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External peers influence a multinational’s (MNE) attention to its subsidiaries. When
external peers pay attention to their foreign subsidiaries, this prompts MNEs to pay
attention to their own subsidiaries in the same market. As MNEs operate in multiple
contexts, the selection of relevant external peers is complicated. Using a cognitive
perspective we address the following: Who are the external peers managers monitor?
What subsidiaries benefit from external peer attention to their own subsidiaries? When
are external peers relied upon? Applying the cognitive perspective, attention occurs
independent of subsidiary actions, driven by managers’ cognitive frameworks and in

response to external peers.

Attention from headquarters is important for foreign
subsidiaries as it is usually accompanied by resources, fi-
nancial investments, and project approvals. Managers in
subsidiaries typically welcome headquarter attention as it
can promote the status of their organization, expedite in-
ternal processes, and help obtain important mandates
which in turn improve subsidiary performance. However,
executives of multinational enterprises (MNESs) cannot pay
attention to all subsidiaries which makes headquarter at-
tention a scarce resource. This leads to the question: how
do headquarters determine which subsidiaries require their
attention?

Traditional theories argue that headquarter executives
pay attention to strategically important or flagship sub-
sidiaries - those that contribute significantly to the MNE.
The strategic importance is driven by the contribution the
subsidiary makes to the overall MNE, in the form of sales,
raw materials, manufacturing, or technology. This has been
termed the “structural perspective” as it stems from the im-
portant role the subsidiary plays within the organizational
structure of the MNE (Bouquet & Birkinshaw, 2008). Head-
quarter attention can also be triggered from outside the or-
ganization in response to exogenous shocks such as wars,
major accidents or natural disasters, which are unforeseen
and largely unpredictable events that can have profound
negative effects on MNE operations. Here again, attention
to a subsidiary is based on its structural role within the
MNE (Lee & Chung, 2022). Figure 1 illustrates these two
triggers.

Another mechanism through which headquarters dis-
tributes attention is in reaction to subsidiary-level attempts
at issue-selling, such as self-promotion or internal lobbying
efforts. These actions are triggered from within the firm
by its subsidiaries (Figure 1), but the emphasis is on how
to present issues to effectively appeal to headquarter ex-
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Figure 1. Drivers of Headquarter Attention

ecutives. Therefore, this is referred to as the “cognitive
perspective”. For instance, Bouquet and Birkinshaw (2008:
583) quote one manager talking about ‘preselling’ a project
internally to various teams before presenting it to head-
quarters so that there is critical support in place for his pro-
ject. The stimulus here comes from inside the MNE, initi-
ated and promogulated by the firm’s subsidiaries. Within
the cognitive perspective, headquarter attention can also
occur independent of subsidiary actions or initiatives, trig-
gered by something external to the MNE as seen in the lower
right quadrant in Figure 1. However, this quadrant is less
understood especially given the diversity and complexity of
an MNE’s operations. This prompts the fundamental ques-
tion, which external cues do headquarters pay attention to?
We focus on external peers as one such external cue. Ex-
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ternal peers, defined as other firms in the competitive envi-
ronment, are a stimulus because it is well established that
firms pay attention to other firms. However, the relevance
of this issue in the context of headquarter attention raises
the following questions:

» WHO are the external peers that managers monitor?
The cognitive perspective is particularly relevant here
because managers have cognitive limits which neces-
sitates the creation of a small enough set of firms
to be monitored. Cognitive frameworks are filters
through which managers process external stimulus,
which consequently define who is a relevant external
peer.

o WHAT subsidiaries benefit from external peer attention
to their own subsidiaries? Some subsidiaries may gar-
ner headquarter attention on their own because of
their own actions or owing to their considerable size.
These are considered ‘strategically important’ sub-
sidiaries. The cognitive perspective enables us to un-
derstand headquarter attention that goes beyond
these factors, specifically how strategically unimpor-
tant subsidiaries may gain headquarter attention.
This can benefit both headquarters and these sub-
sidiaries by shifting focus in a manner that reduces
potential biases caused by structural considerations.

e WHEN are external peers more likely to be relied upon
by managers? Significant events may undermine or
reinforce the usefulness of prior cognitive frame-
works. The cognitive perspective informs us that
changing dynamics introduce uncertainty about what
specific factors will come into play.

These questions are particularly relevant for students
and managers to better understand the cognitive factors
that drive headquarter attention. The basic idea is that at-
tention by external peers to their subsidiary(ies) in a for-
eign market prompts MNE managers to pay attention to
their own subsidiary(ies) in the same market. Our insights
are informed by interviews with MNE managers and consul-
tants as well as empirical research on headquarter attention
to subsidiaries (Sewak & Lamin, 2023).

WHO ARE THE EXTERNAL PEERS THAT
MANAGERS MONITOR?

In a seminal paper on the Scottish knitwear industry, schol-
ars discovered that who they considered to be competitors
were not the same firms that executives defined as com-
petitors (Porac, Thomas, & Baden-Fuller, 1989). Executives
viewed firms with whom they overlapped geographically
as competitors, meaning they were headquartered in the
same home market. Firms headquartered overseas were not
viewed as relevant even though those firms exported and
sold clothes in the same market. This study was part of a
wave of research on executive cognition that occurred in
the 1990s. The results of this research produced a few sim-
ple ideas:

1. Executives cannot attend to everything all at once, so
they rely on cognitive frameworks to process and cat-

egorize information. Cognitive frameworks filter ex-
ternal cues into different cognitive categories.

2. The cognitive categories developed are usually based
on simple perceived similarities or differences: e.g.,
domestic vs. foreign, national vs. regional, downtown
vs. suburban.

3. These categories determine who is considered a com-
petitor; in other words, firms that fall within a cate-
gory are said to be part of a peer group. These peer
groups are important because they are deemed more
relevant than other firms, and thus, become the focus
of attention.

4. Firms’ strategic response is shaped by their attention
to these peer groups.

The reason this research was so influential is that it ran
counter to the ‘rational actor’ model propagated in eco-
nomics, which suggests that an appropriate peer group is
all market rivals with whom the firm competes for market
share and profits. However, managers do not do systematic
market research but instead rely on feedback from a narrow
group of actors they view as relevant. Essentially, managers
pay attention to a small set of peers to devise their strate-
gies.

Building on the idea that executives use categorization
to develop key peer groups, we suggest that competing in
the same foreign markets is a condition especially rele-
vant for MNEs. This comes directly from the cognitive per-
spective, which emphasizes geographic overlap as a criti-
cal component for the cognitive definition of competition
(Baum & Lant, 2003; Porac et al., 1989). By competing
in the same foreign market, MNEs become not just global
competitors but also local rivals. However, an MNE cannot
attend to all foreign subsidiaries across all markets as this
would simply be too cumbersome. Thus, an additional di-
mension of similarity is required. We focus on two ad-
ditional common dimensions — same-industry and same
home-country overlap — and examine whether these di-
mensions are relevant cognitive categories of external
peers.

1. Same home-country: In international business, firms
from the same home country follow each other
abroad and use similar entry modes suggesting that
this is an appropriate reference group (Henisz & De-
lios, 2001; Lu, 2002). An example of same home-
country firms are 3M and General Motors, who are
both headquartered in the U.S., although they are
in different industries. The ease with which home
country firms are observable likely plays a key role.
However, less is known about the extent to which
home-country overlap influences decisions post-for-
eign market entry.

2. Same-industry overlap: Industry overlap is commonly
viewed as a relevant category, but this is usually ex-
amined within a firm’s home country or again as it
applies to foreign market entry (Li, Yang, & Yue,
2007). An example of same-industry overlap is Ford
and Toyota, which are both in the automotive indus-
try. However, these firms may not be headquartered
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in the same country. The extent to which this applies
to activities within host countries is less clear.

We suggest that as external peers — either same-home
country peers or same-industry peers — increase their at-
tention to their subsidiaries in a host market, the salience
of the market increases; this causes the MNE to focus at-
tention on its subsidiary in the same host market. We found
that having a subsidiary in the same foreign market and
same industry is a relevant reference group (Sewak &
Lamin, 2023).1 When headquarters see same-industry firms
pay attention to their subsidiaries in a foreign market, this
then triggers managers at headquarters to pay attention
to their subsidiary in the same foreign market. However,
headquarters are less likely to pay attention to peers from
the same home-country. In short, headquarter attention to
subsidiaries is influenced by the attention same industry-
peers bestow to their subsidiaries in the same foreign mar-
ket but not by home-country peer’s attention to their sub-
sidiaries. In terms of WHO is considered an external peer, it
is firms from the same industry that have subsidiaries in the
same foreign market.

Managerial insights. Table 1 explores the implications
for both headquarter and subsidiary managers of this in-
sight as well as provides evidence from our interviews with
MNE executives. For headquarter managers, organizational
structure (the “structural perspective”) and intra-firm re-
lationships can create internal biases that hinder effective
decision-making at headquarters concerning the impor-
tance of foreign subsidiaries. This is especially the case
when subsidiaries engage in issue-selling or large sub-
sidiaries demand resources. However, headquarter man-
agers can minimize the impact of internal biases by inte-
grating same-industry peer information in decision-making
processes. By following same-industry peers, headquarter
managers can focus attention on subsidiaries that may oth-
erwise be overlooked, identifying new opportunities or crit-
ical issues. From the perspective of subsidiary managers,
industry peers’ attention and strategic initiatives can be
used to enhance their arguments for greater resources, in-
vestments or autonomy from headquarters. Same-industry
peers within a foreign market can thus provide a relevant
basis for subsidiary requests to headquarters.

WHAT SUBSIDIARIES RECEIVE ATTENTION IN
THIS MANNER?

Next, we explore what types of subsidiaries receive atten-
tion. We divide subsidiaries into two types: (1) strategically
important and (2) strategically unimportant. From the
structural perspective, we know that strategically impor-
tant subsidiaries — those that account for a significant por-
tion of an MNE’s sales — are clearly on the radar of head-

quarter executives. Stemming from their importance to the
overall firm, these subsidiaries receive headquarter atten-
tion regardless of what external peers are doing. What
about strategically unimportant subsidiaries, those ac-
counting for just a small fraction of an MNE’s sales? Tra-
ditional theories suggest that these subsidiaries struggle to
gain headquarter attention as they occupy less central po-
sitions in managers’ minds. The typical advice is to turn
to internal lobbying to build up their profile or undertake
initiatives that capture headquarters’ attention. However,
there is another way by which these strategically unim-
portant subsidiaries may garner headquarters’ attention.
Specifically, headquarters can witness external industry
peers’ focus on their own subsidiaries, enabling the strate-
gically unimportant subsidiaries to secure a larger share
of headquarters’ cognitive capacity. In fact, attention by
same-industry peers to their own subsidiaries prompts
headquarters to pay attention to its own subsidiaries in
these markets even when they are strategically unimpor-
tant. But, attention by home-country peers to their sub-
sidiaries does not spur headquarters to pay attention. Sim-
ilarly, attention by other firms (those with subsidiaries in
the same market but in other industries or from other home
countries) to their subsidiaries does not affect headquarters
attention in strategically unimportant markets. In this
manner, same-industry peers play a meaningful role in im-
proving visibility and securing headquarter attention for
subsidiaries in markets that are less strategically signifi-
cant. It is precisely under these conditions that cognitive
frameworks come into play, where increasing attention to a
subsidiary market by external peers triggers increasing at-
tention by the focal firm to the same market.

Managerial insights. Table 1 summarizes the managerial
implications. For headquarter managers, even subsidiaries
with low relative sales or profitability may hold significant
long-term potential. Competitor actions and investments
can help define the importance of markets or identify new
market opportunities in a subsidiary’s market. For sub-
sidiary managers, industry peer actions can create short-
term negotiating power to an otherwise power-deficient
subsidiary. Peer actions enable managers within a sub-
sidiary to sharpen their message and seek resources that
would otherwise be unavailable to it.

WHEN ARE EXTERNAL PEERS MORE LIKELY TO
BE RELIED UPON BY MANAGERS?

How do changes in the environment affect the influence
of external peers on headquarter attention to subsidiaries?
Large changes in the general environment can undermine
the usefulness of prior cognitive frameworks, rendering
portions of these frameworks ineffective. It is difficult for
firms to know how to respond as big environmental changes

1 To measure headquarter attention to subsidiaries, we followed established practice and used word counts in annual reports (Nadkarni &
Barr, 2008). While this measure may seem coarse, it has been shown that shareholder documents accurately reflect topics managers pay

attention to internally (Fiol, 1995).
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Table 1. Insights for Managers at Headquarters and Subsidiaries

WHO

WHAT

WHEN

Headquarters’
perspective

o |dentify the appropriate
external peer reference
group.

e Same-industry peers
within a foreign market
are very relevant.

Identify market opportuni-
ties in strategically unimpor-
tant countries from external
peers in those markets.
Peers can help headquarters
consider elements beyond fi-
nancial metrics in evaluating
subsidiary importance.

o |dentify the appropriate timing of action.

e During political and economic uncertainty,
the timing of decisions can be influenced by
peer actions.

e When country risk increases, help mitigate it
by looking to peers and their actions.

perspective

foreign market can bol-
ster the credibility of
their demands for head-
quarters by benchmark-
ing against industry

leverage insights about in-
dustry peers to negotiate
greater investments from
headquarters.

Evidence from “...why are they doing it? Is “...you would also think what is “Food companies during downturn regularly
interviewed there something that we my competition doing? compared product and packaging specs across
managers are missing, or something Because if you're not there, ..., their peers to identify cost and material
that we should also be invest in [at the right] time, the reduction ideas that will not impact consumer
looking into doing? Do they next thing you know, five years behavior.” - Director, Consulting firm.
have an opportunity that later your competition is on the
we could work on?...” -- market, and you lost out on it.”
Headquarter executive -- Headquarter executive
“Competitor attention is
stronger indicator of potential
in the country”
-- Director, Consulting firm
Subsidiary’s e Subsidiary managersin a e Subsidiary managers can e Subsidiary managers can learn from the suc-

cessful strategies of peers to adapt and navi-
gate during challenging market conditions.

peers.
Evidence from “Initial comparison is based
interviewed on category, which is food
managers versus food within the

country, then region and
finally globally. The next
comparison happens at
sub-categories like coffee,
tea, milk, pet-food.” --
subsidiary CEO

“All future investment
decisions are based on
competitors’ business
actions...”-- subsidiary CFO
“Local management keep
updating HQ regularly
[regarding] the competitors’
actions...”

-- subsidiary CFO

“Once the initial plan for the category is made
which includes competition, environment local
and global including uncertainty due to wars,
election, currency fluctuations investment
decisions are finalized. Our company generally
does very well when the country is undergoing
currency fluctuations while others don't.” --
subsidiary CEO

introduce elements of uncertainty. Volatility creates chal-
lenges for prior categorizations as they may be deemed
less relevant or headquarters may become overwhelmed by
environmental cues. Environmental changes can encom-
pass macroeconomic factors such as changes along social,
economic, and political dimensions. However, it should be
noted that cognitive frameworks are highly resistant to
change even when they are rendered ineffective in helping
managers make sense of new environmental conditions
(Bogner & Barr, 2000).

We looked at two types of environmental changes - eco-
nomic and political - to determine whether these diminish
the relevance of external peers to headquarters’ attention
towards its subsidiaries. Economic shocks may restrict or
redirect the opportunities available within a market which
may in turn prompt executives to expand their cognitive
frameworks and strategic attention to find suitable oppor-
tunities (Eklund & Mannor, 2021). Meanwhile, changes in
political power can represent serious political hazards that
may impact an MNE’s assets and activities in a foreign
market. In assessing how to respond to political hazards,
executives often draw on their established cognitive cat-
egories in developing appropriate responses (Maitland &

Sammartino, 2015). In our analysis, the economic change
was the global financial crisis of 2007-2008 while the politi-
cal changes were the national elections in India in 2004 and
2014 in which the incumbent party lost.

We found that cognitive frameworks are persistent and
resistant to change. The effect of external peers on head-
quarter attention to subsidiaries did not diminish during
either the global financial crisis or the political changes.
Same-industry peers remained important during these
times of environmental turbulence and same home-country
peers continued to be insignificant. The findings suggest
that MNEs operating during environmental changes do not
adjust their frameworks in terms of headquarter attention
to subsidiaries. General environmental turbulence impacts
all firms and does not change the relationship between sig-
nificant actors. In response to these types of environmen-
tal hazards, the basic relationships remain predictable and
largely stable; thus, MNE executives continue to rely on ex-
ternal peers to help direct their attention to subsidiaries
through these types of uncertainty.

Managerial insights. When facing increased environ-
mental turbulence, headquarter executives rely on what
peers are doing to help navigate it, as summarized in Table
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1. Attention to peers can help managers develop a blueprint
for traversing situations with increasing country hazards
and risks. Peer actions can serve as ‘recipes for success’ dur-
ing times of uncertainty. In fact, during these times, peers
can help identify the appropriate timing of action. From the
perspective of subsidiary managers, peers’ ‘recipes for suc-
cess’ can be used as baselines from which to build their own
strategic responses. Understanding peer responses to cur-
rent market conditions can help subsidiary managers in-
form their own decisions. Using peers’ actions as a baseline
can help companies navigate downturns and uncertainty to
gain an advantage over competitors.

CONCLUSION

We highlight the prominent role of cognition in shaping
headquarter attention to subsidiaries. MNE’s global actions
can be defined by responses to not only internal triggers but
also external ones. Although we know that subsidiaries can
gain headquarter attention through their actions and con-
tributions to the MNE, we argue that same-industry exter-
nal peers influence headquarter managers in the way they
direct attention to their subsidiaries. This is especially rele-
vant for strategically unimportant foreign operations which
would otherwise rely on issue selling and other initiatives
to gain headquarters’ interest. Headquarter attention, like
all attention, is inherently a cognitive process and governed
by a repertoire of cognitive frameworks. Headquarter man-
agers balance their global operations through these frame-
works which allow them to simplify this complexity. These
insights advance our understanding of how headquarters
allocates attention and resources, offering useful insights
on managing the complexities of a global corporation.
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