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Abstract: With globalisation, there has been an intensification of investments by foreign groups in
sectors strategic to their country of origin, such as some minerals. It is, therefore, crucial for a parent
company to implement specific controls in its management control systems. In these circumstances,
this study aims to determine the degree of control exercised by the parent company over a subsidiary
in cultural and organisational dimensions. In addition, other exogenous factors (entities and external
factors) influence this system. The results obtained showed that the parent company had an influence
on the Management Control System (MCS) of the subsidiary and changed the way control was
exercised there, but was unable to deal with macroeconomic instability, environmental and strategic
uncertainty, and, consequently, the management risk involved in the extractive activity; in this
case, for this subsidiary to operate a seam mine and not be aware of it since it is essentially a
commercial, economic group. In addition to these effects on the organisational dimension and
the cultural dimension, the shareholders were unable to integrate the subsidiary’s organisational
and local culture, which generated some dynamic tension with the expatriate. In addition to the
theoretical framework used, it was confirmed that the Flamholtz model is passive to implement in
industries in general, particularly in the extractive industry. Finally, some final considerations were
made about the management control system, in which the argument is reinforced that there must be
empathy between the local staff and the expatriate, as a representative of the shareholders, in order
for this system to be a vehicle for the effective transfer of knowledge between both parties, as well as
to be supported by open innovation.

Keywords: multinational; subsidiary; strategy; institutional environment; management control system

1. Introduction

Gond, Grubnic, Herzig, and Moon [1] refer that organisations’ sustainability involves
the renewal of organisational strategy and the creation of new management practices,
strengthening the link between management control and strategy since their congruence
(common objectives) directs organisations towards that sustainability. In this context, or-
ganisations must adopt a strategy that emphasises the use of a management control system
(MCS) as a tool for the proper implementation of the strategy, in which competitiveness
is seen as a vehicle of distinct, capable, and valuable resources that are controlled by
the organisation [2,3].
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Logically, the relations between multinationals and their subsidiaries are closely linked
to the phenomenon of globalisation. Organizations have become increasingly geograph-
ically dispersed and involved in business worldwide; in this sense, multinationals are
composed of organisational units located in different countries. This highly dispersed
situation instigates the need for effective business integration (integration of subsidiaries)
and the need to balance integration, independence, coordination, strategy, and control [4,5].
Additionally, Yeh [6] defended the importance of balancing parent companies’ social and
bureaucratic controls when they manage their subsidiaries.

With these changes, managers are currently concerned about controlling their organi-
sations and employees, so control is crucial to achieving the objectives [4]. Control reduces
uncertainty, increases predictability, and ensures that behaviour from different parts of the
organisation is compatible [4]. Through the use of control mechanisms, the interests and
lines of action of the different parts of an organisation are aligned; this alignment can occur
between top management and middle management, between managers and employees,
and between the multinational and its subsidiaries [4].

In other words, MCSs have to underpin the strategy, this being a current area of
research in the scientific community. Thus, to study this research topic, the new institutional
sociology was adopted, which is premised on the use of structures and processes that are
legitimated and standardized, as well as a part of an integrated whole, and approaches the
MCS as a set of management practices and not only as a mode of control per se, and studies
the organizational relationships between the parties involved. The new institutional theory
was developed in the late 1970s based on various system theories open to organisations and
the premise that the environment affected organisational practice [7]. This theory argues
that they assimilated the practices adopted by organisations due to a cultural process
and not only as a formal means to improve their efficiency, according to the same author.
In short, the focus of this theory is on the macro-organisational environment and the
legitimisation strategies of organisations [7].

This article aims to study the impact of the surrounding institutional environment and
strategy on the MCS in a subsidiary operating in Portugal owned by a foreign economic
group. In order to achieve this objective, the following research questions arise:

(i) How does the parent company influence the subsidiary’s MCS (cultural and organi-
zational dimensions)? (Q1)

(ii) What other factors influence the subsidiary’s MCS (external entities, price, risk,
strategy)? (Q2)

2. Literature Review

Organisations are part of an economic and social environment, which has a strong
influence on them because they need to adapt to the external environment’s requirements
to remain competitive. In the past, several leading organisations have seen their positions
decline, as managers have not been able to see beyond, innovate, adapt their resources,
and exploit their experiences. This corporate short-sightedness has led several success-
ful companies to regress due to their “short-sightedness” in adapting to the market [8].
Organisations must take an active role in adapting to their surroundings by drawing on
their resources and skills [9]. The dynamic advantage in turbulent markets is only attain-
able due to organisations’ ability to adapt continuously to changes in their environment,
customer requests, and available technology [10]. The focus of organisational attention is
on rapid adaptation to environmental requirements, and the consequent need to create
and renew resources and reconfigure the range of existing resources [11,12]. Organizations
that develop new products have the impact of a positive resource of the exploratory con-
figuration [13]. Based on dynamic capabilities, organizations are allowed to reconfigure
themselves according to the market. However, due to this need for constant adaptation,
the competitive advantage is not fully attainable because it is continuously renewed [10,14].
It is precisely this capacity that differentiates them from ordinary capacities [15].
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The studies of large Japanese organisations present an image of an organisational
configuration based on a system of cultural control, with assumptions based on human-
resource skills and organisational commitment, which contribute to adopting a global
strategy [16]. In other words, based on the cultural differences between multinationals
and their subsidiaries, there is once again the phenomenon of globalisation, which poses
enormous challenges to management control practices, in which they have to adapt to
the variable location and its inherent dimensions [17]. According to these authors, control
cannot be understood as a mere technique that encompasses procedures and practices,
people inserted in an organisation, and a relationship with national cultures. However,
the culture of each location or country and the company’s organisational culture is also
important; for example, Japanese companies are characterised predominantly by a market
and hierarchy culture [18]. Cross-border procurement represents a strategic investment by
multinationals to overcome globalisation’s competitive pressure and improve its global
market position [19,20]. For Ivarsson and Vahlne [21] acquisitions are the most common
form of foreign investment. In this context, cross-border acquisitions are the only way to
gain a competitive advantage by improving organisational efficiency and effectiveness.
These acquisitions are a common and complementary thread for involving capabilities, i.e.,
the complementarity of the capabilities, skills, and knowledge of multinationals versus sub-
sidiaries; thus, multinationals undertake investment strategies to improve their positioning
in their international operations, since the acquisitions, partial or total, allow them to
exercise control over the subsidiaries in order to achieve their objectives and influence the
management of the subsidiaries using their power, authority, culture, and a wide variety of
bureaucracy as control mechanisms [19].

But acquisitions add value for the acquirer through economies of scale; possible cost
reductions; access to new markets; raw materials; natural, financial, and technological
resources; and intellectual capital [22–24].

Given the importance of the strategy in recent times, several approaches have been
used to explain multinationals’ strategy, including institutional theory, based on the as-
sumption that the strategy must be adapted to the ongoing global and local changes [25].
In the case of multinationals, these authors have argued that strategy is the way to improve
the parent company’s relations with its subsidiaries, allowing the barriers that exist for the
latter to have practical autonomy within them to be overcome [25].

From another perspective, these acquisitions by multinationals also represent
added value for the acquirer through economies of scale; possible cost reductions; ac-
cess to new markets; raw materials; natural, financial, and technological resources; and
intellectual capital [22].

The strategy has been seen as fundamental because it explains why some companies
are successful while others are not; for this, internal and external factors must be consid-
ered [26]. Thus, some studies address multinationals’ strategy in various contexts and their
relationship with the environment [26].

Regarding strategic planning in the mineral industry, the main challenge they face is
how to create sustainable value with their operations, their strategy, taking into account the
inherent constraints and market conditions, which implies long-term strategic planning,
using a set of tools and techniques such as common language, standards, systems and
processes, so that decisions and actions are aligned on a cyclical basis [27].

Based on the rigour’s demand on the management strategy, dynamic capabilities
reveal themselves as fundamental to the adaptation, integration, and reconfiguration of
resources, which will consequently leverage new horizons [12,14,28,29].

Global and national business environments, together with market characteristics,
create the operational context in which scenarios are developed for the application of
planning, allowing the understanding of the business environment in which the company
operates, and also the understanding of the drivers of change; possible scenarios are
developed over the long term, based on global assumptions such as demand, metal prices,
and exchange rates; the same can be defined as one that influences decision-making to use
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resources and capabilities, including social, political, economic, regulatory, tax, cultural,
legal, and technological aspects [27].

Because companies have no control over the external environment, their success
depends on how well they adapt to it A company’s ability to design and adjust its internal
variables to take advantage of the opportunities offered by the external environment,
and its ability to control the threats posed by it, determine its success [27,30]. Beside the
unanimity in the literature, Dyson [31] and Mintzberg [32]; its careful implementation is
the key to the strategy’s success in strategic planning. Despite the recognised importance
of implementation, it is often overlooked, which may reduce the strategy’s success [33–37].

Similarly, the national business environment considers the same factors, but at the na-
tional level, i.e., the country in which the mining activity is carried out, being a requirement
for business effectiveness and, consequently, for its strategic planning [27]. In short, the
reality of the business environment is that it is increasingly complex and dynamic, where
developing an understanding of the uncertainty inherent in the external environment and
translating this into long-term strategic planning is a critical challenge [21]. The physical
characteristics influence the development of an extraction/exploitation strategy, the budget,
and the long-term plan (five-year period), and should also include a contingency plan [22].
Also important are the parameters that long-term planning should include, namely cash
flows; these flows should contain information on forecast revenues, operating costs, capital
costs, production, maintenance, and ore quality (content), and should also consider the
effect of price, exchange rates, and inflation. It should also be noted that many minerals
and metal products are sold mainly through contractual agreements with primary con-
sumers [27]. The ability of a mining company to effectively execute an integrated business
plan depends on the alignment of the activities of all participants in the company’s value
chain, and it is a crucial objective of long-term strategic planning to create this alignment
in a company’s value chain [23–25]. In short, long-term strategic planning in mining re-
quires a flexible approach and that due consideration be given to the variability of market
conditions and legislative requirements [27]. As the strategies defined by organisations are
never static, managers must continuously adjust their strategies in order to anticipate and
incorporate opportunities and threats from the surrounding environment [38,39]. Based on
strategic planning, it is possible to predict and anticipate changes in the environment and
contingent movements by competitors [40].

It is also no surprise that environmental uncertainty has been established as a critical
issue in strategic management literature, as the competitive landscape has changed in
recent years, faster than ever [41]. Globalisation, the rapid pace of technological develop-
ment, the codification of knowledge, the Internet, the talent and mobility of employees,
the increase in technology transfer rates, the continuous emergence of new rules, and
the precise and rapid innovation of products and business models are factors that have
contributed to the increased turbulence in the industry and, thus, the increased global
level of uncertainty faced by decision-makers [42]. Recently, Haque [43] considered that
the parent company’s institutional environment (country of origin) is vital in adopting
environmental management standards by its subsidiaries.

Environmental uncertainty increases managers’ difficulty in understanding significant
changes and how they will affect their organization [41]. This arises when managers do not
have accurate information about the organizations, activities, and events in their external
environment; that is when they do not feel confident that they can anticipate what the
significant changes are or will be [44].

Environmental uncertainty is widely researched; for instance, Kawai e Strange [45]
researched control mechanisms associated with multinationals’ autonomy and performance
and their subsidiaries.

Milliken [46] explored the different types of uncertainty that strategic decision-makers
can face since uncertainties can be different. He distinguished them into three specific
types: the first is uncertainty about the State (when the manager does not feel able to under-
stand or perceive how a factor in the external environment will evolve); the second is the
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inability of managers to predict the impact of external changes on the organisation (effect of
uncertainty); the third is uncertainty associated with attempts to understand what response
options are available in the organisation and their value as such (response uncertainty).
Also, Dabic et al. [25] studied the impact of multinationals’ external environment, based on
institutional theory. Similarly, Aguilera et al. [47] study institutional distance is also based
on institutional theory.

Multinational companies often rely on regulatory institutions [25]. However, it has
been found that companies facing a spiral of regulatory legislation at various levels can
transfer their activities to a host country with less regulation [48] given the phenomenon
of business globalisation, which allows them to operate in several countries. Thus, the
institutional environment cannot be considered an independent factor for multinationals
in defining and implementing their strategies [25], with institutional theory playing a
predominant role in explaining this challenge [49].

Management risk has also taken on importance in organisations. It links with account-
ing and management control systems related to recent global events (e.g., the euro area
crisis). In this context, tighter legislation has emerged worldwide (e.g., COSO—Committee
of Sponsoring Organizations of the Treadway Commission) and a growing interest in
corporate governance. This emphasis on risk implies changes in management control
practices, assuming that the greater the risk, the greater the degree of control, resulting
from the cyber control model [50].

As part of the management risk, one can also speak of the risk inherent in exchange-
rate fluctuations to which multinationals/subsidiaries are subject, due to geographical
dispersion. Exchange-rate fluctuations can influence a multinational and its subsidiaries’
financial performance due to the law of supply and demand, different interest rates, and
inflation [51]. Generally, there are three types of foreign exchange exposures, which are:
translation exposure (when exchange rate fluctuations affect the subsidiaries’ financial
statements when translated into the multinational’s home currency); transaction exposure
(related to cross-border transactions, in which transactions are entered into at a given time
but are settled only at a future time); and economic/operational exposure (changes in the
real exchange rate) [51].

Among the various models of management control [51–56], the theoretical framework
shown below was adopted (Figure 1)
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As described in the previous paragraphs and in line with the research questions de-
fined in the Introduction, we intended to analyse the management control system of the
case study (a subsidiary of a Japanese multinational) based on the model of Flamholtz,
Das, and Angeles [59]; Flamholtz [57,58], with the necessary adaptations to the intended
objective, studied the management control system based on an organisational, cultural,
behavioural, and external perspective, introducing the cultural factor with the dimensions
already mentioned, but also the hierarchical culture defined by Cameron and Quinn [60],
which is characterised by authority, rules and procedures, discipline, and little openness
to change. It should be noted that these perspectives fit into the defined theoretical frame-
work. These authors defined control as a set of attempts by the organisation to increase
the likelihood that people will behave in a certain way to achieve organisational goals.
Structure and culture are factors that have a direct influence on control. They are considered
contextual controls. This model emphasises the human resources within the organisation
at an individual and group level. They pointed out that this model should be used as a
lens to understand, design, and evaluate a management control system, which includes
several subsystems.

The central control system (the operation of which is based on the cyber approach) in-
cludes planning, operationalizing, measuring, receiving feedback, evaluating, and reward-
ing to enable the organisation to achieve its objectives and goals. However, Flamholtz [58]
differentiated between goals and objectives, i.e., more quantitative intentions and ob-
jectives are more general intentions. Flamholtz et al. [59] concluded that there are four
processes/techniques/mechanisms of control—central control mechanisms—which are
planning, measurement, feedback, and evaluation/rewarding, which influence the be-
haviour of human resources in the organisation (individual and group), and which will
bring the individual objectives of these resources in line with those of the organisation.

According to these authors, it is first necessary to define the organisational goals and
objectives as inputs to the process; the measurement of results is the output/feedback
that indicates how the organisation/business unit is achieving the strategic, operational,
and financial goals defined; the evaluation/rewarding, which also includes feedback, is
intended to motivate the behaviours of the members of the organisation/business unit
to be in tune/congruent with all business units of the organisation as a whole [59]. In
short, the central control system works cybernetically, with five pillars: planning, operation,
measurement, feedback, and evaluation [38–40]. The organisational structure is composed
of rules and their interpellation, differentiation, and integration. Organisations use various
mechanisms such as personal supervision, the definition of procedures, job descriptions,
budgets, and performance systems to facilitate people’s behaviour, as mentioned above [61].

The level of centralisation/decentralisation, specialisation, vertical/horizontal inte-
gration, and confidence in the procedures defined to solve the problems are fundamental
factors for the management control system’s success in organisations. However, the or-
ganisational structure is static compared to the central control system. It is understood as
a strategy to respond to market demands, technological evolution and the surrounding
external environment [62], i.e., the choice of this structure is a corporate strategy focused
on adapting the organisation to the mutations/requirements of its environment [57].

Organisational culture includes sharing values, beliefs, and social norms, which
influence individual thinking and behaviour within the organisation. Flamholtz [57,58]
pointed out that this is the starting subsystem for designing an organisational management
control system. This statement is justified in that management control has to be compatible
or have affinities with culture, since the latter’s dimensions influence individuals’ behaviour
and have implications for the definition of the other subsystems of the control system. Not
least, Flamholtz et al. [59] understood that control through culture is a form of social control,
which can have an impact when knowledge of processes and performance measurement
is weak; the external environment surrounding the organisation, as a contextual factor,
includes new working values (increased interest in participating in decision-making), levels
of professionalism, and increasing demands from clients/consumers.
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This model recognises the existence of contextual variables/factors that influence the
good functioning of control systems, and although it is based on the cybernetic approach,
it views organisations as an open system. It emphasises the cultural and behavioural fac-
tors [59]. This conceptual model’s objective is to demonstrate that the management control
system plays a fundamental role in the strategic management of a business, whether large
or medium-sized. The management control system is vital for an organisation, involving
all its members and influencing its strategy. The higher this involvement (individual and
organisational), the more effective it will be. This system is also closely related to the
alignment of the objectives and motivations of organisations and their employees, namely
their vision, mission, and strategy, in order to achieve success and maximize business.
The management control system encompasses two general and crucial characteristics: to
function as a system that provides and facilitates information for the entire organisation
and helps the decision-making process; and to seek to maximise profitability and act syner-
gistically. These characteristics can generate conflicts between the employees’ objectives
and those of the organization (dynamic tension).

In short, the conceptual model defined is based fundamentally on the following lessons:
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Organisational environment (Q2): level related to external factors that directly or
indirectly influence the organisation’s strategy and with consequences at other levels.

Additionally, these levels of control were studied by other authors, who investigated
variables such as expatriation [19,61–64], strategy [47,65–70], autonomy [71–74], and cul-
ture [21,75], among other variables.

3. Methodology

In order to obtain evidence for the proposed research aim; namely, to get information
related to the impact of the surrounding institutional environment and strategy on the
MCS in a subsidiary operating in Portugal owned by a foreign economic group, the case
study method was adopted, as described in the following paragraphs.

The qualitative approach (case study), common in social science and based on an
in-depth investigation of a single individual, group, or event [76], was chosen to obtain
empirical evidence; this method was mentioned by Langfield-Smith [77] as a relevant re-
search approach in the management control study. This argument is supported by Piekkari
and Welch [78], who argued that this approach allows for the study of all the surrounding
contexts of organizations. The case under study intends to study the institutional con-
text (external entities), the strategy, and the uncertainties (strategic and environmental)
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associated with managing risk and its sustainability in the MCS, i.e., various surrounding
contexts, as mentioned by the authors.

On the other hand, in order to provide this case study with the credibility that this
approach has implied, the methodological steps defined by Yin [76] and the topics listed
by Dube e Parê [79] have been followed, as shown in Table 1.

Table 1. Analysis of qualitative data.

Stages
Yin [76]

Stages
Dube e Parê [79]

Case-study design

Description of case and proceedings

Fieldwork notes

Grouping of information and verification of its
degree of reliability (by category)

Preparation for the information collection Data visualization (tables)

Collection of evidence Empirical tests (interviews, among others)

Analysis of the evidence
Construction of the explanation

Pattern search (data triangulation)

Writing the case study Comparison with the revised literature

In this case, in the case-study design, after the literature review, it was defined whether
the variables to be studied and the research proposals were framed in the analysis model
chosen and the respective proxies’ definition.

In preparation for collecting information, it was necessary to select the people to be
interviewed and, posterior, to send the cover letter and the case study protocol (based on the
data already collected). The collection and analysis of evidence began with the interviews
and on-site observation, obtaining various documents, consulting webpages, and drawing
up a final database. The case study was characterized based on the evidence collected
and analysed, and the results obtained were presented and discussed, by comparison
with the literature review carried out. Under these circumstances, the case study design is
shown in Figure 2.

Although this is a unique case study, the analysis units are multiple, i.e., the subsidiary
and the local staff’s position and the permanent expatriate on the subject to be studied and
the external entities. There are several constructs subject to analysis, as shown in Figure 2.

The case-study protocol presented here is shown in Table 2.
Thus, based on the interview script prepared, the three local administrators, one

expatriate administrator, five local directors, and one person in charge, whose experience
in the subsidiary was significant, were interviewed. These interviews lasted an average of
one hour and thirty minutes. They were written by the interviewer and, at a later stage,
sent via e-mail for final validation by the interviewees.

Table 3 presents some characteristics of the Portuguese extractive industry, with the
data for 2014 being the most recent information available from regulatory authorities.
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Table 2. Case-study protocol.

A. Introduction

1. Justification of the subject
2. Theoretical framework
3. Research issues

B. Literature review
C. Methodology

D. Data-collection procedures

1. Searching for and obtaining the necessary legislation and other internal company documents (decrees of law,
organisational charts, control questionnaires for the parent company, reporting and rendering of accounts, other
documents issued by the administration and the parent company, miscellaneous artefacts), as well as reading the official
website of the parent company

2. Search for interview requests

(a) Identification of the contact in the company to obtain authorisation to conduct the study
(b) Identification of respondents (role, experience, and information to be requested)
(c) Cover letter (includes interview schedule) and interview protocol
(d) Transcription of interviews

E. Case study design

1. Definition of the analysis model
2. Definition of the qualitative indicators applied to the model
3. Definition of the variables to be studied and their measurement

F. Interview guide
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Table 3. Characterization of the extractive industry in Portugal.

Extractive Industry Sector No. of
Companies

No. of
Collaborators

Production
(Tonnes)

Production
(EUR Million)

Metallic minerals 5 2.891 473.926 411.694

Minerals for construction 637 4.987 45,335.088 309.496

Non-metallic industrial minerals 121 739 5067.862 46.309

Mineral and spring waters 69 1.963 1129.862 171.371

Total 832 10.580 52,006.738 938.870
Source: Adapted from [80].

The extractive industry in Portugal is also considered strategic. It is usually located in
inland regions of the country, and its activities generate wealth and create jobs locally and
contribute to regional economic and social development [80,81].

Turning now to the sectoral context in which the subsidiary under analysis is included,
and the case study’s description, all relevant information is presented in Table 4.

Table 4. Sectoral context and description of the case study.

The sectoral context in Portugal of
the extractive industry

Although Portugal’s territorial dimension is small, it has very diverse and complex geology
and is very rich in essential mineral resources. This potential, combined with the EU’s
dependence on certain mineral raw materials, is an opportunity, through the development
of the extractive industry, to help improve the endogenous national resources, and
contribute to the development of the national economy through the services involved,
distribution and sale of products, job creation, and export growth [80].

Description of the parent company

The parent company is involved in a wide range of different businesses and has excellent
economic and institutional power in its home country. It also has an MCS defined for all its
subsidiaries, including an expatriate as an essential control mechanism (interviews with
local administrators and expatriate administrators). It was also found that it had a defined
medium/long term strategy and a risk-management policy.

Description of the subsidiary

The subsidiary under analysis has a secular history in Portugal, whose sale of its final
product (ore concentrate) between 2007 and 2015 resulted in around EUR 160,000 million of
exports, which corresponds to approximately 1,800 tons of production. The subsidiary
employed around 270 employees in 2015 (annual public accounts). On the other hand, its
MCS has been adapted to what was required by the parent company, within what was
possible in concrete terms.

Source: Own elaboration.

The mission of the subsidiary under review, according to a formal communication
to the employees of Director X, is the following: “We are a mining company focused on
the discovery, extraction, and concentration of minerals, dedicated to transforming these
natural resources into wealth and Sustainable Development, committed to maximizing
value for our shareholders, customers, and all stakeholders, creating local opportunities
that sustain the progress of the local economy, increasing the safety, health, well-being
and environmental and social awareness of our employees.” Regarding the company’s
vision, he explained that, “Our Vision is to continue to be a Company in the Extractive
Mineral Resources Industry, highly respected in the country and leader in the production
of wolfram concentrate in Portugal.” Regarding its strategy, administrators X and Y argued,
“Our strategy is to operate at low cost the mine that has a vast potential to increase life time,
using the most modern and appropriate skills and technologies available, adopting modern
production and business management techniques and selling the products produced to
a diversified market. We are focused on increasing our reserves and mineral resources
to maintain a long life of this asset of ours, continue to create and distribute value to
our shareholders and the local community, and continue to satisfy our customers’ needs.
Our products are necessary raw materials to sustain today’s international growth and the
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growth that will occur over a long period from now on. We believe that, in the long term,
increasing industrialisation will continue to drive demand for the metals we produce”.

Regarding external entities and external factors, their description is reported in Table 5.

Table 5. External entities and external factors.

Directorate-General for Energy and Geology
(DGEG)

The objectives of this entity are several in the extractive industry, among which the
development of policies and measures for the prospecting, exploitation, protection,
and enhancement of geological resources and the respective business and
contractual context stand out; to monitor their implementation; to carry out
monitoring actions in the fields of energy and geological resources, following the
legislation applicable to the respective sectors.
In general, the extractive industry is not viewed with great sympathy by many
Portuguese, since most of them believe that their activity brings discomfort to the
vicinity populations and causes negative impacts to the environment where they
are located.
However, mining activity is characterised by the production of non-renewable raw
materials, which are essential for guaranteeing the populations’ economic
development and quality of life and are of significant strategic importance to any
country’s economy.
Geological resources exist where nature has placed them and not where one wants
them to be, so their use cannot be “blindly” conditioned by the supposedly
immutable restrictions of spatial planning instruments. Their exploitation leads to
regional development with clear added value in the regions and the country’s
economic and social pillars and country in which they are located.
To better understand this sector’s legislative framework, it is important to clarify
that there are geological resources in the domain of the State, many of which have
a strategic character on a global scale, such as oil and metal ores. The exploitation
of geological resources in the public domain requires a concession contract with
the State (DL nº 88/90 of 16 March). It aims at their rational technical/economic
use and valorisation following technical/scientific knowledge and the national
economy’s interests.
The subsidiary studied is covered by this decree of law, complemented by DL nº 54
of 2015. In accordance with Article 27 of Decree-Law No. 88/90, mineral deposit
exploitation work must be carried out in accordance with a Mine Plan previously
approved by the DGEG, which must include four components: a Mining Plan; a
Health and Safety Plan; an Environmental and Landscape Recovery Plan; and a
Waste Management Plan The exploitation report, the work programme, and the
statistical bulletin must also be submitted to them within the stipulated deadlines.

Portuguese Environment Agency (APA)

The APA’s mission is to propose, develop, and monitor integrated and
participatory management of environmental and sustainable development policies,
in conjunction with other sectoral policies and in collaboration with public and
private entities competing for the same purpose, with a view towards a high level
of protection and enhancement of the environment and the provision of
high-quality services to citizens.
In general, it aims to contribute to Portugal’s sustainable development, based on
high standards of protection and enhancement of environmental systems and
integrated approaches to public policies.

Mining Workers’ Union (STIM)

STIM is a trade union association made up of affiliated workers who work in the
metal and energy mining industries throughout the country.
STIM represents a condition for this subsidiary for several reasons. The first is
related to negotiating the annual demand notebook, which is time-consuming and
difficult (resorting several times to strikes), always culminating in wage increases
higher than inflation in the last ten years. The second concerns the changes,
whatever they may be, to working hours (e.g., concentrated hours, bank of hours)
that are always fiercely opposed by the STIM. The third has to do with the fact that
the STIM is very much involved in occupational health and safety issues, almost
always using the ACT to implement its claims. In short, it creates many difficulties
at the labour level.
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Table 5. Cont.

Price of exploited ore
and management risk

The parent company develops several businesses, with the inherent geographical
dispersion, which is associated with the nature of its activities and leads it to
various risks. In this context, it defines and categorizes risks and manages them
according to each risk’s nature.
These risks are divided into quantifiable risks (e.g., market, investment) and
non-quantifiable risks (e.g., legal, environmental), with executive directors to plan
and manage each type of risk associated with each subsidiary.
As a risk factor and/or strategic uncertainty, we have the ore price and the
exchange rate risk in this subsidiary. The price of ores fluctuates with the needs of
the markets, as they have to be economically self-sustaining, i.e., when demand
increases, the price rises in line with the global economy. The price is formed
according to the information given by buyers and sellers of APT
(APT—ammonium paratungstate—how most tungsten is traded internationally)
to the Metal Bulletin (www.metalbulletin.com). This is not an official quotation,
i.e., it is not considered a stock exchange quotation, so APT is not tradable on the
commodity exchange. Thus, the subsidiary is subject to commodity risk
(quantifiable risk), which is related to the probability of financial losses resulting
from commodity price fluctuations, in this case, tungsten, but also to exchange risk
(quantifiable risk), which is related to the probability of financial losses resulting
from exchange rate fluctuations in its transactions. In short, the subsidiary is
surrounded by the risk of strategic position (strategic uncertainty), as a result of
fluctuations in prices and exchange rates, which is reflected in its cashflows and,
inherently, in its results, and with an effect on the definition of the strategy for it by
the group.

Source: Own elaboration.

It is important to note that the subsidiary under review is a lode mine, where wolfram
(a source of tungsten) is the main ore extracted. Mining is carried out using chambers
and pillars. The mine is vertically divided into four structural levels; for each level, a grid
of base galleries, five metres wide, is defined; at the points of intersection (between the
dismounts and the levels), chimneys are opened for the vertical transportation of the ore.
Exploration begins with the construction of spiral ramps or exploration galleries to gain
access to the rows identified in the boreholes; then the pillars are constructed so as to
allow a theoretical recovery of eighty-four per cent of the row; then the detonations are
carried out at the identified locations, whose stone is then loaded into the chimneys to
the central belt, which transports the earth to the launderette, where the final concentrate
is produced and evaluated. Given the rarity of this typology of mines, they cannot be
compared to the many open-cast mines or in mass (the minerals are not concentrated in
the lode) (administrators X and Y).

4. Results

In response to research question 1 (Q1), Director Z said, “Beralt’s organisational culture
is different from the motherhouse because the cultural influences are very different; the
Japanese like everything to go according to plan, not liking last-minute changes or surprises,
now as we know, the Portuguese are no longer like that! Thus, the local organisational
culture is based on Portuguese culture and mainly on the subsidiary’s historical culture.
This cultural constraint also implies in itself that the control of results is tighter.”

Director B considers that the subsidiary’s existing organisational culture has not
undergone any change in relation to the culture of the country of origin of the parent
company and inherent to the shareholder and that if there are disparities in this regard, he
always tries to overcome them. However, he believes that the shareholder’s lack of mining
tradition has more impact on the local organisational culture than his country’s culture.

The organisational culture related to the way in which mining was carried out until
2007 has changed in the light of the parent company’s guidelines; however, this has had no
influence on the organisational culture intrinsic to the subsidiary (Director X).
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Finally, Director T understands that the subsidiary’s organisational culture is closely
linked to the local community/culture, because “The mine and the company’s industrial
area are located within the locality where the operations are carried out. In other words,
the locality, namely its well-known mining district, was built to house the miners who then
worked in the company,” giving some particular examples. This sums up this variable as
something sui generis, i.e., “That is a family,” and, from a personal point of view, “One of
my concerns is to clearly understand what organisational culture has a company where I am
and what the different administrations and/or directors to whom I have reported/report
expect from my person or the department I run. This is fundamental” and always seeks to
be aligned with the organisational objectives set by the shareholder. The shareholder and,
logically, the permanent expatriate, do not adapt to the subsidiary and local culture, and
their management style has not been modelled according to their specific characteristics,
which does not corroborate the conclusions of Giraud et al. [17] and Icfai [54]. According
to the latter authors, control was exercised only as a technique, not taking into account
the subsidiary’s culture, and based their system on the cultural controls of the Jaeger and
Baliga [16]. Giraud et al. [17] also studied the culture of managers and its influence on
control, in which the parent company must understand the culture of the host countries,
and this is not the case in this study. From another perspective, local culture does not
directly influence the subsidiary’s staff and is null and void on the shareholder.

As explained in Table 5 (Q2), price and exchange rate risk are external factors that
directly influence and condition the subsidiary’s strategy and performance. The influence
of these factors is recalled by Smith [19], although in this case, the price had a more
significant impact than exchange rate fluctuations.

In the subsidiary under analysis, the price has a high weight, as the Expatriate Ad-
ministrator states when arguing that the “quotation directly impacts the result/sales. We
have experienced these years fluctuations in price, which have implied sales decreases of
50% for the same quantity produced.” More explicitly, Administrator X states that “These
parameters he mentions are the greatest concern of the company and my function. The
fluctuations in the market price and the exchange rate between the US dollar and the euro
condition the stability of the activity and strategic decisions of the parent company and the
company,” in which these fluctuations have an impact, in the short term, on the cashflow
of the subsidiary, leading to further requests for clarification by the parent company, since
it had to finance the subsidiary in recent years in order for it to remain in business. A
long-term analysis involved more in-depth management work between the subsidiary and
the parent company. All possible scenarios were analyzed, including the mine’s closure
and sale, the latter having been the decision taken. In short, Administrator Y illustrates
the weight of this variable, saying that, “In short, it affects!”; and “The fact that the share-
holder did not control the price and had to sell below cost price in order to fulfil their
local/government commitments, led to the strategic decision to sell the subsidiary, but it
took years to make this decision, which came to a head as soon as the price fell and the
subsidiary had to be financed by them.”

Since this variable has a significant effect on the subsidiary’s financial statements,
Director Z assumes that it can have both negative and positive effects over which the
subsidiary has no influence, since the price set by two speciality magazines, in which
China’s overproduction has had a significant weight (the world’s largest producer), has
suffered negative oscillations; however, with these oscillations, Director Z argued that “
. . . this situation has a great impact on results, forcing the parent company to finance the
operations over the last five years. This situation (among others of lesser impact), very
contrary to the initial expectations of the shareholders, who expected in the short term to
draw good dividends for the liquidation of the loan they requested to acquire us, led them
to put the subsidiary up for sale in mid-2014.”

In short, price is an external macroeconomic factor that directly affects the subsidiary’s
financial performance and stability and strategic decisions. In recent times, the price of
wolfram has suffered sharp declines, which has led the parent company to conduct a
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rigorous market analysis in order to make decisions regarding the future of the subsidiary,
since its activity is continuously being financed by them, and since the cost price is higher
than the selling price, which has led to adjustments in production and an inherent decrease
in sales and, consequently, high losses. Thus, the subsidiary is no longer a strategic
investment for the shareholders, which led to it being sold at the end of December 2015.
This means that a quick and dynamic adaptation to the surrounding environment and
uncertainty is necessary [9,12].

Thus, it can be argued that the parent company faced a problematic price change for
eight years, which generated enormous environmental uncertainty [41,42] generated by
market volatility and turbulence, making it difficult for managers to foresee the scenarios
their companies will face. Duncan [44] said that this was inherent to managers precisely
because of the constant and rapid change in their organisations’ external environment.
Another author [46] defined the types of uncertainty experienced by managers applied
to this case study. Thus, the local managers of this subsidiary face uncertainty about the
State (they cannot predict the evolution of the price), the effect of uncertainty (they do not
know how long it will take), and the uncertainty of the response (they do not see, in the
short term, the responses that the parent company may have to face this uncertainty), as
explained by Milliken [46].

Regarding the exchange rate risk, “The parent company is a foreign company, so it
pays attention to the variation in its country’s currency. In this sense, we pay attention
to the variations in the exchange rate of the dollar, the euro and the yen, which has an
impact on the subsidiary’s accounts,” according to the Expatriate Administrator. Since the
ore sales are made in US dollars, this risk was mitigated. “At the beginning of the budget
preparation, the parent company informs us of the exchange rate that we should consider
for the following year. If the exchange rate evolution is unfavourable to us, the exchange of
US dollars for euros is made on a spot basis or in the concise term (maximum seven days).
If the exchange rate falls below the reference rate (i.e., favourable), the subsidiary should
negotiate one or more forward contracts with the banks up to the limit authorised by them.
The amount to be negotiated must correspond to 60% of the estimated sales (for the next
quarter or semester) in order to be able to accommodate eventual decreases in the wolfram
price,” according to Director Z.

Exchange-rate fluctuations are also an external macroeconomic factor influencing the
company’s financial performance and strategy. They directly affect the subsidiary and
the parent company. To minimize these fluctuations, financial instruments such as spot
or forward contracts are used, based on the parent company’s exchange rate fixed in the
annual budget. This confirms the foreign-exchange risk inherent in the transactions carried
out by the subsidiary, specifically the transaction risk [50].

Although there is a risk-management policy in place at the parent company (Table 5),
this was not sufficient to control/respond to/avoid the risk inherent in constant price
fluctuations, which implied constant changes in strategy for the subsidiary, culminating
in its sale, anticipated by more significant and more demanding control [50]. Concerning
exchange-rate risk, this was minimised employing market financial instruments.

Table 5 also describes the competencies of external entities involved in this activity
that cause some discomfort and difficulties in pursuing some of the goals and purposes
defined for the subsidiary and, to some extent, impacting its strategy. At the national level,
this institutional and/or business environment generates some environmental uncertainty,
as several authors have mentioned [25,27,41,44,82,83].

First of all, “The parent company pays much attention to its responsibilities concerning
legislation, such as taxes, environment, labour, safety and mine closure. This has been the
most common trend so far that the parent company has decided to reduce investment,”
stresses the Expatriate Administrator. This statement is reinforced by Administrator X
and Administrator Y, who conclude that the parent company has “ . . . very much in mind
. . . ” the sector’s regulatory bodies and Portuguese legislation, and wants to be informed
about all the matters and steps taken with them, although it does not get involved or
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participate in the meetings. In general, Administrator Y assumes that “These entities do
not command, but create problems. The union is contagious to the local community with
the encouragement of strikes, affecting its image. The DGEG has created problems at the
environmental permit level, a matter which is being resolved by the head administrator.
“It is silent on the standard report to be sent—standard report for mineral resources and
mineral reserves—so there is no uniformity in the reports made by the different mining
projects at the national level.”

Furthermore, this entity does not have a qualified and internationally recognized
personnel for this monitoring type. On the other hand, according to its functions, this
entity understands that it carries out “ . . . inspection actions . . . ” with the objective
of “ . . . verification of the various legal requirements, technical support whenever re-
quested, and monitoring of the activities developed in the mining concession.” The parent
company’s culture did not influence the performance of its functions, as they always
implemented according to its recommendations.

The APA is another external entity with institutional relations with the subsidiary
concerning environmental issues. It has already been perceived that it has exerted pressure
to solve existing problems in this area.

The union also exerts some external pressure through the workers, reflected in the
human resources policy, by always presenting “ . . . a demand notebook for the following
year . . . ” and by making various expositions to the authority for working conditions
regarding issues denounced by the workers, according to the Responsible B. According to
this officer, the trade union puts pressure on the subsidiary because the problems are solved
when they arise, that is, it is necessary to “ . . . implement a preventive problem-solving
policy . . . ,” and also gave as an example its strong contestation when the Code of Ethics
and Conduct was disclosed, because the workers had to sign a declaration.

In short, the parent company’s relationship with external entities is clear-sighted in
the following expression by Director B: “I think that they do not have a proactive attitude
to the situation to avoid external and internal conflicts. As for the regulatory entities, the
shareholders only have contact with them since they put the subsidiary up for sale because
this is a concession and they had a strategic interest in getting the agreement for sale.”

By analysing all the interviews together, we can conclude that external entities and
their legislation are important to the parent company. However, it is not involved in contacts
with them, requiring it to be adequately and timely informed through all negotiations
and agreements made with them through the expatriate. Specifically, DGEG and the APA
have created difficulties in obtaining the environmental permit, and STIM damages the
company’s image and contagions employees and the local community. Given the lack of
Portuguese legislation for the determination of reserves and mineral resources, the parent
company feels free to pressure the subsidiary to present to the DGEG the figures considered
convenient by them, which is possible due to the absence of regulations and qualified
personnel to give an opinion on this determination.

The external entities mentioned are exerting some pressure on the subsidiary. For
example, depending on the APA to obtain the environmental permit, the DGEG has a
less predominant role regarding the operating permit, and the trade union exerts pressure
on the attitude of workers towards decisions taken and media communications. Thus, it
is clear that these are part of the subsidiary’s institutional environment [25]. However,
through its expatriate, the group did not know how to deal with these pressures and
preferred to delegate these institutional relations to the local frameworks.

It is crucial to consider the role of external entities in the mining industry’s strategy,
which, to some extent, has not been adequately considered by the group [27]. The com-
pany’s headquarters did not pay adequate attention to its external environment, which
was reflected in its autonomy and performance [81].

Ultimately, we have the strategy of the subsidiary. Smith [19] argued that an ore
mining company’s strategy is based on its resources and mineral reserves in the medium
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and long term, so the subsidiary strategy should also be based on this and thus contribute
to value creation.

In this case, Administrator Y understands that “The group’s overall strategy has
always been, and continues to be, to place this ore in its country of origin, since it had
commitments to the government, as such, always financed the companies activity at the
most critical moments. Thus, the sales strategy involves selling all products to customers
in that country regardless of price, based on the official quotation. Hence the need for
financing has worsened since the official quotation for this ore has suffered significant falls
in recent times, which has not been compensated by the increase in production due to the
low content (improvements in content).” This opinion was also shared by Director X.

More directly, the Expatriate Administrator states that “ . . . there is no defined strategy
for the subsidiary . . . ,” although the parent company has long-term strategic planning,
which included the acquisition of this subsidiary. At present, its objective is to recover this
direct investment as soon as possible. It also points out that the MCS in the subsidiary does
not minimize the strategic uncertainty associated with its activity, but makes no comment
on the fact that the cultural differences between the country of origin and the host country
and its relations with China influence the strategic vagueness experienced by the subsidiary
for eight years, having only said that China is the largest producer of this minerals. For
administrators X and Y, China’s expansion has contributed to raising commodity prices
and causing some intense fluctuation in international markets, which causes economic
instability for companies that exploit these resources.

In this context, the strategic planning for the subsidiary is only short-term, according
to Administrator X, who explains that this is linked “ . . . to the quantities of ore that
the market can absorb at each moment . . . ,” where this market is unstable due to the
“ . . . quantities produced in China’s everyday operations.”

It should be noted that we are discussing a subsidiary 100% owned by a Japanese
multinational that considered it, at the time of that acquisition, a strategic investment,
given its final product and given the relations of the country of origin with China (the
largest producer of this ore), to gain a competitive advantage [22].

The strategic planning of the extractive industry is directly related to its production
capacity concerning the estimated mineral resources and reserves at each moment, always
bearing in mind that it is a lode mine, as explained by Administrator Y. Thus, this planning
begins with the calculation of this estimate, for which there is no standardized and legis-
lated method, so Director W understands that “There is great influence from the parent
company . . . ,” which implies that “ . . . the parent company controls the information
disclosed and prevents by confidentiality safeguards the disclosure of these results . . . ”; as
to the management risk or uncertainty involved in these estimates, this director considers
that this is inherent in the very definition of mineral resources and reserves, however,
“ . . . there are no capable regulatory authorities—he will always use the one that suits him
best . . . ,” referring to the parent company.

Another parameter that contributes to the definition of the strategy and its planning
is the ore content, as well as the control of avoidable losses from extraction, so several
strategic and operational controls have been implemented (e.g., the pint, the cutting height,
the handles), as mentioned by Director T.

In this type of industry, research and development activity is crucial (ground surveys)
and has an impact on the strategy to be defined, but, “The existing research is the strictly
necessary one because the parent company does not invest in this fundamental area
for mining activity,” according to Director B, because the degree of risk and strategic
uncertainty is high, the costs are also high. The return is not immediate, so it is essential to
have financial resources available, as Director T explained.

Director Z explained that “After the acquisition of the subsidiary by the group, an
attempt was made to implement five-year strategic planning by drawing up an investment
plan in fixed assets (including mining equipment), a drill plan both inside and outside
the concession area to find patches that would be economically viable (either inside the
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mine or outside the mine—in this case, that would allow for the possibility of opening a
new mine) accompanied by the preparation of five-year financial demos. This was only an
attempt because of the unfavourable price and exchange rate developments, which forced
the subsidiary to define annual plans only.” He assumes that this reflects how the parent
company exercises control and executes the MCS, since “The parent company has a great
influence on the MCS of the subsidiary, not only because of the presence of the expatriate(s)
but essentially because of the almost daily demand for answers to practical questions or the
sending of questionnaires on the most diverse areas (internal control, taxation, information
systems) and that its monitoring is constant.”

All this strategic uncertainty was reflected in the subsidiary’s financial performance,
notably by increasing group loans and the results. The subsidiary’s financial situation was
also illustrated in several journalistic articles in 2015.

So, it can be considered that:
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related to the impact of the surrounding institutional environment and strategy on the 
MCS in a subsidiary operating in Portugal owned by a foreign economic group, the case 
study method was adopted, as described in the following paragraphs. 

The parent company’s strategy is defined as it buys all the former’s production because
its final product is a strategic mineral for it. However, strategic production planning
and resource allocation is the subsidiary’s responsibility since the parent company
is unaware of lode mines, but always lacks the parent company’s final approval.
Even then, it is always being altered by instructions from the shareholders. Strategic
planning is always short-term because it is always associated with the market’s
absorption with unstable characteristics originated by the informal productions in
China and variations in the mineral price and mineral content. In its strategic decisions
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strategic uncertainty may be related to the culture of the country of origin.
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related to the impact of the surrounding institutional environment and strategy on the 
MCS in a subsidiary operating in Portugal owned by a foreign economic group, the case 
study method was adopted, as described in the following paragraphs. 

The strategic planning of the subsidiary is determined by the discharge of the mineral
resources and reserves of the mine, over which the parent company has a direct
influence, since there is no Portuguese legislation on the determination of such, leading
to the results presented being controlled by it and determined by economic interests,
and not corresponding to reality. This manipulation of the estimated mineral resources
and reserves involves high risk and alters the strategies to be defined. There are also
no strategic and operational controls on the determination of such resources and
reserves, due to the lack of financial means, which implies that the uncertainty of the
information is high and the risk assumed by the parent company is excellent, leading
to the credibility of that information being questioned. Also important is the research
and development activity, whose investment by the parent company has fallen far
short of the subsidiary’s expectations and needs, influencing the strategy defined.
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3. Methodology 
In order to obtain evidence for the proposed research aim; namely, to get information 

related to the impact of the surrounding institutional environment and strategy on the 
MCS in a subsidiary operating in Portugal owned by a foreign economic group, the case 
study method was adopted, as described in the following paragraphs. 

Another essential factor for the strategy is the maximisation of production, and its
content, so strategic and operational controls are relevant to the absence of avoid-
able losses. These controls are technical, and management controls are inherent to a
seam mine.
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related to the impact of the surrounding institutional environment and strategy on the 
MCS in a subsidiary operating in Portugal owned by a foreign economic group, the case 
study method was adopted, as described in the following paragraphs. 

Regarding the influence of the MCS strategy, the parent company tried to implement
long-term strategic planning. However, variations in ore prices and exchange rates
did not provide the subsidiary with the necessary liquidity to make it viable. Thus,
the subsidiary operated from 2008 to 2015 with annual strategic plans. This implemen-
tation would require the MCS’s outputs to be adapted in terms of information and
maturity changes.

As implied by the previous presentation, the relations between the subsidiary and the
parent company concerning the strategy were fragile and did not allow cultural barriers to
be overcome [25]. This subsidiary’s case study showed a high degree of strategic uncertainty,
implying that the shareholder makes choices at various levels [3]. Of course, this choice
influences the MCS understood as supporting them and dynamic [3].
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Smith [19] also admitted that the mining industry strategy is linked to the MCS, this
also being the opinion of Director Z. Of the strategic control mechanisms implemented,
that of the ore content, to which this subsidiary pays extreme attention, is crucial [27,84,85].
The same authors also advocate the definition of operational controls (e.g., cashflows) as
necessary in defining strategic planning, and these are implemented in the subsidiary.

The integration of the inputs from all departments, through their directors, is indis-
pensable for this planning [27], a situation found to exist in this subsidiary.

Without minimizing these positive aspects existing in the subsidiary, the parent
company did not have a long-term strategy defined for the subsidiary. However, only
short-term planning (annual budget) was carried out, contrary to Smith [19]. However,
the author also pointed out that external factors must be taken into account, but not only
that the parent company only considers these as mentioned in the various quotes from
local management, which has always led to constant changes in the short-term strategy,
and is unable to predict the changes and their long-term impacts, including environmental
uncertainty—[46,47,49,50].

In view of the management control system in the subsidiary analysed in the light of
the Flamholtz [58] model, it is argued that there is a central control system, albeit with
some nuances. However, it works and allows the parent company to exercise its control in
all departments through the inputs required from them, so that the financial department
responds to their demands. The organisational structure is vertical and appropriate to the
degree of control exercised by the parent company, according to Director T. The subsidiary’s
organisational culture has not changed. However, its local staff has had to adapt their
behaviour to the parent company’s culture of origin. However, the subsidiary’s strategy
reflects the parent company’s market culture [18] but has not been able to circumvent the
uncertainties inherent in the organisational environment. Therefore, we can conclude that
the model adopted can be applied in this subsidiary by introducing several improvements,
mainly involving the shareholder’s attitude.

This model’s application to this case study corroborates the management control
system’s purpose, through the central control system level, of Langfield-Smith [77] and
Widener [70]. There is also an influence on local staff’s behaviour concerning the parent
company’s culture [82], through the placement of a permanent expatriate in the subsidiary’s
organisational structure.

From another perspective, the parent company was unable to implement a sustainable
long-term strategy for the subsidiary (level of organisational culture) because it could
not manage the risk of external factors (e.g., price evolution) and external entities, i.e.,
the subsidiary’s organisational environment. This means that the management control
system was not a vehicle for sustaining the strategy [1] and for managing the opportunities
and threats [66].

Finally, the parent company’s control of the subsidiary, reflected in the subsidiary’s
control system, does not show good and effective integration of both parties [4,70], reflect-
ing on interpersonal relations with the permanent expatriate.

So, we can conclude that this model has made it possible to study the subsidiary’s
management control system, taking into consideration parameters such as the culture
and behaviour of its local and expatriate managers [57–59], in which, in this case, there
is a market culture and also hierarchical inherent to the country of origin of the parent
company, with the characteristics defined by Cameron and Quinn [60].

5. Discussion: Strategy, Management Control System of a Foreign Subsidiary, and
Open Innovation

For most companies, research and development (R&D) meant the possession of a
strategic resource, which acted as a barrier to entry for other competitors [83]. However,
the subsidiary analysed here has a very specific production process (tungsten in a lode
mine) that is unknown to many other companies in the extractive industry. This is appar-
ent from the unanimous response of those interviewed—total ignorance of the operation
and planning of a lode mine’s operations—when asked about the shareholder’s knowl-
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edge of this process. In addition, the shareholder’s main activity is not mining, this was
only a strategic investment supported by their country of origin, so R&D investment is
scarce, as mentioned by Director T. It is then realized that the effectiveness of innovation
is heterogeneous among companies and is directly related to business models and the
way strategies are implemented [84]. It is also seen in this subsidiary that the expatriate
director has an imposing attitude to absorb knowledge and share it with the shareholder,
whereas the transfer of knowledge to the subsidiary is null, which led to arguments by
Ahn et al. [85] that the knowledge of different actors is important for the development and
exploitation of open innovation, which is a predictor of better economic performance and
greater resilience.

From another perspective, as this activity generates negative impacts on the environ-
ment, it is important that managers and directors assume a sustainable attitude, through
the co-creation of social value, in addition to economic value, because, as De Silva and
Wright [86] suggested, it is important to develop entrepreneurial attitudes that generate
social impacts sustained in open-innovation approaches (e.g., co-creation). It is clear that
the expatriate administrator made clear the importance of culture in his country of origin,
which conditioned his full integration in the subsidiary and in the local mining community,
although Yun et al. [85] considered that culture plays an important role in promoting a
dynamic and open culture for innovation.

Against this background, this evidence suggests a fertile field for future research into
open innovation in the extractive industries.

6. Conclusions

This case study was based on the premise that the organization is an open system,
with internal (parent company) and external (external factors and entities) influences. It
was confirmed that the subsidiary’s management control practices resulted from the parent
company’s requirements (for instance, placement of a permanent expatriate), affecting local
staff’s behaviour.

Considering the proposed research objectives to obtain further information on how the
parent company influences the MCS of the subsidiary (in the cultural and organizational
dimensions), it can therefore be concluded that the parent company exercises influence over
the MCS of the subsidiary since it has been able to implement continuous (daily) controls,
both financial and operational. On the other hand, the appointment of an expatriate as
a trustee was intended to exercise that influence, but the control exercised by the latter
did not take account of the cultural differences between the two parties, giving rise to
dynamic tensions.

Regarding the research aim related to exploring other factors that influence the sub-
sidiary’s MCS (external entities, price, risk, strategy), it is also noted that external factors
and external entities do not directly influence the MCS, but rather the subsidiary’s strategy.
These are materialised in its short-term strategic planning only, although academia argued
that the strategy’s sustainability is based on the MCS. Thus, the parent company could
not implement a long-term sustainable strategy for the subsidiary (level of organizational
culture), since it could not manage the risk of external factors (e.g., price evolution) and
external entities, i.e., the subsidiary’s organizational environment. This situation led us
to conclude that the MCS was not a vehicle for sustaining the strategy and managing the
opportunities and threats. In its relations with the institutional environment, the parent
company has delegated these functions to local staff, with the sole aim of complying with
the legislation, i.e., it did not intend to create any added value.

Finally, the subsidiary’s strategy reflects the parent company’s market culture but
has not been able to circumvent the uncertainties inherent in the organizational environ-
ment [86]. In short, the parent company influenced the MCS of the subsidiary. It changed
the way control was exercised in it but was unable to deal with macroeconomic instability,
environmental and strategic uncertainty, and, consequently, with the management risk



J. Open Innov. Technol. Mark. Complex. 2021, 7, 51 20 of 23

involved in the mining activity, because this subsidiary exploited a seam mine and was
unaware of it since it is essentially an economic trading group.

However, this case study has some identified limitations. The first is that it is a
unique case, which provides in-depth information, but further research should be pursued
so that these results can be compared with other case studies. Second, the chosen case
belongs to a particular sector that, as already highlighted, provides a wealth of information
on this specific activity sector. Third, it was not possible to interview the head of the
parent company. No response has been obtained from the Mining Industry Workers Union,
although steps have been taken to this end. These limitations are significantly inhibiting to
a comparative analysis of the MCS with other types of industries, which does not minimize
its internal and external validity, due to the use of multiple sources of information and
its crossing with scientific knowledge (Figure 3), and also due to the requirements that
any MCS must obey, being similar in all industries, with the due adaptations to its activity.
Additionally, the fact that the staff at the corporate headquarters were not included in this
study has been turned by the expatriate administrator’s re-assignments, which reflect their
culture and the culture of their country of origin (Japan).
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Despite the limitations, some contributions are also identified. The first relates to the
fact that an extractive industry has been studied, the end product of which is strategic for
Europe and the world, namely for the country of origin of the capital studied. The third,
and more generic, is the presentation of a study on the extractive industry in the area of
management in Portugal since all current academic work focuses on the area of geology
and exploration itself.

In addition, the innovation process, when shared with other actors, generates mutual
benefits for those involved. In this case, between subsidiaries and headquarters (MNE), it is
important to adopt an open innovation transfer processes to acquire knowledge, organise
resources and skills, and sustain their strategies in the long term. This means that the
association of open innovation with MSC is a fertile avenue for future research.

For future research, a study analysing the effect/relationship of the variables studied
in this case study is suggested, including the changes that have occurred in the company’s
share capital due to the shareholders’ nationality. A multiple case study on the MCS in the
three primary Portuguese mines is also suggested to make a comparative analysis. Finally,
an interesting research topic would be replicating this study in all the geographically
dispersed mines belonging to the current multinational corporation holding the subsidiary.
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