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Abstract

This study examines how subsidiaries in multinational corporations (MNCs) experience
interactions with corporate headquarters. We conceptualize such interactions in terms
of organizing costs, focusing on two key types of costs: bargaining costs and
information costs. Specifically, we examine how distance, coordination mechanisms,
and atmosphere influence the level of organizing costs in the headquarter-subsidiary
relationship. Using survey data collected among 104 subsidiary managers in two MNCs,
we show that relationship atmosphere significantly reduces both types of organizing
costs, whereas distance increases bargaining costs. We also find that centralization and
formalization reduce information costs, whereas social integration, contrary to our
hypothesis, increases bargaining costs.

Keywords: Headquarter-subsidiary relations, Organizing costs, Coordination, Distance,
Atmosphere

“Jimmy had worked in the Shanghai subsidiary more than a year. He had spent his

early career at headquarters, and in countless top management team meetings he

always heard about the problematic subsidiaries opposing alignment with corporate

strategic initiatives. Looking back on his first year in Shanghai, he reflected on how

different the subsidiary perspective was from that of HQ. He saw how extensive

energy and endless hours were dedicated to coordinating and negotiating activities

with HQ, and that information coming from HQ was incomplete, difficult to

understand and that it seldom came when needed. This time and energy could be so

much better spent on developing new products and improving their local strategic

positioning. He had been to two regional MNE meetings and observed how plans and

proposals from global headquarters created confusion and lack of clarity among

subsidiary managers, although some central HQ managers managed to create a good

atmosphere that eased coordination and negotiation efforts. Clear and agreed upon

standards, rules and communication systems gave subsidiary managers direction and

signaled fairness in all HQ dealings. Consequently, there were many things HQ could

do to reduce the organizing costs for subsidiaries, although, he pondered, probably,

the two worlds were simply so different that these costs, very real in the minds of

subsidiary managers, probably never could be totally eradicated”
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(This is a compiled text based on interview material from the Terella project, which

this study is based on.)

Introduction
The dominant perspective of the multinational corporation (MNC) has assumed, if not

taken for granted, that headquarters (HQ) aim at making cogent decisions that maximize

the benefits for the whole corporation (Foss 2019; Hoenen and Kostova 2015; Menz et al.

2015). While the corporate view certainly is a frequently applied and legitimate perspec-

tive on MNCs, it does not convey the complete picture of how such large and complex

organizations actually work. This article offers a contrasting perspective focusing on the

costs experienced by subsidiaries in their dealings with corporate headquarters and the

factors that drive these costs. A “subsidiary approach,” in which an organization is looked

at from the viewpoint of a given subsidiary unit, has gradually become more prevalent

among scholars interested in the MNC organization (Holm and Pedersen 2000; Perri et

al. 2013). Such an approach has the potential to significantly increase our understanding

of how subsidiaries are affected by various governance mechanisms installed by HQ.

The headquarter-subsidiary relationship is crucial for the overall functioning of

MNCs (Kostova et al. 2016). Importantly, operating at low organizing costs is of para-

mount significance for any MNC as this has a direct effect on MNCs’ performance

(Benito and Tomassen 2003; Tomassen and Benito 2009). As HQ introduce various

governance mechanisms to manage subsidiaries, such as social and formal coordin-

ation, the subsequent responses from subsidiaries may lead to costs as they attempt to

organize their activities accordingly. Previous research has identified a range of factors

explaining variation in organizing costs (see, e.g., Tomassen et al. 2012), but has looked

at such costs from the viewpoint of corporate HQ. Here, we turn the table and examine

how such costs appear from the perspective of subsidiaries.

Richter (2014), Tomassen and Benito (2009), and Tomassen et al. (2012) demonstrate

how operating through foreign subsidiaries is not a panacea, especially in terms of or-

ganizing costs (Schweiger et al. 2003). Making a foreign direct investment (FDI) does

not rule out positive organizing costs or per se ensure such costs reach their lowest

feasible level. MNCs are complex organizations; they are per definition multi-unit,

multi-location organizations, and geographical space as well as cultural and institu-

tional diversity poses challenges for how headquarters and subsidiaries relate to each

other (Hoenen and Kostova 2015).1 These challenges expose themselves in terms of or-

ganizing costs: Adaptation problems, bargaining issues, resources spent on developing

common norms and goals, and communication distortions are all common traits of

international business activities. From a subsidiary’s perspective, such costs in terms of

resources and time will impede its possibilities to attend to its assigned undertakings as

well as hamper its possibilities to discover and purposefully act on opportunities arising

in the local environment. Since there is an element of opportunity costs involved, these

are not easily measured as accounting costs, and it is essential to capture managers’

views about alternative uses of time and resources.

Even if the choice of FDI is based on a comparative efficiency assessment across alterna-

tive modes of operation, the level of organizing costs can still be improved for the chosen

(and presumably more efficient) mode, after entry. Moving towards the lowest feasible cost

level implies a competitive advantage for companies (irrespective of their strategy), but
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getting there requires an understanding of organizing costs. This involves knowing more

about their antecedents and learning how to organize and manage foreign operations in

ways that minimize such costs.

In this study, we zoom in on the relationship between HQ and subsidiaries, and exam-

ine what drives organizing costs as seen from the perspective of subsidiaries. This is a

novel vantage point (Lunnan et al. 2016), and empirically examining how organizing costs

may vary depending on characteristics of the HQ-subsidiary relationship advances “our

understanding of the costs and benefits of hierarchical organization” (Foss 2019, p.1). Spe-

cifically, a favorable relationship atmosphere may facilitate communication and as such

reduce costs, whereas distance should be expected to increase these costs (Casson 1999).

In addition, corporate headquarters implement various coordination mechanisms to dir-

ect subsidiary behavior (Baliga and Jaeger 1984; Foss 2019), which may also affect organiz-

ing costs. We do not, of course, propose that the subsidiary view may supplant a HQ

perspective. We see them as complementary. However, whereas the HQ perspective is

established, the subsidiary view is not, which provides an opportunity for contributing to

the literature on HQ-subsidiary relations.

Our empirical context consists of HQ-subsidiary dyads within two Norwegian MNCs, op-

erating in the certification business. This research context gives us the opportunity to control

for variation in terms of nationality and industry—which the two firms have in common—

and at the same time offers variation on key aspects of subsidiary control and coordination

(see, e.g., Geppert and Matten (2006) and Schweiger et al. (2003)). Our empirical data com-

prise 104 responses from a survey among subsidiary managers in the two companies.

Our findings suggest that organizing costs in MNCs have distinct drivers. This study

focuses on two types of costs, information and bargaining costs, both having the poten-

tial to cause considerable inefficiencies in subsidiaries. Due to their different characters,

HQ managers must attend to formal mechanisms that simplify coordination and con-

trol for subsidiary managers, but must also overcome and mitigate relational tensions

occurring in social interactions in culturally heterogeneous settings.

Theory and hypotheses
A central tenet in the governance perspective of organizations is that efficient organization

involves the alignment of transactions to different governance structures conveying different

levels of governance costs. These costs occur both ex ante and ex post (Williamson 1985).

The former are the costs of drafting, negotiating, and safeguarding a governance arrange-

ment. The latter are the costs related to (i) maladaptation when transactions drift out of

alignment, (ii) haggling to correct misalignments, (iii) monitoring the operation, and (iv)

bonding the parties involved in it. Managers make decisions about how to organize and

supposedly select the most efficient governance structure available, i.e., the one that mini-

mizes organizing costs in the long run (Buckley and Casson 1976; Hennart 1982; William-

son 1979).2

Such decisions are decidedly strategic and hence principally made by managers at

HQ (Menz et al. 2015; see also Foss 2019). Foss et al. (2012) argue that the existing lit-

erature on the MNC and its headquarters fundamentally considers the HQ as well in-

formed—if not omnipotent—and benign in its activities and managerial actions (see

also Vardi and Wiener (1996) and Poynter (1986)). This is reasonable as headquarters
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ought to make sensible decisions, also in the long run. Still, the research interest sel-

dom extends beyond the point at which major decisions are taken. For example, major

decisions for MNCs are where and how to enter a foreign country and how to organize

their activities there. Making an FDI is such a decision and implies choosing to

internalize, i.e., carrying out activities that involve cross-border transactions within the

boundaries of the firm (Brouthers and Hennart 2007).

Agency issues are bound to arise between HQ and subsidiaries (Foss 2019; Hoenen and

Kostova 2015), and previous studies have indeed documented the presence of various

types of organizing costs within MNCs (Tomassen et al. 2012). While governance struc-

tures may promote or curb certain behaviors, they do not fundamentally transform hu-

man nature. This means that organizing costs should be expected to vary depending on

characteristics of the HQ-subsidiary relationship as well as on local subsidiary conditions.

Ex post organizing costs have been classified into four main types: bargaining costs,

information costs, monitoring cots, and bonding costs (Benito and Tomassen 2010;

Tomassen and Benito 2009). In this study, we focus on the first two types of costs—

bargaining costs and information costs—since they are the ones that are most clearly

relevant from a subsidiary perspective. Monitoring and bonding costs in a HQ-

subsidiary relationship reflect costs of misalignment from a HQ point of view and in-

volve efforts typically initiated by HQ.

Bargaining costs arise due to renegotiations and changes in agreements between the

MNC HQ and its various subsidiaries (Andersson et al. 2007). Both time and resources

spent on bargaining and losses that occur due to non-efficient agreements can be clas-

sified as bargaining costs (Dahlstrom and Nygaard 1999). Typical examples include dis-

agreements regarding various aspects of the transfer prices and deliberate withholding

of knowledge.

Information costs arise from communication and coordination failures between HQ

and subsidiaries (Casson 1999; Fisch and Zschoche 2011; Richter 2014). These costs

are significant if they, in turn, make subsidiaries less capable of reacting rapidly to

changing conditions. When the environment is diverse and volatile, adaptation issues

are of special importance. Appropriate responses to environmental changes require

prompt but correct information, and incomplete, inaccurate, or poorly formulated in-

formation prepared by the subsidiary may lead to suboptimal decisions.

As we are dealing with ex post organizing costs as perceived by subsidiary managers,

our study draws on the idea of subsidiary agency, which based on corporate entrepreneur-

ship (Birkinshaw 2000), has spurred a literature on subsidiary initiatives in the context of

international business (e.g., Ambos et al. 2010). A subsidiary initiative is defined as “entre-

preneurial proactive behavior in organizational subunits aiming to influence strategy-

making in the organization” (Strutzenberger and Ambos 2014, p. 314). Subsidiary initia-

tives depend on HQ monitoring; Ambos et al. (2010) report a positive association between

subsidiary initiatives and HQ monitoring. However, excess monitoring from HQ limits

subsidiary autonomy, which in turn affects subsidiary initiatives negatively (Bouquet and

Birkinshaw 2008b). Following this reasoning, we argue that subsidiary managers’ percep-

tions of ex post organizing costs influence their willingness and ability to formulate and

carry out strategies locally. High organizing costs vis-à-vis their corporate headquarters

suggest that a lot of time and effort is spent on bargaining agreements, on securing timely

and accurate information, and on communicating with HQ. Conversely, if the relationship
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with HQ is perceived as being friction-free and maintained with low costs, the subsidiary

manager can spend time and resources on initiatives with the potential to boost subsidiary

performance.

A key reason for emphasizing managers’ perceived information and bargaining costs

is that such perceptions are the true drivers of subsidiary behavior (Nell and Andersson

2012). The core argument is that managers will act based on what they believe and per-

ceive rather than on some objective truth (Day and Nedungadi 1994; Weick and Rob-

erts 1993). Firms’ interaction with their business environment is influenced by how

such environments are perceived (Pfeffer 1987; Pfeffer and Salancik 1978), and this goes

for the external environment as well as for the (MNC) internal one. In order to under-

stand what drives a subsidiary’s actions and its possibilities to develop and perform in

their local market, it is crucial to account for the subsidiary’s perception of organizing

costs in its dealings with HQ.3

The main roles of HQ in an MNC are to handle the company’s overall strategy and

to secure control and coordination of subsidiaries (Chandler 1991). Ideally, HQ should

provide value-adding benefits to the subsidiary, which they do to the extent that they

are good parents (Ambos and Mahnke 2010; Campbell et al. 1995), i.e., by being able

to understand the challenges of subsidiaries as well as support the resources that sub-

sidiaries need to develop. However, subsidiaries may find dealing with HQ to be diffi-

cult, time consuming, and costly for a variety of reasons. Previous studies mention the

lack of HQ attention (Bouquet and Birkinshaw 2008b), HQ ignorance (Holm et al.

1995), lack of understanding (Campbell et al. 1995), and subsidiaries falling off the HQ

radar (Monteiro et al. 2008). Such conditions potentially disturb subsidiary value cre-

ation by directing valuable time and effort towards renegotiations with HQ as well as

coping with coordination failures. What factors are likely to drive or mitigate them?

Building on Hoenen and Kostova’s (2015) notion of a broader agency perspective, in

this study, we focus on three antecedents: (i) the distance between HQ and subsidiaries,

which could strain their relation; (ii) the coordination mechanisms that are introduced

by HQ with the aim to ease coordination and control; and (iii) the general atmosphere

between HQ and subsidiaries, which should ease communication. We elaborate on

their possible effects in the following. Our research framework is depicted in Fig. 1.

Distance and subsidiaries’ perception of ex post organizing costs

The concept of distance is central in the international business literature (e.g.,

Ghemawat 2001). The costs of overcoming distance include those of moving goods

to foreign markets (geographical distance) and learning about as well as operating

in new markets (cultural/psychic distance) (Benito and Gripsrud 1992; Ellis 2007).

Both cultural and geographical distance indicates that the firm has less control due

to unfamiliarity with language, customs, and behavior. In addition, time zones and

physical distance make it difficult for headquarters to exert direct control.

Distance generally limits subsidiary visibility from HQ and increases costs of ac-

tivity coordination (Richter 2014). Distance between headquarters and subsidiaries

decreases interaction and thereby communication and information (Casson 1999;

Fisch and Zschoche 2011). The more different the regions are in terms of culture,

growth, and competitive conditions, the more this information asymmetry prevents

Lunnan et al. Journal of Organization Design            (2019) 8:12 Page 5 of 24



corporate headquarters from performing value-adding activities, and we would ex-

pect high information costs as a result. Parenting becomes more complex as new

locations are different from the home region opening up for communication fail-

ures and maladaptation, and leading to bargaining about which investments and re-

source dispositions are best. Bouquet and Birkinshaw (2008a) argue that as

distance increases, subsidiaries have to work harder in getting headquarters’ atten-

tion. While subsidiaries close to home have various readily accessible avenues for getting

attention from HQ, distant subsidiary managers have to put concerted efforts into getting

attention from HQ. However, because such initiatives are bottom up—i.e., driven by the

subsidiary—they will be outside the scope envisioned by HQ (Bouquet and Birkinshaw

2008a) and consequently incur costs of renegotiation. We therefore expect that:

H1: Distance between HQ and subsidiaries increases organizing costs related to (a)

information and (b) bargaining.

Coordination mechanisms and subsidiaries’ perception of ex post organizing costs

In line with organization theory, international business literature (see, e.g., Baliga and

Jaeger 1984; Dörrenbächer and Gammelgaard 2006) generally divides coordination

Fig. 1 Research framework
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mechanisms into centralization (i.e., HQ take critical decisions), formal mechanisms

(such as common rules and standards, and organization-wide information systems),

and social mechanisms (i.e., committees, meetings, liaisons). While formal mechanisms

are pervasive in hierarchies (Williamson 1985), social mechanisms are becoming more

widespread in MNCs, albeit used differently as they are perceived as more costly

(O’Donnell 2000).

Formal and social coordination mechanisms define norms and expectations, with the

aim to clarify behavior and performance (Roth et al. 1991), which should contribute to re-

duce frictions in an organization. Hence, it seems reasonable to expect that the more

these mechanisms are in place, the lower ex post organizing costs. Overall, we therefore

expect that:

H2a: Social coordination mechanisms in HQ-subsidiary relationships decrease organiz-

ing costs related to (a) information and (b) bargaining.

H2b: Formal coordination mechanisms in HQ-subsidiary relationships decrease organ-

izing costs related to (a) information and (b) bargaining.

Centralization refers to a set up where headquarters make major strategy and policy de-

cisions. Centralization could be a double-edged sword as it explicitly shifts the locus of

power firmly in favor of the HQ, limiting actions of subsidiaries (Ghoshal and Nohria

1989). Whereas the scope for agency would be large in decentralized MNCs, such as

allowing subsidiaries to pursue own initiatives, in a centralized MNC, the HQ strongly in-

fluences what subsidiaries do and how they do it, for example, what projects they decide

to pursue, how they allocate resources, and how they deliver services. Because

centralization limits the opportunities for individual subsidiaries to seek locally oriented

solutions, centralization could lead to disagreements, especially in situations where a sub-

sidiary is growing strong and becoming less dependent on headquarters (Bartlett and

Ghoshal 1998). Then again, centralization economizes on decision-making costs (HQ

makes decisions) and provides a structure in which authority as well as responsibility is

made clear. Centralization may also contribute to settle lateral disagreements within

MNCs, such as when different subsidiaries compete for resources and/or position. On

balance, we therefore propose:

H2c: Centralized decision-making in HQ-subsidiary relationships decreases organizing

costs related to (a) information and (b) bargaining.

Relationship atmosphere and subsidiaries’ perception of ex post organizing costs

The social aspect of the relation between subsidiaries and HQ has been the focus of much

international business literature, in either the shape of general trust or a shared philosophy

(Roth et al. 1991), or what we may call business atmosphere. A beneficial relationship at-

mosphere is characterized by shared identity, common norms, and trust and is particularly

relevant in an MNC due to geographical, cultural, and linguistic differences (Mäkelä et al.

2007). Development of a good relationship atmosphere usually happens when the MNC

over time has initiated a set of activities, including actions like establishing personal ties be-

tween parties, developing common identities, building incentive systems, and spending time
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together to solve third party problems (Rabbiosi 2011). When subsidiary managers perceive

the relationship to HQ as characterized by trust and mutual understanding, renegotiations

should be taken on in a more conducive environment, and exchanged information would

be more trusted. Conversely, when subsidiary managers experience that HQ hide and alter

information in order to carry out things their own way, neglecting subsidiary interests, and

are inconsistent in company policies towards subsidiaries, the organizing costs perceived by

the subsidiary will tend to increase. Hence:

H3: A positive relationship atmosphere with the HQ decreases organizing costs related

to (a) information and (b) bargaining.

Data and measures
Empirical context and data collection

The data in this study originate from two multinational companies in the consulting

and certification services industry. We followed these companies over several years

through a larger research project. In this study, we mainly rely on quantitative data,

collected through a questionnaire. However, the interpretation of both the variables

and statistical results is also influenced by our in-depth knowledge obtained from a rich

set of qualitative interviews in the two organizations with managers at various levels

across several geographic regions.

Both companies are headquartered in Norway.4 ALPHA is an experienced and well-

recognized international actor, having established its first foreign office as early as 1873

in London. At the time of the survey, the company had 177 wholly owned business

units located in 24 different countries across Asia, North and South America, Europe,

and Australia. We sent the questionnaire to the leaders of each of these units and re-

ceived responses from 115 out of the 177, hence a response rate of over 60%. We have

complete data from 93 managers (listwise deletion) located in 17 countries in ALPHA.

The other organization, BETA, is substantially smaller and has a shorter international

presence and recognition, although its history in Norway can be traced back to the

early 1930s. BETA was until the early 1990s a national monopoly protected by law.

However, because of a deregulation of the industry for testing and approval of electrical

components, BETA was transformed into an independent, self-owned private founda-

tion in 1991 with headquarters in Oslo. The first international step came just after the

formation of the new company. By the time the survey was conducted, BETA had 13

wholly owned business units located in nine different countries in Europe, North

America, and Asia, and all the 13 unit leaders completed the questionnaire, i.e., a 100%

response rate. However, due to missing data on some key variables, the final dataset

from BETA included 11 of those 13 managers. Together, these two organizations pro-

vide an excellent setting for testing our hypotheses. On the one hand, they share im-

portant similarities as both are Norwegian and operate in overlapping industries. On

the other hand, they are different in terms of their international experiences and the

complexity of their international operations.5 Moreover, perhaps more importantly,

there are significant differences within each organization. The subsidiaries differ with

respect to the size, experience, knowledge, age, general atmosphere between subsidiary

and HQ, manager characteristics, and mode of establishment, which will generate
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variation in how HQ controls and manage those units (Ambos et al. 2019) as well as in

how subsidiaries perceive HQ governance.

Measures

Whenever possible, we used well-established measures for both independent and dependent

variables. In order to be contextually relevant, we discussed the measurements with a refer-

ence group consisting of practitioners, randomly selected managers from the companies

(not included in our final sample), and researchers informed on professional service firms.

Based on these insights, we adapted the wording of the measures to the type of industry the

two firms are in. See Appendix 1 for the full set of measures and reliability values.

To validate our measures, we conducted both unidimensionality and reliability ana-

lyses. We ran exploratory principal component analyses with oblique (promax) rotation

resulting in seven distinct factors from a total of 35 items—all in accordance with our

theoretical model. Using Cronbach’s α to assess reliability, all variables were well above

the .70 threshold (Nunnally and Bernstein 1994, pp. 264–265).

Following current practice, we took precautions to reduce common method bias is-

sues: (a) some of the scales were reversed and (b) questions of interest for this study

were mixed with other less relevant questions. We also run a Harman single factor test

(Podsakoff et al. 2003; Podsakoff and Organ 1986). Seven factors with an eigenvalue

over one emerged from the factor solution, and no first factor explained the majority of

the variance in the variables (e.g., the first factor explained less than 30% of the vari-

ance). This suggests that the problem of common method bias should not significantly

influence our results.

Dependent variables: organizing costs

Seven-point multi-item reflective scales were used to measure organizing costs (Bollen

and Lennox 1991). Some of the measures were adapted from well-established scales,

and others were self-developed (see below for further details).

Bargaining costs are perceived costs related to negotiations between the subsidiary

and the HQ. According to Milgrom and Roberts (1992), these costs could be time

spent on bargaining, resources and expenses (for example travel expenses) used during

bargaining, and losses that occur as a result of failure in reaching efficient agreements.

The first two items are self-developed, but the idea is taken from Rindfleisch and Heide

(1997). The third item is taken from Buvik and John (2000) and adapted to the research

setting. Three items were used to measure this variable (Cronbach’s α = .76).

Information costs are perceived communication and coordination costs related to in-

formation from HQ to subsidiary. When the information from headquarters is incom-

plete, too voluminous, or poorly formulated, then there is greater risk for adaptation

problems. The variable is measured by four items taken from Dahlstrom and Nygaard

(1999) and Tomassen and Benito (2009), but slightly modified for this study (Cron-

bach’s α = .90).

Our measurement of organizing costs is consistent with our aim to capture percep-

tions of conditions in the HQ-subsidiary relationship as drivers of subsidiary behavior

(Boyd et al. 1993; Weick and Roberts 1993).
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Independent variables

For (i) common rules, (ii) communication systems, and (iii) centralization, we adapted

measurements from Gupta and Govindarajan (2000), Kim et al. (2003), and Martinez

and Jarillo (1989, 1991). A seven-point scale was used for all items.

Common rules capture whether the companies have specified rules, standards, and pro-

cedures across business units. Two items constitute this variable (Cronbach’s α = .86).

Communication systems measure to what extent the organizations have systems that

support seamless communication across organizational units. The variable is measured

by five items (Cronbach’s α = .79).

Centralization is a composite variable measured by 12 different items that describe

HQ vs. subsidiary influence regarding important decision areas such as R&D, project

selection and priorities, resource allocation, pricing, marketing, and services (see Ap-

pendix 1 for a full list of items) (Cronbach’s α = .88).

The variable social coordination mechanisms measure the extent of social interaction

across organizational units and to what extent the organization promotes informal so-

cial contact across the organization (Kim et al. 2003). It is measured by 3 different

items (Cronbach’s α = .83).

Relationship atmosphere is a 6-item construct taken from Tomassen et al. (2012), but

reversed and slightly adapted in order to provide a more pertinent understanding of

the variable in the particular setting of this study. It describes whether the relationship

between HQ and the local unit can be characterized as open and supportive or as a re-

lationship where attitudes such as ignorance and broken promises illustrate the relation

(Cronbach’s α = .91).

Distance is a categorical variable, and the measurement is based on a clustering ap-

proach inspired by Ronen and Shenkar (1985, 2013). Due to the small sample size and

few observations within some of the eight original clusters, we pooled the subsidiaries

into three different clusters clearly indicating the geographical as well as cultural/psy-

chic distance between the HQ and the focal subsidiary (1 = Nordic countries, 2 = Eur-

ope, 3 = rest of the world).6

Control variables

We included four control variables that might lead to variation in bargaining as well as

information costs: (1) size of the local unit (measured as “number of employees in the

local unit”), (2) local experience (measured as “number of years in the particular loca-

tion”), (3) establishment mode (1 = acquisition, 2 = merger, 3 = organic), and (4) a firm

dummy (1 = ALPHA, 0 = BETA).

Estimation

Before estimating the models, we tested for the assumptions of normality and linearity;

see also Appendix 2 for descriptive statistics. To check multicollinearity, we run regres-

sions with all variables included. The highest VIF values obtained were 2.25 and 2.18 for

“communication systems” and “common rules,” respectively. All other VIF values were

below 2.0. While such low values indicate the absence of multicollinearity, the correlation

matrix (Appendix 2) shows that there is a fairly high correlation (.68) between “common

rules” and “communication systems.” This can affect the OLS estimation with the two
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variables concealing or even canceling out the effects of each other. Indeed, estimating

models with both variables entered simultaneously weakens the effects of “common rules”

and “communication systems” on both bargaining and information costs although not to

the extent that all effects become insignificant; also, the effects of other variables remain

unchanged. Hence, we decided to run models with alternate specifications. Specifically,

models 3 and 5 include “common rules,” whereas models 4 and 6 include “communica-

tion systems.” However, as a further check, we also estimate the models with a composite

measure comprising both variables, thereby checking where the overall effect of the two

variables is robust.

Results
The results of the OLS regressions are reported in Table 1.7 The two first estimated

models (model 1 for bargaining costs and model 2 for information costs), which only

include control variables, reveal that size (number of employees in local unit) has a

negative effect on both bargaining and information costs. Subsequently, four full

models were estimated. Since communication systems and common rules may have a

substituting effect (r = .684), and the significant effects disappeared when both were in-

cluded in the same model, we decided to separate the two variables into different

models.

All four full models are significant with F values of 3.50 (sig. F < .000) for model 3,

F = 3.21 (sig. F < .001) for model 4, F = 3.92 (sig. F < .000) for model 5, and F = 3.48 (sig.

F < .001) for model 6.

The results for model 3 and model 4 reveal that both distance and social coordin-

ation mechanisms have significant positive effects on bargaining costs (βDistance_Model3 =

Table 1 OLS regression results (n = 104)

Variables Model 1
bargaining
costs

Model 2
information
costs

Model 3
bargaining
costs

Model 4
bargaining
costs

Model 5
information
costs

Model 6
information
costs

Constant 3.56*** 3.09*** 2.51** 2.84** 3.51*** 4.36***

Number of
employees

− .24* − .20† − .20† − .18 − .15 − .93

Local experience .05 .14 .14 .14 .16 .16

Establishment mode .06 .01 .07 .03 .07 .01

Firm dummy − .05 .01 .14 .12 .13 .10

Distance .29** .28* .12 .011

Social coordination
mechanisms

.30** .28** .07 .07

Formal coordination mechanisms

Common rules − .20* – − .34** –

Communication
systems

– − .14 – − .30**

Centralization − .01 − .03 − .17† − .21*

Relationship
atmosphere

−.31** − .31** − .30** − .30**

Adjusted R2 .01 .00 .18 .16 .20 .18

F value 1.35 .81 3.50*** 3.21** 3.92*** 3.48***
†p < .10, *p < .05, **p < .01, ***p < .001
Apart from constants, all reported values are standardized coefficients
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.29, p < .01; βDistance_Model4 = .28, p < .05; βSocial_Model3 = .30, p < .01; βDistance_Model4 = .28,

p < .05). The positive effect of distance is in accordance with our hypothesis (H1). Con-

cerning social coordination mechanisms (H2a), we hypothesized a negative effect but

uncovered the opposite effect—a strong positive relationship towards bargaining costs.

Conversely, neither distance nor socialization mechanisms are associated with informa-

tion costs (model 5 and 6).

Hypothesis H2b on the relationship between formal coordination and organizing costs is

generally supported. First, model 3 reveals that there is a significant negative relationship

between common rules and bargaining costs (βCommon_rules_Model3 = − .20, p < .05). Likewise,

model 5 shows a significant negative effect of common rules towards information costs

(βCommon-rules_Model5 = − .34, p < .01). Finally, model 6 shows a negative association between

communication systems and information costs (βCommunication_Model6 = − .30, p < .01).

Looking at the effects of centralization, we find a mixed picture. On the one hand, the

data suggest that there is no significant effect between centralization and bargaining cost.

On the other hand, the hypothesized negative effect of centralization effect is significant

for information costs (βCentralization_Model5 = − .17, p < .10; βCentralization_Model6 = − .21,

p < .05). Hence, H2c is partly supported.

Regarding relationship atmosphere, our data demonstrate strong negative effects

through all four models for both bargaining costs and information costs as hypothe-

sized (βAtmosphere_Model3 = − .31, p < .01; βAtmosphere_Model4 = − .31, p < .01; βAtmosphere_Mo-

del5 = − .30, p < .01; βAtmosphere_Model6 = − .30, p < .01). H3 is therefore supported.

Regarding control variables, most were statistically non-significant. The exception

was subsidiary size that negatively relates to bargaining costs. This suggests that when

bargaining with HQ, smaller units are somewhat more likely to recognize the draining

on time and resources that could otherwise have been spent on other activities. This ef-

fect, however, weakens considerably when the independent variables are added.

As robustness checks, we first ran the models including a composite measure of “common

rules” and “communication systems” to validate our alternate specifications. The estimated

models largely reproduced the original results in terms of both coefficient values and statistical

significance. This installs confidence in the robustness of our findings. An additional robust-

ness check involved measuring geographic distance in kilometers between Oslo and capital

cities of countries where the two companies had subsidiaries. No significant differences were

observed (small changes in coefficient betas, but no changes in significance levels).

Discussion and implications
In this study, we set out to examine the concept of ex post organizing costs in HQ-

subsidiary relationships as seen from the perspective of subsidiary managers. Our em-

pirical analysis exposes the existence of ex post organizing costs and demonstrates that

they indeed vary across subsidiaries. These costs are important as dealing with them

takes time away from other tasks and reduces the attention that potentially can be allo-

cated to other performance-enhancing undertakings. As subsidiaries are important

drivers of MNC innovation and strategy implementation, these costs have real conse-

quences beyond the performance of an individual unit and hence for the entire MNC.

In addition, unlike HQ that indeed specialize and are competent in governing multiple

subsidiaries, for subsidiary managers, such costs represent direct drains on their ability
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to pursue courses of action locally that contribute to the overall value creation of the

parent MNC. Understanding these costs is hence paramount.

Previous studies have studied organizing costs as perceived from the perspective of cor-

porate HQ. This study is among the very few that, to our knowledge, examine these costs

from the subsidiaries’ point of view. MNCs use control and coordination mechanisms to

achieve consistency of activities overseas (Kim et al. 2003). MNCs’ preferences for certain

types of control mechanisms has been linked to culture, for example, distinguishing be-

tween Japanese companies’ tendency to use social control compared to formalized control

by Western companies (Baliga and Jaeger 1984), or size of a company (Child 1973), point-

ing to MNC-specific preferences for control and coordination across all subsidiaries. Kim

et al. (2003) found that control and coordination mechanisms varied between units with

different functional tasks. Other studies have argued that control and coordination may

vary at the subsidiary level depending on issues such as the strategic role of the subsidiary

(Gupta and Govindarajan 1991) or the use of expatriates performing network roles (Harz-

ing 2001). This literature suggests that a mix of MNC-specific and subsidiary-level factors

determines the choice of control and coordination mechanisms.

In this study, we hold home country culture and industry constant, and examine co-

ordination mechanisms in two MNCs. Despite controlling for industry, culture, and

firm effects, our findings show the association between subsidiary managers’ percep-

tions of coordination mechanisms and organizing costs, which supports the actuality of

a subsidiary perspective on organizing costs. Subsidiary managers’ perceptions of or-

ganizing costs underscore Husted and Folger’s (2004) claim that economic transactions

are fundamentally human activities. As a corollary, to understand subsidiary actions

and performance, we need to analyze what factors compete for the attention of subsid-

iary managers, such as responding to HQ governance mechanisms. Further, a critical

ability of corporate HQ managers is to understand and deal with subsidiary organizing

costs associated with MNC governance mechanisms. Our study has demonstrated that

these costs are not uniform across subsidiaries and should be taken into account as a

vital factor in the management of the MNC. One element that could play a role is sub-

sidiary size, as larger subsidiaries seem to perceive costs to be lower than smaller sub-

sidiaries. Larger subsidiaries could get more leverage from HQ and be more

professionally managed, hence spend less time on bargaining. The effect of size in our

study is, however, not very strong, which suggests that other factors, such as coordin-

ation mechanisms, matter more. However, the size and role of the subsidiary within the

MNC could be an interesting research avenue to pursue further.

Our study shows that coordination mechanisms lead to organizing costs in distinct

patterns. Strong (centralized) corporate HQ with formalized processes and well-

developed internal databases and communication structures curb information costs.

Likewise, clear and specific formalized processes and communication protocols help

securing timely and correct information as well as facilitating coordination. The stra-

tegic consultancy Roland Berger reported in their 2013 report of 86 large multi-

national companies that there is a trend towards stronger and more centralized HQ

(Zimmermann and Huhle 2013), which has also been noted in other studies (Kunisch

et al. 2012, 2014; Schmitt et al. 2019; Young and Goold 1993; Young et al. 2000).

Based on results from our study, this trend supports increased value creation in sub-

sidiaries through a reduction in information costs.

Lunnan et al. Journal of Organization Design            (2019) 8:12 Page 13 of 24



Another type of organizing costs, those due to bargaining, are mainly driven by rela-

tional factors, namely geographical and cultural distances and personal differences re-

vealed through social interactions. Subsidiaries in different locations offering services

are exposed to different market conditions and opportunities for growth. Potential pro-

jects are held up against each other in social settings such as common meetings and

discussed in ways that subsidiaries may see as unfair or not beneficial to their opera-

tions. In such cases, subsidiaries seek to bargain with headquarters that not only fail to

understand local market conditions due to distance and cultural biases, but also, due to

resource constraints, need to compare subsidiary needs and requests with those of

other subsidiaries. Common settings, such as global business meetings, allow for infor-

mation exchanges and exposures to a multitude of investment opportunities, and the

subsidiaries have to pitch their ideas well when competing for resources from HQ.

Overall, this results in increased time and effort that subsidiaries spend bargaining for

resources with other subsidiaries as well as with HQ. Next, we discuss the coordination

mechanisms and their implications on organizing costs more in detail.

Structure: centralization, formalization, and the lowering of organizing costs

Centralization shifts the locus of power in favor of HQ, leaving to HQ to define crucial strat-

egy and policy decisions (Ghoshal and Nohria 1989). A centralized HQ influences what sub-

sidiaries do and how they do it, for example, what projects they decide to take on, how they

allocate resources, and how they deliver services. Although conceptually different from

formalization (Terpstra 1977), centralization has been associated with formalization (Bartlett

and Ghoshal 1998); this is supported by our data as both variables demonstrate similar impli-

cations. In a centralized MNC, one might expect that HQ is counting on precise and timely

information from the subsidiaries, thereby increasing reporting efforts that trigger information

costs. We find the opposite. The more decisions are taken at HQ, relying on common stan-

dards across subsidiaries, the clearer and less contestable the information received from HQ

is perceived by the subsidiaries, which lowers their overall information costs.

Centralization of decision-making in MNCs has been extensively studied in the inter-

national business literature (see, e.g., Doz and Prahalad 1981; Gates and Egelhoff 1986;

Hedlund 1986). Although research on centralization in MNCs has reported mixed findings

(Gates and Egelhoff 1986), it has typically been found to be negatively related to size (e.g., Blau

and Schoenherr 1971), complexity (e.g., Thompson 1967), and environmental change (e.g.,

Lawrence and Lorsch 1967). Centralized decisions also hinge on experiences accumulated

through international activities, which over time fine-tune an organization’s structure and con-

sequently its capabilities and routines associated with carrying out international activities. The

more experienced the MNC, the more competent and confident it typically gets regarding

managing its international activities, and consequently the more centralized it becomes.

Centralization is common when complexity in the subsidiary’s environment is relatively

low, when changes are predictable, and when subsidiaries depend on HQ for resources. Be-

cause the certification firms in our study rely on standards, they tend to centralize core proce-

dures and modes of delivery. Yet, our sample covers quite some variation, and units that

experience less centralization find information costs to be higher. Also, processes that differ

substantially across subsidiaries and over time result in higher perceived information and bar-

gaining costs. We may conclude that given relatively predictable external conditions, as HQ
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centralizes decision-making, subsidiaries experience lower costs due to unclear and disputed

information, which in turn should make them better at allocating time to other value creating

tasks. However, future studies should explore information costs in MNCs that operate in

more volatile environments and under different resource dependency conditions.

An important aspect of formalization is the routinization of decision-making. Regu-

lating exchanges between headquarters and subsidiaries through clear procedures in a

structured context (Burgelman 1984) increase predictability and expectations. Our

study supports these predictions. Implementing common rules, policies, and proce-

dures as well as sharing information through common databases, intranet, etc. results

in clearer information from HQ. Information gets more complete, understandable, and

more readily available, which significantly reduces information costs.

Formalization in the sense of common rules also reduces bargaining costs, whereas a com-

mon communication system (such as databases, intranet, etc.) per se has no significant effect.

Brockner (2006) argues that there is a strong link between management control and perceived

fairness, with consistent fair outcomes depending on control (Luo 2007). Because procedural

fairness is associated with formalized control (Long et al. 2011), common rules promote the

belief that company procedures are fair, thereby reducing bargaining costs.

Social coordination and distance: social complexity as driver of organizing costs

International business studies have discussed and typically found positive effects of nor-

mative integration (Ghoshal and Nohria 1989), social control (O'Donnell 2000), and

boundary spanning interpersonal interaction (Kostova and Roth 2003; Nohria and Ec-

cles 1992; Rabbiosi 2011). The common mechanisms driving these issues are personal

meetings and the facilitation of human interaction that enables two-way communica-

tion as opposed to formal and more detached mechanisms (Mäkelä and Brewster 2009)

leading to knowledge sharing (Tsai 2002).

Our findings take this research a step further and suggest that normative/social inte-

gration mechanisms do not only create common norms and culture, but also provide

platforms for subsidiaries to engage in activities and gain experiences that may subse-

quently result in higher bargaining costs with their HQ. There are at least two plausible

explanations for these findings. One explanation builds on the perception of fairness.

Fairness concerns the perception that a decision, outcome, or procedure is both bal-

anced and correct (Husted and Folger 2004; Sheppard et al. 1992). Social interaction, in

our study, includes transfers of people across subsidiary units, interaction through

meetings and committees, and personal interactions across units. Hence, the more sub-

sidiary managers and employees engage in face-to-face interactions with HQ represen-

tatives or managers and employees from other subsidiaries, the more likely it is they

will discover resource allocations to other subsidiaries that they may deem unreason-

able or unfair. As they engage in discussions with HQ to gain what they see as fair allo-

cations of resources for them, the result becomes higher perceived bargaining costs.

We should not disregard the negative effects of human interaction among people who

may not personally like each other or who have different opinions and experiences,

which may trigger perceptions of unfairness.

Another explanation suggests lateral cooperation that, in turn, may lead to increased bar-

gaining costs towards headquarters. Social interactions lead to knowledge transfer among
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subsidiaries (Mäkelä and Brewster 2009; Tsai 2002) which may stimulate subsidiary collabor-

ation and new initiatives. Gupta and Govindarajan (1991) point to a body of research arguing

that social lateral coordination mechanisms open up for interaction and communication be-

tween subsidiaries that facilitate knowledge flows and facilitate innovation. Headquarters are

generally more powerful than single subsidiaries. Subsidiaries may collaborate and increase

their bargaining power by providing new initiatives towards HQ, and their success hinges on

subsidiary characteristics as well as the attention they are able to attract from HQ (Ambos et

al. 2010). Building on Dörrenbächer and Gammelgaard (2006), we argue that joint initiatives

from a coalition of subsidiaries may also invoke HQ reactions, leading to increased bargain-

ing costs for individual subsidiaries that either are part of the coalition or operate in isolation.

Both cases involve extensive bargaining between subsidiaries and HQ, resulting in the indi-

vidual subsidiary fighting for scarce resources. Our study shows that such bargaining en-

deavors may surface and accelerate through MNE socialization arenas.

Our findings suggest that the positive effects from social interaction that are generally

taken for granted in the international business literature may be much more complex.

This study demonstrates that the commonly assumed positive effects of face-to-face lat-

eral interactions may have a flip side, as they in our study significantly increase the sub-

sidiaries’ perceived bargaining costs. However, social interactions do not affect

information costs, which seem to occur as a side effect of organizing activities and pro-

jects outside daily general information and coordination processes. We have suggested

two plausible explanations for the increased bargaining costs detected here: first, a

negative effect by triggering subsidiary managers’ sense of unfairness towards HQs’ re-

source dispositions; and second, a potential positive effect by stimulating subsidiary ini-

tiatives, which are facilitated by social lateral meetings and networks.

When involvement of headquarters is limited due to distance, it is more difficult to

unveil shirking (Foss 1997; Hennart 1991). Higher cultural and geographical distances

suggest that the firm has less control due to unfamiliarity with languages, customs, and

behaviors. In addition, time zones and physical distance make it difficult for headquar-

ters to exert direct control. The more different locations are in terms of culture,

growth, and competitive conditions, the more the resulting information asymmetry

hinders global headquarters in performing value-adding activities. Viewed from the per-

spective of subsidiaries, this study finds that organizing costs due to increasing distance

are linked to bargaining costs not information costs. Interestingly, information sent out

from HQ is not seen as more distorted as distance increases, but subsidiaries find it in-

creasingly time consuming to renegotiate activities and resources. Foreign language,

culture, and differences in market conditions over distance challenge the understanding

from HQ of local needs, hence the increasing need for bargaining and renegotiation.

The role of relationship atmosphere in reducing organizing costs

Atmosphere relates to behavioral and motivational assets in relationships, such as trust, norms

of behavior, and expectations (Kang et al. 2007; Nahapiet and Ghoshal 1998). Trust is particu-

larly relevant in MNCs due to added complexity from distance and cultural differences (West-

ney 2001). Trust denotes a willingness to be vulnerable to the actions of another party (e.g.,

Mayer et al. 1995) and has been shown to be positive for collaboration and performance (e.g.,

Zaheer et al. 1998). Trust develops through cognitive, behavioral, and affective mechanisms
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(Gambetta 1988; Lewicki et al. 2006), which means that in order to develop favorable expecta-

tions about HQ, subsidiaries rely not only on formal and written information (cognitive), but

also on deeper relational expectations and affections that emerge from observations of

behavior.

Our data suggests that atmosphere does not develop through social coordination mecha-

nisms. On the contrary, frequent meetings between MNC managers are not associated with

a better atmosphere. This suggests that it is not the social meeting per se, but rather what

actually happens in these personal relations when companies interact socially that matters.

Managing organizing costs in the MNC

Results from our study suggest that the level of organizing costs in the MNC depends, firstly,

on the ability to deal with complexity through standardization and formalized information

channels and, secondly, on managing distances and social meeting places. The latter, in par-

ticular, is a challenge since social interaction is necessary for trust and the development of

common norms and identity that, subsequently, leads to a positive business atmosphere. As

such, social interaction can have two effects: first, inducing a good atmosphere that reduces

organizing costs; and second, creating scope for disagreements and conflicts, which increases

bargaining costs. A major challenge for HQ is therefore to create arenas for social interaction

that facilitate trust and limit bargaining. Of course, some bargaining may still be beneficial and

necessary, but when bargaining turns into excessive time usage and unproductive interactions,

subsidiary management attention could be spent on more productive tasks. This finding im-

plies that HQ managers have to think not only about the structure of their organizations, but

also about how they interact with subsidiaries in social arenas and particularly how they iden-

tify and prioritize subsidiary investment projects and outline processes for dealing with them.

Facilitating the development of trust not only requires a careful scrutiny of what takes

place in common meetings, but also points to the need for attention to subsidiary man-

agement recruitment and training. Securing a platform of trust before the manager

even accepts the position can be essential. In addition, our data clearly suggest that the

consistency of HQ behaving in a transparent, predictable, and fair manner improves

the likelihood of developing a good atmosphere in HQ-subsidiary relationships.

Limitations, avenues for further research, and conclusion
So far, the handful of studies that have focused on organizing costs in international op-

erations have taken the view of the parent corporation when looking at organizing costs

in headquarter-subsidiary relationships. Those valuable insights notwithstanding, in this

study, we have turned the table around and examined how subsidiaries observe organizing

costs as they deal with demands from and interactions with headquarters in MNCs. Spe-

cifically, we examine how distance, mechanisms of integration, and atmosphere influence

the organizing costs in the headquarter-subsidiary relationship.

This study does not come without limitations. Notably, our study includes only two

multinational corporations. Our approach keeps the industry and country of origin

constant, which effectively “rule out” variation along such characteristics. However, the

companies and the industry in our study may have particularities that are less wide-

spread in other industries and countries, and which, consequently lower our opportun-

ity to generalize the results from this study.
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Several issues, which may be subject to further research, arise from our study. One ex-

citing avenue is to study whether industry effects influence ex post organizing costs in

HQ-subsidiary relationships. For instance; are information costs positively related to the

degree of technological intensity in the industry? Do global industries face lower bargain-

ing costs than industries where local adaptation is more prominent? Another interesting

issue concerns the question of how intracompany networks between subsidiaries, and

more complex HQ configurations such as regional and divisional HQ (see for instance

Ambos et al. 2019; Benito et al. 2011; Nell et al. 2017; Schulte Steinberg and Kunisch

2016), affect ex post organizing costs as perceived by subsidiaries. Of course, this

phenomenon is not limited to MNCs, but applicable more generally to HQ-business unit

relations in any organization comprising a portfolio of dispersed units (Menz et al. 2015).

The primary contribution of this study is the examination of the antecedents (dis-

tance, coordination mechanisms, atmosphere, and centralization) of perceived organiz-

ing (information and bargaining) costs. Understanding how these costs, at the

subsidiary level, vary with the studied antecedents should enhance subsidiary managers’

ability to strategize around their future initiatives and to reflect on how pursuing such

initiatives may affect organizing costs. As a result, they may also gain insights into how

to prevent or minimize such costs. Theoretically, we add to the literature on HQ-

subsidiary relationships in complex MNCs as well as to transaction cost theory, which

has only sporadically looked into what drives ex post organizing costs.

Endnotes
1As such, any MNC is more complex than its otherwise identical but purely domes-

tic twin and is hence highly suitable “laboratories” for examining governance issues

arising from complexity.
2In our further discussion, the attention is on ex post costs—i.e., the costs that

occur after the governance structure has been decided upon.
3Even if it had been possible to calculate the actual costs of bargaining and infor-

mation, induced by HQ, through for example time and hourly wages for involved

personnel, such costs would not reflect the opportunity costs recognized by subsidiary

management regarding the time and effort which would otherwise be put into develop-

ing local opportunities, advancing initiatives, etc. Our study deals with costs, which

from a subsidiary’s perspective also include opportunity costs of a nature that would

not be readily recognized from an HQ’s perspective.
4For confidentiality reasons, the names of the companies are disguised.
5While the firms are very different with regard to size and international experience,

one might argue that it makes little sense to lump them together. However, as the

number of observations is relatively low to start with, and running the regression with-

out BETA did not make any significant difference (see endnote 7 below), we have de-

cided to include both companies in the analysis.
6As a robustness check, we alternatively measured distance as the geographic dis-

tance in kilometers between Oslo and the relevant capital cities.
7In addition to a firm dummy (controlling for a firm effect), regressions using only

data from ALPHA (n = 93) were also conducted. The results remained virtually un-

changed for the reduced sample.
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