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Abstract

Purpose There is a lack of research on how much corpo– -
rate control is sufficient for effective subsidiary business-related
decision making. To address this research gap, this study ana-
lyzes the impact of the level of control of a Korean corpo-
ration’s headquarters on its overseas subsidiary performance.

Research design, data, methodology The study’s sample–
comes from the Overseas Korean Business Directory of KOTRA.
A multiple regression analysis empirically confirmed the relation-
ship between the headquarters level of control over the sub-
sidiaries and their performance.

Results The results show that the greater an organization’s–
headquarters control over strategic issues, the greater the sub-
sidiary’s non-financial performance. However, quick decision-mak-
ing through decentralization promotes the rapid selection of suc-
cessful new products that can provide a competitive advantage.

Conclusion - This study shows that the impact of control lev-
els on subsidiary performance depends on the type of control
involved. Specifically, while low levels of control over operational
issues had a positive (+) influence on subsidiary non-financial
performance, high control levels led to improved non-financial
performance with regard to strategic issues among the
subsidiaries.

Keywords: Multinational Company, Headquarter, Foreign Subsidiary,
Control Level, Subsidiary Performance, Chinese Market.
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1. Introduction

The issue of how much control over business-related decision
making should be granted to overseas subsidiaries has long
been important for multinational corporations (Hedlund, 1981;
Doz and Prahalad, 1981; Garnier, 1982; Paterson and Brock,
2002). Controlling and giving autonomy to subsidiaries is also
an important issue for business leaders. In order to maintain a
high level of global efficiency, multinational corporations must
accomplish two conflicting goals at the same time: 1) the in-
ternal integration of their headquarters and overseas sub-
sidiaries; and 2) responsiveness to local markets (Doz, Bartlett,
and Prahalad, 1981; Doz and Prahalad, 1984). To achieve
these goals, multinational corporations must maintain a careful
balance between properly centralizing business-related deci-
sion-making issues at headquarters and decentralizing them to
overseas subsidiaries. The ultimate goal of multinational corpo-
rations in regulating the control of subsidiaries is to maximize
the subsidiaries’ performance.

Overseas subsidiaries perform business activities in local envi-
ronments that are different from those of their headquarters;
thus, allocating the decision-making authority to the headquarters
and subsidiaries accordingly is of great importance. In other
words, it is about whether the headquarters must centralize deci-
sion making and increase control over the overseas subsidiaries
or decentralize the subsidiaries and give them autonomy.
Recently, research on the performance of overseas subsidiaries
and how this relates to decision-making control has received in-
creased attention.

However, existing research on this topic in the field of inter-
national management is insufficient. In order to bridge the re-
search gap, this study analyzes how the level of control of
Korean corporations’ headquarters over overseas subsidiaries in-
fluences those subsidiaries’ business performance. Although ex-
isting research on international management has examined the
control of headquarters over overseas subsidiaries (Jarillo and
Martinez, 1990; Birkinshaw and Morison, 1995; Kim and Kim,
2010), it has not addressed the relationship between the head-
quarters’ level of control and the subsidiaries’ performance.

Moreover, existing studies on this topic have several
shortcomings. One significant issue is the measurement of con-
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trol levels; most past studies have used limited measures to as-
sess control levels, leading to inaccurate measurements. This
study aims to overcome these limitations by taking deci-
sion-making issues related to local subsidiaries into account. In
addition, while preceding studies have pointed out that the char-
acteristics of specific issues must be considered in measuring
the levels of decision-making control, most have not carefully
considered the relevant characteristics; this has led to incon-
sistent results. With this in mind, this study aims to consider
both operational issues and strategic issues affecting the levels
of control over decision making.

Another limitation of previous studies has been the relevance
of their survey subjects. In measuring the level of control of
headquarters over subsidiaries, most past researchers have not
administered surveys to local subsidiaries and have focused on
only corporate headquarters. This may be because it is difficult
to conduct surveys among overseas subsidiaries, as their return
rates are low. As such, even though past studies have empha-
sized that conducting surveys among overseas subsidiaries pro-
vides the most accurate measurement of control levels, such re-
search has been insufficient in reality. This study aims to ad-
dress this by conducting direct surveys among Korean sub-
sidiaries in China. The core research questions investigated in
this study are as follows:

Does the level of control exercised by headquarters over√
overseas subsidiaries influence the subsidiaries’ performance?

Does the extent of this influence differ according to the√
control issues involved (operational issues vs. strategic issues)?

How does the level of control more specifically influence fi√ -
nancial and non-financial performance?

The remainder of this paper is organized as follows. Chapter
2 reviews the existing literature and presents the hypotheses.
Chapter 3 explains the empirical research methodology em-
ployed in this study. Chapter 4 presents the empirical results.
Finally, chapter 5 offers a discussion and conclusion and dis-
cusses this study’s implications and limitations.

2. Literature Review & Hypotheses Setting

2.1. Definition of Control

Even though “control” and “autonomy” are widely used aca-
demic terms, their precise definitions are not uniform and they
are applied diversely depending on the research purpose or
field of study. In international management, control is defined as
that which regulates activities within an organization and induces
organizations’ members and subordinate units to perform the
given tasks efficiently to contribute to the achievement of the or-
ganizational goals (Baliga and Jaeger, 1984; Child, 1973;
Mintzberg, 1979). Control is also seen as a process that fo-
cuses on a goal or purpose by exerting power or authority
(Cray, 1984).

In organizational control research, the concept of autonomy is
contrary to that of control. In this context, an autonomic organ-
ization is defined as one in which the subordinate units have
the ability to make decisions on certain issues by themselves
(Brooke, 1984). In recent literature, autonomy has also been de-
fined as the degree of power over strategic decision-making and
operational decision-making held by overseas subsidiaries of
multinational corporations (O'Donnell, 2000). Taggart (1997) re-
gards autonomy as a decision-based process that evolves
through bargaining between the center and periphery of an
organization. The autonomy of subsidiaries can also be defined
as the degree of ability that they have to not depend on their
headquarters and perform business activities and investments
based on their own decisions (Forsgren and Pedersen, 1998).

“Centralization” and “decentralization” are other terms that are
used with roughly the same meaning as control and autonomy
(Brooke, 1984; Garnier, Osborn, Galica, and Lecon, 1979; Gupta
and Govindarajan, 1991). Centralization involves the official au-
thority and hierarchical mechanisms in a corporation’s deci-
sion-making process. It can be defined as the degree of concen-
tration of decision-making rights within a certain part of an or-
ganization (Robbins, 1990; Rodgrigues, 1995). The level of cen-
tralization or decentralization in an organization is determined by
the amount of decision-making rights delegated to the executives
of subsidiaries by the headquarters (Gupta and Govindarajan,
1991).

Ghoshal and Nohria (1989) categorize organizational control
into three types: 1) centralization, which grants subsidiaries a
low level of power in decision-making, 2) formalization, which in-
volves systematic rules and procedures for carrying out decision
making, and 3) normative integration between the headquarters
and the subsidiaries. This study bases its analysis of head-
quarters’ levels of control over the decision-making of sub-
sidiaries on existing studies (Doz and Prahalad, 1981; Gates
and Egelhoff, 1986; Edwards, Ahmad and Moss, 2002; Luo,
2006; Johnston and Menguc, 2007).

2.2. Importance of Control

For corporations, the purpose of control is to induce workers
and subordinate organizations to move toward corporate goals
and perform given tasks effectively. Organizational control is im-
portant for smooth communication between multinational corpo-
rations and their overseas subsidiaries. Such corporations are
faced with environments in which they have to maintain both re-
gional responsiveness, through local management, and global in-
tegration, to cope with the changes in the global business envi-
ronment (Doz and Prahalad, 1981). As multinational corporations
become more globalized, their organizational structures become
more complicated, making it difficult to directly monitor their sub-
sidiaries’ activities. Moreover, if the headquarters of these com-
panies cannot deal with diverse environmental changes and sat-
isfy the needs of overseas subsidiaries, the necessity for de-
centralization and the delegation of rights to subsidiaries
increases. If headquarters continue to maintain the same control
levels under such circumstances, control costs will increase and
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excessive control will have a negative influence on flexibility and
efficiency, which are necessary to address the environmental
changes faced by subsidiaries (Barlow, 1953; Cray, 1984;
Eisenhardt, 1989a; Mosakowski, 1997). However, giving too
much autonomy to subsidiaries leads to overall inconsistency in
corporate business activities and can cause opportunistic or de-
viant behavior among subordinate organizations (Van de Ven,
1986).

The control of multinational corporations over overseas sub-
sidiaries involves many challenges, caused by cultural gaps and
environmental differences. Cultural and market differences cause
difficulties in applying headquarters’ policies or systems to over-
seas subsidiaries (Hofstede, 1980) and in understanding the in-
formation and conditions involved in the business activities of
subsidiaries (O'Donnell, 2000). Determining the level of control
that should be applied to overseas subsidiaries is therefore a
significant issue for multinational corporations.

2.3. Hypotheses Setting

Past studies on the influence of control level on firm perform-
ance have mostly considered international joint ventures (Killing,
1983; Schaan, 1983; Geringer and Herbert, 1989; Yan and Gray,
1994; Geringer and Woodcock, 1989; Franko, 1971; Ramaswarmy,
Gomes, and Veliyath, 1998; Madhok, 1995; Beamish, 1985).
These studies have focused on potential conflicts between the
partners of joint ventures. Regarding the relationships between
control levels and the business performances of joint ventures,
they have found that either one of the partners must take control
over the management of joint ventures or decision making must
be balanced among the partners.

Moreover, existing studies on headquarters’ control over sub-
sidiaries and the relationship between the degree of autonomy
and business performance have mostly been exploratory, while
empirical research on this topic has been insufficient
(Andersson, Forsgren, and Pedersen, 2001; Young and Tavares,
2004). These studies argue that excessive control by head-
quarters keeps multinational corporations from strategically realiz-
ing the benefits offered by their independent subsidiaries
(Pearce, 1999; Rugman and Verbeke, 2001; Andersson et al.,
2002). Frey (1998) also argues that excessive intervention by
headquarters decreases the self-determination and self-esteem of
subsidiaries and reduces fundamental motivation, while ex-
cessive surveillance and control by headquarters cause the
managers of subsidiaries to engage in opportunistic behaviors.

The above-mentioned studies confirm that managers of sub-
sidiaries who are under excessive surveillance and control are
more likely to lose their identities and desire to work toward the
goals of their companies (Osterloh and Frey, 2000). The results
of existing studies imply that excessive surveillance and control
by headquarters is highly likely to have a negative influence on
the performance of subsidiaries. They also indicate how im-
portant it is for headquarters to maintain a balance between
control and autonomy, which are complementary attributes of
management.

This study aims to expand the scope of existing research on

the relationship between corporations’ decision speeds and per-
formances by examining the relationship between subsidiary
control level and performance. It also aims to analyze the influ-
ence of the degree of headquarter control over local operational
and strategic issues on the performance of subsidiaries (Young
and Tavares, 2004).

Research on the relationship between quick decision-making
and business performance was first conducted by Bourgeois and
Eisenhardt (1988), who argued that when decisions are made
more quickly through decentralization, the sales performance
and profitability of firms increase. The results of later studies al-
so demonstrate that quick decision-making leads to better per-
formance in rapidly changing industries and highly uncertain cir-
cumstances (Eisenhardt, 1989; Judge and Miller, 1991). Based
on this, the following hypothesis was formulated:

<Hypothesis 1> The lower a headquarters’ control level over
its overseas subsidiaries for each issue type,
the higher the financial performance of the
overseas subsidiaries.

<Hypothesis 1-1> The lower a headquarters’ control level
over its overseas subsidiaries’ operational
issues, the higher the financial perform-
ance of the subsidiaries.

<Hypothesis 1-2> The lower the headquarters’ control level
over its overseas subsidiaries’ strategic is-
sues, the higher the financial performance
of the subsidiaries.

Quick decision-making through decentralization promotes the
prompt selection of successful new products that can provide
competitive advantages (Jones, Lanctot, and Teegen, 2000) and
enables more rapid adoption of highly efficient process tech-
nologies among existing industries (Baum, 2000), which pos-
itively influences the launch of newly improved products, new
product processes, and technology developments (Venaik,
Midgley, and Devinney, 2005). This indicates that quick deci-
sion-making through decentralization provides competitive advan-
tages for corporations in dynamic outlets or non-dynamic envi-
ronments, allowing them to take advantage of opportunities be-
fore they disappear (Stevenson and Gumpert, 1985; Baum and
Wally, 2003). It also implies that the decentralization of organ-
izations plays a significant role in enabling overseas subsidiaries
to make quick and accurate decisions that allow them to adjust
to changes in their local market environments and trends in the
practices of competitors.

As mentioned above, the control of headquarters over sub-
sidiaries can be seen as involving control over both operational
and strategic issues. It is important that headquarters delegate
decision-making on operational issues to subsidiaries and main-
tain low levels of control, because overseas subsidiaries have
particularly useful and accurate front-line environmental in-
formation that is required for making appropriate decisions on
operational issues (Baum and Wally, 2003). Most of the
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changes faced by overseas subsidiaries involve competitors’
products, economic environments, and consumer tastes, which
are closely related to operational issues. In order for sub-
sidiaries to make quick decisions to respond to local environ-
mental changes based on accurate information, they must be
given decision-making rights that allow them to improve their
performance.

The advantages of the decentralization of decision making
over operational issues to overseas subsidiaries of firms have
attracted the attention of several researchers of leadership and
organization theories (Adler and Borys, 1996; Jung and Avolio,
1999). They argue that the decentralization of business manage-
ment increases employee motivation, loyalty, and creativity, re-
sulting in the development of new and improved products (Sims,
1996). Moreover, decentralizing power and giving subordinate or-
ganizations control over matters such as employment, promotion,
and production processes results in increased responsiveness to
the market environment as well as improved financial perform-
ance (Schminke, Ambrose, and Cropanzano, 2000).

With regard to strategic issues, subsidiaries are likely to gain
access to accurate information on local environment and market
situations more quickly compared to headquarters. However,
since headquarters might perceive strategic issues as more im-
portant than operational issues, they are highly likely to impose
higher levels of centralized control over them. Nevertheless,
even if the subsidiaries’ control level is not low enough for the
subsidiaries to make decisions independently, as long as it is
low enough that headquarters discuss their decisions with sub-
sidiaries, the subsidiaries can more flexibly cope with the issues
in local business activities, which is likely to have a positive ef-
fect on their performance. Based on this, the following hypoth-
esis was developed:

<Hypothesis 2> The lower a headquarters’ level of control
over its overseas subsidiaries for each issue
type, the higher the non-financial perform-
ance of the overseas subsidiaries.

<Hypothesis 2-1> The lower the headquarters’ level of control
over its overseas subsidiaries’ operational
issues, the higher the non-financial perform-
ance of the subsidiaries.

<Hypothesis 2-2> The lower the headquarters’ level of control
over its overseas subsidiaries’ strategic is-
sues, the higher the non-financial perform-
ance of the subsidiaries.

On the other hand, imposing a high level of headquarter con-
trol over strategic decision-making could benefit a corporation
(Adler and Borys, 1996). Literature on this topic shows that
business performance is improved when a business leader
clearly defines the goals and strategies of an entire corporation,
shows strong leadership regarding important issues affecting the
overall corporation, and makes appropriate decisions (Jung and
Avolio, 1999; Kirkman and Rosen, 1999; Locke and Latham,

1990). Recently, Phan (2000) has argued that strategic deci-
sion-making that greatly influences an entire corporation must be
led by top executives at headquarters in order to achieve great-
er business performance. This indicates that strategic deci-
sion-making must be highly controlled in order to increase busi-
ness performance. Therefore, the following exploratory, compet-
ing hypothesis has been developed:

<Hypothesis 3> The higher a headquarters’ level of control
over its overseas subsidiaries’ strategic is-
sues, the higher the performance of the
overseas subsidiaries.

<Hypothesis 3-1> The higher the headquarters’ level of con-
trol over its overseas subsidiaries’ strategic
issues, the higher the financial performance
of the overseas subsidiaries.

<Hypothesis 3-2> The higher the headquarters’ level of con-
trol over its overseas subsidiaries’ strategic
issues, the higher the non-financial per-
formance of the overseas subsidiaries.

3. Methodology

3.1. Sample and Data

This study analyzes Chinese subsidiaries of Korean corpo-
rations that are engaged in production, and in some cases,
sales. The study’s survey used the 2007/2008 Overseas Korean
Business Directory (Vol.2:China), published by KOTRA. A ran-
dom sample of 690 Chinese subsidiaries of Korean companies
was selected as the object of the study. Corporations that had
been engaged in production activities for less than two years as
of 2008 were excluded, as were small-scale subsidiaries with
fewer than 100 employees or one million dollars of investment
and firms that did not have headquarters located in Korea. The
survey measured the variables related to the hypotheses of this
study, as these were mostly related to internal organizational
management and could not be acquired from secondary
sources.

The survey was administered through several means, includ-
ing email, fax, and phone calls. To increase return rate, the
top-level managers of the selected firms in China were called
directly, given an explanation of the purpose of this study, and
requested to cooperate. An effort was also made to administer
the survey to Korean employees at the senior management lev-
el, and if that was not possible, management-level employees
were included. As a result, 123 questionnaires were returned by
the surveyed corporations between May 2009 and October 2009
(18.1% return rate). Among them, 12 questionnaires were ex-
cluded because of inconsistent responses or irrelevant data, and
the remaining 111 were used in this study.

Most preceding studies have measured subsidiary control lev-
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els by surveying companies’ headquarters instead of their sub-
sidiaries; this increases the likeliness of the surveys being more
unreliable in comparison to those actually administered to sub-
sidiaries (Jaussaud and Schaaper, 2007). Thus, this study tar-
geted subsidiaries in order to address this shortcoming.

3.2. Dependent Variables

Performance can be defined in a narrow sense, by consider-
ing only financial performance, but in a broad sense, by includ-
ing non-financial performance as well (Venaik, Midgley, and
Devinney, 2005; Venkatraman and Ramanujam, 1986). This
study aims to measure both the financial and non-financial per-
formance of subsidiaries, as corporations with low control levels
or high autonomy among their subsidiaries are likely to have a
great influence on both.

As objective financial statements could not be obtained from
Korean subsidiaries in China, a survey was used to measure
subjective satisfaction. The subsidiaries’ performance was meas-
ured through four questions on financial performance and five
on non-financial performance, and all questions were based on
existing studies (Luo and Peng, 1999; Dhanaraj et al., 2004).

Financial performance was measured on a five-point scale in
terms of 1) average sales growth; 2) profitability; 3) market
share; and 4) attainment of goals. Non-financial performance
was measured on a five-point scale in terms of 1) number of
new or functionally improved products that have been launched;
2) number of new or improved production processes; 3) amount
of improvement in marketing, sales, and service; 4) amount of
improvement in intelligibility of relative markets; and 5) amount
of improvement in R&D.

Past studies have shown that such measurements of sub-
jective performance are highly correlated with objective perform-
ance indices, and thus, offer a suitable means of measuring
performance (Dess and Robinson, 1984; Robinson and Pearce,
1988; Venkatraman and Ramanujam, 1987; Love, Priem, and
Lumpkin, 2002).

3.3. Independent variables

Control, which is the dependent variable in this study, was
measured by examining how headquarters give direct orders or
determine how matters related to the local business activities of
subsidiaries are to be addressed. For example, if headquarters
do not officially delegate the right to deal with local business
activities to their overseas subsidiaries, this indicates the highest
level of control. In order to measure the control levels of head-
quarters over overseas subsidiaries, decision-making items were
determined, modified, and supplemented based on existing stud-
ies (Ghoshal, Korine, and Szulanski, 1994; Gates and Egelhoff,
1986; Govindarajan, 1988; Hedlund, 1981), and 11 deci-
sion-making issues were measured on a five-point scale (1 =
headquarters make all decisions, 3 = headquarters and sub-
sidiaries have equal influence, 5 = subsidiaries alone make de-
cisions). The 11 issues were: 1) personnel policy (employment

and discharge); 2) marketing activities (product advertisement
and sales system); 3) R&D activities (new product develop-
ment/new technology implementation); 4) production activities
(e.g., production plan establishment); 5) financial activities
(budget plan); 6) enhancement or modification of existing prod-
ucts; 7) M&A and joint ventures; 8) personnel affairs of execu-
tives; 9) R&D investment and budget; 10) withdrawal and re-
structuring; and 11) raising additional funding (additional invest-
ment). The lower the values for each of these items, the higher
the headquarters’ control level. As such, in the empirical analy-
sis, these questions were reverse-coded to avoid confusion and
facilitate interpretation, so that the higher their values, the higher
the control levels. Operational issues (1 6) and strategic issues–
(7 11) were evenly distributed. Control level, which is the in– -
dependent variable in the study, was used to divide the issues
into operational issues and strategic issues.

3.4. Control Variables

The age of subsidiaries was measured on the basis of their year
of foundation in China, in accordance with existing studies. Market
entry mode was divided into two types: wholly owned and joint
ventures. Joint ventures were measured according to the following
scale: 1 = less than 20% of the subsidiary was Chinese-owned; 2
= 20% 50% of the subsidiary was Chinese-owned; 3 = 50% of the–
subsidiary was Chinese-owned; 4 = from 51% 100% of the sub– -
sidiary was Chinese-owned; and 5 = 100% of the subsidiary was
Chinese-owned. Reverse coding was repeated to avoid confusion,
so that the higher the number, the higher the percentage of shares
owned by Korean firms. A dummy variable related to industry type
was divided into: labor-intensive industries (e.g., leather shoes, tex-
tile and clothing, food and beverage, printing, wooden furniture,
non-metal production) and technology- and capital-intensive in-
dustries (e.g., electrical and electronic, machinery and equipment,
primary metal, assembly metal, chemical, rubber, plastic). A value of
0 was given to labor-intensive industries, and a value of 1, to
technology- and capital-intensive industries. The size of head-
quarters was measured according to the number of employees
at the headquarters (Taggart and Hood, 1999). In this study, for
the age of the subsidiaries and size of the headquarters, a nat-
ural logarithm was used to analyze values in order to ease the
distortion of distribution.

4. Empirical Analysis

4.1. Reliability and Validity

As a part of this study, multiple regression analysis was car-
ried out to empirically confirm the relationship between head-
quarters’ level of control over subsidiaries and subsidiaries’ per-
formance, by expanding the analysis of determinants. Prior to
empirical analysis, verification of the internal consistency of the
measurement items for each variable was conducted. As shown
in <Table 1>, the items were found to be internally consistent,
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and the value of Cronbach’s alpha was above 0.6 (the generally
accepted level) for control over operational issues, control over stra-
tegic issues, non-financial performance, and financial performance. A
factor analysis was also conducted to verify the validity of the
measurement items for the independent and dependent variables.
For the analysis, factors were extracted based on the “eigenvalue >
1” criterion by using varimax rotation, which is an orthogonal rota-
tion in principal component analysis. A factor analysis (refer to
<Table 2>) showed that all variables had significant factor loadings
and that all items explained approximately 76% of the total var-
iance, indicating a relatively high level of variance explanation
power. The factor loadings of the measurement items for each fac-
tor were above 1.5, which is the generally accepted level, providing
evidence of discriminant validity and convergent validity.

<Table 1> Factor Analysis

ITEM 1 2 3 4 Cronbach's alpha

Control 2 .915 -.157 -.209 .042
Control 4 .893 -.089 -.093 -.076
Control 5 .860 -.064 -.142 .127 0.937
Control 6 .848 .012 -.151 .007
Control 1 .828 -.251 -.157 -.060
Control 3 .780 -.091 -.184 .116

Non-fiana 2 -.101 .883 -.139 .045
Non-fiana 5 -.070 .874 -.014 .185
Non-fiana 3 -.082 .871 .060 -.006 0.905
Non-fiana 1 -.200 .833 .076 .072
Non-fiana 4 -.061 .743 -.054 .132

Fiana 2 -.184 -.049 .943 -.018
Fiana 4 -.180 .029 .909 -.025 0.904
Fiana 3 -.115 -.120 .833 -.006
Fiana 1 -.331 .083 .728 -.072

Control 7 .148 .105 -.258 .827
Control 8 -.145 .174 .122 .783 0.772
Control 9 .101 -.037 -.153 .769
Control 10 .024 .146 .129 .706

Eigen-Value 4.695 3.745 2.228 1.981
Variance(%) 31.605 20.873 11.724 10.429
Cumulative

V(%) 31.605 52.477 64.201 74.630

4.2. Correlation Analysis

In order to test this study’s hypotheses, a correlation analysis
of variables was conducted prior to a multiple regression

analysis. The results of the correlation analysis are shown in
<Table 2>. As can be seen from these results, the correlation
coefficient among independent variables was not high. However,
VIFs (variance inflation factors) were still used to verify any is-
sues of multicollinearity.

<Table 2> Correlation matrix

Variablesa Means St.
dev 1 2 3 4 5 6 7 8

1. NONF 2.868 0.632 1

2. FINA 2.773 0.814 -0.003 1

3. OPER 2.827 0.940-0.231*-0.397* 1

4. STRA 3.977 0.6040.192* -0.1270.096 1

5. INDUS 0.351 0.480 0.076 -0.0260.1460.200* 1

6. MODE 0.874 0.333 0.076 0.044 0.003 -0.093 -0.118 1

7. SAGE 9.991 4.372 0.024 0.08 -0.16 -0.016 -0.12 -0.007 1

8. HQSIZE 6.080 1.408 0.155 0.124 -0.045 0.045 0.292** -0.117-0.031 1
Significant at the 0.05 level
** Significant at the 0.01 level

4.3. Results

To empirically confirm the relationship between headquarters’
level of control over subsidiaries and subsidiaries’ performance, a
multiple regression analysis was conducted. The independent vari-
able, control level, was divided into level of control over opera-
tional issues and that over strategic issues, and the dependent
variable, autonomy, was examined in terms of satisfaction levels
for both financial performance and non-financial performance. The
results are shown in <Table 3> and <Table 4>. In interpreting
the results, the differences between the performance types were
analyzed by considering non-financial performance as the depend-
ent variable in Models 1 and 2 and financial performance as the
dependent variable in Models 3 and 4.

As can be seen from the results, the adjusted R2 was, re-
spectively, 13.3% and 17.8% in Model 2 and Model 4, which
are the main models of this study. There was no problem with
the suitability of the models, as the F value was significant at
the 1% level. As the maximum value of VIFs was 1.176, it was
inferred that multicollinearity was not a problem in the re-
gression equation of this study.

Conclusions and discussion based on the results of the em-
pirical analysis are presented in the following section. The
analyses of the results focus on the full models for Model 2
and Model 4.
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<Table 3> Regression results for non-financial performance

　 　 Model 1 　 Model 2 　

Variablesb VIFs b t-value b t-value 　

Indep. Variables

OPER 1.059 -0.248 -2.635 ***

STRA 1.048 0.206 2.206 **

Control Variables

DUSY 1.176 0.045 0.452 0.041 0.419

MODE 1.017 0.122 1.275 0.119 1.291

SAGE 1.038 0.028 0.291 -0.009 -0.101

HQSIZE 1.110 0.155 1.550 0.134 1.391

Adj. R 0.041 0.133

F-stat. 1.126 3.218 ***

N 　 111 　 　 111 　

* p< 0.1; ** p< 0.05; *** p< 0.01(two tailed)

<Table 4> Regression results for financial performance

　 　 Model 3 　 Model 4 　

Variablesb VIFs b t-value b t-value 　

Indep. Variables

OPER 1.059 -0.382 -4.174 ***

STRA 1.048 -0.099 -1.092

Control Variables

DUSY 1.176 -0.058 -0.572 0.022 0.223

MODE 1.017 0.015 0.156 0.002 0.017 **

SAGE 1.038 0.077 0.793 0.023 0.251

HQSIZE 1.110 0.144 1.435 　 0.105 1.124 　

Adj. R 0.020 0.178

F-stat. 0.697 3.763 ***

N 　 111 　 　 111 　

* p< 0.1 ; ** p< 0.05 ; *** p< 0.01 (two tailed)

5. Discussion and Conclusion

5.1. Relationship between Level of Control and Non-Financial
Performance

Hypotheses 2-1 and 2-2 predicted that the lower an organ-

ization’s level of control is over both operational and strategic
issues, the greater its non-financial performance will be.
According to the empirical analysis of the non-financial perform-
ance of subsidiaries and headquarters’ control levels, Hypothesis
2-1 was supported (t = -2.635, p < .01). Hypothesis 2-2, which
predicted that a lower level of control over strategic issues
would lead to greater non-financial performance, was not
supported. However, the competing hypothesis, Hypothesis 3-2,
was supported (t = 2.206, p < .05). This confirmed that the
higher an organization’s level of control is over strategic issues,
the greater its non-financial performance will be.

The results regarding Hypothesis 2-1 empirically support the
argument that quick decision-making through decentralization
promotes the rapid selection of successful new products that
can provide a competitive advantage (Jones, Lanctot, and
Teegen, 2000) and positively influences the launch of newly im-
proved products, new production processes, and technological
development as per the changes in local economies and com-
petitive environments (Venaik, Midgley, and Devinney, 2005).
This result also reiterates the fact that it is important for head-
quarters to maintain low control levels and delegate decision
making on operational issues to overseas subsidiaries, which
have useful, accurate front-line environmental information that is
required for making decisions on operational issues (Baum and
Wally, 2003). Local subsidiaries are likely to face many sit-
uations in which they must make prompt and rapid decisions on
operational issues, owing to changes in local consumers and
competitors, including changes in competitors’ products, econom-
ic environments, and consumer tastes. This study supports the
hypothesis that delegating decision-making rights to subsidiaries
to allow them to make quick decisions and deal with local envi-
ronmental changes based on accurate information positively in-
fluences their performance.

Hypothesis 2-2 was rejected, but its competing hypothesis,
Hypothesis 3-2, was supported. This result is in accordance with
past research, which has found that business performance is
improved when headquarters clearly define the goals and strat-
egies for their entire corporations, show strong leadership with
regard to important issues affecting the overall corporation, and
make the right decisions (Jung and Avolio, 1999; Kirkman and
Rosen, 1999; Locke and Latham, 1990). It also conforms to the
arguments presented by Phan (2000), who finds that decision
making on strategic issues that greatly influence an overall cor-
poration must be led by skilled top executives at the head-
quarters so that greater business performance can be
accomplished. Prior studies have been limited to exploratory re-
search on specific cases, but through this study, their argu-
ments regarding the relationships between control level and per-
formance have been empirically supported.

The results of this study have significant implications. Existing
studies on the control of subsidiaries have analyzed control
without distinguishing between operational and strategic issues
and focus on only operational issues. Therefore, the results of
the analyses of the influence of control level on subsidiaries’
performance were inconsistent. The results of this study show
that the influence of control level on subsidiaries’ performance
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depends on the type of control involved. More specifically, while
low levels of control over operational issues by headquarters
had a positive (+) influence on subsidiaries’ non-financial per-
formance, high control levels led to improved non-financial per-
formance with regard to strategic issues among the subsidiaries.
It is for this reason that the results of past studies have pro-
vided inconsistent results with regard to the relationship between
control levels and the performance of subsidiaries.

5.2. Relationship between Control Level and Financial
Performance

Hypothesis 1-1 predicted that the lower an organization’s level
of control is over operational issues, the greater the financial
performance of its subsidiaries will be, while Hypothesis 1-2 pre-
dicted that the lower an organization’s level of control is over
strategic issues, the greater its subsidiaries’ financial perform-
ance will be. Hypothesis 3-1, the competing hypothesis for
Hypothesis 1-2, predicted that the higher an organization’s con-
trol level is over strategic issues, the greater its financial per-
formance will be. An analysis of the hypotheses relating to the
financial performance of subsidiaries and headquarters’ control
level found that Hypothesis 1-1 was supported (t = -4.174, p <
.01), but Hypotheses 1-2 and 3-1 were rejected due to
insignificance.

A few inferences can be drawn from these results. First, they
suggest that the control activities of headquarters have a greater
direct influence over subsidiaries’ non-financial performance than
over their financial performance. In particular, levels of control
over operational issues more strongly influence both non-finan-
cial and financial performance, because lowering headquarters’
level of control over subsidiaries has a positive (+) influence on
non-financial performance in areas such as developing new, im-
proved products by increasing employee motivation, loyalty, and
creativity (Sims, 1996; Venaik, Midgley, and Devinney, 2005). In
addition, the quick decision-making made possible by decentral-
ization promotes the prompt selection of successful new prod-
ucts that can provide competitive advantages, influencing sub-
sidiaries’ non-financial as well as financial performance (Jones,
Lanctot, and Teegen, 2000). Therefore, maintaining low levels of
control over operational issues has a positive (+) influence on
subsidiaries’ financial performance, which supports Hypotheses
2-1 and 1-1.

Overall, this study’s results concerning the influence of head-
quarters’ levels of control over subsidiaries’ financial perform-
ance is inconsistent. This confirms the presence of important
factors other than headquarters’ control that may have a greater
influence on the financial performance of Korean subsidiaries in
China; these factors might include local business environments
and headquarters’ support of subsidiaries. In particular, sub-
sidiaries’ financial performance is highly likely to be influenced
by external factors such as local economy and competitive envi-
ronment in the investing country. According to the Grand Survey
2009, published by KOTRA (2009), the business environment for
Korean corporations in China has deteriorated owing to the in-

flation of wages and intensification of competition. Moreover,
business conditions in the Chinese manufacturing industry are
becoming increasingly complicated owing to internal environ-
mental changes in the country, such as the expansion of items
prohibited by the Chinese government, the consolidation brought
about by the Labor Relations Act, and the depression of the ex-
port market caused by the 2008 global financial crisis. Owing to
these conditions, the percentage of corporations facing financial
deficits have continued to increase from 20.9% in 2006 to
32.2% in 2007, and then, to 34% in 2008. This trend is even
more pronounced in the manufacturing industry. Among the de-
terminants of subsidiaries’ financial performance, internal factors
may also have a great influence. For instance, factors such as
internal business strategies and marketing capabilities are likely
to influence subsidiaries’ financial performance directly.

5.3. Conclusion and Implications

In this study, to examine the relationship between head-
quarters’ control levels and subsidiaries’ performance, control
was subdivided into control over operational issues and control
over strategic issues. The results of this study have several im-
portant implications. First, the influence of headquarters’ level of
control over subsidiaries’ performance differs according to the
control issues involved. This is especially true with regard to
subsidiaries’ non-financial performance. More concretely, while
subsidiaries’ non-financial performance was found to improve
when headquarters exercised low levels of control over opera-
tional issues, the same result was found when headquarters’
levels of control over strategic issues were high. This indicates
that one of the reasons that prior studies have provided incon-
sistent results regarding the relationship between control and
performance is that they have merely analyzed operational is-
sues in control activities or have not distinguished between op-
erational issues and strategic issues.

The managerial implications of the results are that head-
quarters must differentiate between control activities according to
the characteristics of the decision making issues. In other
words, for operational issues that are directly related to the local
business activities of subsidiaries and which require accurate
and quick responses to local environmental changes, head-
quarters must lower their level of control over subsidiaries so
that the subsidiaries can carry out business activities that are
suitable to local conditions. Giving more autonomy to sub-
sidiaries in decision making on operational issues has a positive
influence on non-financial performance, such as the launch of
newly improved products and new product processes that suit
local conditions and attributes, and can improve the financial
performance of subsidiaries as well.

However, with regard to decision making on strategic issues,
headquarters should increase their control over overseas sub-
sidiaries to positively influence the non-financial performance of
the subsidiaries. When headquarters implement a high level of
control over the strategic issues of subsidiaries, clearly defining
how the goals and strategies of the overall corporation apply to
the subsidiaries and ensuring that skilled top executives from
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headquarters lead decision making on important issues affecting
the whole corporation have a positive (+) influence on the sub-
sidiaries’ performance (Phan, 2000). Moreover, it is important
that headquarters maintain a proper balance in control levels
over operational and strategic issues, by ensuring that lower
levels of control are applied over operational issues, and higher
levels, over strategic issues.

5.4. Limitations

Although this study has contributed new findings to existing
research on control levels and subsidiary performance by ana-
lyzing control levels specific to operational and strategic issues,
it has some limitations. First, the study primarily aimed to ana-
lyze the influence of headquarters’ levels of control over sub-
sidiaries’ performance, so the impact of external factors other
than headquarters’ control levels was not considered. As men-
tioned above, external environmental changes in local econo-
mies and management can directly influence subsidiaries’ finan-
cial performance, as can internal factors affecting headquarters
and subsidiaries. Therefore, in future research, these factors
must be considered in order to more accurately assess sub-
sidiaries’ performance determinants.

Second, the object of analysis in this study was limited to
Korean corporations in China. Thus, the results may not be ap-
plicable to overseas subsidiaries in other countries. Future anal-
yses should consider the conditions of overseas subsidiaries in
other countries to produce generalizable results. This study was
also limited to the manufacturing industry. Most Chinese corpo-
rations are still engaged in and make large investments in the
manufacturing sector(Kim and Youn, 2014), making it an appro-
priate focus for this study. However, growth in the wholesale,
retail, and service industries is on the rise. With this in mind,
future research must consider a wider variety of industries and
their characteristics, by targeting corporations in diverse fields.

Finally, this study involved a direct survey of overseas sub-
sidiaries, and thus, faced a low return rate as a result of prac-
tical difficulty. As such, its sample size was limited. It is also
likely that the results of the analysis may have been distorted
owing to individuals’ subjective perspectives, as data was col-
lected from only one respondent in each corporation. Collecting
data from multiple respondents in each corporation may help
overcome this shortcoming.
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