Knowledge Power and the MNC: A comparison of Burt and Coleman

Abstract:

By focusing on knowledge as a key strategic resyuse investigate the relationship between
power and knowledge within the MNC. We link powethe control of critical knowledge, going
beyond the often implicit assumption that all thewledge a subsidiary possesses equals power.
At the same time, we show that, a subsidiary mhieae power either by owning a critical stock
of knowledge or through its network centrality. Waim that although related a subsidiary's
stock of critical knowledge and its network centyahave independent effects on a subsidiary's
power base within the MNC. We illustrate that teess the effect of structural holes (Burt, 1992)
and closure (Coleman, 1990) on subsidiary powee, lngis to control for the contingent effects of
network structure. As Burt and Coleman offer cetifig predictions on the relationship between
network centrality and power, we show that a subsyts knowledge networking strategy (i.e.
whether it invests in open vs. closed networks)iencdonsequent effect on power depends on the
network dependencies the focal subsidiary faces thé rest of the MNC.



1. Introduction

The study of subsidiary power is rapidly becomingimportant concern in the study of
the differentiated MNC. Although important diffeie@s persist among scholars in what, exactly,
subsidiary power, comprises (cf. Brass & Burkh&®3, p.441), a broad consensus is emerging
that the decentralization of knowledge has led tposver shift between headquarters and
subsidiaries in recent years (Mudambi & NavarraQ40 The promise knowledge holds for
explaining various facets of subsidiary power makies study of knowledge and power
especially exciting in the field of the differerited MNC. As knowledge is difficult to copy,
complex, and typically beyond the grasp of riv&ispwledge is neither as easily alienable from
the focal subsidiary as physical or financial calpitor as mobile as human capital. As such, to
the extent that the focal subsidiary can influeitsedevelopment and can appropriate its value,
knowledge may well prove to be the subsidiary's tnesgluring source of power within the
MNC.

However, beyond the broad consensus that takenthemgepower and knowledge
constitute the two major challenges of MNCs todagh the notable exception of Mudambi and
Navarra (2004) and Andersson, Forsgren and HolAR@onsiderably less attention has been
paid to the impact of knowledge on a subsidiargs/qr in terms of autonomy and strategic
influence within the MNC. Although recent resear@tf. Andersson & Forsgren, 1996;
Birkinshaw & Hood, 1998; Mudambi & Navarra, 2004orggren, Holm & Johanson, 2005;
Mudambi & Pedersen, 2006) suggests that the diapefknowledge has turned the MNC from
a hierarchical monolith into a political networket question of why some subsidiaries become

more powerful than others has not yet been addguaddressed in the literature of the MNC.



Paying particular attention to subsidiaries thdlhezi control or have access to critical
knowledge, we conceptually draw a link between Keoge and power within the study of the
differentiated MNC. Two issues in particular arentcal to this debate. Firstly, analyzing a
subsidiary's knowledge base as a critical powesureg, we build on the idea that a subsidiary
will be powerful to the extent that it controls leeis access to critical knowledge on which other
units are dependent on. Defining knowledge as tecakiresource, a subsidiary may either be
powerful to the extent that it owns a critical @¢ knowledge (knowledge owner) or has access
to critical knowledge flows through its network teity (knowledge trader).

Secondly, while the relationship between a subsiiatock of critical knowledge and its
power may be straight forward, there is debateosuding the type of network structure that
leads to power. Recent research has shown that attibrs embedded in closed networks benefit
from exchange speed, reliability and a high qualftkinowledge transferred, the benefits of open
networks and weak ties lie in the power of the bro&nd the diversity and non-redundancy of
knowledge accessed (Moran, 2005; Lee, 2007). bghper, we seek to advance this debate in
several important ways by focusing on the conticgeeffects of networks and power. Our
overriding focus is on the factors that may drike focal subsidiary to move from an open to a
closed network and its consequent effect on podased on social network theory (Burt, 1992;
1997; Coleman, 1988; 1990) the key idea is thasthetural pattern of a subsidiary's knowledge
network structure is unique and has the poterdgiébost a subsidiary's power within the MNC.

Our paper makes several contributions. First, lwestigating knowledge as a possible
source of power, we link power to the control otical knowledge, going beyond the often
implicit assumption that all the knowledge a suiasid possesses equals power. At the same
time, we show that, a subsidiary may achieve poeidrer by owning a critical stock of

knowledge or through its network centrality. We whibat although related a subsidiary's stock



of critical knowledge and its network centralityveandependent effects on a subsidiary's power
base within the MNC. Finally, we illustrate that agsess the effect of structural holes (Burt,
1992) and closure (Coleman, 1990) on subsidiaryeppane has to control for the contingent
effects of network structure. As Burt and Colemaifero conflicting predictions on the
relationship between network structure and poweg, skiow that a subsidiary's knowledge
networking strategy (i.e. whether it invests in mps. closed networks) and its consequent effect
on power depend on the network dependencies thed fmubsidiary faces with the rest of the
MNC.

The remainder of the paper is structured as follokisst, we review the theoretical
background of the MNC as a differentiated netwaidiciress the importance of knowledge as a
key resource in the MNC and define the concept @i/gy. Subsequently, we develop our
research propositions for why a subsidiary's stdatritical knowledge and its network centrality
are the basis for its intra-MNC power. In the secdieg section, we further elaborate on a
subsidiary's knowledge networking strategy and emarthe conditions under which a subsidiary
may profit more from investing in closure ratheanhn structural holes, and vice versa, in order
to maximize its intra-.MNC power. The paper cloggth a discussion of the limitations of the

proposed model and suggestions for future research.

2. The MNC, Knowledge and Power
2.1. The MNC as a Knowledge Network

In international business research it has becomerghly accepted in recent years that
knowledge ranks first in the hierarchy of stratafjic relevant resources (Grant 1996). As a

result, adherents of the differentiated networkspective (cf. Hedlund, 1986; Bartlett &



Ghoshal, 1989; Nohria & Ghoshal, 1997) claim th&ta resources a firm possesses its
knowledge base might be of greatest value withaesp its competitive advantage. In the
context of the MNC, this observation has been sligenumerous confirmatory tests and is now
widely accepted as the "received theory" on why MNRist (Hymer, 1976; Bartlett & Ghoshal,
1989; Foss & Pedersen, 2002). As a result, the mdddlC is nowadays commonly defined as a
body or network of knowledge that exists, becausésoability to transfer knowledge more
effectively in an intra-firm context than purely rdestic firms or markets are capable of.
However, the notion that MNCs exist because ofrtlaperior ability (vis-a-vis markets) to
engage in internal knowledge transfers does nainyway imply that knowledge is equally
distributed throughout the MNC's network. Indeednpeical research has shown that
subsidiaries differ to a great extent with regaodtheir role as a provider and receiver of
knowledge implying that there is no equal distrbatof roles in this "system of dependencies
and interdependencies”.

Although research on the MNC as a differentiatettvogk acknowledges that subsidiaries
differ in terms of knowledge possessed, and, hestafegic importance, top management's
ability to influence and control knowledge flowsregs units is hardly questioned at all (cf.
Hedlund, 1986; Bartlett & Ghoshal, 1989; Nohria &dshal, 1997). The argument is that if goal
congruence between organizational units domingibestransfer of knowledge is less important
in a control context - since the more views an oizitional unit holds in common with the rest
of the organization the more inclined will it be ¢cooperate with other units (i.e. transfer its
knowledge). Creating this necessary level of "sthadues” is, however, not only very costly,
but also lacks strong empirical validation (GuptaG&vindarajan, 1991; Ambos & Reitsperger,
2004). In addition, scholars, like Birkinshaw anddd (1998, p. 782) have challenged this "top-

down" perspective by arguing that in most corporsithere is an "internal competition for



charter”, which implies that subsidiary evolutia®m,a process which is partly influenced by the
subsidiary itself. In line with Birkinshaw and Hdsdindings, recent empirical research on the
differentiated network conceptualizes the MNC gmktical (differentiated) network consisting
of organizational units with differing interestglfiting over resources or the best way to get
things done (cf. Andersson & Forsgren, 1996; Anstams Forsgren & Holm 2007; Holm &
Pedersen, 2000; Mudambi & Navarra, 2004; Forsgrem & Johanson, 2005; Mudambi &
Pedersen, 2006). Mudambi and Navarra (2004) claahttvo trends in particular have triggered
the political turnaround of the MNC: the decentzalion of knowledge and increasing subsidiary

power.

2.2. Knowledge as a Strategic Resource

As previously demonstrated, authors such as HedlL@@#), Bartlett & Ghoshal, (1989),
Hedlund & Rolander (1990), Gupta & Govindarajan Q1P or Nohria & Ghoshal (1997)
unanimously state that the first and foremost psepof the MNC network is the transfer of
knowledge between geographically dispersed unibsvé¥er, although one may rightly point out
that knowledge management is nothing new in therthef the MNC since Hymer's (1976;
1976) early work, surprisingly it wasn't until tlearly 1990s that academic research started
talking about knowledge and its importance for MNEsss & Pedersen ,2002).

Up to now, the concept of knowledge has provene@ fpowerful tool in explaining the
nature and sustainability of competitive advantageMNCs (Lippman & Rumelt, 1982;
Simonin, 1999). Accordingly, MNCs can be descrilaad'repositories of knowledge" (Connor
1991; Conner & Prahalad, 1996) that may be embeddeambllective assumptions (Levitt &
March, 1988), routines (Nelson & Winter, 1982) nstard operating procedures (Cyert & March,

1963) and dominant logics (Bettis & Prahalad, 1998hat ranks knowledge first in the



hierarchy of strategically relevant resources &sftict that — all things being equal — knowledge
is difficult to copy, causally ambiguous (LippmanRumelt, 1982), complex and tacit (Barney
1991), and typically beyond the grasp of rivals Igto& Phillips, 2003). Hence, possessing and
efficiently exploiting valuable knowledge are cafesied to be the keys to sustainable
competitive advantage.

A significant strand of empirical research has fEmnout the growing dispersal of
knowledge creation within the MNC network (Cantwell989; Hakanson, 1990; 1995;
Kuemmerle, 1999). This literature documents that MNC's knowledge intangibles are
increasingly localized at the subsidiary level amd part of what Rugman and Verbeke (2001)
call "subsidiary-specific advantages”. Mudambi &wal/arra (2004) claim that subsidiaries that
control a significant share of knowledge contra MNC's "crown jewels", in the sense that a
knowledge monopoly constitutes a crucial complemgnasset (Hart, 1995). They link their
argument to that of Scharfstein and Stein (2000 \ahgue that subsidiaries that control a
significant amount of the MNC's knowledge assetsus® it to exercise bargaining power within

the MNC.

2.3. The Concept of Power

If we assume that the localization of knowledge leasto a power shift in the MNC, in
the sense that those who control critical knowledgee the power to influence the actions of
others, a more precise definition of subsidiary polaecomes important. However, the problems
with defining power are well known (March, 1966). & review on intra-organizational power,
Brass and Burkhart (1993, p.441) stress that: 'Sthdy of power in organizations has been both
plagued and blessed by the multitude of theoriglsaqproaches that have been offered”. Indeed,

so much has been written about power in organiaatiased on so little empirical research that



it is surprising that even a common definition daa found (Brass, 2003). Yet, despite the
multitude of approaches ranging from Weber's (19258) analysis of bureaucratic domination
to Burt's (1992; 1997) structural hole theory.gémss to be commonly accepted that power is the
ability to get people do something that they woatterwise not do (Dahl, 1957; Mintzberg
1983; Salanick & Pfeffer, 1977). Power is viewedaasapacity of social actors to overcome
resistance on the part of other social actorsdeioto achieve desired objectives or results (Dahl,
1957). In the context of this paper we define glibsy power by a subsidiary's degree of
autonomy and its level of strategic influence witthe MNC. While former studies have treated
subsidiary power mainly as an autonomy-control @as¢Brahalad & Doz, 1981; Bartlett &
Ghoshal, 1990) in the past, we argue that autonconyprises only one side of the power coin
(cf. Andersson & Pahlberg, 1997; Forsgren, Holm dhahson 2005; Andersson, Forsgren &
Holm, 2007). The flip side and perhaps the morergsting side of subsidiary power is the
subsidiary's potential to actively influence theatdgic behaviour of the MNC as a whole.
Andersson, Forsgren and Holm (2007) stress thetardifferentiated MNC subsidiary power is
strongly associated with the subsidiary's ability win political fights, regardless of the
motivation and resistance from others within the GINThus, our key argument is that a
subsidiary's intra-organizational power rests oo pillars: its degree of autonomy and its level

of strategic influence within the MNC.

3. How Knowledge L eadsto Power
Astley and Sachdeva (1984, p. 105) analyze powarjamt product of three sources: the
official level of formal authority vested in a hegchical position (formal authority); the capacity

to control the supply of valuable resources on Wwhither units are dependent on (resource



control); and network centrality in a firm's netkasf workflow linkages (network centrality).
Focusing on knowledge as the key strategic resoi@cant, 1996) we argue that a subsidiary
achieves power either by owning a critical stockmdwledge (knowledge owners) or through its

network centrality (knowledge traders).

3.1. Knowledge Owners: Stock of Critical Knowledge

While network ties generally act as conduits of aedess to critical knowledge, there has
been a tendency among network scholars to treabsidsary's stock of critical knowledge as a
function of its network position. However, we arghat an exclusive attention to a subsidiary's
network position as an antecedent of or a proxyaf@ubsidiary's stock of critical knowledge
obscures the role of many intrinsic subsidiary ahtaristics. While a subsidiary's stock of
critical knowledge and its network position areated they both exert independent effects on a
subsidiary's power within the MNC.

The notion that power stems from resource conto@sgback to Emerson's (1962; 1972)
power-dependence theory. Emerson suggests that pdefmed in relational terms, is a function
of the dependence of one actor on another. In apawty exchange relationship, the power of
party A over party B is a function of the dependen€ B on A. Building on Emerson's power-
dependence framework, resource dependency theatani€k & Pfeffer, 1977; Pfeffer &
Salanick, 1978) argues that power derives fromcthirerol of critical resources. Control implies
that other actors are dependent upon the powesfarl &r the resource in question, because they
have no or only a few alternative sources for awogiit (Brass, 2003). Thus, to acquire power
powerful actors increase others' dependence on,thdnbte decreasing their dependence on

others. Fig. 1 one depicts the central tenetssufurce-dependency theory.
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Building on resource-dependency theory (cf. SalagicPfeffer, 1977; Pfeffer & Salanick,
1978) we argue that the value of a subsidiary'sMkeabge stock in terms of power is determined

by three interrelated factors (Medcof, 2001):

1. Knowledge Importance: The more important the knowledge base controllea byNC
subsidiary the more other units will depend upandbntributing subsidiary, and, hence,
the greater will be the subsidiary's power.

2. Alternatives. The fewer alternative knowledge sources there fare knowledge
controlled by a subsidiary, the more subsidiaridshe dependent upon the contributing
subsidiary, for the respective knowledge, and theatgr will be the power of the
contributing subsidiary.

3. Discretion: The greater the degree of discretion that the daning subsidiary has in the
deployment of knowledge, the greater will be othdependence on it, and the greater

will be its power.

The basic premise is that power stems from otldeygéndence. Maximum dependency, and
therefore maximum power, occurs when a subsidiasyabsolute discretion over knowledge that
is of high importance to other units within the MN@d to which no alternatives exist. In other
words, a subsidiary that controls a critical ste¢kknowledge has a basis for achieving intra-

MNC power. The main point here is that the contfoknowledge is not enough as a basis for



power, and consequently not all subsidiaries winahe access to knowledge will be powerful.

Dependence is the key. Accordingly, we hypothesize:

H1: A subsidiary's stock of critical knowledge is piosly related to its intra-MNC power.

2.2. Knowledge Traders: Network Centrality
We mentioned earlier that network scholars havevehibat at least part of a subsidiary's
knowledge advantage and, consequently, power isuretion of its network centrality.
Correspondingly, research in social network theloag often been applied from a resource-
dependency perspective. Analyzing the centralitarfactor's network position, social network
scholars argue that actors in central network fposthave greater access to, and potential
control over critical resources than peripheralsorestley and Sachdeva (1984, p. 106) state that
from a purely structural perspective, central nekwpositions are powerful by virtue of their
location "over and above an actor's ability to gateedependencies through resource exchange".
Within an MNC context, there is general agreemieat & centrally located subsidiary can
achieve power through ieccess centrality the number of actors a focal subsidiary is cotet
to (and the source of knowledge it has accessrtmigfh its contacts); and itemand centrality-
the extent to which a subsidiary acts as a braiecritical knowledge within the MNC network.
The value of a superior network position with rebdo organizational power has been
extensively documented on the individual level Briass, 1984; 1985; Brass & Burkhardt, 1993;
Burkhardt & Brass, 1990; Fombrun, 1983; Krackh&@®0; Tushman & Romanelli, 1983; Burt,
1993; 1997) and in the network literature (cf. Gul&lohria & Zaheer, 2000; Portes, 1998;

Zaheer & Bell, 2005). Thus, we formally hypothesize
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H2: A subsidiary's network centrality is positivelyatsd to its intra-MNC power.

*kkkkkkkkk Insert Flg. 2 here kkkkkkkkkk

4. Knowledge Networking Strategies
4.1. Burt vs. Coleman

However, while it seems to be generally accepted sbsidiaries that possess a well
developed "knowledge network™" (Hansen, 2002) hawvadvantage over other units (Nahapiet &
Ghoshal, 1998; Tsai & Ghoshal 1998; Moran & Ghosh8P8; Hansen, 1999; 2002), there is
still a fundamental disagreement about the netwairlkcture responsible for such network

benefits (Gargiulo & Benassi, 2000). Fig. 3 depthts contradicting perspectives.

*kkkkkkkkk |nsert Flg 3 here kkkkkkkkkk

On one side of the debate is Burt's (1992) strattoole theory that stresses that actors
should invest in open networks rich of structuralels, since network benefits stem from non-
redundant ties, or, more precisely, from the absef¢ies among ones social contacts. Burt's key
argument is that actors that are linked to diffegnoups have early access to more and diverse
knowledge, compared to those that are positiongdirwonly one cohesive group (Burt, 1992).
Burt builds his arguments on Granovetter's (198®)isal insights that weak ties are more likely
than strong ties to act as bridges to novel anceriorely knowledge. In Granovetter's words the
value of weak ties stems not from their lack of sieength per se but from their greater

propensity to bridge otherwise disconnected othBezause knowledge is partially developed
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through interaction actors that bridge structuraleh will be better able to develop new
understandings, especially regarding emerging $freadd opportunities. Moreover, recent
research has shown that occupying the positioheattossroads of social relations increases the
efficiency of information diffusion and the quastiaf unique information received per unit time.
Finally, being a tertius, the third player amongcdinnected others, enables an actor to increase
others' dependence by controlling the disseminadioth use of knowledge within the network
(Moran, 2005).

Drawing on these findings, we argue that subsieisamay benefit a lot in terms of power
and knowledge received from bridging structuralelkoindependent of their existing stock of
knowledge. Subsidiaries that are centrally locatétin the MNC's knowledge network are well
positioned to access critical knowledge flows andrease others' dependence on them to
maximize their power. Consequently, we posit thggesior network positions, defined as access
to structural holes, are positively associated witsubsidiary's intra-MNC power. Formally, we

hypothesize:

H3: Subsidiaries enhance their intra-MNC power by giid) structural holes.

Conversely,Coleman's notion of social capital as closure cufgethat actors benefit
more from creating and maintaining a closed netwajrldense ties (Coleman, 1988; 1990). He
posits that actors located in dense networks ake tabrely on norms and sanctions against
opportunism and therefore freely share knowledgermst each other. Having and observing
group norms reduces much of the uncertainty ofosunding exchange. The resulting social
cohesion increases the observability of actions temdis to make actors both refrain from

opportunism themselves and be aware that othert lval similarly restrained to act
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opportunistically. Thus, participating in a closeetwork not only reduces the exchange risk and
increases the likelihood that actors so positionéidobtain cooperation and resources of others
(Moran, 2005). In addition, prior research has sidwat closure is likely to increase the transfer
of resources, in general, and the transfer of tawit more complex knowledge in particular, since
close contacts are generally more willing to explaetail, or listen to novel or complex ideas
(Granovetter, 1982; Uzzi, 1996; Hansen, 1999). I§inavhile actors bridging structural holes
draw their power from their brokering position withthe network, actors participating in closed
networks achieve power by building coalitions andbitizing others on their behalf (Adler &

Kwon, 2002). Thus, we have several reasons to geopn alternative hypothesis:

H4: Subsidiaries enhance their intra-MNC power by ggpating in closed networks.

4.2. Contingencies Exerted by Network Structure

While somewhat obvious to network scholars, oneoitgmt but understudied aspect of
network research is the consideration of contingpemiefits of network structure. While Burt and
other researchers have drawn attention to the ragenit value of structural holes and closure,
these studies have merely focused on the indivithval (Burt, 1997; Podolny & Baron, 1997;
Moran, 2005). At the level of the firm, fewer sttu@l contingencies have been considered
(Walker, Kogut & Shan, 1997; Zaheer & Bell, 2008Je complement this stream by arguing that
a subsidiary's network structure has to be studiedonjunction with its intra-MNC network
dependencies in order to properly understand thgadtnof open and closed networks on

subsidiary power within the MNC.
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In the following discussion, we will examine theaségic choices of centrally embedded
MNC units (rather than all units). These are uttitg have discretion over the way they organize
their network relations within the MNC. We arguattla subsidiary will choose the strategy that
maximizes others dependence on it while at the sam@minimizes its dependence on others in

order to enhance its own intra-MNC power.

4.2.1. A Question of Dependence

Applying the perspective of a subsidiary as a ss#king buyer and seller of knowledge a
more fine grained distinction between open andedasetworks can be drawn. Focusing on the
focal subsidiary as a buyer of knowledge it seesasonable to assume that a subsidiary will pay
a higher price for knowledge in an open than itoged network if its exchange partners are non-
redundant, since each seller of knowledge can ehagmonopoly price. The theoretical
rationality can be found in resource-dependencysaihl network theory stating that the more a
subsidiary's contacts are redundant the more likedy are to offer the subsidiary the same
knowledge at a given point of time, thus, incregdime subsidiary's bargaining power within its
network through decreasing its dependence. Accglglia redundancy in a subsidiary's network
or a closed network works in favor of the subsiglias a buyer of knowledge, since it decreases
the focal subsidiary's dependence on other unitadrgasing its alternatives.

However, while being in a closed network increaies focal subsidiary's ability to
"capture more value" or to obtain knowledge fromeostsubsidiaries while "giving them less in
return” as a buyer of knowledge, an open netwodbkss a subsidiary that sells knowledge to
charge other subsidiaries more for transmittingkim@wledge it possesses, since the broker has a
monopoly position within the network of knowleddews. By controlling all the knowledge that

flows through the network a subsidiary that bridg#sictural holes increases its power by
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increasing others' dependence on it through thevladge monopoly it has. In addition, a
subsidiary that bridges structural holes can selkmnowledge several times in the network, since
its partners are not connected. Fig. 3 depictstiiting power-dependence relations within open

and closed networks.
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In the following we discuss the contingency factdhstt may influence the choice of a

subsidiary's networking strategy from a power-dele@ce perspective.

4.2.2. Stock of Critical Knowledge

We stated earlier that a rent-seeking subsidiady eyt for a strategy that keeps its
dependence relations with other units in balantanl open network the broker increases others'
dependence, but he doesn't decrease his dependencthers. Further, the combination of
diverse knowledge sources from other units allows broker subsidiary to profit from
exploration (March, 1991) by bridging structuralld®o However, whereas the broker achieves
power through increasing others' dependence, Ipendkence on others for critical knowledge
remains high too. Thus, we argue that subsidighaspossess a critical stock of knowledge will
benefit more from closing their network than frotaysng in an open network. The theoretical
rationality can be found in resource-dependenceryhé\ subsidiary that controls a critical stock
of knowledge in a closed network decreases its rgece on others as a buyer of knowledge,
while maintaining others' dependence through thewkedge stock it controls. Vice versa, a
subsidiary that doesn't own a critical stock of wlemige would from a power-dependence

perspective never close its network, since its postems from its broker role within the
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network. In addition, a subsidiary that has devetba critical stock can benefit from exploitation
(March, 1991) in a closed network, since as dematest earlier past research has shown that the
quality of knowledge transferred in terms of taegis tends to be higher in closed networks, since
close contacts are generally more willing to explaetail, or listen to novel or complex ideas

(Granovetter, 1982; Uzzi, 1996; Hansen, 1999). Adiogly, we hypothesize:

H5: Subsidiaries that own a critical stock of knowledgll close their network in order to

enhance their intra-MNC power.

4.2.3. Combinative Capability

Kogut and Zander (1992) claim that the basic iddar the concept of combinative capabilities
is that it is the integration of knowledge ratheart the knowledge itself that forms the basis of a
firm's potential to innovate. Especially, in theolkrledge based view of the firm a unit's
combinative capability is often defined as partitefabsorptive capacity. Cohen and Levinthal
(1990) have offered the most widely cited defimtiof absorptive capacity, viewing it as the
firm's ability to value, assimilate, and apply nkemowledge. Looking at the centrally embedded
subsidiary as a receiver of knowledge, its combieatapability is likely to affect its ability to
integrate incoming knowledge. However, while thpatality to combine existing knowledge is
crucial for a subsidiary operating in a closed mekyit is not a precondition for a broker. A
broker subsidiary achieves power by transferrirggkihowledge of A to B, but in order to do that
he has not to combine A's knowledge with the kndgéeof C before sending it to B in order to
maintain his broker role. In a closed network whallesubsidiaries are equally connected, a
subsidiary's combinative capability may, howevéay@mn essential role in defining a subsidiary's

power. Thus, if we again assume that a rent-seekingsidiary wants to maximize others'
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dependence while minimizing its own dependenceeins reasonable to assume that a
subsidiary will close its network only if it canlyeon a strong combinative capability that
substitutes its power stemming from brokerage. lakeubsidiary that owns a stock of critical
knowledge, a subsidiary that disposes of a stramgbtative capability will close its network to
benefit in terms of increasing others dependenaéewlecreasing its own dependence on others.

Thus, we hypothesize:

H6: Subsidiaries that dispose of a high combinatieatdity will close their network in order

to maximize their intra-MNC power.

*kkkkkkkkk |nsert Flg 5 here kkkkkkkkkk

5. Discussion

In this article we examine the link between a sdibsy's knowledge base and its power
advantage within the differentiated MNC. We distirsp between knowledge owners and
knowledge traders by arguing that subsidiaries awhjeve power either by owning a stock of
critical knowledge or by occupying a central pasitiwithin the MNC's network of knowledge
flows. We claim that by drawing together power tigb knowledge ownership and access, a
fuller and richer explanation of the phenomenaraedge and power within the differentiated
MNC can be gained. In particular, we go beyondatften implicit assumption that the ownership

of knowledge automatically generates power, by exeng the characteristics of knowledge that
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define it as a source of power. Accordingly, wernlghat knowledge owners can achieve power
by owning a critical stock of knowledge that is thigh demand and to which only a few
alternatives exist (Emerson, 1962; 1972; Pfeffe@aanick, 1979).

Moreover, we look more closely at network centyadis a critical source of power within
the MNC. First, we illustrate that centrally locdteubsidiaries achieve power by having greater
access to, and potential control over critical kiealge than peripheral ones. Secondly, building
on the contingency view of social network resegch Burt, 1997; Podolny & Baron, 1997,
Uzzi, 1997; Walker, Kogut, & Shan, 1997; Hansen99)9 we argue that while diversity and
reach through brokerage are clearly important, ureetain conditions a centrally embedded
subsidiary will benefit more from closing its netkoAnalyzing the focal subsidiary as a buyer
and seller of knowledge, we claim that a subsidsaggcision to close its network depends on the
network dependencies it faces with the rest of Mi¢C. The theoretical reasoning for our
argumentation lies in resource-dependency theorghntates that actors attempt to maximize
their expected outcomes through the exchange ofiress over time (Emerson, 1962; Salanick
& Pfeffer, 1977; Pfeffer & Salanick, 1978). We aggiinat the focal subsidiary will only close its
network, if it can substitute its power stemmingotigh brokerage. By referring to the central
tenets of resource-dependency theory, we showattrtbsidiary that owns a critical stock of
knowledge or disposes of a high combinative capglui&n profit more from closing its network,
as it simultaneously decreases its own dependamtéareases others' dependence through the
knowledge it controls and generates.

In addition, we think that the concept of subsigi@ower demands a more rigorous
analysis. By defining a subsidiary's power in terofisits degree of autonomy and strategic
influence within the MNC, we combine the traditibmaw of power with a more network-based

view. We claim that subsidiary power is not onlyabthe focal subsidiary's ability to resist

18



control, but also about the struggle among differenits to influence the organization's overall
strategic development (Andersson & Forsgren, 1®fkinshaw & Hood, 1998; Mudambi &
Navarra, 2004; Forsgren et al.; 2005; Mudambi &dPsen, 2006). Recent research has shown
that the headquarters, itself, has to compete sutbsidiaries for strategic influence within the
MNC (Andersson, Forsgren & Holm 2007).

This article can serve as a basis for subsequesgarch and theory development. It
provides a good foundation for empirical testingtioé two presented models. Most of the
constructs employed here are established (or slightitions of established constructs) with
validated measurement instruments. In addition, esatavelopment work on measuring a
subsidiary's stock of critical knowledge and coralire capability will be needed.

Finally, the model presented here has some lilitat Despite its complexity, it presents
a relatively simplified picture of the very complpkenomena of knowledge and power in the
MNC. There is a whole array of additional reseagakstions that could be addressed in future
theoretical developments to get a better understgraf the phenomena within the differentiated

MNC.

18



6. Biography

Adler, P., & Kwon, S., (2002). Social Capital: Rvests for a new Concepfcademy of
Management RevieW7/1, 17-40.

Ambos B., & Reitsperger W., (2004). Offshore Cestef Excellence: Social Control and
Success. Management International Review, Spessakl

Andersson, U., Forsgren, M., & Holm, UIlf (2007). |&acing Subsidiary Influence in the
Federative MNCJournal of International Business Studig8/4 (FORTHCOMING)

Andersson, U., & Pahlberg, C. (1997). Subsidiafiuence on strategic behaviour in MNCs: an
empirical studylnternational Business Revie®/3, 319-334.

Andersson, U., & Forsgren, M. (1996). Subsidiarybeddedness and control in multinational
corporationsinternational Business Review, 5/5, 487- 509.

Astley, G., & Sachdeva, P. (1984). Structural Sesirrof Intraorganizational Power: A
Theoretical Synthesig.\cademy of Management Revié,, 104-113.

Bartlett, C. A., & Ghoshal, S. (1989Managing across borders: the transnational solution
Boston: Harvard Business School Press.

Bartlett, C. A., Doz, Y. and Hedlund, G (199@)anaging the Global FirmLondon and New
York: Routledge

Bettis, R., & Prahalad, C.K. (1995). The Dominangic: Retrospective and Extensi@trategic
Management Journal,6/1, 5-14.

Brass, D. J. (1984). Being in the right place: Aistural analysis of individual influence in an
organizationAdministrative Science Quarterl®9, 518-539.

Brass, D. J. (1985). Men's and Women's networkstully of interaction patterns and influence
in an organizationAcademy of Management Journa8, 327-343.

Brass, D. J., & Burkhardt, M. E. (1993). Potentiwer and power use: an investigation of
structure and behavioukcademy of Management Journaé, 441-470.

Brass, D. J. (2003). Intraorganizational power degendence. In: J. Baum (ed3he Blackwell
Companion to Organization®xford: Blackwell Publishing, 138-157.

Birkinshaw, J., & Hood, N. (1998). Multinational lssidiary evolution: capability and charter
change in foreign-owned subsidiary companesdemy of Management Revi@8/4, 773-795.

Burt, R. (1992)Structural HolesCambridge: Harvard University Press.

2C



Burt, R. (1997). The Contingent Value of Social EapAdministrative Science Quarteri¥2/2,
339-365.

Cantwell, J.A. (1998)Technological Innovation and Multinational Corpoiats. Oxford: Basil
Blackwell.

Cohen, W., & Levinthal, D. (1990). Absorptive CapcA New Perspective on Learning and
Innovation.Administrative Science Quarterly5/1, 128-152.

Coleman, J. S. (1988). Social Capital in the Comatif Human CapitalAmerican Sociological
Review 94, 95-120.

Coleman, J.S. (1990). Foundations of Social The@ambridge: Belknap Press of Harvard
University Press.

Conner, K. R. (1991). A Historical Comparison ofsBerce-Based Theory and Five Schools of
Thought Within Industrial Organization Economics /e Have a New Theory of the Firm?,
Journal of Managemeni7/1, 121-154.

Conner, K., & Prahalad, C.K., (1996). A resourceduhtheory of the firm: knowledge vs.
opportunismOrganization Scienc&/5, 477-501

Cyert, R.M. & March, J.G. (1963A Behavioural Theory of the FirnEnglewood Cliffs, NJ:
Prentice Hall.

Dahl, R. (1957). The concept of powBehavioural Scien¢e, 201-218.

Emerson, R. (1972). Exchange theory, part I: A pelagical basis for social exchange, and
exchange theory. In: J. Berger, M. Zeldrich, Jnd 8. Anderson (eds.jociological Theories in
ProgressVol. 2, Boston: Houghton-Mifflin, 38-55.

Emerson, R. (1962). Power-dependence relatdmerican Sociological Revie®7, 31-41.

Forsgren, M., Holm, U., & Johanson, J (2008)anaging the embedded multinational: a
business network viewheltenham: Edward Elgar.

Foss, N., & Pedersen, T. (2002). Transferring keolge in MNCs: The Role of Sources of
Subsidiary Knowledge and Organizational Contdgurnal of International Managemers/1,
49-68.

Gargiulo, M., & Benassi, M. (2000). Trapped in YdDwn Net? Network Cohesion, Structural
Holes, and the Adaptations of Social Capital. Oiztion Science, 11/2, 183-196.

Granovetter, M. (1982). The strength of weak tsietwork theory revisited. In: P. Marsden

and N. Lin (eds.)Social Structure and Network AnalydBeverly Hills: Sage Publications, 105—
129.

21



Grant, R. (1996). Toward a knowledge-based thebthiefirm. Strategic Management Journal
17, 109-122.

Gulati, R., Nohria, N., & Zaheer, A. (2000). StigiteNetworks.Strategic Management Journal
21, 203-215.

Gupta, A., & Govindarajan, V. (1991). Knowledgew® and the structure of control within
multinational corporation#cademy of Management Revié\s/4, 768—793.

Hakanson, L. (1990). International decentralizatainR&D — the organizational challenges.

Eds.: Bartlett, C. A., Doz, Y. and Hedlund, G., Managing the Global Firm256-278., London
and New York: Routledge

Hakanson, L. (1995).Learning through acquisitionanagement and integration of foreign R&D
laboratoriesinternational Studies of Management and Organizatits/1-2, 121-157.

Hansen, M. T. (1999). The Search-Transfer Probleéma: Role of Weak Ties in Sharing
Knowledge across Organization Subumtdministrative Science Quarterlg4/1, 82-111

Hansen, M.T. (2002). Knowledgdaletworks Explaining Effective Knowledge Sharing in
Multiunit CompaniesOrganization Sciencd,3/3, 232-248.

Hart, O. (1995)Firms, Contracts and Financial Structur®xford: Clarendon Press.

Hedlund, G. (1986). The hypermodern MNC — a hetdrg? Human Resource Management,
25/1, 9-35.

Hedlund, G. and Rolander, D. (1990): Action in Hatehies - New Approaches to Managing the
MNC. In: Managing the Global Firm15-46., Eds. Bartlett, C. A., Doz, Y. and Hedlu,
London and New York: Routledge

Holan, P., & Phillips N (2003). Organizational Fetting. In: Blackwell Handbook of
Organizational Learning & Knowledge Manageme83-409.

Holm, UIf & Pedersen, T. (2000he emergence and impact of MNC centers of excellen
London: Macmillan.

Hymer, S. H. (1976)The International Operations of National Firms: Ai@y of Direct Foreign
InvestmentCambridge, Massachusetts: The MIT Press

Kogut, B., & Zander, U. (1992). Knowledge of thenfi combinative capabilities, and the
replication of technologylournal of the Institute of Management Scienta, 3/3, 383-397.

Krackhardt, D. (1990). Assessing the political lscape: structure, cognition, and power in
organizationsAdministrative Science Quarterlg5, 342-369.

22



Kuemmerle, W. (1999). The drivers of foreign direotestment into research and development:
an empirical investigatiodournal of International Business Studi@é/1, 1-24.

Lee, G. (2007). The Significance of Network Researm the Race to Enter Emerging Product
Markets: The Convergence of Telephony Communicatiand Computer Networking. 1989-
2001.Strategic Management Journ@3, 17-37.

Levitt, B., & March, J. (1988). Organizational Laarg. Annual Review of Sociolog¥4, 319-
340.

Lippman, S. A. & Rumelt, R. P. (1982). Uncertainitability: An Analysis of Interfirm
Differences in Efficiency under Competitiofhe Bell Journal of Economic$3, 2, 418-438.

March, J. (1966). The power of power. D. Easton)(gdrieties of political theoryEnglewood
Cliffs, NJ: Prentice Hall, 39-70.

March, J. (1991). Exploration and Exploitation ing@nizational Learning. Organization Science.
2/1, 71-89.

Medcof, J.W. (2001). Resource-Based Strategy ancdhalferial Power in Networks of
Internationally Dispersed Technology Uni&rategic Management Journ&?2, 999-1012.

Moran, P., & Ghoshal, S. (1999). Markets, firmsd ahe process of economic development.
Academy of Management Revi2d/3, 390-412.

Moran, P. (2005). Structural vs. Relational Embeliéss: Social Capital and Managerial
PerformanceStrategic Management Journ&, 1129-1151.

Mudambi, R., & Navarra, P. (2004). Is knowledge powKnowledge flows, subsidiary power
and rent-seeking within MNCdpurnal of International Business Studi8s/5, 385-406.

Mudambi, R., & Pedersen, T. (2006): Subsidiary povie multinational corporations:
technological vs. marketing Knowledg&'orking Paper

Nahapiet, J., & Ghoshal, S. (1998). Social Capitakllectual Capital, and the Organizational
AdvantageAcademy of Management Revi@s/2, 242-260.

Nelson, R., & Winter, S. (1982An Evolutionary Theory of Economic Exchan@ambridge:
Belknap Press.

Nohria, N., & Ghoshal, S. (1997The Differentiated Network: Organizing Multinatidador
Value CreationSan Francisco: Jossey-Bass.

Pfeffer, J., & Salanick, GR. (1978)he External Control of Organizationdew York: Harper &
Row.

23



Podolny, J. & Baron, JN. (1997). Relationships eswburces: social networks and mobility in
the workplaceAmerican Sociological Review3, 673-693.

Porter, M. E. (1986). Changing Patterns of Inteamal CompetitionCalifornia Management
Review 28 / 2, 9-40

Portes, A. (1988). Social Capital: its origins apgplications in modern sociologgnnual
Review of Sociologp4, 1-24.

Prahalad, C. K., & Doz, Y. (1981). An Approach tarafegic Control in MNCs.Sloan
Management Reviek2/4, 5-13.

Rugman, A. M. and Verbeke, A. (2001). Subsidiargesfic Advantages in Multinational
EnterprisesStrategic Management Journ@?2/ 3, 237-250

Salanick, G. R., & Pfeffer, J. (1977). Who gets pow and how they hold on to it: a strategic
contingency model of powe@rganizational Dynamics, 3-21.

Scarfstein, D., & Stein, J.C. (2000). The dark siflanternal capital markets: divisional rent-
seeking and inefficient investmenigurnal of Finance55/6, 2537-2564.

Simonin, B. (1999). Ambiguity and the Process obitedge Transfer in Strategic Alliances.
Strategic Management Journ&l0/3, 595-623.

Tsai, W., & Ghoshal, S. (1998). Social capital &atlie creation: the role of intra-firm networks.
Academy of Management Journ&l/4, 464-476.

Tushman, M., & Romanelli, E. (1983). Uncertaintycigl location and influence in decision
making: a sociometric analysiglanagement Scienc29/1, 12-24.

Uzzi, B. (1996). The sources and consequences béddedness for the economic performance
of organizationsAmerican Sociological Reviewl, 674-698.

Walker, G., Kogut, B., & Shan, W. (1997). Sociapital, structural holes, and the formation of
an industry networkOrganization Scien¢e3/2, 109-125.

Zaheer, A. & Bell, G. (2005). Benefiting from NetdPosition: Firm Capabilities, Structural
Holes, and Performanc8trategic Management Journ&, 809-825.

24



FIGURE 1

THE RESOURCE-DEPENDENCY FRAMEWORK
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FIGURE 2

THEHYPOTHESIZED MODEL 1
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FIGURE 3
BURT VS. COLEMAN
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FIGURE 4
FINDING THE RIGHT STRATEGY
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FIGURE 5

THE HYPOTHESIZED MODEL 2
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