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Little research examines the mechanisms for the relationship between expatriate utilization and subsidiary
performance. Building on the knowledge-based view of the firm, we propose a multi-stage mediation model to
explain how expatriate staffing promotes subsidiary financial performance. Our results underscore that ex-
patriate utilization has an indirect, mediated effect on subsidiary financial performance through its links with
subsidiaries’ knowledge creation and product performance. Adopting a moderated mediation approach, we also
find that the indirect relationship between expatriate utilization and subsidiary product performance via sub-

sidiary knowledge creation is strengthened by the context of transnational strategy as a moderating contingency.

1. Introduction

Access to distinctive knowledge assets transferred from a parent
firm to its subsidiaries has traditionally been considered a key re-
quirement to overcome liabilities of foreignness in foreign markets
(Dunning, 1980; Kogut & Zander, 1993; Zaheer, 1995). A more recent
view of MNCs has highlighted the importance of recognizing dispersed
knowledge sources in an MNC, orchestrating knowledge flows from
subsidiaries as well as headquarters (HQ) and leveraging such knowl-
edge across an MNC network (Bartlett & Ghoshal, 1989; Ghoshal &
Bartlett, 1988). According to this view, the ability of a subsidiary to
create valuable and unique knowledge assets — not just to harness
knowledge transferred from its parent firm - is a core part of the sub-
sidiary-specific advantages that enable the subsidiary to perform ef-
fectively in the local market (Rugman & Verbeke, 2001). Thus, identi-
fying the potential sequential processes through which a subsidiary
creates valuable knowledge is increasingly important in enhancing the
sustained competitive advantage of the entire MNC (Colakoglu, Yamao,
& Lepak, 2014; Fang, Jiang, Makino, & Beamish, 2010).

While the significance of understanding the knowledge creation
capability of a subsidiary has been widely acknowledged in the MNC
literature, relatively few empirical studies have been conducted in this
line of enquiry (Andersson, Bjorkman, & Forsgren, 2005; Belderbos &
Heijltjes, 2005; Colakoglu et al., 2014). First, with regard to ante-
cedents to subsidiary knowledge creation, research has suggested that
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external knowledge flows to a subsidiary are a key factor enhancing the
knowledge creation capability of the subsidiary, alongside other factors
that facilitate the utilization of the sourced knowledge in the knowledge
creation process (Almeida & Phene, 2004; Andersson et al., 2005;
Colakoglu et al., 2014; Phene & Almeida, 2008). However, empirical
studies did not fully support this view as they found that only external
local knowledge inflows are conducive to subsidiary knowledge crea-
tion (e.g., Colakoglu et al., 2014; Phene & Almeida, 2008). It is unclear
whether and how knowledge inflows from an MNC network contribute
to subsidiary knowledge creation. Second, with regard to the impact of
subsidiary knowledge creation capability, the performance impact of
subsidiary knowledge creation has rarely been examined.

Informed by the knowledge-based view (Grant, 1996; Kogut &
Zander, 1993), our study addresses these gaps by examining how the
utilization of expatriates' competent in knowledge transfer (henceforth,
expatriate utilization) (Wang, Tong, Chen, & Kim, 2009) - a particular
mechanism for knowledge transfer from an MNC network and knowl-
edge integration - affects subsidiary knowledge creation capability
across different subsidiary strategic contexts and, in turn, subsidiary
performance. More precisely, we focus on the influence of expatriates as
a key antecedent to subsidiary knowledge creation instead of general
knowledge inflows from an MNC’s internal network, which were ex-
amined in prior studies (e.g., Colakoglu et al., 2014; Phene & Almeida,
2008). We posit that more tacit forms of knowledge from HQ, which
can be embodied and transferred mainly through human agents such as
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home-country expatriates, are more effective if adapted to specific local
contexts and combined with locally sourced knowledge, thus con-
tributing to knowledge creation in subsidiaries (Hansen, Nohria, &
Tierney, 1999; Subramaniam & Venkatraman, 2001). However, more
explicit forms of knowledge transferred from HQ and other MNC units
may reduce the need for subsidiary knowledge creation if it is readily
reusable. In addition, expatriates play an important role in enhancing
the absorptive capacity of a subsidiary by identifying, assimilating and
applying knowledge relevant to the subsidiary context (Hong, Snell, &
Mak, 2016).

Our study makes three novel contributions to the literature. First, it
contributes to the literature on subsidiary knowledge creation (e.g.,
Almeida & Phene, 2004; Andersson et al., 2005; Colakoglu et al., 2014;
Phene & Almeida, 2008) by theorizing expatriate utilization as a novel
antecedent to subsidiary knowledge creation and testing the relation-
ship between the two constructs. While the role of expatriates in
knowledge transfer in MNCs has been well acknowledged in the extant
literature (e.g., Harzing, Pudelko, & Reiche, 2016), our understanding
of the role of expatriates in subsidiary knowledge creation remains
limited. Theoretically, the findings of the study highlight the im-
portance of examining specific mechanisms for both tacit knowledge
inflows from MNC networks and the integration and application of the
relevant knowledge for knowledge creation (Fang et al., 2010). Thus,
our study complements and extends the existing view on subsidiary
knowledge creation, which has mainly focused on the sources and di-
rections of knowledge flows and the role of subsidiary absorptive ca-
pacity, by suggesting expatriation as a more specific determinant of
subsidiary knowledge creation.

Second, our study extends the expatriate knowledge transfer and
performance literatures (Chang, Gong, & Peng, 2012; Wang et al.,
2009) by identifying the indirect influence of expatriate utilization on
subsidiary financial performance via subsidiary knowledge creation
capability and subsidiary product performance as mediating mechan-
isms.

Finally, our study shows the relevance of considering a subsidiary
strategic context to better explain the relationship between expatriate
utilization and subsidiary knowledge creation. To respond to calls for
the empirical analysis of the link between expatriate utlization and
subsidiary strategy (e.g., Caligiuri & Colakoglu, 2007), this study ex-
plores a specific strategic context of subsidiaries - transnational
strategy (Bartlett & Ghoshal, 1989; Ghoshal & Bartlett, 1988) - as a
potential condition that moderates the effect of expatriate utilization on
subsidiary knowledge creation. We theorize and empirically show that
the positive effect of expatriate utilization on subsidiary knowledge
creation is strengthened when a subsidiary is positioned in the trans-
national strategic context.

This paper is organized as follows: Section 2 provides the theoretical
background and formulates several testable hypotheses. Section 3 de-
scribes the study’s methodology, including the sample and variables.
Section 4 presents the empirical results, followed by a discussion of the
findings, implications for theory and practice, and the study’s limita-
tions. The final section concludes with a summary based on our find-
ings.

2. Theory and hypotheses

The knowledge-based view suggests that MNCs can be con-
ceptualized as “social communities that specialize in the creation and
internal transfer of knowledge” (Kogut & Zander, 1993). Knowledge is
the most critical resource for an MNC’s sustained competitive ad-
vantage; however, sharing knowledge across its worldwide organiza-
tions, which requires specific mechanisms and capabilities, is very
challenging for a firm (Fang et al., 2010; Kogut & Zander, 1993). As
MNC subsidiaries have been considered to play an important role in the
innovation process within an MNC (Almeida & Phene, 2004), how MNC
subsidiaries create valuable knowledge has been an important question
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in terms of the knowledge-based view of MNCs. In this line of enquiry, a
key premise is that knowledge can be created through the recombina-
tion of existing knowledge from different sources (Grant, 1996;
Verbeke, 2009). Informed by absorptive capacity and organizational
learning theories (Cohen & Levinthal, 1990), subsidiary knowledge
creation has been viewed as a function of (1) external knowledge in-
flows and (2) the absorptive capacity of a focal knowledge creating unit
in the literature (Colakoglu et al., 2014; Phene & Almeida, 2008). With
regard to knowledge inflows to a subsidiary, the diversity and the
amount of knowledge resources, from the MNC network and from the
host country, matters (Almeida & Phene, 2004). In addition, the sub-
sidiary should be able to recognize the value of external knowledge
resources and assimilate and apply them to make novel associations
between external knowledge and its existing internal knowledge (Kogut
& Zander, 1993; Phene & Almeida, 2008).

Empirical studies have found evidence that largely supports this
theoretical view by identifying factors for subsidiary knowledge crea-
tion. These include, for example, (1) knowledge flow factors such as
local knowledge inflows through local network embeddedness
(Andersson et al., 2005), MNC and host-country knowledge base and
subsidiary local linkages (Almeida & Phene, 2004), knowledge assimi-
lated from host-country firms (Phene & Almeida, 2008), and host
country knowledge inflows (Colakoglu et al., 2014) and (2) subsidiary
capability factors such as knowledge sourcing capability and combi-
native capability (Phene & Almeida, 2008). However, the role of
knowledge inflows from MNC networks has been less clear in this line
of study. Unlike local knowledge inflows, knowledge inflows from MNC
networks have not been found to be conducive to subsidiary knowledge
creation, which is counter-intuitive to the theoretical view (e.g.,
Colakoglu et al., 2014; Phene & Almeida, 2008).

To address the inherent shortcomings in the extant literature, we
consider expatriation as an important mechanism for knowledge in-
flows from HQ as well as knowledge integration in relation to sub-
sidiary knowledge creation. We theorize the relationships between ex-
patriation, subsidiary knowledge creation and performance by
integrating insights from a knowledge-based view (Kogut & Zander,
1993) and the literature on expatriate knowledge transfer (Chang et al.,
2012; Wang et al., 2009).

2.1. Expatriation, knowledge creation, and subsidiary product performance

Home-country expatriates have been acknowledged as an important
source of managerial and technological knowledge from MNC HQ
(Bonache & Brewster, 2001; Chang et al., 2012). Expatriate assignment
is an effective way to increase the knowledge stocks of a subsidiary by
“grafting” knowledge from HQ (Wang et al., 2009: 1186). Expatriates
increase knowledge flows from HQ to the focal subsidiary when they
seek out information and knowhow through their social ties to solve a
problem in the subsidiary (Bonache & Brewster, 2001; Chang et al.,
2012).

Considering expatriate assignment as an important mechanism to
transfer knowledge that contributes to the competitiveness of a sub-
sidiary, researchers have examined the impact of expatriation on sub-
sidiary performance (Berry, 2015; Gong, 2003). However, prior studies
have shown mixed results, finding a positive impact (Li, Wang, & Liu,
2013), no impact (Colakoglu & Caligiuri, 2008), or a negative impact
(Andersson, Buckley, & Dellestrand, 2015; Fang et al., 2010; Gaur,
Delios, & Singh, 2007) of expatriation on various measures of sub-
sidiary performance. Most prior studies have measured the role played
by expatriates in foreign subsidiaries with indirect indicators such as
the expatriate ratio (e.g., Colakoglu & Caligiuri, 2008; Gaur et al., 2007)
or dichotomous measures of expatriation (Belderbos & Heijltjes, 2005).
They tend to take it for granted that expatriate staffing reflects the in-
tensity of knowledge transfer from the parent to foreign subsidiaries.
However, the presence of expatriates does not necessarily indicate their
actual role in transferring and integrating home-specific knowledge to
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the foreign subsidiary (Chang et al., 2012; Wang et al., 2009). Adopting
a direct measure of expatriates’ involvement in cross-border knowledge
transfer (Chang et al., 2012; Wang et al., 2009) would thus help us
understand the interplay between expatriates’ knowledge transfer and
subsidiary knowledge creation more precisely (2012, Berry, 2015;
Harzing et al., 2016; Michailova & Mustaffa, 2012; Reiche, 2011). This
approach may also help resolve the prevailing cause of the inconsistent
results in the relationship between expatriate utilization and the per-
formance of MNC subsidiaries.

Wang et al. (2009: 1185) claim that “what matters to knowledge
transfer and subsidiary performance may be the types of expatriates
rather than the sheer number of expatriates assigned”. They identify
expatriates’ skills, motivation and adaptability for knowledge transfer
and show that these factors are associated with transferred knowledge
and, in turn, subsidiary performance. A recent study also shows that
expatriates’ competencies in seeking knowledge transfer, such as
ability, motivation and opportunity, affect a subsidiary’s performance
through knowledge transferred to the subsidiary (Chang et al., 2012).

In this study, we consider expatriate utilization as an important
driver that facilitates subsidiary knowledge creation. We theorize that
expatriates who are competent and motivated in knowledge transfer
play an important role in subsidiary knowledge creation by fulfilling
the following three conditions of subsidiary knowledge creation in
terms of the type, integration and relevance of knowledge: First,
knowledge creation requires the externalization, sharing, and combi-
nation of diverse tacit knowledge embodied within people with dif-
ferent knowledge sources (Kogut & Zander, 1993; Nonaka & Von Krogh,
2009). Expatriation acts as an important factor that contributes to the
transfer of tacit knowledge from an MNC network to a focal subsidiary
(Berry, 2017; Li et al., 2013). A tacit form of knowledge from HQ is
more effective than explicit knowledge that is adapted to specific local
contexts and combined with locally sourced knowledge, thus con-
tributing to subsidiary knowledge creation. Tacit knowledge can be
embodied and transferred mainly through human agents, such as ex-
patriates (Hansen et al., 1999). Subramaniam and Venkatraman (2001)
show that project members’ ability to source tacit knowledge from
different locations is critical for the product innovation performance of
an MNC. Extensive support from expatriates to host-country nationals,
such as face-to-face communication, hands-on collaboration, immediate
feedback, and mutual trust, promotes the dissemination of tacit
knowledge at the subsidiary level (Gonzalez & Chakraborty, 2014).

Second, to share, assimilate and combine diverse tacit knowledge in
order to generate new knowledge (Cohen & Levinthal, 1990), direct
social interactions among the people who can access different knowl-
edge sources are necessary (Hansen et al., 1999; Nonaka & Takeuchi,
1995). Co-location with local employees allows expatriates to directly
interact with the locals. Competent, strongly motivated, and adaptable
expatriates collaborate with local employees more willingly. Assigning
expatriates also facilitates the creation of a common frame of reference
that is necessary for the collaboration between HQ and subsidiaries
(Belderbos & Heijltjes, 2005). In this way, expatriates participate in the
knowledge creation process, and create more learning opportunities to
make novel associations between internal and external knowledge from
different sources (Gonzalez & Chakraborty, 2014; Hong et al., 2016). It
should be noted that local employees are also important in knowledge
creation in subsidiaries because they act as important sources of local
tacit knowledge.

Third, to identify relevant source knowledge and increase the re-
levance of created knowledge to apply (Cohen & Levinthal, 1990), the
role of gate keepers, who channel various knowledge sources and
screen created knowledge to justify as valid, is important (Hong et al.,
2016). Expatriates can play the role of gate keepers for a subsidiary to
increase the relevance of sourced knowledge and created knowledge
(Berry, 2017; Hong et al., 2016; Li et al., 2013). Expatriates who are
motivated and competent in knowledge transfer may identify the best
people or units to consult and may enable access to foreign knowledge
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of specific relevance to a subsidiary’s needs via expatriates’ social ties
across the MNC (Berry, 2015; Plourde, Parker, & Schaan, 2014). They
guide the subsidiary knowledge creation process so that it is aligned
with HQ’s overall strategic direction and can increase the amount of
attention and relevant resources that their subsidiary receives from HQ
(Berry, 2015; Li et al., 2013; Plourde et al., 2014). They also help for-
eign knowledge from HQ be translated, adapted, and effectively utilized
in the process of problem solving in particular local contexts (Chang
et al., 2012). Accordingly, we anticipate the following:

Hypothesis 1. Expatriate utilization is positively associated with subsidiary
knowledge creation capability.

Drawing from the knowledge-based view (Grant, 1996; Kogut &
Zander, 1993), we suggest that a subsidiary’s ability to create new
knowledge is a valuable and inimitable resource for the subsidiary, and
thus leads to sustained competitive advantage in its local market in two
ways. First, Nonaka and Takeuchi (1995) argue that innovation would
never occur without the effective use of organizational knowledge
creation mechanisms. When a subsidiary has knowledge creation cap-
ability, it can produce more innovative products, services, or manage-
rial practices, which contributes to its competitive advantage in the
local market (Su, Ahlstrom, Li, & Cheng, 2013). Second, an organiza-
tion’s ability to produce new knowledge and inventions involves social
complexity, in terms of intensive interactions among multiple actors
and interplays of knowledge flows from various sources (Nonaka,
1994), which could be a barrier to imitation by competitors (Wright,
McMahan, & McWilliams, 1994). Thus, the ability of a subsidiary to
create knowledge assets is at the heart of the subsidiary-specific ad-
vantages that enable the subsidiary to effectively introduce new and
creative products or services in the local market (Rugman & Verbeke,
2001):

Hypothesis 2. Subsidiary knowledge creation capability is positively
associated with subsidiary product performance.

As knowledge can be created through extensive interactions be-
tween competent expatriates and local employees and through the
complex process of translating MNC and local knowledge, it is more
difficult for competitors to copy (Chang et al., 2012; Choi & Johanson,
2012). The results of a recent study (Berry, 2015, 2017) indicate that
the combination of transfers of parent firm knowledge through ex-
patriation and local research investments positively affects subsidiary
competitive advantage because expatriate managerial knowledge can
enable a subsidiary to better realize the full potential of subsidiary
knowledge creation to improve product/service quality. In essence, the
presence of expatriates who are competent, motivated, and adaptable
for knowledge transfer is important for a subsidiary’s competitive ad-
vantage; however, what is more important is whether they can capi-
talize on the knowledge they transfer to enhance subsidiary knowledge
creation capability (Belderbos & Heijltjes, 2005), which is the primary
source of value creation for an MNC subsidiary (Kogut & Zander, 1993).
Put differently, the actual value of expatriate managerial knowledge
capacity may not be optimized unless the receiving subsidiary has the
ability to convert valuable knowledge resources into differentiated
products and services. Thus, we hypothesize the following:

Hypothesis 3. Subsidiaries’ knowledge creation capability mediates the
relationship between expatriate utilization and subsidiary product
performance.

2.2. Moderating role of subsidiary strategic context: transnational strategy

We consider a moderating condition to further support our theore-
tical arguments in relation to the conditions of subsidiary knowledge
creation. We chose subsidiary strategic contexts as a moderating con-
dition, as the significance of the conditions of subsidiary knowledge
creation we theorized earlier could vary depending on subsidiary
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Fig. 1. Proposed Conceptual Model.

strategic contexts. In particular, the transnational strategic context re-
quires a subsidiary to source relevant tacit knowledge from MNC net-
works (the first and third conditions of subsidiary knowledge creation
we posited) as well as local parties and integrate them through direct
interactions between actors embodying such knowledge (the second
condition) (Caligiuri & Colakoglu, 2007; Lam, 2003).

A subsidiary of an MNC operates within the particular strategic
context of the MNC, such as transnational, global, or multi-domestic
strategies (Bartlett & Ghoshal, 1989). When a subsidiary is positioned in
the context of global strategy — which refers to a worldwide approach to
businesses with globally standardized products and processes and the
minimal consideration of specific local contexts — it may focus on
knowledge exploitation sourced from HQ rather than subsidiary-level
knowledge creation. As global strategy attaches importance to scale
economies and cost efficiency under centralized control, local sub-
sidiary managers might not always perceive a sense of urgency to
quickly innovate unique products in changing market environments
(Lin, 2014; Qu & Zhang, 2015). Therefore, the lack of explorative
learning in subsidiaries may prevent them from converting the tacit
knowledge that resides among expatriate managers into the realization
of significant product innovation.

In contrast, in the context of multi-domestic strategy, a subsidiary
may focus on knowledge creation based on locally sourced idiosyncratic
knowledge through its strong commitment to developing close re-
lationships with local business partners. Knowledge transfer through
expatriates may not necessarily facilitate the subsidiary’s engagement
with the generation of new ideas, as expatriates possess less distinctive
expertise in the local business conditions than host-country nationals
(Andersson et al., 2005; Colakoglu & Caligiuri, 2008). Given the nature
of the subsidiary strategy that requires high levels of local embedded-
ness, the positive impact of expatriate knowledge utilization on sub-
sidiary innovative behaviors can be marginal. Moreover, multi-do-
mestic subsidiaries are less likely to exhibit a willingness to recombine
the HQ’s knowledge with their knowledge stocks owing to a high de-
gree of independence (Harzing, 2000; Meyer & Su, 2015) and the po-
tential risk of the “not-invented-here” syndrome (Szulanski, 1996).

However, in the context of transnational strategy, whereby a foreign
subsidiary pursues both global integration within its MNC network and
local responsiveness to its unique local condition simultaneously, a
subsidiary of the MNC is required to create knowledge that is relevant
to the wider MNC strategic context as well as to the particular local
context (Bartlett & Ghoshal, 1989; Ghoshal & Bartlett, 1988). In the
transnational strategic context, a subsidiary is considered a semi-au-
tonomous unit that is strongly connected to the MNC network and
uniquely contributes to the implementation of the MNC strategy
through knowledge creation and adaptation (Harzing, 2000). Trans-
national subsidiaries should leverage knowledge assets developed by
both HQ and other subsidiaries and transform them into value-creating
activities. Based on knowledge flows from their local environment, they
also need to adapt and modify their products or services to address

unique local demands (Subramaniam & Venkatraman, 2001). To create
knowledge in the transnational strategic context, the subsidiary relies
heavily on knowledge exchanges with the MNC network and on the
capacity to assimilate and integrate knowledge from various sources.
In the transnational strategic context, the role of expatriates is
particularly important for subsidiary knowledge creation. Expatriates
should frequently access corporate knowledge sources to ensure sub-
sidiaries’ activities are aligned with the firm’s global agenda, while they
must also adapt the “bigger-picture” corporate knowledge to the
“smaller-picture” context of the subsidiary to address the local re-
sponsiveness (Hocking, Brown, & Harzing, 2007). If they are competent
in knowledge transfer, they can understand the wider MNC strategic
context, gain deep expertise in particular areas, access dispersed
knowledge sources through their social networks, and assimilate and
adapt knowledge to fit local contexts. Thus, we argue that the impact of
expatriate utilization on subsidiary knowledge creation is even stronger
in the transnational strategic context than in other strategic contexts:

Hypothesis 4a. The positive impact of expatriate utilization on subsidiary
knowledge creation capability is stronger if the MNC is pursuing a
transnational strategy.

Combining all the theoretical arguments elaborated on above, we
summarize a moderated mediation model (Preacher, Rucker, & Hayes,
2007) as presented in Fig. 1. The indirect effect of expatriate utilization
on subsidiary product performance through knowledge creation cap-
ability is likely to vary depending on the strategic context of a sub-
sidiary. In the transitional strategic context, owing to the subsidiary’s
stronger dependency on both MNC and local knowledge sources, it
becomes more important to meet the conditions of subsidiary knowl-
edge creation, such as tacit knowledge transfer from MNC networks,
direct personal interactions among employees who can access different
knowledge sources, and the role of gate-keepers in increasing the re-
levance of sourced knowledge and produced knowledge. Thus, the
impact of expatriate utilization on subsidiary product performance
through subsidiary knowledge creation capability is stronger. In other
words, the mediation effect of subsidiary knowledge creation capability
between expatriate utilization and subsidiary product performance is
stronger when a subsidiary is pursuing a transnational strategy. Thus,
we propose the following summary hypothesis:

Hypothesis 4b. The indirect and positive impact of expatriate utilization on
subsidiary product performance is stronger if the MNC is pursuing a
transnational strategy.

There is widespread consensus in the literature that product per-
formance and financial performance are closely intertwined. An orga-
nization’s continuous commitment to offering higher product/service
quality has been viewed as a vital factor that creates superior value for
customers (Kleinschmidt & Cooper, 1991). It is argued that launching
and commercializing differentiated products, services and methods
contributes to establishing entry barriers for major competitors
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(Chandy & Tellis, 2000; Lee, 2010). Firms with unique products and
greater technological breakthroughs can capture new market demands
and prohibit competitive imitation by competitive rivalries, in turn
bolstering their financial strength (Lieberman & Montgomery, 1988).
The introduction of new products, services, and methods signals to
consumers and industrial clients that firms emphasize the importance of
enhancing customer loyalty (Calantone, Chan, & Cui, 2006). Evidence
indicates that high market newness of products and services likely
improves MNC subsidiary performance (Lee, 2010; Venaik, Midgley, &
Dvinney, 2005). Given the above considerations, we predict the fol-
lowing:

Hypothesis 5. Subsidiary product market performance has a positive effect
on subsidiary financial performance.

3. Methodology
3.1. Sampling and data collection

In this study, we gathered data from subsidiary leaders of European-
based subsidiaries of Japanese MNCs, operating across various func-
tional areas. We chose Europe as the research setting for several rea-
sons. First, many Japanese MNCs have endeavored to capitalize on
Europe’s huge market potential and its population of about 500 million
(Toyo6 Keizai, 2015a). Second, Japanese MNCs have made significant
contributions to not only job creation but also knowledge development
in the European market. It should be noted that a total of 454,160 local
employees worked for 4083 Japanese-owned subsidiaries in Europe in
2014 (T6yo Keizai, 2015b). Third, Europe exhibits the strategic re-
levance for Japanese MNCs in acquiring cutting-edge knowledge assets
(Lehrer & Asakawa, 1999). Fourth, the role of expatriates in transfer-
ring and integrating knowledge for a subsidiary would be crucial owing
to cultural and institutional differences between the home and host
countries.

Japanese MNC subsidiaries fit the objective of our study owing to
their high levels of strategic and organizational dependency on ex-
patriates (Harzing, 2001; Kawai & Strange, 2014; Kopp, 1994). For
example, Tungli and Peiperl (2009) survey reports that Japanese MNCs
employed more parent country nationals (98.8%) than their American
(67.4%), British (55.9%), and German (79.4%) counterparts. Belderbos,
Tong, and Wu, (2014) argue that Japanese MNCs send expatriates
overseas to be assigned to senior leadership positions (e.g., president,
vice president, senior general director, managing director, etc.). This
ethnocentric staffing tendency represents the vital role of Japanese
expatriates in controlling local operations and developing tacit and
explicit knowledge that can be shared with the parent company as well
as with peer subsidiaries within Japanese MNCs’ global value chain
system (Belderbos & Heijltjes, 2005). In particular, it has been argued
that Japanese MNCs with a high level of technological knowledge tend
to rely on expatriate as agents of this knowledge transfer in order to
enhance subsidiary performance (Fang et al., 2010). Finally, our ex-
clusive focus on Japanese MNCs allows us to reduce potential biases
reflected by variations in MNCs’ multiple home-country characteristics.

We used the Kaigai Shinshutsu Kigyé Soran [Directory of Japanese
Companies Abroad] (T6yo Keizai, 2014) as the primary source for
identifying the names of European-based Japanese subsidiaries with
expatriates. We also contacted the Japanese Chamber of Commerce and
Industry in the respective European countries and asked them to en-
courage their member companies to voluntarily take part in our re-
search project. Three Japanese Chambers of Commerce and Industry
collaborated with the first author to distribute questionnaire surveys.
The questionnaire, based on a thorough literature review, was origin-
ally prepared in English and then translated into Japanese. We used a
back-translation technique to inspect the accuracy of the survey content
(Dawson & Dickinson, 1988). The Japanese version of the questionnaire
was carefully proofread by two Japanese language speakers. No
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significant differences between the original English version and the
back-translated version were observed. Furthermore, we carried out a
pilot test with five subsidiary managers to ensure the quality of the
draft and to lower the possibility of misinterpretation. Based on their
feedback, ambiguous questionnaire items were amended before the
data collection began.

From December 2014 to March 2015, subsidiary presidents com-
pleted and returned the questionnaires with reliable responses to us via
email or post. As noted by the cross-border knowledge transfer litera-
ture (e.g., Dyer & Hatch, 2006; Pérez-Nordtvedt, Kedia, Datta, &
Rasheed, 2008), the single-key-informant approach employed in our
survey has been widely accepted and the quality of the self-reported
information shared by respondents in an executive-level position is as
reliable as that of a multiple respondent survey method. In the survey,
we limited our key informants to the expatriates who served as sub-
sidiary presidents, as their names were revealed by Toyo6 Keizai (2014).
Following Dyer and Hatch (2006), we believe that our respondents
were qualified to sufficiently evaluate the quality of expatriates in
knowledge transfer because they were responsible for enhancing the
efficiency of cross-border knowledge transfer as one of their central
tasks during international assignments (Hocking, Brown, & Harzing,
2004; Wang et al., 2009).

Thirty-four questionnaires were returned unanswered to the sender
owing to address changes, complete ownership transfer to local firms,
or subsidiary closure. We received responses for 125 out of 938 ques-
tionnaires. After we deleted 11 MNC subsidiaries owing to incomplete
answers, we retained 114 usable surveys for the partial least square
(PLS) analyses, yielding an effective response rate of 12.2%, which is
comparable to that of other empirical analyses of expatriate knowledge
transfer — for example, Colakoglu et al. (2014) at 12.3% and
Noorderhaven and Harzing (2009) at 8%. The response rate was sui-
table as indicated by Harzing (1997) study on response rates in inter-
national mail surveys. To curb non-response biases in our empirical
analysis, we performed a two-tailed t-test between early respondents
and late respondents (Armstrong & Overton, 1977) using Stata 12. It
has been argued that late respondents and non-respondents are likely to
share some similar traits in responding to academic surveys (Armstrong
& Overton, 1977). The test revealed no significant differences between
the two groups in the mean values along the variables of interest in this
study.” Furthermore, we examined differences between the responding
firms and non-responding firms concerning subsidiary size and sub-
sidiary age. Consistent with Lovett, Perez-Nordtvedt, and Rasheed,
(2009), 20 anonymous participants were treated as non-responding
firms. No statistically significant differences in the mean values were
observed (subsidiary size: t-statistic = -1.20, p = 0.23; subsidiary age:
t-statistic = 1.45, p = 0.15). Accordingly, non-response bias is not a
critical concern in our study.

The 114 European subsidiaries that participated in the survey be-
long to 82 Japanese MNCs (1.39 subsidiaries per MNC).® The partici-
pating subsidiaries that operated in the manufacturing industry account
for 53.51% of the whole population, followed by wholesale (21.93%),
logistics (6.14%), retail (5.26%), finance (5.26%) and other services
(7.90%) industries. On average, the MNC subsidiaries in the sample
have 476.5 local employees and have been in operation for 21.1 years.
Each subsidiary had eight Japanese expatriates on average. Of the 114
valid responses, 48.2% of the sample firms operated in Western Europe.
Our sample firms were from 12 European countries: Germany (39); the

2 Detailed results of t-test (early respondents vs. late respondents) are avail-
able upon request.

3 Following the literature on the advantage of group-mean centering for the
nested structure of the data (Enders & Tofighi, 2007), we created the dataset by
aggregating subsidiary-level data to an MNC mean. According to our analyses,
the findings remain qualitatively the same in the empirical estimation using this
distinct dataset.
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Table 1
Constructs, Indicators & Reliabilities.
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Measures

Mean

S.D. Final scale loadings CR AVE a VIF

Please indicate the extent to which you agree with the following statements that describe the expatriates that the MNC assigned to work in your subsidiary (1: strongly disagree — 7:

strongly agree).
Expatriate utilization (Wang et al., 2009) -

1 The expatriates possess superior technical knowledge. 5.12
2 The expatriates possess superior management knowledge. 4.40
3 The expatriates unreservedly transfer knowledge to employees. 5.50
4 The expatriates undertake great efforts to develop successors. 4.89
5 The expatriates delegate important tasks to employees. 4.83
6 The expatriates adapt knowledge transfer approaches to local 5.03
environment.
7 The expatriates are flexible in their knowledge management approach.  4.80
8 The expatriates are skillful in teaching knowledge to employees. 4.74

- - 0.88 0.51 0.84

1.18 0.68 - - - 1.72
1.34 0.75 - - - 1.98
1.38 0.67 - - - 2.12
1.48 0.71 - - - 1.82
1.50 Eliminated - - - -
1.24 0.72 - - - 1.69
1.33 0.71 - - - 1.84
1.23 0.75 - - - 1.89

Please indicate the extent to which you agree with the following statements that describe the quality of your subsidiary's knowledge creation capability (1: strongly disagree — 7:

strongly agree).
Subsidiary knowledge creation capability (Colakoglu et al., 2014; Andersson -

et al., 2005)

1 This subsidiary has the capacity to create new knowledge in marketing & 4.25
sales.

2 This subsidiary has the capacity to create new knowledge in management 4.25
techniques.

3 This subsidiary has the capacity to create new knowledge in 4.22
manufacturing processes.

4 This subsidiary has the capacity to create new knowledge in products and  4.10
service.

5 This subsidiary has the capacity to create new knowledge in technology. 3.78

- - 0.88 0.60 0.83

1.65 0.65 - - - 1.53
1.46 0.77 - - - 1.76
1.60 0.74 - - - 1.64
1.41 0.85 - - - 2.56
1.46 0.84 - - - 2.65

Please indicate the extent to which you agree with the following statements with regard to your subsidiary's financial performance compared with your company’s own targets (1: much

inferior, 4: average, 7: much superior).
Subsidiary financial performance (Andersson, Forsgren, & Holm, 2002) -

1 This subsidiary’s operating profit is: 3.74
2 This subsidiary’s sales growth is: 3.72
3 This subsidiary’s market share growth is: 3.64

- - 0.92 0.80 0.88

1.64 0.86 - - - 2.32
1.53 0.91 - - - 2.72
1.35 0.91 - - - 2.38

Please indicate the extent to which you agree with the following statements with regard to your subsidiary's product performance compared to your major competitors (1: strongly

disagree — 7: strongly agree).
Subsidiary product performance (Lee, 2010) -

1 This subsidiary’s products are very creative. 4.05
2 The degree of this subsidiary’s product differentiation is relatively high. 4.70
3 The success rate of this subsidiary’s new products is relatively high. 4.05

- - 0.88 0.71 0.80

1.38 0.83 - - - 1.79
1.32 0.89 - - - 1.62
1.23 0.81 - - - 1.79

Czech Republic (32); Poland (15); the United Kingdom (14); France,
Russia, and the Netherlands (two each); Romania (4); Austria, Belgium,
Hungary, and Spain (one each).

3.2. Measures

A concrete discussion on the operationalization and specific mea-
sures of the variables in the analyses is presented below (see Table 1).

3.2.1. The dependent variables

The financial performance scale developed by Andersson, Forsgren
and Holm (2002) consists of three items that ask respondents to eval-
uate the subsidiary’s financial performance in terms of sales growth,
market share growth, and profitability against their company’s own
targets. This construct was measured using a seven-point Likert-type
scale ranging from 1 (“far inferior”) to 7 (“far superior”).

3.2.2. The independent variable

In our study, following the conceptualization developed by Wang
et al. (2009), the construct of expatriate utilization refers to the extent
to which the expatriates that the MNC assigned to work in a subsidiary
have the skills, motivation and adaptability to transfer a variety of
knowledge. To gauge the intensity of knowledge transfer, this measure
is more accurate than the ratio or number of expatriates in a subsidiary,
as employed in prior relevant research. We consider expatriates in a
subsidiary as a group rather than an aggregate of entirely autonomous
individuals and thus consider the utilization of the expatriates a group-
level phenomenon that can be measured at the subsidiary level. Because
they have the same nationality, similar experiences in their home

country and the host country, the same language, and wide commu-
nication channels within the MNC network, expatriates in a subsidiary
may share a strong identity as members of the expatriate group (Chang
et al., 2012; Fang et al., 2010; Gonzalez & Chakraborty, 2014; Sanchez,
Spector, & Cooper, 2000). Since an expatriate group tends to show
collective attitudes and behavioral patterns in each subsidiary based on
a common ingroup identity and shared experiences (Michailova,
Piekkari, Storgaard, & Tienari, 2017), we believe that there might be
collective dimensions of expatriate utilization. In this study, expatriate
utilization is measured by eight items consistent with the expatriate
utilization scale originally developed by Wang et al. (2009). The scores
of the seven items from the original eight items (see Table 1) that re-
present expatriates’ skills, motivation, and adaptability regarding
knowledge transfer were averaged into a composite measure, as our
research aim is to examine the impacts of the overall level of expatriate
utilization rather than those of specific dimensions of the construct
(sample items are “The expatriates unreservedly transfer knowledge to
employees” and “The expatriates adapt knowledge transfer approaches
to the local environment”). A seven-point Likert scale (1 = “strongly
disagree” to 7 = “strongly agree”) was used for measurement. The
average was 4.91 with a standard deviation of 0.91. The Cronbach’s
alpha was 0.83 for this measure, which exceeds the 0.70 cut-off value
(Nunnally, 1978).

3.2.3. The mediating variables

Subsidiary-level data on the degree of knowledge creation cap-
ability are not publicly available, and hence this variable was assessed
in the survey by a set of five items, adapted from prior studies
(Andersson et al., 2005; Colakoglu et al., 2014). A seven-point Likert
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scale, ranging from 1 (“strongly disagree”) to 7 (“strongly agree”), was
used for measurement. The sample statements used were “This sub-
sidiary has the capacity to create new knowledge in management
techniques” and “This subsidiary has the capacity to create new
knowledge in technology”. The scores of these five knowledge creation
capability items were averaged into a composite measure. Cronbach’s
coefficient alpha for this measure (a = 0.83) was deemed acceptable
since it exceeds the broadly used cut-off value of 0.70 (Nunnally, 1978).
The average was 4.12 with a standard deviation of 1.17. Subsidiary
product/service performance was measured with a three-item scale
adapted from Lee (2010). On a seven-point Likert-type scale (1 =
“strongly disagree” to 7 = “strongly agree”), the respondents were
asked to rate their new product/service performance in terms of the
following: (1) the level of creativity, (2) the degree of product differ-
entiation and (3) the success rate of their new products/services com-
pared to their major competitors. The Cronbach’s coefficient alphas for
the two variables of subsidiary performance were deemed acceptable
since they all exceed the 0.70 cut-off point (Nunnally, 1978). The
average scores for subsidiary financial performance and subsidiary
product performance were 3.70 and 4.27, respectively.

3.2.4. The moderating variable

We adapted the transnational strategy variable developed by Meyer
and Su (2015). The respondents were asked to evaluate their degree of
agreement with the following four statements: (1) “The parent company
has centralized many functions such as R&D, finance & procurement”,
(2) “The parent company has to a large extent standardized products &
services worldwide”, (3) “This subsidiary conducts many major func-
tions locally”, and (4) “This subsidiary has adopted its products and
services to a high degree to the local context”. The first two ques-
tionnaire items indicate the degree of global integration, while the
latter two items represent the degree of local responsiveness. These
statements were measured on a seven-point Likert-type scale (1 =
“strongly disagree” to 7 = “strongly agree”). Following Meyer and Su
(2015), if the average of items (1) and (2) was greater than 4.0, we
considered that MNC subsidiaries attempt “high global integration”.
Similarly, if the average of items (3) and (4) was greater than 4.0, we
defined MNC subsidiaries as highly responsive in local markets. A value
of “1” for transnational strategy was assigned when both global in-
tegration and local responsiveness were greater than 4.0. In contrast,
MNC subsidiaries with a non-transnational strategy were coded “0”.
Thirty-six percent of the surveyed MNC subsidiaries reported that they
operated within the context of transnational strategy.

3.2.5. The control variables

Our model included several control variables: subsidiary size, sub-
sidiary experience, entry mode, expatriate ratio, type of subsidiary, and
subsidiary absorptive capacity. Subsidiary size captures the extent to
which subsidiaries are resourceful in leveraging knowledge and in-
formation from the parent company (Colakoglu et al., 2014). We op-
erationalized subsidiary size as the natural logarithm of the total
number of local employees. Subsidiary experience was measured by the
duration of local operations. It represents the stock of locally acquired
knowledge that helps MNC subsidiaries strengthen their innovative
capabilities. Similarly, older MNC subsidiaries may rely less on internal
MNC knowledge (Minbaeva, Pedersen, Bjorkman, Fey, & Park, 2014).
We used the number of years since establishment as a proxy for sub-
sidiary experience. The third control variable is entry mode, which is
operationalized as a binary dummy variable; a value of “1” is assigned
when MNC subsidiaries are acquired and “0” otherwise. One could
argue that MNC subsidiaries can access and gain more unique firm-
specific assets from acquired local units than wholly owned units,
which may ultimately enhance knowledge creation capability
(Bjorkman, Barner-Rasmussen, & Li, 2004). Following the literature on
expatriate management (Berry, 2015; Colakoglu & Caligiuri, 2008;
Gaur et al.,, 2007), we also included the intensity of expatriate
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involvement, which was measured by the ratio of the number of Ja-
panese expatriates to that of total employees in the foreign subsidiary.
The level of expatriate deployment comprises the degree of strategic
importance and visibility within the MNC network so that the ex-
patriate ratio can be a proxy for access to key information from the
parent company (Plourde et al., 2014). We also predict that the effec-
tiveness of knowledge transfer from other MNC units may be de-
termined by the number of expatriate managers in a subsidiary (Chang
et al., 2012; Minbaeva et al., 2014). We included a dummy variable as a
proxy for subsidiary type: “production” (coded as 1) and “non-pro-
duction” (coded as 0). Finally, we measured subsidiary absorptive ca-
pacity as a control variable using Chang et al. (2012) six-item scale. This
variable was measured by asking the respondents to rate the level of
local employees’ absorptive capacity on a seven-point Likert scale
ranging from 1 (“strongly disagree”) to 7 (“strongly agree”). Two
sample items are “This subsidiary’s employees have the ability to con-
vert knowledge of the practices from the parent company.” and “This
subsidiary’s employees have the ability to convert knowledge of the
practices from the parent company.” The Cronbach’s coefficient alpha
for this construct was 0.85, which was much greater than 0.7
(Nunnally, 1978).

3.3. Common method bias

Using self-reported data may increase the risk of common method
variance (CMV) which affects the validity and reliability of parameter
estimates (Podsakoff & Organ, 1986; Podsakoff, MacKenzie, Lee, &
Podsakoff, 2003). In order to eliminate the CMV problem, we applied
several procedural measures in the questionnaire design and analytic
phases of our empirical research. First, as recommended by Chang, van
Witteloostuijn, and Eden, (2010), all questions were presented in a
random order so as to reduce the possibility that the respondent would
rationally perceive the logic of interrelationships in our conceptual
model. Furthermore, consistent with Williams, Cote, and Buckley,
(1989), we placed the dependent variables after the independent,
mediating, and moderating variables. Second, the cover letter explicitly
stated not only the nature of our research project but also the protection
of the anonymity and confidentiality of the respondents (Podsakoff
et al., 2003; Randall & Fernandes, 1991). Third, following the ex-ante
research strategy recommended by Podsakoff et al. (2003) and
Richman, Kiesler, Weisband, and Drasgow, (1999), significant attention
was dedicated to the clarity of wordings of all questionnaire items used
for the constructs in order to enhance the respondents’ comprehension
and retrieval of information from memory, in the research design stage.
Fourth, the inclusion of the moderating and mediating variables in our
study prevents the respondents from cognitively visualizing interaction
terms (Chang et al., 2010). Fifth, our estimation results are not con-
founded with the cluster effect since the vast majority of our sampled
subsidiaries are from a single MNC (Keupp, Palmié, & Gassmann, 2011).
To further verify the absence of response bias, we investigated whether
our self-reported subsidiary performance data were statistically corre-
lated with the three-year-average of subsidiaries’ accounting-based
measures return on equity (ROE) using P/L before tax (%) and earnings
before interest and taxes (EBIT) margin (%) sourced from the Bureau
van Dijk FAME and Orbis databases”. We identified a moderate positive
relationship between the subjective and objective performance mea-
sures (Spearman’s rho = 0.34, p < 0.01, N = 56; Spearman’s rho =
0.35, p < 0.01, N = 58, respectively) using the Spearman’s rank cor-
relation test with Stata 12.

This study also employed additional post hoc statistical measures
against common method variance. First, we adopted Lindell and

“ This approach was previously used in the international business literature to
validate the data reliability (Isobe, Makino, & Montgomery, 2000; Wang et al.,
2009).
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Table 2
Means, Standard Deviations & Pearson Correlations.
Variables 1 2 3 4 5 6 7 8 9 10 11 12
1 Expatriate utilization [0.71]
2 Subsidiary knowledge creation capability 0.48 [0.78]
3 Subsidiary product performance 0.39 0.50 [0.84]
4 Subsidiary financial performance 0.23 0.24 0.39 [0.90]
5 Transnational strategy 0.06 0.14 0.07 —0.02 1.00
6 Subsidiary size (log) 0.11 0.16 0.13 —0.05 1.00
7 Subsidiary experience -0.12 —0.04 -0.12 —0.06 —0.09 0.08 1.00
8 Entry mode (acquired = 1) 0.05 -0.09 0.05 -0.12 0.20 0.03 1.00
9 Expatriate ratio -0.10 —-0.01 —0.08 —0.09 0.05 —0.54 —0.05 —0.12 1.00
10 Subsidiary type 0.10 0.08 0.06 0.11 0.25 -0.17 —0.05 -0.11 1.00
11 Subsidiary absorptive capacity 0.55 0.61 0.37 0.19 0.06 -0.16 -0.16 —0.02 0.11 1.00
12 Marker variable —0.05 -0.10 0.10 —0.04 0.14 0.01 —0.06 0.10 0.02 —0.06 -0.17 1.00
Mean 4.93 4.12 4.27 0.36 1.95 21.11 0.10 16.08 0.54 4.60 4.56
Standard deviation 0.94 1.17 1.11 0.48 0.86 15.93 0.30 39.12 0.50 0.97 1.39

Notes: N = 114; Bold values indicate statistical significance at the 0.01 level. The italized numbers indicate the square root of the average value extracted (AVE).

Whitney (2001) marker variable technique. A marker variable should
be theoretically unrelated to the other variables in our model (Conway
& Lance, 2010; Lindell & Whitney, 2001; Malhotra, Kim, & Patil, 2006).
The respondents were asked to rate the level of agreement with the
following question: “To what extent do managers in your subsidiary not
want their ‘view of the world’ to be questioned?”. This question was
adapted from the survey of Li and Lee (2015). We found that the marker
variable was not statistically related to the relevant variables in our
model (“expatriate utilization” = -0.05, “subsidiary knowledge crea-
tion” = -0.10, “subsidiary product performance” = 0.10, “subsidiary
financial performance” = -0.04 and “transnational strategy” = 0.14)
(see Table 2). Second, this study used Ronkko and Ylitalo (2011) PLS
marker variable approach to detect the probability of CMV. In this
statistical test, we treated the marker variable as a predictor for all key
constructs and compared the results from the baseline model with those
from the model that includes the marker variable. The significance level
of all the PLS path coefficients remained qualitatively similar in both
models.” Finally, we examined the level of collinearity among latent
variables. Consistent with Kock (2015), none of the VIFs were greater
than 3.3 for all latent variables. Taken together, our statistical analyses
confirm that CMV inherent in the cross-sectional survey instrument
should not be a serious issue.

3.4. Estimation methodology

We used partial least squares structural equation modeling (PLS-
SEM) to compute the direct, indirect, and moderating effects in our
complex model specification. The number of researchers applying the
PLS-SEM approach has been growing in the disciplines of strategic
management and international business (Birkinshaw, Morrison, &
Hulland, 1995; Hair, Sarstedt, Ringle, & Mena, 2012; Hulland, 1999).
The reasoning behind the application of the PLS-SEM technique is
multifold: First, PLS-SEM yields reliable parameter estimates regardless
of whether small sample size is or the models are complex (Chin,
Marcolin, & Newsted, 2003; Fornell & Bookstein, 1982). Second, unlike
LISREL or SPSS AMOS, PLS-SEM, via a bootstrapping method, is not
constrained by restrictive assumptions with regard to multivariate
normality distribution (Fornell & Bookstein, 1982). Third, PLS-SEM
generates outer factor loadings equivalent to principal component
factor analysis (Chin, 1998). Finally, the PLS-SEM method enables si-
multaneous assessment of statistical significance when multiple de-
pendent and independent variables exist in the theoretical model
(Birkinshaw et al., 1995). To test the hypothesized links between the
constructs, we use SmartPLS 3.0 software to perform the PLS regression
analyses (Hair, Hult, Ringle, & Sarstedt, 2017).

S Detailed results are available upon request.

The composite reliability values of all the constructs were greater
than the threshold of 0.70, suggesting adequate internal reliability. The
standardized outer loadings on 18 out of 19 individual items were
statistically significant at the 0.01 level and greater than 0.60 (Bagozzi
& Yi, 1988; Hair, Black, Babin, & Anderson, 2010), demonstrating a
satisfactory degree of individual item reliability for all factors. One item
for expatriate utilization (“The expatriates delegate important tasks to
employees.”) was eliminated because this outer loading was lower than
the required cut-off value and its removal also improved the average
variance extracted (AVE) value from 0.47 to 0.51 (Hair et al., 2017).
The AVE values were well-above the 0.50 benchmark (Fornell &
Larcker, 1981; Henseler, Ringle, & Sinkovics, 2009) and ranged from
0.51 to 0.80. Our discriminant validity evaluation demonstrated that
the square root of each construct’s AVE was greater than its correlation
with any other construct. The discriminant validity in the model is thus
considered appropriate. The results are presented below.

4. Results

Table 2 presents the means, standard deviations, and correlation
coefficients among all study variables of our model. As predicted, the
correlation matrix shows two moderate correlations: (1) between ex-
patriate utilization and subsidiary knowledge creation capability and
(2) between subsidiary knowledge creation capability and subsidiary
product performance. None of the correlation coefficients were beyond
the threshold value of 0.70, a value that is a clear indication of the risk
of multicollinearity in a regression (Tabachnick & Fidell, 1996). To
further inspect multicollinearity issues, we also examined the variance
inflation factors (VIF). All VIF factors fell far below 10, which re-
presents the broadly accepted cut-off value (Myers, 1990). The highest
mean value was 2.72, while the lowest mean value was 1.53. Accord-
ingly, all measures were included in our analyses. Considering the
evaluation of the overall model fit, we conducted a confirmatory factor
analysis (CFA) using LISREL 9.1 (Joreskog & Sorbom, 2012). The
maximum likelihood ratio chi-square for the model was statistically
significant (y? = 244.43, p-value < 0.001). The CFA yielded robust
results for other goodness-of-fit statistics (CFI = 0.94; IFI = 0.94;
RMSEA = 0.09). These results provide supporting evidence for the va-
lidity of our measurement model. Overall, the variance explained in
subsidiary knowledge creation capability was 50.96%; the values of R*
for the subsidiary product performance variable and the subsidiary fi-
nancial performance variable highlight that our proposed model ex-
plains 23.54% and 15.98% of the variance, respectively. The average R?
value was 30.16%, thus suggesting that our PLS path model has ade-
quate explanatory power.

As recommended by Henseler and Sarstedt (2013), this study uses
the standardized root mean square residual (SRMR) as a model fit index
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Fig. 2. Model of Expatriate Utilization.
Note: Levels of statistical significance: ** = 5%; *** = 1%. N = 114.

rather than the goodness-of-fit index (GoF). SRMR is the most reliable
model fit index for PLS-SEM (Henseler et al., 2014) because “the GOF is
not able to separate valid models from invalid ones” in a PLS-SEM
context (Hair et al., 2017: 193). According to Hu and Bentler’s (1999)
assertion, a value less than 0.09 should be considered as an acceptable
cut-off point for SRMR. Our model estimation indicates a SRMR value of
0.085 using SmartPLS 3 (Ringle, Wende, & Becker, 2015). Therefore,
our hypothesized model fits the data very well.

Regarding the control variables, our estimation results verify that
subsidiary size is positively related to subsidiary knowledge creation
capability (f = 0.18, p < 0.05). Larger MNC subsidiaries appear to
contribute to the creation of new knowledge and novel ideas. The effect
of subsidiary absorptive capacity on subsidiary knowledge creation was
found to be positive and statistically significant (f = 0.55, p < 0.01),
indicating that the ability to absorb external knowledge is a key de-
terminant of an MNC subsidiary’s ability to generate new knowledge
assets. The other control variables were not statistically significant. We
now move to the prediction of our key hypotheses. As shown in Fig. 2,
Hypothesis 1 — pertaining to the influence of expatriate utilization on
subsidiary knowledge creation capability — was supported as the re-
levant coefficient was statistically significant and positive (f = 0.18,
p < 0.05). The more capable the expatriates were at transferring
knowledge assets to their MNC subsidiary, the greater was the sub-
sidiary knowledge creation capability. Hypothesis 2 was supported in
that subsidiary knowledge creation capability is positively related to
subsidiary product performance (f = 0.49, p < 0.01). Hypothesis 3
posits that the positive impact of expatriate utilization on subsidiary
product performance is mediated through subsidiary knowledge crea-
tion capability. We used the procedure recommended by Hayes (2013)
and computed a bootstrap bias-corrected confidence interval (based on
5000 samples) for the positive indirect effect of expatriate utilization.®
The 95% bootstrap confidence interval was above zero ([0.10, 0.41] for
subsidiary product performance). Therefore, the results substantiate
Hypothesis 3: expatriate knowledge transfer positively affects sub-
sidiary product performance through the specific mechanism of
knowledge creation.

Hypothesis 4a, which asserts that transnational strategy strengthens
the positive effect of expatriate utilization on subsidiary capacity to
create new knowledge, was strongly supported. The two-way interac-
tion effect of expatriate utilization and transnational strategy was found
to be statistically significant and consistent with the hypothesized di-
rection (B = 0.20, p < 0.01). Following Aiken and West (1991), we
also plotted graphs to further explore the nature and magnitude of the
interaction (Fig. 3). The figure shows that expatriate utilization is more
strongly related to knowledge creation capacity for MNC subsidiaries
under the context of transnational strategy than for subsidiaries under
the context of other international strategies.

Finally, Hypothesis 4b predicts that the indirect relationship

6 Hayes’ PROCESS (Model 4) was used to test the possibility of subsidiary
knowledge creation being a mediator in the association between expatriate
utilization and subsidiary product performance.
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Fig. 3. Moderating Effect of Transnational Strategy on the Relationship be-
tween Expatriate Utilization and Subsidiary Knowledge Creation Capability.

between expatriate utilization and subsidiary product performance
through knowledge creation capability varies by subsidiary strategy.
Using Hayes’ (2013) PROCESS macro (Model 7), we conducted mod-
erated mediation analyses to test the strength of the indirect conditional
effects. Table 3 shows that the indirect effect of expatriate utilization on
subsidiary product performance is stronger among subsidiaries with a
transnational strategy (95% bias-corrected CI [0.15, 0.59]) than among
subsidiaries with non-transnational strategies (95% bias-corrected CI
[0.03, 0.35]). The index of moderated mediation with 5000 boot-
strapping samples was positive and significant (index = 0.20, 95% bias-
corrected CI [0.06, 0.46]) because CI excludes zero. Therefore, the
current investigation lends partial support for Hypothesis 4b, which
proposed that when subsidiaries implement a transnational strategy,
the positive indirect relationship between expatriate utilization and
subsidiary product performance via the ability to create new knowledge
is stronger. Hypothesis 5 proposed that subsidiary product performance
is positively related to subsidiary financial performance. As indicated in
Fig. 2, the direct effect of subsidiary product performance on subsidiary
financial performance was positive and statistically significant
(B =0.41, p < 0.01). Hence, Hypothesis 5 was fully supported.”

7 We are very thankful to one of the reviewers for suggesting us to test
Hypothesis 5 using objective financial data as our ultimate performance vari-
able. We collected objective data on the respondents’ return on equity (ROE)
using P/L before tax (%), earnings before interest, taxes, depreciation and
amortization (EBITDA) margin (%), and earnings before interest and taxes
(EBIT) margin (%) for multiple fiscal years 2014-15, 2015-16, and 2016-17
from the Bureau van Dijk FAME and Orbis databases. As recommended by
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Table 3
Bootstrapped Results for the Conditional Indirect Effects.

Transnational strategy vs non-
transnational strategies

Subsidiary Product Performance

Bootstrapped CI

[95%)]
Conditional indirect effects (via Coeff. SE LL UL
SKC)
-1 standard deviation (- 1.00) 0.15 0.08 0.03 0.35
+1 standard deviation (+ 1.00) 0.35 0.11 0.15 0.59
Index SE LL UL
Index of moderated mediation 0.20 0.10 0.06 0.46

Notes: 5000 bootstrapping samples are used. Unstandardized coefficients are
reported. SKC = subsidiary knowledge creation; CI = confidence interval;
SE = standard error; LL = lower limit; UL = upper limit; N = 114.

Finally, we tested the multi-stage mediation effect employing the SPSS
Process macro (Hayes, 2013). Based on 5000 samples (Model 6), the
bootstrap analysis yielded a significant indirect effect of expatriate
utilization on subsidiary financial performance through the serial
multiple mediators (serial mediation coefficient = 0.10, standard er-
rors = 0.05, 95% CI = [0.03, 0.23]).

5. Discussion

The major goal of this study is to address why, when, and how
knowledge transfer by expatriate managers can effectively lead to su-
perior subsidiary performance. The findings from our structural equa-
tion modeling reveal that expatriate utilization indirectly leads to su-
perior subsidiary financial performance by increasing subsidiary
knowledge creation capability and subsidiary product performance in
sequence. We also found that the transnational strategy substantially
improves the positive relationship between expatriate utilization and
subsidiary knowledge creation capability.

5.1. Theoretical implications

Our study has several theoretical implications worthy of attention.
First, it contributes to the literature on subsidiary knowledge creation
(e.g., Almeida & Phene, 2004; Andersson et al., 2005; Colakoglu et al.,
2014; Phene & Almeida, 2008) by identifying the significant role of
expatriate utilization in subsidiary knowledge creation as well as in
subsidiary performance. In particular, we posit that the unexpected
empirical results of prior studies in relation to the role of knowledge
inflows from MNC networks in subsidiary knowledge creation can be
better explained by considering more specific conditions of subsidiary
knowledge creation in terms of the type, integration and relevance of
knowledge as we theorized. Knowledge inflows from MNC networks
could be a mix of tacit and codified components, since the MNC often
capitalizes on multiple formal and informal pathways to transfer
knowledge from the HQ and other subsidiaries (Almeida, Song, &
Grant, 2002). Thus, instead of examining general knowledge inflows
from MNC networks, it is necessary to focus on a specific mechanism
that facilitates tacit knowledge flows from MNC networks and integrate

(footnote continued)

earlier studies (Agle et al., 1999), we calculated the three-year average of these
performance measures so as to remove any single-year outliers that may pos-
sibly distort the statistical power to examine the positive relationship between
the subjective subsidiary product performance and the accounting-based mea-
sures of subsidiary financial performance. Findings of the supplemental ana-
lyses indicate that the effect of subsidiary product performance was statistically
significant and positive for ROE (B = 0.41, p < 0.01, N = 56), EBITDA (§ =
0.25, p < 0.1, N = 57), and EBIT (B = 0.30, p < 0.05, N = 58). Detailed
results are available upon request.
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them with local knowledge inflows.

Concerning the transfer of tacit knowledge, we attached importance
to the role of expatriates as gate-keepers in knowledge creation and
their direct social interactions with local employees. In short, the pre-
sent paper further advances the studies of subsidiary knowledge crea-
tion by integrating the insights from the literature on expatriate
knowledge transfer (Chang et al., 2012; Wang et al., 2009), and pro-
viding an evidence base for this theoretical extension.

Second, our study complements the expatriate knowledge utiliza-
tion literature (e.g., Chang et al., 2012; Gonzalez & Chakraborty, 2014;
Wang et al., 2009) by proposing and testing the multi-stage mediation
model in which subsidiary knowledge creation capability and sub-
sidiary product performance could serve as two key mediators between
expatriation and subsidiary financial performance. While expatriation
has traditionally been considered mainly as a knowledge transfer
function alongside control and coordination functions (Harzing, 2001),
few studies have examined expatriation as a key factor in creating
knowledge at the subsidiary level. This research is the first endeavor to
conceptually and empirically examine the mediating role of subsidiary
knowledge creation capability in the expatriation and performance
relationship. Arguably, considering the increasingly specialized roles of
subsidiaries in the emerging “global factory” model of MNCs (Reilly &
Scott, 2014), the role of expatriates in sourcing knowledge from, and
coordinating with, other MNC units, and thus overcoming the “liability
of internal isolation” (Monteiro, Arvidsson, & Birkinshaw, 2008) be-
comes more important for subsidiary knowledge creation and sub-
sidiary performance.

Finally, this study proposes the complex mechanism through which
expatriate utilization affects subsidiary competitive advantage in
varying subsidiary strategic contexts. Chang et al. (2012) note that,
depending on strategic contexts, “the high level of interdependence and
the resulting integration needs are likely to make expatriates particu-
larly important” for subsidiary performance. This study synthesizes a
knowledge creation and learning perspective on expatriation and Bar-
tlett and Ghoshal’s (1989) framework of international strategies of
MNCs. Our findings show how the effect of expatriate utilization on
subsidiary knowledge creation varies by subsidiary strategic context.

5.2. Managerial relevance

This study has significant implications for practitioners. First, the
results of our study reveal important practical insights pertaining to
subsidiary staffing. As expatriates competent in knowledge transfer
might be rare human resources in MNCs, firms should allocate them to
subsidiaries strategically, considering the degree of importance of
knowledge creation in a subsidiary and the strategic context of the
subsidiary. Our study indicates that the performance benefits of ex-
patriate knowledge transfer can be largely dependent upon an MNC
strategic context. Expatriates competent in knowledge transfer should
be assigned first to subsidiaries in the transnational strategic context to
maximize the performance benefit of utilizing those limited resources
for the entire MNC, as these subsidiaries need more effective interac-
tions between expatriates and locals (Holtbriigge & Mohr, 2011).
Second, the study has implications for expatriate management. It sug-
gests the importance of acquiring and developing expatriates who are
skillful, strongly motivated, and adaptable in knowledge transfer for the
improvement of subsidiary performance. MNCs need to consider the
three traits of expatriates as a set of core criteria in selection, devel-
opment, and performance management systems for expatriates.

5.3. Limitations and suggestions for future research

Although this study makes several valuable contributions, it is not
without its limitations. First, we were unable to examine how the ef-
ficiency and effectiveness of subsidiary-level knowledge creation cap-
ability vary according to various types of knowledge (e.g., technological
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vs. managerial knowledge or tacit vs explicit knowledge) that ex-
patriates transfer, and the duration, categories, and purposes of the
international assignment. These factors would add further specifica-
tions to our model and improve its explanatory power. In particular, the
purpose of assignments could be considered a potential moderator be-
tween expatriate utilization and subsidiary knowledge creation. For
example, if the purpose of expatriation were more related to knowledge
transfer, more extensive interactions between expatriates and locals
would be expected (Caligiuri & Colakoglu, 2007), and thus the impact
of expatriation utilization on subsidiary knowledge creation would be
stronger. However, we also acknowledge that although there are dif-
ferent types of knowledge exchanges, depending on the purposes of
expatriation, substantial knowledge transfer and exchange between
expatriates and locals are needed anyway across the different purposes
of expatriation (Hocking et al., 2004). In addition, we noticed that the
purposes of expatriation could be mixed in practice and thus, it might
be difficult to separate knowledge transfer as a distinct purpose of ex-
patriation.

Second, while different types of expatriates (e.g., third-country ex-
patriates) may have a bearing on the proposed model differently, we
examine only the case of home-country expatriates. We argue that al-
though there are various alternative international assignees including,
third-country expatriates, home-country expatriates still tend to play a
major role in carrying out MNCs’ internationalization strategy at sub-
sidiaries, transferring knowledge between HQ and subsidiaries
(Bonache & Brewster, 2001; Colakoglu, Tarique, & Caligiuri, 2009;
Fang et al., 2010; Harzing et al., 2016) and gaining access to, and
mobilizing, host country specific knowledge assets (Delios & Bjorkman,
2000). Particularly for Japanese MNCs, there is still a strong tendency
of ethnocentric staffing for key subsidiary positions (Chung &
Furusawa, 2016; Michailova et al., 2017).° However, we acknowledge
that examining the effects of different types of international assign-
ments on subsidiary knowledge creation across various strategic con-
texts merits further attention in future research.’

Third, we used cross-sectional data across the dependent, in-
dependent, moderating, and mediating variables. Thus, the empirical
results presented in our study could be vulnerable to the issue of reverse
causality’®. Future studies must exert efforts to test our model with a

8We identified who holds key senior management positions in German
subsidiaries of Japanese MNCs using subsidiary directory compiled by
Japanische Industrie- und Handelskammer zu Diisseldorf e.V. (2013). Ac-
cording to this directory, out of 443 subsidiaries of Japanese MNCs in Germany,
only 15 subsidiaries were managed by non-PCNs (namely, HCNs and TCNs). As
this accounts for only 3.39%, non-PCNs are unlikely to be essential for sub-
sidiary-level decision-making processes.

2 We would like to thank one of the anonymous reviewers for pointing out
this insightful comment.

19 Following Davidson and MacKinnon’s (1993) approach, we conducted an
augmented Durbin-Wu-Hausman (DWH) test to tackle the potential reverse
causality between subsidiary product performance and subsidiary financial
performance. The effect of the residual for subsidiary financial performance on
subsidiary product performance was not statistically significant, thereby sug-
gesting that reverse causality is not a critical concern in our study. We also
tested an alternate model employing the SPSS PROCESS macro for serial
mediation analysis (Hayes, 2013). We estimated the strength of the indirect
effect for serial multiple mediators (Model 6) for both the original model and
the alternate model. We examined the alternative serial mediation model by
reversing the order of the key variables in the conceptual framework. The al-
ternate model posits that subsidiary product performance (mediator one) and
subsidiary knowledge creation (mediator two) mediate the effect of subsidiary
financial performance on expatriate utilization. The bootstrap procedure in-
dicates that the indirect effect of the alternate model was much weaker than
that of the original model (serial mediation coefficient = 0.050, standard errors
= 0.02, 95% CI = [0.02, 0.11]). As another additional robustness check, we
also modeled subsidiary product performance as the first mediator and sub-
sidiary knowledge creation as the second mediator. Results do not remain
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longitudinal research design since the interplays among expatriation,
knowledge transfer, and creation and performance in MNCs are not
static but dynamic phenomena. It would also be worth inspecting how
new technical and management knowledge created by focal sub-
sidiaries is transmitted back to a parent company and peer subsidiaries
through repatriates and local employees’ short visits across strategic
and functional units within the MNC network.

Fourth, following prior studies (Chang et al., 2012; Minbaeva,
Pedersen, Bjorkman, Fey, & Park, 2003; Wang et al., 2009), we examine
subsidiary leaders’ perception to measure the expatriate utilization at
the subsidiary level, conceptualizing expatriates as a group. Future re-
search may test the empirical rigor of our findings by combining in-
dividual-level data and firm-level data (Michailova & Mustaffa, 2012),
since knowledge creation represents the product of close interpersonal
interactions within and across MNC units in search of new ideas and
innovative ways of solving problems along the existing stock of
knowledge."

Finally, although we considered subsidiary knowledge creation as a
major part of the experiential learning process, there could be other
knowledge management-specific mediators, such as knowledge assim-
ilation and knowledge application (Nonaka, 1994). Additionally, our
sample consisted of foreign subsidiaries from one home country (i.e.,
Japan) operating in one specific region (i.e., Europe). This might inhibit
the generalizability of our findings. Thus, it would be ideal to replicate
the research with larger samples that include other MNCs in other re-
gions. We hope that these suggestions can be used as potentially
meaningful research avenues for future researchers.

6. Conclusion

Although expatriates who represent carriers of knowledge assets
have been suggested as a critical driver for a competitive advantage in
foreign markets, we still have limited knowledge of the complex me-
chanisms by which the use of parent country nationals helps improve
foreign subsidiary performance. This study places special emphasis on
the role of expatriates not only in knowledge transfer but also in
knowledge creation. We unveil that expatriate utilization can indirectly
and positively affect subsidiary financial performance via subsidiary
knowledge creation capability and subsidiary product performance as
serial multiple mediators. By combining the knowledge-based view of
the firm and Bartlett and Ghoshal (1989) framework, this study also
provides empirical evidence that the conditional indirect effect of ex-
patriate utilization on subsidiary product performance via knowledge
creation varies greatly by subsidiary strategy.
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(footnote continued)
robust as this serial mediation is not statically significant (serial mediation
coefficient = 0.004, standard errors = 0.03, 95% CI = [-0.05, 0.06]). In sum,
the finding of our supplemental analyses shows that the data suit our theorized
causal framework more efficiently.

11 We would like to thank one of the anonymous reviewers for highlighting
this possibility.
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