additional interest groups into the model), the core 

function of classical corporate governance is to achieve managerial compliance with 

outside shareholders’ interests. As a result, the shareholders are still held to be the 

primary beneficiary of corporate governance. Appropriate governance mechanisms, as 

outlined above, are expected to solve the Agency Problem for shareholders. The 

consequence for the literature is that the field of corporate governance is multidimensional 

and hybrid in nature. For example, corporate governance is markedly organizational in 

nature, centring on the management of companies and the organization of its relations to 

other parties (von Werder 2005). Against this background, the definition of corporate 

governance underlying this investigation is that of the factual and legal system of direction 

and control of companies, the parties involved and their interaction within this framework 

according to their interests and respective claims (Cadbury Report 1992; BIGCG 2000; 

GPCG 2001; Monks and Minow 2001; GCGCGC 2002; Steger 2004). 

 

2.2 Subsidiary Governance in Multinational Corporations 
2.2.1 Corporate Organizing and Corporate Governance 
The review above of the concept of corporate governance permits making preliminary 

inferences and conclusions on subsidiary governance. Analogous to classical corporate 

governance, subsidiary governance is the framework of legal and factual regulations that 

impacts on the subsidiary in terms of its management, supervision and control. The notion 

of subjectivity established suggests that the core concern of subsidiary governance is the 

interests of its shareholders, who are the primary beneficiaries and legitimate owners of 

the entity. Their adversary, from the Agency Theory point of view, is the subsidiary 

management and, following Monks and Minow (2001), the third dominating party is likely 

to be the subsidiary board. Subsidiary governance is also context dependent, which 

means its nature is considerably influenced by corporate situations, and the parties 

involved, together with their interaction. Yet, in applying context dependency to the notion 

of subsidiary governance, a considerable difference between subsidiary and classical 

corporate governance emerges. Classical corporate governance is marked by a strong 

organizational dimension, which is attached to the corporate management of individual 

companies and their relationship to others (von Werder 2005). But subsidiaries are entities 

that reside inside groups and their context is thus considerably different from that of 
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individual companies. The subsidiary shareholders are another company within this group, 

the parent company, and, ultimately, the group headquarters (Figure 2). In fact, when 

considering the classical Agency Theory view on insiders and outsiders, the subsidiary 

shareholders are outsiders in the sense that they are located outside the company, but 

 

Figure 2: Organizational comparison of corporate versus subsidiary governance 

Source: Author 

 

they are insiders in terms of belonging to the same group. Hence, it is necessary to 

identify, describe and assess the organizational nature of subsidiary governance.  

 Corporate governance deals commonly with specific issues around corporations. 

Corporations are legally independent entities that emerge through incorporation in the 

framework of a legal system that is usually that of the country where they are located.4 

They are legal corporate entities provided for by legal systems to enable a multitude of 

individuals to undertake business endeavours together. Adopting a legal form is commonly 

necessary for commencing and continuating any economic activity (Tricker 1994; 

                                            
4 Exceptions to this exist, as for example the European Public Company “Societas Europaea,” which is a 
legal supranational form based on EU corporate law. 
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Hansmann and Kraakman 2000; von Werder 2005). 5 There are several reasons for this 

constraint. The fundamental reason is to enable a group of individuals to interact on 

markets, which requires their ability to contract other individuals, groups and entities in the 

same way as natural individuals (Hansmann and Kraakman 2000). Two attributes of legal 

entities are prerequisite for this purpose: the function of the nexus of contracts and asset 

partitioning. As a nexus of contracts, the legal entity links and coordinates the contractual 

engagement of individuals with separate contracts (Alchian and Demsetz 1972; Jensen 

and Meckling 1976). This particularly concerns the assignment of decision-making 

authority to individuals (managers), as the company is usually a legal person and cannot 

act by itself. Secondly, a company needs to assure that it meets its obligations to bind 

other market participants credibly to its contracts, for which asset partitioning is required 

(Hansmann and Kraakman 2000). To start with each member of the organization brings in 

a share of resources and, later, receives a share of profits in return. This view of 

companies is that of a common resource pool in which the rights and responsibilities of 

each member of the organization are secured (Alchian and Demsetz 1972). But to interact 

on markets it is necessary that patterns of creditor rights are assured and company assets 

are shielded from shareholder or manager claims (Hansmann and Kraakman 2000). For 

this, the company’s obligations are backed up by a basic pool of assets (bonding assets) 

that are in the framework of a legal entity, at least partly, if not completely, separate from it 

(Hansmann and Kraakman 2000). This asset partitioning function separates the assets of 

the company from those of the shareholders and managers. Additionally, the shareholders’ 

and managers’ liability is limited to the company assets brought in (i.e. the equity capital).6 

 Given these functions of legal entities, it becomes evident that there is usually a 

constraint to become a legal entity when undertaking business. But one consequence of 

becoming a legal entity is that individual managers are assigned the authority to act in the 

name of the firm, which is the basic corporate governance notion of separate ownership 

and control. The management marks the hierarchically highest point of the corporate 

organization and is charged with the largest part of the responsibility and tasks for the 

direction and trajectory of the company (Alchian and Demsetz 1972; von Werder 2005). 

Therefore, while the organization of business is commonly chosen arbitrarily with the 

                                            
5 Alternatively, a legal form emerges automatically in the course of the business start up, which is the case in 
Germany, for example.  
6 Furthermore, this approach leads to the prioritization of assets in the corporation against the possibility of 
creditors’ claims and only then those of the persons involved and, additionally, to the protection of firm assets 
from access by managers (Hansmann and Kraakman 2000). 
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framework of the legal entity, this is not the case for the company headquarters. It is 

commonly mandatory to form different bodies for management and supervisory boards 

and comply with additional rules regarding their composition or specific tasks (von Werder 

1986a, 1986b, 2005). But this does not apply to groups. The reason is that groups usually 

posses no legal personality of their own. While the economic and legal aspects of group 

formation exceed the scope of this investigation, it must be noted that two types of 

corporate extensions lead to the emergence of a group. Internal growth is the process of 

creating new corporate capacities through founding and setting up a new production site or 

a legally independent subsidiary (Theisen 2000). External growth, on the other hand, is 

achieved not by creating new capacities, but by obtaining “controlling power over existing 

capacities” (Theisen 2000). This second case represents mergers with existing 

companies. In the same way as for individual companies, groups are commonly interested 

in maintaining legally independent operations in the form of subsidiaries. The reasons 

include those outlined before (e.g. contractual bonding on markets). But more importantly, 

running operations as legally independent subsidiary limits the MNC headquarters’ liability 

for investment (Tricker 1994). From a subsidiary shareholder perspective, most 

businesses bear too high a risk to undertake investments with unlimited personal liability, 

particularly riskier operations such as coal mines, chemical plants or drilling platforms. The 

additional advantages of legally independent operations are its effects on foreign markets 

that allow the subsidiary to incorporate a useful brand name (Tricker 1994).  

 Therefore, in any case of group formation and expansion, the group emerges as an 

economic unit under uniform control, characterized by the shareholding of one legally 

independent entity by another. A group is simply  

an autonomous decision and operation unit of business, composed of legally 

independent and dependent corporations and sites, that are framed under one 

uniform management and follow a common business purpose. (Theisen 2000) 

The MNC was introduced as the dominant group type in today’s globalized economy. An 

MNC comprises a multitude of individual, legally independent organizations that are 

geographically dispersed but under the uniform control of the headquarters (Phatak 1989; 

Ghoshal and Bartlett 1990). Consequently, in every group the entities that compose it are 

legally independent and subject to specific (i.e. more or less intense) regulation, including 

regulation with respect to corporate governance (e.g. management responsibilities). But 

the group itself is commonly not a legally independent entity and represents simply an 

organizational form that unites individual legally independent organizations for a common 
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business purpose.7 Groups are merely “legally structured economic entities” (von Werder 

2005, p. 6). As a result, it is possible to structure the organization of the group in whatever 

way is thought desirable, in the same way as the organization of individual companies is 

structured arbitrarily below its helm.  

 Subsequent to its formation the group exists as a legal structure comprised of a 

number of companies affiliated by shareholding in hierarchical subordinate and 

superordinate relationships, determined by its mode of formation (e.g. by acquisition). 

Reorganization then takes place towards the designated organization introduced into the 

legal framework of the group. Resources are combined for the best possible achievement 

of a common purpose. The organizational challenge is to create an “interpersonal division 

of labour” (von Werder 2005, p. 4) which necessitates a “reasonable decomposition of the 

common purpose of the organization” (Thommen 2002, p. 184) into subtasks that are 

correlated with each other. On the basis of the initial legal structure and with respect to 

resources such as manpower, capital and stock inventories, the objectives of the 

organization are determined in order to identify the organizational means that best serve 

the achievement of these objectives (Thommen 2002). Subtasks are assigned to task 

agencies or other subunits, supervised and finally, when this is complete, recomposed 

(Picot et al. 2003; von Werder 2005). The larger a company grows, the more difficult this 

is, as subtasks and resources are linked with each other and interdependence and 

complexity increases (Kieser and Walgenbach 2003). This organizational challenge 

becomes even more difficult in groups. The complexity of issues such as the optimal 

allocation of resources, the exact definition and assignment of tasks and responsibilities 

and optimal financial management and managing an optimal group tax burden are 

considerable (Theisen 2000). 

The limits of organizational freedom are of an economic nature only, mainly 

constituting the cost that renders the pursuit of a common purpose economically 

unreasonable (von Werder 2005). Resources are consumed to resolve the organizational 

problem of companies and groups, for which theoretical concepts like the transaction cost 

perspective of organizational cost is applicable. Then, organizational cost is seen as the 

“cost of the production of an organizational output” (Picot et al. 2003, p. 26). Von Werder 

(2005) identifies two types of organizational cost for an efficiency concept of organizations, 

                                            
7 Exceptions exist, for example, Germany, which is one of the select countries with a direct group law. But 
even here, the group is not awarded an own legal personality and no organizational specifics are prescribed. 
Exemplary results of German group law are discussed further down in this chapter. 
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which are in conflict; the cost of autonomy and the cost of adjustment. Coordination efforts 

reduce the cost of autonomy (e.g. redundancies of entities) but cause adjustment cost. 

Other limits to the organizational freedom of companies and groups are technologies that 

prevent a desired division of labour or, increasingly, modern limits to the employee’s tasks, 

for example the monotony of a certain task or the lack of specialized knowledge in workers 

that requires costly training to remedy (Thommen 2002; Chen 2004). 

 Apart from these limits, this organization freedom ensures that arbitrary organizing 

may take place inside individual companies and groups. For these reasons, another type 

of group organization emerges, the business organization of the group. As a result, two 

organizations exist side by side: the legal and the business organization of the group. 

These are commonly incongruent and this state is referred to as incongruence of the legal 

form of the business organization (von Werder 1986a) (Figure 3). The reasons for this are  

 

Figure 3: Incongruence of the legal form of the business organization 

Source: Author 
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the same way as for individual company organization, the group is partitioned in business 

units and entities and according reporting lines that are incongruent with the regulatory 

requirements attached to legal entities. The number and type of legally independent group 

entities is theoretically infinite, but the hierarchically and legally highest point is marked by 

the group headquarters, which coordinates all the group entities, their work and their 

interaction (Kieser and Walgenbach 2003). There is consensus among researchers that 

the legal dimension of groups falls short of their business nature (Ordelheide 1986; 

Theisen 2000), a conclusion that the preliminary interviews in this investigation clearly 

confirmed (MNC 2; MNC 3; MNC 4). The group is seen as a dominating organizational 

form that is in practice beyond theory and the law, which can be seen, for example, in the 

possibility of creating identical organizational reporting and decision systems albeit legal 

compulsory group structures (Theisen 2000).   

 

2.2.2 Subsidiary Corporate Governance 
While the freedom to craft the organization of groups arbitrarily has little direct effect on 

classical corporate governance at the helm of the MNC headquarters, it has a significant 

effect on subsidiary governance. The organizational peculiarities of groups have direct and 

severe consequences for subsidiary governance and lead to substantial differences 

between them and classical corporate governance. As legally independent entities, a 

similar dilemma exists for subsidiaries between outside shareholders and powerful internal 

managers who control assets that are not their own, as in classical corporate governance. 

The subsidiary is located in a legal group structure with legal superordinate and 

subordinate relationships with other companies in the group, and they are usually fully 

owned, legally independent entities. Legal independence is favourable for the reasons 

outlined above (e.g. limited liability of local operations). Full ownership is the consequence 

of purely practical considerations. At the beginning, the group emerged as a legal structure 

that resulted from its original type of formation. While a discussion of the legal formation 

and resultant group structures exceeds the scope of this investigation, different types of 

groups exist with their own respective legal advantages and disadvantages if a specific 

group law exists. Germany is one of the countries with a proper group law and that 

attaches different characteristics to each legal form (Schenk 1997; Theisen 2000). For 

example, different reporting commitments are required, together with the liabilities of 

supervisory bodies or managers, and different possibilities are spelt out for sourcing equity 

on capital markets (e.g. for factual as opposed to contractual groups). Accordingly, for a 

project that is temporary, coordinating a specific group type and ownership structure might 
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be more suitable and offer more favourable structures regarding specific duration and 

inherent flexibility, which, on the other hand, is not a suitable structure for a purpose like a 

public tender offer. 

 Overall, an integration group with fully owned subsidiaries is the most practicable 

solution for continuous shareholding in legally independent operations and, is for this 

reason the most frequently encountered case of MNC practice.8 The main reason and 

obvious advantage is it permits complete control over the entity by the MNC headquarters. 

This is backed up by empirical evidence showing that ownership concentration in 

subsidiaries increases the value orientation of the company in the strategic framework of 

the MNC (e.g. Tihanyi et al. 2003). The involvement of externals, on the other hand, was 

found to cause communication problems and conflicts of interests and, as a whole, leads 

to inferior performance and the higher failure of such multi-parent subsidiaries (Shenkar 

and Zeira 1987; Geringer and Herbert 1989; Tricker 1994). Besides conflicts of interest in 

strategic determination, the result is also that there is a manifold transaction cost increase 

with multiple ownerships (Hansmann and Kraakman 2000). The cost of interaction and 

efficiency in running the business (e.g. ensuring subsidiary managers comply with various 

agreements) and the cost of monitoring managerial behaviour are significantly increased. 

Consequently, empirical evidence shows that MNC headquarters undertake measures to 

obtain and maintain full subsidiary ownership such as squeezing out minority shareholders 

(Gillies and Dickinson 1999). The benefits of multiple-ownership subsidiaries are minor 

and partial, as, for example a financial loss reduction in the case of failures (Rediker and 

Seth 1995). The prevailing opinion in the literature and the common solution in MNC 

practice clearly is to avoid troublesome dealing with outside and minority shareholders 

and, as they have the financial resources to do so, MNCs regularly obtain full ownership of 

subsidiaries and subsequently avoid share diffusion.9 This notion was also confirmed by 

interviews in the course of this investigation (MNC 2; MNC 3; MNC 4). In one particular 

                                            
8 This terminology and argumentation is based on the elements of German group law. It must be noted that 
there are rare exceptions to full control through full ownership: for example the assumption of “one share, 
one vote” is violated in the case of the German Volkswagen AG, which is subject to a specific law. 
Additionally, legally independent entities with only one shareholder (corporation sole) are prohibited in 
several legal systems, including Germany (as opposite to the USA) (Hansmann and Kraakman 2000). Cross-
shareholdings of several group companies are therefore often employed in MNC practice. 
9 In all cases of fully owned subsidiaries, the controlling company could transform the entity into a legally 
dependent one, for example in the course of an upstream merger. This is not usual in MNC practice and 
interests individual MNC entities when tax consequences are attached to the legal status of the entity, such 
as profit or loss transfer possibilities (Tricker 1994). This case of legally dependent sites neutralizes one of 
the core assumptions of this investigation, that is, the legal independence that is inherent in subsidiaries, and 
is therefore of no relevance to this investigation. 
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case (MNC 4), the MNC pursued a continuous increase in ownership in a legally 

independent entity over a period from 1998 to 2004 until it finally held full control over its 

operations.  

 Hence, the normal situation is a fully owned subsidiary that is located inside a legal 

group structure with legal superordinate and subordinate relationships to other companies 

in the group. The subsidiary shareholders then become their parent companies and 

ultimately the group’s headquarters. Applying the classical corporate governance 

perspective leads to the identification of an Agency Theory relationship between the group 

headquarters as principal and the subsidiary management as agent. However, the MNC 

headquarters, being a legal person, cannot act by itself and is represented by its 

 

Figure 4: Comparison classical corporate governance versus subsidiary governance 

Source: Author 

 

management. As a result, the core relationship of subsidiary governance is that between 

the MNC headquarters and the subsidiary’s management.10 A group consists of as many 

                                            
10 In fact, this situation leads to a second Agency relationship in subsidiary governance: the subsidiary 
shareholders are represented through the parent company’s management. But this issue is of no relevance 
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Agency relationships of corporate governance as there are legally independent entities 

and is nothing but numerous agents among whom decision making and information is 

dispersed (Arrow 1985b). 

The impact that the peculiarities of subsidiaries in MNCs have on their corporate 

governance is strongest in terms of governance mechanisms, that is, how subsidiary 

shareholders ensure managerial compliance. The normal subsidiary is fully owned by the 

MNC headquarters and directly or indirectly legally subordinate to the group headquarters. 

Consequently, the legal corporate governance system should provide subsidiary 

shareholders with two types of governance mechanisms. The first emanates from the legal 

system of the country in which it is located in terms of accounting, disclosure, liability and 

other regulations. But the legal system of a country is unable to provide shareholders in 

classical corporate governance with sufficient mechanisms to ensure managerial 

compliance with their interests, as denoted earlier. The second is a second set of legal 

governance mechanisms attached to regulations prescribing the organization of the helm 

of a subsidiary, similar to classical corporate governance (e.g. concerning the formation of 

a board). But subsidiaries are normally operated in the legal form of private limited 

companies (as opposed to public limited companies) and are subject to less regulation 

than the latter, as discussed above (Steger and Brellochs 2006). Even if there is sufficient 

regulation offering legal mechanisms that protect the shareholders’ interests, the analysis 

of the impact of organizational peculiarities of subsidiaries in MNCs showed that the group 

is managed through its business goals and not its legal organization. Tricker (1994) points 

out how the incongruence between the business organization and the legal organization 

can cause subsidiary governance problems, as dual lines of command for subsidiary 

managers are created. The intuitive conclusion is that governance mechanisms such as 

subsidiary boards could exist, but that they might not used by the subsidiary shareholders 

to achieve managerial compliance. Against the background of these analytical results, a 

close examination of the availability and effectiveness of mechanisms of classical 

corporate governance for subsidiary governance is useful in exploring how subsidiary 

shareholders achieve subsidiary management compliance. 

 

                                            
to the following discussion because the investigation does not attempt to draw direct inferences from the 
subsidiary governance relationship that was identified to the classical corporate governance relationship. 



 34

2.3 Mechanisms of Classical Corporate Governance 
2.3.1  Application to Subsidiary Governance 
The core of the classical concept of corporate governance was presented earlier as 

centring on the mechanisms available for outside shareholders to protect their interests 

from powerful inside managers who control assets that are not their own (Jensen and 

Meckling 1976; Fama 1980; Fama and Jensen 1983a). Governance mechanisms were 

defined as any direct intervention of outsiders that aims at exerting supervision and control 

of the management of a company and at ensuring adherence to shareholder interests 

(Eisenhardt 1985; Shleifer and Vishny 1997; Luo 2005). Furthermore, the classical 

understanding of corporate governance distinguishes between parties, influences and 

mechanisms along the dimension of outside and inside, going back to Jensen and 

Meckling (1976) and continued extensively since then (Walsh and Seward 1990; Jensen 

1993; Allen and Gale 2000; La Porta et al. 2000; von Werder 2005). Underlying this is the 

notion of the physical borders of the organization of a company (Allen and Gale 2000). The 

internal dimension of corporate governance involves all bodies, parties, influences and 

problems within the organization of the company (Allen and Gale 2000; von Werder 2005). 

The external corporate governance dimension comprises all issues related to the 

interaction of the company or its management with outsiders and, most importantly, with 

the shareholders (von Werder 2005). The subsequent analysis of mechanisms of classical 

corporate governance available for subsidiary governance follows this distinction in 

internal and external mechanisms. In a way analogous to the understanding of corporate 

governance dimensions of Jensen and Meckling (1976) and subsequent researchers, this 

investigation defines outside mechanisms of subsidiary governance as all those residing, 

working on or impacting on subsidiary management from outside the subsidiary 

organization. Inside mechanisms, in turn, are all those residing, working or impacting on 

the subsidiary management from within the organization of the subsidiary.  

 

2.3.2 Internal Governance Mechanisms 

2.3.2.1 Subsidiary Boards 
Being outsiders, shareholders are unable to exert direct supervision and control by 

themselves and, therefore, commonly engage a supervisory board (Steger 2004) 

consisting of directors who are appointed by the shareholders and who supervise and 

control the efforts and success of the management (Fama 1980; Fama and Jensen 

1983a). This primary function of the board is referred to as monitoring and it comprises all 

its efforts in gathering and using information regarding the company and its management, 
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including the observation of inputs, outputs and performances; scrutinizing and ratifying 

management proposals or major decisions; selecting, recruiting and dismissing the 

management team and determining its compensation (Alchian and Demsetz 1972; Fama 

and Jensen 1983; Hansmann and Kraakman 2000). A fundamental function of the board is 

thus to supply shareholders with information about the management and its behaviour, 

going back to the seminal study of Fama and Jensen (1980) that showed how the 

information asymmetry of outside shareholders was reduced through boards, as predicted 

by Agency Theory.  

 The board is the primary internal governance mechanism and, together with the 

management, represents the dominant internal corporate governance participants (Allen 

and Gale 2000; Monks and Minow 2001) Board and management are seen as two distinct 

parties, where the board is expected to act as a proxy for and on behalf of the 

shareholders (Fama and Jensen 1983a; Hart 1995a). This behaviour of the board stems 

from several aspects and is primarily based on legal corporate governance prescriptions 

from the legal system of the country in which it is located and its corporate articles of 

association. Such legal board rights, responsibilities and duties comprise certain 

information rights, means of enforcement and the legal liability of individual board 

members or possibility for lawsuits against it (Mann 2004). But beyond these legal 

reasons, as board members are appointed they are dependent on the shareholders and 

have little opportunity to pursue self-interested behaviour such as maximizing their own 

income or granting additional perquisites requisites the way managers can. Fama and 

Jensen (1983a) also point out that board members normally serve on several boards of 

different companies and any negligence and failure in their work would decrease their 

reputation and their human capital value on the labour market.  

 However, if the board and management are not two distinct parties, the board 

cannot be expected to act on behalf of the shareholders and their interests. This is the 

case if the board is not elected by the shareholders, or if members of the management 

team are allowed dual membership in both management and the board. As such specifics 

are determined by the legal corporate governance system, a further distinction must be 

made. In one-tier corporate governance systems, management is granted the right to 

board membership. A frequent result is that the CEO is also the chairman of the board 

(CEO duality) while other managers take up additional board seats (Baliga et al. 1996; 

Steger 2004; von Werder 2005). Then there is the factual congruence of opinions, 

interests and resulting actions in both management and the board. As a result, the board’s 

effect as a governance mechanism in such one-tier systems is considered small or non-



 36

existent (Mizruchi 1983; Kharbanda and Stallworthy 1988; Charkham 1994; Kaplan 1994; 

Steger 2004; Hamilton and Micklethwait 2006). Even if directors from outside the corporate 

management are on the board (outside directors), they are seen as restricted by feelings 

of loyalty or responsibility towards the CEO, or by the fear of risking their own position 

(Singh and Harianto 1989; Steger 2004). Understandably, the one-tier system of corporate 

governance is subject to intense criticism today. CEO duality and complete control over 

both board and management has been the norm in the USA and also, but less frequently, 

in countries like the UK. But it has become increasingly rare and has been weakened by 

new regulations after the recent corporate governance scandals such as the Sarbanes-

Oxley Act in the USA (Kharbanda and Stallworthy 1988; Hamilton and Micklethwait 2006; 

Steger and Brellochs 2006). Hence, the normal situation in one-tier systems today is a 

board with a majority of outsiders. The two-tier corporate governance system aims at 

preventing the inefficiency of one-tier system by prohibiting management team 

membership on the board. In this case, the board has no particular interest in following the 

management’s interests, proposals and actions and respective studies have shown that 

boards with a higher proportion of outside directors act more in the interest of 

shareholders, as predicted per Agency Theory (Kosnik 1987).  

 In principle, the supervisory board of subsidiaries functions similar to that of 

classical corporate governance. Studies show that headquarters’ representatives on 

subsidiary boards represent the same monitoring mechanism as outside directors on the 

headquarters’ boards (Baysinger and Hoskisson 1990; Walsh and Seward 1990; Beatty 

and Zajac 1994; Zajac and Westphall 1994). But there is considerable variation in 

subsidiary boards and their roles, responsibilities and powers (Stopford and Wells 1972; 

Kriger 1988; Tricker 1994,; Björkman 1994). In practice the range of board types spreads 

from a mere rubber stamp to one taking full responsibility for the local business (Tricker 

1994). But the previous analysis and existing literature found that the norm was regulation 

that is ambiguous or indifferent towards the issue of whether or not a subsidiary board is 

formed, primarily because of its limited-liability, private legal form (Leksell and Lindgren 

1982; Steger and Brellochs 2006). Studies have found that consequently subsidiary 

boards exist only in rare, exceptional cases or where they are legally prescribed by the 

host country’s governance system (Kriger 1988; Costello 2002). Such boards were found 

to play hardly any role in terms of monitoring and controlling subsidiary management, they 

were crerated for political purposes with untrained and inexperienced directors and were 

characterized by slow and inefficient procedures (Leksell and Lindgren 1982). The 

subsidiaries that were found to maintain own boards were generally not fully owned by 
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their parent companies (Kriger 1988; Costello and Costello 2004; Luo 2005). But the 

opposite is normal in MNC practice, as discussed earlier. If subsidiary boards were not 

legally mandated, studies have found that they did not exist at all (Kriger 1988; Gillies and 

Dickinson 1999; Luo 2005). This finding is supported by the interviews undertaken in the 

course of this investigation (MNC 2; MNC 3; MNC 4).  

 In applying the previous notion of classical corporate governance to cases where 

subsidiary boards do exist, a twofold distinction must made in order to identify archetypical 

models based on the legal system of subsidiary governance. A legally mandatory 

subsidiary board in a one-tier corporate governance system will be characterized by the 

same inefficiency as in classical corporate governance. Given the possibility of board 

membership, the CEO and management team will attempt to dominate the board in order 

to control the company. In a legally mandated, two-tier subsidiary governance system, 

there are two potential outcomes (Tricker 1994; Costello 2002). The first is staffing the 

subsidiary board with outside directors who are not affiliated to the subsidiary, the MNC 

headquarters or to any other group company. Classical corporate governance would 

expect such complete outside directors to act in the best interest of the subsidiary 

shareholders. But empirical evidence shows that subsidiary board mandates occupied with 

complete outsiders are either filled with locals from the subsidiary environment because of 

legal requirements or given to interest groups’ representatives of the host country to 

maintain good relationships with subsidiary stakeholders or for local prestige and access 

to markets (Leksell and Lindgren 1982; Kriger 1988; Costello 2002).11 Examples of 

countries with legal prescriptions for locals on the board are India and Singapore (Tricker 

1994). This requirement for board members was traced back to the overall role of the 

subsidiary board (Leksell and Lindgren 1982; Kriger 1988). Subsidiary boards carried 

external responsibilities only, for example in linking the subsidiary to external stakeholders 

in politics and public relations. The boards’ function was described as a “strategic window” 

to the local environment (Kriger 1988). These boards could be staffed by complete 

outsiders because they had no role in terms of supervising and controlling the subsidiary 

management. This is in line with findings from the interviews in this study, which showed 

that one MNC maintained subsidiary boards only in order to satisfy and network with local 

stakeholders (MNC 4). The board members had therefore no interests congruent with the 

                                            
11 However, this does not seem hold true for the MNC headquarters boards: Gillies and Dickinson (1999) 
found that only 29 of the world’s largest 81 MNCs had foreign nationalities on their board, of which only 12 
were outside directors. 
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subsidiary shareholders and no motivation to pursue the interests of MNC headquarters 

and, consequently, they had hardly any governance effect. In fact, Kriger (1988) showed 

that they were instead representatives of their own interest and therefore (amongst others) 

given only little relevant, sensitive information related to the strategic issues of the 

subsidiary or MNC, because the MNC headquarters was afraid of conflicts with local 

interests.  

 The second case is a subsidiary board in a legally mandated two-tiered system that 

is staffed with directors who hold a managerial position in the subsidiary’s parent 

companies, the MNC group headquarters or any other company in the group (Tricker 

1994; Costello 2002). These directors are outsiders in terms of their independence from 

the subsidiary’s organization, but insiders in terms of their membership of the same MNC. 

Applying the understanding of classical corporate governance, these directors are 

quasi-inside in nature as the parent company legally holds the second-tier firm’s 

investment stake and operationally coordinates the latter’s activities (Luo 2005, p. 

6).  

Hence, this type of director is henceforth referred to as the semi-outside director. In terms 

of effectiveness as mechanism for governance, the subsidiary board would be most 

efficient if its seats were held by MNC headquarters’ representatives. Empirical evidence 

confirm this effect of headquarters’ representatives on subsidiary boards and found that 

they represented the same monitoring mechanism as outside directors in headquarters’ 

boards (Baysinger and Hoskisson 1990; Walsh and Seward 1990; Beatty and Zajac 1994; 

Zajac and Westphall 1994). But the theoretical analysis and empirical evidence cited 

earlier show that it is unusual in MNC practice to have headquarters managers sitting on 

subsidiary boards. The reason for this is that the organizational power of the MNC 

headquarters is perceived as congruent with its corporate legal governance power (Tricker 

1994). As subsidiaries are usually fully owned, there are no outside interests to be 

considered and the MNC headquarters prefers liaising directly with subsidiary 

management instead of by maintaining board mandates. The perception is that any 

remaining legal bodies can be interpreted as units outside the hierarchy, whose 

exertion of influence limits the room for maneuver of the management body (von 

Werder 2005, p. 8) 

While MNC headquarters’ managers still could take up individual mandates, the usual size 

of an MNC does not allow it to take up numerous subsidiary board mandates and the task 
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is considered as only a side function representing no reasonable cost-benefit relationship 

(von Werder 2005). These conclusions are also in line with findings from the interviews in 

this investigation, where MNCs indicated that headquarters’ managers are only 

exceptionally positioned on subsidiary boards (MNC 2; MNC 3; MNC 4). 

 Yet, there has been an evolution since the first studies on subsidiary boards by 

Leksell and Lindgren in 1982. Kriger (1988) still that found subsidiary boards either did not 

exist or were inefficient, but presumed they would an increase in the governance effect 

over time. He suggested that MNC headquarters should wonder  

whether there are selected subsidiaries in their organizations which could be 

utilizing SBs [subsidiary boards] to take better advantage of already legally 

mandated local board structures (1988, p. 356).  

Björkman (1994) found the first indications of an internal role of subsidiary boards and 

presumed that their importance would increase. But Gillies and Dickinson’s latest empirical 

study from 1999 on the evolution of the role and importance of the 115 largest foreign-

owned subsidiaries in Canada from 1985 until 1995 produced sobering results:  

The role of subsidiary boards in the governance of corporations does not appear, as 

predicted, to be increasing […], but rather to be rapidly declining. (1999, p. 243) 

Over time, the MNC headquarters were found to be undertaking strong reorganization 

measures such as squeezing out minority shareholders, reducing of the proportion of 

outside directors by almost 50% and the number of local chairpersons and CEOs by 14% 

(Gillies and Dickinson 1999, p. 243). With the increasing size and age of the MNC, the 

headquarters did not believe in the necessity for subsidiary boards, unless legally required 

to produce them, which led to a new type of subsidiary governance (Gillies and Dickinson 

1999, p. 243).  

 

2.3.2.2 Incentive Mechanisms 
Incentive mechanisms are internal governance mechanisms that are put in place to align 

the interests of managers with those of the company’s shareholders (Jensen and Murphy 

1990). Initially, managers are expected to have no significant motivation to pursue the 

shareholders’ best interests (Jensen and Meckling 1976). On this basis, governance 

mechanisms that align the interests of managers with those of the shareholders prevent 

the former from abusing their insider position to pursue interests contrary to those of the 

shareholders. There are different types of incentive mechanisms in this mode of operation, 
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the most common being financial incentives. The financial remuneration for managers 

depends upon their attainment of specific goals (Levinthal 1988; Jensen and Murphy 

1990). These goals are usually the shareholders’ interests, for example a specific share 

price of a publicly listed company, and the incentive can take forms such as shares, stock 

options or pecuniary bonuses. A similar mode of operation offers non-financial incentives 

to corporate managers, for example, when an incentive such as promotion, participation in 

executive education measures or access to more resources is linked to a desired objective 

(O’Donnell 2000). 

 Incentive mechanisms can function in the same way for subsidiary governance as 

they do in classical corporate governance. A financial or non-financial reward for 

subsidiary managers is attached to the objectives desired by the MNC headquarters. A 

non-financial incentive for subsidiary governance could be career opportunities or a 

promotion within the MNC. But the theoretical analysis of subsidiary governance produced 

a series of specificities that are substantially different from classical corporate governance. 

One particular problem comes from the fact that the application of incentives is only useful 

if there are transparent performance standards, resulting in detailed duties for managers. 

Consequently, increased subsidiary managerial efforts also increase the probability of 

favourable outcomes (Tosi and Gomez-Mejia 1989; Davis et al. 1997; Costello 2002). The 

common criterion of share price development is not available, as subsidiaries are not 

usually publicly listed (Costello 2002). Yet the MNC was introduced as economic unit with 

considerable interdependences between its entities, which are seen to allow only 

exceptionally for the allocation of a share of the performance of the whole MNC to the 

contribution of one particular subsidiary (Alchian and Demsetz 1972; Wagemann 1995). 

Consequently, it is difficult to establish precise, fair performance criteria for subsidiary 

manager incentives that bear a direct link between the subsidiary managers’ efforts and 

the performance of the MNC as a whole (Costello 2002). The result could even be 

managers of smaller subsidiaries free riding on the back of managers of larger 

subsidiaries. Similarly, it is problematic to design a financial reward. The commonly used 

stock and stock options (as proxy for shareholder value) are unavailable. Alternatively, the 

incentives could be attached to the share price performance of publicly listed MNC 

headquarters but, then again, there would be no direct link between the subsidiary 

managers’ efforts and a performance increase of the whole MNC. 

 A second type of incentive mechanism of classic corporate governance is 

managerial share ownership. By becoming shareholders of the company, managers 

anticipate the losses occurring through mismanagement and, hence, previously disparate 
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interests become congruent (Jensen and Meckling 1976). As a result, classical corporate 

governance expects the manager who becomes shareholder to become goal-congruent 

with the other shareholders and, thus, to act in the best interest of the latter.12 Grounded 

again in Agency Theory, classical corporate governance studies subsequent to the 

landmark work of Jensen and Meckling (1976) showed that managerial equity 

shareholding led to actions more favourable for shareholders and, consequently, aligned 

interests (Amihud and Lev 1981; Jensen 1984; Walking and Long 1984; Agrawal and 

Mandelker 1987; Singh and Harianto 1989). Other showed the same effect of interest 

alignment with that of shareholders through equity ownership of all employees of a 

company (Barney 1988). Managerial equity ownership could represent a mechanism of 

subsidiary governance as well. But in this case the same arguments as for financial and 

non-financial incentives apply. It is hardly possible to attach an incentive transparently to 

distinct performance standards of subsidiary managers and equally difficult to award the 

subsidiary manager with equity in the subsidiary company. For example, Agrawal and 

Mandelker (1987) point out that the effect of managerial equity ownership requires that 

changes in the characteristics of corporate cash flows are reflected in different valuations 

on capital markets. The changes in subsidiary cash flows are not reflected in immediate, 

direct differences in valuation of the subsidiary but, instead, only in accounting terms. 

While an incentive could still be attached to and consist of equity of the MNC 

headquarters, the problem is again the missing direct link between the subsidiary 

managers’ performance and the overall MNC performance. MNC unit interdependence 

and unlisted subsidiary shares render the availability of observable and measurable 

indicators for subsidiary managers’ efforts and success difficult. Additionally, the MNC 

headquarters intends to remain full ownership in the entity, for reasons discussed above.  

 

2.3.3 External Governance Mechanisms 

2.3.3.1 Shareholders’ Influence 
External governance mechanisms were defined as all those residing, working or impacting 

on the corporate management from outside the organization of the company. The primary 

external governance mechanism is shareholder activism and comprises all efforts in 

                                            
12 In fact, managerial equity ownership sometimes deals with the classical problem of separated ownership 
and control, as the bearer of corporate control obtains corporate ownership as well. However, with a rising 
proportion of shares in the hands of managers, other corporate governance problems occur: risk aversion 
and investment behaviour change and so can the related returns, which is, eventually, suboptimal for 
shareholders (Agrawal and Mandelker 1987; Seth and Rediker 1992 and 1993). 
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order to unite dispersed voting rights to advance against the management (Hart 1995a). 

The main instrument of shareholders is the voting rights in the general shareholder 

assembly incurred through share ownership in a company’s equity capital (von Werder 

2005). The disciplining effect of active shareholding towards corporate managers is the 

high probability of dismissing the management if its decisions and behaviour are in 

discordance with the views of most shareholders or simply divestment from the company 

(Alchian and Demsetz 1972; Steger 2004).  

 Shareholder activism is also conceivable for subsidiary governance. In fact, it could 

be even more powerful here than for classical corporate governance. In classical corporate 

governance, getting involved in monitoring and supervising the company’s management is 

generally unprofitable for individual investors (the free-rider problem; Hart 1995a; Steger 

2004). As ownership is dispersed the cost that any shareholder incurs through activism 

exceeds the potential benefit of these efforts since they are divided among all 

shareholders of the company. Consequently, if there were no shareholder activism, proxy 

fights and concerted action against corporate management, the shareholders of such 

Berle–Means companies would remain inactive and simply divest from the company 

(Steger 2004). But ownership is not dispersed in subsidiary governance. The usual case is 

the entity is fully owned by its direct parent companies and, ultimately, the MNC 

headquarters, as noted earlier. As a result, there is no free-rider problem in subsidiary 

governance. But on the other hand, MNC headquarters does usually not undertake 

shareholder activism in subsidiary governance, because the MNC headquarters perceives 

the organizational power of the MNC headquarters as congruent with its legal power for 

corporate governance (Tricker 1994). Hence, the management is addressed in an 

organizational and not a legal way and, consequently, the legal voting rights of subsidiary 

shareholders exist but are not employed in MNC practice. Furthermore, unlike individual 

investors on stock markets, the MNC headquarters cannot simply divest from the company 

(Steger and Brellochs 2006). Subsidiaries represent strategic long-term investments and 

their function is not only to maximize short-term financial profits. The interviews of this 

investigation confirm this conclusion particularly strongly in one case (MNC 4). The MNC 

had invested in an overseas subsidiary company in 1998 and was unable to conclude 

product development. As a result, the investment still had a negative cash flow in 2006. 

Although the company was unable to gain full control over the operations and advancing 

the product development was cumbersome, the MNC could not divest because the 

subsidiary was producing a product of high strategic importance and its competitors were 

ahead in the race for the market launch.  
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 Another type of the disciplining influence of shareholders on corporate management 

is in the form of large outside shareholders. As noted earlier, classical corporate 

governance is based on the assumption of dispersed ownership, in which a large number 

of shareholders faces the free-rider problem of inactive investors (Hart 1995a). While 

individual shareholders would incur more costs than benefits through shareholder activism, 

this is not the case for large outside shareholders whose stakes reach beyond the critical 

cost-benefit break-even point and who therefore have the incentive to monitor and act 

against the management (Shleifer and Vishny 1986).13 Large outside shareholders have 

been investigated thoroughly in classical corporate governance research, which has 

proved their disciplining effect on corporate management (Demsetz and Lehn 1985; 

Franks and Meyer 1994; Kaplan and Minton 1994; Kang and Shivdasani 1995; Gorton and 

Schmid 1999). 

 But, firstly, the theoretical analysis of subsidiary governance and evidence from 

MNC practice shows that the normal case is a fully owned subsidiary without other outside 

shareholders. By definition, therefore, the existence of any outside shareholders is 

prevented in the usual case of subsidiary governance. Secondly, even if there were 

outside shareholders, the resulting ownership pattern would render the relative 

shareholder power of these individuals or block-holders negligible, as the MNC 

headquarters would still hold a clear majority (Luo 2005). While it would still be possible to 

influence the MNC headquarters as direct headquarters company shareholder, it is 

unlikely that shareholders would be motivated to do so and the resulting impact on a 

particular subsidiary has been considered to be rather weak (Gillies and Dickinson 1999).  

 

2.3.3.2 Capital Markets 
Three types of outside governance mechanism that are attached to capital markets exist in 

classical corporate governance. The market for corporate control is a governance 

mechanism in the way that it exposes the management of a badly run company with a 

lower share price, the continuous threat of a (hostile) takeover and subsequent dismissal 

(Grossman and Hart 1980; Jensen and Roeback 1983). Takeovers are predicted when the 

share price does not reflect the actual value of the company, which renders it attractive for 

investors to take it over and realize the potential value (Manne 1965). The disciplining 

effect of the takeover threat lies in the fact that after a takeover the board and 
                                            
13 In addition, most legal systems attach additional legal rights to larger proportions of shareholding (e.g. the 
right to summon a general shareholder meeting). 
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management are usually replaced, together with other key personnel of the company 

(Fama and Jensen 1983). Despite criticism of the costliness of this mechanism (Shleifer 

and Vishny 1997), the reward for the buyer of the company is large enough and the market 

for corporate control is consequently considered a strong and efficient governance 

mechanism of classical corporate governance (Hart 1995a).  

 The threat of dismissal must be seen as a serious, though abstract, disciplining 

measure for subsidiary managers but there are several reasons (some of which are 

outlined above), which render it obvious that the market for corporate control is not an 

efficient mechanism for subsidiary governance. Firstly, the efficiency of the mechanism 

requires a favourable takeover environment in terms of liquidity in equity capital markets 

and a supportive legal, political and business climate with Anglo-American corporate 

governance systems being prime examples (Jensen and Roeback 1983; Shleifer and 

Vishny 1997; Allen and Gale 2000). It is unlikely that this is commonly the case in MNC 

subsidiary environments, especially given the global spread of entities that renders it likely 

that subsidiaries are located in underdeveloped economic systems, as noted earlier. Even 

if a subsidiary faced such an environment, an efficiently functioning market of corporate 

control still requires the timely and cheap transferability of the voting and controlling rights 

of a company (Shleifer and Vishny 1997). But subsidiary shares are not easily transferable 

(e.g., through a public tender offer) as they are commonly held by their parent companies 

and, ultimately, the MNC headquarters. They are not publicly listed and they can be 

transferred only in the course of private negotiations with the MNC headquarters. Even if 

private negotiations take place, the MNC headquarters commonly maintains subsidiaries 

as strategic investments and is not interested in maximizing short-term shareholder value 

by realizing a financial profit higher than the subsidiary shares’ book value. Again, an MNC 

from the interviews can serve as an example. It has incurred losses since its initial 

investment in the subsidiary in 1998 up to the time of writing (MNC 4). Given the strategic 

value of the product that this subsidiary develops, it should have been rather easy to sell 

the entity’s shares, had they wanted to. 

 There are other reasons why the market for corporate control is not efficient for 

subsidiary governance. A potential acquirer requires information on the actual and 

potential value of the company. This is available through public sources in case of larger, 

publicly listed companies, however, this is not the case for subsidiaries, which are usually 

in an unlisted, private, limited-liability legal form. As a result, the threat of a takeover is 

considered far less potent for smaller, unlisted companies (Seth and Rediker 1992, 1993). 

The takeover mechanism is considered very costly, requiring the potential hidden value 
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realizable by acquiring the company to exceed a specific critical mass. Hostile takeovers 

are particularly cost-intensive and are able to fix only very obvious and difficult Agency 

problems (Shleifer and Vishny 1997; Gourevitch 2003). Here again, the availability of 

information on subsidiaries and their potential and strategic value cannot be considered 

sufficient. 

 The second type of governance mechanism that classical corporate governance 

attaches to capital markets is costs associated with sourcing equity and debt on 

capital markets. The disciplining effect on corporate management is found in costs 

associated with raising capital on secondary capital markets. If companies need to raise 

large amounts of external funds (e.g. for major investments such as acquisitions), a normal 

way to do so is to raise equity and debt through issuing new shares and bonds (Diamond 

1991, 1989; Gomes 1996; Vishny and Shleifer 1997). Then, any risk related to the 

company, for example bad financial performance, unclear strategy or bad managerial 

reputation, is priced into the shares (which are sold at lower prices) and bonds (which are 

awarded worse ratings and lead to higher cost) (Fama 1980). The consequence in 

classical corporate governance is an interest aligning effect of managers with those of the 

shareholders and a reduction of the formers’ self-interested behaviour. Hence, it is 

conceivable that the same effect occurs in subsidiary governance, too. For the disciplining 

effect of costs associated with raising equity for the subsidiary, the result is again obvious. 

The entity normally does not source equity from capital markets because its equity 

providers and shareholders are found within the group. Equity capital is provided by other 

companies in the group based on strategic, long-term considerations and not the 

perspective of a financial investor. The inclusion of additional outside shareholders is not 

in the interest of the MNC headquarters. 

 An analysis and assessment of the disciplining effect of costs associated with debt 

on subsidiary managerial behaviour is more complex. Firstly, the efficiency of the 

governance mechanism is contingent upon the subsidiary’s financing strategy and 

structure (Costello 2002). In other words, only a relatively large amount of debt would 

function as an efficient subsidiary governance mechanism, but this is commonly restricted 

by legislation. Secondly, in absolute terms the amount of debt would have to be very high 

to have a disciplining effect on the subsidiary management. This intuitive notion is also 

deduced from the fact that classical corporate governance literature achieved its results on 

the efficiency of the mechanism from large MNCs that issued USD billions worth of debt 

(Gomes 1996; Diamond 1991, 1989). Subsidiaries commonly raise smaller absolute 

amounts of debt, thereby diluting the disciplining effect from the cost of debt on managerial 
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behaviour. More importantly, debt must be sourced from outsiders with a neutral interest in 

value-maximization that reduces the payback risk of the debt (e.g. banks) (Hart 1995a). 

Debt must be backed by a bankruptcy or insolvency procedure that represents a penalty 

for the management, such as by losing their position and having information released 

about their managerial capabilities that reduces their alternative employment opportunities 

(Agrawal and Mandelker 1987; Hart 1995a). The source of debt for subsidiaries, however, 

is frequently inter-group finance transfers, in particular from companies higher up the 

group hierarchy, which leads to a situation in which outside debt is sourced only if there 

are advantages attached to the legal system of the subsidiary country or the tax burden of 

the group (Kingsley 1997; Andrus et al.1990). The conditions of these inter-group 

subsidiary loans (e.g. payback terms and interest rates) can be considered more 

favourable than alternative financing from the capital market with neutral outside investors, 

which is caused by the strategic, long-term interest of the parent companies in the 

subsidiary (Jensen 1986).  

 The final mechanism of classical corporate governance attached to the capital 

market is another disciplining effect contingent upon the source of debt. Debt raised from 

sources other than capital markets displays less transferability and is commonly longer 

term in nature (Jensen 1986). The predominant source of such debt is banks, which obtain 

the legal status of creditors in the company and related rights, such as regular control of 

the financial performance (Hart 1995a). Then the bank exerts a disciplining influence on 

the company, for example, by threatening the company’s financial situation by demanding 

the debt back at the appropriate moment (von Werder 2005). Debt also causes the 

company to comply with a series of covenants, among which is maintaining the value of its 

assets (Chen 2004). And it factually reduces the free cash flows (i.e. those available to 

managers) because of its cost (Jensen 1986). The consequences can be that the 

management is prevented from expanding the company disproportionately through 

mergers and acquisitions, and in some cases even forcing them to shrink the company to 

a more financially successful size or simply preventing them from expanding their salaries, 

bonuses and perquisites (Grossman and Hart 1982; Williamson 1988; Harris and Raviv 

1991). The overall consequence is that the debt limits managerial discretion and the 

degree to which it can be inefficient, so they are still able to repay the debt. But for 

subsidiary governance, the same arguments as for the disciplining effect of the costs 

associated with debt apply. The relative proportion and absolute amount of debt a 

subsidiary sources from outside investors can be considered insufficient to lead to the 

disciplining effect of debt. The subsidiary financing strategy is not expected to lead to a 
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financial structure that threatens the subsidiary management sufficiently by insolvency, as 

it displays more long-term debt based on strategic considerations.  

 

2.3.3.3 Labour and Product Market Competition 
Finally, classical corporate governance sees a last type of governance mechanism 

attached to the principle of market competition. The managerial labour market is 

assumed to discipline managers by determining alternative employment wages in a 

different company by the value of the current company of the managers (outside 

opportunity wage) (Fama 1980). Managers will reduce the value of their human capital if 

they diminish the value of their current company through expropriation. The problem with 

the managerial labour market for subsidiary managers as efficient subsidiary governance 

mechanism is twofold. Firstly, the performance of the whole MNC is applied to evaluate 

managerial performance, which means that hierarchically higher managers are exposed to 

more competition (Fama 1980). Hierarchically lower managers (i.e. subsidiary managers), 

on the other hand, are exposed to less competition. Together with the interdependence 

common to MNCs, the result is that there is no direct link between the subsidiary 

manager’s performance and observable, measurable output, as noted earlier. Secondly, 

the notion of a managerial labour market is different for MNC headquarters and subsidiary 

managers. The primary labour market for subsidiary managers is inside the MNC. As 

numerous studies on MNCs show (Boyacigiller 1990; Baliga and Jaeger 1984; Egelhoff 

1984; Martinez and Jarillo 1989) they are frequently employed as expatriate managers so 

that the internal, MNC alternative labour market for subsidiary managers is not 

characterized by intense competition like outside labour markets, and the host country of 

the subsidiary does not necessarily represent the national labour market of the subsidiary 

manger.  

 Lastly, classical corporate governance sees a disciplining effect for managers in 

product market competition on a company’s markets. Intense levels of competition 

reduce the slack resources available for managerial misbehaviour and align the interests 

of manager and shareholders (Hart 1983; Roe 2003). These higher competitive levels 

force managers to work as efficiently as possible and with the greatest success possible 

for the company in order not to be driven out of competition. Product market competition is 

a conceivable efficient mechanism for subsidiary governance, but possibly to a lower 

extent. The main reason for this is the subsidiary’s embeddedness inside the MNC, as 

noted earlier, with higher degrees of interaction with group entities (Birkinshaw and Hood 
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2001; Johnston 2005). The result is less competition at the level of cost and price and a 

more long-term orientation on the strategic value creation of an entity.  

 

2.4 Summary and Conclusion 
The classical corporate governance discussion deals with the factual and legal system of 

direction and control of companies, different parties, their interests and interaction. At the 

core is the Agency Problem that leads to investigating how to prevent corporate managers 

from self-interested abuse of their powerful status in the company, such as maximizing 

their income at the expense of the shareholders. Similarly, subsidiary governance was 

found to deal with the factual and legal system of direction and control and, at the core, 

how to achieve subsidiary managerial compliance with the subsidiary shareholders’ 

interest. The basic Agency Problem probably exists in the same way in subsidiary 

governance, as subsidiary shareholders are outsiders and assign managers who have 

control over the company. But further analysis found substantial differences between the 

two in several important fields. The object of investigation of the classical corporate 

governance is large, publicly listed stock companies, whose ownership is dispersed 

among a multitude of outside shareholders, while control over the company resides with 

the inside managers. Subsidiaries, on the other hand, were found to be usually fully owned 

entities that are not publicly listed on a stock exchange. They reside within the legal 

structure of the group, bound in legal superordinate and subordinate relationships towards 

parent and daughter companies and their ultimate (indirect) shareholder is the MNC 

headquarters. But as the group does not have its own legal identity, it is not subject to 

regulation regarding its inner workings and the MNC is organized arbitrarily and according 

to its business purpose.  

 The impact of these mainly organizational peculiarities of subsidiaries on their 

corporate governance is severe and the consequences, in terms of the availability and 

efficiency of mechanisms for subsidiary governance were substantial, as the analysis 

showed. The largest part of the mechanisms that classical corporate governance 

considers crucial for disciplining corporate managers is either non-existent or inefficient. 

This refers particularly to the primary mechanism of classical corporate governance. 

Theoretically, subsidiary shareholders could occupy board seats, but doing this could be 

interpreted as demonstrating that the MNC headquarters are not interested in managing 

their own entity through this legal governance mechanism. Subsidiary boards were found 

to be non-existent except where they are legally prescribed and, if they were in place, 

were maintained only for those legal reasons. They then functioned as rubber stamp for 
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management actions, proposals and decisions. Alternatively, subsidiary boards existed in 

entities that were not fully owned, which is not common in MNC practice. Apart from these 

cases, the theoretical conclusion and findings from empirical evidence show that 

subsidiary boards are not effective for subsidiary governance. This finding is in line with 

the interviews undertaken in the course of this investigation (MNC 2; MNC 3; MNC 4). 

Strategic responsibility, management control and corporate governance are presumed to 

be exerted through the group management and governance organization and not through 

the board (Tricker 1994). The MNC headquarters prefers to maintain a lean, efficient 

organization in order to avoid potential conflicts of responsibility and, thus, regularly opts 

not to obstruct direct interaction between themselves and the subsidiary management by 

introducing a board. Otherwise, as Tricker (1994) points out, subsidiary boards could 

create dual lines of command for managers and board members, which might place the 

latter in situations of conflict between their legal duties towards the subsidiary and their 

employee responsibility towards the MNC headquarters (Tricker 1994). It is also 

conceivable that board involvement procedures obstruct quick decision making in a 

dynamic, volatile subsidiary environment. Yet it must be noted that there could be an 

emerging trend of utilizing subsidiary boards. One MNC investigated in the course of the 

interviews (MNC 2) was on the point of reforming subsidiary governance and considering 

the reactivation of one subsidiary board per each country with responsibility for that 

particular region. These measures are not in place at the time of writing and would have 

activated and empowered only select subsidiary boards throughout the whole MNC, a 

conclusion in line with Kriger’s (1988) and Björkman’s (1994) suggestion of the increased 

importance of subsidiary boards. For this reason, the overall assessment of the normal 

role of boards in subsidiary governance leads to the result that they usually have no effect 

in governance.  

 Thereafter, incentive mechanisms and their impact on subsidiary governance were 

examined. The analysis concluded that they exist as financial and non-financial incentives 

for subsidiary managers and that they are efficient in limiting managerial goal 

incongruence with that of the shareholders, although empirical evidence on non-financial 

incentives is scarce and the literature suggests they should be more intensely studied (e.g. 

Eisenhardt 1989; O’Donnell 2000). Nevertheless, a decreased efficiency was presumed, 

for two reasons. It can be difficult for subsidiary managers to directly impact on the output 

of an interdependent subsidiary in an MNC; and it is likely that there are measurability and 

observability issues regarding subsidiary and subsidiary manager output, particularly 

because of the lack of direct, continuous pricing of subsidiary stock at stock exchanges. It 
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was concluded that the same peculiarity prevents efficient interest alignment through 

subsidiary managerial share ownership, which is also impossible to be fixed by share 

ownership in the publicly listed MNC headquarters due to the missing direct link between 

performance and output. 

 In terms of external mechanisms from classical corporate governance, the results 

from the theoretical analysis and empirical findings are comparable. Shareholder activism 

would be an efficient disciplinary measure as subsidiary ownership is not dispersed but 

concentrated. Yet, the analysis showed that this measure is not exerted by the MNC 

headquarters in terms of employing voting rights in the general shareholder assembly to 

act against the subsidiary management. The main reason was that MNC headquarters’ 

perceive legal corporate governance rights as congruent with organizational power and, 

therefore, do not employ the legal organization of the group for subsidiary governance. For 

the same reason of concentrated ownership and no emergence of the free-rider problem, 

large outside shareholders commonly do not exist in subsidiaries. Even existing outside 

shareholders would be inefficient as they would face a dominant MNC headquarters’ 

shareholder as an adversary, for example in voting in the general shareholder assembly of 

the subsidiary. Large outside shareholders of the MNC headquarters were found to have 

little motivation to influence particular subsidiaries.  

  In principle, the market for corporate control is available for subsidiary governance, 

but was found to be inefficient (Costello 2002). The causes for this state of the mechanism 

are numerous and powerful and include missing information on subsidiary performance, 

missing transferability, respective valuation and the potential value to realize in subsidiary 

stock. The cost associated with sourcing equity and debt from capital markets was 

similarly concluded to be ineffective as a subsidiary governance mechanism. Equity for 

these companies is not usually sourced from capital markets but from other companies in 

the group to conditions more favourable than the market could offer. The main reason for 

this is the subsidiaries’ usual role as a strategic (as opposed to a financial) investment. 

Similarly, the absolute and relative amounts of debt sourced by subsidiaries and the 

strategy for financing the subsidiary violate these assumptions in terms of debt conditions 

and cost that classical corporate governance attaches to the efficiency of the mechanism. 

Therefore, while subsidiaries can raise both equity and debt, the the disciplining effect of 

capital sourcing cost and direct debt holder influence on the management are ineffective in 

disciplining subsidiary management to act in the best interests of its shareholders. 

Competitive forces on the managerial labour market exist, but they are of significantly 

lower efficiency for subsidiary governance than for classical corporate governance. This is 
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caused by the fact that alternative employment options of subsidiary managers are 

primarily inside the MNC or the group headquarters’ home country and, in addition, the 

measurability and observability of subsidiary output are low. Consequently, the link 

between their behaviour on foreign markets and the human capital value on subsidiary 

managers’ alternative labour markets is insufficient. Finally, competitive forces from the 

subsidiary’s product markets are presumed to exist and be effective for subsidiary 

governance, although they are diminished by the interdependence of group entities in 

which market forces are weaker.  

 The results of the theoretical analyses of the availability and efficiency of 

mechanisms of classical corporate governance for subsidiary governance and the review 

of available empirical evidence are sobering. Apart from financial and non-financial 

incentives and the (presumably weaker) competitive forces on the subsidiary’s product 

markets, the mechanisms are either non-existent or ineffective. Despite partly missing 

empirical evidence for these conclusions on subsidiary governance, these results were 

intuitive, theoretically grounded and partly backed by results from interviews undertaken 

for this investigation.  

Overall, this analysis so has far produced three key findings for subsidiary 

governance from the organizational peculiarities of subsidiaries. Law-based governance 

mechanisms are non-existent or inefficient and the law is unable to protect subsidiary 

shareholders from expropriation, as predicted earlier. The reason is that the MNC is an 

economic (as opposed to legal) entity and is managed as a business organization, while 

the MNC headquarters ignores its legal organization and its implications as far as possible. 

While this incongruence between the legal and the business organization can cause 

problems on its own, the primary impact is in disabling the efficiency of legal governance 

mechanisms. One implication is that subsidiary boards and the general shareholder 

assembly are commonly of no relevance to subsidiary governance. The second key finding 

is that the organizational embeddedness of the subsidiary inside the MNC disables the 

efficiency of market-based governance mechanisms. Any MNC subsidiary maintains more 

frequent and intense group-internal exchange relationships of goods, human resources 

and capital than comparable outside entities. These transactions occur at altered 

conditions that are more favourable than the market and with limited participants on both 

the supplier and buyer side. Consequently, they disable the emergence of strong 

competitive forces, which is the core mode of operation of external governance 

mechanisms. Moreover, MNC value creation is based on the interdependency of MNC 

entities, which obstruct the direct observability and measurability of subsidiary outputs. 
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This was the reason why, amongst others, the efficiency of the market for corporate 

control has been obstructed. Thirdly, the evidence from classical corporate governance 

research strongly suggests that subsidiary governance is contingent on its nature and that 

is shaped to a considerably extent by specifics attached to the subsidiary or its 

environment (e.g. liquid capital markets and the competitive level of subsidiary markets). 

This emerges strongly when scrutinizing the assumptions and consequences of the factors 

that were found to shape the availability and efficiency of governance mechanisms to a 

large extent. 

 Nevertheless, the core problem between subsidiary shareholders and managers is 

comparable to that of classical corporate governance and centres on achieving subsidiary 

managerial compliance. Therefore, it is reasonable to conclude that MNC headquarters 

employ other mechanisms for subsidiary governance but that the classical corporate 

governance approach is unable to address them. Given that several classical governance 

mechanisms in principal exist for subsidiary governance but are simply inefficient (e.g. the 

market for corporate control), one can draw the further conclusion that the notion of 

classical corporate governance mechanisms is not fundamentally wrong, but only that it is 

too narrow to grasp the mechanisms of subsidiary governance. The primary flaw of the 

classical approach thus lies in the organizational peculiarities of subsidiaries. Classical 

corporate governance deals primarily with different organizations and their interaction, that 

is, one company is represented by its management and its relations to individuals outside 

this organization, the outside shareholders, who hold different proportions of stock. Hence, 

classical corporate governance is inter-organizational in nature: it spans and connects 

several different organizations (i.e. companies), such as an investment fund holding 

shares of a specific company and interacting with its management. Subsidiary 

governance, on the other hand, is largely intra-organizational. It connects two parties 

located within the same organization, that is the MNC headquarters and the subsidiary 

management in the same MNC (i.e. organization). Subsidiary governance has an inter-

organizational nature, too: the management and its organization interact with the MNC 

headquarters management and its organization. But the analysis of the availability and 

efficiency of classical corporate governance mechanisms for subsidiary governance 

showed that these mechanisms have their origin primarily in the inter-organizational 

dimension, that is in the interaction of one organization with another. The results of the 

subsequent analysis showed that inter-organizational mechanisms seem to be of little 

relevance to subsidiary governance.  
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 In following earlier definitions of inside and outside parties, influences and 

mechanisms of classical corporate governance (Jensen and Meckling 1976; Allen and 

Gale 2000; von Werder 2005), this investigation defines intra-organizational mechanisms 

of subsidiary governance as 

all the efforts, actions, influences and measures undertaken from within the 

organizational boundaries of the MNC that aim at subsidiary managerial compliance 

with its shareholders’ interests.  

On this basis, the conclusion from the antecedent analysis, the literature on classical 

corporate governance and the interviews of this investigation is that mechanisms of 

subsidiary governance can be inter-organizational and efficient but, primarily, they must be 

presumed to be intra-organizational in nature. This new concept allows framing subsidiary 

governance as a field and in terms of its mechanisms into a conceptual framework based 

on classical corporate governance. It thereby permits categorization for the first time, thus 

allowing previous findings on subsidiary governance in the literature and the antecedent 

theoretical analyses to be understood. In the context of subsidiary boards, semi-outside 

directors were identified. This type of director represents intra-organizational directors 

coming from within the MNC. It also enables us to understand why legal subsidiary 

governance mechanisms such as the subsidiary board and voting rights in the general 

shareholder assembly are not widely used by subsidiary shareholders: they represent 

inter-organizational legal mechanisms. The presumption is that the presence of intra-

organizational mechanisms of subsidiary governance crafted on the principle of 

organizational freedom within the MNC organization abolishes the usefulness of inter-

organizational mechanisms. In addition it fosters a conclusion on the efficiency of incentive 

mechanisms for subsidiary governance: they are actually intra-organizational mechanisms 

as they function without an interaction of the subsidiary with another organization.  

 As a result, this investigation adapts the classical corporate governance view on 

mechanisms for corporate managerial compliance to subsidiary governance by using the 

intra-organizational dimension of mechanisms. Such an extension of Agency Theory is 

necessary to comprehensively address the governance mechanisms for subsidiaries in 

MNCs. This additional, intra-organizational dimension covers all the mechanisms based on 

the organization of the MNC itself and brings the topic of subsidiary governance 

scientifically closer to organizational research topics, in particular with regard to subsidiary 

and subordinate control (henceforth: organization control) research. The reason is that 

organizational control research frequently employs Agency Theory, which dominates 
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classical corporate governance as an underlying conceptual framework (Principle Agent 

Researchers) (Bartlett and Ghoshal 1986; Gupta and Govindarajan 1991; Nohria and 

Ghoshal 1994; Roth and O’Donnell 1996; Sanders and Carpenter 1998; Chang and Taylor 

1999; O’Donnell 2000). The result is that these mechanisms and their mode of operation in 

organizational control research are partly similar to those investigated in classical 

corporate governance, especially in terms of managerial incentives (Doz and Prahalad 

1981; Hedlund 1986; Hedlund and Rolander 1990; Roth and O’Donnell 1996; O’Donnell 

2000). The reasons are quite obvious. Agency Theory is the primary theoretical source for 

incentive mechanisms, enabling the “purchase” of information through mechanisms such 

as formal information systems and it also has close links to organizational theory 

(Eisenhardt 1985, 1989). Yet the literature falls short of addressing the obvious link of such 

subsidiary managerial incentives suggested by Agency Theory towards those of classical 

corporate governance explained by the same theory. Given the research gap on 

subsidiary governance, the literature has not so far assessed either quantitatively or 

qualitatively the difference between Agency Theory control mechanisms and the 

mechanisms for subsidiary governance.  

 Using an extended view on corporate governance in MNCs, governance 

mechanisms and especially for subsidiary governance has been suggested by researchers 

in the past (Andersen 1985; Eisenhardt 1985, 1989; Luo 2005). Researchers have 

criticized classical corporate governance for assuming that the market economy is able to 

achieve efficient corporate governance without the influence of any other force (Hart 

1995b). With respect to MNCs in particular, the classical corporate governance approach 

has been criticized for being efficient only in capitalist economies and, as a corollary for 

being inadequate for MNCs in other environments in terms of providing insufficient 

governance mechanisms (Klapper and Love 2002). Hence, Luo (2005) has designed an 

extended typology of subsidiary governance mechanisms based on classical corporate 

governance and organizational control research, suggesting market-based, culture-based 

and discipline-based mechanisms. Yet the theoretical analysis of governance mechanisms 

above has shown that market mechanisms are also unable to resolve the subsidiary 

Agency Dilemma, which points strongly at substitution through the organizational 

dimension that Luo (2005) suggested. Building on Eisenhardt’s (1985) earlier notion of 

“managerial governance” that comprised more direct interventions and more different, 

operative monitoring efforts, Luo (2005) suggested the concept of “organizational 

governance” as umbrella term for both corporate and managerial governance together:  
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Organizational governance comprises both managerial governance and corporate 

governance. Corporate governance involves governance and control of corporate 

affairs while managerial governance emphasizes those internal processes and 

structures that regulate operational decisions and business activities undertaken by 

an MNE’s various subunits (departments, division, subsidiaries and affiliates). 

Managerial governance includes the systems that bring about internal adherence 

within the corporation to a set of strategic goals designed by top management 

through using corporate power and authority. (2005, p. 3) 

Managerial governance extends the notion of classical corporate governance to that of 

subsidiary governance. Firstly, the idea of compliance with predefined interests from 

classical corporate governance is brought into the group organization into the subsidiary 

level. Secondly, extending corporate level issues contained in classical corporate 

governance are expanded to those operative matters concerning subsidiaries on the level 

of the entity. Based on the works of these researchers and the previous analysis, this 

investigation extends the classical view on corporate governance mechanisms in defining 

subsidiary governance mechanisms as 

any inter-organizational or intra-organizational influence, effort, action or measure to 

achieve subsidiary managerial compliance with the subsidiary shareholders’ 

interests.  

As noted above, successful subsidiary governance then ensures compliance of the 

subsidiary management with the principal’s interests and minimizes managerial 

misbehaviour (Tricker 1994; Luo 2005). This broader notion of governance is also in line 

with the augmentation and broadening of the term “governance” in other parts of the 

literature along with a steady increase of the importance of corporate governance over the 

last decade, often referring to the relationship management between different 

organizations (e.g. Zhang et al. 2003). 

 

 

3. RESEARCH FIELD AND FURTHER RESEARCH STEPS 
The purpose of a literature review is to sum up the generally agreed upon facts of a 

situation and give an overview on existing theories of previous examinations. It leads to an 

unsolved problem in research and defines it adequately (Remenyi et al. 1998). The 

previous discussion has shown that there is no comprehensive theoretical or empirical 
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knowledge in the literature on subsidiary governance and its mechanisms. As noted 

earlier, several individual studies addressed the role of subsidiary boards empirically 

(Leksell and Lindgren 1982; Kriger 1988; Björkman 1994; Gillies and Dickinson 1999) and 

came to the conclusion that they were commonly not of significance for subsidiary 

governance. Several additional, purely conceptual studies addressed the issue from 

theoretical perspectives and partly offered models for the worthwhile employment of 

subsidiary boards (Tricker 1994; Kim et al. 2005; Luo 2005, Kiel et al. 2006). These ideas 

have been integrated in the respective parts of this first, comprehensive analysis, where 

applicable. Knowledge from the field of classical corporate governance has similarly been 

applied in respective sections of the analysis above, particularly in the context of 

describing the subsidiary governance dilemma and the availability and efficiency of 

subsidiary governance mechanisms. Apart from this, there is both a theoretical and 

empirical research gap on subsidiary governance, its mechanisms and shaping factors.  

 Building on the general research objectives of the investigation noted at the 

beginning of this report and the analysis of subsidiary governance so far, the next part will 

apply a theoretical framework to subsidiary governance to explore the inter-organizational 

and intra-organizational mechanisms that are presumed to function as subsidiary 

governance mechanisms. In the final part of the investigation, a dataset will be employed 

to examine the hypothesized relationships on subsidiary governance.  

 

 

4. THEORETICAL ANALYSIS AND FRAMEWORK 
4.1 Theoretical Considerations on Subsidiary Governance 
The analysis so far has shown that a theoretical analysis of subsidiary governance must 

be grounded in theories from both the field of classical corporate governance and of 

organization. As noted earlier, the dominating paradigm in classical corporate 

governance is Agency Theory14. Numerous studies have employed this theory in 

quantitative research on classical corporate governance and have developed along 

different streams over time (Eisenhardt 1989). Agency positivists argue that Agency 

Theory is very narrow and applies only to corporate governance in the sense of differing 

goals in Berle–Means corporations, and then almost exclusively in the shareholder–

management relationship and capital market impacts (e.g. Fama 1980; Jensen 1993; Tosi 

                                            
14 A paradigm is a commonly accepted approach in a scientific discipline, based on a common understanding 
(Bortz and Döring 2002, p. 19). 
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and Gomez-Mejia 1989). Consequently, the main focus of Agency positivists was on 

aligning interests and reducing information asymmetry through governance mechanisms, 

including using the supervisory board of directors as monitoring mechanism for 

shareholders (Fama and Jensen 1980), the equity ownership of managers and financing 

structures (Jensen and Meckling 1976; Agrawal and Mandelker 1987), labour and capital 

market efficiency (Fama 1980) and executive compensation and incentive systems 

(Eisenhardt 1985; Conlon and Parks 1990; Sanders and Carpenter 1998). The basic ideas 

of governance mechanisms were extended later to the market for corporate control 

(Jensen and Roeback 1983) and golden parachutes for managers (Jensen 1983). Overall, 

the Agency positivists have built the main foundation for our knowledge of corporate 

governance today.  

 As for theories on MNCs and organizations, the former is considered a 

comparably young object of investigation and has been the focus of a considerable 

increase in researchers’ interest only since the 1980s (Ghoshal and Bartlett 1990). 

Consequently, theoretical foundations specifically for the MNC and its organization are 

scarce. In terms of the emergence of the MNC and why it was organized as a 

geographically dispersed resource system, economic explanations have prevailed, in 

which one side has dealt with qualitative market imperfections such as economies of scale 

through corporate size advantages, specialized knowledge, corporate reputation or risk 

diversification (Dunning and Rugman 1975; Lessard and Lightstone 1986; Porter 1986; 

Hennart 2001). The other side (that still dominates) examines quantitative market 

imperfections through cost advantages based on Transaction Cost Theory, Internalization 

Theory and the Eclectic Paradigm (Hymer 1960; Williamson 1975; Buckley and Casson 

1985; Dunning 1977, 1981, 1993, 1997; Hennart 1977, 1982; Rugman 1981; Caves 1982). 

Examples feature specific firm-based transactions such as employment contracts or 

foreign direct investments that are more favourable than simple exports (Hirsch 1976; 

Hennart 2001). The specific mode of expansion or target country was equally explained 

using economic reasons like market similarities, the favourable cost of production or risk 

minimization (Dunning 1981; Caves 1982; Hennart 1982; Buckley and Casson 1985).  

Since the 1980s at the latest, research has shifted strongly towards issues internal 

to MNCs. Again, this was done using economic theories, for instance transaction cost 

theory that was used to explain foreign ownership decisions in internal MNC management 

(Hennart and Park 1994) or the management of foreign joint ventures (Reuer and Miller 

1997). But, as in classical corporate governance, the dominating theory of MNC-internal 

research is Agency Theory. A second stream, the Principle–Agent researchers, 
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considered the theory to be applicable to organizing all sorts of business transactions 

(Ross 1973; Demski and Feltham 1978; Anderson 1985; Eccles 1985; Eisenhardt 1985, 

1989; Perrow 1986; Kosnik 1987). Their work aims at the abstract and separate 

development of a generic theory applicable to any employer and employee, buyer and 

supplier and any other Agency relationship inside business organizations or on markets 

(Harris and Raviv 1978). Principle–Agent researchers logically deduce highly specific and 

detailed Agency Theory assumptions, applying them to a business situation and proving 

them logically or statistically. In so doing, they use the Theory’s character of combining 

cost and the behaviour of people to predict ex-ante the outcome of a control problem, 

transaction or other business organization problem from a managerial point of view (Hart 

1995a; Williamson 1996b). Hence, the theory proved highly valuable for investigating 

superordinate and subordinate relationships in organizations and in the relationship 

between parent and subsidiary companies in groups (Bartlett and Ghoshal 1986; Gupta 

and Govindarajan 1991; Nohria and Ghoshal 1994; Roth and O’Donnell 1996; Sanders 

and Carpenter 1998; Chang and Taylor 1999; O’Donnell 2000). Because of their different 

perception and application of Agency Theory, the Principle–Agent researchers came up 

with more and better scientifically testable implications (Eisenhardt 1989). Their work led 

to the largest part of today’s knowledge on subordinate and subsidiary control 

mechanisms in groups. 

 Against this background, the way in which linkages of classical corporate 

governance mechanisms and questions of organizational control could have emerged 

seems logical (e.g. in terms of financial incentives). They are theory driven and, as a 

result, the marked peculiarities of Agency Theory were similarly imprinted on the outcomes 

of research. But in combining these findings with those of the analysis of subsidiary 

governance above, the initial presumption that there are several benefits in applying 

Agency Theory to subsidiary governance is confirmed. There are several indications of 

strong linkages of this theory to subsidiary governance. The first comes from the 

usefulness and frequent application of Agency Theory in both fields that were identified as 

inherent to subsidiary governance. Firstly, this concerns classical corporate governance. 

With its roots in new institutional economics, Agency Theory is deemed to be particularly 

useful for analysing issues at the edges of economics, law and organization (Williamson 

1996b), which is predicted to be the same in the case of subsidiary governance. A 

preliminary application of the theory to subsidiary governance above has also led to the 

identification of a comparable Agency Problem with information asymmetry and goal 

incongruence. An advantage of applying Agency Theory to subsidiary governance would 
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then be the identification and exploration of Agency Theory mechanisms of interest 

alignment and monitoring and the comparability of the results with those of classical 

corporate governance (Jensen and Meckling 1976; Fama and Jensen 1983; Jensen 1983; 

Eisenhardt 1989). It would also allow for the exploration of factors shaping subsidiary 

governance that determine the usefulness of individual subsidiary governance 

mechanisms. Secondly, Agency Theory could be applied to the organizational nature 

found in subsidiary governance. Agency Theory bears close and fundamental links to 

other theories in business. In fact, it has been applied to many fields where information 

asymmetry is a cause of subordinate power, but where market mechanisms cannot deal 

with goal incongruency, such as in negotiations in politics or sociology (White 1985; White 

and Poynter 1984; Eisenhardt 1989). An analysis of Agency Theory’s characteristics 

indicates that its “most obvious tie is with the organizational control literature” (Eisenhardt 

1989, p. 64). As Jensen (1983, p. 324) remarks, “The foundation for a powerful theory of 

organizations is being put into place”. Similarities are evident, for example in terms of 

Ouchi’s (1979) output control, which is similar to Agency Theory’s measurability and 

Ouchi’s (1979) clan-control, which is similar to low goal incongruence, according to 

Agency Theory (Eisenhardt 1989). This is why that most of organizational control research 

has been done by Principle–Agent researchers, as shown above. Subsidiary governance 

was predicted to display similar characteristics to organizational control research, 

particularly in terms of the relationship to subsidiary management, task allocation and 

fulfillment and mutual interdependence. Such Principle–Agent research-oriented 

application of Agency Theory to organizations also permits a broader set of governance 

mechanisms to be predicted for subsidiary governance and their shaping factors, 

something that organizational control research has previously done. Finally, from a 

methodological perspective, Agency Theory permits deductive analyses larger explanatory 

value because such research is highly dependent on the empirical confirmation of the 

underlying theory (Bortz and Döring 2002, p. 21). Furthermore, Agency Theory has 

frequently been confirmed empirically (Eisenhardt 1989). 

 Agency Theory thereby goes further, is more comprehensive and is, overall, more 

suitable than alternative theoretical approaches. Transaction cost theory has been 

applied several times in organizational control research (Walker and Weber 1984; 

Anderson 1985). Both Agency and Transaction Cost Theory have emerged in the new 

institutional economics and share ideas of self-interest, the bounded rationality of people 

involved in transactions and different degrees of proximity in business interaction (such as 

markets equal outcome control and hierarchies equal behavioural control (Williamson 



 60

1975). But their origin in different research traditions led the focus of Transaction Cost 

Theory to the boundaries of companies in market versus hierarchy transactions (Spence 

1975; Williamson 1979). Applying this notion to subsidiary governance, Transaction Cost 

Theory could, for example, mark the economically reasonable border for fulfilling a 

governance task by a local subsidiary board member as opposed to an MNC 

headquarters’ manager. But Agency Theory could explain which governance mechanisms 

are most suitable in which situation of the subsidiary, as it focuses on the most efficient 

type of interaction for an existing business relationship (Spence 1975). It aims at an 

optimum organizational control contingent upon the relevant influencing variables, 

considering both cost and efficiency (Ouchi 1980; Eisenhardt 1985; Nohria and Ghoshal 

1994). The overall exploratory value of Agency Theory can be expected to be larger than 

transaction cost theory. Eisenhardt (1989) argues that several results that could have been 

explained by Agency Theory were inexplicable using Transaction Cost Theory, such as 

Anderson’s (1985) results for outsourcing to sales representatives and Walker and 

Weber’s (1984) for make-or-buy decisions.  

 Similarly, Agency Theory is more promising for the achievement of the research 

objectives on subsidiary governance than organizational theories. For example, O’Donnell 

(2000) compared two different theoretical perspectives on the management of foreign 

subsidiaries, testing hypotheses from AgencyTheory and “cooperative international, intra-

firm relationships within MNCs” (O’Donnell 2000, p. 526). She found that Agency Theory 

proved more usefulness to analyse problems and mechanisms at work. Organizational 

theories mostly investigate structural and processual elements of group organizations, 

while Agency Theory considers cost, information treatment, the interests of the parties 

involved and risk sharing as well (Eisenhardt 1989). The reason for this is that Agency 

Theory has common roots with other related theories and ideas, such as on cooperative 

behaviour (Barnard 1938) or the characteristics of employment relationships (March and 

Simon 1958). Hence, in applying Agency Theory to subsidiary governance, the basic unit 

of analysis shifts away from the MNC organization itself towards the relationship of the 

MNC headquarters and the subsidiary’s management. Then, following Arrow’s (1963) 

basic Agency Theory argumentation, the subsidiary shareholders can exploit information 

as a commodity and source it according to their perception of uncertainty towards a 

particular subsidiary.  

 Agency Theory seems more realistic and able to grasp the complex and contingent 

nature of subsidiary governance in MNCs. For example, Resource Dependency Theory 

perceives the MNC as organization of dispersed entities supplied with resources that are 
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defined as “any valuable activity, service, or commodity” (Cook 1977, p. 64). The entities 

are in frequent exchange with their environments and depend on its resources (Pfeffer and 

Salancik 1978). However, the organization as a whole is assumed to possess greater 

adaptability than its environment and thus is able to shape the latter (Rosenzweig and 

Singh 1991). It can be expected that such effects do not exist in subsidiary governance. 

The same benefit of depicting more complexity, contingency, and reality through Agency 

emerges from a comparison with legal theories. Hansmann and Kraakman (2000) for 

instance, argue from an organization law perspective that a relationship in which 

managers are assigned the task to run operations is an efficient way of partitioning asset 

into those of the shareholders and those of the company (2000). This way, the assets 

were safe from access by shareholders, yet were available for creditors’ claims, as in the 

case of bankruptcy. Yet this approach neglects noting that the assets are not protected 

from access through subsidiary managers, which is the classical Agency Dilemma.  
  As a result, previous research on classical corporate governance, organizational 

control research and the comparison with alternative theories strongly suggest that Agency 

Theory is most useful for the investigation of subsidiary governance in MNCs. This is 

backed by the trend towards an increasing use of Agency Theory on corporate 

governance and organizational control inside MNCs (Arthur et al. 1993). However, the 

narrow, Agency positivist application of the theory has raised some eyebrows among 

researchers in terms of its insufficient applicability and explanatory power for specific 

business problems beyond those of publicly listed companies, for its lack of rigour and for 

being minimalist and narrow in perspective (Jensen 1983; Perrow 1986; Hirsch et al. 1987; 

Arthur et al. 1993). The narrow application of Agency Theory does not imply greater 

scientific rigour or appropriateness in its use (Jensen 1983).  

 This study intends to apply Agency Theory as a theoretical framework for an 

empirical investigation. The theoretical framework of a study must explain the variability of 

all the variables, and the relationship and meaning of predictor variables towards 

dependent variables as well as between predictor variables themselves (Bortz and Döring 

2002). Given the extended notion of governance mechanisms, the predicted contingency 

of the mechanisms and the explorative research purpose of the investigation, a broad 

suggestion is more promising for this investigation. Therefore, this investigation follows 

Eisenhardt’s (1989) argumentation on the complementarity of both Agency research 

streams and applies a combined concept of both. The Positivist stream lays the foundation 

by identifying the Agency Problem and various mechanisms for resolving it and the 

Principal–Agent stream indicates the most efficient alternative in a given situation. The 
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combination of both streams is expected to lead to more and more practical results. To 

assess whether Agency Theory can be applied to subsidiary governance, the following 

paragraph examines its nature and general applicability to the field. 

 

4.2 Agency Theoretical Analysis of Subsidiary Governance 
4.2.1 Emergence and Nature of Agency Theory 
Agency theory arose in the 1960s as a part of the new institutional economics, a series of 

economic theories that developed out of criticisms of previous economic theories 

concerning their abstract, unrealistic nature, focusing only on demand, supply and market 

price (Commons 1936; Coase 1998).15 This neoclassic perception was that companies 

were the sum of different production plans controlled by one manager and aiming at profit 

maximization (Hart 1995b). Hence, it fell short of explaining incidents internal to 

companies or market behaviour that deviated from the theory (Williamson 1987). Friedrich 

Hayek pointed out 

that it is possible, with the same technical facilities, to produce with a great variety 

of costs (…) which do not seem equally familiar in the study of the Economist. 

(Hayek 1945, p. 523) 

As a result, institutional economists turned away from the analytical approach focused on 

goods, services and individuals towards institutions, transactions and rules, which marked 

the transition from classical to institutional economics. The goal of institutional economics 

is to explain when, why and how goods and services are traded, using a perception of 

companies as specific organization of individuals that agitate on markets as an institution 

(Williamson 1987). Institutions are seen as a collection action to control, liberate and 

extend individual actions (Commons 1931). Institutions extend individual actions that were 

formerly restricted through unfair competition or discrimination, combine individuals to 

greater possibilities and harmonize different interests that could otherwise cause conflicts 

(Commons 1931; Williamson 1979). Institutions exist both in an organized and 

unorganized form (Commons 1936; Williamson 1987; Coase 1998). Organized institutions 

include companies, labour unions or simply collective action such as the US banks in the 

Federal Reserve System of the USA. Unorganized institutions are product markets, legal, 

political, societal and educational systems or even the culture of a country.  
                                            
15 At that time these theories were called “old institutional economics”. As a result, the new institutional 
economics marks the founding years of institutional economics overall (Coase 1998). 
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  Prevailing opinion sees the beginning of new institutional economics in the work of 

Ronald Coase (1937),16 where the classical border between markets and companies was 

abolished and only the cost of transactions was seen to determine the selection of the 

transaction form. While the approaches of old and new institutional economists were 

similar, the early institutional economists were alleged to “study the circulation of blood 

without a body” (Coase 1998, p. 72) and failed to generate applicable theoretical concepts. 

It was only in the 1970s that several comprehensive operative theories emerged from new 

institutional economics (Williamson 1987). They included Property Rights Theory and 

Transaction Cost, which assumes that without a transaction cost, as identified by Coase 

(1937), no way of organizing business activities would be superior to another and 

companies would be irrelevant (Williamson 1979). Another is Agency Theory, which deals 

with the relationship between two parties, whose interests and aims are to a certain extent 

in conflict, but their outcomes are dependent on each other (Jensen and Meckling 1976; 

Fama 1980). It is based on risk-sharing behaviour and the attitudes of different parties 

involved in the same transaction, which were comprised in a theory on its own around the 

problem that emerges when both parties have disparate interests but a division of labour 

(the Agency Problem) (Ross 1973; Jensen and Meckling 1976; Eisenhardt 1989). The new 

institutional economic theories are not disparate from each other, but instead are built on a 

common basis, as noted earlier (Williamson 1975; Spence 1975).  

 The theories of the new institutional economics approach business problems on the 

edge of economics, law and organization, which is predicted to be strongly the case for 

subsidiary governance. Williamson (1996) states that 

if the law prescribed the rules of the game of business, the theories of new 

institutional economics describe how to best play the game. (p. 327)  

The revolutionary aspect of Agency Theory was its taking into account the fact that “an 

asymmetry in available information has developed” (Akerlof 1970, p. 498) between the 

participants that was found to be decisive for their behaviour and interaction in 

transactions. The seminal importance of this idea, sometimes called the “greatest 

development of this century” (Arrow 2001, p. 300), was that it allowed this asymmetry to 

be included into business studies. A rational market participant would know about 

asymmetrically distributed information and act on it, for instance, by not engaging in a 

                                            
16 Coase, Ronald H. (1937): The Nature of the Firm, in: Economica, Vol. 4, pp. 386 – 405. 
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transaction in the first place (Akerlof 1970). In the course of subsequent studies in 

informational economics, Agency Theory was used to investigate relationships between 

two parties in which one party was acting on behalf of the other and thus influencing the 

outcome for the other party. Given the fulfillment of a series of preconditions, Agency 

Theory is seen to be applicable to 

a variety of settings, ranging from macrolevel issues such as regulatory policy to 

microlevel dyad phenomena. (Eisenhardt 1989, p. 58)  

This is in line with early Agency Theory researchers who predicted that Agency 

relationships exist at every level in any hierarchy, whether these existed between different 

organizations or within one organization only (Jensen and Meckling 1976). It is necessary 

to assess the assumptions of the theory individually in applying it to subsidiary 

governance.  

 

4.2.2 Analysis and Testing of Agency Theory Assumptions  
The basic unit of analysis of Agency Theory is an Agency relationship. A contract 

between the principal and the agent distinguishes two oppositional parties, each 

consisting of at least one person (Jensen and Meckling 1976; Fama 1980). The instructing 

party, the principal, commissions the other party, the agent, to fulfill a predefined 

assignment, delegates corresponding competences and invests and transfers the 

resources, such as the financial means, necessary for fulfilling it (Jensen and Meckling 

1976; Fama 1980). While Agency Theory is not a legal theory, contract may still be 

understood in the (narrow) legal sense, as assigning tasks, delegating competences and 

transfering resources in practice is hardly possible without engaging in a contract 

according to civil law. 

 Applying this notion to subsidiary governance leads to the following argumentation. 

The MNC is a multitude of legally independent entities in hierarchical superordinate and 

subordinate relationships. Every MNC company is legally and factually represented 

through its management. In subsidiary governance, the subsidiary shareholders are the 

MNC headquarters who assign specific tasks to the subsidiary management. In markets or 

in loose networks of companies this allocation of tasks would be subject to negotiations. In 

subsidiary governance, the allocation of tasks is on the basis of the legal rights of control 

of parent companies over their subsidiaries. Although the legal organization of the group 

was found not to be utilized in subsidiary governance, the legal authority the MNC 

headquarters maintains is employed to assign tasks to the subsidiary management. Parent 



 65

companies also supply their subsidiaries with resources such as equity capital or other 

assets and transfer the competences necessary to fulfill the tasks. Consequently, there is 

an Agency relationship between each parent and subsidiary company in a group, in which 

the principal is the subsidiary shareholder represented by the parent companies’ 

management. The agent, on the other hand, is the subsidiary company represented by the 

subsidiary management. When both Agency parties interact in the course of business, this 

interaction represents a continuous drafting and fulfilment of Agency contracts. The same 

applies to the shareholders of the parent company in this example and the MNC presents 

itself as an organization of worldwide scattered principles and agents, according to Agency 

Theory (Luo 2005). When aggregating these Agency relationships inside groups, the 

management of the subsidiaries and that of the group headquarters is clearly the focal 

point (Gregersen and Black 1992). This conclusion is fostered by evidence showing that in 

those subsidiaries that had boards in place headquarter representatives functioned as the 

same type of monitoring mechanism of Agency Theory as outside board members in 

group headquarters’ boards, as noted earlier (Baysinger and Hoskisson 1989; Walsh and 

Seward 1990; Beatty and Zajac 1994; Zajac and Westphall 1994). Early analyses by 

organization theories came to the same result as Agency Theory does here, as the task of 

directing the group is awarded to the headquarters’ management (von Werder 2005). The 

reason is again the legal form incongruence of the business organization. Accordingly, 

other inter-group parties that could function as principle or agent have mostly been 

neglected in the analysis of parent–subsidiary company relationships (Roth and O’Donnell 

1996). To conclude, the relationship between the subsidiary shareholders and subsidiary 

managers represents an Agency contract that centres on the MNC headquarters’ 

management as the principal and the subsidiary’s management as the agent.  

On the basis of an Agency contract, Agency Theory is attached to the people, their 

behaviour and their interaction, in the two parties involved (Williamson 1996b). Therefore, 

the theory is based on assumptions about human behaviour and the individuals 

involved (Jensen and Meckling 1976; Fama 1980; Eisenhardt 1989). These assumptions 

are risk aversion and the uncertainty of both parties as well as goal incongruence. 

Uncertainty refers to the situation that corporate outcome is only partly a function of 

behaviour (Eisenhardt 1989). Risk aversion means that an individual chooses a reward 

with a lower risk over one with a higher risk (Arrow 1963). The agent is thereby assumed 

to be more risk-averse than the principal (Jensen and Meckling 1976; Fama 1980; 

Eisenhardt 1989). The reason for this is that the principal has the ability to diversify 

investments, having a multitude of investment options, while the agent cannot diversify 
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labour. This again has several causes, including the fact that the agent commonly 

undergoes lengthy training to attain specialized skills and needs to ensure to receive a 

return on the investment (Chen 2004). In investigating subsidiary governance, it seems 

reasonable to assume that both principle and agent are risk averse and face uncertainty. 

Risk aversion is considered to exist in the context of mechanisms of classical corporate 

governance. A threat of dismissal commonly leads to following the instructions of the MNC 

headquarters (Hart 1995a). Furthermore, the MNC headquarters is able to diversify its 

investments in different entities, which suggests a smaller degree of risk aversion than the 

subsidiary management can afford. Uncertainty exists in subsidiary governance in that the 

output of the subsidiary is not given and is only partly a function of subsidiary management 

behaviour. For example, the market entry of a new competitor could render it impossible 

for the subsidiary management to comply with the MNC headquarters’ prescriptions on 

corporate performance. Finally, there is a contingency element in Agency Theory’s risk 

aversion, which suggests that the notion realistically depicts the subsidiary governance 

situation. It is seen as being strongly dependant on the individual concerned and variations 

in risk aversion can be considerable (Harris and Raviv 1979; MacCrimmon and Wehrung 

1979). For example, when the wealth of the agent increases, risk aversion decreases. Risk 

aversion is also relative, in terms of the discrepancy in risk aversion of agent and principal. 

As a result, the increasing risk aversion of the agent and the decreasing risk aversion of 

the principal have the same effect on the Agency Problem. Both notions are realistic in 

subsidiary governance. On the one hand, a financially successful subsidiary could behave 

in a less risk averse fashion than an unsuccessful one. On the other hand, the MNC 

headquarters risk aversion could increase when the subsidiary faces a legally challenging 

environment, in which the likelihood of non-compliance is considerable (e.g. through 

consumer lawsuits). 

The second behavioural assumption of Agency Theory is in terms of goal 

incongruence between principal and agent. The reason is that both principal and agent 

are assumed to be opportunistic and are thus aiming to maximize their own utility 

(Caldwell and Karri 2005). It is generally agreed that there is a high potential for differing 

preferences and goals between agent and principal in all existing Agency relationships (i.e. 

when all other assumptions are fulfilled) and, consequently, the goals of the agent 

regularly deviate from those of the principle (Jensen and Meckling 1976; Fama 1980; 

Eisenhardt 1989). Agency Theory is then based on the idea of maximizing the legitimate 

interest of the principal. In comparing the fields of Agency positivists’ (classical corporate 

governance) research and Principle Agent (organizational control) research, an interesting 
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result emerges. Classical corporate governance sees the content of goal incongruence as 

managerial behaviour conflicting with the shareholders’ interests (Jensen and Meckling 

1976; Fama 1980; Jensen 1984); organizational control research sees the goal 

incongruence in decisions made that are partly or completely not in the interest of their 

principals (Harris and Raviv 1979; Roth and O’Donnell 1996; Chang and Taylor 1999; 

O’Donnell 2000). Therefore, without further empirical evidence on additional distinctive 

characteristics, the conclusion must be that the notion of goal incongruence is similar in 

both fields. This finding suggests direct parallels in both fields of research and questions 

their scientific attribution to corporate governance on one side and organizational research 

on the other side. However, it also strongly supports this investigation’s notion of 

subsidiary governance being based on classical corporate governance literature but 

bearing elements from organizational control research. As a consequence, this 

investigation can borrow and employ certain concepts and results from organizational 

control research for subsidiary governance. 

Given that the subsidiary management is interested in maximizing its own utility and 

the results from organizational control research, it is reasonable to assume that there is 

goal incongruence in subsidiary governance. The MNC headquarters assigns to the 

subsidiary management the fulfillment of tasks that are in the best interest of the MNC 

headquarters. The subsidiary management’s interest may then deviate from those goals. 

Although this is not necessarily always the case, goal incongruence is considered to exist 

in classical corporate governance in the form of opportunistic behaviour of managers 

(Jensen and Meckling 1976; Fama 1980; Eisenhardt 1989). Hence, subsidiary managers 

in general can be predicted to maximize their own utility, although this may not only be 

financial wealth. In fact, from a corporate culture point of view, any relationship between an 

individual and an organization can be seen as “calculative for both the owners and the 

employees; it is based on enlightened self-interest” (Hofstede 2001, p. 384). This 

opportunistic behaviour manifests itself primarily in maximizing the income of the 

individuals who comprise the management of the respective company. Secondly, there are 

specific reasons why the subsidiary management’s goals can be expected to deviate from 

those of the group headquarters’ management. This reason is the peculiarities of the 

group’s division of labour. Tricker (1994) gives an example where the local interests for 

developing products and investing in expanding capacities collided with the actual role of 

the subsidiary as “cash cow” and caused conflicts with the group headquarters (p. 330). 

Goal incongruence also emerged in one of the interviews for this investigation (MNC 1). 
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The MNC headquarters regularly withdrew excess cash from the subsidiaries irrespective 

of the latter’s their intentions.  

In the context of the MNC, the goal incongruence of subsidiary governance is 

presumed to be even further aggravated. The culture has a strong influence on the goals 

that are set by the group headquarters in the first place (Hofstede 2001). This means that 

foreign subsidiaries are likely to perceive the same actions, behaviours and also goals 

differently from the headquarters. Other differences in characteristics such as the cultural 

and social environment or individual corporate culture of each company may lead to the 

existence of differing values, opinions and intentions between the management of parent 

and subsidiary companies (Egelhoff 1984; Chang and Taylor 1999). Agency Theory’s goal 

incongruence is context dependent in the same way as was predicted for subsidiary 

governance. In another example, studies showed that the more independence subsidiaries 

possessed, the more options subsidiary managers perceived open to them and the 

stronger the degree of goal incongruence became (Hambrick and Finkelstein 1987; 

Rajagopalan and Finkelstein 1992; Roth and O’Donnell 1996). Ghoshal and Nohria 

pointed out that in extreme cases subsidiaries were not motivated to act at all and had to 

be mandated by headquarters (1989).  

On the other hand, moderators were found to decrease goal incongruence towards 

subsidiaries. For example, individuals can be morally linked to institutions or organization 

commitment if they identify themselves with the organization and work towards its goals 

(Mowday et al., 1982; Roth and O’Donnell 1996; Hofstede 2001). For these reasons, not 

only is goal incongruence between the MNC headquarters’ and subsidiary’s management 

in the context of subsidiary governance to be expected; but the degree of goal 

incongruence depends on the subsidiary’s context, and according to characteristics such 

as the assets controlled by the subsidiary management or environmental factors that lead 

subsidiary managerial interests to deviate further from those of the MNC headquarters. 

 Finally, Agency Theory builds on the assumption of information asymmetry 

between the principal and agent (Eisenhardt 1989; Hart 1995a). More exactly, the agent is 

predicted to have more relevant information than the principal. For example, Hamilton and 

Micklethwait (2006) point out that geographical distances represent considerable risks for 

subsidiary governance because of information deficiencies and trace the emergence of 

several subsidiary governance problems back to this cause (p. 29; 149). While these 

actions were visible to the subsidiary management, they were not to the group 

headquarters. Again, a comparison of the fields of Agency positivists’ (classical corporate 

governance) research and Principle Agent researchers (organizational control) produces 
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the same result as above. Classical corporate governance sees the content of this 

information asymmetry mainly in terms of the company’s value creation process and its 

managers’ efforts (Ross 1973; Jensen and Meckling 1976; Arrow 1985a); organizational 

control research sees the central content as the subsidiary’s value creation process 

(Baliga and Jaeger 1984; Jaeger and Baliga 1985; Hennart 1991). Therefore, the 

conclusion is again that the notion of information asymmetry is similar in both fields, which 

suggests direct parallels between both fields of research (and again questions their 

scientific attribution to different research fields). Yet, the support of this finding is strong 

enough to borrow and employ concepts and results from organizational control research 

for subsidiary governance as well. 

 Agency Theory predicts that there are different causes for information asymmetry 

and they have been frequently investigated in Agency Theory organizational control 

research. Firstly, there can be difficulties in monitoring the subsidiary management if 

the tasks assigned are not observable. The observability of the subsidiary management’s 

tasks is found to be contingent in organizational control research (among other theories) 

on the subsidiary function and the different roles in the context of group strategy that 

display different levels of dependence or independence (Rugman and Bennett 1982; 

Ghoshal and Nohria 1989; Crookell and Morrison 1990; Roth and Morrison 1992). For 

example, the observability of subsidiary management decreases with the increasing 

independence of the entity, because a subsidiary that undertakes all activities of the value 

chain (lateral decentralization) is less reliant on parent company interaction and bears a 

higher information advantage (Hambrick and Finkelstein 1987; Rajagopalan and 

Finkelstein 1992; Roth and O’Donnell 1996; O’Donnell 2000). On the other hand, a 

subsidiary that deals only with marketing products is heavily dependent on regular contact 

and supply of these products from its parent company and usually also from other 

companies in the group, which leads to a highly visible output (Chang and Taylor 1999; 

Roth and O’Donnell 1996). Given the similarity in the content of information asymmetry 

according to classical corporate governance and organizational control research, one can 

assume that information asymmetry is caused by non-observability for subsidiary 

governance and the actual degree of information asymmetry is contingent upon 

subsidiary’s characteristics or the characteristics of the subsidiary’s environment.  

 Secondly, information asymmetry can also result when subsidiary output or 

managerial tasks has not or cannot be programmed, that is, the degree to which correct 

agent behaviour has not been or cannot be specified in advance (Andersen 1985; 

Eisenhardt 1985, 1989). Alternatively, non-programmability is the case in any other 
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situation where it is impossible to measure the outcome, or when it cannot be measured 

within a reasonable cost or time (Eisenhardt 1989). Again, organizational control research 

found this factor to be contingent upon (amongst others) subsidiary-specific roles and to 

be caused by factors such as long-term operations and the team efforts of several entities 

(output interdependencies). With increasing interdependence between the subsidiary and 

MNC headquarters, non-programmability and information asymmetry was found to 

decrease (Hambrick and Finkelstein 1987; Rajagopalan and Finkelstein 1992; Roth and 

O’Donnell 1996). Given the similarity of what information asymmetry means in both 

classical corporate governance and organizational control research, one can assume that 

information asymmetry in subsidiary governance is caused by the non-programmability of 

subsidiary managerial tasks and that the actual degree is contingent upon the subsidiary’s 

characteristics or the characteristics of the subsidiary’s environment . 

 Finally, there are organizational causes of information asymmetry in subsidiary 

governance. By dividing labour in groups and assigning resources and competences to 

them, managerial discretion emerges and produces discretionary information. Then, the 

more companies grew, the more the Agency Theory information asymmetry was found to 

increase (Fama and Jensen 1983a). The result is intuitive, and applying this concept to 

subsidiary governance in MNCS leads to the following conclusions. An increasing group 

size leads to additional hierarchical layers (such as national holdings) and enlarges 

information asymmetry. For example, Tricker (1994) reports that of the top 50 companies 

listed on the London Stock Exchange in 1994, the average level of subsidiary shareholding 

was four hierarchical levels, with a maximum of 11, and an average group size of only 

around 230 entities. Hence, the normal size and number of entities in MNCs is presumed 

to lead to larger information asymmetries than in comparable, smaller groups. This is 

assumed to be partly the case because of a natural information processing problem: in 

large MNCs, the MNC headquarters’ management is unable to fully source, process and 

assess all subsidiary information. Consequently, subsidiary governance in MNCs is 

expected to display a larger information asymmetry than in smaller groups.  

 The identification, application and assessment of assumptions of Agency Theory for 

subsidiary governance in MNCs leads to the conclusion that they are fulfilled in the same 

way as for classical corporate governance. Consequently, this theory can be applied to 

subsidiary governance and, as a result, the subsidiary governance relationship between 

the MNC headquarters’ management as principal and the subsidiary management as 

shareholders represents an Agency relationship, according to Agency Theory (Jensen and 

Meckling 1976; Fama 1980; Fama and Jensen 1983a, 1983b). The result is that the MNC 
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headquarters’ management faces a comparable Agency Problem towards subsidiary 

management as the outside shareholders in classical corporate governance do towards 

the corporate management. Furthermore, the assessment of Agency Theory assumptions 

shows that the nature and content of (positivist) classical corporate governance research 

and (Principle Agent) organizational control research are nearly identical. Therefore, a 

further conclusion must be that that the two fields bear close similarities in terms of object 

of investigation and characteristics, a point that the literature does not address. A 

reasonable conclusion is therefore that similarities in both fields can be exploited for this 

investigation of subsidiary governance, for example in terms of findings on the 

environmental contingencies of organizational control. This approach leads to the 

exemplary review and identification of a series of variables that organizational control 

research found to impacti on the different characteristics of Agency relationships. On this 

basis, the conclusion is that the degree of the individual characteristics of the Agency 

relationship of subsidiary governance appears highly contingent upon a variety of factors, 

such as the culture or the subsidiary environment. The MNC presents itself as aggravating 

the causes of the Agency Problem in subsidiary governance, in particular due to its 

organizational size and complexity and to the diversity of its environments. Therefore, the 

MNC seems a particularly worthy object of investigation.  

 

4.2.3 Agency Problems and Agency Cost of Subsidiary Governance 
The Agency relationship identified in subsidiary governance allows for the application of 

Agency Theory to this investigation and the drawing of further conclusions. Only in the 

hypothetical case of no goal incongruence and no information asymmetry does no Agency 

problem emerge from an Agency relationship (Hart 1995a). In this situation the principal 

knows about the behaviour, work efforts and output of the agent and faces a very low risk 

of this behaviour deviating from the principal’s agenda, even in cases of strong goal 

incongruence. The reason is that any deviation from the agents’ assigned tasks, effort or 

work outcome is observed by the principal and the principle can trigger consequences 

(such as dismissal or a reduction in salary). However, the common result in practice is the 

emergence of Agency problems. Again, a comparison of classical corporate governance 

research with organizational control literature based on Agency Theory shows similar 

results. In classical corporate governance, an Agency problem occurs if the management 

of a company pursues their own goals at the expense of the shareholders or instead of 
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maximizing shareholder value17 (Jensen and Meckling 1976; Eisenhardt 1989; Hart 

1995a). Classical Agency problems are management efforts to maximize its own income 

and not investi resources in corporate activities that most clearly meet the shareholders’ 

aims and interests, power-enhancing projects or not resigning although there are better 

people in place to take over management. Organizational control sees Agency problems 

where subsidiary managers make decisions that are not congruent with the interests of the 

group headquarters (Roth and O’Donnell 1996; O’Donnell 2000). Consequently, the 

Agency problem between both fields is very similar. Again, this suggests that the Principle 

Agent research stream has transferred the notion of classical corporate governance into 

groups and on the subsidiary level – yet it is not scientifically attributed to this field. 

However, the similarity of both fields is exploited in this investigation of subsidiary 

governance by borrowing, employing and comparing results from both fields. Against this 

background, the subsidiary management is expected to know of the information 

asymmetry towards the MNC headquarters and to undertake decisions that are partly or 

fully in conflict with their principals’ interests.  

 Different types of Agency problems emerge in classical corporate governance. A 

moral hazard signifies the agent behaviour in conflict with the principal’s goals that occurs 

unobserved (Arrow 1963, 1985a). The result is hidden actions by managers such as 

granting excess requisites or using work time for leisure (shirking) (Alchian and Demsetz 

1972).18 Accordingly, the subsidiary managers are expected to maximize their own income 

and minimize their work input if they are unobserved by the MNC headquarters managers. 

In classical corporate governance the discussion of inappropriate managerial behaviour is 

extensive and distinguishes between illegal and unethical practices, of which the latter are 

more narrow and considered to be the benchmark (Arjoon 2005; Fassin 2005). But the 

discussion of what exactly unethical behaviour and moral hazard comprises is not relevant 

to the scope of this investigation, because the more general principle of behaviour 

conflicting with the principal’s interest is employed. Every emerging Agency problem 

                                            
17 Shareholder value maximization therefore does not mean capital or financial gains only. This investigation 
leaves open the question of which shareholders’ goals the managerial behaviour is in conflict with. For a 
discussion of this shareholder value problematic and other purposes of firms see Koslowski (2005). 
18 Another Agency problem is adverse selection, caused by bad information, that is, information that is 
hidden by the agent before entering into a contract with the principal (Akerlof 1970). Then, the principal 
would unintentionally select the wrong subsidiary manager, that is, one without the appropriate competence 
(Bartlett and Ghoshal 1986, Strikwerda 2003). Adverse selection is not relevant for this investigation as no 
cross-sectional analysis over different points in time (e.g. panel data) has been done. 
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results in an Agency cost and two primary types are relevant to this investigation.19 The 

first, referred to as residual loss, represents the most significant part of Agency cost and 

contains those costs resulting from an agent abusing the Agency relationship to pursue 

self-interested behaviour that conflicts with the principal’s interest (Arrow 1985a). 

Examples for residual losses are the private use of corporate resources such as its means 

of communication, office supplies or shirking (Alchian and Demsetz 1972). But residual 

loss is also all other costs or reductions in profit resulting from managerial non-compliance. 

 The second type of Agency cost is that inflicted by efforts to diminish the Agency 

problem (Jensen and Meckling 1976). This results from two types of mechanisms to 

prevent Agency problems from emerging and are referred to as monitoring or bonding 

costs. Specialization and cooperation in organizations leads to situations where the 

behaviour of one person is observable only through efforts of another person (Alchian and 

Demsetz 1972). This cost is referred to as monitoring cost and is brought about by the 

mechanisms a principal employs to control the agent, the agent’s behaviour and output 

(Fama and Jensen 1983). It is the cost of information, which was studied before Agency 

theory, and is incurred in order to gain information (Arrow 1963). It is measured in time, 

money or any other cost necessary to obtain the desired information. Secondly, there is 

the bonding cost caused by the principal’s effort to reduce the goal incongruence towards 

subsidiary management through incentive mechanisms. Each monitoring and bonding 

mechanism applied by the principal leads to Agency costs that are specific types of 

transaction cost with the goal of the economically most favourable transaction (Williamson 

1975). Resources are consumed not only for their maintenance but also their initial 

implementation, that is, the value of the time needed for their implementation subject to 

their complexity (Kumar and Seth 1998).  

The residual loss of subsidiary governance is the cost incurred when subsidiary 

management behaviour deviates from maximizing the shareholders’ interests at the 

expense of the MNC headquarters. This includes costs such as suboptimal output 

because the subsidiary management is shirking, or the financial value of corporate assets 

are being used for private purposes. Several examples for such residual loss of subsidiary 

governance in practice have been previously addressed, including the high financial losses 

from Ahold’s US subsidiaries, whose managers had committed a USD 500 million 

                                            
19 The first Agency costs, in chronological order, are those incurred in order to prevent the Agency problem 
of adverse selection on the labour market (Jensen and Meckling 1976). They are not relevant for this 
investigation. 
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accounting fraud and almost caused the publicly listed MNC headquarters to collapse 

(Hamilton and Micklethwait 2006). Consequently, the deliberate mis-statement of profits to 

achieve MNC headquarters assigned objectives and related financial and non-financial 

incentives led to considerable costs that had to be born by the MNC headquarters. Overall, 

residual loss is considered to be the largest and most significant position of Agency costs 

of subsidiary governance. But there are also intangible or indirect residual losses in 

subsidiary governance. One MNC experienced situations in which subsidiaries committed 

illegal or unethical business practices and the MNC headquarters faced severe protests by 

shareholders, the media and other interest groups (MNC 2). Such reputational backfiring is 

difficult to quantify but it was described as directly impacting on investor and consumer 

confidence as well as on key financial figures of the MNC. The discussion above showed 

that the basic understanding of Agency cost is the same for classical corporate 

governance and organizational control, but this does not refer to the problems of Agency 

cost. Applying the notion of classical corporate governance to subsidiary governance, the 

above example of accounting frauds and reputational backfiring were identified as 

subsidiary governance problems. Organizational control literature is not familiar with these 

concepts. The subsequent conclusion for this aspect is that classical corporate 

governance and organizational control research bear fundamental similarities in terms of 

specific issues (e.g. basic assumptions), but they differ in others, in particular in terms of 

Agency cost.  

The application of governance mechanisms of monitoring and bonding to the 

Agency Problem of subsidiary governance inflicts further costs. Monitoring the cost of 

subsidiary governance comprises all those costs that group headquarters incur through 

their efforts to reduce the information asymmetry towards subsidiary management. For 

example, the MNC headquarter may introduce a group-wide corporate governance body 

that audits and scrutinizes each subsidiary’s compliance. The cost of this monitoring 

mechanism is the initial training and compensation of the body’s members, together with 

their travel expenses or the time needed for subsidiary managers to report to the group. 

The bonding cost of subsidiary governance constitutes all those costs that the MNC 

headquarters inflicts through mechanisms to limit the goal incongruence towards 

subsidiary management. For example, a bonding cost could be the value of a particular 

bonus awarded to a subsidiary CEO at the end of each successful fiscal year.  

The Agency costs of subsidiary governance are understood as all costs directly and 

indirectly resulting from the subsidiary management’s behaviour that deviates from the 

MNC headquarters’ best interest at the latter’s expense. This understanding of subsidiary 
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Agency cost is perfectly in line with the Agency cost of classical corporate governance. For 

example, Williamson (1985) defines Agency monitoring and bonding costs of classical 

corporate governance as all those costs related to the production of a governance output, 

including incentive systems and their finance, or the expenses paid for supervisory board 

members (Williamson 1985). But these two understandings are in line with the notion of 

organizational control research’s Agency cost, defined as all costs resulting from actions 

undertaken by subsidiary agents to pursue their own interest at the expense of the MNC 

parent companies (Chang and Taylor 1999). Again, the similarity of organizational control 

research with classical corporate governance as well as subsidiary governance as 

deduced on the basis of the latter is very high. With all other conclusions that were drawn 

from this fact earlier in connection with other parallels between these fields, this permits 

taking into account organizational control research results for this investigation, too. For 

example, the literature in this field found different degrees of substitutability, 

complementarity and interdependence between monitoring and bonding mechanisms 

(Demsetz and Lehn 1985; Rediker and Seth 1995; Agrawal and Knoeber 1996). This has 

led researchers to investigate bundles of control mechanisms assumed to lead to the least 

cost-intense control efforts (Seth and Rediker 1992, 1993; Rediker and Seth 1995; Seth 

and Bowden 1997). On this basis, different concepts for the optimal degree of control were 

investigated, for example, the expected value of controlling a particular subsidiary by 

deducting the cost of control from the strategic value of the subsidiary (Kumar and Seth 

1998). 

Given these conclusions for subsidiary governance and the results from 

organizational control research, the residual loss of subsidiary governance is understood 

as symbolizing the severity of the agent’s misbehaviour, while the monitoring and bonding 

costs are simply taken into consideration by the MNC headquarters when looking at 

potential benefits of the application of a mechanism. More generally, the Agency cost of 

subsidiary governance is the quantified unit of the degree of the Agency Problem of 

subsidiary governance and represents the financial losses born by the principal. Similar to 

the concept of Agency problems, the Agency cost is predicted to depend upon the agent’s 

characteristics and environment. For example, in extreme cases the transaction cost of 

governance is so high that the Agency problem cannot reasonably be dealt with (Hart 

1995a). This implies that the notion of Agency cost displays elements of subsidiary 

governance shaping factors. For example, the cost of employing a legal expert to monitor 

the subsidiary management in a specific emerging economy in which non-compliance is 

very likely (e.g. due to bribery) is considerably higher. As each mechanism leads to these 
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contingent Agency costs, it is predicted that both mechanisms and Agency problem costs 

are considered by the MNC headquarters when addressing the Agency problem in a 

particular subsidiary. 

 

4.2.4 Agency Mechanisms for Subsidiary Governance 
Being aware of the Agency relationship towards subsidiary management, the MNC 

headquarters is intent on limiting the overall Agency cost emerging from the Agency 

problem of subsidiary governance. Agency Theory describes two types of mechanisms 

that aim at limiting the main causes of Agency problems, as introduced in the analysis of 

the mechanisms of classical corporate governance above. Monitoring mechanisms are 

all those aiming at gathering information on the agent’s behaviour and work output for the 

principal and consequently at narrowing information asymmetry (Jensen and Meckling 

1976; Holmstroem 1979; Eisenhardt 1989; Hansmann and Kraakman 2000). The result of 

decreased information asymmetry is that the agent’s opportunistic behaviour is observable 

and could be punished (e.g. through dismissal). As the agent is aware of this fact, the risk 

and ability of the agent actual to purse opportunistic interests is reduced. Agency Theory 

thereby introduces the new concept of information as a commodity that can be purchased 

at a certain cost (Arrow 1963; Eisenhardt 1989). Based on classical corporate governance 

research, this investigation defines monitoring in subsidiary governance as all those efforts 

aiming at obtaining information on subsidiary management and securing their compliance 

with the shareholders’ interest. The investigation presumes that, given the Agency cost 

and cost of monitoring, the MNC headquarters is willing to purchase information on 

subsidiary management in order to reduce the Agency problem of subsidiary governance. 

Furthermore, the investigation assumes that monitoring efficiency and the cost of 

subsidiary governance are contingent, as argued above in connection with Agency cost. 

 In comparing the Agency theoretical research streams of Agency positivist and 

Principle Agent researchers, one finds again that the concept of monitoring, according to 

subsidiary governance does not fundamentally differ from organizational control research. 

Classical corporate governance defines it as all shareholder efforts of gathering and using 

information regarding the company, its management and its behaviour (Alchian and 

Demsetz 1972; Fama and Jensen 1980; Fama and Jensen 1983; Hansmann and 

Kraakman 2000); organizational control understands monitoring as all group headquarters’ 

activities to obtain information about subsidiary management, its behaviour, decisions and 

actions (Nohria and Ghoshal 1994; Sanders and Carpenter 1998; O’Donnell 2000). The 

similarity of both approaches leads to the possibility of borrowing and comparing the 
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results of this investigation with those from organizational control research. Yet, unlike the 

basic assumptions of Agency Theory that were found to be equivalent for classical 

corporate governance and for organizational control research, this is not the case for the 

entire range of monitoring mechanisms either. For example, a group-wide corporate 

governance body that examines subsidiary managerial compliance with a code of conduct 

is a monitoring mechanism of subsidiary governance – but this is not featured in the 

organizational control literature. On the other hand, Principle Agent researchers studied 

the monitoring effect of subsidiary boards for organizational control in groups (Baysinger 

and Hoskisson 1998; Walsh and Seward 1990; Beatty and Zajac 1994; Zajac and 

Westphall 1994) – and boards are clearly the primary governance and monitoring 

mechanism of classical corporate governance. Hence, there are powerful similarities, like 

basic assumptions, between both fields and weaker similarities, like monitoring 

mechanisms, in other fields. But subsidiary governance bears elements of both fields. As 

these parallels and differences have not been addressed in the literature so far this 

investigation attempts produce new theoretical evidence and concepts to resolve the issue 

of intra-organizational governance mechanisms. 

 Secondly, principals can introduce incentive mechanisms to reduce goal 

incongruence between the principal and the agent. Incentive mechanisms guard the 

principle against opportunistic behaviour in the case of information asymmetries (Jensen 

and Meckling 1976; Eisenhardt 1988). The reason is that incentive mechanisms “impel 

agents to minimize opportunistic behavior and promote their compliance with principal’s 

interest” (Kosnik and Bettenhausen 1992, p. 312) and “induce managers to make 

decisions that are in the best interests of the principal” (Tosi and Gomez-Mejia 1989, p. 

171). Two main type of incentive mechanisms were identified by positivist Agency Theory 

researchers in classical corporate governance, behaviour-based and outcome-based 

incentives or contracts (Jensen and Meckling 1976; Jensen 1983; Eisenhardt 1989). 

Behaviour-based contracts feature fixed compensation dependent on the fulfillment of a 

position with certain tasks. In this case, the reception of the incentive is linked to the mere 

exertion of the tasks assigned together with their outcome, which requires factors such as 

the observability of agent behaviour to fulfil the assigned tasks. These aspects have led to 

the predominance of the second type of incentive contracts, output-based ones. These 

attach the reward to the achievement of objectives desired by the principle and are also 

performance linked. Output-based incentives are more useful for most situations in MNC 

practice. As presumed on the basis of the theoretical analysis, subsidiary governance 

incentive mechanisms are predicted to function less or more efficiently in specific 
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environments (e.g. in a national culture where large variable performance bonuses are the 

norm). The parallels of aspects of organizational control literature to subsidiary 

governance allow for additional inferences of results on the contingent nature of the 

incentive mechanisms (Balkin and Gomez-Mejia 1987; Roth and O’Donnell 1996). 

 Based on the notion of incentives for classical corporate governance, this 

investigation defines subsidiary governance incentives as all those efforts aiming at 

achieving goal congruence between subsidiary shareholders and subsidiary management. 

A comparison of classical corporate governance research with that of organizational 

control shows that the understanding of incentive mechanisms is similar in both fields. 

Researchers from classical corporate governance describe incentive mechanisms as all 

those aiming at reducing corporate managerial behaviour that is incongruent with the 

interests of shareholders (Jensen and Meckling 1976; Fama 1980); organizational control 

researchers subsume under this term all efforts to align interests of subsidiary managers 

or subordinates with those of the group headquarters (Doz and Prahalad 1981; Hedlund 

1986; Eisenhardt 1989; Tosi and Gomez-Mejia 1989; Hedlund and Rolander 1990; 

Rajagopalan and Finkelstein 1992; Nilakant and Rao 1994; Roth and O’Donnell 1996). 

Strictly speaking, it is incorrect to attribute similarities to both fields. When Agency Theory 

is applied to investigate their mode of operation, the finding is that the alignment of 

subsidiary manager interests with those of the group’s headquarters by the use of 

incentives is in unaltered and complete application of Agency Theory identical to the 

incentives of classical corporate governance.  

 Again, the literature comes short in addressing an obvious fact emerging strongly in 

a comparison of both research fields. Exactly the same mechanism is studied in 

connection with the exactly the same theory, on the level of individual companies as 

classical corporate governance, and on the level of subsidiaries as organizational control. 

This finding provides further support for the notion of a field of subsidiary governance with 

specific characteristics and mechanisms. Against this background, this investigation 

suggests a more exact distinction between both fields. The objectives appear similar in 

classical corporate governance and in organizational control research and so, presumably, 

are the mechanisms. The argumentation will always circle around the fundamental 

archetypes of financial and non-financial incentives. Specific examples of mechanisms that 

could be attributed solely to subsidiary governance and not to organizational control could 

be a subsidiary compliance bonus at the end of each fiscal year or corporate citizenship 

rewards from the MNC headquarters for exemplary behaviour by the management in its 

local environment. But even then, it is unlikely that the absolute or relative proportion of 
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this reward outweighs any sort of financial performance-based reward. As a result, other 

than in the case of monitoring mechanisms for subsidiary governance, incentive 

mechanisms are not fundamentally different or more numerous in classical corporate 

governance than in organizational control research. 

 Therefore, this investigation suggests distinguishing between subsidiary 

governance and organizational control mechanisms of incentives in terms of the targets to 

which the incentive is attached. Classical corporate governance attaches performance-

based compensation commonly to the share price of publicly listed companies. The 

equivalence of the share price for subsidiaries is a performance indicator for the value of 

the company, such as financial results for a fiscal year, the cash flow or any other key 

performance indicator on a corporate level (such as a return on investment). 

Consequently, this investigation argues that it is only a mechanism of subsidiary 

governance if it is attached to the corporate-level targets of the subsidiaries. On the other 

hand, several authors in organizational control have attached their study of reward 

systems to profit centres and sub-unit levels (Balkin and Gomez-Mejia 1987; Galbraith and 

Merrill 1991; Fisher and Govindarajan 1992). From the perspective of this investigation 

performance criteria below the corporate level of the subsidiary (e.g. project-based or 

team-based performance) should be attributed to the field of organizational control.  

 Recapitulating, there is a similar case for the MNC headquarters to limit the Agency 

problem of subsidiary governance by using monitoring and incentive mechanisms as in 

classical corporate governance. Two fundamental archetypes of mechanisms for 

subsidiary governance were discussed. The monitoring mechanisms for subsidiary 

governance were found to limit information asymmetry towards subsidiary management. 

The theoretical analysis found evidence for both similarities and differences in the 

mechanisms of subsidiary governance, classical corporate governance and organizational 

control. The similarities are particularly strong for incentive mechanisms where no 

substantial differences between the fields were found. For monitoring mechanisms, a 

broader range of mechanisms was found in comparing the different fields, although the 

basic notion and objectives of monitoring did not differ substantially. Where parallels with 

organizational control research exist, the investigation was able to employ results for 

further conclusions. This concerns in particular the predicted contingency dependence of 

subsidiary governance, which was deduced from the theoretical analysis above. 

Organizational control research is able to provide additional results discussing contingency 

factors such as different subsidiary environments.  
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4.2.5 Evaluation and Limitations of Agency Theory for Subsidiary Governance 
The examination of the benefits and assumptions of Agency Theory and its application to 

subsidiary governance produced strong theoretical evidence on its suitability and 

usefulness in studying subsidiary governance. In this section, the use of an Agency Theory 

framework for examining subsidiary governance is evaluated and potential limitations are 

addressed.  

Firstly, some criticisms have arisen regarding the nature and general characteristics 

of Agency Theory. Hirsch et al. (1987) and others address the fact that Agency Theory is 

dominated by cost considerations in applying a cost-benefit view on Agency 

relationships, which is considered decisive for the mechanisms applied. In terms of 

subsidiary governance, this issue can be seen fundamentally misguided for one reason: 

subsidiary governance is based on cost considerations, as described earlier, on the one 

hand, in terms of preventing downside potential from emerging (e.g. financial losses 

incurred in subsidiaries through managerial misbehaviour) and on the other hand in terms 

of realizing upside potential (such as relieving MNC headquarters managers from a work 

overload). But there is a risk in applying only cost considerations to subsidiary governance 

because of the legal nature of corporate governance. For example, in classical corporate 

governance, the efficiency of the board as monitoring mechanism is greatly dependent 

upon its one-tier or two-tier organization, which is commonly subject to regulation and not 

only to cost considerations. Likewise, the MNC headquarters might be legally forbidden to 

implement certain standards of managerial competence and liability, if they conflict with 

local regulations. Consequently, legal aspects of subsidiary governance cannot be 

covered by Agency Theory alone. Such an approach would risk ignoring decisive 

influencing variables from the subsidiary governance environment that was predicted to be 

influential. 

Doz and Prahalad (1991), O’Donnell (2000) and others have criticized the 

hierarchical view on organizations of Agency theory. The theory’s reliance on 

hierarchical superordinate and subordinate Agency relationships has been said to not 

appropriately characterize the more cooperative, interdependent and network-based 

character of modern organizations. For example, Ghoshal and Moran (1996) criticized the 

weaker emphasis of the theory on managerial decision making due to its assumptions. 

According to these authors, managerial decision making in parent companies based on 

the the notion that agent behaviour is opportunistic obstructs local leadership and the 

entrepreneurial activity of subsidiary managers. It is true that the idea of agent assignment 

and dependence might be unsuitable for different types of modern organizations, leading 
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to problems in cases such as virtual groups, loose networks of companies or cross-

company teams on different group levels. In fact, this is a valid criticism for some 

organizational research on MNCs that uses Agency Theory, but not for subsidiary 

governance. Even more clearly than in organizational control research, Agency 

relationships of subsidiary governance represent direct, legal and, consequently, 

hierarchical superordinate and subordinate relationships between subsidiary shareholders 

and subsidiary management. This notion is identical to that of classical corporate 

governance and the Agency relationship of subsidiary governance was also found to be 

identical in terms of assumptions of the theory. Therefore, the Agency Theory’s 

hierarchical view on the Agency relationship of subsidiary governance is not to be seen as 

a weakness, but rather as a strength.  

 There has been criticism of the simplicity of Agency theory, mainly in terms of 

the mechanisms noted earlier (Hirsch et al. 1987; Eisenhardt 1989). The primary subject of 

criticism was the theory’s dichotomous view of monitoring and incentive mechanisms 

(traced back to the economic nature of the theory and resulting logical assumptions and 

applications). In terms of individual mechanisms, the criticism was that, in practice, these 

mechanisms, such as financial incentives, were far more complex, numerous and 

multidimensional than as presented in the theory (Eisenhardt 1989; Doz and Prahalad 

1991; O’Donnell 2000).20 This argument is reasonable and the criticism is valid for 

subsidiary governance, too, as it follows the notion of classical corporate governance. In 

classical corporate governance, for example, the dominance of Agency Theory and its 

mechanisms led to a vast increase in managerial stock options (von Werder 2005). For 

this investigation of subsidiary governance, the additional problem is in the terms of the 

intra-organizational mechanisms that are to be explored as they are not covered by 

classical Agency Theory itself. The methodology of an empirical investigation must 

consider the complexity of mechanisms in practice, a point that will be addressed in more 

depth later. 

Strictly speaking, these arguments only partly criticize Agency Theory itself (i.e. the 

dichotomous view) and mainly investigations that have been undertaken too narrowly, 

despite the great practical complexity of the situations on the ground (Eisenhardt 1989). 

The criticism aims at the commonly found approach of investigating only a very few select 

                                            
20 Another criticism was the suggestion that Agency incentive mechanisms should be seen a time continuum 
rather (Eisenhardt 1989). But, as noted earlier, the time dimension of is not part of scope of this investigation, 
as no time series data is employed. 
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mechanisms, leaving unconsidered potentially significant interdependencies and 

influences between the elements (Drazin and Van de Ven 1985; Ghoshal and Nohria 

1989; Roth and O’Donnell 1996). The result has been that the substitutabilities and 

interdependency of Agency mechanisms and variables were not considered sufficiently 

(Drazin and Van de Ven 1985; Ghoshal and Nohria 1989; Tosi et al. 1997). In following the 

notion of classical corporate governance, this criticism is valid for subsidiary governance, 

too. For example, managerial stock options in practice are considered to decrease goal 

incongruence at the same time as triggering opportunistic behaviour in managers (von 

Werder 2005). The same findings are produced by Agency Theory organizational control 

research. For example, O’Donnell (2000) found that Agency costs increased through 

stronger hierarchical monitoring, which also created negative feelings in subordinates and, 

ultimately, increased the risk of opportunistic behaviour in agents. Consequently, these 

arguments further support a broader approach in terms of the mechanisms that are 

empirically explored in subsidiary governance. Only then it is likely that interdependences 

and substitutabilities will be discovered. Such interdependences that are inherent to 

Agency Theory can be exploited to lead to additional empirical results. 

By the same token, this investigation attempts to avoid inconsistencies in Agency 

Theory results of earlier studies. These results occurred in the field of Agency Theory 

organizational control research and were inexplicable by the theory itself. For example, 

Demsetz and Lehn (1985) investigated the control potential of subsidiaries and found 

different results for different subsidiaries in the same MNC, which they were unable to 

explain. Roth and O’Donnell (1996) found results directly contradicting Agency Theory 

predictions when they found in their study an increase in parent company commitment led 

to more incentive-based compensation. Taggart and Hood (1999) investigated the 

autonomy of subsidiaries and tested two proxies for subsidiary size. The result was a 

positive relationship for one proxy (employment numbers) and a negative for the other 

(sales numbers). Other studies featuring Agency Theory have produced similarly 

inexplicable results (Core et al. 1999) which leads to the conclusion that in organizational 

control, influencing factors on the Agency Problem between superiors and subordinates 

can frequently be found that are not considered by the theory alone and are not examined 

in the investigation. Throughout this analysis so far, the investigation has been able to 

point to the context dependency of subsidiary governance in particular regarding the 

availability and efficiency of its mechanisms. The inconsistencies of Agency Theory results 

in organizational control research suggest that limiting the contingencies of subsidiary 

governance that are investigated to a small number means risking producing less 
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exploratory value. Other than the previous criticism on simplicity of mechanisms, this 

criticism strongly suggests that a broader perspective of this investigation is needed on the 

contingencies of subsidiary governance.  

 Finally, Agency Theory has been criticized for providing only limited managerial 

implications (Eisenhardt 1989). Agency Theory has strongly shaped the field of classical 

corporate governance, for example in terms of stock options for corporate managers or the 

empowerment of supervisory boards over recent years as described earlier. But Steger 

(2004), for example, criticizes the common empirical corporate governance research 

approach, which recommends increasing 

 your number of independent directors (or any other input variable) to increase the 

output (in this case, financial performance). (p. 11) 

Organizational control research suggests that the risk to produce less managerial 

implications for subsidiary governance increases if the topic is approached inappropriately. 

For example, O’Donnell (2000) concludes that conceptual difficulties over Agency Theory’s 

assumptions impeded the conclusion of more management implications. But in fact, this 

criticism aims at a common approach of narrow Agency Theory studies that examine only 

a very few select variables. Hence, Roth and O’Donnell (1996) suggest a more 

comprehensive, multidimensional research to these mechanisms that was predicted to 

lead to more managerial implications. Steger (2004) suggests more content-dependent 

and context-dependent approaches to the topic, including factors such as strategy. 

Consequently, these discussions strengthen the notion of a broader application of the 

theory to subsidiary governance, both in terms of mechanisms as well as contingency 

factors.  

Recapitulating, the discussion of different criticisms on Agency Theory in mainly 

organizational control literature leads to the conclusion that the main challenge for the 

Agency Theory framework for subsidiary governance is to cope with the complexity and 

multidimensionality of MNC practice. In the MNC internal dimension, the challenge is to 

make the research extensive and comprehensive enough to remedy the theory’s over 

simple dichotomous view of mechanisms by extending the framework to include the intra-

organizational mechanisms of subsidiary governance. Secondly, the investigation must 

address the interdependences of governance mechanisms and explain potential 

inconsistencies in the results by covering a sufficiently broad range of mechanisms. In the 

external MNC dimension, the theoretical framework must ensure that a sufficient range of 

variables is covered to explain the existence, non-existence and variance of specific 
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governance mechanisms and allow for conclusions on the underlying Agency relationship 

of subsidiary governance. Only then can the subsidiary governance mechanisms found in 

practice be traced back to characteristics of the subsidiary or its environment. 

 While these limitations do not obstruct the overall applicability and usefulness of 

Agency Theory for subsidiary governance, if these weakness are not addressed less 

exploratory and explanatory value will be produced in the empirical analysis of subsidiary 

governance and, hence, fewer implications for management. For this reason, this 

investigation repairs these weaknesses and limitations by using a combination of 

Agency Theory with additional theoretical elements. It has been noted several times 

that extending and broadening Agency Theory has been suggested in the literature. This 

refers particularly to the range of mechanisms investigated in Agency Theory 

organizational control research and the environmental perspectives included to depict 

complex MNC environments (Kosnik 1987; Eisenhardt 1988, 1989; Singh and Harianto 

1989; Doz and Prahalad 1991; Roth and O’Donnell 1996; Kumar and Seth 1998; 

O’Donnell 2000). For example, Chang and Taylor (1999) were able to explain only the 

degree of control mechanisms applied, but not the choice of mechanism type, which led to 

their suggestion of combining Agency Theory with theoretical elements including national 

culture. Overall, their criticism was based less on the theory itself but on the fact that 

“additional perspectives can help to capture the greater complexity” (Eisenhardt 1989, p. 

71). Accordingly, several researchers improved their Agency Theory frameworks in 

organizational control by adding elements from other theories (Ross 1973; Demski and 

Feltham 1978; Harris and Raviv 1978; Perrow 1986; Eisenhardt 1988). As a result, 

Contingency Theory has been combined with Agency Theory several times in 

organizational control research or the study of headquarters–subsidiary relationships 

(Nohria and Ghoshal 1994; Costello 2000; Kim et al. 2005). The reason is that 

headquarters–subsidiary relationships in MNCs are considered a strategic contingency in 

the literature (Bartlett and Ghoshal 1986; Ghoshal and Nohria 1989; Kumar and Seth 

1998). For example, Costello (2002) applied a contingency-dependence approach to 

subsidiaries and included environmental and structural contingencies into the investigation 

to explore the impact of opportunity costs.  

 This approach seems reasonable for subsidiary governance as well, because the 

antecedent analysis showed that the mechanisms employed by the MNC headquarters are 

likely to be contingent. Using Contingency Theory would extend Agency Theory’s narrow 

view on mechanisms by integrating a broader (intra-organizational) range and also 

allowing for a broad depiction of the subsidiary governance contingencies that are 
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presumed to be of relevance. The combination is also feasible as Agency Theory bears 

close links to other fundamental theories in business such as theories on employment 

relationships (March and Simon 1958), the nature of cooperative behaviour (Barnard 

1938) and any other approach where information asymmetry is causal for the power of 

subordinates and goal incongruence is not dealt with by market mechanisms (White and 

Poynter 1984; White 1985; Eisenhardt 1989). For example, Jensen (1983) emphasized 

that a narrow application of Agency Theory does not imply more scientific rigour or 

appropriateness in its use. An analysis of Agency Theory’s characteristics indicates that 

“the most obvious tie is with the organizational control literature” (Eisenhardt 1989). The 

same links emerge in comprehensive, less theoretical approaches of researchers to MNC 

subsidiary environments, which equally employ variables familiar to Contingency Theory 

approaches to organizations; for example the “differentiated fit” of MNC organizations, 

according to Nohria and Ghoshal (1994, p. 492). A combination of Agency and 

Contingency Theory could also rely on the common elements of both theories. Their 

behavioural assumptions of bounded rationality are similar and they share a powerful 

emphasis on information processing as they are based on the idea of an asymmetrical 

spread of information and are classified as information theories (Chandler 1962; Lawrence 

and Lorsch 1967; Galbraith 1973; Eisenhardt 1989). Both theories aim at maximizing the 

efficiency of existing systems in practice. For example, Thompson (1967) sees a company 

as having its organizational contingency optimum when the trade-off between the cost and 

efficiency of organizational mechanisms is reached (administrative rationality). Similar 

criteria were derived and employed from Agency Theory organizational control research 

without using Contingency Theory (Ouchi 1980; Eisenhardt 1985; Nohria and Ghoshal 

1994).  

 These strong linkages make a combined Agency–Contingency Theory particularly 

valuable for covering the organization and environmental dimension of subsidiary 

governance, while a stand-alone Agency Theory approach could be considered “to risk 

doing second-rate economics without contributing first-rate organizational research” 

(Eisenhardt 1989, p. 72). For these reasons, the investigation will apply a combined 

Agency–Contingency Theory framework to subsidiary governance. The combined 

framework is assessed below to determine its usefulness and suitability for this 

investigation.  
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4.3 Combination with Contingency Theory 
Contingency Theory refers to a series of theories in management that promote situational 

as opposed to general optimums for business, with the largest part arguing that only a fit 

between an organization’s structure, systems and processes to its environmental 

contingencies leads to organizational efficiency and performance (Lawrence and Lorsch 

1967; Perrow 1967; Thompson 1967).21 In the years that followed, Contingency Theory 

elements were tested, empirically proved and given further theoretical support (see Pfeffer 

1982 for an overview). Contingency Theory is considered to have wide applicability and 

has been applied in different fields to explore the link between companies and their 

environment (Galbraith 1973). For example, “the contingency approach to strategy 

suggests that, for a certain set of organizational and environmental conditions, an optimal 

strategy exists” (Harvey 1982, p. 81). Contingency Theory is not based on series of 

precise, rigid assumptions in the same way as Agency Theory. It is instead several 

principles that are applied to an organization and its environment in order to conduct 

Contingency Theory research. 

 The application of Contingency Theory to subsidiary governance leads to the 

notion that every type of subsidiary governance mechanism is differentially effective under 

various circumstances and conditions of subsidiary governance. Furthermore, to achieve 

organizational effectiveness, all entities of an organization need to be connected to 

integrative processes (Lawrence and Lorsch 1967). This notion is in line with the 

conclusion from the theoretical analyses of the field above and Agency Theory’s 

predictions on subsidiary governance. Subsidiary governance mechanisms can be seen 

as representing the relationship between the subsidiary shareholders and the subsidiary 

management. On this basis, Contingency Theory contains another important notion for 

subsidiary governance. The Contingency perspective on organizations expects an 

organization, company or group to reflect the plurality, heterogeneity and diversity of the 

business environment it is facing (Lawrence and Lorsch 1967). Consequently, in 

combining both ideas of Contingency Theory, the findings from the dataset on subsidiary 

governance in MNCs can be expected to represent favourable and efficient ways of 

organizing subsidiary governance from the MNC headquarters’ point of view. This notion 

can be very valuable in the interpretation of these results. As a result, the combined 

                                            
21 Most of these authors deal with organizational efficiency and performance, but others also dealt with 
leadership and decision making (Fidler 1964; Vroom and Yetton 1973). The term “Contingency Theory” is 
henceforth used to refer to organizational Contingency Theory as described here. 
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Agency–Contingency Theory framework leads to the following understanding of subsidiary 

governance (Figure 5).The type and degree of Agency problem in subsidiary governance 

are determined by the causes of the Agency Dilemma, in particular information asymmetry 

and goal incongruence. These causes of the Agency Problem in subsidiary governance 

are determined by the contingencies of subsidiary governance. For example, information 

asymmetry towards the MNC headquarters is expected to be higher in legally challenging 

subsidiary environments that the MNC headquarters’ management is not familiar with. 

Goal incongruence, on the other hand, is expected to be higher if there is a significantly 

different corporate governance culture in the subsidiary country or a corporate culture in 

the entity itself. As a result, the MNC headquarters employs governance mechanisms that 

are appropriate for addressing the particular Agency problem of a subsidiary. 

Consequently, governance mechanisms in MNC practice can be traced back to the 

contingencies of subsidiary governance and both can be employed to explain the Agency 

problem of subsidiary governance. 

 

Figure 5: Combined Agency–Contingency Theory framework for subsidiary governance 

Source: Author 

 

An evaluation of the combined theoretical framework must address the 

additional benefit derived from employing Contingency Theory and in how far it is suitable 

in remedying the previously identified weaknesses and limitations of the Agency Theory 

framework for subsidiary governance. The first benefit from the combined framework lies 

in the remedying Agency Theory’s simplicity in terms of mechanisms and influencing 

variables. Contingency Theory’s view on the whole organization extends the previously 
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narrow view on monitoring and incentive mechanisms only. This allows for integrating the 

intra-organizational mechanisms of subsidiary governance identified earlier. The reason 

for this lies in the complementarity of the theories from their different focus. Contingency 

Theory seeks the optimal structural organization of a company or group, given a set of 

influencing variables from the environment (Lawrence and Lorsch 1967; Galbraith 1973). 

Agency Theory, in contrast, deals with the optimal design of Agency relationships with 

processes and mechanisms. The combined Agency–Contingency Theory approach and 

the wider range of governance mechanisms investigated is therefore assumed to address 

appropriately issues such as complementarity, interdependence and the substitutability of 

Agency mechanisms that organizational control researchers have found important 

(Demsetz and Lehn 1985; Rediker and Seth 1995; Agrawal and Knoeber 1996). 

This leads to the second benefit of the combined framework, stemming from the 

factors shaping subsidiary governance. The efficiency of mechanisms of subsidiary 

governance was predicted to be context dependent. Hence, Contingency Theory permits 

integrating a broad range of contingency variables into the analysis of subsidiary 

governance, which are expected to influence the efficiency of mechanisms. This notion of 

contingent subsidiary governance is backed by other studies in the literature. Specifically 

addressing subsidiary governance, Kim et al. (2005) point out that substantial differences 

exist in MNC parent–subsidiary relationships and presume these were explicable by the 

local contingencies and organizational characteristics of the subsidiary. However, they did 

not confirm these presumptions with empirical evidence. Research on organizational 

control and headquarter–subsidiary relationships also suggests that subsidiary 

governance is contingent. Earlier, it was argued that the issues of complementarity, 

interdependence and the substitutability of Agency mechanisms were traced back to 

neglected factors that could be termed contingencies (Demsetz and Lehn 1985; Rediker 

and Seth 1995; Agrawal and Knoeber 1996). For example, O’Donnell (2000) argued that 

MNC-specific factors such as group entity interdependence explained her results. 

Environmental factors such as the complexity and dynamics of the subsidiary environment 

have been suggested by other researchers (Egelhoff 1984; Chang and Taylor 1999). 

Bartlett and Ghoshal (1986) and Ghoshal and Nohria (1989) showed that the organization 

of MNCs represented a contingency for subsidiaries that could be challenging if they were 

undersupplied with resources. Kumar and Seth (1998) applied a combined Agency–

Contingency framework to subsidiary control and confirmed this. Against this background 

Nohria and Ghoshal (1994) concluded that control mechanisms applied towards 

subsidiaries mirrored the contingencies of the subsidiary. Therefore, the Contingency 
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Theory approach towards subsidiary governance is deemed to depict the MNC reality 

truthfully.  

 By covering this broader range of influencing variables on governance mechanisms, 

this framework is also expected to address methodologies issues such as the 

interdependence of variables more appropriately. The literature argues for broad 

Contingency approaches to explain better specific organization and environment matches. 

For example, some Agency Theory researchers in organization control research note 

critically that a common approach to investigating the particular structural characteristics of 

subsidiaries linked only to single contingencies does not consider interdependencies and 

influences between the elements (Drazin and Van de Ven 1985; Ghoshal and Nohria 

1989). Eisenhardt (1989) argues that Contingency Theory can explain more of the results 

of Agency Theory-based research than a stand-alone approach and explains 

inconsistencies with such inferior approaches (Ungson and Steers 1984; Pearce et al. 

1985).  

Overall, the theoretical analysis suggests that the combination of Agency Theory 

and Contingency Theory is useful for examining subsidiary governance. It is also justified 

in terms of the nature and assumptions of both theories. Besides covering both the internal 

MNC nature of subsidiary governance (in terms of governance mechanisms) and the 

external dimension (the contingencies that explain the Agency problem of subsidiary 

governance), Contingency Theory also promises to deal with the Agency Theory issues of 

substitutability, interdependency and inconsistencies in a constructive way. Far from 

diluting or obstructing Agency Theory results, this approach is expected to offer additional 

exploratory value on the multidimensional variables influencing subsidiary governance in 

MNCs. This theoretical framework thereby also makes way for methodological approaches 

such as mixed-method qualitative and quantitative research designs, which are particularly 

useful for studying both process and structural variance theories (Maxwell 2003). The 

combined Agency–Contingency Theory framework is expected to produce additional 

practical implications for management as well. This effect should come about through the 

inclusion of a broader set of governance and contingency variables, but also through the 

theory itself. Contingency Theory aims at identifying the organizational optimum, which is 

expected to lead to results on appropriate governance mechanisms, given the specific 

contingencies that the subsidiary is subject to. 

 To recapitulate, this investigation will apply a combined Agency and Contingency 

Theory framework to explore subsidiary governance. In the next section, the investigation 
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will therefore employ this framework to deduce the mechanisms and contingencies of 

subsidiary governance.  

  

4.4 DEDUCTION OF HYPOTHESIZED RELATIONSHIPS 
4.4.1 Introduction 
Based on the theoretical analysis of subsidiary governance so far, this investigation is now 

in a position to deduce mechanisms and contingencies presumed to be of relevance to 

subsidiary governance. The identification of both mechanisms and contingencies occurs 

on the basis of the conclusions from the theoretical analysis, the preliminary interviews of 

this investigation, research on MNC practice and related research in classical corporate 

governance and organizational control research. This approach is deemed suitable for 

subsidiary governance because of its peculiarities, discussed earlier. Also, it is not 

uncommon in classical corporate governance that mechanisms come from other fields 

such as legal mechanisms of accounting rules that protect shareholder interests (Shapiro 

1978; Jensen 1993). Another example is market-based mechanisms such as the market 

for corporate control discussed earlier. As research on subsidiary governance is scarce, 

the investigation will address and employ literature from other fields, such as 

organizational control, in order to achieve the research objectives. An extensive review of 

the considerable body of knowledge in organizational control is considered not to be 

relevant. The argumentation thereby follows its theoretical underpinnings. Governance 

mechanisms are attributed to the predicted primary category of impact, that is either the 

reduction of information asymmetry or of goal incongruence. In applying Contingency 

Theory to the MNC, the investigation is able to cluster mechanisms into a third category, 

which is predicted to limit managerial discretion. Reducing managerial discretion is a 

familiar notion in classical corporate governance, for example, in terms of product market 

competition that limits corporate managerial discretion (Hart 1983; Roe 2003) or the role of 

debt, which was also said to decrease scarce resources available for managers and, thus, 

reduce managerial discretion (Grossman and Hart 1982; Williamson 1988; Harris and 

Raviv 1991).  

 The mechanisms identified in this investigation that reduce subsidiary managerial 

discretion are based theoretically on the extensive literature on headquarter–subsidiary 

relationships in MNCs, which (as opposed to research on organizational control subsidiary 

control mechanisms) studies these relationships as a whole and identifies and describes 

typologies, subsidiary roles within the MNC or levels of subsidiary autonomy. There is no 

such research for subsidiary governance apart from Luo (2005) and Kiel et al. (2006), who 
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produce the first models for governance relationships centred on subsidiary boards. In 

general, headquarters–subsidiary relationships are highly complex in nature and feature 

diverse people, resource and information flows and transfers (Kriger 1988; Martinez and 

Jarillo 1989; Luo 2005). Two concepts from this research stream are of relevance to 

mechanisms to reduce managerial discretion in subsidiary governance: that of 

formalization and standardization, and that of the centralization and decentralization of 

competences. These concepts are not entirely distinct from each other and, from an 

organizational control theory point of view, they can be seen as bureaucratic monitoring 

and control, as opposed to the direct monitoring introduced earlier (Child 1973), as they 

are rules, regulations, or procedures that limit the role and responsibility of subsidiary 

management. Both notions are applied to subsidiary governance and combined with 

theoretical elements from organizational control in order to deduce mechanisms predicted 

to be relevant to reducing managerial discretion in subsidiary governance. 

  The first aspect of relevance to subsidiary governance is that of formalization and 

respectively standardization. Formalization is the extent to which aims, procedures, and 

tasks in an organization are fixed, usually in writing, and the concept was introduced by 

the landmark studies of Pugh et al. (1968, 1969). The instruments of formalization feature 

plans, guidelines, manuals, memos or other written communication and, as with 

standardization, form part of a company’s process organization (Kieser and Walgenbach 

2003). Standardization can occur also as personal orders on the basis of formal authority 

and is therefore referred to as rules (Galbraith 1973; Galbraith and Kazanjian 1986) or 

standard practices (March and Simon 1976), because the resulting resource allocations 

and decision-making processes are routinized rather than having been officially introduced 

(Nelson and Winter 1982). Formalization is often grouped together with standardization 

because of their theoretical similarities, but also because empirical studies found strong 

correlations between them (Pugh et al. 1968; Child 1972; Martinez and Jarillo 1989). This 

investigation follows this approach. Other instruments of formalization and standardization 

are guidelines, manuals, job descriptions or simply business principles. As opposed to 

centralization and decentralization, formalization and standardization leave decision 

competence with subsidiary management, but limit the managerial discretion that allows 

behaviour to deviate from the group headquarters’ interest by defining, fixing in writing and 

communicating specific competences, tasks and liabilities. Hence, standardization and 

formalization limit managerial discretion and are presumed to limit the Agency Problem of 

subsidiary governance despite unchanged goal incongruence and information asymmetry. 

Against this background this investigation has identified mechanisms to reduce subsidiary 
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managerial discretion, such as subsidiary codes of corporate governance. This notion was 

applied to the intra-organizational dimension of subsidiary governance and also allows the 

clustering of such mechanisms found in MNC practice into this third category of 

governance mechanisms.  

 The discussion of subsidiary governance contingencies follows the theoretical 

foundation of this investigation in Contingency Theory. The first necessity was to identify 

the relevant dimensions of Contingency variables for subsidiary governance. The MNC 

faces multiple local, national and global influences and is subject to more intense and 

dynamic changes than individual companies. There are two fundamental and distinct 

views of the environment that MNCs face (Rosenzweig and Singh 1991). Either the MNC 

is viewed as single entity (as one organization), which faces one global environment with 

specific characteristics that include technology standards or currency issues. However, 

this perspective is based on the unrealistic assumption of only one homogenous 

environment that the MNC is exposed to. The second view sees the MNC as a group of 

entities, in which each entity is perceived to be exposed to its own environment regarding 

the availability of resources, its legal system and other characteristics. The approach is 

also unrealistic as it considers the MNC as a sum of purely domestic, individual entities, 

but neglects the fact that that “the MNE simultaneously confronts differing national 

environments” (Rosenzweig and Singh 1991, p. 344). Accordingly, a third view tries to 

combine elements from both local and global dimensions to consider the entire MNC as an 

economic entity as well. This approach has been developed by Porter (1986) and Bartlett 

(1986) and assumes that several similarities in structures and processes exist in every 

organization (that is, in each entity) of the MNC. All entities are subject to environmental 

influences from both the local, national level as well as from the imperatives to 

coordination and consistency mandated by the MNC. This concept has been applied in 

some studies and there is confirming evidence for its utility in the literature (Bartlett and 

Ghoshal 1989; Rosenzweig and Singh 1991). 

 It is on this distinction that the different contingency dimensions for influencing 

variables on subsidiary governance were constructed. First is the subsidiary and its 

characteristics; then the subsidiary’s local and mainly national environment and its 

influences; and thirdly, there are influences from the MNC itself, that is, the group of 

companies. The three contingency dimensions of subsidiary governance are expected to 

cover the three sources of influences on the Agency Problem in the relationship of group 

headquarters towards the subsidiary management. It represents an extended Contingency 

Theory view on organizations and is to this extent congruent with the extended Agency 
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Theory view on governance mechanisms. Such a broad, comprehensive approach was 

suggested by results from previous Contingency researchers who investigated bivariate 

relationships only (Nightingale and Toulouse 1977; Miller 1979, 1981) and led to the 

suggestion of using wider sets of organization and environment variables (Ginsberg and 

Venkatraman 1985). A broad inclusion of Contingency variables is therefore considered 

best for an exploratory study of subsidiary governance. A major structural extension of the 

Contingency view on MNCs is undertaken here by adding a dimension with influences 

from the group itself. While it seems logical and clear that the Contingency Theory does 

not consist only of environmental variables, this has not been sufficiently emphasized by 

empirical research. This holds especially true for the own organization itself, and it was 

suggested this stems from the issue of interdependences (Ginsberg and Venkatraman 

1985). Hence, it is expected that contingencies of subsidiary governance also stem from 

the group itself (Figure 6). For example, the strategy of the MNC is expected to have an 

impact on subsidiary governance (amongst other matters) through determining the overall 

 

Figure 6: Dimensions of governance mechanisms and contingencies 

Source: Author 
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governance mechanisms, this investigation attempts to exploit interdependencies that are 

not uncommon for Contingency Theory studies in order to achieve additional results. 

  

4.4.2 Governance Mechanism-based Propositions 

4.4.2.1 Governance Mechanisms to Reduce Information Asymmetry 
The most self-evident, basic and intense form of monitoring for subsidiary governance is 

the direct monitoring of subsidiary management compliance by MNC headquarters’ 

managers and is referred to as behavioural or personal control in organizational control 

research (Ouchi 1977; Mintzberg 1983; Eisenhardt 1985). However, it is unlikely that direct 

monitoring is used for subsidiary governance. The primary indicator for this conclusion 

comes from the fact that subsidiary boards are usually non-existent and, if they do exist, 

there are no MNC headquarters’ managers on such boards. Secondly, given the usual 

background of MNC size and complexity, the exertion of directly monitoring all subsidiary 

managers through MNC headquarters’ managers is impossible. Therefore, it is unlikely 

that group headquarters’ managers invest resources in directly monitoring subsidiary 

management outside the board. This is in line with organizational control research, which 

sees personal control useful only in very simple organizations with little information 

asymmetry (Holmstroem 1979; Gomez-Mejia and Balkin 1992b). Empirical evidence 

shows that with increasing distance, whether it is geographical, cultural or other, direct 

subsidiary management control through the group headquarters becomes less frequent 

(Chang and Taylor 1999; O’Donnell 2000; Zhang et al. 2003). Hence, the conclusion is 

that direct monitoring of subsidiary management’s compliance by MNC headquarters 

managers is presumed to be usually non-existent.  

 Instead, it can be expected that the headquarters’ management employs proxies to 

monitor subsidiary management. The first option is to introduce a group-wide corporate 

governance body assigned with the control and enforcement of subsidiary management 

compliance. Group-wide corporate governance bodies are composed of headquarters’ 

managers or representatives in the form of committees, task forces or any other staff 

group attached to the group headquarters (such as members of the legal and company 

secretarial departments). They are considered proxies of the MNC headquarters’ 

management and are expected to pursue the MNC headquarters interests at the 

subsidiary level. Their mode of operation is to collect, evaluate and transfer information on 

subsidiary management compliance to the group headquarters. As such, they also 

function as vertical integrating mechanisms and establish and maintain connections 
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between the headquarters and subsidiary management, as noted in organizational control 

literature (Lawrence and Lorsch 1967; Galbraith 1973; Galbraith and Kazanjian 1986). 

 While there is still no scientific evidence on group-wide corporate governance 

bodies, preliminary interviews and research into MNC practice show that they are 

increasingly employed. For example, DaimlerChrysler’s “Corporate Audit department 

monitors compliance with the statutory framework and the Group’s internal guidelines” 

(DaimlerChrysler Annual Report 2005, p. 58). Additionally, DaimlerChrysler maintains a 

business practices office where violations can be submitted anonymously 

(DaimlerChrysler Annual Report 2005, p. 106). Another example is Fujitsu-Siemens in 

Germany, which employs its internal audit team to conduct group-wide governance 

control, reporting directly to the supervisory board’s audit committee. In particular, its 

group-wide function is (amongst others) to “assess compliance with Group policies and 

procedures and legal and fiscal regulations” (Fujitsu-Siemens Annual Report 2005, p. 67). 

As a result, it is proposed that: 

P1
a: The MNC headquarters employs a group-wide corporate governance body as 

subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that:22  

P1
b: The contingencies of subsidiary governance determine the importance of a group-

wide corporate governance body as subsidiary governance mechanism. 

In addition to group-wide corporate governance bodies, the group’s headquarters can 

send MNC headquarters’ representatives as proxies into the subsidiary to monitor its 

management. The employment of expatriates is a vertical mechanism of control in 

organizational control literature and often exists in MNC practice and also in combination 

with subsidiary managers in headquarters’ positions (cross-mandates) (Tricker 1994; von 

Werder 2005). In subsidiary governance, these individuals collect, evaluate and transfer 

information on subsidiary management compliance to the group headquarters. As such, 

they are also presumed to function as a warning bell and report subsidiary governance 

issues to the group headquarters. For example, Daimler Chrysler employs compliance 

                                            
22 In the language of Contingency Theory, the two main two hypotheses (Schoonhoven 1981, p. 352) are 
either “the greater the value of variable 1, the greater the impact of variable 2 on variable 3” or “given the 
value of variable 1, there is a matched value for variable 2 that produces the highest value of variable 3. 
Deviations from this relationship in either direction reduce the value of variable 3.” This investigation employs 
the second type of hypothesis, and assumes that the contingencies determine the Agency problem in 
subsidiaries that, in turn, determines the importance of the governance mechanisms applied. 
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managers who are situated at the subsidiary helm and who transmit information to the 

MNC headquarters (DaimlerChrysler Annual Report 2005, p. 106). Expatriates are also 

referred to as staffing control and were frequently investigated in the context of 

organizational control literature (e.g. Baliga and Jaeger 1984; Egelhoff 1984; Martinez and 

Jarillo 1989; Boyacigiller 1990). Expatriates are monitoring mechanisms and function in 

organizational control research through the placement of trustworthy personnel in 

subsidiary management (Baliga and Jaeger 1984). Although expatriates are no longer 

members of the headquarters’ organization, they are expected to exert direct behaviour 

control in the name of the group headquarters (Mintzberg 1983; Eisenhardt 1985; Ouchi 

1977) for several reasons. Firstly, expatriates share opinions, perceptions and interests 

similar to the headquarters’ managers as they commonly have the same nationality and 

cultural background (Chang and Taylor 1999). Expatriates have been found to inculcate 

MNC subsidiaries with the MNC headquarters corporate culture. The result was greater 

employee identification with the group, more respect for its interests and the development 

of a shared set of beliefs and values to the benefit of the company, through such matters 

as personal support of group aims and more cooperation and participation in decision 

making (Ouchi 1980; Ashforth and Mael 1989; Nohria and Ghoshal 1994). Thirdly, 

expatriates function as vertical integrating mechanisms and create contacts or relations 

that connect the MNC headquarters with the subsidiaries (Bartlett and Ghoshal 1989; Doz 

and Prahalad 1981; Martinez and Jarillo 1989). Therefore, in the end, rotating managers in 

different group entities was found to support the coordination of common actions and the 

promotion of contacts and led to an integrative, decentralized control of the whole 

organization (Buchanan 1974; Galbraith and Edstroem 1976; Ouchi 1979). Therefore, it is 

also possible that, next to decreasing information asymmetry, expatriates diminish goal 

incongruence towards subsidiary management in subsidiary governance. As a result, it is 

proposed that: 

P2
a: The MNC headquarters applies expatriates as a subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions on subsidiary governance, it is proposed 

that: 

P2
b: The contingencies of subsidiary governance determine the importance of 

expatriates as a subsidiary governance mechanism. 

Next to group-wide corporate governance bodies and expatriates, the third type of proxy 

monitoring mechanism for the group headquarters is mutual subsidiary governance. It is 
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expected that mutual subsidiary governance mechanisms exist in the form of interlocking 

management or advisory positions at the helm of subsidiaries or cross-shareholding. Such 

person- bonded and resource-bonded group entities are connected to each other on the 

level of manager or shareholding, leading to a weak concernation  of the entities 

concerned and facilitating the concerted, coordinated and controlled proceedings of the 

group (Keller 1993; von Werder 2005). Mutual subsidiary governance is expected to aim at 

compensating for the lack of headquarters’ managers in the subsidiary’s supervision by 

introducing outsiders to the company. These outsiders are expected to collect, evaluate 

and transfer information on subsidiary management compliance to the group 

headquarters. Although these outsiders are subsidiary managers as well and therefore 

presumed to have goals incongruent to the group headquarters, their goals are also 

incongruent with those of the subsidiary they are supervising. Therefore, the presence of 

outsiders supervising the subsidiary management is expected to diminish opportunistic 

behaviour in the management of that company and consequently goal incongruence 

towards the group’s headquarters. They also serve the group headquarters’ best interests 

by relieving the group’s headquarters through intra-organizational solutions for control 

important in larger groups, detecting and exploiting group company synergies and 

fostering the exchange and learning of mutual experiences (Tricker 1994; Theisen 2000). 

Subsidiary control mechanisms from organizational control literature, on the other hand, 

take place only on the level of task forces, committees or inter-company teams (Lawrence 

and Lorsch 1967; Galbraith 1973; Galbraith and Kazanjian 1986). But the mode operation 

is similar. It cuts through the boundaries that separate legally independent group entities 

on the same level and connects these entities, and is therefore also referred to as an 

integrating mechanism (Doz and Prahalad 1981; Martinez and Jarillo 1989; Bartlett and 

Ghoshal 1987a). As a result, it is proposed that: 

P3
a: The MNC headquarters applies mutual control of subsidiaries as a subsidiary 

governance mechanism. 

Also, based on Contingency Theory’s predictions it is proposed that: 

P3
b: The contingencies of subsidiary governance determine the importance of mutual 

subsidiary control as a subsidiary governance mechanism. 

Finally, the group headquarters is expected to employ a group-wide corporate 

governance information system. Its purpose is to collect information from subsidiaries 

on and for the purpose of their governance. It comprises intranet-based platforms, 
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databases, reports, management information systems or any other tools with information 

relevant to subsidiary governance that is accessible by MNC headquarters and its 

subsidiaries. Corporate governance information systems are deduced directly from Agency 

Theory’s notion of purchasing information, as emphasized by Eisenhardt (1989). As 

opposed to the personal supervision of subsidiary management, its action and behaviour, 

a group-wide information system represents a mechanism of output control. Output control 

comprises all those efforts based on the analysis and evaluation of information, summaries 

or simply figures and illustrated data describing the output of the entity or person to be 

controlled (Martinez and Jarillo 1989). Hence, output control mechanisms aim at limiting 

information asymmetry between headquarters and subsidiary management (O’Donnell 

2000). The group-wide corporate governance information system has a twofold mode of 

operation for reducing information asymmetry in subsidiary governance. Firstly, it is a tool 

for the group headquarters to access the information necessary to evaluate the behaviour 

and performance of the subsidiary management. The group headquarters can access 

relevant subsidiary information through this means on a regular, irregular or continuous 

basis. Its role is that of a management information system that enables the group 

headquarters to evaluate the subsidiary management’s compliance with the headquarters’ 

interests. This function is similar to that of subsidiary output control that enables the group 

headquarters to control planned or forecast figures of subsidiary output, actions and 

behaviour with actual ones, which is also sometimes referred to as performance control 

(Mintzberg 1979).23 In its second function, the group-wide information system transfers 

corporate governance information to subsidiaries. For example, it can feature a database 

that contains principles, past experiences or recommendations on how to handle a specific 

subsidiary governance situation. This information is then accessible by the subsidiary 

management. As a result, it is proposed that: 

P4
a: The MNC headquarters applies a group-wide corporate governance information 

system as a subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 

P4
b: The contingencies of subsidiary governance determine the importance of the group-

wide corporate governance information system as a subsidiary governance 

mechanism. 
                                            
23 Another name for this is bureaucratic control, referring to the involvement of administrative and paperwork 
effort in former times (Child 1972; Galbraith 1973). 
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4.4.2.2 Governance Mechanisms to Reduce Goal Incongruence 
The incentive mechanisms of subsidiary governance are all those aiming at limiting goal 

incongruence between the subsidiary management and the MNC headquarters in terms of 

subsidiary managerial compliance. Incentive mechanisms were analysed above and found 

to be one of the few mechanisms of classical corporate governance that exist for 

subsidiary governance as well. There are two fundamental types of incentive mechanisms, 

financial and non-financial, as described above. Financial incentives make remuneration 

for the manager contingent upon the achievement of goals prescribed by the principal 

(Levinthal 1988; Jensen and Murphy 1990). Hence, they safeguard the principal from 

opportunistic behaviour of the agent by aligning the interests between principal and agent 

and reducing goal incongruence (Jensen and Meckling 1976; Eisenhardt 1988). This 

means that the subsidiary management is compensated on the basis of performance 

regarding predefined goals. Hence, the mechanism also enables principles to perform 

output or performance control of the agent and limit information asymmetry to some extent 

(Mintzberg 1979; Eisenhardt 1989; Martinez and Jarillo 1989). Financial incentives have 

been studied extensively in Agency Theory organizational control research (Doz and 

Prahalad 1981; Hedlund 1986; Tosi and Gomez-Mejia 1989; Hedlund and Rolander 1990; 

Rajagopalan and Finkelstein 1992; Nilakant and Rao 1994). Hence, this investigation can 

profit from contingency links of the mechanism from organizational control literature. 

Incentive plans are linked to performance goals and if their achievement becomes more 

risky, a subsidiary manager could demand a higher reward for the mechanism to be 

attractive (Balkin and Gomez-Mejia 1990). Outcome uncertainty was shown to be 

contingent upon factors such as the commitment of the parent company or cultural 

distance (Roth and O’Donnell 1996). The additional benefit of studying incentives is that 

their shaping factors and contingencies are not yet well understood in organizational 

control literature (Balkin and Gomez-Mejia 1987; Roth and O’Donnell 1996). For example, 

Roth and O’Donnell’s (1996) show a positive relationship between goal incongruence and 

incentives, but not on the same incentive system elements. As a result, it is proposed that: 

P5
a: The MNC headquarters applies financial incentives for subsidiary managers as a 

subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions it is proposed that: 

P5
b: The contingencies of subsidiary governance determine the importance of financial 

incentives as a subsidiary governance mechanism. 
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In principal, non-financial incentives follow the same mode of operation as financial 

incentives. They have not been studied in classical corporate governance literature so far 

and only seldom in the organizational control literature, despite suggestions of their 

importance (Eisenhardt 1989; Roth and O’Donnell 1996). One exception is the study of 

O’Donnell (2000) in which she found evidence on headquarters–subsidiary 

interdependence and integration through the use of non-financial incentives. O’Donnell 

(2000) identified two types of non-financial incentives for subsidiary managers: those 

related to the manager’s career (e.g. promotions and headquarters assignments) and 

those related to the entity under the control of the manager. In the latter category, she 

counts additional financial or staff resources. The difference between financial and non-

financial incentives is in the nature of the reward: non-financial incentives are neither 

pecuniary nor pecuniary-like, such as stock options. The organizational control literature 

expects them to function similarly to financial incentives by aligning the interests of the 

agents with those of the principal and fostering the subordinates’ readiness to undertake 

managerial actions in the best interest of the principal (Tosi and Gomez-Mejia 1989; 

Kosnik and Bettenhausen 1992). Equally, they enable the group headquarters to perform 

subsidiary management output control on the basis of the aims to which the reward is 

attached (Mintzberg 1979; Eisenhardt 1989; Martinez and Jarillo 1989).  

 Their main rewards for subsidiary governance were addressed by Tricker (1994), 

who suggested they consist of career opportunities in the group such as promotions and 

assignments to the group headquarters or to other companies in the group. Tricker (1994) 

also points out how career prospects can render it difficult for subsidiary executives to 

comply with their responsibility for the local entity, because they are encouraged to follow 

the headquarters’ interests. Birkinshaw (2003) describes situations in which subsidiary 

managements were expected to identify and supply high potentials for promotions and 

overseas assignments, despite its negative impact on subsidiary performance. The 

breadth of range of non-financial incentives is a methodological challenge and is in part 

respondible for the negligence of Agency Theory research in the field. For example, they 

can also consist of management trips, participation in workshops, executive education 

courses or gifts. The problem with non-financial incentives is that they are often informal in 

nature and hardly systematically applied in the way that is common for financial incentives. 

For example, it is hardly possible to fully trace back and allocate the promotion of 

subsidiary managers to their having continually fulfilled predefined tasks or achievement of 

aims over a certain time period. Hence, non-financial incentives are hard to classify as the 

output control of subsidiary managers, but can be seen as behaviour control in 
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organizational control terms.24 As a result, the group headquarters’ managers need to 

exert direct personal control over subsidiary managers in order to evaluate their 

performance for non-financial incentives. But direct personal control through headquarters’ 

managers is mostly ruled out for subsidiary governance, as explained above. Rewards 

using non-financial incentives can take place on an irregular basis in situations of 

particular importance. The study of financial and non-financial incentives in this 

investigation is also presumed to lead to additional conclusions through comparisons (e.g. 

regarding substitutability). It was earlier noted that such interdependencies will be used to 

provide additional explanations on subsidiary governance. Therefore, it is proposed that: 

P6
a: The MNC headquarters applies non-financial incentives for subsidiary managers as 

a subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions it is proposed that: 

P6
b: The contingencies of subsidiary governance determine the importance of non-

financial incentives as a subsidiary governance mechanism. 

There is an apparent but hardly investigated link between culture and corporate 

governance. Not even from the point of view of national corporate governance systems, in 

which legal, financial or economic matters are thoroughly analysed, is a causal explanation 

for corporate governance by culture offered (Salacuse 2003). National culture is 

understood as the “collective programming of the mind” (Hofstede 2001, p. 1), which 

attaches the construct of culture to a collective of individuals in a country. Organizational 

culture, on the other hand, is “the differences in collective mental programming found 

among people from different organizations (…) within the same national context” (Hofstede 

2001, p. 373). The organizational culture of one company can therefore differ from that of 

another, although they are located in the same country. The national culture of these two 

companies, however, does not, but both cultures are complementary (Hofstede 2001). The 

particular challenge for subsidiary governance in MNCs comes from “the necessary 

interdependence among units employing members with different cultural origins” 

(Lawrence and Lorsch 1967, p. 230). Hence, national, geographical and other differences 

between the MNC entities suggest that the role of corporate culture for subsidiary 

governance in MNCs is different from the corporate governance of individual companies 
                                            
24 The classic Agency Theory contract of behaviour-based incentives is the giving a subordinate a fixed 
compensation for fulfiling a task regardless of the outcome (Jensen and Meckling 1976; Jensen 1983; 
Eisenhardt 1989). 
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only. For example, the corporate culture of one subsidiary compared to another in the 

same country and location can differ. Hence, the effect of aligning subsidiary managerial 

interests with those of the headquarters can differ, depending on subsidiary governance 

contingencies. Culture as control mechanism in organizational control literature was 

identified in the seminal studies of Ouchi (1979, 1980) and leads to the identification of 

individuals with their organization and over time absorbing the values and goals of the 

organization (Ouchi 1979, 1980; Ashforth and Mael 1989).25 Culture is expected to lead to 

common respect of the interest of the organization by all employees and a shared set of 

beliefs and values, albeit in different company and country backgrounds, that facilitates 

cooperation among the entities, participation in decision-making and ultimately the 

achievement of goals (Ouchi 1980; Nohria and Ghoshal 1994). Therefore, a group-wide 

corporate culture is presumed to diminish the goal incongruence between the group 

headquarters and the subsidiary management.  

 Luo (2005) proposed that the corporate governance culture of an MNC comprises 

all statements, values, actions or social rituals used or communicated by the MNC’s board 

and top management to promote good corporate governance (Luo 2005).26 The effect, he 

concluded strongly supported the emergence and fostering of a group-wide corporate 

culture promoting accountability, transparency and ethics (Luo 2005). But despite the great 

practical relevance of culture as mechanism for Agency Theory organizational control 

literature (Ouchi 1977, 1979; Eisenhardt 1989; Chang and Taylor 1999), research comes 

short in supporting any such assumptions for classical corporate governance. It seems 

that the direct link between culture (as independent variable) and corporate governance 

(as dependent variable) is missing in the literature, part of which is certainly due to similar 

measurability issues as in the case of non-financial incentives. This conclusion is 

suggested by comparable results in the field of subsidiary control research showing the 

neglect of informal and culture-based mechanisms compared to output-based, formal ones 

(Doz and Prahalad 1981; Mascarenhas 1984; Roth and Nigh 1992; Chang and Taylor 

1999). It can be expected that the mode of operation of corporate culture for subsidiary 

management compliance with the group headquarters’ interests is similar to that of 

organizational control. But this investigation does not consider corporate culture a 

mechanism of control, but one of incentives, by aligning subsidiary management interests 

                                            
25 Although Ouchi (1979) referred to social control instead of cultural control and others have used the notion 
of normative integration (Van Maanen and Schein 1979). 
26 As second culture-based control mechanism, Luo (2005) discusses corporate integrity. This investigation 
disagrees with this and assumes that integrity already forms a part of corporate culture. 
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with those of the MNC headquarters. Against this background, the similarities in the mode 

of operation allow for the conclusion that the mechanism functions in similar ways but 

covers different goals of governance and control, as could also be seen in the case of 

financial incentives.  

 Achieving a goal-supportive corporate culture is complex and long drawn-out and 

requires efforts referred to as socialization. The task is to develop and communicate 

among all members of the organization common values and goals, and acceptance and 

support of the objectives of the MNC (Pfeffer 1982). Instruments of socialization for 

subsidiary governance could be training or workshops with subsidiary managers, internal 

communications and memos from the MNC headquarters or assigning subsidiary 

managers to different group entities throughout their career. For subsidiary control, the 

latter was found to facilitate the coordination of actions between group entities, promote 

contacts and lead to a decentralized control over the whole organization (Buchanan 1974; 

Galbraith and Edstroem 1976; Ouchi 1979).27 The result of corporate culture as a 

subsidiary governance mechanism is subsidiary managerial responsibility and conduct that 

is in line with the MNC headquarters’ interests. Therefore, it is proposed that: 

P7
a: The MNC headquarters employs the group-wide corporate culture as a subsidiary 

governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 

P7
b: The contingencies of subsidiary governance determine the importance of the group-

wide corporate culture as a subsidiary governance mechanism. 

The executive development of subsidiary managers and its effect on aligning interests 

has not been investigated in classical corporate governance or organizational control 

literature so far. Executive education is expected to function similarly to mechanisms of 

socialization in the context of cultural control and leads to more understanding and 

comprehension in the manager, to an inculcation of values and, ultimately, from a 

performance perspective, to more efficiency and better work results (Pfeffer 1982; Bartlett 

and Ghoshal 1989). Hence, it is expected that subsidiary managers are educated in the 

aims, duties and responsibilities of their roles and inculcated with the corporate culture of 

the group in order understand, accept and support the group headquarters’ aims and 
                                            
27 For these reasons, interdependencies between the governance mechanisms of expatriate assignments, 
subsidiary manager executive education and corporate culture could emerge. 
 



 104

interests. Preliminary interviews and research into MNC practice indicates that the 

instruments of executive education of subsidiary managers include meetings, internal or 

external workshops, seminars or training (MNC 3; MNC 4). For example, DaimlerChrysler 

conducts specific training in “corporate compliance” in all group entities (DaimlerChrysler 

Annual Report 2005, p. 106). They can also take the form of temporary assignments to 

group headquarters’ positions. Studies have found executive education of subsidiary 

managers to be relevant for MNC internal career development and have concluded they 

had an additional function as non-financial incentives (O’Donnell 2000). From this point of 

view, an additional effect of aligning subsidiary managerial interests with those of the MNC 

headquarters can be expected. Another effect of such executive education measures is 

that relationships between subsidiary managers and the headquarters’ managers are 

created and the group entities are integrated, as organizational control literature suggests 

(Doz and Prahalad 1981; Bartlett and Ghoshal 1989; Martinez and Jarillo 1989). Executive 

education could lead to informal communication by creating a network of non-official or 

non-professional contacts among managers (Martinez and Jarillo 1989). Therefore, it is 

proposed that: 

P8
a: The MNC headquarters applies subsidiary manager executive development as a 

subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 

P8
b: The contingencies of subsidiary governance determine the importance of subsidiary 

manager executive development as a subsidiary governance mechanism. 

 

4.4.2.3 Governance Mechanisms to Reduce Managerial Discretion 
The first subsidiary governance mechanism aiming at limiting managerial discretion is 

subsidiary codes of conduct or codes of corporate governance (henceforth: 

subsidiary codes). Using codes for subsidiaries has already been suggested in the 

literature (Luo 2005) but empirical evidence for this has been missing so far. It was 

presumed that the MNC internal application of such codes communicated transparent and 

detailed expectations and consequences in case of breaches through group entities (Luo 

2005). First studies show that codes, in general, have increased greatly and become 

common in most industrialized countries as a response to the corporate governance crises 

around the year 2000 to increase overall corporate governance quality and effectiveness 

(Aguilera and Cuervo-Cazurra 2004). An example is the German Code of Corporate 
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Governance addressed earlier. Such codes are commonly not mandatory (soft law) and 

are attached to the public listing of companies (von Werder 2005). As a result, most MNCs 

can be expected to comply with one or several codes, while their subsidiaries are 

generally not subject to any code. While the primary purpose in practice is that of legal 

compliance and communicating good corporate governance towards externals, the content 

of codes aims at 

increasing the accountability of companies to shareholders while maximizing 

shareholder or stakeholder value (…) especially when other mechanisms, such as 

takeover markets and the legal environment, fail to guarantee adequate protection 

of shareholders’ rights. (Aguilera and Cuervo-Cazurra 2004, p. 418) 

Research into MNC practice and the preliminary interviews suggest that subsidiary codes 

are increasingly being introduced by group headquarters to ensure subsidiary managerial 

compliance (MNC 2; MNC 4). DaimlerChrysler’s Integrity Code is a  

guideline for behavior (…) that defines a binding framework for the actions of all our 

employees worldwide. Amongst other things, the guidelines define correct behavior 

in international business and in any cases of conflicts of interest, questions of equal 

treatment, proscription of corruption, (…) and the duty to conform with applicable 

law and other internal and external regulations. (DaimlerChrysler Annual Report 

2005, p. 106) 

The main governance effect of subsidiary codes is expected to be a decrease in the 

managerial discretion of subsidiary management. Codes contain explicit prescriptions or 

limitations and concrete examples of what subsidiary management may and may not do 

and what the consequences are for such conduct. Hence, they limit managerial discretion 

in fields that previously have been unregulated and also increase awareness of subsidiary 

managers of ethical behaviour and proper conduct. Additionally, it is reasonable to assume 

that subsidiary codes decrease information asymmetry towards subsidiary management 

by transferring information relevant for subsidiary governance to the subsidiary 

management, but also by the information the MNC headquarters obtains in the course of 

subsidiary compliance audits. Therefore, it is proposed that:  

P9
a: The MNC headquarters applies a code of corporate governance and conduct as 

subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 
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P9
b: The contingencies of subsidiary governance determine the importance of codes of 

corporate governance and conduct as subsidiary governance mechanism. 

Furthermore, it is predicted that individual subsidiary or subsidiary management 

contracts (henceforth: individual subsidiary and manager contracts) are employed by 

group headquarters for subsidiary governance. There is no empirical evidence of this 

governance mechanism so far, but individual subsidiary and manager contracts represent 

contracts according to Agency Theory between the principal and the agent and, 

consequently, concern the subsidiary itself, its management team or its individual 

managers (Jensen and Meckling 1976; Fama 1980). These are agreements concluded 

with the group headquarters and concern the contracting parties’ function or roles, tasks, 

competences and the liability of the management team. They represent a mechanism of 

formalization and standardization and are assumed to have the primary task of limiting the 

subsidiary management’s discretion. In the same way, they are predicted to limit 

information asymmetry between the group headquarters and subsidiaries by providing 

precise, written prescriptions for the subsidiary management regarding what it may and 

may not do. But other than codes or simple standards, contracts are a legal formalization 

mechanism. They enable the group headquarters to prosecute and punish subsidiary 

managers in case of violations on a legally secured basis. Consequently, they are not only 

expected to raise awareness in subsidiary managers of the need for ethical behaviour and 

proper conduct but also function as a legal security mechanism for the group 

headquarters. In risky, legally demanding or very dynamic and unforeseeable 

environments, the group headquarters could transfer legal risks of corporate governance 

from the group’s helm to the subsidiary. For example, the subsidiary management of an 

entity operating a chemical plant is contractually made explicitly responsible for any 

external risks involving local interest groups, national stakeholders or customer lawsuits. 

Given this uncertainty and the risk avoidance of subsidiary managers, the possibility of 

prosecution and punishment is expected to have a disciplining effect on subsidiary 

managers and relieve the MNC headquarters from any legal prosecution risk in the 

subsidiary’s environment. Therefore, it is proposed that: 

P10
a: The MNC headquarters applies individual subsidiary manager contracts as a 

subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 
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P10
b: The contingencies of subsidiary governance determine the importance of individual 

subsidiary manager contracts as a subsidiary governance mechanism. 

In addition to subsidiary codes and contracts, group headquarters are expected to limit the 

managerial discretion of subsidiary management by additional formal standards. Such 

formal standards can be business principles, manuals, guidelines or any other written and 

officially communicated prescription, recommendation or policy regarding subsidiary roles, 

management tasks and responsibilities or business actions. They are presumed to be 

softer in their effect and of lesser impact for subsidiary governance, as they are not of a 

legal nature like contracts and do not concern subsidiary governance issues only, like 

codes. Kriger’s (1988) study showed that 25% of the groups studied had such written 

policies and guidelines in place, defining the corporate governance of the subsidiaries. 

Formal standards are also presumed to raise awareness of subsidiary managers for 

ethical behaviour and proper conduct. Therefore, it is proposed that: 

P11
a: The MNC headquarters applies formal standards as a subsidiary governance 

mechanism. 

Also, based on Contingency Theory’s predictions, it is proposed that: 

P11
b: The contingencies of subsidiary governance determine the importance of formal 

standards as a subsidiary governance mechanism. 

Finally, the second concept of the research on MNC headquarters’ relationship to 

subsidiaries relevant to subsidiary governance is the design of a responsibility structure for 

the group by planning and assigning competences. In its extreme form, competences 

are either centralized or decentralized, as discussed earlier (Pugh et al. 1968, 1969). 

Decentralization with regards to the legally independent entities of the group organization 

is the “extent of decision-making authority that is delegated to the general manager of a 

subsidiary by corporate superiors” (Gupta and Govindarajan 1991, p. 785). A centralized 

approach, on the other hand, will bundle decision competences in the group 

headquarters.28 Although both understandings come from organizational control literature, 

                                            
28 Both forms described represent theoretically ideal forms. For example, even in a completely decentralized 
group organization there are always departments that need a uniform organization to a certain extent (e.g. 
accounting or finance) (Picot et al. 2003). In group practice, it is more likely that hybrid forms or more 
complex systems are used. Researchers have studied subsidiary autonomy degrees also by functions, 
departments and subsidiary roles (Goehle 1980; Hedlund 1981; Welge 1981; Schuit et al. 1981; Van den 
Bulcke and Halsberghe 1984; Young et al. 1985) but linking them to the characteristics of the MNC, 
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they are identical with this investigation’s understanding of centralization and 

decentralization in subsidiary governance. Basically, the less relevant the impact of 

competences on the whole group is, the better they can be delegated to hierarchically 

lower entities (von Werder 2005). Hence, it is possible that competences are centralized at 

the group headquarters in situations of severe Agency Problems of subsidiary governance. 

For example, the local management of a subsidiary that offers services in a country or 

region with powerful customs of bribery and the highly opaque politically motivated 

awarding of lucrative, long-term contracts (such as Bangladesh) could be deprived of 

specific competences. Headquarters’ managers could take over this role in order to 

prevent personal enrichment or unethical business practices and the competences would 

be centralized. Ultimately, the degree of centralization leads to an overall degree of 

subsidiary autonomy, which headquarters–subsidiary relationship research found to be 

either high (e.g. Johnstone 1965; Roccour 1966; Schollhammer 1971; Garnier et al. 1979) 

or low in groups with centralized authority and decision-making (e.g. Dunning 1958; 

Safarian 1966; Deane 1970; Brooke and Remmers 1970; Alsseg 1971). 

 Applying this notion on subsidiary governance, the last type of governance 

mechanism identified in the literature and in preliminary interviews is subsidiary planning, 

budgeting or pricing systems (henceforth: steering systems). They are presumed to be 

employed by the group headquarters to limit managerial discretion on the subsidiary level 

and, more generally, to guide, steer and aim corporate activities in the desired direction, as 

understood by organizational control (March and Simon 1958; Thompson 1967; Galbraith 

1973; Galbraith and Kazanjian 1986). Examples include annual and quarterly plans with 

more detailed, comprehensive subsidiary success targets or management tasks, which 

reduce the bandwidth of subsidiary managerial behaviour and thus the risk of acting 

against the best interest of the group’s headquarters. Budgeting reduces the slack 

resources available for the subsidiary management by limiting financial means, inventories 

and other resources to minimal amounts. Hence, the risk of expropriation through 

subsidiary managers is diminished and they are forced to manage more efficiently. Finally, 

the use of pricing systems as governance mechanism for subsidiaries has been suggested 

in the literature in terms of transfer prices (Tricker 1994). Pricing systems transfer the 

market principle to groups and thereby reduce slack resources available to group entities 

in the same way as product market competition in classical corporate governance. The 

                                            
subsidiary or industry often led to inconsistencies and contradictions (Picard 1977; Hulbert and Brandt 1980; 
Goehle 1980; Hedlund 1981; Garnier 1982; Gates and Egelhoff 1984).  
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group functions as a market of buyers and sellers and resources are more likely to be 

transferred to optimal market conditions. The primary mode of operation of all three 

systems is to set boundaries for the subsidiary management in the fields of activities, tasks 

or competencies of relevance to subsidiary governance and thus steering subsidiary 

behaviour and action in the right direction. 

 All planning, budgeting and pricing systems force the subsidiary management to 

comply with predefined targets or boundaries of the group headquarters that the latter 

controls regularly. Thus, all three systems are also presumed to diminish information 

asymmetry towards subsidiary management as they transmit information on the subsidiary 

management’s achievements in terms of predefined targets, preset budget or price limits. 

Examples are budget allocations and control for subsidiaries, the control of forecast versus 

actual financial figures or the employment of software-based control and allocation 

systems. This understanding is supported by organizational control research. For example, 

Eccles (1985) developed a framework for transfer-pricing mechanisms in groups as control 

mechanism and found Agency Theory links and causal chains (e.g. regarding the 

programmability of outputs and the choice of transfer price type). Hennart (1991) 

highlighted how output measurability in connection with information asymmetry renders 

transfer pricing agreements useful. Therefore, it is proposed that: 

P12
a: The MNC headquarters employs a subsidiary planning, budgeting or pricing 

system as a subsidiary governance mechanism. 

Also, based on Contingency Theory’s predictions it is proposed that: 

P12
b: The contingencies of subsidiary governance determine the importance of the 

subsidiary planning, budgeting or pricing system as a subsidiary governance 

mechanism. 

 

4.4.3 Contingencies of Subsidiary Governance  

4.4.3.1 Subsidiary-Centred Contingencies 
The first dimension of subsidiary governance contingencies centres on influences of the 

subsidiary itself. Within this group, the size of the subsidiary is presumed to be of 

relevance to subsidiary governance. Information, according to Agency Theory, is a 

commodity and its purchase is predicted to become progressively more expensive with 

increasing subsidiary size. The reason is that maintaining control over and obtaining the 

necessary information on operations becomes increasingly complex, difficult and less 
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efficient for the MNC headquarters’ management. Similarly, the MNC headquarters is likely 

to have less information available on the subsidiary management’s behaviour and actions. 

In the same way, the efficiency of a governance mechanism decreases and the cost of 

obtaining information increases. The conclusions from classical corporate governance and 

results from organizational control literature also suggest there is an impact of subsidiary 

size on goal incongruence. Subsidiary size is considered a proxy for the value invested by 

the MNC headquarters and therefore the value of losses risked. In this case, the MNC 

headquarters’ interest in the subsidiary is stronger, more dependence between the entities 

is favourable and increased control efforts are undertaken (Blau 1964; Prahalad and Doz 

1981; Boyacigiller 1990; Chang and Taylor 1999). On the other hand, subsidiaries that 

control more resources represent a proxy for subsidiary power and could consequently 

desire more independence for the pursuit of their own interests that can conflict with those 

of the group headquarters (Alsegg 1971; Hedlund 1980; Ghoshal and Nohria 1989). 

Increased subsidiary size thereby also increases managerial discretion, as the resources 

under the control of the subsidiary management are bigger. However, the results of 

organizational control studies are inconsistent. Some found size to be negatively related to 

subsidiary autonomy (Picard 1977; Hedlund 1981; Young et al. 1985), others found it to be 

positively related (Gates and Egelhoff 1986; Harzing 2000).29 On the other hand, a specific 

corporate culture might emerge in the subsidiary at a critical size, independent from that of 

the group. Such a subsidiary corporate culture could foster or countervail subsidiary 

management compliance with the MNC headquarters’ interests, or obstruct it.  

  Then, the age of the subsidiary is presumed to impact on the Agency relationship 

in subsidiary governance. An impact could come from age-related subsidiary 

characteristics that influence information asymmetry. For example, with increasing age 

and membership in the group, informal networks can emerge more strongly and lead to a 

higher information level on the group headquarters’ level. On the other hand, the 

management of a subsidiary can develop individual targets over time that it wishes to 

pursue more independently. One reason could be the development of an individual 

subsidiary corporate culture with own preferences and targets. On the other hand, a 

subsidiary may have been inculcated with the group headquarters’ corporate culture over 

                                            
29 The reasons for this might have been interdependences not considered when investigating individual 
variable pairs only. Subsidiary size is commonly thought of as bring equal to the strategic importance of the 
subsidiary for the group, but this depends on the measurement of the variable. For example, Taggart and 
Hood (1999) tested two proxies for size and found a positive relationship of autonomy towards employee 
numbers and a negative one towards sales. 
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time and the subsidiary management may thus receive more autonomy. Gillies and 

Dickinson (1999) found that with the increasing age of the MNC and its subsidiary, the 

headquarters did not believe it necessary to have subsidiary boards any longer, unless 

they were legally required, and undertook measures such as replacing local CEOs with 

MNC headquarters’ home country ones, which led to a new type of subsidiary governance. 

Such a finding would contradict some results from organizational control research. For 

example Kumar and Seth (1998) found that expatriates were less frequently employed 

with the progressing age of the subsidiary (Kumar and Seth 1998).  

 Additionally, the age of the subsidiary could be correlated to its strength and desire 

for independence. For example, a quite typical evolution of subsidiary roles is to start out 

as a sales office and over time develop into a more strategy-implementing role that 

ultimately leads to an independent, profit centre role (White and Poynter 1984). This 

presumption could be supported by findings on acquired subsidiaries, which already held a 

history of their own and held higher autonomy due to their distinctive capabilities (Garnier 

1982, Harzing 1999). But subsidiaries roles are considered to show a noticeable variance 

in their evolution over time (Birkinshaw and Hood 2001). In terms of classical corporate 

governance, Strebel (2004a, 2004b) investigated the role of the MNC headquarters board 

and its evolution over time and found considerable differences within successful 

companies as well. Consequently, the role, behaviour and activities of the subsidiary 

management are also likely to evolve. 

 Finally, the subsidiary’s corporate culture is presumed to influence the Agency 

relationship of subsidiary governance. Earlier it was shown how culture coins perceptions, 

values, interests and aims, so that a group-wide favourable corporate culture becomes a 

governance mechanism for subsidiary management. Again, the direct link between culture 

and corporate governance has been largely uninvestigated, but related research fields 

allow for presumptions. The national culture was discussed above as the “collective 

programming of the mind” (Hofstede 2001, p. 1), and organizational culture as “the 

differences in collective mental programming found among people from different 

organizations (…) within the same national context” (Hofstede 2001, p. 373). Hence, the 

problem of culture in subsidiary governance not only emerges in the difference between 

the national culture of the subsidiary and that of the group headquarters’ management, but 

also in the differing organizational cultures of both entities (Egelhoff 1984; Torbiörn 1985; 

Boyacigiller 1990). A culturally proximate subsidiary is one whose organizational culture 

has adapted to the MNC headquarters’ home country (Baliga and Jaeger 1984). The clash 

of cultures in MNCs occurs through “the necessary interdependence among units 
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employing members with different cultural origins” (Lawrence and Lorsch 1967). From the 

point of view of the MNC headquarters, the corporate culture of the subsidiary is a 

contingency that needs to be taken into consideration for subsidiary governance. The 

subsidiary’s corporate culture can be supportive or obstructive in complying with the MNC 

headquarters’ interests and is presumed to primarily affect the goal incongruence of the 

subsidiary governance Agency Problem. For example, organizational control literature 

shows that the probability of opportunistic behaviour was found to increase with perceived 

or actual cultural, hierarchical or geographical distance to parent companies, which 

moderated the subsidiary management’s risk aversion. Parent companies, on the other 

hand, perceived more powerful insecurity and attempted to obtain more information and 

control in the case of more distant subsidiaries (Egelhoff 1984; Chang and Taylor 1999). 

But culture also influences the information asymmetry towards subsidiary management. 

Earlier, the way in which evaluating subordinate behaviour becomes increasingly difficult, 

which also renders expatriate employment less successful, was discussed. Accordingly, 

information asymmetry was found to increase in the organizational control literature and 

incentive mechanisms were, for example, employed more frequently in cases of cultural 

distance to compensate for the information asymmetry (Roth and O’Donnell 1996).  

 

4.4.3.2 Subsidiary Environment-Centred Contingencies 
Next to the subsidiary itself, the local and national environment of the entity is predicted to 

feature contingencies of relevance to subsidiary governance. The environment is 

considered very important for subsidiary governance as its increasing complexity, 

dynamics, diversity and hostility is seen to increase uncertainty in organizational control 

literature (Baliga and Jaeger 1984). Fundamentally, a subsidiary is influenced by the 

corporate governance system of its host country. A corporate governance system is the 

system of all market, legal, societal and cultural aspects that determine the availability and 

efficiency of governance mechanisms (Roe 1993; La Porta et al. 2000). Covering the legal 

aspects of a corporate governance system, the legal corporate governance 

environment of the subsidiary is presumed to be of relevance to subsidiary governance. 

Against the background of corporate governance, the legal system of the country serves to 

protect the investments of shareholders (Jensen and Meckling 1976). A comprehensive 

discussion of the legal aspects relevant to subsidiary governance exceeds the scope of 

this investigation, as noted earlier, but among its main determinants are disclosure and 

accounting rules, voting rights, managerial and board members liabilities and bankruptcy 

regulations (La Porta et al. 2000). Steger (2004) points out that, depending on the 
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company, the legal system functions not only directly but also indirectly in unwritten ways. 

Hence, a favourable legal environment is expected to support the compliance of subsidiary 

management with MNC headquarters’ interests, while an unfavourable environment is 

predicted to obstruct it. 

 Similarly, the corporate governance culture of the subsidiary’s country is 

presumed to impact on subsidiary governance. The corporate governance culture of a 

country can be understood as a subculture of the national culture of a country. Von Werder 

(2005) referred to it as the “governance atmosphere” (p. 42), which comprises general 

societal and cultural values of a society as regards issues of governance, such as the 

appropriateness of management compensation or the condemnation of a specific form of 

opportunistic managerial behaviour. The corporate governance culture is different from the 

national culture of the subsidiary, which is considered along with the subsidiary’s corporate 

culture in this investigation, as they are complementary and impact on each other 

(Hofstede 2001). For example, the corporate governance culture comes into consideration 

in situations of hostile cross-border takeovers in connection with large divestments and the 

dismissal of local employees, as it was in the case of the takeover of the German 

Mannesmann AG by the British Vodafone Plc. in 2000. As at in November 2006, 

Mannesmann board members and managers were on trial regarding the internationally 

accepted payments for releasing the target company’s managers from their duties (FAZ 

2006a). The corporate governance culture of the subsidiary is assumed to regularly 

deviate from that of the group headquarters’ country and, again, is either favourable or 

unfavourable for the group headquarters. 

   Thirdly, the competition on the subsidiary’s markets is presumed to have an 

impact on subsidiary governance. Product market competition on the subsidiary’s markets 

was introduced as mechanism of classical corporate governance. This is expected to 

reduce the slack resources available for the management and therefore forces them to 

manage the company in the best interest of the shareholders in order to not be driven out 

of the market (Hart 1983; Jensen 1993). Given the peculiarities of subsidiary governance 

(in particular the entity’s embeddedness inside the MNC), a similar effect is predicted in 

subsidiary governance in that competition in the subsidiary’s markets reduces managerial 

discretion, but more weakly. 

  And finally, the complexity and dynamics of the subsidiary environment are 

presumed to impact on subsidiary governance. Following Bourgeois’s (1980) 

understanding, this investigation defines this contingency as the complexity and volatility of 

subsidiary’s environment factors, including clients, competitors, suppliers, regulatory 
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influences and technological or topographical peculiarities. Subsidiaries can face quiet and 

problem-free environments characterized by a safe and stable legal and political 

environment, a supportive infrastructure and slow technological developments. If this is not 

the case, the subsidiary management has to undertake considerably more effort to 

achieve and maintain success in the business. Hamilton and Micklethwait (2006) point out 

that the high-risk regions in which subsidiaries had little knowledge and experience and 

where political risk was high were partly responsible for the collapse of Enron. Hence, the 

discretion of the subsidiary management is reduced in the same way as for classical 

corporate governance. The second impact of the complexity and dynamics of the 

subsidiary’s environment is presumed to be on the information asymmetry towards 

subsidiary management. Several research streams allow for this conclusion. Firstly, 

organizational control research shows that the observability and measurability of 

subsidiary management behaviour and output becomes troublesome in complex and 

dynamic environments, as they require continuous changes in managerial action and 

adaptation (Eisenhardt 1989; O’Donnell 2000). Consequently, monitoring mechanisms 

were decreasing in efficiency and incentives could not be attached to subsidiary outputs or 

were too costly. The investigations of headquarters–subsidiary relationship researchers 

showed that subsidiaries in such environments were granted higher degrees of freedom 

and more flexibility to attach themselves closer to local markets (Garnier 1982; Martinez 

and Jarillo 1991; Harzing 1999). When investigating individual subsidiary control 

mechanisms, Kumar and Seth (1998) found that environmental uncertainty moderated the 

overall control and complexity of mechanisms in relationship with subsidiaries. They 

concluded that mechanisms that were too complex were inefficient in complex and 

dynamic environments, while cultural control and socialization was found to be unchanged 

in such circumstances. On the other hand, Contingency Theory research indicates that the 

state of interdependency between headquarters and subsidiaries increases along with 

environmental complexity and uncertainty (Lawrence and Lorsch 1967; Thompson 1967; 

Jacobs 1974). In an environment of complexity and changes, Ghoshal and Nohria (1989) 

found a similar type of headquarters–subsidiary relationship resulting from more imperfect 

knowledge and more disparate goals and referred to it as “mutual vulnerability” (1989). 

  

4.4.3.3 MNC Group-Centred Contingencies 
The third category of contingencies for subsidiary governance was identified as stemming 

from the group itself. Two contingencies are predicted to be of relevance to subsidiary 

governance, the first being the MNC group strategy. The contingent dependence of 
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subsidiary governance on strategy is fundamentally based on Contingency Theory’s 

predictions on subsidiary governance from above. Given the contingency dimension of 

MNC group that was identified, the MNC strategy is presumed to be one of the factors 

along which subsidiary governance is oriented. But the underlying concept is also based 

on Chandler’s (1962) paradigm that a group structure follows its strategy, which he 

deduced from research on US MNCs. Already in the 1950s, researchers emphasized that 

a globalized group needed a global structure as well, going beyond a mere international 

division that was unable to cope with increasing internationalization and organizational 

complexity.30 A well-known Stopford and Wells study in 1972 examined 187 MNCs in the 

USA and produced a framework that linked the specific international strategies of firms to 

particular organizational structures.31 Franko (1976) investigated 70 large MNCs in Europe 

and found a European structure, as opposed to US MNCs, that featured the direct 

reporting line from subsidiary managers to the MNC headquarters’ president.32 

 Research on optimal fits between strategy and structure is still ongoing and it is 

predicted that strategy impacts on subsidiary governance in several ways. Firstly, it is 

predicted that there is a direct link between strategy and corporate governance at the 

group’s headquarters. Steger (2004) refers to strategy and business model as “probably 

most important” (p. 42) for determining corporate governance on the headquarters level. 

His results indicate that strategic shifts in the company lead to equally strong shifts in 

corporate governance. For example, he found that one company changed its corporate 

governance system from checks-and-balances to a CEO-dominated one when it began 

pursuing a strong mergers and acquisitions strategy (Strebel 2004a). Hence, it is expected 

that the MNC strategy directly impacts on the role and responsibilities of subsidiary 

management and thereby on subsidiary governance as well. Secondly, the group strategy 

is predicted to impact on the information asymmetry, goal incongruence and managerial 

discretion of subsidiary governance. Goal incongruence is expected to be influenced by 

the MNC strategy through the allocation of an overall role and specific tasks and 

responsibilities to the subsidiary. Since the pioneer work of White and Poynter (1984), 

researchers have dealt closely with subsidiary roles in the framework of group strategies. 

Different typologies have been established, one of which identified a “world product 

mandate” representing a subsidiary with authority to develop, assemble and market one or 

                                            
30 See Clee and di Scipio (1959) and Clee and Sachtken (1964). 
31 See Stopford and Wells (1972). 
32 See Franko (1976)  
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several products independently (Crookell 1987). Birkinshaw et al. (1998) referred to this 

type as “high contributory role subsidiaries”. Such subsidiaries tend to have greater 

autonomy and are subject to less control than others (Alsegg 1971; Hedlund 1981; 

Taggart and Hood 1999). Other headquarters–subsidiary relationship researchers 

identified a distinct set of corporate strategy types followed by MNCs that restricts options 

for the MNC headquarters in relationships with the subsidiaries (White and Poynter 1984; 

Bartlett and Ghoshal 1986; Porter 1986; Prahalad and Doz 1987). That way, the particular 

relationship of the subsidiary towards the group headquarters can be understood as 

resulting from the intentions of the group headquarters (Chang and Taylor 1999).33 Bartlett 

and Ghoshal (1995) distinguished between international, multinational, global and 

transnational strategies. In the multinational strategy, for example, subsidiaries require 

larger degrees of freedom and more autonomy for subsidiary management as foreign 

product markets take up an important role.  

 The overall MNC strategy could also affect information asymmetry between the 

subsidiary and MNC headquarters by creating autonomy levels for subsidiaries (Johnston 

2005). Kim et al. (2005) therefore suggest a distinct model for the impact of subsidiary 

roles on the hidden actions and information of subsidiary governance, according to Agency 

Theory. It becomes clear that, given the manifold activities and businesses of MNCs, 

subsidiaries can bear a role anywhere between global rationalization to lateral 

centralization and that MNC strategies are diverse and complex (Rugman and Bennett 

1982; Crookell, 1990; Roth and Morrison 1992). Consequently, this investigation examines 

the role of the MNC strategy for subsidiary governance but it must be expected that direct 

links towards particular mechanisms will be harder to find.  

 Finally, the strategic importance of the subsidiary for the MNC group is 

expected to impact on subsidiary governance. A strategically important subsidiary is 

expected to be subject to different governance mechanisms than a strategically 

unimportant one. For example, organizational control finds that the 

role played by a particular subsidiary in the overall functioning of the multinational 

corporation generally has a significant influence on the extent of delegation 

provided to the subsidiary management. (Baliga and Jaeger 1984, p. 31) 
                                            
33 This represents a simplified assumption: researchers have identified additional drivers that determine 
subsidiaries’ roles, such as the subsidiary’s own choices (e.g. for innovations) and influences from the local 
environment (Birkinshaw and Hood 1998; Pearce 1999). However, the literature mainly assumes that the 
subsidiary strategic role is determined by the group headquarters (Jarillo and Martinez 1990; Gupta and 
Govindarajan 1991), and so does this investigation. 
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This could mean that managerial discretion and, hence, the potential for non-compliance, 

is larger in such cases. The strategic value of a subsidiary (as opposed to its strategic role 

within the MNC) “refers to the attributes or resources which enable the authority to be 

exercised” (Brooke 1984, p. 58). Such elements of subsidiary power can be competences, 

special equipment, client contacts or any other asset attached only to the subsidiary. 

Birkinshaw et al. (1998) referred to this type as “high contributory role subsidiaries”. These 

entities contribute a strong financial result to the group’s success or function as the 

supplier for other companies in the group. But strategic importance can also come from a 

set of shared values between the headquarters and subsidiary management (Prahalad 

and Doz 1987). In any case, this resource-based subsidiary power does not come from the 

authority assigned through the MNC headquarters (referred to as structural power, for this 

reason; Birkinshaw and Ridderstrale 1999). A number of researchers have dealt with 

defining and measuring the strategic value of subsidiaries. While a review seems like an 

issue of methodology at first, these results shed additional light on subsidiary governance 

and its mechanisms. Three distinct approaches can be identified in the literature on 

organizational control, which were traced back to the large number and variety of different 

subsidiary roles, tasks and contingencies of their activities (Govindarajan and Fisher 1990; 

Roth and O’Donnell 1996; Chang and Taylor 1999). Reviewing the literature, this 

investigation will refer to them as input-based, output-based or combination-based 

valuation approaches. Input-based subsidiary valuation is based on the assumption that 

the primary value of a subsidiary is derived from the input provided for other companies in 

the group, such as monetary or goods or services. The more parent company control is 

expected, the more subsidiary input there is. For example, Martinez and Ricks (1989) 

found a positive correlation between the number of transactions of US MNCs and their 

Mexican subsidiaries and the degree of control. Despite applying Agency Theory, their 

results are contrary to its predictions. Information asymmetry is presumed to be lower if 

steady contact exists between the subsidiary and the parent company. Then, output-based 

researchers rated a subsidiary’s value based on the assets, personnel, services or any 

other resources transferred to the subsidiary in order to set it up and keep it running (such 

as equity capital or the number of employees). Again, more control is predicted if the 

resources invested in it are higher. For example, Boyacigiller (1990) found that with 

increasing capital employed in the subsidiaries of a US bank, more expatriates were 

employed in these foreign entities. Finally, combined approaches to determine a 

subsidiary’s strategic value were composed of input-based and output-based variables 
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and included additional variables such as strategic functions in charge of the subsidiary 

(Egelhoff 1988a). 

 As can be seen, the impact of the strategic value of the subsidiary on subsidiary 

governance can be manifold and the literature has not reached a consensus on the 

results. Most authors assume that strategically important subsidiaries have greater 

autonomy and are subject to less control than others (Alsegg 1971; Hedlund 1981; 

Taggart and Hood 1999) while a minority holds the opposite opinion (Baliga and Jaeger 

1984). The result could be more information asymmetry, but also increased goal 

incongruence, as the group headquarters’ risk aversion increases in the case of 

strategically important investments (Chang and Taylor 1999). Such findings would be in 

line with classical corporate governance, which sees the threat of higher residual losses in 

cases of failure of larger investments as a prerequisite for incurring additional costs of 

governance (Eisenhardt 1989).  

 This leads to further assumptions. Individual mechanisms like cultural ones that 

require high administrative and financial investments still promise more returns (Ouchi 

1980). Therefore, MNC headquarters might invest in cultural control for subsidiary 

governance only in the case of strategically valuable entities. The result would also be in 

line with Agency Theory investigations on organizational control (Demsetz and Lehn 

1985). Researchers found that when a subsidiary bears a higher strategic value, an 

international interdependence of MNC entities can result that will urge MNC headquarters 

to ensure more securely that the subsidiary’s decisions and actions are in the best interest 

of the whole MNC (Astley and Zajac 1990). This interdependence exceeds that of the 

group headquarters’ interest in ensuring subsidiary management compliance and also 

covers subsidiary contributions to other companies in the group like components in 

manufacturing. Excessive monitoring can then be counterproductive as it decreases 

efficiency by impeding resource and information flows (O’Donnell 2000). 

 However, this possible impact of subsidiary strategic value on subsidiary 

governance also suggests that interdependencies towards the subsidiary’s size can occur. 

The reason is that subsidiary size is partly considered as a proxy for a subsidiary’s 

strategic value and group company interdependences can lead to measurability or 

observability issues with regards to subsidiary output (Gomez-Mejia and Balkin 1992a).  

 



 119

5. METHODOLOGY OF THE INVESTIGATION 
5.1 Framework 
Methodology constitutes the underlying paradigm and assumptions of a study. It is shaped 

by the research questions, aims, theoretical concepts and peculiarities of the topic and 

determines how the research is conducted (Remenyi et al. 1998). Most of classical 

corporate governance research is quantitative and is based on publicly disclosed, cross-

sectional secondary data on individual companies or group headquarters (Jensen and 

Meckling 1976; Fama 1980). Quantitative research is research generating numeric data 

that enables measurement of the object of investigation by differences in degree or 

amount (Hair et al. 1998; Remenyi et al. 1998; Bortz and Döring 2002). Most business 

research is quantitative, empirical research that aims at depicting reality as exactly as 

possible (Bortz and Döring 2002). For classical corporate governance, it seems obvious to 

rely on secondary data because listed companies are obliged to disclose and make 

publicly available large quantities of corporate information, such as by stock market 

regulations and additionally through voluntary publications for the purpose of investor 

relations.  

 However, this does not apply to subsidiary governance. Subsidiaries are commonly 

not publicly listed; they are subject to hardly any disclosure regulations and corporate 

information is transmitted only inter-group to parent companies and the group 

headquarters. Therefore, there is no publicly available information on subsidiary 

governance that can be employed in this investigation and no body of knowledge in the 

literature that one can build on. In fact, this is the case for subsidiary-related research in 

general, which has had a strong impact on the methodologies applied in it. Survey 

research became the dominant research method and, as an example, 74% of the studies 

on organizational control until the year 1988 were survey-based featuring large cross-

sectional MNC samples,34 using secondary data from independent research projects 

(Martinez and Jarillo 1989). Additionally, qualitative research using case studies was not 

uncommon (Leksell and Lindgren 1982; Kriger 1988). Qualitative research involves using 

non-metric scales to obtain equally non-metric data such as the properties, attributes or 

characteristics of people (such as their gender) (Hair et al. 1998; Bortz and Döring 2002). 

From a statistical perspective, qualitative data allows only for the assertion of the equality 

or non-equality of a state of an object. Surveying with questionnaires represents a 

                                            
34 A large sample is considered one that exceeds 30 objects of investigation (Mason et al. 1999). This 
investigation however aimed at a substantially higher number of responses. 
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systematic, formalized research approach to collecting information directly from 

respondents as well as aspects of their opinions or behaviour (Tull and Hawkins 1993). 

Yet the problem of obtaining quantitative data on subsidiary governance is much greater 

than that of obtaining data on subsidiaries in general. Corporate governance mostly deals 

with confidential issues of high importance at the top corporate level, involving the most 

senior managers and important issues. This topic has come under great public and 

regulatory scrutiny over the last years, which has led companies to an even more careful 

handling and disclosing of sensitive corporate information (so as to prevent lawsuits, for 

example). Many global companies have even imposed “no survey” policies when it comes 

to empirical research. As for subsidiary governance, the respondents would have to be the 

most senior managers in the group headquarters or subsidiaries, who commonly show 

little willingness to participate in surveys and render it difficult to obtain a critical mass of 

questionnaires. Therefore, research on subsidiary governance in MNCs was predicted to 

be highly complex and difficult, not least because it requires data on cross-country 

operations and different cultures (Tull and Hawkins 1993; Gillies and Dickinson 1999). 

Again, this methodological particularity is likely to be one cause for the research gap on 

subsidiary governance.  

 The research gap in the field of subsidiary governance and the interdisciplinary 

nature of the field requires an explorative investigation to obtain a large volume of data for 

a comprehensive set of variables. Exploratory empirical research is research based on 

little knowledge in a field that establishes a fundamental understanding in the field and 

aims at providing a basis and recommendations for further research and theory building 

(Bortz and Döring 2002; Newman et al. 2003). So, while obtaining primary data through 

surveying seemed the most reasonable method for understanding subsidiary governance, 

the particular difficulties were to achieve sufficient participation in a survey on a 

confidential topic in order to obtain a large dataset on a comprehensive range of variables. 

The research methodology was specifically designed to best consider these peculiarities 

and achieve the research objectives set earlier.  

 This investigation employs a survey-based empirical approach obtaining primary 

data for quantitative analyses that is supported by evidence from interviews and qualitative 

analyses (see Figure 7). The approach is thus one of mixed methods, as it combines 

quantitative and qualitative research techniques (Teddlie and Tashakkori 2003). Based on 

a deductive theoretical approach, this investigation is quantitatively driven and 

simultaneously emends qualitative data, representing a classical mixed-methods approach 

(More 2003). Despite criticism of mixed-method approaches, a combined methodology is 
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increasingly common especially in the social sciences, and it is valuable for research 

because it enables simultaneous confirmatory and exploratory research (as opposed to 

most quantitative research), a complementation of strengths and a compensation for 

weaknesses (Creswell et al. 2003; Maxwell 2003; Morse 2003; Teddlie and Tashakkori 

2003). The result is usually richer information than that obtained by relying on a single 

method only (Durrall and Towler 2003). Triangulation is one of the methodological 

principles of this investigation and it takes place on several levels, in terms of 

simultaneous and overlapping quantitative and qualitative data collection (concurrent 

triangulation) and in terms of different data collection methods, where additional qualitative 

 

Figure 7: Methodological framework of the investigation 

Source: based on concurrent triangulation, according to Creswell et al. (2003) p. 213; and 
Morse (2003), p. 199 

 

data is employed to cross-validate and verify results from the quantitative part of the 

investigation (Morse 2003). Qualitative data therefore functions as supplementary 

evidence and is used to help explaining results from quantitative analyses (Creswell et al. 

2003). Triangulation is also employed on the level of the individual methods applied, 

namely in the form of two types of quantitative analyses. Firstly, basic quantitative (i.e. 

descriptive) statistics for variables on governance mechanisms and contingencies of 

subsidiary governance are presented and discussed. In a second step, propositions on the 
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importance of subsidiary governance mechanisms and their contingent causes are tested, 

and the results are discussed. Further triangulation is achieved on the level of individual 

statistical methods, where regression and correlation analyses are used simultaneously to 

provide more scientific value (statistical triangulation). Finally, triangulation is employed in 

the discussion of the results where the theoretical framework of subsidiary governance 

and research from classical corporate governance and from organizational control are 

employed to assess and discuss results (theoretical triangulation). By employing a mixed-

methods approach to subsidiary governance the investigation is able to combine, compare 

and discuss quantitative results with qualitative results where possible, which best 

matches the inductive, empirical part with the deductive, theoretical first part and the 

overall exploratory purpose of the investigation. Additionally, this combination of methods 

is used to enhance the reliability and validity of the results, which will be discussed later. 

 

5.2 Sampling 
Sampling is driven by the conceptual framework of an investigation and the research 

questions (Kemper 2003). Several steps are required in the sampling process, which 

begins with the definition of the population (Tull and Hawkins 1993). A population is the 

“entire group of individuals or objects under consideration” (Mason et al. 1999, p. 258) and 

features the object of investigation. For the selection of the specific object of 

investigation, the principle of the highest suitability for achieving the research objectives 

was used (Bortz and Döring 2002). The review of corporate governance and related 

literature and the theoretical analysis of subsidiary governance suggested that MNCs were 

the most suitable object of investigation, for several reasons.  

Firstly, MNCs triggered a series of scandals regarding subsidiary governance, 

which allows for the existence of the subsidiary governance dilemma in MNCs. It is also 

the centre of attention of classical corporate governance research in industrialized 

countries, which enables the comparison of results on subsidiary governance in MNCs 

with those of classical corporate governance research. Yet the primary value of the MNC 

for investigating subsidiary governance stems from its peculiarities, as the theoretical 

analysis of subsidiary governance showed. The MNC faces the most diverse and powerful 

causes of and influences on the subsidiary governance Agency Problem both from 

contingencies within the group and outside it. On the inside, the MNC features high 

organizational complexity and involves most diverse interest groups, which has led 

researchers to conclude that the MNC made the best object of investigation for subsidiary-

related research (Ghoshal and Nohria 1989; Chang and Taylor 1999). Outside the MNC, 
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its business activities are exposed to a plurality and heterogeneity of business 

environments and influencing factors, as the organization is active in very different 

economic, social and cultural environments (Hofstede 1980; Phatak 1989; Ghoshal and 

Bartlett 1990). The MNC faces such complex environmental, subsidiary-specific and 

strategic shaping factors that operational contexts with multiple decision options are 

created within the MNC and result in low task programmability and ambiguous causal 

relationships (Eisenhardt 1988, Gerhart and Milkovich 1990, Rajagopalan and Finkelstein 

1992; Roth and O’Donnell 1996). Examples of the numerous studies with MNC samples 

include the impact of management team nationality on communication and trust (Egelhoff 

1984; Torbiörn 1985; Boyacigiller 1990), the perceived risk and uncertainty by parent 

companies that is contingent upon environmental factors (Chang and Taylor 1999) or their 

overall difficulties and efforts of subsidiary control (Egelhoff 1984).  

Consequently, the MNC was chosen as object of investigation for subsidiary 

governance. The unit of analysis of this investigation is the Agency relationship of 

subsidiary governance that one MNC headquarters maintains towards its subsidiaries and 

the contingencies that this relationship is subject to. The data are therefore cross-sectional 

as they observe a series of variables across different objects of investigation at the same 

point in time (Gujarati 1995). Although cross-sectional data are sometimes considered 

inferior in quality, this weakness is shared “with most of the other empirical research” on 

subsidiaries (Nohria and Ghoshal 1994, p. 496). 

 As a result, it is possible to describe appropriate criteria for the sample 

selection. The choice of the MNC as object of investigation results in two characteristics 

of the sample. It falls across countries and industries and therefore also across legal 

systems of corporate governance. The globally dispersed and economically integrated, 

interdependent structure of the MNC is considered inseparable from its cross-country and 

cross-industry context (Kobrin 1991; Morrison and Roth 1992; Roth and Ricks 1994). In 

fact, the peculiarities of MNCs were specifically exploited in numerous studies, for example 

on headquarters–subsidiary relationships (Ghoshal and Nohria 1989; Roth and O’Donnell 

1996; Kumar and Seth 1998; Harzing 2000; O’Donnell 2000). However, applying cross-

industry sample data can lead to issues of sample homogeneity and comparability (Snow 

and Hambrick 1980). The choice of sample was therefore based on several 

considerations. Firstly, the theoretical analysis suggested that subsidiary governance is 

not congruent with legal systems and legal governance mechanisms. The reason is that 

subsidiaries are subject to influence and control by group headquarters through the 

group’s business organization, but not its legal structure. One outcome of this situation 
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was a neglect of subsidiary board structures. Another outcome was the identification of 

subsidiary governance mechanisms independent of the legal corporate governance 

system and markets of a country. Hence, the differences in the availability and efficiency of 

subsidiary governance mechanisms are assumed to be negligible across countries.  

 Furthermore, it is explicitly useful to investigate country-specific differences in the 

context of subsidiary governance contingencies. The theoretical analysis of subsidiary 

governance predicted that these contingencies determined the Agency Problem and 

explained the governance mechanisms that can be found in practice. This includes not 

only differences from dissimilar legal systems, but all other contingencies attached to 

countries that impact on subsidiary governance and are grounded in the corporate 

governance system of that country. A corporate governance system was introduced as a 

system of all market, legal, societal and cultural aspects that determine the availability and 

efficiency of governance mechanisms (Roe 1993; La Porta et al. 2000). Hence, Gillies and 

Dickinson (1999) postulated that from the conceptual point of view a study on subsidiary 

governance in MNCs required broad, concerted cross-country research (1999). Other 

researchers suggested that cross-country samples would achieve more explanatory value 

and explain inconsistencies in Agency Theory research. For example, Roth and O’Donnell 

(1996) traced their lack of evidence for specific components on subsidiary manager 

financial incentives (e.g. regarding corporate performance) back to a lack of diversity in the 

culture and subsidiary roles in their sample. Chang and Taylor (1999) similarly suggested 

using more diverse samples after finding evidence for only one of the three items that they 

had suggested could moderate the positive relationship between the degree of ownership 

and the output control used in subsidiaries. Therefore, I argue that this broader, cross-

country approach will allow for more conclusions and a greater explanatory value of the 

results obtained. 

 The exploratory purpose of this investigation also suggests that a cross-country and 

cross–industry sample can lead to more generalizable subsidiary governance results. 

Usually, generalizability requires, though hardly ever fully attains, a larger variety of 

countries and industries than a sample with only the national companies operating in the 

same industry. In fact, a particular benefit of Contingency Theory is that it enables coarse 

approaches that yield richer, more general results by considering more variables. It has to 

be noted, though, that researchers have already found industry differences in Agency 

Theory research. For example, industries were found to impact on compensation 

strategies and incentive mechanisms (Balkin and Gomez-Mejia 1987; Galbraith and Merrill 

1991). But the most valuable Contingency Theory results are considered as those that are 
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true and generalizable to a cross-industry context (Ginsberg and Venkatraman 1985). 

Nevertheless, the methodology considers the cross-country and cross-industry nature of 

the sample by addressing the subsidiary governance approach in the whole MNC, and not 

only in the one of the respondent’s company. Hence, respondents’ answers are not based 

on one particular country or industry, but on subsidiary governance in the whole MNC. 

Additionally, it is controlled for the impact of the MNC headquarters’ home country, which 

is expected to be grounded in cultural factors. Therefore, this investigation applies 

Hofstede’s (1980, 2001) cultural typology concept, which clusters countries along similarity 

criteria. Impacts of specific countries on subsidiary governance are then considered on a 

regional level. 

 The predominant part of classical corporate governance research is conducted in 

the USA. Europe and Asia are considerably less well investigated in terms of empirical 

research on corporate governance. The same applies to subsidiary governance, although 

the entire field lacks current, comprehensive empirical evidence, which renders any 

sample very valuable. Only Costello (2002) studied subsidiary governance on the US 

subsidiaries of foreign MNCs. The only true cross-country study on subsidiary governance 

is from Kriger (1988), who send questionnaires to a sample of 210 CEOs of MNCs 

headquarters residing in Europe, the USA and Japan and asked them to forward three 

more questionnaires to other foreign (but unknown) companies in the group. The USA is 

generally described as displaying considerable peculiarities in corporate governance, 

compared to other countries and regions in Europe and Asia. Hence, surveying US MNCs 

did not seem to be very promising for the objective of an explorative investigation with 

generalizable, cross-country results on subsidiary governance. Therefore, this 

investigation focuses on MNCs headquartered in Europe, which are defined as the sample 

population (Tull and Hawkins 1993). The investigation thereby not only addresses the 

large overall gap regarding empirical research on corporate governance in Europe; the 

sampling approach also promises to produce results on existing but minor regional 

corporate governance differences in a larger variety of homogeneous and thus 

comparable countries on the European continent. Thus, Europe is considered the most 

suitabile for cross-country subsidiary governance research. Given the broad, exploratory 

and causality-testing objectives of this investigation, the sampling approach thereby 

follows the logic of maximum variety, according to Cook and Campbell (1979) in order to 

ensure that “the presumed causal relationship can be generalized to and across alternate 

measures of the cause and effect as well as across different types of persons, settings and 

times” (external validity) (p. 37). 
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 The key informant for the study had to be the most knowledgeable person on the 

relationship of the MNC headquarters towards its subsidiaries, the governance 

mechanisms employed and the contingencies of subsidiary governance. As corporate 

governance takes place on the most senior level in companies, the key informant had to 

be in the group headquarters or subsidiary management. Two distinct approaches have 

been used in studies on subsidiary-related research in the past. Roth and O’Donnell 

(1996), Kumar and Seth (1998), Harzing (2000) and others surveyed subsidiary managers. 

This approach seems risky for subsidiary governance, considering the peculiarities of the 

issue: subsidiary managers are mostly aware of the situation of their own company located 

in a specific country and facing a limited set of governance mechanisms and 

contingencies. Subsidiaries have peculiar interests and goals that are likely to diverge and 

can lead to diluted results (Ghoshal and Nohria 1989). Similarly subsidiary managers 

might not know about the specific reasons for the employment of the governance 

mechanisms introduced by the group’s headquarters, nor might they be aware of all the 

mechanisms at work. For example, subsidiary managers could be unaware of 

mechanisms like group-wide corporate culture or non-financial incentives. Secondly, the 

subsidiaries’ weaker position compared to the group’s headquarters regarding 

competences and decision authority might result in a response bias.35 Furthermore, 

subsidiary managers might feel urged to use the occasion of being asked about the 

group’s headquarters governance approach to utter criticism.  

 The MNC headquarters’ managers, on the other hand, overview the whole MNC 

and all subsidiaries. They are expected to be aware of the corporate governance of all 

their subsidiaries, the mechanisms employed and the contingencies by which they are 

determined. Consequently, the MNC headquarters’ management was identified as the 

most valuable survey respondent. This study therefore continues the tradition of studies 

like that of Ghoshal and Nohria (1989), O’Donnell (2000) and others in surveying 

headquarters’ managers. Surveying MNC headquarters’ management is considered 

particularly useful for such purposes because perceptions from the headquarters’ 

management are important in understanding internal MNC issues (Anderson and Paine 

1975; Brooke 1984; Ghoshal and Nohria 1989; O’Donnell 2000). One reason for this is 

that the headquarters–subsidiary relationship is presumed to be the result of the group 

headquarters’ intentions (Anderson and Paine 1975; Chang and Taylor 1999). But this 

                                            
35 A bias is a systematic error occurring in a consistent manner while measurement is being conducted (Tull 
and Hawkins 1993). 
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investigation sent additional questionnaires to MNC subsidiary managers, based on 

previous multiple dimension sampling approaches of comparable studies (Kriger 1988; 

Ghoshal and Nohria 1989). The distinction between these two samples is used throughout 

the investigation to compare results regarding differences, irregularities and 

inconsistencies. Their purpose is to integrate the results from the subsidiary manager 

sample to achieve complementarity, cross-validation and triangulation. The two sub-

samples are controlled for as dichotomous variables in advanced statistical analyses. 

Employing these two samples is also considered to fostering the generalizability of the 

results for the whole population in cases where the results do not deviate (Hair et al. 

1998). 

 However, the primary key respondent had to be the MNC headquarters’ managers, 

due to the peculiarities of subsidiary governance outlined above. This sampling approach 

is considered to be difficult due to the strongly restricted accessibility, unwillingness and 

lack of readiness to participate of the most senior group management. In addition, the 

explorative Contingency approach required a large response rate on its own to produce 

significantly sized sub-samples for scientifically appropriate analyses. The recommended 

minimum for such sub-samples is a minimum of five observations per independent 

variable and a desired level of about 15 to 20 observations, which is then also predicted to 

be generalizable (Hair et al. 1998). Against this background, the source and contacts of 

the sample was chosen. The primary objective was to obtain a sufficiently large number of 

responses despite the seniority of the key respondents at the MNC headquarters and 

subsidiaries and their reluctance to disclose information on the sensitive field of corporate 

governance. This is necessary in order to produce results of generalizability and to avoid 

statistical tests becoming overly sensitive (Hair et al. 1998).  

For these reasons, the sample contacts were sourced from a database at the 

International Institute for Management Development (henceforth: IMD) in Lausanne, 

Switzerland, where the research project was hosted. The affiliation and direct personal 

relations of many MNC managers with the IMD institution, its members and project 

participants as well as previous research experiences with the same sampling approach 

allowed for the conclusion that surveying the most senior MNC managers was not too risky 

and could lead to the desired response rate. Groups of companies were selected with a 

minimum of two entities in different countries and their headquarters’ managers were 

included in the sample. Although the up-to-dateness and importance of the topic 

subsidiary governance is considered to increase survey participants’ readiness and 

willingness, three additional approaches were applied that are considered in the literature 
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to increase the survey recipients’ readiness and willingness to participate and thus 

improves the response rate (Tull and Hawkins 1993; Bortz and Döring 2002). The 

respondents were assured complete anonymity and that no corporate information 

published would enable the identification of the respondents’ MNC.36 they were reminded 

to participate by several follow-up mailings and they were offered a summary of the 

research results once the research project was completed. In addition, a number of 

different response channels was provided to ensure the easy and rapid return of the 

questionnaires.  

The sample size was selected to enable advanced statistical analyses and yield 

enough statistical power. Statistical power is the probability of detecting a statistically 

significant regression coefficient for a specific sample size (Hair et al. 1989, p. 165). 

Hence, the sample size has a direct impact on statistical power, which, although it is less 

relevant for testing undirected hypotheses, its accuracy increases with larger sample sizes 

(Bortz and Döring 2002). Additionally, the heterogeneity of the sample and resulting 

dispersion required additional attention to the sample size to ensure a successful 

Contingency Theory study (Mason et al. 1999). This scientific power aimed at generating a 

thorough database from the sample with rich data that allows for triangulation across the 

different variables (Kemper 2003). In following generally accepted sample size criteria this 

investigation aimed at achieving a sample size exceeding 100 in order to be able to detect 

fairly small R2 values of 10 to 15% with around 10 independent variables at a significance 

level of 0.05 (Hair et al. 1998). In total, 1032 contacts at MNC headquarters and 923 

contacts of subsidiary managers were selected for the sample. Yet, as in this final step the 

particular mode of sourcing the sample lacks a precise scientific framework, the approach 

must be considered convenience sampling. Convenience sampling means non-probability 

sampling and refers to all sampling approaches that select sampling units with an 

unknown chance of each unit of the population being selected (Tull and Hawkins 1993; 

Mason et al. 1999). Probability sampling, on the other hand, is the most common case in 

business research (Tull and Hawkins 1993), while convenience sampling is considered a 

methodological weakness and can be subject to bias (Tull and Hawkins 1993; Mason et al. 

1999; Saunders et al. 2003). However, the specific type of sample is less relevant for 

explorative studies (Bortz and Döring 2002) and convenience sampling approaches were 

                                            
36 Anonymous surveying is also thought to prevent statements of social desirability and is not uncommon in 
research on MNC subsidiaries (Chang 1993). However, a fairly large number of questionnaires was 
identifiable through corporate information on the questionnaire that was sent back. This additional 
information was used for reliability tests (see below). 
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shown to lead to reliable, robust results and contribute to theory (like the “transnational 

corporation” of Ghoshal and Nohria 1989, p. 373). It was argued above that the particular 

reason for the sampling approach in this study was the direct access of the researcher to 

the most senior MNC managers, which was deemed essential to obtain the necessary 

response rate for the sensitive topic of subsidiary governance.  

 

5.3 Organization of the Research Project 
The organization of the research project took place as part of a larger research project 

at IMD, referred to as “Global Corporate Governance Research Initiative”. Both the 

interviews and survey of this investigation were undertaken in the framework of this 

research initiative. However, all research steps required to produce the data and according 

results for this thesis were performed by the author himself alone. Other members of the 

research team were involved only for several group interviews and as subject matter 

experts in the course of the evolving research project. The sequence of the research steps 

in the project therefore follows the recommendations for exploratory, mixed-method 

research designs partly discussed earlier (Morse 2003), adapted for the research 

purposes of the investigation. In following Creswell et al. (2003), “concurrent triangulation” 

is used so that qualitative data is obtained both before, during and after the collection of 

strong quantitative data, as is common in most mixed-methods designs. This is in line with 

Contingency Theory research project phases, for example Harrigan’s (1983) sequence 

recommendations from relatively “fine grained” to more “coarse grained” methodologies.37 

The research project was carried out in five overall phases (Table 1).  

 In the first phase, an extensive literature review was conducted into the field of 

corporate governance, subsidiary governance and the related fields of organization and 

management sciences. Additionally, preliminary interviews were conducted with managers 

of European MNCs at headquarters and subsidiary levels with the aim of identifying, 

describing and analysing the topic and issues of subsidiary governance in MNCs.38 The 

complete list of interviews is reported in the annex (Table 35, annex). In the second phase, 

the information obtained was combined and a self-reported questionnaire was drafted. 

This questionnaire was tested by surveying a group of 42 MNC managers with particular 
                                            
37 The approach is extended in so far as Harrigan focuses only on the level of business strategy and does 
not consider theoretical elements such as Contingency factors (Ginsberg and Venkatraman 1985). 
38 All interviews were conducted in English or German. Even though English was sometimes not the 
interviewee’s native tongue, it is commonly accepted as a working language in most MNCs and, hence, also 
for MNC research. Therefore, it is presumed that no response bias was caused by this, as pointed out 
previously in related studies, Kriger (1988). 
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expertise on corporate governance.39 The responses and feedback on the questionnaire 

were analysed and the questionnaire optimized accordingly.  

 

Table 1: Organization of the research project 

Source: Author 

 

 Then, in the third phase, the initial send-out of the questionnaire to all 1955 MNC 

headquarters and subsidiary managers in the sample took place (Table 36, annex). The 

questionnaire is self-administered and the participants indicate their answers in fields next 

to the respective question on the document. In principle, the surveying method follows 

the “total design method”, according to Dillman (1978), the scientifically most well known 

and usual surveying approach. Three independent waves of questionnaires were sent out 

in phase three and four of the research project, whereby the second and third wave 

represented reminders that again featured the questionnaire. The approach differs from 

the total design method in two ways. Dillman (1978) had originally recommended sending 

reminders to the recipients of the first wave after two weeks and to those of the second 

                                            
39 The survey participants were managers, board members and company secretaries of MNC headquarters 
and subsidiaries. The survey was conducted as part of the IMD programme, “Discovery Event Company 
Secretaries” in Lausanne, Switzerland, on 21 October 2004. 
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wave after six weeks. This investigation extended the time-lags between the send-out and 

the first reminder from two to four weeks and between the first reminder and the second 

reminder from two to four weeks. This was based on information from the preliminary 

interviews and the questionnaire pretest that showed that a large number of managers 

were willing to participate in the survey but were unable to do so on too short notice. The 

main causes of this were travel-related absences from their home office or temporary time 

restrictions. Hence, to ensure the maximum exploitation of the proportion of MNC 

headquarters and subsidiary managers willing to participate in the study, the time-lags 

were extended. The survey also deviates from Dillman’s (1978) recommendation to send 

reminders only to non-respondents in the study. This investigation employed anonymous 

questionnaires to increase the willingness and readiness of MNC managers to participate, 

as argued above. Therefore, the first and second reminders were sent to the complete 

initial sample, because it was not possible to identify the entirety of respondents. This 

approach is not expected to lead to any distortions in the results (in particular, response 

bias), apart from the reception of several double responses that were identified and used 

to test the interrater-reliability of the responses. 

 Different survey distribution channels were used to best reach the managers in 

the sample. Based on previous experiences with a similar sample, the recipients were 

approached by email where possible.40 In 53% of the cases, the direct work or private 

email address of the MNC headquarters or subsidiary manager was available and used to 

send the survey. This can be considered a rare and valuable opportunity and is presumed 

to positively impact on the response rate. The remaining 47% of questionnaires was sent 

out to the regular, direct work mailing address of the recipient. Each send-out featured a 

cover letter and the survey questionnaire (Figure 37, annex). Both email and regular mail 

cover letters featured an internet link with the offer to participate in an online version of the 

survey to facilitate sending the completed questionnaire back to IMD. Additionally, survey 

respondents could return the questionnaire by fax or regular mail. The overall concept of 

approaching the sample contacts by email and regular mail and the possibility of returning 

the questionnaire by email, regular mail and online is considered comprehensive and 

appropriate for surveying MNC headquarters and subsidiary managers. For those 

respondents that received the survey by regular mail, an additional time period of several 

                                            
40 Previous IMD research has indicated that managers are best reachable and most responsive if contacted 
by email. Board members, on the other hand, produced higher response rates when contacted by regular 
mail. 
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days was allowed for the time-lag before sending reminders to ensure reception of the 

mail. Finally, in the fifth phase of the research project, the research results from the 

interviews and the survey were combined, analysed and evaluated. Two more interviews 

followed subsequent to the beginning of the survey, which led to a concurrent triangulation 

methodology, as discussed above. Overall, the qualitative research comprised seven 

interviews (Table 35, annex).  

  

5.4 Operationalization 
The operationalization of a study is the operative implementation of variables by measures 

to survey the data necessary for the answering of the research questions (Bortz and 

Döring 2002). In empirical survey research, measurement deals with the methods and 

types of instruments used in the questionnaire to determine the quantitative property of 

what is to be measured (Tull and Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002). 

The instruments of measurement are the items and scales contained in the questionnaire. 

Two dimensions of measurement exist (Hair et al. 1998). Multiple item measurement 

measures a variable with a construct of two or more items. It is also called composite (or 

multidimensional) measurement. Single item measurement measures a variable with one 

item and is also referred to as unidimensional measurement. This investigation applies 

solely single item measurement. Unidimensional measurement is considered more subject 

to measurement errors than the use of composite measures (Ghoshal and Nohria 1989; 

Hair et al. 1998). This investigation also applies perceptual measurement for the variables 

on governance mechanisms and contingencies, which ask the respondents about their 

personal opinions on an item (attitude scale) (Tull and Hawkins 1993). The shortcoming of 

a single item, perceptual measurement, as pointed out earlier by researchers (see Downey 

and Ireland 1979 for a review), are acknowledged for this study, too. Yet, the employment 

of unidimensional, perceptual measures is determined by the peculiarities of the research 

topic and the research objectives of an investigation (Tull and Hawkins 1993). Kriger’s 

(1988) study on subsidiary governance employed unidimensional perceptional measures 

for the role of the board of directors in subsidiaries; Nohria and Ghoshal (1994) used them 

to measure environmental uncertainty and complexity for subsidiaries; Roth and O’Donnell 

(1996) used them for the importance and aims of subsidiary roles. Furthermore, such 

measurement is not unusual in research fields related to subsidiary governance. This 

investigation therefore builds on a tradition of organizational research that believes that the 

key to the appropriate measurement of organizations’ actions and outcomes is through the 

perceptions of the managers who steer the company (Lawrence and Lorsch 1967; Duncan 
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1972; Starbuck 1976; Weick 1979; Ghoshal and Nohria 1989; Boyd and Dess and 

Rasheed 1993, Anderson and Forsgren 1996; Kumar and Seth 1998; O’Donnell 2000). In 

fact, it was discussed earlier that the particular headquarters–subsidiary relationship can 

be seen as the outcome of the group headquarters’ intentions (Chang and Taylor 1999). 

But more importantly, the following points are to be taken into consideration for evaluating 

the measurement concept:  

 

1. Firstly, the research gap in subsidiary governance necessitated an exploratory 

research approach. Because of the nature and state of the field, one research 

objective is to produce first insights and conclusions on subsidiary governance on 

which further research can build. The consequence is that there is no theoretical or 

empirical research in the field and the investigation faces a lack of established 

measurement constructs for most variables. This includes the variables of 

subsidiary codes and the legal corporate governance environment of the subsidiary. 

Other aspects of the variables are considered to be close to objective 

immeasurability (as opposed to subjective measures) or commonly accepted 

multi-item measures have not yet been developed. This is the case for non-financial 

incentives for subsidiary managers (such as career opportunities). The variable is a 

purely perceptual, multifaceted one based on the superiors’ evaluation of the 

subordinate’s performance. Yet, as previously pointed out by Eisenhardt (1989), 

they “present empirical difficulties, but they also mirror real life” (p. 71). Again, no 

commonly accepted measures that could have been employed exist for such 

variables. 

2. Secondly, for those variables where such measures have been developed, 

considerable discrepancies in measurement constructs exist. This concerns 

financial incentives, subsidiary size and strategic importance. For example, Taggart 

and Hood (1999) employed two measures for subsidiary size in the same study, 

one based on the employees and one on sales and found opposing results in the 

same study. In the case of subsidiaries’ strategic importance, it was noted earlier 

how subsidiary importance was measured either based on outputs (such as 

supplying the group with goods) or inputs (such as the total of assets invested in the 

subsidiary) (Jarillo and Martinez 1990; Kobrin 1991). A third group deduces the 

subsidiary’s importance from managerial perceptions, for example on the degree of 

group company interdependence (Roth and Morrison 1992; Taggart 1997a; 

O’Donnell 2000). Consequently, researchers argue that differences in measurement 
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constructs caused similarly considerable differences in empirical results, which 

still include disagreement on the impact of subsidiary importance on its autonomy 

today (Young et al. 1985; Gates and Egelhoff 1986; Hedlund 1989; Harzing 1999).  

3. Considering the absence of established composite measures for many of the 

variables explored, it becomes necessary to avoid problems of comparability 

through the employment of different measurement types in this investigation. The 

survey produces cross-sectional data on variables that are of strongly 

heterogeneous nature. In part, they are numeric (such as financial incentives, 

subsidiary size); in part legal (such as the legal corporate governance environment 

of the subsidiary) and in part purely perceptual (such as a challenging subsidiary 

environment). The absence of existing empirical research in the field obstructed the 

usually valuable and insightful comparison of the results of this investigation with 

existing findings. Therefore, it was particularly important to ensure that the results 

on individual variables obtained were interpretable and comparable. Other than 

standardizing scores through statistical operations (Tull and Hawkins 1993), it was 

deemed suitable to employ managerial perceptions as the common link between 

cross-sectional variables, as previously done by Ghoshal and Nohria 1985 and 

others. 

4. In the same way, problems of interpretability can emerge. This investigation 

employs a combined Contingency–Agency Theory concept and both theories by 

themselves already feature characteristics of multidimensionality, reciprocity and 

interdependence. This obstructs the identification of suitable, reliable and 

contingency-independent measurement constructs for variables, in particular for 

Contingency Theory. For example, it is possible that exactly the same environment 

can be evaluated as complex and difficult by a subsidiary management aiming at 

greatly increasing market share and sales, while another subsidiary with a different 

strategic orientation would not (Ghoshal and Nohria 1985). In applying objective 

measures for the two variables, this difference would not be noticeable. Therefore, it 

seemed more promising to measure the perceived score of a value. Nohria and 

Ghoshal (1994) applied a perceptual measure to survey environmental uncertainty 

and complexity for subsidiaries and Roth and O’Donnell (1996) did the same for 

“perceived subsidiary effectiveness” to ensure the appropriate acknowledgement of 

different subsidiary roles in the eyes of the MNC headquarters.  

5. Finally, the characteristics of the sample that are deemed most suitable for a 

survey on subsidiary governance suggest the measurement approach to be 
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applied. The largest part of the data of the investigation had to be collected from 

MNC headquarters’ managers, a target group known to feature tight time 

constraints and to be protected from any inquiry, and especially any external inquiry 

like a survey. This high seniority of the key informants for this study together with 

the sensitive nature of subsidiary governance lead to the identification of a sufficient 

response rate as a core challenge for achieving the research objectives. Earlier, it 

was argued that the number of responses exceeding 100 can be considered a 

critical size for the advanced statistics necessary for this investigation. It is apparent 

that the resulting number of items for multidimensional measurement of each 

variable would be excessive. Although estimates are difficult, it is presumed that the 

effect of such measurement on the time required to fill out the questionnaire, on the 

willingness and readiness of MNC headquarters’ managers to participate and 

ultimately and directly on the response rate would have been considerable. 

Therefore, a questionnaire featuring too many items was considered 

counterproductive for the research objectives. 

 

Exploratory research is said to be guided by theory and based on empirical analysis that 

aims at probing the adequacy of theory more than technical perfection, as desirable as the 

latter is (Popper 1945). Yet, in evaluating the overall concept of measurement of this 

investigation, it is again emphasized that applying unidimensional, perceptual measures 

can in no case provide the same scientific strength for the results as the use of objective, 

multidimensional measure constructs. This is one of the reasons why the results of the 

empirical investigation must be evaluated and interpreted cautiously and with respect to 

their direction only, but not to their strength. Furthermore, additional statistical operations 

are performed to compensate for potential measurement issues. Among those is the 

double response analysis already mentioned, which is used for an interrater-reliability 

analyses providing evidence on the reliability of the measures.  

 An integral part of measurement is the employment of scales that exist on different 

levels and determine whether the statistical operations are applicable and useful (Tull and 

Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002). Grounding in Steven’s (1946)41 

work, the levels of measurement applied in this investigation are nominal, ordinal or 

interval scales.42 Nominal or ordinal scales represent non-metric measurement and lead to 

                                            
41 See Stevens (1946) for more details. 
42 The fourth level of measurement, which is not employed in this investigation, is ratio scales. 
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obtaining qualitative data (Tull and Hawkins 1993; Hair et al. 1998). Nominal measures 

assign numbers to categories, which enable the comparison of frequencies in terms of 

equality or non-equality (categorical scale). Ordinal measures assign the number allocated 

to the item with a rank, which enables them to be ranked in a specific order (rank variable). 

As opposed to nominal measures, ordinal measures allow for additional statistical 

operations, including the calculation of medians and greater–less comparisons. Finally, 

with interval measurement, metrical data is obtained and this done by scales in which 

differences in the numbers represent equal differences in the intervals. The level of 

measurement precision increases from the nominal to the ordinal and interval scales and 

so does the possibility of additional statistical operations (Tull and Hawkins 1993). Interval 

scales provide the best level of measurement and enable the performance of almost all 

statistical operations (Hair et al. 1998). The particular measurement scales and the 

variables they measure in the questionnaire of this investigation are as follows (Table 37, 

annex): 

 

- Nominal scales are used to raise categorical data for descriptive statistics on 

subsidiary governance. These include items seeking data on the investigation’s 

control variables, such as the respondents’ position in the group and their function 

in the company or the home country of the group’s headquarters. The first item also 

featured an open-ended text field, while the second consisted of only an open-

ended text field. Nominal scales were also employed for items on subsidiary 

governance problems predicted by Agency Theory. The questionnaire featured a 

set of nine specific examples of information asymmetry or goal incongruence issues 

between the group’s headquarters and its subsidiaries measured with one binary 

scale each. An empirical proof of subsidiary governance problems and Agency 

characteristics of the underlying relationship using advanced statistical operations is 

not part of the research objectives of this investigation. Therefore, the results are 

simply reported and briefly discussed.  

- Ordinal scales are employed to survey the group’s subsidiary governance 

approach and the control variable of group size. The group’s governance approach 

is measured through four distinct ordinal statements, which, strictly speaking, are 

multiple-choice items and consequently fall within a nominal scale. However, the 

four items represent statements increasing in terms of importance and content of 

subsidiary governance. Hence, they are treated as four-point ordinal scales and 

discussed as descriptive statistics, but they are not part of the advanced statistical 
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operations. The respondent’s group size was measured by a four-point ordinal 

scale featuring increasing bandwidths of amounts of companies in the respondents’ 

group.  

- Finally, interval scale data is generated from Likert-type scale measures that are 

employed to survey information on the governance mechanisms and contingencies 

of subsidiary governance. Likert scales go back to Likert’s (1932)43 work and ask 

questionnaire respondents to self-assess their personal level of agreement through 

a set of predefined categories (Tull and Hawkins 1993; Bortz and Döring 2002). 

This investigation features uneven-numbered, equidistant five-point Likert scales, 

considered most suitable (Bortz and Döring 2002), assessing the importance of a 

governance mechanism or contingency through numbers from “1” to “5”. Each 

Likert scale item employed in the questionnaire indicates increasing importance in 

the same direction from “1” equaling “not important” to “5” equaling “very important”. 

This way unintentional misrepresentation is presumed to be avoided. 

 

Strictly speaking, Likert scales do not lead to quantitative data because they are bipolar 

and the numbers assigned to the categories neither indicate the magnitude of intervals 

between the categories, nor express an absolute value or distances towards other points 

on the scale (Tull and Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002). Despite 

ongoing discussions, the usual approach in the social sciences is to treat data obtained 

through Likert scales as interval data, an approach referred to, according to per-fiat 

measurement (Davis and Cosenza 1988; Tanizaki 1997; Freidlin and Gastwirth 2000; 

Bortz and Döring 2002). Per-fiat measurement “trusts” that the scales measure the actual 

information asked in the questions and builds on the statistical possibility of treating Likert 

scale data as interval scale data with a measurement error,44 assuming error monotonicity 

between the intervals. Generally speaking, all variables in multivariate analyses are 

assumed to feature a certain degree of such measurement error (Hair et al. 1998; Bortz 

and Döring 2002).45  

                                            
43 See Likert (1932) for more details. 
44 Measurement error is the degree to which an indicated value is not representative for the true value (Tull 
and Hawkins 1993; Hair et al. 1998). 
45 Alternatively, it would have been possible to dichotomize Likert scale data and work with only two 
categories, “agree” or “disagree”, but the resulting loss in terms of feasibility of statistical operations and data 
richness would have been disproportionate. Hence, given the normal research approach of treating Likert 
scale data that this investigation follows, this was not deemed necessary. 
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 For this investigation, the per-fiat measurement approach is considered useful, 

based on several considerations. Firstly, per-fiat measurement with ordinal Likert scales 

and parametric tests is the most common approach in social sciences, as outlined 

above. Per-fiat measurement is particularly important and valuable as a measurement 

instrument in unmapped fields of research with little supporting theory (Bortz and Döring 

2002). As a result, data surveyed by Likert scale are seen to feature the characteristic of 

equidistant intervals and allow for interval treatment. This is supported by studies showing 

that respondents perceive Likert scale items to be actually equidistant, that is interval data 

(Wyatt and Meyers 1987). Consequently, researchers argue that a potential measurement 

error through the treatment of Likert scale data as interval data is empirically rejected if 

hypothesized relationships are confirmed despite this methodological difficulty (Lord and 

Novick 1968; Bortz and Döring, 2002). But there are two main distortions that could 

obstruct interval treatment of Likert scale data in this investigation, namely, participants 

avoiding extreme statements in the questionnaire (central tendency bias) or agreeing with 

the statements presented (acquiescence response bias) (Bortz and Döring 2002). The 

emergence of an acquiescence response bias is very unlikely for this investigation 

because no Likert scale item questions in the investigation features a closed statement as 

all are asked as open-ended, multiple-choice questions. Open-ended questions are 

considered favourable as they do not influence the respondent’s answer and are 

particularly useful for exploratory research (Tull and Hawkins 1993). Secondly, a central 

tendency bias is similarly unlikely because the Likert scales are not bipolar (stating two 

opposite extremes) but unipolar, thus preventing respondents from avoiding extreme 

statements and clustering around a middle, neutral category46 (and supporting uneven-

numbered scaling) (Bortz and Döring 2002). And finally, the advanced statistical 

operations performed in this investigation are considered very robust against deviations 

from the prerequisite of equidistant intervals, given the fulfilment of several assumptions. 

The literature considers the assumption of robustness for correlations and multiple 

regressions valid if Likert items feature at least five-point scales (Labovitz 1967, 1970; Kim 

1975; Tull and Hawkins 1993). Given the central limit theorem and Monte Carlo 

simulations (which are included in the statistical package SPSS used in this investigation), 

the conclusion is that typical ordinal data do not cause problems when employed as 

                                            
46 This approach also avoids issues related to interpreting the middle category of Likert scale items (Bortz 
and Döring 2002). 
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interval data (Petrinovich 1966; Borgatta and Bohrnstedt 1980).47 It would have been the 

strength of non-parametric tests to handle such ordinal data, but they have less statistical 

power on ordinal scales (Gibbons 1993; Tanizaki 1997; Freidlin and Gastwirth 2000). 

Robustness means that potential violations of assumptions of parametric tests do not 

significantly affect the validity of test results (Greene 2003).48 Strictly speaking, per-fiat 

measurement does not violate the statistical, mathematical assumptions of parametric 

tests – it violates measurement theoretical assumptions and therefore simply needs to be 

considered in the interpretation of results in the last step.49 

 Consequently, this investigation employs Likert scale data as interval data for 

advanced statistical analyses. It is acknowledged that surveying interval data would have 

been a methodologically superior approach, but potential issues resulting from the 

measurement approach are additionally considered through cautious evaluation and 

interpretation of the results. Additionally, tests are performed to ensure that the per-fiat 

measurement does not contradict the methodological requirements of this investigation. 

These tests feature a Kolmogorov–Smirnov test for normality distribution50 with Lilliefors’ 

(1967) correction and a skewness and kurtosis analysis. A variable is not normally 

distributed if the Kolmogorov–Smirnov rejects the null hypothesis that there is a normal 

distribution at a significance level smaller than the predefined p=0.05. Skewness measures 

the symmetry of a distribution and is commonly compared to that of the (hypothetical) 

perfect normal distribution (= 0) (Hair et al. 1998). Kurtosis is a measure for the clustering 

of a distribution around a central point and is 0 for a (hypothetical) perfectly normal 

distribution (Hair et al. 1998). A statistically significant deviation from a perfectly 

symmetrical normal distribution is considered any skewness or kurtosis larger than one.51 

All test results are reported in the annex (Table 38, annex).  

 Then, interviews were conducted before, during and after the survey, like 

mentioned above. All seven interviews were in-depth interviews of approximately two 

hours duration and were usually conducted by the director of the research project, 

                                            
47 The central limit theorem assumes that the distribution of a variable approximates normality distribution 
with increasing samples size (Mason et al. 1999, p. 272). For a more recent review on the topic, refer to 
Velleman and Wilkinson (1993). 
48 See Jaccard and Wan (1996) for an overview on this topic. Multiple linear regressions are also not more 
risky than single linear ones, in particular because ordinal regressions require large sample sizes and probit 
and logit models need even larger samples. 
49 See Bortz and Döring (2002), pp. 180–181 for a discussion. 
50 Normal distribution is the purely theoretical distribution of a variable that clusters around its mean in a 
symmetrical shape, also called bell-shaped (Hair et al.1998; Mason et al. 1999). 
51 A more exact and equally fulfilled criterion is skewness/sd. error ≤│2│.The same applies to kurtosis. 
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Professor Ulrich Steger, together with the author of this thesis. Two of the interviews were 

conducted by the author of this thesis alone. All the interviews were semi-structured and 

the sampling approach was purposive, which is normal for interview samples (Kemper 

2003). While structured interviews render the inclusion of an interviewer bias less possible 

and enable better comparability and generalizability, less structured interviews allow the 

interviewer to obtain more and richer information as they leave larger degrees of freedom 

to address suitable issues (Tull and Hawkins 1993). For example, it has been pointed out 

that it can make sense to deviate from structured, standardized approaches. Open-ended 

questions at the beginning of the interview or the inclusion of recent events relevant to the 

topic require such deviation (Bortz and Döring 2002). Consequently, unstructured 

interviews are “more important (…) as less is known about the variables being 

investigated” (Tull and Hawkins 1993) and are particularly useful in exploratory research, 

where standardized qualitative approaches are non-existent (Bortz and Döring 2002). As 

some of the interviews were partly conducted prior to the survey to explore issues of 

subsidiary governance and as the investigation is of an exploratory nature, unstructured 

interviews were deemed more appropriate.  

 Then, control variables were surveyed through the questionnaire. Control 

variables represent objective characteristics of the respondent (demographic variables) or 

object of investigation, exist for all members of the sample and are surveyed as a 

precaution for further analysis (Tull and Hawkins 1993; Bortz and Döring 2002). They were 

deduced from the literature on classical corporate governance, the theoretical analyses of 

subsidiary governance, the preliminary interviews and research into MNC practice. Several 

control variables were identified and are employed in the course of basic and advanced 

statistical analyses. Their purpose is to explore the effect of the characteristics of MNCs on 

subsidiary governance in the course of basic statistical analyses, correlation analyses and 

regression analyses. Additionally, they are expected to lead to statistically stronger results 

of regression analyses. Included in regression equations, they diminish the influence that 

variables other than the predicted ones have on the predicted outcome. The first variable 

that is controlled for is the respondents’ location in the MNC, which discriminates 

between MNC headquarters or subsidiary respondents. Earlier, the impact of surveying 

MNC headquarters’ managers, as opposed to subsidiary managers can have, was 

discussed. For example, the MNC headquarters’ managers are presumed to have more 

information on subsidiary governance in the entire MNC, while subsidiary managers might 

know only about their own specific entity. But subsidiary managers might provide more 

information on local contingencies than headquarters managers. Ultimately, the 
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comparison of both samples’ results is utilized to identify or strengthen originally weak 

effects from the total sample and also foster the generalizability of the results. The variable 

of the respondent’s position in the MNC is surveyed by a five-point multiple choice (i.e. 

nominal item), which was reviewed and classified into the two main categories 

“headquarters’ manager” or “subsidiary manager”. The variable is dichotomized and 

integrated into the regression analyses. Dichotomization is a data-derived transformation 

of data that produces a dummy variable out of a metric variable that represents one 

category of a non-metrical variable (Hair et al. 1998; Greene 2003). Hence, dichotomous 

variables are discrete variables with only two categories (Bortz and Döring 2002). The 

dichotomization is undertaken as indicator coding (or recoding), which assigns each 

variable value a “1” apart from a control or comparison group that is assigned a “0” (Hair et 

al. 1998). The dummy variable is then included in the regression analyses and deletes the 

effect of “that observation from computation of the least squares slopes and variance 

estimator (but not R-squared)” (Greene 2003, p. 117). Hence, regressing with dummy 

variables allows for the identification of control variable groups deviating from that of the 

control group and their interpretation against the background of the control group. 

 Two other control variables are also used for the advanced statistical analyses: the 

group size and the group headquarters’ home country. The size of the MNC is presumed 

to impact directly on subsidiary governance in MNCs, as discussed earlier. This is based 

on empirical evidence of subsidiary governance, which shows that with increasing MNC 

size, the MNC headquarters undertook measures such as replacing local CEOs with those 

from the MNC headquarters’ home country, leading to a different type of subsidiary 

governance (Gillies and Dickinson 1999). Hence, it is also conceivable that a contingency 

that aggravates information asymmetry towards subsidiaries might lead to a lower impact 

on the dependent variables due to the smaller group size. The control variable thereby 

regularly functions as a moderator variable. A moderator variable is one that impacts on 

the influence of a predictor on an independent variable (Bortz and Döring 2002). The 

usefulness of surveying the control variable is based on several Agency Theory 

predictions. The first evidence for this conclusion comes from organizational 

characteristics linked to the MNC size. Classic Agency Theory researchers found that with 

the increasing size of individual companies, information asymmetry in Agency situations 

grew as well (Fama and Jensen 1983a). The reason for this is that division of labour and 

assigning resources and competences leads to managerial discretion and ultimately 

discretionary information. The same is predicted for groups as well: Increasing group size 

leads to additional hierarchical layers in the group and is predicted to enlarge information 
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asymmetry. Modularization of labour in the group becomes more difficult and 

organizational complexity increases (Picot et al. 2003). As a result, problems such as 

overlaps in the process organization can become unavoidable. Agency Theory sees 

information as a commodity and its purchase becomes more costly in large groups, where 

information sourcing is less efficient. The MNC headquarters also face a natural 

information-processing dilemma and are no longer able to source, process and evaluate 

all subsidiary information. Direct subsidiary manager supervision was found to decrease 

with larger group size because information asymmetry increased (Holmstroem 1979; 

Gomez-Mejia and Balkin 1992a) and this might also be the reason why subsidiary boards 

were found to decrease in existence and importance with increasing MNC size (Gillies and 

Dickinson 1999). The increasing size of MNCs also enlarges the geographical and cultural 

spread of the organization and such changes were found to reduce direct control through 

headquarters managers (Chang and Taylor 1999; O’Donnell 2000). Therefore, the size of 

the MNC is controlled for its effect on the Agency relationship of subsidiary governance. 

The variable is measured using a four-point ordinal scale. Each point indicates a 

bandwidth of the number of companies in the group in the respondents’ MNC that 

increases from “1” to “4”. The bandwidths are chosen on the basis of research into MNC 

practice and the preliminary interviews. They cluster the respondents’ MNCs from small 

corporations with two to nine entities to the largest ones with 1000 entities or more.  

 The second control variable is the home country of the MNC headquarters, which 

is presumed to impact on subsidiary governance primarily through the national culture, as 

suggested in the subsidiary research (e.g. Chang and Taylor 1999). Throughout the 

investigation it was argued that culture can influence subsidiary governance, in particular 

with regards to goal incongruence towards subsidiary management. Hofstede (2001) 

points out that the culture strongly impacts on the strategy and goals that are set for an 

MNC by its headquarters in the first place. Strategy design is seen as subject to many 

factors including the behaviour and political orientation of the person in charge (Anderson 

and Paine 1975). Jaeger (1983) found out that groups controlled their subsidiaries 

according to the way they control their home country headquarters. Hence, the MNC 

headquarters’ home country could produce a “mirror effect” for local subsidiary 

governance. It is also conceivable that information asymmetric effects result from national 

culture. Several studies have produced evidence that managers from different nationalities 

and cultures communicated less with other companies in the group, because they 

perceived they were subject to heightened mistrust from them (Egelhoff 1984; Torbiörn 

1985; Boyacigiller 1990). Therefore, this investigation controls for the MNC headquarters’ 
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culture in the advanced statistical analyses. Unlike corporate or organizational culture, 

national culture is attached to the country. Consequently, the survey recipients were asked 

to indicate the home country of their MNC headquarters in an open-ended text field. The 

countries were then grouped and recoded and employed in the advanced statistical 

analyses. 

 

5.5 Methods of Data Analysis and Evaluation 
The following part of the investigation presents and discusses the evidence that the survey 

and interviews produced on subsidiary governance. Its largest part features the data and 

evidence obtained from the survey that are employed in different types of statistical 

analyses and complemented, compared and discussed together with results from 

interviews, where possible. Before this core chapter of the investigation, a preliminary 

section features a description of the sample that was obtained through the survey, the 

statistical analyses and tests that are performed and the discussion of their results. 

Subsequently, the descriptive results from a series of introductory questions on 

subsidiary governance are presented and discussed. These questions address the 

subsidiary governance approach of MNCs and the presence of individual, exemplary 

characteristics of the Agency relationship of subsidiary governance. Proving the existence 

of this Agency relationship is not an objective of this investigation and the results are 

therefore not included in the further analyses of the investigation. Their purpose is to 

provide an informative background on the analyses of subsidiary governance mechanisms 

and contingencies. For this reason, the variables are surveyed on a nominal scale with 

multiple-choice dichotomous items and only the descriptive results are presented and 

discussed.  

 After to this part, the core chapter of the investigation presents and discusses 

evidence on subsidiary governance mechanisms and contingencies. The chapter is 

structured along governance mechanisms and closes with a section that comprises the 

individual results on contingencies for a comprehensive analysis. The analysis for each 

governance mechanism is divided into two parts that feature propositions. The first 

proposition addresses the importance of each subsidiary governance mechanism, while 

the second addresses the causality of subsidiary governance contingencies towards 

governance mechanisms. The methodological structure of these chapters is also framed 

into two parts. The introductory section displays the basic statistical analyses that 

describe the importance of the governance mechanism overall and for each sub-sample. 

The purpose of the descriptive statistics is to prove the existence and explore the 
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importance of each particular governance mechanism differentiated by sub-samples 

derived from surveyed control variables in an informative way (Mason et al. 1999). 

Therefore, the descriptive statistics are presented in one table each per governance 

mechanism and display measures of absolute and relative frequency of the variables, the 

mean, standard deviation and standard error. The analysis then focuses on assessing 

similarities by evaluating measures of central tendencies and assessing differences of 

measures of tendency by comparing the variables with each other, also across sub-

samples. The results are combined, complemented and compared with evidence from the 

interviews, where possible.  

 The largest part of empirical evidence is presented and discussed in the course of 

the advanced statistical analyses. Their first part features advanced statistical analyses 

on the first proposition for each governance mechanism. A Levene test for equality of 

variances and SPSS’s t-tests are performed to detect differences in the importance of 

each governance mechanism across the sub-sample of MNC headquarters and subsidiary 

managers.52 While the t-test addresses the means of two samples, the Levene test 

measures the equality of variances. It is additionally employed because it is less affected 

by violated assumptions of multivariate analyses, for example normality (Hair et al. 1998) 

and can show weaker effects of differences in sub-samples across control variables than 

regression analysis. After that, the analysis of a second logical sentence in the form of a 

proposition forms the central part of the advanced statistical analyses. A proposition is 

tested that predicts the direct causality of the subsidiary governance contingencies 

(predictor variables) on each of the governance mechanisms (dependent variables).53 The 

common logical sentence for testing hypothesized relationships in empirical research is 

in the form of hypotheses (Tull and Hawkins 1993; Bortz and Döring 2002; Greene 2003). 

Hypotheses are statements about a population that are derived to be tested, and, 

consequently, a scientific hypothesis is only one that is testable by implying directly 

testable restrictions on the model supportable by empirical evidence, which is attached to 

                                            
52 Levene and t-tests are only employed for those two sub-samples. Applying both tests to all sub-samples 
resulting from control variables is expected to produce results of only minor scientific relevance and therefore 
exceeds the scope of this investigation. 
53 Strictly speaking, predictor variables permit only the explanation of the value of dependent variables (Tull 
and Hawkins 1993; Mason et al. 1999; Bortz and Döring 2002). Therefore, it must be noted that both 
correlation and regression analysis yield evidence only for an association of variables and not for a direct 
causality (spurious correlations), which must stem from theoretical, logical relationships of the variables (Tull 
and Hawkins 1993; Bortz and Döring 2002). 
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several distinct characteristics54 (Mason et al. 1999; Bortz and Döring 2002; Greene 2003). 

For example, testability requires falsifiability, which means that one contradictory event or 

result disproves the theory or concept (Bortz and Döring 2002).55 This is not the case for 

the hypothesized relationships in this investigation. The reason is that, given a lack of 

theoretical and empirical knowledge in a research field, it is hardly possible to formulate 

research questions as explanatory hypothesis and, instead, the literature suggests 

exploring the field by mapping the most relevant variables (Bortz and Döring 2002).  

 For these reasons and to avoid methodological problems in the interpretation of the 

results of the advanced analysis, this investigation formulates logical sentences on the 

relationship between subsidiary governance contingencies and mechanisms as 

propositions. Furthermore, they are unspecified propositions as they indicate the 

hypothesized relationships as in the change of a dependent variable’s value through 

changes in one or more predictor variables, but they do not show the direction of the 

change (Bortz and Döring 2002). The result is the performance of two-tailed tests that 

necessarily leads to a reduced probability of obtaining statistically significant results, as the 

probability of randomness is doubled compared to one-tailed tests (Tull and Hawkins 

1993). It is important to note that both approaches – propositions instead of hypotheses 

and one- instead of two-tailed tests – do not distort the statistical or scientific quality of the 

tests performed or the results obtained.56 Propositions instead of hypotheses are stated to 

rule out methodological, not statistical, concerns. The reduced probability of statistical 

significance by applying two-tailed tests could be seen as producing additional statistical 

strength for results, as they are harder to obtain.  

 Several statistical dependence techniques are used to test the proposition of 

contingency dependence for each governance mechanism. Two types of statistical 

analyses are considered especially valuable to express such associations in terms of 

strength and direction: correlation and regression analysis (Tull and Hawkins 1993; Hair et 

al. 1998; 153; Mason et al. 1999). Therefore, in a first step, standard pairwise 

correlations are calculated for each pair of dependent and predictor variables. The 

Pearson product moment correlation coefficient (henceforth: correlation coefficient) is 
                                            
54 For example, Bortz and Döring (2002) suggest four criteria: a hypothesis must refer to an actual situation 
that can be empirically investigated, it must be general and go beyond applicability to a single situation and it 
must imply a condition that is falsifiable. 
55 Hypothesis testing is based on Karl Popper’s (1945) concept of falsificationism: a null hypothesis, stating 
the inverse of the actual prediction is tested and rejected at a predefined level of statistical significance. 
56 Given large samples size of n > 200–400, additional checks of statistically significant results would have 
been necessary for unspecified hypotheses to ensure that increased statistical power from the sample size 
did not cause these results (Hair et al. 1998; Bortz and Döring 2002). 
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calculated, which expresses the direction (positive or negative) and strength of the linear 

association between two metric variables (and is also the basis for the regression 

analysis57) (Mason et al. 1999). A correlation matrix is asserted that features all correlation 

coefficients for all pairs of interval variables and the respective probabilities of t-tests58, 

with the null hypothesis assuming the correlation as zero (Hamilton 2003). This is reported 

in the annex (Table 39, annex). Given the large number of variables in this investigation, 

the data generated is great and the primary purpose of the correlation analysis is to 

identify associations between all interval variables of the investigation and to gain an 

overview over all variables. Thereby, not only existing but also missing correlations are 

discussed, if the result is of scientific relevance to the investigation. Furthermore, 

correlation coefficients are calculated to identify associations of variables that are omitted 

in the subsequent regression analyses due to statistical insignificance. In doing so, this 

investigation employs the usual approach to examine correlations in order to identify 

interdependences of dependent and predictor variables (Tull and Hawkins 1993; Johnston 

2005) (multicollinearity59). As an expression of this investigations’ concept of cautiousness, 

correlation coefficients are interpreted only with regards to their direction, but not to their 

strength.  

 Correlation analysis investigates the pairwise association of two interval variables. 

But to examine the joint relationship of several variables on a dependent variable in the 

framework of hypothesized relationships, multiple linear regression analysis is 

considered most appropriate and is the dominant approach in empirical research (Tull and 

Hawkins 1993; Bortz and Döring 2002; Greene 2003). Multiple regression analysis 

analyses the relationship between one dependent variable and several predictor variables 

by modelling an equation that best mirrors the actual relationship (Tull and Hawkins 1993; 

Hair et al. 1998; Greene 2003). In this way, the second proposition for each governance 

mechanism (predicting causality from the subsidiary governance contingencies) is tested. 

The testing of propositions in this investigation is derived from Popper’s (1959) concept of 

falsificationism and Fisher’s (1925) concept of significance levels.60 A null hypothesis (H0), 

stating the inverse of the actual prediction, is tested and rejected if the calculated statistical 

significance level of the regression model (p) is smaller than a predefined significance 
                                            
57 They are different, however, in terms of some basic assumptions. Cf. Dowdy and Wearden 1983, p. 231. 
58 “The t-test assesses the statistical significance of the difference between two independent sample means” 
(Hair et al. 1998). 
59 Multicollinearity is the correlation of three or more predictor variables in regression analysis (Hair et al. 
1998). 
60 See Fisher (1925). 
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value.61 In this investigation, propositions are accepted for those contingency variables 

that are statistically significant in the regression analysis at the predefined significance 

level.62 As is usual in empirical research, the p-values for statistical significance are set on 

two levels and extended by a third (Gujarati 1995: Hair et al. 1998; Mason et al. 1999; 

Bortz and Döring 2002): 

 

- statistical significance at the p < 0.01 level, referred to as *  

- statistical significance at the p < 0.05 level, referred to as **  

- statistical significance at the p < 0.1 level, referred to as *** 

 

Consequently, the lower the p-value is in the regression analysis, the more statistically 

significant the relationship is considered tro be. However, the difference between statistical 

and scientific significance must be mentioned in this context. Strictly speaking, statistical 

significance is not meaningful for a relationship between variables as it is a narrow 

technical term, arbitrarily set and directly dependent upon the size of the sample (Gujarati 

1995; Hair et al. 1998; Bortz and Döring 2002). A different concept is that of scientific 

significance, as presented by Cohen and Hyman (1979), describing the magnitude of the 

contribution of the research results to science. In following this logic, Hair et al. state that, 

from a pragmatic point of view 

[f]or any managerial application, the results must have a demonstrable effect that 

justifies action. (1998, p. 22)  

An increasing focus of research is becoming the deduction of substantial theoretical 

implications from the practical significance that the research results produce (Hair et al. 

1998, p. 23). The conclusion was therefore that  

prior to eliminating those variables that have not exhibited a statistically significant 

relationship towards building a parsimonious theory, issues relating to scientific 

significance must be considered. (Ginsberg and Venkatraman 1985, p. 428)  

                                            
61 “p” is a measure of statistical inference also known as alpha (α) and is the probability level that H0 is 
rejected despite it being true (type 1 error), given the model is correct and all assumptions are fulfilled (Falk 
1986; Hair et al. 1998). Hence, p is not the probability of being wrong after the null hypotheses was rejected. 
Then, beta (β) is the probability that the null hypothesis is not rejected although it was false (type two error) 
(Hair et al. 1998). 
62 Because of the limited degrees of freedom in this investigation (i.e. df < 20), a t-value of t > 2 is not 
considered an additional prerequisite for statistical significance of regression analyses (Gujarati 1995). 
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Whichever approach may prevail, this investigation employs statistical significance as a 

criterion to uncover relationships between predictor and dependent variables. Apart from 

being the usual approach, the particular reason for this is that it is harder to obtain and its 

results are therefore of more value in exploratory investigations. However, variables that 

are only close to statistical significance and presumed to be of scientific significance to 

subsidiary governance are interpreted, in terms of their scientific impact, as if they were 

statistically significant.  

 As with correlation analysis, multiple linear regressioning is a dependence 

technique that is particularly valuable due to its high specialization that leads to more 

precise conclusions than other methods, such as analyses of variance (Hair et al. 1998). 

This is the appropriate method of analysis for research problems that predict a relationship 

between one metric, dependent variable and two or more metric, independent variables 

(Hair et al. 1998). Furthermore, it is a technique that allows for the deduction of results 

from a sample and their generalization to the entire population (inductive reasoning) (Hair 

et al. 1998). Consequently, the main purpose of regression analysis in this investigation to 

identify joint relationships of several contingencies and subsidiary governance 

mechanisms. In addition, regressioning also allows for the inclusion of control variables 

into the analysis and controls for their impact on the relationship of predictor and 

independent variables (Hair et al. 1998). Therefore, regression analyses is employed to 

control for the impact of the control variables surveyed, as well.  

 The specific method of regressioning applied in this investigation is forward, 

stepwise regression. In stepwise regression all independent variables are included into 

the regression model stepwise in the order of the highest partial correlation coefficient that 

is statistically significant (Dowdy and Wearden 1983; Hair et al. 1998; Bühl and Zöfel 

2000). After the inclusion of each variable, a backwards analysis for the current regression 

equation is done to check whether the inclusion of the later variables rendered variables 

earlier included statistically insignificant. If this is the case, the variable is dropped from the 

equation.63 The result of forward stepwise regressing dependent variables is an equation 

featuring the best set of predictor variables for the relationship. Stepwise regression is the 

most frequent regression modelling method but it has to some extent been subject to 

criticism (Dowdy and Wearden 1983; Hair et al. 1998). This is because stepwise 

regression mostly produces linear relationships, as the criterion of inclusion for variables 

                                            
63 This approach applies to control variables as well. These were not entered into the equation in a first step 
and the forward stepwise regression took place. 
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into the regression equation is statistical significance, and because it delivers inexact 

results by including too many predictor variables. Furthermore, while its result is the most 

predictive equation overall, individual predictor variables with high collinearity might be 

excluded if another predictor variable is already in the equation (Hair et al. 1998). Based 

on the following considerations, forward stepwise regression is still considered the most 

appropriate regression modelling method as noted below. 

  

1. Firstly, to enter all variables simultaneously into the regression equation (“enter 

method”) can lead to statistical problems and fewer results if there is a large 

number of variables. The reason is constraints from the degrees of freedom. Nine 

dependent and 12 predictor variables were selected because of the exploratory 

nature of the investigation and the contingency approach to subsidiary governance. 

The effects of multicollinearity could render the identification of variable 

relatednesses difficult or even impossible in a complete enter regression modelling. 

The effect is a poorer predictive and explanatory function of the resulting regression 

equation, if additional analyses are not performed (Hair et al. 1998). Therefore, the 

propositions predict only a direct relationship with the subsidiary governance 

contingencies, but not with each of them individually. Stepwise regression then 

allows us to filter the relevant relationships from the pool of possible predictor 

variables and designs the best regression equation model. In a complete enter 

regression model, the result would be a constraint from the degrees of freedom (df) 

that increases with each additional variable and aggravates the rejection of H0 at 

the predefined significance levels.  

2. Then, the exploratory research objective and the contingency dependence of 

subsidiary governance suggest forward stepwise regression modelling. The 

investigation employs exploratory, inductive testing of hypothesized relationships, 

which is based on the little knowledge available in the field (Bortz and Döring 2002). 

Apart from functioning as predictive regression analysis, which aims at maximizing 

the predictive power of the regression equation, explanatory regression analysis 

(Hair et al. 1998) focuses on an objective assessment of the degree and character 

of the relationship between the variables. Hence, forward stepwise regressions are 

considered to be theory-based investigations of regression model relationships. 

Although this method excludes variables by backwards analysis after each step, the 

results are still coherent and thus identical.  
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Despite its common application and apparent methodological advantages, additional 

analyses were performed to ensure that the results achieved through forward stepwise 

regressions yielded appropriate scientific strength. Each forward stepwise regression 

model was controlled for backwards excluded predictor variables and potential 

implications. Additional complete enter regression models in which all predictor variables 

had been entered at the same time were calculated and are reported in the annex. While 

stepwise regressing is considered explanatory analysis, enter regression models are 

considered a confirmatory approach for a set distinct set of predictor variables (Hair et al. 

1998). Consequently, research considered prudent employs both models and discussed 

the results according to the strengths of both methods (Hair et al. 1998). Forward stepwise 

regression results were then cross-checked with the complete enter regression model and 

the results from the correlation analysis. The investigation sources additional 

methodological and scientific strength from triangulation. The correlation analysis, 

regression analysis and the interviews are used to identify potential methodological issues 

and to validate results. In so doing, the results from the correlations, regression analyses 

and interviews are compared and discussed where deviations are of methodological or 

scientific relevance to the investigation. Correlations of independent variables are 

investigated to avoid the exclusion of predictive variables due to high multicollinearity and 

to ensure that effects of multicollinearity are considered (Tull and Hawkins 1993; Hair et al. 

1998; Johnston 2005). The advantage of regression analysis is that results on the 

relationship of the predictor variables among each other can be predicted and interpreted 

(Hair et al. 1998). The triangulation approach also permits discussion of insignificant 

variables from the regressions that were of relevance to the investigation (such as counter-

intuitive results). These variables are compared and discussed with their results from the 

correlation analysis and interviews, where possible. Finally, all regression analyses are 

controlled for the variables of respondents’ position, group size and MNC headquarters’ 

home country. Other findings from the analysis of the sub-samples, such as from the basic 

descriptive statistics, are then used to discuss the findings from the controlled regression 

of the dependent variables. On the whole, the approach to compare both sub-samples with 

each other and with the total sample is expected to strengthen or weaken other results and 

lead to supplementary insights.   

 The advanced statistical analyses of this investigation are based on several 

regression analysis assumptions that apply to both individual variables as well as the 

relationship of dependent and predictor variables (Gujarati 1995; Hair et al. 1998; Mason 

et al. 1999). The following preconditions for regression model validity are the strongest and 
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are taken into consideration in the methodological design of the investigation and the 

appropriate tests are performed and reported in the annex (Tables 38, 40 and 41, annex). 

 

1. Firstly, normality tests are run in terms of the Kolmogorov–Smirnov test with 

Lilliefors correction that is considered the standard normality distribution test for the 

sample size of this study. One explanation for this is methodological. Although the 

Likert scales tused in his investigation are uneven-numbered, the clustering of 

responses around the centre is aggravated by their unipolar nature that does not 

provide two opposite, extreme statements (Bortz and Döring 2002). Additionally 

kurtosis and skewness tests were applied and their results are reported in the 

annex (Table 38, annex). The tests produced evidence that four variables partly 

differ from that of a normal distribution. The contingencies of subsidiary age and 

MNC group strategy show a negative (-1.039) and positive kurtosis (1.440), 

respectively. This means the former cluster less and have shorter tails while the 

latter cluster more and have longer tails. Also, the skewness of the contingency 

MNC group strategy and the governance mechanism group-wide deviates from that 

of (hypothetical) perfect normal distribution negatively by -1.080 and -1.034 

respectively. This means that both variables have a long left tail. As a result, an 

abnormal distribution of the contingency variable MNC group strategy is be 

assumed. For the other 20 Likert variables the tests produced only two deviations 

that were either for skewness or kurtosis alone, which is considered negligible (Hair 

et al. 1998). Therefore, no statistical problems are expected in the following 

analyses. In any case, normality is not considered compulsory for most advanced 

statistical analyses (including those in this investigation) and is often not tested and 

simply ignored (Greene 2003).  

2. Regression analysis requires homoscedasticy as in constant variances of error 

terms over a range of predictor variables, as potentially severe statistical problems 

can otherwise emerge (Gujarati 1995; Hair et al. 1998; Greene 2003). 

Homoscedasticity of the relationship also indicates the linearity of the relationship 

between dependent and predictor variables, which is another prerequisite for 

regression analysis (Hair et al. 1998).64 The Levene test is employed because it is 

considered particularly useful as it is little affected by deviations from normality (Hair 

                                            
64 However, it is only a prerequisite for the relationship between dependent and predictor variables, not for 
the variables themselves (Gujarati 1995). 
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et al. 1998). Its results are reported in the annex (Table 40, annex). The Levene test 

shows that none of the dependent variables has an entirely homoscedastic 

relationship to all of the predictors variables. However, only two variables produced 

statistically significant heteroscedastic relationships for more than four predictors, 

which must be taken into account (Hair et al. 1998). These variables are the 

governance mechanisms of the group-wide corporate governance body and group-

wide corporate culture. Over all variable relationships of this investigation, the 

heteroscedasticity of these two variables is not expected to lead to considerable 

distortions in results, but it is considered in the further analysis of the investigation 

(as a potential bias). The main reason is that heteroscedasticity is considered a 

problem only when sample sizes are very large.  

3. Regression analysis with autocorrelation of the residuals (or serial correlation) is 

as troublesome as heteroscedasticity (Gujarati 1995; Greene 2003). This is done by 

performing the Durbin–Watson test (1950, 1951, 1971), considered most 

appropriate for such purposes (Gujarati 1995; Greene 2003). Within predefined 

boundaries, the presence of autocorrelation is accepted at the p = 0.05*** level 

according to the Durbin–Watson tables in Gujarati (1995 and Table D.5a). It must 

be noted that non autocorrelation does not imply that the variables are uncorrelated, 

but that the “deviations of observations from their expected values are uncorrelated” 

(Greene 2003). There is no one distinct result that allows for the acceptance or 

rejection of the hypothesis that there is no serial correlation, but there are 

bandwidths that allow for a decision, although they depend solely on the numbers of 

n and explanatory variables (Gujarati 1995 in combination with appendix D, Table 

D5). Furthermore, there is no commonly accepted method of treating autocorrelated 

variables (Greene 2003) and the regression assumption is in parts of the literature 

simply dropped.65 The Durbin–Watson d-values are therefore considered for the 

interpretation of regression analysis results, but the variables are not transformed. 

Additionally, the results of the pairwise correlation analyses are utilized to provide 

further support for potentially disturbing individual relationships of variables.  

4. Finally, tests for multicollinearity (or collinearity) are undertaken to check for high 

levels of intercorrelations among the predictor variables that obstruct the 

identification of the actual effect of the predictor on the dependent variables (Tull 

                                            
65 See Mizon (1995) for a discussion.  
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and Hawkins 1993; Hair et al. 1998). For the analysis of multicollinearity, the 

common test for tolerance and variation inflation factors (VIF) is performed, which 

indicates the effect that other independent variables have on the standard error of a 

regression coefficient (Hair et al. 1998). The cut-off criterion is set as commonly at 

VIF > 4.0. On that basis, multicollinearity does not render ordinary least squares 

regression inappropriate, but it makes estimates for parameters very sensitive to 

mis-specification. However, this investigation does not omit variables with high 

multicollinearity, which is considered a risky approach. Instead, in following Hair et 

al. (1998), Tull and Hawkins (1993), Johnston (2005) and others, two remedies are 

employed. The models are used but the coefficients are not interpreted. 

Additionally, pairwise correlations are employed to better understand regression 

analysis results. Thereby, correlations are particularly useful to identify potentially 

disturbing individual relationships of variables. Both approaches to deal with 

multicollinearity are expression of this investigation’s concept of triangulation and 

cautiousness of interpretating results. 

5. Finally, performing a test for specification error was considered. Model mis-

specification means that either critical predictor variables were omitted (underfitting 

the model) or irrelevant ones were included in the regression model (overfitting the 

model) (Gujarati 1995; Hair et al. 1998). Both types of specification errors do not 

bias regression results, but model parsimony can lead to more precise and 

statistically significant results. For this reason, the literature sometimes suggests 

the Ramsey regression specification error (RESET) or the Durbin–Watson test 

(Ramsey 1969; Gujarati 1995).66 However, strictly speaking, the Ramsey test 

addresses a specification error of functional form for non-linear transforms. In other 

words, it tests if nonlinear transforms of independent variables have been omitted 

and therefore addresses linearity only. Hence, there is no test for specification error 

per se, which makes sense, as model specification and the relationship of variables 

must be based on theory and not optimal statistical results (Gujarati 1995; Hair et 

al. 1998; Bortz and Döring 2002). As a rule of thumb, values of R-squared 

(henceforth: R2 can serve for the same purpose with higher values symbolizing 

higher model quality (goodness of fit), along with other values (Gujarati 1995). 

 

                                            
66 See Ramsey (1969). 
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In any case, parametric tests are considered largely invulnerable to the violation of 

individual assumptions (Glass et al. 1972). In particular, the t-test is considered robust 

against several violations of underlying assumptions if the sample sizes are large enough. 

Hence, the violation of several assumptions such as the non-normal distribution of 

variables or unequal variances equally produces biased results for non-parametric tests 

(Zimmermann 2000). 

 

5.6 Evaluation of Research Methodology 
The overall research methodology is comparably complex but represents a modern 

approach to research in social sciences; one that is purpose-driven and complex enough 

to tackle similarly complex research purposes (Newman et al. 2003). The contingency 

approach helps to explain changes in dependent variables and, together with the mixed-

methods approach, introduces the possibility of explications and discussion of reasons for 

results beyond their mere confirmation (Teddlie and Tashakkori 2003). Such 

heterogeneous research methodologies are considered to optimally reflect the different 

paradigms contained in corporate governance research, such as psychology, 

organizational and management research (Durrall and Towler 2003). The quantitative part 

of the investigation is clearly most important, but the addition of qualitative elements forms 

the mixed-methods approach that is broad in scope and is expected to lead to the 

discovery of more results. Given the exploratory nature of the study and the testing of 

hypothesized relationships, the quantitatively driven mixed-methods design is considered 

appropriate to compensate for issues of measurability of variables or to gather additional 

information on items as necessary (Morse 2003). The overall number of regression models 

analyzed is substantial. A total of 12 dependent and nine independent variables leads to 

the more than 100 regression models featured in this investigation. In detail, the 

regression models calculated and analysed are: 

 

- Twelve forward stepwise regression models, one for each dependent variable with 

all nine predictor variables 

- Twelve forward stepwise regression models, one for each dependent variable with 

all nine predictor variables 

- Twelve forward stepwise regression models, one for each of the dependent 

variables with all predictor variables while controlling for the respondents’ position at 

the MNC headquarters or a subsidiary 
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- Twelve forward stepwise regression models, one for each of the dependent 

variables with all predictor variables while controlling for the respondents’ MNC 

group size 

- Twelve forward stepwise regression models, one for each of the dependent 

variables with all predictor variables while controlling for the respondents’ MNC 

headquarters home country  

- Twelve complete (enter) regression models, one for each of the dependent 

variables with all nine predictor variables  

- Twelve complete (Enter) regression models, one for each of the dependent 

variables with all nine predictor variables while controlling for the respondents’ 

position at the MNC headquarters or a subsidiary 

- Twelve complete (Enter) regression models, one for each of the dependent 

variables with all nine predictor variables while controlling for the respondents’ MNC 

group size 

- Twelve complete (Enter) regression models, one for each of the dependent 

variables with all nine predictor variables while controlling for the respondents’ MNC 

headquarters home country. 

 

Furthermore, individual regression equations are assembled if a regression analysis or the 

comparison of results from the regression analyses suggest that statistically or 

scientifically significant results could not be obtained otherwise (such as due to 

multicollinearity).  

In addition, seven interviews were conducted. The purpose of the interviews was 

to explore the field before sending out the survey by identifying issues of subsidiary 

governance, to cross-validate or corroborate results from the quantitative analyses and to 

complement the latter, where possible. The interviews therefore allowed for an in-depth 

analysis of individual issues after first obtaining quantitative data (sequential mixed 

methods design) (Morse 2003), which is impossible through questionnaires. By extending 

the sequential approach to a concurrent triangulation design (Creswell et al. 2003), the 

research objectives of the investigation are expressed on the level of the methodological 

framework and the individual methods applied. Consequently, to perform interviews both 

before, during and after the survey is grounded in the research objectives of this 

investigation (Creswell et al. 2003). Despite the limited number of interviews, the mixed 

methods approach permits the triangulation of results from the correlations and regression 

analyses and of quantitative with qualitative data. It was discussed above how this 



 156

approach is expected to provide additional exploratory strength for the investigation. 

Nevertheless, qualitative data represent only supplemental evidence and quantitative data 

are the core of the investigation (quantitatively driven) (More 2003): This is reflected in the 

discussion of the results.  

 Throughout the presentation of the research methodology so far, the investigation 

has provided accurate and comprehensive information on the methodological 

characteristics of the work. To finalize these efforts, an evaluation of the overall research 

methodology is conducted to provide the comprehensive transparency and documentation 

that is important for scientific research (Bortz and Döring 2002). Three criteria are 

commonly applied to evaluate research methodologies: objectivity, reliability and validity 

(Tull and Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002). Objectivity expresses 

the state in which interpersonal consensus exists on the results and approaches of the 

study (Bortz and Döring 2002). A perfectly objective investigation yields the same results if 

undertaken by different researchers. The efforts that aim at objective methodology in this 

investigation are the employment of standardized and commonly used tools such as the 

questionnaire and the methods applied in the quantitative analyses (e.g. correlation and 

regression analysis). Also, the most commonly used statistical software (Hair et al. 1998) 

is employed, the Statistical Package for the Social Sciences (SPSS) in Version 14.0 

(released 5 September 2005). Secondly, the reliability of a methodology is the degree to 

which a measurement is free from error and aims at the replicability of the investigation 

with the same results if the same respondent is interviewed again some time later (Tull 

and Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002). Its instruments are accuracy, 

consistency and transparency. Transparency is pursued by indicating and discussing all 

the methodological characteristics of this investigation. Accuracy is the target of the 

investigation, as in the extent to which the methodology is free from measurement error 

(Tull and Hawkins 1993). Again, standardized approaches of obtaining quantitative data 

and the employment of commonly used statistical methods aim at ensuring reliability. This 

also applies to the extensive statistical examination of the assumptions of multivariate 

techniques applied in the investigation. However, the interviews were conducted in an 

unstructured way. The weaknesses of such a method are considered minimal against the 

background of this investigation (e.g. an interviewer bias), as discussed earlier. Therefore, 

this is not expected to leads to distortion in this investigation.  

 Finally, validity refers to in how far the methodology actually measures what it is 

designed for and consists of several elements, namely internal and external validity (Tull 
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and Hawkins 1993; Hair et al. 1998; Bortz and Döring 2002; Saunders and Thornhill 2003). 

Internal validity is  

the approximate validity with which we infer a relationship between two variables is 

causal” 

while external validity is the 

approximate validity with which we can infer that the presumed causal relationship 

can be generalized to and across alternate measures of the cause and effect as 

well as across different types of persons, settings and times. (Cook and Campbell 

1979, p. 37) 

In other words, internal validity is the uniqueness of a result and its interpretation and 

external validity is its generalizability to a larger or different population (Bortz and Döring 

2002). Both types of validity are difficult to asses, remain subject to falsification and are 

only hypothetically fully attainable (Bortz and Döring 2002). While validity itself was not 

measured in this investigation, its presence can sometimes be assumed if the quantitative 

results match the conceptual findings and qualitative results, as discussed earlier (Bortz 

and Döring 2002). The interviews were conducted with one more member of the research 

team and the results were critically reviewed and discussed afterwards. Validity regarding 

the interviews is more complex and difficult to assess and is contingent upon criteria such 

as honesty, authenticity or bias. But all interviews were conducted with experts in the field 

of corporate governance who had a personal association with both IMD and the author of 

the thesis or, in most cases, with the director of the research project who co-interviewed 

them. Where possible, the interview results were cross-validated with other information. It 

must be noted that, despite the higher risk of validity in interviews, it could only have minor 

impacts on this investigation because of the predominant use of quantitative methods.  

 Regarding the quantitative research, internal validity is increased through the cross-

validation internal to the quantitative statistics (i.e. correlations and regression analyses) 

and between the quantitative and qualitative analyses. External validity is aimed at by 

measures to increase the generalizability of the results to comparable companies, 

people, industries and other relevant organizations. The contingency approach to 

subsidiary governance is employed to enhance external validity and the sample was 

specifically selected to be cross-country and cross-industry for this very same purpose. It 

also aimed at a high response rate by using specific measures such as anonymous 

surveys. The resulting sample of n = 160 is considered adequate in terms of 
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generalizability to the whole population and so are the investigation’s sub-samples with a 

minimum of five observations per predictor variable (the desirable number of observations 

being 15 –20) (Hair et al. 1998). On the basis of individual measures, perceptual ones 

were used on standardized scales that also improved comparability and generalizability. 

And the results of the MNC headquarters’ respondents were discussed and compared with 

those from MCN subsidiaries, which allows for further conclusions on the generalizability 

of the results (Hair et al. 1998). However, the methodological concept of the investigation 

displays weaknesses that need to be pointed out again: 

 

- The sampling approach was not that of probability sampling. In anonymous 

surveying it is not possible to fully exclude a response bias. However, one can 

assume that those MNCs with the most pressing issues and interest in subsidiary 

governance will respond (interest hypothesis) (Armstrong and Overton 1977; 

Kazanjian and Drazin 1987; Tull and Hawkins 1993).  

- Unidimensional and perceptual measures are applied to survey the variables on the 

questionnaire. Despite the particular value of perceptual evaluations for this 

investigation, such measures can in no way produce results with the same scientific 

strength as objective measures (see Downey and Ireland 1979, for a review).  

- Likert scales were employed to survey ordinal data instead of interval data. 

Although the statistical analyses applied in this investigation are generally robust in 

terms of this issue, it is impossible to fully exclude bias in the results. 

- The Contingency Theory research approach is not only expected to produce 

multicollinearities of predictor variables, but it actually explicitly causes them, as 

discussed earlier. Hence, although the scientific value of multicollinearity in 

subsidiary governance is apparent, it is expected to produce statistical problems 

such as the non-significance of predictors in regression analyses.  

- The interviews were semi-structured. Although this approach was deemed 

especially useful for the preliminary interviews, interviews not entirely structured can 

in no way produce results as comparable and generalizable as those from 

structured interviews. 

 

The weaknesses in the methodological framework of this investigation find their 

expression in the application of additional concepts to mitigate potential weaknesses. 

This is firstly the concept of triangulation of analyses and results, which resonates in 

several dimensions. Cross-validation of findings on the relationship between dependent 



 159

and predictor variables was employed through comparing and discussing results from the 

correlation and regression analyses and the interviews. Complementarity of the methods 

was striven for where significant results were not obtained in one analysis, or where 

results differed. Both concepts received further support through the inclusion of sub-

sample and control variable results by the same statistical techniques that were applied 

throughout the investigation. The concept of triangulation finds it expression not only on a 

scientific level, but also on a statistical, methodological one: The results obtained from the 

differing statistical methods are complementary and partly distinct. While correlations and 

simple regressions of dependent and predictor variables analyse the same underlying 

relationship, multiple regression analysis investigates the joint causal effect of all predictor 

variables on the dependent variable. Thus, it is expected that methodological issues like 

the over-compensation of the effect of one particular predictor variable through that of 

others and its subsequent exclusion from the regression model will be detected through 

correlation analyses. In any case, a regression equation that contains predictor variables 

with high multicollinearity only limits the overall predictive power of the regression equation 

by producing understated, conservative results and can therefore be ignored (Tull and 

Hawkins 1993; Hair et al. 1998; Greene 2003). From this perspective, statistical significant 

regression analysis results, despite the presence of multicollinearity, are even more 

statistically meaningful (as opposed to their strength, that can differ from the actual value) 

(Tull and Hawkins 1993; Greene 2003). Hence, despite multicollinearity, statistically 

significant regression results are interpretable and, together with the results of the 

correlation analysis, will address multicollinearity directly.  

 Another example is that the effect of some predictor variables is not detected 

because of the degrees of freedom in a regression model. Pairwise correlation of all 

variables is able to detect these weak effects and permits special consideration in the 

regression models. Secondly, regressions bear the great advantage that they enable the 

researcher to investigate the effect of categorical variables on dependent variables, which 

correlations cannot. Subsequently, when included as dummy variable into regression 

models, they can then provide additional insights. For this reason, a series of control 

variables was surveyed, then partly dichotomized and integrated into regression analyses. 

The resulting findings were expected to provide additional explanatory value, for example 

by elaborating on the potential causalities of categorical variables from regression 

analyses in combination with pairwise correlations. And finally, there were linkages and 

effects of variables that could only be examined through correlation analysis. There is no 

logical basis for interpreting subsidiary governance contingencies as dependent variables. 
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For that reason, results from correlation analyses can compensate for methodological 

obstacles in regression analyses and thus permit the exploration of effects related to the 

predictor type of contingency variables such as insightful multicollinearity linkages between 

variables.  

 As a final point, it is emphasized that, in addition to triangulation, the investigation 

employed a cautious interpretation of the research results. This applies in particular to 

the scientific strength of the results from the advanced statistics (i.e. correlations and 

multiple regressions). Although considered a particular advantage of multiple linear 

regression analysis (Hair et al. 1998, p. 14), this investigation interprets only the direction 

but not the strength of the relationship. In doing so, the investigation has decided to live 

with less scientific strength in order to achieve more statistical strength. However, against 

the background of the research objectives that aim at a theory-based exploration of an 

empirically unexamined research topic, the specific strength of variable relationships is 

considered of only minor importance. 

 

 

6. Empirical Evidence 
6.1 Respondents Sample Analyse and Description 
The survey yielded 167 questionnaires, whose data were entered into spreadsheets, 

examined and prepared for further analysis. The variables were renamed and assigned 

with the respective values from the questionnaires. Items with open or “other” text fields, 

such as the respondents’ MNC headquarters home country, were checked and coded 

accordingly. Blank items were examined and complemented with information from 

additional sources, where possible. The anonymous survey approach that was deemed 

necessary to produce a sufficient response rate still allowed for the identification most 

respondents by the information on the questionnaires such as corporate email addresses, 

return envelopes or phone and fax numbers. As a result, in 136 of the respondents (or 

82%) the respondents’ company is known. This information was used to complement, 

replace or delete missing or irregular information, where feasible. Each case in the dataset 

was examined for such irregularities, which were corrected, if the missing information was 

accessible, through other sources. Irregular information that could not be validated by 

other sources was deleted, while the remaining values were examined and included in the 

dataset. The position of the respondents as indicated on the questionnaire was then 

examined and six questionnaires whose respondents did not belong to the management of 

their company (e.g. external professionals such as lawyers and consultants) were 
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excluded. In one case, the position remained unidentifiable so that questionnaire was 

excluded as well. The remaining 160 questionnaires were scrutinized the respondents’ 

MNC headquarters home country. Another seven questionnaires that stemmed from 

subsidiaries within Europe but with headquarters outside Europe were excluded. The 

dataset was then sourced into the statistical package, SPSS, in which all statistical 

operations were conducted. 

 In the end, 153 questionnaires remained in a scientifically reduced sample and 

formed the basis for further investigation. As the sample size exceeded the predefined 

minimum of 100 but did not exceed the size criterion to be considered too large (200–400), 

no further analyses for effects of the samples size on test statistics were undertaken.67 The 

resulting response rate was 8.54%. Although this response rate is lower than expected, it  

 

Table 36: Surveying time frame and responses 

Survey 
Waves Send-out Date Deadline 

indicated 
Online 

Responses 
Fax/Mail 

Responses 
Total Number of 

Responses 

1st 
wave 

February 7th, 
2005 57 14 72 

2nd 
wave 

March 14th, 
2005 32 10 41 

3rd 
wave April 18th, 2005 25 15 40 

TOTAL  

For each wave: 
 

- - 1 week for 
email question- 
aire 

- - 2 weeks for 
questionnaires 
sent by regular 
mail 

114 39 153 

Source: Author 

 

is not uncommon for such a survey and is considered high enough. On the issue of 

subsidiary governance, Kriger and Rich (1978) based their analysis of subsidiary boards 

on 39 questionnaires from CEOs of parent companies (17%) and 90 from CEOs of foreign 

subsidiaries (14.29%), leading to an overall response rate of 17%, which they considered 

high. Kriger (1988) based his results on subsidiary boards in Europe on 36 responses from 

European MNCs, of which eight were Swedish. Costello (2002) achieved an 18.53% 

response rate from MNC headquarters’ managers outside the USA and 9.4% only from the 

USA for her study. The response rate is also comparably higher than those in subsidiary 

control research, if one considers the particular sensitivity and confidentiality of the topic of 
                                            
67 Samples smaller than n = 100 can render it difficult to obtain statistically significant results or to generalize 
the latter. On the other hand, large samples, (i.e. those exceeding n = 200) make statistical tests overly 
sensitive (Hair et al. 1998). 
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corporate governance and the fact that most of this sample are MNC headquarters 

managers. For example, Chang and Taylor (1999) obtained a 19.2% response rate in their 

subsidiary study from presidents and CEOs of Korean subsidiaries. Against this 

background, the response rate is considered satisfactory. However, it does confirm the 

initial presumption that surveying MNC headquarters and subsidiary managers is difficult 

and reduces the likeliness of response. Yet the information obtained can be seen to be all 

the richer and more valuable, as discussed earlier. 

 Because of the use of unidimensional, perceptual measures, a series of reliability 

checks was undertaken. As in 18% of the cases the company of the respondent remained 

unidentified, a complete in-depth analysis of the responses was impossible. However, the 

high proportion of questionnaires examined and the comprehensive set of sample 

analyses was expected to lead to a high approximation to real values. Firstly, these 

analyses focused on the control variables surveyed through the questionnaire and 

included the position of the respondent, the home country of the respondents’ company, 

the respondents’ MNC headquarters’ home country and the number of group companies in 

the MNC. The information indicated was cross-checked with the original databases from 

which the sample had been taken and other available sources. This referred to all 

information that was obtainable on the responding MNCs, as previous studies had found 

evidence of control variables (e.g. on subsidiary size and parent company nationality) on 

dependent variables (Franko 1976; Beamish 1985; Kumar and Seth 1998). These 

reliability checks yielded a high degree of consistency and the comparison provided a high 

degree of accurateness.  

 In the course of these sample analyses, five double responses were identified and 

used for further reliability tests. The second questionnaire received was therefore 

employed to validate the responses of the first questionnaire returned by the respondent. 

On this basis, the level of interrater agreement was calculated and estimated for the entire 

sample. The most commonly used index to calculate interrater agreement was used, the 

Tinsley–Weiss T index. The Tinsley and Weiss (1975) T index is based on the average 

exact agreement across all items as well as the one-point deviation of answers measured 

by Likert-type scales. This was calculated for all 60 items on the questionnaire. Across all 

double responses, the average exact agreement rate amounted to 67% (Table 42, annex). 

More importantly for the advanced statistical analyses of this investigation, a deviation 

within one point of responses on Likert-type scales totaled 85%. In one case, the average 

overall agreement reached only 48% and the one-point deviation level 59%. The strong 

deviation of responses between the questionnaires was inexplicable and responses 
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considered unreliable. Therefore, both were removed from the dataset. As a result, the 

actual average exact agreement of the double respondents in the sample was 72% with a 

one-point deviation level of 91%, which can be considered satisfactory. Although the 

object of investigation of this study is the MNC headquarters’ relationship with its 

subsidiaries and not individual respondents, which was sometimes used to justify the 

disposition of double responses in the dataset, one of each double response was 

removed. Also excluded were those responses whose arithmetic mean, in data points, was 

farther away from that of all responses of the sample for the respective item. Summarizing 

these results, the reliability is considered satisfactory and the results are interpreted 

accordingly. 

 In addition to reliability tests, a series of analyses for response biases was 

conducted, based on the detailed work of Armstrong and Overton (1977). The presence of 

a response bias would disallow the generalization of the results for the whole population 

(Armstrong and Overton 1997). The extrapolation method allows for the investigation of 

response bias by estimating the effect of non-respondents and is based on the assumption 

that respondents who are slow to reply are similar in profile to non-respondents. The result 

is two hypotheses: that respondents with a personal interest in the survey are more eager 

to respond and therefore reply earlier than those who do not (response bias);68 and 

secondly, that non-respondents resemble those respondents who were slowest to reply 

(non-response bias). Consequently, the analysis is attached either to the information about 

the respondents themselves or the answers of the respondents. Because of the greater 

usefulness of performing response bias’ analyses on the basis of variable values, the latter 

is undertaken here. However, due to the anonymous surveying approach it was not 

possible to perform the second part of the test. Although it is not possible to assert with 

total confidence that a sample adequately represents the actual population, methods exist 

to achieve high confidence levels and this investigation employs an additional test not 

contained in Armstrong and Overton’s (1977) suggestions. This is based on their 

conclusion that slow respondents’ profiles correspond with those of non-respondents’ 

profiles and uses additional tests to obtain information on non-respondents that way. 

Overall, the comprehensive set of response bias analyses is expected to yield results that 

closely approximate real values.  

                                            
68 Although a sample with such characteristics could also be seen as bearing additional exploratory strength. 
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 Three types of tests examine a potential response bias: normality tests, Mann–

Whitney U-tests and independent sample t-tests. The two-independent samples 

Kolmogorov–Smirnov test with Lilliefors (1967) distribution correction is applied to all 

Likert-scale type items and tests the hypothesis that both samples stem from the same 

distribution. The test produced no evidence for statistically significant differences between 

response waves one and two or waves two and three (Table 43, 44, annex). Although not 

in the original recommendations, an additional Kolmogorov–Smirnov test comparing wave 

three and one was performed in order to obtain information on the least willing 

respondents, as noted earlier. The hypothesis was that if this test produced considerable 

evidence for a deviation of least willing respondents’ indications compared to immediate 

respondents (wave one), this could be an indication for a non-response bias. However, 

this test produced no statistically significant results either.69 The non-parametric Mann–

Whitney U-test was then conducted to obtain more evidence. The Mann–Whitney U-test 

is based on a rank order of ordinal values of variables in two independent samples and is 

also invulnerable to outliers (Bühl and Zöfel 2000). The Mann–Whitney U-test shows 

significant differences in two samples of n > 30 at the p < 0.05 level. The test showed 

statistically significant differences for the governance mechanism of subsidiary manager 

executive education between wave one and two at the p = 0.041 level and for group-wide 

corporate governance information systems between wave two and three at the p = 0.016 

level (Table 43, 44, annex). Hence, there is evidence that the sample contains a slight 

response bias in these two variables. Regarding the first result, the bias could stem from 

the personal affiliation of survey recipients with IMD. Recipients with a personal interest in 

the survey were predicted to be more likely to participate. It is conceivable that survey 

recipients who had already participated in IMD executive education programmes 

responded earlier and with stronger indications for this governance mechanism than those 

who had not. However, such logic can not explain the second result. Again, an additional 

Mann–Whitney U-test was performed to obtain results on the similarity of respondents' 

results from wave one and three in order to allow for conclusions on a potential non-

response bias. The test shows that the third wave respondents’ views on the importance of 

the complexity and dynamics of the subsidiary environment for subsidiary governance 

deviated statistically significant from the first wave’s at the p = 0.047 level. 

                                            
69 Other studies grouped the second and third wave together and compared it to the first one. But this was 
not attempted here because it potential deviations were expected to occur more likely and stronger in the 
comparison of waves with longer intervals. 
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 Finally, independent sample t-tests were undertaken to examine the sample for 

statistically significant differences in the variances of the waves (Armstrong and Overton 

1977). The t-tests confirmed the results from the Mann–Whitney U-test for subsidiary 

manager executive development at the p = 0.024 level and for the group-wide corporate 

governance information system at the p = 0.013 level (Table 44, annex). An additional, 

third t-test comparing the responses from the third wave with those of the first wave 

provided no statistically significant results. As a result, it is assumed that there is a slight 

response bias in two variables of the sample, namely subsidiary governance executive 

development and group-wide corporate governance information system. However, the bias 

occurred in only two of 21 Likert-scale variables and then in only one of two response 

wave comparisons. A response bias with an impact on the results of the advanced 

statistics is therefore excluded. 

 Finally, a missing values analysis was performed. Missing values are too 

common in surveying to be ignored, unless for two specific, methodological reasons (Hair 

et al. 1998). If pure probability sampling has been undertaken, the process leading to 

missing values is assumed to be random and can be treated as a sampling error in the 

statistical operations.70 The second option is to consider missing values explicitly in 

statistical operations. Neither is the case for the methods applied in this investigation and a 

missing value analysis was conducted. In particular regarding subsidiary governance, the 

sensitive nature of the topic could have led respondents to refuse to answer particular 

questions and thus omit statements, which would lead to distorted results (Hair et al. 

1998). Hence, all the following measures aimed at asserting the “degree of randomness in 

the missing data” (Hair et al. 1998), which, if high, eliminates the probability of a pattern of 

incompleteness that could have led to a response bias.  

 

1. In the first stage, the profile of respondents is examined in relation to their missing 

values. Across all Likert-scale items (n = 160), in only four responses was the 

number of missing values larger than 2, but all were smaller than 5 (3.1%), which 

can be considered very low. A comparison of the respondents’ profiles yielded no 

pattern. As for particular items, missing values occurred three times for the 

governance mechanisms of a group-wide corporate governance body (1.9%) and 

                                            
70 A sampling error is the difference between a sample value and the actual value in the population (Mason 
et al. 1999, p. 267). It is expected to exist in every sampling approach. 
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five times for interlocking directorates and cross-shareholding (3.1%). Again, a 

comparison of the profile of the non-respondents produced no pattern.  

2. Then, a correlation analysis based on dichotomized missing values was considered 

but not carried out, due to the small number of missing values and no scientifically 

agreed degree of association (Hair et al. 1998).  

3. Finally, the imputation of missing values was considered, for example with the 

mean of the valid values over all items (Tull and Hawkins 1993; Hair et al. 1998). 

But completing the missing values would have required a completely random entry 

in order to not lead to a loss of scientific strength or bias in the results, which not 

even dichotomized correlations can produce as they are considered a conservative 

measure (Hair et al. 1998). Also, the number of missing values was very small and 

the statistical benefit of imputing values is not convincing in the literature so far 

(Greene 2003). Together with the methodological cautiousness of this investigation, 

the conclusion was that it was not required to undertake this measure.  

 

Given these analyses and considerations, it was concluded that missing values occurred 

at random and they are treated as such in the following statistical operations. The missing 

values are seen as missing information in the statistical analysis and are excluded pair-

wise and not case-wise in order to maintain the sample size (Hair et al. 1998).71 

 

6.2 Descriptive Statistics on Responding MNCs 
Through the complementarity of information from the questionnaires, the source of the 

sample and secondary sources where necessary, a rather comprehensive description of 

the sample is possible. The sample constitutes 153 scientifically cleansed and analysed 

questionnaires. The properties of the sample, its respondents and their companies are 

analysed by descriptive statistics in order to provide a background for the advanced 

statistical analyses. As for the organizational position of the respondents, 109 

questionnaires were received from MNC headquarters’ managers (68.13%) and another 

51 from subsidiary managers (31.88%). Furthermore, 21 (or 13.1%) of the responding 

subsidiaries are operative companies with their own subsidiaries, and 15 are operative 

ones without subsidiaries (9.4%) and 14 national headquarters or other administrative 

                                            
71 Pair-wise exclusion means that cases with missing values are not excluded entirely, but remain in the 
dataset with the exception of specific analysis where the value is missing.  
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companies within the MNC (8.8%). In five responses, the subsidiary could not be classified 

into one of the categories above, for example, because the respondent held positions in 

 

Table 2: Organizational location of survey respondents 

 
Frequency Percent Valid Percent Cumulative 

Percent 

Operative subsidiary with own 
subsidiaries 21 13.1 13.1 13.1

Operative subsidiary without own 
subsidiaries 15 9.4 9.4 22.5

National headquarters/other 
administrative group company 14 8.8 8.8 31.3

Other 5 3.1 3.1 34.4

Valid 

The group's headquarters 105 65.6 65.6 100.0

 Total 160 100.0 100.0  

Source: Author 

 

both MNC headquarters and a subsidiary. This was considered when controlling the 

advanced statistical analyses for the impact of the organizational positioning of the 

respondent. The proportion of respondents from MNC headquarters is in line with the 

methodological targets of this investigation. This concerns, in particular, the increased 

value of headquarters’ responses that was derived earlier. 

 For respondents who were located in subsidiaries, one variable addressed the 

hierarchical layers in the MNC group organization that separated them from the MNC 

headquarters. Hierarchical distance to the MNC headquarters was derived as relevant for 

subsidiary governance in terms of impacting on the information asymmetry and risk 

aversion of subsidiary managers. In four ordinal categories, the number of hierarchical 

layers between these two group companies was surveyed and 48 valid responses of 

subsidiary respondents were analysed. They paint a picture of rather flat hierarchies in  

 

Table 3: Hierarchical distance of subsidiary respondents to MNC headquarters 

 Frequency Percent Valid Percent Cumulative Percent 

1 40 25.0 83.3 83.3
2 - 4 7 4.4 14.6 97.9Valid 
5 - 9 1 .6 2.1 100.0

  Total 48 30.0 100.0  
(Missing) (3) (1.8)  
(Headquarters) (109) (68.1)  
(Total) (160) (100.0)  

Note: Deviations to 100% are due to rounding differences. 
Source: Author 
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MNCs: 83.3% of the subsidiaries in the sample were separated from their MNC 

headquarters only by one hierarchical, company layer (40 respondents). 14.6% or seven 

respondents were separated by between two and four hierarchical layers from the MNC 

headquarters and in only one case was the subsidiary more than five hierarchical levels 

away. These structural sample characteristics foster the earlier assumption that modern 

MNCs have evolved from hierarchical forms to flatter, more decentralized and thus 

“broader” organizations. In this case, multilayer group hierarchies that are larger than two 

companies are unfavourable, compared to flat group hierarchies. While the legal group 

organization is still multilayered in 16.7% of the MNCs in the sample, the management 

approach is likely to rely mainly on the business organization of the group, a conclusion 

the interview results allow for. The interviews showed that, for different reasons, the 

introduction and maintenance of additional hierarchical layers in the group can make 

sense, for example a national holding as legal safeguard. In these cases, additional layers 

are maintained although the particular group organization, interaction and communication 

was found to take place directly between entities on different hierarchical levels and 

especially from and with the MNC headquarters. Hence, this more modern approach to 

managing the MNC seems to be mirrored also in its structure. The argument could then 

support the investigation’s assumption that additional excess companies between a 

subsidiary and its MNC headquarters and also their boards and management are of a 

formal nature only and not significant for the governance of hierarchically subsidiaries. 

 The size of responding MNCs provided interesting results. The number of group 

companies in the MNC comprises less than nine entities in 43 responses (26.9%) and 

more than 10 entities but less than 99 entities among most of the respondents, at 76 

responses or 47.5%. In 33 responses (20.6%) the responding MNC consisted of more 

than 100 entities and in only eight responses of more than 1000 entities, or 5.0% of the 

total sample. MNCs with more than 1000 entities contain the world’s largest MNCs such as 

 

Table 4: Responding MNCs group size 

 Frequency Percent Valid Percent Cumulative Percent

2 - 9 43 26.9 26.9 26.9
10 - 99 76 47.5 47.5 74.4
100 - 999 33 20.6 20.6 95.0

Valid 

1000 or more 8 5.0 5.0 100.0
  Total 160 100.0 100.0  

Source: Author 

 



 169

EON AG and Siemens AG in Germany or Total in France. Yet, at 5% they represent a 

minority in the sample, while 73.1% of MNCs in the sample comprise more than 10 group 

entities. This is considered normal in MNC practice and the MNCs are expected to display 

Agency characteristics of subsidiary governance, as discussed earlier. For example, 

Tricker (1994) investigated the 50 largest groups listed on the London Stock Exchange in 

the 1990s and found an average number of 230 operative subsidiaries. Therefore, given 

that this investigation did not only survey publicly listed companies, it is presumed that the 

sample appropriately represents the population of MNCs in Europe.  

 Furthermore, the size of the MNC was controlled for its impact on subsidiary 

governance in the advanced statistical analyses. Because the item displays a four-point 

ordinal scale, it is seen as eligible for controlling regression analyses as ordinal variables 

(Tull and Hawkins 1993; Bühl and Zöfel 2000). But the cautious analysis and evaluation of 

research results suggest that potential methodological concerns through the inequality of 

interval sizes of the variable (Bühl and Zöfel 2000) should be avoided in advanced 

statistical analyses. Therefore, the dichotomization of the variable is deemed an 

appropriate solution, as noted above. However, dichotomization of an ordinary variable 

has consequences on the data quality: it causes a loss of power through an inferior 

measurement scale compared to ordinal data. This can lead to a loss of explanatory power 

because the categories are reduced from four to two. But, given the nature of the control 

variable of group size, this is not expected for this investigation and, in fact, such 

dichotomizations are very common in regression analyses (Hair et al. 1998). Yet the 

determination of the control group is of particular importance. For interval data, the cut-off 

point is mostly arbitrary with the median, which guarantees that the same number of 

observations is below and above the cut-off point. Then, the cut-off point can non-trivially 

attenuate strong correlations (i.e. those higher than 0.7). Categorical data that is 

dichotomized, on the other hand, will correlate in most cases, which commonly has no 

scientific reason meaningful in terms of results. Given that the group size was surveyed as 

ordinal data, the additional statistical power compared to categorical data is usable to 

dichotomize into one binary variable for each of the four variable values.72 Hence, a one-

sample Runs Cut-Off test73 is performed to control the median, mode and mean for 

normality distribution of the variable and to rule out methodological concerns (Table 45, 

                                            
72 The subordinate alternative would have meant dichotomizing the data into only two categories as close to 
the median as possible, which is commonly suggested for ordinal d 
73 The Runs test is also termed the Geary (1970) test. 



 170

annex). The Runs test is a non-parametric test that investigates the assumption that an 

observed sequence of residuals is random (Gujarati 1995). On this basis, the mode of the 

variable is selected as a control group for regression analysis, which is MNCs in category 

2 (sized 10–99 entities). 

  From a geographical perspective on MNCs, 133 questionnaires were returned 

from respondents and companies located in Europe (83.13%) and 27 from foreign 

subsidiaries of European MNCs (16.88%). The complete list of MNC headquarters’ 

countries represented in the sample is presented in the annex (Table 46, annex). The data 

on the MNC headquarters countries was obtained by a nominal scale. Therefore, the type 

of data transformation must be performed to enable their inclusion in regression analyses. 

Again, dichotomization is the methodologically appropriate and scientifically most 

promising method, given that the sub-samples are of sufficient size. To dichotomize the 

variable, it is necessary to apply a cultural concept that clusters countries with similar 

cultures into categories that represent individual dichotomous variables. For these 

reasons, Hofstede’s (1980, 2001) widely supported typology of five fundamental cultural 

dimensions in which country’s culture differs was applied.74 Not only is Hofstede’s typology 

considered unique in the field of country-related business culture and is among the most 

often applied cultural typologies today (Bearden and Money and Nevins 2006),75 it is also 

applied in the context of corporate governance, with a recent example being the study of 

Chiang (2005). In addition, Hofstede’s typology was surveyed from 72 subsidiaries of a 

large MNC, International Business Machines, and not from the general population of a 

country. Therefore, this typology seemed appropriate for clustering the MNCs in this 

investigation.  

 While the details of Hofstede’s methodology are extensive and go beyond the 

scope of this investigation,76 each relevant dimension is applied to each MNC 

headquarters’ country and displays power distance, uncertainty avoidance, individualism 

versus collectivism, masculinity versus femininity and a long-term versus a short-term 

orientation. In the next step, the countries were ranked based on their (relative) index in 

each cultural dimension. The countries were then clustered in categories of culturally 

similar countries, producing five categories. Each category was assigned a number and 

                                            
74 Hofstede’s original typology was based on four dimensions, which he extended later (Hofstede 1980, 
2001). 
75 For studies employing Hofstede’s typology, see Sondergaard (1994). 
76 For an extensive description of the dimensions’ elements and their criteria see Hofstede (2001), Chapters 
3–7. 
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the resulting variable was dichotomized and controlled for in the advanced statistical 

analyses (Table 47, annex). The smallest comprises six members from Portugal, Spain 

and Greece and an additional, sixth group with three members from two Eastern European 

countries (Estonia and the Czech Republic) that are not shown in Hofstede’s (1980; 2001) 

study. For methodological reasons arising from the small size of this sub-sample, both 

groups were combined and not considered in the advanced statistical analyses.77 The 

largest cultural cluster (n = 77) of MNCs from Germany, Austria, Switzerland and Italy was 

chosen as the comparison group.  

 

6.3 Descriptive Statistics on Subsidiary Governance 
Then, a corporate and subsidiary governance approach was surveyed to obtain 

information on the awareness, understanding, and importance of group-wide corporate 

governance, governance relationships between group companies, processes and 

problems of MNCs. The survey recipients were asked to indicate their MNC’s approach 

through one of four multiple-choice items on the questionnaire. The four categories were 

developed from the literature and preliminary interviews in the field and, although they 

were not employed as such for the advanced statistical analyses, are of an ordinal nature. 

The 153 valid responses were analysed and produced the results shown in Figure 8 and 

Table 48 (annex).  

 

- 3.8% (six responses) of MNCs perceive corporate and subsidiary governance as 

addressing purely legal issues and compliance only. Therefore, in these MNCs 

corporate and subsidiary governance is taken care of by lawyers and auditors only. 

- 25.6% (41 responses) of MNCs are aware of the management implications of 

corporate and subsidiary governance that lie beyond legal implications, for 

example, reporting standards. Therefore, the group’s approach to corporate 

governance is to employ it sometimes as management tool.  

- For 28.8% (46 responses) of MNCs, the topic takes on a larger managerial 

dimension than that of only preventing problems. In particular, group-wide corporate 

governance is functioning to integrate and coordinate the interests of all group 

stakeholders and is part of a longer-term strategic concept. 

                                            
77 It is for methodological and not cultural reasons that these remaining countries were combined into the fifth 
category (“other countries”). 
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- The largest proportion of 40% (64 responses) of MNCs comprehends group-wide 

corporate governance as a system of coordination, management and control of all 

group companies. Consequently, for 40% of MNCs, group-wide corporate 

governance contributes to the MNC’s long-term strategic success.  

 

Figure 8: Subsidiary governance approach of MNCs 

Source: Author 

 

Overall, the results show that for only 3.8% of MNCs does corporate governance have a 

pure legal meaning and it is not dealt with by managers but is instead outsourced to 

external experts (such as lawyers). On the other hand, 96.2% of MNCs are aware of the 

managerial dimension of corporate governance and exploit it in one way or another. This is 

interesting in so far as the extent of regulations in the field of corporate governance can be 

considered rather dense across European countries. In other words, it requires a 

significant effort and intention in the field of corporate governance to tap a managerial, 

value-adding dimension, which is apparently the case for the overwhelming majority of 

MNCs. It also means that for about 96% of MNCs the management of the group 

headquarters and subsidiaries deals with corporate governance.  

This result is in line with the increasing importance of corporate governance in both 

the literature and practice, in particular since the corporate governance crises around the 

year 2000. The external environment of MNCs has become very demanding and has 

transformed corporate governance from a legal, compliance-only topic taken care of by 
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external experts to an increasingly important management task. But, apart from this 

external dimension, the results also show that the internal dimension of corporate 

governance has come to the attention of MNC managers and impacts on their corporate 

governance approach. This internal dimension constitutes the relationships between group 

companies, processes and problems and most MNCs are aware of it. However, although 

54.4% of MNCs are aware of this situation they only sometimes exploit group-wide 

corporate governance for management purposes, for example in terms of reporting 

standards, stakeholder management or coordination of group entities. But the surprisingly 

large proportion of 40% of MNCs applies a comprehensive approach to corporate 

governance. A systems view of the topic comprises the complete interaction of all group 

companies into a group-wide governance approach. Consequently, 40% of MNCs see 

corporate governance as a strategic success factor for their group.  

This last result provides crucial support for the conceptual approach of this 

investigation. Firstly, it confirms a managerial approach to corporate governance, which, 

unlike a legal approach, comprises more topics, is wider in nature and is of managerial 

importance even from a strategic point of view. Secondly, it confirms the position of 

subsidiary governance as a managerial topic and task, serving the coordination and 

control of all group companies. From the theoretical analysis, subsidiary governance was 

defined as subsidiary direction and control, aiming at subsidiary compliance with MNC 

headquarters’ targets. It seems that, after all, despite the literature’s deficiency and 

problems in grasping the field, managers of modern MNCs apply this comprehension in 

their decisions. Finally, the results of the group-wide corporate governance approach 

provide support for the sampling approach of the investigation. The managerial 

perceptions of MNC headquarters managers were identified as the most valuable and key 

information for subsidiary governance and the results seem to confirm this approach.  

 In the subsequent section of the questionnaire, several dichotomous variables 

raised descriptive data on Agency theoretic characteristics of subsidiary governance 

in MNCs. Based on Agency Theory’s conclusion, three dimensions of Agency theoretic 

characteristics were predicted for subsidiary governance: information asymmetry, goal 

incongruence and residual loss. As an empirical proof of the Agency relationship between 

the MNC headquarters and subsidiaries is not part of this investigation, these results are 

introduced and discussed only briefly. Due to their specific, subjective nature in addressing 

the headquarters–subsidiary relationship, the results are then analysed for MNC 

headquarters and subsidiary respondents separately, which is expected to lead to 

additional conclusions. For example, information stemming from subsidiary managers 
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might be more insightful with regard to local issues in cases where it deviates from the 

respective MNC headquarters responses. In terms of Agency Theory characteristics of 

information asymmetry between MNC headquarters and subsidiaries, the results show 

that in 33.12% (51 responses) of MNCs, the headquarters had been in situations where 

decisive information on their subsidiaries was missing. At the opposite end, in 29.61% of 

the MNCs (45 responses) information was missing at the subsidiary level, which led to a 

 

Table 5: Emergence of issues of information asymmetry 
Headquarters missing 

crucial subsidiary 
information 

Subsidiaries executing 
orders without knowing 

reasons 

Accidental discovery of 
subsidiary governance 

problems 

No Yes No Yes No Yes  
  
 Count (%) Count (%) Count (%) Count (%) Count (%) Count (%) 

All Respondents 103 
(66.88%) 

51 
(33.12%) 

107 
(70.39%) 

45 
(29.61%) 

93 
(60%) 

62 
(40%) 

Source: Author 

 

situation in which subsidiaries were executing orders without knowing why. Finally, 40% of 

the MNCs (62 responses) had already experienced situations in which subsidiary 

governance problems were uncovered only accidentally, for example, through managers’ 

personal contacts. Overall, the results allow for the conclusion of Agency Theory 

information asymmetry between the MNC headquarters and subsidiaries in many MNCs. 

From the subsidiary governance point of view, the most critical aspect is the lack of 

information at the level of the MNC headquarters. The results indicate that more than half 

MNCs have already been in such a situation. Additionally, in 40% of the responses 

concrete subsidiary governance problems were detected only accidentally. This permits 

the conclusion that information asymmetry not only concerns subsidiaries and can be 

presumed to cause Agency problems; it also concerns the Agency problem itself, which, in 

turn, is likely to occur without being discovered in even more than the 40% of MNCs 

identified here. It is also a proxy for the importance of the informal organization of MNCs, 

in which factors such as the personal contacts of managers apparently play an important 

role alongside the formal or legal organization. In comparing the sub-samples of MNC 

headquarters and subsidiary respondents, the results are congruent with one striking 
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exception.78 In terms of a headquarters lacking decisive information on the subsidiary, the 

rate of approval differs slightly by 1.31%.  

 Roughly the same is the case for situations in which important information on 

subsidiaries needed for headquarters decisions was missing, which 4.68% less 

headquarters managers indicated. But the proportion of subsidiary managers indicating 

that subsidiaries had already executed parent company orders without knowing the 

particular reason for it is by 11.51% higher than that of the headquarters (25.74%). This  

 

Table 6: Emergence of issues of information asymmetry: sub-sample comparison 
Headquarters missing 

crucial subsidiary 
information 

Subsidiaries executing 
orders without knowing 

reasons  

Accidental discovery of 
subsidiary governance 

problems  
  
 

Yes 
(Count) Percent Yes 

(Count) Percent Yes 
(Count) 

 Percent 
  

34 32.69% 26 25.74% 40 38.46% 
Respondents at 
MNC 
Headquarters 
  
Respondents at 
MNC Subsidiary 

17 34.00% 19 37.25% 22 43.14% 

Deviation  -1.31%  -11.51%  -4.68% 

Source: Author 

 

result is interesting for two reasons. Firstly, it indicates that problems on the subsidiary 

level do not always come to the attention of the MNC headquarters. This suggests that 

information asymmetry exists between MNC headquarters and subsidiaries as predicted 

per Agency Theory – but this time it is inverted to the one originally for subsidiary 

governance. Secondly, the result provides support for the investigation’s methodological 

conclusion that surveying both MNC headquarters and subsidiary managers provides best 

explanatory value for subsidiary governance. The main reason for this approach was to 

identify the informational and perceptual differences that were attached to the 

organizational position of the respondent within the MNC. For example, it was presumed 

that subsidiary managers might have more knowledge of local issues, while headquarters 

managers would have more knowledge on headquarters-level or MNC-wide topics. Exactly 

this seems to be the case regarding headquarters’ orders for subsidiary managers. The 

result indicates that headquarters managers are sometimes unaware of informational 

deficiencies at the subsidiary level and the problems resulting from them. However, one 

                                            
78 As a general rule, results from the sub-sample comparison are considered significant only for deviations 
larger than 5%. 
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can not exclude a bias from respondents’ indicating socially appropriate or desired 

answers (social desirability bias) or a different perception of regarding the same situation 

(self presentation bias) (Bortz and Döring 2002). It is conceivable that, when asked about 

their MNC management’s behaviour and actions, subsidiary managers use the opportunity 

to complain about their situation, or that they perceive this situation to be more severe and 

frequent than MNC headquarters managers do. All the same, subsidiary managers 

indicated a stronger presence of information asymmetric characteristics in subsidiary 

governance than MNC headquarters managers over all three variables.  

 In the next category, three items addressed Agency Theory characteristics of goal 

incongruence inside the MNC. Three particular directions of such conflicts of interests 

were investigated. Firstly, direct conflicts of interest between MNC headquarters and 

hierarchically lower, subsidiary levels were addressed (vertical conflicts of interest). The  

 

Table 7: Emergence of conflicts of interest 

Group principles conflicting 
with local regulation 

Headquarters-subsidiary 
conflicts of interest 

Subsidiaries competing for 
internal resources 

No Yes No Yes No Yes  
  
 Count (%) Count (%) Count (%) Count (%) Count (%) Count (%) 

All Respondents 118 
(76.13%) 

37 
(23.87%) 

98 
(64.9%) 

53 
(35.1%) 

71 
(46.1%) 

83 
(53.9%) 

Source: Author 

 

first result is that in 35.1% of the MNCs (52 responses), there had been a direct conflict of 

interest between the MNC headquarters and its subsidiaries, for example regarding the 

withdrawal of local cash or the transfer of subsidiary managers to the headquarters. The 

rather high proportion of one-third indicates that the presence of goal incongruence 

between MNC headquarters and subsidiaries is rather common. Also, it can be expected 

that the actual degree of goal incongruence in practice is higher than the reported one-

third, yet it leads to concrete conflicts only in this one-third of the responses. Secondly, in 

23.87% of the MNCs (37 responses), the headquarters’ business or governance principles 

conflicted with legal regulations from the subsidiary environment. In other words, in about 

one-quarter of MNCs the group headquarters’ interests also conflicted with those from the 

subsidiary’s regulatory environment. And thirdly, conflicts of interests between subsidiaries 

were very also common (horizontal conflicts of interest). Among the MNCs 53.9% (83 
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responses) had been already in situations where subsidiaries were competing for limited 

internal resources, for example, for investments.79  

 Comparing the results obtained from MNC headquarters and subsidiary managers’ 

sub-samples, the results were similar for conflicts with local legal regulations, deviating by 

only 0.19%, and equally for vertical conflicts of interests, deviating by 4.36%. However, 

9.67% more of the MNC headquarters indicated the presence of direct conflicts of interests 

between the MNC headquarters and subsidiaries. The interesting aspect of this result is 

that subsidiaries are usually subordinates in conflicts with their headquarters and are 

unlikely to pursue their own conflicting interests. Hence, their desire to complain about this 

inferiority could have explained the higher proportion of subsidiary managers who  

 

Table 8: Emergence of conflicts of interest: sub-sample comparison 

Group principles conflicting 
with local regulation 

Headquarters-subsidiary 
conflicts of interest 

Subsidiaries competing for 
internal resources 

 
  
 

Yes 
(Count) Percent Yes 

(Count) Percent Yes 
(Count) 

 Percent 
  

25 23.81% 39 38.24% 57 55.34% 
Respondents at 
MNC 
Headquarters 
  
Respondents at 
MNC Subsidiary 

12 24% 14 28.57% 26 50.98% 

Deviation  -0.19%  9.67%  4.36% 

Source: Author  

 

indicated the existence of direct conflicts of interests. But on the contrary, this result seems 

to suggest that subsidiary managers are instead downplaying such unpleasant situations 

by indicating fewer occurrences, or headquarters managers perceive them to be more 

severe and more frequent. On the other hand, as information asymmetry in direct conflicts 

between group entities is excludable as a cause for this result, the differences might also 

stem from the fact that the MNC headquarters is more aware of the group-wide 

emergence of these conflicts, which the subsidiary management may not be aware of. The 

result could then provide support for the methodological approach of surveying both MNC 

headquarters and subsidiary managers. 

                                            
79 Strictly speaking, horizontal conflicts of interests emerge because the interests of subsidiaries conflict with 
each other. But they occur at the expense of the MNC headquarters and for that reason, they are considered 
to be issues of goal incongruence in the MNC headquarters–subsidiary relationship. 
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 The final category addressed concrete Agency problems of subsidiary 

governance. They signify the residual loss occurring through subsidiary governance 

problems, which means the decrease in the principal’s benefit as a result of the subsidiary 

governance dilemma (other than control cost). Different types of problem were examined 

in this section of the questionnaire. In 21.57% of MNCs (33 responses), an intangible 

residual loss resulted from reputational backfiring (i.e. subsidiary problems backfiring at 

the MNC and damaging the reputation of the whole group. Such problems included local 

fraud, bribery, or environmental damage caused by the subsidiaries. These problems not 

only represent non-compliance with the MNC headquarters’ interests and cause residual 

losses to be incurred by the MNC headquarters; they are also clearly illegal, as well as 

being cases of non-compliance with corporate governance. This might explain their less 

frequent occurrence in only one- quarter of the MNCs. Secondly, a comparable proportion 

of 25.49% of MNCs (39 responses) reported that subsidiaries were in situations where 

they lacked the competence for an autonomous, timely reactions to local risks or 

opportunities. These situations are likely to have lead to residual losses and the 

 

Table 9: Emergence of subsidiary governance problems 

Reputational Backfiring 

Lack of subsidiary competences 
for reacting to local 

risks/chances  

Headquarters wrongly 
overruling subsidiary 

decisions 

No Yes No Yes No Yes 

 Count (%) 
Count 

(%) Count (%) Count (%) 
Count 

(%) Count (%) 

All Respondents 120 
(78.43%) 

33 
(21.57%)

114 
(74.51%) 

39 
(25.49%) 

110 
(72.37%

) 

42 
(27.63%) 

Source: Author  

 

independent handling of such situations by the subsidiary itself would have represented a 

preferable outcome. The local competences of the subsidiaries thus seem to be restricted, 

particularly beyond an appropriate level. This might lead to the conclusion that the 

centralization of competences on the MNC headquarters’ level functions as a governance 

mechanism for ensuring subsidiary compliance comes at the price of the suboptimal 

actions of subsidiaries in their local environment. Finally, in 27.62% of the MNCs (42 

responses) the headquarters had wrongfully overruled the decisions and ideas of a local 

subsidiary. Subsequently, these actions and decisions turned out to have been correct and 

appropriate in the situation but had not been undertaken. Again, the subsidiaries’ inferiority 

towards the MNC headquarters can be considered normal in MNCs and conflicts of 

interests are commonly decided by the MNC headquarters. However, the dimension of this 
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result that is particularly interesting is that MNC headquarters sometimes seem to be in 

situations where they exert their legal, legitimate control over the subsidiary’s actions, 

despite being unable to reach the best decision. Consequently, the result suggests that 

information asymmetries towards subsidiaries are sometimes too significant to render the 

centralization of competences at the MNC headquarters useful.  

 Again, a comparison of results for the MNC headquarters and subsidiary managers’ 

sub-sample provides further insights on these Agency problems of subsidiary governance. 

As for the first issue, 6.58% more subsidiary managers indicate the occurrence of 

reputational backfiring of subsidiary problems at the whole MNC. This result comes as a 

surprise, as the issue clearly is more unfavourable for the subsidiary management than for 

the MNC headquarters. It could hint at a situation in which MNC headquarters might not be 

aware of all such problems in their MNC. On the other hand, the explanation seems 

implausible because the reputational backfiring of subsidiary problems at the whole MNC 

will not go unnoticed by the headquarters’ management. As for the issue of missing 

subsidiary competences in critical situations, the indications through MNC headquarters 

 

Table 10: Emergence of subsidiary governance problems: sub-sample comparison 

Reputational Backfiring 
Lack of subsidiary competences 

for reacting to local 
risks/chances  

Headquarters wrongly 
overruling subsidiary 

decisions  
  
 

Yes 
(Count) Percent Yes 

(Count) Percent Yes 
(Count) 

 Percent 
  

20 19.42% 25 24.27% 25 24.51% 
Respondents at 
MNC 
Headquarters 
  
Respondents at 
MNC Subsidiary 

13 26% 14 28% 17 34% 

Deviation  -6.58%  -3.73%  -9.49% 

Source: Author 

 

managers deviate only by -3.73% from those of subsidiary managers. Finally, the 

proportion of subsidiary managers indicating that the MNC headquarters already overruled 

appropriate subsidiary decisions is by 9.49% larger than those of the headquarters 

managers. In fact, the result not only implies that there were conflicts of interests between 

the MNC headquarters and subsidiaries and that the headquarters decided what to do; it 

also expresses that the result of the headquarters overruling the subsidiaries is sometimes 

suboptimal and the negative consequences either go unnoticed by the headquarters 

management due to information asymmetry or are downplayed for understandable 

reasons. In any case, over all three variables of Agency Theory problems of subsidiary 
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governance, a larger proportion of subsidiary managers indicated the presence of such 

problems, which might support the notion of information deficiencies on the headquarters 

level about subsidiary issues.  

 The variables that directly address the Agency Problem of subsidiary governance 

between MNC headquarters and subsidiaries are of a purely descriptive nature and aim at 

providing insights for the further analysis. Against the background of the theoretical 

framework applied to subsidiary governance, the results obtained through these 

descriptive variables allow for three main conclusions. Firstly, there is strong descriptive 

evidence for information asymmetry between the MNC headquarters and its subsidiaries. 

Around 30% or more of the MNCs surveyed indicated the occurrence of all three 

information asymmetric problems in their group. In 40% of the MNCs, the information 

asymmetry even led to situations in which subsidiary governance problems were detected 

only accidentally, although no conclusion on the causality of the latter is possible. 

Secondly, there is strong evidence for Agency Theory goal incongruence between the 

MNC headquarters and subsidiaries. More than 35% and 53%, respectively, of MNCs 

experienced situations of direct conflicts of interests between the MNC headquarters and 

subsidiaries or of the subsidiaries with each other. Even stronger, in around 24% of the 

MNCs legal conflicts of interests emerged when the MNC headquarters’ governance or 

principles conflicted with regulations from the subsidiary’s environment. Lastly, there is 

smaller but still significant evidence for the existence of subsidiary governance problems. 

More than 21% of MNCs indicated the presence of subsidiary governance problems that 

led to residual losses incurred by the MNC headquarters. These problems were the 

reputational backfiring of subsidiary governance problems at the MNC, the over-

centralization of competences at the MNC headquarters and the suboptimal subsidiary 

results of the MNC headquarters overruling local decisions. 

 Hence, despite the descriptive analysis of these variables, they support the notion 

of an Agency relationship of subsidiary governance between the MNC headquarters and 

its subsidiaries with matching problems. For each of the issues addressed, more than 20% 

of MNCs indicated the existence in their group. While the reputational backfiring of 

subsidiary governance problems at the whole group is the case for only 21.57% of MNCs, 

the most frequent subsidiary governance issue in 53.9% of MNCs is horizontal conflicts of 

interests between subsidiaries. These results seem to reflect the importance of subsidiary 

governance in MNC practice and the relevance of a group-wide subsidiary governance 

concept that also covers the lateral relationships of subsidiaries with each other. The 

frequent presence of all subsidiary governance issues surveyed also appears to confirm 
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the appropriateness of the MNC as object of investigation. Investigating the differences 

between MNC headquarters and subsidiary manager sub-samples, it turned out that, 

except for direct conflicts between MNC headquarters and subsidiaries and lateral 

competition between subsidiaries, the proportion of subsidiary managers indicating the 

presence of problems from subsidiary governance was higher. The deviation peaked with 

subsidiaries executing MNC headquarters orders without further knowledge of the reasons 

(11.51%) and the wrongful overruling of subsidiary decisions by the MNC headquarters 

(9.49%). While the fact that that both results reflect a bias from subsidiary managers to 

overrate these problems (because their negative impact and thus cost is incurred largely 

on the subsidiary level) cannot be excluded, it is also likely that MNC headquarters 

management is not fully aware of all subsidiary governance problems on a local level. 

From the MNC headquarters managers point of view, only twice did a larger proportion of 

respondents indicate the presence of subsidiary governance problems. These were in 

direct conflicts of interests between the MNC headquarters and subsidiaries (9.67%) and 

in the horizontal competition of the subsidiaries with each other (4.36%). Although the 

methodological approach to the analysis of these variables does not allow for the 

conclusion of more comprehensive results, there could be a pattern in deviating results 

from sub-samples, namely, the particular entity bearing the residual loss of subsidiary 

governance indicates a more frequent occurrence of the problem. In any case, these 

cases of variables with significant deviations in MNC headquarters and subsidiary 

managers’ results show that the involvement of subsidiary management in a 

comprehensive, group-wide subsidiary governance approach is crucial to its success.  

 

6.4 Subsidiary Governance Mechanisms and Contingencies 
6.4.1 Governance Mechanism-based Analysis 

6.4.1.1 Governance Mechanisms to Reduce Information Asymmetry 
6.4.1.1.1 Group-wide Corporate Governance Bodies (P1

a; P1
b) 

6.4.1.1.1.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters would apply monitoring mechanisms in the form of group-wide 

corporate governance bodies towards the management of their subsidiaries (P1
a; P1

b). 

Table 11 shows the basic statistical analyses of the governance mechanism grouped by 

control variables.  
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Table 11: Descriptive statistics: group-wide corporate governance body (P1
a)  

Group-wide CG 
Body 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  -- 

Category #1 

MNC Group 
Size  -- 

Category #2 

MNC Group 
Size  -- 

Category #3 

MNC Group 
Size  -- 

Category #4 
Mean 3.31 3.34 3.19 3.32 3.31 4.14 

No of Obs. 107 50 43 75 32 7 
Std. Deviation 1.111 1.042 1.180 1.105 0.931 0.690 

Std. Error 0.107 0.147 0.180 0.128 0.165 0.261 
Variance 1.234 1.086 1.393 1.221 0.867 0.476 

 

Group-wide CG 
Body 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.21 3.23 3.45 3.25 3.00 3.32 
No of Obs. 14 44 74 16 9 157 

Std. Deviation 0.802 1.138 1.124 1.065 1.000 1.086 
Std. Error 0.214 0.172 0.131 0.266 0.333 0.087 
Variance 0.643 1.296 1.264 1.133 1.000 1.180 

Source: Author 

 

The statistics show that group-wide corporate governance bodies are employed and are 

considered to be of above-average importance with a mean of 3.32. The results show that 

MNC headquarters and subsidiary managers consider the mechanism about equally 

important, the result deviating by only 0.01 between the sub-samples. The importance of a 

group-wide corporate governance mechanism is quite similar across all different sub-

samples for group size, but it is considerably higher for MNCs consisting of 1000 entities 

and more (4.14). However, the sub-sample size of n = 7 observations does not allow for 

more interpretation compared to the other sub-samples. There are only minor regional 

differences in the importance of a group-wide corporate governance body: MNCs 

headquartered in Germany, Austria, Switzerland and Italy indicated a slightly higher 

relevance (3.45) than their peers from other regions (3.23).  

 
6.4.1.1.1.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of a group-wide corporate 

governance body for subsidiary governance was determined by the contingencies of 

subsidiary governance (P1
b). Table 12 shows the results of the regression analysis for P1

b. 

The regression analysis shows that there is a statistically significant positive 

relationship between the legal corporate governance environment of the subsidiary and 

the MNC group strategy, and between the mechanism and the importance of group-wide 

corporate governance bodies at p = 0.00*, and p = 0.00*, respectively. Both regression 

results confirm a positive correlation at p = 0.00*, and p = 0.00*, respectively. The 
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regression analysis did not produce any evidence on an impact of the control variables on 

the relationship between predictor and dependent variables. In particular, the analysis did  

 

Table 12: Regression analyses: group-wide corporate governance body (P1
b) 

Group-wide Corporate Governance Body F 16.97
Sig. 0.00

Source SS df MS R 0.43
Regression 33.330 2 16.665 R Square 0.18
Residual 150.279 153 0.982 Adjusted R Square 0.17
Total 183.609 155 183.609 Std. Error of the Estimate 0.99

B Std. Error t Sig.
1.032 0.409 2.523 0.01

legal CG environment in subs country* 0.306 0.080 3.812 0.00
0.292 0.092 3.177 0.00

(Constant)

MNC group strategy*
regression method: stepwise; p*<0.01; p**<0.05; p***<0.1

Source: Author 

 

not detect a statistically significant impact of the MNC group size or MNCs from Germany, 

Austria, Switzerland and Italy, which the basic statistical analysis might have suggested. In 

the same way, the results from the Levene and t-test did not indicate a statistically 

significant difference between the sub-samples from MNC headquarters and subsidiary 

respondents. The complete enter regression model is reported in the annex (Table 49, 

annex). 

Several explanations are possible for the link between the subsidiary country’s 

legal corporate governance environment and the importance of a group-wide corporate 

governance body. Firstly, the importance of the mechanism could stem from increased 

information asymmetry towards subsidiaries in corporate governance environments that 

are challenging or legally substantially different from that of the MNC headquarters. Group-

wide corporate governance bodies were predicted to function as a monitoring mechanism 

of the MNC headquarters towards subsidiary management. Such subsidiary environments 

can create a legal distance towards the MNC headquarters, similar to comparable 

distances like cultural or geographical ones within MNCs (Chang and Taylor 1999; 

O’Donnell 2000). The result is that direct behavioural control through the MNC 

headquarters is less efficient (for example because of their lack of understanding local 

specificities) and thus information asymmetry increases. Regression results indicate that in 

such situations indirect control of subsidiary management through a group-wide corporate 

governance body is still efficient. This notion is fostered by a positive correlation with the 

second type of mechanism for indirectly monitoring subsidiary management, expatriates, 

significant at the p = 0.02**. Moreover, mechanisms of interest alignment were predicted to  
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Figure 9: Correlation and regression relationships (P1
b) 

Source: Author 

  

be more useful when information asymmetry increases and the efficiency of monitoring 

mechanisms consequently decreases. And in fact, the importance of group-wide corporate 

governance bodies was positively correlated with all mechanisms aiming at the reduction 

of goal incongruence towards the subsidiary management at the p = 0.00* (i.e. financial 

and non-financial incentives and measures of executive education for subsidiary managers 

as well as the group-wide corporate culture). In other words, a group-wide corporate 

governance body is particularly useful when the legal corporate governance environment 

of subsidiaries presents the MNC headquarters with conditions of impeded monitoring 

efficiency. The MNC headquarters can then compensate for informational deficiencies by 

employing a group-wide corporate governance body that supervises and controls 

subsidiary management in their place. In doing so, the monitoring effect is not only of a 

temporary nature. Legal environments commonly adapt slowly and change only in long-

term perspectives. Hence, group-wide corporate governance bodies also establish and 

maintain contacts between the MNC headquarters and the subsidiary and function as 
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vertical integrating mechanisms, as shown for comparable types of cross-company bodies 

(Galbraith 1973; Lawrence and Lorsch 1976; Galbraith and Kazanjian 1986). 

 From another perspective, a legally challenging subsidiary environment represents 

an increased risk for the MNC headquarters. In such environments, the risk and residual 

loss through the non-compliance of the subsidiary management with the legal 

requirements of its environment is considerably higher, because any wrongdoing is noticed 

and will be prosecuted. As a result, the MNC headquarters invests additional resources in 

ensuring subsidiary management compliance. One respondent’s company (MNC 3), 

retains an expert for group-wide legislation who is located and attached to the MNC 

headquarters organization. This person’s task is to control and supervise every 

subsidiary’s compliance with local legal requirements throughout the whole MNC, to 

evaluate local legislation changes and to control their implementation on the subsidiary 

level. In another company (MNC 2), the local legal compliance of a subsidiary with its 

environment is controlled by company secretarial personnel attached to the headquarters’ 

organization that has a group-wide responsibility. Legal environments are complex to 

analyse and understand and it is intuitive that only a specialized and highly trained group 

can evaluate and control subsidiary compliance. This is the case for a group-wide 

corporate governance body, which is also costly. Hence, the result also indicates that only 

in those situations where the potential residual loss is high will the MNC headquarters 

introduce costly mechanisms like a group-wide corporate governance body. This 

conclusion is backed up by the positive correlation of the importance of group-wide 

corporate governance bodies with the strategic importance of the subsidiary for the MNC 

at p = 0.00*. Classical corporate governance sees additional investments in governance as 

being justified if the size of potential residual losses is high, as noted earlier. If a subsidiary 

is of high strategic importance for the MNC, it commands considerable assets and 

personnel, or it is in an intense, frequent relationship of exchange with the MNC 

headquarters or another group company. If these assets or the valuable relationship to the 

MNC is threatened by opportunistic subsidiary management behaviour, the potential 

residual loss incurred by the MNC headquarters is much higher than in the case of a 

smaller, less relevant subsidiary. Consequently, the headquarters’ risk aversion and goal 

incongruence towards the subsidiary management increases in cases of subsidiaries that 

are of high strategic value to the MNC. However, the regression analysis produced no 

evidence of this relationship. The explanation for this might be a positive autocorrelation of 

the residuals, which the Durbin–Watson test showed (d = 1.816 for n = 153 and k = 2 

within 1.706 < d < 1.760). A legally underdeveloped corporate governance environment of 
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the subsidiary, on the other hand, will not supply the MNC headquarters with an 

appropriate set of legal governance mechanisms such as accounting and disclosure rules 

(La Porte et al. 2000). In that case the MNC headquarters substitutes for the lack of 

supervision and control from the legal corporate governance environment of the subsidiary 

through employing a group-wide corporate governance body.  

 Secondly, the regression analysis shows that the importance of group-wide 

corporate governance bodies for subsidiary governance is positively linked to the MNC 

group strategy. This result is intuitive and confirms previous assumptions on subsidiary 

governance for this mechanism. Corporate governance overall was said to display a 

strong managerial, strategic dimension and to take place within the framework of MNC 

strategy, as stated by Steger (2004). A group-wide corporate governance body performs 

indirect but intense personal supervision of subsidiary managers, akin to the mechanisms 

of direct control through MNC headquarters’ managers (Ouchi 1977; Eisenhardt 1985). It 

is attached to the group headquarters’ organization and of a structural, organizational 

nature that requires the creation of a new organizational unit; it is highly specialized and 

also very costly. Hence, it is reasonable to see the introduction and maintenance of a 

group-wide corporate governance body as a decision of strategic importance that is made 

at the MNC headquarters’ management level. It could be interpreted as additional support 

for the conclusion that there is a positive correlation between the importance of group-wide 

corporate governance bodies and group-wide corporate governance information systems 

at p = 0.00*. Both mechanisms are alike, as they involve considerable investment by the 

MNC group headquarters and function group-wide. This combination of results also 

suggests that different group strategies lead to different subsidiary governance 

approaches. 

  Depending on whether the subsequent results on governance mechanisms confirm 

this individual result, the result could be a picture of subsidiary governance in which the 

MNC headquarters proactively formulates subsidiary governance as an element of the 

MNC group strategy. From an individual perspective, the regression result does already 

allow for the conclusion that the MNC strategy is indeed a contingency of subsidiary 

governance for this mechanism. However, apart from these explanations, the result of the 

regression analysis does not allow for further conclusions on the specific impact of the 
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MNC group strategy on information asymmetry, goal incongruence or managerial 

discretion of subsidiary governance.80 

 

6.4.1.1.2 Expatriates in Subsidiary Management (P2
a; P2

b) 

6.4.1.1.2.1 Basic Statistical Analyses 

Based on Agency Theory’s predictions on subsidiary governance, it was predicted that 

MNC headquarters apply monitoring mechanisms in the form of expatriates towards the 

management of their subsidiaries (P2
a; P2

b). Table 13 shows the basic statistical analyses 

of the governance mechanism grouped by control variables. The basic descriptives 

indicate that expatriates are employed for subsidiary governance but are considered of 

below-average importance (mean = 2.99).81 This finding is in line with the interview results 

from one MNC (MNC 4), which considered employing expatriates in subsidiaries only in 

rare, very important cases, as each expatriate at a subsidiary is perceived as a good 

manager missing at the MNC headquarters. There are slight differences in the importance 

across the sub-samples, beginning with subsidiary respondents indicating the 

 

Table 13: Descriptive statistics: expatriates in subsidiary management (P2
a) 

Expatriates in 
Subs. 

Management 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.06 2.86 2.93 2.99 3.09 3.00 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 1.198 1.217 1.334 1.172 1.174 1.069 
Std. Error 0.115 0.170 0.204 0.134 0.208 0.378 
Variance 1.436 1.481 1.781 1.373 1.378 1.143 

 
Expatriates in 

Subs. 
Management 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.29 3.07 2.96 2.75 2.89 2.99 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 1.267 1.246 1.205 1.183 1.054 1.204 
Std. Error 0.339 0.188 0.138 0.296 0.351 0.095 
Variance 1.604 1.553 1.452 1.400 1.111 1.449 

Source: Author 

                                            
80 It is for this reason and for methodological cautiousness in the measurement approach that the 
investigation only addresses and discusses direct causes of explanatory value between the contingency of 
MNC group strategy and individual governance mechanisms. 
81 The response bias analyses produced evidence for a statistically significant difference between the 
responses for the mechanism in the Mann–Whitney U-test when comparing wave one and two at the 
p = 0.08*** level and in the t-test at the p = 0.06*** level. However, the result does not lead to distortions in 
the result of the advanced statistical analyses, in particular because it is scientifically not meaningful. 
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mechanism’s importance by 0.2 points lower than MNC headquarters respondents (3.06). 

An explanation could be that expatriates are considered a very strong mechanism in 

subsidiary control literature: They are often perceived as sign of mistrust or lack of 

appreciation by headquarters’ managers (Torbiörn 1985; Boyacigiller 1990) and as a result 

their relevance from the subsidiary managers’ point of view could be different. No 

significant deviation is visible in comparing the importance of expatriates for different group 

sizes, although in terms of descriptive numbers the importance of this mechanism steadily 

increases along with increasing group size. From a management point of view, an effect of 

subsidiary size on expatriate employment had been already discovered (Boyacigiller 1990; 

Chang and Taylor 1999). Finally, in terms of regional differences, there is a large spread 

between MNCs headquartered in the UK and Ireland, which indicated a mean importance 

only of 2.57 compared to those headquartered in Belgium, France and Luxembourg with a 

mean importance of 3.29.  

 
6.4.1.1.2.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of expatriates for subsidiary 

governance was determined by the contingencies of subsidiary governance (P2
b). Table 14 

provides the results of the regression analysis for P2
b. The regression analyses produces 

evidence for a statistical significant relationship of the importance of expatriates as 

subsidiary governance mechanism towards the MNC group strategy that is positive at 

 

Table 14: Regression analyses: expatriates in subsidiary management (P2
b) 

Expatriates in Subsidiary Management F 7.79
Sig. 0.00

Source SS df MS R 0.30
Regression 20.926 2 10.463 R Square 0.09
Residual 208.068 155 1.342 Adjusted R Square 0.08
Total 228.994 157 Std. Error of the Estimate 1.16

B Std. Error t Sig.
2.262 0.476 4.756 0.00

MNC group strategy* 0.366 0.105 3.486 0.00
-0.212 0.086 -2.476 0.01

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1
competition in subsidiary markets**

Source: Author 
 

p = 0.00* and to another one towards the competition on the subsidiary’s markets that is 

negative at p = 0.01**. Both results confirm similarly directed correlation analysis results 

significant at p = 0.00*, respectively p = 0.08***. The regression analysis produced no 

evidence for an impact of the control variables respondent’s location, group size or region 
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of the MNC. Similarly, the Levene and t-test did not yield results on a statistically 

significant difference between the sub-samples of MNC headquarters and subsidiary 

respondents. The complete enter regression model is reported in the annex (Table 50, 

annex). 

 The MNC group strategy is directly impacting the importance of the employment of 

expatriates for subsidiary governance. At first, there is a direct link between strategy and 

expatriates through the strong, direct and intense character of the mechanism (Ouchi 

1977; Mintzberg 1983). In being so, the introduction and maintenance of the mechanism is 

subject to a decision by the MNC headquarters’ management. The same conclusion was 

feasible in connection with group-wide corporate governance bodies that showed the 

same strategy link above and are also correlated to the importance of expatriates at the 

p = 0.02**. In addition, expatriate employment on a group-wide level forms a part of the 

human resource and staffing strategy of the MNC. Hence, an explanation from this area is 

conceivable, for example when examining Perlmutter’s (1969) prominent scheme of MNC 

strategies in the framework of MNC staffing. He identified three different basic types of  

 

Figure 10: Correlation and regression relationships (P2
b) 

Source: Author 
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staffing strategies: An ethnocentric approach positions headquarters’ managers in key 

positions across all countries the firm operates in, assuming that the approach is most 

likely to lead to success. A firm with geocentric approach, on the other hand, employs only 

local executives and does commonly not send expatriates into subsidiaries. In both 

exemplary cases, the MNC is employing expatriates deliberately and group-wide or not at 

all. The regression result shows that such expatriate employment is the case for subsidiary 

governance, too, and it forms a part of the MNC group strategy. The result and its 

conclusion receive support from a positive correlation of expatriates with mutual subsidiary 

shareholding at the p = 0.00*: Mutual subsidiary control was predicted to equally take the 

form of outside managers of one subsidiary positioned at the helm of another subsidiary, 

which, although not from the MNC headquarters, represents some form of expatriate 

employment. Consequently, the correlation of both variables suggests the presence of a 

more comprehensive, overarching MNC approach involved when outsiders are sent to the 

helm of the subsidiary organization as representatives of the MNC headquarters. On 

another note, earlier studies found links between expatriate assignments that, together 

with other measures, were important for managerial career development in the MNC, 

which led to their notion of sometimes being non-financial incentives (e.g. O’Donnell 

2000). Investigating the correlation analyses in this investigation, the employment of 

expatriates is in fact positively correlated to subsidiary manager executive development 

and non-financial incentives at the p = 0.00* . However, as noted above, it is not possible 

to conclude more detailed explanations on MNC staffing and expatriates from the result of 

the regression analysis.  

 Next to the direct link with the MNC group strategy, the regression analysis 

produced evidence for a negative relationship between the importance of expatriates for 

subsidiary governance and the competition on the subsidiary’s markets at the 

p = 0.01**. The first conclusion from this result is that this mechanism of classic corporate 

governance functions for subsidiary governance, too: Competition on the subsidiaries’ 

markets does reduce the Agency problem of subsidiary governance in the same way as 

Hart (1983), Jensen (1993) and others proved for classical corporate governance. Intense 

competitive subsidiary markets reduce the slack resources available for subsidiary 

managers and thus managerial discretion. As a result, subsidiary market competition 

reduces the Agency Problem of subsidiary governance and the relevance of expatriates as 

governance mechanism, too. Although it was predicted that expatriates represent a 

monitoring mechanism of subsidiary governance (which they still could be), it is likely that 

the result is caused by decreased managerial discretion rather, as classical corporate 
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governance predicts. The contingency therefore moderates the necessity for employing 

the governance mechanism. As for the specific link of expatriates to competition on the 

subsidiary markets, several conclusions are possible. Competitive subsidiary 

environments represent a business environment that requires local expertise, knowledge 

of the markets and larger subsidiary independence (Ghoshal and Nohria 1989). Hence, 

from a business point of view, competition increases information asymmetry towards the 

MNC management and the employment of expatriates for subsidiary governance is likely 

to be suboptimal for the entity’s success. Applying this notion to subsidiary governance, 

the result of the regression indicates that the reduced Agency Problem through the 

employment of expatriates in the subsidiary management does not outweigh the reduced 

likelihood of subsidiary success in the competitive environment. As a result, the 

mechanism is withdrawn along with increasing relevance of the competition on the 

subsidiary’s markets. 

 Finally, in the complete enter model (refer to table 50 in the annex), the regression 

model produced evidence on a statistically significant, negative relationship of the cluster 

of MNCs headquartered in the UK and Ireland at the p = 0.08***. The result would mean 

that MNCs with headquarters in the UK and Ireland are employing expatriates significantly 

less than their peers from the comparison group with MNCs headquartered in Germany, 

Austria, Switzerland and Italy. However, the result is weak and did not appear in the 

stepwise regression model although the effect could be traced back to autocorrelation or 

multicollinearity. 

 

6.4.1.1.3 Mutual Subsidiary Control (P3
a; P3

b) 

6.4.1.1.3.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters apply monitoring mechanisms in the form of mutual control towards the 

management of their subsidiaries (P3
A; P3

B). Table 15 shows the basic statistical analyses 

of the governance mechanism grouped by control variables.  

 

Table 15: Descriptive statistics: mutual subsidiary governance (P3
a)  

Mutual 
Subsidiary 

Control 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 2.25 1.98 2.10 2.28 2.00 2.00 
No of Obs. 104 51 42 75 31 7 

Std. Deviation 1.189 0.990 1.165 1.203 0.966 0.816 
Std. Error 0.117 0.139 0.180 0.139 0.174 0.309 
Variance 1.413 0.980 1.357 1.448 0.933 0.667 
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Mutual 

Subsidiary 
Control 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 2.00 1.91 2.24 2.56 2.33 2.16 
No of Obs. 14 44 72 16 9 155 

Std. Deviation 0.877 1.053 1.181 1.365 0.866 1.131 
Std. Error 0.234 0.159 0.139 0.341 0.289 0.091 
Variance 0.769 1.108 1.394 1.863 0.750 1.279 

Source: Author 

 

The descriptive statistics show that mutual subsidiary control is considered of comparably 

less importance for subsidiary governance with a mean of only 2.16. The relatively smaller 

importance for group-wide subsidiary governance could stem from the complex, legal 

nature of the mechanism, which is likely to be only efficient for subsidiary governance in 

individual, specifically designed and implemented cases of subsidiary relationships. Even 

stronger than in the case of expatriates as governance mechanism, subsidiary managers 

indicate a lower importance of the mechanism than MNC headquarters managers by 0.27 

points. The descriptive statistics suggest that there is no effect of the MNC group size on 

the relevance of mutual subsidiary control as governance mechanism, the largest 

deviation of 0.28 points shown between MNCs comprising between 100 and 999 entities 

and those sized between 10 and 99 entities. Finally, regional differences are visible in 

comparing the importance of mutual subsidiary control by MNC headquarters countries’ 

sub-samples: While country cluster one and three are rather close to the overall mean 

(2.00 and 2.24, respectively), MNCs headquartered in Scandinavia mark the lowest end of 

importance with a mean of only 1.91 and the UK and Ireland-headquartered MNCs the 

highest with a mean of 2.56. 

 
6.4.1.1.3.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of mutual subsidiary control as 

governance mechanism is determined by the contingencies of subsidiary governance 

(P3
b). Table 16 provides the results of the regression analysis for P3

b.The regression 

analyses produces evidence only for a statistical significant relationship of the importance 

of mutual subsidiary control to the contingency of subsidiary age at the p = 0.00*,82 

which confirms a positive correlation at the p = 0.00*. In all complete enter models, the 

                                            
82 It must be noted that the response bias analyses produced evidence for statistically significant differences 
when comparing wave one and three in the Kolmogorov-Smirnov test at the p = 0.097*** level. 
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corporate governance culture of the subsidiary’s country was found statistically 

significantly and positively related to the importance of mutual subsidiary control as 

governance mechanism at different p-levels with p < 0.1***. Yet none of the global F-tests 

showed a valid enter regression model with p partly larger than 0.10. 

 

Table 16: Regression analyses: mutual subsidiary governance (P3
b)  

Mutal Subsidiary Control F 8.93
Sig. 0.03

Source SS df MS R 0.24
Regression 10.864 1 10.864 R Square 0.06
Residual 186.104 153 1.216 Adjusted R Square 0.05
Total 196.968 154 Std. Error of the Estimate 1.10

B Std. Error t Sig.
1.606 0.206 7.795 0.00
0.205 0.068 2.989 0.00

(Constant)
Subsidiary Age

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1
Source: Author 

 

The explanation might be autocorrelation of the residuals, which the Durbin-Watson test 

showed (d = 1.979 with n = 154 and 1.710 < d < 1.746). For this reason, the regression 

result is considered invalid. However, there is a statistically significant, positive correlation 

of the corporate governance culture in the subsidiary’s country with the importance of 

mutual subsidiary control as governance mechanism on the p = 0.09***, which allows for a 

cautious interpretation. From a variety of potential influencing factors from the corporate 

governance culture of a country introduced earlier, the direct link with the usefulness of 

mutual subsidiary control is likely to be through goal incongruence. Perceptions, values 

and interests are regularly different across countries due to national culture. But assuming 

that the non-significance of the MNC headquarters’ regional clusters in the same 

regression analysis is meaningful, the result indicates that the cause must be found in 

cultural elements directly based on corporate governance. Such factors could be a strong 

representation of outside stakeholders in companies, which would facilitate the 

introduction of additional outsiders from another subsidiary. Examples for this state are 

Scandinavian countries, Germany or France. Or it is conceivable that countries have a 

culture of more dispersed ownership that lets different blockholders emerge even in 

subsidiaries and, thence, facilitate the establishment of cross-shareholdings of 

subsidiaries. But the results from the advanced statistical analyses do not produce more 

detailed conclusions on the direct link. 

Then, in the complete enter model controlling, for all variables, the MNC 

headquarters country cluster Scandinavia was found negatively impacting the  
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importance of mutual subsidiary control as governance mechanism at the p = 0.07***. This 

result could have confirmed the assumption from the basic descriptive statistics of a 

 

Figure 11: Correlation and regression relationships (P3
b) 

Source: Author 

 

smaller importance of mutual subsidiary control in MNCs with headquarters in Scandinavia 

compared to those in the comparison group from Germany, Austria, Switzerland and Italy. 

In organizations with cultural control, monitoring is happening on the basis of interpersonal 

interactions and contacts (Baliga and Jaeger 1984) and therefore formal structures and 

processes are less important. Yet, the regression model produced a significance level of 

only p = 0.127 in the global F-test and stepwise forward regressioning excluded the 

variable with an individual significance level of p = 0.107, and therefore, the result is 

considered invalid. For the same reason, none of the complete, enter models is 

considered valid and, consequently, none is reported in the annex. With regards to the 

other control variables, regression analyses produced no evidence for an impact of the 
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MNC group size on the importance of mutual subsidiary control as governance 

mechanism. Such effects could have been interpreted intuitively, for example when 

considering the link between the number of MNC group entities and the degree of 

interdependence. It could have been that the greater interdependence of all group entities 

in smaller MNCs also means intensified interaction on the subsidiary level, and that mutual 

subsidiary control functions as convenient mechanism for MNC coordination and control 

without the necessity to undertake larger adaptations to the legal group organization. In 

larger MNCs, on the other hand, the complexity of managing both hierarchical and vertical 

governance relationships between group entities might be too high. But as indicated 

above, the results from the advanced statistical analyses does not allow for such 

conclusions in this investigation.  

 However, the Levene test produced evidence for a statistically significant 

difference in responses from MNC headquarters and subsidiary managers. With a 

significance level of p = 0.01**, subsidiary managers indicate less importance of mutual 

subsidiary control for subsidiary governance than MNC headquarters’ managers do. The 

first explanation could be that subsidiary managers are not fully aware of the corporate 

governance implications of this mechanism, unlike the MNC headquarters who has 

deliberately introduced it. In this case, cross-shareholdings and interlocking management 

positions between subsidiaries might be perceived more as an exchange of experiences 

and group entity cooperation, than actual corporate governance. Then, subsidiary 

managers underestimate the importance of the mechanism for subsidiary governance, 

whereas the MNC headquarters managers’ perception can be considered the actual 

importance. However, it is more likely that the cause of this result is another one: as in the 

case of expatriate assignments in subsidiaries, the mechanism is of apparent, direct and 

strong nature: A new, outside manager or shareholder is placed into the subsidiary 

ownership circle by order of the MNC headquarters. Despite the character of mutual 

exchange of this measure, it is likely that subsidiary managers perceive this introduction as 

direct intervention into their power sphere. The result could be a similar perception of the 

MNC headquarters lacking trust and appreciation for the subsidiary management, as 

studies showed for the employment of expatriates (Torbiörn 1985; Boyacigiller 1990). 

While an outside manager from another subsidiary is not send from the MNC headquarters 

directly and thus is likely to be perceived less adversarial, the establishment of a cross-

shareholding is a measure of even legal nature and embodies a strong intervention on the 

company. Consequently, the result from the Levene test suggests that subsidiary 

managers perceive cross-shareholdings and interlocking management positions even with 
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subsidiaries (i.e. on the same hierarchical group level) as more disturbing and less useful 

than MNC headquarters managers do.  

 Then, the regression analysis shows that the importance of mutual subsidiary 

control as governance mechanism is positively related to the subsidiary’s age. Subsidiary 

control research found such mutual group entity control relationships to be reciprocal 

interdependences, which are considered highly complex and require intense control and 

coordination (Baliga and Jaeger 1984). The primary reason for this result is likely to be the 

effect of the subsidiary’s age on goal incongruence towards the MNC management, as 

predicted by Agency Theory. It is useful to distinguish two different (hypothetically) 

extreme cases in terms of the impact of the subsidiary age on mutual subsidiary control as 

governance mechanisms: Very young and very old entities. Young entities are commonly 

non-bureaucratic and entrepreneurial (Baliga and Jaeger 1984). But they are considered a 

riskier investment from the MNC headquarters and bear commonly less local autonomy. 

Over time, the subsidiary roles were found to evolve into more independent, profit-center 

roles and the group entities became more integrated as global MNC structures emerged 

(e.g. Stopford and Wells 1972: Franko 1976; White and Poynter 1984; Prahalad and Doz 

1987; Bartlett and Ghoshal 1989). The result was also that subsidiaries were increasingly 

more laterally integrated and connected and characterized by mutual dependence (Doz 

and Prahalad 1981; Bartlett and Ghoshal 1989; Ghoshal and Nohria 1989; Martinez and 

Jarillo 1989). And this seems to be mirrored in subsidiary governance, too: Increasing 

subsidiary age renders more local autonomy suitable, also in terms of local corporate 

governance responsibility. Studies on cultural control show that group companies and 

individuals were indoctrinated with values and goals of the MNC over time and, therefore, 

aged organizations bore a culture more favourable for the achievement of predefined 

objectives than younger ones (Ouchi 1979; Baliga and Jaeger 1984). Long time 

membership in an organization is considered prerequisite for justifying investments in 

corporate culture, for producing a successful indoctrination and leads to more delegation, 

too (Baliga and Jaeger 1984). Applying this argumentation to the regression results, goal 

incongruence towards subsidiaries is reduced in case of aged entities and the result is a 

stronger foundation of trust between the MNC headquarters and the subsidiary 

management: The MNC headquarters’ perceived risk increases, the subsidiary 

management is granted more autonomy regarding its own corporate governance, and it is 

also delegated corporate governance competences by being employed to ensure 

subsidiary management compliance in sister companies. Consequently, the MNC 

headquarters is likely to exploit such foundation of trust towards aged subsidiaries not only 
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by reducing the cost of governance towards the entity, but also by sourcing the 

advantages of mutual subsidiary control, for example decreasing the MNC headquarters’ 

management workload. The result could be termed reciprocal subsidiary governance 

dependence, similar to the work output wise interdependences of group entities that 

management research has found (e.g. Baliga and Jaeger 1984). 

 

6.4.1.1.4 Group-wide Corporate Governance Information System (P4
a; P4

b) 

6.4.1.1.4.1 Basic Statistical Analysis 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters apply monitoring mechanisms in the form of group-wide corporate 

governance information systems towards the management of their subsidiaries (P4
a; P4

b). 

Table 17 shows the basic statistical analyses of the governance mechanism grouped by 

control variables. The results from the basic descriptive statistics indicate that group-wide 

corporate governance information systems are of above-average importance with a mean 

importance of 3.32.83 While the results from MNC headquarters and subsidiary manager 

sub-samples are rather uniform, both MNC size and headquarters region clustered  

 

Table 17: Descriptive statistics: group-wide corporate governance information system (P4
a) 

Group-wide CG 
Information 

System 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.32 3.14 3.14 3.34 3.10 3.75 
No of Obs. 107 51 43 76 31 8 

Std. Deviation 1.104 1.217 1.104 1.114 1.136 1.581 
Std. Error 0.107 0.170 0.168 0.128 0.204 0.559 
Variance 1.219 1.481 1.218 1.241 1.290 2.500 

 
Group-wide 

CG 
Information 

System 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 2.93 3.25 3.39 3.00 3.22 3.26 
No of Obs. 14 44 75 16 9 158 

Std. Deviation 1.207 1.081 1.161 1.155 1.202 1.141 
Std. Error 0.322 0.163 0.134 0.289 0.401 0.091 
Variance 1.456 1.169 1.348 1.333 1.444 1.302 

Source: Author 
                                            
83 It must be noted that the response bias analyses produced evidence for a statistically significant deviation 
of the responses for the mechanism when comparing wave two and three in the Mann-Whitney U test at the 
p = 0.02** level and the t-test at the p = 0,01 (*) level. However, the result is not expected to lead to 
distortions in the advanced statistical analyses, in particular because it is not considered scientifically 
meaningful.  
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Sub-samples show interesting differences with undetermined pattern: In terms of the 

relevance of MNC size on the importance of the mechanism, the groups comprising two to 

nine and between 100 and 999 entities indicated homogeneously an average importance 

of 3.14, respectively 3.10. But the cluster sized between 10 and 99 entities produced an 

average mean of importance of 3.34 and the cluster of the largest MNCs with 1000 and 

more entities even 3.75. The oscillation of the importance of group-wide corporate 

governance information systems across size-clustered sub-samples suggested by the 

descriptive statistics could stem from on an intuitive reason, if the result of the last cluster 

was ignored because of its insufficient sample size of n = 8. Smaller MNCs are unlikely to 

produce information asymmetry of subsidiary governance like larger ones do, as 

discussed earlier. Then, from a critical MNC size onwards the introduction and 

maintenance of such a group-wide corporate governance information system is useful, 

while it is not in smaller entities. If MNC size increases even more, an “information 

overload” from the MNC entities renders it impossible for the MNC headquarters to source 

and process all subsidiary governance information. Hence, the approach should rather be 

that of decentralization, local autonomy and integration of MNC entities. In the same 

breath, the usefulness of group-wide corporate governance information systems 

decreases. In any case, the deviations in sub-samples do not indicate the presence of a 

direct relationship between the importance of group-wide corporate governance 

information systems and MNC group size. Finally, the regions of the MNC headquarters 

produced similarly heterogeneous results as sub-samples for group sizes did. The results 

range from a mean importance of 2.93 at the low end for MNCs headquartered in Belgium, 

France and Luxembourg to 3.39 at the high end for MNCs headquartered Germany, 

Switzerland, Austria and Italy. 

 
6.4.1.1.4.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of a group-wide corporate 

governance body for subsidiary governance is determined by the contingencies of 

subsidiary governance (P4
b). Table 18 provides the results of the regression analysis for 

P4
b. The regression analyses produces statistical significant evidence for a positive 

relationship to the legal corporate governance environment of the subsidiary at p = 0.05*** 

and to the MNC group strategy at p = 0.07***. Both results confirm positive correlations at 

p = 0.02**, respectively p = 0.01**. The regression analysis yielded no statistically 

significant complete enter model when controlling for all variables. Hence, a reduced enter 
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Table 18: Regression analyses: group-wide corporate governance information system 
(P4

b) 
Group-wide Corporate Governance Information System F 4.99

Sig. 0.01
Source SS df MS R 0.25

Regression 12.372 2 6.186 R Square 0.06
Residual 191.988 155 1.239 Adjusted R Square 0.05
Total 204.361 157 Std. Error of the Estimate 1.11

B Std. Error t Sig.
1.863 0.458 4.071 0.00

legal CG environment in subs country*** 0.174 0.089 1.957 0.05
MNC group strategy*** 0.191 0.103 1.849 0.07

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1

(Constant)

 
Source: Author 

 

model controlling for the MNC headquarters’ home country is reported in the annex (Table 

51, annex). Neither regression analyses nor the Levene and t-test produced statistically 

significant evidence on differences between the MNC headquarters and subsidiary 

management sample.84 Also, the regression analyses produced no statistically significant 

evidence on a relationship between the group size and the importance of a group-wide 

corporate governance information system for subsidiary governance. Yet, when controlling 

the complete enter model for the effect of the MNC headquarters’ home country region, 

the regression model produced statistically significant evidence for a negative relationship 

between MNCs headquartered in the UK and Ireland at the p = 0.04** and the comparison 

group (Germany, Austria, Switzerland and Italy). MNCs headquartered in Belgium, France 

and Luxembourg came closer to statistical significance, too (p = 0.156), which could have 

confirmed the impression from the descriptive statistical analyses. It must be noted that the 

Durbin-Watson test produced evidence for negative autocorrelation in the stepwise 

regression model with d = 2.108 (for n = 157 and 1.693 < d < 1.774). Still, the results 

indicate only that group-wide corporate governance information systems are significantly 

less important for MNCs in region cluster one than those in the comparison group. As the 

mechanism is aiming primarily at reducing information asymmetry towards subsidiaries, 

one can conclude that differences in information asymmetry linked to national culture are 

causal for the result.  

                                            
84 It must be noted that the response bias analyses produced evidence for a statistically significant deviation 
of responses from wave two compared to wave three at the p = 0.02** level in the Mann-Whitney U test and 
at the p = 0.01** level in the t-test. However, the result is not expected to lead to any distortions in the 
advanced statistical analyses, in particular because it is not considered scientifically meaningful. 
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 Firstly, the regression analysis showed a positive relationship of the legal 

corporate governance environment of the subsidiary to the importance of group-wide 

corporate governance information systems for subsidiary governance. It was predicted that 

the mechanism aims dominantly at limiting the information asymmetry of the MNC 

headquarters towards the subsidiaries, which renders links between the legal corporate 

governance environment and information asymmetry valuable for its explanation. Similar 

to conclusions on the same contingency dependence of group-wide corporate governance 

bodies (which showed the exact same contingency dependence), two main aspects need 

to be considered. Firstly, legal distance emerges if subsidiary environments are legally 

challenging and different to those of the MNC headquarters. As a consequence, 

monitoring mechanisms become less efficient, information asymmetry towards the MNC 

headquarters increases and Agency Theory predicts incentive mechanisms to substitute 

as mechanisms. Yet, the correlation analyses did not produce results on statistically 

significant, negative relationships of group-wide corporate governance information 

systems with those mechanisms that aim at reducing goal incongruence. Instead, the 

result of the regression analysis indicates that, in such environments, group-wide 

corporate governance information systems are useful to decrease the knowledge 

deficiencies the MNC headquarters’ management experiences regarding compliance of 

the local management. This conclusion is fostered by the positive correlation of the 

importance of a group-wide corporate governance information system with that of a group-

wide corporate governance body at the p = 0.00*, which shows similar links to subsidiary 

environmental contingencies. The second consequence is that, being in such a legal 

corporate governance environment, the subsidiary management is less likely to be fully 

aware of group-wide standards of corporate governance and its duties of compliance. The 

result can be that subsidiary management behaviour deviates more severely from the 

MNC headquarters’ best interest than in other subsidiary environments. Against this 

background, the result indicates that the MNC headquarters introduces a corporate 

governance information system that transmits information on subsidiary governance and 

recommendations to the subsidiary management to ensure compliance in such 

environments.  

 Secondly, next to the usefulness of group-wide corporate governance information 

systems in cases of legal distance and resulting information asymmetry, such subsidiary 

environments increase the MNC headquarters’ risk in the investment in the subsidiary. 

With regards to the two hypothetical extreme cases of such subsidiary environments 
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denoted earlier, the legally challenging and demanding subsidiary environment raises the 

likelihood of subsidiary management non-compliance with local prescriptions and therefore 

 

Figure 12: Correlation and regression relationships (P4
b) 

Source: Author 

 

the likelihood of a residual loss incurred by the MNC headquarters (e.g. reputational 

backfiring). In a highly unregulated subsidiary environment, on the other hand, little legal 

governance mechanisms are available for the protection of the subsidiary shareholders’ 

interests. The regression result indicates that in such subsidiary environment it is useful to 

limit information asymmetry by the introduction and maintenance of information systems of 

subsidiary governance.  

 Then, the regression analysis produced a positive relationship of the importance of 

the mechanism with the MNC group strategy. Again, there are manifold ways in which 

the MNC’s strategy influences the importance of group-wide corporate governance 

information systems. But the result allows for the conclusion of a direct strategy-

dependence of the mechanism, just as other group-wide mechanisms (e.g. group-wide 
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corporate governance bodies). In so far, the discussion of the strategic dimension from 

above applies to group-wide corporate governance information systems as well, which 

provided the core arguments of cost, organization and authority. 

 

6.4.1.2 Governance Mechanisms to Reduce Goal Incongruence 
6.4.1.2.1 Performance-based Subsidiary Manager Compensation (P5

a; P5
b) 

6.4.1.2.1.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters apply incentive mechanisms in the form of performance-based 

subsidiary manager compensation for subsidiary governance (P5
a; P5

b). Table 19 shows 

the basic statistical analyses of the governance mechanism grouped by control variables. 

The results indicate that performance-based subsidiary manager compensation is of 

above-average importance for subsidiary governance with an overall mean of 3.47. Over 

all sub-samples created through control variables, deviations of noticeable degree are 

visible: Subsidiary managers indicated an importance of financial incentives of 0.30 

 

Table 19: Descriptive statistics: performance-based subsidiary manager compensation 
(P5

a) 
Performance-

based Subsidiary 
Manager 

Compensation 

Respondents 
from HQs 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.57 3.27 3.30 3.57 3.44 3.63 
No of Obs. 107 51 43 75 32 8 

Std. Deviation 0.992 1.185 1.166 1.055 0.982 0.916 
Std. Error 0.096 0.166 0.178 0.122 0.174 0.324 
Variance 0.983 1.403 1.359 1.113 0.964 0.839 

 
Performance-

based Subsidiary 
Manager 

Compensation 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 
All Respondents 

Mean 3.43 3.25 3.63 3.19 3.89 3.47 
No of Obs. 14 44 75 16 9 158 

Std. Deviation 0.852 1.144 1.050 0.981 1.054 1.063 
Std. Error 0.228 0.172 0.121 0.245 0.351 0.085 
Variance 0.725 1.308 1.102 0.963 1.111 1.130 

Source: Author 

 

lower than MNC headquarters managers did. MNC group size seems to influence the 

importance of financial incentives and, with the exception of MNCs sized between 100 and 

999 entities, the importance of the mechanism increases parallel with MNC size. Again, 

the small sub-sample of n = 8 for MNCs sized larger than 1000 entities is treated 
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cautiously. Finally, the MNC headquarters’ region clusters show deviating importance for 

financial incentives, the lower end represented by UK, Ireland and Scandinavian MNCs 

with a mean of 3.19, respectively 3.25; the high end formed by the comparison group of 

German, Austrian, Swiss and Italian MNCs with a mean importance of 3.63. 

 
6.4.1.2.1.2 Advances Statistical Analyses 

The second proposition predicted that the importance of a group-wide corporate 

governance body for subsidiary governance is determined by the contingencies of 

subsidiary governance (P5
b). Table 21 provides the results of the regression analysis for 

P5
b. The regression model produces statistically significant, positive relationships of the 

importance of financial incentives for subsidiary managers to two contingencies of 

subsidiary governance: The competition on the subsidiary’s markets at the p = 0.00* and 

the MNC group strategy at the p = 0.00*. Both relationships confirm a positive correlation 

significant at the p = 0.00*. Furthermore, all control variables produced statistically 

 

Table 20: Regression analyses: performance-based subsidiary manager compensation 
(P5

b) 
Performance-based Subsidiary Manager Compensation F 5.66

Sig. 0.00
Source SS df MS R 0.43

Regression 32.684 6 5.447 R Square 0.19
Residual 144.437 150 0.963 Adjusted R Square 0.15
Total 177.121 156 Std. Error of the Estimate 0.98

B Std. Error t Sig.
1.810 0.411 4.408 0.00

competition in subsidiary market(s)* 0.233 0.073 3.187 0.00
MNC group strategy** 0.220 0.091 2.428 0.02
HQ Country Cluster Scandinavia** -0.483 0.183 -2.637 0.01
Respondent at HQ vs. Subs.** 0.368 0.175 2.101 0.04
HQ Country Cluster UK-Ireland*** -0.530 0.270 -1.963 0.05
MNC group size category 1*** -0.312 0.179 -1.741 0.08

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1  
Source: Author 

 

significant impacts on the importance of the mechanism: Firstly, the regression analysis 

produced evidence for a statistically significant impact of the position of the respondent at 

p = 0.04**, the Levene test likewise at p = 0.06***. Then, financial incentives were found to 

be statistically significantly less important for MNCs with headquarters in Scandinavia, the 

UK and Ireland than for the comparison group of German, Austrian, Swiss and Italian 

MNCs at the p = 0.01**, respectively p = 0.05***. Finally, in terms of the relevance of the 

MNC group size for the mechanism, the regression analysis showed that financial 

incentives are statistically significantly less of importance for MNCs with less than nine 
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entities compared to the comparison group of those between 10 and 99 entities at the 

p = 0.08***. Overall, the regression results on control variables confirm the presumptions 

of the basic statistical analyses on sub-sample differences. The Durbin–Watson test 

showed a rather high degree of autocorrelation with d = 1.268 (for n = 175 and 1.651 < d < 

1.817). Again, the complete enter model is reported in the annex (Table 52, annex). 

 A difference in response from MNC headquarters’ and subsidiary managers 

indicates the presence of a response bias. Earlier, it was discussed how the introduction of 

this control variable leads to two sub-samples and that their comparison is expected to 

lead to additional, valuable insights. The result from the regression analyses indicates with 

a statistical significance level of p = 0.04** that MNC headquarters’ managers perceive 

financial incentives for subsidiary managers more important than subsidiary managers. 

Therefore, a social desirability bias can be excluded as reason, which would make 

subsidiary managers to indicate higher importance for financial incentives they personally 

receive or would like to receive (Bortz and Döring 2002). For methodological reasons 

discussed above, the presence of a tendency bias (e.g. central-tendency bias) can be 

excluded as well. Accordingly, it is likely that the result is based on a self-presentation 

bias. A self-presentation bias is a different indication of information because the 

respondent is aware of the evaluation of the information by other people (Bortz and Döring 

2002). It is universal, occurs in every study and is not seen problematic, but differs in its 

type. The subsequent discussion follows two trails in order to clarify the result. Reasons for 

which MNC headquarters managers’ perception would indicate a higher importance and 

those for which subsidiary managers’ perception of importance would decrease.  

 From the subsidiary managers’ point of view, financial incentives represent an 

additional source of income granted upon the achievement of corporate aims. By 

indicating a lower importance of the mechanism, subsidiary managers are likely to utter a 

complaint about two possible drawbacks. Firstly, it is unlikely that all MNC subsidiary 

managers receive financial incentives linked to their performance. And secondly, even if 

they do, their perception is that of a too small proportion of performance-based 

compensation or a too little performance-linked upside potential of the financial incentive 

system. For example, Roth and O’Donnell (1996) found that financial incentives based on 

subsidiary output figures were frequently used in foreign subsidiaries, but only as a little 

proportion of the total compensation package. And in both cases, subsidiary managers are 

probably aware of the commonly high proportion, high upside-potential and performance-

linked financial incentive system of MNC headquarters’ managers, which adds further bias 

to the evaluation of their own reward system. For MNC headquarters’ managers, on the 
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other hand, incentives are likely to be an integral and significant part of their 

compensation. Also, it can be expected that MNC headquarters’ managers are commonly 

aware of and exposed to the corporate governance discussion around incentives and 

executive compensation. They are likely to know of the relevance of employing incentive 

mechanisms in order to align managerial interests with those of a company’s shareholders 

and, consequently, perceive the importance of the mechanism higher also on a subsidiary 

level. In this case, the evaluation they indicate is actually based on the role of incentives 

for their compensation schemes, although they are commonly not replicated for subsidiary 

managers on lower hierarchical levels in the group. 

In terms of the positive relationship between the competition on the subsidiary’s 

markets and the importance of financial subsidiary manager incentives, the first 

conclusion is that the result is counterintuitive with regards to the classic corporate 

governance discussion: Agency Theory predicts intense competition levels on a 

company’s markets to limit managerial discretion and to approximate the company 

management’s to the shareholders’ interests and goals (Hart 1983; Roe 2003). Given such 

a strong, direct relationship, a decreased importance of incentive mechanisms is predicted 

due to smaller goal incongruence and consequently a smaller Agency problem of 

corporate governance. However, inconsistent or even contradicting results on incentive 

mechanisms in subsidiaries are not uncommon (e.g. Roth and O’Donnell 1996). Besides 

rooting in causes such as the negligence of contingency variables as discussed earlier, 

this investigation argues that the main reason for the result here is interdependencies in 

Agency Theory’s assumptions: Highly competitive levels are said to decrease goal 

incongruence towards subsidiary management, but they also increase information 

asymmetry. On that condition, the reasons are likely to be linked to information 

asymmetry: It was discussed earlier how subsidiaries in complex environments need more 

independence and autonomy and, in the course of their activities, acquire specific 

knowledge that also renders the employment of expatriates less useful, which an earlier 

result of the investigation showed. Consequently, information asymmetry increases in 

competitive environments and monitoring mechanisms become less efficient. Yet, the 

efficiency of incentive mechanisms is unaltered by information asymmetry, given an 

unchanged observability and measurability of the subsidiary output. The regression result 

indicates that the emerging information asymmetry in competitive environments is 

outweighing the impact of decreased goal incongruence, and financial incentives for 

subsidiary managers are suitable to counter the Agency problem in such subsidiary 
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situations. Secondly, attaching incentives to the subsidiary management’s work output 

supplies the MNC headquarters’ management with additional information and limits 

 

Figure 13: Correlation and regression relationships (P5
b) 

Source: Author 

 

information asymmetry further: The MNC headquarters receives information about the 
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reward to the actual achievement of subsidiary performance targets in risky environments 

than pay a fixed salary (Balkin and Gomez-Mejia 1990). Then, output uncertainty is 

transferred to subsidiary management, which is also said to render incentive mechanisms 

more costly, but the investigation did not survey information on that. In any case, the result 

suggests that (apart from the effects above) increased information asymmetry and the 

resulting disadvantages for attaching subsidiary management’s incentive systems to less 

observable and less measurable output do not outweigh the risk reduction advantages of 

raising the performance-based proportion of subsidiary management salaries in 

competitive, challenging environments. This conclusion is supported by the positive 

correlation of the importance of financial incentives with the contingency of complexity and 

dynamics of the subsidiary environment significant at the p = 0.03**, which symbolizes a 

similarly challenging environment. It is also supported by a positive correlation of the 

mechanism with the strategic importance of the subsidiary at the p = 0.00*, which was 

shown to represent an increased risk in investment for the MNC headquarters. Yet, for 

both correlations, the regression analyses did not produce evidence for statistical 

significance. 

 Secondly, the regression analyses found a positive relationship between 

performance-based subsidiary management compensation and the MNC group strategy. 

Again, the result confirms the predicted relevance of the MNC group strategy as 

contingency of subsidiary governance. And it confirms the strategic nature of the 

mechanism: Financial incentives can be complex and costly for the MNC headquarters, 

are likely to be employed on a group-wide level and their importance on group’s strategic 

objectives was found to be paramount: Studies showed their creation of a higher 

motivation of all group employees (i.e. not only managers), leading to a larger long-term 

competitiveness of the MNC (Balkin and Gomez-Mejia 1987; Bartlett 1989; Bartlett and 

Ghoshal 1989; Roth et al. 1991). Given then cautious treatment as before, apart from this 

general explanation of the financial incentives-strategy link, the result of the regression 

analyses can not be interpreted in more detail. 

 Next to regression results on contingency dependences on financial incentives, 

interesting results were obtained from control variables: When controlling for the MNC 

headquarters’ regions in the regression model, the cluster of MNCs headquartered in 

Scandinavia was found negatively associated to the importance of the mechanism at the 

p = 0.01**. In the same breath, MNCs headquartered in the UK and Ireland were found 

similarly negatively related to the importance of the mechanism at the p = 0.05***. As a 

matter of fact, the basic statistical analyses suggested already that MNCs in the 
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comparison group indicated considerably higher importance of the mechanism than in all 

other groups. Incentives as per Agency Theory aim primarily at aligning the interests of 

principal and agent and reduce goal incongruence, but also reduce information asymmetry 

by supplying the principal with information about the agent’s output (Eisenhardt 1988; 

Jensen and Meckling 1976). As the clusters of MNC headquarters’ regions were formed 

based on criteria of national culture and dichotomized to enable comparison with the 

control group of German, Swiss, Austrian and Italian MNCs, the explanation for the results 

must lie in these factors: Either goal incongruence or information asymmetry (or both) are 

smaller in Scandinavian, British and Irish MNCs than in German, Austrian, Swiss and 

Italian ones.  

 Hence, the first approach is to investigate the impact of national culture on goal 

incongruence of subsidiary governance. It was discussed that the direct link between 

culture and corporate governance is largely uninvestigated in literature, but several 

approaches derived from literature enable further conclusions on the results of the 

regression analyses. Firstly, there is the perspective from corporate governance systems, 

which includes societal and cultural aspects of a country and directly impacts on 

mechanisms (Roe 1993; La Porta et al. 2000). Following a common classification by legal 

origin, the UK and its former colonies (including Ireland) with its common-law system and 

Germany, Austria and Switzerland as Germanic system are distinguised (David and 

Brierley 1985; La Porta et al. 1998; Gourevitch 2003). Scandinavian countries are 

commonly not clustered into an own system, but for example Sweden is said to resemble 

the Germanic system to a certain degree (Gourevitch 2003). Yet, the regression result 

suggests that the differences between the two MNC headquarters region clusters are more 

of cultural than legal origin nature. The corporate governance system impacts a company 

on a strategic level, for example regarding the degree of stakeholder consideration (e.g. 

customers and employees), financing culture or long- versus short-term orientation of 

corporate objectives (Hinterhuber et al. 2004; von Werder 2005). Both Germanic and 

Scandinavian countries are commonly described as stakeholder-oriented, checks-and-

balances corporate governance system featuring particularities such as strong co-

determination of employees and long-termed value creation of firms (Gourevitch 2003; 

Steger 2004). This aspect of the MNC headquarters’ region advocates that causes for the 

regression results are directly in the MNC headquarters-subsidiary relationship and lead to 

less goal incongruence. Individual results from empirical studies show that incentives are 

increasingly used in situations of larger cultural distances towards subsidiaries and 

presume that stronger goal incongruence was its cause (e.g. Roth and O’Donnell 1996). 
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Following this argumentation, it could be that Scandinavian MNCs allow for more 

consideration of local interests of managers, employees and other stakeholders in general 

in the first place and, as a result, tolerate more deviation from their prescriptions than the 

MNCs in the comparison group does. It could be seen as a support for this conclusion that, 

already early, Scandinavian MNCs were shown to apply more cooperative approaches to 

managing the MNC with more information and subtle governance mechanisms instead of 

the classic structural, hierarchical view of MNC headquarters on their MNC (Leksell 1981b; 

Hedlund 1980). Then, a significant degree of non-compliance with the MNC headquarters’ 

interests through subsidiary managers is less likely to emerge as there is a wider space for 

the local management through less specific and numerous headquarters’ prescriptions. 

The reasoning would not only explain the decreased relevance of financial incentives in 

Scandinavian MNCs, but also a diminished efficiency of mechanisms to align managerial 

interests and goals, simply because they are not attachable to less specified (i.e. less 

observable and measurable) agent outputs as predicted by Agency Theory.  

 With regards to MNCs headquartered in the UK and Ireland, the same 

argumentation applies. However, the MNCs headquartered in this region belong to a 

different corporate governance system. The UK system is capital market oriented and 

because of its important role for corporate fundraising, there are many regulatory 

structures to protect shareholders such as accounting regulation and disclosure rules 

(Gourevitch 2003). The UK and USA corporate governance systems are sometimes 

considered the most investor protecting systems in the world (e.g. La Porta et al. 2000) 

and incentive systems such managerial share ownership and stock option plans are widely 

used among publicly listed companies in the UK (Jensen and Murphy 1990). But there are 

two reasons why financial incentives for subsidiary managers could be of less importance 

for subsidiary governance: Firstly, social aspects in these democracies are weak and so is 

local employee and other stakeholder consideration (Gourevitch 2003). As a result, MNCs 

headquartered in the UK and Ireland might not be facing a degree of goal incongruence 

towards their subsidiaries as large as the MNCs in the comparison group are. And 

secondly, the UK system has led to a number of highly disproportionate compensation 

schemes for managers and has come under additional great scrutiny after the wave of 

corporate governance scandals. Hence, as opposed to the USA, incentive mechanisms 

are not seen as very efficient any more in the UK due to the criticism that compensation 

plans were designed and implemented by the top management (Forbes and Watson 

1993). For this reason, financial incentives for subsidiary managers in the UK could be 

seen as less relevant today, given that there are alternative governance mechanisms to be 
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employed. However, the correlation analysis did not produce results on statistically 

significant, negative relationships with any other governance mechanism, which might 

have indicated a substitutability of both. 

 Finally, given the fact that two of three clustered MNC headquarters’ regions show 

statistically significant differences to the comparison group of MNCs from Germany, 

Austria, Switzerland and Italy, the latter must be investigated in order to find additional 

causes for the result: Specific reasons could explain particularly large goal incongruence 

between the MNC headquarters and subsidiaries in these countries. Again, conclusions on 

the Germanic corporate governance culture can be based on research on corporate 

governance systems. Germanic systems are characterized by multi-stakeholder 

consideration such as employee co-determination (Gourevitch 2003). Overall investor 

protection is considered low in parts of the literature (e.g. La Porta et al. 2000). Hence, an 

increased relevance of financial incentive mechanisms for subsidiary governance could be 

explained by the lack of market-based governance mechanisms overall. But the evaluation 

was based on a market-governed point of view, which, as earlier elaborations had shown, 

neglects the impact of the clearly preferable principle-based legal system of Germanic 

corporate governance systems. Still, the proportion of performance-based executive 

compensation is considered small in Germany (Charkham 1994), which would suggest an 

actual interest-aligning effect as opposed to the UK and US corporate governance 

systems, where executives have already gotten used to high performance based 

compensation schemes. 

 Finally, for MNC comprising two to nine entities, financial incentives for 

subsidiary managers were less relevant for subsidiary governance than for the comparison 

group of larger MNCs with between 10 and 99 entities at the p = 0.08***. Although the 

variable has not been controlled for as ordinal one, the argumentation must address the 

general link between group size and incentive systems. The first conclusion is intuitive and 

is based on the idea of legal form incongruence of the business organization of groups: A 

smaller group is more likely to be less incongruent than larger groups are. Consequently, 

the legal mechanisms of subsidiary governance provided by the legal organization (e.g. 

supervisory board) are probably of higher importance than in larger groups. Then, Agency 

Theory predicted that incentives are used to reduce goal incongruence in subsidiary 

governance. For this reason, the impact of the MNCs’ size on goal incongruence is of 

primary relevance, as noted earlier. Unlike subsidiary size, increasing MNC size leads to a 

wider geographical and cultural spread of all entities (e.g. through market entries) and 

introduces additional interests into the organization, which are likely to be different from 
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that of the MNC headquarters. Hence, if one examines the group-wide multitude of Agency 

relationships the MNC headquarters maintains with its subsidiaries and considers them as 

proxy for an overall Agency problem of subsidiary governance, this problem is increasing 

with increasing MNC size. The regression result suggests that this problem is countered in 

all MNCs sized 10 entities and larger with financial incentives for subsidiary managers of 

approximately the same importance (considering the differences in the basic statistical 

analyses) – but it is of statistically significantly less relevance in small MNCs. In these 

organizations, a critical degree of overall goal incongruence of subsidiary governance 

seems to be not yet attained. Secondly, increasing MNC size is seen to lead to additional 

information asymmetry as per Agency Theory (Fama and Jensen 1983a), which triggers 

the opportunistic behaviour of group-internal agents as their risk aversion is reduced. 

Following this conclusion, increasing subsidiary size decreases the efficiency of monitoring 

mechanisms and renders incentive systems as substitutes for subsidiary governance more 

valuable. However, as noted earlier, there was no statistically significant negative 

relationship of incentive mechanisms with monitoring mechanisms, which could have 

indicated which mechanisms can function as substitutes. 

 

6.4.1.2.2 Non-Financial Subsidiary Manager Incentives (P6
a; P6

b) 

6.4.1.2.2.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters apply non-financial incentive mechanisms for subsidiary managers as 

subsidiary governance mechanism (P6
a; P6

b). Table 21 shows the basic statistical analyses 

of the governance mechanism grouped by control variables.  

 

Table 21: Descriptive statistics: non-financial subsidiary manager incentives (P6
a) 

Non-financial 
Subs. Manager 

Incentives 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 2.91 2.84 2.77 2.86 3.16 2.75 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 1.028 1.189 1.065 1.055 1.167 1.035 
Std. Error 0.099 0.167 0.162 0.121 0.206 0.366 
Variance 1.057 1.415 1.135 1.112 1.362 1.071 

 
Non-financial 

Subs. 
Manager 

Incentives 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 2.93 2.77 2.89 3.00 3.11 2.89 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 0.730 1.118 1.126 1.211 0.782 1.079 
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Std. Error 0.195 0.169 0.129 0.303 0.261 0.860 
Variance 0.533 1.249 1.269 1.467 0.611 1.164 

Source: Author 

 

The basic statistical analyses indicate that non-financial subsidiary manager incentives are 

of slightly below-average importance for subsidiary governance with a mean of 2.89. 

Respondent sub-samples from MNC headquarters and subsidiaries indicated 

approximately the same importance and so are the results for the different sub-samples of 

MNC group sizes. Still, the importance of the mechanism is increasing along with an 

increasing size of MNCs, culminating with MNCs sized between 100 and 999 entities, for 

which the mechanism is of considerably higher importance with a mean of 3.19. The only 

exception is the cluster with MNC sizes larger than 1000 entities: The result is at the low 

end with a mean of only 2.75, which seems counterintuitive. But again, the small sample 

size of n = 8 suggests a cautious treatment of this result. It seems rather intuitive that size-

related differences emerge for non-financial subsidiary manager incentives: Already in the 

case of financial incentives for subsidiary managers, the mechanism was significantly less 

relevant for MNCs with very small sizes. The basic statistical analyses on the mechanism 

of non-financial subsidiary manager incentives now seems to suggest that an increasing 

MNC group sizes renders the mechanism more useful. This could be caused by the 

increase in goal incongruence and information asymmetry in subsidiary governance when 

the MNC size grows, as discussed above. Regional differences in terms of the MNC 

headquarters’ home country seem negligible, with Scandinavian headquartered MNCs 

marking the lower end (mean = 2.77) and UK and Ireland headquartered ones the highest 

end (mean = 3.00). 

 
6.4.1.2.2.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of non-financial subsidiary manager 

incentives for subsidiary governance is determined by the contingencies of subsidiary 

governance (P6
b). Table 22 provides the results of the regression analysis for P6

b. The 

regression analysis produced only one statistically significant relationship: The MNC group 

strategy is positively related to the importance of the mechanism at the p = 0.05***. The 

result confirms a positive correlation at p = 0.04**. No enter model yielded overall 

statistical significance and, accordingly, none is reported in the annex. Other than that, 

predictor variables were unable to explain the importance of non-financial subsidiary 

management incentives further in the model. Apart from the indication of autocorrelation 

from the Durbin-Watson test with d = 1.893 (with n = 157 and 1.720 < d < 1.746), none of 
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Table 22: Regression analyses: non-financial subsidiary manager incentives (P6
b) 

Non-financial Subsidiary Manager Incentives F 4.00
Sig. 0.05

Source SS df MS R 0.16
Regression 4.571 1 4.571 R Square 0.03
Residual 178.144 156 1.142 Adjusted R Square 0.02
Total 182.715 157 Std. Error of the Estimate 1.07

B Std. Error t Sig.
2.118 0.390 5.428 0.00
0.190 0.095 2.001 0.05

(Constant)
MNC group strategy***

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1  
Source: Author 

 

the additional statistical tests produced interpretable results. In the same way, control 

variables did not produce any statistically significant results. Hence, the presumption of a 

MNC size-dependence from the basic statistical analyses was not confirmed.  

 With regards to the link of non-financial subsidiary management incentives to the 

MNC group strategy, the potential implications have been discussed in previous chapters 

on regression analyses results: Both in its introduction and maintenance, the particularities 

of the mechanisms in terms of cost and organizational implications render it subject to a 

MNC headquarters’ management decision and provide the mechanism with a largely 

strategic (as opposed to operative) character. Even stronger than in the case of the MNC-

wide staffing approach that strategically framed the employment of expatriates discussed 

earlier, the result suggests that non-financial subsidiary manager incentives are subject to 

both the human resources strategy and the (probably implicit) subsidiary governance 

approach of the MNC. One explanation could be that it is necessary to accompany the 

introduction of the mechanism by promoting and explaining its mode of operation to the 

recipients (i.e. subsidiary managers), to ensure that it is functioning. Consequently, the 

regression analysis result suggests that non-financial incentive mechanisms are of 

strategic importance for subsidiary governance in MNCs. Unlike earlier results on financial 

incentives, however, this causality was deducted theoretically, as it could not build on 

previous empirical evidence. In doing so, this investigation establishes first empirical 

knowledge on the mechanism for subsidiary governance, and the result supports 

researchers’ suggestions to apply a wider, more multi-dimensional view and investigate 

incentives additional to the financial ones of Agency Theory in (Eisenhardt 1989; Roth and 

O’Donnell 1996; O’Donnell 2000). However, the regression result does not allow for more 

detailed conclusions on the direct link of the MNC group strategy to the mechanism.  
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Figure 14: Correlation and regression relationships (P6
b) 

Source: Author 

 

 Apart from this result, the regression analyses did not produce other statistically 

significant results. In fact, the mechanism was not even correlated to financial incentives 

for subsidiary managers, which would have been an intuitive link. Also, no correlation 

results on environmental variables such as competition on subsidiary markets or the 

complexity and dynamics of its environment were found, which would have supported the 

importance of the mechanism in case of monitoring issues. For example, this was found 

true for the competitive level on the subsidiary markets and financial incentives, as 

predicted by Agency Theory. While the measure itself seems to have been operationalized 

correctly (e.g. identical to the only previous study by O’Donnell 2000), a different reason is 

to presumed to be causal for the lack of other regression or correlation analyses results: 

The mode of operation of the variable is complex and probably not well understood in 
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be employed to subsidiary governance to clarify the problem. On one side, there are 

career incentives such as promotions inside the MNC and, on the other side, the 

rewarding of additional staff or other resources for the subsidiary. Despite its strategic 

nature found in the analyses, it is highly unlikely that there are written, standardized or 

MNC-wide communicated policies that promote the reward and its conditions to subsidiary 

managers. To the contrary, a reward such as a promotion of a subsidiary manager is 

commonly undertaken subsequent to a longer-termed period of compliance with the MNC 

headquarters’ interests and the achievement of other, commonly specific or even unique 

aims. The character of the conditions of the reward could be unclear for both MNC 

headquarters and subsidiary managers: It is informal, unspecified, unsteady and 

discontinuous. Therefore, unlike the case of financial incentives, there is no direct, visible 

link of the mechanism with precise criteria and the subsidiary manager can not demand 

the reward upon fulfillment. Consequently, the conclusion is that the resulting issues of 

measurability and observability of both the reward and its conditions are likely to have 

caused the absence of other statistically significant relationships.  

 

6.4.1.2.3 Group-wide Corporate Culture (P7
a; P7

b) 

6.4.1.2.3.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters employ a group-wide corporate culture favourable for subsidiary 

governance as subsidiary governance mechanism (P7
a; P7

b). Table 23 shows the basic  

 

Table 23: Descriptive statistics: group-wide corporate culture (P7
a) 

Group-wide 
Corporate 

Culture 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 4.05 4.00 3.98 4.07 4.09 3.75 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 0.961 1.039 1.035 0.914 1.088 1.035 
Std. Error 0.092 0.146 0.158 0.105 0.192 0.366 
Variance 0.923 1.080 1.071 0.836 1.184 1.071 

 
Group-wide 
Corporate 

Culture 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.86 4.16 3.92 4.31 4.11 4.03 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 0.949 1.010 1.068 0.602 0.601 0.984 
Std. Error 0.254 0.152 0.122 0.151 0.200 0.078 
Variance 0.901 1.021 1.140 0.363 0.361 0.967 

Source: Author 
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statistical analyses of the governance mechanism grouped by control variables. The basic 

statistical analyses show a very high importance of group-wide corporate culture for all 

MNCs with a mean of 4.03. MNC headquarters and subsidiary managers indicated 

approximately the same importance of 4.05, respectively 4.00, and comparably close are 

the results across the sub-sample of MNC sizes. However, an increasing group size 

seems to slightly increase the importance of group-wide corporate culture. Only the largest 

MNCs with more than 1000 entities show a lower importance of 3.75. But, again, the result 

is treated cautiously due to the small sub-sample size (n = 8). Then, country-specific 

differences emerge from the statistics: At the low end, group-wide corporate culture is of 

least importance in MNCs headquartered in Belgium, France and Luxembourg 

(mean = 3.86) and Germany, Switzerland, Austria and Italy (mean = 3.92); and it is most 

important in MNCs based in the UK and Ireland (mean = 4.31). The results could indicate 

again that goal incongruence is contingent upon the MNC headquarters’ home country 

national culture. But unlike the specific example of financial incentives, the UK and Ireland 

based MNCs attributed a considerably higher importance to group-wide corporate culture 

than those in the comparison group. 

 
6.4.1.2.3.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of a group-wide corporate culture 

favourable for subsidiary governance is determined by the contingencies of subsidiary 

governance (P7
b). Table 24 provides the results of the regression analysis for P7

b. 

 

Table 24: Regression analyses: group-wide corporate culture (P7
b) 

Group-wide Corporate Culture F 17.01
Sig. 0.00

Source SS df MS R 0.42
Regression 27.333 2 13.667 R Square 0.18
Residual 124.565 155 0.804 Adjusted R Square 0.17
Total 151.899 157 Std. Error of the Estimate 0.90

B Std. Error t Sig.
1.932 0.370 5.225 0.00

MNC group strategy* 0.342 0.080 4.254 0.00
0.218 0.062 3.492 0.00

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1

(Constant)

subsidiary corporate culture*

 
Source: Author 

 

The regression analyses produced two statistically significant dependences between the 

importance of the mechanism and the contingencies of subsidiary governance: Both the 

MNC group strategy and the subsidiary’s corporate culture are positively associated with 
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the mechanism at the p = 0.00*. Both contingencies were also found to be positively 

correlated with the governance mechanism at the p = 0.00*. None of the control variables 

showed enough statistical significant evidence in the course of regression analyses. The 

Levine and t-test did not yield statistically significant results on differences in the MNC 

headquarters and subsidiary managers sub-samples. It must be noted that SPSS’s 

normality test found an abnormal distribution of the variable group-wide corporate 

governance culture with a negative skewness of -1.034 (i.e. long left tail). Additionally, the 

Levene test produced evidence for heteroscedasticity of the governance mechanism 

towards the subsidiary’s corporate culture at p = 0.00*. The Durbin–Watson test showed a 

slight autocorrelation of the residuals in the stepwise forward regression model with 

d = 1.949 (for n = 257 and 1.706 < d < 1.760). The complete enter model is reported in the 

annex (Table 53, annex). 

 The role of national and organizational culture for corporate governance is a largely 

uninvestigated field of research, as noted earlier. Apart from the research gap on the direct 

relationship between corporate culture and corporate governance, there is also a 

surprisingly apparent lack of evidence on corporate governance and strategy (Luo 2005, 

Steger 2004). Although literature predicted a large impact of culture on corporate 

governance and suggested it was important for corporate governance in MNCs, also with 

regards to the particular field of subsidiary governance (e.g. Salacuse 2003; Luo 2005). 

And there is wide unanimity on the great practical relevance of culture for subordinate 

control (Ouchi 1977, 1979; Eisenhardt 1989; Chang and Taylor 1999). For example, one of 

the MNCs from the interviews requested prescribed a set of fundamentals to every 

subsidiary in the group (MNC 4). One of these principles demanded the continuous 

improvement of the work climate in the entity throughout the year, because the MNC was 

convinced of the crucial impact on the business success. Consequently, it does not come 

as a surprise that the regression analyses produces evidence for a statistically significant 

relationship between the importance of group-wide corporate culture for subsidiary 

governance and the MNC group strategy. In so far, the result confirms corporate 

governance literatures presumptions of a strategic impact of organizational culture on 

corporate governance in MNCs, comparable to that of national culture. As per Agency 

Theory, corporate culture works on diminishing the goal incongruence of subsidiary 

management towards the MNC headquarters’ and contains all measures designed, 

communicated and maintained by the MNC headquarters’ helm throughout the MNC (Luo 

2005). The (hypothetical) ideal result is responsible managerial behaviour and proper 
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conduct in line with the principals’ best interest. Against this background, different 

explanations arise for the strategy-link produced by regression analysis and they are, in 

 

Figure 15: Correlation and regression relationships (P7
b) 

Source: Author 

 

principal, congruent with similar arguments on other mechanisms discussed above. The 

reason originates in the characteristics of corporate culture as governance mechanism, its 

organizational implications and the cost associated with its introduction and maintenance. 

Designing and implementing a group-wide corporate culture is highly complex and 

longsome and requires intense efforts of socialization such as trainings, workshops and 

different group entity assignments (Galbraith and Edstroem 1976; Ouchi 1979; Pfeffer 

1982). Consequently, to employ culture as mechanism for control in organizations was 

found to be extremely costly requiring both high administrative and financial investments 

(Ouchi 1980; Pfeffer 1982). From that perspective, it seems intuitive that corporate culture 

as mechanism for subsidiary governance is subject to MNC headquarters’ decisions; that it 

is a strategic initiative and that, once it is introduced, it is framed into the overall MNC 
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strategy. The following result can be considered supportive of this conclusion: the 

importance of the mechanism of group-wide corporate culture for subsidiary governance is 

statistically significantly, positively correlated to measures of subsidiary manager executive 

education and expatriate assignments in subsidiaries at the p = 0.00*. And both also 

represent instruments of corporate culture as outlined above. Apart from that, the 

regression result does not allow for more detailed conclusions on the strategy link of 

corporate culture for subsidiary governance.  

 Secondly, regression analysis produced a statistically significant, positive 

correlation of the subsidiary’s corporate culture with the importance of group-wide 

corporate culture as subsidiary governance mechanism.85 Corporate culture represents 

organizational culture as introduced earlier, which is “the differences in collective mental 

programming found among people from different organizations (…) within the same 

national context” (Hofstede 2001, p. 373). It is different from the national culture of the 

subsidiary, but the latter impacts on organizational culture and they are complementary 

(Hofstede 2001). Consequently, the variable contains also local elements of national 

culture affecting subsidiary governance and both are discussed in the following part. 

Together, these influences result into the subsidiary’s corporate culture that represents a 

contingency for subsidiary governance in the way that it sets the environment for the MNC 

headquarters within which subsidiary governance is dealt with. On the other hand, Agency 

Theory predicted that the role of corporate culture in subsidiary governance is primarily to 

function as mechanism to reduce goal incongruence. Now, in combining both concepts, 

the explanation for the link between group-wide corporate culture and the subsidiary 

corporate culture must be found first in aspects related to the goal incongruence of 

subsidiary governance.  

 The regression result suggests that the employment of a group-wide corporate 

culture is most relevant in situations where the subsidiary’s corporate culture is 

challenging, different from that of the MNC headquarters. The result is intuitive because if 

corporate culture differs from group-wide culture, then interests, values and perceptions of 

the subsidiary management regularly deviate from that of the MNC headquarters, which is 

expressed in the group-wide corporate culture. For example, studies found a link between 

the individuals’ identification with the MNC’s goals and the willingness to work towards 

                                            
85 It must be noted that the response bias analyses produced evidence for statistically significant differences  
for the responses on subsidiary corporate culture between wave two and three at the p = 0.09*** level and in 
the t-rest at the 0.096*** level. However, the result is not expected to lead to distortions of the advanced 
statistical analyses, in particular because it is not considered scientifically meaningful.  
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them and the subsidiary performance (organizational commitment) (Mowday et al. 1982). 

Consequently, studies found increased use of incentive mechanisms and other 

mechanisms of interest alignment when corporate culture was counterproductive from the 

MNC headquarters’ point of view (Roth and O’Donnell 1996). The results from the 

correlation analyses that showed a statistically significant, positive relationship with the 

interest aligning mechanism of non-financial subsidiary manager incentives, expatriate 

employment and subsidiary manager executive development at the p = 0.00* can be seen 

as confirming this conclusion.86 Then, several individual causes for the result of the 

regression analyses are evident: Firstly, the goals set by an organization (and in this case 

the MNC headquarters) are culture-dependent (Hofstede 2001). Therefore, cultural 

differences in the subsidiary’s corporate culture compared to that of the MNC 

headquarters’ are likely to lead to different aims and interests. Secondly, the common case 

of a subsidiary in MNCs is a foreign entity in a different country and, consequently, from a 

different national culture. The result is that elements of the national culture of the 

subsidiary further increase the goal incongruence in subsidiary governance. In line with the 

presumptions from the theoretical analysis of subsidiary governance, the regression and 

correlation analysis did not produce evidence on a direct statistically significant 

relationship of the corporate governance culture of the subsidiary country for the 

importance of group-wide corporate culture as mechanism (because it was said to impact 

positively the corporate culture of the subsidiary, which the correlation analyses showed at 

p = 0.00*. But it did show a positive correlation with the legal corporate governance 

environment of the subsidiary at the p = 0.01*, which can be seen as local particularities 

that are likely to differ from those of the MNC headquarters in challenging environments.  

 Finally, differences in the organizational culture of the subsidiary and the MNC 

headquarters are likely to be a cause for the goal incongruence the regression analyses 

hints at and the conclusion that it is dealt with by employing group-wide corporate culture. 

The particularities of organizational cultures of different group entities will commonly differ 

to a certain degree and lead to larger goal incongruence. The regression result suggests 

that a group-wide corporate culture is also suitable to deal with goal incongruences 

stemming from deviations in the organizational culture of the subsidiary from that of the 

MNC headquarters. While evidence from controlling the regression analyses for MNC 

headquarters’ region clusters could have shown additional regional, differences in the 

                                            
86 The positive correlation to financial incentives for subsidiary managers came only close to the predefined 
criterion of statistical significance with p = 0.10. 
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impact of national culture across sub-samples, the absence of such evidence is 

interesting, too: It could mean that the importance of national culture for subsidiary 

corporate culture is clearly outweighed by its own organizational culture and that a group-

wide corporate culture is of, more or less, similarly high importance across all countries in 

the sample.  

 Finally, it is reasonable to assume that the positive relationship between the 

importance of the group-wide corporate culture and the subsidiary’s corporate culture is 

triggered in parts by changes in information asymmetry. On one side, this 

presumption comes from empirical results on MNC-internal communication and 

information flows. The differences in organizational and national culture characteristics of 

the subsidiary and its environment compared to the MNC headquarters’ corporate culture 

was shown to display different value systems with deviating perceptions, interest and 

assessments (Egelhoff 1984). Given this situation inside MNCs, empirical evidence 

showed that subsidiary management from nationalities which are different than their parent 

companies’ communicated less with these hierarchically higher entities and believed to be 

subject to higher mistrust and control than other subsidiaries (Egelhoff 1984; Torbiörn 

1985; Boyacigiller 1990). Against this background, the conclusion is that information 

asymmetry towards subsidiary management increases in challenging, different subsidiary 

corporate culture environments. One MNC from the interviews found itself in such a 

situation (MNC 4): A US subsidiary of an MNC based in Europe had the sole purpose of 

research and development of a strategically highly important product until its market 

launch. But the progress was slow and cumbersome because communication difficulties 

rendered coordination of the operations through the MNC headquarters very complex. The 

US subsidiary was a young start-up company that had hiterto been run entirely without 

centralization and very entrepreneurial. Specific communication problems emerged and 

included misunderstandings with regards to individual project steps and milestones as well 

as misinterpretations of MNC headquarters’ orders on behalf of the subsidiary employees.  

 In these situations, the regression result proposes that a group-wide corporate 

culture supporting managerial responsibility and proper conduct is efficient in countering 

the Agency problem of subsidiary governance. In the case of the MNC above, a task force 

was implemented and one of its targets was to reestablish confidence in the project among 

the scientists in the US, which was seen as crucial for finishing the product development 

(MNC 4). Again, the correlations with other mechanisms of interest alignment introduced 

above can be seen as fostering this conclusion on a more comprehensive, interesting 

aligning approach of the MNC headquarters towards subsidiary governance. On the other 
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hand, culture is also seen as efficient and substitutive for situations of inefficiency or 

impossibility of monitoring (either Ouchi and Maguire 1975, or Ouchi 1979). But the 

correlation analyses does not produce any evidence that suggests group-wide corporate 

culture is functioning as substitute for monitoring mechanisms in case of challenging, 

different subsidiary corporate cultures.  

 

6.4.1.2.4 Subsidiary Manager Executive Development (P8
a; P8

b) 

6.4.1.2.4.1 Basic Statistical Analyses 

Based on Agency Theory’s conclusions for subsidiary governance, it was predicted that 

MNC headquarters employ subsidiary manager executive development as mechanism of 

subsidiary governance (P8
a; P8

b). Table 25 shows the basic statistical analyses of the 

governance mechanism grouped by control variables.  

 

Table 25: Descriptive statistics: subsidiary manager executive development (P8
a) 

Subs. Manager 
Executive 

Development 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.33 2.98 3.02 3.32 3.22 3.38 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 1.119 1.140 1.225 1.098 1.184 0.744 
Std. Error 0.108 0.160 0.187 0.126 0.209 0.263 
Variance 1.252 1.300 1.499 1.206 1.402 0.554 

 
Subs. Manager 

Executive 
Development 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.43 3.52 2.99 3.19 3.44 3.22 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 1.158 1.067 1.149 1.109 1.130 1.134 
Std. Error 0.309 0.161 0.132 0.277 0.377 0.090 
Variance 1.341 1.139 1.320 1.229 1.278 1.287 

Source: Author 

 

The basic descriptive results suggest that the relevance of the executive development 

efforts for subsidiary managers is of above-average importance for all MNCs with a mean 

of 3.22. The importance indicated by the sub-samples of MNC headquarters and 

subsidiary managers deviated considerably with a mean of 3.33, respectively 2.98. The 

deviation in the mechanism’s importance is similarly in terms of the MNC group size, with 

MNCs sized between 10 and 99 entities indicating the highest importance of 3.32 and 

small MNCs with less than 9 entities the lowest of 3.02. Again, the result for MNCs sized 

1000 entities and larger is treated cautiously due to the sub-sample size of n = 8. Finally, 
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region-specific differences in the importance of subsidiary manager executive 

development for subsidiary governance are apparent: Scandinavian MNCs indicated the 

highest importance with a mean of 3.52, followed by the cluster from Belgium, France and 

Luxembourg with a mean of 3.43. For the other two MNC headquarters’ region samples, 

the mechanism was found to be of less importance. 

 
6.4.1.2.4.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of subsidiary manager executive 

development for subsidiary governance is determined by the contingencies of subsidiary 

governance (P8
b). Table 26 shows the results of the regression analysis for P8

b. The 

results from the regression analyses indicate only one statistically significant, positive 

relationship between the predicted contingencies and the importance of subsidiary 

management executive development for subsidiary governance: The MNC group strategy 

was found to be statistically significantly and positively linked at p = 0.02*, which confirms 

a result from the correlation analyses significant at p = 0.00*. The complete enter model 

also produced evidence for a statistically significant and negative relationship of the 

importance of the mechanism with the strategic importance of the subsidiary at p = 0.04**. 

 

Table 26: Regression analyses: subsidiary manager executive development (P8
b) 

Subsidiary Manager Executive Development F 7.36
Sig. 0.00

Source SS df MS R 0.30
Regression 17.580 2 8.790 R Square 0.09
Residual 185.104 155 1.194 Adjusted R Square 0.08
Total 202.684 157 Std. Error of the Estimate 1.09

B Std. Error t Sig.
1.874 0.402 4.664 0.00

MNC group strategy* 0.306 0.097 3.145 0.00
0.417 0.194 2.148 0.03

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1
HQ Country Cluster Scandinavia**

 
Source: Author 

 

The relationship became less statistically significant at p < 0.1*** only when controlling 

enter regression models for the control variables that were surveyed and sometimes 

dropped completely out of the regression model. All the enter models, which produced 

statistically significant evidence for the contingency showed a considerable degree of 

autocorrelation in the Durbin–Watson test with d > 2.000 and the variable produced 

considerably higher values in the VIF test for multicollinearity than other predictor 

variables. Additionally, the evidence was not backed up by results of statistical significance 
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in correlation analysis (p = 0.95 and r = 0.005). For these methodological concerns, the 

result is not considered valid for the subsequent discussion of results. Apart from that, the 

regression analysis detected a statistically significant, positive relationship of the 

importance of the mechanism for MNCs headquartered in Scandinavia at p = 0.03**. The 

complete enter model is reported in the annex (Table 54, annex). 

 Apart from that, several of the enter models described above produced evidence for 

a statistical relationship of the position of the respondent in the MNC headquarters 

and subsidiary management at p = 0.1***. Hence, the predefined statistical significance 

limit for accepting the proposition was not achieved, but the t-test for equality of means 

produced a statistically significant difference between the sub-samples at p = 0.07***. 

Consequently, the result is statistically accepted, interpretable and confirms the 

conclusions from the basic statistical analyses. As argued in a comparable context above, 

deviating indications of different, conceptually separated sub-samples on the same item 

indicate the presence of a response bias.87 In the case of the importance of subsidiary 

manager executive development for subsidiary governance, the result shows that the 

mechanism is considered considerably less relevant by subsidiary managers. For this 

reason, there are two central explanations to the result: That subsidiary managers’ 

indication is of lower importance or MNC headquarters’ managers’ ones of higher 

importance.  

 The first explanation could be that subsidiary mangers are simply not aware of 

executive education measures in their MNC. However, this is unlikely for two reasons. The 

size of the sub-sample with n = 51 can be considered sufficiently and four of the MNCs 

that were interviewed indicated that they were regularly conducting internal and external 

measures of executive education with subsidiary managers (MNC 2; MNC 3; MNC 4; MNC 

5). Hence, an information deficiency with regards to such programmes on the subsidiary 

manager level can be excluded. It is more likely that subsidiary managers are aware of 

executive education undertaken in their MNC but they have never been subject to such 

trainings, workshops or programmes: MNCs commonly comprise numerous entities and it 

is unlikely that the MNC headquarters decides to have every subsidiary manager  

 
                                            
87 It must be noted that the analyses for response bias produced a statistically significant result for the 
mechanism of subsidiary manager executive development in the Mann-Whitney U-test between wave one 
and two at p = 0.04** and in the t-test for the comparison of wave one and two and wave two and three at 
p = 0.02**, respectively p = 0.05***. Yet, the differences in these response waves are not considered to lead 
to result distortions, in particular not meaningful ones with regard to the statistically significant result for the 
control variable.  
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Figure 16: Correlation and regression relationships (P8
b) 

Source: Author 

 

participate. Given that measures such as expatriate assignments within the MNC were 

found to positively impact managerial career development (O’Donnell 2000), the reality is 

that only a small proportion of all subsidiary managers in the MNC are allowed to undergo 

executive education (e.g. high potentials). Against this background, the result from the t-

test suggests that the largest part of MNC subsidiary managers has no experience with 

executive education measures and their indication of lower importance happens functions 

as complaint or disbelief in the usefulness of the mechanism. In the same breath, MNC 

headquarters’ managers are presumed to be aware of the importance of executive 

education for corporate culture, alignment of interests and, eventually, for corporate 

governance. Therefore, it is expected that their evaluation of such measures for subsidiary 

managers in the context of subsidiary governance tends to be higher because of them 

being aware of the positive effect of having such mechanisms in place (desirability).  
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 In terms of relevant contingencies, regression analysis showed that, again, the 

MNC group strategy is determinative for the importance of subsidiary manager executive 

education for subsidiary governance. In the same way as for the other governance 

mechanisms before, the result indicates the strategic importance of the mechanism and 

confirms the role of MNC strategy as contingency for subsidiary governance. The 

particular link of the mechanism to the MNC group strategy is found in its nature and 

characteristics: Firstly, subsidiary manager executive education forms part of the 

measures undertaken in the context of the MNCs human resources strategy. As such, it 

holds close ties with other measures of that nature, for example the employment of 

expatriates in subsidiaries to which a positive correlation at the p = 0.00* exists. Given this 

group-wide, strategic relevance of executive education for subsidiary managers, it is 

reasonable that the employment and importance of the mechanism is embedded into the 

MNC group strategy.  

 But the main reason is found in the mechanism’s characteristics again: Subsidiary 

manager executive education is an instrument of socialization and aligns subsidiary 

managerial interests with those of the MNC headquarters. In doing so, the mechanism 

supports the formation, indoctrination and maintenance of a group-wide corporate culture 

favourable for subsidiary governance. This conclusion is supported by the positive 

correlation of the mechanism with that of the group-wide corporate culture itself at 

p = 0.00* and the positive correlation with the contingency of subsidiary corporate culture 

at p = 0.07***, for which none of the regression model produced statistical significant 

evidence though. For the same reason, subsidiary management executive development 

shows close ties to other mechanisms aiming at the alignment of interests of subsidiary 

managers with those of the MNC headquarters and supporting a favourable group-wide 

corporate culture: There are positive correlations with financial and non-financial incentives 

for subsidiary managers at p = 0.02**, respectively p = 0.00*. In particular these last two 

correlations are further support of the notion of executive education measures as 

incentives for subsidiary managers, as denoted earlier in the investigation (O’Donnell 

2000). In any case, executive education for subsidiary managers bears the same 

characteristics as other measures of socialization in subsidiary governance and, 

consequently requires the same investments in terms of finance, organization and long-

term commitment (Ouchi 1977, 1979, 1980; Pfeffer 1982; Eisenhardt 1989; Chang and 

Taylor 1999). Hence, it is reasonable that the regression result suggests a link and 

strategic dimension of subsidiary manager executive education in connection with the 

MNC group’s strategy.  
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 Then, in controlling for the MNC headquarters’ regions and the according sub-

samples, the regression analyses produced evidence for a statistically significant, positive 

relationship of the importance of the mechanism for Scandinavia headquartered MNCs 

at p = 0.03**. The result therefore confirms the presumption from the basic statistical 

analyses. The dominant mode of operation of executive education is that of socialization 

and, ultimately, the creation of a favourable, group-wide corporate culture. The mechanism 

aims primarily at decreasing goal incongruence towards the subsidiary management for 

which both national and organizational culture was predicted to be determinative. The 

result from the regression analyses indicates that subsidiary manager executive education 

is of more relevance to MNCs with headquarters in Scandinavia than for those in the 

comparison group of German, Swiss, Austrian and Italian MNCs. Again, the scientifically 

meaningful ties to the group-wide corporate culture as governance mechanism and the 

contingency of subsidiary corporate culture in the form of positive correlations at p = 0.00* 

and p = 0.07*** provide further evidence for the strong cultural dimension of the 

mechanism. The particular explanation for the regression result is found in national culture, 

on which the classification of sub-samples was based: As argued above in the context of 

the comparable result for Scandinavian MNCs regarding the importance of financial 

incentives for subsidiary managers, Scandinavian companies MNCs are commonly found 

to employ more subtle, informal mechanisms with regards to subsidiary managements, 

less formalization and regulation and more cultural control (Leksell 1981b; Hedlund 1980; 

Baliga and Jaeger 1984). As opposed to MNCs from other regions in Europe, the 

regression result therefore suggests that a subsidiary managerial culture of responsible 

behaviour and proper conduct is comparably more important as mechanism of subsidiary 

governance in Scandinavia. In the interviews, all Scandinavian MNCs that were 

interviewed undertook regular sessions of executive education for subsidiary managers 

and considered the mechanism of high value (MNC 3; MNC 4). Two MNCs in the sample 

of interviewees stem from the comparison cluster of German, Swiss, Austrian and Italian 

MNCs and the interview results produced no evidence on high importance or frequent 

employment of measures of subsidiary management executive education. While the 

comparison of relative frequencies in the interviewee sample is of minor statistical power 

only, the overall results from the qualitative research support the result from the regression 

analysis. Apart from that, the evidence obtained through regression analyses does not 

enable further conclusions on a direct link between the sub-sample and the importance of 

the governance mechanism. 
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6.4.1.3 Governance Mechanisms to Reduce Managerial Discretion 
6.4.1.3.1 Codes of Corporate Governance and Conduct for Subsidiaries (P9

a; P9
b) 

6.4.1.3.1.1 Basic Statistical Analyses 

Based on the extension of Agency Theory and subsequent conclusions for subsidiary 

governance, it was predicted that MNC headquarters apply subsidiary codes of corporate 

governance or conduct for subsidiary governance (P9
a; P9

b). Table 27 shows the basic 

statistical analyses of the governance mechanism grouped by control variables. The basic 

statistical analyses indicate that codes of corporate governance or conduct for subsidiaries 

(henceforth: codes) are considered of high importance for subsidiary 

 

Table 27: Descriptive statistics: codes of corporate governance and conduct (P9
a) 

Code of 
CG/Conduct for 

Subsidiaries 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.57 3.63 3.56 3.62 3.50 3.88 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 0.978 0.958 0.959 1.019 0.950 0.641 
Std. Error 0.094 0.134 0.146 0.117 0.168 0.227 
Variance 0.957 0.918 0.919 1.039 0.903 0.411 

 
Code of 

CG/Conduct 
for 

Subsidiaries 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.57 3.39 3.62 3.88 3.89 3.59 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 0.756 0.920 1.045 0.806 1.054 0.969 
Std. Error 0.202 0.139 0.120 0.202 0.351 0.077 
Variance 0.571 0.847 1.092 0.650 1.111 0.939 

Source: Author 

 

governance in all MNCs with a mean importance of 3.59.88 The mechanism so far ranks 

highest in importance of all mechanisms apart from the group-wide corporate culture 

(mean = 4.03). The results indicate no significant deviation in responses from sub-samples 

of MNC headquarters or subsidiary managers and across the different MNC group sizes, 

which range between 3.5 for MNCs sized between 100 and 999 entities, and 3.62 for 

MNCs between 10 and 99 entities. Again, the MNC group size cluster larger than 1000 

entities produced a considerably higher result with a mean of 3.88. Because of the small 
                                            
88 It must be noted that the response bias analyses produced evidence for statistically significant differences 
when comparing wave one and three in the Mann-Whitney U test at the p = 0.06*** level. However, the result 
is considered to lead to no distortions in the advanced statistical analyses, in particular because it is not 
scientifically meaningful. 
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size of the sub-sample with n = 8, the result is treated cautiously and is excluded from the 

subsequent discussion. Finally, the basic statistical analyses produce evidence on regional 

differences in the importance of codes for subsidiary governance: There is a sizeable 

deviation in the responses of two regional clusters: MNCs headquartered in Germany, 

Switzerland, Austria and Italy (i.e. the comparison group) and Belgium, France and 

Luxembourg indicated approximately the same (average) importance of 3.63 and 3.57, 

respectively. Scandinavian MNCs, on the other hand, yielded a considerably lower 

importance with a mean of only 3.39 and the UK and Ireland based MNCs a considerably 

higher importance with a mean of 3.88.  

 
6.4.1.3.1.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of codes of corporate governance or 

conduct for subsidiary governance is determined by the contingencies of subsidiary 

governance (P9
b). Table 28 shows the results of the regression analysis for P9

b. 

 

Table 28: Regression analyses: codes of corporate governance and conduct (P9
b) 

Codes of Corporate Governance/Conduct F 7.63
Sig. 0.00

Source SS df MS R 0.41
Regression 24.260 4 6.065 R Square 0.17
Residual 121.620 153 0.795 Adjusted R Square 0.15
Total 145.880 157 Std. Error of the Estimate 0.89

B Std. Error t Sig.
1.669 0.399 4.182 0.00

MNC group strategy** 0.226 0.084 2.703 0.01
competition in subsidiary market (s)** 0.163 0.066 2.459 0.02
legal CG environment in subsidiary country** 0.153 0.072 2.129 0.03
REC2 HQ Country Cluster Scandinavia** -0.321 0.158 -2.027 0.04

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1  
Source: Author 

 

Three predictor variables achieved the predefined, required statistical significance level in 

the regression analysis: The MNC group strategy is positively related to the importance of 

the governance mechanism at p = 0.01**, the competition on the subsidiary’s markets at 

p = 0.02** and the legal corporate governance environment of the subsidiary at 

p = 0.03***. All three results confirm positive correlations of the variables at p = 0.00*, 

p = 0.01** and p = 0.00*, respectively. Also, controlling for the MNC headquarters’ region 

clusters, Scandinavian MNCs were found to be statistically significantly and negatively 

associated with the importance of the mechanism at p = 0.04**. The complete enter model 

is reported in the annex (Table 55, annex). 
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 The regression result regarding the link of the importance of codes with the MNC 

group strategy provides further support for the strategic nature of corporate and 

subsidiary governance and in particular for the employment of codes. Codes are either 

prescribed by regulations a company is subject to or, for the largest part, implemented 

voluntarily and function as “soft law” (von Werder 2005). But the regression result 

suggests that the importance of codes for subsidiary governance is underestimated and 

their actual meaning is of much higher strategic importance. Two particular explanations 

arise for this strategy-link of codes for subsidiary governance. Firstly, there is the nature of 

the mechanism: As main impact, the limiting of managerial discretion through their nature 

of formalization, respectively standardization was predicted. Correlation analyses provides 

backup for this prediction, as the importance of codes is positively correlated to both 

similarly functioning mechanisms of legal subsidiary contracts (p = 0.08***) and other 

formal standards (p = 0.03**). Though not as strong as subsidiary manager contracts of 

legal nature, codes were predicted to be considerably more intense in terms of their impact 

than mere business principles or guidelines. If applied to subsidiaries, it is likely that the 

MNC headquarters requests every subsidiary to comply with the prescriptions in the code 

and that measures are put in place to ensure the audit and reporting of subsidiary 

management compliance and potential violations of the code. In fact, two of the MNCs that 

were interviewed (MNC 2; MNC 4) has such a subsidiary code in place: It displays a 

comprehensive set of standards and prescriptions that every subsidiary in the MNC had to 

comply with. In both cases, it is also subject to annual audit by the group’s internal audit 

and legal department, which are attached to the group’s headquarters. This finding from 

the interviews finds support in additional positive correlations of the importance of 

subsidiary codes to a group-wide corporate governance body and group-wide corporate 

governance information system at p = 0.00*. Consequently, the conclusion is that 

subsidiary codes display the same cost wise, organizational and long-term characteristics 

as comparable, group-wide employed governance mechanisms discussed before. 

Therefore, they are subject to an MNC headquarters’ management initiative, decision and 

form part of the MNC group-wide strategy.  

 Secondly, the link of subsidiary codes to the MNC strategy could stem from a more 

comprehensive and specific MNC corporate governance strategy. The introductory 

questions on the questionnaire, the interviews and research into MNC practice indicate 

that the MNCs’ legally mandatory duties regarding corporate governance (or for 

competitive reasons factually mandatory), their introduction and their supervision in the 

whole MNC have achieved a level of complexity and degree of importance that exceeds 
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the possibility to manage the topic on a one-by-one basis by different departments and on 

an individual entity level only. Therefore, the evidence from the regression and correlation 

analyses brings forward the trend of a more comprehensively designed and implemented, 

group-wide corporate governance approach, which could be termed corporate governance 

strategy. This conclusion is fostered by the statistical links of the importance of codes to 

other potential elements of such a group-wide corporate governance strategy: It was 

shown that codes are positively correlated to subsidiary contracts and other formal 

standards within the MNC and also positively correlated to the group-wide corporate 

governance body and information system at p = 0.00*. Against this background, it is 

reasonable to bring forward the notion of the emergence of a group-wide corporate 

governance strategy in MNCs, which replaces the formerly individually undertaken 

measures that were monitored by different departments within the group.  

 The regression analyses produced evidence for a second contingency dependence 

of the importance of subsidiary codes, namely with the competition on the subsidiary’s 

markets. Several aspects of the theoretical predictions on the role of market competition 

for corporate governance were discussed in the context of other empirical results of this 

investigation above. In particular, it must be noted again that the positive nature of the 

relationship is counterintuitive, as intense competition was predicted to limit managerial 

discretion and thus reduces the Agency problem (Hart 1983; Jensen 1993; Roe 2003). 

However, this conclusion comes from classical corporate governance and is not backed by 

evidence for subsidiary governance. It was argued earlier how subsidiaries are unlikely to 

be exposed to similarly strong competitive forces (subsidiary embeddedness) and, 

consequently, it is unlikely that there is a strong effect of reducing the Agency problem 

through competitive forces. It is important to discuss two potential causes for this result of 

the regression analyses: Firstly, it is conceivable that the subsidiary code is legally 

mandated and, hence, compliance with it is the subsidiary and MNC headquarters 

managements’ obligation. The requirement would come from the subsidiary’s country of 

residence and, ultimately, corporate governance system. And objective market 

characteristics such as size, geographical location and especially competition are seen as 

determinative for the emergence of differences in corporate governance systems across 

countries (Shleifer and Vishny 1997; Coffee 2001). La Porta et al. (2000) emphasize that 

the national importance and intensity of competition on capital and product markets leads 

to stronger investor protection ensured by the legal system. Markets and economies with 

intense competition are commonly more intense supervised and protected. In following this 
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Figure 17: Correlation and regression relationships (P9
b) 

Source: Author 

 

renowned theory on the variance of corporate governance systems, the regression result 

suggests that the competitive levels of the subsidiary markets increases the likelihood of 

the presence of such mandatory codes for subsidiaries and its compliance. The direct link 

of the importance of subsidiary codes to subsidiary market competition is then based on 

differences in the legal systems. It can be seen as strong statistical support for this 

conclusion that the third result from the regression analyses is a statistically significant, 

positive relationship of the importance of codes with the legal environment of the 

subsidiary at p = 0.03**. Taken as individual result, it backs the notion of causes for the 

importance of the mechanism rooting in the legal corporate governance system; but it also 

implies that, together with the positive correlation of both contingencies of competition on 

markets and legal environment of the subsidiary with each other at p = 0.08***, competition 

and legal subsidiary environment are interdependent and mutually influencing.  

 Secondly, there is the situation of voluntary subsidiary codes, which is increasingly 

the case in MNC practice. From this perspective, the regression result suggests a market-

based explanation for the link of competition to the importance of subsidiary codes. Two 
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sub-cases emerge from the business case of a subsidiary code: An internal case in terms 

of investment protection and an external one regarding market signaling. With regards 

to the first case, it was argued earlier that if subsidiary market competition is high, the 

subsidiary is perceived (and actually is) a more uncertain investment for the MNC 

headquarters (Allen 1981; Roth and O’Donnell 1996). The reason is that outcome 

uncertainty is high and small suboptimalities in managing the entity will drive it out of 

competition. The additional risk aversion by MNC headquarters stems from the larger 

necessity for local independence, the emergence of specialized knowledge and the 

resulting increase in information symmetry (Kumar and Seth 1998; Ghoshal and Nohria 

1989). But even beyond that, the third regression result shows that the legal subsidiary 

environment complements this subsidiary governance situation with additional risks and 

uncertainties of legal nature: Legally challenging, demanding subsidiary environments 

increase the risk of subsidiary management non-compliance and, as a result, the 

probability and amount of residual loss incurred by the MNC headquarters. Earlier in this 

investigation, it was discussed how this situation leads to a larger investment risk and an 

MNC headquarters’ desire to mitigate the Agency problem further. Consequently, from the 

MNC headquarters’ perspective to protect its investment in subsidiaries, the regression 

result indicates that subsidiary codes are suitable to decrease the Agency problem in 

subsidiary environments where both competition and the legal corporate governance 

situation is challenging, demanding. In one MNC that was analysed through the interviews, 

codes are implemented only on an individual basis for particularly complex, challenging 

subsidiary governance situations (MNC 3). For example, in a joint venture with a local 

party in Abu Dhabi, United Arab Emirates, an individualized code of conduct has been 

introduced that reflects the particularities of the subsidiary, its governance and aims at 

preventing the emergence of problems of corporate governance. Hence, the primary aim 

of the subsidiary code was to avoid uncertainties related to the local legal environment by 

providing a common legal basis for the local operations for all parties involved. It can be 

seen as supportive for this conclusion that the contingency of complexity and dynamics of 

the local subsidiary environment is positively correlated with the importance of subsidiary 

codes at p = 0.07***, although regression analyses did not provide further evidence on the 

contingency.  

 As opposed to business principles, standards or simple guidelines, codes were 

introduced as stronger mechanism of formalization, respectively standardization, as they 

are binding the subsidiary management to its content by commonly official and written 

acknowledgement of a document. This could suggest that codes are more favourable for 
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employment in subsidiary situations of more severe environmental risks because, strictly 

speaking, they can serve as legal mechanism of protection by providing the legal basis for 

the MNC headquarters to subrogate against subsidiary management under private law for 

compensation for damages. The result therefore also implies that subsidiary codes are an 

efficient governance mechanism in such environments, a conclusion that was possible for 

the employment of financial incentives in competitive and complex subsidiary 

environments, too. Both mechanisms are correlated positively at p = 0.00*, but correlation 

analyses did not produce statistically significant, negative relationships to other 

mechanisms which could have indicated a substitutive mode of operation. 

 Finally, there is a market signaling effect in subsidiary codes. Intense 

competition is characterized by a multitude of suppliers for a limited amount of demand, 

high transparency and availability of information. There are little price or quality differences 

in the supply but customers are sensitive to both and buying decisions are based on minor 

differences in product attributes. In following Akerlof’s (1970) argumentation on quality 

uncertainties and buying behaviour on markets, codes can be seen as a licensing practice 

to reduce quality uncertainty and trigger the engagement in a transaction: Complying with 

and communicating a code enables market participants (e.g. customers and suppliers) to 

select preferable over less preferable companies. Hence, the MNC headquarters can 

introduce a code for a subsidiary to ensure more frequent or preferred transactions with 

the entity in its competitive markets in order to not be driven out of competition. Although 

the investigation assumes the code to be imposed on the subsidiary by the MNC 

headquarters, this notion leads to interesting perspectives on MNC-internal markets for 

financial investments: In choosing the recipient of MNC-internal funding of investment 

projects, MNC headquarters are likely to feel less risk averse towards subsidiaries 

complying with a code than towards those who do not. As a result, a subsidiary code could 

have the same signaling effect for the MNC-internal capital market than it has for the MNC 

headquarters on the national or international capital market. Yet, literature does not offer 

evidence on such impacts of subsidiary codes and the results from this investigation do 

not allow for further conclusions.  

 Finally, the regression analyses produced evidence that subsidiary codes are less 

important for Scandinavian MNCs than for those in the comparison group. The basic 

statistical analyses suggest that the importance of the mechanism is rather similar for the 

comparison group of German, Swiss, Austrian and Italian MNCs and the other MNC 

headquarters’ region cluster from Belgium, France, Luxembourg, the UK and Ireland and, 

therefore, the discussion will address only potential reasons for a decreased importance in 
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Scandinavian MNCs. The primary purpose of subsidiary codes was predicted in the 

reduction of subsidiary managerial discretion, and empirical evidence of this investigation 

on other mechanism of formalization, respectively standardization confirmed this 

presumption. Against this background, the result must stem either from a smaller necessity 

to reduce subsidiary managerial discretion or from a different approach to MNC 

management. The necessity to reduce managerial discretion in a subsidiary located in a 

specific country and environment does not differ for Scandinavian MNC headquarters than 

for MNC headquarters from other regions. Consequently, the result must lie again in the 

different approach of Scandinavian MNCs to manage the group. So far the picture painted 

on the particularities of subsidiary governance in Scandinavian MNCs is in line with 

findings in the literature on MNC management and subsidiary control, which describes 

them as cooperative and decentralized and with more subtle, flexible control mechanisms 

(Leksell 1981b; Hedlund 1980). Several regression analyses results in this investigation 

suggest this notion of a different approach in Scandinavian MNCs. Financial incentives 

were found to be less relevant, which suggested goal incongruence to be addressed less 

directly through performance bonuses. But the group-wide corporate culture and 

subsidiary manager executive education was comparably more important than for the 

comparison group and, additionally, more local autonomy was granted to subsidiaries in 

the context of mutual subsidiary control as mechanism. Together with the minor relevance 

of subsidiary codes, the overall impression for subsidiary governance in Scandinavian 

MNCs is one of a fundamentally comparable system to that of cultural control in MNC 

management research: Baliga and Jaeger (1984) describe different systems of control 

applied in groups and distinguish a cultural and a bureaucratic control system. In the 

cultural control system, great emphasis is put on trainings and socialization and 

subordinates are less subject to rules, regulations and limited managerial discretion. They 

conclude that  

the absence of formalization may conceal a high level of centralization that is 

internally derived (through an extended process of socialization and indoctrination) 

rather than externally imposed through rules and regulations (Baliga and Jaeger 

1984, p. 29). 

The findings of this investigation and the evidence from the literature on subsidiary control 

are also in line with the conclusion from the regression results on the decreasing 

importance of subsidiary codes: Managerial discretion on the subsidiary level is not 

considered part of the Agency problem, but rather of the decentralized approach of 
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managing a MNC with more local autonomy for the subsidiary management. The interview 

sample showss two Scandinavian MNCs, of which one maintains a group-wide subsidiary 

code (MNC 4) while the other does not (MNC 3). Although the descriptive statistics of this 

sample are not representative for the population of Scandinavian MNCs, the interview 

findings can not be interpreted as evidence against the findings of the regression analyses 

either.  

 

6.4.1.3.2 Individual Subsidiary and Subsidiary Manager Contracts (P10
a; P10

b) 

6.4.1.3.2.1 Basic Statistical Analyses 

Based on the extension of Agency Theory and subsequent conclusions for subsidiary 

governance, it was predicted that MNC headquarters apply individual subsidiary or 

subsidiary manager contracts for subsidiary governance (P10
a; P10

b). Table 29 shows the 

basic statistical analyses of the governance mechanism grouped by control variables.  

 

Table 29: Descriptive statistics: individual subsidiary and subsidiary manager contracts 
(P10

a) 
Individ. 

Subsidiary/ 
Manager 
Contracts 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.20 3.18 3.12 3.36 2.91 3.13 
No of Obs. 107 51 42 76 32 8 

Std. Deviation 1.059 1.212 1.087 1.104 1.058 1.356 
Std. Error 0.102 0.170 0.168 0.127 0.187 0.479 
Variance 1.121 1.468 1.181 1.219 1.120 1.839 

 
Individ. 

Subsidiary/ 
Manager 

Contracts 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.00 3.02 3.30 3.00 3.67 3.19 
No of Obs. 14 43 76 16 9 158 

Std. Deviation 0.961 0.886 1.211 1.095 1.323 1.107 
Std. Error 0.257 0.135 0.139 0.274 0.441 0.088 
Variance 0.923 0.785 1.467 1.200 1.750 1.225 

Source: Author: 

 

The basic statistical analyses indicate that individual subsidiary and manager contracts are 

of slightly-above average importance for subsidiary governance in all MNCs with a mean 

of 3.19. While the descriptive statistics did not produce results of deviating responses in 

the sub-samples of MNC headquarters’ or subsidiary managers’ responses, they did for 

both the MNC group size clusters and the MNC headquarters’ region clusters. In terms of 

the MNC group size, the mechanism was the most important for MNCs in the comparison 
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group of between 10 and 99 entities with a mean of 3.36, whereas the next largest cluster 

of MNCs sized between 100 and 999 entities yielded the lowest importance of only 2.91 on 

average. Again, the result for MNCs with more than 1000 entities is considered invalid due 

to the insufficient sub-sample size (n = 8). One MNC that was analysed in interviews, 

which was larger than 1000 entities (MNC 2), was considering reactivating local subsidiary 

boards and in that proposal it was suggested to have a standing letter of resignation for all 

subsidiary directors in case of problems. From a regional perspective, the comparison 

group of MNCs from Germany, Switzerland, Austria and Italy produced the highest 

importance for the mechanism with a mean of 3.30. The other regional MNC clusters 

produced means of 3.00 and 3.02, respectively. 

 
6.4.1.3.2.2 Advanced Statistical Analyses  

The second proposition predicted that the importance of individual subsidiary and manager 

contracts for subsidiary governance is determined by the contingencies of subsidiary 

governance (P10
b). Table 30 provides the results of the regression analysis for P10

b. 

 

Table 30: Regression analyses: individual subsidiary and subsidiary manager contracts 
(P10

b) 
Individual Subsidiary/Manager Contracts F 9.23

Sig. 0.00
Source SS df MS R 0.39

Regression 29.370 3 9.790 R Square 0.15
Residual 162.273 153 1.061 Adjusted R Square 0.14
Total 191.643 156 Std. Error of the Estimate 1.03

B Std. Error t Sig.
1.293 0.414 3.126 0.00

complexity/dynamics of subsidiary environment* 0.327 0.086 3.792 0.00
legal CG environment in subsidiary country* 0.228 0.080 2.862 0.00
REC No.of Group Companies Cat. 3*** -0.406 0.207 -1.962 0.05

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1

(Constant)

 
Source: Author 

 

Two predictor variables achieved the required level of statistical significance in the 

regression model: The complexity and dynamics of the subsidiary environment and the 

legal corporate governance environment of the subsidiary are positively related to the 

importance of the mechanism at p = 0.00*.89 Both regression results confirm positive 

                                            
89 The response bias analyses produced evidence for a statistically significant deviation in response for the 
variable complexity and dynamics of the subsidiary environment when comparing wave one and three in the 
Mann–Whitney U-test at the p = 0.047** level and in the t-test at the p = 0.08*** level. However, the result is 
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correlations at p = 0.00*. Stepwise forward regression analyses did not produce evidence 

for a statistically significant impact of the MNC headquarters’ regional clusters on the 

importance of individual subsidiary and manager contracts for subsidiary governance. But 

the complete enter regression method controlled for the MNC headquarters’ region 

produced statistical significance for two negative relationships: With the sub-sample of 

Scandinavian MNCs at p = 0.048** and with MNCs from the UK and Ireland at  p = 0.06*** 

(Table 55, annex). The first effect became stronger when controlling for additional 

variables in the complete enter model, the second effect weaker. Neither the Durbin–

Watson nor the VIF test could provide more clarity and due to the dichotomous nature of 

the variable, the remaining series of tests that were performed on all Likert scale variables 

in this investigation could not be performed. In an overall evaluation of the validity of these 

partial regression analyses findings, the objective of methodological cautiousness led to 

their exclusion from the subsequent discussion of results. Yet, the results seemed 

conspicuous and had they been valid, they would have confirmed the findings from the 

basic statistical analyses: The comparison group of German, Swiss, Austrian and Italian 

MNCs shows the only considerably higher importance of individual subsidiary and 

manager contracts, while all other sub-samples cluster around a mean of approximately 

3.00. Two statistically significant deviations in regression analysis from the comparison 

group together with the similarly large deviation of the last, remaining MNC headquarters’ 

home country cluster (Belgium, France and Luxembourg), for which the regression 

analyses did not produce enough evidence, would have allowed for the conclusion, that 

individual subsidiary and manager contracts are considerably more important for MNCs in 

Germany, Switzerland, Austria and Luxembourg, and only there. Such a finding would 

have been in line with the literature, which suggests higher degrees of formalization, 

standardization and contractualization in companies with Germanic cultures. Germanic 

control systems are seen as bureaucratic control systems, in which formalization, 

standardization and regulation play an important role (Baliga and Jaeger 1984). Then, an 

additional contingency relationship with the governance mechanism appeared in the 

complete enter model when controlling for all variables: The subsidiary’s corporate culture 

was found statistically significantly and positively impacting the importance of the 

mechanism at p = 0.05***. The predictor variable was not statistically significant in any 

other model and the Levene test produced evidence for a statistical significant 

                                            
considered to lead to no distortions in the advanced statistical analyses, particularly because it is not 
scientifically meaningful. 
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heteroscedasticity in the relationship of individual subsidiary and manager contracts to the 

subsidiary corporate culture at p = 0.00* (Table 40, annex). Given the experiences from 

the control variable of MNC headquarters’ regions in the same regression analyses, this 

partial result is also considered invalid and excluded from the subsequent discussion.  

 But the stepwise forward regression analyses produced enough evidence to 

indicate an impact of the MNC group size on the relevance of the governance 

mechanism: Individual subsidiary and manager contracts are significantly less important 

for MNCs sized between 100 and 999 entities in contrast to the comparison group at  

 

Figure 18: Correlation and regression relationships (P10
b) 

Source: Author 

p = 0.05***. The regression result confirms the findings from the basic statistical analyses 

and provides room for valuable conclusions: Individual subsidiary and manager contracts 

were predicted to aim primarily at the limitation of subsidiary managerial discretion. But 

unlike subsidiary codes or simple standards and business principles they are of legal 

nature and bind the subsidiary management or an individual subsidiary manager under 

civil law. Hence, they are the most intense form of formalization, respectively 
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standardization among subsidiary governance mechanisms with the consequence that 

they also limit managerial discretion the most. The regression result indicates that the 

governance mechanism is of similar importance for all MNC size sub-samples, with the 

exception of those sized between 100 and 999 entities. Again, the result for MNCs with 

more than 1000 entities is considered invalid due to the insufficient sub-sample size 

(n = 8). Against this background, the regression result suggests that there is a critical MNC 

size from which onwards intense formalization, respectively standardization is not useful 

any longer. MNCs in smaller size clusters seem to be able to apply contracts in a useful 

way without limiting managerial discretion beyond an organizational optimum. But this 

does not seem the case for larger MNCs. In applying Gutenberg’s (1983) substitution 

principle of organization. From a certain point on, the similarity and frequency of subsidiary 

governance events in the relationship with one entity seem to render the application of 

specific, contractualized mechanisms not useful anymore. Hence, the regression result 

seems to indicate that in MNCs larger than 100 entities, a critical level is reached in terms 

of the MNCs’ complexity, existing interdependence between its entities and integration. As 

a result, formalization and standardization to a degree as intense as contracts seems to be 

counterproductive. 

 The first relationship of the importance of the mechanism is a positive one with the 

contingency of complexity and dynamics of the subsidiary environment. None of the 

previous regression analyses produced enough evidence for a statistically significant 

relationship with this contingency yet, but it appeared frequently as correlation in 

connection with other subsidiary environmental contingencies such as the legal corporate 

governance environment of the subsidiary or its competition. The regression analyses also 

produced evidence for a positive relationship of this legal corporate governance 

environment of the subsidiary with the importance of individual subsidiary and manager 

contracts. Hence, the results favour a joint discussion of these subsidiary environments 

towards the importance of the mechanism. Complex and dynamic subsidiary environments 

render the investment for the MNC headquarters more risky as they display more frequent 

and more intense environmental, technological or political changes and problems 

(Eisenhardt 1989). The same argumentation as for very competitive subsidiary 

environments applies: Task programmability for agents decreases while smaller 

managerial misbehaviour can drive an entity out of competition and more local 

independence and autonomy is needed (Allen 1981; Ghoshal and Nohria 1989; Roth and 

O’Donnell 1996; Kumar and Seth 1998). Although the regression result did not produce 

enough evidence for a statistically significant relationship of the competitive level on the 
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subsidiary’s markets with the mechanism, the correlation analyses showed a statistically 

significant, positive relationship at p = 0.02**. From the point of view of classical corporate 

governance, again, the result is surprising in terms of its positiveness. But the same 

inverted relationship was detected for the mechanisms of financial incentives and 

subsidiary codes, too, and in so far a similar causality can be identified: Subsidiaries are 

not sufficiently exposed to market mechanisms in order to experience a decreased Agency 

problem in the way that classical corporate governance assumes this for individual firms.90 

Even more, competitive forces on the subsidiary markets impact specific aspects of the 

Agency problem in a way that an increased importance and application of several 

governance mechanisms can be detected. 

 In any case, against this background of subsidiary environmental contingencies, 

there are two conclusions from the regression result: Firstly, that individual subsidiary and 

manager contracts are still an efficient mechanisms for subsidiary governance in complex, 

dynamic and legally challenging environments; this conclusion is supported by positive 

correlations to all other governance mechanisms that were found to be valuable in at least 

one of these contingencies: To the group-wide corporate governance body at p = 0.02**, to 

the group-wide corporate governance information system at p = 0.00*, to financial 

incentives at p = 0.00* and to subsidiary codes at p = 0.08***. But again, the correlation 

analyses comes short in producing negative relationships with other mechanisms of 

subsidiary governance, which would hint at substitutability of individual mechanisms. And 

secondly, that the limitation of subsidiary managerial discretion in complex, dynamic and 

legally challenging subsidiary environments sometimes requires the use of legal 

instruments in the form of contracts. Hence, the legal dimension of the regression results 

bears two dimensions: Complex and challenging subsidiary environments can require 

more intense mechanisms of formalization, respectively standardization than business 

principles or subsidiary codes only. In introducing individual contracts, managerial 

discretion is limited stronger, subsidiary managers’ risk aversion increased similarly 

stronger and, ultimately, the MNC headquarters’ experience better protection from 

subsidiary managerial opportunistic behaviour.  

                                            
90From this point of view, the positive relationship of individual subsidiary and manager contracts to 
expatriates at the p = 0.03** level seems confusing as they experienced a negative relationship with the 
competitive level of subsidiary. But the lack of scientific evidence for a contingency dependence of the 
competitive level of the subsidiary markets to individual subsidiary and manager contracts speaks in favour 
of both a scientific and statistical reason for this result. 
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 But more than that, the regression analyses shows contracts are of particularly high 

importance in legally challenging subsidiary environments. The legal corporate 

governance environment of the subsidiary was introduced as very important for subsidiary 

governance as it protects or obstructs the shareholders’ interests through a set of 

governance mechanisms (La Porte et al. 2000). The concept of legal distance in 

subsidiary governance that was developed earlier finds application again. Discrepancies in 

the MNC headquarters’ regulatory environment compared to that of its subsidiaries 

increase investment risk and the MNC headquarters’ uncertainty. Legally challenging 

subsidiary environments pose severe difficulties for the MNC headquarters and evidence 

from the regression analyses sheds light on the particularities of subsidiary governance in 

such situations: If shareholders face an insufficient set of legal governance mechanisms 

for their protection, the MNC headquarters amends them by legal subsidiary governance 

mechanisms of contracts under private law. In the opposite case, legally challenging 

subsidiary environments increase the risk of subsidiary manager non-compliance with 

local legal prescriptions considerably. Then, the MNC headquarters faces higher 

uncertainty and higher potential residual losses in case of subsidiary governance 

problems, too.  

 But individual contracts for subsidiary governance represent Agency contracts of 

legal nature between the MNC headquarters’ and the subsidiary itself, its entire 

management team or individual managers (Jensen and Meckling 1976; Fama 1980). This 

means that, in combining both conclusions, legal contracts are not only valuable in 

particular for legally challenging environments, but they also seem to transfer legal risks to 

the subsidiary. For example, in drafting and introducing a contract for specific subsidiary 

management liabilities, the MNC headquarters disables for any potentially concerned party 

the possibility to subrogate against itself in case of subsidiary governance problems. While 

specific consequences such as reputational backfiring against the MNC headquarters can 

not be avoided, the latter is still protected from incurring the direct, financial residual loss 

caused by subsidiary management misbehaviour. Such headquarters approaches in 

subsidiary governance could be termed outsourcing of legal governance risks from 

hierarchically higher group levels to lower, local ones. A similar (though weaker) effect was 

advocated by the evidence on subsidiary codes, although their main impact is on external 

parties such as suppliers or banks. Legal corporate governance risks outsourced to 

subsidiaries not only protect the MNC headquarters from subrogation of local parties – 

they also enable the headquarters itself to subrogate against subsidiary management 

under private law in order to obtain compensation for residual losses. Several additional 
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results from the advanced statistical analyses point towards a more comprehensive 

approach for legal outsourcing of corporate governance risks. These are in particular the 

positive correlations of contracts with all other mechanisms of formalization, respectively 

standardization: With the importance of subsidiary codes at p = 0.08*** and other formal 

standards at p = 0.01**. 

 

6.4.1.3.3 Formal Standards (P11
a; P11

b) 

6.4.1.3.3.1 Basic Statistical Analyses 

Based on Agency Theory’s extension and subsequent conclusions for subsidiary 

governance, it was predicted that MNC headquarters apply formal standards including 

business principles, manuals and guidelines for subsidiary governance (P11
a; P11

b). Table 

31 shows the basic statistical analyses of the governance mechanism grouped by control 

variables.  

 

Table 31: Descriptive statistics: formal standards (P11
a) 

Formal 
Standards (e.g. 

guidelines, 
manuals) 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.63 3.73 3.50 3.68 3.69 4.13 
No of Obs. 107 51 42 76 32 8 

Std. Deviation 1.051 1.002 1.132 0.927 1.120 1.126 
Std. Error 0.102 0.140 0.175 0.106 0.198 0.398 
Variance 1.104 1.003 1.280 0.859 1.254 1.268 

 
Formal 

Standards (e.g. 
guidelines, 
manuals) 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.29 3.70 3.58 4.20 3.78 3.66 
No of Obs. 14 44 76 15 9 158 

Std. Deviation 0.825 1.091 1.074 0.676 0.972 1.033 
Std. Error 0.221 0.164 0.123 0.175 0.324 0.082 
Variance 0.681 1.190 1.154 0.457 0.944 1.067 

Source: Author 

 

The basic quantitative statistics indicate that formal standards are quite important for 

subsidiary governance in all MNCs, with a mean of 3.66. This is in line with Kriger’s (1988) 

findings on his sample, in which 27% of the respondents’ companies already had written 

subsidiary governance policies and guidelines in place. Furthermore, the results indicate a 

considerable deviation in their importance across the regional MNC sub-samples. MNCs 

headquartered in the UK and Ireland yield the greatest importance of 4.20 on average for 
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this mechanism, while the comparison group and MNCs headquartered in Scandinavia 

yielded an importance in line with the overall mean of 3.58 and 3.70, respectively. MNCs 

with headquarters in Belgium, France and Luxembourg came in lowest with a mean of only 

3.29. Apart from this, the basic statistical analyses indicated no noticeable deviations in 

results across the sub-samples of MNC headquarters’ or subsidiary managers or across 

the different clusters of MNC group sizes. There was only a slight increase of the 

importance of formal standards along with an increase of MNC group size. But the result is 

not strong enough to draw conclusions on these characteristics of subsidiary governance.  

 
6.4.1.3.3.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of formal standards for subsidiary 

governance is determined by the contingencies of subsidiary governance (P11
b). Table 32 

provides the results of the regression analysis for P11
b. 

 

Table 32: Regression analyses: formal standards (P11
b) 

Formal Standards F 5.95
Sig. 0.00

Source SS df MS R 0.27
Regression 11.892 2 5.946 R Square 0.07
Residual 153.840 154 0.999 Adjusted R Square 0.06
Total 165.732 156 Std. Error of the Estimate 1.00

B Std. Error t Sig.
2.657 0.366 7.262 0.00

MNC group strategy* 0.236 0.090 2.622 0.01
REC4 HQ Country Cluster UK-Ireland*** 0.537 0.273 1.970 0.05

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1  
Source: Author 

 

The regression analyses produced two statistically significant positive relationships for the 

importance of formal standards with subsidiary governance contingencies, with the MNC 

group strategy at p = 0.01** and with the MNC headquarters regional cluster at p = 0.05***. 

The first result confirms a positive correlation at p = 0.00*. In several stepwise forward 

regression models, the contingency of subsidiary size came closer to the predefined 

statistical significance level. It achieved statistical significance only in two enter models 

with p > 0.05*** and became stronger when controlling for the MNC headquarters’ regional 

clusters. But none of these enter models was produced at a global significance of p < 0.05 

and the Levine test showed a strongly heteroscedastic relationship between the variables 

of formal standards and subsidiary size at p = 0.00*. For these reasons, the result is 

considered invalid and is not included in the subsequent discussion. Besides this, the 



 245

regression analyses yielded evidence that the mechanism is more important for MNCs 

with headquarters in the UK and Ireland than for those in the comparison group. The 

Levine and t-test did not produce evidence for statistically significant differences in the 

sub-samples from MNC headquarters and subsidiary managers, which is in line with the 

basic statistical analyses. There was also no evidence that would allow for the conclusion 

that MNC group size is a relevant factor for the importance of formal standards for 

subsidiary governance.  

  

Figure 19: Correlation and regression relationships (P11
b) 

Source: Author 

 

In terms of the link of the importance of formal standards with the MNC group 

strategy, the general explanation of comparable results from regression analyses earlier 

in this investigation applies. The evidence can be seen as confirming the strategic nature 

of the subsidiary governance mechanism as well as the presumed notion of the MNC 

group strategy as a contingency for subsidiary governance. Apart from this, several 

individual concepts and arguments discussed in connection with other governance 
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mechanisms also apply. These especially include those related to the cost of the 

mechanism and its organizational implications. Formalization and standardization is the 

extent to which the aims, procedures and tasks in an organization are fixed in writing or in 

some other way (Pugh et al. 1968; Kieser and Walgenbach 2003). Formal standards aim 

at limiting managerial discretion but they are presumed to be less intense than subsidiary 

codes and especially individual subsidiary and manager contracts. The reason is that they 

are not primarily legal instruments with legal consequences but they appeal instead to the 

employee’s morality and ethics. But these peer mechanisms and their mode of operation 

have the same group-wide effect in terms of both their introduction and maintenance, 

which requires financial investment through the MNC headquarters and triggers 

organizational consequences for the group. This conclusion is supported not only by the 

nature of formal standards as a governance mechanism but also by the positive correlation 

of this mechanism with all other group-wide governance mechanisms, for example a 

group-wide corporate governance information system and a group-wide corporate 

governance body at p = 0.00*. Hence, once can conclude that formal standards as a 

governance mechanism are subject to an MNC headquarters’ management decision and 

are framed in the MNC group strategy.  

 These mechanisms of formalization and standardization seem to be particularly 

useful in legally challenging subsidiary environments, which a positive correlation at 

p = 0.04** suggests. The same result was obtained for peer mechanisms to reduce 

managerial discretion on a subsidiary level, but unlike for similar mechanisms, neither 

regression analyses nor correlation analyses produced evidence for a statistically 

significant relationship for other environmental contingencies that were previously found to 

be relevant, such as competition on the subsidiary’s markets and the complexity and 

dynamics of the subsidiary environment. While the findings on contingency dependence 

point at an individualized and infrequent use of formal standards across the MNCs in the 

sample, there is also evidence for a more comprehensive formalization approach which 

could take place on a strategic level. Formal standards are positively correlated with the 

other similar mechanisms, namely with individual subsidiary and manager contracts at 

p = 0.01* and with subsidiary codes at p = 0.03**. However, being related to each other by 

definition, one cannot exclude the possibility that the last result signs an overall in findings. 

 Finally, regression analyses produced enough evidence to conclude that formal 

standards are more important for MNCs with headquarters in the UK and Ireland than 

for those in the comparison group with headquarters in Germany, Switzerland, Austria and 

Italy. Given the scarce empirical evidence that exists on subsidiary governance and formal 
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standards in contexts comparable to that of subsidiary governance, one could say this 

result is in line with previous findings. Franko (1976), Negandhi and Baliga (1981) and 

Kriger (1988) showed that continental European MNCs were managed in a less formalized 

way than Anglo-American companies. An intuitive explanation for the regression result of 

this investigation comes from the corporate governance regulations in Anglo-American 

countries subsequent to the corporate governance crises around the year 2000. Unlike 

their common law peers, case law systems introduced a plethora of detailed new 

regulations, as legal principles were non-existent and could not absorb the new forms of 

corporate managerial misbehavior. The result could suggest that these new regulations in 

the UK and Ireland have an impact on subsidiary governance as well. But the strongest 

and most important explanation is that of corporate culture. Formal standards were 

introduced as the aims, processes or tasks of an organization that are fixed in a certain 

way (Pugh et al. 1968; Kieser and Walgenbach 2003). As such, they do not include only 

written standards, but also standards that are normally accepted and employed in the 

group. For this reason, researchers in organizational control literature also refer to them as 

the routinization of decision-making and resource allocation (Nelson and Winter 1982), 

rules (Galbraith 1973; Galbraith and Kazanjian 1986) or simply standards practices (March 

and Simon 1976). In fact, there is a positive correlation between formal standards with the 

mechanism of group-wide corporate culture at p = 0.00*, which might support the notion of 

unwritten but commonly accepted standards for subsidiary governance. But the regression 

result suggests that corporate culture in the UK and Ireland tends to emphasize 

formalization and standardization more strongly than the comparison group (which showed 

up as being itself rather formalized and bureaucratized). Although one cannot draw 

conclusions without more comprehensive evidence on all three mechanisms for the 

reduction of managerial discretion and the impacts of MNC headquarters regions, a further 

hypothesis for subsidiary governance could be that Anglo-American MNCs are the most 

standardized and formalized in terms of subsidiary governance, and that MNCs from 

Germanic corporate cultures are less so, while Scandinavian MNCs are the most subtle 

and flexible in their approach. This means there is a link between corporate culture and 

formalization and standardization, because, over time, the employees are inculcated with 

standards, principles and values. This impact is, in effect, the same as that described 

through the long-term employment of expatriates. The pairwise correlations did show such 

a relationship, that is, that formalization and standardization correlated strongly positively 

(r = 0.427) with the group-wide corporate culture at p = 0.00*. This could indicate a result 

for subsidiary governance coherent with results in related fields. 
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6.4.1.3.4 Subsidiary Planning, Budgeting and Pricing Systems (P12
a; P12

b) 

6.4.1.3.4.1 Basic Statistical Analyses 

Based on the extension of Agency Theory and subsequent conclusions for subsidiary 

governance, it was predicted that MNC headquarters employ planning, budgeting and 

pricing systems (steering systems) for subsidiary governance (P12
a; P12

b). Table 33 shows 

the basic statistical analyses of this governance mechanism grouped by control variables.  

 

Table 33: Descriptive statistics: subsidiary planning, budgeting and pricing systems (P12
a) 

Subs. 
Planning/Budgeting/ 

Pricing System 

Respondents 
from HQ 

Subsidiary 
Respondents 

MNC Group 
Size  #1  
(2 to 9) 

MNC Group 
Size  #2  

(10 to 99) 

MNC Group 
Size #3  

(100 to 999) 

MNC Group 
Size #4 
(>1000) 

Mean 3.80 3.53 3.63 3.84 3.41 4.13 
No of Obs. 108 51 43 76 32 8 

Std. Deviation 0.935 1.155 1.070 0.939 1.043 1.126 
Std. Error 0.090 0.162 0.163 0.108 0.184 0.398 
Variance 0.874 1.334 1.144 0.881 1.088 1.268 

 
Subs. 

Planning/Budgeting/ 
Pricing System 

MNC HQ  
Region #1 

(B-F-L) 

MNC HQ 
Region #2 

(Scandinavia) 

MNC HQ    
Region #3 
(D-A-CH-I) 

MNC HQ    
Region #4 
(UK-IRL) 

MNC HQ    
Region #5 

(other) 

All 
Respondents 

Mean 3.14 3.68 3.76 3.88 4.00 3.71 
No of Obs. 14 44 76 16 9 159 

Std. Deviation 1.027 0.800 1.130 1.025 0.707 1.015 
Std. Error 0.275 0.121 0.130 0.256 0.236 0.080 
Variance 1.055 0.641 1.276 1.050 0.500 1.030 

Source: Author 

 

The basic statistical analyses indicate that subsidiary steering systems are of above 

average importance for all MNCs with a mean of 3.71. The analyses also produced 

evidence on considerable differences for all sub-samples constructed by employing control 

variables: Firstly, subsidiary managers indicated an importance for this mechanism that is 

lower by 0.27 points compared to MNC headquarters’ managers indications 

(mean = 3.80). The results for sub-samples by MNC group size differ in that the 

comparison group of MNCs between 10 and 99 entities indicated the highest importance 

with 3.84, followed by small MNCs with less than nine entities (mean = 3.63) and MNCs 

between 100 and 999 entities with a mean of 3.41. Again, for methodological reasons the 

fourth sub-sample is excluded (n = 8). Finally, there is one noticeable deviation in results 

for sub-samples clustered along the MNC headquarters’ region. MNCs headquartered in 

Belgium, France and Luxembourg consider planning, budgeting and pricing systems to be 
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considerably less important for subsidiary governance than their peer groups, which linger 

between 3.68 and 3.88. 

 
6.4.1.3.4.2 Advanced Statistical Analyses 

The second proposition predicted that the importance of subsidiary planning, budgeting 

and pricing systems for subsidiary governance is determined by the contingencies of 

subsidiary governance (P12
b). Table 34 provides the results of the regression analysis for 

P12
b, and Figure 20 the overview. 

 

Table 34: Regression analyses: subsidiary planning/budgeting/pricing system (P12
b) 

Subsidiary Planning/Budgeting/Pricing System F 5.46
Sig. 0.00

Source SS df MS R 0.31
Regression 15.620 3 5.207 R Square 0.10
Residual 146.988 154 0.954 Adjusted R Square 0.08
Total 162.608 157 Std. Error of the Estimate 0.98

B Std. Error t Sig.
2.477 0.401 6.174 0.00

MNC group strategy** 0.189 0.089 2.133 0.03
HQ Country Cluster B-F-LUX** -0.674 0.276 -2.447 0.02
competition in subsidiary markets** 0.155 0.073 2.123 0.04

(Constant)

regression method: stepwise; p*<0.01; p**<0.05; p***<0.1  
Source: Author 
 

Two predictor variables turned out to be statistically significantly and positively related to 

the importance of the governance mechanism. The MNC group strategy is associated 

positively at p = 0.03** and so is the competition on the subsidiary’s markets at p = 0.04**. 

Both results confirm positive correlations at p = 0.01** and p = 0.02**, respectively. In 

several complete enter models, the regression analyses produced evidence for a 

statistically significant and negative relationship of the subsidiary corporate culture with the 

importance of the mechanism at p = 0.09***. The relationship became slightly stronger 

when controlling for the organizational location of the respondent (p = 0.07***) and the 

MNC group size control variable (p = 0.085***), but dropped out when controlling for the 

MNC headquarters’ regions and for all control variables similarly. The individual 

relationship and contribution of the variable had not been sufficiently strong enough for 

inclusion into the regression equation when applying the stepwise forward regression 

method, which is the dominant method of this investigation. While the Durbin–Watson and 

VIF tests did not enable further conclusions on autocorrelation or multicollinearity, the 

Levene test showed a strong heteroscedasticity of the relationship between the 

contingency and the mechanism at p = 0.01**with a value of 3.6661. For these reasons 
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and the objective of cautiousness in the interpretation of results, this partial regression 

result is considered invalid and is not included in the subsequent discussion.  

 The contingency of corporate governance culture of the subsidiary’s country 

emerged as statistically significant and positive in the complete enter model when 

controlling for the organization position of the respondent in the MNC at p = 0.092*** and 

became slightly stronger when controlling for the MNC group size clusters at p = 0.087*** 

and when controlling for all variables (p = 0.08***). The individual variables’ relationship 

and contribution was not strong enough for inclusion into the equation when performing a 

stepwise forward regression. Although the other tests did not produce similarly 

contradicting evidence, the principle of a cautious interpretation of the results led to the 

exclusion of the variable from the subsequent discussion of results. The complete enter 

regression model also produced evidence for a statistically significant and negative 

relationship between the strategic importance of the subsidiary and the mechanisms at 

p = 0.097***. None of the additional tests provided further evidence for this, but as the 

individual relationship and contribution of the variable with the governance mechanism 

was not sufficiently strong in the dominant regression method, this partial result is 

considered invalid and the variable is not included in the subsequent discussion either. 

Finally, the control variable of MNC group size produced a statistically significant result for 

cluster three sized MNCs between 100 and 999 entities in the stepwise forward regression 

model and complete enter regression model when solely controlling for group sizey at 

p = 0.06*** and p = 0.02**, respectively, and in the complete enter regression model 

controlling for all variables at p = 0.07***. No further tests were applied due to the 

dichotomous nature of the variable but as its individual relation and contribution to the 

primary stepwise regression method was not strong enough, the principle of 

methodological cautiousness led to the exclusion of this partial result from the subsequent 

discussion. As usually, the complete enter regression model is reported in the annex in the 

way it emerged from the regression analyses and partly features relationships to variables, 

which were not considered in the subsequent discussion (Table 58, annex).  

  Like most governance mechanisms analysed in this investigation, the importance of 

subsidiary steering systems was found positively associated with the MNC group 

strategy. Hence, the regression result confirms the strategic nature of this governance 

mechanism and the contingency of MNC strategy for this subsidiary governance 

mechanism. The individual causes identified for the strategic importance of governance 

mechanisms, as discussed above, apply to subsidiary steering systems particularly 

strongly. For example, the implementation of a group-wide transfer pricing system for all 
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MNC entities is of great organizational complexity and requires substantial investments 

from the MNC headquarters. Additionally, as it is a comprehensive steering system for all 

MNC entities it has a group-wide impact. The absence of any relationships with subsidiary 

entity characteristics (e.g. size or corporate culture) can be seen as other indication for the 

group-wide character of the mechanism. It is against this background that the result for the 

control variable of organizational location of the respondent is to be seen. While regression 

analyses did not provide enough evidence for a conclusion on deviations between MNC 

headquarters and subsidiary responses, the Levene test showed a statistically 

significant difference at p = 0.02**. Consequently, the result can be interpreted as 

representing a response bias between the two sub-samples of MNC headquarters’ and 

subsidiary managers. It is likely that this response bias emerged for the variable for 

reasons similar to those found in the nature of the mechanism. Given the group-level 

introduction of the mechanism and its group-wide mode of operation, one particular 

explanation presents itself. Subsidiary managers might be unaware of the intention, 

existence or governance effect of this mechanism. For example, the respondent might be 

located in an entity, which is financially successful and does not have difficulties in 

complying with predefined budgets. From this perspective, subsidiary managers could 

indicate this mechanism has lower importance simply because they are either not aware of 

its existence; or they are aware of its existence but not of its disciplining objective and 

effect for subsidiary governance. On the other hand, knowing the overall importance and 

subsidiary governance advantages of subsidiary budgeting, planning or a pricing system, 

the MNC headquarters might exaggerate its importance for the group, although its actual 

relevance is slightly lower. Both effects are assumed to have contributed to the emergence 

of this response bias for the importance of the mechanism. In both cases, subsidiary 

steering systems are subject to the MNC headquarters management decision and it is very 

likely that such major undertakings are framed in the larger context of the MNC group 

strategy. Consequently, the result of the link of the governance mechanism with the MNC 

group strategy is understandable against this background. Yet, it must be noted that for 

this individual regression result (and all subsequent ones), the complex and multifaceted 

nature of the variable party disallows the conclusion of further, direct links between the 

variables. In those cases, the interpretation and discussion of the result follows the 

objective of methodological cautiousness.  

 More interestingly, the regression analyses showed a positive relationship of the 

competition on the subsidiary’s markets with the importance of subsidiary planning, 

budgeting and pricing systems for subsidiary governance. Subsidiary steering systems 
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were predicted to limit the managerial discretion of a subsidiary level by setting explicit 

limits and boundaries to managerial room for manoeuvre. On the other hand, classical 

Agency Theory corporate governance predicted that competitive environments reduced 

slack resources available for managers as they had to perform better in order to not drive 

the company out of competition (Hart 1983; Roe 2003). Market mechanisms are 

considered a central force in corporate governance (Roe 2003; Steger 2004). As a result, 

intense competition is said to decrease managerial discretion. Therefore, the regression 

result is counter-intuitive from the perspective of classical corporate governance. However, 

it was argued earlier that subsidiaries are exposed to only limited market forces and an 

inverted effect of competition in subsidiary governance is explicable. The increase of other 

aspects of the Agency problem, such as information asymmetry, through local competition 

outweighs the decrease in managerial discretion, thence, the Agency problem of 

subsidiary governance is actually augmented. But the core issue is the particular reason 

for which subsidiary steering systems are valuable, especially in competitive 

environments. In following Agency Theory’s predictions, the problem is not expected to lie 

in changes of managerial discretion in competitive environment. Instead, it is likely to be 

the highly suitable steering systems for countering the Agency problem of subsidiary 

governance in such environments. While goal incongruence is very unlikely to be 

significantly affected by competitive environments, this is not the case for information 

asymmetry towards the subsidiary management. The necessity for more subsidiary 

independence and autonomy leads to more imperfect knowledge about local issues on the 

part of of the MNC headquarters (Ghoshal and Nohria 1989). When the outcome 

uncertainty of the local operations is high, the task programmability of subsidiary 

managers increases considerably and so does the MNC headquarters’ perceived and 

actual risk (Allen 1981; Balkin and Gomez-Mejia 1990; Roth and O’Donnell 1996). The 

consequence of competitive subsidiary environments in subsidiary governance is the 

augmentation of information asymmetry towards the MNC headquarters and, as a result, a 

similarly augmented Agency problem.  

 Against this background, the regression result suggests that subsidiary steering 

systems are important in these environments for several specific reasons. For example, 

other types of mechanisms such as monitoring can be inefficient and require the use of 

alternative mechanisms (Kumar and Seth 1998). For example, earlier evidence of this 

investigation showed that financial incentives became more important for subsidiary 

governance in such competitive subsidiary environments. Hence, the first conclusion is 

that subsidiary steering systems are still efficient in subsidiary environments characterized 
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by intense competition. Given unchanged information asymmetry and goal incongruence, 

the subsidiary managerial discretion is limited to whatever extent seems appropriate to the 

MNC headquarters. Supporting evidence is found through correlation analyses. Subsidiary 

steering systems are also of increased importance in legally challenging subsidiary 

environments, visible through a correlation at p = 0.03**. These environments were found 

to be similarly challenging in their impact. But the regression results also hint at a 

contingency situation in which the reduction of managerial discretion is particularly useful 

in cases of information asymmetry caused by these environments. It can be seen as 

 

Figure 20: Correlation and regression relationships (P12
b) 

Source: Author 
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mechanism forced subsidiary management into compliance with target figures, planned 

budgets and other goals or boundaries predefined by the MNC headquarters. Despite 

limited managerial discretion, information asymmetry is high and subsidiary output difficult 

to observe and measure (Eccles 1985; Hennart 1991). But subsidiary planning, budgeting 

and pricing systems transfer information on the subsidiary’s compliance with predefined 

targets and boundaries to the MNC headquarters and also function as indirect monitoring 

mechanisms. This effect is the same as was earlier concluded for financial incentives that 

also provide information about the performance criteria they are linked to and, for this 

reason, are referred to as output or performance controls (Mintzberg 1979; Eisenhardt 

1989; Martinez and Jarillo 1989). Hence, subsidiary steering systems are likely to directly 

limit information asymmetry in situations of monitoring inefficiencies.  

 And finally, the creation of subsidiary steering systems such as an internal MNC 

pricing system transfers the market principle into the MNC. Market mechanisms, 

particularly competitive forces, were noted as being a central force in classical corporate 

governance (Hart 1983; Jensen 1993; Roe 2003; Steger 2004). But the theoretical 

analyses of subsidiary governance and the empirical evidence so far (with the exception of 

the evidence on expatriates) indicate that subsidiaries’ exposure to competition is not 

strong enough to mitigate the Agency problem through diminished managerial discretion. 

Hence, the regression result suggests that the MNC headquarters introduce MNC internal 

steering systems to exploit the market mechanism for subsidiary governance in situations 

where minor subsidiary managerial misbehaviour could threaten the survival of the entity. 

By creating an internal MNC market, the MNC headquarters exploits the efficient 

coordination instruments of demand and supply on markets (Kieser and Walgenbach 

2003). The result has the similar effect of reducing slack subsidiary managerial resources 

as through exposure to external market mechanisms. Another example is the formation of 

profit centres. Creating an MNC-internal product market for a subsidiary suspends the 

entity’s embeddedness in the MNC and forces the subsidiary management to focus on set 

prices. Consequently, internal MNC product markets increase subsidiary market 

competition and thus, enable the MNC headquarters to exploit the same governance effect 

as the mechanism of classical corporate governance. 

 Finally, regression analyses produced a statistical significant deviation for MNCs 

headquartered in Belgium, France and Luxembourg. The results show that subsidiary 

steering systems are of lower importance for these countries than for the comparison 

group of Germany, Swiss, Austrian and Italian MNCs. The result therefore confirms the 

presumption derived from the basic statistical analyses. Being clustered along criteria 
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attached to national culture, the regression result indicates that such differences explain 

the decreased importance of subsidiary planning, budgeting and pricing systems in these 

MNCs compared to those in the comparison group. For this reason, the cause for the 

result could theoretically be found both in reasons for upwards deviations of the 

comparison group as well as downwards deviations of the cluster that emerged from the 

regression analyses. But the basic statistical analyses provide powerful evidence that the 

result of the comparison group is in line with those of the two remaining clusters of MNCs 

from Scandinavia and the UK and Ireland. The cluster of MNCs headquartered in Belgium, 

France and Luxembourg, on the other hand, deviates by not less than 0.54 points from the 

other groups, peaking at 0.74. Consequently, the cause of this result is expected to be 

found in deviations of the cluster that was statistically significant in the regression 

analyses. An examination of the predicted mode of operation of subsidiary planning, 

budgeting or pricing systems for subsidiary governance suggests that either managerial 

discretion is smaller in Belgian, France and Luxembourg MNCs or the necessity for its 

reduction is smaller. As before, there is no indication of a more favourable goal 

incongruence or information asymmetry towards subsidiaries that would have made 

reducing subsidiary managerial discretion less important. But it is likely that the reasons 

are different overall approaches of subsidiary governance, which render the maintenance 

of a subsidiary steering system less relevant: The positive correlations regarding the 

importance of a group-wide corporate governance body, of subsidiary codes of conducts 

and of other formal standards could be seen as leading to a more comprehensive 

subsidiary governance approach. Yet there was no correlation to individual subsidiary and 

manager contracts or negative correlations, which could have suggested which particular 

aspect rendered the mechanism less useful.  

 

6.4.2 Contingency-based Analysis 

6.4.2.1 Control Variables 
In addition to the governance mechanism-based perspective suggested by the Agency 

and Contingency Theory framework applied to subsidiary governance, an additional, 

contingency-based perspective provides complementary insights and findings. Based on 

the literature on classical corporate governance, the theoretical analyses of subsidiary 

governance and the preliminary interviews and research into MNC practice, several control 

variables were introduced. Their purpose was to explore the effect of characteristics of 

MNCs on subsidiary governance in the course of the basic statistical analyses, correlation 

analyses and regression analyses. In addition, the control variables aimed at producing 
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statistically stronger results in regression analyses. Inserted into the regression equations, 

they can diminish the influence that variables other than the predictor variables have on 

dependent ones. The first control variable that was investigated is the organizational 

location of the respondent in the MNC. A dichotomous variable was employed in the 

statistical analyses, with one value representing an MNC headquarters’ manager response 

and the other an MNC subsidiary’s manager response. The variable was then employed in 

the course of three statistical analyses. Firstly, the basic statistical analyses introduced 

and discussed differences in the mean importance of governance mechanisms across the 

two sub-samples formed by this control variable. For examining the descriptive results 

obtained by the sub-samples, it seemed reasonable to establish a criterion for statistical 

significance in the basic statistical analyses. Given the degree and frequency of deviations 

across subsamples, the criterion was set at 0.20 points deviation (arbitrarily). Given this 

cut-off point, five statistically significant mechanisms emerged: the employment of 

expatriates in subsidiaries, mutual subsidiary control, financial incentives, subsidiary 

manager executive development and subsidiary steering systems. But all in all, the 

deviations were minor and peaked at only 0.35 points regarding the importance of 

subsidiary manager executive development measures.  

 In the course of the advanced statistical analyses, the regression analyses 

produced one statistically significant relationship: that of the control variable with the 

mechanism of financial incentives for subsidiaries. Furthermore, the Levene and t-test 

performed to compare the sub-samples produced statistically significant deviations in the 

sub-samples for four of the five governance mechanisms that had already been detected 

in the basic statistical analyses. The exception was the deviation of respondents’ 

indications for expatriates as a subsidiary governance mechanism, which amounted to 0.2 

points in the basic statistical analyses and was not supported by evidence in the advanced 

statistical analyses. In addition to this, the Levene test also produced a statistically 

significant deviation in the sub-samples for non-financial incentives as a governance 

mechanism for subsidiary governance, which deviated in the basic descriptive statistics at 

only 0.07 points. Hence, the first result of this comparison is a methodological one and 

states that apart from two results, the advanced statistical analyses confirmed four of the 

results from the basic statistical analyses. In scientific terms, the first conclusion is that 

three of six statistically significant deviations took place for governance mechanisms that 

were predicted to aim primarily at the reduction of goal incongruence (see Figure 21). 

Given that deviations for the two sub-samples represent a response bias, the result is 

interesting. Not only do the deviations themselves symbolize goal incongruence between 
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MNC headquarters and subsidiary managers; goal incongruence also emerged most 

frequently regarding mechanisms like incentives and executive development that aim 

directly at limiting goal incongruence. This partial result can be interpreted as providing 

additional support for the notion of subsidiary governance with significant goal 

incongruence in the normal MNC. Finally, in each of the cases where sub-sample 

responses deviated, the MNC headquarters’ managers indicated a higher importance of 

the governance mechanism than subsidiary managers. If this result is combined with  

 

Figure 21: Correlation and regression results for organizational position  

Source: Author 

 

earlier arguments on response deviations of both samples, it is likely that subsidiary 

managers are not aware of the existence of governance mechanisms applied in the MNC, 

or they are aware of their existence but not of their objective and effect for subsidiary 

governance. As a result, their indications could be lower. It is also likely that MNC 

headquarters managers, being aware of the importance of corporate governance and their 

obligation for compliance with shareholders’ interests, overrate the importance of these 
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governance mechanisms. In doing so, they could be partly expressing their intentions and 

not the reality in their MNC and indicate higher importance for governance mechanisms.  

 The second control variable investigated the effect of the MNC group size for 

subsidiary governance (see Figure 22). Four variables were formed, each representing 

one cluster of variables of comparable size measured by the number of MNC entities. The 

variable was dichotomized and inserted into regression analysis. The fourth cluster 

featured MNCs with more than 1000 entities but the sample yielded only eight MNCs of  

 

Figure 22: Correlation and regression results MNC group size 

Source: Author 

 

this size. Due to methodological complications of small sub-sample sizes, this variable was 

employed for controlling regression analyses but was scientifically interpreted only very 

cautiously. In terms of the basic statistical analyses, the results showed a deviation 

(determined as described above) of larger than 0.2 points in the case of seven variables. 

However, the absolute values of deviation exceeded 0.4 points in only two cases (0.45 for 

individual subsidiary and manager contracts and 0.43 for subsidiary steering systems). 

Apart from one case, the results across the sub-samples formed by the control variable 

showed the same behaviour. The importance of the mechanism increased from group size 

IN
FO

R
M

A
TIO

N
 

A
SYM

M
ETR

Y

GOVERNANCE MECHANISMS:

group-wide CG body

expatriates in subsidiary management

mutual subsidiary control

group-wide CG information system

financial incentives for subs. managers

non-financial incentives for subs. managers

group-wide corporate culture

subsidiary management exec. development

subsidiary codes of conduct/CG

individual subsidiary/manager contracts

formal standards

subsidiary steering systems

M
A

N
A

G
ER

IA
L 

D
ISC

R
ETIO

N
G

O
A

L 
IN

C
O

N
G

R
U

EN
C

E

regression result

+
- lower than comparison group

higher than comparison group

-

MNC group size 1
(2 – 9 entities)

CONTROL VARIABLES:

Note: the comparison group is MNC group size cluster 2 with between 10 and 99 entities.

MNC group size 3
(100 – 999 entities)

-

IN
FO

R
M

A
TIO

N
 

A
SYM

M
ETR

Y

GOVERNANCE MECHANISMS:

group-wide CG body

expatriates in subsidiary management

mutual subsidiary control

group-wide CG information system

financial incentives for subs. managers

non-financial incentives for subs. managers

group-wide corporate culture

subsidiary management exec. development

subsidiary codes of conduct/CG

individual subsidiary/manager contracts

formal standards

subsidiary steering systems

M
A

N
A

G
ER

IA
L 

D
ISC

R
ETIO

N
G

O
A

L 
IN

C
O

N
G

R
U

EN
C

E

regression result

+
- lower than comparison group

higher than comparison group

-

MNC group size 1
(2 – 9 entities)

CONTROL VARIABLES:

Note: the comparison group is MNC group size cluster 2 with between 10 and 99 entities.

MNC group size 3
(100 – 999 entities)

-



 259

cluster one to cluster two and decreased for cluster three. The exception was non-financial 

incentives for subsidiary managers, which showed a steady increase with increasing group 

size. When controlling for this variable in the regression analyses, however, the advanced 

statistical analyses did not back up this last result. Nevertheless, the regression analyses 

did produce enough evidence to conclude the statistically significant reduction of 

importance of financial incentives for subsidiary governance in the smallest MNCs (two to 

nine entities) and for individual subsidiary and manager contracts for MNC group size 

cluster three (100 to 999 entities (Figure 22). No scientific pattern was visible in the 

occurrence of a statistical significance of the variable. From a methodological perspective, 

the lack of additional results suggests that the comparison group seems to have been 

appropriately chosen. In fact, the distributional behaviour of the variable might have even 

suggested an ordinal treatment in regression analyses. But again, for reasons of 

methodological cautiousness the variable had not been tested for normality and was 

employed only as a dichotomous variable.  

 Finally, the last control variable addressed the MNC headquarters’ regions, which 

were clustered along cultural criteria into five variables. The variables were dichotomized 

and introduced into regression analyses in the advanced statistical analyses. For several 

responding countries it was impossible to cluster them scientifically. These MNCs were 

grouped into a fifth category, which was not interpreted in the course of the basic and 

advanced statistical analyses. Because of larger and more frequent deviations across sub-

samples formed by this variable, the cut-off point for the statistical significance of 

deviations was set at values larger than 0.05 in the same way than for the other control 

variables above. Based on this criterion, the basic statistical analyses produced significant 

deviations in the case of five governance mechanisms (Figures 23, 24, 25). All belonged 

solely to those predicted as primarily limiting goal incongruence in subsidiary governance 

and limiting managerial discretion. The advanced statistical analyses provided evidence 

for at least one MNC region cluster regarding each of the governance mechanisms that 

were identified in the basic statistical analyses. For expatriate employment in subsidiaries 

and mutual subsidiary control alone, the advanced statistical analyses produced no 

supporting evidence. In terms of MNCs with headquarters in France, Belgium and 

Luxembourg, subsidiary planning, budgeting and pricing systems were less relevant than 

in the comparison group (i.e. German, Austrian, Swiss and Italian MNCs) (see Figure 23). 
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Figure 23: Correlation and regression results MNC HQ region 1 (Belgium, France, and 
Luxembourg) 

Source: Author 

 

In terms of Scandinavian peculiarities, there were statistically significant deviations 

regarding two mechanisms primarily aiming at interest alignment (see Figure 24): The 

importance of financial incentives for subsidiary governance was smaller here than in the 

comparison group and that of subsidiary manager executive development was larger than 

in the comparison group. Additionally, codes of conduct or corporate governance were 

less important for MNCs with headquarters in Scandinavia than in the comparison group. 

Finally, the UK and Ireland based MNCs showed the decreased importance of financial 

incentives for subsidiary managers and the increased importance of formal standards for 

subsidiary governance (see Figure 25).  
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Figure 24: Correlation and regression results MNC HQ region 2 (Scandinavia) 

Source: Author 

 

In none of the results for a specific sub-sample was a clear, exclusively scientific pattern 

detected. Across all cases of control variables, strong deviations in the results of basic 

statistical analyses indicated statistically significant relationships in the advanced statistical 

analyses, with the exception of the mechanisms of financial incentives for subsidiary 

managers and subsidiary codes of conduct and corporate governance, respectively. In 

both of these cases, the basic descriptive statistics produced deviations of less than 0.05 

from the cut-off criterion of statistical significance in basic statistics of larger than 0.05. 

Apart from the governance mechanism of financial incentives for subsidiary managers, 

only one of the regional MNC headquarters clusters showed deviations from the 

comparison group of German, Austrian, Swiss and Italian MNCs. In combining this finding 

with the observed distributional pattern from the basic statistical analyses, the 

methodological conclusion is that the appropriate comparison group was chosen.  
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Figure 25: Correlation and regression results MNC HQ region 4 (other countries) 

Source: Author 

 

6.4.2.2 Contingency Variables and Dimensions 
6.4.2.2.1 Basic Statistical Analyses  

The following section discusses the absolute and relative importance of the contingencies 

featured in this investigation and their respective contingency dimensions. While a 

complete table with basic statistical analyses for each of the contingency variables is 

presented in the annex (Table 59, annex), Figure 26 provides a comparison of the 

absolute importance of contingencies for the complete sample, clustered in 

contingency dimensions. The average mean importance across all contingencies is 3.51 

and this overview shows that, comparing all predictor variables, strategic contingencies of 

subsidiary governance head the order of importance (Table 59, annex). The strategic 

importance of the subsidiary turns out to be most important, with an average mean of 4.06, 

followed by the MNC group strategy with 4.01 points. The remaining contingencies are 

distributed fairly homogeneously across a range of between 3.34 and 3.67 points, with one 

exception: the subsidiary’s age emerges as by far the least relevant for subsidiary 
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governance, with a mean score of 2.72. Two analyses of descriptive statistics provide 

further evidence on the role of the dimensions along which subsidiary governance 

contingencies were categorized. A comparison of the absolute mean importance per 

contingency and of the frequency of occurrence in advanced statistical analyses both 

clustered along contingency dimensions.91 A cautious comparison of the importance of 

contingencies by dimensions hints at the MNC-centred, strategy is most relevant ones for 

subsidiary governance. The subsidiary’s characteristics seem to be of least importance as 

 

Figure 26: Importance of contingencies by dimension in basic statistic analyses 

Source: Author 

 

subsidiary governance contingencies. Next to the obvious small importance of the 

subsidiary age (2.72), subsidiary corporate culture (3.34) was only slightly more important 

than subsidiary size (3.51) of roughly average importance and, hence, overall, of less 

importance than was initially expected. The four environmental subsidiary governance 

                                            
91 As in the case of subsidiary governance mechanisms, calculating a weighted mean importance of 
contingencies per dimension was not attempted. The reasons are that literature lacks established weighted, 
multi-item measures and methodological problems of inter-category comparability could arise. 
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contingencies, on the other hand, were all fairly homogenously clustered around the mean 

score of importance over all contingencies of 3.51.  

 In terms of the frequency of occurrence of contingencies in regression and 

correlation analyses, the MNC group strategy produced the largest number of statistically 

significant relationships with a total of 10 regression and 11 correlation results (Figure 27). 

The only exceptions to this rule of double statistical significance were the governance 

mechanisms of individual subsidiary and manager contracts, where only a correlation 

relationship emerged, and mutual subsidiary control, where no relationship emerged. 

While this speaks for the high and strategic relevance of issues of subsidiary governance 

for the MNC headquarters’ management (maybe even in the form of an MNC-wide 

corporate governance strategy, which was partly concluded on the basis of clustered  

 

Figure 27: Importance of contingencies by dimension in advanced statistical analysis 

Source: Author 

 

results in the advanced statistical analyses and interviews), it comes as a surprise that the 

regression analyses did not produce enough evidence for statistically significant 

relationships of governance mechanisms with the strategic importance of the subsidiary. 
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The four statistically significant relationships that the correlation analyses yielded and that 

allowed for the conclusion of contingency dependences of subsidiary governance, 

regression analyses remained fruitless. Subsequently, in terms of subsidiary 

environmental contingencies, the legal corporate governance environment of the 

subsidiary and the complexity and dynamics on the subsidiary’s markets caused the 

second most frequent statistical relationships, with four occurrences in regression 

analyses and seven and five occurrences, respectively, in correlation analyses. The third 

most frequent contingency was that of the complexity and dynamics of the subsidiary 

environment. In terms of contingencies from the subsidiary itself, the results show only one 

regression and correlation result for the subsidiary age and one and three, respectively, for 

the subsidiary corporate culture.  

 As the contingencies of subsidiary governance were grouped along three 

dimensions, it is possible to draw additional conclusions on the relevance of contingency 

dimensions for subsidiary governance. This is done by examining the frequency of 

occurrence of contingencies in the advanced statistical analyses grouped by their 

respective dimensions (see Figures 28 and 29). Of these, 47.62% in regression and 

41.67% in correlation analyses accounted for MNC group contingencies and a similar 

proportion on contingencies from the local environment (42.86 and 47.22%, respectively). 

Only roughly 10% of the occurrences of statistically significant results in the advanced 

analyses were caused by contingencies from the subsidiary itself. In combining these 

findings for a cautious evaluation of the importance of contingency dimensions for 

subsidiary governance, one can draw two conclusions. Firstly, the MNC group 

contingencies and those of the local subsidiary environment account for approximately 

90% of the statistically significant results in advanced statistical analyses. This means that, 

in turn, the subsidiary characteristics are of comparably little importance for determining 

subsidiary governance.92 Secondly, the MNC group strategy contingencies and those of 

the local environment each accounted for a comparable share of occurrences, which 

suggests an equally comparable relevance to subsidiary governance.  

 Nevertheless, it is important to add two restrictions to these conclusions. There are 

only two variables inside the MNC group-centred contingencies and the MNC group 

strategy is of dominant importance in 11 occurrences. In the same time, the second 

contingency of that dimension does not emerge in regression analysis at all. The strategic 

                                            
92 It must be emphasized again that this purely descriptive result does not represent a similarly large 
proportion of variance in the importance of governance mechanisms’ explained by the variable.  
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importance of the subsidiary was statistically insignificant in all regression analyses and 

significant only four times in the correlation analyses. As a result, it appears that the MNC 

 

Figure 28: Frequency of occurrence of contingencies by dimension in correlation analysis 

Source: Author 

 

Figure 29: Frequency of occurrence of contingencies by dimension in regression analysis 

Source: Author 
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strategy alone caused this dominant effect of the MNC group dimension on subsidiary 

governance, accounting for 47.62% of regression results and 30.56% of correlation 

results. Secondly, the contingencies from the dimension of the subsidiary’s local 

environment comprise four variables and their occurrences are homogeneously spread 

out, with the exception of the corporate governance culture in the subsidiary country. 

Hence, from a methodological perspective one can speak of appropriately represented 

dimensions for the local contingency environment, but not for the MNC group. Based on 

these descriptive statistics, the appropriate conclusion is that the MNC group strategy 

alone (with 47.63 and 30.56%, respectively) and the three dominant contingency variables 

from the local subsidiary environmental dimension (with 34.62 and 48.39%, respectively) 

account for approximately 80% of the occurrences in regression and correlation analyses. 

Given the considerably smaller significance of the strategic importance of the subsidiary 

and the minor relevance of the contingencies of the subsidiary itself, this result could also 

suggest that the first variable has been allocated wrongly to the dimension of the MNC 

group and actually belongs to the characteristics of the entity itself. The initial reason for 

this classification was the relative nature of the factor, which was presumed to lie in the 

eyes of the MNC headquarters only.  

 Given this empirical distribution of occurrences across subsidiary contingency 

dimensions and respective variables, the combination of these findings with the theoretical 

conclusions deduced earlier in the investigation leads to the conclusion that subsidiary 

governance is not only contingent in its nature; but, more importantly, it is mainly 

contingent upon issues in the local subsidiary environment. The variables 

representing subsidiary environmental characteristics clearly carried traces of the most 

frequent causalities and the statistical analyses showed that these variables are the ones 

the MNC headquarters considers in its corporate governance approach towards its 

subsidiaries. Within this local subsidiary environment, the empirical results point at legal 

characteristics (i.e. the legal corporate governance system) as being the most relevant for 

subsidiary governance. Apart from this, the empirical findings suggest that the forces 

driven by the subsidiary’s markets or other environmental factors of business relevance 

(e.g. its complexity) are of only slightly less importance. In fact, the complexity and 

dynamics of the subsidiary environment and competition on the subsidiary’s markets both 

emerged more often in the correlation and regression analyses than the legal corporate 

governance environment of the subsidiary. But methodological effects on the result cannot 

be fully excluded in the way that overlaps in the environmental dimensions aggravate the 

effect.  
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 It comes as a surprise that contingencies from the subsidiary itself only seldom 

yielded statistical significance, with the subsidiary corporate culture being the most 

frequent with one regression and three correlation results. For the subsidiary’s size and its 

importance for subsidiary governance, the analyses produced no statistical significant 

results at all. The individual characteristics of a subsidiary entity are classic and commonly 

accepted factors of relevance in the MNC management and organizational control 

literature (Martinez and Ricks 1989; Boyacigiller 1990). Thus, while the literature suggests 

that subsidiary characteristics are relevant to these particular questions, they are actually 

of little relevance for the MNC headquarters’ approach to the corporate governance of 

subsidiaries. The absence of empirical evidence for the importance of these contingencies 

for subsidiary governance represents an empirical distinction from related fields of 

research and calls for a more individualized, separate understanding of the field, as well as 

in theoretical terms. The issue of subsidiary governance clearly centres on environmental 

contingencies. 

 Finally, the categorization and formation of contingency dimensions must be 

assessed from a methodological perspective against the background of the empirical 

results. The clusters were formed on the basis of the literature of classical corporate 

governance, related research fields, preliminary interviews and research into MNC 

practice. Three methodological issues were obvious from the start and they are rooted in 

the research gap on subsidiary governance. There is no methodologically profound, 

established categorization of contingencies of subsidiary governance or classical 

corporate governance, which can lead to the deduction of dimensions based on the 

theoretical analyses of subsidiary governance and for the same reasons, there are no 

individual contingencies for subsidiary governance, which is why they had to be deduced 

from the theoretical analysis of subsidiary governance. As a result, there are no individual 

single or composite measures for contingencies and contingency dimensions, which also 

means that a weighted evaluation, comparison and conversion across contingency 

dimensions are not feasible. Nonetheless, the employment of descriptive statistical results 

allowed for a cautious comparison of dimensions and led to the conclusion that each of the 

dimensions represented a contingency of subsidiary governance. The results also show 

that the MNC group strategy is in fact a contingency, in addition to its impact as an 

abstract mechanism to cope with subsidiary governance in MNCs; a conclusion to which 

the theoretical analyses of subsidiary governance led. Finally, the relative proportion of 

occurrences for both types of advanced statistical analyses speaks in favour of the joint, 

complementary use of correlation and regression analyses.  



 269

6.4.2.2.2 Advanced Statistical Analyses 

The advanced statistical analyses of the investigation examined the relevance of a series 

of contingency variables for a series of governance mechanisms. Correlation and 

regression relationships emerged from these statistical analyses and were discussed 

along governance mechanisms and their theoretically deduced, primary dimensions of 

impact. As opposed to that perspective, the following section examines the results from 

the advanced statistical analyses of the contingencies and their dimensions. While there is 

no theoretical argument for a perspective on subsidiary governance in which governance 

mechanism determine contingencies of subsidiary governance, the contingency-based 

perspective on correlation and regression results produced additional insights into the 

relevance of individual contingencies for subsidiary governance mechanisms and their 

dimensions.  

 
6.4.2.2.2.1 Subsidiary-centred Contingencies 

Out of nine predicted contingency variables, eight contingencies produced statistically 

significant relationships in the advanced statistical analyses. The only exception was the 

size of the subsidiary that was predicted to represent subsidiary governance contingency  

as well (see Figure 30).93 Nevertheless, the subsidiary size yielded a mean importance of 

3.51. The first result is surprising, though, as results from related research fields had 

suggested its relevance to subsidiary governance. Organizational control research 

considers subsidiary size as a relevant and commonly accepted variable (Gates and 

Egelhoff 1986; Ghoshal and Nohria 1989; Harzing 1999). The theoretical analyses of 

subsidiary governance had suggested this field had a similar relevance, based on several 

predictions. For example, potentially higher investment losses for the subsidiary 

shareholders were presumed to result in increased risk aversion; or stronger goal 

incongruence could emerge from the decreased risk aversion of subsidiary managers with 

increasing size and an additional emergence of an exclusive corporate culture. Yet the 

advanced statistical analyses produced no evidence for such conclusions. As 

methodological causes in the measurement of the variable can be excluded, the absence 

of statistically significant relationships must be considered valid evidence. Hence, the 

                                            
93 The Levine test and the t-test produced evidence for a statistically significant difference in the importance 
of the mechanism across the sub-samples of MNC headquarters and subsidiary managers at p = 0.04** and 
p = 0.00,* respectively. The variable distribution showed an abnormal kurtosis of -1.039. However, these 
results are considered to lead to no distortion in any of the statistical analyses, as they are not scientifically 
meaningful.  
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conclusion for subsidiary governance is that there is no link between the size of the 

subsidiary to the mechanisms the MNC headquarters applies for the corporate governance 

of this entity. Supportive evidence comes from the contingency of subsidiary strategic 

value for the MNC, which the literature sometimes considers as overlapping or congruent 

with subsidiary size (Doz and Prahalad 1981; Egelhoff 1988a; Boyacigiller 1990; Gomez- 

 

Figure 30: Correlation and regression relationships for subsidiary size 

Source: Author 

 

Mejia and Balkin 1992c; Chang and Taylor 1999). The contingency did not emerge in 

regression analyses either, but it was found four times in correlation analyses. It can be 

seen as an advantage of the unanimous application of one-dimensional perceptual 

measures in this investigation that methodological issues for this result can be concluded 

(e.g. in terms of variable comparability). Additionally, the absence of empirical evidence for 

the importance of these contingencies must be seen as empirical distinction of the 

research field. The variables appear irrelevant for subsidiary governance, unlike in 

subsidiary size
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organizational control research results. Subsidiary governance, in turn, was found to be 

primarily dominated by environmental contingencies.  

 It was then predicted that the age of the subsidiary governance represented a 

contingency of subsidiary governance. The advanced statistical analyses produced only 

one statistically significant relationship, which is with mutual subsidiary control, and one 

positive correlation with individual subsidiary and manager contracts (see Figure 31). 

Therefore, predictions derived from the organizational control literature, for example, the 

evolution of subsidiary roles over time and the impacts of autonomy on information  

 

Figure 31: Correlation and regression relationships for subsidiary age 

Source: Author 

 

asymmetry towards subsidiary managers (White and Poynter 1984), were supported only 

on the level of individual mechanisms. No comprehensive pattern of relationships with 

governance mechanisms, which would have enabled further predictions for subsidiary 

governance, emerged through the advanced statistical analyses. Overall, subsidiary age 

cannot be considered of high relevance to subsidiary governance. But as opposed to 

subsidiary size, this contingency produced an importance of 2.72 only.  
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 The third contingency variable from the dimension of subsidiary characteristics was 

the subsidiary corporate culture. Like subsidiary age, this variable produced only one 

statistically significant relationship, this time with the group-wide corporate culture (see 

Figure 32). An additional two correlation relationships emerged with the measures of the 

 

Figure 32: Correlation and regression relationships for subsidiary corporate culture 

Source: Author 

 

executive development of subsidiary managers and individual subsidiary and manager 

contracts. The link between MNC culture as a mechanism and subsidiary corporate culture 

was both intuitive and anticipated and it also confirms the latter’s role as a mechanism and 

the former’s role as a contingency. Yet, apart from the causal combination of both 

variables, the absolute importance of the mechanism was slightly below the average of 

3.51, with a mean of 3.34 across the complete sample. Again, there was not enough 

statistically significant evidence to identify a pattern of relationships. Overall, subsidiary 

corporate culture cannot be considered a contingency of high relevance to the 

mechanisms analysed in this investigation.  
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6.4.2.2.2.2 Subsidiary Environmental Contingencies 

The second dimension featured contingencies from the subsidiary environment, beginning 

with the corporate governance culture in the subsidiary country. The advanced 

statistical analyses produced no evidence for a relationship in the regression analyses but 

 

Figure 33: Correlation and regression relationships for corporate governance culture in 
subsidiary countries 

Source: Author 
 
led to two statistically significant positive relationships (see Figure 33): the importance of 

mutual subsidiary control mechanisms and of a group-wide corporate governance 

information system. Although both mechanisms were thought to aim primarily at limiting 

information asymmetry towards the subsidiary management, the evidence does not enable 

a pattern on relatedness to be identified. The absence of evidence in regression analyses 

and the lack of more correlation relationships is counter-intuitive: Despite the lack of 

empirical evidence in the literature, an impact was predicted on the basis of the theoretical 

analysis of subsidiary governance, classical corporate governance literature (e.g. von 

Werder 2005) and preliminary interviews. Given the intuitiveness of such a relationship 

with subsidiary governance, two potential explanations for the absence of more statistical 
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evidence on relationships can be offered. Firstly, the corporate governance culture in the 

subsidiary country has a direct impact only on the subsidiary management and MNC 

headquarters management. As a result, the consequences of this subsidiary contingency 

emerge only in the MNC headquarters’ overall approach towards a specific entity or the 

deviating characteristics of subsidiary management and its behaviour, but not towards 

individual governance mechanisms. The reason is that, in the absence of direct 

relationships with governance mechanisms, indirect relationships remain plausible and are 

likely to exist.  

 The second explanation is a methodological one. The measure with which the 

variable was addressed might have been too broad to identify individual consequences of 

corporate governance culture in the subsidiary environment, which would have been 

necessary to draw direct links to mechanisms. For example, a very demanding 

stakeholder environment could have led to the increased goal incongruence of subsidiary 

management towards the MNC headquarters, but the effect might have been picked up by 

other aspects contained in the measure. Finally, it is also plausible that the contingency 

does have a direct impact on governance mechanisms beyond those examined in this 

investigation. However, the evidence obtained through the statistical analyses does not 

support the conclusion that the mechanism has a large relevance for subsidiary 

governance. Additional support for this conclusion shows the result from the basic 

statistical analyses in which the contingency achieved a mean importance of 3.40 (i.e., 

below the average of 3.51). 

 The second contingency from the subsidiary environment is the legal corporate 

governance environment of the subsidiary. Regression analyses produced four 

statistically significant relationships, all confirmed by correlations, and three additional 

correlations (Figure 34). Two patterns seem to emerge from the results of the relatedness 

of the contingency with governance mechanisms. Firstly, the contingency impacts 

positively on the importance of all four mechanisms predicted to aim primarily at the 

limiting managerial discretion on the subsidiary level. This permits the conclusion that 

legally challenging subsidiary environments trigger MNC headquarters’ actions towards 

limiting the subsidiary managers’ room for manoeuvre. This is plausible for several 

reasons. Legally challenging, different and complex environments increase the risks of 

non-compliance of subsidiary management with local regulations and, consequently, the 

likelihood of the MNC headquarters’ incurring a residual loss. The result is increased risk 

aversion, which seems to result in the increased use and importance of subsidiary codes 

of conduct, formal standards and even legal contracts. Within these mechanisms to limit 
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subsidiary managerial discretion, regression analyses produced evidence only for two 

mechanisms: subsidiary codes of conduct, corporate governance and individual contracts 

for subsidiaries or subsidiary managers, respectively. The regression results seem to 

strengthen the concepts of legal distance and outsourcing of legal governance risks 

developed earlier. Legally distant environments seemed to be countered preferably with 

mechanisms that outsource legal risks from the MNC headquarters towards the subsidiary 

management and also limit the latter’s discretion the most. 

 

Figure 34: Correlation and regression relationships for legal corporate governance 
environment of subsidiary 

Source: Author 

 

 The second pattern that emerged from the relation between this contingency and 

mechanisms is with regard to mechanisms of group-wide introduction and impact. The 

advanced statistical analyses produced statistically significant relationships in the form of 

both regression and correlation results and showed the importance of all mechanisms that 

are mainly group-wide. These comprised a group-wide corporate governance body, a 

group-wide corporate governance information system, a group-wide corporate culture and 
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subsidiary steering systems. The explanation for this could be that severe legally 

challenging subsidiary environments are met by the MNC management taking group-wide 

measures to prevent such subsidiary governance problems in all entities of the group. In 

support of this hypothesis, it is noted that the importance of this contingency is of slightly 

above average for the whole sample, with a mean of 3.64. 

 The relevance of competition in the subsidiary markets for subsidiary 

governance was then addressed. In absolute terms, the contingency variable was of 

average importance with a mean of 3.47 for the whole sample. Regression analyses 

produced four statistically significant relationships with mechanisms, which correlation  

 

Figure 35: Correlation and regression relationships for competition in subsidiary markets 

Source: Author 

 

analyses confirmed, and to which another correlation was added (Figure 35). It was not 

anticipated that only one out of these four relationships was negative (with expatriate 

employment in subsidiaries), confirmed by a negative correlation. Classical corporate 

governance literature predicted market competition as reducing slack resources available 
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Agency Theory (Hart 1983; Jensen 1993; Roe 2003). However, the advanced statistical 

analyses produced no evidence for inverse relationships of this contingency with the 

mechanisms, which would have symbolized substitution relationships. On the contrary, the 

opposite effect emerged in the regression analyses of this investigation with regards to 

three governance mechanisms, and a fourth in correlation analysis. Against this 

background, it is likely that the negative relationship with expatriate employment is of an 

exceptional nature and was caused by the specific nature of the mechanism (in terms of 

necessity of local expertise).  

 Hence, the findings on these positive relationships allow for the conclusion that had 

already been predicted on the basis of the theoretical analysis of subsidiary governance. 

Subsidiaries are not sufficiently exposed to market forces in order for their shareholders to 

benefit from reduced subsidiary managerial discretion. Or more precisely, the increase in 

information asymmetry through a challenging competitive subsidiary environment 

outweighs the benefits in the reduction of managerial discretion through the reduction of 

slack resources available for managers. The normal degree of subsidiary embeddedness 

in the MNC (i.e. the high proportion of supply, demand and other exchange relationships 

with MNC entities as opposed to outside transaction partners) renders the disciplining 

effect of market competition from classical corporate governance too weak for subsidiary 

governance. Nevertheless, the advanced statistical analyses produce a pattern of 

relationship around the contingency variable, suggesting the increased usefulness of 

mechanisms aiming primarily at reducing subsidiary managerial discretion in competitive 

subsidiary environments. Regression analyses produced statistically significant 

relationships in two of the four mechanisms and correlation analyses in another three. 

Subsequently, these results support classical corporate governance’s notion of the 

increased importance of reducing managerial discretion in competitive environments in 

order to drive the company not out of competition.  

 The final contingency from the subsidiary’s local environment was the complexity 

and dynamics of the subsidiary environment. In the basic statistical analyses, the 

variable yielded an absolute mean importance of 3.51 for the whole sample, which is the 

exact average across all mechanisms. The advanced statistical analyses produced both a 

regression and a correlation relationship with one mechanism (individual subsidiary and 

manager contracts) and two relationships in the form of correlations only (financial 

incentives for subsidiary managers and subsidiary codes of conduct and corporate 

governance) (Figure 36). This contingency was predicted to impact on subsidiary 

governance in the same way as subsidiary environments challenged in terms of 
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competitiveness. Information asymmetry can increase and a small degree of managerial 

misbehaviour is then able to drive a subsidiary out of competition. Although two 

relationships existed with two of the four mechanisms that were predicted to aim primarily 

 

Figure 36: Correlation and regression relationships for complexity and dynamics in the 
subsidiary environment 

Source: Author 

 

at limiting managerial discretion, the evidence was not sufficient to detect a pattern of 

relatedness between the variable and all mechanisms of subsidiary governance. Such a 

pattern with mechanisms that dominate the limitation of subsidiary managerial discretion 

would have made sense. The similarities of the contingency to the impact of competitive 

subsidiary environments could have explained an equally comparable usefulness of 

reducing managerial discretion in such environments.  
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6.4.2.2.2.3 MNC Group Contingencies 

The third dimension of subsidiary governance contingencies contained two contingencies, 

the first being the MNC group strategy.94 The advanced statistical analyses produced 

 

Figure 37: Correlation and regression relationships for MNC group strategy 

Source: Author 

 

evidence for statistically significant relationships to all but two mechanisms in the 

regression analyses, which were mutual subsidiary control and individual subsidiary and 

manager contracts (Figure 37). The latter was, however, related to the importance of the 

contingency on a correlation level. The impacts of the MNC group strategy on subsidiary 

governance were predicted to be manifold and diverse and to be related to every aspect of 

relevance to subsidiary governance. Given the exploratory research objectives and 

                                            
94 The t-test produced evidence for a statistically significant difference in the importance of the mechanism 
across the sub-samples of MNC headquarters and subsidiary managers at the p = 0.08*** level. The variable 
distribution showed an abnormal skewness of -1.08 and kurtosis of 1.440. However, these results are 
expected to lead to no distortion in the advanced statistical analyses, in particular because they are not 
scientifically meaningful.  
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Contingency approach to subsidiary governance, this investigation opted to examine a 

broader range of variables instead of covering only a narrow aspect of the field. One 

consequence of this undertaking was the use of one-dimensional perceptual measures to 

survey contingency variables. In doing so, this investigation decided to accept less 

detailed results on relationships between dependent and predictor variables than the use 

of complex, composite measures would have produced. This concerns in particular the 

contingency of MNC group strategy. Except for specific cases, the objective of 

methodological cautiousness led to a reserved, theoretical and more general discussion of 

the results of statistical analyses. Thus, drawing particular conclusions on very specific 

links between the MNC group strategy and respective governance mechanisms was not 

attempted.  

 However, it is possible to draw precise conclusions on the overall importance of the 

MNC group strategy for subsidiary governance. Contingency Theory predictions had led to 

the inclusion of the MNC group strategy as a relevant variable, because it seemed to be 

relevant for the MNC headquarters when specifying a subsidiary governance approach. 

On this basis, it was predicted that the mechanisms of subsidiary governance reflected the 

MNC group strategy. Given the strong emergence of statistically significant relationships of 

this variable with almost all governance mechanisms, the first conclusion is that the MNC 

group strategy is a contingency of subsidiary governance. Secondly, the only absence of 

statistical evidence occurred in the relationship between mutual subsidiary control and 

individual subsidiary and manager contracts for subsidiary governance. Given that 

methodological issues from the measurement of the variable can be excluded, the 

question arises as to which causes underlie the absence of any type of statistical 

relationship in terms of one of these two governance mechanisms. Mutual subsidiary 

control through interlocking shareholding or the cross-assignment of subsidiary managerial 

positions was introduced as a mechanism of a very specific nature. In absolute terms, the 

mechanism had scored the lowest relevance of all subsidiary governance mechanisms 

with a mean of 2.16 across the whole sample. Neither methodological issues related to the 

variable nor impacts of the sample selection indicate reasons, which would explain the 

result (for example, an increased importance of the mechanism for small or larger MNCs, 

which could have been underrepresented in the sample). Thus, the result must stem from 

the actual minor importance of the mechanism for subsidiary governance. For this reason, 

it is plausible that mutual subsidiary control is not of relevance to subsidiary governance in 

the entire MNC and, consequently, it is not of strategic importance. It is unlikely that such a 
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mechanism forms part of the MNC group strategy and the plausible conclusion is that it is 

used on rare occasions and for special subsidiaries only.  

 The second conclusion on the overall impact of the MNC group strategy on 

subsidiary governance is that the high frequency of occurrence of statistical relationships 

with all mechanisms indicates that subsidiary governance is a strategic topic. This 

conclusion is valuable because it shows that the nature of subsidiary governance is also a 

strategic, business and performance oriented one and clearly goes beyond the mere legal 

compliance of group entities. This is in line with the initial descriptive results, which 

showed that only 3.8% of the survey respondents considered subsidiary governance to be 

merely a legal topic to be taken care of by lawyers and auditors. It is also in line with 

efforts found in individual MNCs that were interviewed, who are working on exploiting 

elements of subsidiary governance more strongly for the benefit of the entire MNC (e.g. 

subsidiary supervisory boards). It can be seen as supportive for such a more strategic 

approach to subsidiary governance initiated and controlled by the MNC headquarters that 

the absolute importance of the MNC group strategy for subsidiary governance was the 

second highest across all contingencies with a mean of 4.01. 

 Finally, the second and last contingency in this dimension was the strategic 

importance of the subsidiary for the MNC. The variable produced only four statistically 

significant correlation relationships with governance mechanisms from all three primary 

categories (Figure 38). Regression analysis was unable to produce evidence on further 

causes of governance mechanisms. It was not possible to determine a pattern of 

relatedness on the basis of these statistical relationships. Overall, the findings suggest that 

the contingency is not of high relevance to subsidiary governance. It is thus conceivable 

that this result indicates that the variable might have been wrongly attributed to the 

contingency dimension of the MNC group instead of being a subsidiary characteristic. The 

conceptual link with the contingency of subsidiary size was addressed earlier and is 

common in the literature on MNC management and organizational control (Doz and 

Prahalad 1981; Egelhoff 1988a; Boyacigiller 1990; Gomez-Mejia and Balkin 1992c; Chang 

and Taylor 1999). Like the results on strategic importance of the contingency subsidiary for 

the MNC, subsidiary size produced no correlation or regression relationships in the 

advanced statistical analyses. But while the contingency variable subsidiary size showed 

the lowest mean importance across all contingencies with 2.72 for the whole sample, the 

strategic importance of the subsidiary for the MNC achieved the highest importance with a 

mean of 4.06 and produced four correlation relationships. Hence, it is likely that the latter 

variable is of highest importance for subsidiary governance but the governance 
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mechanisms directly linked to it were not been included in this investigation. For this 

reason, the actual conclusion must be that the two variables are distinctly different for  

 

Figure 38: Correlation and regression relationships for the strategic importance of the 
subsidiary for the MNC 

Source: Author 

 

subsidiary governance, although being rather similar for questions of organizational control 

and MNC management discussed in the literature. This difference points at the irrelevance 

of subsidiary specific characteristics and the high relevance of strategic contingencies for 

subsidiary governance. The result must also be seen as empirically distinguishing 

subsidiary governance from related fields. Nevertheless, this lack of regression results for 

the subsidiary’s strategic importance for the MNC is unexpected. For example, a higher 

dependence of the MNC headquarters with strategic importance was predicted to increase 

goal incongruence and risk aversion of subsidiary governance. As methodological causes 

in the measurement of the variable can be excluded, the absence of statistically significant 

relationships must be considered valid evidence. Given the overwhelming importance the 
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contingency yielded in the basic statistical analyses, this is partly expected to lie in the 

range of variables included in the investigation, as discussed above.  

 

 

7. Summary and Conclusion 
7.1 Synopsis of Theoretical and Empirical Findings 
This investigation addressed the corporate governance of subsidiaries through two 

methodological approaches; a theoretical (deductive) analysis by a combined Agency and 

Contingency Theory framework and an empirical (inductive) investigation into the 

mechanisms applied in practice of European headquartered MNCs and their determinate 

contingencies. Both approaches built on each other and empirical evidence was employed 

to test the predictions made through the theoretical framework in which subsidiary 

governance was embedded. The comparison of statistical results on governance 

mechanism, contingencies and their respective categories derived from theory allows for 

conclusions on the suitability of the theoretical framework. For this reason, the basic 

descriptive statistics are employed in terms of the absolute mean importance and 

frequency of occurrence of each variable, where applicable. The first suggestion from the 

theoretical framework was that there were three primary Agency Theory categories of 

governance mechanisms, clustered along their primary impact on the Agency problem of 

subsidiary governance. This led to the identification of governance mechanisms for the 

reduction of information asymmetry, goal incongruence and managerial discretion. The 

first conclusion from the empirical evidence is that basic and advanced statistical analyses 

produced enough evidence to conclude that every category of mechanisms was relevant 

for subsidiary governance. As a result, the extended Agency Theory view on mechanisms 

that the theoretical framework had predicted was confirmed. Each category contained four 

mechanisms and the comparison of the absolute mean importance of governance 

mechanisms shows that those aiming primarily at limiting information asymmetry in 

subsidiary governance are less important than those of the other two categories.95 The 

mean importance across all four variables in the first category is only 2.93 and therefore 

lies below the mean across all mechanisms of 3.29. The distribution of importance is 

rather homogeneous, apart from mutual subsidiary control with a mean importance of only 

                                            
95 As for the discussion of contingency variables and dimensions above, calculating weighted means for 
each category was not attempted because methodological issues could arise, for example in the calculation 
of multi-item measures and their conversion to each other (inter-category comparability).  
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2.16. The mechanisms from the category of goal incongruence reduction yielded a 

considerably higher importance with an overall mean of 3.40. There are two exceptions for 

a homogeneous distribution within this category. Non-financial subsidiary manager 

incentives with a mean importance of only 2.89 and the group-wide corporate culture with 

the paramount mean of all mechanisms of 4.03. The third category, which contained 

mechanisms for the reduction of managerial discretion, produced the highest mean 

importance across all four mechanisms with a value of 3.54. This is also the category with 

the most homogeneously distributed means of variables. Consequently, the results 

indicate that the classical monitoring mechanisms of Agency Theory are not so important 

for subsidiary governance after all: it is more important for the MNC headquarters to 

reduce goal incongruence towards the subsidiary management, which ensures the latter’s 

compliance even in cases of information asymmetry. The paramount importance of a 

group-wide corporate culture of responsibility and proper conduct as governance 

mechanism is the strongest symbol of this approach, with a mean of 4.03. Yet it is even 

considered more important to reduce subsidiary managerial discretion in subsidiary 

governance. The overall highest mean of mechanisms in this category (3.54) and the most 

homogeneous distribution suggest that the range of variables is an appropriate 

representation of the mechanisms used to reduce subsidiary managerial discretion in 

practice. The highest importance of this category of mechanisms confirms the extension 

that the investigation had performed on the classical, dichotomous view of Agency Theory 

on mechanisms.  

 Within these categories, results on individual governance mechanisms lead to 

the identification of a group-wide corporate culture as most important mechanism of 

subsidiary governance (4.03). After this, there was a cluster of, approximately equally 

important mechanisms with a mean importance of between 3.59 and 3.71 points. They 

constituted of, in descending order of importance, a subsidiary planning, budgeting and 

pricing system (3.71), formal standards (3.66) and subsidiary codes of conduct (3.59). All 

three belong to the category of mechanisms to reduce subsidiary managerial discretion, 

which speaks for the usefulness of a broader perspective and application of Agency 

Theory to subsidiary governance, and probably also to classical corporate governance. 

While financial incentives (3.47) and a group-wide corporate governance body (3.32) are 

still slightly below the mean importance across all mechanisms, this is not the case for 

group-wide corporate governance information systems (3.26), subsidiary manager 

executive development (3.22) and individual contracts (3.19). Expatriates (2.99), non-

financial subsidiary manager incentives (2.89) and, with a significant difference of 0.73 
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pointing to the second least important mechanism, mutual subsidiary control (2.16) marked 

the low end of governance mechanisms. The investigation therefore featured for the first 

time several mechanisms that, to the best knowledge of this author, have not previously 

been examined empirically. The largest part of these mechanisms emerged as being of 

average or disproportion important for subsidiary governance compared to the other 

mechanisms that have been studied in the organizational control or MNC management 

literature (e.g., expatriate employment). In particular, the employment of codes of 

corporate governance and conduct in subsidiaries surfaced as being strongly important, 

with a mean of 3.59 points. The other mechanisms for which the first empirical evidence 

has been produced in this investigation include group-wide corporate governance bodies 

(3.32) and information systems on corporate governance (3.26). All three mechanisms 

were above average importance in comparison with all mechanisms investigated 

empirically. However, this is not the case for mutual subsidiary control and non-financial 

incentives for subsidiary managers, which the literature has already briefly addressed. On 

the other hand, the below average importance of some of the classic mechanisms of 

organizational control and MNC management research (for example, expatriates, with a 

mean of 2.99) empirically distinguished the field of subsidiary governance from the others, 

as the theoretical analyses had predicted.  

 The combination of Contingency Theory with the theoretical framework Agency 

Theory has permitted two types of theoretical conclusions: that subsidiary governance is 

contingent upon factors relevant to subsidiary governance and this would be reflected in 

the mechanisms of subsidiary governance; and that the Agency Theory view on these 

mechanisms was too narrow and ought to be amended by additional mechanisms for 

subsidiary governance. While the second point was addressed above, the first led to the 

identification of three Contingency Theory categories of influencing factors on 

subsidiary governance. The first conclusion from the empirical results is that basic and 

advanced statistical analyses produced enough evidence for the relevance of the 

subsidiary’s local environment and the MNC group as a contingency dimension. There 

was not enough empirical evidence for a sufficiently certain conclusion on the relevance of 

subsidiary characteristics for subsidiary governance. The three variables produced only 

two regression relationships and very few correlation relationships and were ranked 

among the lowest in terms of their relative importance for subsidiary governance. 

However, the investigation is unable to fully exclude the possibility that there are 

governance mechanisms that are contingent upon the characteristics of the subsidiary 

entity itself.  
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 Two more conclusions are feasible on the basis of this empirical evidence. There is 

sufficient evidence to confirm that subsidiary governance is contingent in nature, which the 

deductive analyses and theoretical framework of the topic had predicted. This conclusion 

emerges from the frequent and comprehensive contingency dependence of governance 

mechanisms, which the investigation had examined by the use of advanced statistical 

analyses. These analyses also produced enough evidence for the finding that the MNC 

group strategy is a contingency for subsidiary governance with regard to the largest part of 

mechanisms examined in this investigation. Consequently, the final conclusion is that, 

based on the empirical evidence obtained in this investigation, the MNC headquarters and 

entire group represent a contingency from the point of view of a subsidiary entity, just as, 

for example, the local subsidiary environment does. 

 

7.2 Contributions to the Literature 
The following section addresses the contributions that this investigation adds to the 

literature and theory on subsidiary governance and related fields. The discussion follows a 

threefold structure and addresses firstly, theoretical contributions, then empirical ones and 

finally, contributions of methodological nature. In each sub-section, theoretical and 

empirical conclusions are combined and evaluated in terms of their contribution to this 

body of knowledge. To recapitulate, the research objectives of the investigation were to 

explore, describe and define: 

 

1. subsidiary governance in MNCs, both theoretically and by empirical analysis 

2. the mechanisms that subsidiary shareholders employ to achieve subsidiary 

management compliance in MNCs, both theoretically and by empirical analysis 

3. the shaping factors of subsidiary governance in MNCS, that is, what determines the 

application and importance of the mechanisms that subsidiary shareholders employ 

to achieve subsidiary managerial compliance. 

 

The theoretical contributions of the investigation stem from the theoretical (deductive) 

analyses in the first part of the investigation and the empirical evidence in the second part. 

In the first part, the main contribution is the application of Agency Theory to subsidiary 

governance, which permitted a theoretical analysis of the topic within normally accepted 

frameworks and concepts from classical corporate governance research. Against the 

background of the corporate governance of individual companies and MNC headquarters, 

respectively, the Agency Dilemma of subsidiary governance was identified and its nature 
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characterized. The MNC headquarters’ management, being the principal, assigns the 

subsidiary management, i.e. the agent, tasks as in classic corporate governance. The 

application of Agency Theory thereby permitted the comparison of this Agency relationship 

with that of classical corporate governance and this comparison yielded fundamental 

similarities between the two. However, and more importantly, decisive differences 

emerged. As in classical corporate governance, ownership and control are separated in 

subsidiary governance and the subsidiary shareholders are also outsiders, but the normal 

subsidiary is not one of dispersed ownership but, on the contrary, it is fully (indirectly) 

owned by the MNC headquarters. The second decisive difference with classical corporate 

governance is that subsidiary shares are normally not publicly listed and traded, which 

prevents the emergence of Berle–Means corporations of classic corporate governance. 

The Agency Theory analysis also led to the emergence of a series of similarities in 

principal-agent research on organizational control: The content of information asymmetry, 

goal incongruence and the Agency problem did not differ fundamentally as compared to 

those of classical corporate governance. However, as this issue has not hitherto been 

addressed in the literature, the attribution of one part of the field to classical corporate 

governance and the other to the field of organizational control should be seriously 

questioned. Given the hybrid nature of subsidiary governance in this investigation, this 

issue could be exploited to draw inferences on subsidiary governance and this was 

considered in the analysis and discussion of results. 

 Although the relationship between subsidiary shareholders and managers was 

found to be an Agency relationship, as in classical corporate governance, the particular 

characteristics, mode of operation and mechanisms were found to be substantially 

different. When applying the mechanisms at work in classical corporate governance to 

subsidiary governance and analysing their effect, the analyses found that subsidiaries are 

normally not subject to the regulation accounting for a considerable part of classic 

corporate governance. Although shareholders did not lose control over their company 

because ownership is concentrated, the efficiency of capital and other market based 

governance mechanisms is obstructed by subsidiary embeddedness in the MNC. For 

example, theoretical analyses led to the conclusion that subsidiary product market 

competition exists in subsidiary governance but it is of low efficiency only, as subsidiaries 

normally execute a notable share of their transactions with other group entities and, as a 

result, are not sufficiently exposed to competitive market forces. Only internal mechanisms 

from classical corporate governance are available for subsidiary governance. However, 

the primary internal mechanism of classical corporate governance, the supervisory board, 
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was found (theoretically concluded and backed by empirical evidence)to be non-existent or 

of low efficiency and, in the end, only incentive mechanisms for subsidiary managers 

remained as a governance tool. The effect was understood by introducing a third 

dimension of corporate governance, next to the normal distinction of internal and external 

ones. This is an intra-organizational dimension for subsidiaries inside MNCs that provides 

the subsidiary shareholders with mechanisms for subsidiary governance. As a result, the 

theoretical analyses concluded that a different type and set of mechanisms was in place to 

ensure subsidiary management compliance with their shareholders’ interests. The 

theoretical prediction was that these mechanisms stem neither from the outside dimension 

of classical corporate governance mechanisms, nor from inside. Instead, they stem from 

the intra-organizational perspective on the MNC as individual organization and work in the 

direct relationship between the MNC headquarters and the subsidiary management. They 

were found to emerge out of the legal form incongruence of the business organization of 

the group that led to a subsidiary embeddedness in the MNC, in which market-like 

conditions regarding subsidiary governance were missing, but in which it was possible to 

use other, arbitrarily chosen legal and organizational mechanisms of subsidiary 

governance. Consequently, the theoretical analyses also suggested that literature should 

extend the dichotomous view on governance mechanisms beyond that of simple outside 

and inside perception.  

 The theoretical analyses, identification and description of subsidiary governance 

represents, to the best knowledge of the author, the first of its kind in literature. It has also 

produced new insights for employing Agency Theory in business research. The 

theoretical analysis of subsidiary governance led to three main conclusions. Firstly, the 

relationship between MNC headquarters and subsidiaries is an Agency relationship and 

this permits the study of its corporate governance using this theory. Secondly, the 

suitability of the theory for (amongst others) the study of subsidiary management has been 

exploited in the literature at the expense of distorting its nature and neglecting its origin. 

The widespread use of Agency Theory in research on classical corporate governance and 

MNCs led to conceptual inconsistencies and theoretical ambiguities. This refers 

particularly to Agency Theory’s conception of incentive and monitoring mechanisms, which 

were transferred from classical corporate governance topics to other objects of 

investigation. As a primary example, this allowed the study of incentive mechanisms for 

subsidiary managers to emerge. Although these are widely accepted as one of the most 

important mechanisms of classical corporate governance with regards to managers of 

individual companies and MNC headquarters, respectively, exactly the same issues with 
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exactly the same theoretical background are attributed solely to the field of organizational 

control in the context of MNC subsidiaries. The literature falls short in addressing this 

issue, not to mention in solving the obvious problem by undertaking a theoretical 

discussion.  

 The third conclusion of this study for the application of Agency Theory in business 

research concerns its choice of mechanisms. One product of the theoretical analyses of 

subsidiary governance was the identification of semi-internal mechanisms for subsidiary 

governance. These had emerged on the basis of the incongruence of the legal form of the 

groups with the business organization. This investigation owes the discovery and inclusion 

of this dimension to the combination of Agency Theory with Contingency Theory for a 

more multidimensional, comprehensive framework around subsidiary governance. 

This framework permitted coverage of more aspects of subsidiary governance and was 

found suitable for addressing multidimensional, complex topics in MNC practice. In 

particular, it led to the comprehension of the third, largely organizational dimension of 

governance mechanisms for subsidiary governance (intra-organizational mechanisms) into 

a theoretical framework to analyse corporate governance. This third type of corporate 

governance dimension for subsidiary governance could not have been taken into account 

in a narrow application of Agency Theory on its own. Although such a broader perception 

of governance mechanisms is intuitive and driven by MNC practice; on the basis of the 

theoretical analysis of subsidiary governance, it was clear that MNC headquarters could 

not ensure subsidiary management compliance with the few effective mechanisms that 

remained from the set of mechanisms of classical corporate governance. But even for 

classical corporate governance, the dominance of Agency Theory led to a dichotomous 

view by working with monitoring and incentive mechanisms only (Hirsch et al. 1987; 

Eisenhardt 1989). It is likely that this is the reason why only a very select set of 

mechanisms is normally considered for classical corporate governance, which, in this 

author’s view, also led to their disproportionate employment (for example, as in the case of 

mushrooming stock options for executives). Hence, the theoretical conclusion and 

recommendation is that only a broader perspective of Agency Theory on corporate 

governance leads to the grasp of its complex mechanisms and mode of operation in MNC 

practice.  

 Contingency Theory led to further contributions to the literature. Not only were 

mechanisms identified that could be theoretically and empirically concluded to be relevant 

for subsidiary governance; the theory also enabled the identification of contingencies 

that shape subsidiary governance. These theoretical analyses found strong evidence on 
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a broad range of dependences of governance mechanisms on contingent variables. The 

applicability of the theory itself seemed useful, as it occurred in its core paradigm, the 

adaptability and responsiveness of an organization to its environment (Lawrence and 

Lorsch 1967; Perrow 1967; Thompson 1967). The contingent nature of MNC headquarters 

corporate governance has sometimes been promoted (Strebel 2004a; 2004b) and the 

same was theoretically concluded for subsidiary governance as well. Hence, the theory 

was found suitable in addressing the complex situation of subsidiary governance in MNCs 

and the equally complex environment that the MNC faces. Given the research gap in 

subsidiary governance, Contingency Theory also allowed for a broad exploration of 

contingency variables, which led to the conclusion that they depict a coarse but 

nevertheless comprehensive picture of the contingency environment of subsidiary 

governance. Based on the findings of this investigation, it is therefore also recommended 

that classical, narrow Agency Theory should be adapted and enhanced as useful and 

appropriate, for example through the wider, more realistic Contingency Theory.  

 Next to theoretical implications of the investigation, the dominant contribution to the 

literature in the second part of the investigation is the surveying and production of 

empirical evidence on subsidiary governance. To the best knowledge of the author, 

this evidence represents the first of its kind and sheds important light on subsidiary 

governance in MNC practice. The evidence derived from the dataset of MNCs 

headquartered in Europe is broad, and explorative in nature and paints the first picture of 

what issues of subsidiary governance are, how they are influenced in practice and what 

measures the MNC headquarters’ management, as the subsidiary shareholder, 

undertakes to counter the Agency problem of subsidiary governance. The uniqueness of 

this empirical evidence rendered comparisons, explanations and discussions sometimes 

very difficult, for example in the case of current, rarely investigated mechanisms or 

contingencies such as subsidiary codes of conduct, the relevance of the legal environment 

for subsidiary governance or of the corporate governance culture in a particular country. 

All in all, the empirical evidence confirmed the theoretical conclusions and predictions, 

albeit with individual exceptions. With regard to the theoretical analysis of subsidiary 

governance, the empirical evidence backed up conclusions developed by the use of 

Agency Theory. Although this was not at the core of the empirical investigation, 

introductory, descriptive data surveyed Agency characteristics of the MNC headquarters, 

subsidiary management relationships and the Agency Dilemma of subsidiary governance, 

and produced clear evidence for the theoretical conclusions. In doing so, the empirical 
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evidence also confirmed initial assumptions about both similarities as well as differences 

with issues of classic corporate governance and the respective Agency Dilemma.  

 Secondly, the empirical evidence obtained in this investigation supports the largest 

part of the proposed relationships concluded earlier on the basis of the theoretical 

analyses of subsidiary governance. This, in turn, also represents empirical evidence for 

the Agency and Contingency Theory framework on whose basis predictions of 

subsidiary governance were made. Given the evidence obtained through the basic and 

advanced statistical analyses in the second part of the investigation, an additional 

conclusion is that overall the empirical evidence confirms the existence of governance 

mechanisms for subsidiary governance employed by the MNC headquarters, their different 

types (in particular intra-organizational ones like subsidiary codes of conduct) and the 

contingencies of subsidiary governance. However, individual propositions remain for which 

not enough empirical evidence was obtained to come to a final conclusion. For example 

the governance mechanism of mutual subsidiary control or the contingency of subsidiary 

size were not empirically supported by the evidence collected in this investigation. Apart 

from these individual exceptions, most propositions are supported and this in turn grounds 

the theoretical conclusions that were made on the basis of the theoretical analyses of 

subsidiary governance. 

 The empirical evidence therefore also supports these theoretical elements beyond 

individual mechanisms and contingency levels, especially with regard to the dimensions of 

mechanisms and contingencies that were built. Each of the contingency dimensions 

produced several statistically significant relationships with mechanisms of subsidiary 

governance. The same applies to governance mechanisms and their respective 

dimensions. Yet exceptions remain for individual variables and for one contingency 

dimension: the characteristics of the subsidiary were not supported by empirical evidence 

to show they were a determinant impact for subsidiary governance. However, this does not 

mean that there are no such relationships in subsidiary governance, but only that they do 

not exist in the variables surveyed in this investigation. For this reason, the 

conceptualization of contingency factors might be more numerous in variables and in 

categories in future studies and evidence must be collected for a comprehensive 

conceptualization of both subsidiary governance mechanisms and the subsidiary’s 

environment. Hence, overall, the empirical evidence also supports the extended Agency 

and Contingency Theory approach to subsidiary governance. The extension of Agency 

mechanisms for subsidiary governance was backed by empirical evidence in both basic 

and advanced statistical analyses. Therefore, the evidence also argues for the more 
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comprehensive application of Agency Theory to subsidiary governance. The Contingency 

perspective on subsidiary governance, leading to the coarse depiction of the environment 

of influencing variables and regression analyses, confirmed this approach by producing 

relationships for all governance mechanisms. With individual exceptions, the overall 

empirical evidence supports, by and large, the application of a combined Agency and 

Contingency Theory approach to subsidiary governance in MNCs. 

 Finally, the investigation produced managerial implications for MNC practice. 

These emerged in particular with regard to the MNC headquarters managers’ interests 

because the investigation focused primarily on their perspective on the issue. Given the 

broad, explorative nature of the investigation, the particular relevance of the findings for 

MNC managers is vast and cannot be discussed in detail. In fact, the investigation was 

both triggered by and aimed at investigating the problems that MNC headquarters’ 

managers face in terms of subsidiary governance. But the main findings from the 

theoretical analysis are the following. Subsidiary corporate governance exists, with or 

without a local board, and it party overlaps with organizational questions of relevance to 

MNCs and, therefore, is mistakenly assumed to be automatically taken care of. But these 

approaches are not sustainable because they neglect two factors. Firstly, this is not the 

case in other areas such as subsidiary codes or local legal managerial responsibility, 

where the MNC headquarters will incur the cost. And secondly, that there is considerable 

upside potential in subsidiary governance, which will remain untapped unless it is 

proactively addressed by a more comprehensive subsidiary governance approach by the 

MNC headquarters. The key findings from the empirical evidence part of the investigation, 

which are of most managerial relevance are, in brief, that a comprehensive set of 

mechanisms of subsidiary governance exists, with modern mechanisms such as 

subsidiary codes of conduct, that have not so far been fully exploited by many MNCs to 

their own benefit. There are also contingencies that determine the type and degree of the 

Agency Dilemma that the MNC headquarters faces towards its subsidiaries. As a result, 

MNC headquarters’ managers must take subsidiary environmental specifics into particular 

consideration, because the empirical evidence suggests they are the most important for 

resolving the subsidiary governance dilemma in MNCs.  

 The evidence collected here presents only a first attempt to explore the issue of 

subsidiary governance empirically, but it already shows its great complexity and 

contingency dependence. It is likely that, in practice, more than individual, irregular entity-

level solutions are required. The investigation showed that the MNC group itself is also a 

contingency for the subsidiary’s corporate governance and, as a result, any approach 
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needs to be embedded in a headquarters-driven group corporate governance approach. 

MNC-wide governance strategies are still not the normal case in MNC practice, but the 

evidence suggests that more comprehensive approaches of the MNC headquarters, based 

on the subsidiary environment are needed. The results indicate that subsidiary governance 

is dominated by the business, mainly organizational dimension, and not the legal one, 

dominated by compliance. This opens the door to considerably more possibilities to 

manage subsidiary governance, in particular new mechanisms based on organizational 

peculiarities or of those of a legal, contractual nature. The results indicate that the 

business organization of the group is the key to successful subsidiary governance and not 

the legal group organization. Accordingly, such mechanisms dominated in the empirical 

results and MNC headquarters’ managers need to take these possibilities and their 

potential benefits into consideration. But the investigation also puts the whole issue of 

subsidiary governance into a new perspective. As with corporate governance on the MNC 

headquarters’ level, the topic shifts away from local legal issues towards value-adding 

corporate governance and managerial responsibility on the MNC headquarters level. This 

approach makes sense, both for the ethical responsibility of the MNC headquarters for 

subsidiary governance as well as for the direct negative impacts of subsidiary governance 

issues on the rest of the MNC. Legitimacy through subsidiary shareholding brings not only 

rights, but also responsibilities.  

 

7.3 Limitations and Research Suggestions 
This investigation has addressed a theoretically and empirically largely unexplored field. 

Against this background and the diversity and complexity of issues related to research on 

MNCs, the investigation was of a coarse and exploratory nature. Despite efforts to limit the 

complexity of this research and the topic of subsidiary governance itself, for example, in 

terms of the complexity of MNCs and their environment in practice, the remaining breadth, 

complexity and multidimensionality of the investigation is high. The adaptations that were 

necessary to consider these peculiarities and the resulting characteristics of the 

investigation have led to certain limitations, which are addressed in combination with future 

research suggestions in the field. Again, three main dimensions are addressed through 

evaluation: theoretical, empirical and methodological elements.  

 The Agency Theory framework framed around subsidiary governance was based 

on its usual acceptance and suitability in the research field of classic corporate 

governance (i.e., on individual companies and MNC headquarters, respectively). It 

deduced that the MNC headquarters’ and subsidiary’s management relationship was 
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central to subsidiary governance and was based on several assumptions. The application 

and testing of assumptions is normal in any theoretical analysis and also forms part of the 

prerequisites of its application. Although most of these assumptions are theoretically 

unique and clear, without ambiguity (for example, the non-efficiency of capital markets as 

subsidiary governance mechanisms) or empirically proven (for example, the 

ineffectiveness of subsidiary boards), more empirical evidence on these issues and further 

conclusions is needed. Each of the mechanisms must individually be investigated 

empirically to produce and compare their characteristics with those of classical corporate 

governance. Only then can an individual body of knowledge on subsidiary governance and 

its mechanisms emerge that is independent and distinct from that of classical corporate 

governance.  

 Building on the unchanged fundamental applicability and usefulness of Agency 

Theory for subsidiary governance, these research efforts must also fundamentally prove 

that an Agency Dilemma exists for subsidiary governance. Because of the enormous 

scope of such an undertaking, this investigation employed only several introductory and 

descriptive questions to address the actual Agency relationship. Now, research should 

investigate more fine-grained theoretical elements to build a profound Agency Theory case 

for subsidiary governance and to account for an individual research field of subsidiary 

governance. These characteristics of the Agency relationship of subsidiary governance 

include all the specific elements that its assumptions comprise, including the content and 

particular types of information asymmetries, the particular goals in which the MNC 

headquarters and subsidiary disagree and their degree of disagreement, as well as the 

elements of risk aversion. This is particularly the case against the background of the 

finding that Agency assumptions were very similar in classical corporate governance and 

to those of organizational control research. The elements of Agency Theory that must be 

studied in order to fully explore the field of subsidiary governance are numerous, but they 

will allow the field to be fully and unanimously distinguished from related fields, such as 

organizational control. For example, these studies must address the specific goals to 

which financial incentives are attached for MNC headquarters’ managers and subsidiary 

managers.  

 Earlier, it was discussed how the use of corporate level performance targets are 

problematic for corporate governance, butt his needs to be empirically proved and 

explored by undertaking studies on detailed levels. In view of the groundbreaking research 

work that lies ahead in the field of subsidiary governance, particular attention has to be 

paid to the Agency cost of subsidiary governance. Despite theoretical predictions on the 
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upside potential of subsidiary governance, the initial case for practitioners’ interest in 

subsidiary governance as an emerging field is likely to be the prevention of the downside 

potential. For this, research must be able to quantify the cost of the Agency problem of 

subsidiary governance and the cost of governance for its prevention.  

 Next to Agency Theory, Contingency Theory and its application have lead to a 

series of conclusions and recommendations for further research. The theory has provided 

useful insights in the overall issue of subsidiary governance but lacked sufficiently fine-

grained instruments for conclusions that theoretically advance the understanding of 

subsidiary governance. Applying the theory and its specific mode of operation in this 

investigation has led to the identification of two directions for further research; the MNC’s 

governance mechanisms and the subsidiary governance environment. In terms of 

governance mechanisms, Contingency Theory extended Agency Theory’s dichotomous 

view of mechanisms, i.e. of monitoring and incentive mechanisms only, by adding a third 

dimension that was predicted to aim primarily at the reduction of subsidiary managerial 

discretion. Although the empirical evidence supported this extension and provided 

important indications of these mechanisms, a series of open issues emerged. The 

literature usually distinguishes between monitoring and incentive mechanisms in Agency 

Theory and cultural and bureaucratic control in organizational research. In borrowing from 

both fields, this investigation was able to cover a broader range of mechanisms and 

produce preliminary results for subsidiary governance. But, given that classical corporate 

governance already offers mechanisms of its own, researchers must address more closely 

the types of mechanisms that exist, what their characteristics are and what categorizations 

should be made. For example, the market for corporate control or debt-equity ratios of 

corporations are fundamentally different from financial incentives for managers, which are 

seen as a singular mechanism for interest alignment. Yet both are analysed in the context 

of corporate governance and by the use of Agency Theory. This problem already existed 

before this investigation of subsidiary governance, but the interdisciplinary nature of the 

topic has made it even more obvious. The fact that that such typologies and established 

theories for the field do not yet exist might be due to the comparably young nature of the 

corporate governance research field. But the body of knowledge on classical corporate 

governance seems to have reached a critical mass and, hence, appears ripe for 

theoretical advancement, as opposed to just adding more empirical evidence on additional 

geographical or industry sub-samples that have not hitherto been investigated.  

 This sample applies to the contingencies of corporate governance. While 

recommendations are not new and factors such as the CEO personality, the corporate 
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governance atmosphere in a country or the corporate strategy have been suggested, there 

is hardly any evidence on this topic. From a managerial perspective, the literature 

completely lacks theoretical or empirical knowledge on contingencies relevant to corporate 

governance. This particularly concerns contingencies from the subsidiary governance 

perspective, which this investigation has found to exist internally to the MNC. For example, 

there has been extensive empirical evidence on the MNC group strategy as an internal 

MNC contingency. Therefore, the task is not only to identify characteristics of corporate 

governance in MNCs and subsidiaries, but also to link them to characteristics of their 

environment. The particularly challenging task for subsidiary governance researchers is, 

additionally, to built categories of contingency dimensions, because subsidiary 

embeddedness in MNCs distorts the perception and impact of the outside versus inside 

environments that subsidiaries are exposed to. This investigation suggested three 

contingency dimensions and did not find enough evidence to conclude the relevance of 

one of them, i.e. the subsidiary’s characteristics. Yet, on the other hand, there was strong 

evidence for the existence of the subsidiary environment as a contingency dimension, and 

the investigation also produced evidence for it being the most relevant for subsidiary 

governance.  

 The second suggestion for further research concerns the general lack of empirical 

evidence on corporate and subsidiary governance. This study is the first attempt to 

build an empirical body of knowledge on subsidiary governance beyond the study of 

subsidiary boards. Despite its exploratory nature and breadth, however, there are aspects 

of subsidiary governance that were not empirically assessed in this investigation. Hence, 

given the nature of subsidiary governance and the lack of its own body of knowledge, the 

field has to rely heavily on classic corporate governance. Where results and evidence on 

certain corporate governance issues were missing in this investigation, it was difficult to 

compare, evaluate and discuss subsidiary governance evidence as well. Apart from 

individual additional mechanisms that need to be identified and examined empirically, as 

recommended above, further and more comprehensive research is strongly recommended 

to fill gaps that are not covered by this investigation, in terms of three relationships. Firstly, 

this concerns the relationship of corporate governance and culture. The field is still 

largely unaddressed, and it remains unclear what the link between corporate governance 

and culture is psychological (i.e. the individual), sociological (i.e. the country and region) or 

of legal (i.e. the corporate governance system) in nature. The only existing evidence deals 

with corporate governance systems and comparisons of financial, legal and other aspects. 

Cultural research in general might be less concrete for discerning the causes of business 
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issues, which aggravates drawing parallels with corporate governance. In this 

investigation, it was therefore sometimes difficult to assess the potential implications of 

cultural factors of subsidiary governance, for example when controlling for the MNC group 

headquarters’ region. To substitute for the lack of corporate governance culture-specific 

research, this investigation employed Hofstede’s (1980, 2001) classification of countries by 

culture as the most well-known cultural concepts in the business literature. But like other 

studies, this investigation’s approach is only substitutive and for this reason criticized in 

literature, for example in terms of its replicability (Bearden et al. 2006). In fact, Hofstede 

(2001) notes on the study of culture:  

Real cases seldom fully correspond to one single ideal type. Most cases are 

hybrids, and arbitrary rules have to be made for classifying them as belonging to 

one of the types. (p. 28) 

This hybridism and multidimensionality was an issue in interpreting the results of culturally 

influenced variables in this investigation, particularly in terms of the incongruence between 

national cultures employed in this study by clustering the MNCs along Hofstede’s (1980, 

2001) typology and the corporate governance culture of that same country.96 Thus, the 

research recommendation based on this investigation is to study both the causal 

relationships between national cultures and corporate governance and those between 

corporate culture and corporate governance. After all, calling for managerial ethics and 

proper conduct entails referring to a relative concept of culture, not an absolute one. 

 The second main research gap to be addressed is causal relationships between 

soft factors and corporate governance. More research is needed on the links between 

corporate strategy and business models towards corporate governance, as well as the 

personalities of top managers involved, which are sometimes assumed to determine most 

the actual corporate governance situation of a company (Steger 2004). In fact, relatively 

little is known about subsidiary managers overall, their characteristics and role, tenure or 

nationality. For example, Birkinshaw (2003) argues for more research on how subsidiary 

managers use the degrees of freedom granted by MNC headquarters and how they 

balance their local and global roles. Despite the methodological difficulties of this, links 

between an individual manager’s culture should also be aggregated and analysed together 

with the management team culture and national culture, as they are increasingly seen as 
                                            
96 Despite the fact that Hofstede (1980; 2001) actually surveyed MNC employees and deduced national 
culture from this, as noted earlier. 
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overlapping, interdependent and causally related to corporate governance (Bearden et al. 

2006).  

 Then, the role of subsidiary boards need to be reinvestigated, by both 

researchers and practitioners. Supervisory boards occupy the central role in classic 

corporate governance and it is unlikely that MNC subsidiary governance is sustainable 

without involving the subsidiary board in the long run. The research review and interviews 

showed that subsidiary boards are not a relevant influence in subsidiary governance 

practice. However, in terms of the occupation of board membership by executives in a 

one-tier system, subsidiary board composition might become a crucial issue (Tricker 

1994). Despite results that are unanimously found by the few empirical studies that exist, 

benefits of more active governance roles for subsidiary are intuitive and partly predicted by 

the literature. For example, Tricker points out that the question of having or not having a 

local supervisory board, in other words the “appropriateness of the form” (1994, p. 330), 

must depend on the nature, strategy and structure and culture of the group and 

subsidiaries. In other words, its usefulness can also be presumed to be contingent in 

nature, and the abolishing them wholesale is unlikely to be suitable in every subsidiary 

case. As Kriger (1988) points out, MNCs face increasing and enormous complexity and 

dynamics in the course of their business operations, which results in delegation and more 

decentralized and autonomous group entities, a fact that does not hold true for corporate 

governance. To prevent the headquarters board and management from an overload in 

corporate governance, ways to explore the utilization of subsidiary boards, and which 

could also lead to cost savings (Kriger and Rich 1978) should be examined. One benefit 

could be the creation of local early warning systems employed by the MNC headquarters 

(Kriger and Rich 1988). Gillies and Dickinson’s (1999) conclusion that eliminating 

subsidiary boards is necessarily disadvantageous, mainly in term of national governmental 

influences, is interesting. Studies are needed on whether these interests are considered at 

the MNC headquarters nowadays, or whether the abolishment of subsidiary boards is, 

overall, the wrong approach. 

 Finally, it is necessary to address methodological limitations of this 

investigation. The virtually complete absence of theoretical or empirical insights and 

evidence on the topic of subsidiary governance required a broad, explorative and 

explanatory research approach covering a vast number of topics concerning subsidiary 

governance (which are sometimes already individual research fields, e.g. codes of conduct 

or the role of the MNC group strategy). Driven by these characteristics of the field, the 

methodological approach of this investigation led to a series of methodological peculiarities 
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that must be considered weaknesses. Firstly, the investigation was unable to build 

comprehensively on established measures and item batteries in the field. Additionally, the 

research objective was to obtain data on a large number of different variables, when it was 

clear that information on subsidiary governance was not publicly available and the key 

source of information had to be an MNC headquarters’ representative instead. These 

peculiarities led to the employment of one-dimensional perceptual measures for the 

variables used in the advanced statistical analyses. The core evaluation criterion for the 

contingency dependence of subsidiary governance mechanisms was the statistical 

significance of correlations and regression analyses. The impact of measurement on the 

explanatory discussion of statistical results was then to interpret, as argued earlier, only 

the existence and direction of coefficients in pairwise correlations and regression analyses. 

An interpretation and comparison of the strength of pairwise correlation of regression 

coefficients was not attempted. The importance of individual governance mechanisms and 

predictor variables was assessed only in the context of the descriptive statistics. Although 

statistical significance is much harder to achieve with these methodological characteristics 

and an extensive series of tests for assumptions and issues in advanced statistical 

analyses was performed (which is rarely seen in comparable investigations), these 

peculiarities must be considered methodological weaknesses and taken into account in 

future research. In particular, it is now necessary to develop more specific measures and 

item batteries that permit the measurement of variables of subsidiary governance despite 

the difficulties of obtaining undisclosed information. One variable where this attempt is 

presumed to be worthwhile is the subsidiary governance effect of planning, budgeting and 

pricing systems. It could be interesting to study the impact of inter-MNC exchange 

relationships on the disciplinary effect of subsidiary governance, or to separate the 

variable into several smaller elements. More detailed implications of contingencies on the 

subsidiary governance dilemma and on the importance of the mechanisms can 

subsequently be addressed.  

 The second methodological issue to be addressed regards the interdependences of 

variables. The contingent nature of subsidiary governance required a framework that was 

able to link influencing variables to mechanisms and to include a broad range of variables. 

Thus, through a deliberate deviation from the classic organizational perception of MNCs, 

that is, that it is one single entity, or a larger entity composed of homogeneous smaller 

entities (Rosenzweig and Singh 1991), the previously clear lines between environment and 

organization became blurred for subsidiary governance. The result was that elements of 

the MNC formed part of the subsidiary’s environment (e.g., its strategy), while others 
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functioned as subsidiary governance mechanisms (e.g., its group-wide corporate culture). 

It is assumed that this particular theoretical framework has contributed to issues of 

interdependence, multicollinearity and reciprocity of variables as predicted. These issues 

emerged several times in the course of the statistical analyses of the investigation, as 

expected, and were exploited for further analysis as far as possible. Future investigations 

must therefore pay great attention to this methodological problem Contingency Theory 

studies in general and with particular respect to subsidiary governance. I therefore suggest 

that, given the actual interdependence of these factors in MNC practice, future research 

should aim at explaining interdependences and reciprocity at the interface of the 

subsidiary environment and its corporate governance, and also dwell more on the 

presumed substitutability of several mechanisms.  

 

7.4 Conclusion 
Subsidiary governance is the corporate governance of subsidiaries in MNCs. This 

investigation presents the first attempt to address the issue both theoretically and 

empirically and, thus, establishes a first body of knowledge in this emerging research field. 

The theoretical and methodological challenges in the development of the field of subsidiary 

governance are considerable, but should only encourage further research. This 

investigation has shown that both the literature and practitioners can profit greatly from the 

identification, analyses and consideration of the issues of subsidiary governance in MNCs. 

From the practitioners’ point of view, addressing the topic is useful for two main reasons. 

Firstly, it may prevent the scandals associated with subsidiary governance, as the 

examples of Ahold and other MNCs have shown. But secondly and even more importantly, 

there is a considerable upside potential in successful subsidiary governance. The specific 

benefits for the MNC headquarters are numerous and include possibilities such as 

delegating responsibilities to local boards in order to avoid information overload, enabling 

responsiveness to local conditions and motivating local entities in the same way as 

happens in MNC management (Baliga and Jaeger 1984).  

Yet, the literature and practitioners still seem reluctant to face this step. From the 

MNC headquarters managers’ perspective, such inactivity is understandable. The normal 

duties of corporate governance that regulatory, stakeholder and other influences impose 

on the MNC are countless and consume more and more time and resources for 

compliance. Hence, it is unlikely that sufficient time remains to regularly consider 

additional corporate governance efforts. By applying the mechanisms of organizational 

control, several aspects of subsidiary governance produced by the theoretical analysis 
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have already been unintentionally addressed, (although future research needs to identify 

the precise distinctions between their modes of operation). But on the part of the literature, 

the lack of more investigation into the direction of subsidiary governance is less 

understandable. It appears that the topic of subsidiary governance is caught between 

different stools, in particular in terms of intra-organizational mechanisms; but so is 

classical corporate governance, which nearly all the literature sees as a topic of corporate 

finance, in spite of the development a quite considerable body of knowledge over the last 

decades. Overlaps in terms of mechanisms of subsidiary governance stem from the fact 

that subsidiary governance takes place mainly through the business organization of the 

MNC and only to a minor extent through its legal organization. For one part of the 

mechanisms that this investigation addressed, it seems that now that a powerful body of 

knowledge in organizational control and MNC management has been built up, greatly 

benefiting from Agency Theory (Luo 2005), the fear is eroding these achievements by 

stating the obvious: that Agency Theory studies sometimes investigate exactly the same 

object of investigation with exactly the same purpose at the level of MNC headquarters 

and refer to it as corporate governance. On the other hand, the literature also risks missing 

the study of mechanisms that are not partly congruent but are instead unique to subsidiary 

governance, such as subsidiary codes of corporate governance or environmental impacts 

from corporate governance regulation and the corporate governance atmosphere in one 

country. 

Furthermore, subsidiary governance is strongly impacted on by legal aspects, which 

are also of relevance to classic corporate governance. But the theoretical analyses and 

empirical evidence show that this is only the case in terms of its risks and contingencies 

and not in terms of the mechanisms available for MNC headquarters. The legal subsidiary 

environment provides little protection for its shareholders and adds to the complexity and 

problems of the MNC headquarters management, as noted earlier. So does the legal 

group organization, which the primary example of unutilized subsidiary boards shows. The 

result is that a new type of shareholder activism is needed for subsidiary governance, 

which was compared to private equity investors’ activism earlier and can inspire 

shareholders of classical corporate governance as well. The confusion, then, in 

scientifically addressing, grasping and solving the dilemma of subsidiary governance is 

one that has grown into what it is today, slowly and over decades along with the MNC 

organization in which the subsidiary is located. Hence, it is not only the embodiment of 

subsidiary governance in practice that seems to confuse an exclusive, distinct definition of 

the field; it is also the lack in the literature of providing the field with a theoretical basis of 
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its own. It is unlikely that the scientific destiny of corporate governance can be explored 

before resolving the dependence of so many research fields, including corporate 

governance, corporate finance and organizational control, on Agency Theory. But unlike 

the challenges this situation poses for practitioners, it is a dilemma that can be solved by 

research and theory. The empirical results of this investigation foster the intuition that the 

attempt is rewarding from both a theoretical and a practical aspect. 

 In this manner, this investigation also aims at stimulating the research on corporate 

governance beyond the classical Agency positivist view on stock options and beyond the 

legalist view on corporate governance regulation. The objective is still to generate a 

theoretically profound and empirically rich field of corporate governance that is 

independent and distinct from related fields. In practice, it must develop into a 

comprehensive value-added objective framed in the corporate strategy of modern 

companies, integrated and interdependent with other elements and inculcated into the 

perceptions and understandings of the modern manager. Yet corporate governance is a 

comparably young field of research and, although it lacks a strong theoretical body of 

knowledge on its own up till now, it is unlikely that it will ever lose its multifaceted nature. 

From this perspective, the unique, hybrid and multidimensional field of subsidiary 

governance can serve an even greater purpose. Being composed of elements from MNC 

management, from the organizational challenge of modern groups and from purely 

regulatory, legal compliance, it once more brings the young field of corporate governance 

to the fore of the elementary questions that every evolving, independent field of research 

must face and survive in order to outlive: to determine its true purpose, content and its true 

nature.  
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Further figures and tables 
 
Table 35: List of interviews* 

Interviewee Multinational Company Position Interview date Interview location 

Interviewee 1 MNC 1: furniture industry 
Managing Director 
(former CEO defense 
systems industry) 

October 23rd, 
2004 Wiesbaden, Germany 

Interviewee 2 MNC 2: global oil and gas firm President and CEO 
(retired) 

November 3rd, 
2004 

Lausanne, 
Switzerland 

Interviewee 3 MNC 3: global plastics  
solution provider General Counsel and 

Board Member 

December 7th, 
2004 

Lausanne, 
Switzerland (phone 

interview) 

Interviewee 4 MNC 3: global plastics  
solution provider Head of Shared Services 

Centre 

December 7th, 
2004 

Lausanne, 
Switzerland (phone 

interview) 

Interviewee 5 MNC 4: global healthcare firm Staff member of Head of 
largest division April 8th, 2005 Copenhagen, 

Denmark 

Interviewee 6 MNC 4: global healthcare firm Head of largest division April – May, 
2005 

Lausanne, 
Switzerland (written 

communication) 

Interviewee 7 MNC 5: global universal bank Company Secretary 
(retired)  July 2005 Lausanne, 

Switzerland 
*Note: In line with the objectives of this investigation and the applied methodology, the names 
and companies of interviewees were anonymized. 
Source: Author 
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Figure 39: Survey questionnaire 

 Global Corporate Governance Research Initiative 

 

 
Dear Sir or Madam, 

 
 
We would like to invite you to participate (for approx. 10 minutes) in a research 
project undertaken by IMD - International Institute for Management Development in 
Lausanne, Switzerland. Any information provided by filling out this questionnaire will be 
treated confidentially – only aggregated data will be used! As a sign of our appreciation, 
we would be happy to send you the executive summary of our research results 
when the research project is finished.  
 
Please note that there are no right or wrong answers to this questionnaire - simply indicate 
your personal opinions and perceptions.  
 
Throughout the questionnaire “group” refers to the group of companies that your 
company is part of. If your company has more than one shareholder (e.g. a joint 
venture), please refer to the majority shareholder or choose one specific group to 
base your answers on. 
 
If you have any questions, please contact Jochen.Brellochs@imd.ch or +41 (0)21-
6180 258. 
 

How many companies does your group of companies consist of (rough estimate)? 

   2 - 9    10 - 99    100 – 999   1000 or more 
Where in this group structure is the company that you are working for? 

 The group’s headquarters  National headquarters or other company 
of the group with administrative tasks 

 An operative subsidiary with own 
subsidiaries  An operative subsidiary without own 

subsidiaries 

 Not attached to one specific company, please specify: 
…………………………………..……… 

If you are NOT attached to the group’s headquarters, how many levels of companies 
are there between your company and the group’s headquarters? 

   1    2 – 4    5 - 9    10 or more 
Please indicate the country your company and the headquarters of the group are 
located in: 
The country your company is located in: 
 
……………………………………………………
. 

The country of your group’s headquarters: 
 
………………………………………………….. 

 

Survey “Subsidiary Corporate Governance”  
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What approach does your group of companies take to corporate governance, 
governance relationships, processes and problems of group companies (please 
choose only 1)? 
It is about legal issues and compliance so lawyers and auditors take care of it.  
Besides legal, there are some management implications, e.g. reporting standards, so 
we partly use corporate governance as a management tool for the group.  

More than preventing problems, it is about integrating and coordinating the interests 
of all of the group’s stakeholders, and therefore, it is part of our group’s governance 
aims. 

 

It is the system by which all companies in the group and their work are coordinated, 
managed and controlled and thus contributes to our long-term strategic success.  

Which of the following problems related to managing/controlling subsidiaries have 
already occurred in your group? 
 Yes No 
Problems in subsidiaries, such as fraud, bribery or environmental pollution, 
damaged the whole group’s reputation and public image.   

The group’s governance/business principles conflicted with local legal 
requirements.   

The headquarters and subsidiaries had conflicting interests, e.g. about 
withdrawal of subsidiaries’ cash or transfer of local executives to the 
headquarters. 

  

The headquarters did not have important information about subsidiaries for its 
decisions.   

Subsidiaries couldn’t react fast enough to local opportunities and risks 
because they didn’t have the necessary competencies.   

Problems in subsidiaries only came out accidentally, for example by personal 
contacts of managers in different group companies.   

Headquarters overruled local decisions/ideas that, in the end, turned out to 
have been the right and appropriate ones in these situations.   

Subsidiaries were competing for limited internal resources, e.g. for 
investments.   

Subsidiaries executed orders from parent companies without knowing exactly 
why.   

How important are the following characteristics of a subsidiary company in your 
group in determining how this company is managed/controlled? 
(Please indicate by choosing a number from 1 to 5 with 1=not important, 5=very 
important) 
 1 2 3 4 5 
Subsidiary’s size, i.e. number of employees, sites, products      
Subsidiary’s age, i.e. newly founded/acquired vs. “grown” over the 
years 

     

Ownership structure of the subsidiary, e.g. joint venture, wholly 
owned 

     

Subsidiary’s corporate culture, e.g. common values, flat hierarchy      
Strategic importance of the subsidiary for the group, e.g. strong 
financial contribution or supply of production inputs      
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What other factors from your group of companies or the subsidiary’s local 
environment determine how this company is managed/controlled and how important 
are they? 
(Please indicate by choosing a number from 1 to 5 with 1=not important, 5=very important) 

 1 2 3 4 5 
Corporate governance culture in the subsidiary’s country, e.g. 
employees’ rights, capital markets needs or role of the public 
opinion 

     

Group’s overall strategy developed by the headquarters      
Legal corporate governance duties in the subsidiary’s country      
Competition on the subsidiary’s markets, e.g. number, market 
share, strength and strategy of its competitors      

Complexity and dynamics of subsidiary’s environment and 
markets, e.g. frequency/speed of changes in prices, technologies 
or laws 

     

How important are the following tools, processes or structures in order to 
manage/control the subsidiaries in your group of companies? 
(Please indicate by choosing a number from 1 to 5 with 1= not important, 5=very important) 

 1 2 3 4 5 
Group’s overall organization, e.g. divisions, business units, 
committees      

Subsidiary’s organization, e.g. bodies, standard decision 
processes      

Group-wide corporate governance body, task force or committee      
Individual contracts defining a subsidiary’s or its management 
personnel’s specific tasks, competencies or liabilities      

Performance-based subsidiaries’ management compensation      
Non-financial incentives for subsidiaries’ management, e.g. career 
opportunities in the headquarters or other group companies      

Sending personnel from the headquarters into management 
positions in subsidiaries       

Personnel development of the subsidiaries’ managers by 
meetings, workshops or job rotation to spend some time in the 
group’s headquarters 

     

Group-wide corporate culture of responsibility and proper conduct      
Business principles, manuals, guidelines and other formal 
standards      

Having subsidiaries apply to local codes of governance/conduct      
Detailed planning, budgeting and pricing system for the 
subsidiaries      

Group-wide information system or reports on past corporate 
governance problems, experiences and recommendations      

Interlocking directorates and cross-shareholding between 
subsidiaries      

Regulatory effects from stock exchanges or public authorities       
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In your opinion, how often do the following direct contacts and information flows 
between companies in your group exist? 
(Please indicate by choosing a number from 1 to 5 with 1=not at all, 5=always) 

 1 2 3 4 5 
Subsidiaries’ management contact/inform the boards of their direct 
parent companies directly if necessary      

Subsidiaries’ management contact/inform the management of the 
group’s headquarters directly if necessary      

Subsidiaries’ management contact/inform the board of the group’s 
headquarters directly if necessary      

Board of the group’s headquarters addresses/informs subsidiaries’ 
management directly if necessary      

Subsidiaries are being informed about the headquarters and group 
strategy and their role in the group of companies      

Subsidiaries are being informed about relevant activities of their 
sister companies, e.g. common markets or clients      

The management of the group’s headquarters is being informed 
regularly about the activities of all subsidiaries in the group      

Do you personally agree or disagree with the following statements about how to 
manage/control the subsidiaries in your group of companies? 
 Agree Disagree 
Centralization & standardization is the best strategy to manage/control 
subsidiaries. 

  

The more security measures, the less efficient the whole group 
organization works. 

  

Ensuring organizational flexibility in our group is one of our strategic 
aims. 

  

It is not possible for our group headquarters to source all relevant 
subsidiary information. 

  

Ex-post control of figures and reports is the main tool to manage/control 
subsidiaries. 

  

If a subsidiary is financially successful, the headquarters 
interferes/influences less. 

  

It is more difficult to manage/control foreign subsidiaries than national 
ones. 

  

Joint ventures or minority shareholdings in subsidiaries usually cause 
trouble. 

  

Managing our subsidiaries means trusting the local management.   
The group headquarters has different corporate governance needs than 
its subsidiaries. 

  

The corporate governance of subsidiaries did not change as a result of 
company crises and new regulations in the last years (as opposed to 
the headquarters’). 

  

No group-internal governance system can avoid problems like those of 
Enron, Worldcom. 

  

It is not possible to rate the overall corporate governance quality of our 
group. 
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Please indicate your function or role in this group of companies: 

 CEO or other officer  Company secretary 

 Manager of a division, business 
unit or department  External professional expert, e.g. 

consultant, auditor or lawyer 
 Board member  Company owner 
 Other function or role, please specify:……………………….………………………... 

 

Thank your very much for your time and your help! 

 
 If you would like to receive the executive summary once the research is 

complete, please provide your Email address: 
 
Email address:………………………………………………………………………… 
 
Please fax the completed survey to +41 (0) 21-618 0707 or mail it to: 
 
IMD International 
Jochen Brellochs 
P.O. Box 915  
1001 Lausanne - Switzerland  

Source: Author 
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Table 37: Measurement scales and variables 

DIMENSION RESEARCH OBJECTIVE  MEASUREMENT SCALE INTERPRETATION 

Organizational location of 
respondent’s company MNC headquarters or subsidiary company Binary (dummy) 

variable 
1 = MNC headquarters, 2 
= MNC subsidiary 

Country of MNC headquarters Nominal (qualitative) 
Geographic location of 

respondents’ MNC headquarters 
and/or subsidiary company country of respondents subsidiary company (if 

applicable) 

Text field 
(nominal) 

Nominal (qualitative) 

Organizational position of 
respondent 

7 options of senior corporate positions and text 
field for “Other function/role” 

Multiple choice 
(nominal) 

Exclusion of all other than 
non-top-management 
respondents 

MNC group size Total number of MNC group companies “2 – 9”, “10 – 99”, “100 – 
999” or “1000 or more” 

Control Variables 

If subsidiary, MNC group 
organizational complexity 

Level of companies between subsidiary and MNC 
headquarters 

Multiple choice 
(ordinal) 

“1”, “2 - 4”, “5 – 9” or “10 
or more” 

Subsidiary Governance 
Strategy 

Benchmark for subsidiary 
governance efforts/control 
variable for further analysis 

4 different subsidiary governance approaches 
offered in the questionnaire 

Multiple choice 
(nominal) Nominal (qualitative) 

Lack of information about subsidiaries for MNC 
headquarters decisions 

HQ took notice of subsidiary governance problems 
accidentally 

Characteristics of a 
Principle-Agent 

Relationship between 
MNC Headquarters and 

Subsidiaries 
The Agency dilemma between 

MNC headquarters and 
subsidiaries is characterized by 

information asymmetry. 
Subsidiaries executing HQ orders without 
knowledge of purpose 

Binary (Yes-No)

The higher the relative 
frequency, the more 
significant the Agency 
characteristics. 
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Group principles conflicting with local legal 
requirements 

Direct conflict of interest between MNC 
headquarters and subsidiaries 

The Principle-Agent relationship 
between MNC headquarters and 
subsidiaries is characterized by 

conflicts of interests 
Subsidiaries competed against each other for 
internal resources 

Binary (Yes-No)

The higher the relative 
frequency, the more 
significant  the Agency 
characteristics.  

MNC reputation damage caused by subsidiary 
governance problems 

MNC headquarters wrongly overruled correct 
subsidiary decisions/actions 

Problems of a 
Principle-Agent 
Relationship between 
MNC Headquarters and 
Subsidiaries 

The Principle-Agent Relationship 
between MNC headquarters and 

subsidiaries leads to the 
emergence of Agency problems 

Subsidiaries confronted with opportunities/risks 
could not react 

Binary (Yes-No)

The higher the relative 
frequency, the more 
severe the Agency 
problematic.  
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Table 38: Normality tests 

Normality Tests 

Kolmogorov-Smirnov Test Skewness Kurtosis TESTS FOR MULTIPLE LINEAR REGRESSION 
ASSUMPTIONS (1/3) 

Z Sig. 
 (2-tailed) Statistic Std. 

Error Statistic Std. Error 

subsidiary size 3.201 0.000 -0.577 0.193 -0.522 0.383 
subsidiary age 2.265 0.000 0.228 0.195 -1.039 0.384 
subsidiary ownership structure 2.660 0.000 -0.560 0.192 -0.731 0.387 
subsidiary corporate culture 2.524 0.000 -0.297 0.192 -0.731 0.383 
MNC group strategy 3.732 0.000 -1.080 0.192 1.440 0.383 
strategic importance of subsidiary for MNC group 2.882 0.000 -0.955 0.193 0.636 0.383 
CG culture in subsidiary country 3.166 0.000 -0.566 0.192 -0.243 0.384 
legal CG environment in subsidiary country 2.852 0.000 -0.401 0.192 -0.598 0.383 
competition in subsidiary market(s) 2.707 0.000 -0.487 0.192 -0.309 0.383 
complexity/dynamics of subsidiary environment 3.548 0.000 -0.559 0.192 -0.129 0.383 
MNC group organization 3.414 0.000 -1.108 0.192 0.949 0.383 
subsidiary organization 2.674 0.000 -0.156 0.194 -0.625 0.383 
group-wide corporate governance body 2.663 0.000 -0.359 0.193 -0.491 0.385 
individual subsidiary/manager contracts 2.493 0.000 -0.155 0.193 -0.778 0.384 
performance-based subsidiary manager 
compensation 3.256 0.000 -0.561 0.192 -0.282 0.384 
non-financial subsidiary manager incentives 2.166 0.000 0.044 0.192 -0.692 0.383 
expatriates in subsidiary management 1.899 0.001 -0.010 0.192 -0.877 0.383 
subsidiary manager executive development 2.292 0.000 -0.233 0.192 -0.651 0.383 
group-wide corporate culture 3.130 0.000 -1.034 0.193 0.844 0.383 
formal standards (business principles, guidelines, 
manuals) 2.743 0.000 -0.503 0.192 -0.217 0.384 
codes of corporate governance/conduct for 
subsidiaries 3.210 0.000 -0.451 0.192 -0.280 0.383 
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subsidiary planning/budgeting/pricing system 3.437 0.000 -0.717 0.193 0.103 0.383 
group-wide corporate governance information 
system 2.483 0.000 -0.264 0.195 -0.704 0.384 
mutual subsidiary control (Interlocking 
directorates and cross-shareholding) 2.995 0.000 0.796 0.194 -0.198 0.387 
regulatory effects, e.g. from stock exchanges, 
public authorities 2.404 0.000 0.395 0.194 -1.138 0.386 

Source: Author 

 

 

Table 39: Correlation matrix 

subsidiary size subsidiary age subsidiary 
corporate culture

MNC group 
strategy

strategic 
importance of 

subs. for group

CG culture in subs 
country

legal CG 
environment in 
subs. country

competition in 
subs. market (s)

complexity and 
dynamics of subs. 

environment

group-wide CG 
body

individual 
manager/subs. 

contracts

Pearson Correlation 0.167 0.026 0.003 0.248 0.177 0.073 0.306 0.186 0.093 0.081
Sig. (2-tailed) 0.04** 0.97 0.00* 0.03** 0.36 0.00* 0.02** 0.25 0.31
Pearson Correlation 0.167 0.109 0.017 0.049 0.072 0.085 0.072 0.053 0.121 0.147
Sig. (2-tailed) 0.04** 0.17 0.84 0.54 0.37 0.29 0.37 0.51 0.13 0.07***
Pearson Correlation 0.026 0.109 0.120 0.146 0.339 0.270 0.138 0.244 0.127 0.220
Sig. (2-tailed) 0.75 0.17 0.13 0.07*** 0.00* 0.00* 0.08*** 0.00* 0.11 0.01**
Pearson Correlation 0.003 0.017 0.120 0.375 0.033 0.281 0.196 0.100 0.325 0.159
Sig. (2-tailed) 0.97 0.84 0.13 0.00* 0.68 0.00* 0.01** 0.21 0.00* 0.05***
Pearson Correlation 0.248 0.049 0.146 0.375 0.152 0.156 0.230 0.311 0.230 0.128
Sig. (2-tailed) 0.00* 0.54 0.07*** 0.00* 0.06*** 0.05*** 0.00* 0.00* 0.00* 0.11
Pearson Correlation 0.177 0.072 0.339 0.033 0.152 0.457 -0.058 0.076 0.129 0.068
Sig. (2-tailed) 0.03** 0.37 0.00* 0.68 0.06*** 0.00* 0.47 0.34 0.11 0.40
Pearson Correlation 0.073 0.085 0.270 0.281 0.156 0.457 0.141 0.070 0.360 0.231
Sig. (2-tailed) 0.36 0.29 0.00* 0.00* 0.05*** 0.00* 0.08*** 0.38 0.00* 0.00*
Pearson Correlation 0.306 0.072 0.138 0.196 0.230 -0.058 0.141 0.538 0.107 0.193
Sig. (2-tailed) 0.00* 0.37 0.08*** 0.01** 0.00* 0.47 0.08*** 0.00* 0.18 0.02**
Pearson Correlation 0.186 0.053 0.244 0.100 0.311 0.076 0.070 0.538 0.067 0.300
Sig. (2-tailed) 0.02** 0.51 0.00* 0.21 0.00* 0.34 0.38 0.00* 0.41 0.00*
Pearson Correlation 0.093 0.121 0.127 0.325 0.230 0.129 0.360 0.107 0.067 0.189
Sig. (2-tailed) 0.25 0.13 0.11 0.00* 0.00* 0.11 0.00* 0.18 0.41 0.02**

CORRELATION MATRIX (1/4)

subsidiary size 1

subsidiary age 1

subsidiary corporate culture

MNC group strategy

1

strategic importance of subs. for group

1

1

CG culture in subs country

legal CG environment in subs. country

1

1

competition in subs. market (s)

complexity and dynamics of subs. environment

1

1

1group-wide CG body

* Correlation is significant at the 0.01 level
** Correlation is significant at the 0.05 level
*** Correlation is significant at the 0.1 level  
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subsidiary size subsidiary age subsidiary 
corporate culture

MNC group 
strategy

strategic 
importance of 

subs. for group

CG culture in subs 
country

legal CG 
environment in 
subs. country

competition in 
subs. market (s)

complexity and 
dynamics of subs. 

environment

group-wide CG 
body

individual 
manager/subs. 

contracts

Pearson Correlation 0.081 0.147 0.220 0.159 0.128 0.068 0.231 0.193 0.300 0.189
Sig. (2-tailed) 0.31 0.07*** 0.01** 0.05*** 0.11 0.40 0.00* 0.02** 0.00* 0.02**
Pearson Correlation 0.021 0.076 0.054 0.237 0.226 -0.021 0.127 0.282 0.173 0.254 0.240
Sig. (2-tailed) 0.79 0.35 0.50 0.00* 0.00* 0.80 0.11 0.00* 0.03** 0.00* 0.00*
Pearson Correlation -0.014 0.003 0.122 0.164 0.080 0.125 0.116 0.039 0.026 0.318 0.146
Sig. (2-tailed) 0.86 0.97 0.12 0.04** 0.31 0.12 0.15 0.62 0.75 0.00* 0.07***
Pearson Correlation -0.011 0.011 0.111 0.235 0.104 0.121 0.034 -0.141 0.019 0.184 0.172
Sig. (2-tailed) 0.89 0.89 0.17 0.00* 0.19 0.13 0.67 0.08*** 0.81 0.02** 0.03**
Pearson Correlation 0.072 0.037 0.145 0.248 0.005 0.039 0.126 0.110 0.124 0.294 0.203
Sig. (2-tailed) 0.36 0.65 0.07*** 0.00* 0.95 0.62 0.11 0.17 0.12 0.00* 0.01**
Pearson Correlation 0.014 0.001 0.296 0.344 0.145 0.051 0.197 0.086 0.111 0.301 0.222
Sig. (2-tailed) 0.87 0.99 0.00* 0.00* 0.07*** 0.52 0.01** 0.28 0.16 0.00* 0.01**
Pearson Correlation 0.107 0.087 0.058 0.227 0.020 0.026 0.162 0.048 0.088 0.307 0.210
Sig. (2-tailed) 0.18 0.28 0.47 0.00* 0.81 0.75 0.04** 0.55 0.27 0.00* 0.01**
Pearson Correlation 0.112 -0.039 0.125 0.272 0.218 0.125 0.231 0.221 0.145 0.439 0.138
Sig. (2-tailed) 0.16 0.63 0.12 0.00* 0.01** 0.12 0.00* 0.01** 0.07*** 0.00* 0.08***
Pearson Correlation 0.040 0.083 -0.040 0.204 0.012 0.114 0.177 0.178 0.049 0.137 0.122
Sig. (2-tailed) 0.62 0.30 0.62 0.01** 0.88 0.15 0.03** 0.02** 0.54 0.09*** 0.13
Pearson Correlation -0.005 0.101 0.041 0.193 0.027 0.156 0.200 -0.054 -0.010 0.395 0.236
Sig. (2-tailed) 0.95 0.21 0.61 0.02** 0.73 0.05*** 0.01** 0.50 0.90 0.00* 0.00*
Pearson Correlation -0.026 0.235 0.067 0.006 -0.044 0.138 -0.009 -0.069 0.008 0.128 0.048
Sig. (2-tailed) 0.74 0.00* 0.41 0.94 0.58 0.09*** 0.91 0.39 0.92 0.11 0.55

1

performance-based subs. manager compensation

group-wide CG culture

formal standards (e.g. guidelines, manuals)

subs. codes of CG/conduct

subsidiary planning/budgeting/ pricing system

non-financial subs. manager incentives

expatriates in subsidiary management

subs. manager executive development

CORRELATION MATRIX (2/4)

individual manager/subs. contracts

group-wide CG information system

mutual subsidiary control

** Correlation is significant at the 0.05 level
*** Correlation is significant at the 0.1 level

* Correlation is significant at the 0.01 level

 
performance-
based subs. 

manager 
compensation

non-financial 
subs. manager 

incentives
expatriates

subs. manager 
executive 

development

group-wide CG 
culture

formal standards 
(e.g. guidelines, 

manuals)

subs. codes of 
CG/conduct

subsidiary 
planning/budgetin
g/ pricing system

group-wide CG 
information/report 

system

mutual subsidiary 
control

Pearson Correlation 0.021 -0.014 -0.011 0.072 0.014 0.107 0.112 0.040 -0.005 -0.026
Sig. (2-tailed) 0.79 0.86 0.89 0.36 0.87 0.18 0.16 0.62 0.95 0.74
Pearson Correlation 0.076 0.003 0.011 0.037 0.001 0.087 -0.039 0.083 0.101 0.235
Sig. (2-tailed) 0.35 0.97 0.89 0.65 0.99 0.28 0.63 0.30 0.21 0.00*
Pearson Correlation 0.054 0.122 0.111 0.145 0.296 0.058 0.125 -0.040 0.041 0.067
Sig. (2-tailed) 0.50 0.12 0.17 0.07*** 0.00* 0.47 0.12 0.62 0.61 0.41
Pearson Correlation 0.237 0.164 0.235 0.248 0.344 0.227 0.272 0.204 0.193 0.006
Sig. (2-tailed) 0.00* 0.04** 0.00* 0.00* 0.00* 0.00* 0.00* 0.01** 0.02** 0.94
Pearson Correlation 0.226 0.080 0.104 0.005 0.145 0.020 0.218 0.012 0.027 -0.044
Sig. (2-tailed) 0.00* 0.31 0.19 0.95 0.07*** 0.81 0.01** 0.88 0.73 0.58
Pearson Correlation -0.021 0.125 0.121 0.039 0.051 0.026 0.125 0.114 0.156 0.138
Sig. (2-tailed) 0.80 0.12 0.13 0.62 0.52 0.75 0.12 0.15 0.05*** 0.09***
Pearson Correlation 0.127 0.116 0.034 0.126 0.197 0.162 0.231 0.177 0.200 -0.009
Sig. (2-tailed) 0.11 0.15 0.67 0.11 0.01** 0.04** 0.00* 0.03** 0.01** 0.91
Pearson Correlation 0.282 0.039 -0.141 0.110 0.086 0.048 0.221 0.178 -0.054 -0.069
Sig. (2-tailed) 0.00* 0.62 0.08*** 0.17 0.28 0.55 0.01** 0.02** 0.50 0.39
Pearson Correlation 0.173 0.026 0.019 0.124 0.111 0.088 0.145 0.049 -0.010 0.008
Sig. (2-tailed) 0.03** 0.75 0.81 0.12 0.16 0.27 0.07*** 0.54 0.90 0.92
Pearson Correlation 0.254 0.318 0.184 0.294 0.301 0.307 0.439 0.137 0.395 0.128
Sig. (2-tailed) 0.00* 0.00* 0.02** 0.00* 0.00* 0.00* 0.00* 0.09*** 0.00* 0.11

subsidiary age

subsidiary corporate culture

CORRELATION MATRIX (3/4)

subsidiary size

MNC group strategy

strategic importance of subs. for group

CG culture in subs country

legal CG environment in subs. country

*** Correlation is significant at the 0.1 level

competition on subs. market (s)

** Correlation is significant at the 0.05 level

complexity and dynamics of subs. environment

group-wide CG body

* Correlation is significant at the 0.01 level
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performance-
based subs. 

manager 
compensation

non-financial 
subs. manager 

incentives
expatriates

subs. manager 
executive 

development

group-wide CG 
culture

formal standards 
(e.g. guidelines, 

manuals)

subs. codes of 
CG/conduct

subsidiary 
planning/budgetin
g/ pricing system

group-wide CG 
information/report 

system

mutual subsidiary 
control

Pearson Correlation 0.240 0.146 0.172 0.203 0.222 0.210 0.138 0.122 0.236 0.048
Sig. (2-tailed) 0.00* 0.07*** 0.03** 0.01** 0.01** 0.01** 0.08*** 0.13 0.00* 0.55
Pearson Correlation 0.413 0.077 0.185 0.131 0.097 0.224 0.114 0.098 0.114
Sig. (2-tailed) 0.00* 0.34 0.02** 0.10 0.23 0.00* 0.15 0.22 0.16
Pearson Correlation 0.413 0.394 0.398 0.308 0.176 0.313 0.080 0.165 0.227
Sig. (2-tailed) 0.00* 0.00* 0.00* 0.00* 0.03** 0.00* 0.32 0.04** 0.00*
Pearson Correlation 0.077 0.394 0.488 0.225 0.060 0.095 -0.007 0.316 0.232
Sig. (2-tailed) 0.34 0.00* 0.00* 0.00* 0.46 0.23 0.93 0.00* 0.00*
Pearson Correlation 0.185 0.398 0.488 0.294 0.165 0.267 0.078 0.281 0.122
Sig. (2-tailed) 0.02** 0.00* 0.00* 0.00* 0.04** 0.00* 0.33 0.00* 0.13
Pearson Correlation 0.131 0.308 0.225 0.294 0.427 0.160 0.104 0.130 0.053
Sig. (2-tailed) 0.10 0.00* 0.00* 0.00* 0.00* 0.04** 0.19 0.10 0.51
Pearson Correlation 0.097 0.176 0.060 0.165 0.427 0.169 0.277 0.248 0.100
Sig. (2-tailed) 0.23 0.03** 0.46 0.04** 0.00* 0.03** 0.00* 0.00* 0.22
Pearson Correlation 0.224 0.313 0.095 0.267 0.160 0.169 0.149 0.228 0.166
Sig. (2-tailed) 0.00* 0.00* 0.23 0.00* 0.04** 0.03** 0.06*** 0.00* 0.04**
Pearson Correlation 0.114 0.080 -0.007 0.078 0.104 0.277 0.149 0.318 0.105
Sig. (2-tailed) 0.15 0.32 0.93 0.33 0.19 0.00* 0.06*** 0.00* 0.19
Pearson Correlation 0.098 0.165 0.316 0.281 0.130 0.248 0.228 0.318 0.250
Sig. (2-tailed) 0.22 0.04** 0.00* 0.00* 0.10 0.00* 0.00* 0.00* 0.00*
Pearson Correlation 0.114 0.227 0.122 0.053 0.100 0.166 0.105 0.250
Sig. (2-tailed) 0.16 0.00* 0.00* 0.13 0.51 0.22 0.04** 0.19 0.00*

** Correlation is significant at the 0.05 level
*** Correlation is significant at the 0.1 level

group-wide CG information/report system 1

mutual subsidiary control 1

* Correlation is significant at the 0.01 level

subs. codes of CG/conduct 1

subsidiary planning/budgeting/ pricing system 1

group-wide CG culture 1

formal standards (e.g. guidelines, manuals) 1

expatriates 1

subs. manager executive development 1

performance-based subs. manager compensation 1

non-financial subs. manager incentives 1

CORRELATION MATRIX (4/4)

individual manager/subs. contracts

 
Source: Author 
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Table 40: Homoscedasticity tests 

Source: Author 

subsidiary size subsidiary age
subs. 

corporate 
culture

MNC 
group 

strategy

strategic 
importance 

of subs.

CG culture 
in subs. 
country

legal CG 
environment 

of subs.

competition 
in subs. 

market(s)

complexity/dy
namics of 

subs. 
environment

Levene Stat. 1.8367 0.6440 3.1711 2.5831 2.0578 3.8506 2.4564 2.6661 3.2948
Sig. (2-tailed) 0.1246 0.6320 0.0155 0.0394 0.0891 0.0052 0.0481 0.0346 0.0127
Levene Stat. 1.5624 0.2768 4.6060 1.2174 1.8656 1.3328 1.1571 0.2160 1.6903
Sig. (2-tailed) 0.1871 0.8926 0.0015 0.3058 0.1193 0.2603 0.3321 0.9292 0.1551
Levene Stat. 3.2421 1.8773 3.9784 1.3204 0.9209 1.2209 1.7960 0.5841 4.9968
Sig. (2-tailed) 0.0138 0.1172 0.0042 0.2649 0.4535 0.3043 0.1324 0.6746 0.0008
Levene Stat. 0.3807 1.6153 3.0343 0.7316 0.3151 2.4908 2.3762 2.0203 2.4301
Sig. (2-tailed) 0.8222 0.1732 0.0192 0.5717 0.8675 0.0455 0.0544 0.0943 0.0500
Levene Stat. 2.5255 0.5504 2.0125 1.3561 0.6776 0.4194 2.9659 0.9856 0.3074
Sig. (2-tailed) 0.0431 0.6990 0.0954 0.2518 0.6085 0.7945 0.0215 0.4172 0.8727
Levene Stat. 1.1305 2.1050 2.0977 1.0978 1.3990 1.8015 1.4376 1.1280 4.1534
Sig. (2-tailed) 0.3443 0.0828 0.0838 0.3598 0.2369 0.1314 0.2242 0.3454 0.0032
Levene Stat. 1.4933 0.4841 5.2880 2.0047 2.9027 2.7353 2.2090 2.4933 8.1131
Sig. (2-tailed) 0.2069 0.7474 0.0005 0.0966 0.0237 0.0310 0.0706 0.0453 0.0000
Levene Stat. 5.0060 3.3763 1.7689 1.3723 1.5238 2.2805 0.5685 4.2571 5.5521
Sig. (2-tailed) 0.0008 0.0112 0.1379 0.2461 0.1980 0.0632 0.6859 0.0027 0.0003
Levene Stat. 1.7151 0.5226 1.6615 0.6928 0.1053 2.7585 1.4825 1.2569 2.0571
Sig. (2-tailed) 0.1494 0.7192 0.1618 0.5980 0.9805 0.0299 0.2101 0.2894 0.0891
Levene Stat. 1.5551 1.5867 3.6661 0.6793 0.1237 1.3857 0.8622 2.7278 2.2901
Sig. (2-tailed) 0.1891 0.1806 0.0070 0.6073 0.9738 0.2415 0.4882 0.0313 0.0622
Levene Stat. 2.8237 0.5622 0.6230 0.9799 0.2033 1.0427 1.0448 3.8143 1.3273
Sig. (2-tailed) 0.0269 0.6904 0.6468 0.4204 0.9362 0.3871 0.3861 0.0055 0.2623
Levene Stat. 1.7089 0.3625 1.1754 1.1712 0.7563 0.8302 0.4329 1.5455 3.0008
Sig. (2-tailed) 0.1509 0.8350 0.3240 0.3258 0.5553 0.5079 0.7847 0.1919 0.0204

*The Levine test was performed using the investigation's dependent variables also as dependent variables in the test.

subsidiary manager executive development

expatriates in subsidiary management

group-wide corporate governance information system

mutual subsidiary control (Interlocking directorates 
and cross-shareholding)

group-wide corporate culture

subsidiary planning/budgeting/pricing system

formal standards (business principles, guidelines, 
manuals)
codes of corporate governance/conduct for 
subsidiaries

Levene Test for Homoscedasticity*

TESTS FOR MULTIPLE LINEAR REGRESSION 
ASSUMPTIONS (2/3)

performance-based subsidiary manager 
compensation

non-financial subsidiary manager incentives

individual subsidiary/manager contracts

group-wide corporate governance body
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Table 41: Durbin-Watson and Variance Inflation Factor (VIF) test 

Source: Author 

 

Table 42: Tinsley-Weiss T index 

Source: Author 

 

 

 

Autocorrelation

Durbin-Watson Test*

d Tolerance VIF
group-wide corporate governance body 1.816 0.923 1.083
expatriates in subsidiary management 1.767 0.965 1.037
mutual subsidiary control (Interlocking directorates 
and cross-shareholding) 1.979 1.000 1.000

group-wide corporate governance information system 2.108 0.925 1.081

performance-based subsidiary manager 
compensation 1.268 0.906 < x < 0.963 1.050 < x < 1.104

non-financial subsidiary manager incentives 1.893 1.000 1.000
group-wide corporate culture 1.949 0.988 1.012
subsidiary manager executive development 1.986 1.000 1.000
codes of corporate governance/conduct for 
subsidiaries 1.857 0.994 < x < 0.998 1.003 < x < 1.100

individual subsidiary/manager contracts 1.751 0.994 < x < 0.998 1.002 < x < 1.006

formal standards (business principles, guidelines, 
manuals) 1.882 0.990 1.010

subsidiary planning/budgeting/pricing system 1.751 0.951 < x < 0.985 1.016 < x < 1.052

*Both Durbin-Watson and VIF statistics are calculated for the regression model that is reported in the text.

TESTS FOR MULTIPLE LINEAR REGRESSION 
ASSUMPTIONS (3/3)

Multicollinearity

Variance Inflation Factor (VIF) Test*

Overall level of agreement 67.00% 66.67% 76.67% 75.00% 68.33% 48.33%
1-point deviation of Likert-

scale items 85.00% 96.88% 90.63% 87.50% 90.63% 59.38%

Overall level of agreement 71.67% 66.67% 76.67% 75.00% 68.33%
1-point deviation of Likert-

scale items 91.41% 96.88% 90.63% 87.50% 90.63%
after removal of outlying case

Respondent 5All respondentsTINSLEY-WEISS INDEX FOR RELIABILITY

Initial calculation

Respondent 2Respondent 1 Respondent 3 Respondent 4
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Table 43: Kolmogorov-Smirnov and Mann-Whitney U test response bias analysis 

Source: Author 

 

 

 

 

Kolmogorov-Smirnov Z Sig.
 (2-tailed)

Kolmogorov-
Smirnov Z

Sig.
 (2-tailed) Z Sig.

 (2-tailed) Z Sig.
 (2-tailed)

subsidiary size 0.517 0.952 0.607 0.855 -0.462 0.644 -0.153 0.879
subsidiary age 0.537 0.935 0.610 0.851 -1.365 0.172 -0.212 0.832
subsidiary corporate culture 0.744 0.637 0.938 0.342 -0.090 0.928 -1.674 0.094
MNC group strategy 0.416 0.995 0.201 1.000 -0.386 0.700 -0.115 0.908
strategic importance of subs for group 1.036 0.235 1.003 0.266 -1.406 0.160 -1.207 0.227
CG culture in subsidiary country 0.216 1.000 0.383 0.999 -0.049 0.961 -0.528 0.598
legal CG duties in subs country 0.401 0.997 0.667 0.765 -0.713 0.476 -0.553 0.580
competition in subsidiary market(s) 0.281 1.000 0.572 0.899 -0.163 0.871 -0.914 0.361
complexity/dynamics of subs environment 0.263 1.000 0.617 0.841 -0.384 0.701 -1.406 0.160
group-wide corporate governance body 0.672 0.758 0.595 0.871 -0.952 0.341 -1.077 0.281
individual subsidiary/manager contracts 0.591 0.876 0.406 0.997 -0.924 0.356 -0.243 0.808
performance-based subs. manager compensation 0.424 0.994 0.495 0.967 -1.132 0.258 -0.929 0.353
non-financial subsidiary manager incentives 0.859 0.452 0.256 1.000 -1.521 0.128 -0.220 0.826
expatriates in subsidiary management 0.945 0.334 0.903 0.389 -1.759 0.079 -1.534 0.125
subsidiary manager executive development 0.724 0.671 0.918 0.680 -2.046 0.041 -1.776 0.076
group-wide corporate culture 0.911 0.378 0.487 0.972 -1.573 0.116 -1.159 0.246
formal standards (e.g. guidelines, manuals) 0.779 0.579 0.590 0.877 -1.048 0.295 -0.577 0.564
codes of CG/conduct for subsidiaries 0.077 1.000 0.768 0.598 -0.043 0.966 -1.642 0.101
subsidiary planning/budgeting/pricing system 0.699 0.713 0.391 0.998 -0.605 0.545 -0.085 0.932
group-wide CG information system 0.818 0.514 0.113 0.153 -1.409 0.159 -2.415 0.016
mutual subsidiary control 0.786 0.567 0.442 0.990 -1.607 0.108 -1.086 0.278

Mann-Whitney U Test:
 Two Sample Comparisons

wave 1 vs. 2 wave 2 vs.3wave 2 vs.3RESPONSE BIAS TESTS (1/2)

Kolmogorov-Smirnov Test:
Two-Sample Comparison 

wave 1 vs. 2
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Table 44: Kolmogorov-Smirnov, Mann-Whitney U and independent samples t-test for response bias 

Source: Author 

Z Sig.
 (2-tailed) Z Sig.

 (2-tailed) t Sig.
 (2-tailed) t Sig.

 (2-tailed) t Sig.
 (2-tailed)

subsidiary size 0.563 0.909 -0.335 0.737 -0.014 0.989 0.196 0.845 0.184 0.855
subsidiary age 1.230 0.097 -1.452 0.146 -1.339 0.183 -0.174 0.862 -1.487 0.140
subsidiary corporate culture 0.865 0.443 -1.537 0.124 -0.023 0.982 -1.681 0.096 -1.643 0.103
MNC group strategy 0.484 0.973 -0.530 0.596 0.021 0.984 0.377 0.707 0.406 0.686
strategic importance of subs for group 0.680 0.999 -0.066 0.947 1.184 0.239 -0.657 0.513 0.363 0.717
CG culture in subsidiary country 0.310 1.000 -0.619 0.536 -0.019 0.985 0.457 0.649 0.473 0.637
legal CG duties in subs country 0.352 1.000 -0.102 0.919 -0.741 0.460 0.460 0.647 -0.233 0.816
competition in subsidiary market(s) 0.600 0.864 -1.186 0.236 -0.155 0.877 -1.257 0.212 -1.500 0.136
complexity/dynamics of subs environment 0.964 0.311 -1.987 0.047 -0.433 0.666 -1.230 0.222 -1.799 0.075
group-wide corporate governance body 0.396 0.998 -0.024 0.981 -1.083 0.281 1.029 0.307 -0.104 0.917
individual subsidiary/manager contracts 0.737 0.648 -1.017 0.309 -0.847 0.399 -0.174 0.862 -0.996 0.321
performance-based subs. manager compensation 0.331 1.000 -0.066 0.947 -1.381 0.170 1.018 0.311 -0.276 0.783
non-financial subsidiary manager incentives 0.582 0.887 -1.371 0.170 -1.415 0.160 0.005 0.996 -1.432 0.155
expatriates in subsidiary management 0.237 1.000 -0.003 0.998 -1.909 0.059 1.605 0.112 -0.042 0.967
subsidiary manager executive development 0.351 1.000 -0.032 0.975 -2.284 0.024 2.003 0.048 0.220 0.982
group-wide corporate culture 0.391 0.998 -0.403 0.687 0.826 0.410 -0.994 0.323 -0.114 0.910
formal standards (e.g. guidelines, manuals) 0.134 1.000 -0.357 0.721 0.648 0.518 -0.239 0.812 0.359 0.720
codes of CG/conduct for subsidiaries 0.801 0.543 -1.870 0.061 0.095 0.924 1.482 0.142 1.771 0.079
subsidiary planning/budgeting/pricing system 0.529 0.943 -0.641 0.521 -0.977 0.331 0.189 0.850 -0.750 0.455
group-wide CG information system 0.729 0.662 -1.160 0.246 -1.508 0.134 2.532 0.013 1.198 0.233
mutual subsidiary control 0.286 1.000 -0.413 0.680 -1.683 0.095 1.139 0.258 -0.380 0.705

RESPONSE BIAS TESTS (2/2)

Mann-Whitney U Test

wave 1 vs.3wave 1 vs.3

Kolmogorov-Smirnov Test

* The statistical operation leading to the results of the t-tests is based on the assumption of equal variances.

t-test for equality of means*

wave 1 vs. 2 wave 1 vs.3wave 2 vs.3
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Table 45: Runs test for cut-off point 

Source: Author 

 

 

Table 46: Responses per MNC headquarters country 

 
Frequency Percent Valid Percent Cumulative 

Percent 
Valid Austria 3 1.9 1.9 1.9

 Belgium 2 1.3 1.3 3.1

 Czech Republic 2 1.3 1.3 4.4

 Denmark 18 11.3 11.3 15.6

 Estonia 1 .6 .6 16.3

 Finland 4 2.5 2.5 18.8

 France 11 6.9 6.9 25.6

 Germany 7 4.4 4.4 30.0

 Greece 3 1.9 1.9 31.9

 Ireland 1 .6 .6 32.5

 Italy 2 1.3 1.3 33.8

 Luxembourg 1 .6 .6 34.4

 Netherlands 9 5.6 5.6 40.0

 Norway 9 5.6 5.6 45.6

 Portugal 2 1.3 1.3 46.9

 Spain 1 .6 .6 47.5

 Sweden 4 2.5 2.5 50.0

 Switzerland 65 40.6 40.6 90.6

 UK 15 9.4 9.4 100.0

 Total 160 100.0 100.0  

Source: Author 

 

 

 

 

Runs Test 1 
(Median) 

Total number 
of MNC group 

companies 
Test Value(a) 2 
Cases < Test Value 43 
Cases >= Test 
Value 117 

Total Cases 160 
Number of Runs 53 
Z -2.201 
Asymp. Sig. (2-
tailed) .028 

 

 

Runs Test 2 
(Mean) 

Total number 
of MNC group 

companies 
Test Value(a) 2.04
Cases < Test Value 119
Cases >= Test 
Value 41

Total Cases 160
Number of Runs 43
Z -3.958
Asymp. Sig. (2-
tailed) .000

 

Runs Test 3 
(Mode) 

Total number 
of MNC group 

companies 
Test Value(a) 2
Cases < Test Value 43
Cases >= Test 
Value 117

Total Cases 160
Number of Runs 53
Z -2.201
Asymp. Sig. (2-
tailed) .028

Runs Test 1 
(Median) 

Total number 
of MNC group 

companies 
Test Value(a) 2 
Cases < Test Value 43 
Cases >= Test 
Value 117 

Total Cases 160 
Number of Runs 53 
Z -2.201 
Asymp. Sig. (2-
tailed) .028 

 

 

Runs Test 2 
(Mean) 

Total number 
of MNC group 

companies 
Test Value(a) 2.04
Cases < Test Value 119
Cases >= Test 
Value 41

Total Cases 160
Number of Runs 43
Z -3.958
Asymp. Sig. (2-
tailed) .000

 

Runs Test 3 
(Mode) 

Total number 
of MNC group 

companies 
Test Value(a) 2
Cases < Test Value 43
Cases >= Test 
Value 117

Total Cases 160
Number of Runs 53
Z -2.201
Asymp. Sig. (2-
tailed) .028
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Table 47: MNC headquarters region clusters as based on Hofstede (1980; 2001) 
Frequency Frequency Cluster Total Country Cluster Code 

Belgium 2  

Luxembourg 1  

  

  

  France 11 14 

1 

Denmark 18  

Sweden 4  
Netherlands 9  

Norway 9  

  

  

  

  

  Finland 4 44 

2 

Germany 7  
Austria 3  

Switzerland 65  

  

  

Italy 2 77 

3 

UK 15    

  Ireland 1 16 
4 

Greece 3  

Portugal 2  
  

  

  Spain 1  

Czech Republic 2    

  Estonia 1 9 

5 

  Total 160 160  

Note: Departing from Hofstede (1980, 2001), whose classification does not contain several countries 
featured in this study, the clusters were adapted based on corporate governance considerations: Austria 
was grouped together with Germany, Switzerland and Italy; Luxembourg joined France and Belgium; 
Portugal to Greece and Spain; the Czech Republic and Estonia form an Eastern European Group 
Source: Author 

 

 

Table 48: Subsidiary governance approach of MNCs 

 Frequency Percent Valid Percent Cumulative 
Percent 

Legal issues/compliance only; taken care 
of by lawyers/auditors 6 3.8 3.8 3.8

Besides legal, some management 
implications (e.g. reporting standards) 41 25.6 26.1 29.9

Beyond crises prevention, it 
integrates/coordinates the group’s 
stakeholders and their interests 

46 28.8 29.3 59.2
Valid 

Comprehensive coordination, 
management and control system of all 
group companies; ergo long-term 
strategic success factor 

64 40.0 40.8 100.0

  Total 157 98.1 100.0  
(Missing) (3) (1.9)    
(Total) (160) (100.0)    

Source: Author 
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Table 49: Complete enter regression model (P1
b) 

Source: Author 

 

 

Table 50: Complete enter regression model (P2
b) 

Source: Author 

 

 

 

Group-wide Corporate Governance Body F 2.59
Sig. 0.00

Source SS df MS R 0.49
Regression 44.435 17 2.614 R Square 0.24
Residual 139.174 138 1.009 Adjusted R Square 0.15
Total 183.609 155 Std. Error of the Estimate 1.00

B Std. Error t Sig.
0.828 0.576 1.435 0.15

subsidiary size 0.015 0.083 0.183 0.86
subsidiary age 0.064 0.065 0.993 0.32
subsidiary corporate culture 0.054 0.082 0.658 0.51
MNC group strategy** 0.241 0.105 2.294 0.02
strategic importance of subs. for MNC 0.144 0.104 1.388 0.17
CG culture in subsidiary country -0.059 0.095 -0.629 0.53
legal CG environment of subs* 0.310 0.096 3.242 0.00
competition in subsidiary market(s) 0.002 0.096 0.019 0.98
complexity/dynamics of subs environment -0.010 0.106 -0.096 0.92
Respondent at HQ or subsidiary -0.283 0.198 -1.426 0.16
No of Group Companies Cat. 1 -0.138 0.204 -0.677 0.50
No.of Group Companies Cat. 3 -0.100 0.231 -0.431 0.67
No.of Group Companies Cat. 4 0.357 0.425 0.840 0.40
HQ Country Cluster B-F-LUX -0.344 0.306 -1.126 0.26
HQ Country Cluster Scandinavia -0.133 0.202 -0.659 0.51
HQ Country Cluster UK-Ireland -0.362 0.298 -1.216 0.23

-0.542 0.371 -1.462 0.15
regression method: ENTER p*<0.01; p**<0.05; p***<0.1

(Constant)

HQ Country Cluster Other

Expatriates in Subsidiary Management F 1.93
Sig. 0.03

Source SS df MS R 0.40
Regression 36.420 14 2.601 R Square 0.16
Residual 192.573 143 1.347 Adjusted R Square 0.08
Total 228.994 157 Std. Error of the Estimate 1.16

B Std. Error t Sig.
1.383 0.654 2.115 0.04

subsidiary size 0.032 0.092 0.345 0.73
subsidiary age 0.000 0.074 0.003 1.00
subsidiary corporate culture 0.089 0.090 0.983 0.33
MNC group strategy* 0.413 0.120 3.457 0.00
strategic importance of subs. for MNC -0.016 0.116 -0.135 0.89
CG culture in subsidiary country 0.146 0.108 1.346 0.18
legal CG environment in subsidiary country -0.111 0.108 -1.030 0.30
competition in subsidiary markets* -0.321 0.110 -2.910 0.00
complexity/dynamics of subsidiary environment 0.136 0.122 1.113 0.27
Respondent at HQ or subsidiary 0.191 0.218 0.879 0.38
HQ Country Cluster B-F-LUX 0.467 0.351 1.329 0.19
HQ Country Cluster Scandinavia 0.077 0.229 0.335 0.74
HQ Country Cluster UK-Ireland -0.550 0.336 -1.637 0.10
HQ Country Cluster Other 0.277 0.425 0.651 0.52

regression method: ENTER p*<0.01; p**<0.05; p***<0.1

(Constant)
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Table 51: Complete enter regression model (P4
b) 

Source: Author 

 

 

Table 52: Complete enter regression model (P5
b) 

Source: Author 

 

 

 

Group-wide Corporate Governance Information System F 1.59
Sig. 0.09

Source SS df MS R 0.36
Regression 25.709 13 1.978 R Square 0.13
Residual 178.651 144 1.241 Adjusted R Square 0.05
Total 204.361 157 Std. Error of the Estimate 1.11

B Std. Error t Sig.
(Constant) 1.786 0.623 2.866 0.00
subsidiary size -0.002 0.086 -0.024 0.98
subsidiary age 0.078 0.071 1.101 0.27
subsidiary corporate culture -0.016 0.087 -0.182 0.86
MNC group strategy** 0.292 0.115 2.546 0.01
strategic importance of subsidiary for MNC group -0.123 0.111 -1.114 0.27
CG culture in subsidiary country 0.144 0.104 1.391 0.17
legal CG environment in subsidiary country 0.135 0.103 1.315 0.19
competition in subsidiary market(s) -0.121 0.106 -1.143 0.26
complexity/dynamics of subsidiary environment 0.071 0.117 0.605 0.55
REC1 HQ Country Cluster B-F-LUX -0.473 0.332 -1.425 0.16
REC2 HQ Country Cluster Scandinavia -0.166 0.218 -0.764 0.45
REC4 HQ Country Cluster UK-Ireland** -0.685 0.323 -2.122 0.04
REC5 HQ Country Cluster Other 0.002 0.406 0.005 0.99

regression method: ENTER p*<0.01; p**<0.05; p***<0.1

 Performance-based Subsidiary Manager Compensation F 2.24
Sig. 0.01

Source SS df MS R 0.46
Regression 38.127 17 2.243 R Square 0.22
Residual 138.994 139 1.000 Adjusted R Square 0.12
Total 177.121 156 Std. Error of the Estimate 1.00

B Std. Error t Sig.
(Constant) 1.663 0.573 2.902 0.00
subsidiary size -0.114 0.083 -1.378 0.17
subsidiary age 0.045 0.064 0.699 0.49
subsidiary corporate culture 0.045 0.081 0.553 0.58
MNC group strategy*** 0.174 0.105 1.660 0.10
strategic importance of subsidiary for MNC group 0.107 0.103 1.036 0.30
CG culture in subsidiary country -0.024 0.094 -0.256 0.80
legal CG environment in subsidiary country 0.036 0.093 0.380 0.70
competition in subsidiary market(s)** 0.239 0.096 2.497 0.01
complexity/dynamics of subsidiary environment 0.023 0.106 0.217 0.83
Respondent at HQ or subsidiary 0.284 0.196 1.449 0.15
REC No of Group Companies Cat. 1*** -0.420 0.203 -2.073 0.04
REC No.of Group Companies Cat. 3 0.042 0.229 0.183 0.86
REC No.of Group Companies Cat. 4 -0.254 0.396 -0.640 0.52
REC1 HQ Country Cluster B-F-LUX -0.227 0.303 -0.749 0.46
REC2 HQ Country Cluster Scandinavia** -0.503 0.201 -2.501 0.01
REC4 HQ Country Cluster UK-Ireland** -0.612 0.296 -2.065 0.04
REC5 HQ Country Cluster Other 0.150 0.368 0.409 0.68

regression method: ENTER p*<0.01; p**<0.05; p***<0.1



 LXII

Table 53: Complete enter regression model (P7
b) 

Source: Author  
 

 

Table 54: Complete enter regression model (P8
b) 

Source: Author 

Group-wide Corporate Culture F 2.36
Sig. 0.00

Source SS df MS R 0.47
Regression 33.784 17 1.987 R Square 0.22
Residual 118.115 140 0.844 Adjusted R Square 0.13
Total 151.899 157 Std. Error of the Estimate 0.92

B Std. Error t Sig.
1.999 0.526 3.803 0.00

subsidiary size 0.018 0.076 0.236 0.81
subsidiary age -0.015 0.058 -0.256 0.80
subsidiary corporate culture* 0.248 0.074 3.339 0.00
MNC group strategy* 0.345 0.096 3.580 0.00
strategic importance of subsidiary for MNC group -0.014 0.095 -0.145 0.89
CG culture in subsidiary country -0.096 0.086 -1.115 0.27
legal CG environment in subsidiary country 0.089 0.086 1.042 0.30
competition in subsidiary market(s) -0.045 0.088 -0.514 0.61
complexity/dynamics of subsidiary environment 0.043 0.097 0.446 0.66
Respondent at HQ or subsidiary -0.146 0.180 -0.813 0.42
REC No of Group Companies Cat. 1 -0.211 0.186 -1.137 0.26
REC No.of Group Companies Cat. 3 -0.022 0.210 -0.104 0.92
REC No.of Group Companies Cat. 4 -0.453 0.364 -1.244 0.22
REC1 HQ Country Cluster B-F-LUX -0.183 0.279 -0.657 0.51
REC2 HQ Country Cluster Scandinavia 0.165 0.184 0.898 0.37
REC4 HQ Country Cluster UK-Ireland 0.042 0.272 0.155 0.88
REC5 HQ Country Cluster Other 0.209 0.338 0.619 0.54

(Constant)

regression method: ENTER p*<0.01; p**<0.05; p***<0.1

Subsidiary Manager Executive Development F 1.74
Sig. 0.04

Source SS df MS R 0.42
Regression 35.375 17 2.081 R Square 0.18
Residual 167.309 140 1.195 Adjusted R Square 0.07
Total 202.684 157 Std. Error of the Estimate 1.09

B Std. Error t Sig.
1.301 0.626 2.079 0.04

subsidiary size 0.104 0.090 1.161 0.25
subsidiary age 0.009 0.070 0.133 0.89
subsidiary corporate culture 0.125 0.088 1.416 0.16
MNC group strategy* 0.354 0.115 3.094 0.00
strategic importance of subs. for MNC*** -0.199 0.113 -1.765 0.08
CG culture in subsidiary country -0.012 0.103 -0.121 0.90
legal CG environment in subsidiary country 0.014 0.102 0.136 0.89
competition in subsidiary market(s) -0.058 0.105 -0.556 0.58
complexity/dynamics of subsidiary environment 0.117 0.115 1.014 0.31
Respondent at HQ or subsidiary 0.342 0.214 1.599 0.11
REC No of Group Companies Cat. 1 -0.360 0.221 -1.628 0.11
REC No.of Group Companies Cat. 3 -0.087 0.250 -0.346 0.73
REC No.of Group Companies Cat. 4 -0.202 0.433 -0.467 0.64
REC1 HQ Country Cluster B-F-LUX 0.423 0.332 1.277 0.20
REC2 HQ Country Cluster Scandinavia*** 0.394 0.219 1.796 0.07
REC4 HQ Country Cluster UK-Ireland -0.115 0.323 -0.355 0.72
REC5 HQ Country Cluster Other 0.623 0.403 1.549 0.12

(Constant)

regression method: ENTER p*<0.01; p**<0.05; p***<0.1
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Table 55: Complete enter regression model (P9
b) 

Source: Author 

 

 

Table 56: Complete enter regression model (P10
b) 

Source: Author 

Codes of Corporate Governance/Conduct F 1.97
Sig. 0.02

Source SS df MS R 0.44
Regression 28.123 17 1.654 R Square 0.19
Residual 117.756 140 0.841 Adjusted R Square 0.10
Total 145.880 157 Std. Error of the Estimate 0.92

B Std. Error t Sig.
1.549 0.525 2.950 0.00

subsidiary size 0.015 0.075 0.196 0.84
subsidiary age -0.065 0.058 -1.114 0.27
subsidiary corporate culture 0.054 0.074 0.730 0.47
MNC group strategy** 0.199 0.096 2.076 0.04
strategic importance of subs. for MNC 0.076 0.095 0.801 0.42
CG culture in subsidiary country 0.022 0.086 0.252 0.80
legal CG environment in subsidiary country 0.135 0.086 1.572 0.12
competition in subsidiary market(s)*** 0.154 0.088 1.755 0.08
complexity/dynamics of subsidiary environment 0.007 0.097 0.072 0.94
Respondent at HQ or subsidiary -0.134 0.180 -0.748 0.46
REC No of Group Companies Cat. 1 -0.060 0.185 -0.323 0.75
REC No.of Group Companies Cat. 3 -0.132 0.210 -0.629 0.53
REC No.of Group Companies Cat. 4 -0.022 0.363 -0.060 0.95
REC1 HQ Country Cluster B-F-LUX -0.214 0.278 -0.769 0.44
REC2 HQ Country Cluster Scandinavia -0.297 0.184 -1.618 0.11
REC4 HQ Country Cluster UK-Ireland 0.066 0.271 0.244 0.81
REC5 HQ Country Cluster Other 0.038 0.338 0.112 0.91

regression method: ENTER p*<0.01; p**<0.05; p***<0.1

(Constant)

Individual Subsidiary/Manager Contracts F 2.85
Sig. 0.00

Source SS df MS R 0.51
Regression 49.521 17 2.913 R Square 0.26
Residual 142.122 139 1.022 Adjusted R Square 0.17
Total 191.643 156 Std. Error of the Estimate 1.01

B Std. Error t Sig.
0.970 0.579 1.675 0.10

subsidiary size 0.033 0.083 0.399 0.69
subsidiary age 0.085 0.064 1.315 0.19
subsidiary corporate culture*** 0.162 0.082 1.973 0.05
MNC group strategy 0.168 0.106 1.583 0.12
strategic importance of subs. for MNC group -0.117 0.105 -1.113 0.27
CG culture in subsidiary country -0.059 0.095 -0.617 0.54
legal CG environment in subsidiary country** 0.216 0.094 2.282 0.02
competition in subsidiary market(s) -0.031 0.097 -0.317 0.75
complexity/dynamics of subsidiary environment* 0.346 0.107 3.242 0.00
Respondent at HQ or subsidiary -0.200 0.198 -1.009 0.31
REC No of Group Companies Cat. 1 -0.315 0.205 -1.537 0.13
REC No.of Group Companies Cat. 3** -0.539 0.232 -2.327 0.02
REC No.of Group Companies Cat. 4 -0.652 0.401 -1.626 0.11
REC1 HQ Country Cluster B-F-LUX -0.492 0.307 -1.605 0.11
REC2 HQ Country Cluster Scandinavia*** -0.394 0.204 -1.931 0.06
REC4 HQ Country Cluster UK-Ireland** -0.651 0.299 -2.177 0.03
REC5 HQ Country Cluster Other 0.295 0.372 0.793 0.43

regression method: ENTER p*<0.01; p**<0.05; p***<0.1

(Constant)
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Table 57: Complete enter regression model (P12
b) 

Source: Author 

 

 

Table 58: Descriptive Statistics: contingency variables 

Mean 3.32 3.90 3.16 3.42 4.03 4.13
No of Observations 108 51 43 76 32 8

Std.Deviation 1.175 1.063 1.308 1.134 0.897 0.835
Std. Error 0.113 0.149 0.199 0.130 0.159 0.295
Variance 1.380 1.130 1.711 1.287 0.805 0.696

Subsidiary Size Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 4.07 3.32 3.47 3.31 4.22 3.51
No of Observations 14 44 76 16 9 159

Std.Deviation 0.616 1.343 1.160 1.078 0.667 1.169
Std. Error 0.165 0.202 0.133 0.270 0.222 0.093
Variance 0.379 1.803 1.346 1.163 0.444 1.365

Subsidiary Size MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

Mean 2.77 2.63 2.74 2.71 2.61 3.13
No of Observations 107 51 43 76 31 8

Std.Deviation 1.336 1.199 1.364 1.231 1.283 1.642
Std. Error 0.129 0.168 0.208 0.141 0.230 0.581
Variance 1.785 1.438 1.862 1.515 1.645 2.696

Subsidiary Age Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 2.86 2.59 2.79 2.69 2.67 2.72
No of Observations 14 44 75 16 9 158

Std.Deviation 1.460 1.369 1.211 1.493 1.118 1.291
Std. Error 0.390 0.206 0.140 0.373 0.373 0.103
Variance 2.132 1.875 1.467 2.229 1.250 1.667

Subsidiary Age MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 

Subsidiary Planning/Budgeting/Pricing System F 1.87
Sig. 0.03

Source SS df MS R 0.43
Regression 30.105 17 1.771 R Square 0.19
Residual 132.502 140 0.946 Adjusted R Square 0.09
Total 162.608 157 Std. Error of the Estimate 0.97

B Std. Error t Sig.
2.369 0.557 4.255 0.00

subsidiary size 0.033 0.080 0.409 0.68
subsidiary age 0.047 0.062 0.761 0.45
subsidiary corporate culture -0.125 0.079 -1.588 0.11
MNC group strategy** 0.228 0.102 2.238 0.03
strategic importance of subs. for MNC group*** -0.168 0.100 -1.672 0.10
CG culture in subsidiary country*** 0.159 0.092 1.740 0.08
legal CG environment in subsidiary country 0.074 0.091 0.811 0.42
competition in subsidiary market(s)** 0.186 0.093 1.996 0.05
complexity/dynamics of subsidiary environment -0.013 0.103 -0.124 0.90
Respondent at HQ or subsidiary 0.117 0.190 0.616 0.54
REC No of Group Companies Cat. 1 -0.097 0.197 -0.493 0.62
REC No.of Group Companies Cat. 3*** -0.414 0.223 -1.856 0.07
REC No.of Group Companies Cat. 4 -0.133 0.385 -0.345 0.73
REC1 HQ Country Cluster B-F-LUX** -0.646 0.295 -2.191 0.03
REC2 HQ Country Cluster Scandinavia -0.155 0.195 -0.794 0.43
REC4 HQ Country Cluster UK-Ireland -0.004 0.288 -0.014 0.99
REC5 HQ Country Cluster Other 0.170 0.358 0.474 0.64

(Constant)

regression method: ENTER p*<0.01; p**<0.05; p***<0.1
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Mean 3.43 3.16 3.72 3.17 3.25 3.25
No of Observations 108 51 43 76 32 8

Std.Deviation 1.137 1.189 1.161 1.171 1.107 0.886
Std. Error 0.109 0.167 0.177 0.134 0.196 0.313
Variance 1.294 1.415 1.349 1.370 1.226 0.786

Subsidiary Corporate 
Culture

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.50 3.41 3.18 3.94 3.00 3.34
No of Observations 14 44 76 16 9 159

Std.Deviation 1.092 1.106 1.174 0.998 1.414 1.157
Std. Error 0.292 0.167 0.135 0.249 0.471 0.092
Variance 1.192 1.224 1.379 0.996 2.000 1.340

Subsidiary Corporate 
Culture

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

Mean 3.37 3.45 3.21 3.37 3.61 3.88
No of Observations 107 51 43 76 31 8

Std.Deviation 1.033 1.137 1.245 1.044 0.844 0.835
Std. Error 0.100 0.159 0.190 0.120 0.152 0.295
Variance 1.066 1.293 1.550 1.089 0.712 0.696

CG Culture in 
Subsidiary Country

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.50 3.32 3.31 4.06 3.22 3.40
No of Observations 14 44 75 16 9 158

Std.Deviation 0.855 1.052 1.150 0.772 0.833 1.064
Std. Error 0.228 0.159 0.133 0.193 0.278 0.085
Variance 0.731 1.106 1.324 0.596 0.694 1.133

CG Culture in 
Subsidiary Country

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

Mean 3.72 3.47 3.47 3.63 3.75 4.25
No of Observations 108 51 43 76 32 8

Std.Deviation 0.994 1.120 1.141 1.031 0.880 1.035
Std. Error 0.096 0.157 0.174 0.118 0.156 0.366
Variance 0.988 1.254 1.302 1.062 0.774 1.071

Legal CG 
Environment in 

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.71 3.61 3.57 4.00 3.67 3.64
No of Observations 14 44 76 16 9 159

Std.Deviation 0.914 1.083 1.075 0.894 1.000 1.039
Std. Error 0.244 0.163 0.123 0.224 0.333 0.082
Variance 0.835 1.173 1.156 0.800 1.000 1.080

Legal CG 
Environment in 

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 

Mean 3.49 3.41 3.51 3.38 3.47 4.00
No of Observations 108 51 43 76 32 8

Std.Deviation 1.098 1.117 1.162 1.107 0.950 1.309
Std. Error 0.106 0.156 0.177 0.127 0.168 0.463
Variance 1.206 1.247 1.351 1.226 0.902 1.714

Competition on 
Subsidiary Markets

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.86 3.55 3.32 3.19 4.22 3.47
No of Observations 14 44 76 16 9 159

Std.Deviation 0.949 0.999 1.180 1.109 0.667 1.101
Std. Error 0.254 0.151 0.135 0.277 0.222 0.087
Variance 0.901 0.998 1.392 1.229 0.444 1.212

Competition on 
Subsidiary Markets

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS
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Mean 3.55 3.43 3.53 3.49 3.50 3.63
No of Observations 108 51 43 76 32 8

Std.Deviation 0.911 1.044 1.032 0.916 0.950 1.061
Std. Error 0.088 0.146 0.157 0.105 0.168 0.375
Variance 0.830 1.090 1.064 0.840 0.903 1.125

Complexity/Dynamics 
of Subs. Environment

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.71 3.61 3.38 3.56 3.67 3.51
No of Observations 14 44 76 16 9 159

Std.Deviation 0.994 0.813 1.070 0.814 0.707 0.954
Std. Error 0.266 0.123 0.123 0.203 0.236 0.076
Variance 0.989 0.661 1.146 0.663 0.500 0.910

Complexity/Dynamics 
of Subs. Environment

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

Mean 4.12 3.94 4.19 4.04 4.03 3.75
No of Observations 108 51 43 76 32 8

Std.Deviation 0.964 0.947 1.097 0.916 0.861 1.035
Std. Error 0.093 0.133 0.167 0.105 0.152 0.366
Variance 0.929 0.896 1.203 0.838 0.741 1.071

Strategic Importance 
of Subs. for MNC

Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 4.00 3.89 4.13 4.00 4.56 4.06
No of Observations 14 44 76 16 9 159

Std.Deviation 0.679 1.104 0.957 0.816 0.726 0.959
Std. Error 0.182 0.166 0.110 0.204 0.242 0.076
Variance 0.462 1.219 0.916 0.667 0.528 0.920

Strategic Importance 
of Subs. for MNC

MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

Mean 4.09 3.82 3.98 3.99 3.97 4.50
No of Observations 108 51 43 76 32 8

Std.Deviation 0.881 0.910 1.080 0.792 0.933 0.535
Std. Error 0.085 0.127 0.165 0.091 0.165 0.189
Variance 0.776 0.828 1.166 0.626 0.870 0.286

MNC Group Strategy Respondents 
from HQ

Subsidiary 
Respondents

MNC Group Size 
-- Category #1

MNC Group Size 
-- Category #2

MNC Group Size 
-- Category #3

MNC Group Size 
-- Category #4

 

Mean 3.93 4.02 3.96 4.31 3.89 4.01
No of Observations 14 44 76 16 9 159

Std.Deviation 0.616 1.000 0.916 0.602 1.054 0.897
Std. Error 0.165 0.151 0.105 0.151 0.351 0.071
Variance 0.379 0.999 0.838 0.363 1.111 0.804

MNC Group Strategy MNC HQ  
Region #1

MNC HQ 
Region #2

MNC HQ    
Region #3

MNC HQ    
Region #4

MNC HQ    
Region #5

ALL 
RESPONDENTS

 
 

 

 

 

 

 


