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(4) NCR’s Scottish subsidiary, being a second-source manufacturer for NCR’s products 

and facing technological changes and internal problems, was on the verge of closure. Even 

their most promising product – the automatic teller machine – was struggling in its 

marketplace due to quality issues. Product development responsibilities lay with 

headquarters, but the Scottish subsidiary started to work on upgrading and renewing its 

product line to meet the key customer demands. The subsidiary’s persistence paid off, and 

only a year later a successful product upgrade was launched. Later on, the product the 

next-generation ATM was launched which set new standards. This success is also 

responsible for the transfer of all global ATM business responsibilities to the Scottish 

subsidiary (Birkinshaw and Fry, 1998).

(5) GE’s Canadian subsidiary business was almost closed down because it was too small 

and far away from headquarters and GE’s core business. However, the subsidiary took the 

chance to respond to a government-sponsored program seeking energy-efficient lightning 

and was able to even successfully establish a new enterprise called “GE Energy 

Management.” The subsidiary was the one which identified this opportunity in the first 

place, tested the idea in a small way and afterwards sought allies throughout the 

corporation (Birkinshaw and Fry, 1998).

The previous examples are only a few from dozens of subsidiaries that have developed 

new products for local or global markets, prepared acquisitions of other companies, 

improved or changed existing routines, or otherwise improved their prospects 

independently (Ambos et al., 2009). These entrepreneurial subsidiary activities which 

“occur outside the home country of the multinational corporation and allow the subsidiary 

to tap into new opportunities have been brought together under the label ‘subsidiary 

initiatives’.” (Ambos et al., 2009: 3).
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respective ways of defining entrepreneurship. According to McDougall and Oviatt (2000: 

903): “[i]nternational entrepreneurship [is…] a combination of innovative, proactive, and 

risk-seeking behavior that crosses national borders and is intended to create value in 

organizations.” This definition combines elements from the broader entrepreneurship 

literature as well as from the international business literature. Parts of it can also be 

recognized in the definition of subsidiary entrepreneurship from Birkinshaw and 

Ridderstråle (1999: 151): “[…] initiative is a discrete, proactive undertaking that advances 

a new way for the corporation to use or expand its resources. […] Subsidiary initiative 

simply refers to any initiative that occurs outside the home country of the multinational 

corporation.”

The construct of innovativeness, proactiveness, and risk-taking to measure entrepreneurial 

orientation is also employed by Zahra et al. (1999a) and Lyon et al. (2000). Dimitratos and 

Plakoyianniki (2003), in contrast, analyze international entrepreneurship within its

organizational context. According to their research, international entrepreneurship is an 

organization-wide phenomenon which spans over all hierarchical levels and geographic 

boundaries of a firm. This leads to the assumption that entrepreneurship can not only 

originate from new international ventures, but also from subsidiaries in multinational 

corporations. Despite the fact that links between MNC/subsidiary management literature

and subsidiary entrepreneurship literature are not obvious, linkages can be found in various

sub-streams of the MNC management literature. Venaik et al. (2002), for example, assert 

that entrepreneurial subsidiary actions are required to respond to a volatile external 

environment. Publications with respect to subsidiary roles and strategies acknowledge that 

subsidiaries that possess specialized resources and the necessary autonomy can capture a 

more innovative and entrepreneurial role within the MNC (Gupta and Govindarajan, 1991; 

Harzing and Noorderhaven, 2006). Other research focuses on the MNC network role and 

the subsidiary embeddedness in its host country as well as its linkage with the 

entrepreneurial potential at the subsidiary level (Forsgren et al. 1992; McEvily and Zaheer, 

1999).

The development of subsidiary entrepreneurship research can also be explained from an

evolutionary perspective (Figure 2). The focus of MNC literature has constantly changed

over time and has developed from a hierarchical to a heterarchical point of view while the 

unit of analysis has shifted from the parent to the subsidiary unit (Paterson and Brock, 
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degree of autonomy. Consequently, various classification systems for subsidiary roles were 

developed (Bartlett and Ghoshal, 1986; Jarillo and Martinez, 1990; Gupta and 

Govindarajan, 1991; Birkinshaw and Morrison, 1995; Taggart, 1997a). In contrast to the 

subsidiary role stream, the subsidiary development stream assumes that subsidiary roles are 

no longer assigned by headquarters, but rather actively determined by the subsidiary itself.

The underlying idea is that subsidiaries do not only focus on their performance but also

seek to develop their role and position over time. Birkinshaw and Hood (1998) explicitly 

analyze the factors driving subsidiary development. Those factors can be internal (e.g.,

initiatives of subsidiary management), external (e.g., decisions or actions by headquarters), 

or determined by environmental conditions. Subsidiary entrepreneurship is also considered 

as one source of subsidiary development. The topic of subsidiary entrepreneurship tends to 

be the next research stream due to its influence on the overall success of a multinational 

corporation (MNC) and the increased research interest in this field since the 1990s 

(Liouka, 2007).

2.1.2 Definition of subsidiary entrepreneurship

Surprisingly, despite the fact that a number of studies have analyzed the phenomenon of 

subsidiary entrepreneurship empirically, an exact definition of subsidiary entrepreneurship 

does not exist in the literature so far.

From the pure interpretation of the two words, it can be assumed that subsidiary 

entrepreneurship is about the phenomenon of subsidiaries behaving entrepreneurial. 

However, a closer look at the definition of “subsidiary” reveals some specifics: subsidiary 

in this context means any operational unit which is controlled by the multinational 

corporation and situated outside the home country (Birkinshaw, 1997: 207; Birkinshaw et 

al., 1998: 224). Furthermore, operational units can be interpreted as any production plant, 

sales unit, etc., situated outside the MNC’s home country. Therefore, subsidiaries in the 

parent company’s home country are in most research not considered subsidiaries in the 

context of subsidiary entrepreneurship. The second specific characteristic is the 

multinational corporation. Such a corporation comprises a set of geographically distributed 

subsidiaries that have different competencies and capabilities. Organizationally, an MNC

consists of a parent company and its subsidiaries in the home country and abroad (Nohria 
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Furthermore, subsidiary entrepreneurship is an unpredictable phenomenon which emerges 

from somewhere in the subsidiary network and concedes corporate leaders more or less 

only a spectator role. Therefore, the location of employees involved cannot be designed in 

advance (Williams and Lee, 2009). Possible outputs of such an entrepreneurial initiative 

are product modifications, new product developments, adjustments to business processes, 

etc. (Tseng et al., 2004).

A before mentioned example for subsidiary entrepreneurship and the resulting product 

introductions is Philips: Philips’ first color TV was created by its Canadian subsidiary; the 

company’s first stereo TV was developed by its Australian subsidiary; and the first TV 

with teletext capabilities was created by Philips’ UK subsidiary. Essential in the case of 

Philips is that the parent company encouraged innovation in its subsidiaries and leveraged 

successful ones for the global network (Lightfoot, 1992; Bartlett, 2002).

Overall, the phenomenon of subsidiary entrepreneurship can be summarized by the 

following statement (Birkinshaw et al., 1998: 226): “Subsidiary initiative is defined as the 

entrepreneurial pursuit of international market opportunities to which the subsidiary can 

apply its specialized resources.”

In addition, subsidiary entrepreneurship can also be defined as a special issue of corporate 

entrepreneurship: While corporate entrepreneurship deals with entrepreneurial activities in 

a single corporation2, subsidiary entrepreneurship is about entrepreneurial initiatives in 

foreign subsidiaries of a MNC. Birkinshaw as the ‘originator’ of the research field speaks 

in this context from subsidiary entrepreneurship as a rare form of corporate 

entrepreneurship: subsidiary entrepreneurship initiatives have to cope with additional 

resistance beyond corporate entrepreneurship initiatives, because the sponsoring unit is 

foreign. In this context, Birkinshaw also speaks about “the corporate immune system” 

(Birkinshaw and Ridderstråle, 1999).

The literature on corporate entrepreneurship differentiates between two models of within-

company entrepreneurship: (1) focused corporate entrepreneurship (also called corporate 

venturing) and (2) dispersed entrepreneurship (also called intrapreneurship). While 
                                               
2 The terms of corporate entrepreneurship and intrapreneurship are often used interchangeably and both aim 
at explaining employees’ entrepreneurial behavior (Schmelter, 2008). 
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corporate venturing is “incubative” entrepreneurship of a for this purpose set-up division3,

intrapreneurship is driven by the actions of each and every individual of a company. 

Antecedent for intrapreneurship is an actively lived entrepreneurial culture. According to 

Kirzner (1974), dispersed entrepreneurship assumes a dual role for every employee: 

managing the ongoing activities and pursuing new opportunities at the same time. 

According to Boojihawon et al. (2007: 554), “subsidiary initiative is a form of dispersed 

corporate entrepreneurship”. Therefore, subsidiary entrepreneurship is similar to

dispersed corporate entrepreneurship and intrapreneurship.

For the purpose of this research, subsidiary entrepreneurship is defined in accordance with 

Liouka (2007) as the entrepreneurial, innovative activity of foreign subsidiaries which 

either has global or local impact. For identification of the entrepreneurial character the 

well-known variables “innovative,” “risk-taking,” and “proactive” are used in accordance 

to Zahra et al. (2000). The output of such an initiative can range from product modification 

over new product development to business process adjustment. All of the before mentioned 

can be summarized with the following characteristics of an entrepreneurial initiative4:

o The initiative emerges from the foreign business unit (e.g., sales unit, production 

unit) or foreign subsidiary.

o The initiative aims at changing or improving existing products and processes or 

creates new ones.

o The initiative can either have a small impact (local improvement on subsidiary 

level) or a large impact (improvement on global level).

o The subsidiary recognizes the opportunity and approaches headquarters with the 

idea or starts on its own with the realization (without previous permission of 

headquarters).

o The initiative process is equal to the entrepreneurship process: After the 

identification of an opportunity, elaboration of the realization concept is done by 

the subsidiary. If successful, this results in resource commitment by headquarters.

                                               
3 The only task of the incubator is to identify and nurture new business opportunities.
4 This summary was used throughout the interviews to establish a common understanding about the topic.
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categories (2) and (5) – “process” and “applied theory.” Therefore, future research is 

needed here. Publications on (1) “initiative type” are also rare. However, this category, in 

contrast, is the research area's foundation and therefore, new findings are generally difficult 

to obtain. An exemption is the work from Verbeke et al. (2007) in which the differentiation 

of initiatives in “renewal” and “venturing” is proposed. A further exemption is the work 

from Delany (2000b). He derives another classification for initiative types based on 

initiative’s impact on subsidiary’s role development7.

With respect to the used research method it can be observed that two-thirds of the papers 

are empirical, whereas the rest are conceptual. The empirical ones split relatively equal 

between papers based on case studies and those based on “large-scale” questionnaires. It is 

noticeable that nearly all papers investigate the research questions only from the 

subsidiary’s point of view and leave out the parent company’s perspective. Future research 

should be conducted to explore subsidiary entrepreneurship also from the parent 

company’s perspective and should investigate the parent’s perception and its method of 

leveraging subsidiary entrepreneurship for overall corporate innovation. In terms of 

industry, it can be observed that most of the subsidiaries belong to the manufacturing 

sector while only a few papers consider other sectors like Financial Services, IT, 

Advertising, and Healthcare as well. Geographically, most of the studied subsidiaries are 

situated in developed nations such as Canada and UK, whereas only a few focus on 

subsidiaries in developing nations such as India, Taiwan, Malaysia, and Mexico. Due to 

the fact that most studies concentrate on Anglo-American countries, future research should 

focus on continental Europe, e.g., Germany, Spain, France, and Italy.

The following literature overview (Table 1) comprises the relevant academic research 

papers to date, leaving out books and dissertations. The considered papers are published in 

journals, as book chapters or as stand-alone working papers. In the following overview 

each paper is assigned to at least one research category. In addition, a short summary of its 

research question and conclusion is given. Furthermore, the used research method, 

industry, country, unit of analysis, and unit questioned are summarized for each paper. The 

                                               
7 For further explanation please refer to Figure 7.
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headquarters management style: global versus ethnocentric, and (5) level of intra-firm 

competition for resources.

According to Zahra et al. (2000: 4), the “corporate context refers to the strategic directives 

of the headquarters and the control mechanisms used by the headquarters to evaluate 

managerial performance” which they translate in the ascertainable factors of global 

subsidiary mandate, autonomy, strategic controls, and financial controls. Liouka et al. 

(2006) use the factors “subsidiary role” and “subsidiary autonomy” to model the corporate 

context in their work. The factor “subsidiary role” seems to be similar to the factor 

“subsidiary mandate” used by Zahra et al. (2000: 4). However, Liouka’s formalization 

focuses more on the position of a subsidiary within the MNC, whereas the strategic 

mandate of a subsidiary tends to describe the role of a subsidiary and the scope of its 

operations: the mandate will evolve over time according to company’s overall strategy, 

subsidiary’s resources and skills, and the interactions between the parent and the subsidiary 

company.

If a subsidiary has a global mandate, it is actively involved in decisions about products and 

markets. The positive linkage between a global subsidiary mandate and a high degree of 

subsidiary entrepreneurship is also corroborated by Zahra et al. (2000). Their explanation 

is that a global mandate exposes a subsidiary to very different groups and systems which

stimulate entrepreneurship: first, a subsidiary’s value-chain activities are disposed around 

the globe, exposing the subsidiary to multiple sources of local knowledge and new ideas. 

Second, the subsidiary has to interact with other units situated in different innovation 

systems and therefore the subsidiary is exposed to other local practices. Third, subsidiaries 

with a global mandate actively use their interactions with local customers and vendors to 

retrieve innovative ideas. Finally, the subsidiary has a greater role in planning, designing,

manufacturing, and marketing its products, which makes it easier for the subsidiary to 

identify and realize new innovative ideas. In accordance to other researchers, Zahra et al. 

(2000) verify in their analysis a positive relationship between a subsidiary’s autonomy and 

subsidiary entrepreneurship. Autonomy is understood as a subsidiary manager’s freedom 

to act independently from headquarters and to pursue any entrepreneurial initiative they 

consider as important. The positive relationship between strategic controls and subsidiary 

entrepreneurship is also proven right in their work. In the case of financial controls, the 

results of Zahra et al. (2000) do not support the hypothesis that financial controls are 
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Environmental context factors

Zahra et al. (2000) consider as an environmental context factor the degree of 

“environmental turbulence,” which is measured by the variables of environmental 

dynamism, hostility and complexity. For all three variables, a positive linkage to subsidiary 

entrepreneurship was assumed and proven. Environmental dynamism means that 

innovation and technological changes are fast-paced. The hostility of an environment 

results from proliferation of rivals, an increased state protectionism, and intensified 

competition. An environment is considered as complex if customer needs are extremely 

diversified and a high level of interconnectedness of different external forces exists. 

Verbeke et al. (2007: 592) summarize the following environmental context factors used by 

other researchers: (1) level of industry globalization, (2) dynamism of the local business 

environment, (3) governmental support, (4) strategic importance of the host country to 

headquarters, and (5) relative cost of input factors. Birkinshaw et al. (1998) indeed 

observed a positive relationship between the level of industry’s globalization and the 

probability of entrepreneurial initiatives, but surprisingly observed a negative relationship 

between the level of local dynamism and subsidiary entrepreneurship. One explanation 

might be that a high dynamism makes it difficult for a subsidiary unit to tie strong 

relationships with local customers and suppliers, which are a vivid source of innovative 

ideas. The other variables are not yet included in an empirical study. 

All research on context factors derive that certain factors have an impact on the probability 

of subsidiary entrepreneurship. It seems that subsidiary context factors are more important 

than corporate and environmental context factors (Birkinshaw, 1999), but a comprehensive 

analysis of all context factors against each other and with regard to their linkages is still 

missing.

(2) Other determinants

Most of the authors in this group investigate in their work other determinants which are not 

directly linked to one of the three previous described groups. Dörrenbächer and 

Geppert (2008) explore the impact of socio-political and biographical actor characteristics

on subsidiary entrepreneurship. Yamin (2002) focuses on the linkage between 

organizational isolation of a subsidiary and subsidiary entrepreneurship. Sohail and 

Ayadurai (2004) investigate the interrelation between subsidiary entrepreneurship and the 
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that needs to be continuously reinforced through culture and managed through structures

and processes (Boojihawon et al., 2007).

(3) Headquarters-driven entrepreneurship, in contrast, is established through active 

promotion of a global vision and entrepreneurial orientation by headquarters (Figure 6). 

The network is indeed centrally organized, but flexible enough to allow innovative 

activities and maximize capabilities. Though headquarters is actively involved in leading 

and developing, subsidiaries have to acquire approval for their entrepreneurial activities. 

Therefore, a subsidiary’s management operationally distributes headquarters-given

entrepreneurial culture in their local unit and ensures consistency with overall strategy

(Boojihawon et al., 2007).

(4) Jointly driven entrepreneurship exists if both headquarters and subsidiaries support in a 

joint manner entrepreneurial subsidiary activities (Figure 6): an entrepreneurial culture is 

supported by all organizational levels and communication between units is frequent and 

vivid. The parent encourages a collaborative global vision and entrepreneurial orientation 

in order to effectively service global and local needs and to facilitate an active knowledge 

transfer. The overall aim is to maximize the MNC’s entrepreneurial capabilities

(Boojihawon et al., 2007).

Boojihawon et al. (2007) derive that a subsidiary’s entrepreneurial culture is the 

overarching mechanism that sparks entrepreneurial initiatives. According to them, 

subsidiary’s entrepreneurial culture consists of global vision, entrepreneurial orientation, 

and entrepreneurial MNC network management. Furthermore, the authors find some 

evidence for three manifestations which directly impact subsidiary’s entrepreneurial 

culture: subsidiary autonomy, target market servicing, and responsiveness to local 

environmental conditions.

2.1.3.4 Consequences of subsidiary entrepreneurship

The research about the results and consequences of subsidiary entrepreneurship activities 

covers different topics: A few authors investigate the relationship between entrepreneurial 

subsidiary activity and improved subsidiary/headquarters performance (Birkinshaw, 1998; 

Birkinshaw et al., 2005; Liouka et al., 2006). Others examine the impact of entrepreneurial 
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investigate the link between subsidiary’s competitive arena and its degree of 

entrepreneurship. In a second step, the link between subsidiary’s competitive arena and 

higher subsidiary performance (measured by increased effectiveness) is analyzed. Both 

relationships are proven positive which might lead to the indirect conclusion that 

entrepreneurial behavior might lead to improved subsidiary performance. However, no 

explicit investigation is done in this work. 

The work from Liouka et al. (2006) is, as far as I know, the only one which investigates the 

effect of subsidiary entrepreneurship on subsidiary performance14 as well as the influence 

of context factors on this relationship. The authors empirically prove that entrepreneurial 

competencies at the subsidiary level are positively linked to the subsidiary’s performance. 

Furthermore, the authors discover that subsidiary autonomy (one of the corporate context 

factors) does not have a direct effect on subsidiary performance but positively moderates 

the relationship between subsidiary entrepreneurship and a subsidiary’s performance. 

However, a minimum level of autonomy seems to be needed to activate subsidiary 

entrepreneurship.

The relationship between subsidiary entrepreneurship and subsidiary development

Delany (2000b) states that the reason for a subsidiary to pursue initiatives is to develop, 

consolidate, and defend its role and position in the parent-subsidiary relationship. This is 

similar to Krishnan (2006) who proposes that entrepreneurial initiatives are used by 

subsidiaries for credibility building and repositioning in the organization’s network.

Ambos et al. (2009) shed light on the effects of subsidiary initiatives on the parent-

subsidiary relationship as well as on the subsidiary’s influence in the organization.

Surprisingly, they derive that subsidiaries are only able to increase their influence via 

initiative-taking if they have headquarters’ attention. Sargent and Matthews (2006) partly 

prove that entrepreneurial subsidiary initiatives might be an important driver for subsidiary 

evolution besides corporate and environmental reasons.

Delany (2000a), Delany (2000b) proposes that subsidiaries are able to gradually increase 

their role and mandate over the course of eight stages via initiative taking: “[this study 

                                               
14 The subsidiary’s performance was measured by the subjective measures of perceived management 
satisfaction with subsidiary performance to the subsidiary’s and headquarters’ expectations and relative to the 
subsidiary’s main competitors (Liouka et al., 2006).
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Delany (2000b) further identify that three different types of entrepreneurial subsidiary 

initiatives occur (Figure 7): (1) domain developing, (2) domain consolidating, and (3) 

domain defending initiatives. Domain developing initiatives aim at pursuing a new 

business opportunity in the local market, biding for corporate investments, extending the 

mandate or reconfiguring operations. Domain consolidating initiatives more strongly aim 

to secure the existing status quo via performance improvement initiatives or involvement 

in corporate decisions. Domain defending initiatives focus on preserving the status quo and 

avoiding a stage downgrading. Possible initiatives aim at retaining operations and reporting 

or possibly finding a new patron. Domain developing initiatives tend to occur from stage 

four onwards, whereas domain consolidating and defending initiatives occur across all 

stages. One explanation is that subsidiaries with a basic mandate are very restricted in their 

activities and have little chance to identify opportunities in the global or internal markets. 

Nevertheless, domain developing initiatives might occur in stage one to three, but seldom

do (Delany, 2000a). 

2.1.3.5 Subsidiary entrepreneurship from different theoretical perspectives

Researchers also investigated the subsidiary entrepreneurship phenomenon through the 

lens of various existing theories: Birkinshaw et al. (2005) investigate the interplay between 

competitive environment, subsidiary entrepreneurship, and performance. Their theoretical 

fundamentals are Porter’s insights to competitive strategy (Porter, 1980). Verbeke and 

Yuan (2007) apply Penrose’s insights to the analysis of entrepreneurial activities in 

multinational corporations and aim at deriving the right amount of managerial services 

needed for successful subsidiary entrepreneurship. Williams and Lee (2009) base their 

explanation of the subsidiary entrepreneurship phenomenon on the concept of the political 

arena and further try to explain how remote employees can be stimulated to act as 

entrepreneurs through resolution of internal political arenas. Johnson and Medcof (2002)

and Johnson and Medcof (2007) use the agency theory to explain the phenomenon of 

subsidiary entrepreneurship. Lee and Williams (2007) analyze the subsidiary entrepreneur-

ship phenomenon from the community perspective and Verbeke and Yuan (2005) develop 

a tool to manage all governance-related conditions of subsidiary initiatives based on the 

transaction cost perspective.
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“Character of expansion” can be further split into the two sub-elements “size” and 

“complexity,” while “similarity” consists of “similarity with existing activities” and 

“similarity with existing market conditions.” The determinant “complexity” is on the one 

hand driven by the “variety of activities involved” and on the other hand by the 

“coordination” problem. The coordination problem itself consists of the two sub-problems 

“bounded rationality” and “dominant logic.”

Verbeke and Yuan (2005) identify that one major reason for friction between subsidiaries 

and headquarters is the amount of co-ordination needed: the co-ordination effort increases 

with an increasing bounded rationality and an increasing dominant logic problem. Three 

different factors influence the bounded rationality construct faced by headquarters: 

institutional, organizational, and corporate management context. Institutional context

reflects the institutional distance between institutions in the home country and host country

and is measured by the differences in social knowledge, mindsets, social values, and laws 

and regulations. A higher institutional distance might lead to different judgments by the 

subsidiary and parent company and therefore leads to a higher degree of needed 

coordination. Organizational context includes all organizational mechanisms to reduce the 

bounded rationality constraints such as specific decision-making processes, internal pricing 

tools, etc. For the proper use of these tools, a higher amount of managerial services is 

needed. Corporate management context refers to the aggregated top management team 

capabilities such as cognitive abilities, experience, and expertise, which make headquarters

more or less receptive to subsidiary initiatives. If the degree of headquarters skepticism 

increases, a higher level of coordination is needed. Consequently, a higher amount of 

managerial services is needed. Overall with respect to the amount of managerial services 

needed, it can be said that a higher level of bounded rationality constraints increases 

coordination needs and therefore increases the amount of managerial services needed.

According to Verbeke and Yuan (2007), the coordination problem is also fueled by the 

dominant logic problem. This, in contrast to the bounded rationality problem, evolves in 

the implementation and not in the initiation phase. Dominant logic in this context refers to 

the way of doing business with regard to business and critical resource allocation 

decisions. Problems especially arise during the integration of entrepreneurial activities in 

existing business routines. Integration involves adjustments of existing routines as well as 
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parent company can be seen as the principal and the subsidiary unit as the agent. The only 

needed adaptation of the framework is that the principal in the case of subsidiary 

entrepreneurship tends to be more risk-averse than is foreseen in the original theory. Two 

kinds of contracts can be signed between headquarters and subsidiaries: (1) behavior-based 

contracts, which demand a certain behavior from the agent for payment and (2) outcome-

based contracts, which demand a certain outcome which must be delivered from the agent. 

Johnson and Medcof (2002) deduce that a greater percentage of outcome-based contracts 

will cause a higher probability of subsidiary initiatives as well as dispersed 

entrepreneurship: “[…] outcome-based contracts […] are more likely to motivate agent 

initiative.” (Johnson and Medcof, 2007: 475). Consequently, a greater percentage of 

behavior-based contracts will cause a lower amount of subsidiary initiatives as well as 

focused entrepreneurship: “Behavior-based contracts are useful in cases of innovation that 

is directed by the principal but does not engender self-initiated agent innovation.”

(Johnson and Medcof, 2007: 475). The contract forms are expanded in their later study by 

goal internalization19. According to the authors, goal internalization acts like outcome-

based contracts (stimulates self-initiated entrepreneurial activity) but at the same time 

reduces goal incongruence between principal and agent. 

In a next step, Johnson and Medcof (2007) link three different organizational R&D 

configurations ((1) hub, (2) federation, (3) network) to the “controls” used and the 

emanating initiative types. (1) A hub is defined by strong relationships between 

headquarters and R&D units and weak relationships to other units. This structure tends to 

utilize behavior-based contracts and consequently seldom observes self-initiated 

innovations. (2) The federation is characterized by weak relations between headquarters 

and dispersed R&D units as well as weak relations between R&D units themselves. 

Federation structures tend to use outcome-based contracting which motivates agent driven 

local initiatives. (3) The R&D network has active and flexible links between headquarters 

and research units as well as to all other units. Coordination between all units is realized 

via continuous interaction. This structure tends to use goal internalization which motivates 

agent driven global initiatives.

                                               
19 “[…] their intention is to have organizational members internalize the values of the organization and to 
adopt them in an intrinsic way as their own.” (Johnson and Medcof, 2007: 475).
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environment, which is characterized by strong forces for global integration and weak 

forces for local responsiveness, (2) the multinational environment – weak forces for global 

integration, strong forces for local integration, (3) the transnational environment – strong 

forces global integration and local responsiveness, and (4) the international environment –

weak forces for global integration and local responsiveness. 

The underlying assumption of the I/R-framework for the first level is that the two 

dimensions are sufficient to cover all relevant external factors. However, consequences of 

the environmental situation are mainly discussed at corporate strategy level: “the primary 

use of the ‘I-R grid’ was to map industries, and therefore to indicate what strategy a firm 

should pursue.” (Westney and Zaheer, 2009: 348)

(2) Second level: strategic orientation of the MNC

Various researchers also used the I/R-framework for mapping the different types of MNC 

strategies. According to Bartlett and Ghoshal (1989), Venaik et al. (2000), and Westney 

and Zaheer (2009), the following four organizational forms with the following

characteristics can be observed (Figure 13): (1) the global organization is mostly

concentrated geographically in a few locations while most of its decision-making is 

centralized. Therefore, subsidiaries tend to be rather weak and tightly linked to 

headquarters. Innovation tends to be centrally located for global markets. The overall 

strategy is founded on realizing economies of scale. (2) The multinational organization

tends to treat their subsidiaries as autonomous entities and its operations are highly 

decentralized. Nevertheless, central functions like marketing, financial controls, 

engineering know-how, etc. are globally coordinated. The overall strategy tends to be 

focused on responsiveness to local markets. (3) In a transnational organization, global 

efficiency, local responsiveness, and worldwide knowledge exchange is simultaneously 

sought to achieve, and therefore the strategy is balanced accordingly. The organization 

comprises interdependent subsidiaries that vary by role and capabilities. Those companies 

often employ distributed innovation. (4) The international organization tends to be 

operated from a home base and little coordination between headquarters and foreign 

markets occurs. The strategy is based on home country leadership. National companies 

tend to have operations along the whole value chain, but headquarters controls technology 

and management systems. Therefore, knowledge flows from the center.
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(3) Third level: strategy of the foreign unit

Jarillo and Martinez (1990) seem to be the first researchers who adapt the I/R-framework 

to analyze the strategies of subsidiaries in multinational corporations. Due to the fact that 

their work is directly based upon the work from Bartlett (1986), only three types of 

subsidiary strategies are considered27: (1) a subsidiary pursues an autonomous strategy if it 

performs most activities of the value chain and sells most of its output in its home country. 

Subsidiaries with an autonomous strategy tend to be part of a multinational organization. 

(2) A subsidiary follows an active strategy if many activities of the value chain are located 

in its country, but are carried out in close coordination with the rest of the organization. 

This strategy is often followed by subsidiaries in a transnational organization. However, 

not all subsidiaries within a transnational organization follow active strategies. (3) A 

subsidiary pursues a receptive strategy if only a few functions of the value chain are 

performed in the subsidiary’s home country, and if the functions are highly integrated with 

the rest of the organization. These subsidiaries can often be found in global organizations. 

The obvious gap (explanation of the fourth sector) in the work from Jarillo and Martinez is 

closed by Taggart (1997b) who show that a fourth cluster of subsidiaries exist: those who 

pursue a quiescence strategy. These subsidiaries have few links to headquarters or other 

units. Most of the technology development is done centrally and if new knowledge is 

gathered, it is seldom shared with other units. Furthermore, headquarters applies no strong 

control over quality, production, or stocks. Subsidiary managers tend to adopt solutions 

given by headquarters rather than new solutions that fit the respective market.

2.2.3 Discussion of the integration-responsiveness framework

The integration-responsiveness framework is the dominant model for examining strategy in 

the international context (Prahalad, 1975; Doz, 1976; Prahalad and Doz, 1987; Harzing, 

2000; Sambharya et al., 2005) and was developed at a time when contingency approaches 

dominated theory building28. Contingency approaches indeed lost some of their influence 

over time, but the approaches are still frequently used in international business research 
                                               
27 Bartlett (1986) considers in his early publication only three types of organizations: “the global 
organization,” “the transnational organization,” and “the multinational organization.” Jarillo and Martinez 
(1990), focus in their work only on three of four possible segments.
28 The foundation of the contingency approach is the work from Lawrence and Lorsch (1967), who 
developed the idea that organizational structures and strategies must be adapted to environmental 
characteristics.
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sufficient academic attention: “[…] how past initiatives play out in the rest of the MNC, 

i.e., how they are viewed by headquarters and what implications they have for the 

subsidiary’s position in the corporate network. However, these issues have received little 

or no direct attention in the academic literature to date.” (Ambos et al., 2009: 4) 

Consequently, this thesis aims at closing the existing research gap and intends to focus on 

studying the subsidiary entrepreneurship phenomenon mainly from the headquarters 

perspective. This leads to the following first leading research question:

RQ1: How does headquarters’ strategy towards subsidiary entrepreneurship look like?

In order to gain a full understanding of the subsidiary entrepreneurship phenomenon from 

the headquarters perspective, the previous research question needs to be divided in sub-

elements (Figure 14). (1) First, the specific business situation and environment need to be 

considered, including the company’s competitive situation and market positioning as well 

as key characteristics of the respective market. (2) Second, the role of the subsidiary unit 

and the parent-subsidiary relationship need to be examined because it can be assumed that 

a certain headquarters’ management style might come along with a certain subsidiary 

entrepreneurship strategy. (3) Third, the phenomenon of subsidiary entrepreneurship itself 

needs to be examined and described with regard to its degree and type of initiatives. 

According to Birkinshaw (1997), Birkinshaw and Fry (1998), and Delany (2000b), 

different types of entrepreneurial subsidiary initiatives exist and therefore this research also 

examines which forms of initiatives and which degree of subsidiary entrepreneurship 

occurs. (4) Fourth, headquarters’ attitude towards subsidiary entrepreneurship is assumed 

to be one of the main drivers for its subsidiary entrepreneurship strategy and has not been 

the focus of previous research, to the best of my knowledge. Therefore, this thesis aims in 

particular to shed light on the headquarters attitude towards subsidiary entrepreneurship. 

(5) Fifth, the headquarters attitude is expected to translate in a certain governance structure 

consisting of a certain incentive scheme fostering/hindering entrepreneurial subsidiary 

initiative-taking and a certain control scheme ensuring strategic fit between entrepreneurial 

subsidiary activities and overall strategy. (6) Finally, knowledge utilization and results 

usage resulting from such initiatives is examined. The ultimate question here is whether

companies leverage the insights from an entrepreneurial subsidiary initiative for the overall 

organization. According to Figure 14, all six elements in combination allow to assess the 

subsidiary entrepreneurship phenomenon from the headquarters perspective.
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RQ2: Which different patterns in headquarters’ strategy towards subsidiary 

entrepreneurship can be observed and how can they be explained based on MNCs 

environmental situation?

In line with the previous argument, the I/R-framework is the theoretical foundation of the 

underlying thesis. According to the previous chapter, the contingency character of the I/R-

framework suggests that companies in a certain environment often pursue a strategy which 

fits their respective environment. Therefore, in each environmental segment a slightly 

different strategy can be observed (Bartlett and Ghoshal, 1989; Morschett, 2007).

Consequently, I assume that a company’s strategy regarding subsidiary entrepreneurship 

also varies for each of the four different environmental situations in the I/R-framework. It 

seems likely that companies in different environmental settings will deal differently with 

entrepreneurial subsidiary activities.

Another question is which levels of the I/R-framework have to be considered for the 

present thesis. The first level (environmental background) needs to be included because the 

analysis aims at analyzing the contingency between the environment and headquarters’

subsidiary entrepreneurship strategy. Therefore, the environmental context is the departure 

point of the analysis. The second level (MNC’s strategic orientation) of the I/R-framework 

focuses in the original version on headquarters strategic orientation. However, this analysis 

wants to explore only a fraction of the overall strategy and therefore the focus of the 

second level will be changed for the purpose of the present thesis: the second level will 

now focus on MNC’s subsidiary entrepreneurship orientation / strategy instead of MNC’s 

overall strategy. The third level of the I/R-framework can be disregarded for the present 

analysis because the focus of the analysis is headquarters’ point of view and the unit of 

analysis is the overall organization and not a single subsidiary unit. As a result, this leads 

to the following proposed model of headquarters’ subsidiary entrepreneurship strategy 

(Figure 15):
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entrepreneurship look like? How does it differ for companies in different environmental 

settings? Why does it differ? etc.). The researcher also had no control over actual 

behavioral events, because she could not influence the existing structures in each MNC. 

Furthermore, the study focuses on contemporary events and tries to picture the current 

status quo. Therefore, the case study methodology is the best suited approach for the 

present thesis. Furthermore, case studies are especially used if a research field is still at its 

beginning. Case studies are often used for developing a first understanding of the research 

area and afterwards complemented by large-scale validation (Siggelkow, 2007). Due to the 

fact that subsidiary entrepreneurship research is still at its infant stage and specifically no 

previous research on linking subsidiary entrepreneurship and the integration-

responsiveness framework exists, this thesis uses the case study approach to develop a first 

comprehensive understanding of the topic.

The case study, as a qualitative research method, has a long tradition, but it has 

experienced greater scientific acceptance and application only during the past decades (zu 

Knyphausen-Aufsess, 1996).29 The case study analysis enables the researcher to closely 

examine the data within a specific context and allows an investigation of real-life 

phenomenon. Yin (1984: 23) defines the case study research method “as an empirical 

inquiry that investigates a contemporary phenomenon within its real-life context; when the 

boundaries between phenomenon and context are not clearly evident; and in which 

multiple sources of evidence are used.” Consequently, the case study is an empirical 

method that investigates a contemporary phenomenon within a real life context whose 

boundaries between phenomenon and context are not evident and in which multiple 

sources of evidence are used (Pettigrew, 1990).

The case study method can be applied for four different research strategies: (1) descriptive 

case study which describes a current phenomenon holistically in its real context (zu 

Knyphausen-Aufsess, 1996; Yin, 2006), (2) explicative case study which analyzes the 

relationship between cause and effect in real context and can be used for exploratory and 

                                               
29 However, case studies as a research method often face prejudices and criticisms, such as lack of 
representativity and generalizability (Silverman, 2000; Wolf, 2003; Wrona and März 2005; Siggelkow, 
2007). The present thesis does not involve in the scientific discussion about the pros and cons of qualitative 
versus quantitative research. 
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In this subchapter the case of CaseCo1 (5.1.1) as well as the case of CaseCo2 (5.1.2) is 

described and briefly analyzed. Subsequently a cross-case analysis of these two case 

studies is performed (5.1.3). 

5.1.1 CaseCo1

In the following two subchapters CaseCo1 is sketched. In subchapter 5.1.1.1, a description 

of the case, based on external data and information gathered in interviews is given. 

Afterwards, the within-case analysis in subchapter 5.1.1.2 highlights the relevant insights 

of this case and sets the foundation for the cross-case and cross-segment analyses.

5.1.1.1 Case description

(1) Company description/company environment

CaseCo1 is a multinational organization within the Multinational environment and 

employs nearly 38,000 people. The corporation operates roughly 40 production sites in 

about 15 countries. Taking sales sites into account, CaseCo1 owns about 70 subsidiaries in 

more than 40 countries. The company has a worldwide market share of ~7% and is number 

three in its market segment. CaseCo1 sells their products under either one of their global 

brands, or one of their special or regional ones. About 80% of their sales are generated 

outside of Germany. 

CaseCo1’s market environment was much more regionalized in the past than it is today. 

Today, companies have developed a more global footprint and are now trying to sell their 

products worldwide. Price has become the main determining factor for the purchasing 

decision. Salaries/wages and raw materials are the biggest cost blocks in the production 

process. The cost of raw materials has increased significantly in recent years. 

Manufacturing is quite labor intensive and, in response, many major companies have 

established production sites in low-cost regions. Although switching costs are very low, 

buyer power is considered relatively low due to a high level of market fragmentation. Both 

supplier power as well as the threat of new entrants is seen as moderate. The moderate 

level of the latter is attributable to customer’s brand loyalty, replacement cycle driven 

demand, and high ramp-up investments. Overall, the market is quite concentrated and 

highly competitive. It has developed from a push- into a pull-market.
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As a result, not all types of subsidiary entrepreneurship actions exist within CaseCo1. 

Adjustment and improvement innovations of existing products (e.g., feature innovations or 

market adaption innovations), as well as change and improvement innovations of local 

subsidiary unit processes (e.g., production processes) happen quite regularly:

A product, for example, has three different quality levels, ranging from an entry-level up to a high-end 

model. The sales group of a country realizes, for example, that the customers in their country expect 1-2 

features extra in the entry-level model than planned by headquarters. The country might realize the 

needed adaptation on its own, if the respective production is also located in its country.

A good example is the existing production system. The system does not have directives for each detail of 

the production process, but rather sets the framework. The optimization is incumbent upon the 

subsidiary unit.

In the case of new product developments, subsidiary units deliver ideas and might test 

some of their ideas upfront. Nevertheless, the decision about, and realization of, those 

ideas is made by headquarters. 

Platform topics are generally taken over by the respective product division at headquarters after 

successful initialization.

The case that one subsidiary unit actively lobbies to re-allocate the production from 

another subsidiary to its location does not happen and is incumbent upon headquarters.

(4) Headquarters’ attitude towards subsidiary entrepreneurship

Overall, CaseCo1 “favors” entrepreneurial behavior of its subsidiary units as long as it is 

conducted within strategic guidelines. In headquarters’ opinion, entrepreneurial subsidiary 

behavior guarantees a fluent stream of innovative ideas, but may also have the possible 

downside of changing the strategic direction. Such an example is that subsidiaries often 

need to find solutions when they cannot be found at corporate level. This leads to a 

definitional vacuum for subsidiary units and conflicting solutions might occur. 

Counteraction of CaseCo1 is to ensure an intensive dialogue between headquarters and 

subsidiary units, and to ensure that ideas are recognized early by headquarters. Overall, 

CaseCo1’s experiences in the past with entrepreneurial subsidiary initiatives are mostly 
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positive. Nevertheless, subsidiary’s freedom to pursue entrepreneurial initiatives by itself 

depends on the respective initiative. 

Again, it needs to be differentiated between entrepreneurial locally and globally impacting initiatives. 

The local initiatives are solely implemented and realized by the subsidiary unit, whereas headquarters 

requests that global initiatives are re-routed to corporate units. Subsidiary units so far do not have the 

mission to initiate or even realize such initiatives.

Headquarters views subsidiary units as crucial for company innovation and has 

consequently set-up a central organization with a frequent exchange between subsidiary 

units and headquarters. According to headquarters, a central management of 

entrepreneurial initiatives maximizes their value:

The value is especially high, if ideas and initiatives are centrally bundled.

Subsidiary units are continually changing their products and processes due to high cost and 

innovation pressure in the market. Despite the fact that the underlying product platforms 

are changed every five to ten years, after three to four years, the variance of existing 

products has increased tremendously. Even different products in different locations can 

then be found. This damages the possible complexity frame and bundling advantages are 

lost. It may, therefore, not be in the best interest of the organization if changes by and ideas 

of the subsidiaries are not recognized by headquarters.

Therefore, one’s own initiative and raising suggestions for improvement are generally valued positively, 

but this is directly linked with the need of coordination. This cannot be completely assured by the 

subsidiary due to its high workload and therefore the need for a central management of such activities 

exists.

It is also difficult for subsidiary units to estimate the underlying sales potential of an 

initiative. As a result, the assistance of central units is often required. CaseCo1’s positive 

attitude has, however, intensified over time; this is attributable to a new organizational 

structure and positive experiences in the past with such initiatives. The main reasons for 

adopting a new, more decentralized operating model are the increased international 

footprint of the organization as well as the increased importance of specific markets.
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generation. Therefore, the incentive scheme at CaseCo1 is a mixture of awards and 

compensation.

The proposal for funding is either directed towards headquarters or the respective product 

division. The allocation of funding also depends on the financial amount needed;

especially in the case of high-cost initiatives, headquarters pre-checks funding decisions. 

Before funding is granted, business forecasts are performed. Moreover, control (in terms of 

design, pricing, etc.) is incumbent upon the respective product divisions. A stringent 

strategic control still needs to be developed, however:

To ensure alignment with the corporate sales and business strategy, a few escalation mechanisms are 

indeed established, but the very new decentralized organization of country 1 and 2 demands a further 

concretion and detailing of such control-respective directional-control mechanisms.

The innovation process in CaseCo1 is divided into two different phases: First, idea 

search/generation and second, idea realization/product development. The second phase is 

organized according to the well-known stage-gate process which includes milestones, and 

is centrally defined and controlled. 

The degree of subsidiary involvement depends on idea type and phase. In the first phase,

any subsidiary unit can come up with ideas. If the idea is deemed as valuable for the 

corporation, headquarters takes over in most cases. If the idea is very specific to the 

subsidiary unit, it is developed further within its unit. In the second phase only a few 

affected subsidiary units are involved. Further units get involved in a later stage when the 

new product is launched.

To predict future trends as well as possible, CaseCo1 uses a scenario model. In this model, 

the future is divided into four horizons: horizon 1 (actual year), horizon 2 (forthcoming 

two years), horizon 3 (next three years), and horizon 4 (further four years). The model also 

differentiates between three types of trends: First, market trends per region and per product 

group; second, product technology trends; and third, production technology trends. Input 

for the model is gathered from product divisions, corporate development, and subsidiary 

units. With the help of this model, upcoming F&E projects are prioritized.
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(6) Knowledge utilization of subsidiary entrepreneurship results

Idea and initiative aggregation are done with the help of contests:

Ever and anon internal competitions are organized. Subsidiaries transmit, in the context of these 

competitions, their ideas, topics to headquarters. This is a method to centrally aggregate locally raised 

improvement potentials. It is a bit like a best practice sharing, but in the sense of a contest.

Headquarters views the functional organization of CaseCo1 as an enabler for knowledge 

aggregation: Each central function has counterparts in the subsidiaries and conducts 

regular meetings to enable personal exchange between relevant people. Knowledge 

exchange is, therefore formalized via those meetings. A database or software-based system 

for knowledge exchange/aggregation is missing, but, according to headquarters, the 

existing form of organization leads to intrinsic motivation for knowledge exchange:

[I]t is not so much administratively formalized, but it is in the self-interest of each unit, to inherit 

improvement initiatives and to transfer them to other subsidiaries. It’s rather an intrinsic motivation and

not externally caused through software systems etc. 

No standardized tool exists; it’s rather a fluent and lively aggregation.

CaseCo1 also regularly publishes a company magazine which is distributed to all 

employees and printed in several languages. It is highly accepted among the staff. Ideas 

and initiatives from subsidiary units are presented via this medium.

It is a very good medium in which local units and subsidiaries might position. The medium is also highly 

accepted and effective.

According to headquarters, regular knowledge exchange between subsidiary and central 

units is desired. In reality, however, daily business often takes too much time, causing 

knowledge exchange to often be conducted through personal contacts of the exchanging 

partners. Consequently, headquarters tries to become a catalyst and organizes regular 

meetings for executive managers in order to facilitate the informal exchange between 

subsidiary units:

Altogether, the function-specific meetings as well as the executive manager meetings serve to encourage 

informal networks and reduce barriers of contact/communication.
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5.1.1.2 Within-case analysis

CaseCo1 is a conventional centrally organized corporation in which all subsidiaries 

possess a sales function, while a few also have a production function. There are two 

exemptions: competence centers and special role units. The difference between these two 

is that competence centers developed by chance, whereas special role units were assigned 

by headquarters. Although the reasons are similar for both, differences in their importance 

can be observed: Reputation is the most important reason for the emergence of competence 

centers, whereas the future importance of a subsidiary market is the driver behind the 

establishment of special role units. CaseCo1 tends to have quite a conventional 

understanding of the parent-subsidiary relationship in which subsidiaries are the executing,

and not the developing, creating units. This close understanding has relaxed a bit over time 

due to changed market requirements (increasing globalization of business) and good 

experiences with more empowered and decentralized subsidiaries.

The degree of entrepreneurial subsidiary activities in CaseCo1 tends to be “moderate”. 

Subsidiary units differ in their entrepreneurial activities, and although most units fulfill 

their roles, they rarely go beyond. Accountability for initiatives varies among the different 

types of innovations: Product/platform innovations are centrally performed and controlled, 

whereas product adjustment innovations and process innovations are directly done by 

subsidiaries. Crucial developments are therefore incumbent upon headquarters, whereas 

minor developments can also be done by subsidiary units. Nevertheless, subsidiary units 

seem to be highly relevant for idea generation and launch story development. 

CaseCo1 definitively favors entrepreneurial subsidiary actions and rates them as crucial for 

company innovation. Headquarters’ opinion, however, is that a central management of 

entrepreneurial subsidiary initiatives increases their value, and subsidiaries should only be 

entrepreneurially active within set guidelines. The existing system could be described as 

“managed or guided subsidiary entrepreneurship.” It seems that headquarters’ positive 

attitude has intensified over time due to its positive experiences, its increased international 

footprint, and the increased importance of specific market places. Overall, CaseCo1 tries to 

manage its organization according to the subsidiarity principle: increase the innovative 

actions of its subsidiaries and support them centrally if needed. 



Case studies

81

Overall, the company can be described as a decentralized organization which has primarily 

grown through acquisitions. A tremendous strength of CaseCo2 is its strong market 

position (market leader) in most of its markets.

CaseCo2’s business environment is a local one: There are many regional producers and 

only a few internationally operating ones. The market can be characterized as highly 

regional and fragmented. The company itself claims that at times its closest competitor in a 

market will typically have a maximum of two plants in total. As a result, competitors are 

often a sixth of CaseCo2’s size. One reason might be that delivery beyond a certain radius 

around a production facility does not make sense economically, requiring a dense local 

production network. Another reason is that barriers of entry into this market are high 

because high initial investments are needed, whereas replacement investments are 

relatively low. Buyer power in this market is relatively low, given its highly fragmented 

nature. Supplier power, in contrast, can be qualified as medium due to industry’s high 

resource dependency (especially for energy) during production. Market demand strongly 

follows wider economic cycles.

(2) Role of the subsidiary unit and the parent-subsidiary relationship

The corporation pursues a strong regional focus and has established a decentralized 

organization with lean headquarters structures. Even the reporting is organized along this 

regional footprint. Headquarters can also be described as the bracket around its 

subsidiaries. It holds everything together and provides support as necessary:

Actually a lot self-contained units or organizations exist which are adequately supported by the holding.

Corporate Services strongly supports and assists the holding. On the other hand, [it is] very demanding 

with regard to the result at the end of the day.

It is in headquarters’ opinion that the specialty of the marketplace is the main reason for 

this organization form: It is a very traditional market and might differ from country to 

country. As a result, subsidiaries must be able to act autonomously and locally, especially 

in regard to sales.
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According to a subsidiary unit manager, the corporation could be described as a 

decentralized organization that consists of multiple entrepreneurial businesses. He 

highlights the corporation’s growth strategy as the main reason for this:

The company itself is a very interesting case […] because it’s grown through acquisition. It’s a sort of 

big group of entrepreneurial businesses which have been acquired by the group. Each of the subsidiaries 

is often started in a very entrepreneurial organization. The group itself is a very decentralized 

organization and it manages in a very common frame of guidelines in a global strategy.

The corporation is organized geographically: on the one hand, the four regional executive 

managers connect their geography to the corporation, and on the other hand, the managers 

connect the countries in their respective regions. With Corporate Services, however, which 

supports all regional units, a matrix organizational element also exists. The company itself 

describes the relationship between Corporate Services (headquarters) and the regional units 

as an intensive dialogue between equally-weighted partners. Nevertheless, autonomous 

subsidiary activities are only possible in the context of set guidelines:

[It is] a very intensive dialogue, which is strongly characterized by the equality between holding and 

subsidiary units. However, the dialogue must be within certain limits to avoid chaos. Certain guidelines 

exist which build the framework of our collaboration. However, our subsidiaries act very independently 

and autonomously beyond and in the context of these guidelines.

It is a very fair and cooperative dialogue we execute.

[T]he collaboration is characterized by a high degree of autonomy and open discussions in certain 

limits.

In headquarters’ opinion, the relationship between parent and subsidiary unit varies with 

the degree of freedom a subsidiary unit has. Differences can be explained by the size of the 

subsidiary, headquarters’ experiences in the past with the subsidiary, geographical distance 

between headquarters and the subsidiary, the subsidiary’s maturity, marketplace maturity, 

and the subsidiary’s economic success. In general, the bigger and more experienced a 

subsidiary is, the more autonomy and freedom it normally gets:

This means that there is a very small organization, whereas in the other case a large and experienced 

organization exists. This also means a different intercourse with each other. This also means different 
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autonomy degrees, because it can be assumed that established units are worthy to act more 

autonomously. For new or recently acquired units the degree of autonomy is certainly lower, because we 

first need to know and understand each other.

Another factor besides size and headquarters experience is parent’s distance to the 

subsidiary unit, which is seen as an important determinant for the degree of subsidiary 

autonomy. The more remote a subsidiary unit, the more autonomy it normally possesses. A 

reason for this, as seen by headquarters, is the amount of effort it takes to visit and control 

the remote subsidiary site. Parent staff can therefore not be as supportive and remote 

subsidiary units must be more self-contained and self-active than units which are 

geographically closer to headquarters.

In addition, the maturity of the subsidiary and of its marketplace is relevant for the degree 

of autonomy the subsidiary owns. In most cases, innovations by mature subsidiaries in 

mature markets are innovations for the overall organization, whereas innovations of a 

developing subsidiary are in most cases just knowledge transfers from mature subsidiaries. 

Consequently, some subsidiary units are innovation “leaders” while others are just 

innovation “implementers” or “followers.” Finally, subsidiary units with better financials 

and higher margins tend to have a higher degree of autonomy and freedom from 

headquarters. According to a subsidiary unit manager, the shareholding strategy might be 

an additional differentiator:

Another difference as well could be the shareholding of the subsidiary. Company’s approach is often to 

either buy-out one hundred percent a business which than becomes part of the group or often the 

existing management team will hang on to a percentage shareholding for a period of time. That 

definitively affects the relationship between headquarters and the subsidiary.

(3) Degree and Type of subsidiary entrepreneurship

The intensity of subsidiary entrepreneurship differs in headquarters’ opinion with respect 

to the underlying process: Entrepreneurial activity in the corporation is seen as relatively 

high (5-6) with respect to operational processes and product developments/improvements. 

It tends to be much lower (1-2) with respect to organizational processes such as financial 

and organizational ones. From the subsidiary unit’s perspective, the degree of 

entrepreneurial behavior is in between (4-5).
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The determining factors for differences in subsidiary entrepreneurial activities are similar 

to those for subsidiary role differences: maturity/size of subsidiary organization and 

market, history of subsidiary unit, and relevant people at subsidiary level. According to 

headquarters, central input will be relatively high and subsidiaries will have a low level of 

autonomy as long as a unit is underway to establish its business. Over the course of time,

they will gain more autonomy and consequently become more entrepreneurial:

[…T]he different levels of market maturity are crucial for this purpose. Focus of actions in newly 

entered markets is instalment activities, whereas the organization in established markets may focus on 

innovations.

Over the course of growing and maturing, the subsidiary units obtain more and more autonomy and 

autarky in the organization.

It can also be generalized that larger subsidiaries tend to be the innovation drivers because 

those subsidiaries are already mature enough. Small subsidiaries, however, often have to 

cope with special problems in their respective markets and need to be entrepreneurial as 

well. Therefore, size is not the only differentiator.

Other differentiators include the history and the respective people of a subsidiary relevant 

for its entrepreneurial behavior. Subsidiary units tend to be more entrepreneurial and 

autonomous, in headquarters’ perspective, if those units were standalone companies before 

they were acquired than if they had grown organically.

Sure, subsidiary units are more independent, if they were potentially acquired and a mid-sized 

organization before […].

It also strongly depends on the acting people. How innovative are they? How creative are they?

All four kinds of subsidiary entrepreneurship activities can be identified by headquarters in 

their organization. The improvement and adaption of existing products regularly occur 

when new governmental guidelines are released. In most cases, the units will check with 

headquarters if a solution to the problem already exists within the organization. If not, the 

subsidiary unit will take the lead and start an improvement process. Examples are the 

improvement of the ordering system by the UK subsidiary (improvement of company 
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processes), and the Hungarian subsidiary introducing its new energy carrier in the 

production process (improvement of resource usage). Also, the development of a 

completely new product might be done by a subsidiary unit. This was the case with a 50% 

subsidiary in Bavaria.

From headquarters’ perspective, the level of entrepreneurial activity is high because 

CaseCo2’s organization is too lean and no respective R&D units exist. As a result, 

subsidiary units are crucial for company innovation. Each unit makes some innovation 

besides its daily business. Headquarters is only actively involved in managing those 

activities to facilitate knowledge exchange and to support the projects with experts:

The holding (headquarters) is too lean to be leading in innovations, because no central R&D unit exists. 

So each division generates a bit innovation for its area besides its daily business.

[I]t is the task of the holding and corporate services to link the whole thing and to detect which synergies 

exist and which problems might arise, and then to consult and involve respective people throughout the 

organization. […W]e try to network.

Headquarters’ perspective is shared by the subsidiary unit. The subsidiary unit manager 

stressed that spotting and realizing the opportunity is local business, but ensuring the fit 

within the underlying strategy is headquarters’ role.

Innovation tends to be based on experience within the group itself. […] The local needs really are the 

drivers behind this. There is a strong exchange between local organization and head office. 

I think spotting the opportunity is local, but the strategy is certainly driven by headquarters. […] But 

actually making that happen and looking where those opportunities are is very much down to the local 

unit. We have to look for those specific opportunities that are appropriate for our market place. 

(4) Headquarters’ attitude towards subsidiary entrepreneurship

For headquarters, the upsides of entrepreneurial subsidiary activities outweigh the 

downsides. The ability to react appropriately to different local market needs and 

competitive situations, as well as the fact that more people involved also generate more 

ideas, are mentioned as upsides. According to headquarters, the following downsides might 

arise: risk of having too many duplicates in development ideas and projects, lack of 
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resource pooling (e.g., experts for a topic are not involved because the subsidiary unit is 

not aware of him/her), risk of knowledge loss if the knowledge is only stored locally, and 

disregard of potential synergies. Nevertheless, the corporation favors entrepreneurial 

subsidiary behavior in an organized manner.

It is favored and we like to see such a behavior [....], certainly, in the context of our instruments and in a 

constructive, critical balance and measured by objective criteria. 

This point of view is generally shared by the subsidiary manager with the difference that in 

the subsidiary unit’s perspective it is rather an “accepts” than a “favors”:

It certainly accepts what goes on in terms of entrepreneurial attitude with subsidiaries as long as [….] 

it’s first of all within the strategy of the group […] and we don’t duplicate work.

The parent company allows the subsidiary units a relatively high degree of freedom to 

pursue ideas which might only be relevant for the unit itself. However, it permanently 

monitors the progress of those projects in order to stay informed. It also has the right to 

become actively involved in a later stage when the project might become more relevant for 

the parent company.

We accept that it is valuable for the local unit and therefore the local unit should realize it. However, 

they should continue to report to us about the project […] we still have the chance to support the project 

or we continue with monitoring […] and let the subsidiaries do it on their own.

Over the last years international, collaboration has become more important. This change 

was driven by headquarters and subsidiaries. Both sides have recognized that by working 

together, they are able to realize more than each can achieve on its own. Consequently, 

projects, especially “sipros”, are staffed internationally. This ensures that different 

perspectives are part of the project from the beginning. Past experiences have led to this 

change in strategy. A vivid example was given for the transfer of a new product, which 

was developed almost entirely in Germany: international subsidiaries that were to launch 

the same product in their markets were very skeptical about the product and its launch, and 

it took a lot of time and energy to convince them. If they had been involved from the 

beginning of the project it could have avoided some of the later conflicts. Therefore, 

relevant recipients are now involved from earlier on in the project to avoid such problems.
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I believe that the innovation processes at our company definitively became more international. Both 

local units and headquarters realized that we can accomplish more if we work together. 

[…W]e switched over to set-up project teams that consist of relevant country representatives who are 

interested in and relevant for a certain topic.

Relevant in this context is that those who ensure the implementation in the most important countries are 

involved as quickly as possible, if the project proves successful.

A subsidiary manager summarizes that the company seems to be a network of 

entrepreneurial businesses that feel comfortable with their entrepreneurial footprint and 

have learned to leverage the existing organization:

[…T]he company seems to be a network of almost entrepreneurial businesses by acquiring firms […] 

and it inherits almost that entrepreneurial attitude. […T]hey are quite used to dealing with people who 

want to get on and build businesses and grow businesses. They absolutely managed to put themselves 

into a position to get the best from that sort of environment.

(5) Governance of subsidiary entrepreneurship and innovation activities

The management of innovation projects is done according to the existing project 

management manual. Innovation projects are classified as either “sipros” (strategically 

important projects which are, or might become, important for the overall organization) or 

“nipros,” (nationally important projects which are only relevant at the local level). The 

underlying process definition for both types is the same; the degree of headquarters 

involvement differs. For “nipros,” funding is mainly provided by the subsidiary unit. For 

“sipros,” the parent becomes a major partner for financing the project and external experts, 

as well as providing support with internal experts. A key factor to all innovation projects is 

the involvement of subsidiaries from the beginning which ensures companywide support. 

Moreover, for each innovation project, a corporate caretaker is appointed who needs to be 

informed on the progress of the project and ensures its alignment to the overall company 

strategy. Regular reporting is also done.

According to a subsidiary unit, the existing project management approach is very helpful in

expediting processes, getting relevant expertise, and avoiding duplication. The existing 

concept is already close to a think tank concept:





Case studies

89

Frequent reports and the existence of corporate project counterparts ensure that the parent 

company is always aware of all relevant information. In headquarters’ opinion, this system 

is already at its pareto-optimum. The exchange between subsidiaries is in most cases 

facilitated by headquarters. The parent company acts as a knowledge hub:

The experience sharing within the group is really done by corporate services. There is a small team in 

corporate services that gets feedback on projects and […] trades that information between various 

subsidiaries. [...] Corporate services do have that information and make it happen. And, equally, these 

experts can tribute with these project teams on a national or an international basis to pull that 

information together.

It’s kind of a central hub of a knowledge base.

The aim of headquarters’ exchange facilitation is to avoid duplicates and to replicate and 

transfer successful innovations to other subsidiary units:

One aspect is that we would like to avoid duplicates with our activities.

If an innovation exists which is eventually already a successful product in a market with adequate 

financial returns, we will strongly aim to realize this innovation in other countries as well.

5.1.2.2 Within-case analysis

CaseCo2 has lean corporate structures and is organized geographically. The company has 

grown through acquisitions and is also described as a conglomerate of multiple 

entrepreneurial businesses. The parent-subsidiary relationship is characterized by an 

intensive dialogue between equally-weighted partners within set guidelines. There are, 

however, differences in the parent-subsidiary relationship: with regard to innovations, it 

can be said that some subsidiaries are the innovation leaders while others are innovation 

followers. From my perspective, the parent company's main role is to set a framework of 

guidelines which acts as a strategic umbrella over the conglomerate of entrepreneurial 

subsidiary activities.

The degree of entrepreneurial subsidiary activity tends to be high. This might be explained 

by looking at company’s growth strategy: CaseCo2 has mainly grown inorganically by 

acquiring companies which were standalone innovative businesses before. Those 
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subsidiaries tend to be much more entrepreneurial than organically grown ones. As a 

result, I would say that self-confidence of a subsidiary unit is also an important lever for 

entrepreneurial activity. Furthermore, the degree also tends to be high due to the very lean 

corporate structure and the missing R&D unit. It is therefore crucial for company 

innovation that each unit makes some innovation besides its daily business. I have the 

impression that the subsidiary units are definitively the driver behind company innovation. 

Headquarters’ task only seems to be to ensure the strategic fit of those activities. With 

regard to initiative types it can be said that all four kinds (product improvement, product 

development, process improvement, and resource usage) happen at CaseCo2. The only 

exemption is that no subsidiary driven improvement of central processes 

(financial/organizational) occurs.

CaseCo2 definitively favors entrepreneurial subsidiary behavior and the upsides (local 

adaptation, innovation generation), in their opinion, outweigh the possible downsides 

(duplicates, lack of resource pooling, knowledge loss). Headquarters’ attitude is to allow 

the subsidiaries a relatively high degree of freedom to pursue their ideas while it 

permanently stays informed about progress and possible arising problems. It seems that 

CaseCo2 feels comfortable with its entrepreneurial footprint and has learned to leverage 

the potential of such an organization. The attitude has further internationalized over the last 

years because parent and subsidiary units have recognized the potential of combined 

innovation power.

The governance of innovation projects differs: Headquarters strongly supports and 

involves itself in “sipros”, whereas “nipros” are mainly driven by local units. A corporate 

caretaker, however, is still appointed to every project, regardless if it is a “sipros” or a 

“nipros” project. His main task is to ensure project alignment with its company’s global 

strategy. For idea generation, the company regularly holds focus groups and organizes 

meetings with subsidiary employees. CaseCo2 tried an innovation contest once, but it was 

not very successful. It is still, however, a common tool on the local level. I have the 

impression that CaseCo2 has created an open culture which allows open dialogue between 

headquarters and subsidiaries. Furthermore, the exchange between headquarters and 

subsidiaries is as vivid as a think tank operates. The parent company also acts as a 

knowledge hub which facilitates cross-exchange between subsidiaries.
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Despite ongoing market consolidation, CaseCo3 extended its market leading position. 

Rivalry in the market is intense and at the top-end duopoly structures can be observed. 

Furthermore, CaseCo3 faces increasing competition through niche players in its market 

segments. Therefore, threat of new entrants is classified as high. Buyer power in this 

market is also classified as high. Supplier power and threat of substitute products, in 

contrast, are valued as low. 

(2) Role of the subsidiary unit and the parent-subsidiary relationship

CaseCo3 is organized as a matrix along geographies and certain product areas. 

Headquarters’ impression is that the majority of innovations happen in subsidiaries. 

Altogether, subsidiary roles are not exactly defined and there is much more ambiguity and 

scope for interpretation at CaseCo3 than in other companies/industries. CaseCo3 further 

states that the company’s setting is very entrepreneurial and subsidiaries have the right to 

do whatever they want.

Here are less precise definitions of roles of subsidiaries versus corporate about who should be doing 

what. There is much more ambiguity and scope for interpretation then when I compare it with my 

experience in a bank.

It is a very different and much more entrepreneurial environment, where at the end of the day if 

subsidiaries do their activities better than the center, they usually get the right to do it.

[I]f you are doing well and you are achieving the results, you get even more independence to do what 

you want.

The parent-subsidiary relationship is characterized as a “long-leash” relationship: as long 

as subsidiaries perform, they can do what they want. However, if continual record of non-

delivery is recognized, the leash will be shortened. Otherwise, if subsidiaries do well and 

exceed their targets, they will get even more independence and freedom. For example, 

subsidiaries are allowed to sign partnerships with local companies who will extend the 

subsidiary’s product portfolio in this geography. Subsidiaries are absolutely free to decide 

on partnerships and it might occur that regions/countries have different partnerships for 

different products. Headquarters is aware that this long leash might raise a long-term issue 

of product viability, but has not interfered in the past. CaseCo3 characterizes the parent-
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subsidiary relationship as a relationship between a “retired parent and his self-standing 

son:”

In the sense that subsidiaries can run their lives by themselves, of course, at some points they need 

certain things, they need their affection, they need their inheritance but they are all pretty confident and 

good enough to run on their own.

However, not all subsidiaries have the same voice in the organization. Headquarters raises 

three reasons for that: the managing director’s reputation, the subsidiary’s entrepreneurial 

image, and the subsidiary’s size. CaseCo3 describes itself as a highly networked 

organization: the same people always rotate within the organization and do different 

challenges, tasks, and leadership roles. Therefore, the importance and voice of a subsidiary 

stands and falls with its managing director’s standing and reputation within the 

organization:

For example, in the case of a small geography such as Latin America, we might appoint somebody who 

is actually very well-considered within the company network, which means that he brings his personal 

authority to the conversation and has more influence not because it’s Latin America but because of his 

network and what he has done at the company before.

Besides that, each subsidiary possesses an entrepreneurial image at headquarters. 

Subsidiaries which are considered more entrepreneurial than others and are more self-

starting get a longer leash over time. For example, China was not a large revenue 

contributor in the past and its managing director was not well-known, but it has established 

an entrepreneurial image over time through creative sales activities.

[...b]ut the general impression is that they have been very creative and find a lot of local partners, 

government partnerships through the Chinese government, and they always have been hitting their 

numbers. They want to do something; of course we should allow them.

However, headquarters admits that the evaluation of subsidiary’s entrepreneurialism is 

very qualitative and sometimes the result of well-placed story telling. 

The size of a subsidiary not only determines its voice in the organization, but also the type 

of relationship with its parent. Larger subsidiaries feel more comfortable and independent 
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So, there is less of a focus of subsidiaries to propose and proactively modify broken processes. 

[T]he center understands which processes clearly don’t work and there is more pressure to change some 

processes because we know that the subsidiaries are not happy with it, but at the same time, unlike the 

product case […], they are not focused on solutions. [I]t’s the task of headquarters to solve the problem.

Resource reallocation initiatives, in contrast, do not really occur at CaseCo3. Headquarters 

explanation is that only few subsidiaries are production units, whereas most of the 

subsidiaries are sales sites. Budget and production changes are only decided on a yearly 

basis during the budgeting process. Therefore, subsidiaries do not lobby during the year for 

reallocation of resources. However, strong negotiations about this topic happen in the 

yearly budgeting round.

(4) Headquarters’ attitude towards subsidiary entrepreneurship

Entrepreneurial subsidiary activities are, in headquarters’ perspective, a significant piece of 

overall company innovation. According to headquarters, innovation at CaseCo3 is 

managed significantly differently in comparison to other companies:

Innovation at our company is like millions of venture capital subsidiaries. You will find a lot of 

duplication in activities and you will find a lot of people thinking about similar ideas, spending budgets 

on the same things in slightly different fashions, and it’s a bit like an environment where you let a 

hundred  flowers bloom and you see at the end of the day which is the biggest. 

According to headquarters, upsides of entrepreneurial subsidiary behavior outweigh 

potential downsides by far and it would be more dangerous for CaseCo3 if subsidiaries 

would not innovate at all. Therefore, headquarters even accepts innovative subsidiary 

behavior which goes in a wrong direction for a certain span of time:

I think the perceived risks are lower than if they didn’t innovate at all. […] I would be much more 

worried if the subsidiaries stop innovating at all then if they innovate in the wrong way. Because then 

it’s like a stopped engine and you are going to have a lot of problems.

The subsidiary innovation is the ocean current. Sometimes it’s okay that the ocean current flows in the 

wrong way, but finally it comes back to a regular cycle. 
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[T]he guy who is now head of the subsidiary is used to report to the guy who was former head of the 

subsidiary and is now in the center. It’s a big person network. 

However, headquarters’ attitude is currently centralizing in parts. This is caused by a new, 

much more directive CEO as well as by increasing competitive pressure. Nevertheless, the 

interviewee’s impression is that CaseCo3’s innovation attitude (“let a hundred flowers 

bloom and not a single one and we will see at the end which one became the brightest”) 

will continue in the future because it is a crucial part of CaseCo3’s vision and self-

conception.

I won’t say that I would expect fundamental changes, but I would say probably there is a bit more shift 

towards the center than it has been in the past. Let’s say on a scale from 1 to 10, if we were more 7 or 8 

in terms of giving freedom, probably we are an 8 at the moment and probably go to a 6. In aiming for 6 

we might reach 7.

(5) Governance of subsidiary entrepreneurship and innovation activities

Headquarters involvement tends to be low. In the case of financial support, a set process 

exists which runs mechanistically once a year and uses tools such as spreadsheets, 

templates, presentations, and milestones. Besides that, no extra funding for entrepreneurial 

initiatives is provided. Therefore, subsidiaries have to use part of their budgets for 

financing their innovative ideas. Furthermore, the current situation is that once a subsidiary 

was granted a certain funding, headquarters will not get involved in how the money is 

actually spent. It is up to the subsidiary to optimize its budget and to set some money aside 

for entrepreneurial initiatives, if needed.

No one is going to get in this organization funding for specifically identified initiatives as 

entrepreneurial initiatives just to have some extra money. There is no extra money.

The situation is a bit different for product innovations. During the last one and a half years, 

CaseCo3 centralized all product investment decisions. The reason for the increased 

centralization is that different subsidiaries/product units performed identical activities, 

performed things which did not build on each other, or in some cases even headed in 

fundamentally different directions:
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Now at the end of it, it’s good and bad, because these guys are supposed to sell, so you don’t want them 

to spend a lot of time on validating, testing the product.

(6) Knowledge utilization of subsidiary entrepreneurship results

Aggregation of entrepreneurial results tends to be informal, unsystematic, and dependent

on individuals who foster the aggregation. Knowledge exchange between subsidiaries 

occurs either informally in the context of regular meetings or partly through a so-called 

“wiki”. Headquarters invites managing directors of all countries regularly, and at those 

meetings topics defined by headquarters are discussed. Headquarters’ opinion is that those 

meetings enable an informal exchange between their subsidiary managers:

That forum probably gives an informal opportunity to interact and the managing directors may compare 

notes. It may happen informally in these kinds of settings and there are similar settings on the product 

side but it’s not like there is a structured mechanism to say “tell us about the five entrepreneurial things 

you did.” It’s more like you create the informal environment and then people might sit around at dinner 

tables or cafes and just compare notes.

Besides that, headquarters sends dedicated employees on information exchange missions to 

other subsidiaries. This should synchronize all ongoing innovative activities and ensure 

their alignment with corporate strategy. CaseCo3 also started some wikis on certain topics 

and communities of interest are forming to some extent: an intranet-based platform for the 

development of ideas was launched. Employees can independently submit their ideas, 

create teams, and further develop their ideas in collaboration with colleagues. The platform 

also allows tagging, blogging, and social bookmarking. However, headquarters opinion is 

that some interaction is going on via those wikis, but rates this tool as not yet significant:

[W]e created and put some solution proposal on the intranet and the guys from the U.S. commented on it 

and came up with an idea how to improve it. And someone from Asia continued.

But it is at a very early stage of it and we are now getting used to all of these web 2.0 tools. 

The corporation’s attitude is that failure of an entrepreneurial initiative is not a big taboo. 

Still, no systematic analysis about the reasons for a failure and the key learning’s is 

conducted. One explanation for headquarters attitude is:
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regard to innovation is “let a hundred flowers bloom and you see at the end of the day 

which one became the biggest and brightest.” Consequently, headquarters perception is 

that the possible upsides of such activities outweigh the possible downsides. It seems that 

CaseCo3 is more worried about subsidiaries not acting entrepreneurially at all. This is 

supported by the fact that headquarters does not interfere with subsidiary initiatives if they 

are not completely aligned with corporate strategy for a certain period of time. Altogether, 

headquarters resistance against entrepreneurial actions tends to be low. However, 

headquarters’’ attitude is currently changing a bit towards a more centralized approach 

which is driven by a new, more directive CEO as well as by increasing competitive 

pressure.

Headquarters’ involvement tends to be low, with no extra financial funding for local 

initiatives given besides the yearly budgeting. Therefore, subsidiaries have to use part of 

their existing budgets for funding their entrepreneurial initiatives. However, at the same 

time, headquarters does not spell out how subsidiaries must spend their budgets. New 

product decisions were centralized one and a half years ago and subsidiaries now have to 

apply for their funding. CaseCo3’s incentive scheme is relatively lean, with a few 

innovation-motivated bonus incentives and people’s individual career growth possibilities. 

Innovative and entrepreneurial behavior seems to be motivated by the highly

entrepreneurial company culture. Besides that, CaseCo3 invests in certain ideas by setting

up incubators, which constitute of internal and external employees. Furthermore, 

headquarters’ pre-existing expectation is that all of their employees are innovative and act 

entrepreneurially.

Knowledge aggregation and utilization tends to be informal and unsystematic and includes

a fluent stream of emerging wikis regarding certain topics and dedicated employees on 

knowledge exchange missions. It seems that knowledge management at CaseCo3 has a life 

of its own which makes it difficult to consolidate knowledge and lessons learned.

5.2.2 CaseCo4

In the following two subchapters, CaseCo4 is sketched. In subchapter 5.2.2.1, a description 

of the case, based on external data and information gathered in interviews, is given. 
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limit options and make the difficult decisions. Furthermore, headquarters aims at strongly 

coordinating its subsidiaries. Nevertheless, some subsidiaries have established themselves 

as experts in some topics and are able to successfully lobby for further investments in 

related areas. 

For example, a new production site close to site B for product XYZ exists. Thereabouts a complete new 

plant is currently built to enlarge capacities. The original idea was to build such a plant here, at site A, 

but the expertise is around site B and therefore the decision was made to change the previous plan and 

invest instead at site B. It costs anyway everywhere about the same. […] It is done at site B, because the 

people there could convince headquarters that they are the right site.

Subsidiaries differ in their standing and reputation. These differences can be explained 

with the subsidiary’s size, historical growth, performance, and geographical distance to 

headquarters. Subsidiaries that contribute a larger portion to company sales tend to have a 

better standing and share of voice in the organization than those in smaller countries. The 

same is true for subsidiaries with good historical growth and performance reputation. 

Geographical distance between headquarters and subsidiaries influences a subsidiary’s 

prominence in headquarters in a way that more remote subsidiaries are not as closely 

monitored as nearby subsidiaries.

I believe that foreign sites, especially if they were farther away, had much more autonomy in the past 

than today.

Altogether, the subsidiary’s role and standing have changed over time: according to 

headquarters, subsidiary units have always possessed direct responsibility and self-

initiative, but with more autonomy in the past than today. Recently, things are more 

centrally managed than before, mainly due to efficiency improvement.

(3) Degree and type of subsidiary entrepreneurship

Headquarters rates subsidiary entrepreneurship activity as moderate to high (4-5 out of 6). 

Some subsidiaries are extremely good at spotting new ways to fuel sales. Nevertheless, 

most of the product-related initiatives must be approved centrally before subsidiaries are 

allowed to realize them. 
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Mainly, two forms of subsidiary entrepreneurship can be observed at CaseCo4: (1) 

improvement/adjustment initiatives of existing products and their sales approach and (2) 

improvement/adjustment initiatives of existing processes (especially sales and distribution 

processes). Headquarters regularly receives proposals regarding product adaptations and/or 

adjustments to the underlying sales approach. For example, last year, headquarters 

launched an internal competition, won by Country A, to gather outstanding process 

improvements. CaseCo4 is currently underway to roll out Country A’s adaptations in other 

countries.

They had optimized the internal processes in that manner so that everything now runs more efficiently. 

We analyzed what they have done and we currently try to implement the same in other countries, 

including Europe, as far as possible.

New product development, in contrast, is incumbent upon one of the central development 

hubs. Nevertheless, ideas might be delivered from subsidiaries and a frequent exchange 

between headquarters and subsidiaries regarding new product ideas takes place. 

(4) Headquarters’ attitude towards subsidiary entrepreneurship

CaseCo4 rates entrepreneurial subsidiary activities as relevant for overall company 

innovation and thinks that subsidiaries in most cases know the local market needs better 

than headquarters. 

[T]here are always certain technical, market specific or even coincidental reasons why local people 

observe certain things better than a bureaucrat at headquarters.

In addition to subsidiary entrepreneurship, headquarters rates ideas from outside the 

organization as crucial for company innovation. Therefore, research is organized in 

decentralized, distributed centers around the globe:

Our company is highly dependent on the exchange with the outside world. Therefore, we want to screen 

the academic innovations that exist in a certain radius or culture area. This can be more easily done if 

we do not have to travel around the world and if similar cultural backgrounds exist.

Therefore, these sites have the clear assignment to screen their surroundings and to sign agreements 

with universities, research departments, and so on, for bringing in new ideas from the outside into the 

organization. 
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Therefore, we cannot do everything on our own and it would be naïve to believe that we could. We have 

to interact with others. 

[T]here are always tendencies of inbred thinking. This can be seen institutionally, geographically, and 

divisionally.

According to headquarters, the possible upsides of entrepreneurial subsidiary behavior 

outweigh the possible downsides. A perceived upside is the ability to gather different 

points of view from subsidiaries, which ultimately helps overall company innovation. 

However, the perceived risk is that a local idea is not consistent with corporate strategy or 

might even create a life of its own. It may even lead to subsidiaries building their own 

empires in an extreme case.

[A subsidiary may] adapt to the local circumstances of how business in certain regions is done. We have 

to pay attention. Especially with regard to corruption, the company does not want to be associated, 

although it is normal in other cultural areas.

Overall, entrepreneurial subsidiary behavior is favored by headquarters. This attitude has 

indeed not changed very much over time, but euphoria always slightly increases and 

decreases a bit from time to time. Certainly, communication modalities have changed quite 

a lot over time: improved means of communication (email, intranet, etc.) have definitively 

changed the interaction culture between headquarters and subsidiaries and consequently 

decreased barriers of idea realization:

The barrier to propose new ideas has definitively decreased. Meanwhile it is possible to write to 

somebody, somewhere a not perfect email, whereas in the past you had to find a secretary who typed 

your idea on special stationery and eventually made mistakes, because she did not understand what she 

was writing about. 

Furthermore, headquarters believes that subsidiary entrepreneurship is crucial for 

CaseCo4’s innovation power as well as its competitiveness and ensures a wide-spread 

innovation footprint:
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Especially in our core product area, we invest in sites around the world, because very good science 

knowledge exists around the world and we want to benefit from this. This for sure also directly impacts 

our competitiveness. Furthermore, about every seven to eight years companies in our market have to 

overturn their product portfolio. Therefore, innovation is absolutely crucial for us.

Entrepreneurial subsidiary ideas/activities might even lead to a re-focus of corporate 

strategy. For example, CaseCo4 offered solely the plain product in the past. A subsidiary 

came up with the idea to supplement product sales with complementary services which the 

respective customer base requested. Idea formulation and piloting was done by a 

subsidiary. This subsidiary is currently responsible for global distribution of its idea.

(5) Governance of subsidiary entrepreneurship and innovation activities

CaseCo4’s headquarters supports entrepreneurial subsidiary initiatives mainly with 

financial resources. However, in most cases headquarters is involved in larger projects with 

global impact only. Smaller projects are mainly driven by the subsidiary unit, but 

headquarters wants to stay informed and involves itself from time to time in discussion 

about initiative progress. Also, local initiatives are funded by subsidiaries. Only if an 

initiative becomes global at a later stage might extra financial resources be provided by

headquarters.

CaseCo4’s incentive scheme for entrepreneurial subsidiary behavior mainly consists of a 

total of ten different innovation awards and prizes. For example, a tendering for innovative 

new products/processes was held recently which collected ideas from all over the 

organization. According to headquarters, contests are a good way to collect outstanding 

ideas and facilitate idea generation:

We got plenty of different ideas with regard to their nature and quality from all countries around the 

world. This shows that people all over the world think about new ideas, but due to technical and 

organizational settings do not have the possibility of raising them. Especially in the research area, it is 

not easy to find the right contact person and transmit your idea. Our company has to improve the 

communication across the board. This is one reason why the contests are set up and strongly promoted. 

People are able to submit their ideas either through an easy internet tool or by email and do not have to 

find the relevant contact person on their own. This is a very successful story so far. 
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Rewards for the winners of innovation stretch from a few hundred Euros to much higher 

amounts for very valuable and special innovations. Some contests offer reputational prizes 

instead of financial ones. According to headquarters, an innovation contest does not aim at 

distributing money across employees, but rather tries to foster the entrepreneurial attitude 

within the organization:

The idea is not to just give the people a few thousand Euros; it is instead to create a mechanism to give 

them recognition and to demonstrate that the company values such [entrepreneurial] behavior. It is not 

the size of a prize that is relevant, but rather the linked recognition. 

Strategic fit of subsidiary initiatives is verified for larger initiatives only. A corporate 

committee is responsible for approving ideas after they have passed certain scientific and 

plausibility tests.

Research and development is organized following a hub concept: All research work is 

concentrated at three different hubs which are located around the world while each hub 

focuses on a specific topic; all hubs are equally important. The main reason for research 

concentration is that a critical mass is needed in order to conduct research efficiently.

[...], because we need a certain critical mass to operate a site efficiently. We have realized that in the 

past. If a site is too small, too much friction loss occurs due to communication, travel, etc.

The innovation process at CaseCo4 is organized according to the well-known stage-gate 

process: After an idea has emerged, a coherent concept needs to be developed and 

presented to the responsible board. Each project has to pass certain milestones where a 

decision is made about whether the project is approved for the next stage or has to be 

terminated. If an idea does not have a clear focus, concept groups continue to further 

develop and substantiate the initial proposal. Those groups are usually staffed on an 

international basis in order to facilitate exchange and to bring in different groups.

(6) Knowledge utilization of subsidiary entrepreneurship results

CaseCo4’s regulatory environment demands a well-organized knowledge aggregation tool 

at headquarters level. Therefore, all data regarding product or process innovations is stored 

and managed centrally:
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In the case of production sites, it is very crucial that information is centrally coordinated, because we 

have to notify the regulatory authorities of any changes. If a production process of a product in Mexico, 

which is also sold in Germany, the USA, or Japan, is changed, the new process eventually also needs to 

be reported to the respective country authorities. In which time-lag and in which form, this is centrally 

coordinated. 

The regulatory environment also demands a well-established data and knowledge 

management system. Therefore, CaseCo4 has established a knowledge management tool 

which allows tracking of changes over a very long time horizon. Besides that, a number of

less structured, independent departmental knowledge systems exist. They were developed 

in the 80s and 90s and CaseCo4 sometimes still faces data incompatibility. 

In each division more or less synchronized data bases exist, which are library- and archive- like 

organized, and in which key information relevant to certain projects can be found. Each division has its 

own. […] This has developed historically. Sometimes we have are lucky and the data formats are 

compatible. In other situations, we have less luck and data formats are not compatible. 

Knowledge exchange between subsidiaries as well as with headquarters is enabled via 

regular personal meetings and a sophisticated, carefully thought-out intranet tool. In each 

division and product area, meetings are held regularly for both upper management and 

non-management. 

Teams from different sites around the world meet and exchange about ongoing topics.

In addition, each functional area as well as location has its own intranet space which is 

used regularly for knowledge exchange between subsidiaries as well as to provide 

headquarters with relevant information. It also facilitates idea generation and transmission 

from subsidiary employees to headquarters:

On the one hand, headquarters should get all the information it is supposed to get and on the other 

hand, [all subsidiaries] should have the possibility to communicate their wishes and necessities vie email 

to headquarters. 

Furthermore, knowledge exchange among subsidiaries is facilitated by blog-like exchange 

platforms, regular meetings between certain employees, and central databases. 

Nevertheless, headquarters’ impression is that knowledge exchange between subsidiaries 
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about ongoing initiatives can still be improved. Subsidiaries seem to keep ongoing

initiatives and ideas at a local level and do not pro-actively share them with headquarters 

or other subsidiaries.

5.2.2.2 Within-case analysis

CaseCo4 is organized along two business units. Subsidiaries differ in their task (sales 

versus production units) and their standing. A subsidiary’s role and status are influenced by 

its size, historical growth path, past performance, and geographical distance from 

headquarters. The parent-subsidiary relationship is described as “openly steered” and 

similar to the relationship between “parents and its twelve year old child.” Both 

descriptions imply that subsidiaries indeed have the autonomy to make a decision of 

simple things on their own, but that the “parent” decides the more important, long-term, 

and difficult questions and can overrule a subsidiary’s decisions if needed. Importance of 

central subsidiary management has increased over time due to an increased focus on 

efficiency improvements and cost reductions. Nevertheless, subsidiaries still possess 

certain autonomy to pursue their ideas and initiatives themselves.

The degree of subsidiary entrepreneurship seems to be moderate at CaseCo4. However, 

subsidiaries are regularly improving and adjusting their sales approaches on their own. 

Besides that, improvement/adjustment innovations of local processes regularly occur. New 

product developments are solely incumbent upon headquarters because CaseCo4’s 

regulatory environment makes it difficult for subsidiaries to pursue product related 

innovations on their own. Resource improvement initiatives also do not occur.

Altogether, headquarters “favors” entrepreneurial subsidiary behavior and rates such 

activities as “relevant for company innovation.” Furthermore, headquarters highlights the 

importance of including outsiders (e.g., universities and external research units) in 

company innovation. The possible upsides of entrepreneurial subsidiary behavior 

(increased innovation rate) outweigh the possible downsides (dilution of corporate strategy 

or risk of subsidiary’s empire building). Headquarters’ attitude has not changed 

significantly over the last few years, but CaseCo4 admits that the acceptance of such 

activities has varied in both directions (increases and decreases). It seems that 

entrepreneurial activities evolve in waves rather than being constant and stable.
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Headquarters only supports certain larger entrepreneurial subsidiary initiatives, whereas 

smaller initiatives must be funded and realized by the subsidiaries themselves. CaseCo4’s 

incentive scheme for subsidiary entrepreneurship mainly consists of a variety of innovation 

contests that offer financial and reputational prizes. R&D is organized in hubs and the 

innovation process follows the stage-gate process. Despite several innovation contests, 

CaseCo4 does not strongly support entrepreneurial subsidiary activities. The necessity for 

subsidiaries to get each initiative centrally approved imposes another barrier of action 

which consequently reduces the probability of subsidiary entrepreneurship.

CaseCo4’s knowledge utilization is characterized by a governmental-style demanded 

knowledge management system which enables the organization to track changes of 

documents as well as to have an overview about all ongoing initiatives. Nevertheless, 

knowledge exchange between subsidiaries seems to happen by chance in the context of 

meetings, through intranet, or through blog-like exchange platforms. However, it seems 

that the knowledge exchange between subsidiaries could be improved, because subsidiaries 

still tend to keep initiatives local and do not proactively share them with headquarters or 

other subsidiaries. It seems that currently no incentive scheme for sharing information 

exists and subsidiaries have a standalone, silo mentality rather than fully belonging to a 

larger network.

5.2.3 Within-segment analysis

In the following subchapter, similarities and differences between studied companies in the 

transnational environment are investigated. This analysis forms the foundation for the 

cross-segment analysis in chapter ( 6.1).

Company description/company environment

CaseCo3 and CaseCo4 are of similar size in terms of number of employees, and both 

possess a market leading position. Minor differences can be observed with regard to their 

organizational structure: CaseCo3 is organized in a matrix form along geographies and 

products, whereas CaseCo4 has a divisional organization by business units.

The respective market environment of the two companies shows similarities and 

differences: the markets of both companies are consolidated or currently consolidating and
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The need to adapt the foreign unit to its local country also tends to be relatively weak. With 

respect to the second category, “forces for global integration”, it can be said that the need 

to integrate across national boundaries, the possibilities for scale economies, and the level 

of R&D intensity tends to be low.

In this subchapter, the case of CaseCo5 (5.3.1) as well as the case of CaseCo6 (5.3.2) is 

described and briefly analyzed. Subsequently, a cross-case analysis of these two case 

studies is performed (5.3.3). 

5.3.1 CaseCo5

The following two subchapters describe CaseCo5. In subchapter 5.3.1.1, a description of 

the case, based on external data and information gathered in interviews, is given. The 

internal case analysis in subchapter 5.3.1.2 will then highlight the relevant insights of this 

case and will set the foundation for the cross-case and cross-segment analyses.

5.3.1.1 Case description

(1) Company description/company environment

CaseCo5 is a multinational organization within the “international environment” and 

employs ~50,000 people in about one hundred countries. The company is set up as a 

matrix organization which is organized along business units and geographies. CaseCo5 

consists of three divisions, with the largest one accounting for 75% of company sales. The 

second largest division is responsible for ~24%, whereas the smallest one only accounts for 

~1% of company sales. CaseCo5’s sales are generated in four geographic regions: region 1 

accounts for ~ 45% of sales, regions 2 and 3 account for ~20% each, and region 4 accounts 

for ~15%. Therefore, region 1 accounts for nearly half of company sales, whereas the other 

three are of similar size. CaseCo5 has a market leading position (number one or number 

two) in most of its key markets, from which 70% of its sales originate.

CaseCo5’s market is highly consolidated. The four major players in the market are 

responsible for roughly 80% of market supply and all of them pursue an integrated 

business model. Market demand, in contrast, is very fragmented because the products are 

used in a large variety of end markets. The market situation is also characterized by long-

term contracts between companies and their customers. CaseCo5’s market is mainly a 
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strategic direction and gives guidance where needed, but subsidiaries still possess the 

freedom and autonomy to determine the realization approach. The degree of autonomy is 

the same for all subsidiaries and no differences between subsidiaries are made by 

headquarters. Consequently, CaseCo5 is a decentralized organization with a high degree of 

subsidiary autonomy:

We have a relatively decentrally organized corporation with a high level of subsidiary autonomy and 

consequently, subsidiaries have the freedom to design and initiate things on their own.

CaseCo5 describes the parent-subsidiary relationship as a “long-leash” relationship 

between a grown-up child and its parents: the child (subsidiary) only seeks contact to the 

parent if he needs advice or knowhow from the parent. The parent, in return, allows the 

subsidiary enough autonomy to come up with and realize ideas on its own. 

I would say we are speaking about adult daughters who do not always seek contact with headquarters.

However, the leash tends to be longer and regions can decide autonomously what they want to do.

(3) Degree and type of subsidiary entrepreneurship

According to headquarters, the degree of entrepreneurial subsidiary behavior tends to be 

low (1-2). Nevertheless, a few subsidiaries are very active and can be rated as moderate to 

high (4-5). Two clusters of subsidiaries can therefore be identified. From headquarters’ 

point of view, one explanation for the different levels of entrepreneurship is the different 

cultural background of subsidiaries:

[E]specially, the cultural background of a country plays a significant role. Some countries are highly 

innovative, whereas others seldom raise innovative ideas. I would assume a high correlation between the 

general innovative background of a certain country and the innovative success of the respective unit in 

that country. 

Despite a few very entrepreneurial and innovative subsidiaries, innovative subsidiary 

activities are rather scarce. This can be explained by the commodity character of the 

product: roughly 80% of customers are just interested in a low price and are not willing to 

pay extra for innovations or special features.
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[I]t is more a receiving mentality. They will more likely approach the corporate innovation management 

team and say that there is something which should be solved. However, we are speaking about very 

specific solutions and it probably does not make sense to reserve relevant competencies in each region. 

However, headquarters’ perspective differs for process and product innovations: process 

innovations are currently more strongly controlled and unfavored in comparison to product 

adaptation innovations, because CaseCo5 tries to standardize its processes. Headquarters’

opinion is that the risks (maceration of standards, divergence of processes, and sub-

optimality for the group) of entrepreneurial subsidiary behavior currently outweigh the 

chances (cost reduction potential). For product adaptation innovations, in contrast, no 

central rules apply. 

With regard to product innovation it, can be said that from headquarters point of view we currently do 

not care. We give plenty of rope to the subsidiaries, if they would like to involve in such topics or not. A 

certain recommendation to do such things exists, but at the end of the day it is incumbent upon each 

region’s autonomy.

With regard to process innovation we are currently more sceptical. This does not mean that we do not 

value innovation with regard to processes, but it must be aligned with the overall goal of 

standardization. 

Nevertheless, headquarters in general “favors” and “supports” entrepreneurship in their 

subsidiaries. Headquarters perception is that the managing directors of their subsidiaries 

are strong entrepreneurs with regard to local processes, sales approaches, and methods. 

Headquarters even demands from their subsidiary managing directors to behave

entrepreneurially in managing and improving their local operation, but not with regard to 

new product developments.

We want our employees to be innovative, especially with regard to local [sales] processes and somewhat 

less with regard to product development.

However, headquarters’ innovation approach has changed over time: while historically, 

innovations in the subsidiaries happened by chance, headquarters now coordinates them 

centrally. Headquarters’ new approach aims at first reducing performance differences 

between subsidiaries and second, realizing cost synergies.
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This has changed a bit over time. [Subsidiaries] were much more independent in the past: the parent 

company was rather a holding and did not care so much about the content. Therefore, headquarters’

content leadership was not so intensely performed and things were often developed and piloted without 

further soliciting headquarters’ permission. However, headquarters’ content leadership was strongly 

empowered over the last few years. 

The central management of innovations also gathered momentum over the last few years:

while in the past, regional expansion had been the key strategic priority, it has now become 

increasingly important for CaseCo5 to differentiate itself from its competitors via 

innovations. Besides that, globalization and the increasing similarity of markets makes it 

necessary for CaseCo5 to differentiate itself via innovations in order to defend its market 

position.

The commodity trap particularly exists currently for our products due to the strong trend of assimilating 

markets. Therefore, we are forced to create an appropriate differentiation which preserves our current 

price premium.

We recognize that competitors do the same. We also believe that this can secure us the right to stay in 

the market in the long run and might work against a commoditization of our products. Therefore, 

innovations were always important for us.

Altogether, headquarters experiences in the past with entrepreneurial subsidiary activities 

are mainly positive. However, CaseCo5 shows some skepticism with regard to process 

innovations. Parent’s opinion is that a creeping divergence of processes continually occurs 

and needs to be corrected from time to time. Headquarters states that subsidiary 

entrepreneurship is seen as a valuable input with regard to corporation’s innovativeness,

but that realization is understood as a combined effort. Subsidiary entrepreneurship also 

has only a minor impact on corporate strategy.

(5) Governance of subsidiary entrepreneurship and innovation activities

CaseCo5 has an increased interest in gathering innovative ideas throughout the 

corporation. Therefore, headquarters has established an “Inventors Club” whose members 

are recruited/appointed with the help of a contest. CaseCo5 annually organizes an 

innovation contest which covers two areas of interest: technical and business 

improvements. Every employee is allowed to hand in his/her ideas. The best two to three

ideas are then presented to and rewarded by headquarters. One “prize” is the admission 
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into the Inventors Club. Besides that, the selected innovation will be published throughout 

the organization via the company’s newsletter and magazine. Furthermore, the winner gets 

a nice weekend with board members.

The inventors club is well-established and works well. It is a good reward system for people who 

achieve. It also has a high recognition and standing in the organization. Additionally, one of our board 

members will be involved in the distinction ceremony.

Headquarters supports innovative projects mainly with experienced parent employees, 

because subsidiaries often do not have the necessary knowledge. Allocation of parent 

experts and prioritization of projects is done by headquarters. Financial support for smaller 

innovation projects is not granted by headquarters, thus subsidiaries have to finance them 

from their existing budgets. In the case of larger investment needs, subsidiaries can apply 

for financial support.

If the regions do something on their own, they have to finance it themselves.

Furthermore, the content lead for the realization of initiatives stays with headquarters. 

However, subsidiaries are actively involved through their representatives in the global 

expert teams and discuss and decide about innovative initiatives. The teams consist of both 

parent and subsidiary employees. The majority of the members are subsidiary employees 

to ensure market relevance of initiatives. Team members are chosen based on experience

and achievement in the past.

[Regarding global expert teams:] These teams consist of regional experts and application engineers who 

jointly think about which topics should be further pursued and where future innovation potentials are. 

Ideally, these teams have a meeting in a bigger forum and one person might note that in his region, a 

certain request for a certain solution or product has emerged. Eventually, somebody else also raises the 

same issue or supports the proposal, which then might result in a new innovation project. 

The process for product innovations is organized according to the stage-gate process, but is

unstructured for process innovations. According to the stage-gate process, idea generation 

is followed by idea selection, development, and realization. During the development phase, 

milestones secure a continuous control of the initiative progress. Furthermore, from the 

beginning of an initiative, an RBU sponsor is selected; it commits itself to the introduction 
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fully completed. However, headquarters currently seeks to increase centralization of its 

operations. Parent’s role is considered to be between “the strategic architect” and “the 

conductor:” headquarters sets the strategic direction, whereas subsidiaries can decide about 

the realization path and method. Degree and type of autonomy is the same for all 

subsidiaries. The parent-subsidiary relationship is described as a “long-leash” relationship 

between a grown-up child and its parents. Therefore, subsidiaries at CaseCo5 tend to be 

very self-contained and self-confident. 

Entrepreneurial subsidiary activities at CaseCo5, in general, tend to be low and scarce,

with the exception of a few subsidiaries being highly active. These few subsidiaries tend to

be entrepreneurially active due to their country’s innovation culture background. Not all 

types of entrepreneurial initiatives are equally likely at CaseCo5: local process 

improvement innovations and local product adjustments occur regularly, new product 

innovations rarely, and resource usage initiatives not at all. The overall low level of 

subsidiary entrepreneurship might be explained with the commodity good character of the 

product.

Headquarters indeed “favors” entrepreneurial subsidiary behavior, but with the limitation 

that it wants to be involved from the beginning of the process. Headquarters also allows 

entrepreneurial activities to have only a minor impact on corporate strategy. Furthermore, 

headquarters perception differs for process and product related initiatives: product related 

initiatives are currently not subject to any special conditions, whereas process related 

initiatives are currently more centrally managed and supervised. Central management of 

innovations also gained momentum due to increasing competition, globalization, and 

similarity of markets. The centralization of process innovations came in focus due to the 

creeping divergence of processes at CaseCo5. It seems that headquarters thwarts its 

“favor” attitude with its centralization actions and consequently decreases possibilities for 

subsidiary entrepreneurship.

For motivating entrepreneurial subsidiary behavior, headquarters has established an 

“Inventors Club” whose members are appointed by an innovation contest which takes 

place annually. Besides the reputational reward of being accepted into the club, winners 

are also recognized throughout the organization and get recreational rewards. 

Entrepreneurial initiatives are mainly supported by experienced parent employees and 
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rather than by financial contributions. However, the content lead in an initiative remains at

headquarters. Global expert teams and subsidiary sponsors, in contrast, ensure adequate 

subsidiary involvement in innovation projects as well as facilitate knowledge aggregation 

and exchange. Furthermore, the matrix organization and regular meetings enable 

knowledge exchange. It seems that headquarters holds the reins of innovation activities and 

tries to involve subsidiaries where needed, but seldom gives them the freedom to pursue 

innovative projects on their own. Knowledge aggregation is also driven by headquarters 

and CaseCo5’s mentality is more about sharing success stories than problems. Therefore, 

subsidiaries might face direct and indirect barriers and resistance for their entrepreneurial 

activities.

5.3.2 CaseCo6

In the following two subchapters CaseCo6 is detailed. In subchapter 5.3.2.1 a description 

of the case, based on external data and information gathered in interviews, is given. 

Afterwards, the within-case analysis in subchapter 5.3.2.2 highlights the relevant insights 

of this case and sets the foundation for the cross-case and cross-segment analyses.

5.3.2.1 Case description

(1) Company description/company environment

CaseCo6 is a multinational corporation within the international environment and employs 

about 60,000 people at 2,600 sites in ~50 countries. The company is organized 

geographically and along its three product divisions. The largest region accounts for ~50% 

of sales, whereas the smaller two regions are responsible for ~30% and ~20%, 

respectively. Two out of the three product divisions are of the same size and together 

account for ~90% of company sales, whereas the smallest division generates the remaining

10%. The company has grown over the last years by entering new markets and becoming 

an integrated player in its existing ones.

CaseCo6’s main market has consolidated over the last years, but is still relatively 

fragmented, with the four biggest players responsible for less than 20% of overall sales. 

This fragmentation can be explained by the high locality of business due to a relatively low 

weight-value ratio. This means that delivery beyond a certain radius (~250km) tends to be 
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(3) Degree and type of subsidiary entrepreneurship

According to headquarters, the overall degree of entrepreneurial activity tends to be high at 

CaseCo6, but the radical nature of entrepreneurial activities differs from subsidiary to 

subsidiary:

[They are] all rather strong, but the occurrence varies with respect to the local circumstances. Things 

which are innovative in one country are already known and obsolete in another country. 

The subsidiary’s involvement in company innovation also differs for fundamental and 

adaptive innovations. Fundamental innovations, in that context, are understood as true 

innovations for the overall organization, whereas adaptive innovations are defined as local 

market product/process adjustments. Fundamental innovations are mainly driven by 

headquarters. The idea, however, can be initiated by a subsidiary unit. Adaptive

innovations are usually led and actively pushed forward subsidiary units. These

innovations are mostly realized by knowledge transfer from one market to the other. 

However, differences between subsidiaries can be observed: some subsidiaries are only 

innovation implementers, while others are innovation leaders who actively drive company 

innovation. The role mainly depends on the development stage and relevance of the 

respective subsidiary market. Nevertheless, all essential subsidiaries have a share in 

company innovation.

In some countries we only speak about knowhow transfer, while in the innovative markets, there is a 

yearly meeting about subsidiary’s expectations with regard to their market and possible innovations in 

that market. 

The majority of entrepreneurial subsidiary initiatives are production process improvements 

or adaptations of local processes. Initiatives are either triggered by the parent or the 

subsidiary. One example for a subsidiary-driven initiative is the ongoing change of the 

production process in country A: the whole production strategy in that country was built 

upon a specific input factor that became scarce and extremely expensive over the last year. 

Therefore, country A now tries to transform its production process and wants to use 

another input factor in the future. The relevant knowledge exists at headquarters and 

country A is supported in that matter by the parent. Nevertheless, adaption of the 

knowledge to the subsidiary’s local situation must be made by the subsidiary itself. 
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The technology itself was developed at headquarters and can be considered as the fundamental 

technology. In contrast to that, subsidiaries have to do the local adaptation to their local resource 

setting, existing production process, and market situation.

Fundamental product and process innovations, in contrast, are developed centrally and 

afterwards transferred to the subsidiaries. The parent views itself in that matter as a 

knowledge exchange facilitator.

In the case of fundamental technology, it is more about developing the core competencies at 

headquarters level and dissemination of knowledge via knowhow transfer to the subsidiaries. 

(4) Headquarters’ attitude towards subsidiary entrepreneurship

According to headquarters, possible upsides of entrepreneurial behavior outweigh possible 

downsides. A perceived upside is the ability to gather creative and innovative ideas from 

subsidiaries and exploit them for the whole corporation. A named downside is that 

innovative ideas collide with overall company strategy. For example, due to a better 

resource setting, subsidiary A might be able to produce within a lower limit of exhaustion 

than subsidiary B. If A agrees with the government on a too low exhaustion level, B might 

get into governmental problems. Therefore, headquarters has to ensure that the 

innovativeness of one subsidiary does not lead to a disadvantage for others. 

Risks might occur, if subsidiaries pursue ideas which are not aligned with company’s overall strategy. 

[…] We have to ensure that a subsidiary’s unbounded innovation does not result in egotisms which 

eventually might harm other subsidiaries. 

Headquarters’ attitude towards subsidiary entrepreneurship is described as between 

“favors” and “accepts.” CaseCo6 does not incentivize entrepreneurial behavior financially. 

Nevertheless, it desires that subsidiary units establish themselves as well as possible in 

their marketplace, where entrepreneurial subsidiary activities might be necessary. 

However, serious innovations are centrally located and subsidiary units are not supposed to 

position themselves as innovators.

Subsidiaries should not present themselves as the big inventor in the organization because innovation is 

supposed to be centrally located.
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Altogether, headquarters’ experiences with entrepreneurial subsidiary behavior are 

positive. However, headquarters makes its decision about an idea based on a cost-benefit 

analysis, because it made the experience that some units always tend to favor new 

technologies over old ones and want to have state-of-the-art facilities, which are sometimes 

of little use for the overall corporation.

In order to reduce redundancies and to optimize resource usage, centralization of 

innovation has increased over the last years. The future scenario is that headquarters acts as 

a knowledge hub which collects ideas throughout the organization and distributes to all 

business units for exploitation.

[W]e must be able to collect the outstanding creativity and diversity. Then we have to verify which ideas 

might be transferred and which we can further develop and globally leverage. 

(5) Governance of subsidiary entrepreneurship and innovation activities

Relevant parent and subsidiary employees meet once a year to decide about upcoming 

innovation projects and headquarters involvement in these initiatives. The degree of 

headquarters involvement differs in four ways. (1) For a local initiative which the 

subsidiary is able to do it on its own, the parent company stays out of the initiative. (2) If 

the parent company has experiences in the initiative matter; headquarters will support the 

subsidiary with its knowledge. (3) If the relevant experiences were already made by 

another subsidiary, the parent will facilitate the knowledge exchange between the units. (4) 

If the initiative is completely new for the organization and has a global impact, the project 

is either transferred to the parent or realized together with the subsidiary. Besides this 

yearly meeting, subsidiary’s representatives can always approach key people in the parent 

company with their ideas.

CaseCo6 does not use financial incentives to generate innovative ideas but rather uses the 

existing knowledge management system for this purpose. Expert groups were set up for 

various topics with the task to collect best practices for a certain topic throughout the 

organization and to further define them. Results are either distributed via Intranet or 

CaseCo6’s so-called “yellow pages.”
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distance from headquarters, their maturity, and the development stage of their market. 

Especially due to the way of their establishment (organic versus non-organically), different 

involvements in subsidiary entrepreneurship can be expected.

The degree of subsidiary entrepreneurship tends to be high for certain initiative types. 

However, the radical nature of initiatives differs: some innovations will only affect the 

local unit, not the overall organization. Subsidiary-driven innovations tend to be high for 

local product and process adjustments to local circumstances, whereas tend to be low for 

the creation of fundamentally new products and processes. Resource improvement 

innovations do not occur due to the local nature of the business. Subsidiaries differ in their 

entrepreneurial activity: while a few are innovation leaders, most subsidiaries are 

innovation followers. One possible explanation, besides the development stage of the 

respective country, might be the historical establishment of a subsidiary: units which were

previously self-standing companies tend to act more autonomously and entrepreneurially

than organically developed ones. 

Headquarters attitude is described as between “favors” and “accepts,” but seems to be 

closer to “accepts” for the following reasons: CaseCo6 does not incentivize entrepreneurial 

behavior financially, innovation management is currently further centralized, headquarters 

is established as a knowledge hub, and headquarters ensures that single subsidiary 

activities do not collide with overall strategy. Nevertheless, according to headquarters, the 

possible upsides of entrepreneurial subsidiary behavior outweigh the possible downsides. It 

seems that headquarters does not feel very comfortable with subsidiaries that behave too 

entrepreneurially and tries to organize and manage the ongoing subsidiary entrepreneurship

accordingly.

Headquarters’ involvement in entrepreneurial subsidiary activities ranges from no 

involvement at all, supporting knowledge and facilitating knowledge transfer, up to taking 

over an initiative. Initiatives are funded by either subsidiaries (smaller projects) or by the 

parent (larger projects). CaseCo6 does not use any form of financial incentives for 

fostering entrepreneurial subsidiary behavior. Expert groups and innovation contests (only 

reputational prizes) on a non-regular basis are considered as sufficient ways to generate

and collect innovative ideas. Knowledge is aggregated and exchanged via the knowledge 

management system, regular meetings, and expert groups. Expert groups are set up to
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5.4.1.1 Case description

(1) Company description/company environment

CaseCo7 is part of a big conglomerate and evolved out of numerous small companies via 

acquisitions37. In the meantime, about two hundred former standalone companies were 

integrated into CaseCo7. CaseCo7 employs about 6,000 employees, whereas the 

conglomerate employs in total ~400,000 people. The company has major production sites 

in six countries and is active (including sales sites/offices) in ~170 locations worldwide. It 

is organized along four divisions which are responsible for ~200,000 installations in total 

on several continents and offer a product portfolio of about 900 products.

The market is a business-to-business as well as a business-to-customer market in which 

CaseCo7 possesses a market-leading position. Specific for the market is the very 

fragmented customer base of which CaseCo7 serves about 90% of the Fortune 500 

companies as well as various governmental agencies. Over the years, CaseCo7 has strongly 

improved its market presence across different geographies and industry sectors and 

enhanced its market position. Furthermore, CaseCo7’s market has high barriers of entry 

due to its very capital-intensive character.

(2) Role of the subsidiary unit and the parent-subsidiary relationship

All four divisions at CaseCo7 bear full profit and loss responsibility. Therefore, 

headquarters sets business targets and master conditions, whereas subsidiaries decide on 

their own about realization. 

Subsidiary units need a certain degree of autonomy to decide things on their own because subsidiaries 

have the duty to independently realize headquarters’ input. Furthermore, in a good instructional 

relationship, rights and responsibilities are well balanced. Corporate might say, “We do not build 

turnkey facilities, but rather sell products and systems. We are not a full-line provider.” This cannot be 

changed, but if it is sold in country A, B, or C as well as if a sales initiative is started in country Z, that is 

up to the subsidiary unit. 

The relationship between headquarters and subsidiary units is valued as co-operative but 

with the restriction that headquarters is authorized to issue directives. One interview 

                                               
37 The case study will focus solely on part (CaseCo7) of the conglomerate which is a multinational company 
with headquarters and subsidiaries itself.
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partner described the parent-subsidiary relationship at CaseCo7 according to the 

relationship between parents and their maturing daughter. This implies that subsidiaries 

sometimes realize local interests that might not help the organization overall, but are 

necessary for subsidiary’s local development:

Therefore, subsidiaries might pursue ideas that are on the one hand interesting from the local 

perspective but on the other hand will not necessarily advance the overall organization. This is tolerated 

in the end, because it helps local business and makes sense from the local point of view.

Role and status differences between subsidiaries are explained by their different sizes, 

historically developed footprints (single- versus multi-country operator), and their 

innovation cultures. 

It just depends on subsidiary’s size and business volume. If you look at the regional unit in Singapore, 

[…] this allows certain structures, a certain level of autonomy, and a certain amount of self-confidence, 

while other countries. Such as Vietnam, are much smaller, have a different position, and therefore have 

a different voice in the organization.

Subsidiaries differ in their innovation culture: some subsidiaries continually strive to 

improve their existing business situation, while others feel comfortable with their status 

quo. Headquarters explains differences with a subsidiary’s (1) repose or attitude on a 

former unique selling proposition, (2) competitive environment, and (3) entrepreneurial 

culture (autonomy and enthusiasm). The first two reasons are intertwined: a highly 

competitive environment demands a continuous quest after new innovations and 

subsidiaries cannot rest on former innovations. Subsidiaries in low competition

environments, in contrast, tend to settle in on their former unique selling propositions. 

It might happen that a unique selling proposition changes into a boomerang: a subsidiary which was a 

bit or even a length in front and rested for too long on its laurels all of a sudden might find itself 

stagnant after years of innovation and at the bottom of all subsidiaries and realizes that it possesses 

aged products and risks driving its product portfolio into the sunset. Other units that always faced an 

intense competition were the whole time forced to continuously innovate.

(3) Degree and type of subsidiary entrepreneurship

Both interview partners rate the degree of subsidiary entrepreneurship as relatively high 

with a “5” out of “6.” Headquarters explains this high level of subsidiary entrepreneurship 
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with the situation that nearly all subsidiaries have to adjust their existing product portfolio 

to its local market needs in order to successfully compete. Therefore, local market needs

demand entrepreneurial, self-driven subsidiary behavior:

It is the case that headquarters possesses a bundle of products and systems which subsidiaries might use 

like a construction set. However, that local conditions demand a strong adaptation of those sets and in 

many cases the technologies and systems headquarters supplied are not directly accepted in the local 

market, because different principles exist. Therefore, the local adaptation is directly made in the region. 

Furthermore, one interview partner stated that nearly all innovation is driven only by 

subsidiaries and in the past, subsidiaries were the only place of innovation:

In the end, the subsidiary is the engine, the driving unit. Actually, all innovations originate in 

subsidiaries; because these units are close to the client, have an ear on the ground. They collect the 

ideas, recognize the signs of the times, and push ideas forward. They have the background to develop 

products for the next generation. Anyway, it actually happens in the subsidiaries.

[S]ubsidiaries are the company’s innovation. In the past, innovation only happened in subsidiary units 

and was limited. 

However, fundamental entrepreneurial behavior differences can be observed between 

subsidiaries. Some regions just focus on selling their basic product portfolio, whereas some 

other regions are involved in innovation development and aim to sell new ideas. In 

particular, pure sales units seldom come up with ideas and if they do, they normally do not 

proactively raise them. However, if asked in the course of sales meetings, they will share

those ideas.

Two forms of subsidiary entrepreneurship can be observed at CaseCo7: 

adjustment/improvement innovations of existing products and adjustment/improvement 

innovations of existing processes. From time to time, resource improvement initiatives 

occur, whereas development of new products is mainly done in one of the corporate 

research centers.

Regularly occurring product adjustment innovations are often transformations of existing 

high technology standard products into locally accepted “good-enough” products. The 
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Asian markets in particular do not value new product features or technologies as European 

or North American markets do. Therefore, product features and other innovations will be 

reduced in the Asian market version to cope with cost pressure issues in these markets.

Finally, it is caused by the different price structure in some regions in comparison to the ones in high 

technology markets. While Europe and the US are technology loving, upscale markets, Asia-Pacific 

values technology, but more important in those countries is a low price level. Therefore, the existing 

base technology must be adapted to be able to compete with the existing cost pressure. 

Besides that, subsidiaries regularly and proactively improve local business processes like 

sales, engineering, or global interaction processes. Sometimes, subsidiaries even transform 

their way of doing business. Some exceptional cases exist in which entrepreneurial 

subsidiary activities even influenced or changed corporate strategy. For example, one 

subsidiary came up with the idea not to sell a technical product to the customer, but instead 

to sell the operation or data of the product. Therefore, subsidiary actions opened up a 

completely new perspective on how business can be done.

We cannot really become active beyond our product portfolio. We are tied to company’s mission and 

vision. However, if we have the chance to rent or lease a product to a client instead of selling it (for 

example, we sell the data in a certain timeframe instead of the analytical apparatus), then we can do it 

as long as it is consistent with the super ordinate mission. 

(4) Headquarters’ attitude towards subsidiary entrepreneurship

According to headquarters, a relatively high cost structure makes it necessary for CaseCo7 

to continuously generate innovations and defend its price premium. Therefore, 

entrepreneurial subsidiary actions are crucial for company performance. Nevertheless, 

perceived risk of unmanaged/uncontrolled entrepreneurial subsidiary actions is that 

subsidiaries overlook the right timing or the bigger picture of an innovation. Therefore, a 

successful subsidiary innovation demands support from corporate experts:

We have the technology in the background to develop the solution to this problem in one and a half 

years. However, if we are done too early, we will deal with rotten eggs and if we are done too late, we 

also deal with rotten eggs. Therefore, we have portfolio managers and strategic marketing experts who 

possess product segment responsibility and are located at headquarters. They have to agree with the 

local managers on the timing and the initiatives. 
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Both interview partners state that entrepreneurial subsidiary behavior is absolutely favored 

and subsidiary empowerment is supported. The main reason is that business is done locally 

and therefore strong subsidiaries are needed.

It is absolutely favored. Subsidiaries are actually the driving force in the local market and in the end 

business can only be made locally. Headquarters also highly supports localization of business because 

business cannot be made meaningful from headquarters. We have certain global technologies, but the 

development of local technologies can only be made locally. Therefore, entrepreneurial subsidiary 

behavior is favored. 

Headquarters’ attitude has changed in two ways over time. First, CaseCo7 previously 

realized innovations mainly via acquisitions of innovative companies. But, for about five 

years, CaseCo7 has tried to establish its own innovation culture and now mainly drives 

innovations organically. Second, CaseCo7 was previously very centrally organized and 

managed. But, over the company’s course of globalization, this attitude has changed and 

headquarters understands that their “one corporate strategy shoe” did not fit all different 

regional needs:

I think, if we look ten years backwards, everything was much more centrally organized. Headquarters 

decided what had to be done, which technologies had a stake in the future, and how the future products 

had to look. I think this has significantly changed over the last ten years in the course of globalization.

Today, headquarters has a better feeling what customers in each region demand and know where the 

shoe pinches. Therefore, headquarters now knows that customer needs on one side of the world will 

differ from customer needs on the other side of the world. Consequently, the “one shoe fits all attitude” 

cannot be really found in the organization any more. 

Altogether, entrepreneurial subsidiary activities are highly valued for CaseCo7’s 

innovativeness. Finally, nearly all innovations are started in one of the subsidiaries and 

subsidiaries are measured by their innovativeness. Also, headquarters continuously 

monitors the success of its subsidiaries with regard to their innovative activities. 

(5) Governance of subsidiary entrepreneurship and innovation activities

CaseCo7 supports entrepreneurial subsidiary activities with both financial and personnel 

resources. All research work in each of the seven research hubs is completely financed by 

headquarters. In addition, headquarters shows strong commitment to further support 

globalization of research and innovation work. Therefore, headquarters supports 
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Each point equals at the end of the year 10 USD. Consequently, if somebody has 40 invention 

disclosures and each one is ranked relatively high, it will significantly pay off. 

Moreover, based on this point system, a competition is held. In fact, the top five idea

submitters are rewarded as “Inventors of the Year” and are presented to headquarters. The 

five awarded nominees get both financial and reputational rewards like a dinner with the 

executive board. Furthermore, the winners’ names are published throughout the 

organization. Each year the “invention of the year” is awarded which is, in contrast, a 

qualitative assessment. In that competition, the three innovations with the biggest impact 

and highest level of radical nature are compared to each other. Finally, one innovation is 

elected as the invention of the year and its submitters are financially and reputational

rewarded. Besides that, the corporate suggestion scheme continuously supports generation 

and collection of innovative ideas.

Budgeting of innovative projects is either done by official project budgets or by bootlegged 

ones. Each research hub has a budget which consists of single project budgets and a 

percentage supplement of ten to fifteen percent which can be used for idea concept 

developments. This is like an open budget for innovation out of which visibility studies 

and proof of principle studies are paid. Up to a certain amount, employees are eligible to 

decide on their own about resource usage. Besides that, other subsidiaries like sales and 

production units are allowed to use some of their budgets for innovative activities.

The majority of my budget is allocated to certain discrete projects, but I have a small open budget. This 

“open” money is meant to further develop ideas which are too callow and early in the process that it is 

not possible to have them in the concept phase or to sketch them in an evaluation project. 

Strategic fit control is realized via regular meetings between headquarters and relevant 

subsidiary employees. In the course of those meetings, all upcoming innovation 

projects/initiatives are discussed and adapted if necessary. 

Recently, CaseCo7 has functionalized its entrepreneurial, innovative development work. 

Now, all developing employees in all subsidiaries report to the head of development. This 

should help to realize synergy effects and reduce work duplications. In the context of 

innovation work re-organization, seven globally distributed research hubs were formed. 
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Each is a special unit for a certain topic and works as a service center for all other units. 

One interview partner even calls them “an organization within the organization.” 

Altogether, this new approach helps to streamline research work, include various market 

aspects, and realize synergies.

The innovation process at CaseCo7 is part of its product lifecycle management tool. It is a 

well structured process which starts with idea generation and ends with product’s phase

out. In between, the whole value chain of a product lifecycle can be found. Crucial for 

CaseCo7 is that ideas might result spontaneously, from a specific idea generation 

workshop or even from an open innovation initiative. CaseCo7 tries to strongly encourage 

everybody to come up with new ideas. Subsequently, proposed ideas are validated in the 

“concept phase.” At this point, CaseCo7 tries to find “deal breakers” showing why an idea 

might not work or might not make sense for the organization. If no deal breakers are found, 

the idea is evaluated and the necessary development budget is estimated. After approval 

from corporate, the official development phase kicks off. Progress of development is 

regularly monitored and leads in the production phase.

That is the so-called product life cycle management process. It is actually used to evaluate ideas coming 

from subsidiaries, headquarters, or external parties based on its market potential, technology 

differentiation, and intellectual property. After successful completion, the idea is pushed through the 

innovation channel. It does not matter if the idea is raised by a subsidiary unit or by headquarters.

Open innovation is relatively new at CaseCo7 and corporate is currently underway to 

define a pilot. CaseCo7 wants to use this tool to find solutions for existing problems and to

generate specific ideas. However, according to headquarters, specific answers can only be 

found if the open innovation problems are well defined:

Open innovation makes sense if the question is not too generic but rather precise and specific.

(6) Knowledge utilization of subsidiary entrepreneurship results

Knowledge aggregation and management is mainly done by technology intelligence as 

well as by its organizational hub form. Technology intelligence collects both internal and 

external data regarding certain technologies and problems. Its further task is to provide 

people with all relevant information regarding certain problems. For example, if a new idea 
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by being entrepreneurially active while others remain inactive and non-innovative in their 

status quo.

The degree of subsidiary entrepreneurship at CaseCo7 tends to be high. Headquarters 

mainly explains this with a market that strongly demands local adaptations. Besides that, 

CaseCo7’s growth path (acquisition of former standalone companies) might be a good 

explanation for such a high level of entrepreneurial behavior: the acquired companies are 

accustomed to actively managing and innovating their business. It seems that they will 

keep up this spirit to some degree after being integrated in the new organization. 

Furthermore, subsidiaries tended to be the only place of innovation in the past and nearly 

all innovation happened in the subsidiaries. Today, the most frequent entrepreneurial 

initiatives are adjustment/improvement innovations of existing products or processes. From 

time to time, fundamental business changing initiatives might also occur. However, new 

product developments as well as resource improvements rarely occur.

Headquarters absolutely “favors” entrepreneurial subsidiary activities and supports 

subsidiary empowerment. The reason for this attitude can be seen in CaseCo7’s high cost 

structure and its market situation. Both demand a high innovativeness to defend the 

company’s price premium and to successfully compete in such a market. However, 

CaseCo7’s attitude in the past was very centrally oriented and its approach was mainly 

about imposing existing solutions on their subsidiaries. CaseCo7 did realize that their “one 

corporate shoe” strategy did not fit the different regional needs. Therefore, subsidiary 

entrepreneurship is understood as a solution for its globalized situation demanding 

different local approaches.

CaseCo7 supports entrepreneurial subsidiary initiatives with financial and personnel 

resources. Besides that, CaseCo7 has quite a wide spectrum of mechanisms which foster 

entrepreneurial behavior and innovative idea suggestions. Subsidiary’s profit and loss 

responsibility is the only element which generally aims to increase a subsidiary unit’s 

behavior, whereas all other elements such variable salary components, innovation contests, 

and etc. aim to change the individual employee’s behavior. These elements are 

supplemented by a corporate suggestion scheme which should alleviate idea collection. 

Furthermore, CaseCo7 supports entrepreneurial activities by its partly open budget for idea 

testing and idea pursuance. CaseCo7 is also underway to start the open innovation method 
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to find solutions for existing problems and to gather further innovative ideas. Altogether, it 

seems that CaseCo7 is absolutely aware of the subsidiary entrepreneurship potential and 

has consequently established a wide spectrum of mechanisms to foster and coordinate such 

activities. However, it seems that the alignment of all ongoing initiatives could be further 

streamlined.

Knowledge aggregation is realized via the special group “technology intelligence,” the 

organizational form of research hubs, and through the direct reporting line to head of 

development. Knowledge exchange between subsidiaries, in contrast, is a lot less 

formalized and mainly occurs through the personal networks of people involved. 

Therefore, it seems that knowledge exchange, and consequently, learning, occurs a bit by 

chance and could be improved by a more formalized knowledge exchange system.

5.4.2 CaseCo8

In the following two subchapters CaseCo8 is sketched. In subchapter 5.4.2.1, a description 

of the case, based on external data and information gathered in interviews, is given. 

Afterwards, the within-case analysis in subchapter 5.4.2.2 highlights the relevant insights 

of this case and sets the foundation for the cross-case and cross-segment analyses.

5.4.2.1 Case description

(1) Company description/company environment

CaseCo8 is a multinational organization in the “global environment” which employs 

~16,000 people and sells ~ 3,500 products in more than a hundred countries. The 

corporation is organized in a matrix form and consists of five operational divisions. The 

two largest divisions are the same size and each one accounts for ~33% of company sales. 

The third largest division is responsible for ~21%, the fourth largest division for ~12%, 

and the smallest division for about 1% of sales. Each division bears full results 

responsibility for their products, markets, and customers, and each regional organization is 

accountable for the business in its geography. Central teams also support divisions and 

organizations with service and product related functions. CaseCo8’s global footprint 

consists of ~100 sales units, ~20 technical competence centers, and ~30 production sites 
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which are all located worldwide. Altogether, CaseCo8 possesses a very international 

footprint and generates 80% of its sales outside of its home market.

CaseCo8’s market is a B-to-B market with a very diverse customer base. In most of its 

markets, CaseCo8 faces high consolidation. For example, in one market segment, the five 

largest players are responsible for ~90% of market sales. Nevertheless, CaseCo8 has a 

leading market position, ranking within the top three for more than 90% of its business. 

Barriers of entry are high in this market due to its capital and technological intensity.

(2) Role of the subsidiary unit and the parent-subsidiary relationship

CaseCo8 is organized by divisions which are set up globally and nearly all of them bear 

full profit and loss responsibility. Nevertheless, guidance and management of divisions is 

almost always controlled by headquarters. The degree of each unit’s profit and loss 

responsibility varies for each different division. This might be explained by their different 

globalization approaches/strategies and their different development stages in the 

globalization process. One division, for example, is already “headquartered” outside of 

CaseCo8’s home country with even the division manager sitting in that country. Other 

divisions are still strongly tied to headquarters and are mainly driven and managed by 

headquarters.

Subsidiary units differ in their role and standing. Units in CaseCo8’s focus regions and 

production sites are of higher relevance, in headquarters perspective, than pure sales units. 

As a result, size and width of activities are relevant drivers of subsidiary importance. Units 

in developing regions are more closely observed by headquarters due to the high 

investments made for increasing business in those regions.

Sites including production are certainly more important to the organization than pure sales sites. This is 

especially true for integrated sites.

Size and width of activities along the value chain are relevant factors for different subsidiary roles.

The subsidiary’s role and standing in the corporation has changed over time: They have 

developed from very centrally managed units into more self-sufficient ones which now 
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even possess the autonomy to shape their own future, causing them to became much more 

self-initiated innovatively.

[W]e have gone the classical route like most of the industrial enterprises do. They start their foreign 

operations at the beginning by sending corporate people in those countries, classical expats. The bigger 

the foreign organization gets and the more they realize that the market differs from the home market, the 

more they will build up a local organization, focus on local resources, strengthen the regional 

responsibility, and transfer functions. If we take the example of innovations, this is one of the last things 

which is given to the regions. This is mainly done centrally. Recently, we started to think about 

establishing local product development departments to meet local demands. This is definitely changing. 

The parent-subsidiary-relationship is described by headquarters as a partly “long-leash” 

relationship. Headquarters also characterized subsidiary development status as well as the 

parent-subsidiary relationship as a “teenage time”. This means that the subsidiaries are 

underway to emancipate themselves with the help of the parent company and within 

company guidelines. 

(3) Degree and type of subsidiary entrepreneurship

Headquarters rates the degree of entrepreneurial subsidiary behavior as low to medium 

with a “2-3.” Entrepreneurial subsidiary initiatives are, in most cases, only product 

improvement/adaptation innovations and very seldom new product development or process 

improvement/adjustment innovations.

[...S]uch an entrepreneurial attitude exists most likely for product adaptations, not new product 

developments. […] We are mainly talking about adjusting existing products to regional client needs, 

quality expectations and industry norms. The complete new development of a product is very rare and I 

can remember only one example. At the end, it is really more about developing a product further.

Product improvement initiatives happen quite regularly and often aim to adapt existing 

products to local market needs. Asia, in particular, reduces a local unit’s product offerings 

and changes them into “good-enough” products. Such downgrading needs are mainly 

spotted and driven by the respective local units. These initiatives are, in most cases, 

supervised by one of the Technical Centers whose function is to globally coordinate these 

adaptation innovations. Technical Centers mainly consist of application engineers who are 

responsible for customer service and adapt existing products to local customer needs. The 

fundamental research, in contrast, is centrally located and driven. Divisional research 
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teams, who focus on divisional research topics, are partly decentralized. New product 

developments are almost exclusively done by either fundamental research teams or 

divisional research teams.

Improvement or adjustment initiatives regarding production processes only occur 

occasionally. CaseCo8 has established a group-operating-system (GOS) which 

continuously tracks process improvements and facilitates knowledge transfer and exchange 

between units. GOS is a productivity management tool which is based on the Six Sigma 

approach. CaseCo8 continuously challenges its business models in each region and adapts 

them as necessary. As a result, most of the process initiatives are initiated and driven by 

headquarters rather than the subsidiary.

As mentioned before, subsidiaries become involved in company innovation through their 

local product adjustment innovations. Nevertheless, subsidiaries differ in their 

entrepreneurial activities. One possible explanation is that entrepreneurial behavior is 

strongly personality-dependent and driven. Degree of entrepreneurialism will therefore 

vary according to the people in charge and their personalities. According to CaseCo8, it is 

less about the role of the region; when there is somebody in the region who comes up with 

a lot of ideas and who is bringing these ideas forward, then usually the region performs. At 

the same time, when you replace this person, then suddenly this [over performance] ends.

Consequently, I would link performance to the [regional] management rather than to the 

specific business unit or region.

(4) Headquarters’ attitude towards subsidiary entrepreneurship

Entrepreneurial subsidiary activities are, according to headquarters, relevant for CaseCo8’s 

global footprint. Local markets regularly demand certain product adjustments which can 

only be recognized and realized by the subsidiaries themselves.

In our global organization these activities play an important role for adjusting our product portfolio to 

regional needs. Besides global [standardized] products we also offer products which are adapted to the 

regional market.

Headquarters’ attitude has changed over time, and meanwhile, entrepreneurial subsidiary 

behavior is valued as positive. The perceived chance of complying with local market needs 
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At CaseCo8, different forms of innovative idea generation exist: (1) a corporate suggestion 

scheme, (2) an innovation prize, and (3) a financial incentive scheme. The suggestion 

scheme is well established and continuously generates ideas (~5,000 per year). One 

successful idea, for example, was the improvement of an existing production process by 

one country and is currently being introduced in other countries. A yearly innovation 

contest is also held. The focus of the contest varies between product and process oriented 

ideas and is open to all employees. Both the suggestion schemes and innovation prizes are 

financially incentivized and help to collect outstanding ideas from subsidiary as well as 

corporate employees:

We receive proposals not only from our home country but also from abroad. Therefore, we notice what 

is going on everywhere.

Funding of entrepreneurial initiatives is mainly covered by existing subsidiary budgets and 

only in the case of very large innovation projects an additional project budget is granted. 

Central fundamental research units as well as business division research groups possess a 

so-called “free budget” that can be used to pre-test ideas and work on independent project 

ideas. 

Company innovation splits into two different fields: (1) fundamental research and business 

division research, and (2) adjustment innovations performed by Technical Centers. Both 

fundamental research and business division research are mainly concentrated at locations 

close to headquarters, whereas Technical Centers are located worldwide in order to be 

closer to the consumer. The innovation process of the first category is organized according 

to the stage-gate process approach. Appointed innovation managers at the center and in the 

business units track the progress of an initiative and stay informed about ongoing and 

planned initiatives. Personal counterparts at headquarters for Technical Center employees 

were also established. These counterparts are the first contact at headquarters for 

subsidiary ideas or proposals. Headquarters tries to reduce barriers of communication and 

alleviate proposals from subsidiaries with the establishment of this counterpart system.

(6) Knowledge utilization of subsidiary entrepreneurship results

Results and experiences of entrepreneurial subsidiary activities are stored in a central 

project documentation database. Both successful and unsuccessful projects are 
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documented. Process topics are covered by CaseCo8’s operating system (GOS) which 

helps to continuously improve existing processes. 

GOS is a comprehensive package for productivity management – structured improvement of processes in 

the production and service units. By now, there are trained Six Sigma contact persons and productivity 

managers in literally every part of the organization. […] The system was implemented in 2004 and 

already has gained high acceptance in the units and works quite well. 

Knowledge exchange between subsidiaries and headquarters as well as between 

subsidiaries is facilitated through innovation managers, the counterpart system, and both 

formally and informally in the form of meetings. In each division, the “innovation 

manager” is responsible for the innovation topic and knowledge exchange with 

headquarters and other subsidiaries. He is also responsible for ensuring the strategic fit of 

an idea with corporate strategy. 

In our business units, we employ people responsible for innovation, our so-called Innovation Managers. 

Of course, they are also informed about activities in the respective subsidiaries abroad. 

We have one Innovation Manager per business unit. In addition, we employ a Director responsible for 

overall corporate R&D. There, everything converges.

While innovation managers focus on knowledge exchange regarding fundamental research 

questions, they also have to ensure that central counterparts have a vivid knowledge 

exchange with regard to product adjustment innovations. Knowledge exchange occurs in 

the context of global meetings. Headquarters is currently attempting to establish relevant 

online tools to improve knowledge exchange.

Certainly [we use] formal and informal [processes], usually via meetings and committees. Also, we 

increasingly seek to use new tools like online based procedures.

5.4.2.2 Within-case analysis

CaseCo8 is organized in a matrix form along divisions and supporting central units. All 

divisions bear full profit and loss responsibility but their connection to headquarters differs 

quite strongly. Whereas most of the divisions are still closely linked to headquarters, one 

division has a higher degree of autonomy and is even “headquartered” outside of 
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CaseCo8’s home country. Such differences are mainly caused by different globalization 

strategies. Subsidiary units also differ in their role and status due to their size and width of 

activities as well as their developmental stage. CaseCo8’s way of dealing with its 

subsidiaries has changed over time: whereas in the past, subsidiaries were tightly managed 

from headquarters, they recently gained more and more autonomy. The parent-subsidiary 

relationship is characterized by an ongoing emancipation of subsidiaries but with the help 

of its parents and only within parental guidelines. It could therefore be assumed that 

entrepreneurial subsidiary activities are still at the infant stage and will gain momentum 

over time.

The aforementioned assumption is supported by looking at the degree and type of 

subsidiary entrepreneurship at CaseCo8. Subsidiary entrepreneurship tends to be low and 

only product improvement/adaptation innovations occur on a regular basis. Both new 

product developments and process improvement initiatives are mainly initiated and driven 

centrally. It tends to be the case that entrepreneurial subsidiary activities mainly start as 

local product adaptations because those needs can only be spotted locally. New product 

developments, in contrast, are centrally driven by corporate research departments. 

CaseCo8 also has centralized process improvements by establishing a group-wide 

operating system which helps to coordinate process improvement. As a result, subsidiary 

entrepreneurship is still at its infant stage but it can be assumed that it will further develop 

in the next years. For example, decentralization of research is assumed to take place.

Headquarters’ attitude has changed over time and in the meantime, entrepreneurial 

subsidiary behavior is valued as positive. CaseCo8 has realized that entrepreneurial 

subsidiary initiatives are crucial for the company’s global footprint and that product 

adjustments can only be realized by the subsidiaries themselves. This change is driven by 

the increasing importance of subsidiary markets for CaseCo8’s future sales growth. 

CaseCo8 now accepts and tends to favor entrepreneurial subsidiary behavior but only 

within existing corporate guidelines. Subsidiary entrepreneurship at CaseCo8 is therefore 

still quite regulated and has not yet reached its full potential.

Headquarters is involved in entrepreneurial subsidiary activities by supplying financial as 

well as personnel resources and support. Subsidiaries do, however, have to fund small 

initiatives out of their existing budget. In the case of large projects, headquarters will grant 
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further financial support. CaseCo8 uses the corporate suggestion scheme in addition to the 

annual innovation contest to incentivize entrepreneurial behavior and aggregate ideas at 

headquarters. These tools are supplemented by a financial incentive scheme which tries to 

further stimulate entrepreneurial behavior via bonus payments. CaseCo8 further aims to 

reduce barriers of communication with the help of the corporate counterpart system. These 

counterparts also facilitate knowledge aggregation and exchange for product adaptation 

innovations. Any other innovative knowledge is mainly managed by the corporate 

innovation managers. CaseCo8 has established a set of guidelines and support systems to 

foster and manage entrepreneurial activities. It is obvious that knowledge exchange 

between subsidiaries mainly occurs via headquarters and that subsidiaries are currently 

missing tools to directly interact with each other, causing subsidiary entrepreneurship at 

CaseCo8 to still be in its infant stage: strongly controlled and managed by headquarters, 

and not completely leveraged.

5.4.3 Within-segment analysis

In the following subchapter, similarities and differences between studied companies in the 

“global environment” are investigated. This analysis forms the foundation for the cross-

segment analysis in the following chapter ( 6.1).

Company description/company environment

The biggest difference between CaseCo7 and CaseCo8 is each company’s growth strategy: 

CaseCo7 has mainly grown by acquisitions and consists of a conglomerate of acquired 

companies, whereas CaseCo8 has mainly grown organically. Besides that, the two 

CaseCos differ in size and organization form. CaseCo7 has about half the number of 

employees than CaseCo8. CaseCo7 is organized by product divisions, whereas CaseCo8 is 

a matrix. 

Similarities between the two are that both companies possess a market leading position in 

their markets and face a similar market environment: both markets are mainly business-to-

business and the companies' customer base can be considered as fragmented. Furthermore, 

both industries are consolidated or currently further consolidating. Barriers of entry are 

high due to the market’s capital intensity.
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The explaining factors for role and relationship differences between subsidiaries in a 

company seem to be linked to the respective parent-subsidiary relationship (Figure 18 and 

Figure 19). Therefore, companies in the transnational and international environment tend 

to raise similar explaining factors, while companies in the multinational and global 

environment raise others. Subsidiaries in the transnational and international environment

tend to pro-actively differentiate themselves in the organization, whereas subsidiaries in 

multinational and global environment tend to be differentiated by headquarters decision. 

This directly leads to the following proposition:

P3: Subsidiaries in the transnational and international environment seem to pro-actively differentiate

themselves, whereas subsidiaries in the multinational and global environment seem to be 

differentiated by headquarters assignment.

It seems that predominantly subsidiaries with a “long-leash” parent-subsidiary relationship 

tend to seek differentiation from other subsidiaries, mainly by building upon their skill set 

and enlarging their reputation. 

Degree and type of subsidiary entrepreneurship

According to Figure 20 and Figure 21, the degree38 of subsidiary entrepreneurship differs 

for the various segments which leads to the following propositions:

P4a: Companies in the transnational as well as in the multinational environment seem to encounter a 

higher degree of subsidiary entrepreneurship than companies in the international as well as in the

global environment.

P4b: Companies in the transnational environment show the highest, companies in the multinational 

environment the second highest, companies in global environment the third highest, and

companies in the international environment the lowest degree of subsidiary entrepreneurship.

It seems that a high degree of entrepreneurial subsidiary activity is linked to those 

companies that pursue different subsidiary innovation roles. One explanation might be that 

in particular the innovation leading subsidiaries tend to be very entrepreneurial and

                                               
38 Explanations for the different subsidiary entrepreneurship degrees between the different environments will 
be given on the following pages.
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All companies stated that their subsidiaries show different degrees of entrepreneurial 

behavior, with some being very active versus others being relatively passive39. For nearly 

all companies, internal factors are the most relevant ones for explaining those differences. 

Most of the companies explain these differences with both subsidiary-related and 

employee-related internal factors:

P5: Subsidiaries in all environments tend to give the same explanations for entrepreneurial degree 

differences between subsidiaries: either subsidiary-related explanations (e.g., unit’s maturity, 

historical connection, size, etc.) or employee-related explanations (e.g., people’s entrepreneurial 

attitude, skill set, etc.).

Across all segments, subsidiary units mainly pursued local initiatives and only seldom 

global ones. Companies in the transnational and multinational environment, in contrast, are 

more likely to encounter global initiatives as well, but still to a lower extent than local 

ones:

P6a: Companies in all segments will more likely encounter initiatives with local impact than initiatives 

with global impact.

P6b: Companies in the transnational and multinational environment will more likely encounter global 

impact initiatives than companies in the global or international environment.

Headquarters’ attitude towards subsidiary entrepreneurship

According to Figure 22 and Figure 23, all companies state that they “accept” or even 

“favor” subsidiary entrepreneurship. Nevertheless, few companies fully “favor” such a 

behavior without any constraints, whereas most of the others tend to set some, such as

headquarters involvement from the beginning. Especially, companies in the transnational 

environment tend to highly favor subsidiary entrepreneurship and even allow 

entrepreneurial initiatives to impact the company’s global strategy:

                                               
39 P5 is different to P1a and P1b because it aims to explain the differences between subsidiaries in their 
initiative-taking behavior, whereas P1a and P1b focus on explaining innovation role differences between 
subsidiaries.
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entrepreneurship encounter a relatively low level of subsidiary entrepreneurship which 

might be explained with a market environment that does not really strive for innovations. 

Governance of subsidiary entrepreneurship and innovation activities

According to Figure 24 and Figure 25, headquarters involvement and support of 

entrepreneurial subsidiary activities tends to slightly differ for organizations in the 

transnational versus those in other environments. Subsidiaries in the transnational 

environment tend to have a high degree of freedom to pursue their ideas but at the same 

time have the burden and the challenge to realize the innovative initiatives mainly on their 

own. Parent companies in the international, global, and multinational environments tend to 

be more involved in and provide more support for entrepreneurial subsidiary initiatives. 

This might be explained by looking at propositions P7a and P7b: companies in the three 

previously mentioned environments do not completely “favor” entrepreneurial subsidiary 

activities and also do not allow initiatives to impact global strategy without headquarters’ 

involvement. Therefore, a higher involvement via financial and personnel resources helps 

headquarters to stay informed and while at the same time helping to manage the direction 

of an initiative. As a result, this leads to the following propositions:

P9a: Companies in the transnational environment tend to be involved in subsidiary entrepreneurship 

activities to a lower extent than companies in any of the other environments.

Furthermore, it can be observed that companies in the international and global environment 

tend to more strongly support their subsidiaries with personnel resources and knowledge 

than with financial resources. One explanation might be that with regard to proposition 

P7b, these companies do not want to allow entrepreneurial subsidiary initiatives to directly

influence corporate strategy. Therefore, headquarters involvement with personnel and 

knowledge from the beginning of an initiative helps to ensure alignment with corporate 

strategy. Consequently the following proposition can be made:

P9b: Companies in the international and global environment tend to more strongly support with 

personnel resources and knowledge than with financial resources. Companies in the 

multinational and transnational environment tend to support equally with personnel and financial 

resources.
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Global environment

MNCs in the global environment tend to have a “short-leash” parent-subsidiary 

relationship (P2) and their subsidiaries seem to have uniform innovation roles (P1a), with 

most subsidiaries being innovation followers (P1b). Furthermore, status differences 

between subsidiaries are mainly headquarters-driven (P3a). This is supported by “weak 

subsidiaries tightly coupled to home country organization” (Westney and Zaheer, 2009: 

352). However, one interviewee from CaseCo7 reports a relatively “long-leash” for 

subsidiaries and that they are one source for company innovation. This can be explained by 

looking at CaseCo7’s innovation approach: CaseCo7 has recently organized its innovation 

in globally distributed hubs. Those hubs are subsidiaries as well and therefore the 

statement of a long-leash relationship and subsidiaries being the innovation drivers holds 

true. However, it still means that innovation is centrally managed (P12) and supervised the 

way it is also described by Westney and Zaheer (2009: 352): “innovation pattern: central 

for global markets.” Companies seem to encounter a low to medium level of subsidiary 

entrepreneurship, facing the second lowest level of subsidiary entrepreneurship of all 

segments (P4a, P4b). This is in line with the following statement: “The key strategic 

requirement for Global companies is to manufacture standardized products in a cost-

efficient way; therefore we do not expect their subsidiaries to sell a high proportion of 

products modified for the local market.” (Harzing, 2000: 108) Therefore, if subsidiaries 

are only selling a low proportion of locally adapted products, no local initiatives are 

needed to adapt products locally. Consequently, this reduces the probability of subsidiary 

entrepreneurship. In addition, companies in the global environment will more likely face 

local initiatives than global ones, which occur very seldom (P6a, P6b). According to the 

international environment, it can be explained by headquarters’ centralized approach and 

attitude (Leong and Tan, 1993), which does not allow enough space for global initiatives. 

The same explanation is valuable for explaining a company’s tendency to only “favor” 

subsidiary entrepreneurship performed within certain guidelines (P7a) and the selective 

allowance of initiatives with an impact on company’s global strategy (P7b). Companies 

also tend to have a structured knowledge aggregation process (P13), because the high need 

for global integration demands bundling of knowledge, skills, etc. (Bartlett and Ghoshal, 

1989; Leong and Tan, 1993). Support for the proposition can also be found in the work 

from Leong and Tan (1993: 456): “global corporations are more likely to be centralized 

[…], have their overseas operations as implementing tools of parent company strategies, 

and develop and retain knowledge at headquarters level.” Altogether, subsidiary 
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(P8) This thesis identifies that a company’s organizational approach/attitude strives 

towards a medium position between centralizing and decentralizing. This is supported by 

various authors who state that most MNCs are currently developing towards a transnational 

organization model which corresponds to such a mixture of centralization and 

decentralization (Bartlett, 1986; Bartlett and Ghoshal, 1989; Westney and Zaheer, 2009).

(P10) The present analysis does not identify different incentives schemes for fostering 

subsidiary entrepreneurship across segments. It only seems that different approaches 

(financial vs. reward incentives, regular contests vs. irregular contests, etc.) exist which 

tend to vary in their success of fostering subsidiary entrepreneurship. However, no research 

to the best of my knowledge exists which has focused on exploring the correlation between 

incentives and a subsidiary’s initiative taking. Therefore, further research into this topic is 

needed.

(P11) Although no differences in the control mechanisms across segments can be observed 

at the first view, a classification can be derived through existing literature. According to 

Meier (1997), the forms of managing, supervising subsidiaries differ for each 

environmental setting: the multinational environment is characterized by a relatively loose 

control with financial targets. It is the case that CaseCo1 and CaseCo2 strongly count their 

control on financials, but both state that they use further mechanisms beyond these 

financial controls. Therefore, it is a first indication to describe the control mechanisms as 

financially oriented, but supported by other instruments. Companies in the transnational 

environment, in contrast, tend to use differentiated tools from centralization, formalization,

and socialization, which depend on a subsidiary’s status and role (Meier, 1997). 

Surprisingly, CaseCo3 and CaseCo4 both refer to a centralized control for product 

initiatives (CaseCo3) as well as larger initiatives (CaseCo4). As a result, entrepreneurial 

initiatives in this segment are mainly managed by centralized control functions. Companies 

in the international environment tend to possess a formal, structured, and mature control 

system (Meier, 1997). The case findings support this: CaseCo5 (global expert teams) and 

CaseCo6 (investment and operational planning including entrepreneurial subsidiary 

initiatives) tend to have a structured and mature control. The global environment

determines a tight and simple control including operations (Meier, 1997). This is supported 

by the observations of the present thesis: CaseCo7 operates a continuous control of 

initiatives via regular meetings and has established a respective reporting line. CaseCo8 
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(P15) The observation of a learning structure with respect to a subsidiary’s entrepreneurial 

initiative-taking, reveals that almost all studied companies in all environments have not yet 

established mechanisms to ensure learning from entrepreneurial initiatives. Therefore, 

currently no characterization of the environments with respect to the resulting learning 

attitude is possible.

6.2.2 Integrated validation of the adapted I/R-framework

This chapter on both derives the final validation of the developed framework and reveals 

correlations of this framework to another framework in the subsidiary entrepreneurship 

literature. 

As a reminder: in chapter 3 the two theoretical pillars, subsidiary entrepreneurship and I/R-

framework research, were combined and a framework combining those two was developed 

(Figure 15). Furthermore, two leading research questions were derived:

RQ1: How does headquarters’ strategy towards subsidiary entrepreneurship look like?

RQ2: Which different patterns in headquarters’ strategy towards subsidiary entrepreneurship can be 

observed and how can they be explained based on MNCs environmental situation?

The previous case study analysis supports that a contingency between the environment of a 

company and its pursued subsidiary entrepreneurship strategy exists. Also, the analysis 

adduces evidence that the pursued subsidiary entrepreneurship strategy differs for each 

environmental setting. Therefore, the developed framework from chapter  3 seems to hold 

true. As a result, the following framework can be proposed (Figure 30)42:

                                               
42 However, the framework needs to be tested in large-scale before manifestation.
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entrepreneurship strategy, in contrast, is much more controlled: companies tend to 

encounter the lowest level of subsidiary entrepreneurship and headquarters strongly 

involves itself in entrepreneurial initiatives. The navigated subsidiary entrepreneurship 

strategy is, as the previous strategy, restrictive and headquarters is involved in subsidiary 

entrepreneurship activities. However, headquarters currently relaxes its attitudes. It is 

important to note that the previous characterizations are only a first indication of 

headquarters’ different patterns to deal with subsidiary entrepreneurship.

This thesis is also able to link the results with the insights from Boojihawon et al. (2007): it 

can be concluded that each environmental setting will encounter a specific entrepreneurial 

motivation. Companies in the multinational environment tend to encounter “subsidiary-

driven entrepreneurship”, in the transnational environment “jointly-driven 

entrepreneurship”, in the international environment “limited or no entrepreneurship”, and

in the global environment “headquarters-driven entrepreneurship.”

In addition, it seems not only that an MNC’s environmental setting is linked to 

headquarters’ attitude towards subsidiary entrepreneurship, but also the MNC’s pursued 

growth path: companies pursuing a non-organic growth path seem to encounter a higher 

degree of subsidiary entrepreneurship than companies with a mainly organic growth path. 

The same is true for initiatives with a global impact and headquarters attitude towards such 

subsidiary activities.

Despite increasing pressure to innovate, MNCs are still relatively unaware of the large 

innovation potential that rests in entrepreneurial subsidiary initiatives. Therefore, most of 

the companies observed do not possess a specific subsidiary entrepreneurship strategy that

headquarters is aware of, but rather possess an implicit approach. Consequently, most of 

the companies studied have not yet established an initiative-adapted incentive and control 

scheme. Also, knowledge management mechanisms are often missing; these would allow 

aggregation of initiative results as well as the leveraging of insights for the overall 

organization. Therefore, the managerial implication is to increase headquarters awareness 

of the slumbering potential within the organization and hence to establish the relevant tool 

and skill set to tap the full innovation potential.
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speaking headquarters and it would be interesting to test the developed framework in other 

geographical settings.

Furthermore, the present thesis developed a first idea of how the different patterns of 

headquarters dealing with subsidiary entrepreneurship look like, but with respect to some 

parts of the approach (e.g., governance mechanisms for managing subsidiary 

entrepreneurship, results usage, and learning from entrepreneurial subsidiary initiative-

taking), only limited information could be gathered. Future research should therefore try to 

supplement the existing findings by especially focusing on headquarters incentive scheme 

fostering entrepreneurial activities, knowledge mechanisms employed to leverage 

subsidiary entrepreneurship activities, and headquarters’ learning approach towards such 

entrepreneurial subsidiary activities. In addition, further insights from the subsidiary 

entrepreneurship literature should be set into perspective to the developed framework: for 

example, in which form does the resistance against an entrepreneurial initiative differ for 

each of the four environments? How do the uncertainties an entrepreneurial initiative faces 

differ for the four environments?

The I/R-framework suggests that companies who adopt the strategy fitting their 

environment tend to experience superior performance; this idea was not examined in this 

thesis. It would be interesting to investigate if this relationship can be transferred to the 

case of headquarters subsidiary entrepreneurship strategy. For example, do companies who 

use the appropriate subsidiary entrepreneurship strategy perform better than companies that 

do not pursue the appropriate one? Does the appropriate subsidiary entrepreneurship 

strategy lead to a better innovation performance? Andersson et al. (2001) also stress that 

past research often focused on typologies and classifications and often neglected 

performance implications.

During the research, it was also discovered that a relationship between company’s growth 

path and its approach towards subsidiary entrepreneurship seems to exist. However, the 

focus of this analysis was to discover the relationship between MNC’s environmental 

setting and its approach towards subsidiary entrepreneurship. Therefore, the present thesis 

did not engage fully in the analysis of the relationship between growth paths and pursued 

subsidiary entrepreneurship strategy. Future research should further investigate this topic.
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