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FOREIGNSUBSIDIARYANDPARENTS'ROLESDURING
STRATEGICINVESTMENTANDDIVESTMENTDECISIONS

MichelGhertman*
CentreHEC-ISA

Abstract.Empiricalresearchis scarceto answerthe concernsof
governments,unionsand publicopinionat large,concerninghow
multinationalsmakedecisionstorestructuretheirinternationalstrategic
portfolioor closeplantsoverseasto ensurelong-runcompetitiveness.
Basedon threein-depthanalysesof differenttypesof restructuring
decisions,the authorconcludesthatthe foreignsubsidiariesseemto
carrymostof the decisionmakingeffortfortheirown plantclosures,
whilefor strategicportfolioreadjustmentsduringwhichtheychange
owners,theyarenotconsulted.

INTRODUCTION

Relationshipsbetweentheparentcompanyanditsforeignsubsidiariesforinvestment
and divestmentdecisionshave raisedacademicinterestfor some time (Aharoni
1966;Behrman1969). Morerecently,therewas enoughliteratureon foreignand
domesticinvestmentand divestmentdecisionsfor Boddewyn(1983) to make a
reviewand show the differencesand similaritiesbetweenthe abovecategoriesof
decisions.Others(DuhaimeandGrant1984)havelookedatthefactorsinfluencing
divestment:the strengthof the unitdivested,its interdependencywith otherunits
andthefirmfinancialstrengthrelativeto industryaverages.A reviewof the internal
andexternalenvironmentof decisionmakinghasbeenmadeby Ghertman(1984).
The specialrole of "go-betweens"has been examinedby Jamous(1969), Quirici
(1975),Sfez(1981)andGhertman(1981)."Go-betweens"canbeoutsideconsultants
or lawyers,or insiderssuch as membersof the boardor managementcontrollers
who understandthe languageandobjectivesof both theparentandthe subsidiary
andhelpthemto communicatemoreefficientlyto completea decisionprocess.
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Butlittleempiricalevidenceis availableto giveacademiccreditto the existing
insightsontherespectiverolesoftheparentandtheforeignsubsidiaryininvestment
anddivestmentdecisionprocesses.Weshallmakea morefocusedreviewof the
literatureconcerningthe researchquestionsthispapertriesto answeraftertheir
elaboration.

Two ContradictoryHypotheses

Twooppositehypothesescanbeconstructedfromtheexistingliteratureondivestment.
ThefirstisfromBoddewyn(1983,p.31):

The relativelyhigherdegreeof centralizationintrinsicto the "true"
multinationalfirmfacilitatesthemakingofdivestmentdecisionsatcorporate
headquarters.

HestressesthesimilarityofhisconclusionswiththeearlieronesofBehrman(1969,
p.73):

A decisionto closedownoperationsis madeby the foreignparent;it
canhardlybeotherwise.... Theabsenceofclearcriteriaandthesignificance
of the decisionforcethe involvementof topmanagementin theparent
company.

WeshallcallthistheBBhypothesis.
ThesecondcomesfromNees(1978-1979and1981)whoreportedon domestic
divestmentsby threeBelgianfirms(Nees1978-79)andelevenU.S.divestment
casestudieswrittenby Marple(1967)andHamermesh(1977).Nees(1978-79,
p.86)foundthat:

Thecoordinatoris thekeyactorin theprocess.Hecollectsinformation,
sets up the divestmentteam,plansthe meetings,allocatesthe tasks,
periodicallyinformshissuperiorsaboutthestateof theprocessandseeks
approvalwhennecessary.

Andlater(Nees1978-79,p.88):
Thisactoris in allcases,at thelevelimmediatelyabovethedivestedunit.
In a three-levelorganization,he is a grouppresident;in a two-levelone,
heisthechiefexecutiveofficer.

She concludesthatthe coordinatoris alsothe initiatorandthe implementorof
thedecision(Nees1978-79,p.86).
Locatedbelowthecoordinatorin theorganization,theheadof thedivestedunit
was a participantin the divestmentdecisionprocessin twelveout of fourteen
cases(Nees1981,p. 125).However,in tenof thesetwelvecaseshe is informed
by hissuperiorsthathisunitis beingconsideredfordivestment;he eitherobeys
andgivesthe relevantinformationwitha wait-and-seeattitude,or obstructsthe
process.
IfNeesconclusionswerevalidforforeigndivestments,wecouldbuildthefollowing
hypotheses,respectivelycalledNi, N2andN3:

* NJ:In a caseof divestitureof a foreignsubsidiary,thecoordinatorof
theprocessistheareaorgroupvice-presidentattheparentheadquarters
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responsibleforthecountryinvolvedand theheadof the foreignunit
participatesinmostcases,eventhoughreluctantly.

* N2:Ina caseof a plantclosurein a foreignsubsidiary,thecoordinator
istheheadofthesubsidiaryifhismanufacturingexecutiveisresponsible
foroneplantonly,andthelatterisa reluctantinformer.

* N3:In a caseof foreignplantclosure,thecoordinatoris theexecutive
in chargeof manufacturingif he has severalplantsto managewith
a managerforeachandthemanagerof theplantdivestedisa reluctant
informer.

HypothesesNi, N2andN3canbesummarizedthus:Inallcasestheforeignsubsidiary
is involvedin thedivestmentprocess;in plantclosuresit carriesthebruntof the
decisionprocess.
It is clearlyopposedto hypothesisBB eventhoughsomeoverlapcanbe found
withNi: Theparentcanmakethedecisionusinginformationfromthesubsidiary.
However,asBoddewyn(1983,pp.30-32)pointedout,foreigndivestmentdecisions
areconsideredmorereadilyby the parentthandomesticones;therefore,Nees
domesticconclusionsmightnotbevalidforforeignpurposes.
Fromtheabovehypothesesit is clearthatthereareseveraltypesof divestment
decisionsandpossiblyseveraltypesof parent-subsidiaryrelationshipsaccording
to thedecisionunderstudy.Foreigndivestmentdoesnot onlyconcernthefinal
closureof a plant(withpossiblesaleof assets)or thesaleof theplantto another
partybutalsothesaleof anentiresubsidiary.Insomeinstances(seesectionthree),
foreignsubsidiariesarelargeenoughandhavetheirowntechnology,management
andforeignsubsidiaries,to be comparedto a divisionof theparent.Clearlythe
lattercaseismorestrategicthantheformertwoforboththeparentandthesubsidiary.
Foreignplantclosuresarealso strategicforbothbecausetheyareessentialin
maintainingthecompetitivepositionof the firm(directlyforthesubsidiaryand
to a lesserextentfortheparent),especiallyif theforeignsubsidiaryandtheplant
to be closedarelargein proportionof thetotalcostof themultinational.Plant
closurescan haveimplicationsin termsof product-marketsif the productsit
manufacturesareabandoned.However,the sameproductscanbe boughtfrom
a subcontractor.Plantclosuresalsocanhavea negativeimpactona wholedivision
or evenon the entiremultinationalfirmin one or morecountriesif a scandal
occurs:ifthecorporateimagesuffersprofitsmayfalldramatically.
Thispaperreportsonfieldresearchconductedin 1985ondecisionmakingregarding
restructuringin multinationals(Ghertman1986).Theconceptof restructuringis
usedhere,ratherthaninvestmentanddivestment,toembodythembothandshow
thatbothtypesof decisionsoftenoccurmoreor lesssimultaneously.The first
researchquestiondealswiththe contradictoryhypothesesconstructedabove:Is
one correctandtheotherincorrector,alternatively,doestheuseof morerecent
modelson decision-processes(seebelow)advanceknowledgeandgiveusa better
understandingof parentand foreignsubsidiaryrelationshipsin divestmentand
investmentdecisions?Thesecondobjectiveof thispaperis to builda preliminary
typologyof decision-processesinvolvingthe parentandthe subsidiaryby types
ofrestructuringdecisions.
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Becausetheconceptualtoolsusedbytheempiricalresearcharepartoftheiterative
modelofthepoliticalprocess,weshallmakeabriefreviewofthatmodel(Ghertman
1981, 1984)andgivean interpretationof existingempiricalresultsconcerning
restructuringdecision-processesin multinationalsbefore1986usingthe iterative
model.Weshallthanoutlinethecharacteristicsof themultinationalssurveyedand
themethodology.

TheIterativeModel of Decisionmaking

Most managersof multinationalenterpriseswould currentlydescribethe
decisionmakingprocessesinvolvingtheirforeignsubsidiariesaseither"decentralised"
or "centralised"(Garnier1979;VandenBulcke1984;andGoehle1980).This
doesnotprovideanexactideaof howtheparentandsubsidiarysharethestrategic
decisionmakingtask(Ghertman1984,pp.19-25).Theparentcompany'sperception
is oftendifferentfromthe subsidiary's.Furthermore,the generalimpressionon
eithersidethatmostimportantdecisionprocessesareshared(Vanden Bulcke
1984)producesa blurryresultindeed.Theiterativemodelattemptsto clarifythe
roleofeachsideinsuchprocesses.
Sincetheanalysesof Bower(1970)andAllison(1971),thedecisionprocesshas
been viewedas the resultof threedifferentsubprocesses:the rational,the
administrative,andthepolitical(called"impetus"byBower1970).Ackerman(1970)
addeda fourthsubprocess:thepsychological.Thefoursubprocessesalloccurmore
or lessin parallel.Thebehavioristmodelsof thedecision-process(Simon1945;
CyertandMarch1963;Mintzberg1976;MarchandOlsen1976;Crozier1977;
Nees1978-79)arecomposite.Theyusemainlythephasesoftherationalsubprocess,
althoughwithlimitedrationalityandsatisfactionratherthanwithfullinformation
andmaximizingbehaviorby thedecisionmakers.Buttheyalsomakeuseof the
psychologicaland- to a morelimitedextent- politicalsubprocesses.

Theiterativecharacteristicofdecision-processeswasfirstpointedoutforthepolitical
subprocesses(Ghertman1981),butitcanalsobeappliedtotheotherthree.
Theiterativemodeldescribesa processtakinga fairlylongtime(betweenseveral
monthsandseveralyears)andinvolvingboththeparentcompanyandthesubsidiary.
It hastwo dimensions,a hierarchicalone as givenby theorganizationstructure
andphasesdescribedbelow.
Thethreedistinctphasesareso constructedto embodytherelationshipsbetween
actorsoftheprocess:

Initiative:Anactororateamofactorsmakesaproposal,withoutcommitting
themselves,to otherlevelsof participants;theyarebasicallyfeelingout
thereactionsoftheircolleaguesandsuperiors,withoutgoinganyfurther.
Impetus:One of the actorsdecidesto sponsora projectandstakehis
reputationforgoodjudgementon gettingit accepted,andthereexists
realcommitmentonhispart;heisdoinghisbesttoinfluencehiscolleagues
andsuperiorsinordertoobtainprojectapproval.
Trial:Theprojectis examinedby higherechelonsof managementwho
mayapproveit, rejectit or callforits furtherstudy.Thetrialphasecan
be themomentof positiveornegativecompletionof thedecision-process.
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Moreoftenthannot, it is the beginningof anotherseriesof initiative,
impetusandtrialphases.

The conceptof decision-phaseembodiesthe conductof an actorwho triesto
influencetheconductof otherseventhoughthelatteralwayskeeptheirfreedom
of actingas illustratedby the threealternativebehaviorsof the actorof a trial
phase.Theactorof impetuscanactagainor stoptheprocessaftera trialphase
fromaboveif he feelshis projecthaslittleor no chanceof beingapprovedor
ifhehasotherprojects.
Thetrialphasesaretheonesthatgivethemodelitsiterativecharacter.Aniteration
is definedas the successionof the threephasesof initiative,impetusandtrial,
orasa coupleof impetus-trialphases.
Thedirectionof the decisionmakingflowis definedas the "directiontakenby
thesequenceofthephasesoftheprocessbetweenthelevelsofparticipants"(Ghertman
1981,1984).Thus,if thefirstinitiativephaseis carriedoutby oneof thelevels
belowandif thetrialphasesarecarriedout by the toplevelsin the hierarchy,
thedirectionof thedecisionmakingflowwillbe bottom-upandthentop-down.
In thatcase,themodelis called"standardhierarchic"as illustratedby Figure1,
withtwoiterations.
If the firstphaseof initiativeis carriedout by the higherlevel(top-down)and
the followingimpetuscarriedoutby thelevelbelowwithtrialfromabove,the
modelis called"hierarchicwithinitiativefromthePresident".A reversehierarchic
modelis onein whichthedecisionflowis thereverseof thestandardhierarchic
model.A competitivehierarchicmodelusestwo competingactorsor teamof
actors(likesubsidiariesor divisions)immediatelybelowthe Presidentor CEO
tryingto win a scarceallocationof resourcesor a decisionengenderingconflict
betweenthem.Ina consensualmodel,thedecision-flowdoesnotfollowa repetitive
pattern.Allactorscancarryoutimpetusandtrialphasesastheyplease.Therefore
therelationshipsbetweentheactorschangeas theprocessdevelops;theyarenot
stableasin thepreviousmodels.Theconsensualmodeldescribesprocessestaking
placeinorganizationswithouta clearhierarchy.So doesthe"garbagecan"theory
of MarchandOlsen(1976).Theconsensualmodelof thehierarchicprocessadds
a precisepictureof therelationshipsbetweenthedecisionmakers.(Figuresof each
modelandmoredetailedanalysiscanbe foundin Ghertman(1981,p. 275-84
and1984,p.24-34).)

FIGURE1
Model of the Standard Hierarchic Process

Phases ofthe Initiative Initiative
process impetus Trial impetus Trial

Participants

Higherlevel

Lowerlevel

Firstiteration Second iteration
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Existing EmpiricalResultsInterpretedwith theIterativeModel

The existingempiricalresultsinterpretedwiththe iterativemodelrelatefirstto
foreignacquisition,andthentodivestments.
In eightdecisionmakingprocessesforacquisitionsin the UnitedStatesbetween
1964and 1972by a Frenchmultinationalenterprise(disguisedunderthename
of Cofracis),thestandardhierarchicmodelwasfollowedthroughout:initiativeand
mostof theimpetusphasescamefromthesubsidiary,andpracticallyall of the
trialphasescamefromtheCEOof theparentcompany(andon occasionfrom
the managerof the internationaldivisionanda few executivesat headquarters)
(Ghertman1981,pp. 228-29).It is easyto reviewthe resultsfromGhertman
(1981, 1984,1986),becausethiswasthefirststudyto usetheiterativemodel.
Itishardertousethestudiesofotherauthorssincetheylackthedetailedchronological
data(seemethodologybelow).Therefore,thereviewbelowissomewhattentative.
In decisionsby Americanenterpriseswhoseleadershipwas of Israelioriginto
acquirecompaniesinIsrael,thedecisionmakersfollowedthehierarchicmodelwith
presidentialinitiative(Aharoni1966).Thedirectionof thedecisionmakingflow
wasfirsttop-down,thepresidenttakingtheinitiativeof forminganadhocworking
partyto studyacquisitionsin Israel.Subsequentlythe decisionmakingflowwas
bottom-up,astheimpetusphasescamefromtheadhocgroupandtheirimmediate
superiors.Lateron thedecisionmakingflowwastop-down,thetrialphasesbeing,
asinCofracis,administeredalmostentirelybythepresidentofthegroup.
ThemainreasonforthedifferencebetweenGhertman(1981)andAharoni(1966)
is thatthe Frenchenterprisealreadyhada foreignsubsidiaryin the U.S.The
lattertooktheinitiativeof makingtheacquisitions,whichit regardedas partof
its responsibilities,whereasthe Americanfirmshad no subsidiaryin Israel.
Accordinglythe existenceof a unitresponsibleformakingacquisitionsappears
todetermineaprioriwhatprocessamultinationaluses- whetherstandardhierarchic
orhierarchicwithinitiativefromabove.
TheresultsofGilmour(1973)andTorneden(1974)dealmainlywithcrisissituations.
Theyconcludethatthereisa ruptureinthesystemof actorsbeforethedivestment
process.Theyfoundthattheheadof theforeignsubsidiaryorof theinternational
divisionortheCEOofthedivisionintrouble(oreventheCEOofthemultinational)
is firstdismissedandreplaced.Thenewexecutivethenproposesdivestment,and
hissuperiorseasilyacceptit.Thechangeofactorsismadeby"anactofauthority".
Thedivestmentprocessfollowsthesimplehierarchicprocess.The"actofauthority"
itselfis theresultof a processinwhichtheactorsarethesuperiorsof thedismissed
CEO.In mostcasesthatexecutivetakesno partin thedecisionmakingprocess
leadingtohisdismissal.
Theenterprise'sexternalenvironment,especiallythegovernmentandtradeunions
of thehost(i.e.,subsidiary's)countryhadno directimpacton theprocess,since
theywerenotinvolvedduringtheprocessbutonlyafterwardsforimplementation
purposes(Gilmour1973;Torneden1974;Ghertman1981).However,theexternal
environmentis likelyto havean indirectinfluencebecausedecisionmakersinside
the firmhaveto be sensitiveto externalconstraints.Theyoftensharethesame
valueswiththeirenvironment.Whentheydo not,theyprobablydo not want
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to face the risksinvolvedin environmentalconflicts.Problemsoccurwhen
environmentalconstraintsarenotperceivedproperlybythefirm'sexecutives.
All theaboveresultsdo notpermitgeneralization.Furthermore,theyalldescribe
pre-1973behavior.It is possiblethatpatternshavechangedsincethen.Because
thenumberofdivestmentshasincreased,multinationalsmayhavelearnedtodisinvest
moreefficiently.Rupturesin the systemof actorsmayperhapsbe lessfrequent
inthemid-1980'sthantheywereintheearly1970's.
Indeed,outof fourteencases,Nees(1978-79and1981)didnotmentiondismissal
of executives.Noneof herobservationsdealwithpurelycrisissituations:fourare
"problem/crisis,"oneis "crisis/opportunity,"twoare"problem/opportunity,"four
"problems,"andthree"opportunities"(Nees1978-79,p. 69 and 1981,p. 128).
An alternativeexplanationwouldbe thatmanagersarenot as readilyfiredin
EuropeasintheUnitedStates.
Mostdivestmentprocesseson whichNeesreportscanbe reinterpretedasstandard
hierarchic.Themainactorofimpetusphases,analogoustothe"initiator-coordinator-
implementor,"as we alreadypointedoutearlier,sitsonelevelabovethedivested
unit.The headof the lattertakeslittleor no partin the process,exceptas a
reluctantinformer.

Characteristicsof theMultinationals Surveyedand Methodology

Theuseof theiterativemodelrequiresthoroughempiricalresearchin enterprises
so thatthe varioustypesof modelsof the iterativeprocesscan be testedand,
wherepossible,differentiatedin the formof a typology.The top management
of theparentcompanyofseveralmultinationalswerecontactedinSeptember1984
andaskedtoco-operateinthisstudy.Eventuallythreeoutof fifteenof themkindly
agreedto allowthe researchteamto undertakein-depthresearchon recent
restructuringdecisions.The researchteamwas composedof the authorof the
presentreportandtwo assistantswho werestudentsof businessat HEC(Ecole
desHautesEtudesCommerciales).Thetwostudentsdidtheirthird-yeartraineeship
periodbetweenJanuaryandApril1985intheofficesofthemultinationalsconcerned,
collectingdataonthedecisionsbeingstudied.Intotal,theresearchusedtheequivalent
of onefull-timeresearcherforoneyear.Theresourcesemployedwereimportant,
asthemembersoftheteamcrossedtheAtlanticseveraltimes.
OneofthethreemultinationalsoriginatedinCanada,anotherinaEuropeancountry
andthethirdintheUnitedStates.Eachofthemisoneoftheleadersinitsindustry.
Thefirstis activein miningandchemicals,thesecondin consumergoods,and
thethirdinhightechnology.Allthreearemultinationalswhosesalesabroadaccount
formorethan25%of theirturnover;theirforeignsubsidiariesvaryin number
fromsixteenfortheCanadianmultinationalto morethanfiftyfortheAmerican
andEuropeanones.
Theconditionrequiredby all threein exchangeforpermissionto examinetheir
filesindetailandinterviewmembersoftheirtopmanagementattheparentcompany's
andsubsidiary'sofficeswasthattheiridentityshouldbe sufficientlydisguisedto
makerecognitionimpossible.
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Therestructuringdecisionsconsideredaremarkedlydifferent.ThosebytheCanadian
firm(ICC)comprisedthesaleofa controllinginterestina UnitedStatessubsidiary,
takeoverof all the latter'sactivitiesin Canada,andthe purchasefromanother
multinationalof oneof its subsidiaries,an oil company,in Canada.Thesecond
setof decisionsrelatesto theclosureof a smallplantin Franceby theEuropean
multinational(ICP),andthethirdtoalargeinvestmentinaplantinFrancebelonging
to theAmericanmultinational(HTC),jointlywiththeclosureof a smallerplant.
Thecasesconsideredthuscoverwidelydifferentrestructuringdecisions,namely:

* reorganizationof thebusinessportfolioon aninternationalscale(ICC):
thesedecisionsweremoststrategicfortheparent,butnotmadein a
crisissituation,thougha strategicproblemexisted.Theyarepartof the
"problem/opportunity"categoryofNees(1978-79).

* restructuringof productionfacilities,eitherby plantclosure(ICP)or
concomitantclosureandopeningofproductionunits(HTC):plantclosures
werenot strategicdecisionsfortheparentand,althoughthedivested
plantsloweredthesubsidiariesprofits,theywerenotstrategicbecause
theydidnotputtheminthered.Theybelongtothe"problem"category
of Nees(1978-79).Theycouldhavebecomea strategicissue,in terms
ofcompetitiveposition,iftheykeptdraggingdowntheprofitlevel,relative
to competition.In thatcasetheywouldbelongto the"crisis"category
of Nees.Theinvestmentdecisionof HTCwasstrategicin termsof new
producttechnology.

Datacollectionwasby interviewof allparticipantsin thedecisionmakingprocess
andbyreadingalltheenterprise'sinternaldocuments(reports,letters,telexmessages,
minutesof meetingsandrecordsof telephoneconversations,andvariousnotes).
Allthesedataweretranscribedontoindividualchronologicalcardsforeachinteraction
betweentwoor moreparticipants,andthecardswerethenfiledin chronological
order.Whentherewasa differenceof contentforoneandthesameinteraction,
the writtensourcewasgivenpriority.Eachinteractionor groupof interactions
wasthenexaminedto decideto whatphase( initiative,impetusor trial) it belonged.
Thesequenceof phasesthusdeterminedwasthenassembledandsimplifiedin
theformofa modelreproducingoneoftheiterativeprocessespreviouslyreviewed.
(ThismethodologyisexaminedinmoredetailinGhertman1981and1984.)

THE EMPIRICALINVESTIGATIONS

ICC:TheRestructuringof theBusinessPortfolioon anInternationalScalebya
CanadianMultinational

As a resultof thestrategicorientationsdecidedin February1972by theboard
of directors(whoregardedpetrochemicalsandoil andgasas promisingsectors
forinvestment),in July1973ICC(InternationalCompanyof Canada)bought
30.4%of thesharesof anAmericanchemicalenterprisedisguisedunderthename
of USCO.ICChadcontrolof USCO,sinceno othershareholderheldmorethan
2%of itsstock.USCO'stopmanagementappealedunsuccessfullyto theAmerican
courtsto reversethetakeoverby ICC.In 1973,60%of USCO'sassetsandtwo-
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thirdsofitsprofitswereinCanada,inapetrochemicalscomplexuniversallyregarded
astheworldleaderinproductivityandprofitability.Between1973and1979USCO's
salesin theUnitedStatesin oil andgasincreasedfasterthanitssalesof chemicals
inCanada.In1975and1976ICCandUSCOdiscussedthepossibilityofseparating
theUnitedStatesandCanadianactivitiesintotwodistinctsubsidiaries,butit was
discardedbecauseoflegalandtaxdifficulties.
In 1975,ICCacquireda smalloil fieldin Canada.As resultsweregood,ICC
wanteda largershareof crudeoil production.Thisimproveditsproductivityand
madeit oneof theleadersin Canada.In November1976,ICCraiseditsUSCO
holdingfrom30.4%to30.65%.
In 1979,theICCboardof directorsmadea strategicreviewof itspetrochemicals
involvement.It decidedto retainitscontrollinginterestin USCObecauseselling
offUSCO'sUnitedStatesactivitiesandsimultaneouslybuyingupall itsactivities
in Canadaremainedtoo complicated.However,thisrestructuringoperationtook
placein 1981atthesametimeasthepurchasefroma Europeanenterprise,EURCO,
of its oil fieldsin Canada.(Theday-to-dayinteractionsof theexecutiveof ICC
concerningtheabovetwoprocessesis reportedin detailin Ghertman1986,pp.
16-21,includingiterativemodelsforeachprocess.)
Analysisof the ICCchemicalsandoil division'sstrategicplanning(1979)and
internationalrestructuringprocesses(1981)ledtothefollowingtenconclusions:
1.TherestructuringdecisionmakingprocessitselfdidnotstartuntilFebruary21,
1981,andwas overin the comparativelyshorttimeof fourmonths(by June
25th).Ittookplaceinthestrategiccontextworkedoutby ICC'stopmanagement
teamandapprovedby its boardof directorswhenthe petrochemicalsbusiness
was reviewedin 1979. Numerousattemptsto approachpartnersinterestedin
restructuringtheirownportfolioof activitiesin a waycomplementingICC'sled
tonothingforthenexttwoyears,forlackofa suitablepartner.
2.Theexternalenvironment,especiallytheeconomicpolicyofthehomegovernments
of bothmultinationals,wasdeterminant.Withoutthe NationalEnergyProgram
(NEP)discriminatingagainstnon-Canadianoil firms(announcedin October1980
by the Trudeaugovernment),or the changein the Frenchgovernment'spolicy
encouragingFrenchmultinationalsto investabroad,the restructuringof ICC's
internationalportfolioin 1981mightstillbe unfinished.EURCO(a disguisefor
theFrenchpartnerof ICC)mighthavekeptitsoil fieldsin Canadaandnothave
investedheavilyintheUnitedStates.
3. The foreignsubsidiaryof ICC,disguisedas USCO,took no partin the
decisionmakingprocessdirectedat makingit changeitscontrollingshareholders.
InFebruary1981,whenit submitteditsplanandbudgettoICC'stopmanagement
andboardof directors,it wasnotinformedof thedecisionmakingprocessalready
underway.The mainreasonforkeepingit secretfromthe subsidiarywas that
on theNorthAmericanstockmarkets,if informationleaksoutfromthefewactors
involvedin the negotiationsbetweenthebuyerandpotentialseller,thepriceof
thesubsidiary'ssharesis likelyto changerapidly.If thepriceincreases,potential
buyerswillbediscouraged.Inothercases,anyinformationthatthesellerisconsidering
divestmentbeforeit is officiallyannouncedandfullyexplainedto financialcircles
maycauseitsstockmarketpricetofall.
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4. TheCEOof ICCwascapableof takingchargeof an initiativeandimpetus
phaseconcerningthecontentof strategicdecisions,on the eve of theboardof
director'smeetingscheduledto approvetheprojectbeforeits signature.He was
neverthelesstheprincipalauthorof thetrialphases(Ghertman1986,p. 20 and
23).
5. Thegreaterpartof theimpetusphaseswastheworkof thevice-presidentof
the businessesconcernedandthe vice-presidentof the legaldepartment.These
impetusphasesfollowednegotiationswiththepartner.TheCEOwasinformed
ofthegistofthenegotiationsandgavehisagreementtotheirbeingcontinued.

6. The boardof directorswas only an actorof trialphases.It was contacted
at quitea latestagein theprocessbutactedtwice.Thefirsttimewason May
21, 1981,whenit wassoundedon generalprinciples(whichwerein accordance
withtheorientationsit hadapprovedtwo yearspreviously)andgavethegreen
light.Thesecondtimewaswhenit gaveitsapprovalbeforethesignatureof the
contract.Somemembersof the boardof directorsvotedagainstit becauseof
a potentialconflictof interest(theywereeitherin thesameindustryor on the
boardof thesubsidiarybeingsold),or,in thecaseof one member,becausehe
wouldhavepreferredto see theheadof theforeignsubsidiaryparticipatein the
decisionmakingprocessleadingtoitsdivestiture.
7. Therewereapparentlyno "go-betweens"(Jamous1969;Quirici1975;Sfez
1981;Ghertman1981)fromoutsidethefirmsuchasconsultants,businesslawyers,
membersof theboardconsultedbeforethe meeting,or nonmanagerialexperts.
Onlythe CEOof ICC,by virtueof his specialrelationshipwithhis chairman
of theboard,appearsto havetranslated(or "recoded")theactionproposedby
histeamand,onoccasion,byhimself,intermscustomarytotheboardmembers.

8. Theruptureof thesystemof actors,i.e.,thedismissalof operationsexecutives,
hadno impacton thedecisionmakingprocess;thedeathof theCEOof theU.S.
subsidiaryandof severalmembersof his top managementin a planeaccident,
andthe appointmentof theirsuccessors,didnot changethepowerrelationship
betweenparentandsubsidiary.Indeedtheparentcompanydid not informthe
subsidiaryof whatwasin theoffing,forthereasongivenin conclusion3 here.
Thereappearedto be no riskthatthenewCEOwouldbe morefirmlyopposed
to a takeoverbidthanhispredecessor,sincebothmenheldsimilaropinionson
thatissue.

9.ICC'sstrategicplanningprocessin1979followedthe"standardhierarchic"iterative
model.Thedirectionofthedecisionmakingflowwasupward,fromthevice-president
of thedivisiontotheCEOin 1981andtotheboardofdirectors.Therestructuring
decisionprocessin 1981followedtheiterative"hierarchicprocesswithpresidential
initiative".Itwasinpartconsensual,sincetheCEOhadnohesitationinexchanging
hisusualroleof actorin thetrialphasesforthatof actorin theinitiativephase,
or eventhe impetusphase.The decisionmakingflowwas thereforedownward
whentheCEOconvincedhismanagementof a newidea,eventhoughtheprocess
waswellunderway.Thereafter,thedecisionmakingflowfollowedthatofthestandard
hierarchicprocess,bottom-upand then top-down,apartfromthe consensual
exceptionmentionedabove.
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10. The resultsof the restructuringprocesswereneverformallyintegratedinto
strategicplanning.Theplanforpetrochemicalsapprovedduringthe 1979process
hadafive-yeartimespanandappearedtoruleoutanysuchoccurrenceasunrealistic.
HypothesisBB is accurateforthe aboveprocess:the parentmadethe decision
alone.HypothesisNi is partlycorrectinasmuchas thecoordinatorof theprocess
(theVP in chargeof oil andpetrochemicals)sitsone levelabovethe divested
unit,but it is partlyincorrectbecausethe headof the unitwas not informed
beforecompletionofthedecisionprocessendinginitsdivestiture.

ICP:TheClosureof a Medium-sizePlantin a ForeignSubsidiarybya European
Multinational

ICP'sFrenchsubsidiaryis oneof its largestforeignventures,severaltimeslarger
in salesor personnelthantheparent'soperationsin itshomecountry.Theplant
consideredfordivestiture(in Rennes)had220 workersoutof a totalworkforce
of severalthousandsin France.The followingsix conclusionsare drawnfrom
Ghertman(1986,pp.25-41).
1. The decisionin principleto closethe Rennesplantfollowedthe "standard
hierarchic"iterativemodel.Themanufacturingvice-presidentof AMPA(oneof
ICP'sproductdivisions)wasresponsiblefortwoplants,eachhavingitsownmanager.
He tookthe initiativeby proposinga restructuringprojectincludingclosureof
theolderandlessproductiveplantfollowinga verybigfallinitscapacityutilisation
rate.Themarkethadcollapseda few monthsearlier.TheCEOof ICPFrance
and,subsequently,theparentin Rotterdamagreed.Thedecisionmakingflowwas
thereforefirstofallbottom-upandthentop-down.
2. The changeof manufacturingvice-presidentof the AMPAplantsled to a
reexaminationof theresultsof thepreviousprocess.Thenewmanufacturingvice-
president,who was the previousmanagerof the plantto be divested,did not
go alongwiththe decisionto closetheplantproposedby his predecessorand
approvedby hismanagement.Thus,thereis a distinctpossibilityof discontinuity
intheresultofdecisionsifa changetakesplaceinthesystemofactors.Itillustrates
thefreedomofactionoftheoperationalmanagersvis-a-vistheirimmediatesuperiors
whentheformerstarta newassignment.A newdecisionmakingprocessbegan.
It followedthe simplehierarchicmodelwitha bottom-updecisionmakingflow,
whenthenewmanufacturingvice-presidentproposeda partialclosureof theplant
underscrutiny.
3. The CEOof ICPFrancedid not intervenedirectlyin an impetusphaseto
winhisnewmanufacturingvice-presidentovertoadecisionhehadalreadyapproved.
TheCEOaskedhimforfurtherinformationon theproposalforpartialclosure
of theplant,andatthesametimecalleduponhiscontrolvice-presidenttoprepare
a study.He thereforeusedthe"competitivehierarchic"iterativemodeldescribed
above.Afterreadingthestudyof thecontrolvice-presidentrecommendingtotal
closureof the Rennesplant,AMPA'smanufacturingvice-presidentreversedhis
proposaltooneoftotalclosure.
Itwasthereforebyusinga competitivehierarchicprocessintroducinga newactor,
in thecourseof a standardhierarchicprocess,thattheCEOof ICPFrancewas
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ableto persuadethemanufacturingvice-presidentof one of his divisionsto re-
adopttheconclusionhealreadyacceptedattheendofthepreviousprocess.
4. Theparentcompanyintervenedonlyat a verylatestage,whenit approved
the plantclosure.No Europeanareaor groupteamfor the rationalizationor
improvementofproductivitywasinvolved.Thesystemforevaluatingandmotivating
managerscontainednothing,eitherformallyor informally,to measuretheir
performancein orderto improvetheproductivityandprofitabilityof theplants
forwhichtheywereresponsible.Theparentcompanywantedthesubsidiaryto
takeitstime,regardingsocialpeaceandthepublicimageof itsconsumergoods
(whichmightsufferfroma socialdisputecoveredby themassmedia)as more
importantthanshort-termprofitability.Seriousdamageto thepublicimagewould
affectall ICPproducts,not only thosemadeby AMPA.The resultwas that
decisionmakersin thesubsidiaries,beingwellawareof theparent'sconcern,were
extremelysympathetictosocialconstraints.
5. Thedecisionto closetheplantanditsconfirmationby a newprocessending
at theendof 1980wasnotmentionedin the 1981-1986strategicplansof ICP
FranceandAMPA,andwasincludedonlyinthenext(1982-1987)planningcycle.
The1981-1986strategicplanwasnotremodelledin consequenceof thedecision
toclosetheplanttakenattheendof 1980.
6. TheprocessofnegotiatingthesaleoftheRennesplanttoa thirdpartyhighlights
theprimaryimportanceof thelocaleconomicandpoliticalenvironmentinfinding
an economicandsocialsolutionfortheplant.Themayorof thecityplayedan
essentialpart.Thesellerof theplantdidnotattachmuchimportanceto itsprice,
sincehe agreedwhenthebuyerdividedhisinitialproposalby three.Indeed,ICP
wasconsideringthedismantlingof theplantin Rennes.Theregionalenvironment
of theplant- i.e.,thetownhall,ConseilGenelral(CountyCouncil)andlocal
tradeunions,anditsnationalenvironment,theministriesandthefirm'stradeunions

werenotconsultedatthetimeof theclosuredecisionprocess.Buttheyplayed
anessentialpartinsubsequentattemptstomitigateitsnegativeresultsonemployment.
They- not ICP- founda Frenchbuyerfortheplant.

HypothesisN3 is accurate:thecoordinatorof thedecisionmakingprocesssatone
levelabovethedivestedunitandheinformedhissubordinate.Ontheotherhand,
hypothesisBBisinaccurate.

HTC:Major Investmentin a New Plant Togetherwith Closureof a SmallerPlant
in a ForeignSubsidiary

Betweenautumn1978andJanuary1984,HTC(parentandsubsidiarytogether)
madedecisionsconcerningtherestructuringof thesubsidiary'splantsin France.
The firstwasthe strategicdecisionto invest$50 millionin a new plant.HTC
(theparent)makesplantsinvestmentsof sucha largemagnitudeonlyeveryfive
years.Financingis donelocallybutthesubsidiaryis notallowedto makesuch
a decisionon itsown.Concurrentlyit decidedto closeanoldplantcarryingout
assemblyandpackagingoperationswith120people,about10%of thesubsidiary's
workforce.A decisionmakingprocesstochoosetheindustrialsiteof thenewplant
andto allocatefinancialresourcesforthe $50 millioninvestmentalsooccurred
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duringthatperiod.All theseprocessesareinterconnected(see Ghertman1986,
pp.43-57).
Theanalysisof eachdecisionmakingprocessis madebelow.Aggregated,theyform
thedecisionprocesstorestructureHTCplantsinFrance.

TheDecisiontoInvestina NewPlant

Thisprocessfollowedthe "standardhierarchicmodelwith initiativefromthe
President,"althoughin thatcase,thelevelabovethesubsidiarywasnottheCEO
of the multinationalbut the vice-presidentof the internationaldivision.The
decisionmakingflowwassuccessivelytop-down,bottom-upandtop-down.
Theinitiativephasefromtheinternationalvice-presidentoccurredbecausehehad
directaccessto the "areaof uncertainty"(Crozierand Friedberg1977)of the
R&Ddepartment:informationon newproducts.He suggestedthattheplantbe
locatedin France.The investmentdecisionon the new plantandthe decision
tolaunchanewproductwerecombinedintoone,sincethetechnologicaldeterminant
wasof primaryimportance.Thetechnologicaladvancegainedovercompetitors
amountedto severalyears.ItgaveHTCfullconfidencein thesuccessof thenew
telecommunicationssystem.Theheadof theFrenchsubsidiarywashappyto be
a potentialhostforthe new plantas it gavehim the opportunityto negotiate
an increaseon all the pricesof its productswiththe Frenchgovernment,still
enforcingpricecontrolsatthetime.
Nearlyall the impetusphasescamefromHTC'sFrenchsubsidiary'sCEOand
directorof development.Contraryto the internationalvice-presidentwho made
a suggestion(initiative),the executivesof the subsidiaryput theirreputationat
stakein tryingto convincethe parent("impetus,"Bower1970).International
managementattheparenttriggeredanimpetusphaseonlyverylateintheprocess
to convincetheCEO.He triggeredan impetusphasedirectedat hisboardonly
whenhe thoughtthetimewasripe.Thetrialphasesweretriggeredsuccessively
by theexecutivein chargeof theEuropeanarea,theinternationalvice-president
atheadquarters,theCEOoftheparentandhisboardofdirectors.
Theprocesstookplaceveryquickly.Therewereonlyfiveiterations.Fewpeople
wereintothe secret:two at the subsidiaryand threeat the parentbeforethe
CEOof the parentandhis boardapprovedof the decision.The financeand
taxstaffattheparenttooknopartinthedecisionprocessconcerningthisinvestment.
Theywouldhavebeenagainstit fromtheverystartfortaxreasonsas previous
plantswerebuiltin tax havens.TheCEOof the parentdid not informthem.
Whentheyfeltthatsomethingwasgoingon, theyshowedtheirdisapproval.By
thattimemostof theactorsin thedecisionmakingprocesshadalreadycommitted
themselvestotheinvestmentinFrance.
The "go-betweens"-i.e., the actorsableto understandandrecodethe point
of view andlanguageof one side (thesubsidiary)and naturallycommunicate
themto theotherparty(theparent)- wereall executivesof HTC.Theyhad
a veryspecificprofile.One wasthe executivein chargeof the Europeanzone,
attheparent(anAmericanofFrenchorigin);theotherwashisassistant(amanager
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of HTCFranceon foreignassignmentin NewYork).Thereexisteda temporary
French-inclinedcoalitionattheparent.
Theboardof directors'meetingwasimportant,forthedirectorscamefromoutside
HTCandwouldnotnecessarilyendorsetheproposalsfromHTCexecutives.Two
directorsin particular,who wereCEOsof verylargeAmericanmultinationals
withlargeFrenchsubsidiaries,werefarfromoptimisticaboutbeingableto work
freelyin theFrenchadministrativecontext.Theyapprovedtheprojectduringthe
lasttrialphaseof thedecisionprocess.Thisprojectwasnevera partof thestrategic
planof theparentnorof thesubsidiariesbeforethedecisionwasmade.It was
integratedintheplanofthefollowingyear.

TheDecisionmakingProcessLeadingtotheChoiceofa SitefortheNewPlant

ThisprocesswasstrictlyinternaltotheFrenchsubsidiary.Ithaddelegatedauthority
to makethiskindof decision.Althoughnot a strategicdecision,it hadto be
concludedbefore the formalappropriationrequestcould be made. This
decisionmakingprocessfollowedthestandardhierarchiconewithinitiativefrom
theCEOoftheFrenchsubsidiary.
Theresultof thisprocesshadsomeconnectionwiththeprocessfortheclosure
of thesmallplantin Strasbourg.Itwas,indeed,believedthatto finda sitenearby
couldbe a partialanswerto thesocialproblemcausedby theclosure,butthis
considerationwasnotdecisive.HTChadalwayshadapreferenceforeasternFrance.
ItfinallysetupitsnewplantwithinfiftymilesofStrasbourg.

TheDecisionmakingProcessforFinancialAllocationtotheNewPlant

Thisprocessfollowedthesimplehierarchicmodelwithimpetuscomingfromthe
subsidiaryandthetrialphasefromtheparent.

TheDecisionmakingProcesstoClosethePlant

The initiativephasecamefouryearsin a rowfromthe financialcontrolstaff
of the parentduringthe annualpresentationsof the budgetsandplansof the
foreignsubsidiaries.Theywerenotimpetusphasessincestaff,asopposedtooperations
executives,can onlyask questionsandexpressopinions.Thesehadapparently
littleinfluenceon strategicdecisionsor on decisionsto promotethesubsidiaries'
managers.Therewereneverany initiativeor impetusphasesfromthe parent's
executivesin chargeof operations- CEO,internationalvice-presidentor CEO
of theFrenchsubsidiary.So longastheydidnottriggeranimpetusphasedirected
at thedirectorof productionof the Frenchsubsidiary,he could"draghis feet".
Andso he did,duringfouryears.Therewasno decisionprocessassuchbecause
theactorswerenotconnectedhierarchicallyandalsobecausean iterativemodel
is definedas a successionof initiative-impetusandtrialphases.In thiscasethere
wasnoactorof impetusphases,onlyactorsof initiative.
The changein the systemof actorswas decisive.The new Frenchdirectorof
productionfeltthatit wasprobablynotin hisinterestto starthisjob by keeping
on icea filethatcouldirritatesomeof theparent'sstaffandexecutives.Hestarted
a simplehierarchicprocess.Initiativeandimpetusphasescamefromhim,the
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trialphasesfromhisCEO,andtheensuingimpetusphasefromboth,aimedat
theCEOof theparent.He approvedof theprojectduringone trialphase.The
boardofdirectorsoftheparenttooknopartinthisprocess.
Asinthecaseof ICP,hypothesisN3isaccurateandhypothesisBBisinaccurate.
The negotiationswiththe localadministrative,politicalandsocialenvironment
wereessentialto theaboveprocesses.Concerningtheinvestmentinthenewplant,
HTC'sCEO,followedby hisboardof directors,didnotapprovetheinvestment
projectuntiltheFrenchgovernmentgaveitsagreementonthepriceincrease.
Similarlythe processforthe financialallocationof resourcesto the new plant
couldnotbecompleteduntilthenewFrenchgovernment(formedaftertheelections
of 1981)hadconfirmedtheagreementsignedbyitspredecessor.
Theclosureof thesmallplantwasnotvitalto thecompetitivenessof itsFrench
subsidiary,norto itsstrategy.Buta socialscandalconcerninglayoffscoulddestroy
theresultsoftrickynegotiationsonprices.Thelocaleconomicandsocialenvironment
wasnotcontactedduringthedecisionmakingprocessfortheclosureof theplant.
It was neverthelessveryimportant,sincethe mayorplayeda considerablepart
infindinga localindustrialistwhowaspreparedtobuytheplant.

CONCLUSIONS

Thispaperdescribedvariousiterativeprocesses,eachforadifferentkindofdecision.
IntheCanadianmultinational(ICC)thedecisionwastorestructureaninternational
portfolio.In the Europeanmultinational(ICP)theplantclosureconcernedonly
the Frenchsubsidiary.In the Americanmultinational(HTC)the investmentin
a newplantin Francewasto manufacturenewtelecommunicationssystemsfor
thewholeworldexcepttheUnitedStates,andtheclosureoftheoldplantconcerned
onlytheFrenchsubsidiary.
All theseprocesseswereperformedatleisure.Theparentanditssubsidiarieswere
not pressuredby time.Evenif all thoseinvolvedin the decisionswereof the
opinionthattheywouldhavebeenbetterif takenearlier,as in Torneden(1974),
the decisionswereall regardedas successfulones.However,thisstudyhas not
examinedany decisionmakingprocessforthe hastyliquidationof a subsidiary
afterunsuccessfulattemptstorestoreitsfortunes.
Noneof the hypotheseswas accuratein describingall threedecisionsituations
reportedby the empiricalresearch:HypothesisBB wasaccurateto describethe
decisionprocessto restructuretheinternationalportfolioof ICCwhilehypothesis
NJwasonlypartiallyvalid:thecoordinator,oractorofmostoftheimpetusphases,
satonelevelabovethedivestedunitbuthedidnotinformthembeforethedivestment
processwascompleted.HypothesisN3wasaccuratetodescribethedecisionprocess
tocloseplantsinforeignsubsidiariesinthecasesof ICPandHTCwhilehypothesis
BBwasnot.
Theiterativeframeworkwasfoundtobeconceptuallymoreusefulthantheconcepts
usedtobuildtheinitialhypotheses.Bychangingthedirectionofthedecisionmaking
flow,itoffersavarietyofmodelstodescribeseveraldifferentprocesses.Incomparison,
hypothesisBB leadsto an "either-or"answerinsufficientto graspthe varietyof
restructuringdecisions.HypothesesNi to N3 arenotvalidforall situations.The
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iterativemodelalsopinpointsclearlythe respectiverolesof the subsidiaryand
the parentthroughtheirrepetitiveuse of the two mainphasesof the process:
impetusortrial.
Thethreeprocessesdescribedabovebasicallyfollowedthestandardhierarchicmodel,
withsomeuseof thecompetitivehierarchicmodel(ICP)andconsensualmodel
(ICC).Partof theruleelaboratedbyNees(1978-79)thatthecoordinator,or-actor
of impetusphases,sitsone levelabovethe divestedunitheldtruein all three
cases.Butthe otherpartof herrulewasnot validin the ICCcase.Thelevel
below(i.e.,theforeignsubsidiarytobe divested)wasnotinformedof theongoing
process.
Withthe conclusionsfromthe processesanalysedin thisreportandthe others
reviewedin the introduction,it is possibleto constructa typologyof the types
ofprocessesbytypeofstrategicdecision.Figure2 showsthispreliminarytypology.
Letusnowseewhethertheabovetypologybuiltfroma limitednumberof cases
canbegeneralizedandtowhatextent.
1)Theliteraturereviewedhasnotuncovereda singlecaseinwhichtheexecutives
of a subsidiarytookpartin the decisionmakingprocessleadingto a changein
ownershipwhena complementaryrestructuringof thebusinessportfoliosof two

FIGURE2
Typologyof the Decisionmaking Process
Analysed by Typeof Strategic Decision

Typeof decision Typeof process

Restructuringofthe Actorsonlywithinthe parent'stopmanagement.Subsidiaryexcluded
business portfolio(ICC) fromthe process. Process is standardhierarchic.Some initiativeand
(Ghertman1986) impetusphases fromthe CEO.

Closureof plant(ICP) Actorsalmostentirelyfromthe subsidiaryParentinterveneslateinthe
(Ghertman1986)or process to give approval.
divisions(Nees 1978-79) Process is standardhierarchic.Possibleuse ofcompetitivehierarchic

process bythe CEOofthesubsidiarywhena previousorientationis
revisedaftera change of manager

Restructuring
Plantclosure(HTC) Actorscome almostentirelyfromthesubsidiaryProcess is standard
(Ghertman1986) hierarchicforthe closureofthe plant,necessitatingimpetusphase

fromthe subsidiary;butthe subsidiarycan delaythe process under
pressurefromthe parent'sstaffuntiltheoperationalexecutivesfrom
the parentpress fordivestment.

Investment Actorscome fromthe parentandthe subsidiaryProcess is standard
(Aharoni1966) hierarchicwithinitiativefromthe internationalvice-president(IVP)for
(Ghertman1986) investmentinthe new plant.The IVPcontrolsthe."relationwith

Researchand Development"areaof uncertaintyto whichthe
subsidiaryhas no access. Process is strictlystandardhierarchicin
Ghertman(1981).

Closureof a subsidiary Actorsof process leadingtothe dismissalofthe previousCEOofthe
ora divisionina situation foreignsubsidiaryalwayslocatedone levelabovethe dismissed
of crisis executive.Process can be standardhierarchicorwithinitiativefrom
(Gilmour1973;Torneden higherlevels ofthe hierarchy.Dismissalofthe CEOofthe local
1974;andconclusion3 of subsidiarybringsa ruptureinthe systemof actors.Alsostartsa new
thisarticle) process withimpetusfromthe newexecutiveinchargeofthe

subsidiaryEasyacceptanceofthe closurebythe parent(standard
hierarchicmodel).
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separatemultinationalswasunderway.Thepresentstudyaddsa furtherpieceof
evidence.Thisconclusionisprobablygenerallyapplicabletothistypeofprocess.
Thereasonforthisgeneralizationisthat,intheUnitedStatesandCanadianbusiness
environments,thestockmarketsdeterminethebehaviorof executivesfromlisted
companiesmuchmorethanin Europe.Theslightestleakageof informationabout
anongoingrestructuringdealmayaffectthepriceof sharesof thebuyer,theseller,
andthesubsidiaryto be soldin wholeor in part.Thischangein pricemaylead
to a breakdowninthenegotiations.Inparticular,thetopmanagersof a subsidiary
- whosesharesaredistributedamongstapublicofsmallshareholders,butcontrolled
byanotherfirmholdingmorethan33%ofitssharesfromwhichtheyareunwilling
to part- haveeveryreasonto organizeleaksso as to raisethepriceof a bid.
Furthermore,anyoneinformedaboutthe negotiationscan buya few sharesof
thesubsidiaryandgo to thecourtsto opposethetakeoverbid.Thisopposition
canjeopardisethetransactionandin anycasegreatlydelayits implementation.
Thatthebuyerandsellershouldkeepthesecretis thereforelikelyto be a rule
ofgoodmanagement.
As portfolioadjustmentsarethemostcommontypeof restructuringintheUnited
StatesandCanada(DavidsonandMcFetridge1984),theconclusioncanbeposited
withcautionthatthesubsidiarytakesno partin mostdecisionmakingprocesses
forrestructuringenterprisesof UnitedStatesor Canadianorigin.Althoughit has
neverbeenconfirmedby a statisticallyvalidsample,the literaturecontainsno
examplesto the contrary.Furthermore,the conclusionthatthe decisionmakers'
behavioris largelya functionof constraintsof UnitedStatesandCanadianstock
marketshassolidsupportin theory,especiallywithHerbertSimon(1945)and
thebehavioristliterature.
Forthesamereasons,theaboveconclusionis likelyto be validforrestructuring
decisionsmadein theUnitedStatesby multinationalsof Europeanor Japanese
origin.It is probablynot validforEuropeanfirmsin theirtraditionalareasof
influence(Europe,Africa,Asia,LatinAmerica,andtheMiddleEast),wherestock
marketsplaya smallerrole,thoughthatdifferenceisrapidlynarrowing.
Theaboverecommendationin favorof secrecyopposesthatof Nees(1978-79)
advocatinga participationof the headof the divestedunit.However,the cases
shereferredto didnotconsidertheroleof thestockmarket.Herrecommendation
islikelytobesoundformostotherdecisions.
2) Inbothcasesof plantclosureor plantrestructuring,thesubsidiarycarriedthe
bruntof the decisionmakingeffortandthe parentapprovedbut did not either
initiateorhastentheprocess.Tworeasonsexisttolaythegroundforgeneralization.
First,no groupcanbe competitiveunlessit maintainsgoodindustrialrelations
fortheirshort-termandlong-termimpacton productivity.Second,whena firm
sellinga largenumberof consumerorindustrialgoodshasa scandalon itshands,
the imageof the wholemultinationalsuffers.Salesof all its productsfall,and
gainsinproductivityresultingfromrestructuringmaybemorethanoffsetbylosses
in sales.Theexamplesexaminedin thispaperareprobablyfairlyrepresentative
of suchdecisions.Probablymoreplantclosureshavegoneby unnoticedthanis
generallybelieved;theyareperhapsthesubmergedpartof theiceberg.Theothers,
the tip of the iceberg,areprobablythosethatcauseda scandalbecauseparent



www.manaraa.com

64 JOURNALOF INTERNATIONALBUSINESSSTUDIES,SPRING1988

companiestookdrasticdecisionshastilywithoutconsultingthesubsidiary.They
aremorevisiblebutareprobablynottypicalof thedecisionmakingbehaviorof
multinationalenterprises.
Divestmentdecisionsinvolvingverylargenumbersof employeesas in the steel
andautomobileindustries,alsoget specialattentionfromthemassmedia.They
areof strategicimportanceto thecompetitivenessof thefirmstakingthem;only
rarely,however,do theyrelateto divestmentin foreignsubsidiaries,andwhere
theydo(asinthesaleofChrysler'sEuropeansubsidiaries),it isnotknownwhether
theparentcompanyconsultedthesubsidiariesbeforedecidingtosellthem(Casson
1986).
3) Unfortunatelyit was not possiblein the courseof thisresearchto examine
a"crisis"restructuringdecisionprocessoccurringafterthefailureofrepeatedattempts
to get thesubsidiary"outof thered".TheCEOof a Frenchmultinationaltold
theresearchersof a recentexampleof thiskind,butthemanagerresponsiblefor
the subsidiaryhadbeentransferredto headofficeanddowngraded.He wasso
touchyaboutthecasethattheCEOdeclinedto reopenthesubject.The"trouble-
shooter"sentout fromheadquartersto replacetheformermanagerandto find
a solutionproposeddivestment.Thegroupapprovedhisproposalandwithdrew
fromthatforeignmarket.Theprocessis similarto thatmentionedby Gilmour
(1973)andconfirmedbyTorneden(1974).
4) Thedecisionprocessleadingto theclosureof theplantin Francefollowsthe
sameiterativemodel(standardhierarchic)fortheEuropeanmultinational(ICP)
as fortheAmerican-basedmultinational(HTC),whiletheCanadianfirm(ICC)
did not consultits subsidiarybeforesellingit. It canbe inferredthatit is not
the multinational'sCanadian,Americanor Europeanoriginthatdeterminesits
decisionmakingbehavior,butratherthetypeof strategicdecisionconcerned.For
strategicportfoliorestructuring,secrecymustbemaintainedwhereasitisnotnecessary
forplantclosure.Thedeterminantsofsuchdifferencesofbehaviorhavebeenexplained
above.
Fromtheseconclusions,it is possibleto buildthe hypothesisthatthe major
determinantof the typeof decisionprocessis likelyto be the typeof decision
underway.Van den Bulcke(1984) came to similarconclusionsusing the
"centralization-decentralization"approach.Forhimmostinvestmentdecisionswere
sharedbetweentheparentandthesubsidiary,whilemostfunctionaldecisionswere
decentralizedtothesubsidiary.
Thishypothesisraisesquestionsaboutthedifferencesof approachto divestment
betweenU.S.andEuropeanmultinationalsreportedbyBoddewyn(1979).Hepoints
outthatthesedifferencesmaytaperoffonceeconomicconditionsturnfromexpansion
toslowandirregulargrowth,theveryenvironmentoftheeighties.Itisalsopossible
thatsuchdifferencesof decisionbehavior,alsostressedby Franko(1976),may
be a functionof the maturityof the multinationalsconcerned.ICP(European)
andHTC(U.S.)havebeenmultinationalsformorethanfiftyyears,whereasICC
(Canadian)startedonlyintheearlyseventies.
5) Changeor rupturein the systemof actorsusuallyaffectsthedecisionmaking
process.Thusin thecaseof ICP,thenew managerof AMPA'splantsdisputed
theorientationsapprovedonlya shorttimepreviouslybytheCEOofhissubsidiary,
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whouseda competitivehierarchicprocessto gethismanagerbackon thetrack.
In HTC,theFrenchsubsidiary'sproductionmanagermanagedto "draghisfeet"
forfouryearsin spiteof proddingfromthe parentcompany'sstaff,who were
admittedlynothisdirectoperationalsuperiors.Thenewmanageralmostimmediately
proposedtoclosetheplant.Thesechangesof actorsshowtheroomformanoeuvre
enjoyedby individualactors,who can in the samesituationpursuea strategy
differentfromtheirpredecessor's,atleastfora time.
6) Theenvironmentproducesmajorinfluenceson theprocessforseveralreasons.
First,theactorsin theenterprisesaresensitiveto socialconstraints,at leastwhen
theseareacuteenoughto raisea scandalthatcouldtarnishthe multinational's
imageandin turndamagetheirowncareerswithinthegroup.Second,theactors
needto negotiatecertainagreementswiththeiradministrative,politicalandsocial
environmentinthehostcountry.Whentheybidforpublicmarketsorforexemptions
or adaptationsof currentregulations,as didHTC,thecompletionof negotiations
is necessarybeforethefirmcompletesitsowndecisionprocess.Third,a change
of policyby thegovernmentsof thehostcountryandhomecountrymaychange
thepositionof a multinationalas a selleror a buyerin a givencountry(aswith
EURCOandotheroilcompaniesinCanada)anditsabilitytomakelargeinvestments
abroad(as withEURCOin the UnitedStates).However,the membersof the
environmentdo nottakeanydirectpartin thefirm'sinternaldecisionprocesses.
Theytakenopartintheiterativeprocessesexamined.
In all thecasesreportedthedecisionsmadewerenotmentionedin thestrategic
planbeforebeingmade.Thisconfirmstheconclusionthatthestrategicdecisionmaking
processcan be independentof strategicplanning(Ghertman1981).The actors
arenotnecessarilyidentical,thetimeis differentandtheissuesat stakearenot
of thesamekind.
TheconclusionsmadewithHTCandICPthattheyinformedtheirenvironment
oncethedivestmentprocesswascompletedconfirmsresultsfromTorneden(1974)
andNees(1978-79).Uninationalenterprisesprobablybehavein exactlythesame
way.Oncedivestmentisdecidedupon,however,thelocalenvironmentisextremely
activein tryingto findan alternativeto closure,generallya takeoverby another
industrialistof thesiteandsomeof itsemployees.

REFERENCES

Aharoni,Yair.1966. Theforeigninvestmentdecisionprocess.Boston,Mass.:HarvardUniversity,GraduateSchool
of BusinessAdministration,Divisionof Research.

Ackerman,R. 1970.The influenceof integrationanddiversityon the investmentprocess.AdministrationScience
Quarterly,December.

Allison,G. 1971.Essenceof decision,explainingtheCubanmissilecrisis.Boston:Little,BrownandCo.

Behrman,J.N. 1969. Some patternsin the rise of the multinationalenterprise.Chapel Hill, N.C.: Graduate
Schoolof BusinessAdministration,Universityof NorthCarolina,ResearchPaperNo. 18.

Boddewyn,J.J. 1983. Foreignand domesticdivestmentand investmentdecisions:Like or unlike?Journalof
InternationalBusinessStudies,Winter:23-35.

... 1979a. Divestment:Local vs. foreignand U.S. vs. Europeanapproaches.ManagementInternational
Review,19 (1).

. 1979b.Divestment:The managerialdimensions.In D. VanDen Bulckeet al., Investmentanddivestment
policiesin multinationalcorporationsin Europe.London:SaxonHouse/Takefield;New York:Praeger.



www.manaraa.com

66 JOURNALOF INTERNATIONALBUSINESSSTUDIES,SPRING1988

. 1979c. Foreigndivestment:Magnitudeand factors.Journalof InternationalBusinessStudies,Spring/
Summer:21-28.

1983. Foreigndivestmenttheory:Is it the reverseof fdi theory?WeltwirtschaftlichesArchiv,119 (2):
346-355.

Bower,Joseph. 1970. Managingthe resourceallocationprocess.Boston,Mass.:HarvardUniversity,Graduate
Schoolof BusinessAdministration,Divisionof Research.

BusinessInternational(J.J. Boddewyn,main reporter).1976. InternationaldivestmentA surveyof corporate
experience.GenevaandNew York.

Calvet,A.L. 1981. A synthesisof foreigndirect investmenttheoriesand theoriesof the multinationalfirm.
Journalof InternationalBusinessStudies,Spring/Summer:43-60.

Casson,M. 1986.Internationaldivestmentandrestructuringdecisions(withspecialreferencetothemotorindustry).
MultinationalEnterprisesProgrammeWorkingPaperNo. 40. Geneva:ILO (for a case studyof the United
Kingdom).

Crozier,M. & E. Friedberg.1977.LActeuret le systeme.Paris:le Seuil.

Davidson,W.H.& D.G. McFetridge.1984. Recentdirectionsin internationalstrategicdisinvestments:Production
rationalizationor portfolioadjustment?ColumbiaJournalof WorldBusiness,Summer:95-101.

Duhaime, I.M. & J.H. Grant.1984. Factorsinfluencingdivestmentdecision-making:Evidencefrom a field
study.StrategicManagementJournal,5: 301-318.

Franko,L. 1976. TheEuropeanmultinationals.HarperandRow.

Garnier,G., T. Osborn,F. Galicia& R. Lecon. 1979. Anatomyof the Mexicanaffiliatesof U.S. multinational
corporations.ColumbiaJournalof WorldBusiness,1:78-90.

Ghertman,M. 1981.Laprisede delcision.Paris:PUF.

. 1984. Decision-makingin multinationalenterprises:Conceptsand researchapproaches.Multinational
EnterprisesProgrammeWorkingPaperNo. 31. Geneva:ILO.

. 1986. Decision-makingregardingrestructuringin multinationalenterprises.WorkingPaperNo. 39,
Geneva:ILO.

Gilmour,S.C. 1973. The divestmentdecisionprocess. UnpublishedDBA dissertation.Boston,Mass.:Harvard
University,GraduateSchoolof BusinessAdministration.

Goehle,D.G. 1980.Decision-makingin multinationalcorporations.Ann Arbor,Mich.:UMIResearchPress.

Grunberg,Leon.1981.Failedmultinationalventures:Thepoliticaleconomyof internationaldivestments.Lexington,
Mass.:LexingtonBooks.

Hamermesh,R.G. 1977.Respondingto divisionalprofitcrisis.HarvardBusinessReview,April.

Harrigan,K.R. 1980.Strategiesfor decliningbusinesses.Lexington,Mass.:Heath.

. 1981.Deterrentsto divestiture.Academyof ManagementJournal,June:306-323.

Jamous,H. 1969. Sociologiede la decision La reformedes etudesme'dicaleset des structureshospitalieres.
Paris:CNRS.

Lindgren,Ulf & KjellSpangberg.1981. Corporateacquisitionsand divestments:The strategicdecision-making
process.InternationalStudiesof ManagementandOrganization,Summer:24-47.

March,J. & J. Olsen.1976.Ambiguityandchoicein organizations.Bergen,Oslo.

Marois,Bernard.1979.L'Artde desinvestir.RevueFranvaisede Gestion,May-June:13-23.

& J.E.Jourde.1977.Ledesinvestissementdesfirmesfran~aises\al'etranger.Banque,April:405-411.

Nees,D. & B.Danielle.1978-79.Thedivestmentdecisionprocessinlargeandmedium-sizeddiversifiedcompanies:
A descriptivemodelbasedon clinicalstudies.InternationalStudiesof ManagementandOrganization,Winter:
67-95.

. 1981. Increaseyourdivestmenteffectiveness.StrategicManagementJournal,April-June:119-130.

Porter,M.E. 1976. Please note locationof nearestexit: Exit barriersand planning.CaliforniaManagement
Review,Winter:21-33.

Quirici,D. 1975.Les"poissons-pilotes"desmultinationales.RevueFranoaisede Gestion,Novembre:85-96.

Sachdev,J.C. 1976a. A frameworkfor the planning of disinvestmentpoliciesfor multinationalcompanies.
UnpublishedPh.D.thesis,Universityof ManchesterInstituteof ScienceandTechnology,InternationalBusiness
Unit.



www.manaraa.com

SUBSIDIARYAND PARENTS'ROLES 67

-__. 1976b.Disinvestment- A corporatefailureor a strategicsuccess?InternationalStudiesof Management
and Organization,Spring/Summer:112-130.

Sfez,L. 1981. Critiquede la decision,3rdedition,Paris:Pressesde la FNSP.

Simon,H.A. 1945.Administrativebehaviour:A studyof decision-makingprocessin administrativeorganization,
firstedition(thirdedition,1976).London:MacMillan.

Spanhel,C.L. 1981. Correlatesofforeign divestmentmethods.Bloomington,Ind.:Departmentof Administrative
andBehavioralStudies,IndianaUniversity,Workingpaper,October.

& J.J.Boddewyn.1983.Thecrisisdivestmentdecisionprocess:A descriptivemodel.Austin,Tex.:Graduate
Schoolof Management,Universityof Texas,Workingpaper,September.

& Denise Johnson.1982. Issues in the studyof US. foreign divestment.A reviewof majorstudies.
Paperpresentedat the AnnualMeetingof the MidwestAcademyof InternationalBusiness,Chicago,March.
(Workingpaper,Divisionof Research,GraduateSchoolof Business,IndianaUniversity).

Torneden,R.L. 1974. Foreigndisinvestmentby US. multinationalcorporations:Witheight case studies.New
York:Praeger.

& J.J.Boddewyn.1974. Foreigndivestments:Too manymistakes.ColumbiaJournalof WorldBusiness,
Fall:87-94.

Vanden Bulcke,D. & E. Halsberghe.1984. Employmentdecision-makingin multinationalenterprises:Survey
resultsfromBelgium.MultinationalEnterprisesProgramWorkingPaperNo. 32. Geneva:ILO.

Wilson,B.D. 1980.Disinvestmentofforeignsubsidiaries.Ann Arbor,Mich.:UMI Press.


	FOREIGN SUBSIDIARY AND PARENTS ROLES DURINGSTRATEGIC INVESTMENT AND DIVESTMENT DECISIONS
	INTRODUCTION
	Two Contradictory Hypotheses
	The Iterative Model of Decisionmaking
	Existing Empirical Results Interpreted with the Iterative Model
	Characteristics of the Multinationals Surveyed and Methodology

	THE EMPIRICAL INVESTIGATIONS
	CONCLUSIONS
	REFERENCES

