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Research Article

Abstract: 
0	�T his paper develops a conceptual framework for market orientation, embeddedness, autono-

my and performance of multinational subsidiaries in an emerging economy.
0	� We argue that internal and external embeddedness has different performance implications for 

export- and local market-oriented multinational subsidiaries.
0	� Our results, based on a sample of 233 multinational subsidiaries from China, indicate that 

while external embeddedness has a positive impact on specialized resources of both types 
of subsidiary, such resources only positively affect the performance of local market-oriented 
subsidiaries. By contrast, internal embeddedness has a negative impact on specialized re-
sources of both types of subsidiary.

0	� Managerial and policy implications are discussed.

Keywords:  Multinational subsidiaries · Market orientation · Embeddedness · 
Specialized resource

Manag Int Rev (2013) 53:869–897
DOI 10.1007/s11575-013-0177-0

Market Orientation, Embeddedness and the 
Autonomy and Performance of Multinational 
Subsidiaries in an Emerging Economy

Xiaoying Li · Xiaming Liu · Howard Thomas

Received: 07.04.2011 / Revised: 15.04.2013 / Accepted: 24.05.2013 / Published online: 13.08.2013
© Springer-Verlag Berlin Heidelberg 2013

X. Li ()
Brunel Business School, Brunel University, Uxbridge, UK
e-mail: xiaoying.li@brunel.ac.uk

Prof. X. Liu
Department of Management, Birkbeck College, London, UK

Prof. H. Thomas
Lee Kong Chian Business School, Singapore Management University,  
Singapore, Republic of Singapore

Published in Management International Review, December 2013, Volume 53, Issue 6, pp 869-897.
http://dx.doi.org/10.1007/s11575-013-0177-0



870 X. Li et al.

Introduction

A multinational subsidiary is simultaneously potentially embedded in the local economy 
and the global corporate network (Birkinshaw et al. 1998; Cantwell and Janne 1999; 
Birkinshaw et al. 2005; Cantwell and Mudambi 2005). This enables it to be a poten-
tially active enterprise in its own right that has the ability to significantly shape its own 
developmental pathway and influence its performance (Figueiredo and Brito 2011). The 
existing conceptual or empirical studies on subsidiary embeddedness, autonomy, capa-
bilities and performance seldom examine the relationships among these variables simul-
taneously, and they are mainly limited to developed economies (Birkinshaw et al. 1998; 
Taggart and Hood 1999; Rugman and Verbeke 2001; Andersson et al. 2002, 2007; Frost 
et al. 2002; Johnston and Menguc 2007; Fenton-O’Creevy et al. 2008; McDonald et al. 
2008). Additionally, little research has been conducted in an emerging economy setting 
(Figueiredo and Brito 2011).

Furthermore, in terms of market focus, a multinational subsidiary is either local or 
export market-oriented. Export market orientation refers to the activities a firm performs 
in its efforts to incorporate the marketing concept into its export operations (Cadogan 
et al. 2009) so that its product mainly serves foreign markets. Local market orientation 
can be defined in a similar way. Market orientation is the central concept of the marketing 
discipline (Gebhardt et al. 2006; Kotler 2000) and has important implications for a firm’s 
competitiveness (Day et al. 1992). Specifically, market orientation is a critical marketing 
capability and a business resource that helps firms achieve positions of sustainable com-
petitive advantage and superior business performance (Narver and Slater 1990; Hunt and 
Morgan 1995; Hult and Ketchen 2001; Hult et al. 2005; Cadogan et al. 2009). How do 
external and internal embeddedness affect resource development and hence performance 
of local or export market-oriented multinational subsidiaries? To the best of our knowl-
edge, no study has been performed on this important issue for either a developed or an 
emerging economy.

To address the above research gaps, this paper explores how embeddedness affects 
resource development and performance of multinational subsidiaries of different market 
orientations in an emerging economy. It establishes and tests an analytical framework for 
market orientation, embeddedness and performance of multinational subsidiaries using 
data from a sample of 233 multinational subsidiaries in China.

Our key arguments are as follows. In an emerging economy, multinational subsidiaries 
from developed countries operate below the international technological frontier (Jindra 
et al. 2009). In such an economic setting, external embeddedness facilitates a subsidiary 
in obtaining location-bound resources, such as local knowledge and indigenous tech-
nologies, which are often not technologically advanced but may be more suitable for the 
local market (Akubue 2000). This helps a subsidiary develop autonomy and specialized 
resources defined as subsidiary capabilities (R&D, manufacturing, marketing etc.) rela-
tive to other subsidiaries in the MNE (Birkinshaw et al. 1998). Location-bound resources 
are very important for the performance of local market-oriented subsidiaries, as these 
subsidiaries need to be very responsive to local conditions (Luo 2001).

On the other hand, export oriented firms focus on the development and marketing of 
appropriate goods and services that are valued by customers in export markets (Diaman-
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topoulos et al. 2000; Narver and Slater 1990). As a result, location-bound resources may 
not necessarily influence the performance of export-oriented subsidiaries. Our study con-
tributes to scientific knowledge by identifying varying roles of location-bound resources 
in the performance of multinational subsidiaries with different market orientations. This 
study also contributes to the existing literature by consolidating arguments that have been 
examined separately in prior studies into a fuller model1.

The rest of the paper is organized as follows. In section II, we develop our analyti-
cal framework with four sets of hypotheses about the relationships between embedded-
ness, specialized resources and autonomy, as well as the performance of local and export 
market-oriented multinational subsidiaries in an emerging economy setting. Section III 
describes our methods for data collection and analysis. Section IV presents the results 
and section V offers discussions. Our overall results indicate that external embedded-
ness is positively associated with a multinational subsidiary’s specialized resources and 
autonomy, while internal embeddedness has a negative impact on specialized resources 
of subsidiaries. Further, specialized resources positively affect the performance of a local 
market-oriented subsidiary but not of an export-oriented subsidiary. Finally, section VI 
summarizes the results and discusses managerial and policy implications.

Hypothesis Development

Market Orientation and Embeddedness of Subsidiaries in an Emerging Economy

An emerging economy is a low-income but rapid-growth country using economic liber-
alization as its primary engine of growth (Hoskisson et al. 2000). An emerging economy 
normally has the following features: Underdeveloped factor and product markets; tech-
nologically resource-constrained local firms; and underdeveloped but rapidly changing 
institutions (North 1990; Peng and Heath 1996; Khanna and Palepu 1997; Hoskisson 
et al. 2000; Hitt et al. 2004; Wright et al. 2005; Li et al. 2008).

Against this business and institutional background, multinational subsidiaries from 
developed countries enjoy technological advantages over local firms in an emerging 
economy, but suffer high liabilities as a result of foreignness and uncertainty. External 
embeddedness or business interactions with local firms in an emerging economy promote 
inflows of local knowledge and access to indigenous technologies, enabling a subsidiary 
to overcome the liability of foreignness and enhance its technological knowledge stock 
(Li et al. 2008).

The specialized resources (local knowledge and indigenous technology) developed 
by a subsidiary via external embeddedness can be classified as knowledge-based ones, 
defined as a firm’s intangible know-how and skills such as technological and managerial 
expertise (Das and Teng 2000). Chen et al. (2009) argue that different types of control are 
influenced by different types of resource contribution by parent firms, and the contribu-
tion of knowledge-based resources is positively associated with the parent’s process and 
social control. In general, if a subsidiary depends heavily on the MNE and/or other sub-
sidiaries for critical resources, then its management practices are more likely to be influ-
enced by the MNE (Hannon et al. 1995; Jaw and Liu 2004; Chang et al. 2009). Following 
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this logic, since these specialized resources are not contributed by the parent firm but 
obtained by the subsidiary via its external embeddedness with local firms, the subsidiary 
will be subject to less parental control but will gain more autonomy. As a result, external 
embeddedness enables all multinational subsidiaries to develop specialized resources and 
autonomy.

However, the importance of external embeddedness varies for the performance of 
multinational subsidiaries with different market orientations. As is well known, market 
orientation (local vs. export market) is of particular importance in relation to the under-
standing of competitive advantage of a firm (Day et al. 1992; Hunt and Lambe 2000; 
Qu 2007). It is not only an organisational system that balances local responsiveness and 
global integration, (Doz and Prahalad 1991) but also an important instrument for adjust-
ing a subsidiary’s vulnerability to contextual hazards (Bartlett and Ghoshal 1989). Given 
the parent-firm strategy (global integration or local focus), a subsidiary will be either 
export- or local market-oriented.2

By definition, a local market-oriented subsidiary inevitably has more interactions with 
the local business community and requires more local responsiveness than an export-
oriented subsidiary (Luo 2001). This implies that a local market-oriented subsidiary is 
more externally embedded within the local business community than an export-oriented 
subsidiary. External embeddedness enables a multinational subsidiary to learn from local 
firms and reduce gaps in these aspects of knowledge-based resources. While they are very 
useful for local market-oriented subsidiaries to gain autonomy in order to better respond 
to local needs and compete with local firms in the host-country market, such resources 
are less important for export-oriented subsidiaries. An export-oriented subsidiary helps its 
corporate to diversify portfolios and weather changes in the subsidiary’s host economy. 
To successfully export, the subsidiary needs adequate knowledge about foreign markets. 
Since specialized resources developed from external embeddedness in the host emerging 
economy are mainly local knowledge-based ones, their role in the operation and perfor-
mance of an export-oriented subsidiary is limited. The following subsections develop 
four sets of hypotheses about the relationships between embeddedness, subsidiary auton-
omy, specialized resources and performance.

External Embeddedness, Specialized Resources and Subsidiary Autonomy

Embeddedness is in many cases defined as a firm’s network (Andersson et al. 2005; Gar-
cia-Pont et al. 2009; Gulati et al. 2000; Young and Tavares 2004). Embeddedness in an 
MNE context often means the extent to which a subsidiary is integrated into the resource 
and information flow of the MNE or the local environment. “It focuses on individual rela-
tionships and deals with the extent to which the subsidiary’s set of business relationships 
creates opportunities for the subsidiary to improve its knowledge stock, and, therefore, 
its performance” (Andersson et al. 2005). It needs to be noted that embeddedness is not 
only a matter of the context in which a subsidiary interacts, but also the quality of the rela-
tions it develops within the context3 (Granovetter 1985; Uzzi 1996; Forsgren et al. 2005). 
As will be seen in the Research Methods section, this study adopts a slightly different 
measure, but is qualitatively very similar in concept to that of embeddedness in Anders-
son et al. (2002, 2005) in examining its impact on resource development, autonomy and 
performance of local and export market-oriented subsidiaries.
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As mentioned in the Introduction, specialized resources are defined as subsidiary capa-
bilities relative to other subsidiaries in the MNE. Autonomy is seen as a key concept 
associated with the role and development of multinational subsidiaries, and has been 
regarded as one of the critical contemporary issues for researchers and managers (Young 
and Tavares 2004). However, as autonomy is a relative and multidimensional concept, 
there is no consensus on how to define it. In this study, we follow Birkinshaw et al. (2005) 
in referring to multinational subsidiary autonomy as the freedom or independence of a 
subsidiary which enables it to make certain decisions on its own behalf.

In the existing literature, there are different views on how subsidiary autonomy is 
gained. Some argue that subsidiary autonomy is assigned by the parent MNE while oth-
ers suggest that it is assumed through subsidiary behaviour including external embed-
dedness (Young and Tavares 2004). We agree that, given the overall MNE strategy, a 
subsidiary’s degree of embeddedness influences a subsidiary’s specialized resources and 
relative position within the MNE. In an emerging economy, external relationships with 
local firms enable a multinational subsidiary to obtain some unique resources such as 
indigenous technology and local knowledge relative to other subsidiaries in the MNE. 
Unique resources enable a subsidiary to exercise authority (Brooke 1994). In this sense, 
autonomy is more likely to be assumed via subsidiary activities than assigned by the par-
ent MNE (Birkinshaw 1997, 2000; Young and Tavares 2004).

A multinational subsidiary is simultaneously potentially embedded in two business 
contexts: The internal MNE and the external (host country) environment (Bartlett and 
Ghoshal 1989). Embeddedness to the external environment enables subsidiaries to have 
the potential to access external resources by virtue of location (Almeida and Kogut 1999; 
Almeida and Phene 2004), participation in networks (Gulati et al. 2000) and through the 
development of inter-firm processes to access these resources (Porter 1990). Prahalad and 
Doz (1981) suggest that a subsidiary, which acquires resources and expertise on its own, 
reduces its dependence on the parent. Such a subsidiary is able to generate independent 
competencies and hence tends to have greater autonomy (Hedlund 1981; Taggart and 
Hood 1999). As argued by Birkinshaw and Hood (2000), the subsidiary finds itself in a 
more powerful position vis-à-vis its parent company because it is in control of valuable 
local resources. The independent competencies or valuable local resources are distinctive 
in relation to the MNE, and hence can be regarded as specialized resources. Specialized 
resources confer greater autonomy (Birkinshaw and Morrison 1995).

While the above positive link from external embeddedness to specialized resources 
and autonomy is widely recognised in the literature, such a relationship needs a different 
interpretation for an emerging economy. As mentioned earlier, multinational subsidiar-
ies are in general technologically superior to local firms in an emerging economy. On 
the other hand, underdeveloped political and social institutions in an emerging economy 
enable local firms to enjoy some location-bound advantages (e.g., local market knowl-
edge, access to distribution channels, strong relations with government agencies and 
ethnic bounds) which are not readily available to established MNEs from developed 
countries (Child and Rodrigues 2005; Hitt et al. 2005; Li et al. 2008).

From a resource-base view, knowledge needed for a foreign firm to be competitive in 
the host country includes the organization of work, marketing and financial know-how, 
as well as product innovation and modifications (Dunning 1988). Such local knowledge 
can complement a firm’s ownership advantages and mitigate the disadvantages of being 



874 X. Li et al.

foreign, as well as enhance the performance of foreign subsidiaries (Makino and Delios 
1996). Thus, to establish operational success in a host country, a firm must access local 
knowledge as a means of overcoming market risks and uncertainties (Stopford and Wells 
1972). Local knowledge is more important for MNEs based in an emerging economy 
as underdeveloped institutions are associated with high market risks and uncertainties. 
Given the importance of local advantages, subsidiaries have incentives to forge links with 
and learn from local firms. With such links, market information about the most suitable 
and profitable business opportunities can be easily made available, and business risks and 
uncertainties can be reduced (Lecraw 1977; Zhan 1995; Buckley et al. 2007).

In addition to the possession of location-bound local knowledge and networks, some 
emerging economies like India and China have a sufficient supply of talented manpower 
and emerging technologies (UNCTAD 2005). Although technological levels of MNEs 
from developed economies are generally more advanced than those in emerging econo-
mies, the appropriateness of these advanced technologies in developing economies was 
once hotly debated (Dunning 1988). One important way for MNEs to adapt to local envi-
ronments and needs is to establish links with local firms. By so doing, multinational 
subsidiaries can better learn indigenous technology which is also important for success-
ful operations and specialized capability enhancement. Indigenous technologies in an 
emerging economy can sometimes be more appropriate for the local market than those 
from MNEs, can play an important role when advanced foreign technologies from MNEs 
are adapted to local conditions, and they are often complementary to advanced foreign 
technologies (Lall 1993).

The above discussion suggests that external embeddedness in an emerging economy 
like China enables subsidiaries to obtain these local resources which are unavailable to 
the rest of the MNE. With these extra resources a subsidiary is able to develop its special-
ized resources and strengthen its relative position and autonomy within the MNE.

The positive relationships between external embeddedness and specialized resources 
and between external embeddedness and autonomy should hold true for either type of 
subsidiary, whether local market- or export-oriented. It needs to be noted though that 
the efforts and commitments made by different types of multinational subsidiary to 
develop external embeddedness are different, and the parent firm values locally-embed-
ded resources differently for different types of subsidiary. As mentioned earlier, market 
orientation is an organizational system that balances global integration and local respon-
siveness. Via the market orientation arrangement, an MNE will be in a good position to 
monitor foreign operations and maintain organizational control over subunits within an 
integrated network.

Luo (2001) suggests that a local market oriented subsidiary inevitably needs more 
decision-making power, less global integration, and superior expertise in order to respond 
to hazards in the host-country environment than those pursuing benefits from an export 
market. On the other hand, an export-oriented subsidiary is less dependent on host country 
resources, as a large proportion of such export business occurs through intra-subsidiary 
trade within an MNE network (Kobrin 1991). As a result, an export-oriented subsidiary 
is less interested in, and less required by the parent for, integration into the resource and 
information flow of the local environment than a local market-oriented one, since external 
embeddedness and hence location-bound specialized resources are much less important 
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for the former type of subsidiary than the latter for their operations. Nevertheless, so long 
as it develops inter-firm ties and contacts and engages in resource and information flow 
with local firms in a host country, a subsidiary will be able to obtain and develop special-
ized resources and enhance its bargaining power and autonomy with the MNE.

External embeddedness not only positively affects specialized resources, it also posi-
tively impacts autonomy. As argued by Young and Tavares (2004), embeddedness is itself 
seen as a source of innovation, new business ideas and practices. Since it is difficult for 
the HQ to direct or control this knowledge acquisition because of information deficien-
cies, subsidiary autonomy becomes necessary. To balance global integration with local 
responsiveness, the HQ needs to be sensitive to what a local manager thinks about local 
contingencies in the host economy environment as the manager is in a better position to 
screen and appraise local dynamics and impediments (Birkinshaw 1997; Luo 2001).

The above discussion leads to our first set of hypotheses:

Hypothesis 1a: �E xternal embeddedness has a positive impact on the level of specialized 
resources of both local market- and export-oriented subsidiaries in an 
emerging economy.

Hypothesis 1b: �E xternal embeddedness has a positive impact on autonomy of both local 
market- and export-oriented subsidiaries in an emerging economy.4

Internal Embeddedness, Specialized Resources and Subsidiary Autonomy

Internal embeddedness can create opportunities for a subsidiary to learn from sister units 
and enables it to share knowledge within the MNE (Bartlett and Ghoshal 1989), and is 
an important source of the subsidiary’s resources. However, internal embeddedness does 
not necessarily lead to the development of specialized resources relative to the rest of the 
MNE. To develop its unique expertise or resources, a subsidiary has to avoid expending 
scarce resources attempting to exactly duplicate the parent and other subsidiaries’ strate-
gic advantage (White and Poynter 1984). The development of such specialized resources 
involves substantial costs and uncertainties. They may also be supplier or customer ori-
entated. In such cases, these resources are special but also vulnerable (Sørensen 2011). 
Therefore, a subsidiary will often have much stronger incentives to adopt existing knowl-
edge or resources than develop its own specialized ones. Knowledge flow is believed 
to be easier to accomplish within organizations than between them (Zander and Kogut 
1995). This will, in turn, encourage a subsidiary to rely more on existing knowledge sup-
ply from the MNE itself.

If a subsidiary has enhanced its resources through internal embeddedness within the 
MNE, this will increase its competitiveness in the host economy. Nevertheless, these 
resources are not unique relative to the rest of the MNE. Furthermore, the enhancement 
of its common resources can discourage the subsidiary to conduct its own R&D to build 
up its specialized resources or capabilities. This phenomenon is contradictory to the case 
described by Garcia-Pont et al. (2009) where internal embeddedness is purposefully used 
by the subsidiary to build its distinctiveness within the MNE. As a result, internal embed-
dedness can be negatively related to the level of specialized resources.
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Internal embeddedness is also negatively correlated with subsidiary autonomy. Stron-
ger internal embeddedness is associated with a greater likelihood of HQ control of the 
subsidiary, as a higher degree of internal relationship makes it easier for the HQ to exert 
hierarchical control within the corporate framework (Andersson and Forsgren 1996). A 
significantly negative correlation between a subsidiary’s internal embeddedness and its 
degree of autonomy is found in Hedlund (1981), Birkinshaw and Morrison (1995) and 
Andersson and Forsgren (1996).

When analyzing internal embeddedness of a multinational subsidiary based in an 
emerging economy, we need to assess how underdeveloped economic institutions affect 
knowledge sharing behavior of the MNE. According to North (1990), economic institu-
tions involve market intermediaries, and determine the incentives for and constraints on 
economic actions. They include the suppliers of the infrastructure that supports economic 
transactions (Chan et al. 2008). The supporting infrastructure includes physical infra-
structure providing the basic facilities, services, and installations needed for the local 
economy to function; human infrastructure providing skilled labour and the social or pro-
fessional networks through which firms acquire new knowledge (Saxenian 1994; Teece 
1986); and technological infrastructure providing the ‘home base’ for technology devel-
opment (Porter 1990) from which firms carve their competitive advantage in a particular 
industry. Underdeveloped economic institutions involve insufficient supplies of the sup-
porting infrastructure which in turn constrains technological development of firms in an 
emerging economy.

Multinational subsidiaries in general are not pressured into innovation in order to com-
pete with local firms in an emerging economy as they operate below the international 
technological frontier (Jindra et al. 2009). However, due to technological spillovers and 
local firms’ technological catch-up, subsidiaries need to continuously update their tech-
nologies in order to be competitive on the local market. They still need to rely on supplies 
of technological resources from parent firms (Manea and Pearce 2006). Operating in an 
emerging economy, internal technological resource transfer from the parent to the sub-
sidiary becomes particularly important (Scott-Kennel and Enderwick 2005; Jindra et al. 
2009). The more a multinational subsidiary relies on internal technological resources 
from the rest of the MNE, the more it needs to be embedded in the internal technology 
network. The more technological resources a subsidiary obtains from the parent MNE, 
the more superior its position in the host market, and the less incentive it will have to 
develop specialized resources. As a result, a negative relationship is expected between 
internal embeddedness and specialized resources.

In addition, as mentioned earlier, the more a subsidiary is embedded in the internal 
technology network of the MNE, the higher the degree of hierarchical control the HQ 
will be able to exert within the corporate framework (Andersson and Forsgren 1996). 
Both local market- and export-oriented subsidiaries have incentives to join the resource 
and information flow of the MNE to obtain internal technological and other support so 
that it can better compete with local firms in the host country or with other firms in the 
international market. One important factor which makes a local market-oriented subsid-
iary competitive is its superior technology relative to local firms in the host country (Dyer 
and Nobeoka 2000). One important factor which enables an export-oriented subsidiary 
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to be competitive is the existence of factor endowment advantages in the emerging host 
country (Luo 2001).

The more they rely on internal technological and other support from the parent MNE, 
the more competitive they will be in their respective markets, and the fewer incen-
tives they will have to develop specialized resources. Therefore, a negative relationship 
between internal embeddedness and specialized resources is expected. In addition, the 
more a subsidiary is internally embedded, the higher the degree of hierarchical control 
from the parent MNE. Hence we have the following second set of hypotheses:

Hypothesis 2a: �I nternal embeddedness has a negative impact on the level of specialized 
resources of both local market- and export-oriented subsidiaries in an 
emerging economy.

Hypothesis 2b:  �Internal embeddedness has a negative impact on autonomy of both local 
market- and export-oriented subsidiaries in an emerging economy.

Specialized Resources, Subsidiary Autonomy and Performance

The above subsections discuss the impacts of external and internal embeddedness on a 
subsidiary’s specialized resources and autonomy, leading to H1 and H2 respectively. In 
this subsection, we discuss the impact of specialized resources on subsidiary autonomy. 
The development of specialized resources shifts the balance in the power asymmetry 
between the parent and subsidiary more towards the subsidiary. The possession of spe-
cialized resources enables a subsidiary to strengthen its relative position and autonomy 
within the MNE generally (Hedlund 1981; Birkinshaw and Morrison 1995; Taggart and 
Hood 1999; Garcia-Pont et al. 2009).

Specialized resources, however, may influence the autonomy of local market-oriented 
and export-oriented subsidiaries differently. While specialized resources are essential for 
local market-oriented subsidiaries, they may not be important for export-oriented sub-
sidiaries. As noted before, multinational subsidiaries in an emerging economy develop 
their specialized resources mainly from location-bound advantages. This has different 
autonomy implications for different types of subsidiary. Autonomy is often regarded to 
be more important for local market-oriented than export-oriented subsidiaries as the for-
mer are expected to “meet local market requirements in respect of tastes, legislation or 
host country demands” (Young and Tavares 2004, p. 219). Specialized resources devel-
oped from location-bound advantages enable local market-oriented subsidiaries to better 
meet these local market requirements. On the other hand, such specialized resources may 
not be useful for export-oriented subsidiaries in gaining autonomy from the HQ. This is 
because an export-oriented subsidiary is less dependent on host country resources, requir-
ing less local responsiveness (Luo 2001).

The discussion in these two paragraphs can lead to the following hypothesis:

Hypothesis 3: �S pecialized resources have a positive impact on autonomy of local market 
oriented subsidiaries, but may have no impact on autonomy of export-
oriented subsidiaries in an emerging economy.
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Most emerging-economy firms lack non-location-bound resources such as capital, intel-
lectual properties and organizational routines compared to established MNEs (Ghemawat 
2001; Hitt et al. 2004), but they can enjoy some location-bound advantages as mentioned 
earlier (Li et al. 2008). If a multinational subsidiary in an emerging economy is embed-
ded within the local business environment, it will be able to obtain local knowledge about 
the market and profitable business opportunities, and access to indigenous technologies. 
They can well become its specialized resources.

However, these distinctive resources have different performance implications for dif-
ferent types of multinational subsidiary. In the case of a local market-oriented subsidiary, 
such specialized resources are very useful for it to complete successfully in the host coun-
try. As mentioned earlier, multinational subsidiaries from developed economies possess 
relatively advanced technologies compared to local firms in an emerging economy. When 
these subsidiaries develop their specific capabilities by incorporating location-bound 
resources such as local knowledge and indigenous technologies, they can overcome their 
liability of foreignness and uncertainty, and will be in a strong position to compete with 
local firms. Therefore, specialized capabilities developed from location-bound resources 
will have a positive impact on the performance of local market-oriented subsidiaries in 
an emerging economy.

On the other hand, one should not always expect such specialized resources to posi-
tively affect the performance of an export-oriented subsidiary. They are valuable only 
when they are applied locally. The location-bound resources lead to the benefits of 
national responsiveness (Rugman and Verbeke 2001). When an emerging economy is 
seen as an export-platform, a subsidiary focuses on the exploitation of cheap labor to 
produce products mainly for developed economies. In this case, an export-oriented sub-
sidiary competes with firms in developed economies. As such, this subsidiary is no longer 
technologically advanced. To compete successfully, it takes factor endowment advan-
tages in the emerging economy (Luo 2001). As a result, the focus of an export market-ori-
ented subsidiary is on the global market, and the responsiveness to the emerging economy 
market is no longer important.

Furthermore, as noted in Kobrin (1991), a large proportion of export by multinational 
subsidiaries occurs through intra-subsidiary trade within an MNE network. Hence an 
export market-oriented subsidiary is much less vulnerable to the indigenous environment 
than a local market-oriented subsidiary. Thus, local knowledge and indigenous technol-
ogy are much less important for the performance of an export market-oriented subsidiary 
than a local market-oriented subsidiary. The discussion can lead to our final hypothesis 
as follows.

Hypothesis 4: �S pecialized resources have a positive impact on the performance of local-
market oriented subsidiaries, but have no significant impact on the perfor-
mance of export-oriented subsidiaries in an emerging economy.

The above discussion about the relationships between embeddedness, specialized 
resources, subsidiary autonomy and performance can be summarized by the conceptual 
model in Fig. 1.
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Research Methods

Data Collection and Sample

This study is based on a survey conducted on multinational subsidiaries in China.5 Ide-
ally a sample should be drawn from multinational subsidiaries in all regions in China. 
However, due to resource constraints and more importantly the accessibility of subsidiary 
archives at the regional level, our sample was drawn from three cities: Chongqing, Nan-
jing and Beijing. These three locations represent different levels of development in China. 
Beijing is the capital and one of the commercial centres of China. Nanjing is a highly 
developed industrial and commercial city in the Yangtze River Delta, while Chongqing is 
the commercial and transportation centre of Western China. A list of multinational sub-
sidiaries in these cities was obtained from the local Bureau of Industrial and Commercial 
Administration, and a sample of 223 subsidiaries was randomly drawn following the 
systematic sampling method.

We follow the procedures for a survey suggested by de Vaus (2002) to construct and 
administer our questionnaire. To carry out a pilot study, we conducted interviews of 18 
multinational subsidiaries in these three cities during May and June 2006 to test and 
modify our questionnaire. The postal survey was conducted during June and July 2006. 
Similar to Nylén (1995) and Gibbons (1996), our questionnaire was addressed to the man-
aging director or general manager who was responsible for both the day-to-day running 
of the subsidiary and developing business plans for the long term, and was able to answer 
our questions. We do acknowledge that it would probably be more helpful if respondents 
from different departments such as marketing, R&D and production in a subsidiary had 
been approached. However, it was impracticable to do so in a large scale survey.

Given the nature of this research, our questionnaire contained both factual and opinion 
questions. The former included general and financial statistics, such as the number of 
employees, sales, profits, and exports. The latter included the assessment of the degree 
of a subsidiary’s internal and external linkages and autonomy. As for those opinion ques-
tions, we felt that the managing director or general manager would be in the best position 
to answer them. Our pilot study confirmed this.

            Fig. 1: I nteractive relationships 
between specialized resources, 
strategic embeddedness and 
subsidiary autonomy
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We received 369 completed questionnaires. We examined the possibility of non-response 
error by comparing the characteristics of the respondents with those of the original 
sample. There were no statistically significant differences between responding and 
non-responding firms for foreign share ( t  = − 1.23, p > 0.10) or age of the firm ( t  = 0.63, 
p > 0.10).6 Furthermore, 33 firms were excluded due to incomplete information provided 
in the response.7 We finally obtained a sample of 336 subsidiaries including firms in 
knowledge-intensive sectors such as the automobile, steamboat, airplane and computer 
industries, and labour-intensive sectors such as food, beverage, garment and shoe mak-
ing. Table 1 provides an overview of the final sample in terms of the establishment year, 
location and country of origin.

There are 103 ethnical Chinese multinational subsidiaries in the full sample. Com-
pared to other subsidiaries, ethnical Chinese subsidiaries have similar cultures and rela-
tively smaller technology gaps with local Chinese firms. Therefore, they are much less 
‘foreign’, more able to be externally embedded and can access location-bound resources 
such as local knowledge and indigenous technologies. To formally test our hypotheses, 
we exclude these ethnical Chinese subsidiaries, giving us a final sample of 233 subsidiar-
ies.8 Secondly, we define a local market-oriented subsidiary as one which sells at least 
50 % of its product in the host-country market. An export-oriented subsidiary is defined 
in the same way. Of course, this definition, like any other one, is arbitrary. To be robust, 
we also provide results using 75 % or more of local sales as the criterion for local-market 
orientation. We are unable to further raise this percentage as the sub-sample of export-
oriented subsidiaries would otherwise become too small for a proper SEM estimation 
(outlined in more detail below).

Table 2 presents statistics of selected size and performance variables. Of interest is the 
observation that there is a great deal of variation in size and performance of firms in the 
sample.

Number of firms
Year of establishment
2004 39
2003 42
2002 23
2001 19
2000 13
1986–1999 96

Location
Beijing 83
Nanjing 29
Chongqing 120

Country of origin
European-American 107
Asian 108
Others 18

Total 233

Table 1: A n overview of 
the sample
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Measures

The questionnaire prompted the respondents to provide objective information about the 
subsidiaries’ operating and financial situations, as well as their assessment on external/
internal embeddedness, specialized resources and autonomy. Each of these four latent 
variables in the model are measured by multiple indicators, i.e., from four perspectives 
including ‘production’, ‘general management’, ‘R&D’ and ‘marketing’. All measures 
were assessed via a five-point Likert scale ranging from ‘strongly disagree’ to ‘strongly 
agree’. It should be noted here that our measure of embeddedness is somewhat different 
from Andersson et al. (2002, 2005). For instance, Andersson et al. (2002, 2005) use the 
extent to which a subsidiary’s most important local business relationships have caused its 
adaptation of product technology, production technology, standard operating procedures 
and business practices to measure the subsidiary’s local embeddedness. Instead, we use 
the answer to the question “how helpful is the interaction with your local partners for your 
production, management, R&D and marketing practices” to measure local embedded-
ness. We use this alternative measure because we feel that a subsidiary’s adaptation is not 
necessarily caused by its most important local business relationships. Similarly, internal 
embeddedness is measured using the answer to the question “how helpful is the interac-
tion with your parent and sister subsidiaries for your production, management, R&D and 
marketing practices”. Such a measure of embeddedness captures the extent to which help 
is obtained in the key aspects of business operations from the subsidiary’s external and 
internal interactions. This help has important implications for a subsidiary’s development 
of specialised resources and autonomy.

In a similar manner to Birkinshaw et al. (1998), specialized resources in this paper are 
defined as resources distinct from those available elsewhere in the corporation in the areas 
of production, management, R&D and marketing. They are superior in terms of their 
impact on subsidiary autonomy and performance in an emerging economy. This does not 
necessarily mean that these resources contain superior technological knowledge relative 
to the MNE.

The measure of subsidiary autonomy is adopted from Taggart (1998) and Taggart and 
Hood (1999), i.e. how decisions are made by a subsidiary in the areas of production, 
management, R&D and marketing. A short version of the wording of these measurement 
items in the questionnaire is given in Appendix A.

Table 2: S elected sample corporate statistics
Mean S.D.

Size
Annual turnover 23596.42 76360.24
Total assets 19448.42 60512.79
Total employment 539.38 879.42

Performance
Return on assets (ROA) 0.188 0.297
Return on investment (ROI) 0.099 0.253
Return on sales (ROS) 0.034 0.368
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Moreover, since the measures of the variables were collected using the same survey 
instrument, the possibility of common method bias (CMB) was tested using Harman’s 
one factor test as advised by Podsakoff and Organ (1986).9 An unrotated principal compo-
nents factor analysis on the 16 measurement items yielded four factors with eigenvalues 
greater than 1.0. As several factors instead of one single factor were identified and all of 
them accounted for just 67 % of the total variance, and as the first factor accounted for 
only 23 % of the variance, a significant amount of common method variance does not 
seem to be present (Podsakoff and Organ 1986). Furthermore, we applied a partial corre-
lation procedure to test CMB as suggested by Chang, van Witteloostuijn and Eden (2010). 
The results confirm the absence of common method variance in the sample.

The performance of the subsidiaries is measured via three objective indicators, i.e., 
return on assets (ROA), return on investment (ROI) and return on sales (ROS). As men-
tioned above, the mean and variance of these three items are presented in Table 2.

Analytical Method

The method we apply is structural equation modelling (SEM), as it is a powerful approach 
that simultaneously tests two or more relationships among directly observable and/or 
unmeasured latent variables involved in the current study. Although SEM serves purposes 
similar to multiple regression, it has a unique ability to simultaneously examine a series 
of dependent relationships (where a dependent variable becomes an independent variable 
in subsequent relationships within the same analysis) while also simultaneously analyz-
ing multiple dependent variables (Joreskog et al. 1999). SEM also has a less restrictive 
assumption of measurement error as it is based on the assumption that each explanatory 
and dependent variable is associated with measurement error (Bollen 1989).

Given SEM’s ability to map and assess a web of relationships, it has been used in vari-
ous areas of managerial research. However, reviews of SEM usage in the fields of orga-
nizational behaviour (Brannick 1995), management information systems (Chin 1998), 
marketing (Steenkamp and van Trijp 1991) and strategic management (Shook et al. 2004) 
have unveiled serious flaws. For example, Shook et al. (2004) coded 83 studies that used 
SEM, out of which only 3 studies reported both coefficient alphas and composite reli-
ability and one study used all three fit measures recommended by Gerbing and Anderson 
(1992). Like any statistical tool, SEM’s benefits are obtained only if it is properly applied. 
Misapplication would lead to the results’ invalidity and inhibit researchers’ ability to 
develop knowledge.

In the next section, we follow the checklist provided by Shook et al. (2004) for using 
SEM except that this research does not involve respecification of the model.10 In fact, 
respecification is controversial although it is common in social sciences. Anderson and 
Gerbing (1988) argue that respecifications should be based on theory and content consid-
erations in order to avoid exploiting sampling error to achieve satisfactory goodness of fit. 
Brannick (1995) argues that respecifications should not be done at all. Instead, alternative 
models should be proposed a priori rather than making a posteriori changes. In the cur-
rent research, we hypothesize our model based on the theoretical justification presented 
in section 2 and then test the hypotheses, instead of searching for a model with the best 
goodness of fit.
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Results

Assessment of Validity and Reliability

Before testing the hypotheses, we assessed the validity and reliability of the measure-
ments. First, following Bentler and Chou (1987), the estimated reflective loadings and 
their accompanying significance levels are examined using confirmatory factor analysis 
(CFA) to assess the factor structures of the items. The complete loadings for the indica-
tors and R2 values are reported in Table 3. All R2 values (the linearity of relations between 
constructs and indicators) are strong and well above a cut-off point of 0.20. In most cases, 
path coefficients from the latent constructs to their corresponding manifest indicators 
are above 0.6 and statistically significant at p < 0.05. The factor loadings of Ba4 (internal 
embeddedness in terms of marketing) and C2 (autonomy in general management) are 
relatively low but still statistically significant.11 The significant loadings of individual 
items on their underlying factors also established convergent validity of these constructs. 
Furthermore, the average variance extracted (AVE) is about 73 %, suggesting that the 
convergent validity is good. For each pair of measures, the AVE for each measure is 
greater than the squared structural link between the two measures, providing evidence of 
discriminant validity (Fornell and Larcker 1981).

We also examined the reliability of the constructs. As reported in Table 3, Cronbach’s 
alpha (α) for all of the five constructs is above 0.7. Although the coefficient alpha is the 
most common measure of reliability, it has several limitations. For example, the coeffi-
cient alpha wrongly assumes that all items contribute equally to reliability (Bollen 1989). 
As a consequence, we then proceeded to examine the composite reliability, which draws 
on the standardized loadings and measurement error for each item and is a better choice 
for examining reliability (Shook et al. 2004). As reported in Table 3, the constructs exhibit 
high composite reliability (ρc), i.e., they are all above 0.70.

Estimates

The model adopts LISREL 8.54 to estimate the parameters. Maximum likelihood is used 
as the estimation technique and the input matrix is the covariance matrix. The starting 
value is chosen by the programme automatically. Before testing the models on local-
market- and export-oriented subsidiaries separately, we examine the extent to which the 
hypotheses are supported by the whole sample including both types of subsidiary. Table 4 
reports the parameter estimates and indices of goodness of fit.

As Table 4 indicates, for the pooled sample including both local-market- and export-
oriented subsidiaries, external embeddedness has a positive impact on specialized 
resources. This leads to clear support to H1a. We can also see that internal embeddedness 
has a significant negative impact on specialized resources although its impact on subsid-
iary autonomy is not significant. This indicates that our empirical results support H2a, but 
not H2b. The insignificant relationship between internal embeddedness and autonomy is 
consistent with the findings of Forsgren, Holm and Johanson (2005), where they find that 
internal (corporate) embeddedness does not influence HQ control significantly.
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However from Table 4, the impact of specialized resources on subsidiary autonomy is not 
significant and hence H3, which states that specialized resources have a positive impact 
on autonomy of both local market- and export-oriented subsidiaries in an emerging econ-
omy, is not supported. From the same table, specialized resources have a significant posi-
tive impact on subsidiary performance. This partially supports H4, which suggests that a 
high level of specialized resources developed from embeddedness with local firms in an 
emerging economy will lead to a high level of performance for a local-market oriented 
subsidiary, but not necessarily for an export-oriented subsidiary.

We use multiple indices to measure the goodness of fit of the model. As the indices 
presented in Table 4 indicate, the goodness of fit of the model is satisfactory. A chi-square 
test is the most common fit measure, and the chi-square of our model is not satisfactory 
( p = 0.00). However, a chi-square test is only recommended with moderate-sized samples, 
e.g., 100–200 (Tabachnick and Fidell 1996) due to its mathematical properties.12 With a 
large sample and a large number of observed indicators, a significant chi-square value 
is expected even if the model has a good fit.13 Several ‘comparative fit’ indices have 

Constructs and indicators Factor loadinga ( t-value) R2-value α
Specialized resources 0.84 0.80
A1: Enterprise production 1.00 0.71
A2: General management 0.68 (13.65) 0.59
A3: Research and development 1.37 (16.01) 0.74
A4: Marketing 0.74 (12.88) 0.61

Internal embeddedness 0.80 0.76
Ba1: Enterprise production 1.00 0.66
Ba2: General management 0.63 (10.58) 0.60
Ba3: Research & development 0.96 (13.26) 0.78
Ba4: Marketing 0.58 (7.31) 0.53

External embeddedness 0.85 0.79
Bb1: Enterprise production 1.00 0.69
Bb2: General management 1.00 (14.82) 0.72
Bb3: Research & development 0.92 (13.52) 0.78
Bb4: Marketing 0.98 (13.24) 0.74

Autonomy 0.77 0.71
C1: Enterprise production 1.00 0.67
C2: General management 0.53 (11.19) 0.51
C3: Research & development 0.72 (9.85) 0.64
C4: Marketing 0.93 (11.57) 0.73

Performance (standard financial 
indicators)

0.80 0.73

Return on assets (ROA) 1.00 0.58
Return on investment (ROI) 1.19 (10.62) 0.68
Return on sales (ROS) 1.43 (11.16) 0.73
aStandardized coefficients

ρc

Table 3: C onstructs and indicators
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emerged but they are not necessarily appropriate for a specific data set (Brannick 1995). 
Due to these limitations, the use of multiple indices is important. Gerbing and Anderson 
(1992) suggest that among the most stable and robust fit indices are the DELTA2 index, 
relative non-centrality index (RNI), and the comparative fit index (CFI), all reported in 
Table 4. These three indices of the model are all above the threshold value of 0.90, indi-
cating a good fit of the model with the sample.14 Indeed, with the size of the sample 
( N = 233) and the number of the observed variables ( m = 19), the fit indices of the model 
are satisfactory.15

The results from the whole sample in Table 4 can only provide us with general ideas 
about our hypothesis testing as they do not differentiate different types of subsidiary. The 
main purpose of this paper is to compare the impacts of embeddedness on specialized 
resources, autonomy and performance of local market- and export-oriented subsidiaries, 
and the two sub-samples for these two types of subsidiary are estimated in order to more 
directly test the four sets of hypotheses. The sub-sample results are provided in Table 5.

We first look at the relationship between external embeddedness and specialized 
resources. It is clear that the impact of external embeddedness on specialized resources 
for the local market-oriented (50 % or above) subsidiaries is highly significant and posi-
tive (γ12  = 0.15, t = 2.87). In addition, the impact of external embeddedness on special-
ized resources for the export-oriented (50 % or above) subsidiaries is also significant and 
positive (γ12  = 0.44, t = 2.37). Therefore, H1a is clearly supported when we use 50 % or 
above local sales/ export as the criterion for a local market/ export subsidiary. By com-
parison, the impacts of external embeddedness on specialized resources for both local 
market- and export oriented (75 % or above) subsidiaries are highly significant and posi-
tive (γ12  = 0.14, t = 2.78 and γ12  = 0.43, t = 3.38 respectively). This result robustly confirms 
support of H1a.

Turing to H1b, the results show that external embeddedness has a positive and highly 
significant (γ11 = 0.36, t = 3.96; γ11 = 0.39, t = 4.11) impact on the autonomy of local mar-
ket-oriented (50 or 75 % and above) multinational subsidiaries. H1b is then supported 
in the local market-oriented subsidiary group. By comparison, external embeddedness 

Table 4:  Structural parameter estimates for the full sample ( N = 233)
Hypotheses Path Estimate ( t-value)
H1a External embeddedness → specialized resources 0.19 (3.12)c

H1b External embeddednes → autonomy 0.28 (2.36)b

H2a Internal embeddedness → specialized resources − 0.24 (− 2.11)b

H2b Internal embeddedness → autonomy − 0.11 (− 0.96)
H3 Specialized resources → autonomy 0.04 (1.61)
H4 Specialized resources → performance 0.009 (2.02)b

Goodness of fit χ² = 488.16, CFI = 0.93.
DELTA2 = 0.93, 
RNI = 0.94, 
RMSEA = 0.063.

aDenotes significant at 10 %
bDenotes significant at 5 %
cDenotes significant at 1 %
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produces a positive impact on the “75 % or above” export-oriented subsidiary group at 
the 5 % level of significance, and the coefficient on the autonomy variable for the “50 % 
or above” export-oriented subsidiary group is insignificant.16

We now look at the impact of internal embeddedness. Table 5 indicates that H2a is 
supported in all sub-sample groups, whether it be local market-oriented (50 or 75 % and 
above) or export-oriented (50 or 75 % and above). There is clear evidence of a negative 
impact of internal embeddedness on specialized resources. From Table 5 it is interest-
ing to see that internal embeddedness has a highly significant and negative impact on 
the autonomy of local market-oriented (50 or 75 % and above) subsidiaries (γ21 = − 0.25, 
t = − 3.79; γ21 = − 0.25, t = − 3.68). By contrast, internal embeddedness produces no sig-
nificant impact on the autonomy of export-oriented subsidiaries. Put another way, H2b is 
supported in the local market- but not export-oriented subsidiary group.

Table 5 also provides the results about the relationship between specialized resources 
and autonomy (H3). It is interesting to see that the impact of specialized resources on 
autonomy is statistically insignificant in any of the sub-samples, whether it be the local 
market- oriented (50 or 75 % and above) subsidiary group or the export-oriented (50  or 
75 % and above) subsidiary group. Put another way, H3 is not supported at all.

Finally, Table 5 shows that specialized resources have a positive impact on the perfor-
mance of local market-oriented (50 or 75 % and above) subsidiaries (β23  = 0.01, t = 1.79; 
β23 = 0.01, t = 1.98). On the other hand, specialized resources produce no significant 
impact on the performance of the export-oriented (50 or 75 % and above) subsidiary 
group. Therefore, H4 is supported.

Discussion

External embeddedness is widely regarded as an important source of knowledge and 
will contribute to the development of specialized resources. Therefore, it is not novel 
to test and confirm that there is a positive relationship between external embeddedness 
and specialized resources. However, different from existing studies, H1a in this research 
predicts this positive relationship in an emerging economy setting. It is based on different 
theoretical reasoning and is supported by Chinese data. As an emerging economy, China’s 
technological capabilities are still behind developed countries (UNCTAD 2005, p. 113). 
However, this does not mean that MNEs from developed economies have nothing to 
learn and benefit from their local embeddedness in China. In fact, advanced technology 
is not the only important determinant of successful operations of MNEs in a host country. 
External embeddedness facilitates a subsidiary, whether local market- or export-oriented, 
to obtain location-bound indigenous technologies and local knowledge, and enables it to 
enhance its capabilities and develop distinctive resources relative to the rest of the MNE.

H1b is highly supported in the case of local-market oriented subsidiaries, but it is 
only partly supported in the case of export-oriented subsidiaries. The overall result is, 
firstly, consistent with the argument by Luo (2001) that a local market-oriented subsidiary 
inevitably requires more decision-making power to respond to local needs than an export-
oriented subsidiary, and secondly with the argument by Young and Tavares (2004) that 
a subsidiary’s knowledge acquisition from its own external business networks increases 
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its autonomy. Since it needs more autonomy in order to successfully operate in the host-
country business environment, a local market-oriented subsidiary will be better motivated 
to enhance its autonomy by developing its links with local firms than an export-oriented 
subsidiary.

The negative relationship between internal embeddedness and the level of specialized 
resources (H2a) is supported by our data. Internal embeddedness is measured here by 
production, management, R&D and marketing help from the parent and sister subsidiar-
ies within the MNE. Although it is useful for knowledge enhancement, such help does 
not add resources that are particularly specific to the individual subsidiary.17 Rather, it 
is possible that the more a subsidiary learns and adopts knowledge from the parent and 
sister subsidiaries, the less incentive this subsidiary will have to conduct its own costly 
innovations and develop its own unique capabilities. Therefore, the relationship between 
internal embeddedness and specialized resources is negative.

One possible explanation for the support of H2b by export-oriented subsidiaries but 
not local market-oriented subsidiaries is that the former type of subsidiary is more inte-
grated in the MNE coordination and interdependent networks (due to the MNE’s global 
strategy) than the latter type (due to the MNE’s multi-domestic strategy). The export-
oriented subsidiaries’ seeking of internal resources and help from the MNE is regarded as 
normal internal collaboration activity, while local market-oriented subsidiaries’ seeking 
of internal resources and help from the MNE can lead to perceptions of empire building 
and hence attract more control from the HQ. Our results from the local market-oriented 
subsidiaries are consistent with some studies such as Hedlund (1981), Birkinshaw and 
Morrison (1995), Andersson and Forsgren (1996) and Harzing (1999) where a signifi-
cant negative relationship between internal embeddedness and the level of specialized 
resources was identified.

H3 predicts that specialized resources have a greater positive impact on the auton-
omy of local market-oriented subsidiaries than export-oriented subsidiaries in an emerg-
ing economy, but the empirical evidence from this study does not support a significant 
impact. Young and Tavares (2004) suggest that distinctive capabilities can lead to percep-
tions of empire building (Birkinshaw and Ridderstrale 1999) or subversive behaviour 
(Tavares 2001). They constitute a serious challenge to the MNE headquarters’ monop-
oly over strategy, or cause a substantial governance problem (Verbeke and Kenworthy 
2008). Hence, the parent firm will exercise its control in order to bring this subsidiary 
into a coordinated and interdependent network to maximize its usefulness to the HQ. Our 
results seem to suggest that, although multinational subsidiaries have developed some 
specialized resources from location-bound knowledge, these resources are not significant 
enough for the subsidiaries to bargain for a high degree of autonomy. Given that H1b is 
largely supported in our study, the autonomy of multinational subsidiaries (especially 
local-market oriented ones) in China seems to be a result of their mere links with local 
firms rather than their development of specialized resources. As discussed in section III, 
embeddedness is itself often seen as an important means for knowledge acquisition which 
the HQ will find difficult to control because of information deficiencies (Young and Tava-
res 2004).

The support of H4 indicates that specialized resources obtained and developed from 
location-bound advantages of local firms, such as indigenous technology and local knowl-
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edge, are indeed important for local market-oriented subsidiaries to compete successfully 
in the local Chinese market. On the other hand, such specialized resources are not impor-
tant when export-oriented subsidiaries compete in the international market.

It must be noted that in addition to the independent variables used in model, there are 
many other factors impacting subsidiary autonomy and performance and it is important 
to control for these factors. In-line with the existing literature, we introduced firm size 
and age as two control variables and ran an alternative model. The results indicate that 
the impact of age on autonomy is significant. However, the effects of age and size on per-
formance are insignificant. Further, the goodness of fit of the model is not satisfactory.18 
Therefore, we prefer the original model to the alternative model.

It should also be noted that there is a possible problem of reverse causation between 
the constructs of our model, that is, some causal directions may be reversed meaning 
that autonomy and specialized resources may positively or negatively cause internal and 
external strategic embeddedness. One way to deal with the possible reverse causation is 
through the use of instrumental variables (e.g., Kirby and Bollen 2009). However, this is 
not feasible in this study due to the lack of appropriate instrumental variables. Instead, 
we have estimated several alternative models with internal and external strategic embed-
dedness being the independent variables. We find that the goodness of fit of these alterna-
tive models is not satisfactory. Therefore, reverse causation may not be a problem in our 
analysis.

Conclusions

There are several studies about the relationship between a multinational subsidiary’s 
embeddedness and subsidiary initiative, autonomy and strategic role, and the relation-
ship between embeddedness and knowledge creation and capability enhancement in host 
developed countries. By comparison, the original contribution of the current paper lies in 
combining arguments examined separately in prior studies into a fuller model. Specifi-
cally, we have examined the relationships between embeddedness, specialized resources, 
autonomy and performance for different types of multinational subsidiary (local market- 
and export-oriented) in an emerging economy. This framework is tested on data from 233 
non-ethnical Chinese multinational subsidiaries in China.

Our results indicate that external embeddedness enhances subsidiary autonomy, and 
facilitates a multinational subsidiary in gaining mainly location-bound knowledge in 
production, general management, R&D and marketing from local firms in an emerging 
economy. This helps the subsidiary develop its own specialized resources relative to the 
rest of the MNE. Such resources are significant only when they are applied locally. This 
explains why such resources positively affect the performance of local market-oriented 
subsidiaries, but not that of export-oriented subsidiaries. Internal embeddedness enables 
the subsidiary to learn from the rest of the MNE, and to be equipped with the superior 
internal technology-based resources in order to successfully compete with local firms. 
However, this discourages the subsidiary to conduct its own innovation and develop spe-
cialized resources, encouraging further reliance on internal resources and hence reduces 
its degree of autonomy. Of course, as mentioned in endnote 2, this study adopts a static 
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approach in examining the relationship between embeddedness and autonomy. When a 
dynamic approach is applied, the relationship between embeddedness and autonomy may 
change over time (Ambos et al. 2011).

There are important managerial and policy implications of this study. Firstly, manag-
ers of multinational subsidiaries need to realize that they can learn and benefit from their 
business networks with local partners even in an emerging economy such as China in 
terms of the achievement of autonomy within their corporations, the build-up of special-
ized resources and the conduct of profitable operations in the host country. While the spe-
cialized resources obtained and developed from the current location-bound advantages of 
local firms are not a significant determinant of the performance of export-oriented sub-
sidiaries, China (and some other emerging economies such as India) is rapidly evolving 
into a provider of relatively low-cost talent and emerging technologies (UNCTAD 2005). 
As a result, its location-bound advantages are being upgraded from cheap labor towards 
technological competencies. Thus, non-location bound resources can well be developed 
by export-oriented subsidiaries via external embeddedness within the host business envi-
ronment for their competition on the international market. Secondly, policymakers from 
home countries can then support outward FDI, and multinational enterprises can increase 
their investment into emerging economies to enhance their competitiveness. Finally, to 
attract more inward FDI, the host government needs to encourage the improvement of 
the quality of locally available resources, including technological knowledge and skills.

Some important limitations must be noted. Firstly, as discussed earlier, our sample 
is lopsided with an out-of-proportion number of subsidiaries coming from Chongqing. 
As there is great regional diversity in China, the findings are not necessarily representa-
tive of the entire population of multinational subsidiaries in China. Secondly, our sample 
size is relatively small given the huge population of multinational subsidiaries in China. 
Thirdly, we asked the managing director or general manager to fill in the questionnaire 
as we assumed that they were most knowledgeable. However, this may not always be 
the case. They could have been asked to forward the questionnaire to the most suitable 
respondent for this particular purpose. This might have generated more knowledgeable 
respondents.19 As a result, caution should be exercised when interpreting the results of 
this study. A larger and more representative sample of multinational subsidiaries will 
enable us to provide a more representative and robust picture of the relationships between 
embeddedness, specialized resources, autonomy, market orientation and performance for 
the whole population of multinational subsidiaries in an emerging economy.

Endnotes

  1	 We thank one referee for this input.
  2	S trictly speaking, some subsidiaries can also be both local and export market-oriented, e.g., 

half of its product is sold at the local market and the other half for export. We thank one referee 
for this input.

  3	 We thank one referee for this input.
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  4	T his hypothesis is developed based on a static approach. When a dynamic approach is adopted, 
the hypothesis may no longer hold. For instance, Ambos et al. (2011) observe that high internal 
embeddedness in the past may help an R&D subsidiary gain higher levels of autonomy in the 
future, while high external embeddedness may lead to lower levels of autonomy in the future.

  5	 Following Jarillo and Martinez (1990), we define a multinational subsidiary as a firm with at 
least 50 % foreign share of total capital.

  6	I deally a t-test should also be conducted in terms of the variables such as size and performance 
of the firms. Unfortunately we do not have such information about the non-responding firms.

  7	 We excluded firms that had been in full operation for less than two years. Eventually all firms 
in our sample were in full operation for at least two years, and according to the returned ques-
tionnaires, all of these firms seemed to have the functions we have asked about.

  8	 We also tested the hypotheses using a sub-sample of 103 ethnic Chinese multinational subsid-
iaries. We find that hypotheses H2a and H4 are marginally supported while other hypotheses 
are not supported. In particular, we find that the relationship between external embedded-
ness and autonomy is not significant. As we discussed, ethnic Chinese firms are more able to 
be externally embedded and obtain access to location-bound resources. Therefore, external 
embeddedness does not naturally lead to autonomy. The results are not reported due to space 
limitation but are available upon request.

  9	T he assumption of the test is that if a substantial amount of common method variance exists in 
the data, a single factor or a general factor that accounts for most of the variance will emerge 
when all the variables are entered together (Harman 1967). If the first unrotated factor accounts 
for a relatively small portion of the total variance (no more than 50 %, but the smaller the bet-
ter), the implication is that CMB is not likely to be a significant problem. Despite increasing 
criticism of its insufficiency, Harman’s one factor test remains the most commonly used test 
for CMB.

10	I n fact, among the 92 studies investigated in the study of Shook (2004), only 43 (47 %) list a 
respecification.

11	 For a sample of 250 observations, factor loadings of 0.35 or above are significant (Hair et al. 
2006, p. 128).

12	T he chi-square statistic has two mathematical properties that are problematic in its use as a 
goodness-of-fit measure (Hair et al. 2006, p. 747). First, the chi-square statistic is a mathemati-
cal function of the sample size and the difference between the estimated and observed covari-
ance matrices. As sample size increases so does the chi-square value. Secondly, the chi-square 
statistic is also likely to be greater when the number of observed variables increases.

13	 For a sample larger than 250 and a model with more than 12 indicator variables, a significant 
chi-square can be expected (Hair et al. 2006, p. 753).

14	 Based on a sample of larger than 250 and a five-construct model with 19 indicator variables, a 
CFI of at least 0.92 or above and a RNI of 0.92 or above should be evidences of good fit (Hair 
et al. 2006, p. 753).

15	 We re-estimated the model by omitting the insignificant relationships, that is, the link between 
internal embeddedness and autonomy and the link between specialized resources and auton-
omy. By so doing, we obtained a much improved p-value of 0.076. In this paper, we aim to test 
the hypotheses based on theoretical justification instead of searching for a model with the best 
goodness of fit. Therefore, we choose to estimate and discuss the full model. The results of the 
re-specified model are not reported here due to space limitation but are available upon request.

16	 The absence of significance for export focus firms ( n = 76) for H1b as compared to n = 91 with 
another cut off point can be a sample size issue, as the factor loadings are close: 0.23 vs. 0.24. 
We thank an anonymous referee for this comment.
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17	 We thank one referee for this input.
18	T he detailed results of this alternative model are not presented in the paper due to space limita-

tion, but available upon request.
19	 We thank an anonymous referee for this input.
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