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Importance of Controlling

The management function of planning is all about

Planning—to
set the direction

setting goals and making plans. Controlling is the

¢ Decide where you

. N want to go
process of measuring performance and making sure « Decide how to best
things turn out as intended. And, information is its . g elanil .
) Organizing— Leading—
foundation. Henry Schacht, former CEO of Cum- to create structures to inspire effort
Controlling—

mins Engine Company, discussed control in terms

to ensure results

of what he called “friendly facts” He stated: “facts
that reinforce what you are doing are nice, because
they help in terms of psychic reward. Facts that raise

.

* Measure performance
* Take corrective action

alarms are equally friendly, because they give you
clues about how to respond, how to change, where to spend the resources.”

Figure 9.1 shows how controlling fits in with the other management functions.
Planning sets the directions and allocates resources. Organizing brings people and
material resources together in working combinations. Leading inspires people to
best utilize these resources. Controlling sees to it that the right things happen, in the
right way, and at the right time. It helps ensure that performance is consistent with
plans, and that accomplishments throughout an organization are coordinated in a
means—ends fashion. It also helps ensure that people comply with organizational
policies and procedures.

One of the great benefits of effective control is organizational learning. Consider,
for example, the program of after-action review pioneered by the U.S. Army and
now utilized in many corporate settings. It is a structured review of lessons learned
and results accomplished in a completed project, task force assignment, or special
operation. Participants answer questions such as: “What was the intent?” “What
actually happened?” “What did we learn?” The after-action review helps make con-
tinuous improvement a shared norm. It encourages those involved to take responsi-
bility for how they acted and what they achieved, and for how they can do better in
the future. The end-of-chapter team exercise is modeled on this approach.

Types of Controls

One of the best ways to understand control is in respect to the open-systems
perspective in Figure 9.2. It shows how feedforward, concurrent, and feedback
controls link with different phases of the input-throughput-output cycle.” Each
type of control increases the likelihood of high performance.

FIGURE 9.1 The role of controlling
in the management process.

Controlling is the process of
measuring performance and taking
action to ensure desired results.

An after-action review is a systematic
assessment of lessons learned and
results accomplished in a completed
project.
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FIGURE 9.2 Feedforward,
concurrent, and feedback
controls.

\

Ensure the right directions are —p
set and the right resource
inputs are available

<

Solve problems
before they occur

Ensure the right things
are being done as part
of workflow operations

~

Solve problems while
they are occurring

<

Solve problems
after they occur

—)  Ensure that final results are
up to desired standards




220 CONTROL PROCESSES AND SYSTEMS

Feedforward control ensures that
directions and resources are right before
the work begins.

Concurrent control focuses on what
happens during the work process.

Feedback control takes place after an
action is completed.

Feedforward Controls

Feedforward controls, also called preliminary controls, take place before a work
activity begins. They ensure that objectives are clear, that proper directions are es-
tablished, and that the right resources are available to accomplish the objectives.
'The goal is to solve problems before they occur by asking an important but often
neglected question: “What needs to be done before we begin?”

Feedforward controls are preventive in nature. Managers using them take a
forward-thinking and proactive approach to control. At McDonalds, for example,
preliminary control of food ingredients plays an important role in the firm's quality
program. The company requires that suppliers of its hamburger buns produce them
to exact specifications, covering everything from texture to uniformity of color.
Even in overseas markets, the firm works hard to develop local suppliers that can
offer dependable quality.®

Concurrent Controls

Concurrent controls focus on what happens during the work process. Sometimes
called steering controls, they make sure things are being done according to plan. You
can also think of this as control through direct supervision. In today’s world, that
supervision is as likely to be computer driven as face-to-face. Picture this scene at
the Hyundai Motors headquarters in Seoul, South Korea, in what the firm calls its
Global Command and Control Center.’

... with dozens of computer screens relaying video and data, it [the Global
Command and Control Center] keeps watch on Hyundai operations around the
world. Parts shipments are traced from the time they leave the supplier until they
reach a plant. Cameras peer into assembly lines from Beijing to Montgomery and
keep a close watch on Hyundais giant Ulsan, Korea, plant, the world’s largest
integrated auto factory.

The goal of concurrent controls is to solve problems as they occur. The key ques-
tion is, “What can we do to improve things right now?” In the Hyundai exam-
ple, operations are monitored and business intelligence is gathered in real time
using sophisticated information systems. lThis helps managers to quickly spot
and correct any problems in the manufacturing cycle. The same thing happens
at McDonald’s, but this time it all takes place face to face as ever-present shift
leaders provide concurrent control through direct supervision. They constantly
observe what is taking place, even while helping out with the work. They are
trained to intervene immediately when something is not done right and to cor-
rect things on the spot. Detailed manuals also steer workers in the right directions
as they perform their jobs.

Feedback Controls

Feedback controls, also called post-action controls, take place after work is com-
pleted. They focus on the quality of end results rather than on inputs and activities.
Feedback controls are largely reactive; the goals are to solve problems after they
occur and prevent future ones. They ask the question: “Now that we are finished,
how well did we do?”
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We are all familiar with feedback controls and probably recognize their weak
points from a customer service perspective. Restaurants often ask how you liked a
meal after it is eaten; course evaluations tell instructors how well they performed
after the course is over; a budget summary identifies cost overruns after a project is
completed. Such feedback about mistakes already made may not be able to correct
them, but it can help improve things in the future.

Internal and External Control

Managers have two broad options with respect to control systems. First, they can
manage in ways that allow and expect people to control their own behavior. This
puts priority on internal or self-control. Second, they can structure situations to
make sure things happen as planned.”’ This is external control. The alternatives
include bureaucratic or administrative control, clan or normative control, and mar-
ket or regulatory control. Effective control typically involves a mix of these internal
and external options.

Self-Control

We all exercise internal control in our daily lives. We do so with regard to managing
our money, our relationships, our eating and drinking, and more. Managers can take
advantage of this human capacity for self-control by unlocking, allowing, and sup-
porting it. This means helping people to be good at self-management, giving them
freedom, and encouraging them to exercise self-discipline in performing their jobs.
Any workplace that emphasizes participation, empowerment, and involvement will
rely heavily on self-control.

Managers can gain a lot by assuming that people are ready and willing to exercise
self-control in their work." But an internal control strategy requires a high degree of
trust. When people are willing to work on their own and exercise self-control, man-
agers must have the confidence to give them the freedom to do so. Self control is
most likely when the process setting objectives and standards is participative. The

Members of the Elsewhere Class Blend
Worlds of Work and Leisure

Are you really in control of your life, or are you always thinking about
‘elsewhere”? You may be at home or out shopping or at a sports event.
Yet, you'e thinking “it's time to check my messages on my smartphone.”
Today's young professionals, the “Elsewhere Class, are more and more
living in what sociologist Dan Conley describes as “a blended world of
work and leisure, home and office”” He says: “We feel like we are in the
right place at the right time only when in transit, moving from points
A to B. Constant motion is a balm to an anxious culture where we are
haunted by the feeling that we are frauds, expendable in the workplace

because so much of our service work is intangible”

Self-control is internal control that
occurs through self-discipline in
fulfilling work and personal
responsibilities.
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potential for self-control also increases when capable people have a clear sense of
organizational mission and have the resources necessary to do their jobs well. It is
further enhanced by inclusive organizational cultures in which everyone treats each
other with respect and consideration.

It's also important to think about self-control as a personal capacity, even a life
skill. How good are you at taking control of your time and maintaining a healthy
work-life balance? Do you ever wonder whos in control, you or your smartphone?
It used to be that we sometimes took work home in a briefcase, did a bit, closed
the case up, and took it back to work the next day. Now work is always there, on
the computer, in our e-mails, and streamed as text messages. It's habit forming and
some of us handle this better than others."

In San Jose, California, Elizabeth Safran works virtually. That’s the way the
13-member public relations firm operates—by e-mails and instant messaging. But
she is concerned about work-life balance, saying: “It [technology] makes us more
productive, but everybody is working all the time—weekends, evenings. It's almost
overkill” In London, England, Paul Renucci is managing director of a systems in-
tegration firm. He works at home on Fridays, saving two hours of traflic time and
staying connected by computer. At 5 P.M. he turns the machine off, his workday
over. He says: “I can work pretty hard, but at 5 p.m. exactly I stop working and the
weekend starts’™

Bureaucratic Control

Another form of external control uses authority, policies, procedures, job descrip-
tions, budgets, and day-to-day supervision to make sure that people act in harmony
with organizational interests. It's called bureaucratic control and you can think of
it as control that flows through the organization’s hierarchy of authority. Organiza-

Bureaucratic control influences
behavior through authority, policies,
procedures, job descriptions, budgets,

and day-to-day supervision. tions typically have policies and procedures regarding sexual harassment, for ex-

ample. Their goal is to make sure members behave toward one another respecttully

FACTS
FOR ANALYSIS

> MANY FIRMS PLANNING TO SPEND MORE TO DEFEND AGAINST
THEFT, FRAUD, AND CYBERSPYS

Corporate Thieves Thrive on Sticky Hands and Cyberheists

here’s a lot of crime in the corporate world. A bad econ-

omy tends to bring out the worst in some of us; the race
for technology and business competition raises the stakes of
“cyberspying.” Consider these survey results.

* 20% of employers say worker theft is a “moderate to very
big problem”; 18% report an increase in money crimes
such as stolen cash or fraudulent transactions; 17% have
tightened security to prevent employee theft.

* In global business, 48% of firms report fear of fraud, keep-
ing them from investing in places like China and Africa;
50% plan to spend more defending intellectual property.

* The U.S. government claims China and Russia are major
cyberspys who attempt to steal U.S. technology and re-

search insights for domestic purposes; industrial espio-
nage of military technology is also considered a threat to
national security.

. YOUR THOUGHTS?

Do these data tell the real story? Is employee theft mainly a
“bad economy” problem? Is it a smaller or larger problem
than indicated here? Have you witnessed such theft and, if
so, what did you do about it? And have you been a partici-
pant in such bad employee behavior? What about interna-
tional cyberspying or cyberheists? How can a company or a
nation protect itself in today’s hyperlinked digital world?
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and with no suggestion of sexual pressures or improprieties. Organizations also use
budgets for personnel, equipment, travel expenses, and the like to keep behavior
targeted within set limits.

Another level of bureaucratic control comes from laws and regulations in the
organizations external environment. An example is the Sarbanes-Oxley Act (SOX),
which establishes procedures to regulate financial reporting and governance in pub-
licly traded corporations.” SOX was passed in response to major corporate scandals
that raised serious questions about top management behavior and the accuracy of
financial reports provided by the firms. Under SOX, chief executives and chief finan-
cial officers of firms must personally sign off on financial reports and certify their
accuracy. Those who misstate their (irm’s (inancial records can go to jail and pay sub-
stantial personal fines.

Clan Control

Whereas bureaucratic control emphasizes hierarchy and authority, clan control
influences behavior through norms and expectations set by the organizational cul-
ture. Sometimes called normative control, it harnesses the power of group cohesive-
ness and collective identity.

Clan control happens as persons who share values and identify strongly with one
another behave in consistent ways. Just look around the typical college classroom
and campus. You'll see clan control reflected in how students dress, use language,
and act in class and at leisure. They often behave according to the expectations of
peers and groups with whom they identify. The same holds true in organizations,
where clan control influences members of teams and work groups to display com-
mon behavior patterns.

Market Control

Market control is essentially the influence of customers and competition on the
behavior of organizations and their members. Business firms show the influence
of market control in the way that they adjust products, pricing, promotions, and
other practices in response to customer feedback and what competitors are doing.
A good example is the growing emphasis on green products and sustainability prac-
tices. When a firm like Wal-Mart starts to get positive publicity from its expressed
commitment to eventually power all of its stores with renewable energy, for example,

AFPPHOTO/VOISHMEL/NewsCom widespread change;” said Cook.

Clan control influences behavior
through norms and expectations set by
the organizational culture.

Market control is essentially the
influence of market competition on
the behavior of organizations and their
members.

Many Wonder What Took Apple So Long to Act

What did Apple know and when? Could it have acted sooner? Its products are
widely popular, but its global manufacturing chain may be out of control. After
getting lots of bad press over working conditions at supplier factories in China—
allegations about underage workers, low paid workers, poorly treated workers,
unsafe conditions—Apple CEO Tim Cook responded. He said the firm had hired
the Fair Labor Association to audit the makers of its popular products and that
audit results will be posted monthly on its website. “Were determined to drive
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the effect is felt by its competitors."” They have to adjust their practices in order to
avoid losing the public relations advantage to Wal-Mart. In this sense the time-worn
phrase “keeping up with the competition” is really another way of expressing the
dynamics of market controls in action.

TAKEAWAY QUESTION 1 Why and how do managers exercise control?

Be sure you can ¢ define controlling as a management function e explain benefits of after-action reviews
e illustrate how a fast-food restaurant utilizes feedforward, concurrent, and feedback controls e discuss internal
control and external control systems e give examples of bureaucratic, clan, and market controls

The Control Process

The control process involves the four steps shown in Figure 9.3. They are (1) es-
tablish performance objectives and standards; (2) measure actual performance; (3)
compare actual performance with objectives and standards; and (4) take corrective
action as needed. Although essential to management, these steps apply equally well
to personal affairs and careers. Think about it. Without career objectives, how do
you know where you really want to go? How can you allocate your time and other
resources to take best advantage of available opportunities? Without measurement,
how can you assess any progress being made? How can you adjust current behavior
to improve prospects for future results?

An output standard measures

performance results In terms of Step 1—Establish Objectives and Standards

quantity, quality, cost, or time.

'The control process begins with planning, when performance objectives and stan-
FIGURE 9.3 Four stepsin the d.ards. for r.neasurlng them are set. It can't start w1thout them. Performance objec-
control process. tives identify key results that one wants to accomplish, and the word key deserves
~ emphasis. The focus in planning should be on describing

“critical” or ‘essential” results that will make a substantial
Step 1: performance difference. Once these key results are identi-

. fied, standards can be set to measure their accomplishment.
Establish performance

objectives and
/ standards \
Output Standards

Output standards measure actual outcomes or work

4: . .
Step _Step 2 results. Businesses use many output standards, such as
The Control .
Take Process Measure earnings per share, sales growth, and market share. Others
necessary actual . . . . .
action performance include quantity and quality of production, costs incurred,
service or delivery time, and error rates. Based on your
\ experience at work and as a customer, you can probably
Step 3: .
P / come up with even more examples.
Ccr)fmpare aCth":L When Allstate Corporation launched a new diversity
periormance wi e . . «1. S » .
objectives and standards initiative, it created a “diversity index” to quantify perfor-

mance on diversity issues. The standards included how well
\_ employees met the goals of bias-free customer service and
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Le contréole dans les réseaux de filiales en Asie : une
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Controlando las redes de sucursales en Asia: Expansion del
modelo centralizacion-formalizacion-socializacion (CFS)
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ABSTRACT

Prior research establishes that international
control by multinational corporations is
based on three dimensions: centralisation,
formalisation and socialisation. New control
mechanisms appeared in the last decade,
such as enterprise resource planning, short-
term assignments and regional centres. Do
these new mechanisms fit the three con-
trol dimensions? How do MNCs articulate
their control mechanisms, including new
ones? Using interviews with 77 managers
of 47 French MNCs in 11 Asian countries,
this study presents an exploratory factor
analysis and clustering. The findings show
that French MNCs control their Asian sub-
sidiaries through four dimensions: centrali-
sation of decision making, formalisation of
subsidiaries, socialisation and expatriation.

Key words: Multinational companies,
Subsidiaries, Regional organisation, Control, Asia
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RESUME

Le controdle a l'international de leurs acti-
vités par les multinationales implique trois
dimensions: centralisation, formalisation
et socialisation. De nouveaux mécanismes
de controle (les ERP, les missions de court
terme, les siéges régionaux...) se sont déve-
loppés récemment. S'inscrivent-ils dans ces
trois dimensions ? Comment les multinatio-
nales articulent-elles I'ensemble des méca-
nismes de contrdle ? Lanalyse des réponses
de 77 cadres de 47 multinationales fran-
caises dans 11 pays d'Asie, par factorisation
et classification hiérarchique, révéle quatre
dimensions de controle : centralisation
de la décision, formalisation des filiales,
socialisation et expatriation. Cinq types
de multinationales se distinguent selon la
combinaison des mécanismes de controles.

Mots clés : Firmes multinationales, Filiales,
Structures régionales, Controle, Asie

JOHANNES SCHAAPER

Kedge Business School,
CREG EA 4580

RESUMEN

Las multinacionales controlan sus activida-
des al internacional segun tres dimensiones:
centralizacion- formalizacion- socializacion.
Recientemente, nuevos mecanismos de control
se han desarrollado (ERP, misiones de corto
plazo, sedes regionales...). Esos elementos se
inscriben en esas tres dimensiones? Como las
multinacionales coordinan el conjunto de
los mecanismos de control? Analizando las
respuestas de 77 jefes de 47 multinacionales
francesas instaladas en 11 paises asiaticos,
segun un proceso de factorizacion y clasifi-
cacion jerarquica, este estudio revela cuatro
dimensiones de control: centralizacion de
la decisidn, formalizacion de las sucursales,
socializacion y expatriacion. Cinco tipos de
multinacionales resalten entonces segtin la
combinacion de sus mecanismos de control.

Palabras claves: Empresas multinacionales,
Sucursales, Estructuras regionales, Control, Asia

Multinational corporations (MNCs) have considerably
expanded their networks of subsidiaries worldwide'. In
some cases, they seek efficiency and lower production costs;
in others, they search for new market opportunities; in some
countries, they pursue these different goals simultaneously.
Thus, MNCs transfer their activities—including production,
sales and research and development (R&D)—across national
borders. How do MNCs coordinate and control their widespread
activities from their headquarters (HQ) at home?

Geringer and Hebert (1989: 236-37) define control as ‘the
process by which one entity influences, to varying degrees,
the behaviour and output of another entity through the use of

power, authority and a wide range of bureaucratic, cultural and
informal mechanisms’. This paper addresses two complementary
research questions. First, considering new control mechanisms
such as ERP, travel, short-term assignments (Mayerhofer et al.
2004; Tahvanainen et al. 2005; Welch et al. 2007) and the use of
regional HQ (Enright 2005a, 2005b; Piekkari et al. 2010; Alfoldi
et al. 2012; Amann et al. 2014), we investigate whether they fit
the theoretically well-established Centralisation - Formalisation
- Socialisation (CFS) framework of control (Goshal and Nhoria
1989; Nobel and Birkinshaw 1998; Ambos and Schlegelmilch
2010). Specifically, how do these new control mechanisms
complement more traditional ones? Second, we consider how

1. The term “network” in this paper is used in the perspective highlighted by Kostova et alii (2016: 180) “... the network concept became a common tool to
describe both the intra-firm and inter-firm space where MNCs operate” as well as the literature cited by these authors

Pour citer cet article : AMANN, B.; JAUSSAUD, J. & SCHAAPER, J. (2016). Control in subsidiary networks in Asia: Toward an extension

of the centralisation—formalisation-socialisation (CFS) model. Management international, 21(?), p.XX-XX.
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MNCs implement and articulate dimensions of an extended CFS
framework, to retain control of their subsidiaries.

To address these questions, we conducted 77 semi-structured,
face-to-face interviews during 2009-2012 with managers in charge
of subsidiaries in Asia established by 47 French multinational
companies in 11 countries. By combining a qualitative content
analysis of these interview transcripts with an exploratory factor
analysis, we obtain some answers to our central research questions.

First, the control of the subsidiaries of French MNCs in Asia
features four dimensions: (1) centralisation of decision making
and reporting at HQ; (2) formalisation of the organisation of
subsidiaries and the relations between subsidiaries and HQ; (3)
informal contacts and socialisation, through intensive short-
term missions and visits, facilitated by the establishment of
regional headquarters in the Asia Pacific; and (4) expatriation.
These results, as we will show, are quite consistent with the well-
established CFS framework. Second, we identify five categories
of MNC:s that adopt each control dimension to different degrees.
In the case of ERPs, it appears that they do not fit any specific
control dimension and instead support socialisation, regional
recentralisation and formalisation but oppose centralisation.

In the remainder of this article, we first emphasise that control
over networks of subsidiaries abroad requires a multidimensional
approach. Then we describe our empirical methodology and
outline our findings. We finally discuss these results.

Multidimensionality of Control Mechanisms
for Subsidiaries Abroad

CLASSICAL LITERATURE ON CONTROL: THE CFS
FRAMEWORK

In their description of the evolution of research on coordination
mechanisms in MNCs between 1953 and 1988, Martinez and
Jarillo (1989) identify three main research streams. The first
concentrates on MNCs’ organisational structure, including
their use of international divisions, or product, area or matrix
organisations. The second stream focuses on decision-making
centralisation or autonomy and bureaucratic control, includ-
ing formalisation, standardisation and reporting. The third
stream investigates informal and subtle mechanisms, such as
informal communication, transfers of managers, behavioural
control, socialisation, expatriation, visits, networks of people
and corporate cultures.

Ghoshal and Nohria (1989), studying headquarters—subsidi-
ary relations, find that the optimal fit between environmental
contexts and subsidiaries requires a differentiated combination
of three elements: centralisation of decision making, formalisa-
tion (use of systematic decision-making rules and procedures)
and normative integration, with consensus or shared values as
bases for decision making. Centralisation implies governance
mechanisms in which the decision-making process is hier-
archical, such that HQ makes most crucial strategic and policy
decisions. To identify the degree of centralisation, they measure
the degree of autonomy that HQ grant to subsidiaries to make
decisions about their own strategies, such as the design of new
products, manufacturing or senior human resource manage-
ment. Ghoshal and Nohria interpret formalisation as routine

decision making and resource allocation: they ask if the MNC
uses manuals, standing orders, and procedures to ensure that
rules have not been violated. Finally, they explain that normative
integration leads to shared values, which require investments in
socialisation. The main instruments of normative integration
are the time the subsidiary managers work at HQ, the presence
of HQ mentors for subsidiary managers and the number of
HQ visits to subsidiaries. In their empirical survey, normative
integration is referred to as socialisation, a widely used term in
organisation theory.

Nine years later, Nobel and Birkinshaw (1998) confirmed that
the three modes of control had been well established in organisa-
tion theory. They describe centralisation as the decision-making
power retained by HQ over topics such as the firm’s direction,
new projects, standards, budgets, hiring, cooperation, train-
ing and compensation. The question of whether centralisation
of decision making represents a control mechanism remains
though. Even if decision making is centralised at the HQ level,
subsidiaries still might be only minimally constrained with regard
to following centralised decisions. Perhaps then the centralisa-
tion of decision making represents a first step in centralising
control. We address this question more comprehensively in our
empirical investigation.

RECENT OPERATIONALISATIONS OF THE CFS FRAMEWORK

Between 2005 and 2010, several empirical studies of control-
related issues adopted a CFS framework, using similar variables
but with some variations. We describe a few of them here, together
with the classical studies we described previously, in Table 1.

Harzing and Noorderhaven (2006) study subsidiaries in
Australia and New Zealand and identify three control mechan-
isms: (1) autonomy, which is the opposite of centralisation (e.g.,
design, pricing, advertising of products for local markets), (2)
control by socialisation and networks (e.g., international task
forces, training, informal communication with HQ, shared
values) and (3) formal control (formalisation, planning, report-
ing, ERP). Output control, underlined as a specific dimension of
control by Harzing (1999), appears in a formal control dimen-
sion (reporting) in Harzing and Noorderhaven’s (2006: 172).
Harzing and Noorderhaven also consider expatriation (num-
ber, nationality, key positions of expatriates) as a stand-alone
complementary control mechanism.

Appointing expatriates to key management positions in a
subsidiary is often crucial for developing activities abroad; it
is also a main instrument of control over overseas subsidiaries
(Perlmutter and Heenan 1974; Edstrom and Galbraith 1997).
Harzing (2001) argues that expatriates tend to be appointed
as general managers or chief financial officers of a subsidiary
abroad, rather than to more locally oriented functions, such as
marketing. MNCs rely heavily on expatriates for several reasons.
First, their positions require constant interactivity with HQ.
The informal networks that expatriates may have developed
previously within the MNC, and particularly at HQ, should
provide a good foundation for effective interactions. Second,
managing subsidiaries requires precise knowledge of the MNC’s
processes and the ways it does things. Especially if a subsidiary
has been created recently, only expatriates have such knowledge
(Schaaper et al. 2013).
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Ambos and Schlegelmilch (2010) also build on the CFS frame-
work and use Nobel and Birkinshaw’s (1998: 483) definitions of
centralisation (‘decision making power retained at the headquar-
ters’), formalisation (‘routinised decision making power through
rules and procedures’) and socialisation (‘developing common
expectations and shared values among organisation members
that promote like-minded decision making’). They operation-
alise the CFS framework and validate its control mechanisms
and dimensions with a factor analysis.

Finally, Chen et al. (2009, 2010) argue for an organisational
control framework with three broad control types: (1) output con-
trol, which measures and rewards outcomes through goal setting,
performance evaluation and executive rewards; (2) process control,
which monitors ongoing behaviour through rules, regulations,
organisational structure, job descriptions and reporting; and (3)
social control, which aims to influence embedded values through
training, teams and socialisation of managers. We retrieve the
formalisation (process control) and socialisation (social control)
dimensions of control, but in this case, these authors replaced
centralisation with output control.

TRENDS IN INTERNATIONAL CONTROL

New forms of control have emerged in the past decade. As men-
tioned by Kostova et alii (2016: 181) “New technologies in com-
munication and information processing, travel, and production
processes have made managing widely dispersed organizational
elements simpler, more reliable, and much less expensive than in
the recent past, reducing the need for vast global bureaucracies
to manage multinational firms through command and control
from HQs.”. We focus especially on worldwide ERP, increased
travel and regional organisations, especially in the Asia Pacific.

Enterprise resource planning

Introduced in the early 1990s, ERP systems have helped support
globalisation. One of the main goals of ERP is to gain managerial
control over the firm’s operations (Schein 1992; Schwartz and
Brock 1998; Davenport 1998; Willis and Chiasson 2007), yet
academic research has not reached a consensus about whether
ERP leads to more centralised or decentralised decision making.
In the interviews they conducted, Willis and Chiasson (2007
222) found that the ‘overall objective [of ERP] ... justified the
goals of centralised control’. Schwarz and Brock (1998) list three
reasons ERP leads to more centralised control: (1) shortening
feedback loops, even if the number of hierarchical levels rises;
(2) requiring more central management to validate solutions to
shared problems, derived from inflexible ERP; and (3) seeking
to take advantage of economies of scale by sharing production
capacities. According to Davenport (1998), ERP centralises
control and standardises processes. Yet he also highlights the
paradoxical impact of ERP on firm organisations and culture:
They lead to higher degrees of centralisation, but the availabil-
ity of real-time data streamlines management structures and
creates more flexible organisations. Schwarz and Brock (1998)
also remark on this paradox: ERP facilitates new organisa-
tional structures, but the wider availability of information to
all employees facilitates communication, stronger management
teams and thus social control. With a quantitative survey of 156
companies in China, Wang (2007) asserts that the deployment of

ERP leads to flatter, more decentralised and more standardised
organisational structures. We can conclude from this short
literature overview that ERP systems might contribute to more
centralization and/or more socialization.

Increased travel and short-term assignments

The development of high-speed, global travel, and the remark-
able progress in information and communication technologies,
have changed the way people work, especially across borders.
Bonache et al. (2010), Tahvanainen et al. (2005), Welch et al.
(2007) and Mayerhofer et al. (2004) identify various short-term
international assignments that complement the crucial but costly
expatriation. Several studies emphasise the increased use of
short-term assignments, especially to subsidiaries in China, the
Indian subcontinent and South-East Asia (Petrovich et al. 2000;
PriceWaterhouseCoopers 2005; Bonache et al. 2010; Cartus, 2010).
Welch et al. (2007) show that, through frequent visits, short-term
assignees collect and transfer information and knowledge about
foreign markets and operations, such that they serve as ‘powerful
knowledge transfer agents’.

Mayerhofer et al. (2004) find that the main purposes of short-
term assignments are to provide expert knowledge, solve technical
problems, conduct audits, attend meetings and conferences and
deliver training. Tahvanainen et al. (2005) cite three reasons for
short-term assignments, one of which is managerial control.
According to Bozkurt and Mohr (2011), short-term assignees
visit subsidiaries abroad to bring skills and knowledge to specific
locations on short notice. They highlight that MNCs tend to
send experts from different parts of the network, who then join
together on location. Overall, short-term assignees complement
expatriates in their control function, but they also seem to play
an important role in circulating information throughout the
network of subsidiaries. Both Ghoshal and Nohria (1998) and
Nobel and Birkinshaw (1998) regard short-term assignments as
an element of the socialisation dimension of control.

Regional organisation of MNCs

With an empirical survey of 130 MNCs, Yeung et al. (2001) find
that Western MNCs frequently set up regional HQ in Asia to
integrate their activities and exercise greater control over sub-
sidiaries. Amann ef al. (2014) further argue that regional HQ
offer intermediate governance structures, with core coordination
and integration functions. Kostova et alii (2016: 180) confirms
that “many MNCs had begun developing regional centers of
coordination and control “. However, the term ‘regional head-
quarters’ cannot capture the full variety of regional management
structures that MNCs use in Asia, including regional operating
headquarters (Yin and Walsh 2011), regional offices (Poon and
Thompson 2003) and sub-regional headquarters. Similar to Enright
(2005), we refer to these diverse regional management structures as
regional management centres. Mori (2002) explains that regional
HQ benefit from strong decision autonomy and a wide regional
integration scope, whereas other regional management centres,
such as regional offices, supply chain platforms, representative
offices and holdings, fall under the stronger control of a global or
regional HQ. In parallel, in a survey of 696 regional management
centres in Asia, Enright (2005) finds that only fully functional
centres assume key functions, such that they can be perceived
as regional HQ. Other types of regional management centres
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have less decision autonomy and execute more operational roles,
such as coordination, reporting, technical support or marketing.

This short overview of the academic literature shows that the
centralisation of decision making is at least partially transfered
from the global HQs to RHQs in the Asia Pacific. We call this
the regional re-centralisation. This is in line with the global
trend noted by Kostova et alii (2016: 180) “Indeed, with greater
autonomy being granted to local subsidiaries, many MNCs had
begun developing regional centers of coordination and con-
trol to better seize regional opportunities, and leverage local
resources and knowledge throughout the entire organization.”

Recent trends in control by Western MNCs in Asia

As stated previously, Western MNCs have developed their
activities in Asia tremendously in the past three or four decades,
multiplying the number of countries in which they carry out
their business, as well as the number of subsidiaries in each of
these countries. As a consequence they have widely developed
control systems in Asia.

Harzing and Noorderhaven (2006) identify the CFS model
of control (Ghoshal and Nohria 1989) as relevant for the context
of MNCs in Asia, though they consider expatriation as a stand-
alone dimension. Expatriation has had crucial influences on
the development of Western MNCs’ business in Asia, as well
as on the control and development of formal control systems
(Harzing 2001; Jaussaud and Schaaper 2006). The high costs
and frequent failures associated with expatriation also have
prompted MNCs to rely a lot on short-term assignments to
subsidiaries in Asia on the one hand (Petrovich et al. 2000;
Bonache et al. 2010; Cartus, 2010) and on localisation of manage-
ment positions on the other hand (Schaaper et al., 2013). With
regard to centralisation, we note a shift in the dominant mode
for setting up subsidiaries in Asia, from joint ventures prior to
the 1980s to wholly owned subsidiaries since the 1990s (Hubler
and Meschi, 2001; Jaussaud and Schaaper, 2006)

Furthermore, facing vast geographical, cultural and institu-
tional distances, Western MNCs in Asia have strengthened their
hierarchical structures and introduced regional HQ or other
regional structures to create intermediate levels of decision mak-
ing and control (Yeung et al., 2001; Poon and Thompson 2003;
Yin and Walsh 2011; Amann et al. 2014). Setting up regional and
sub-regional structures may help limit the number of required
expatriates; for example, a finance expatriate may supervise
several locals in the field across different subsidiaries (Amann
et al. 2014). Finally, most MNCs in the area have deployed ERP
systems in the past two decades (Harzing and Noorderhaven
2006; Wang 2007). When designing our qualitative interview
guide, we kept all these trends in mind.

CONTROL OF SUBSIDIARY NETWORKS:
A MULTIDIMENSIONAL APPROACH

On the basis of vast syntheses of academic literature, Martinez
and Jarillo (1989) and Jaussaud and Schaaper (2006) show that
MNCs rely on alarge variety of instruments to exercise control
over their subsidiaries abroad. An appropriate combination of
these instruments—which depends on the context in which the

subsidiaries operate and the functions they conduct, such as
production, sales or R&D—is key to effective control (Schaan
1988; Geringer and Hebert 1989; Martinez and Jarillo 1989;
Ghoshal and Nohria 1989; Yan and Gray, 2001; Kumar and Seth
1998; Chen et al. 2009, 2010). As Ghoshal and Nohria (1989)
note, integrative processes are costly, and an efficient structure
relies on a combination of integrative devices that reflect opti-
mal trade-offs of the costs of each element and its efficacy in
a specified context. Nobel and Birkinshaw (1998) consider the
control modes complementary, such that any parent-subsidiary
relation is liable to exhibit elements of centralisation, formalisa-
tion and socialisation.

We wonder whether the control trends we have highlighted
(i.e., worldwide ERP, increased travel and short-term assignments,
and regional headquarters) align with traditional control mechan-
isms and thereby fit the CFS framework. In line with Harzing and
Noorderhaven (2006) and Jaussaud and Schaaper (2006), we also
wonder whether expatriate control constitutes a separate control
dimension, beyond centralisation, formalisation or socialisation.
Only a few studies investigate the relationship between control
mechanisms, mostly for the case of international joint ventures
(e.g. Liu et al., 2014). possibly because of the need for vast data
sets to investigate the interactions among control dimensions.
With the data we have collected, we make investigating this
interaction a central objective of this research.

Moreover, we predict that ERP might lead simultaneously to
more centralisation and socialisation and that short-term assign-
ments reflect socialisation, whereas regional HQs provide a means
to centralise decision-making autonomy in the Asian region. In
Table 2, we list the control instruments that theoretically might
be attributed to the extended CFS framework.

TABLE 2

Control mechanisms theoretically
attributed to the extended CFS framework

Centralisation

¢ Decision making centralised at HQ versus autonomous
subsidiaries

¢ Regional headquarters (RHQ) and regional management
centres (RMCs)

e Reporting to HQ?

e ERP

Formalisation

¢ Organisational structure and processes similar to HQ's
e Standards and written procedures, rules, policies

e Job descriptions

e Level of reporting

Socialisation/informal control

e HQvisits to subsidiary and short-term assignments
¢ Informal communication with HQ

¢ On-the-job rotation; personnel exchange

e Shared values, corporate culture

e Training

e Socialisation of subsidiary employees

e ERP

Expatriate control
e Number of expatriates
e Functions of expatriates

2. Prior literature does not concur about whether reporting belongs to the centralisation or formalisation dimension.
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Empirical Investigation

DATA COLLECTION

We adopted a qualitative approach, with semi-structured inter-
views of 77 high-ranking managers of subsidiaries of 47 French
MNCs in Asia between 2009 and 2012. We carefully selected
French MNCs operating in various countries in Asia and in
different sectors (Table 3). The respondents were expatriates
(but one local). Using the theoretical framework, we prepared
a semi-structured interview guide, starting with questions
about the history of the MNC and its various entry modes in
the country. A series of open-ended questions then aimed to
detail the MNC’s policies on regional strategic decision making,
expatriation, localisation of key functions, (de)centralisation of
strategic and operational decisions, ERP, written procedures,
job descriptions and processes, budget procedures, reporting,
the harmonisation of formalisation, contacts between subsidiary
managers and managers at HQ, meetings between managers of
different subsidiaries in Asia and at HQ, training of local workers
and managers, short-term visits and assignments, intra-Asian
assignments, job rotation, shared values, corporate culture,
socialisation actions and so on.

At the request of the interviewees, we provide neither their
personal nor the company names, which encouraged them to
speak freely without asking for permission from their HQ. For
the same reason, we indicate the industries in broad terms. All
the MNCs in our sample are major players in their industries.

DATA ANALYSIS

We followed the methodological steps recommended by Silver-
man (2006: 158-164) and Miles and Huberman (1994: 50-65). The
contents of the interviews, which lasted between one and two
hours each, were fully transcribed. We entered the transcripts
of the 77 interviews into a thematic content analysis grid, with
one column per subsidiary or regional Asian headquarters,
and one line per identified relevant answer to each question
from the interview guide. Columns related to the same MNC
(e.g., case AA, from which we interviewed expatriates in five
countries) were grouped together, producing a content table
with 47 columns, each representing a different French MNC.

We then set up an initial list of codes or categories, including
keywords, short sentences that we expected to find, according
to our conceptual framework in Table 2 (Miles and Huberman,
1994). Through a horizontal reading of each question or item
on the thematic content analysis grid, we carefully reduced the
interviews with these codes, MNC per MNC, cell per cell. This
first coding analysis revealed some supplementary regularities
pertaining to our research questions, leading us to add a small
series of emerging codes to the initial list (Miles and Huberman,
1994). Again following Miles and Huberman (1994), to ensure
reliability, different members of the team undertook the coding,
and any differences in the results were discussed and settled.

Next, we added various contextual variables, drawn from
the annual reports of the 47 MNCs, which enabled us to con-
textualise their organisational choices. Pertinent additional

variables included the number and location of production fac-
tories in Asia, countries with a commercial and/or production
presence in Asia, global employment, employment in Asia,
turnover worldwide, turnover in Asia and the percentage of
Asian turnover in the global turnover.

After the coding, we transformed the reduced content analy-
sis grid into a data file, to prepare our exploratory statistical
analysis (Silverman, 2006). Most questions in the interview
guide referred directly to the extent to which the interviewed
MNC used specific mechanisms to exercise control over subsidi-
aries. For example, answers to ‘Who makes strategic decisions
in the Asia Pacific region?’, “‘Who makes operational decisions
in the Asia Pacific region?” and “‘When discrepancies appear in
reporting, who takes corrective measures?” informed us about
the degree of centralisation of decision making and reporting.
With this approach, we address the possibility that centralised
control is not limited to centralised decision making but also
might entail the centralisation of reporting. Most variables were
coded on an ordinal, five-point scale. For example, the codes
for the level of centralisation variable span from 1 = ‘autonomy
for subsidiaries’ to 5 = ‘control is centralised at HQ’. A fresh
examination of the content analysis grid, in its qualitatively
coded version, and repeated readings of the initial interview
transcripts, helped us determine the degree of use of each control
mechanism very precisely, translated to the ordinal five-point
scales. This assessment gained relevance when we interviewed
more than one subsidiary of an MNC in two or more countries
(as was the case for 20 of the 47 interviewed MNCs), because the
discourses of the interviewed managers often were complement-
ary and reinforcing. Table Al in the Appendix reproduces the
links among the dimensions of the theoretical CFS framework,
the corresponding questions on the interview guide and the
exact coding and labels for the variables in our factor analysis.

Despite the loss of meaning caused by exploratory statis-
tical analyses with a coded data file drawn from interviews,
Myers (2008) argues that they can lead to clear and repeatable
results. In our case, an exploratory principal component analysis
produced a component plot, positioning 13 control mechan-
isms from our data file in a circle (Figure 1). A complementary
hierarchical clustering validates the extended CFS framework.
The principal component analysis also enables us to compute
object scores (for MNCs), positioned on an object diagram
(Figure 2). The hierarchical clustering of these objects (MNCs)
and a parallel analysis of the component plot of variables and
the objects diagram indicates which dimensions of control in
the extended CFS framework the specific clusters of MNCs use,
in complementary or alternative ways, to exercise control over
networks of subsidiaries in Asia.

Findings

VALIDATION OF THE EXTENDED CFS FRAMEWORK

The correlation matrix (Table A2, Appendix) shows 40 signifi-
cant (p < 0.05) correlation coefficients among 78, suggesting a
satisfactory principal component factor analysis (PCFA). In a
series of PCFA, with Varimax rotation on SPSS 18.0, starting

3. The 13 control mechanisms, correlated with 12 control mechanisms, produce [(13 x 12)/2) = 78 coefficients.
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TABLE 3
Sample of 47 French MNCs interviewed
Interviews in Employees Annual Turnover Percentage of
Case Different Countries Industry Worldwide Worldwide (bln €) Size Turnover in Asia

CA 2 Aviation (10 000 - 30 000] [2-5] Big Confidential
SB 2 Pharmaceutical industry | [10 000 - 30 000] [2-5] Big Confidential
RB 1 Electrical protection [< 5000] [<1] Small-scale Very small
SA 1 Lingerie production [5000 - 10 000] [<1] Small-scale Very small
VB 1 Construction [10 000 - 30 000] [2-5] Big Very small
WA 1 Beauty [5000 - 10 000] [1-2] Middle-sized Very small
EA 3 Animal health [5000 - 10 000] [2-5] Middle-sized Small
VA 1 Insurance [10 000 - 30 000] [>10] Big 1
DA 2 Electricity [> 100 000] [>10] Giant 3
IA 1 Hospitality [> 100 000] [2-5] Big 6
MA 2 Automotive equipment [30 000 - 100 000] [5-10] Big b
UA 1 Agriculture [5000 - 10 000] [1-2] Middle-sized 7
MB 1 Distribution [> 100 000] [>10] Giant 8
NA 1 Press [5000 - 10 000] [1-2] Middle-sized 8
RA 1 Automobile [30 000 - 100 000] [>10] Giant 8
FA 5 0il [30 000 - 100 000] [>10] Giant 10
QB 2 Automobile [> 100 000] [>10] Giant 10
DB 2 Optical [30000 - 100000] [2-5] Big 1"
EB 2 Automotive equipment [> 100 000] [>10] Giant "
HA 1 Electrical Equipment [10 000 - 30 000] [2-5] Big "
KA 2 Food [30 000 - 100 000] [5-10] Big 12
UB 1 Pharmaceutical industry | [> 100 000] [>10] Giant 12
FB 3 Water treatment [30 000 - 100 000] [5-10] Big 13
GB 2 Civil-military security [30 000 - 100 000] [5-10] Big 14
TA 1 Video games [< 5000] [<1] Small-scale 14
JA 1 Household appliances [10 000 - 30 000] [2-5] Big 15
LA 1 Health [5000 - 10 000] [1-2] Middle-sized 15
0A 1 Electricity [10 000 - 30 000] [5-10] Big 15
BA 2 Construction [30 000 - 100 000] [5-10] Big 16
KB 1 Civil engineering [< 5000] [<1] Small-scale 16
PA 1 Advertising [5000 - 10 000] [1-2] Middle-sized 16
GA 2 Beauty [30 000 - 100 000[ [>10] Giant 18
AB 3 Telecom components [30 000 - 100 000] [>10] Giant 19
1B 1 Heavy industry [5000 - 10 000] [1-2] Middle-sized 20
QA 2 Electrical equipment [> 100 000] [>10] Giant 21
AA 5 Industrial gas [30 000 - 100 000] [5-10] Big 22
HB 1 Animal health [< 5000] [<1] Small-scale 23
LB 2 Computer software [5000 - 10 000] [1-2] Middle-sized 23
PB 2 Chemistry [10 000 - 30 000] [5-10] Big 24
BB 3 Aviation [> 100 000] [>10] Giant 25
XA 1 Water treatment [< 5000] [1-2] Middle-sized 25
NB 1 Garment [< 5000] [<1] Small-scale 30
WB 1 Mining [10 000 - 30 000] [2-5] Big 31
B 1 Luxury [< 5000] [1-2] Middle-sized 39
CcB 1 Satellite images [< 5000] [<1] Small-scale 40
0B 1 Luxury [5000 - 10 000] [1-2] Middle-sized 40
JB 1 Insurance [> 100 000] [>10] Giant 41

Table 3: Sample of 47 French MNCs interviewed in eleven Asian countries (2009-2012), namely the People's Republic of China including Hong Kong,
South Korea, Japan, Taiwan, India, Vietnam, Thailand, Philippines, Malaysia, Singapore and Indonesia.
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with all initially coded variables, we eliminated the least repre-
sentative variables. Four axes showed Eigenvalues greater than
1.0. We eliminated any variables with communalities on four
factor axes lower than 0.45. However, even if its communality
was lower than 0.45, we retained an item if its factor loading on
at least one axis was greater than 0.45 (or smaller than -0.45).
These soft elimination criteria matched our goal of preserv-
ing as many control items as we could, while still ensuring an
interpretable factor map*. Thirteen variables thus entered the
final PCFA. The variance explained by the first four factor axes
was, respectively, 23.3%, 18.6%, 15.3% and 14.5%, for a total of
71.8%. Table 4 reproduces the factor loadings of the first four
components. The bold coefficients are greater than 0.425 (or less
than -0.425), thus correlating with that component.

TABLE 4
Rotated Component Matrix (Varimax)

Component

Explained variance 2_3._3%: 18.6% | 15.3% | 14.5%
Level of reporting 1 0.817 1 0.259 | 0.001 | 0.026
Level of written procedurest 0.793 1 0.044 | -0.111 | 0.359
Job descriptions 1 0.778 1 0.160 | -0.084 | 0.368
Formalisation equal to HQ i(_).gog l 0.056 | 0.154 | -0.232
Level of local training ! 25_52 .:_ 2:162 ! 91:42 1 -0.152
Level of centralised -0.220 1 -0.921 1 -0.056 | -0.142
decision making ! !

Centralising reporting at HQ | -0.190 1 -_0.2191-_0.93_2 -0.224
Regional headquarter 0.093 | 0.617 ' 0.425 ' 0.083
Informal contacts Asia-HQ | 0.025 | 0.166 1 0.769 1 0.056
Visits and short-term 0.024 | -0.049 1 0.779 1 0.023
assignments ! !
Number of regional -0.107 | 0.233 1 0.592 1 0.450
management centres in Asia L .:_ -
Level of expatriation -0.032 | 0.131 | 0.086 ' 0.823
Level key functions 0.256 | 0.153 | 0.090 1 0.766 1
expatriates ! !

A hierarchical clustering of the 13 retained variables pro-
duced a classification tree (Figure Al, Appendix) that assigns
control mechanisms to a control dimension of the extended
CFS framework. On the basis of this hierarchical clustering,
together with the bold factor loadings in Table 4, we derive
a final PCFA plot (Figure 1) that contains five dimensions of
control with inter-correlated control mechanisms: centralisa-
tion, formalisation, training, expatriation and socialisation/
regional decentralisation. Among those five dimensions, as
Table 4 shows, training is shared across the dimensions of our
extended CFS model (centralisation, formalisation, socialisa-
tion and expatriation).

In Table 5, we compare the control mechanisms theoretic-
ally attributed to a specific dimension of the CFS framework
(Table 2) against their empirical hierarchical cluster position on
the factor map. This comparison affirms that the Centralisation

dimension comprises ‘centralisation of decision making at HQ’
and ‘reporting is centralised at HQ’, which are traditional con-
trol mechanisms. Regional HQ and other regional management
centres do not belong to the centralisation dimension though;
instead, they appear in the Socialisation dimension of control.
Nor does the ERP control mechanism belong to Centralisation,
in contrast with our prediction. We find complete validation for
the Formalisation dimension, such that it consists of four control
mechanisms: ‘subsidiaries are equally formalised worldwide’,
‘written procedures’, ‘written job descriptions’ and a high level
of ‘reporting documents to be produced by subsidiaries’. For
the question of ‘output control’ (Harzing 1999), we find that it
contributes to both Centralisation and Formalisation dimen-
sions, respectively, in the form of ‘centralising reporting at HQ’
and ‘level of reporting’.

We also validate Expatriation as a stand-alone control dimen-
sion (Harzing and Noorderhaven 2006); it is not included in
Socialisation, as Ambos and Schlegelmilch (2010) suggest. This
dimension contains the ‘number of expatriates’ that MNCs send
to their Asian subsidiaries and their ‘key functions in subsidi-
ary management’. The Socialisation dimension also validates
two control mechanisms: ‘visits and short-term assignments to
subsidiaries’ and ‘frequent informal contacts between subsidi-
ary managers with HQ managers’, which are correctly correl-
ated (at 0.436). In addition, both control mechanisms correlate
(0.05 level) with the existence of ‘regional HQ’ and a significant
‘number of regional management centres’. Thus, the four control
mechanism together form a Socialisation dimension of control.

However, we cannot validate three control mechanisms:
‘on-the-job rotation and personnel exchange’, ‘shared values
and corporate culture’ and ‘socialisation action toward the
subsidiary’s employees’. This lack of validation likely arises
because small- and medium-sized MNCs generally lack clear,
well-designed policies for job rotation, personnel exchanges,
socialisation or the diffusion of shared values. As a result,
there were not enough cases to codify for the data analysis. We
excluded these variables.

Finally, similar to Ambos and Schlegelmilch (2010) who
could not validate training in their construction of a socialisa-
tion dimension of control, on our factor map, ‘training’ is a
stand-alone dimension. The hierarchical cluster (Figure Al,
Appendix) and correlation matrix (Table A2, Appendix) show
that training is closer to formalisation than to socialisation or
expatriation. This result aligns with Jaussaud and Schaaper’s
(2006) finding that training constitutes a full control dimen-
sion, correlated with their organisational dimension of control,
which is similar to formalisation. Jaussaud and Schaaper (2006:
39) explain, in reference to European subsidiaries in China, that
‘formalisation procedures require local employees to be trained
in order to learn techniques such as reporting, budgeting, etc.’

ARTICULATION OF CONTROL DIMENSIONS BY MNCs IN
THE ASIA PAcCIFIC REGION

The principal component analysis provides a means to locate
statistical observations (MNCs in our case) on a scatter diagram,
such that similar observations are positioned close together,

4. The KMO measure of sampling adequacy statistic = 0.70; Bartlett’s test of sphericity = 303 (p < 0.000).



Control in Subsidiary Networks in Asia: Toward an Extension of the Centralisation-Formalisation-Socialisation (CFS) Model

FIGURE 1
Component Plot in Rotated Space
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FIGURE 2
Factor score diagram (MNCs) and clustering
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TABLE 5
Comparison of theoretical and empirical positioning of control mechanisms, CFS framework

Empirical Position of Control Mechanisms in Proposed
CFS Framework

Empirical
Dimension

Theoretical Control Mechanisms

Centralisation ¢ Level_centralisation (decision making is centralised at HQ)

e Centralising_reporting_HQ (reporting to the HQ)

¢ Decision making is centralised at HQ
versus autonomous subsidiaries

* Reporting to HQ

* Regional HQ and regional management
centres

* ERP

Formalisation | ¢ Organisational structure and processes
similar to HQ's

e Standards and written procedures,
rules, policies

e Level of reporting

Formalisation_equal_HQ

(formalisation is the same worldwide)

Level_procedures (written procedures in Asian subsidiaries)
Job_descriptions (written job descriptions in the Asian
subsidiaries)

e o o o

e Job descriptions e Level_reporting [number of documents subsidiaries must produce)
Training * Level_training (level of training of local employees]
Expatriation ¢ Number of expatriates o Level_expatriation [number of expatriates)
e Functions of expatriates e Level_key_functions_expatriates (number of key functions that
expatriates occupy)
Socialisation e HQ visits to the subsidiary and short- e Visits_and_st_assignments (frequent short-term assignments
term assignments to subsidiaries)
¢ Informal communication with HQ ¢ Informal_contacts (frequent informal contacts of managers
¢ Training of subsidiaries with HQ managers)
¢ On-the-job rotation; personnel exchange * Regional_headquarter (MNC set up regional HQ in the Asia Pacific
e Shared values, corporate culture region)
e Socialisation of subsidiary’'s employees e Number_RMCs_Asia (number of regional management centres in Asial
* ERP

Notes: Italicised control mechanism in the left column are not validated; italicised control mechanisms in the right column are validated for a control

dimension other than the hypothesised one.

and dissimilar observations are distant. Figure 2 represents
the factor score diagram, with MNCs labelled by their coded
case names. The arrows show the directions of the four control
dimensions transposed from the extended CFS framework,
along with the specific mechanism of training, as we identified
in the component plot in Figure 1. When an MNC is located
close to a single arrow and far from the zero point of the plot,
it uses the mechanisms of the control dimension represented
by this arrow more. For example, VA is a highly centralising
MNC, whereas KA emphasises formalisation. A subsidiary
located halfway between two arrows and far from the zero
point of the plot simultaneously uses both groups of control
dimensions: XA mixes centralisation and formalisation. When
an MNC islocated opposite an arrow, away from the zero point,
it does not use the control dimension identified by that arrow.
For example, WB avoids intense formalisation. Finally, MNCs
located near the origin mix together all the control mechanisms,
as exemplified by HB. The hierarchical cluster tree of the object
scores (Figure A2, Appendix) shows five clusters of MNC:s, as
encircled in Figure 2.

We summarise the implementation of control dimensions
from the extended CFS framework and some main character-
istics of the MNC:s in each cluster in Table 6. The assessment
of the intensity of use of a control dimensions includes two
complementary steps. First, we computed the mean scores of
each cluster on the composite CFS variables. For example, the
composite centralisation variable is the mean of Level_cen-
tralisation of decision making and Centralised_reporting HQ.

Second, we checked the reliability of these scores, which span
from (--), or ‘not at all’, to (++), or ‘a lot’, with a zero point in
the centre of the scale.

The MNCs in the first cluster, located in opposition to cen-
tralisation on the principal component factor score map, exer-
cise high total control over their subsidiaries in Asia and high
efforts on all dimensions other than centralised decision making
and reporting. Most MNC:s in this cluster are giant compan-
ies, with a range of activities in Asia, including many factories
to manage and high turnover in the region. They all have set
up important regional HQ, mostly in Singapore, Hong Kong
or Shanghai, and regional management centres, in which they
de- or recentralise important operational and strategic func-
tions (e.g., analysis of reporting, regional strategic development,
senior human resource management).

In the second cluster, the MNCs do not emphasise centralisa-
tion. They manage subsidiaries, mostly wholly owned, in many
Asian countries, and their Asian turnover, though not huge in
absolute value, represents a rather high percentage (up to 40%)
of their global turnover (JB, OB). Similar to the first group,
they have regional HQs that possess autonomy for regional
decision making and reporting. However, these MNCs accen-
tuate the formalisation dimension of control, based on widely
deployed ERP, and place less emphasis on expatriation and
socialisation. The reason for their high formalisation is their
size; these medium-sized and large MNCs, unlike giant ones,
lack the resources required to implement all control dimen-
sions simultaneously.
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Characteristics of five MNC clusters and intensity of use of extended CFS control dimensions
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The 23 MNCs in clusters 3-5 all emphasise centralisation. But
they also implement the other control dimensions in different
ways and with different intensities. For example, the MNCs in
the third cluster rely on a mix of formalisation, training and
expatriation. Although these MNCs do not set up regional
HQ, they exert strong overall control. This cluster is mostly
composed of small-scale and medium-sized MNCs that earn
high turnover in Asia but do not locate large factories there.
Because Asian markets are important for these MNCs, they
exercise high control over their Asian (marketing) subsidiaries,
which remains centralised at their global HQ.

Almost solely relying on centralisation, with some training,
the MNC:s of the fourth group exercise relatively low control
over their activities in Asia. Some MNCs, though not all, have
set up regional HQ in the Asia Pacific region. These MNCs are
big and giant, with the necessary resources to implement more
control dimensions, but they achieve low turnover in the Asia
Pacific region. Some of them have many factories that employ
large numbers of local workers. Therefore, the training they
provide aims to improve production quality. Control over these
(production) subsidiaries remains highly centralised at HQ.

Finally, the MNCs in the fifth cluster are distinct; in addi-
tion to centralisation, they implement all other dimensions
of control, including setting up regional HQ. They are mostly
small-scale and medium-sized and have relatively few factories
in Asia to manage, but they realise important turnover in just
a few key countries (e.g., China, Japan).

Discussion

The dilemma between expanding quickly in Asia while con-
taining the costs of control in such a far away location led us
to ask: Do new control mechanisms (e.g., ERP, short-term
assignments, regional headquarters) fit the well-established
CFS control framework? How do MNCs implement and articu-
late such mechanisms to retain control over their networks
of subsidiaries?

FOoUurR CONTROL DIMENSIONS

French MNCs retain control over their Asian networks of
subsidiaries by articulating four main dimensions:

Centralisation of decision making and reporting at HQ,
which matches the traditional centralisation dimension from
the CFS framework.

1. Formalisation of the organisation of subsidiaries and the
relations between subsidiaries and HQ, in line with for-
malisation from the CFS framework.

2. Informal contacts and socialisation, through intensive
short-term missions and visits, facilitated by the estab-
lishment of regional HQ in the Asia Pacific, matching the
socialisation dimension.

3. Expatriation, which also pertains to the socialisation dimen-
sion in the CFS framework.
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4. Training oflocal employees also constitutes a control mech-
anism (Martinez and Jarillo 1989; Gerringer and Frayn 1990;
Child and Yan 2003; Ambos and Schlegelmilsch 2007). We
find that it is shared across the four previous dimensions
(Table 4).

We have argued that regional management structures in Asia,
with increasingly important control functions, help centralise
decision making at the regional level. The content analysis of our
interviews shows that developing a regional Asian organisation,
such as a regional HQ, increases recourse to short-term assign-
ments from HQ and enhances the informal contacts between
managers in Asia and at HQ. Thus, regional HQs clearly serve a
socialisation function. However, this development of regional
organisations in Asia correlates negatively with the control mech-
anisms related to centralisation (see Table A2, Appendix). Thus,
regional HQ actually decentralise decision making and reporting
away from the global HQ, in a process we call the ‘recentralisa-
tion of decision making and reporting at regional HQ'.

In line with Ghoshal and Nohria (1998) and Nobel and
Birkinshaw (1998), we find that intensive travel, including short-
term assignments from HQ to Asia, is a core element of socialisa-
tion. Our interviews also show, in line with Welch et al. (2007:
180), that ‘international business travellers have the capacity to
act as powerful knowledge transfer agents in terms of internal
interaction between company units’.

In parallel with their globalisation, many MNCs have imple-
mented ERP, which might lead to more centralised and formalised
decision making, though some studies show that paradoxically,
ERP enhances informal communication. We find that ERP does
not fit any specific control dimension. To specify the possible
roles of ERP, in terms of control, in Table 7 we present the cor-
relations of ERP with other mechanisms of control.

These correlations suggest that ERP opposes centralised
decision making and reporting to HQ (r = -0.30; p = 0.04) but
correlates with formalisation and training and, to some extent,
socialisation. Although ERP enables more central control, it does
not appear to lead to this outcome. On the basis of this evidence,
we posit that ERP actually is more a data collection and shar-
ing device (Shen et al. 2016) rather than a control mechanism.
Overall, ERP emerges as a mechanism shared by the socialisation/
regional recentralisation, formalisation and training dimensions
of control, opposed to centralisation (Schwartz and Brock 1998;
Davenport 1998; Wang 2007). These findings in turn can inform
the ongoing discussions in academic literature about how to
implement ERP, in three main realms.

First, Davenport (1998: 6) argues that ERPs lead to higher
degrees of centralisation, but the availability of real-time data
streamlines management structures and may create more flex-
ible and decentralised organisations. We find that this decen-
tralisation effect of ERP predicted by Davenport outweighs the
centralisation effect of control he anticipated, in line with Pfeffer
and Leblebici (1977) and Wang (2007).

Second, ERP underutilisation remains a serious challenge
for organisations (Hsieh and Wang 2007, Mass et al. 2014).
Although ERP systems can reinforce control structures as desired
by management (Mass et al. 2014), subordinates and colleagues

may tend to be less inclined to use the ERP system extensively
(Murphy and Chang, 2012).

Third, the problem of ERP uniformity is crucial for MNCs.
Differences in regional markets remain so profound that strict
uniformity likely will prove counterproductive (Davenport 1998;
Anandarajan et al. 2002). In our interviews, several respondents
complained that global ERP often fails to account for specific
pieces of information related to the Asian subsidiaries, their
staff or their products, particularly if the information appeared
in thelocal language (e.g. addresses in Chinese characters). This
issue suggests what Davenport (1998: 8) has called ‘a federalist
operating model’.

COMBINATIONS OF THE CFS DIMENSIONS FOR CONTROL

As already mentioned, a paucity of research investigates the
combinations of different dimensions of control. Nearly half
of the MNCs in our sample controlled their subsidiaries using
strongly centralised decision making and reporting. The other half
stressed less centralisation but compensated by implementing a
balanced mix of other control dimensions. For example, MNCs
recentralise decision making and reporting for operational and
strategic functions at regional HQ in the Asia Pacific region, where
they pool a relatively large number of expatriates and frequently
send managers from HQ on short-term assignments and visits.

The summary in Table 6 reveals that the French MNCs in our
sample place training of local staff (managers, employees and
workers) and the formalisation of subsidiaries at the centre of
their international control systems. Table 6 highlights another
trend too: Expatriates have become less prominent. The chal-
lenges of finding enough expatriates to manage the growing
number of subsidiaries in Asia have forced the MNCs in our
sample to entrust more key positions to local managers and

TABLE 7
Correlation of ERP with other mechanisms
(ranked from +1 to -1).

‘ Correlation ‘Significance

Level of training 0.50 0.00
Formalisation equal to HQ 0.48 0.00
Level of reporting 0.42 0.00
Level of written procedures 0.36 0.01
Job descriptions 0.31 0.04
Number of regional management 0.28 0.05
centres in Asia

Visits and short-term 0.27 0.07
assignments

Regional HQ 0.26 0.08
Level of key functions performed 0.18 0.22 (NS)
by expatriates

Informal contacts with HQ 0.16 0.28 (NS)
Level of expatriation -0.03 0.84 (NS)
Centralised reporting to HQ -0.30 0.04
Centralisation of decision making -0.34 0.02
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engineers (Legewie 2002; Belderbos and Heijltjes 2005). This
transfer of key positions requires substantial efforts to train future
managers, in Asia and the MNC’s home country. Such training
entails the development of skills and a greater understanding of
the corporate culture. Gradually, expatriates can be substituted
by local managers and engineers.

COMBINATIONS OF CONTROL DIMENSIONS: FIVE PATTERNS

Our empirical study reveals five groups of homogeneous MNCs
that exercise different degrees of control, from strong to weak, by
implementing different mixes of the control dimensions outlined
in the extended CFS framework. Tight controllers are mainly big
and giant MNCs that recentralise decision making and reporting
atregional HQ in Asia and exert effort to achieve formalisation,
train Asian employees, both locally and through international
training programs for high-potential managers and engineers,
while still sending many expatriates to Asian subsidiaries and
regional HQ. Formalisers set up smaller, regional HQs in Asia but
still centralise information through highly developed formalisa-
tion, based on global ERP. In addition, they emphasise training
of local Asian employees. Loose controllers are MNCs with a
relatively high turnover in Asia. They centralise control at HQ
through reporting. Despite their limited resources, they send
a few expatriates to Asia and offer some training to their local
employees. Strong centralisers centralise all their international
control and comparatively do not put much effort into the other
dimensions of control. This group is characterised by rather low
turnover in Asia and relatively many international joint ventures
to manage. Finally, balanced controllers are mostly middle-sized
MNCs that centralise control through reporting but also develop
all other dimensions of control to some extent.

In defining these groups, a key factor seems to be the size of
the MNC. Most big and giant MNC:s exert strong overall control
by implementing all control dimensions, including regional HQ,
that enable them to recentralise their strategic decision making
and reporting. According to our content analysis, compared with
smaller MNCs, giant MNCs formalise the relations between the
parent company and subsidiaries in Asia more, implement widely
deployed ERP systems, develop coherent training programs for
local employees, locate key management positions in subsidiaries
and send many managers and technicians from their global sub-
sidiary network on short-term assignments to Asia. In contrast,
smaller MNCs (Table 3) most often base their international con-
trol systems on just one or two dimensions, such as combining
centralised decision making with strong formalisation, as well
as the presence of an expatriate who is responsible for the daily
operations of the subsidiary (e.g. production, reporting, local
recruitment, informal contacts with managers at HQ). However,
size is not a stand-alone determinant, in that in each cluster, we
find MNCs of all different sizes.

A second mitigating factor is the level of sales that MNCs
realise in the Asia Pacific region. The greater the importance
of Asian markets in the global portfolio of an MNC, the more
control it exerts. In contrast, the number of factories that an
MNC manages in the Asia Pacific region has less influence over
its degree of control. When MNCs have important production
activities but low turnover in Asia, they continue to centralise
control at their HQ.

Conclusion

This research finds that new forms of control—especially ERP,
increased travel and the reinforcement of regional headquar-
ters—fit the well-established, theoretical, centralisation-for-
malisation-socialisation (CFS) framework.

It appears that French MNCs base the control of their net-
works of subsidiaries in Asia on the articulation of four main
dimensions of control: (1) centralisation of decision making
and reporting; (2) formalised organisation of subsidiaries and
HQ-subsidiary relations; (3) socialisation through intensive
short-term missions, HQ visits to Asia and frequent informal
contacts, facilitated by the presence of a regional HQ; and (4)
expatriation. Moreover, training emerges as a control mechan-
ism that is shared by the previous dimensions.

Increased travel and the regional organisation of an MNC
fit the socialisation dimension of control. Big and giant MNCs
set up regional HQ in Asia, where they recentralise decision
making for operational and strategic functions, pool a rela-
tively large number of expatriates and send managers from
HQ on short-term assignments and for visits. Yet ERP does
not fit any specific control dimension and instead supports
socialisation, regional recentralisation and formalisation but
opposes centralisation.

Furthermore, our research shows that MNCs combine the
centralisation, formalisation, socialisation and expatriation
dimensions of control with different weights and intensities.
Specifically, five patterns, reflecting different combinations of
control dimensions by MNCs, reveal that they exercise differ-
ent degrees of control, from weak to strong, by implementing
different mixes of the control dimensions. The factors that dif-
ferentiate the five groups include the global size of the MNC
and the importance of its sales, in absolute values, in Asia.

From a broader perspective, this study makes several key
contributions. From a theoretical point of view, we extend the
classical CFS framework. Furthermore, we shed light on the
effects of ERP: Although it can help companies share a lot of
information efficiently, it does not lead to increased centralisation
of control. From a methodological point of view, we show that
a quantitative approach, using a large qualitative sample, offers
new perspectives for research in international management.

Yet this research also suffers some shortcomings that might
be addressed in further work. First, we have not taken subsidi-
ary roles into account, even though HQ do not necessarily
control subsidiaries with different functional roles (produc-
tion, sales, R&D) and different geographical scopes in the same
ways (Ghoshal and Nohria 1989). Investigating this dimen-
sion would require an in-depth analysis of how each of the
47 MNC:s differentiates control, according to the subsidiaries’
roles. Second, even with the relatively large number of MNCs
we consider, generalising our conclusions demands caution.
They might not strictly apply to MNCs from countries other
than France. Although most of our findings are in line with
previous research, our conclusions still should be qualified in
host regions that are less dynamic than Asia or culturally and
institutionally less different from the home region of the MNC.
A broader quantitative approach eventually may help confirm
our results and shed further light on the questions we investigate.
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FIGURE A1
Hierarchical clustering of variables
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