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Abstract

This paper aims to contribute to the conceptuatinabf MNC embeddedness into their environment
as a key characteristic of the modern MNC. Basedaoreview of current research on MNC
embeddedness we identify limitations and incons@@es of this important research stream that has
contributed a lot to our understanding of the modeetwork MNC. Furthermore, we develop a
framework integrating missing dimensions of MNC eledness, and we explain their relevance for
strategy and organization research. We argue tietnicial aspect to be acknowledged is the multi-
level nature of many networks, and that thereftie gimultaneous investigation of subsidiary-level
and parent-level external linkages are importané ®@nclude with defining some future research
opportunities that will help to better understahd amalgamation of internal and external networks

and its consequences for the internal functionindp® network MNC.
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Introduction

Today, it is widely acknowledged that the embedéedrof firms into their external networks is an
important explaining variable for firm performan@gzzi 1996; Dyer & Singh 1998; McEvily &

Zaheer 1999; Gulati, Nohria et al. 2000; McEvilyMarcus 2005). The underlying idea is that firms
are embedded in social, economic and professiostavanks with other actors (Granovetter 1985).
Key to the concept of embeddedness is the assumipi@d an actor’'s behavior is in part determined by
the set of relationships and connected relatiosskiye actor is embedded in (Granovetter 1985).
Hence, the focus is put on the characteristich®félationships between actors in the networkthed

overall network structure, such as the size ohtitevork or the diversity of actors.

Important for the conceptualization of embeddednissshe distinction betweemstructural and
relational embeddedness (Gulati 1998). First, firms are tyrdimked to actors in the environment
through relationships e.g. to customers or sugpli€his dyadic perspective highlights the diffesnc
of characteristics of direct relationships suclthasstrength (e.g. frequency of interaction), thetent
(e.g. trust or knowledge sharing), or multiplexay ties (Brass, Butterfield et al. 1998). Second,
structural embeddedness refers to the fact thasfaire embedded in setsaohnected relationships
(Cook & Emerson 1978). Here the perspective movem fthe dyadic relationship (e.g. firm to
customer) towards the integral network including éxample customers’ customers or customers’
suppliers. In this structural perspective, emphissget on the structure of the overall network #sd
characteristics such as the overall network densityhe number of existing structural holes (Br&ss

Burkhardt 1993; Brass, Butterfield et al. 1998).

Embeddedness research has proven to be approforagtudying complex environments (Dacin,
Ventresca et al. 1999). MNCs like domestic firma b& embedded differently in networks and their

networks can have different structural characiesgiHalinen & Tdérnroos 1998; Dacin, Ventresca et



al. 1999). The topic dINC embeddedness into the environment has similarly begrowing stream

of literature in recent years (Asakawa 2001; Anstems Forsgren et al. 2002).

Scholars in International Business have adopteddba of two intertwined networks: the internal
corporate network of the MNC and the environmengiivork (Forsgren 2004; Ciabuschi 2006). The
MNC is seen as a network organization with difféieted subsidiaries (Hedlund 1986; Bartlett &
Ghoshal 1988; Ghoshal & Nohria 1989) each moreess embedded in its local context. This degree
of embeddedness of subsidiaries has been showre tanbimportant element for the internal
functioning of the MNC and for the MNC'’s ability tdevelop sustainable competitive advantage
(Andersson, Forsgren et al. 2002). Subsidiary eailess produces informational and control
advantages from which subsidiaries can profit wthezy are highly embedded, i.e. when they have
developed strong, cohesive ties to important adtortheir local network. For example, embedded
subsidiaries have been shown to develop criticphlsiities and innovations which are important to
the rest of the MNC (Mu, Gnyawali et al. 2007). Reeting the control benefits it has been suggested
that embedded subsidiaries profit from high lewélstrategic influence in the MNC, are shieldedrro
corporate control (Ambos & Schlegelmilch 2007), ame relatively autonomous (Andersson &

Forsgren 1996).

Gaps in the conceptualization of MNC embeddedness

To this end,subsidiary embeddedness is an important research stream that has added to lour
understanding of the functioning of the modern MN@t, we believe that there are some important

avenues for future research that need to be addtess

First, contrary to the work in the non-internatibeantext, scholars in the International Business
domain have rarely focused on the firm-level butenon subsidiary level embeddedness. Subsidiaries
are seen as “quasi-firms” (Forsgren 2004) whichupgcthe position of a bridging tie between the

local environment and the MNC organization (Asaka®@01). However, subsidiaries are not



necessarily quasi-firms. They belong to biggertestiwhich provide resources or constrain subsjidiar
activity. In addition, the modern multi-center amdlti-level MNC is embedded in a more holistic way
than just on the subsidiary level. Current reseaipiplifies the complexity which in reality exists.

This limits the research on the amalgamation ofriternal and external network.

Second, by highlighting subsidiary embeddednessjrihestigation is strongly focused on relational
embeddedness (Forsgren 1992). Structural aspeetsl¥ddedness have been investigated scarcely in
the context of the MNC — despite some attemptsntegrate it into the analysis (cf. Andersson,
Forsgren 1996). Therefore, aspects of over-embewsdsdUzzi 1996; 1997) have not been analyzed,
since over-embeddedness mainly refers to the megpBrformance effects of a densely connected
network with a high level of redundancies (AnderssBorsgren, Holm 2002). Hence, simultaneous

investigation of structural and relational embeduss is warranted (Moran 2005).

In sum, there is an urgent need to study MNC embeaelss by assuming a more complex perspective
of the MNC as a corporate network (departing frdra equation of a subsidiary as a quasi-firm)
embedded in the environmental network. Thepose of this paperis to synthesize the current
literature and to develop a framework of MNC emlestitess which goes beyond the embeddedness of
single units (such as subsidiaries). It tries tptuee the complexities of today’s internal and exaé
networks and emphasizes the multi-level and meltter character of the modern MNC and its
network partners. By doing so, it offers a way apttre structural embeddedness effects in addiion

relational embeddedness.

The rest of the paper is structured as followsstFiwve start by giving an overview of research on
embeddedness of firms and on MNC embeddednesstioytar. Second, we develop a framework for
analyzing MNC embeddedness and explain its relevdac the IB field. We then conclude with

describing some potential avenues for further mesea



Embeddedness research

In the last decades, MNCs were increasingly fotoedkvelop flexible organizational forms due to the
trend of globalization, technological advancementsl a general increase of instability and
uncertainty. The resulting difficulties for managarh forced MNCs to explore the opportunities of
less hierarchical structures and inter-organizafioelationships such as those developed through

alliances, joint ventures and other forms of coapen (Ghoshal & Bartlett 1990).

Hence, modern conceptualizations see the MNC asgamizational network which itself is embedded
in an environmental network (Hedlund 1986; GhoshaBartlett 1990). The internal network is
characterized by a web of semi-independent unitsaamulti-center structure in which hierarchical
forms of coordination and control are used to a éxtent in favor of high levels of socializationdan
intra-firm interdependence. Subsidiaries are saibet located in differing local environments hotglin
different resources and capabilities, making itessary for the MNC to differentiate its management

styles (Ghoshal & Nohria 1989; Nohria & Ghoshal 409

However, traditionally, researchers viewed the fasnhaving a clear boundary to the environment and
scholars studying the firm-environment interfaceeneegarded its environment as a faceless “anything
not part of the organization itself” (Miles 198®hich was measured using general constructs such as
environmental complexity, uncertainty and dynamisbmly recently, researchers have begun to
analyze the environment in greater detail and ltawegcome the view of an impersonal marketplace

(Gulati, Nohria et al. 2000).

The basic idea is that sources of competitive adpmn cannot be understood without analyzing
specific relationships to the external environmentiepth (Forsgren, Pedersen et al. 1999). Markets
are viewed as more or less stable networks ofioeksttips (Forsgren & Johanson 1992). It is assumed
that relationships to these network partners gilhddavelop from arm’s-length to closer and more

interdependent relationships and that this emergéatgork defines the opportunities available to the
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firm (Bjérkman & Forsgren 2000). In sum, the extdrmetwork is seen as an important strategic

resource of the MNC (Gulati 1998; Gulati, Nohriaakt2000).

Research on relational and structural embeddedness

At the organizational level embeddedness into the environmental networksbkeas analyzed to
detect its effect on the organization and its baraBcholars have found evidence that firms which
are strong irrelational embeddedness, i.e. which have very close, intexlagonships, profit from
high levels of information exchange, trust, joimblgem solving and mutual adaptation (Uzzi 1996;
Uzzi 1997; McEvily & Marcus 2005). The embeddedati®nships based on trust and mutual
adaptation are advantageous for the exchange o¢ fimoe-grained information (Uzzi 1996). The
underlying logic is that strong ties make the iel&hip more capable of exchanging tacit knowledge
which is the basis for learning and innovative hvitra(Lane & Lubatkin 1998). Hence, firms make
considerable investments in such business reldtipsis Over time, they develop collaborative
capabilities (Dyer, Singh 1998) and the networlatiehs become a significant asset (Hakansson
1982). Studies have empirically supported thisdpgnd have shown that highly embedded firms are
high performers (Uzzi & Gillespie 2002; Fisher &IBok 2004) with a higher chance of survival

(Uzzi 1996, 1997).

Regardingstructural embeddedness, researchers found evidence that'a fietwork position has an
effect on firm behavior (Gnyawali & Madhavan 200the development of knowledge and competitive
capabilities (Jones & Hesterly 1997; McEvily & Zahel999), reputation (Gulati 1998; Karamanos
2003) and new alliances (Gulati 1999).

From a theoretical perspective there are two compeiews of what constitutes the network benefits

that stem from structural embeddedness which makearticularly interesting for research (Moran

! Embeddedness research has been conducted onlenieitiels mostly at the individual level but alddlze
small group, organizational and national level (MoR005). We are focussing on the organizational le

research only.



2005). Burt (1992) suggests that a focal actortsvaek benefits arise from the position of “bridging
tie” between otherwise unconnected actors. Thisitippsof bridging a structural hole vyields
information and control benefits (Burt 1992):

The information benefits refer to the early acdesgaluable information. The control benefits retfer
the advantages of being a “tertius”, i.e. a thimhreecting element (Simmel 1950). This latter
advantage derives from conflicting group affiliaisoand is based on the assumption that there is som
sort of tension between the otherwise unconneatéarsaof the network. The tertius that spans the
structural hole has opportunities to broker infatiorabetween the parts, and can play the uncontgiecte
actors against each other (Burt 1992).

In contrast, a different perspective is suggeste€dleman (1990), postulating that the value of the
network originates from its closeness, i.e. whémetiwvork actors are closely connected to eachrothe
This is expected to lead to greater cohesion, edlexchange risk, less exploitative behavior (rent-
seeking), higher levels of cooperation and lesanddncy of information.

In general, there is empirical evidence that thecstiral and relational mechanisms of embeddedness

are strongly interrelated (Brass, Butterfield etl&98; Rowley, Behrens et al. 2000).

In a non-international context it has been emgigicghown that the characteristics of the netwdhle (
overall network size and its structural compositionterms of structural holes or closeness) are
influencing the effects of relational embeddedrasd can lead to counterproductive outcomes. An
example is when strong redundancy of a networktdirtiie “newness” of information circling within
the network, thereby restricting firm behavior (Katraman & Chi-Hyon 2004) and the adaptability of
the whole system (Uzzi 1996, 1997). Regarding ciéipalevelopment it has been reported that a
large network, consisting of structural holes anidn#ted number of strong ties, is most benefittah
focal organization (McEvily, Zaheer 1999). Hendes structure of the overall network matters as well

as the characteristics of the dual relationshipalés, Kogut et al. 1997).



Research on the embeddedness of MNCs

As mentioned above, embeddedness research hasa geening field in the IB literature. Yet, it is ho

so much the MNC itself that has been analyzed. dighbdue to the increased complexity of large
MNCs active in many different countries, most of thesearch has focused on the level of
organizational subunits, more specifically the alibsy level. In congruence with the
conceptualization of the MNC as a differentiatedwuek, each subsidiary is expected to develop
idiosyncratic relationships to actors in its loeavironment such as customers or suppliers (segd-ig

1: Linkage B). Consequently, scholars have mogipliad a relational embeddedness perspective and

have primarily studied subsidiary relational embefeess into their local environment.

Focal firm Firm emsironment

A

v
[ Subsidiaries  [€ - S

Actors of local subsidiary network

Figure 1: Main relationships in studies on MNC emkddedness

Empirical findings

There is strong empirical evidence that subsidsatievel of relational embeddedness to the external
network which is “local to the subsidiary” (linkagd has several effects, both on the subsidiagifjts
as well as on the MNC as a whole and the relatiprisbtween the subsidiary and its parent (linkage

A). There are two basic explanations. Firstly, fbd@syncratic patterns of relationships expose



subsidiaries to diverse knowledge, opportunitied @eas upon which the subsidiary can build and
develop critical capabilities. Secondly, embeddelsgliaries can have substantial influence on their
own status and their responsibilities within the ®INThis reflects the information and control
advantages of an organization’s network embeddedasspreviously described. Hence, consistent
with the research on embeddedness of domestic,fsotssidiary embeddedness has been found to
lead to knowledge and capability development, ambvative behavior (Hakanson & Nobel 2001;
Schmid & Schurig 2003; Andersson, Bjérkman et B02 Schmid & Daub 2006; Mu, Gnyawali et al.
2007). As a consequence, highly embedded subsidiaare more important for other units’
competence development (Andersson & Forsgren 2@0d)jt is more likely that they become Centers
of Excellence (Frost, Birkinshaw et al. 2002; Arsgem 2003). Additionally, corporate headquarters
expect strong market performance from such sub@digéAndersson, Forsgren et al. 2001; Andersson,

Forsgren et al. 2001).

Furthermore, it has been assumed that relationifegige stickiness of relation-specific knowledge
and bounded rationality make it difficult for owtsrs to understand the complexity of a focal
relationship (Ghoshal & Bartlett 1990; Forsgrenjmi@t al. 2005). Top management is considered to
only have a vague idea about the characteristidsttaan importance of the external relationships that
their subsidiaries have (Holm, Johanson et al. 199&nce, relationships are of critical importabci
difficult to understand for an outsider due to tmmplex interdependencies (including technical,
logistic, social, cognitive, and economic interdegencies) (Forsgren 2004) which develop in the
embedding process. Thus, knowledge of a relevatwank is an important source of power
(Krackhardt 1990). Mudambi and Navarra (Mudambi &virra 2004) have shown that increasing
subsidiary knowledge leads to diminished HQ contidhis gives rise to a situation in which
subsidiaries can exploit considerable influencesategic decisions within the MNC and are highly
autonomous (Andersson & Forsgren 1996), disappgoefforts for standardization (Newburry 2001).

To this end, subsidiary embeddedness impacts thelbSidiary relationship.
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However, the parent can influence subsidiary embeédess by certain control mechanisms e.g. the
use of expatriates or the specification of the mtiwe system for subsidiary managers (Andersson,
Bjorkman, Forsgren 2005). Therefore, the role ef HQ can be described as a situation in which it
“involves a never-ending process of seeking to tstdad what is going on in different parts of the
organization, and a continuous struggle for infeeem competition with other MNC units” (Forsgren,
Holm, Johanson 2005, p. 192). A further mechanism durbing subsidiary control benefits is
subsidiary internal embeddedness, defined as tlientexo which a subsidiary has embedded
relationships to internal customers and suppli€@dqgren 2004). For instance, subsidiary internal
embeddedness has been shown to reduce subsidianpay (Taggart & Hood 1999) and power, and

it increases the importance of subsidiary knowlddgehe MNC (Forsgren, Holm, Johanson 2005).

In sum, the findings show that the relationshiparl B are strongly dependent on each other. A key
strength of the research on subsidiary embeddedséss integration of the external and internal
network. This advances earlier conceptualizatiohndhe MNC as a differentiated network (e.g.
Nohria,Ghoshal 1997) that emphasize the internaaré only.

What is more, research shows that subsidiary endokadds is a mixed blessing in that it is requiced t
tap into local, contextualized knowledge which mnsidered as the basis for MNC competitive
advantage (Kogut & Zander 1992). However, at thmesaime MNC-wide leveraging of this
knowledge becomes more difficult for the parentrgigoen, Holm, Johanson 2005; Asakawa 2001).
There is tension between the information advantédgeed on subsidiary embeddedness on the one
hand, and the corporate integration mechanismgmedito limit subsidiary control benefits on the

other.
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Beyond subsidiary local embeddedness

MNC embeddedness — completing the picture

Despite its obvious strengths, extant research dMCMembeddedness does not meet some key
characteristics of the modern MNC. Probably duthéimmense complexity of the MNC, researchers
have applied a very confined conceptualization df@lembeddedness, i.e. subsidiary embeddedness.
The subsidiary is seen as a local “quasi-firm” @goen 2004) in a unique embeddedness situation.
Corporate-level embeddedness which has been adalyzdManagement research (e.g. McEvily,
Zaheer 1999; Gulati 1999) has been neglecteddoya kextent.

The strong focus on subsidiary embeddedness hadycigoduced important and relevant results and
started a new stream of research. Yet, the conalggdtion of the MNC as a differentiated network
operating with multiple centers also includes ttedationships to the external network exist at many
different levels of the organization (e.g. loc&gional or corporate levels) (Halinen, Térnroos&)99
The strong emphasis on subsidiary embeddednedscasneglecting other levels’ external relations,
although there have been early calls for integgatimoss-level analysis into the embeddedness
literature (Dacin et al. 1999). Yet, these missmetationships are highly relevant and should be
analyzed when studying MNC embeddedness in ordattain a more realistic picture of complex
MNC organizations and their linkages to externgbesc What is more, the external network has
seldom been modeled as a network. Often, the dabissl local network seems to be distinct from
other sister unit's networks — relationship parsnappear isolated. Yet, completing the picture in
Figure 1 shows that these partners are also cathézeach other. This complete framework is shown

in Figure 3.
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Figure 2: Framework of relationshipsin research on MNC embeddedness

Parent-level embeddedness

In general, not only subsidiaries can be embeddrcdalso other organizational units of the parent
company (linkages C and D). It has been arguedtiigabpportunity for such linkages has increased
with the trend towards globalization. Globalizaticem be interpreted “as a disembedding process that
strips individuals and firms from their local sttues and allows for restructuring at a more global

level” (Dacin et al 1999; p: 341).

Researchers who have focused on subsidiary embeeskedhave acknowledged the role of parent
level external relationships tocal network actors (linkage D). For instance, Andemssbal. (2002,
p.992) note that “the HQ must take part and devé@kpwn relationships with important customers
and suppliers in the subsidiary’s network” in order recognize and understand differences in
subsidiary external embeddedness. And Yamin & Fers¢Yamin & Forsgren 2006) argue that HQs
need to develop their own relationships to the islidgry network if they want to overcome their lack
of knowledge of the local context which is crucfal effective management and the retention of

power.
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Furthermore, HQ linkages to the local subsidiarywoek are not the only relationships at the HQ
level. HQs can also relate to parent units of tipairtners(linkage C). For instance, HQ managers
might meet regularly with HQ managers of its maspartant customer the firm is dealing with in
several countries in order to discuss the genefationship quality, agree on joint strategic mowes
even to discuss some particular business in afgpecuntry. It is reasonable to assume that, for
parent-level managers, this knowledge gatheredigfranteraction with a third party can prove very
valuable. Parents might acknowledge the value & Kmowledge since the potentially biased
subsidiary opinion is not the only source of infatian. Finally, parent linkages to higher-levelaast
yield informational benefits to the parent, e.ggameling strategic motives and directions of their
external network partners. These are informatidigalefits which are not directly accessible to the
subsidiary as the subsidiary is a connected outstdéhese higher-level relationships if they da no
have own direct links. Hence, these relationshigns loe highly relevant for the functioning of the
MNC, as parents acquire at least second hand kdgel@bout industry trends and the overall

relationship to an external actor.

Empirical research on parent-level relationshipaddition to subsidiary embeddedness is rare. To ou
knowledge, only three studies have contributed uo understanding of what multi-level external
relationships mean for the internal functioningtleé firm (Frost 2001; Forsgren, Holm et al. 2005;
Andersson, Forsgren et al. 2007 forthcoming). Adddlly, parent-level embeddedness has been
operationalized as “HQ knowledge of local contef&hdersson, Forsgren et al. 2007 forthcoming)
which means that the level of embeddedness andftbet of that embeddedness (HQ gathering of
local knowledge) have been combined to a more gériax. more “fuzzy” construct.

Yet, the empirical findings show that there is $abBal variance concerning the parent level direct
relationships to local actors of the subsidiarywek (linkage D) (Forsgren, Holm, Johanson 2005).
These relations can enhance legitimacy and repatafi a subsidiary (Frost 2001) or reduce the level
of strategic influence of the embedded subsidi&gdérsson, Forsgren et al. 2007 forthcoming).

However, other scholars could not verify that thisra significant link between HQ local knowledge
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and HQ influence (Forsgren, Holm, Johanson 200R)jckv might be due to very different
conceptualizations of “influence” used in these stadieé. Another ambiguity arises with the finding

of Andersson, Forsgren and Holm (2007) who reploat subsidiary embeddedness does not have
significant effects on HQ knowledge of the locahtaxt which is at odds with the basic assumption
that relationship outsiders have severe problenksaifving what is going on in a specific relationshi
Other findings suggest that HQ local knowledge thadiy affects outward knowledge flows from
these subsidiaries to the MNC and leads to a laserof centralization of decision-making (Forsgren,

Holm, Johanson 2005).

In sum, HQ external relations to the local netwselem to function as an indirect control mechanism
which helps managing semi-independent subsidigftesnin & Forsgren 2006). These external
relationships drive parent knowledge and undergatgnaf the local and international industry context
There is some initial evidence that parent-levebetdedness to the local networks curbs subsidiary
control advantages (Andersson, Forsgren et al. &@icoming). Hence, the examination of linkage
D has produced some important results. Yet, it @ fiee from ambiguity and simultaneous
investigation of linkage E is currently missingthe existing research on MNC embeddedness. By

implementing the proposed framework of MNC embedeésd these gaps could be filled.

Embeddedness to purely domestic vs. multinationaletwork actors

Related to the first aspect is the next aspect &fCMembeddedness. Research on subsidiary
embeddedness is relatively silent on the questionttichkind of network partners the subsidiary is
connected to. To be precise, many studies do medisaerlevel of embeddedness of subsidiaries with
regard to different categories of external netwmaikiners. The categories distinguish between eadtern
and internal network partners and different kinflommanizations such as customers and suppliers,

distributors, competitors, R&D institutions and govment institutions (Luo 2001; Andersson,

2 Forsgren, Holm and Johanson (2005) measure sabsitbncessions to HQ managers while Andersson,
Forsgren, Holm (2007) measure subsidiary influemc@vestment decisions within the MNC division the
subsidiary belongs to.
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Forsgren et al. 2002; Schmid & Schurig 2003; AmBBo&chlegelmilch 2007). Yet, these partial
embeddedness measures are mostly aggregated intorderive an overall average measure for
subsidiary embeddedness. This is done for exanypdalisulating the network density of the focal unit
and dividing it by the predetermined theoreticalxmaum level of density (Ambos, Schlegelmilch
2007) or by summing up the embeddedness scorecto mtner and dividing it by the number of
external relationships (Andersson, Forsgren, HO92). This means that in most of the studies no
distinction is made in further analyses. One exoapts Schmid and Schurig (2003) who found that
the parent (HQ) is the most important internal partand market customers are the most important

external network partners for the development ivicait capabilities by the subsidiary.

We want to stress another distinction of networktrngas: purely domestic actors vs. multinational
actors. Similar to the focal MNC, the network pargiare possibly not only purely domestic firms but
belong to larger entities as well. For a focal MMChave a customer operating in the same countries
as the MNC offers the possibility to build relattips inmany country markets between their
subsidiaries (linkage B), on higher hierarchicafele between corporate, divisional or regional HQs

(linkage D), and between subsidiaries and the pai@mpany of the network partner (linkage C).

Regarding linkage B, based on the discussion abibu@jght be quite important to differentiate
whether a relationship partner is a purely domdstit, strongly embedded in a local context bylfise

or whether it is a local unit belonging to anotlegge international MNC to which the focal MNC is i
contact with in different markets (Newburry 200Research has shown that affiliates of foreign
MNCs differ from domestically-owned, single-countfyms (Roth & Kostova 2003). Foreign
affiliates suffer from liability of foreignness (Baer 1995) and from the fact that their legitimacy
the local context is challenged (Kostova & Zah#899). This has consequences on their networking
behavior. Subsidiaries which are connected to puoelal firms might receive different knowledge
input, and might face different isomorphic pressuten those which are connected to local affdiate

of other multinational firms.
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In addition, within the field of strategic managarhemulti-market contact between competitors has a
substantial impact on strategic behavior in specifarkets as well as on corporate strategy. Inma no
competitive but collaborative setting as in supptiestomer relationships, multi-market contact
supposedly is important as well. First, subsid&temse their uniqueness as the point of contaitteto
network partner. Second, HQs' ability to understaathtionships between their subsidiaries and
purely domestic actors is probably lower than whba relationship partners are multinational
organizations which the HQ staff encounters in sswaifferent markets. The underlying idea is that
the higher the number of subsidiaries which are ezfdbd locally to local affiliates of thsame
network partner, the more interesting this partvesomes for the HQ. Hence, HQs will probably be
more active in gaining knowledge about these m@tstiips and in developing their own relationships
to this partner. Finally, this can lead to a sitwatin which the multi-national network partner® ar
operationally and strategically managed on a hidbeel, e.g. the corporate HQ-level, while the
remaining purely domestic partners are connectatigésubsidiaries only. In other words, there is a
complete separation between embeddedness on thelianp level and embeddedness on the parent-

level in terms of to which kind of actors the urate embedded to.

In addition, subsidiaries might have developedti@iahips to parent units of their most important
network partners, for example to corporate, divialoor regional HQs of their customers, or to
international higher-level organizations such as HU or international trade agencies (linkage E in
Figure 3). Subsidiaries which hold internationalnaates or which have developed into Centers of
Excellence are certainly open to these relatiorsshifigher-level organizational units such as HQs
differ from their local subsidiary units with reglato their knowledge of local context, their moaés
interpretation, their goals, and their power anfluence within their overall network. Therefore,
presumably, relationships to units on the parevgllencrease the variance of informational input fo

the subsidiary and could be a basis for the fadasisliary’s influence within their own MNC network.

In sum, we suggest that considering the distincti@tween domestic vs. multinational network

partners is highly relevant for the research on Méfibeddedness. It would be a first step towards
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also integrating structural embeddedness arguniatdsthe analysis thereby encouraging a more
holistic perspective of the external network. Auation in which all linkages B, C, D and E exist
matches the close network idea of Coleman (199@®t, Yuilding and maintaining all these
relationships to the network partner simultaneowshall these levels is costly. Subsidiary and ipiare

managers sacrifice time and attention to theirrealenetwork.

MNC embeddedness — Cross-border relationships on rtiiple levels of the MNC

A final aspect that has been widely neglected ésithernational dimension of the relationships B, C
D and E. Reflecting on the above discussion of MBi@beddedness, it becomes clear that all
relationships between the MNC and the externalnpartan potentially cross national borders.
Regarding subsidiary embeddedness, it has beeredarthat the current focus on subsidiary
embeddedness into the local, i.e. domestic envieons too simple (Ciabuschi 2006). Yet, this also

holds for C, D and E.

On the one hand, in the Business Network approBgirkman & Forsgren 2000; Forsgren 2004;
Forsgren, Holm et al. 2005) it has been arguedttiiatdifferentiation is irrelevant to the analysis
MNC embeddedness. In contrast, information androbbenefits captured by subsidiaries stem from
relational embeddedness to the miogiortant business actors, meaning that the question ofenner
business network partner is located is irrelevast,long as the relationships are of importance

(Forsgren 2004; Forsgren, Holm, Johanson 2005).

On the other hand, there is literature providingie@mpirical evidence to the existence and relevanc
of subsidiaries’ linkages. Many subsidiary typokxjhave been developed in the last decades, and a
great number of these studies describe subsidiaméis country-spanning responsibilities (cf.
Patterson, Brock 2002 for an overview). Subsidsar@ay have global or regional administrative or
operational mandates, and develop into so-calledete of Excellence (Birkinshaw & Morrison 1995;

Surlemont 1998; Taggart 1998). This “lateral cdizasion” (O'Donnell 2000) increases the likelihood
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that subsidiaries maintainternational relationships to suppliers, customers and otheworé& actors

in their environment. Birkinshaw and Hood (Birkiash & Hood 2000) have empirically verified that
subsidiaries embedded in cutting-edge industrytetashave a greater international market scope.
Finally it is presumed that subsidiary potential kmowledge development and thus for power and
influence within the MNC is higher when subsidiarire linked to a large variety of diverse actors
(Burt 1992; Powell, Koput et al. 1996; McEvily & Haer 1999). Foreign network partners in addition

to domestic partners certainly are a valid soufe@oance and should therefore have an impact.

Conclusion

In sum, we see an urgent need to study embeddedh#ss MNC in a more realistic way. In detail,
future research should account for the probakitiat network linkages

* exist on more than just one level of the MNC,

» do cross borders, and

» connect the focal MNC not only to purely domestitoas but also to affiliates and HQs of

multinational organizations.

Figure 4 shows our proposition of an enlarged fraork for MNC embeddedness. It integrates not
only subsidiary embeddedness to the local netwmrkadds linkages C, D and E as discussed in the
previous paragraphs. Furthermore, it covers theitiaddl dimensions called the international
dimension (cross-border linkages) and the affoiatilimension (linkages to purely domestic partners

vs. affiliates of other MNCs).
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Figure 3: Enlarged framework on MNC embeddedness

By implementing the above framework future reseavidhbe enriched and the network mechanisms
and effects can be revisited.

Regarding a subsidiary’s knowledge and competereagion, we expect that the ratios of national vs.
international and purely domestic partners vsliaféis of other MNCs have an effect. Heterogenieity
their knowledge sources offers subsidiaries a wiglectrum of new and potentially interesting ideas
and opportunities (Burt 1992; Moran 2005).

Regarding a subsidiary’s control benefits, it miglgo be interesting to acknowledge the additional
parent-level linkages to the external network a&sgtarce literature on the A-B-D triangle has shown
One important question is where these network gekaoverlap and what the effect of this overlap is
for the MNC. The possible outcomes are manifoldcesitdQ external linkages can support the

subsidiary (Frost 2001), crowd out subsidiary endeeltiess (Dacin, Ventresca et al. 1999), or even
20



create tensions and conflicts since there migta bertain competitive aspect between parent-unds a
subsidiaries about the question: who is the priorgact to the external network partner.

In addition, as mentioned above, overlapping refethips are costly to develop and maintain. One
interesting question could be when and to whatnéxparent units should actively seek network
linkages. Parents probably want to avoid tensiartsshsure cost-efficient coordination and contrfol o
their subsidiaries. Geographic, organizational emitural distance probably increases these costs of
building and maintaining such relationships whibbiwdd as well be considered.

Related to this question is the very interestirggagch stream on the structural network effectshvhi
has not been covered in “traditional” subsidiarypeddedness research. An MNC'’s network strong in
overlap is similar to Coleman’s (1990) closed nekwshich should — according to Coleman — yield a
number of benefits such as greater cohesion, redegehange risk, less exploitative behavior and
better cooperation. The more a parent developsratteclationships in addition to the subsidiarg th
more the network will be closed. Yet, the disadaget of a closed network is that the variety of
information shared in the network is limited asrgueetwork agent is connected to every other (Burt
1992). This could be further developed into son@pgpsitions regarding the different extent of MNC

embeddedness needed for competence creating werspetence exploiting units.

In conclusion, the proposed framework offers imaotrtways to enhance research on MNC
embeddedness. Typical network effects (relationdlsiructural) can and should be analyzed with this
framework covering issues such as knowledge cmatimowledge dissemination, subsidiary
coordination and control research could be donangse for example by focusing on isolated parent-
level embeddedness. However, the true strengtheoframework and true complexity of reality can
only be captured when the parent-level and subgiiavel embeddedness are investigated

simultaneously. This implicates multi-level anatysi
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