
"INTERUNIT COMMUNICATION WITHIN MNCs:
THE INFLUENCE OF FORMAL STRUCTURE

VERSUS INTEGRATIVE PROCESSES"

by

Sumantra GHOSHAL,'
Harry KORINE"

and
Gabriel SZULANSKI*"

N° 91/2I/SM

*	 Associate Professor of Business Policy, INSEAD, Boulevard de Constance, Fontainebleau 77305
Cedex, France.

** Ph.D student at INSEAD, Boulevard de Constance, Fontainebleau 77305 Cedex, France.

*** Ph.D student at INSEAD, Boulevard de Constance, Fontainebleau 77305 Cedex, France.

Printed at INSEAD,
Fontainebleau, France.



INTERUNIT COMMUNICATION WITHIN MNCS: 

THE INFLUENCE OF FORMAL STRUCTURE VERSUS

INTEGRATIVE PROCESSES 

Sumantra Ghoshal

Harry Korine

Gabriel Szulanski

INSEAD

Boulevard de Constance

77305 Fontainebleau

France

Tel.: 33-1-60 72 40 00



INTERUNIT COMMUNICATION WITHIN MNCS: 

THE INFLUENCE OF FORMAL STRUCTURE VERSUS

INTEGRATIVE PROCESSES 

ABSTRACT

Reflecting a similar debate in organization theory, researchers

studying multinational corporations (MNCs) disagree on the relative

influence of formal structural mechanisms, such as centralization, versus that

of adhoc integration processes, such as meetings, taskforces, and teamwork,

in facilitating interunit communication in MNCs. Based on data collected

from 164 managers working in 14 different national subsidiaries within the

Consumer Electronics Division of Matsushita, a Japanese company, and 84

managers working in 9 different national subsidiaries within the same

business of N.V. Philips, the Holland-based competitor of Matsushita, this

study reveals that while formal structure has no discernible influence on

interunit communication, the adhoc lateral integration processes have

significant positive effects on the frequency of both headquarters-subsidiary

and inter-subsidiary communication in both companies.



Reflecting a similar debate in organization theory, researchers

studying multinational corporations (MNCs) disagree on the relative

influence of formal structural mechanisms, such as centralization, versus that

of adhoc integration processes, such as meetings, task-forces, and team-work

in facilitating interunit communication in MNCs. In the recent past, these

divergent views have increasingly crystalised into two very distinct

perspectives, one stressing the primacy of formal structure ( e.g. Egelhoff,

1982; Gates and Egelhoff, 1986 ) and the other emphasizing the role of

process ( e.g. Hedlund, 1986; Prahalad and Doz, 1987; Bartlett and Ghoshal,

1989 ).

Effectiveness in facilitating organizational communication lies at the

core of this structure versus process debate. Existing research within these

two traditions cannot resolve this argument since nobody, to date, has

undertaken an empirical comparison of the explanatory power of the two

perspectives.

This paper attempts to intervene in this debate by providing limited,

albeit systematic empirical evaluation of the influence of some key elements

of formal structure and some primary mechanisms of lateral people-linking

processes on the frequency of managerial communication between the

headquarters and the subsidiaries as well as among different subsidiaries in

two large MNCs, namely, Philips of Holland and Matsushita of Japan.

The first section provides the background for this research by

describing the two conflicting perspectives in some detail. In the second

section, we develop the constructs and present the hypotheses to be tested.

The third section reports on the sample and the research design. The results

are presented in section four, followed by a discussion of the implications for

further research in section five.
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1. BACKGROUND -- THE DEBATE

While most scholars in the field of international management

readily acknowledge the importance of interunit communication for MNC

organizations, there is considerable disagreement on the relative importance

of different organizational attributes that influence such communication.

This disagreement has crystallized into two distinct perspectives.

The Two Perspectives

Developed and refined over two decades through the contribution of

a number of authors (Stopford and Wells, 1972; Daniels, Pitts and Tretter,

1984; Egelhoff, 1982; Gates and Egelhoff, 1986) and grounded in

contingency theory, the first perspective proposes the MNCs formal

organizational structure as the key attribute that influences internal

communication. If finds its most complete statement in William Egelhoff's

(1988) monograph Organizing the Multinational Enterprise: an Information 

Processing Perspective. As summarized by Egelhoff (1990: pp 10-11),

"... It was widely accepted that formal structure in large

organizations generally played a dominant role in shaping communication

patterns, information flows, and decision-making. This, in fact, was the

primary reason strategy-structure fit was important. By improving structural

fit, one increased the likelihood that communication patterns, information

flows, and decision making were better aligned to implement the strategy."

Developed through the cumulative work of a number of authors and

based on contextual case research , the second perspective challenges the

primacy accorded to formal structure, and emphasizes instead the role of

flexible, often adhoc mechanisms, such as project teams, task forces and

meetings in facilitating communication in MNCs (Prahalad, 1975; Doz, 1979;

Bartlett, 1981; Hedlund, 1986; Prahalad and Doz, 1987; Bartlett and

Ghoshal, 1989). The following quotation from Bartlett and Ghoshal

(1989:32) is representative of this perspective:

2



"Companies like Proctor and Gamble, Ericsson, Philips,

Unilever and NEC recognized that formal structure is a

powerful but blunt weapon... To develop multidimensional

strategic capabilities, they learned, a company must go beyond

structure and expand its fundamental organizational

capabilities. The key task was to reshape the core decision-

making systems, and in doing so, the management processes of

the company - the administrative systems, communication

channels, and interpersonal relationships - often provided

tools... that were more subtle but also more effective than

formal structure. Moreover, given the complexity and volatility

of environmental demands, structural fit was becoming both

less relevant and harder to achieve. Success in coping with

their multidimensional strategic task, they recognized, would

depend on building strategic and organizational flexibility."

While authors contributing to this second perspective have argued

for primary emphasis on process, as opposed to structure, Egelhoff has

questioned whether processes can indeed be influenced, independent of

structure:

"Most organization-level processes were seen as occurring

within the context of a formal hierarchical organizational

structure. This structure limited the way processes could vary

and influenced the information-processing capabilities

associated with a process" (1990:11).

Further, he has also raised some critical questions about the clinical

and case-based research that has been the main methodology for most

authors contributing to the second perspective:
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"... The evidence that organizational processes are changing

and becoming more flexible in MNCs seems to come entirely

from clinical research and case studies. At present, there does

not appear to be any large sample, systematic research that

supports either the trend towards greater flexibility in MNCs

or establishes the potential for such flexibility in organizational

processes. A considerable literature has recently developed,

which describes how the use of more flexible decision

processes, control systems, and planning approaches have led

to higher performance and more innovation in factories and

research and development settings. Most of this has occurred

at the level of the work group. It would be dangerous to

extrapolate this experience to higher levels of organization,

such as the subsidiary and HQ-subsidiary levels of analysis,

where conditions are quite different" (1990:13).

Communication, the Dependent Variable in Both Perspectives. 

As extensive quotations from both sides of the argument reveal,

effectiveness in facilitating organizational communication lies at the core of

this structure versus process debate, even though the overall implications of

the arguments encompass broader issues of organizational form and

corporate governance. Both perspectives agree on the importance of

communication : one posits formal structure as its key antecedent while the

other argues for lateral relationships and transnational networking among

people, as its key determinant. Existing research within these two traditions

cannot resolve this debate since, in the former, the link between

communication and structure is an assumption that is never empirically

operationalized or directly tested (Egelhoff, 1982, 1988:26) and, in the latter,

the primacy of process is a reflection of beliefs and espoused theories of

managers, the reliability and validity of which are open to question.

The larger body of research on organizational communication does

not provide much help either (see Jablin, Putnam, Roberts and Porter, 1987,

for a recent and comprehensive discussion of this literature). In much of this

work, communication is treated as an influencing variable to account for

hard-to-pin-down dependent variables, such as innovation ( Allen, 1977;

Tushman, 1977, 1978) or performance (Snyder & Morris, 1984) . And, in the

limited amount of work in which communication itself is the dependent
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variable, the focus is usually on task performance within small groups, the

results from which, as Egelhoff points out, cannot be easily extended to the

context of interunit communication in MNCs, except to suggest that task and

environmental characteristics (e.g., Tushman, 1978) as well as the

organization's overall climate (Muchinsky, 1977) and demographics (Zenger

and Lawrence, 1989) can influence such communication. In the only

empirical study of communication patterns in MNCs, Pascale (1978) suggests

that the national origin of a company can make an important difference to

intra-unit communication but he does not measure interunit communication

nor venture any hypotheses on factors that might influence such

communication.

This Study

This paper attempts to intervene in the structure vs. process debate

presented above by providing limited, albeit systematic empirical evaluation

of the influence of some key elements of formal structure and some primary

mechanisms of lateral people-linking processes on the frequency of

managerial communication between the headquarters and the subsidiaries as

well as among different subsidiaries within two large MNCs, namely, Philips

of Holland and Matsushita of Japan. While both are among the largest and

most diversified MNCs in the world, we focus our study on their consumer

electronics business, in which they compete head-to-head on a world-wide

basis and are broadly comparable in terms of size, geographic scope, and

competitive position. By focussing on the same business in both companies,

we hope to achieve some level of comparability in terms of environmental

and task characteristics. Yet, by carrying out the analysis in one western and

one Japanese company, we can test the competing arguments in two vastly

different organizational contexts. In both companies, we surveyed a large

number of managers (164 in Matsushita, 84 in Philips) in a number of

different national subsidiaries (14 in Matsushita, 9 in Philips), thus seeking

richness and depth of analysis within each company while sacrificing breadth

in terms of the number of companies covered.

This research is based on the premise that the competing theories

have both reached the stage of maturity where rigorous theory testing can

provide a common ground for further debate ( Bonoma, 1985 ). Moreover,

the detailed case studies carried out prior to theory testing give us the

opportunity to interpret our results in light of the particular contexts which
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characterize the two test companies. Thus, we hope to achieve both

generalizability and context sensitivity.

THE MODEL: CONSTRUCTS AND HYPOTHESES

Given our objective of directly assessing the relative influence of key

structural and networking mechanisms on interunit communication, we posit

the relatively simple and parsimonious theoretical model shown in figure

1(a) to guide our empirical observations. The constructs and hypotheses

included in the model are briefly explained below:

Headquarters-Subsidiary and Intersubsidiary Communication

While interunit communication is our dependent variable we clearly

distinguish between two kinds of interunit linkages in MNCs : the linkage

between the headquarters and each of the national subsidiaries, and the

linkages among the subsidiaries themselves.

The headquarters represents the strategic apex of the MNC.

Ultimate responsibilities for strategic direction, decision making, and overall

coordination rest with the headquarters. Effective communication with each

subsidiary is a necessary condition for the headquarters to effectively carry

out these direction setting and coordination tasks.

At the same time, in an environment of increasing transnational

linkages between people and firms triggered by increasing technological and

economic parity among nations, rapidly improving transportation and

communication facilities, and increasing spread of multinational companies

and alliances, the different national subsidiaries of the MNC face increasing

interdependencies in their strategic and operational tasks. These

interdependencies, in turn, make effective intersubsidiary communication an

increasingly important requirement in most multinational companies.

In this study, headquarters-subsidiary and intersubsidiary

communication are defined in terms of the frequency of an individual

national subsidiary manager's communication with his counterparts in the

headquarters and with his counterparts in the other national subsidiaries of

the company, respectively. We concentrate on the communication initiated

by the subsidiary manager.
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While we recognize that frequency is a rather limited measure of

communication since it does not capture either the content or the quality of

information exchange, we suggest that it is a useful proxy, as evidenced by its

fruitful use in the empirical literature ( Allen, 1977; Tushman, 1978 ).

Formal Structure -- Autonomy

In the literature on multinational organizations, formal structure has

largely been operationalized through two of its key attributes : departmental

structure at the corporate level (i.e., international division, area structure,

product division structure, matrix or mixed structures) and centralization at

the dyadic level of the headquarters's relationship with a specific or a typical

subsidiary. Egelhoff (1988) provides an exhaustive and recent review of this

literature.

A corporate level attribute such as the formal departmental

structure is of limited usefulness for explaining differences in individual

communication behavior since it is seen as a characteristic of the company as

a whole.

Centralization, or its obverse - subsidiary autonomy - on the other

hand, is influenced by both overall company level environmental and task

attributes, but can also be differentiated to respond to the contingencies of

each headquarters-subsidiary dyadic link (Ghoshal and Nohria, 1989). As

Egelhoff (1988:129) suggests, it is "one of the fundamental dimensions of

organizational design". Therefore, in this study, we operationalize structure

in terms of subsidiary autonomy and measure it as the relative influence

exercised by the headquarters and the subsidiary in making the following

decisions : (1) major reorganizations in the subsidiary involving creation or

dissolution of departments, (2) career development plans for subsidiary

managers, and (3) changes in product design. These are among the key

decisions to be taken at the subsidiary level. They have been frequently and

fruitfully used in the international management literature to evaluate

subsidiary autonomy (e.g. de Bodinat, 1976).

Egelhoff suggests that centralization has an overall positive

influence on information processing, even though its use in practice may be

limited because of size, complexity and diversity of the MNC.
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"Frequent strategic and environmental change at the subunit

level means that information about the subunit tends to

become out of date and that more information processing is

required to maintain integration between the subunit and the

rest of the organization. Centralizing decision-making for the

subunit higher in the organization is one way to provide this

information-processing capacity" (1988:131-132).

To the extent that communication is the mechanism through which

information is processed, this argument leads to the following hypothesis

which is entirely consistent with the hypothesis that Egelhoff himself draws

(hypothesis 7-2 in Egeihoff, 1988) :

H1(a) : A lower level of subsidiary autonomy (ie. higher centralization) will

have a positive effect on subsidiary-headquarters communication.

Further, Egeihoff argues that:

"If .centralization is viewed as an information-processing

mechanism, decision-making for a given subunit should be

more centralized when there is a higher degree of

interdependency between the subunit and the rest of the

organization. In this instance, centralization provides

coordination and integration across the interdependency"

(1988:131).

It is difficult to derive a specific hypothesis from this contention

regarding the effect of centralization on intersubsidiary communication

since, in Egelhoff's model of the MNC, intersubsidiary inderdependencies

appear to be mediated by the intervening role of the headquarters. However,

he does interpret this argument to mean that

"[this]... is an attempt to selectively use greater centralization

for those subsidiaries facing more environmental change and

interdependency with the rest of the company to provide a

higher level of coordination between them and the parent"

(1988:154).
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To the extent that such coordination is at all facilitated by any

information-exchange among the subsidiaries, one can extend the argument

to propose the following hypothesis:

H2(a) : A lower level of subsidiary autonomy (ie. higher centralization) will

have a positive effect on Intersubsidiary communication.

It must be noted here that Egelhoff does suggest some information-

processing disadvantages associated with centralization, but these

disadvantages arise from managerial and organizational constraints, rather

than from any inherent limitations of centralization as an information-

processing mechanism.

Authors such as Hedlund (1986) and Bartlett and Ghoshal (1989),

however, paint a radically different picture of the effect of centralization on

the information processing capacity of an MNC. Bartlett and Ghoshal argue

(1989:170-171),

"Perhaps the most difficult task is to coordinate the

voluminous flow of strategic information and proprietary

knowledge required to operate a transnational organization.

The diversity and changeability of the flow make it impossible

to coordinate through formalized systems or standardized

policies; and the sheer volume and complexity of information

would overload headquarters if coordination were

centralized . "

Hedlund's (1990) challenge to the presumed positive relationship

between centralization and information processing is even stronger and

more extreme. As he argues:
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"We here, in my view, get closer to why hierarchy has been

such a magnet for organization theorists... One additional

assumption (theorists have made) is that there is a hierarchy of

knowledge as well as of action and being, and the three

coincide.... The corporation has been seen as an instrument for

processing information and dividing up work. Information and

work are broken down into parts and handled by special units.

The break down of information coincides with the breakdown

of action... For many firms today, it is obvious that this model

applies less and less (1990:17)... The implication of all this is

that no hierarchical ordering will be well suited to probable

future tasks" (1990:20).

Centralization, in this view, creates dissonance and conflict between

the headquarters and the subsidiary (Ghoshal and Nohria, 1989) and

impedes intersubsidiary exchange by positing the headquarters as an

intermediary for dealing with all interunit interdependencies.. Thus, this

second perspective lead to hypotheses that are directly counter to H1(a) and

H2(a):

H1(b): A higher level of subsidiary autonomy (ie. lower centralization) will

have a positive effect on headquarters-subsidiary communication.

H2(b): A higher level of subsidiary autonomy (ie. lower centralization) will

have a positive effect on Intersubsidiary communication.

Process -- Networking

Contingency theory, the main anchor for what we have referred to as

the first perspective on MNC organization, acknowledges the importance of

lateral relationships formed by joint work in teams, task forces, and so on, in

facilitating organizational communication (Galbraith, 1973) and the related

empirical literature emphasizes the role of personal contact and meetings to

coordinate work in small group settings (Van de Ven, Delbecq and Koenig,

1976). However, in the more macrolevel studies that have dominated

empirical work within this tradition, these mechanisms have been relatively

underemphasized. While recognising the positive effects such lateral

networking might have on interunit communication, it has generally been
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assumed that such mechanisms have a secondary role, subservient to and

following from the attributes of formal structure.

In the second, process-oriented perspective, on the other hand, such

lateral inter-personal networking is perhaps the single most important

element in managing information flows within what have been variously

described as the transnational, the heterarchical, or the dual-focus

multinational (Bartlett and Ghoshal, 1989; Hedlund, 1986; Prahalad and

Doz, 1987). As described by Bartlett and Ghoshal,

"That goal (the goal of managing the flow of information and

knowledge within the MNC) is best reached by transferring personnel with

the relevant knowledge, or creating organizational forums that allow the free

exchange of information and foster interunit learning" (1989:171).

Further, these authors also provide some concrete illustrations of

the specific kinds of mechanisms that facilitate such transnational

networking among people and thus suggest how this variable might be

operationalized. They emphasize the need for a shared perspective between

headquarters and subsidiary managers which can be achieved by frequent

visiting, travelling, and spending time at each others' locations, in joint work

and face-to-face contact. Further, they suggest that cross-unit meetings and

task forces are powerful mechanisms for building interpersonal relationships

which in turn, facilitate ongoing communication among people in different

parts of the company.

Keeping in mind that subsidiary managers are our unit of analysis,

we operationalize networking through the following three indicators : (1)

time spent in interunit (e.g. subsidiaries and headquarters) committees,

teams, and task forces, (2) time spent in interunit meetings and conferences,

and (3) time spent in the world headquarters, all measured in days, on the

most recent annual basis.

The hypothesized relationship between networking and both

headquarters-subsidiary and intersubsidiary communication is quite straight

forward : both perspectives assert a positive association, though the second

emphasizes this antecedent variable considerably more than the first :

1 See also Galbraith and Edstrom, 1976, for an early discussion of rotating managers across

11
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H3: A higher level of networking among managers in the different units

of the company will have a positive effect on subsidiary-

headquarters communication..

H4: A higher level of networking among managers in the different units

of the company will have a positive effect on Intersubsidiary

communication.

Relative Influence of Structure versus Networking

Our last set of hypotheses concern the relative influence of

subsidiary autonomy and networking on both headquarters-subsidiary and

inter-subsidiary communication. The hypotheses follow directly from the

debate we have summarized in the introductory section of the article.

The first perspective, as illustrated in the extensive quotations from

Egelhoff, considers structure ( subsidiary autonomy, here ) as the primary

and key antecedent to communication, and lateral networking mechanisms

as secondary to and influenced by structure:

H5(a): Subsidiary autonomy has a greater relative influence than

networking on headquarters-subsidiary communication.

H6(a): Subsidiary autonomy has a greater relative influence than

networking on intersubsidiary communication.

The second perspective, as illustrated in the quotations from

Bartlett and Ghoshal, and Hedlund, argues the reverse :

H5(b): Subsidiary autonomy has a smaller relative influence than

networking on headquarters-subsidiary communication .

H6(b): Subsidiary autonomy has a smaller relative influence than

networking on intersubsidiary communication.



3, DATA AND MEASURES

As indicated in the introductory section, data for this study was

obtained through a questionnaire survey of managers in two large MNC's -

N.V. Philips, headquartered in Holland, and Matsushita Electric Industries,

headquartered in Japan. This questionnaire survey, representing the second

phase of a three-phase research design (Ghoshal and Bartlett, 1988),

followed an earlier phase of extensive clinical research in these two and

several other companies (see Bartlett and Ghoshal, 1989). The objective of

this second phase was to retain the advantages of measurement and

statistical testing in a comparative case study approach. The two cases of

Matsushita and Philips, therefore, represent replication of the same study in

two companies. The choice of these two companies was the result of a

complex set of considerations, including: (1) the complexity of conducting a

multi-indicator, multi-respondent survey in a large number of subsidiaries

which necessitated restricting the study to only a few companies; (2) the need

to minimize variance in factors such as environmental and task complexity

which were excluded from the formal model but could potentially have some

influence on the dependent variables; (3) the desire to maximize variance in

the included variables representing organizational structure and

management processes.

Data

In each of these companies, a number of subsidiaries were selected

for inclusion in the survey (17 for Matsushita, 14 for Philips) in consultation

with senior corporate managers. While the final decision on inclusion of a

subsidiary rested with the company, we sought and ensured that the selected

subsidiaries represented a wide diversity of contexts in terms of size,

geographical location, and level of host country economic development. The

company provided a list of senior managers (the general manager and all his

direct reports) for each of the chosen subsidiaries and questionnaires were

mailed to all these managers, either through the corporate head office (for

Matsushita) or directly (for Philips). A total of 268 and 168 questionnaires

were mailed to Matsushita and Philips managers, respectively. 164 usable

responses were received from Matsushita managers located in 14 different

national subsidiaries and 84 from Philips managers representing 9 different

national subsidiaries. The overall response rate was 61% for Matsushita and

45% for Philips. Analysis of the profiles of respondents and non-respondents
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did not reveal any systematic bias in terms of geographical location,

nationality, or hierarchical level in either company (see Ghoshal, 1986 for

details).

Measurement

The survey instrument, which measured a number of variables other

than the ones included in this analysis, has been described fully in Ghoshal

(1986) and more briefly in Ghoshal and Bartlett (1988). In the following

paragraphs, therefore, we only provide a summary of how each of the eight

variables included in this analysis were measured.

Headquarters-subsidiary and intersubsidiary communication were

both measured by asking the respondents to indicate, on a scale of 1-5

(1:daily; 2:weekly; 3:monthly; 4:annually; 5:less than annually), the frequency

of their communication with the head-office and with each of the other

national subsidiaries of the company that were included in the survey. The

questionnaire developed by Allen (1977) was used and the responses were

reverse scored in the analysis so that higher scores represent more frequent,

rather than less frequent communication. An aggregate inter-subsidiary

communication score for each respondent was calculated by adding up the

individual's inter-subsidiary communication frequency scores.

Subsidiary autonomy was measured by asking the respondents to

indicate on a scale of 1 - 5 (1:headquarters decides alone; 2:headquarters

decides but considers subsidiary inputs; 3:both headquarters and subsidiary

have roughly equal influence on decision; 4:subsidiary decides but considers

headquarters suggestion; 5:subsidiary decides alone), the relative influence

of the headquarters and the subsidiary on (1) major reorganizations in the

subsidiary involving creation or dissolution of departments, (2) career

development plans for subsidiary managers, and (3) changes in product

design. These are among the key decisions to be taken at the subsidiary level

(de Bodinat, 1976, based on previous studies by the Aston Group).

Finally, networking was measured by asking the respondents to

provide estimates of the following: (1) time spent in interunit (e.g.

subsidiaries and headquarters) committees, teams, and task forces, (2) time

spent in interunit meetings and conferences, and (3) time spent in the world

headquarters, all measured in days, on the most recent annual basis.
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4. RESULTS

In this study, we construct a measurement model, and use this model

to test hypotheses relating the latent variable constructs, subsidiary

autonomy and networking, to the dependent variables of interunit

communication. In addition to hypothesis testing, we are interested in

ascertaining the quality of our models and the validity of our constructs. In

recent years, the LISREL structural equation modelling framework

(Joereskog & Soerbom, 1989) has gained increasing acceptance as the

appropriate tool with which to carry out the kind of testing we propose (see

Bagozzi & Yi, 1988, and Venkatraman, 1989, for further discussion).

LISREL follows a causal indicator model in which the measured

variables reflect the latent theoretical constructs of interest; it allows the

specification of measurement error and the assessment of measurement

properties . We make the standard assumptions of multivariate normality

and diagonal error structure. Concerning sample size adequacy, we follow

Bagozzi & Yi (1988) who suggest a minimum of five sample points per

parameter estimate.

Analyzing ordinal variables with LISREL, as we do, raises the

problem of non-normality in the computation of the covariance matrix

(Joereskog and Soerbom, 1989). We address this problem by using.

Spearman rank correlations. 2

Tables 1 (a and b) show the mean values, standard deviations and

Spearman rank correlations for the eight measured variables for Matsushita

and Philips, respectively.

We present the results in four steps. We start with the measurement

model, proceed to the structural model for communication, discuss the

overall model fit, and, finally, look at the hypothesis tests.

2 Joereskog and Soerbom (1989) suggest the use of polychoric/polyserial correlations and the WLS

estimation technique as a way of analysing ordinal data. The PRELIS computation of polychoric/polyserial

correlations with eight measured variables requires a ample size of at least 200 observitions. For neither company

did our data meet this cutoff criterion. Therefore, we were limited to Spearman rank correlations, a less desirable

alternative which does not capture the information content of the data as well.

The use of both Spearman rank correlations and polychoric/polyserial correlations assumes an underlying

continuous multivariate normal distribution. For both cases, the issue of suitability is not completely resolved

theoretically, although mounting empirical evidence suggests that the general effect of using either of these

techniques is to decrease the size of the path coefficients, and increase the measurement error ( Bollen 1989 ).
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Measurement Model

In interpreting the results of the model estimation, we want to focus

on two issues: a) the reliability of each construct and b) the discriminant

validity of the constructs.

Tables 2(a) and 2(b) show the measurement models for Matsushita

and Philips, respectively. The tables show the composite reliability scores

(Werts, Linn, and Joereskog, 1974) for each of the two constructs, in the case

of both companies. The scores vary from a low of 0.54 to a high of 0.74, and

are all within acceptable range (Bagozzi, 1981), thus suggesting that the

constructs have requisite validity, at least in this specific empirical setting.

We have posited that the constructs are unique, different from each

other. A correlation between a construct pair that is significantly different

from unity implies discriminant validity. At the .05 level of significance (a z-

value of 1.96), we have discriminant validity for the construct pairs in both

companies.

The Structural Model for Communication

With the help of LISREL, we can test the hypotheses of Section 3

which relate independent latent variable constructs to dependent measured

variables (the latter may also be latent variables, but are measured variables

in this case).

Tables 3(a) and 3(b) show the parameter estimates for the structural

model for Matsushita and for Philips, respectively. (The standardized path

coefficients for the different influences proposed in the theoretical model

are also shown in figures 1(b) and 1(c).)
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Overall Model Fit

Model fit is assessed by the chit-test, the adjusted goodness of fit

index (AGFI) and the Bentler and Bonett normed fit index (see Figures 1(b)

and 1(c)). The chi square test is a likelihood ratio statistic for testing a

hypothesized model against the alternative of a fully saturated model. The

AGFI test indicates the relative amount of variances and covariances

accounted for by the hypothesized model. The Bentler and Bonett test

adopts a comparative model testing strategy based on chi square differences.

There is no clear theoretical basis to demarcate cut-off points, based on any

of these tests, between acceptable and unacceptable fit. However, in

practice, a p-value above .10 (Lawley and Maxwell, 1971) for the chi square

test and a score in the vicinity of 0.90 for both AGFI and Bentler and Bonett

(Bagozzi & Yi, 1988) are considered minimum thresholds for acceptable

goodness-of-fit. As can be seen, in the case of Matsushita, all indices are

higher than these minimum acceptable levels. For Philips, besides the

Bentler Bonett index which falls below the threshold, both the p-value and

the AGFI are satisfactory.

Hypothesis Testing

Hypotheses 1(a) and 2(a) are clearly rejected, in the case of both

Philips and Matsushita. There is no evidence in the data regarding any

negative effect of subsidiary autonomy on either headquarters-subsidiary or

intersubsidiary communication.

The rival hypotheses 1(b) and 2(b) fare better, but only marginally.

Only in the case of Matsushita does subsidiary autonomy appear to have a

positive influence on intersubsidiary communication. In the case of Philips,

while the estimate of this influence is positive, it is not significant at the 0.05

level. Further, in both cases, subsidiary autonomy does not appear to have

any influence on headquarters-subsidiary communication.

Hypotheses 3 and 4 are strongly supported by the data. In both

companies, networking appears to have significant positive effects on both

headquarters-subsidiary and intersubsidiary communication.

The total variance explained for each dependent variable can be

decomposed into a linear combination of the variance contributed by each of

the explanatory constructs and by their covariance (see Rumelt, 1989, for the
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use of this method). LISREL does not provide a direct estimate for the

extent of variance explained by each of the explanatory construct. However,

it does provide as output a regression matrix of the standardized dependent

variables on the standardized independent variables (Joreskog and Sorbom,

1989). The weights of the linear combination are computed using the

standardized coefficients.

These estimates can be interpreted as the part of the overall

variance explained by the model that is accounted for by each of the

explanatory variables. These estimates are presented in the last columns of

tables 3(a) and 3(b). For subsidiary-headquarters communication, subsidiary

autonomy accounts for less than 5% of the variance explained by the model

in the cases of both Philips and Matsushita, while networking explains more

than 90%. For intersubsidiary communication, the networking factor

explains between 3 (for Matsushita) and 10 (for Philips) times the variance

that is explained by subsidiary autonomy.

These results clearly indicate the greater influence of networking

and thereby provide support for hypotheses 5(b) and 6(b), while rejecting

hypotheses 5(a) and 6(a). This broadly supports the contention that

networking (process) has a greater relative influence on interunit

communication than subsidiary autonomy (structure).

5. DISCUSSION AND CONCLUSIONS

Our objective in this paper was to explore, in the context of a

specific debate in the field of international management, the relative effects,

if any, of formal structural attributes and interpersonal networking factors on

headquarters-subsidiary and intersubsidiary communication in MNCs. Our

results suggest that while the formal structural attribute we considered, viz.,

subsidiary autonomy, has almost no effect on either headquarters-subsidiary

or intersubsidiary communication, interpersonal networking represented by

activities such as interunit meetings, working in teams and task forces, and

visits to headquarters has significant positive effects on communication of

subsidiary managers, both with managers in the headquarters and with

managers in other subsidiaries.

In interpreting these results, some limitations of the study must be

kept in view. First, we have studied the hypothesized relationships in the

context of only two companies. Thus, as we mentioned earlier, our results
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represent the findings from two case studies. Even though the cases were

carefully chosen to provide both comparability across some dimensions and

variability across others so as to provide for some robustness in the

conclusions, a much broader study covering a larger and more representative

sample of MNCs is clearly necessary for testing the generalizability of our

findings.

Second, our operationalization of the constructs were relatively

limited. We operationalized formal structure only in terms of subsidiary

autonomy, for instance. Clearly, structure represents much more than a

choice of the degree of centralization (or lack of autonomy) at the dyadic

level of the headquarters-subsidiary relationship. Therefore, even if

centralization is a key element of structure, our intervention in the broader

debate on the relative primacy of structure and process in affecting interunit

communication is limited to the specific attributes of structure and process

we have considered in our empirical analysis.

Having said that, however, we must emphasize that this is the first

study, to our knowledge, in which headquarters-subsidiary and

intersubsidiary communication has been directly measured and related to

specific aspects of organizational structure and process. Further, while

limited to two companies, the study has covered a large number of

respondents in each company, representing a wide variety of organizational

contexts. The convergent and discriminant validity in and among the

constructs, the overall goodness-of-fit of the model, and the similarity in

findings for the two very different cases lend credibility to the findings.

For practitioners, the implications are clear. As we reviewed in the

introductory section, a number of authors have recently emphasized the

importance of lateral networking mechanisms to facilitate information

exchange and learning within MNCs. Others however, have argued that the

costs incurred in supporting such mechanisms may be too high, while the

benefits are too uncertain. Quoting again from Egelhoff (1990:16),
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"The time and expense required to support such an effort,

however, is immense. Not only are travel and foreign

assignment costs great, but the company must permanently

plan for some some level of managerial slack so that people

and time are available to make the process work... (this)

implies that MNCs will need to restrain their strategies so that

they can largely be implemented within traditional designs that

emphasize structure, hierarchy and formal organizational

processes."

While this study cannot illuminate the issue of cost, it does provide

some strong support to the benefit side of such investments. The very strong

influence of the networking variables on promoting both headquarters-

subsidiary and intersubsidiary communication in MNCs, coupled with the

manifest importance of such communication as a key source of an MNC's

ability to develop, share and leverage knowledge, reinforce the prescription

that managers in these companies may be well advised to make these

investments, rather than fall back to a dependency on formal structure and

hierarchy.

If the managerial meaning of our findings is quite straight-forward,

the implications for theory and research are more far-reaching though, given

the limitations of our research design, somewhat speculative at this stage.

At the very outset, it needs to be emphasized that although our

arguments and references so far have been limited entirely to the context of

multinational management, the issues we raise are equally relevant for all

complex organizations. The debate on the relative primacy of structure and

process rages generally, in organization theory, with a number of authors

challenging the historical focus on structure in organizational analysis and

recommending more direct observation of relationships and processes for

developing a richer perspective on how organizations function. For example,

Reed Elliot Nelson (1986:75-77) has recently argued:
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"Most research does not deal directly with the network of

relationships which make up organization structure. Rather,

researchers establish variables that are generalizations about

these relationships. Centralization, for instance, usually refers

to the degree of asymmetry in relationships and the extent to

which decision privileges converge on progressively fewer

individuals... This approach has not been unfruitful; much of

what is currently known about organization structures come

from work of this type. However, the exclusive use of non-

relational data to study an inherently relational subject has

serious drawbacks. The major problem is that dimensional

measures do not reveal the actual configurations of relations

which comprise structure."

This study provides some additional justification to this critique of

traditional organizational analysis and some support to the call for a more

"relational" as opposed to "distributional" focus in research on this topic. The

structural generalizations are poor proxies for the relations : contrary to

Egelhoff's assertion, the interpersonal relations can exist, independent of

structure, as our data suggests. Further, in an environment of increasing

complexity and change, these relational characteristics, we believe, are

increasingly becoming the key features of organizational functioning. These

relational characteristics of organizations can be directly studied : our effort

here is an exploratory example that can be improved in subsequent research.

We would also note that the information processing theory which

Egelhoff draws on to build his case for the primacy of structure is a general

theory that is widely used in organizational analysis in contexts different

from those of the MNC. If, as Egelhoff shows, this theory supports a direct

association between information processing and structure and if, as our data

suggests, such a relationship is not manifest in practice, the source of this

contradiction might well lie in the way this theory conceptualizes information

and the information-processing task of organizations. At least in the

application of this theory, information is viewed akin to physical objects that

can be acquired, reconfigured, and distributed and information processing is

consequently seen as the task of managing the logistics of its flow within the

organization. zation.
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Organizational structure can indeed have an important influence on

these logistics. However, as argued by Huber and Daft (1987), the

organzational task of information processing involves not only managing the

logistics of its flow but also facilitating the process of its interpretation.

Information is transformed whenever it is transferred, and information

interpretation requires the development and use of a consensually validated

grammar for creating meaning out of ambiguous and equivocal information

(Weick, 1969).

It is in creating this shared meaning system that the networking

mechanisms and organizational processes play a vital role. It is plausible that

the information logistics that formal structure attempts to induce can

actually function properly only when the processes needed for interpretation

are also in place. Further, in an environment of increasing complexity and

change, this interpretation task may have assumed primacy over the logistics

task, which is another way of explaining why processes may have become

more critical than structure in the functioning of complex organizations.
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TABLE 1
Means. Standard Deviations,	 Spearman Rank Correlations

TABLE 1(a)

Variable

1	 1ntersub	 comm.

2 Sub-Hq	 communication

3 Time	 in	 task	 force+

4 Time	 Xunit	 meetings'

5 Time	 in Hq'

6 Prod	 mgrs	 career	 chg

7 Maj.	 reorganizations

8 Chg.	 product	 design

MATSUSHITA

Mean	 Std	 Dev	 1	 2

89.01	 9.95

3.50	 1.89	 .30•

7.66	 11.60	 .08•	 .26•

12.26	 16.42	 .18•	 .25••

6.99	 9.72	 .35• 	 .39•

3.91	 1.36	 .26• 	 .16•

3.62	 1.33	 .09	 .22••

3.52	 1.34	 .26• 	 .11

3

.31•

.32•

.11

.00

.03

4

.34•

.16•

.14

.04

5

.17•

.09

.18•

6

.56•

.50•

7

.32•

(a) these items art measured in days per year

• p < .05	 •• p<.01

TABLE 1(b) PHILIPS

Variable Mean Std	 Dev 1 2 3 4 5 6 7

1	 lntersub	 comm. 85.70 12.81

2 Sub-Hq	 communication 3.46 1.82 -.01

3 Time	 in	 task	 force' 6.07 9.77 .2.3• .07

4 Time	 ?Cunt	 meetings' 10.89 9.01 .13 .10

5 Time	 in	 Hq' 9.62 8.29 .25• .34• .28• 32••

6	 Prod	 mgrs	 career	 chg 3.36 1.44 .07 .01 -.07 .14

7	 Maj .	 reorganizations 3.37 1.16 .11 .09 -.05 .08 .18 .33•

8	 Chg .	 product	 design 3.08 1.36 .07 -.30" .06 -.08 .06 21

(a) these items are measured in days per year

• p < .05	 •• p < .01



TABLE 2
Measurement Model

TABLE 2(a)
	

MATSUSHITA
	

(sample size=164)

Variables,	 Squared

Indicators
	 Factor

	
Standard
	

Multiple

(comp. reliability)
	

Loading
	

Error	 (-value	 Correlations

Autonomy(.74)b

prod	 mgrs	 career	 chg la .85

maj.	 reorganizations .65 .12 5.64 .36

chg	 product	 design .59 .11 5.36 .30

Networking(.58)b

time	 in	 task	 forcea .92 .24 3.89 .21

time	 Xunit	 meetingsa la .25

time	 in	 Hqa 1.44 .32 4.47 .52

(a) fixed to 1 to set scale
(b) construct	 pair has discriminant 	 validity	 at the p = .05 level

TABLE 2(b)	 PHILIPS	 (sample size= 84)

Variables,	 Squared

Indicators	 Factor	 Standard	 Multiple

(comp. reliability) 	 Loading	 Error	 t-value	 Correlations

Autonomy(.54)b

prod mgrs career chg	 la	 .85

maj. reorganizations	 5.24	 9.07	 .58	 1.70c

chg product	 design	 .67	 .4	 1.68	 .03

Networking(.58)b

time in task forcea	.85	 .42	 2.01	 .08

time Xunit meetingsa	la	 .1

time in Hqa	3.16
	

1.81	 1.75	 1.03c

(a) fixed to 1 to set scale
(b) construct	 pair has discriminant 	 validity	 at the p= .05 level
(c) not significantly	 different	 from 0



TABLE 3
Estimates and Significance	 of Structural	 Parameters

TABLE 3(a)	 MATSUSHITA

VARIABLE (var. explained)
Share of

Sub-HQ	 Communications(.29)

Effect	 of

T(s.e.)	 std.	 r t-value Variance
exp.*

Autonomy 0.088(0.092)	 0.05 0.528 1%

Networking 0.818(0.263)	 0.52 3.980 94%

Intersub	 Comm.(.20)

Effect	 of

Autonomy 0.223(0.056)	 .19 2.164 18%

Networking 0.491(0.229)	 0.35 3.078 62%

Model	 (.38)

(a)	 the	 residual	 percentage is	 explained	 by	 the	 interaction	 term

TABLE	 3(b) PHILIPS

VARIABLE	 (var.	 explained)
Share	 of

Sub-HQ	 Communications(.20) r(s.e.)	 std.	 r t-value Variance	 exp.

Effect	 of

Autonomy 0.071(0.326)	 0.02 0.217 <1%

Networking 1.023(0.457)	 0.33 2.237 >99%

Intersub	 Comm.(.12)

Effect	 of

Autonomy 0.279(0.341)	 0.07 0.816 9%

Networking 0.730(0.405)	 0.23 1.801 91%

Model (.31)
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