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Figure 1 Conceptual framework
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Figure 2 The classification for coupling structure
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Table 2 Analysis on the necessary conditions
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Table 3 The intermediary path for the antecedents of headquarters-subsidiary coupling structure
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Table 4 The parsimonious path for the antecedents of headquarters-subsidiary coupling structure
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Research on the antecedents of headquarters-subsidiary structure in Chinese
multinationals: From the perspective of loose coupling theory

ZHOU Chao', XU Guannan', LU Keying’"
(1. School of Economics and Management, Beijing University of Posts and Telecommunications, Beijing 100876, China;

2. School of Management, Zhejiang University, Hangzhou 310058, China)

Abstract: It has been a prominent phenomenon that an increasing number of Chinese multinational enterprises ( CMNEs) choose to
search, obtain and internalize globally dispersed resources to achieve technological catch-up, during which foreign subsidiaries play an
important role. However, although some representative CMNEs have achieved capability transition in this process and occupied an
important place in the global market, most of them are still unable to cross the threshold of survival due to the dual disadvantage of
internal and external liabilities, let alone to achieve the strategic goal of technological catch-up. On the one hand, under the multiple
liabilities of foreignness, newcomers and origins, CMNEs’ foreign subsidiaries generally face more complex external institutional
environment in host countries, which makes it difficult for them to engage in high value-added activities locally. As latecomers in the
international market, on the other hand, CMNEs is also confronted with the disadvantage of insufficient international experience and
ability, which makes it difficult to deal with the conflicts between external institutional environment and internal coordination
requirements. Consequently, their foreign subsidiaries in response to the contradictions of internal and external pressure also lack
internal legitimacy, and hence have difficulty to obtain support from headquarters and other subsidiaries. In the face of such dilemma,
this paper proposes the research question: How do CMNEs promote the survival and development of foreign subsidiaries?

Based on the abovementioned phenomenon, some scholars tried to explore firms’ responses from the perspective of headquarters-
subsidiary ( HQS) structure. Because the transfer and utilization of internal and external resources depend on formal or informal
structures within and between organizations. As an important mechanism to bridge the headquarters and foreign branches, HQS
structure plays a key role in the subsidiaries’ response to the conflicting demands of internal and external environments, and in the
process of acquiring and utilizing resources. However, extant research has not reached an agreement on the choice of HQS structure.
Drawing upon Institutional theory, some of them believe that CMNEs can buffer the negative legitimacy spillover from headquarters by
adopting the decoupled HQS structure. In this way the subsidiaries could reduce the doubts of local stakeholders and embed in local
social network to obtain resources. While scholars from Resource dependence theory propose that subsidiaries depend on the
headquarters and other sister subsidiaries to provide necessary support. By adopting the coupled HQS structure and increasing the
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response of the subsidiary to headquarters’ strategies, the subsidiary can obtain more resource commitment, carry out frequent
exchanges and interactions with other sub-units, improve the diversity of knowledge base, and thus make more effective use of resources
in the host country. Therefore, considering those theoretical and practical background, this paper introduces Loose coupling theory and

¢

tries to provide a structural solution to the dilemma for CMNEs’ subsidiaries. Loose coupling is defined as “a situation where elements
are responsive but retain evidence of separateness and identity”. In this view, HQS structure can be seen as a dialectical construct
including responsiveness and distinctiveness, which is suitable to elucidate the organizational complexity of CMNEs.

Based on the data of 587 foreign subsidiaries invested by Chinese A-share listed manufacturing firms in 2001-2019, this study
adopts fuzzy-set Qualitative Comparative Analysis (fsQCA) to comprehensively examine the antecedents of HQS coupling structure in
CMNEs. Specifically, this paper considers three types of clues for decision making: Ability, motivation and opportunity. And further,
based on the characteristics of CMNEs, we adopt a configurational view to explore the interrelationships between the parent’ s degree of
internationalization ( Ability; Internal ), subsidiary investment motivation ( Motivation: Internal ), host country technological
endowment and institutional distance ( Opportunity: External) and their joint impacts on HQS coupling structure choice in CMNEs.
The results indicate that CMNEs’ HQS coupling structure will be affected by the joint interactions of internal and external factors,
which means neither one side can exert an effect on CMNEs’ decisions independently. Moreover, this study also demonstrates the
direct or indirect influence of internationalization degree, host country technological endowment and institutional distance on subsidiary
investment motivation, indicating their complementary relationship in the effect mechanism.

This study contributes to the literature on headquarters-subsidiary relationship and Loose coupling theory. Firstly, this study
introduces both internal and external environmental factors into the exploration on the antecedents of headquarters-subsidiary
relationship, provides a configurational and contingent explanation for cross-border management decisions in Chinese multinationals,
and proposes a new solution to the “Local response-Global integration” dilemma from loose coupling perspective. Secondly, this study
focuses on the interaction effect of organizational and environmental factors on CMNEs’ HQS coupling structure, addresses the mixed
findings in extant research, and enriches the literature on the antecedents of organizational coupling structure. Thirdly, extant research
mainly focuses on the single dimension of loose coupling. This study enriches the method research for related literature through
clarifying its dialectical definition and providing an ambidextrous measurement.

The limitation of this study lies in the generality of conclusions and the validity of measurement. Future studies can expand
samples by introducing more industries, and confirm if the conclusions drew in this study suit in different contexts. Moreover, this
study observes subsidiaries’ responsiveness and distinctiveness from human resource management, manufacturing and R&D activities.
In future studies, more dimensions can be included to develop an integrative measurement for organizational coupling structure, such as
marketing, financial or distribution activities.
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