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Subsidiary autonomy and multinational enterprises
structures (case of the Czech Republic)

Sylva Zdkovd Talpovad™

Abstract

Using the sample of 335 subsidiaries in a CEE country, this article investigates the relation-
ship between the number and type of regional headquarters (RHQs) in a MNE organizational
structure and the subsidiary decision-making autonomy. The results show that almost half of
the MNEs have more than one RHQ in their structure. Still, the more RHQs in the structure
do not mean a higher level of centralization. Instead, the inverted U-shape seems to reflect the
relationship. Moreover, within different structures, companies are choosing different areas to
centralize. The results provide a better understanding of the subsidiary autonomy and offer a
different view on the structure—autonomy relationship.
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Introduction

Subsidiary decision-making autonomy has been a vital issue for decades, and
multinational enterprises (MNEs) have played an essential role in national
economies. However, the market is continually changing. Fast-growing domes-
tic companies, start-ups, and so-called domestic multinational enterprises are
threatening the previously unwavering position of foreign MNEs. This con-
tributes to changes in MNEs, reflecting the current trends, needs and pressures
from local markets. As the character of MNEs continues to develop, an under-
standing of the headquarters (HQ)-subsidiary relationship poses an ongoing and
central academic task for international business scholars (Johnston and Menguc,
2007).

Twenty years of autonomy has again been identified as one of the essential
issues for both researchers and managers (Paterson and Brock, 2002; Young and
Tavares, 2004). In line with previous definitions of subsidiary decision-making
power (Roth and Morrison, 1992), the accepted and widely used definition of
Young and Tavares (2004) defines it as constrained freedom or independence
available to or acquired by a subsidiary, which enables it to make certain
decisions on its own behalf. More generally, it refers to the degree to which
a subsidiary can make significant decisions (de Jong et al., 2015). The degree
of freedom of particular subsidiaries can range from huge decision-making inde-
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pendence to tight control of subsidiary activities by a parent company (Ambos,
Asakawa and Ambos, 2011). As the MNE evolves and grows, autonomy can
change over time (Dorrenbacher and Gammelgaard, 2016).

The division of decision-making autonomy is a crucial issue in the management
of headquarters—subsidiary relationships (de Jong et al., 2015) and subsidiary
decision-making autonomy is considered a key reflection of the overall organi-
zational structure of an MNE (O'Donnell, 2000). MNCs constantly strive to find
an optimal balance between centralization and autonomy. As MNCs evolve fast,
new variables might be crucial for setting this balance, such as the number and
type of regional headquarters in the MNC organizational structure. To the best of
my knowledge, the explicit relation of subsidiary autonomy to the organizational
structure is scarce in the literature. Nell et al. (2017) call for further research
to better understand geographically dispersed HQs. Since the efficient balance
between centralization and autonomy is crucial for the management of the MNC
(de Jong et al., 2015), in this article, I aim to explore subsidiary decision-making
autonomy and its relation to organizational structures in MNE subsidiaries in
the Czech Republic. Specifically, it scrutinizes the relationship between the
subsidiary decision-making autonomy and the presence of RHQs in the MNE
organizational structure. A two-part research question was developed to guide
the investigation:

Research question 1:  What is the relationship between the presence of RHQs
in the MNE organizational structure and the subsidiary
autonomy in functional areas?

Research question 2:  What is the relationship between the number of RHQs in
the MNE organizational structure and overall subsidiary
autonomy?

Using data from 335 subsidiaries operating in the Czech Republic, the analysis
reveals that the levels of subsidiary autonomy in certain areas vary in MNEs
using different RHQs. Also, it shows a non-linear relationship between the
number of regional headquarters and the level of centralization.

This study makes two significant contributions. First, I explored the number and
types of RHQs that are used in MNEs. As the MNEs structures are constantly
evolving to accommodate the rapid development, the expanded knowledge of
the characteristics of various RHQs adds to the existing literature. It mainly
shows how MNEs using various RHQs centralize various functional areas. This
extends the view on centralization in MNEs. Second, through examining the re-
lationship between the number of RHQs and subsidiary autonomy, I suggest an
inverted U-shape relationship between these variables. This adds to the existing
knowledge of the optimal centralization-autonomy balance and can help MNCs
managers make more informed decisions about organizational structures.
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Theory and conceptual development
Subsidiary autonomy

Subsidiary decision-making autonomy has attracted the attention of scholars
in various fields (de Jong et al., 2015). The generally accepted definition of
subsidiary decision-making autonomy describes it as the extent to which the
subsidiary managers can make decisions without the headquarters' involvement
(Roth and Morrison, 1992). The level of autonomy that should be assigned
to the subsidiaries and the level of control that should be maintained from
headquarters are among central topics in the field of international management
(Doz and Prahalad, 1981; Bartless, 1989; Gupta and Govindarajan, 1991). Am-
bivalence in the relationship often arises because the subsidiary requires or
desires a degree of autonomy of action that the HQ is not always disposed to
concede (Johnston and Menguc, 2007). The rationale behind the demand for
more centralization from headquarters on the one hand and for more autonomy
on the other stem from the different tasks and roles these two entities have
in the MNE. HQs need to control the subsidiary to ensure that its activities
are aligned with corporate strategy (Harzing, 1999) and to ensure efficiency
(Ambos, Asakawa and Ambos, 2011). On the other hand, subsidiaries strive
for more autonomy because they can provide critical linkages with the host
country and can add significant value to the MNC by engaging in autonomous
entrepreneurial behaviour (Birkinshaw, 1997). MNCs constantly strive to find an
optimal balance between centralization and autonomy.

Over time, two basic viewpoints of autonomy research have evolved with differ-
ent streams of subsidiary management literature. First, the points of view of
the MNC headquarters consider issues of efficiency and centralization (e.g. Fay-
erweather, 1969). They adopted a headquarters focus with little consideration
for subsidiary independence (Cavanagh et al., 2017). Second, the subsidiary
point of view tends to analyze the desire for subsidiary autonomy and regional
impacts. These streams have highlighted the importance of subsidiary autonomy
in driving the expansion of the subsidiary's contributory role (Cavanagh et al.,
2017). These two tendencies can be found as early as the 1960s (e.g. Lee, 1966),
each prevailing in the literature in different periods.

Most authors within the strategy-structure stream generally supported Chandler's
(1962) model of strategy and structure. It means that the strategy, including
levels of autonomy and centralization, was designed and determined by HQ. In
line with that, the researchers used the viewpoint of the MNE HQs, while neg-
lecting the ability of the subsidiary to undertake strategic decisions and actions
(Cavanagh et al., 2017). The perception of subsidiary autonomy changed in the
HQ-subsidiary relationship stream. Although the literature within this stream
still focused on the centralization of decision-making (Gates and Egelhoft, 1986)
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and HQ remains the unit of analysis, many authors recognized that subsidiaries
were able to possess autonomy and influence (Ghoshal and Bartlett, 1990).

Nevertheless, the knowledge of subsidiary autonomy within the HQ-subsidiary
relationship stream was minimal (Cavanagh et al., 2017). The subsidiary be-
came a unit of analysis in the subsidiary role stream (Paterson and Brock, 2002).
Still, this stream assumed that the role of a subsidiary is defined by HQ and
that HQs are unwilling to accept high levels of decentralization. The subsidiary
development stream moves even more towards a subsidiary-centred perspective.
This stream questioned rigid hierarchical organizational structures where all
major strategic decisions are made by HQ (Cavanagh ef al., 2017). Instead, the
subsidiary initiatives are emphasized, often proactively supported by subsidiary
management, which involves a certain degree of autonomy (Strutzenberger and
Ambos, 2014).

There are several reasons why subsidiary autonomy is important and worth
studying. Jong et al. (2015) summarise that it is a key reflection of the overall
organizational structure of subsidiaries, the current power-dependence structures
between headquarters and subsidiaries, and the intra-organizational management
of an MNE network. Second, subsidiary autonomy is among the most critical
factors determining the behaviour, strategy and performance of subsidiaries and
the MNE (Rabbiosi, 2011). However, it must be noted that the relationship
between autonomy and performance is not straightforward and depends on the
context (Galli Geleilate, Andrews and Fainshmidt, 2020). Still, an appropriate
level of autonomy is a requirement for subsidiary contribution to a MNE's value
chain (de Jong et al., 2015). Subsidiary autonomy can influence subsidiary
capabilities (Bartlett and Ghoshal, 1986), subsidiary strategy (Young, Hood and
Dunlop, 1988), the firm-specific advantages of the MNC (Birkinshaw, Hood and
Jonsson, 1998), the adoption of a world product mandate (Rugman and Bennett,
1982), strategic evolution (Taggart, 1996), and local innovations (Bartlett and
Ghoshal, 2001). Moreover, it is a crucial motivator for subsidiary management
(de Jong et al., 2015). A higher degree of autonomy is often believed to be
positively related to subsidiary knowledge creation and development (Gupta and
Govindarajan, 1991; Venaik, Midgley and Devinney, 2005). Last but not least,
subsidiary autonomy has both a direct and indirect influence on subsidiary per-
formance. A positive association was found between strategic and operational
autonomy and subsidiary performance when combined with a robust intra-orga-
nizational network relationship (Meins Pedersen and Spon Kofod-Jensen, 2017).
Chen and Zheng (2018) found out that only operational autonomy positively
correlates with subsidiary performance, while strategic autonomy negatively.
Still, subsidiary autonomy is considered a variable important to both the HQ and
the subsidiary (Young and Tavares, 2004; Johnston and Menguc, 2007).
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There is a vast number of studies examining the subsidiary autonomy an-
tecedents. Following de Jong et al. (2015), these can be classified into three
clusters. First, the subsidiary autonomy might account for the characteristics of
the subsidiary, such as strategic role or size (Young and Tavares, 2004; e.g.
Ambos and Ambos, 2009; Rabbiosi, 2011). The second group of variables used
to explain differences in subsidiary decision-making autonomy relates to the ap-
proach or characteristics of the side of the MNE — it can be the control structure
(Johnston and Menguc, 2007) or an entry mode (Cantwell and Mudambi, 2005).
The third group of autonomy antecedents accounts for the context in which the
subsidiary operates (e.g. Ambos, Asakawa and Ambos, 2011).

Because the structures of MNEs are constantly evolving in need to balance
efficiency derived from standardization and local adaptation (Amann, Jaussaud
and Schaaper, 2021), I focused in this study on the second group of subsidiary
autonomy antecedents, in other words, on the characteristics of the MNE. Previ-
ous studies (Urmas and Helena, 2005; Johnston and Menguc, 2007) examined
a relationship between decision-making autonomy and intense monitoring or
direct control by headquarters and found a negative relationship. The increased
direct control by HQs can be performed through the higher number of company
representatives on the subsidiary's management board or the extent of parent
ownership, which leaves little opportunities for subsidiary managers to make
strategic or operational decisions (Gaur and Lu, 2007). Other studies focused
on the relationship between initial entry modes and subsidiary decision-making
autonomy and found that the greenfield mode of entry requires greater decision-
making autonomy than other modes of entry, such as acquisition (Cantwell and
Mudambi, 2005; Lundan et al., 2013).

Organizational structure

As they expand to different markets, MNCs need to balance efficiency derived
from standardization and local adaptation (Amann, Jaussaud and Schaaper,
2021). In response to the dual challenge of managing their operations in a glob-
alizing world and staying locally responsive (Prahalad, C; Doz, 1987), MNCs
adopt increasingly complex organizational structures (Forsgren, Holm and Jo-
hanson, 2005; Andersson and Holm, 2010). The pressures of globalization, in
combination with the increasing heterogeneity of challenges facing subsidiaries
(Rugman and Verbeke, 2008), lead to the limited knowledge of corporate head-
quarters about structures and processes taking place at the subsidiary level
(Holm, Johanson and Thilenius, 1995). This makes the corporate headquarters'
task of orchestration highly difficult. Thus, coordination and control are critical
albeit complex issues for headquarters of large MNCs (Amann, Jaussaud and
Schaaper, 2021).

IP 216.73.216.60, am 24,01.2026, 12:48:01. © Inhak.
Inhatts i it, fiir oder ir

Erlaubnis ist j


https://doi.org/10.5771/0949-6181-2023-3-418

Subsidiary autonomy and multinational enterprises structures 423

Because of this challenge, other organizational solutions need to be considered,
such as making use of a headquarters operating closer to the subsidiaries' busi-
ness networks (Dellestrand, 2011). From the subsidiary point of view, the main
question is how to integrate effectively into the local host country and simulta-
neously benefit from being part of the MNC network (Holm, Holmstrém and
Sharma, 2005). As a result, contemporary multinational corporations (MNCs)
constantly endeavour to 'slice' their activities efficiently (K&hiri et al., 2017)
and try to place them in optimal locations (Buckley and Ghauri, 2004). Vari-
ous management functions are delegated to so-called intermediate parents (or
regional headquarters), and these parents are under constant pressure to add
value (Goold and Campbell, 2002). The multilevel nature of HQ activities poses
significant challenges for management (Ciabuschi, Dellestrand and Holm, 2012)
and increases the complexity of the MNE organizational structure. On the other
hand, MNEs without using second-level headquarters, the companies need to
have a highly competent and robust headquarters.

The resulting management structures are described and analyzed in a long-
standing stream of research devoted to RHQ (Foss, 1997; e.g. Ambos and
Schlegelmilch, 2009) and the roles and tasks they carry out on behalf of HQ
units (Kdhéri er al., 2017)._MNE can create different types of HQs assigned
formal responsibility for coordinating activities (Foss, 1997).

In the existing literature, different forms of HQ have been spearheaded at
various organizational levels. Generally, there are three organizational levels
where headquarters functions are performed (Ciabuschi, Dellestrand and Holm,
2012) — corporate (headquarters) level, divisional/functional/regional headquar-
ters level, and the subsidiary level. Divisional headquarters focus on particular
divisions of production or services, such as product or service lines. Functional
headquarters devote their activities to the specific functional management area,
such as finance or human resources. Regional headquarters are used to manage a
particular geographical area, such as EMEA — Europe, Middle East and Asia.

Current MNEs combine these HQs into matrix structures and network types
of organizational structures to best suit their strategy. This means that one
MNE can have a functional HQ, divisional HQ and regional HQ, and some
subsidiaries might be subordinated to all of them. These structures are then
reflected in the level of subsidiary autonomy.

In this context, control is a way by which HQ influences, to varying degrees,
the behaviour and output of RHQs through the use of power, authority and a
wide range of bureaucratic, cultural and informal mechanisms (Geringer and
Hebert, 1989). Centralization is a hierarchical decision-making process whereby
HQs make most decisions or, on the other hand, provide subsidiaries with a
specified degree of autonomy that allows them to make decisions about their
own strategies (Amann, Jaussaud and Schaaper 2021). In recent decades, MNCs
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have often strengthened their coordination and control mechanisms by creating
RHQs (Nell et al., 2011; Amann, Jaussaud and Schaaper, 2021).

The existing research examined factors closely related to the organizational
structure and its effect on subsidiary autonomy. Gammelgaard et al. (2012)
studied the relationship between autonomy and intra-organisational networks,
which include interaction with other units within the MNE. They did not find
any significant relationship between these variables. Another study (Gammel-
gaard, McDonald, Stephan and Taselmann, 2012) showed that the lowering of
subsidiary autonomy is significantly related to the greater use of home country
nationals (expatriates) as subsidiary managers and a higher level of intra-organi-
zational network relationships. According to the author, this area requires further
development. In particular, how autonomy is distributed to subsidiaries is poorly
understood.

I argue that the increased number of RHQs used to control subsidiaries means
an increase in centralization initially, as the HQ struggle to manage and con-
trol the increasing number of subsidiaries in a growing number of countries
(Amann, Jaussaud and Schaaper 2021). However, with more RHQs, the level of
centralization does not increase anymore because the multilevel nature of HQ
activities poses significant challenges for management (Ciabuschi, Dellestrand
and Holm, 2012) and an increased number of RHQs increases the effort of
HQ significantly. Therefore, I suggest an inverted U-shape relationship between
the number of RHQs and the level of centralization since the HQ with an
increasing number of RHQs struggle in a similar way that with a rising number
of subsidiaries.

Therefore, the motivation for this study is to extend beyond the extant streams
of subsidiary development literature. To the best of my knowledge, the clear
relation of subsidiary autonomy to the organizational structure is scarce in the
literature. Since the efficient balance between centralization and autonomy is
crucial for the management of the MNC (de Jong et al., 2015), in this article,
I aim to explore subsidiary decision-making autonomy and its relation to organi-
zational structures in MNE subsidiaries in the Czech Republic. I have developed
a two-part research question to guide the investigation:

Research question 1:  What is the relationship between the presence of RHQs
in the MNE organizational structure and the subsidiary
autonomy in functional areas?

Research question 2:  What is the relationship between the number of RHQs in
the MNE organizational structure and overall subsidiary
autonomy?

IP 216.73.216.60, am 24,01.2026, 12:48:01. © Inhak.
Inhalts ir it, fiir oder ir ),

Erlaubnis ist j


https://doi.org/10.5771/0949-6181-2023-3-418

Subsidiary autonomy and multinational enterprises structures 425

Methods

The research was conducted in the Czech Republic — one of the CEE transition
countries. Such countries provide a proper context for the research since they
have experienced a substantial inflow of foreign direct investments. That was
possible mainly due to the liberalization of trade policies, the privatization of
state-owned companies and the increasing opening-up of the markets resulting
from the EU integration (Jindra, Giroud and Scott-Kennel, 2009). As MNEs
played an essential role during the privatization, it raised questions about MNE
organizations (de Jong ef al., 2015). As the privatization took place more than
25 years ago, the Czech Republic has gained experience with the MNE presence
and can provide relevant results for this study.

Research design

This is an exploratory study using a survey research strategy. This was chosen
because it allows collecting data on many types of research questions and data
from a large sample of respondents. We used a self-administered questionnaire
in a cross-sectional study, as data collection is pertinent to finding the answer to
the research question.

Sample

The population consisted of 2,509 subsidiaries of MNCs which operate in the
Czech Republic, which are legal entities registered in the Czech Republic, have
50 and more employees, and belong to the industry level C Manufacturing
Industry according to CZ-NACE classification, and their owner is a foreign
legal entity. The response rate reached 13.35 % (335 responses), which com-
pares favourably with the average response rate for higher management surveys
(Hult and Ketchen, 2001). Such a response rate reduces the probability of
non-response bias (Weiss and Heide, 1993), while standard tests (Armstrong and
Overton, 1977) confirmed an absence of significant differences between early
and late respondents regarding a range of characteristics.

In a procedure established by previous research (Desarbo et al., 2005; Nandaku-
mar, Ghobadian and O'Regan, 2010), questionnaires were directed at the CEO
level of subsidiaries or a member of management with executive powers (Cx-
Os).

Data collection and analysis

Primary data were collected in the Czech Republic through an electronic ques-
tionnaire in 2011, under the aegis of the Research Centre for the Competitive-
ness of the Czech Economy, as part of its ongoing research into multinational
(Blazek et al., 2011).
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Secondary data were collected from annual company reports, available via web
pages, from the Czech Commercial Register and the Credit Info database.
The draft questionnaire was pre-tested by a mix of experienced commercial
managers and academics. Respondents were kept unaware of the relationships
under investigation to avoid over-justification issues. Personally administered
questionnaires were also used to gather further pertinent information.

Respondents first received an email informing them that the research was taking
place and providing a link to the questionnaire. During the data collection
period, CEOs were telephoned randomly to assure that they were actually the
survey respondents. Personally administered questionnaires were arranged.

Concerning stability, the test-retest was conducted with the pre-test respondents
two months after the pre-test, and the results revealed sufficient stability of
measures.

Every effort was made to minimize the effects of non-response error, refusals,
and not-at-homes. Those who did not answer the questionnaire within six weeks
were emailed with a reminder. The questionnaire was compiled in such a way
as to minimize the rate of refusal regarding its length, its graphic and visual
aspects, and ease and accessibility of use. Non-response bias was examined by
comparing the means of the responses received from early and late respondents.
This approach provides an effective test for non-response bias because late
respondents are likely to respond like non-respondents (Armstrong & Overton,
1997). T-tests indicated no significant differences between the means of the
responses received from early and late respondents.

Common method variance

Common method variance (CMV) was kept to a minimum. Podsakoff et al.
(2003) suggest that potential CMV may be avoided by using other sources
of information for some of the key measures. In this study, objective data on
performance were collected from company annual reports: in other words, from
a source that was not the respondents. Podsakoff et al. (2003) also suggest that
protecting respondent anonymity may reduce method bias. In the cover letter
and at the beginning of the questionnaire, it was indicated that all replies would
be treated in the strictest confidence, and no names or identities of individual
firms would be revealed or disclosed to third parties. The confidentiality of
the study was supported by the fact that the Centre for Competitiveness of the
Czech Economy and Masaryk University were engaged in the research. Further,
Podsakoff et al. advise that method bias may also be reduced by assuring
respondents that there are no right or wrong answers; this was stated explicitly
in the questionnaire and re-emphasized in the question on company strategy. The
whole questionnaire was pre-tested for appropriateness and comprehensibility of
the questions to ensure that ambiguous, vague and unfamiliar terms were not
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included and that the questionnaire as a whole and its items were formulated as
concisely as possible. The pre-test involved 20 companies from various sectors,
25 % from the manufacturing industry. Different scale endpoints and formats
for the predictor and criterion measures were also employed to minimize bias.
Choosing the right informants also helps to preclude method bias. Strategic
decisions are top-level decisions, and only those directly involved are in a
position to provide valid answers. In this study, the CEOs of the participating
organizations were the respondents, so the CMV problem was attenuated. To
reduce the impact of the consistency motif, the questionnaire was designed so
that the dependent variables follow the independent variables.

Measures

Following other studies on subsidiary decision-making autonomy (Johnston
and Menguc, 2007; de Jong et al., 2015), I measured the level of subsidiary
decision-making autonomy using a particular questionnaire item. A subjective
assessment of the respondents measured this. Respondents, members of the
subsidiary's management, were asked to identify the level of centralization
on a 10-point Lickert-scale (1 — subsidiary decision (full autonomy, no central-
ization), 10 — head office decision (no autonomy, full centralization)) in the
following business functions: information systems, product portfolio, financial
management, marketing, choice of main suppliers, choice of other suppliers,
choice of main customers, choice of other customers, technological processes,
logistics, personnel management. 1 decided to use a 10-point Lickert scale
after the pre-testing of a questionnaire. As for the business functions, I based
the questions on existing studies in which autonomy was examined (Beechler
and Yang, 1994; Rosenzweig and Nohria, 1994; Gammelgaard, J. McDonald,
Stephan and Tiiselmann, 2012). Because of the specificity of subsidiary func-
tion, a few categories were added, such as IT, logistics, choice of main suppliers
and customers.

Cronbach's alpha for the decision-making autonomy of the eleven business
functions (0.89) is satisfactory, as it is substantially above the threshold value of
0.70 (Nunnally, 1978; Hair et al., 2006). This indicates the internal consistency
of the key construct.

The typology was used to identify the presence of a RHQ in a MNE organiza-
tional structure based on the existing research (Lasserre, 1996; Birkinshaw et
al., 2006; Ciabuschi, Dellestrand and Holm, 2012). Respondents were asked to
identify whether there is a regional (in terms of geographic scope), functional or
divisional (in terms of product) HQ in the organizational structure.
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Results
Subsidiary autonomy

First, I look at the levels of autonomy in various functional areas of the sub-
sidiary, using the median and mean of this variable. The most centralized areas
(the mean reached 7.5 and over on the 1-10 scale) are information systems,
product portfolio, and financial management. Higher levels of centralization
can also be observed for areas of marketing, choice of main suppliers and
technological processes (for all these three areas, the mean reached between 5.5
and 6.5). Medium centralization (mean 4.5 — 5.5) was identified for the choice
of main customers and logistics.

The least centralized (and most autonomous) areas (mean 4.5 and less) are
personnel management and, not surprisingly, the choice of other customers and
suppliers. Levels of centralization for each area are depicted in Figure 1.

Minimum subsidiary autonomy when deciding the product portfolio offered in
a particular market reflects the main reasons MNE exists. Still, some minor ad-
justments from the subsidiary side might reflect the local market specifics. The
extensive centralization in this area may also occur because some subsidiaries
do not sell the products in the subsidiary country but back to HQ or other
subsidiaries instead. That raises an important issue for the research in the field
of subsidiary autonomy. The market the subsidiary sells to might be a significant
variable influencing the level of subsidiary autonomy without any adverse effect
on the competitiveness of the subsidiary in the local market.

The centralization of information systems and financial management shows the
willingness of the HQ to control the critical issues on the one hand and, on the
other, to reach economies of scale and maximum efficiency. Still, significant
areas, such as the choice of main suppliers, might influence the subsidiary's
competitiveness in the local market. The results can be seen in Figure 1.
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Figure 1: Levels of centralisation in subsidiary functional areas (0 = no centralisation
(autonomy), 10 absolute centralisation)
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Next, I checked for correlations with control variables — performance and size.
The performance was operationalized through subjective assessment (ROA) and
objective measures (ROA and ROS). The size was measured by employee count
and divided into three groups. The size proved to be significantly correlated
at the 0.01 level to centralization, implying the larger the company, the less
autonomy the subsidiary has. I did not find any significant relationship between
the autonomy and the performance of the subsidiary.

Organizational structure

Out of 335 companies participating in the research, 147 (almost 45 %) did not
identify having regional, divisional or functional headquarters in their structure.
Such subsidiaries might be part of MNEs with simpler and flatter organizational
structures, being subordinated to parent HQ only.

The organizational structures of the sample are depicted in Figure 2. Almost
40 % reported having regional headquarters in their structure, implying that
structuring along the regions remains an essential feature of MNEs. Half of
these MNESs do not have any other specialized HQs apart from regional. The rest
(20 %) combine regional HQs with functional, divisional or both types of HQ.
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The second most important aspect of organizational structures seems to be
functional. Almost 30 % reported having a functional HQ in their structure but
mostly combined with other types of HQ. Divisional HQs are used in 20 % of
MNESs, again, mainly together with different types of HQ.

When looking at the number of types of HQ included in MNE structures, almost
8 % reported having three types of specialized HQ in their structure, 17 % two
types, 32 % one type and the remaining 43 % have a parent HQ only (and no
specialized HQs). Two or more specialized HQs do not necessarily mean that
they have a matrix structure; instead, often, one regional HQ has more power
than the other (e.g., a subsidiary is subordinated both to divisional HQ and to
regional HQ, but the divisional HQ might have a priority).

Figure 2: Functional, divisional, regional and parent HQ in MNE structures
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Organizational Structure and Centralization

Next, I examined the structure-centralization relationship. In the first stage,
I related the organizational structure types to the levels of centralization in
each functional area. Specialized headquarters in organizational structures are
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abbreviated as follows: divisional (D), regional (R), functional (F), divisional
and functional (DF), regional and functional (RF), regional and divisional (RD),
regional, divisional and functional (RDF).

First, I examined the mean values to get an overview of the centralization
levels in each area. The results show that MNE with more than one specialized
headquarters (RDF, DF, RF, and RD) centralize, to a large extent, the areas
of financial management and information systems. The most centralized is the
MNEs using a combination of divisional and functional (DF) structure (on aver-
age, 6.35). In addition to the centralized product portfolio, information systems,
and financial management, these subsidiaries also have limited autonomy in
choosing the main customers and marketing. MNEs with a divisional HQ in
their organizational structure (RD, DF, D) centralize the product portfolio to a
large extent, which supports the rationale behind using the divisional structure
based on different products/services that the MNE offer.

On the other hand, there is not much autonomy in marketing for any of the
structures. This means that even the regional structures do not enable adjustment
of local marketing more than other types of companies. The results from this
part of the analysis are summarised in Figure 3.

Figure 3: The most centralized functional areas in different organizational structures

(M )\ ()

Finance I

Il [l Il
I I |

Main I Product portfolio I
suppliers

Marketing
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Regional,
divisional, Regional, Regional, Divisional,
functional functional divisional functional Divisional

Next, I examined the medians for each organizational structure in each function-
al area and compared them to the median of all companies, together with the
interquartile range. This enabled me to see the most significant differences in
centralization in various structures. Interquartile range inspection helped us to
see where opinions were polarised, and the median would not provide sufficient
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information in that case. The companies using all three specializations in their
organizational structure (divisional, functional and regional) centralize more
than others the choice of main suppliers and information systems — the median
of centralization is 8 compared to the median of the whole sample, which is
6. Also, the interquartile range (IQR) is very low (2), which means that most re-
spondents indicated agreement on this issue. Similarly, for information systems,
the median is 9 (whole sample 8, IQR 2).

Companies with a combination of divisional and functional HQ centralize more
the choice of main customers (8, whole sample 5, IQR 4), product portfolio (9,
whole sample 7, IQR 3) and marketing (9, whole sample 6, IQR 4). Structures
using regional and divisional HQs centralize to a larger extent product portfolio
and personnel management (8.5, whole sample 7, IQR 4; 6, whole sample 4,
IQR 3, respectively). The result shows that companies with divisional HQ in
their structure (DF and RD) centralize their product portfolio to a larger extent.

In the third part of the structure—centralization relationship analysis, I related the
level of centralization (mean) to groups of MNE based on the number of HQ.
Groups were created as follows: MNEs that did not indicate any specialized HQ
in their structure are supposed to have a parent HQ only (named "parent HQ").
MNE:s that reported to have one, two or three types of specialized HQ in the
structure were named "one HQ", "two HQs", and "three HQs", respectively.

Remarkably, the results did not initially show any correlation between the num-
ber of HQs and the centralization. To further explore the issue, I examined the
centralization for each type of organizational structure. As depicted in Figure
4, the average level of centralization increases with the increasing complexity
of the organizational structure. However, this trend stops at a certain level
of complexity. Having more than two specialized HQs in the organizational
structure of MNE seems to imply a decreasing level of centralization. Adding
the interpolation line shows that for MNEs, it is efficient to centralize more as
they add more dimensions to their organizational structures. But there is a peak
from which higher centralization might become inefficient.

Although this might be true for the average level of centralization of the sub-
sidiary, decomposing this variable into functional areas, show slightly different
results. The centralization increases for the area of main suppliers and informa-
tion systems. Further analysis revealed even a statistically significant correlation
between the level of centralization in these areas and the number of specialized
HQs. Centralization also increases for personnel management and the choice of
other suppliers, but correlations are statistically insignificant.

On the other hand, the same trend as for the whole company can be observed
in the areas of product portfolio, choice of customers, finance and marketing.
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The average level of centralization is increasing with the rising number of
specialized HQs but stops at two and decreases from thereon.

The results suggest that there might be an inverted U-shape between the pres-
ence of RHQs in the MNE organizational structure and overall subsidiary auton-
omy.

Figure 4:
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Discussion

As the MNEs structures are constantly evolving to accommodate global devel-
opment, the new pieces of information about the characteristics of various RHQs
add to the existing literature. It mainly shows how MNEs using various RHQs
centralize various functional areas. This expands the view on centralization in
MNEs. The results show that the most centralized area of subsidiary manage-
ment is information systems, followed by product portfolio, financial manage-
ment and marketing. This partially confirms the results of previous studies
(Beechler and Yang, 1994; Rosenzweig and Nohria, 1994), which conclude that
the most centralized are strategic decisions and value chain activities such as
finance, marketing and R& D. Similarly, Edwards, Ahmad and Moss (2002)
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showed that subsidiaries have higher autonomy in areas where they have supe-
rior information, such as approving finance for minor projects, setting wage
rates and domestic marketing. The centralization of information systems might
not be significant in previously mentioned studies because the possibilities of
centralization of IT systems have developed significantly since then.

The results of this study also show that the least centralized areas are personnel
management and logistics. It is possible that in these two areas, the subsidiary
has superior information and therefore is more efficient to manage locally. This
is an important fact adding to the knowledge of the HQ-subsidiary relationship.
The personnel management is closely related to the particular environment,
including cultural and legal aspects, which might be reasons for a lower level of
centralization in that area. Logistics might be less centralized due to local supply
chains, whose knowledge is on the side of a subsidiary.

Next, I analyzed the organizational structures of MNEs. Out of 335 companies
participating in the research, more than half reported having a second level of
HQs in their organizational structure. This means they have at least one of the
following: regional, divisional or functional headquarters. This shows an impor-
tant aspect of MNE organizational structures. Indeed, headquarters functions can
be performed at various levels of the MNC (Ciabuschi, Dellestrand and Holm,
2012). Goold and Campbell (2002) found that various management functions
are delegated to so-called intermediate parents, and these parents are under
constant pressure to add value. The result of this study supports the previous
ones and adds to this by revealing how common it is to have a second-level
HQ in the structure. This also illustrates the increasing complexity of the MNE
organizational structure.

Second, I examined the relationship between the number of RHQs and sub-
sidiary autonomy. The relation between these two variables is not linear but
U-shaped. The level of centralization increases when more second-level HQs are
present in the organizational structure, reaching their peak with two HQs and
then decreasing. MNEs with three second-level HQ provide subsidiaries with
more autonomy. The reason might be that MNEs might not be able to efficiently
execute extensive control of their subsidiaries in such complicated structures.
This adds to the existing knowledge of the optimal centralization-autonomy
balance, and it can also help MNCs managers make more informed decisions
about organizational structures.

Of course, other reasons might explain the differences in subsidiary decision-
making power. Jong et al. (2015) pointed out that among such reasons is the
role of the subsidiary, as some subsidiaries are more critical to the headquarters
than others. Also, it can be the number of parent company representatives on the
subsidiary management board or the context in which the subsidiary operates,
influencing the choice of a particular level of subsidiary autonomy.
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When analyzing the results of this study, the size proved to be significantly
correlated at the 0.01 level to centralization, implying the larger the company,
the less autonomy the subsidiary has. In the existing literature, the relation
between subsidiary size and autonomy is not straightforward (Edwards, Ahmad
and Moss, 2002). Older studies pointed out a negative relationship between
these variables (Hedlund, 1980); more recent ones indicate a positive relation-
ship (Harzing, 1999; Taggart and Hood, 1999), or even the quadratic inverted-U
model (Johnston and Menguc, 2007).

In this study, I found no significant relationship between autonomy and the
performance of the subsidiary. The results of existing studies focusing on the
relationship between autonomy and performance are limited and mixed; the
literature seldom investigates the direct effect of autonomy on performance
(Gammelgaard et al., 2012). Birkinshaw and Morrison (1995) in their study of
subsidiary roles, surmise that high and low (but not medium) levels of autonomy
lead to better performance. More recent studies (Mcdonald, Warhurst and Allen,
2008; Dorrenbécher and Gammelgaard, 2010) find limited evidence for positive
relationships between autonomy and performance. On the other hand, Tran,
Mahnke and Ambos (2010) found an association between autonomy to positive
performance effect. Gammelgaard et al. (2012) confirmed an indirect effect of
autonomy on performance, as autonomy positively affects inter-organizational
network relationships and they, in turn, positively relate to performance.

Conclusion

This study focused on contributing theoretically to the existing knowledge about
subsidiary autonomy and the emergence of various types of RHQs in the struc-
ture. Combining the complexity of MNE organizational structure and the level
of subsidiary autonomy adds a piece to the understanding of RHQs in MNE
structures and their possible relation to centralization. This is partially important
since an efficient balance between centralization and autonomy is crucial for the
management of the MNC (de Jong et al., 2015). The need for further research
in this area is emphasized by Nell (2017). They call for further research for
a deeper understanding of geographically dispersed headquarters' emergence,
management and consequences.

The present study reveals that the relationship between these two variables is not
linear. Instead, MNEs with more than two headquarters in their organizational
structure tend to decentralize their activities. Since subsidiary decision-making
autonomy is a crucial variable that reflects the overall organizational structure
of subsidiaries (de Jong ef al., 2015), this study attempts to add a piece to
understanding this relationship, which is crucial because subsidiary autonomy
is among the most important factors determining the behaviour, strategy and
performance of subsidiaries and the MNE (Rabbiosi, 2011). This adds to the
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existing knowledge of the optimal centralization-autonomy balance, and it can
also help MNCs managers make more informed decisions about organizational
structures.

I furthermore attempted to find autonomy patterns in various types of organi-
zational structures. I studied the number and types of RHQs that are used
in MNEs. As the MNEs structures are constantly evolving to accommodate
globalization, the knowledge of the characteristics of various RHQs adds to the
existing literature. It mainly shows how MNEs using various RHQs centralize
different functional areas. This expands the view on centralization in MNEs.

I assume that a choice of specialized headquarters in the MNE organizational
structures is closely related to their strategy. This strategy is reflected in the
MNE organizational structure, which in turn is reflected in the centralization
of various subsidiary functions. This was partially confirmed in this study but
deserved to be further investigated and offered a path for future research.

Also, I found out that more than half of researched MNEs have specialized
headquarters in their organizational structures, which strengthens the emphasis
on the stream of research devoted to RHQ (e.g. Ambos and Schlegelmilch,
2009).

Managerial implications

The implications for the practitioners are twofold. First, when setting up or
changing the organizational structure of an MNE, managers should take into
consideration the relation between the number of specialized headquarters and
the level of centralization. It might not be possible to centralize activities exten-
sively and without distinction in more complex structures. Second, it might be
beneficial to adjust the subsidiary autonomy in areas essential for the particular
strategy the company is pursuing.

Limitations and future research

This research was focused on foreign-owned subsidiaries in the Czech Republic.
A CEE transition country provides a proper context for the research because it
has experienced a substantial inflow of foreign direct investments. Still, it would
be exciting to expand the study to other countries to establish the validity of
theoretical propositions.

A further issue lies in the subjectivity of measures. For each subsidiary, only one
respondent was contacted due to financial and time constraints.
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Conclusion

Coordinating and controlling geographically distributed subsidiaries have long
been a core topic in global strategic management. Understanding the relation-
ship between MNE and subsidiary, which is conflicting on the one hand and
cooperative on the other, remains an essential concern in international business
research.
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Appendix 1: Control variables

Correlations

centr_average employees
centr_average Pearson Correlation 1 ,188r
Sig. (2-tailed) ,001
N 335 335
employees Pearson Correlation ;188" 1
Sig. (2-tailed) ,001
N 335 335
**_ Correlation is significant at the 0.01 level (2-tailed).
Erlaubnis ist 1 O A 2012020, 1A O nhatt.



https://doi.org/10.5771/0949-6181-2023-3-418

