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ABSTRACT

While effectual theory is well-known and widely used in the field of entrepreneurship,
research on its application within the context of corporate entrepreneurship, and specifically
in the Multinational Corporation (MNC), remains undeveloped. The present study attempts to
extend current knowledge on how effectual theory applies to the subsidiary initiative
literature. Particularly, it analyses how the subsidiary manager engages in managerial
decision-making, and to what extent the process of initiative taking involves the use of
effectual logics. This is examined by merging theoretical approaches from extant literature
and evidence through an inductive case study. Findings suggest that subsidiary managers
are indeed likely to use effectuation logics to implement subsidiary initiatives within the MNC,
which is supported by an analysis of the five principles of effectuation within the context of a
global firm’s foreign subsidiary in Spain.

Keywords: Effectuation, entrepreneurship, subsidiary initiative, decision-making, subsidiary
manager

The content of this document is the sole responsibility of the author, who declares that they
have not committed plagiarism and that all references to the work of other authors have been
correctly cited in the text.



INDEX

1. INTRODUCTION ..ottt sttt et b e bt st st et e e be e s beesatesabesbeebeebeenns 3
2. LITERATURE REVIEW .....oooitette ettt sttt ettt st st et e sbe e saee st 5
2.1 SUBSIIArY INITALIVE ....c..eveieieiieee ettt be e 5
2.2 The SUBSIAIArY MANAGET .....cc.ccveeiiieiereeeete sttt e e s be s e e aeste s e esaesreessestessnens 10
2.3 EffECIUALION ...ttt 11
2.4  Subsidiary managers and effectual l0giCS ........cccvvvveviiieciereeeeeceeeere e 15
241 Bird-IN-NAnd ........coooio e 15
2.4.2  ATOrdable 10SS......ccuooiiiiieiieieereeeee et 16
243 Crazy QUII....cooieeeeee et 17
244  LEMONAUE ...ttt sttt ettt 18
245  PilOt-iN-the-Plane........ccooi ittt st anas 19

2. METHODOLOGY ...ttt ettt st sttt et e s bt e she e sat e sabe s bt e beesneesmeeeneeeaeeeneeas 21
2.1 Method dESCIIPLION ....ooueiiiitirieteteietet ettt sttt ebe b s b e 21
2.2 CASE UESCIIPLION ...ttt ettt ettt ettt b e sttt aeeseeaeesesaeebeneens 22
3. RESEARCH FINDINGS...... .ottt sttt sb e st st e st b e b e nns 23
3.1 BIrd-IN-NANG ..o 23
3.2 ATOrdADIE 10SS.. ..o 23

G TR T O - V4 YA o |11 TSP 24
34 LEMONAE ..ottt 25
3.5 PilOt-iN-tNE-PIANE.....cee et aeas 25
4. DISCUSSION AND CONCLUSION.......coiiiiiieiieete ettt sttt ettt st st s re e 27



1. INTRODUCTION

Multinational corporations, or MNCs, have gained significant attention in international business
research in recent decades, and are defined as organisations that control production assets in
more than three countries (Birkinshaw & Hood, 1998), whose purpose is to internalise
international transactions (Hymer, 1960). A distinguishing characteristic of MNCs is their
abundance of subsidiaries, which, through international sales, research and development, and
manufacturing capabilities, are highly influential in creating firm-specific advantages within the
MNC (Birkinshaw & Hood, 1998; Birkinshaw et al., 1998).

Entrepreneurial activities by subsidiaries, which can take a wide variety of forms (Birkinshaw,
1997; Delany, 2000), are widely known as subsidiary initiatives (Birkinshaw & Ridderstrale,
1999). In developing and implementing initiatives, subsidiaries can strengthen the MNC’s
competitive stance, local responsiveness, global integration and learning, and open the doors
to potential new markets (Delany, 2000; Birkinshaw et al., 1998; Young et al., 2003; Birkinshaw
& Fry, 1998). Throughout this process, subsidiary managers play a central role (Ddrrenbacher
and Geppert, 2010) and are responsible for understanding, developing, and leveraging
subsidiary capabilities, while also integrating the subsidiary with the MNC, and working
towards the MNC’s universal strategy (Bartlett & Ghoshal, 2003; Raziq et al., 2020). However,
despite the subsidiary’s importance regarding subsidiary development (Raziq et al., 2003), as
well as their impact on the MNC’s overall performance (Hsu et al., 2013), research on
subsidiary managers and their role in subsidiary initiatives has still been largely neglected.

Effectuation logic is a well-known theory developed by Sarasvathy (2001; 2008), that over the
past 20 years has grown to be recognised as an important framework to understand the
entrepreneurial decision-making process (Perry et al., 2012). Based on patterns drawn from a
wealth of case studies, the effectual process is a cycle that assesses the entrepreneur’s
means, level of risk adversity, ability to gather resources, and level of uncertainty avoidance in
order to determine how to navigate an ever-changing business terrain, and achieve control in
an unknown future (Sarasvathy, 2001). While effectual theory has been thoroughly researched
within the realm of entrepreneurship, its application within the context of the MNC still requires
a deeper understanding. Specifically, research on the relationship between effectual theory,
subsidiary initiative, and subsidiary managers still remains vastly undeveloped.

In light of the lack of research on both the importance of the subsidiary manager, as well as
the application of effectual theory within the context of the MNC and its subsidiaries, this study
aims to answer the research question of how the subsidiary manager engages in managerial
decision-making, and to what extent the process of initiative taking involves the use of effectual
logics. In order to achieve this objective, an inductive case study is performed, which offers
insights into the dynamics of effectual logics and subsidiary manager initiative-taking within the
subsidiary of a global MNC in Barcelona, Spain.

In doing so, this thesis aims to contribute not only by building on past research on subsidiary
initiative, the subsidiary manager, and effectual theory, but also by facilitating knowledge
accumulation in the future, thereby advancing academic understanding on the topics
addressed. Additionally, this study addresses the United Nations Sustainable Development



Goal of Decent Work and Economic Growth, which aims to “promote sustained, inclusive, and
sustainable economic growth, full and productive employment and decent work for all” (Decent
Work and Economic Growth, 2022). As proposed by Sarasvathy (2001), researching effectual
theory holds a variety of benefits for the firm, the industry, and the economy, which implies that
while businesses can benefit from this research, governments can also leverage research on
effectual theory to gain a deeper understanding on how managerial decision-making can be
utilised to achieve their economic development goals, and use this knowledge to enable more
effective macro-economic policy making. Especially now, considering the individual, firm-level,
as well as government-level uncertainty instigated by both the COVID-19 pandemic and global
political conflicts, improving our understanding on decision-making in the face of uncertainty is
becoming increasingly important (Decent Work and Economic Growth, 2022; Anayi et al.,
2022).

The work is structured in four sections. First, in the literature review section, previous research
on subsidiary initiative, the subsidiary manager, and effectual logics is used to build a
theoretical foundation before merging theories on subsidiary managers and effectual logics.
Then, findings on an original case study are analysed to help formulate and support a
proposition. Finally, findings from previous literature and the case study are contrasted in the
discussion and conclusion, thereby opening the door for future research.



2. LITERATURE REVIEW

2.1Subsidiary initiative

The implementation of strategic processes and initiatives has received considerable research
attention in recent decades. Among these research topics is that of subsidiary initiative, which
is defined as “entrepreneurial activities carried out by foreign owned subsidiaries in
multinational corporations” (Birkinshaw and Ridderstrale, 1999, p. 149), “beginning with the
identification of an opportunity and culminating in the commitment of resources to that
opportunity” (Birkinshaw, 1997, p. 207). While past research commonly assumed that the
parent company is the source of firm-specific advantages within the MNC, it appears that
subsidiaries may carry greater responsibility in the formation and maintenance of these
advantages than previously considered (Birkinshaw et al., 1998).

The term subsidiary initiative is in itself somewhat contradictory, considering that subsidiaries
are by definition subordinates. This suggests that although subsidiaries are under the direct
control of MNC corporate headquarters, they have recently gained more prominence and
greater power in decision making. Traditionally speaking, subsidiaries were simply considered
an instrument of the parent company tasked with adhering to the demands of the parent
company, with the subsidiary’s success measured by its ability to do so. The result was a
centralised decision-making structure within the network of MNCs (Delany, 2000). Only in the
1980s did authors begin to question the MNCs structure as a hierarchy and propose that of a
heterarchy as an alternative (Hedlund, 1986). With this organisational structure, the subsidiary
would act less as a single centre and more as a contributor to the network of the MNC (Delany,
2000). This changing of perspectives can be attributed to several factors, including the
emerging of research on the subsidiary’s ability to contribute to, and lead innovation projects,
the subsidiary’s ability to provide outflows of valuable resources to other parties within the
organisation, and the subsidiary’s power to develop and produce products on a global scale
(Birkinshaw et al., 1998).



Birkinshaw’s (1997) work identifies two main types of subsidiary initiative (external and internal
initiatives) which can be further subdivided into smaller categories, as illustrated in Figure 1 by
Schmid et al. (2014).

Subsidiary
initiatives
I
[ ]
External Internal
initiatives initiatives

Global market Local market Internal market Global-internal
initiatives initiatives initiatives hybrid initiatives

Figure 1. Birkinshaw's (1997) Categorisation of Subsidiary Initiatives
Source: Adapted from Schmid et al. (2014).

External initiatives develop outside of the organisation and cultivate through connections with
various external stakeholders, such as local customers and suppliers. These initiatives may
take place on a local or on a global scale, and are contrasted in Table 1.

Table 1. Contrasting of Local and Global Market Initiatives

Local market initiatives Global market initiatives
- Aim to develop new products, - Aim to develop on existing mandates
markets, or processes through in order to satisfy an international
opportunities identified in the product or market opportunity.
subsidiary’s local market. - Are fuelled by unsatisfied product or
- Are fuelled by local product and/or market needs from suppliers and
market needs and are applied customers beyond a local scale.
globally.

Source: Adapted from Birkinshaw (1997).



Internal initiatives, on the other hand, develop inside the organisation and develop through
connections between subsidiary managers and stakeholders internal to the MNC’s system.
Internal initiatives are generally developed with the aim of improving efficiency or rationalising
at either a local or a global scale, within the boundaries of the MNC (Schmid et al., 2014), and
are contrasted in Table 2.

Table 2. Contrasting of Internal and Global-Internal Initiatives

Internal market initiatives Global-internal hybrid initiatives
- Aim to redistribute existing corporate - Aim to attract global investments
assets or resources in a more that have already received corporate
efficient manner support

Source: Adapted from Birkinshaw (1997).

Alternatively, Delany (2000) proposes three different categories of subsidiary initiative, which
are: domain developing initiatives, domain consolidating initiatives, and domain defending
initiatives, which, with their sub categories, are presented in Figure 2. First, domain developing
initiatives involve activities aimed at improving business or sales in the subsidiary’s host
country, acquiring new bids from head office, adding new activities to existing mandates, or
persuading the parent to rationalise internal operations. Second, domain consolidating
initiatives aim to increase competitive advantages, such as cost competitiveness, quality, and
profitability, and increase subsidiary management’s input in corporate decisions where value
may be added. Finally, domain defending initiatives involve actions that allow subsidiary
management to retain current mandates, increase influence to corporate headquarters, or find
new corporate customers for their subsidiary’s own capabilities.
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Figure 2. Delany’s (2000) Three Types of Subsidiary Initiative and Their Sub-Categories
Source: Adapted from Delany (2000).

The implementation and continuation of subsidiary initiative within the organisation will likely
be confronted with a phenomenon known as the corporate immune system, which is resistance
from the power bases of the organisation, such as the corporate headquarters. Such
resistance can take various forms, such as political manoeuvring or restricting funding to the
subsidiary, which cause hindrances to the development or implementation of initiatives
(Birkinshaw & Ridderstrale, 1999). At the core of this lie two factors. First, the belief that
subsidiary initiatives promise uncertain returns on investment, threaten the power of corporate
headquarters, and challenge routines and behaviours that are institutionalised within the MNC.
Second, the preference of organisations to reject a promising initiative than to admit a rogue
initiative (Birkinshaw & Ridderstrale, 1999). In developing initiatives, subsidiaries run the risk
of being perceived as uncontrollable, incompliant, and focused on subsidiary gain, rather than
actually adding value to the corporate MNC (Delany, 2000), thereby minimising their level of
integration within the organisation (Birkinshaw et al., 1998). As a result, the parent may find
itself responding in a hostile and dominant manner in an effort to secure subsidiary compliance,
consequently minimising the subsidiary’s value added to the organisation (Delany, 2000).
Additionally, authors highlight that subsidiary initiative is often perceived as subversive
behaviour from the perspective of the parent company (Birkinshaw et al., 1998., Delany, 2000)
as it is often initiated without explicit consent from the parent, thereby jeopardising the
subsidiary-parent relationship (Ambos et al., 2010). The subsidiary manager’s motives, and
whether their goal is to promote personal interests, subsidiary interests, or parent company
interests, are questioned (Birkinshaw et al., 1998), which may undermine subsidiary
management’s motivation to contribute to the organisation (Delany, 2000).



Therefore, in gaining acceptance of their initiatives, subsidiary managers need to direct
headquarters’ top management’s attention to certain issues and improve their understanding,
which is a concept known as issue selling (Ling et al., 2005). Subsidiary managers can
approach this process using several different strategies. The first is packaging, which is how
issues are framed or presented linguistically (Dutton & Ashford, 1993). Issues can, for
example, be packaged as threats or opportunities, or calmly or with urgency (Dutton &
Ashford, 1993; Hilgartner & Bosk, 1988). The second is related to selling channels, which are
the means through which issues are sold. Issue selling can, for instance, take place publicly
through staff meetings or monthly strategy meetings, or take place privately through one-on-
one conversations or private meetings (Dutton & Ashford, 1993). While public means may
make this more difficult to gain top management’s attention, they may also enhance the
legitimacy of the issue (Dutton & Ashford, 1993; Dutton et al., 2001). The third is
involvement, which regards who is involved in the issue selling process (Dutton & Ashford,
1993). While increasing the involvement toward an issue can increase input, it can also alter
the direction of the issue (Kanter, 1983). The last is formality, which is whether or not the
issue seller's methods follow official processes and procedures (Dutton & Ashford, 1993).
Formal issue selling takes place through scheduling presentations and generating reports,
whereas informal issue selling involves more casual personal interaction (Ling et al., 2005).

For the parent company, creativity and initiative taking are essential in overcoming the
intensifying competition experienced by organisations today (Delany, 2000). Subsidiary
initiative can satisfy this need by lubricating the internal market of the MNC, in the sense that
pre-existing relationships (e.g. with suppliers), which may fulfil a basic need but add no
additional value, are improved or substituted, thereby enhancing performance (Birkinshaw et
al., 1998). Subsidiary initiative may also lead to improved local responsiveness of the MNC,
as well as enhanced global integration and learning (Young et al., 2003). Furthermore, by
embracing change, it may open doors to potential new markets (Birkinshaw & Fry, 1998).
Hence, MNCs require subsidiaries that strive to add value to the organisation, and suffer
negative consequences from subsidiaries that are merely compliant with the requirements of
the parent company (Delany, 2000).

In addition to the benefits experienced by the parent company, subsidiaries themselves may
benefit from their initiative as well. The subsidiary’s resources and capabilities are best
understood by the subsidiary and not the parent, which implies that subsidiary initiative
provides subsidiaries with the opportunity to better leverage these resources and capabilities,
thereby further driving initiative and enhancing their competitiveness both within the MNC and
the external market (Birkinshaw et al., 1998). Additionally, taking initiative may develop the
subsidiary’s role within the organisation, increase its credibility from the perspective of the
parent (Strutzenberger & Ambos, 2014), and increase subsidiary management’s motivation to
work towards the goals of the MNC and add value to it (Delany, 2000).



2.2The subsidiary manager

As previously mentioned, initiative is an indispensable component in the MNC’s task to
overcome the intensifying competition that it may face in the global market. In light of this,
taking initiative is an essential process in subsidiaries themselves as well, in which the
subsidiary manager plays a central role (Dérrenbacher and Geppert, 2010).

Subsidiary managers fall under the category of middle managers (Dutton & Ashford, 1993),
who operate at the intermediate level of the corporate hierarchy (Uyterhoeven, 1972). A
defining characteristic of subsidiary managers is that they supervise and are supervised by
others (Dutton & Ashford, 1993), which implies that, although they have greater access to and
control over resources than lower-level managers, decisions regarding these resources are
often still made by top-level management (Izraeli, 1975).

Bartlett and Ghoshal (2003) argue that the subsidiary manager’s primary role lies in listening
and responding to the local market. In doing so, their responsibility spans beyond local
customer needs, and also includes listening and responding to the requirements of local
governments and actions of competitors. On the subject of initiative, it is the subsidiary
manager’s responsibility to understand, develop, and leverage subsidiary capabilities (Bartlett
and Ghoshal, 2003), while also effectively integrating with the MNC (Raziq et al., 2020), and
working towards the MNC’s universal strategy (Bartlett and Ghoshal, 2003). Whether the
subsidiary manager can effectively fulfil these roles may have a direct or indirect impact on
subsidiary development (Raziq et al., 2003) and affect the MNC’s overall performance (Hsu et
al., 2013).

The subsidiary manager’s ability to overcome functional, geographic, and organisational
barriers (Tippmann et al., 2012), fuelled by their unique position within the organisational
hierarchy that enables them to access information on various internal and external levels
(Kostova & Roth, 2003; Tushman & Scanlan, 1981), allows them to access strategically
important information, which positions them at the forefront of product development and global
strategy (Bartlett and Ghoshal, 2003). This allows for an increase in both knowledge and
opportunities that benefit both the subsidiary and the MNC (Sharkey Scott & Gibbons, 2009;
Birkinshaw et al, 2005). Additionally, apart from driving initiative and creativity, subsidiary
managers are fundamental in mitigating the negative effects of subsidiary remoteness,
subsidiary management, and the managing of complex relationships between the subsidiary
and the parent company (Razig et al., 2020). Subsidiary managers are also necessary in
driving the organisation’s internationalisation and performance (Hsu et al., 2013), to the extent
that their performance compensates for the costs of their salaries, which are generally high
(Razig et al., 2020).

In respect to the rationale of the subsidiary manager, there are several factors which determine
their behaviour in initiative taking. While some studies argue that the subsidiary manager’s
nationality, and whether they are a parent-country national, host-country-national, or third-
country national, are factors that influence their rationale in taking initiatives, other authors find
this to be inconclusive (Raziq et al., 2020). Instead, Dorrenbacher and Geppert (2010), argue
that the subsidiary manager’s social-political positioning plays a greater role in this regard. This
stance builds on the idea of nationality by also taking other social factors, such as career
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aspirations (one’s intentions to be active in a certain career field) and career orientation (one’s
pursuit of either advancing in an organisation, increasing knowledge and reputation, or
increasing autonomy and innovation), into account as reasoning for the direction in which the
subsidiary manager drives their initiatives.

Many variables come into play when it comes to the probability of a subsidiary manager’s
success in driving initiative, which is determined by an interplay of both external and internal
factors. Doérrenbacher and Geppert (2010) identify external political factors, such as access to
resources and skills to form alliances, as deciding factors that dictate the subsidiary manager’s
ability to actually realise these initiatives. One political factor which stands out is organisational
structure, which is believed to be of the strongest influence when it comes to the subsidiary
manager’s ability to take initiative. More specifically, heterarchical organisational structures
grant subsidiary managers increased freedom in decision making regarding resources and
budgets, access to strategic information, and formal authority. This allows them to take
initiatives, which drives entrepreneurialism within the subsidiary and increases the probability
of the MNC adopting subsidiary initiatives (Williams & Lee, 2011). In addition to such external
factors, internal factors such as the subsidiary manager’s personal characteristics are of big
influence as well. One of these characteristics is the subsidiary manager’s experience, whether
locally or internationally. Research indicates that there is a correlation between a subsidiary
manager’s level of experience and their ability to work autonomously and take initiatives.
Managers who have greater international experience are also more likely to successfully
integrate with the MNC and thereby increase productivity and subsidiary potential (Raziq et
al., 2020). Additionally, the subsidiary manager’s capability to think entrepreneurially plays an
important role as well, as entrepreneurially-minded managers are more likely to be able to
identify opportunities arising from the subsidiary’s distinct context (Williams & Lee, 2011).
Finally, subsidiary managers must have the social skills to develop initiatives within their own
team and effectively communicate their importance through to executives in order for their
initiative to be adopted by the MNC (Williams & Lee, 2011; Bartlett and Ghoshal, 2003).

2.3 Effectuation

In her research, Sarasvathy (2001) suggests that entrepreneurs following effectual logic may
be more successful in their pursuits than those supplying causation logic. “Causation
processes take a particular effect as given and focus on selecting between means to create
that effect.” On the other hand, “effectuation processes take a set of means as given and focus
on selecting between possible effects that can be created with that set of means” (Sarasvathy,
2001, p. 245). More simply stated, while causation is based on the principle of prediction,
effectuation is based on the idea of control.

These two forms of reasoning often intertwine in various contexts, including that of decision
making. Additionally, effectuation processes are not necessarily more effective than those
involving causation. Which form of reasoning is most applicable will depend entirely on the
context in which it is being applied (Sarasvathy, 2001).
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The anatomy of both causal and effectual decision making may be broken up into four
components (goal, causes, constraints and means) that are ordered differently according to
the decision-making logic. Causation starts with a specific goal that is to be achieved or a
decision that is to be made. Next, various means or causes are identified that may be
generated throughout the decision-making process. Then, constraints, whether imposed by
environmental or non-environmental factors, on those means are considered. Finally, criteria
for selecting the appropriate means, which are usually based on maximising the expected
return in regard to the goal specified in the first component, are determined. Under the effectual
process, however, similar components follow a different order. Instead, the first component of
the effectual process involves a set of means that are generally determined by the personal
characteristics or circumstances of the decision maker, which cannot be changed. Next, a set
of outcomes that may result from the decision-making process is identified. Then, constraints
on those outcomes, which may be imposed by limited means or environmental factors, are
considered. Finally, criteria for selecting between the possible outcomes, which are usually
determined by two factors: the loss the decision maker is willing to incur and the amount of risk
they are willing to take on, are determined (Sarasvathy, 2001). It is this outward movement
from means and causes towards effects that is responsible for the process to be referred to as
effectuation (Dew et al., 2009). Table 3 offers an overview on the main differences between
causation and effectuation logics.
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Table 3. Comparing Characteristics Between Causation and Effectuation

Causation

The outcome:
- Aids in selecting means to achieve a
certain outcome.
- Is based on expected returns.
- Is effect dependent. The choice of
means is determined by the decision
maker’s desired outcome.

Exploiting knowledge.

More common in nature.

Focuses on the predictable aspects of an
unknown future.

If we can predict the future, we can control it.

Market share in existing markets as a result
of competitive strategies.

Effectuation

The means or tools:

Aid in selecting outcomes that can be
achieved with the available means.
Are based on affordable loss and
acceptable risk.

Are actor dependent. The choice of an
outcome is driven by the actor’s traits
and abilities to find and use
contingencies.

Exploiting contingencies.

More common in human action.

Focuses on the controllable aspects of an
unknown future.

If we can control the future, we do not need to
predict it.

New markets created as a result of alliances
and other forms of cooperation.

Source: Adapted from Sarasvathy, 2001.

While Table 3 gives a broad overview of the various ways in which causal and effectual
processes differ, this information is most effectively summarised according to Sarasvathy et

al.’s (2014) five principles.

The first of the five principles is Bird-in-Hand, which argues that the effectual process is initiated
with the entrepreneur’s reflection on three means: their identity (answering the question: who
am 1?), their knowledge (what do | know?), and their networks (who do | know?). This reflection
allows the entrepreneur to define what they can do, rather than focusing on what they should
do (Sarasvathy et al., 2014), which has a positive impact on venture performance (Read et al.,

2009).



The second principle is that of Affordable Loss. After considering their means, the entrepreneur
needs to consider their investment. Effectual theory states that expert entrepreneurs focus on
what they are willing to lose in their endeavours, rather than what their expected gains might
be (Sarasvathy et al., 2014). Affordable loss thinking entails less planning (Sarasvathy et al.,
2014) and can lead to higher process efficiency (Brettel et al., 2012).

The third principle is Crazy Quilt, which views partnerships as the primary method of expanding
resources. Under the effectual approach, these partnerships are formed by rapid engagements
with a variety of people already within the entrepreneur’s network in an attempt to secure actual
commitments to the venture, rather than by following a targeted and planned approach
(Sarasvathy et al., 2014). Sarasvathy et al.’s Crazy Quilt principle aligns with the idea of
resource-dependency theory, in that the external resource providers of an organisation
determine the organisation’s strategic choices (Pfeffer & Salancik, 1978).

The fourth principal is Lemonade, which states that effectual entrepreneurs control emerging
situations by leveraging uncertainty and viewing surprises as opportunities, rather than threats
(Sarasvathy et al., 2014). Avoiding a goal-oriented approach, and leveraging newly emerging
opportunities, allows for unsuccessful experiments to be abandoned earlier (Chandler et al.,
2011) and for research and development to increase (Brettel et al., 2012).

The final principal is called Pilot-in-the-Plane, which is built on the idea that effectual
entrepreneurs transform and reshape the future, rather than try to predict it (Sarasvathy et al.,
2014).

A combination of Sarasvathy et al.’s (2001), Sarasvathy’s and Dew’s (2005), and Sarasvathy
et al.’s (2014) work offers a more detailed perspective on the effectual process and how these
principles are chronologically brought into practice. First, the entrepreneur starts with a self-
reflection (Bird-in-Hand), where they ask themselves who they are, what they know, and who
they know, and thereby gain an oversight on their actual means. Depending on the specific
context, this step may be performed on both the individual, as well as the firm level. Next, the
entrepreneur assesses what they can do, given their actual means, as well as their level of
affordable loss and acceptable risk (Affordable Loss), and thereby assess what hypothetical
courses of action might be possible. Following this step, the entrepreneur begins their
interactions with other stakeholders, which ultimately leads to effectual stakeholder
commitments (Crazy Quilt), and it is at this point that two separate courses of action are
possible (Lemonade). First, the entrepreneur may pursue new means that were generated by
new effectual stakeholder commitments, which expands the cycle of the entrepreneur’s
resources and returns them to the first step, where they restart the process. Second, the
entrepreneur may pursue new goals, where two alternatives are possible. The entrepreneur
may encounter constraints on the transformation they are experiencing, bringing them back to
step two, where they reassess their actual means, level of affordable loss and acceptable risk,
and restart the cycle from there. Alternatively, if no constraints are encountered, they may
enter a new market. Pilot-in-the-Plane is an over-arching principle that takes place throughout
this whole process.
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Figure 3. The Effectual Process

Source: From Sarasvathy & Dew (2005).

The process of causal decision making follows a logic based more on prediction (Dew et al.,
2009), the scope of which is extremely limited (Sarasvathy & Dew, 2005). Under the effectual
method, however, the decision maker enjoys more freedom which allows them to change their
goals or reshape them over time, based on contingencies that may arise throughout the
process (Sarasvathy, 2001).

2.4Subsidiary managers and effectual logics

2.4.1 Bird-in-hand

In beginning the effectual process, the central actor, or in this case the subsidiary manager,
considers three categories of means: who they are, what they know, and who they know
(Sarasvathy et al., 2014). This principle focuses on how their identity and knowledge may be
shaped and may impact the organisation, as well as how these characteristics influence their
capability of forming a meaningful network.
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Subsidiary team members that can develop and communicate capabilities and resources, such
as engineers, are strategically important for the subsidiary (Chen & Klimoski, 2003) and
essential in expanding subsidiary means (Khanagha et al., 2018). By building new
competences, the subsidiary team can increase the likelihood of it receiving new mandates
from the parent, even if outside the subsidiary’s original competence base, as demonstrating
capacity to develop competences increases the parent’s trust in the subsidiary (Delany, 2000).
In maximising the productivity of such team members, subsidiary managers play an important
role. For example, the subsidiary manager’s personal characteristics, such as competence and
discipline, have a significant impact on the productivity of subsidiary teams and their
willingness to invest their time, knowledge, and effort toward the goals of the subsidiary (Kenny
et al., 2018).

Subsidiary managers with greater MNC experience can also more effectively communicate
and negotiate with other internal stakeholders, such as top level management, as well as
external stakeholders, such as customers or suppliers. This is because they have a broader
understanding of the MNC'’s internal and external dynamics, and therefore have greater
leverage when negotiating (Nuruzzaman et al., 2017). Building on experience, success in
current or previous roles can be an important factor for subsidiary managers as well. Past
success acts as a tool to enhance legitimacy of subsidiary activities (Gorgijevski & Andrews,
2021), as headquarter managers, through their limited knowledge of, and limited attention to,
the subsidiary, make resource allocation decisions on subsidiary managers’ track records
instead (Bower, 1970).

Furthermore, strong interpersonal skills allow subsidiary managers to effectively communicate
their strengths and use them to build, and utilise, meaningful relationships in a greater network,
which is essential in driving initiatives. These relationships may, for example, refer to
connections with market decision makers, whether internal or external to the MNC (Delany,
2000; Tippmann et al., 2012). This effect is further magnified among subsidiary managers with
a strong sense of confidence, who can use this trait to their advantage by increasing their
perceived validity, and leveraging their ability to encourage and secure stakeholder
commitments, such as additional funding from the parent (Aldrich & Fiol, 1994; Kenny et al.,
2018).

Finally, subsidiary managers with a proactive mindset, rather than a compliant one, are more
successful in understanding local, global, and internal markets, as it gives subsidiary managers
a greater overview of what their available means are (Delany, 2000).

2.4.2 Affordable loss

In considering the funding and implementation of new initiatives, subsidiary managers consider
how much one subsidiary could afford to lose through an initiative, rather than its expected
return (Parker et al., 2019). Rather than referring directly to capital, the consideration of
potential losses can take several forms, as the subsidiary manager has a multitude of
responsibilities.
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First, subsidiary managers’ decisions may be geared toward how much of their time and
reputation they are willing to lose in the development of initiatives that may eventually get
rejected by top management (Parker et al., 2019), lead to a loss in autonomy, and could result
in their dismissal (Dorrenbéacher & Gammelgaard, 2011).

Second, subsidiary managers’ decisions may revolve around whether or not a certain action
could result in the loss of mandates, which are the most prominent manifestation of subsidiary
responsibilities (Rugman et al., 2011) and the most important mechanism in subsidiary
development (Gillmore, 2022). A loss of mandates could occur if the subsidiary is unable to
implement mandates or compete successfully in its local market (Gillmore, 2022), which could
result in either a full or a partial loss of the subsidiary’s value chain activities (Birkinshaw, 1996).

Third, subsidiary managers’ decisions can focus on whether certain decisions or actions may
lead to subsidiary divestment. Should a subsidiary manager be unable to navigate hostile host
market conditions, such as changes in exchanges, demand, or institutions, be unable to find
new business opportunities, or become uncontrollable, then the likelihood of the MNC divesting
the subsidiary increases (Cuypers & Martin, 2010; Benito, 2005; Dorrenbacher &
Gammelgaard, 2011).

Finally, and building on the last point, is the potential loss of jobs resulting from divestment.
Should an initiative fail and the subsidiary face closure, subsidiary staff, including the
subsidiary manger, risk losing their jobs. If those staff members have MNC-specific knowledge,
it may be difficult for them to find work, or work at equal wages, after subsidiary closure (Sofka
et al., 2014). This is because the hiring firm cannot expect to benefit from the previous
knowledge of a new employee in the context of the new organisation (Dokko & Rosenkopf,
2010).

It is worth noting, however, that the affordable loss principle is not always adhered to. One of
the determining factors for whether or not this might be the case is whether the subsidiary is
facing uncertainties. In the face of high uncertainty, organisations are significantly more likely
to operate according to the affordable loss principle, as their future returns are difficult or
impossible to accurately forecast. In contrast, organisations that face low levels of uncertainty
are far more likely to adopt a causal approach based on expected returns than an approach
based on affordable loss (in some cases over 15 times more likely), as their idea of their
expected returns is trusted to be accurate (Dash & Ranjan, 2019).

Furthermore, apart from considering to what extent the company can afford to lose, managers
of established organisations may also take into account to what extent the resources that were
not lost in the failure of an initiative can be redeployed into other branches of the organisation,
thereby reducing the uncertainty associated with investing in initiatives of which the returns are
unclear (Lieberman et al., 2017).

2.4.3 Crazy quilt

In the expansion of their knowledge in order to pursue initiatives, subsidiary managers may
bridge functional, geographic, and organisational boundaries (Tippmann et al., 2012) by
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searching for information from both within the MNC network (Kostova & Roth, 2003), as well
as outside of it (Tushman & Scanlan, 1981). Their ability to do this effectively increases access
to knowledge and opportunities for both the subsidiary (Sharkey Scott & Gibbons, 2009) and
the MNC (Birkinshaw et al., 2005), which forms a competitive advantage for both parties
(Figueiredo, 2011; Frost et al., 2002).

As for internal actors, subsidiary managers are likely to have peers, seniors, and other
colleagues spread throughout the MNC network (Tippmann et al., 2012). Each of these players
has a different strategic role within the organisation (Achcaoucaou et al., 2014), which gives
subsidiary managers access to a wide variety of knowledge (Tippmann et al., 2012). As for
external actors, subsidiaries can improve their innovative performance through their ability to
effectively and frequently form partnerships with players located in their local, external context
(Achcaoucaou et al., 2014). Through these external actors, the subsidiary can draw on new
knowledge, which can play an important role in developing the subsidiary’s capabilities to
engage in technological and organisational innovation and helps the subsidiary to contribute
to its internal network as well (Andersson et al., 2002).

2.4.4 Lemonade

Leveraging uncertainties can help MNCs and their subsidiaries navigate disruptions that they
may face in their respective environments (Khanagha et al., 2018), which can be caused by a
variety of factors, including institutional and economic conditions (Del Sol & Kogan, 2007), as
well as home-market instability and a shortage of resources (Dikova & Veselova, 2020).

Subsidiary management themselves may face uncertainty as well, specifically in resource
allocation and market decisions from the parent company (Martin et al., 2015). This is because
subsidiaries that face less strategic autonomy are confronted with risks posed by bureaucratic
decision-making processes from the headquarter's end (Kawai & Strange, 2014). However,
subsidiary managers who embrace uncertainty as an opportunity to learn, and are willing to
interpret the varying aspects of complex situations, are more likely to successfully leverage
uncertainty (Beck & Plowman, 2009).

With Ericsson’s case as an example, Khanagha et al. (2018) provide evidence for how exactly
the lemonade principle comes into practice in the context of the MNC and its subsidiaries.
Ericsson started as a small mechanical workshop in 1876 and grew to hold 35% of global
market share as one of the world’s leading telecommunication companies by 2012. However,
with technological advancements reducing the value and life cycles of technological hardware,
Ericsson was unable to compete with low-cost competitors on price. While disruptive to
Ericsson’s core business, the rise of cloud technologies provided a solution to these issues,
and in navigating these disruptions, Ericsson’s subsidiaries played a vital role. Ericsson’s
subsidiaries experimented with lead customers who were smaller in size and willing to afford
losses associated with launching, while also taking expected returns of being the first to
differentiate into account. When it comes to leveraging uncertainties within the context of an
MNC, Ericsson’s case provides several valuable lessons. First, the subsidiary’s ability to
identify and select the right customer to test initiatives with is crucial in determining their ability
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to continue to drive initiatives and leverage uncertainty. This is because the success of early
initiatives determines the subsidiary’s ability to attract bigger customers, who are vital to the
MNCs survival, in the future (Khanagha et al., 2018). Second, when leveraging uncertainty in
accordance to the need of multiple stakeholders, even large organisations may be forced to
take actions that are not in alignment with their official stance (Khanagha et al., 2018). Finally,
Ericsson’s case demonstrates that the leveraging of one uncertainty can lead to the emerging
of unexpected opportunities. Such opportunities can generally not be anticipated or planned
for, as they require in-depth knowledge on complex factors (Donaldson, 2001) and are
therefore best found by adapting to the changing environment (Morton & Hu, 2008).
Alternatively, the MNC can make decisions based on subsidiary interpretations, given that
subsidiary management is well informed (Khanagha et al., 2018)

2.4.5 Pilot-in-the-plane

Through their intentional attitude, subsidiary managers play a significant role in determining
the shape of things to come. Subsidiary managers with the intent to develop the subsidiary,
and develop both their role and surrounding opportunities, have a large impact on subsidiary
welfare and development. This same intent is also responsible for the subsidiary manager’'s
willingness to engage in knowledge creation and partnering with various stakeholders early in
the subsidiary’s life. Subsidiary managers that have previously had strong intentions to take
initiatives try to develop resources and enhance power to make the MNC dependent on them
and in this way, they can control part of its future (Ryan et al., 2018).

Through the complexities associated with the global structure of the MNC, headquarters’
control over subsidiaries becomes more of a challenge. Instead of focusing on one single unit,
headquarters need to deal with a variety of different structures and processes, which differ
from subsidiary to subsidiary (Rosenzweig & Singh, 1991; Ghoshal & Westney, 1993). One
major factor in this, where the subsidiary manager plays an important role (Bartlett, 1985), is
the subsidiary’s dependence on resources needed for operations. While headquarters can
offer resources such as capital, the subsidiary’s critical resources come from the subsidiary’s
relationships with customers, suppliers, and other stakeholders (Andersson & Forsgren, 1996).
These external resources are difficult for headquarters to secure, and shift the dependence of
the subsidiary on the headquarters, to dependence of the headquarters on the subsidiary
(Andersson & Forgren, 1996), as headquarters influence is perceived as less beneficial (Foss
et al., 2012).

The above can be demonstrated through the case of Volkwagen, when they were experiencing
a decrease in car sales for the first time in two decades (Metz & Prange, 2021). During this
time, Volkswagen’s CEO, Herbert Diess, announced that “the future of the Volkswagen Group
will be decided in the Chinese market”, and that Volkswagen Group “will become more
Chinese” (Erling, 2019). In this case, Volkswagen is an example of how subsidiaries can
transform from merely being an implementer of strategies, to being in control of the future of
the entire MNC, where the headquarters becomes dependent on the subsidiary, instead of
vice versa (Metz & Prange, 2021). Dérrenbacher and Gammelgaard (2011) call this resource-
dependency power, which can unfold when a subsidiary gains the ability to leverage
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opportunities that emerge in their local environment. In their research, Dérrenbacher and
Gammelgaard (2011) identify three more forms of subsidiary power, each of which is described
below.

First, micro-political bargaining power arises when subsidiaries successfully influence their
headquarters via their own initiatives, issue selling, manipulative behaviour, and politics around
strategic information (Surlemont, 1998). Second, systemic power occurs when a subsidiary
specialises in the provision of a certain product or service for either all parts, or the majority of
the MNC'’s internal network. Subsidiaries always have systemic power if they hold labour that
is essential for the functioning of the MNC’s value chain (Dérrenbacher and Gammelgaard,
2011). Finally, subsidiaries hold institutional power if the institutional structures within the
subsidiary’s host countries are a source of strong, sustained power. Institutional power is
different to resource-dependency power in the sense that, in the case of institutional power,
there is a lack of deep economic or societal embeddedness (Ddérrenbacher and Gammelgaard,
2011).
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2. METHODOLOGY

2.1 Method description

To explore the use of effectual logics by subsidiary managers within MNCs, an inductive case
study was used as an approach to build a deeper understanding on how subsidiary managers
make decisions and drive initiatives according to Sarasvathy et al.’s (2014) five principles. This
approach was considered most appropriate as case-oriented processes are especially
appropriate in new topic areas (Eisenhardt, 1989).

Due to time constraints, the sample size was limited to one individual, who had been selected
based on several criteria. The first was that this person should be a subsidiary manager within
an MNC and should fit the definition of a middle manager, meaning that they are supervised
by others while also supervising others (Dutton & Ashford, 1993; Uyterhoeven, 1972). This
would ensure that they have the authority to make decisions but lack full access to resources
(Izraeli, 1975). Secondly, the subsidiary manager should be experienced in their role, as
experienced subsidiary managers often have a broader understanding of the MNC'’s internal
and external dynamics (Nuruzzaman et al.,, 2019). Third, the subsidiary manager would
preferably be a local, rather than an expatriate manager from headquarters, as expatriate
managers can be a control mechanism from the parent (Beechler, 1990), which can affect
subsidiary autonomy and its ability to implement initiatives (Chatzopoulou et al., 2021). Finally,
it was important that the individual could communicate in English and was available within
short notice. Criteria on specific organisations, industries, or countries were not considered.

Both the author’s and their supervisors’ networks were leveraged in order to identify prospects,
who were contacted via email, Linkedln, and Whatsapp. Upon expression of interest,
prospects were introduced to the research topic and given minimal information on the theory
in order to ensure that responses would be as spontaneous and open as possible. Only one
interview was conducted, which took place online for a duration of one and a half hours, and
was held by one interviewer and one interviewee. Prior research on the interviewee had been
conducted, and an interview structure was constructed based on Sarasvathy et al.’s (2014)
principles. Sticking to this structure would facilitate knowledge accumulation and make it easier
to advance academic understanding of effecuation in the future (Perry et al., 2012). First, the
interviewee was given the freedom to explain the nature of their company, the role of the
subsidiary within the organisation, and their role as a manager within the subsidiary. Then, the
concept of effectuation was introduced by the interviewer, after which Sarasvathy et al.’s
(2014) five principles were addressed one by one, and the interviewee was given the freedom
to share their experiences throughout the conversation. Pre-prepared questions were used to
keep the interviewee’s responses on-topic, and improvised questions were used to gain more
detail on relevant material.

The interview took place on Zoom and was recorded using a mobile phone. Next, the interview
was transcribed using online software and then manually edited to remove errors. While the
interview had taken place in order of Sarasvathy et al.’s (2014) five principles, some examples
given in response to one principle were also relevant to other principles. For this reason, the
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author followed an inductive coding procedure where quotes were categorised according to
the five principles, and analysis was based on that information.

2.2 Case description

Founded in 1863, ABC is a life sciences company specialising in healthcare and agriculture.
The company is represented globally in 83 countries with a total of close to 100,000
employees. Within Europe, the biggest markets (UK, Germany, France, Italy, and Spain) are
individual, and the remaining countries are part of clusters (EMEAL, EMEA2, etc.).

The Spanish market is divided into three divisions: pharmaceuticals, consumer health, and
crop science. Spanish subsidiaries focus on marketing, sales, and medical services, with
enabling functions such as IT and legal. The only department not present in Spain is research
and development.

ABC has a global division, as well as local subsidiaries. While ABC’s organisational structure
was previously hierarchical, organisational change led to a flatter organisational structure,
where different squads consisting of individuals from various departments and hierarchical
levels were formed. This meant that the organisation did not have a vertical structure, but a
“cross-way” structure. This structure also meant that people working for the global division
could be working locally, as was the case in Spain.

The Barcelona subsidiary has over 600 employees and is ABC’s headquarters in the Iberia
region, as well as the headquarters of pharmaceutical and consumer health divisions within
the region.

At the time of the interview, the interviewee was a digital lead, responsible for accelerating
digital transformation, as well as an innovation lead, with 14 years of experience working for
ABC. They were a local to the Barcelona subsidiary, but had also worked for the global team
by giving service to Spain.
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3. RESEARCH FINDINGS

3.1 Bird-in-hand

The findings suggest that there are several means that are essential for subsidiary managers
in driving initiatives. First, subsidiary managers require a deep knowledge of the organisation,
both in regard to their team’s capabilities, as well as the capabilities and actions of other
subsidiaries within the MNC. This grants them an overview of the organisation that they can
use in their decision making. Subsidiary managers with greater experience have deeper
knowledge on the organisation, stronger communication skills, and a stronger network.
According to the interviewee, to carry out successful subsidiary initiatives “it's important to
connect the dots, and connect the different programs and different projects that are going on
in the organisation at different levels”. Subsidiary managers require strong communication
skills, in which they are empathetic toward others, and thereby understand their needs and
respond to them effectively. Strong communication skills encourage information sharing
between subsidiaries and help subsidiary managers in persuading stakeholders of new
initiatives. Through their communication skills, subsidiary managers can also build and benefit
from an extensive network that can help them bring their ideas to life. In the words of the
interviewee, “Communication, but with empathy. So empathy, but thinking in the way, of
course, [to] understand others, [and] their situation. Then you could influence them better.” “In
the end we are humans and everything is relying [on] relationships between us”. Moreover,
subsidiary managers need resilience in order to be able to resist pressures from both external
actors and headquarters, persevere throughout the process of driving initiatives, and deal with
many stakeholders, whose opinions are subject to constant change. In that sense, the
interviewee posits:

“l always say that we have a hamburger effect...because you have to harmonise
the local requirements with local needs, but also with the global guidelines...So
it's very important to be resilient”

“One of the members of the board told [us that] moving a car two degrees is
easy, [but] moving two degrees an aircraft is a totally different thing. That’s what
happened to us. It's not easy to do something, because a lot of people [get]
bored, [there are] a lot of people to convince, [and] a lot of people to
communicate [with]”

3.2 Affordable loss

Subsidiary managers make decisions in regard to the affordable loss principle, which is
generally calculated as a loss of reputation, whether internal or external, and how that can
result in financial loss in the form of legal fees. “There is a lot of image loss. It's not only about
money. Sometimes it's more, but [in] the end it's money” says the interviewee. The different
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departments within the same organisation calculate affordable loss differently. For example,
while innovation teams may be more focused on a loss of internal reputation, legal and
regulatory teams may be more focused on loss of external reputation: “[For] departments like
legal or requlatory, [it's] the loss of reputation [to] the company, that there will be a damage in
that sense”. Furthermore, organisational changes can influence the dynamics of affordable
loss. Organisations with heterarchical structures calculate affordable loss as a loss of
reputation from outside the organisation, because there is no governing body within the
organisation to lose reputation from. The interviewee summarises this as follows:

“lIn the past], someone, maybe [from] global, or someone from my organisation
that is higher than me, would say to [me that | am] not allowed to do that... But
this is something that is changing. For example, with this creation of squads, that
at the end, all the team is autonomous, and all the teams are [on] the same level”

Finally, the interview also provided insight into how affordable loss thinking can be difficult to
implement, especially in a rapidly developing environment, which may prevent subsidiaries
from pursuing certain initiatives. “Sometimes the regulation is not following as fast as [the
development is] progressing..., and then if there is a grey zone, the decision is not to go”

3.3 Crazy quilt

The interviewee highlighted the importance of personal networks to push initiatives forward
within the MNC. They talked about “hidden networks”, which were described as the
relationships formed throughout a person’s career without the intent of being leveraged, and
were argued to be what really helps progress the development of ideas and projects. These
are, for example, contacts made during the entrepreneur’s earlier career, who are later
promoted into roles that help the entrepreneur push their ideas forward. They posited that
“hidden networks are what really help you in progressing some projects...You can address to
these people...and say: How are you? Do you remember me? We are working on that, and
then you get help immediately”. Moreover, they also provided further evidence of the subsidiary
manager’s positioning between the local and global, external and internal markets, which not
only allows them to draw resources from various areas, but also enables them to prevent a
duplication of initiatives that are already being developed elsewhere. “You have to harmonise
the local requirements with local needs, but also with the global guidelines”. In that sense, the
creation of working groups from various levels of the organisation’s hierarchy, as well as open
office spaces, can change the dynamics of networks and make resources easier to access.
The interviewee said that, as a result of the MNC’s structural changes, “decisions are faster
than in the past for sure, and in terms of communication, it's easier because [in] the end, you
have all the relevant people in the project”
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3.4 Lemonade

Established organisations are actively working to leverage uncertainties in several ways. The
interviewee even went as far as to say that reacting to changes was a main focus in their
organisation. The first example revealed by the case study was that, by hiring younger
employees, organisations are building teams that are more willing to innovate in the face of
uncertainty. The interviewee specifically posited that “with the cooperation of younger people,
this is also helping us to change because they have a different mindset. They want to do new
things and experiment”. Furthermore, the implementation of procedural changes can be used
to enhance flexibility and leverage uncertainty as well. For example, organisations may take a
more customer-centric approach by shortening planning horizons for projects. This allows
them to not only learn from campaigns and implement changes in the future, but also allows
them to monitor changes in customers’ demands and respond accordingly. In that sense, the
interviewee pointed out that: “in the past], you planned a project and you were building
something for two years...and then what happened [was] that what [you were] delivering [was]
not the need of the customer. Yes, two years ago, but not now, right now”. “We are iterating
and always double checking with our customers..., so we are thinking as we are doing. This
is more or less the ideal philosophy”

It is worth noting that ABC does not only behave in this way due to changes caused by the
COVID-19 pandemic, but due to change in general. “Because at the end, hospitals are
changing, your stakeholders are changing, [and] regulations are changing, so you have to
react quickly [to] these changes to make them an opportunity and not just the opposite”

3.5 Pilot-in-the-plane

While ABC’s subsidiary managers may not always have full access to the resources or
authority required to execute initiatives, they actively seek to take control in determining the
future of the Spanish subsidiary, or already have control to a certain degree. The interviewee’s
first comment regarding this principle was that self-imposed barriers of the subsidiary manager
can be mistaken for headquarters’ resistance, and that subsidiary managers therefore may
have more control than they realise. In the words of the interviewee, “Because what | saw and
I learned from many years is that you put yourself the barriers sometimes”., Moreover, similar
to the case study on Volkswagen (Metz & Prange, 2021), ABC demonstrated a shift in
headquarters’ mentality from believing that they are the main brain and decision maker within
the organisation, to the belief that subsidiaries most effectively understand their own resources
and the market. In this process, subsidiaries are granted an increased amount of autonomy in
decision making. Additionally, organisational changes, such as the cross-hierarchical
collaborations mentioned earlier, can help encourage autonomy in decision making, as a flatter
organisational structure eliminates the need to ask for a manager’s permission. In that sense,
the interviewee posited that under flatter organisational structures, “you’re allowed to make
your opinion and make a decision, because you are also autonomous and you are in the same
level”.
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Finally, a longer example explained by the interviewee further illustrates how subsidiaries can
play a significant role in steering the direction of the organisation and increase their influence
both internally and externally. Through a bottom-up initiative by the Spanish subsidiary,
innovation hot spots were established globally which specialised in local internal, and in some
cases local external, strengths. In doing so, those subsidiaries would become references for
innovation for both internal and external stakeholders. For example, the UK was the leader for
innovation regarding radiology and artificial intelligence, whereas other regions specialised in
other areas. In implementing the initiative, a group consisting of people from various levels
within the MNC was formed. They decided what people needed to be involved, decided on
their governance model, services, etc., and once they reached an agreement, started to
communicate to different stakeholders. However, it was emphasised that the team did not ask
for permission, but rather communicated their intent and discussed how they could collaborate
with stakeholders, such as their global division. Their perspective on initiative taking was that
you need to decide on who you need to collaborate with and then establish a relationship with
those parties in order to be successful.

All'in all, in the light of this explorative case, we observe that there is evidence that insinuates
that subsidiary managers are likely to use effectuation logics in accordance to Sarasvathy et
al.’s (2014) five principles to develop and implement subsidiary initiatives within the MNC.
Hence, we make the following proposition:

Proposition: “Subsidiary managers are likely to use effectuation logic to implement subsidiary
initiatives within the MNC”.
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4. DISCUSSION AND CONCLUSION

Sarasvathy et al’s (2014) research assisted in developing a broader and deeper

understanding on how entrepreneurs approach decision making. Further research provided

evidence for how the principles of effectuation may manifest in subsidiary manager behaviour
in the context of the MNC. In gaining a deeper understanding on how effectual thinking takes

place in the subsidiary level, an interview was conducted, of which the findings are summarised

in Table 4.

Table 4. Summary of Case Study Findings
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Regarding the Bird-in-Hand principle, findings from the case study suggest that extensive
subsidiary and MNC knowledge, strong communication skills, flexibility, resilience, and
experience all play a significant part in the subsidiary manager’s ability to drive subsidiary
initiatives. While several previous studies had highlighted knowledge, communication skills,
and experience as relevant factors (Kenny et al., 2018; Delany, 2000; Tippmann et al. 2012;
Nuruzzaman et al., 2019), flexibility and resilience were two new traits that were not
encountered in the literature review.

In measuring risk perception of subsidiary managers, and the driving forces behind committing
or rejecting the prospect of pursuing a certain initiative, the case study added to Parker et al.’s
(2019) work by providing further evidence for affordable loss practice in the MNC context. The
findings suggest that these considerations are not usually made in regard to the capital
invested, but rather a loss of reputation and how this could lead to potential capital loss in the
future. Furthermore, the study demonstrates how a shift from a hierarchical to a heterarchical
structure can influence affordable loss thinking. Results suggest that as organisations become
flatter, the focus, in terms of affordable loss, shifts to external actors, as the probability of
receiving internal criticism is reduced.

With regard to the Crazy Quilt principle, as previous research (Tippmann et al., 2012; Kotsova
& Roth, 2003; Tushman & Scanlan, 1981) suggests, the findings further supported the idea
that subsidiary managers have access to local, global, as well as external network resources.
However, the interview revealed that the relationships that are built up over the duration of a
subsidiary manager’s career are the most important when gathering the resources required for
the development of initiatives. Moreover, as proposed by Williams and Lee (2011), shifting
from a hierarchy to a heterarchy can make resources easier to access, and initiatives therefore
easier to develop.

With reference to the Lemonade principle, while previous research (Martin et al., 2015)
emphasised headquarters’ resource allocation and decision making as the main sources of
subsidiary managers’ uncertainty, findings suggest that stakeholders’ changing demands can
be of influence as well. Two coping mechanisms have been suggested, the first being to recruit
younger staff members, as they are more open to experimentation. Secondly, organisations
can implement procedural changes, such as shorter planning horizons, as well as customer-
centric approaches, to be more responsive to change.

Similar to the Volkswagen case (Metz & Prange, 2021), the findings demonstrated how MNCs
can experience a shift in the division of control between the headquarters and the subsidiaries
through the belief that subsidiaries understand their resources best. Additionally, examples
showed how shifting from a hierarchical structure to a heterarchical structure can increase
subsidiaries’ power in making decisions. Finally, the study highlighted that some cases that
were previously perceived as examples of resistance from headquarters, may in fact have
been self-imposed barriers of the subsidiary manager.

While the study supports previous research and provides several findings not included in the
literature review, there are several limitations that need to be taken into account. Due to time
constraints, only one person was interviewed. Interviewing several subsidiary managers would
have provided a more complete view of how the effectual principles manifest in the foreign
subsidiary, and would have made it possible to identify outliers and correct possible bias. In
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fact, the subsidiary manager who was interviewed was heavily involved in organisational
change, innovation, and new initiatives. Therefore, in order to gain a more complete
perspective, interviews should be performed with subsidiary managers both involved and not
involved in structural changes. Additionally, interviewing subsidiary managers from different
MNCs and industries could have provided a view on how approaches to certain principles,
such as affordable loss, differ between those industries. In future research, extending empirical
work could benefit by contrasting the proposition posed. This work could, for example, take the
form of additional case studies that provide a more complete perspective on decision-making
strategies in subsidiaries, or it could take the form of quantitative questionnaires that contrast
our hypotheses.
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ANNEXES

Annex A Interview

Interviewer:

All right, so | have a little bit of a plan for what we could talk about today. First | would like to
start with hearing what exactly the subsidiary does here in Spain within the context of ABC.

Interviewee:

Well, ABC, at the end, Spain is one of the five big European markets. So for example, we
took from services and so on. Normally the five major countries has their own services, and
the other are normally clustered. For example, EMEA1, EMEAZ2, one that is people for
Nordics, South Africa, and so on. So in the case ABC Spain, | have to say that we are three
divisions, and | am working for Pharma division. So everything | will talk to you is more
related to the pharma division. That is the one that | really know, but more or less it's the
same in the others. But for example, in the case of consumer health, Portugal and Spain is a
cluster also for crop, and crop is working related to crops. So Mediterranean crops, the
structure is like an Echo. It's a little bit different. And in the case of pharmas, as | said to you,
we differentiate between the five major countries: UK, Germany, France, Italy, and Spain,
and the rest of the countries that are clustered. | have to say that Spain has the same
therapeutics areas like global. So we are working oncology, ophthalmology, multiple
sclerosis, also general medicine, that is cardiovascular diseases, and hemophilia. So the
same as in global, and what we are doing here is marketing, sales, and medical services, so
the same as the global. The only thing that we are not doing is research and development.

Interviewer:

Then, | would like to hear what role that plays in the international value chains. How do those
different units communicate with each other on a global scale? Because you mentioned you
have different EMEA units.

Interviewee:

Well, normally we have the different departments. That has normally a link with the global
one. Let me just...Just to assure that | don't forgot anyone, because normally when you talk
from a list, well, | don't know the rest of the people, but | normally forget always one. So we
have the business units, specialty medicine, and we have the therapeutic area of oncology,
hemophilia and ophthalmology, and then we have general medicine where is women health.
Sorry, | forgot that in the beginning women health and cardio, this is the two business units.
That is how the different therapeutics area are divided. Then we have the medical
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department where we have the medical specialist in different therapeutic areas, and of
course there is a medical department also in global. Then we have market access and public
affairs and also quality, regulatory, and I think | don't forgot anyone else. Of course, there are
what we call enabling functions. As IT, legal, and so on that are giving services to the whole
divisions not only to pharma. So in the case this is how we work but we are changing the
organisation right now and it's just that we will work in cross teams. So for example, we have
started to work with Scrum methodology and the squads are formed with people from the
different areas. So the teams are not working in their vertical but in a cross way. So we have
a brand from any of our therapeutic areas, and different people from the different
departments build a team to work in this brand. Let me say that the organisation is more
plain, not as hierarchical as it was before. For example, make decisions faster and so on,
and we have some special cases like for example in medical department we have clinical
trials. And clinical trials is part of a global team, because Spain is one of the big markets. In
fact, | see that we are the second country doing clinical trials below USA if | remember. We
have a global Department, that is part of the local one. So for example in the case of IT, IT
has different structures for the different divisions, for two years. In my case, for example, |
had a digital lead for Pharma. | am part of a global team. But giving service to Spain. This is
happening in other functions.

Interviewer:

Interesting. | think the structural change that you were talking about before will be interesting
to come back to later. In a second, I'll explain what exactly my thesis is about and then I'll go
through and a bunch of principles, and | think that structural thing will be interesting to come
back to in one of the principles. So basically, what my thesis is about is forms of
entrepreneurship that happen in an established organisation. So basically, in the theory that
I'm looking at, they distinguish between two types. One of them is causation. That's what I'm
not focusing on. Basically, the way you could summarise causation is you have a goal, you
figure out what you need to achieve that goal, and you go and achieve exactly that.
Effectuation is the opposite of that. That is what I'm focusing on, which basically involves the
thought of: what do | have and which goals can | achieve with that. So in effectuation, the
approach is much more flexible, and even though there's a focus on the outcome, the
outcome is not necessarily fixed. Research on effectuation has primarily had its focus on
start-ups and newer organisations, but there's more of a research gap concerning
established organisations. So in my research, | basically view managers in subsidiaries, like
yourself, as, in a sense, entrepreneurs, and | seek to understand how these principles of
effectuation come into play in your role. So in effectual theory, the author who created it
identified five principles, and | thought that maybe we could just go through them one by one.
As | explain one principle, we can talk about how you experience that in your organisation.
The first one is called Bird-in-Hand. I'll just read out what the author wrote. So basically, the
idea is that effectuation begins with a central actor who has three categories of means: an
identity, so who you are, knowledge, which is what you know, and your network, so who you
know. The combination of those three answers the entrepreneurial question of what can | do,
based on the means that | have, rather than what | should do. So it's more of an open-ended
consideration of how what you have can help you achieve certain things. So yeah, basically

38



the approach relies on identity, knowledge, and networks to gain potential opportunities. That
can be knowledge located within your team, or it can be your own knowledge as well or
knowledge within your organisation. So first, | would like to ask: what for you or your team
are the means that benefit you the most in helping you achieve your goals? Whether it's your
own knowledge or the skills of your team members, what do you feel benefits you the most?

Interviewee:

Well | think what you talk about the combination of these three topics because in a large
organisation like us it's very important the (inaudible) , not only the knowledge you have. But
also the dots that you could arrive from your side. And especially when we are talking about
a relationship with global for example, | think that it's a combination of three. Of course, for
example, in case of digital, we are doing re-skilling of the different roles in the organisation
because we are introducing a lot of things. In fact, | am responsible of accelerating digital
transformation internalisation, and we are doing a lot of things that of course need some
reskilling of the different roles. Like for example the sales force. For example, using a virtual
assistant to help them to be in touch with doctors. So this is a different way of working from
before of course. For example, after the pandemic, during the pandemic, they have to do all
the communication with the SAPs remotely. Majority of the people cannot go to the hospitals
and maintain the face-to-face meetings that they had before. So it's necessary, this upskilling
of the different people in the organisation for digital. But | think that it's important that the
three of them. What | know the knowledge of the team and the knowledge that we have but
also the network, especially in a role like me, like mine. | need to contact with different points
in global. Many different departments. It's important to have this relationship. That will help
you a lot in your daily work, for sure.

Interviewer:

In your role, when you try to pull those different components together, which characteristics
would you say benefit you most? Whether it's, for example, being able to communicate well,
or confidently, or being empathetic, what characteristics would you identify yourself with that
help?

Interviewee:

Well, I think that's communication, but with empathy. So empathy, but thinking in the way, of
course, understand others, their situation, then you could influence them better. If you don't
take into account that. So communication is very important, but empathy also. But flexibility is
another one. Because we are running now in a way that every day is (inaudible). We talked
about before. | don't know if you sure that you know Bucha we are talking about the war that
is next step, and it means more uncertainty than before. For example, after the pandemic
thinks that somethings that we thought that were sure now, it's not. Uncertainty, let me say,
behind the flexibility. For me, it's very important also resilience, especially in a role like mine.
It's very important because | always say that we have a hamburger effect that you have
pressed from the top press further down, because you have to harmonize the local
requirements with local needs but also with the global guidelines and what is going on on
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global. Okay. So it's very important to be resilient and harmonize this kind of thing. And it's
important being observer and connecting the dots. Because we are a large organisation,
there are a lot of things running in different departments and sometimes it's difficult to know
what is running in different departments. Just to find synergies, for example, and not
repeated things. And this is very difficult in a large organisation like ours. It's important to
connect the dots, and connect the different programs and different projects that are going on
in the organisation at different levels.

Interviewer:

Let's say you were talking to me. | want to be a subsidiary manager and | want to be
someone who can effectively observe the dots. What comes into play then? Does that come
down to personal characteristics or does it just come down to experience and having an
overview of the organisation?

Interviewee:

I will say you good luck. No, I think that the network is so important. Of course, the
experience, working in the organisation for many years. Let you know what's going on. If not,
it's very difficult because it's not because we are not communicating, it just the opposite. We
are communicating a lot and you don't have time to be aware of everything, so the focus is
difficult to have a focus because you receive a lot of info from different parts of the
organisation. So it's more important this network, these different touch points that you have
with different departments or parts of the organisation that are relevant for you and then
know what's going on in them.

Interviewer:

Okay, interesting. It's funny because you've already touched on two of the other principles.
It'll be interesting when we actually get to them. First we have another one. It's called
Affordable Loss. So basically, it's a principle that has to do with the idea of risk perception.
The idea under effectuation, which I'm studying, is that expert entrepreneurs make decisions
based on what they can afford to lose, rather than predictions of possible gains. So by
focusing on affordable loss, the need to predict on future returns is eliminated, which implies
less time needed in planning. Also, the use of the principle in innovation in research and
development has been shown to lead to higher process efficiency. It can be calculated pretty
quickly because the entrepreneur already knows what they and their environment have and
they can estimate how much is affordable to lose. So basically, what | would love to hear is, if
you have a goal or a new initiative, or there's a change occurring, do you look at how much
money you can make, or do you just see what can we invest that we're willing to lose and
you go from there?
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Interviewee:

| always said that we are a risk-zero organisation. This is something that we are working on
is to change the mindset of the people. Because it's an historical topic. Pharma is a very
conservative industry. Why? Because there is a lot of image loss. For example, if something
iS going wrong or whatever, you know, what happens if some news come in newspaper or
whatever related to that, any lab has on whatever run. Yeah, it's like it's going up. So that's
why traditionally, the Pharmacist is very conservative, and normally when they have to make
a decision, if there is some risk behind, they are always very conservative. But this is
changing. This is changing, and I'm part of the people that are trying to change that because
of my role, for example, because | have two roles. One is the digital lead, but | also in terms
of open innovation and working also in cultural mindset change. For example, that innovation
will be part of your daily work and so on. And what | always told to the people is that you
have to balance the risk, and it's about majority. It's not only about money, sometimes it's
more, but at the end it's money. Your lost reputation, but it's like balancing. What | got and
what is the risk behind. | need to balance both things and decide if it makes sense to do it or
not. But we cannot be. It could not be a stopper always. Because what's happening, what
happened in the past is that if there is a minimal risk, the system was we will not do it. No.
There is a lot of benefit behind for the vision, for the healthcare professional, whatever, so
you have to balance. Maybe it's some risks, but you have risks also with products that you
are developing of the collateral effects sometimes and so on. But this is not means that you
will not do it. You are doing it. Let me say that it's something that is changing. We are
progressing at a, | have to say, and | think that with the cooperation of younger people, this is
also helping us to change because they have a different mindset. They want to do new
things and experiment. This is also related to experiment, and we are trying to instill the
organisation that they have to experiment and learn from the mistakes, not only from the
successes. To learn also from the failures, and let them know that failure is admitted, it's not
a problem. But, yeah, it's important that people know that you could experiment and learn
from failures. It's not a problem that we fail. It's also a benefit from this failure.

Interviewer:

In considering the possibility of failure in trying new things. What types of loss? Because
basically, the research suggests that in the context of established organisations, you don't
necessarily just consider loss in terms of money. You could lose a mandate or you yourself
could lose reputation. What factors come into play there? Usually when you're engaging in
these kinds of things, what factors come into play in regard to affordable loss when you
engage in these like forms of experimentation or initiatives?

Interviewee:

Do you mean factors are not allowing to you to take the risk?
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Interviewer:

Yeah. So for example, let's say that | am a subsidiary manager and | want to pursue

something new, but there's a risk of failure and in the end | decided not to do it because if |
fail my staff lose their jobs. They're not going to be able to find work, or my reputation gets
affected, or maybe [I'll get fired. What are the things that you take into account in your role?

Interviewee:

In my role? | think that it's not my case because as | am working in innovation, | try the
opposite, but normally. But | see, for example from departments like legal or regulatory, is the
loss of reputation in the company, that there will be a damage in that sense. As | said before,
that in the newspaper is appearing that ABC has done something that is not allowed. This is
more of the fees that we have to pay. In this case, this is money because we are doing
something that is not allowed. | think that in the case of new digital business models, for
example, this is one of the main barriers. | think that they are behind. Sometimes, for
example, the law is not clear, because at the end we are talking about new things and
sometimes the regulation is not following as fast as it's progressing. The topic. And then if
there is a grey zone, the decision is not to go. Because this grey zone and maybe this means
that in the future, but it's a grey zone. The law is also not saying that it's black or white, so
there is a grey thought. Maybe we can take profit thinking always that we are not doing
something wrong. This is happening. For example, if we would like to do an application to
help patients. And what's happening that the law is saying that if there is telemedicine, a
pharma industry could not go in. Because it's like you are prescribing but also producing the
products, but that's not true because I'm giving you the tool. But the one that is using the tool
is the health professional, not me. The law is not so clear. The system in general, it's okay,
we will not do it because it would be understood that's not right. We are not doing that, but
this would be the interpretation, so the decision is not to do it. This kind of thing.

Interviewer:

So that's more external. But looking internal as well, is there a worry, for example, of losing
reputation from the perspective of headquarters quarters, or other subsidiaries globally? Or is
that not really a concern as much?

Interviewee:

| think that as | said before, the pharma industry was very conservative and also very
hierarchical. So it's like, if | am not doing, if | am doing something that is not a law, maybe it
could be interpreted as something wrong. Someone, maybe global, or someone from my
organisation that is higher than me, would say to you, you are not allowed to do that while
you are doing. But this is something that is changing, for example with this creation of
squads that at the end all the team is autonomous and all the teams are in the same level.
So this is something that is changing, and we saw that for example in some squads that you
mix people, that was before the boss and you see this kind of hierarchical relationship still in
the squad and you have to say to the people: no, you are on the same level. You don't need
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to wait that he or she said something. You're allowed to make your opinion and make a
decision because you are also autonomous and you are in the same level. | think that these
kind of things are the ones that make people some avoid the risk of making some decisions.
For example, it's like everyone has to be involved and everyone has to be informed and
something like this before making a decision, but it's a slow without the time for making
decisions, and that's why we are changing everything because we saw that it's difficult to
make a decision internally. People are looking for example for the agreement of everyone
and sometimes, you could be accountable or responsible of doing this or making this
decision, and that's all.

Interviewer:

Interesting. In that case, we'll head on to the next one. You already talked about this one, but
I'd like to hear more. This one is called Crazy Quilt. Do you know what a quilt is? It's
essentially a blanket that you would sleep under and they're usually composed of different
parts. The author for the theory is very poetic. But the idea is that, like you said,
organisations are one combination of units. So under Crazy Quilt, the idea is that rather than
trying to secure commitments from targeted stakeholders, effectual entrepreneurs seeks to
create avenues for people that self-select or people they already know, and thereby create a
network that is genuinely invested. So, for example, that could be people within the
organisation, that could be people on a global scale, or it could be people within your local
market as well. So then my question is: you are in your role or even a subsidiary. What parts
of your network do you draw on for support, and in what situations would you do that? What
methods do you use?

Interviewee:

Well, | think you mentioned. We talked about this before. It's very important to know people.
And it helps a lot to have been working in an organisation for some time. | can be working in
ABC for 14 years, but in the end we are humans and everything is relying in relationships
between us. And what happens sometimes that people that you met two or three years ago
in some project now it's working in whatever that you need. It's very important that you have
this relationship, and you can address to these people to this person and say: how are you?
Do you remember me? We are working on that, and then you get help immediately. For me,
it's very important to be empathic and respectful with the work of everyone, and that helps
you in the future. You are building all the time in relationships that will help you in the future.
It's very important for me, and | think that this is let me say not hidden, but let me say hidden
networks, are what really helps you in progressing some projects.

Interviewer:

So | had a quote that | pulled from your interview that | read. It's translated, so obviously you
didn't say it like this, but it says: another important function is to manage the digital portfolio
of all projects, seeking standardisation in the region and creating synergies between
therapeutic areas and different countries. How do you bring those worlds together? You
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know, like the therapeutic areas in the different countries and then where the subsidiary
plays and where you personally play a role as well.

Interviewee:

This is what | were talking before about connecting the dots. Because sometimes it's
happening that even the organisation didn't know what's going on in the different parts of the
organisation, and sometimes you don't know what your neighbor is doing. It's not easy. At
the end you have to identify the relevant department or part of the organisation that is
important for a specific project, and then assure that you are communicating to them what
you are going to do. Just to assure that, for example, they are not doing something similar, or
maybe they can help to you because they have done something similar in the past. It's
important to identify these relevant parts. Also, in my case, it's very important that the access
that we have between the different digital leads because at the end we have a cross view of
the organisation, a very good cross view of the organisation of the different departments in
the local part. So it's easy to identify something similar that is happening in different
countries. For example, let me say that there are different levels. One is a local one. That |
have to say, in my case, | am aware about practically everything that's going on related to
digital, because I'm identified as the, let me say, that reference for digital. And if it is
something happening related to the digital, normally they contact first of everything with me.
So in the local level, let me say that | can more or less control what's going on, and | have a
periodical touch point with the relevant stakeholders. This is one level, then the other level is
with my colleagues that the other data leads from the different European markets. This is my
team, and we have regular (inaudible). And | have to say to be honest, a very good
communication collaboration between all of us. And normally what happens if something is a
demanding something new, first thing | do is to ask my colleagues and say, okay, there's
something going on similar in your country, in one of the countries? And then yeah, we have
done something similar, not whatever. Then the other level is to identify, in global, the
relevant departments for each topic, and that could be marketing of the different therapeutics
area. IT, what’s going on in IT. And for example, they are planning something, a global
solution for something you are looking for, for example, and then the other global
departments like, for example, the case of digital business model like integrated care or other
departments like that. That could be also interesting for what you are doing, and then it's
important to maintain relationship with all these levels to know what's going on, but also
something coming. It's new you have to ask sometimes to these different levels and see if
there is something that is going on related to your (inaudible) or whatever.

Interviewer:

And you said these contacts are located globally or does that communication mostly take
place in Europe, for example, in markets that are more similar?

Interviewee:

It's local and global. Both.
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Interviewer:

And then you mentioned relevant stakeholders that you talk to them in the local market. What
type of stakeholders are we talking about? Are we talking about, for example, like suppliers?
Are we talking about internal stakeholders or customers or...

Interviewee:

It's more in this case internal stakeholders. Business unit heads, the heads of the different
management team of pharma. Those are the heads of the different Departments, but also
customer experience manager. More or less. | have identified with the relevant stakeholders
for my work, and normally maintain regular touch points. Of course there's another level in
case of doing new projects. Providers, | don't know because what happens here is we have
established global providers that we have to use to do different things and then maybe new
providers for me are for example startups. Special projects. We are looking to the startups if
there is some solution or something that could help to achieve our goal.

Interviewer:

And do you feel that the flatter structure that you guys are incorporating right now makes it
easier to facilitate that communication and teamwork?

Interviewee:

Well we haven't started. | have to say that | need some time to really see if it is happening or
not. We started with this new organisation on January so not so many months working in this
new structure. What | say | see is that it's easier in the squads and the people that is working
with scrum methodology. Decisions are faster than in the past for sure and in terms of
communication it's easier because at the end you have all the relevant people in the project
that you are doing, so you have the information and the daily meetings for example, help you
a lot of knowing what is going on so it will help. But we are working only a few months on this
new organisational landscape and we have to see. The intention of doing is yes.

Interviewer:

All right, so the next one, the fourth one, it's called Lemonade. The idea is just this. I'll read it
out. So an effectual approach leverages uncertainty by treating surprises as opportunities to
control the newly emerging situation. Since entrepreneurs often operate in conditions of
enhanced uncertainty, effectuation means that they might benefit from embracing surprises
rather than just following a goal oriented process that seeks to avoid leaving the path. So
then my question to you is, what types of uncertainty does your subsidiary face or you
personally in your role? Yeah, I'll let you answer that one. I've got an example from your
interview as well, but I'd like to hear your opinion on that.

45



Interviewee:

Yeah, | can answer. | think that this is one of the main pain points in our organisation, how
we react to changes. Because we are living in an environment everything is changing all the
time. This organisation, that | told you before, had lots of relationship in how we react to
these changes, how flexible we are just to do what you said. That these changes, it is not a
punishment, but an opportunity, because we react fast and we can adapt to these kind of
changes. For example, working in a (inaudible) mode in doing campaigns, for example, with
healthcare professionals is an example. So we are not doing like in the past, marketing
strategy for the whole year in December, what we will do in the whole year. We are working
and changing campaigns every time and learning from the campaign before, just to do the
next one. Because everything is changing. Another example is a budget. For example, we
planned the budget for the whole year and what happened in the last time before, many
years ago, it was not like that, but in the moment, what's going on that you planned ten
projects and at the end you are doing two and five new ones that are not the ones that we
considered. It does make sense to do this planning. It's better to have a target and then you
will do what you need, what you consider you have to do each time. So we have a lot of
examples that how we are changing to avoid just that and just to react fast and make this as
an opportunity. And be more customer centric. Because another topic is that we are iterating
and always double checking with our customers of our patients. So we are thinking as we are
doing. This is more or less the ideal philosophy. So we are sure that what we are delivering
is what the customer needs. Because years ago, what the way of doing things? You planned
a project and you were building something for two years and then you deliver and then what
happened that what you're delivering is not the need of the customer. Yes, two years ago,
but not now, right now. So that's why we are changing this kind of things. So just linking to
your question, just to make the changes an opportunity, but you have to do organisational
change just to do that, because if we operate the model that we did before, that was not
possible to do it.

Interviewer:

| feel like we're not necessarily talking about uncertainty due to COVID. Are we just
uncertainty in general, like before COVID as well?

Interviewee:

Yeah, it's not about only COVID, it's everything. Because at the end, hospitals are changing,
your stakeholders are changing, regulations are changing. So you have to react quickly
these changes to make them an opportunity and not just the opposite.

Interviewer:

You kind of touched on it already, but | just want to ask to make sure: what stakeholders are
we talking about? Because | have a quote here. It kind of talks about the same thing. You
said: digital therapies are an evolving market, especially with the pandemic, and I think that
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they will make a difference in this market. | detect opportunities for all stakeholders. So are
we talking about, for example, end customers and hospitals then? Or are we talking about...

Interviewee:

We identify as stakeholders, of course the patient, the healthcare professional, the payers
and the pharma industry and the national health system. So there are a lot of different
stakeholders and that's why it's very difficult to make success for a digital health solution
because you have to take it into consideration. It's a plan, okay? It's like working in an
ecosystem. You cannot do something only for some of them. You have to take into account
each of them. It's very important. You have to know what are the benefits for the patient, like
equity or addressing diseases that are poorly addressed. For example, now in the health
system, for the healthcare professionals, giving them the data to make better clinical
decisions, for example, have a holistic overview of the patient. That without returning,
removal and so on, it's difficult for the payers, taking into account cost saving. For example,
it's very important for them and that's also for national health systems and the pharma
industry, how to, for example, increase adherence to the treatment. So there are lot of
benefits for different for them and you have to consider them when you are planning this kind
of project, of course the patient is the focus, but you have to take into consideration the
others also.

Interviewer:

Yeah, cool. Then we are coming up to the last principle. It's called Pilot-in-the-Plane. Kind of
as the name suggests, the idea is that effectual entrepreneurs don't see history running on
autopilot. They rather see themselves as the pilot controlling history, or rather being a copilot
in the course of history. So this is more an idea of having control. Not in a manipulative
sense, but rather control of what's happening around you and, for example, leveraging
uncertainties, like we just talked about. So | want to ask you, in your role within the
subsidiary, do you feel like you have control in being able to make decisions? With the flatter
structure | feel like it's easier, probably. But usually in business hierarchies, you have the
headquarters, they tell you what to do and you're kind of stuck with that.

Interviewee:

No, I think that it depends on you because what | saw and | learned from many years is that
you put yourself the barriers sometimes. Sometimes you didn't make a decision because of
the fear of what will happen if you make this decision without telling whoever. Let me say that
we have to differentiate. | am in control of making decisions, but if | would like that, this
decision will be a success. | have to communicate what I'm going to do in the right way into
the right people, so it's like to it's not that you don't have the power to make decisions, but it's
like an ecosystem. We talked before. If you want a digital *therapist solution or digital
solutions to be a success, you have to take into consideration the main stakeholders. So
here is the same. You could make the decision, but you have to do your work to take into
consideration making stakeholders to assure that this decision will be a success if you got to
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progress on it. We have several examples here. For example, we are right now, next week,
Monday, we will integrate our LifeHub in Barcelona. This was a bottom up story, okay? This
was a bottom-up story, and now it's happening. But of course, during the day, the journey,
we have to promote to the relevant stakeholders to assure that this will be a success. But we
decided we will go for it, but that doesn't mean that you have to do the work of linking with
different stakeholders to ensure that this will work.

Interviewer:

And do you think you could talk more about how LifeHub started then from the bottom up?

Interviewee:

It's an open innovation concept. We have different life hubs around the world, in innovation
hot spots. There's always a relationship between the focus of this LifeHub and the location.
For example, in the case of UK, it's focused in radiology and artificial intelligence. Because
UK is a well-known okay, | don't know how to say in English, potential in terms of artificial
intelligence. It makes sense in the case, for example, of our LifeHub, in the case of pharma,
because it's focused in farming crop. In the case of pharma, in digital health and digital
therapeutics. Why? Because there is a lot of innovation around digital health in Barcelona.
Innovation habits around health, and specifically this topic. The ABC Spain organisation
three years ago, if | remember correctly, decided to start an initiative okay. With different
pilots, thinking in how to the organisation will be in 2023. It was called at the beginning 2023.
So we have different panels. One of them was Transformation and Innovation, and there
were different work groups for the different ABCs working on the things that (inaudible) and
organsation in 2023, and then decided initiative that will help in achieve this picture, and one
of them was the LifeHub. This group was composed of people of the organisation from
different levels. There was no manager there. The manager was the sponsors and one from
the board, but there was no manager in the team. And then the idea came from, okay, we
would like to be a reference inside ABC but also outside for innovation. So we decided to,
okay, we will build a LifeHub here. And that was the start, the beginning of this Lifehub that
now, two years later, it's a reality. Well, we convinced that top level management that this is a
good idea and that this will help us to achieve this vision of 2023.

Interviewer:

Interesting. And then they just communicate that through headquarters or something?

Interviewee:

It was communicated to everyone! | have to say, | explained what LifeHub is to, | don't know,
1000 People. No. Yeah. It was communicated. We decided: what are the people that need to
be involved? We need to communicate about what we will do, and then we started the
communication. First of all, we decided what our life will be, our governance model, services
and so on, and then when everything was processed and the local organisation agreed in the
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model, then we started to communicate to the different stakeholders. But it was not asking
for permission communicating what we will do and how we could collaborate in the future, so
that's why | was talking to you before that it was is not about asking permission or making the
decision. But of course, if you would like a success, then you have to decide who you need
to collaborate with and who you need to establish a relationship to make it a success. We
asked only to LifeHub committees that we would like to create. Then they ask okay, what will
be your focus? Why this? Okay, then go ahead. That's what's all. But then to the other
relevant stakeholders we were communicated to them about the system and not asking for
permission to do it.

Interviewer:

Interesting. It must be really cool to work for an organisation where you have the freedom to
implement projects.

Interviewee:

That's why | took it to you before that resilience is very important. Yeah, because we talked
first time about life three years ago. We need three years to convince and make it a reality,
make it happen. And that's why, because the organisation is still too slow making decisions
and doing things. In this project, one of the members of the board told to us: yeah, moving a
car two degrees is easy. Moving two degrees an aircraft is a totally different thing. That’s
what happened to us. It's not easy to do something, because a lot of people bored, a lot of
people to convince, a lot of people to communicate, and everything okay. So it's not easy. |
will be happy if | could do a lot of things, and sometimes so that's why resilience is very
important, because maybe not | have left of doing years ago.

Interviewer:

That's super interesting, the way that works. | didn't expect it to be that way somehow. | don't
know why, but | didn't. It's interesting because | was reading about a story as well, about
Volkswagen, the other day, which | also didn't really expect like that. It was about the shift of
power from headquarters to a partial shift of that power to the subsidiaries in China, because
Volkswagen was experiencing a decrease in sales for the first time in 20 years or something
like that, and they realized that China was going to be the answer for them. Suddenly the
headquarters and the rest of the organisation were dependent on the subsidiary in China for
their survival, and suddenly the Chinese subsidiary was in control. Of course, not in control of
the organisation, but significant control over the future of the organisation. So | found that
really interesting. And then this is another really interesting story, too. It was just a team....

Interviewee:

Yes, that's. Misunderstanding. This is also happening here, right? Of course. The countries
that are the big business has more power to do things than the others. Yeah, that's also
happening. But it's true that what's going on with global and this is something that is
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changing last years is that normally they decide whatever and they push to the countries.
Now this is changing because at the end, what they realized, is that at the end who’s saying
is the countries, and we cannot build things that at the end is not answering to the needs of
the countries. Because we are at the end, we have a lot of money, we are investing money,
many things that when we push to the company, they say: no, | don't need that. My
requirements are others. So we see as time goes by that this is changing normally. For
example, our role is very important on that. When they decided to do something, they asked
to ask: what are your needs? So to assure that what we build, it's covered in your needs. But
yeah, at the end it's right that we have a power, but limited power. Sometimes, depending on
the topic, we can do more things, but it's true that it also depends in the market sides of your
country.

Interviewer:

Yeah, true. So would you have examples for some subsidiaries or ways in which your
subsidiary has control that others don't, or knowledge that you guys have, or not really?

Interviewee:

For Spain? No, because we are not such a big country. It's happening, for example, if this is
a topic that happened at the end of last year that global decided to change the way we are
reporting with a new platform and so on. And then when they push to do the change, we saw
that it was not covering what we need, so we convinced to global to go on with our local one.
And this happened in two other countries because we show them | cannot do my business.
But with this platform that you are selling to me, | cannot do my business. | need mine. And
when you adapt yours to cover my needs, then | will change. But for example, it's this case
after. We raise our hand and say “what's going on?”, and say we will we want to go on with
our system. Other countries go behind us, other countries in Europe say okay, | also want to
do the same that is paying, because it's also happening the same, and then they received
the permission to go on with their system. It's more like what you were talking, that we were
able to influence the global decision and make it happen to other countries.

Interviewer:

Okay, yeah, right. And does, for example, the UK with their Al capabilities set them ahead in
that sense as well? Like, does ABC depend on the UK subsidiaries’ Al capabilities or is it
more...

Interviewee:

No, I think that it's more like when we build something, we always think conceptualizes the
topic thinking in the scalability, so that if something is built in the LifeHub of UK could be
scalable to other countries, to other markets and to other divisions sometimes or therapeutic
areas. So it's more that we depend on. We depend always from the headquarters. Let me
say that the bigger markers are deciding the strategy at the end.
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Interviewer:

Yeah, cool, very cool. | guess in that case, there's one more question that I'd like to ask, and
then | promise I'll let you go. Promise. There’s a concern in this style of entrepreneurship that
the subsidiary manager is too... okay, let me phrase it this way: in some cases, the
headquarters becomes concerned that the subsidiary manager is more so focused on their
own goals than the needs of the entire organisation. Do you feel that pressure or does this
happen within your organisation? Where the headquarters thinks like, man, this manager of
ABC UK, for example, only cares about them and their market, but not about how that affects
ABC Germany or Spain or...

Interviewee:

Let me say that maybe this happens in the past, but now I've seen that there is any manager
in the organisation that is thinking only in their own words. Of course not a manager, but
within the country. Each country has their own goals. But these goals have been agreed with
global. So it's not that we have, let me say, the freedom to decide the goals because we
know our market, but of course they have to be agreed with global and say okay, we decided
that. And then maybe if we are talking about sales, the therapeutic area could say okay, but
maybe you are talking about, | don't know, 5% increase in sales. So it could be 7%, but |
don't think that this is happening because we are working together. The countries are not
isolated. You have too many touch points related to the different projects and whatever that
it's difficult that this could happen, to be honest.

Interviewer:

Okay, so then | was going to ask: why do you think that changed? Is that a matter of
globalisation then, or easier communication?

Interviewee:

No, we lived on globaliation on the past. With this organisation that is also affecting global,
and the organisation is flatter. It's easier, this communication between global and local,
because there are less touch points than before.
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