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ABSTRACT

This paper presents further opportunities to develop the Global Production Network (GPN)
approach by re-opening the ‘black box’ of the multinational enterprise (MNE) through a
structuration perspective. It emphasises three aspects to a renewed focus on the agency of
MNEs, namely: the importance of the variety of relationships within MNEs between parent
and subsidiaries; the importance of dynamic capabilities in underpinning corporate change;
and, the micro-politics of MNEs and subsidiaries which impact on firm-institutional change
within regional economies. The agency exercised by MNEs in these ways influences the
‘selection’ of investment locations, ‘coupling’ processes, and the depth and pace of host
territorial institutional change. In conclusion, this paper argues that future research needs to
place greater emphasis on the contribution of dynamics internal to the MNE in order to

understand evolution in regional economies and GPNs.

GLOBAL PRODUCTION NETWORKS STRUCTURATION
MULTINATIONAL ENTERPRISES DYNAMIC CAPABILITIES MICRO-
POLITICS



INTRODUCTION

In recent years the Global Production Networks (GPNSs) perspective has provided
important insights into the geographies of contemporary capitalism (Yeung, 2016). This
approach argues that firms work through networks which are a ‘nexus of interconnected
functions, operations and transactions through which a specific product or service is
produced, distributed and consumed’, encompassing both vertical and horizontal relations
and embeddedness (Coe et al, 2008: 274). Curiously, the multinational enterprise (MNE),
and its internal dynamics, have not been at the forefront of analysis. Indeed, there remain
opportunities to further focus on the role of firm behaviour within GPNs, even in the recently
presented GPN version 2.0 (Coe and Yeung, 2015).

In this paper we argue for a need to look within the ‘black box’ of the firm and thus at
the agency and practices of the multinational enterprise (MNE) within GPNs, and particularly
processes of coupling with ‘host’ regions where both lead and supplier (e.g. ‘strategic
partners’) firms can be MNEs. In this sense our multi-dimensional framework is concerned
not just with lead corporations, but also incorporated firms with various roles within GPNs,
and recognising they often fulfil diverse roles and strategies (Pickles et al, 2006). Renewed
understanding of the MNE can be an important element in a structurationist perspective vital
to understanding the (spatially configured) relations between regional economies and GPNSs.
Our purpose, therefore, is to outline important concepts which can contribute to
understanding the ‘agency’ contained within the ‘black box’ of corporate practices in the
structuration of economies by way of: (1) the corporate selection of regions for particular
forms of investment; (2) the potential for strategic coupling/decoupling; and (3), following
MacKinnon (2011), the mechanisms of co-evolution between MNEs and institutions in

processes of coupling. More specifically, our framework builds upon GPN 2.0 by



recognising the importance of ‘competitive dynamics’ and ‘managing risk’ (as advocated in
GPN 2.0), but focusing on the practices constituting and influencing firm strategies and cost-
capability ratios, and therefore the ‘how’ of organising and governing GPNs.

In the next section we examine the conceptual insights of GPN 1.0 and 2.0 in
understanding the configuration of the contemporary global economy, but identify where a
greater appreciation of the agency of MNEs would further contribute to the GPN approach.
The proceeding section then examines the three important elements outlined above that
contribute further to GPN 2.0’s conception of firm strategies through a structuration
perspective. In conclusion, we underline the value of re-opening the black box of the MNE

to the GPN approach through a greater appreciation of the intricacies of this particular actor.

GLOBAL PRODUCTION NETWORKS

The basis of the GPN approach

The GPN approach argues that there has been a disaggregation of vertically integrated
production chains into individual firm specialisation within externally networked value
chains, as lead multinational enterprises (MNESs) have sought to develop transnational
‘technological”’ and ‘organisational’ ‘fixes’ for value creation (Henderson et al, 2002; Yeung,
2009a). Value is created by efforts to increase rent, coming about through various realms of
production, including technological, organizational and networked production processes
(Henderson et al, 2002), as well as recognising the ‘ongoingness of value’ (Herod et al, 2014:
423). Efforts towards enhancement are based on the desire to produce greater value and thus
acquire increasing returns from particular production activities (Werner, 2016). The ability to

capture rents by firms and territorial regional bodies where segments of GPNs are located,



relies upon the dynamics of power and embeddedness of such activities in the regional
economy (Coe et al, 2004). Yet, critical within such conceptions is the need for sensitivity
towards the organisational motives, decision-making arrangements and practices of MNEs as
actors within GPNs, not least because it is their desire to capture rent which drives
participation and power relations.

GPN accounts emphasise the contingent, uneven and constantly emergent nature of
such networks, which are produced through geographical, temporal and organisational
arrangements (Hess and Yeung, 2006). This represents a movement away from the analysis
of macro social structures to an understanding of actors and relations constituting the
production of structural network arrangements within contingent spatial-temporal settings,
and recognises the dynamic co-constitution of structure and agency (Bathelt and Glickler,
2005). Through such thinking the GPN approach argues that relations within networks
encompass both horizontal and vertical arrangements between firm and non-firm actors (e.g.
trade unions) and institutions, with networks tied together through actors and relations (Levy,
2008). These networks are understood to vary in size and complexity as arrangements in
which (governing) structure, practice and agency are produced through power-laden and
contested relations (Blazek, 2016).

The expedient actions of actors in deliberation with others in production networks is
critical, traditionally viewed in the GPN perspective by way of bargaining and the power
ascribed in the possession of assets and competences (see Henderson et al, 2002). In such
thinking those possessing important but scarce assets and competences have greater
bargaining power, underpinning recent concerns with a ‘dark side’ of GPNs (Coe and Hess,
2011; Werner, 2016). Recent GPN accounts understand power in more pragmatist terms,
recognising the experienced, expedient and experiemental nature of power (see, for example,

Murphy, 2012). It is enacted by actors through particular actions within (spatially-



configured) production networks and has to be experienced in order to be realised (i.e. to
change the actual behaviour and intentions of other actors in accordance to those actors
seeking to enact change). Rather than deriving from possession of particular resources per se,
it also depends on the nature of actors, their position in networks and resources available, and
how they are mobilised (Hess, 2008; Allen, 2016).

Central to the GPN perspective is the understanding that there are considerable power
relations arising from the ‘inter-firm division of labour’ within individual network supplier
relations (Yeung and Coe, 2015). Both collaboration and various forms of power relation,
such as subordination, characterise this division of labour. Such processes have a
considerable influence on network relations, strategic coupling and thus regional
development (Coe and Hess, 2011). For instance, those at the lower end of the inter-firm
division of labour, typically located within developing or emergent regions with lenient
regulatory regimes and subject to cost-based decisions within competitive markets,
experience more stringent power relations through contracting, the regions concerned being
vulnerable to closures or disinvestment.

Value and power are related to different types of embeddedness, referring to how
GPN actors and production network activities are (heterogeneously) embedded within
particular territories. Three such forms of embeddedness are elucidated, including, firstly,
societal embeddedness relating to the position and constitution of GPN actors through
broader historically-contingent institutional and cultural arrangements, such as the
importance of home country institutions/culture in guiding firms (Hess, 2004). Secondly,
network embeddedness includes the relations, position and connectivity of actors within
GPNs (Henderson et al, 2002). Finally, territorial embeddedness understands that GPN

segments and actors have degrees of dependence and connectivity in particular territorialised



production spaces, with such embeddedness dynamic and subject to change as firms seek
greater value creation and capture (Hess, 2004).

Recognising the underdevelopment of a causal framework with which to explain the
complex historical, dynamic and variable organisational configuration of GPNs, Coe and
Yeung (2015) have proposed a GPN 2.0 approach. The purpose of GPN 2.0 is to elucidate
the causal factors contributing to the strategies and organisational configurations of
production networks, and which subsequently impact on regional development, through
greater explanatory analysis of actor-specific strategic responses to ‘competitive dynamics’.
The latter encompass four key processes and elements in which the capital accumulation
process occurs, building upon various theoretical concepts of regional development.

‘Cost-capability ratios’, considered one of the key internal dynamics of the firm in
relation to the environment, is constituted by labour, capital, technology and knowledge. The
purpose of the ratio is to understand the decision-making processes by which actors capture
value, not simply cost-based factors (such as outsourcing), but also the capability to organise,
manage and utilise resources. It therefore facilitates an understanding of the rationale behind
production decisions within GPNs. The ratio is dynamic in nature, encompassing responses
by firms to global competitive markets, and their efforts to continually optimise cost-
capabilities. GPN 2.0 further advances our understanding of the increasingly complicated
nature of markets, moving beyond a concern with the buying and selling strategies of large
firms in production networks. Instead, the concept of sustainable ‘market development’
eludes to the role of producers and consumers in creating markets through processes of
dynamic negotiation, but tied to their particular motives (such as in consumer demand for
higher quality yet lower cost goods) (see, for example, Smith et al (2014) on the importance

of market dynamics in influencing the Slovak clothing industry).



Firm-specific strategies and global production networks are increasingly influenced
by considerations of finance, encapsulated within the concept of ‘financial discipline’.
Financialisation of the economy has a major influence on the strategies and activities of firms
by providing opportunities and constraints, not least in terms of the greater onus on
production networks as a means in which to perform well in the stock market, further
reinforcing the causal influence of finance. Finally, the increase in risks and greater
awareness of such risks, has led to the need for firms to ‘manage risks’ so as to reduce
uncertainties, including that relating to the disaggregation of production through outsourcing
and increasing technological changes. Such risks are extensive, occurring within the realm of
the economic, product (e.g. damage to a brand), regulatory (e.g. new international standards),
labour (e.g. industrial action) and environmental (e.g. natural hazards).

Together, it is the ‘unique’ combination of these competitive dynamics, with their
specific historical-geographical configurations, which influence strategies and constitute the
organisation and coordination of particular GPNs and their socio-spatial relations (Coe and
Yeung (2015). They achieve this by shaping four particular strategies undertaken by actors
that configure GPNs and impact on territorial development. Strategies around ‘intrafirm
coordination’ relate to how production is internally organised by GPN firms in response to
competitive market dynamics (e.g. cost control). Alternatively, ‘interfirm control’ occurs
where a firm outsources production responsibilities, largely because of high internal costs and
often in relation to low value added activities, but where they still retain relative control over
suppliers and contractors. In contrast, ‘interfirm partnership’ encompasses more horizontal
and collaborative relations between lead firms, strategic partners and specialised suppliers,
with the purpose of taking advantage of differential cost-capabilities, high market need,
financial discipline, and managing risks. Finally, strategies of ‘extrafirm bargaining’ include

relations between firms and non-firms, encompassing the nexus between market and non-



market (e.g. societal, political) values and priorities. These strategies are the causal
instruments by which specific GPN configurations are produced, including particular types of

strategic coupling.

Strategic coupling

Emphasis within the GPN perspective has focused on the concept of ‘strategic
coupling’ between production networks and ‘territorialised’ regional assets and actors, with
regional development contingent on the articulation of the latter into GPNs (Coe et al, 2004;
Yeung, 2009a). The GPN approach defines strategic coupling as a dynamic ‘mutually
dependent and constitutive [deliberative] process involving shared interests and cooperation
between two or more groups of [regional and transnational] actors who otherwise might not
act in tandem for a common strategic objective’ (Yeung, 2009a: 212). Within this context,
coupling is characterised by varying degrees of congruence between regional institutions and
corporate production networks, including the former seeking to produce the regional assets
required by the latter for ‘value capture’ purposes, and driving a measure of territorial
embedding of GPNs within particular places (Yang et al, 2009).

These elements come to influence the nature and degree of articulation of regions with
GPNs (i.e. coupling), which varies along a spectrum from the very strong forms of coupling
characterised by highly developed regional economies, to regions characterised by cost-based
foreign direct investment (FDI) that is susceptible to disinvestment and rationalisation (Coe
and Hess, 2011). From this basis, Yeung (2009b) and Coe and Yeung (2015) identify three
particular forms of strategic coupling: Firstly, ‘indigenous coupling’ characterised by the
endogenous development of GPN segments, often as part of a broader industrial development
strategy. Secondly, ‘functional coupling’ involves opportunities for value capture by regions

as firms form a particular role in GPNs, either as part of vertical specialisation or through



more partnership-based means. Finally, ‘structural coupling’ refers to limited, often cost-
based outsourcing and subcontracting responsibilities for firms and regional economies,
characterised by greater external dependence for regions. There is hence a close association
between the responsibilities of the MNE subsidiary and regional assets, which can encompass
region-specific intangible assets, and ubiquitous assets where regional advantages are
typically cost-based (Horner, 2014).

For MacKinnon (2011), GPN studies have tended to understate the power relations
between territories and GPN lead firms, as well as paying little attention to the historical
constitution and evolution of relations between networks, regional assets and institutions (see,
also, Horner, 2014). Mackinnon (2011) subsequently relates the concept of strategic coupling
to broader evolutionary thinking around processes of institutional change through social
agency advocated by Martin (2010). For MacKinnon (2011), corporate investment selection
decisions are able to produce decoupling (disinvestment) and recoupling (reinvestment),
based on the extent to which regional assets and regional market conditions are congruent
with the strategic aims of the MNE. When selection produces new rounds of investment
there is ‘layering’ of additional new organisational practice and competences, involving
gradual institutional change. Where existing rules and practices are reconfigured in terms of
form and function there is institutional ‘conversion’. Processes of ‘recombination’ involve
the linking of regional assets with corporate investment in subsidiaries through new
institutional rules and practices, and where reconfigured forms of coupling occur through the
creation of new institutional combinations, including processes of institutional de-locking.
MacKinnon (2011) thus extends understanding of coupling processes through the
identification of certain institutional and corporate elements (e.g. mode of entry) that have

causal impacts, though conceivably the agency exerted by MNEs remains underplayed.
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Advancing the GPN approach

While Coe and Yeung (2015) appreciate the critical role of firm resources and
capabilities, there remain conceptual challenges in GPN 2.0 which we examine in this
section. The basis of the argument we present is that GPN 2.0 relies heavily upon ‘firm
strategies’ as a means in which to elucidate the causality of competitive dynamics on GPNs
and their geographical relations. Whilst four such firm strategies are presented, their actual
explication remains abstract, leaving room for further conceptualisation of the actual

practices of actors within and of MNEs in producing, organising and governing GPNs.

Intra-MNE processes

Cost-capability ratio decisions and ‘managing risk’ are constituted not just by cost but
also the capability to manage, which builds on the resource-based view of the firm as a
‘managerial device’ for organising resources (Coe and Yeung, 2015). There is a danger of
adopting a ‘classical’ interpretation of strategic management as purely within the realm of
rationalistic decision-making in response to transparent market dynamics, and where strategy
brings about cohesive order (Whittington, 2001). Firm strategies in GPN 2.0 are presented in
a broad manner, potentially downplaying the complexities of strategic and operational
decision-making and coordination, which are characterised by power relations and politics,
both within and beyond the MNE in production networks (Whitley, 2009). Furthermore,
multinational enterprises (MNES) are heterogeneous organisational entities constituted by
various values, strategies, systems, procedures and practices (see Geppert and Dérrenbécher,
2013). These are the internal dynamics, comparable to competitive dynamics, which
determine and mediate strategies and the management of capabilities and resources (Balogun

et al, 2011).
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Secondly, while the MacKinnon (2011) framework presents an important advance by
emphasising the relationship between GPNs and forms of institutional change in processes of
coupling, there remains a dearth of explanation for the causal internal corporate practices
influencing ‘selection’, coupling/de-coupling and institutional change as part of firm
strategies (see Dawley, 2011), and as evidenced in empirical studies of coupling (e.g. Horner,
2014; Kleibert, 2016). This relates more broadly to Murphy’s (2012) concern that GPN
analysis lacks appreciation of the role of agency and practices, and the intricacies of power
relations, by which firms interact with regions. For instance, the ‘selection’ perspective of
MacKinnon (2011) brings the role of agency to the fore, but there can usefully be a deeper
analysis of this process, taking account of processes of selection rather than viewing them as

an end result (see Kleibert, 2016).

MNE agency and change

Capability development, so critical to positional power within GPNs, relies upon the
efforts of firms to advance their competitive position in networks and the marketplace, and
change their ‘value capture trajectories’ (Coe and Yeung, 2015). Transition to higher
capabilities or the reinforcement of capabilities and ‘market development’, involves change
through Schumpeterian entrepreneurship and innovation (Yeung, 2009a). Yet, while a focus
on cost-capability ratios advances our understanding of the decision-making criteria involved
in ‘organisational fixes’ (Yeung, 2009b) around the four strategic approaches, the actual
practices employed by actors, and particularly the ‘why’ and ‘how’, which come to constitute
the dynamism and performativity of the ratio and practices of firm strategies, are not fully
developed in GPN 2.0. Indeed, value creation within GPNs is premised on the
reconfiguration of the cost-capability ratio with markets understood to be in constant flux, in

part because of the limited prospects of reducing costs and the greater requirement to
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innovate and change. This suggests far greater sensitivity towards the practices of
reconfiguring resources within MNEs and production networks when producing capabilities
than is the case within GPN 2.0 and FDI accounts (e.g. Pavlinek and Zizalova (2016) account

of supplier networks in the Czech automotive industry).

Extrafirm bargaining and micro-politics of MNES

GPN 1.0 has been accused of insufficient conceptualisation of the state and
institutions, since it is more concerned with the role and activities of the state, rather than
deliberations and politics (Murphy, 2012; Smith et al, 2014). Similarly, there has been
criticism of the approach for downplaying negative aspects of coupling relationships,
including exploitation and subordination (MacKinnon, 2011; Dawley, 2011) apparent in
special jurisdictions or enclaves (Phelps et al 2015). In response, GPN 2.0 places particular
prominence on ‘extrafirm bargaining’ between GPN firms and state and non-state actors that
have a major impact on GPNs, and the institutional underpinnings of strategic coupling (Coe
and Yeung, 2015). Critical in such practices is the need to understand how firms go about
achieving strategic aims, as the important element for GPN 2.0 is the relationship between the
interests and ‘pressures’ of firms, and the capacity and priorities of noneconomic actors.
However, as yet, the GPN 2.0 approach is focused more on explicating the overarching
outcome (e.g. societal legitimacy), rather than actual practices. By taking an actor-centred
approach one may overlook the processes of deliberation and governance in production
networks advanced in GPN 1.0. What is therefore important is the further elucidation of a
framework in which to conceptualise the micro-political strategic motivations and
deliberative actions of MNEs as they seek to influence regional actors, and the geographical

relations by which such practices occur.
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Furthermore, with the emphasis on bargaining in GPN 2.0, there is the need to guard
against treating power relations as expressive of rationalist actors and a zero-sum game in
which there are only winners and losers. Economic actors are irrational, socialised entities
subject to and encompassing alternative values and motives, and living through
heterogeneous and often contradictory societal conventions and formal and informal
institutional landscapes (Williams and Lee, 2011). Such conditions characterise MNEs that
are themselves heterogeneous, constituted by diverse aims and rationalities. One must treat
bargaining therefore as a socialised, emergent and irrational affair subject to various social
processes (Geppert, 2003). An emphasis of this kind is critical given that MNEs, with all
their resources and capabilities, remain susceptible to the ‘experimental’ nature of power
because of the deliberative manner of action (Morgan, 2009). This stems from a pragmatist
belief in the anti-foundational nature of knowledge and power which is created through social
transactions rather than pre-existing (Allen, 2008). Power is exercised and experienced in an
experimental manner with no guarantee that actors will achieve their desired outcomes. This
IS because ‘power in its various guises is mediated relationally through space and time’, since
it relies on the deliberate actions of actors as they seek to enact power (e.g. organising
resources), their social interactions with other actors who can have different conceptions of
truth, and disparate environments and situations (Allen, 2008: 30). Understanding of the

‘micro-politics’ of actors in mediating such landscapes is therefore critical.

A STRUCTURATIONIST PERSPECTIVE OF MNE AGENCY WITHIN GPNs

As outlined there are possibilities in which to expand GPN 2.0 by exploring further

aspects of the ‘black box’ of the multinational enterprise (MNE), but understanding they
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fulfil roles throughout GPNs (e.g. generic supplier). Giddens’ (1984) scheme for
understanding structuration in terms of institutional domains, modes of structuration and
agency is utilised as a conceptual framework in which to examine the role of the MNE within
GPNs and regional economies, and how these factors influence the four types of firm strategy

and their implementation (see Figure 1).

[FIGURE 1 HERE]

Differential sources of agency within the MNE

A structuralist perspective can focus on processes internal to GPN MNEs, which
reflect a view of these agents not as a monolithic entity but as networked and ‘federative’ in
nature. Here, the subsidiary emerges more clearly as an actor mediating between the MNE
parent, production networks and particular host territories (Fuller, 2005; Phelps and Fuller,
2000). Also, the MNE is opened up as a trans-territorial and networked actor whose strategic
goals are produced and contested via the ‘interpretive schemes’ of both parent and subsidiary
entities. Drawing directly from Giddens (1984), interpretative schemes (as ‘modalities’) are
recognised as the forms of knowledge that actors utilise to assign meaning to their own
actions and those of others and, as such, they underpin structures of meaning, or signification.
They are both enabling, as they inform and guide action, and constraining, in that they can
reinforce existing norms, values and forms of knowledge (Giddens, 1984). Interpretative
schemes involve transmission through social interaction or regularised institutionalised
routines (Stones, 2005). In the case of the MNE, the corporate centre seeks to control by
constructing particular structures of signification that are transmitted through everyday
micro-social interaction, institutional routines (as rules seeking to guide behaviours) and firm

strategies. These are interpreted and acted upon by subsidiary management through their
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own interpretative schemes, and have implications for production networks (Geppert and
Dorrenbécher, 2013).

Power relations are intrinsic to intra-corporate relations and interpretative schemes.
There are different modalities of power, including the more formal (coercion, domination and
authority) and informal (seduction, manipulation and inducement), that are intrinsic to intra-
corporate relations (Allen, 2016). In a recent intervention, Allen (2016) argues that the
exercise of power is increasingly topological in nature, based on the ability of actors to
‘stretch’ into spaces to exercise particular modalities of power, or ‘fold” socio-spatial
relations so that the distant becomes proximate, demonstrating the ability to act at a distance,
but where we must recognisethat power is experimental with no assurance of successfully
achieving your aims Any consideration of structuration needs to take account of the practices
of actors as they mobilise power, the spatiality that such mobilisation of power entails, and
the influence of spatial relations on the deployment and impact of power relations
(Faulconbridge and Hall, 2009).

As highlighted above, there is a need for greater appreciation of the complexities of
MNEs in different segments of GPNs, and how these influence and constitute firm strategies.
In essence, these corporate dynamics, evident in MNEs fulfilling various GPN roles, are
causal and mediating factors in firm strategies, such as in complicating interfirm partnerships,
or disrupting interfirm coordination. Within IB studies such thinking has underpinned an
understanding of MNES as ‘heterarchies’ with dispersed resources, responsibilities and power
relations (Ghoshal and Bartlett, 1990), whilst working through and being influenced by
disparate institutions, conventions and rationalities (Geppert and Ddorrenbacher, 2013).
MNEs are considered not just ‘differentiated networks’ but complex ‘federations’, in which
the ‘position’ of an entity within the corporate value chain does not necessarily equate to a

particular power relation (Andersson et al, 2007). The broader geographical and
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organisational implications are ones in which the MNE works through many cost-capability
ratios and processes of ‘selection’.

Critical to such federative arrangements is the role of knowledge. For Ciabuschi et al
(2011), knowledge is intrinsically related to the territorialised context in which a subsidiary’s
knowledge production activities function, as well as the relational topological production
networks in which they operate. As knowledge is territorialised and network-specific, and
involves working through particular networked production relations, then corporate HQs can
never possess perfect knowledge of subsidiary activities (Fuller, and Phelps, 2004; Ciabuschi
et al, 2011). Such knowledge is critical in underpinning the capabilities central to the cost-
capability ratio in GPN 2.0, since it produces competitive advantages relating to the ability to
organise and deploy resources through capabilities, and is particularly important in ‘interfirm
partnership’ arrangements where capabilities held by certain MNEs and value enhancement
are critical, as is the need to ensure financial discipline and market responsiveness (Teece,
2007).

The rise of more federative corporate configurations has therefore been associated with
greater opportunities for subsidiaries to lobby and influence parent companies through
particular actions and interpretative schemes (such as ‘seducing’ corporate HQs with the
promise of new capabilities); develop strategies, knowledge and networks that are beyond the
‘topological’ control and observation of corporate HQs; and produce further rounds of
selection, acquiring funding and/or legitimacy and authority from the corporate centre in
which to pursue new investments, or develop capabilities (Birkinshaw, 1997; Fuller, and
Phelps, 2004; Mudambi, 2008). Within these processes subsidiaries can utilise a power
relation, based on the ability to circumvent and influence corporate HQs through specialist
knowledge possession, and thus utilising particular forms of signification (i.e. interpretative

schemes) that rely upon territorialised and spatially relational knowledge (Andersson et al,
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2007; Awate et al, 2015). This includes subsidiary managers negotiating, manipulating and

resisting corporate strategies that negatively impact upon subsidiary development, often

through informal topological political relations with intra- and extra- corporate entities (Clark

and Geppert, 2011).

Where particular subsidiaries possess specific capabilities they can convey greater
bargaining power (e.g. through ‘inducement’) and deviant autonomous behaviour that
disrupts ‘intrafirm coordination’ and thus actual value enhancement intentions (see Phelps
and Fuller, 2000), and this can occur in MNEs fulfilling various roles in a GPN. There is also
the possibility of subsidiaries influencing the power relations of production networks, such as
in subsidiaries providing the capabilities in which to subordinate suppliers in the case of
‘lead” firm strategies around ‘interfirm control’, or disrupting such control by way of
collaborating in ‘interfirm partnerships’ where this requires a supplier subsidiary to develop
critical capabilities beyond its mandate (see Clark and Geppert, 2011; Phelps and Fuller,
2016).

These processes of subsidiary knowledge possession and deployment of interpretative
schemes are thus the causality underpinning corporate selection of particular GPN
suppliers/contractors and/or regions. Rather than conceptualising ‘selection’ as occurring
through market mechanisms, as is the case with evolutionary thinking, what is important here
is a need to understand the heterogeneous intra-corporate actors constituting MNEs. From
this basis selection is far more complex, not undertaken by a homogenous MNE, but by
particular actors within the MNE, such as subsidiaries pursuing autonomous activities to
develop particular capabilities as part of ‘interfirm partnership’ strategies, HQs selecting
subsidiaries within regions in the case of repeat investment (such as in the case of ‘intrafirm
coordination’ strategies where the emphasis is on cost reduction), or selecting regions (with

particular assets) through greenfield investment or other means (e.g. joint ventures).
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The growing relative importance of subsidiaries within federative MNEs does not
deny the importance of the corporate HQ. It remains a key actor with the ability to guide and
subordinate subsidiaries, and production networks, through strategic decision-making powers
and deployment of resources (Bouquet and Birkinshaw, 2008). Within a GPN 2.0
framework, it is most evident in ‘intrafirm coordination’ strategies as firms seek to
‘internalise’ and ‘consolidate’ production, with the purpose of controlling costs and retaining
proprietary capabilities. Strong HQ control has also been extensively examined in FDI
studies in economic geography which argue that the operational positon of subsidiaries within
MNEs has an impact on their regional development impacts and embeddedness (e.g. Phelps
et al, 1998). More recently, Kleibert (2016) argues that elements of the ‘branch plant
syndrome’ within vertically orientated offshoring remain important, typically because they
lack decision-making powers.

The corporate HQ remains powerful by way of the types of topological relations
outlined by Allen (2016), with power not so much (spatially) concentrated, but based more on
the ability to stretch across space in real-time to bring the distant within close proximity.
Indeed, for Buckley (2009) and Yamin and Sinkovics (2009), more advanced forms of IT
permit the corporate centre to impose real-time control over subsidiaries that increasingly
have smaller ‘fine-sliced’ responsibilities, and more dispersed value chains, labelled as
‘global factories’. For Johnston (2005) and Andersson et al, (2007), hierarchical forms of
corporate decision-making and organisation arises when HQs have significant knowledge of
subsidiary responsibilities and their production networks. This suggests limits on the
autonomy of subsidiaries, which arises from HQs being able to contest and subordinate
efforts of subsidiaries through their own signification processes. Such processes can

characterise ‘intrafirm control’ strategies where forms of subordination are strong as HQs
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seek to increase value enhancement, and ‘inter-firm control’ as lead firm HQs seek to lower
cost-capability ratios through externalisation and control of suppliers to reduce costs, such as
in the automotive sector (see Pavlinek and Zenka, 2010).

In such hierarchical arrangements investment ‘selection’ decisions will be exogenous
to the subsidiary and region, with subsequent types and degrees of coupling/decoupling and
institutional change significantly influenced by the corporate HQ in the case of lead and
strategic partner firms, but also where the decisions of high capability firms (e.g. specialist
supplier) are important in terms of coupling. Various studies also suggest this is evident in
subsidiaries with production mandates lacking significant value creation in a GPN (i.e.
specialist or generic suppliers, such as in interfirm control firm strategies), and isolated from
intra-corporate and GPN knowledge networks (Monteiro et al, 2008). In such instances,
coupling relates to what Coe and Yeung (2015) term ‘structural coupling’, where relations
with state bodies and other regional organisations are based on financial incentives and
limited efforts to develop incremental capabilities and institutional layering where possible
(Phelps and Fuller, 2016), but which are vulnerable to decoupling by decisions taken at the
corporate HQ.

To summarise, a range of corporate processes influence firm strategies and their cost-
capability ratios, corporate selection of regional assets, forms of coupling and institutional
change. As such, future GPN 2.0 orientated studies need to take account of the complex
intricacies of these corporate processes and interpretative schemes, since they constitute,
influence and mediate firm strategies, particularly as competitive dynamics are interpreted

through these internal firm dynamics.

Agency and change: the role of ‘dynamic capabilities’
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GPN 2.0 could usefully incorporate greater analysis of the role of actors and practices
in (re)configuring capabilities to change ‘value capture trajectories’ (recognising the dynamic
nature of cost-capability ratios and other strategic decisions), as well as understanding the
motives for participation in GPNs through firm strategies (see Murphy, 2012). In Figure 1,
the ‘facilities’ that embodied material and non-material resources in Giddens’ (1984) original
scheme, and which permit the mobilisation of power to achieve particular aims through the
exercise of agency, have been replaced by ‘dynamic capabilities’ as a mode of structuration.
As we discuss below, the ‘capabilities’ based view of the firm strongly implies change within
the MNE, at individual subsidiaries and in GPNs by way of firm strategies. As highlighted
by Teece (2007), and following Giddens’ (1984) view of configured resources as the media
of power, dynamic capabilities represent the enactment of agency (and thus power) through
the mobilisation of resources by actors within the MNE and through GPNs, be they
subsidiaries seeking to challenge or reconfigure corporate arrangements and production
networks, or corporate HQs reproducing or developing new forms of (behavioural) control.
Such dynamics then impact upon relations, processes and configurations of GPNs. Dynamic
capabilities therefore provide a window into the heterogeneous nature of the multinational
enterprise (MNE) (as a site of agency and power relations) and resulting forms of selection,
coupling and institutional change.

Pitelis and Teece (2010) argue that MNEs comprise heterogeneous, accumulated
portfolios of tangible and intangible capabilities which are difficult to transfer to other firms
and can be regarded as assemblages of ‘high-order’ routines (i.e. ‘dynamic capabilities’)
(Winter, 2003). The latter are broadly defined as ‘the organizational and strategic routines by
which firms achieve new resource configurations as markets emerge, collide, split, evolve
and die’ (Eisenhardt and Martin, 2000: 1107). Dynamic capabilities, as higher order

capabilities, arise from learning and are embedded within the firm as part of a set of
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‘systematic methods’ for reconfiguring strategies, production and routes (Zollo and Winter,
2002). They arise from the co-evolution and interaction of processes of experience-based
knowledge (i.e. ‘trial and error’), articulation of knowledge through different organisational
functions and forms (e.g. R&D departments), and codification (Gavetti and Levinthal, 2000).
Dynamic capabilities encompass the reconfiguration or displacement of existing firm routines
and capabilities, and underpin efforts to develop new products and production processes in
response to market pressures, while at the same time they maintain or re-orientate external
resources associated with the business environment (Kay, 2010).

For Pitelis and Teece (2010) dynamic capabilities are critical to the objectives and
nature of what can be considered lead and strategic partner MNEs, and through which
competitive dynamics and firm strategies impact on other GPN actors. They involve MNEs
combining co-specialised and complementary assets which are typically dispersed throughout
GPNs. Markets are subsequently co-created and captured with various agents in the host
‘eco-system’ through processes of combination-based innovation and entrepreneurship,
which is often international in scope, since it involves cross border exchange (Somaya et al,
2011). Where MNEs cannot find relevant assets within markets, or where value capture from
co-specialisation is likely to be greater from the MNE undertaking such tasks, they will
produce internal cross border integration and induce foreign direct investment rather than
market transactions. Alternatively, they will undertake co-specialisation through value chains
where assets are beyond the MNE, and the costs of producing specialisation internally
outweigh potential value creation (Defee, and Fugate, 2010).

The nature of firm capabilities will have a considerable impact on the types of
strategy deployed by lead firms and suppliers in GPNs. For instance, in the case of the MNE
possessing capabilities and unable to find assets in the marketplace (as well as there being

other conducive competitive dynamics, such as a low market imperative), ‘intrafirm
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coordination’ will be of importance - with lead corporate units producing greater forms of
coupling where they are located (Phelps and Fuller, 2000). In contrast, where they do not
possess capabilities or assets, MNEs will seek market exchange through ‘interfirm control’
(when seeking to reduce costs through externalisation in a mature market), or ‘interfirm
partnership’ (as lead MNEs seek to reduce costs and/or develop or acquire assess to
capabilities within GPNs) as a means of value capture. There is thus the potential for certain
types of power relations in production networks, coupling and institutional arrangements to
develop, depending on the importance of complementary assets held beyond the MNE
(Almeida and Phene, 2004) (see, for example, Sturgeon and Kawakami (2010) on the
electronics sector).

The dispersed yet territorially embedded nature of regional assets requires MNEs,
with various roles in a GPN, to develop dynamic capabilities for fulfilling various production
roles, which will in turn create and capture value (Dunning and Lundan, 2010; Pitelis and
Teece, 2010). A critical element is the unique ’orchestration’ capabilities, as modalities, of
MNEs in creating and configuring ‘difficult to replicate’ dispersed assets in the process of
knowledge creation and learning (Katkalo et al, 2010). Orchestration refers to the everyday
‘routine’ and ‘exceptional’ decision-making processes of the agency of individual firm
managers (see Sirmon et al, 2011) as they assemble and establish relevant combinations of
resources within the firm (producing co-specialised assets), and through relations with
external actors and resources by way of particular firm strategies (e.g. interfirm partnerships)
(Pitelis and Teece, 2010). This includes, for example, the case of strategic partners working
with lead firms to create particular capabilities and products (e.g. see Ernst (2009) on
collaborations in the electronics sector, including that between Huawei and Siemens). It is
also comparable to 'novelty’ in evolutionary economic geography since it is concerned with

the enactment of various forms of (organisational and spatial) creative change (e.g.
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transformation) to firm/sectoral practices, products, institutions and production networks
through innovation and recombination. However, the concept of orchestration places greater
emphasis on conceptualising the actual interactive practices of actors as they seek to change
and/or enact completely new routines through recombining and/or introducing new
‘heterogencous elements’ (see Stam, 2010), and it therefore appreciates the agency of, and
within, MNEs as they influence geographies of capitalism ().

Following our structuration perspective (see Figure 1), dynamic capabilities therefore
represent a ‘modality’ in which firm managers seek to influence overarching corporate
arrangements (e.g. acquire new responsibilities) and firm roles within particular GPNs,
including the nature and power relations of coupling. As a ‘mobilisation’ of power in
network relations, this occurs through the key orchestration practices of dynamic capabilities:
sensing, seizing and transforming (Teece, 2007). Sensing relates to the ability to perceive
opportunities and threats in the environment through intelligence and R&D, and act upon
these by ‘shaping’, and is intrinsic to many GPN studies as they recognise the
(re)configuration of production networks in response to cost and capabilities-based forms of
competition (e.g. Horner, 2014; Dorry, 2015). Seizing opportunities relies upon managerial
capabilities in devising new rules and processes of resource (re)configurations when acting
upon ‘sensing’ opportunities, including building loyalty amongst partners (Teece, 2007).
One particularly important example of this is Horner’s (2014) examination of the growth of
Indian MNCs as they seized the opportunity to produce pharmaceutical products for the local
market, and which arose from central government legislation to restrict foreign MNCs in
India from the 1970s and characterised as decoupling.

Finally, ‘transformation’ encompasses the reconfiguration of resources and
organisational and partnership structures in the actual implementation phase, and in essence

characterises collaborations between GPN partners as they develop dynamic capabilities.
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Indian pharmaceutical MNCs, for example, reconfigured production towards indigenous bulk
production, deploying ‘chemistry skills’ based on the imitation of foreign MNC products
(Horner, 2014). Similarly, Dorry’s (2015) account of the international financial centre status
of Luxembourg demonstrates the critical role of restructuring in advanced business services.
These have transformed in response to market-driven cost pressures, where profit margins are
low, resulting in standardisation, automation and outsourcing as firms seek to remain
competitive. Such actor-led transformations have particular geographies, characterised by
outsourcing through production networks to cheaper locations for low value added activities,
whilst increasing the nodal importance of Luxembourg.

In this we see orchestration as the actions of corporate managers to bring about
changes to corporate strategies and practices, and GPNSs; such as investing in new
technologies or deploying alternative working practices that seek to ultimately lead to the re-
designation of subsidiary responsibilities, or which support a subsidiary in fulfilling a more
value added role in a GPN. More broadly, for Teece (2007), the increasing pace and
knowledge-based nature of capitalism requires transformation towards decentralisation and
co-specialisation through production networks, but at the same time as allowing the firm to
coordinate these spatially diverse elements, largely through network relations. The
implications for GPN in particular are critical: namely, that this performative element,
involving the reconfiguration of resources outlined in figure 1, is key to unlocking the
constant enactment of capabilities and, thus, cost-capability ratios, as well as firm responses
to other competitive dynamics.

These practices of dynamic capabilities represent the mobilisation of power, both
within the firm and through production networks, as change is initiated and different forms of
power are experienced. For instance, Felin and Powell (2016) argue that seizing involves

power relations of persuasion as partners need to be convinced of the need to pursue new

25



opportunities. Where such forms of power operate through GPNs it is likely to occur in less
coercive ‘interfirm partnerships’ involving strategic partners and specialist suppliers. Such
processes are evident in the ‘northern migration’ of groups of Taiwanese electronics
‘strategic partner’ MNEs from the Pearl River Delta to the Yangtze River Delta in China (see
Yang, 2008). ‘Transformation’ can encompass new forms of influence, such as ‘seduction’
as a form of power relation, whereby lead firms are able to influence and ‘capture’ regional
state bodies by making their proposed future actions attractive, typically by suggesting new
development benefits (see Allen, 2016). Alternatively, there can be a threat of disinvestment
by lead firms over regional state bodies, where new incentives are sought (as part of
selection) or completely new practices are required (e.g. workforce skills), representing
recombinant institutional change. In each instance, we can witness the reconfiguration of
broader structuring power relations through various modes, manifest in changes to the nature
of GPN relations, coupling and differing forms of institutional change.

It is through such a framework that it is possible to identify two geographical
elements of dynamic capabilities. Firstly, it is difficult and costly to codify territorialised
dynamic capabilities into tangible knowledge and generic organisational routines for intra-
corporate and inter-firm GPN transfer across borders (Katkalo et al, 2010). Such situations
are likely to be related to strong forms of territorialised coupling and co-evolutionary
institutional tendencies, such as ‘indigenous’ or strong forms of ‘functional’ coupling and
recombinant change during periods of subsidiary transition. Secondly, elements of dynamic
capabilities can be clarified and codified into routine transferable knowledge over time, and
therefore lose their salience for subsidiaries within MNEs and GPNs (Dunning and Lundan,
2010). Such clarification and codification increases potential decoupling in the future,
accentuating the need for the subsidiary to produce further dynamic capabilities which can

reinforce their role within GPNs, and foster new rounds of selection, recoupling and
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institutional change. Ultimately, a concern with dynamic capabilities can add greatly to GPN
2.0 by providing a conceptual framework in which to elucidate the causal actions of actors as

they produce and constitute firms strategies and associated geographical relations.

The micro-politics of MNE-host institution interactions

For Levy (2008), Phelps and Wood (2006) and Hess and Yeung (2006), MNE actions
take place through and are mediated by historically and geographically evolving institutional
landscapes, as well as being able to influence the latter. We therefore consider it critical to
understand the emergent and causal nature of formal and informal institutions, and their
interaction with the ‘micro-political’ actions of MNEs and their subsidiaries in promoting
institutional change in regional economies. In response to the view that GPN takes an
economistic perspective on power relations, Levy (2008) advocates a Gramscian and
institutionalist perspective on the way GPNs constitute and influence broader discursive
ideologies and institutions, which act as forces of consent and coercion, and with the
possibility of resistance and change by particular actors (e.g. ‘institutional entrepreneurs’).
What Levy (2008) does not do however is conceptualise the actual practices constituting
power relations, including institutional isomorphism, and how actors seek to resist and
reconfigure ‘organisational fields’. For this we turn to the concept of ‘legitimacy’ as a means
in which to understand how MNE subsidiaries, fulfilling various roles in GPNs and as agents
operating in particular foreign sites, seek to conform, resist or reconfigure regional
institutional arrangements, but involving both discursive and material actions since these are
interwoven (Morgan, 2009).

Embedded within an institutionalist perspective, micro-politics and shared norms of
behaviour are the modes by which MNE subsidiaries seek to legitimate their activities,

representing social structures of ‘legitimation’ within Giddens’ (1984) structuration
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framework; and is a feature of the relationship, or degree of coupling, between firms and
territorialised regional institutions found in the GPN perspective (Coe and Hess, 2011).
Through such an approach we recognise that MNE subsidiaries seek to work both through
existing geographically and historically -configured (e.g. territorialised) norms and value
systems so as not to be subject to sanctions (and in effect confirming to discursive
institutional formations), as well as attempting to change them when mobilising extensive
socio-spatial relations as emphasised by Levy (2008) (see also Kostova et al, 2008). By
taking such a perspective we recognise that MNEs cannot be defined as institutions per se,
but as ‘organisations’ influenced and partly constituted by institutions (Morgan, 2009).
These are understood to be both formal (e.g. national legal system) and informal (e.g. norms,
values and habits), and involve various socio-spatial relations such as those concentrated
within particular territories or mobilised across networks (Storper, 2010).

The picture that emerges from the IB literature, as well as accounts of MNEs in
economic geography (e.g. Phelps et al, 1998; Dawley, 2007), is one of the subsidiary
entangled in a highly politicised and geographically contingent set of interactions and
decision-making, in which the (territorialised and relationally configured) societal institutions
of host regions have a potentially important role in the construction of capabilities (Dunning
and Lundan, 2010). The existence of such institutions does not necessarily mean that co-
ordination and control is easily achieved, not least because (dynamic) capabilities and
everyday organisational routines are typically embedded within corporate units and the
geographical spaces through which they operate (Cantwell et al, 2010). Of course, the GPN
2.0 perspective does advance our understanding of political relations but this is
conceptualised in terms of the different realms of bargaining, such as ‘social and political
legitimacy’, which are based on an end state, and the actual desired outcomes of lead firms.

Despite recognition of the critical role of ‘strategies’, the actual tactics and practices of the
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MNE as it exerts (bargaining) agency are not extensively conceptualised in GPN 2.0 or, and
as suggested above, in Levy’s (2008) account, and for this we turn to the institutional concept
of ‘legitimacy’.

The search for legitimacy by way of a micro-politics of MNE-host regional
institutional interactions emerges as an important ingredient in a structurationist account of
corporate agency under the GPN approach (as depicted in Figure 1). Kostova et al (2008)
argue that MNEs, working through networked geographical relations, do not function within
‘organisational fields’ of cohesive organisational structures and actions. Instead they operate
through ‘fragmented, nested, or often conflicting institutional environments’ in which they
are less inclined to seek legitimacy in host localities beyond territorial-based legal and
regulatory requirements, largely because it is impossible to conform to all these multi-faceted
institutional influences (Kostova et al; 2008: 998). This confers with many geographical
accounts of the asymmetrical relations between MNEs (engaging in cost-based investment
decisions) and regions, where the former can exploit competition between regions for
investment, and corporate HQs in home countries possess the ability to close such foreign
subsidiaries (e.g. Phelps and Waley, 2004). These disparate socio-spatial conditions restrict
the extent to which the production of shared and legitimate organisational structures,
strategies and actions are possible. For Kostova et al (2008), this provides MNEs and
subsidiaries with considerable scope within which to engage institutions and adopt
organisational practices which they deem relevant from their territorialised host site, in order
to acquire the legitimacy required to operate, while at the same time being able to circumvent
the adoption of other practices.

This has been evident in many FDI accounts of regional development, where MNESs
will negotiate locating in a region with the purpose of acquiring financial and resource

assistance on the basis of legitimately confirming to particular regional development

29



priorities, but at the same time potentially obscuring the actual qualitative impact they will
potentially make (Fuller and Phelps, 2004; Phelps and Wood, 2006). Isomorphism and
legitimacy are therefore not necessarily critical, particularly as MNEs are viewed as
important change agents for localities in that they introduce and foster entrepreneurship,
knowledge production and innovation which is critical economic development.

Legitimacy in this sense is an integral element of the GPN’s conceptual approach to
examining embeddedness, since efforts by MNEs to acquire a particular form and level of
legitimacy within host territories and societies, irrespective of their position within the GPN,
is a causal force in influencing the form and level of subsidiary embeddedness. The concept
of ‘legitimacy’ thus contributes to explanations of the degree and nature of embeddedness by
focusing on the (dynamic and heterogeneous) social agency of MNEs (and incorporating the
‘genetic code’ of their home countries in guiding action), but understanding that their intent
and motivation is connected with the institutionalised territorial conditions (e.g. business
networks) constituting host localities, and with both therefore forming part of the constitution
of embeddedness (Hess, 2004). Following Levy (2008), this legitimacy therefore represents
a variable degree of adherence to societal norms, values and beliefs embedded within
(nationally and regionally-configured) informal institutions and which, conversely, guides
regional actors in and around GPNs, forming part of the nature and depth of strategic
coupling. This would include, for instance, regional development agencies framing MNEs as
legitimate on the basis that they will provide multiplier effects (e.g. local supplier linkages).
Where such positive impacts are not achieved (see Phelps et al (1998) on LG in South
Wales), these agencies will question the legitimacy of such MNEs, based on societal
conceptions that obviously vary between countries and regions (see Morgan and Kristensen

(2006) on the differences between the pro-market UK and regulatory state of Germany).
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What is important in the Kostova et al (2008) account is recognition of the critical
role of the ‘social agency’ and micro politics of MNEs in institutional change and
embeddedness. In processes of legitimacy creation, MNEs will typically negotiate status
through political processes and communication in which they will have a pro-active influence
on institutions and their creation, since institutions comprise shared understandings and
outcomes that arise through social interaction. For Kostova et al (2008), social environments,
as constituted through various socio-spatial relations of proximity (i.e. territorialised
institutions) and distance (i.e. topologically networked MNES), are therefore ‘products of a
continuous process of sensemaking, enactment and negotiation of political interactions’ as
MNEs seek both legitimacy and distinctiveness, but where shared meanings are produced
(1002). This is congruent with Murphy’s (2012) conceptualisation of the importance of
legitimacy in social practices of ‘relational proximity’ between regions, elements of GPNs
and lead firms. The Bolivian wood products sector encompasses ‘conventional GPNs’,
characterised by global buyers ensuring their suppliers meet international and national
standards, and in relation to issues such as the sustainability of forest operations and labour
force conditions (Murphy, 2012).

Based on this understanding that MNEs seek legitimacy and distinctiveness, Dunning
and Lundan (2010) identify three types of micro-political MNE behaviour that can provide an
important framework in conceptualising the causal processes underlying the coupling
tendencies in which MNEs and their subsidiaries are implicated. Firstly, there is
‘institutional experimentation’ by corporate subsidiary managers as they seek to create
institutions conducive to their aims, particularly in developing place-specific and ‘relational’
knowledge production (Dunning and Lundan, 2010). This implies substantive qualitative
change and would underlie processes of strategic coupling through recombination, involving

significant sensemaking, negotiations and reconfiguration of territorial norms and values by
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subsidiary managers. For instance, within a GPN framework, Dorry’s (2015) analysis of
advanced business services in Luxembourg demonstrates that these firms have developed
‘strategic couplings’ based on the important strategic position of Luxembourg as a financial
centre. The state seeks to be sensitive to the requirements of global financial services, but
where the latter actively lobby state institutions during periods of new regulations,
representing efforts at fostering shared values and norms but which adhere to MNE aims.
Such processes are also evident in foreign apparel MNEs aligning their interests with the
neoliberal reforms of the Romanian government, which facilitated the growth of cost-based
assembly production (Plank and Staritz, 2015).

Secondly, where ‘institutional adaptation’ occurs it takes place through MNES as they
adjust their capabilities and practices to be more congruent with their environment, the
purpose of which is to seek legitimacy and influence with largely territorialised political
institutions. This is particularly evident in the case of MNEs investing in China where ‘lead’
and supplier firms in the automotive sector have to strictly adhere to national and regional
institutions, largely because of the power of the state to determine access to the Chinese
market and workforce (see Liu and Dicken, 2006). While for Perkmann (2006), the
competitiveness of MNEs in South Tyrol, Italy, was partly based on engaging labour market
institutions. Similarly, MNE ‘independent suppliers’ can engage extra-firm actors, such as
state institutions and universities, as a means in which to develop capabilities and upgrade
their roles within GPNs (see Ernst, 2009; Coe and Yeung, 2015).

Finally, ‘institutional avoidance’ occurs where MNEs do not have substantive
engagement with the institutions of host countries, making it possible for disinvestment and
closure with ease, or qualitatively limited forms of layering based on cost motivations (see
Morgan and Kristensen (2006) on UK market-based institutions). This is particularly evident

in Dawley’s (2007) account of the closure of a semiconductor plant in northeast England.
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Whilst Siemens had acquired substantial development agency support, it was able to close the
plant with ease despite high levels of productivity. Relative to plants in the home country,
the MNE had not actively been embedded within the formal and informal institutions of the
northeast. In other instances retail MNEs enacting new market-seeking FDI have failed to
fully engage with host institutions, resulting in exit after a short period (see Bianchi and
Arnold (2004) on Home Depot’s disinvestment in Chile following a failure to present a
suitable merchandise range and store atmosphere). What the micro-political approach
presented here therefore provides GPN 2.0, in contrast to previous accounts, is a conceptual
means in which to examine the practices and motives constituting extra-firm strategies, by

way of it engagement with issues of institutional legitimacy.

CONCLUSION

We have outlined three elements of the agency exercised by multinational enterprises
(MNEs) that remain underplayed in the GPN approach. The sole purpose of the paper is to
emphasise the need to understand the role of these three elements in constituting, influencing
and mediating firm strategies and practices by MNEs fulfilling various roles in the GPN,
since this is the organisational spaces that co-constitutes competitive dynamics and risk
environments. To reiterate, first, the subsidiary, as an actor fulfilling various GPN roles,
emerges as a key nexus within such relations and all that this implies for the prospects for
economic development in some regions. In terms of future research this suggests greater
appreciation of the internal arrangements and practices of MNEs, and their structuration
through particular socio-spatial GPN roles, (power) relations and firm strategies. Second, an

emphasis on the agency of actors within and of MNEs — and in particular a focus on dynamic
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capabilities rather than resources - can assist in the recognition of continuity and change in
production networks and regional economies by way of firm strategies. For GPN analysis
this would involve greater emphasis on the actors and social practices implied in the
‘orchestration” of dynamic capabilities, and their structuration through various geographical
relations.

Third, the interaction between MNEs and institutional environments is critical to the
understanding of coupling processes, but is a process where greater emphasis could usefully
be placed on the causal agencies of MNEs. Processes internal to the MNE are implicated in
the micro-politics they pursue, particularly when trying to reconfigure external institutions in
ways that support their strategic aims. Following Geppert and Dorrenbécher (2013), such an
analysis necessitates examination of actual discursive practices, including sensemaking and
framing, as well as negotiation by MNEs with various organisations and institutions.

Finally, the thrust of our paper has been to emphasise the importance of focusing on
the ‘black box’ of the MNE, in order to understand one form of ‘social agency’ and its
enactment through firm strategies. Of course, such an approach does run the risk of reifying
the causal properties of MNEs and their behaviours when they operate in structural
circumstances not of their own choosing (Walker, 1989). What we have proposed here is to
make explicit the MNE as a key agent in the structuration of territorial economies and
‘relational’ networks of production implicit in the GPN approach. A fuller appreciation of
corporate agency has important implications for future research in the GPN approach, and its
connections to perspectives deriving from the IB literature. GPN 2.0 can add to the IB
literature where, geographically speaking, the onus has been on ‘local’ business networks
with very limited consideration of the role of the (diverse) geographical relations constituting
MNEs. GPN provides IB studies with a set of conceptual tools for understanding those

heterogeneous (geographical) production relations constituting governance networks that
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stretch beyond the MNE, in a way that is more sophisticated than found, for example, in the
‘global factories’ (Buckley, 2009) perspective and, as such, IB could significantly advance by

engaging the GPN perspective.
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Figure 1: Corporate agency and the structuration of territorial economies and GPNs
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