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ABSTRACT
This paper addresses drivers behind whether foreign 
subsidiaries located in Japan possess single or multiple 
competences. We use an original database compiled by 
means of survey amongst foreign subsidiaries operating 
in the Japanese manufacturing sector. Results show that 
subsidiaries predominantly possess a sales & marketing 
competence, but some also have multiple competences in 
business functions and/or technological competences. 
Subsidiaries with greater autonomy, significant internal 
network relationships, and external business networks 
are more likely to demonstrate a wider range of key 
competences. The paper provides novel contributions, 
demonstrating that drivers show differences in explaining 
various competences, and exploring subsidiary 
competences in the unique Japanese host environment.

Keywords: Japan, Foreign subsidiary, Competences, 
Autonomy, Network relationships, Multinational 
enterprises

Résumé
Cet article examine les facteurs explicatifs des 
compétences des filiales étrangères au Japon. 
Nous utilisons des données résultant d’une enquête 
menée auprès des filiales étrangères dans le secteur 
manufacturier au Japon. Les résultats montrent que les 
filiales possèdent principalement une compétence en 
vente et en marketing, mais que certaines ont de multiples 
compétences dans les fonctions commerciales et /ou des 
compétences technologiques. Les filiales disposant d’une 
plus grande autonomie, de relations significatives de 
réseaux intra-firme et externes avec des partenaires 
commerciaux sont plus susceptibles de posséder 
de multiples compétences. Cet article enrichit la 
connaissance sur les moteurs des différentes 
compétences des filiales étrangères dans le cas 
spécifique du Japon.

Mots-Clés : Japon, Filiales étrangères, Compétences, 
Autonomie, Relations de réseaux, Firmes multinationales

Resumen
Este artículo aborda los factores que determinan si 
las filiales extranjeras en Japón poseen competencias 
únicas o múltiples. Utilizamos una base de datos original 
recopilada mediante encuestas entre las filiales extranjeras 
operantes en el sector manufacturero japonés. Según los 
resultados las filiales poseen predominantemente una 
competencia de ventas y marketing, pero algunas también 
múltiples competencias comerciales y/o tecnológicas. Las 
filiales con mayor autonomía, importantes relaciones de 
redes internas y redes comerciales externas demuestran 
más frecuentemente una mayor gama de competencias 
clave. El artículo aporta nuevas contribuciones, 
demostrando que los impulsores presentan diferencias 
al explicar las distintas competencias, y explorando las 
competencias de las filiales en el singular entorno japonés. 

Palabras Clave: Japón, Filial extranjera, Competencias, 
Autonomía, Relaciones de redes, Empresas 
multinacionales
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The evolving roles and contributions of foreign subsidiaries within multinational 
enterprises (MNEs) have been the object of much academic research. The 
literature has focused on the rising power of foreign subsidiaries within 
multinational global networks (Mudambi et al., 2014), and how subsidiary roles 
evolve over time (Dörrenbächer and Geppert, 2010; Gammelgaard et al., 2012). 
MNEs locate various value-added functions across national boundaries to 
leverage differences in locational advantages (Buckley et al., 2019). At subsidiary 
level, scholars have explored how competences are held and created (Achcaoucaou 
et al., 2017; Andersson et al., 2014; Cantwell and Mudambi, 2005; Ha and Giroud, 
2015). Understanding subsidiary competences matters because it illuminates 
subsidiaries’ potential to be competitive in local markets as much as their ability 
to contribute to MNE performance (Prahalad and Hamel, 1990).

Despite this being key to competitiveness, questions remain over how sub-
sidiaries acquire single or multiple competences. Earlier studies highlighted 
the top-down process, highlighting how headquarters (HQs) design a differentiated 
network of globally dispersed subsidiaries and the importance of the MNE 
internal network. Indeed, subsidiary roles, or mandates, are initially assigned 
by headquarters, setting out their functional specialization (White and Poynter, 
1984). Foreign subsidiaries benefit from being part of an MNE network, and the 
interactions taking place internally within and across MNE units (Dörrenbächer 
and Gammelgaard, 2006; Frost et al., 2002). More recent studies highlight the 
bottom-up process leading to the organic emergence of competences in sub-
sidiaries and the importance of external networks in host economies. The lit-
erature on subsidiary development demonstrates that the local institutional 
environment and competitive nature of the host economy facilitate competence 
creation at subsidiary level (Andersson et al., 2014; Holm et al., 2005). As such, 
both internal MNE and external business networks and relationships can explain 
subsidiary competence development (Baraldi and Ratajczak-Mrozek, 2019; 
Beddi, 2012; Dahms et al., 2020; Forsgren et al., 2005; Scott-Kennel and Giroud, 
2015). However, uncertainty persists as to whether internal and external network 
relationships have differentiated rather than unequivocated influences on 
competence-creating subsidiaries. An assumption of undifferentiated roles by 
the two networks can be problematic, given the theoretical debate about the 
kind of difficulties subsidiaries face in acquiring legitimacy within intra-MNE 
and outside host-country networks. It is also empirically problematic to assume 

that both networks can consistently predict the emergence of different types 
of competence-creating subsidiaries in terms of the scope of competences, 
whether single or multiple.

Shifts in MNEs towards more heterarchical-based and decentralised struc-
tures have meant that individual subsidiaries in foreign markets may pro-actively 
develop their own competences (Cavanagh et al., 2017), which can result in 
tensions with HQs (Ambos et al., 2020). Studies show the importance of autonomy 
in explaining subsidiary specialization and role development (Dörrenbächer and 
Gammelgaard, 2006). When operating in complex foreign markets, a subsidiary 
may need sufficient autonomy to identify, access and absorb relevant external 
information and knowledge (Rugman et al., 2011), to gain and retain competi-
tiveness or counteract a lack of corporate support (Galli Geleilate et al., 2020). 
Yet scant attention has been given in recent research to the theoretically important 
role of decision-making autonomy in explaining multiple competences (Gam-
melgaard et al., 2011).

This paper addresses the following research question: “What key drivers 
might account for individual subsidiaries demonstrating single or multiple 
competences in Japan?”. It investigates the specific roles of internal MNE 
network relationships and external business networks, and of subsidiary 
autonomy (Jarillo and Martínez, 1990; Minbaeva and Santangelo, 2018), very 
much in line with the concept of functional upgrading at subsidiary level 
(Burger et al., 2018). To answer this question, we use an original database 
compiled by means of survey amongst foreign subsidiaries operating in the 
Japanese manufacturing sector, and a series of models uncover key factors 
explaining subsidiary competences. The context selected for the research is 
Japan, long recognised by MNEs as a key venue for intelligence-gathering, 
close interaction with global competitors, and a dynamic location for new 
innovations. Japan is attractive for MNEs, total inward FDI stocks have 
quadrupled in two decades, up to just over US$222.5 billion in 2019 (UNCTAD, 
2020). Recent research analyses key inward FDI motivations (JETRO, 2018; 
Magnier-Watanabe and Lemaire, 2018), or focuses on new investors from 
Asia (Amann et al., 2020). Few, however, have explored the competences of 
foreign subsidiaries in modern Japan; this research therefore goes some way 
to tackling the issue in this highly competitive environment.
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The paper contributes to existing knowledge in a number of ways. First, our 
study contributes to theory in extending our understanding of the drivers behind 
a subsidiary’s single or multiple competences. We confirm that the location of 
decision-making and network relationships are key drivers for competence 
development, and importantly explain to various degrees whether a subsidiary 
will develop single or multiple competences. One novelty of our study is that by 
exploring multiple competences, we can identify how drivers can facilitate 
subsidiary specialisation and types of competence combination. The second 
contribution is to enhance knowledge of foreign subsidiaries’ competences in 
Japan. Our results demonstrate that although foreign subsidiaries in the Japanese 
manufacturing sector predominantly possess a sales and marketing competence, 
some have multiple competences, and different types of competence combination 
arise. Our results show how complexity in local markets results in heterogeneous 
responses by foreign subsidiaries, and in turn, in the rise of divergent rather 
than singular types of competences. Thirdly, our study is relevant for managers 
in MNEs, both in HQs and in subsidiaries in Japan and elsewhere, because it 
points to the importance of autonomy in decision-making and network relation-
ships on competences and, ultimately, performance.

The paper is structured as follows. The next section presents the theoretical 
background used in the research. The methodology section then describes the 
data collection, model specifications, measurement of variables and estimation 
strategy. Empirical results follow, and the final section concludes.

Drivers of Subsidiary Competences: Theory and 
Hypotheses
Theoretical Background
International Business scholars have increasingly focused on the competences 
held and developed by foreign subsidiaries as contributors to knowledge, 
innovation, and value creation for entire MNEs (Asmussen et al., 2009). Prahalad 
and Hamel (1990, p. 82) define core competences as the collective learning in 
an organization, and the ability to coordinate diverse production skills and 
integrate multiple streams of technologies. Competences can relate to production, 
product development, marketing and/or other functional areas in which the unit 

is operating. Within MNEs, the possibility of fine-slicing value-chain activities 
and distributing them within a global network allows for increased specialization 
(Rugman and Verbeke, 2001), and when conducting value-chain activities sub-
sidiaries can specialize in a single or range of competences, e.g. business (e.g. 
supply or market competences) or technical competence (Andersson et al., 2014; 
Asmussen et al., 2009; Birkinshaw and Hood, 1998). Activities conducted by the 
subsidiary are recognised as a key competence if they represent a unique set 
of resources and capabilities recognised by the HQ and other subsidiaries in 
the MNE (Achcaoucaou et al., 2017; Andersson et al., 2007; Cantwell and Mudambi, 
2005; Dahms et al., 2020).

Subsidiary literature has explored how competences can be linked to firm 
competitiveness (Cantwell and Mudambi, 2005); focused on antecedents 
(Andersson et al., 2014), and outcomes of competences (Ha and Giroud, 2015); 
or has provided in-depth analyses of subsidiary competence in isolation, often 
focusing on technological competence (e.g. Awate et al., 2015; Achcaoucaou 
et al., 2017; Dahms et al., 2020). However, a single subsidiary may be assigned 
or develop multiple competences (Burger et al., 2018). This may be because 
geographic proximity between different value-chain activities can generate 
positive internal agglomeration effects (Alcácer and Delgado, 2016; Castellani 
and Lavoratori, 2020; Ivarsson et al., 2017). Research, however, lacks clarity as 
to why a subsidiary may possess single or multiple competences.

Theory shows that subsidiary competences are initially dependent on resources 
transferred and roles assigned by HQs (Birkinshaw and Hood, 1998; Dörrenbächer 
and Gammelgaard, 2006; Jarillo and Martínez, 1990; Taggart, 1998). Over time, 
subsidiary roles can change, e.g. when they develop valuable competences from 
operating in the local business environment (Andersson et al., 2014; Asmussen 
et al., 2009; Holm et al., 2005; Scott-Kennel and Giroud, 2015), gain from resource 
interdependencies, or gradually assume a greater strategic position within the 
MNE network (Baraldi and Ratajczak-Mrozek, 2019). A subsidiary’s role across 
its value-chain activities is defined both by its autonomous actions in successful 
competence development (Birkinshaw and Hood, 1998; Cantwell and Mudambi, 
2005) and its position within a complex network of relationships, both within the 
MNE and through external business relationships (Achcaoucaou et al., 2017; 
Ghoshal and Bartlett, 1990). A subsidiary’s network relationships refer to the 
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number of intra-organisational (e.g. HQs, other MNE units, buyers, suppliers 
or research centres) and inter-organisational partners (e.g. customers, suppliers, 
competitors) and the frequency of relationships with those actors, including 
business interactions and knowledge-sharing (Gammelgaard et al., 2012; 
Najafi-Tavani et al., 2014; Scott-Kennel and Giroud, 2015).

Based upon these earlier studies, we propose that key drivers for a subsidiary 
to demonstrate single or multiple competences are its level of autonomy and 
its internal and external network relationships. In the next section, we highlight 
the specific nature of the Japanese market for foreign subsidiaries before 
developing our hypotheses.

Subsidiary Competences in Japan
In the specific case of Japan, foreign subsidiaries have traditionally held know-
ledge-gathering mandates (Hasegawa, 2014), although the role of subsidiaries 
is changing. This is reflected in foreign investors’ perception of the country’s 
locational advantages; in 2018, foreign managers mentioned the main advantages 
included the attractiveness of the Japanese market and country stability, but 
also the presence of suitable business partners (including both local partners 
and renowned global companies), and the technological environment (e.g. 
technology or products, local R&D, infrastructure) (JETRO, 2018). Some sub-
sidiaries take on a greater strategic role managing MNE activities in neighbouring 
Asian and Oceanian countries, with some being assigned a regional headquarters 
(RHQ) role (in 2019, METI found that 104 out of 2,714 subsidiaries performed 
such RHQ mandates) (METI, 2019). Also, new investors from emerging markets 
(e.g Chinese multinationals) increasingly invest in Japan to acquire core resources 
and competences (Amann et al., 2020).

To compete in the complex Japanese market is not easy for foreign firms 
(Suzuki, 2009). Japan is a highly-networked business environment characterised 
by close institutional clusters or networks of inter-firm organisational linkages 
(Takeuchi, 2012). Japanese manufacturing firms maintain dense networks and 
long-term relationships with suppliers and distributors known as keiretsu (Witt, 
2019). Recent mergers of firms from different former zaibatsu groups have 
reduced the number of keiretsu and enhanced market-based exchange rela-
tionships, but nonetheless keiretsu still dominate the industrial landscape. 
Horizontal keiretsu are conglomerates centred on financial institutions in 

diversified industries; vertical keiretsu are structured around a core manufac-
turing firm with a network of value-chain partners, with transactions positioned 
between arm’s-length market and internalized transactions (Jaussaud, 1997; 
McGuire and Dow, 2009). Vertical keiretsu provide a stable market for suppliers 
and the possibility of technical, managerial or financial assistance from leading 
firms. Foreign firms often express concerns about the exclusivity and distinct-
iveness of the Japanese market (e.g. intragroup transactions, complex logistics 
channels, difficulties in meeting customer demands, and understanding local 
business practices), and about the institutional environment (e.g. strict regu-
lations, permits and license systems, or complicated administrative procedures) 
(Hasegawa, 2014; METI, 2019). Local competition is high, with numerous local-
ly-owned competing MNEs and a demanding customer environment. For these 
reasons, there may be substantial benefits for foreign subsidiaries that can 
successfully develop business relationships with local firms or integrate with 
the supply chain of local business groups. Many foreign subsidiaries target large 
Japanese MNEs as business partners (Takahashi, 2015), and try to integrate 
into these firms’ supply chains, notably to acquire locally relevant technological 
competence (Suzuki, 2009). Thus, we argue that beyond knowledge-gathering 
mandates, some foreign subsidiaries in Japan have increasingly gained strategic 
importance because of its unique market specificity, e.g. market-related factors 
such as demanding local customers or the need to conduct and coordinate 
activities across Asia, and business environment-related factors such as complex 
business networks. These unique market specificities may drive competence 
development in various ways. Next, we discuss the hypotheses.

Hypotheses Development
A key enabler for individual units within an MNE to develop competences is linked 
to how decision-making authority is allocated across the MNE network (Birkinshaw 
and Hood, 1998; Foss and Pedersen, 2004; Gammelgaard et al., 2011). Subsidiary 
autonomy is defined as the ability to take operational and/or strategic decisions 
autonomously, as opposed to decisions being taken by HQs (Beugelsdijk and 
Jindra, 2018; Cavanagh et al., 2017; Galli Geleilate et al., 2020; Gammelgaard et al., 
2012). White and Poynter (1984) initially identified ‘strategic independent subsidi-
aries’, i.e. the most competent MNE subsidiaries, based on how much these 
subsidiaries could expand ‘value-added scope’ and ‘market scope’ for the MNE. 
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Taggart (1998) extended this proposition by suggesting that a subsidiary’s level 
of competence materialises only when the MNE gives it freedom to act.

Autonomy, whether assigned or assumed (Cavanagh et al., 2017), may ex-
plain when a subsidiary has multiple competences in various ways. Although 
HQs tend to exert control over foreign units, greater autonomy at subsidiary 
level enables identification and ability to develop new competences of rel-
evance to the local market (Prahalad and Doz, 1981). For instance, subsidiary 
managers may need to take strategic decisions to form stronger external net-
work linkages in the host environment (Birkinshaw and Hood, 1998), or to iden-
tify and pursue interesting market opportunities more rapidly without explicit 
permission from the parent company (Frost et al., 2002; Kostova et al., 2018; 
Najafi-Tavani et  al., 2014). Operational autonomy can allow subsidiary man-
agers to decide how best to combine existing resources held in one compe-
tence in order to develop new competences in other areas (Ivarsson et  al., 
2017). Overall, autonomy can increase subsidiary performance in the local 
market, thereby facilitating greater competence development at subsidiary 
level (Beugelsdijk and Jindra, 2018; Galli Geleilate et al., 2020). In the case of 
Japan, we propose that autonomy drives competence development at subsidi-
ary level, as managers can better explore the local environment, respond to 
demanding local customers’ needs, and generate new knowledge.

For these reasons, the first hypothesis is: 
Hypothesis 1: ‘In the case of Japan, the greater a subsidiary’s autonomy, the more 
likely it has multiple competences’.

The type and size of resources transferred and shared by the MNE can lead 
to subsidiary competence development (Ciabuschi et al., 2014; Kostova et al., 
2016), especially for competence-exploiting subsidiaries that need to service 
the market operationally (Cantwell and Mudambi, 2005; Narula, 2014). Specifically, 
MNE HQs and/or other units act as providers of both tangible and intangible 
resources that can support the development of a number of competences (Frost 
et al., 2002). HQs tend to adopt internal mechanisms and transmission channels 
to exercise authority (Amann et al., 2017), to facilitate knowledge exchange, 
gather and monitor knowledge from host countries in which subsidiaries operate, 
or to bundle competences across business units (Foss and Pedersen, 2004; 
Kogut and Zander, 1993).

Internal relational and informational factors can boost the number and type of 
a subsidiary’s competences, because they facilitate resource and knowledge transfer 
from various units of the firm (Kostova et al., 2016; Najafi-Tavani et al., 2014). Internal 
knowledge-sharing mechanisms support a subsidiary’s acquisition of relevant 
skills and expertise across a number of functional activities (Minbaeva and San-
tangelo, 2018; Noorderhaven and Harzing, 2009). Social interactions, communication 
channels and cross-cultural teamwork can facilitate knowledge-sharing amongst 
MNE units (Jensen, 2015; Münch, 2016), which in turn facilitates competence 
development. Internal network relationships raise the visibility of a subsidiary 
vis-à-vis its HQ (for instance, by the presence of expatriate managers; Chang et al., 
2012; Duvivier et al., 2019), so they may be more willing to transfer resources for 
competence development (Achcaoucaou et al., 2017; Dahms et al., 2020).

Traditionally, foreign subsidiaries in Japan have a knowledge-gathering 
mandate; as such, internal network relationships are likely to be an important 
means for HQs to leverage locally acquired knowledge. Nonetheless, to develop 
competences locally, foreign subsidiaries in Japan are likely to rely upon internal 
network relationships for greater access to resources needed from their MNE. 
For these reasons, we propose that greater internal network relationships are 
instrumental in a subsidiary acquiring multiple competences in Japan.

Thus, the second hypothesis is: 
Hypothesis 2: ‘In the case of Japan, the greater a subsidiary’s internal network 
relationships, the more likely it has multiple competences’.

Generally, subsidiaries tend to develop competences to be competitive and 
leverage local knowledge in dynamic and competitive markets (Andersson et al., 
2014; Asmussen et al., 2009; Rugman and Verbeke, 2001). Proximity to key 
business-network partners (upstream and downstream, across business and 
technical networks) is conducive to knowledge-sourcing, facilitating localized 
competences that are dependent upon geographically bounded externalities 
(Asmussen et al., 2009). External business networks provide access to unique 
strategic resources, upon which both headquarters and subsidiary may depend 
for competitiveness (Giroud and Scott-Kennel, 2009). Subsidiaries that are more 
embedded with local business networks can leverage the knowledge and 
resources of local partners to develop new competences (Ha and Giroud, 2015; 
Monteiro and Birkinshaw, 2017; Phene and Tallman, 2018).
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Because of the unique nature of the Japanese market-related and business 
environment-related factors, Takahashi (2015) argued that the knowledge possessed 
by Japanese firms can improve the capabilities of R&D of foreign subsidiaries. 
Despite challenges experienced by foreign firms in penetrating local networks, 
we propose that those foreign subsidiaries with external business networks can 
develop competences. We argue that this raises their ability to respond to demanding 
local customers and increases knowledge exchange with local business partners, 
which in turn supports the development of multiple competences.

For these reasons, the third hypothesis is: 
Hypothesis 3: ‘In the case of Japan, the greater a subsidiary’s external business 
networks, the more likely it has multiple competences’.
The following section presents the methodology adopted to test the hypotheses 

developed above.

Methodology
Data
The data analysed in this paper was collected by means of survey amongst 
foreign subsidiaries in the manufacturing sector in Japan. The Toyo-Keizai 
database was used to identify firms (Toyokeizaishinposha, 2008; 2015). We 
applied the following sampling criteria: (1) firms operate in the manufacturing 
sector, (2) firms’ foreign ownership ratio is 33.3% or more, and (3) firms are 
owned by a North American or European MNE. This is because the majority of 
FDI in Japan (over two-thirds of stocks) is directed to the manufacturing sector 
(JETRO, 2018), and because combined, North American and European MNEs 
represent over half of all foreign firms operating in Japan. The questionnaire 
was initially piloted in 2008 amongst 50 randomly selected MNEs, ensuring that 
the distribution of size and origin of the MNE was congruent with the overall 
sample. Following this initial phase, some questions were rephrased to ensure 
understanding by respondents. The English version was translated into Japanese 
by an official translator. To increase the response rate, we obtained external 
endorsement from the Japanese Management Association and a local host 
higher-education institution (Keio University); several reminders were made by 
phone following initial mailing of the questionnaire; and we personalised the 
survey by addressing it to the identified senior manager (Chidlow et al., 2015).

To overcome potential problems of common method bias, we emphasised 
ex-ante procedural remedies in the design and administration of the survey, as 
this is the best way to overcome such bias (Chang et al., 2010). When designing 
the survey, we used established constructs from the literature, we were mindful 
of using different scale anchors for different questions, and we formulated 
questions to minimize social desirability in answers. We then tested constructs 
with a sample of managers and academics to ensure clarity and unambiguousness 
of the measurement scales. In the administration of the survey, we clearly 
informed respondents that information collected would remain confidential to 
avoid apprehension in the evaluation process, and we collected data in two different 
points in time. Bias can further be overcome by adopting ex-post remedies 
(Podsakoff et al., 2003). Here, we analysed qualitative responses provided by 
respondents, and we used the principle component analysis to construct the 
dependent variable of types of competences, minimizing the risk that tested 
relationships could be part of managers’ cognitive maps. Because we use survey 
data, we were mindful of potential reverse causality, and addressed this issue 
theoretically and in the research design (Feng et al., 2018). When responding to 
the survey, respondents were clearly informed of the research objective, eg. 
identifying factors driving subsidiary competence development. We also carefully 
checked our findings against those existing in the literature.

The survey was conducted over two time periods, in 2009 and 2016. Ques-
tionnaires were sent by mail and addressed to the subsidiary CEO or similar 
high-level position. In 2009, a total of 1,438 foreign subsidiaries were targeted 
and 134 responses received, a response rate of 9.3%. In 2016, a total of 1,141 
foreign subsidiaries were targeted and 210 responses received, a response rate 
of 18.5%. The final database used in this research is composed of 193 usable 
responses (removing all cases with missing values). Nearly all respondents 
chose to answer in Japanese (90%). The overall sample is composed predomin-
antly of small and medium-size MNEs (average annual sales of 14,363 million 
JPY and average number of employees 87 for the 2009 sub-sample, and 12,154 
million JPY and 136 respectively for the 2016 sub-sample). One-third of companies 
had HQs in the USA, and over half in Europe (see Table 1). Four-fifths had invested 
in Japan using the ‘greenfield’ entry mode. Nearly all subsidiaries had been in 
operation for 10 years or more at the time of survey, operating in a variety of 
manufacturing sectors, with the largest group (nearly one-quarter) in the 
machinery-related sub-sector.
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TABLE 1

Description of Subsidiaries in the Sample

Home Country USA 71 36.79%
  Canada 1 0.52%
  Germany 46 23.83%
  Switzerland 17 8.81%
  UK 10 5.18%
  France 8 4.15%
  Sweden 7 3.63%
  Italy 3 1.55%
  Finland 3 1.55%
  Netherlands 2 1.04%
  Belgium 2 1.04%
  Luxemburg 1 0.52%
  N/A 22 11.40%
Size (Employment) 1-10 45 23.32%
  11-50 71 36.79%
  51-100 34 17.62%
  101-200 19 9.84%
  201-300 11 5.70%
  301-999 11 5.70%
  >1000 2 1.04%
Entry Mode Greenfield Investment 157 81.35%
  M&A 16 8.29%
  Joint Venture 19 9.84%
  N/A 1 0.52%
Subsidiary Competences Single Competence 116 60.10%
  Dual-Business Competences 42 21.76%
  Dual-Technological Competences 20 10.36%
  Multiple Competences 15 7.77%

TABLE 1

Description of Subsidiaries in the Sample

Years in Operation 5-10 5 2.59%

  11-20 35 18.13%

  21-30 45 23.32%

  31-40 39 20.21%

  41-50 27 13.99%

  >51 21 10.88%

  N/A 21 10.88%

Industry Sector Medical, pharmaceutical related 4 2.07%

  Chemicals related 18 9.33%

  Machinery related 46 23.83%

  Petroleum related 3 1.55%

  Precision mechanical equipment 23 11.92%

  Electronics equipment related 24 12.44%

  Transport equipment related 20 10.36%

  Glass, stone 1 0.52%

  Rubber 3 1.55%

  Metal 2 1.04%

  Non ferrous metals 2 1.04%

  Pulp, paper 1 0.52%

  Food related 3 1.55%

  Textile, apparel related 1 0.52%

  Steal, metal related 6 3.11%

  Other manufacturing related 13 6.74%

  N/A 23 11.92%
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Variable Measurements

Dependent Variable
Our analysis aims to determine factors explaining the likelihood of dual or 
multiple competences, as opposed to a single competence, arising in a foreign 
subsidiary. Our dependent variable is a categorical variable that differentiates 
subsidiaries. Adapted from Burger et al. (2018), the dependent variable is based 
on subsidiaries’ self-recognition as to whether a functional activity is a key 
competence or not; and recognition from other units of the MNE (Baraldi and 
Ratajczak-Mrozek, 2019; Frost et al., 2002). We first extracted from the survey 
the five-point Likert scores about the level of recognition that a subsidiary 
received within the MNE regarding nine functional activities, namely basic 
research, applied research, product development, production of goods & services, 
sales & marketing, logistics & distribution, procurement, human resources 
management, and international strategy development. Using principal component 
analysis, we identified groups of subsidiary competences, and double-checked 
the internal consistency of the result using Cronbach’s alpha. One group of 
subsidiaries demonstrated a competence in sales & marketing. The principle 
component analysis helped identify a second group with technological competence 
(basic & applied research, product development, production of goods & services, 
and international strategy development (α=0.788)). We classify and assign 1 for 
subsidiaries active in all five items, and 0 otherwise. The third group of subsidi-
aries demonstrated business competence (logistics & distribution, procurement, 
human resource management (α=0.652)). We assigned 1 for subsidiaries active 
in all three items, and 0 otherwise.

The distinction between sales & marketing and business & technological 
competences is consistent with the types of competences identified in the lit-
erature (Andersson et al., 2014; Asmussen et al., 2009). In our sample, 60% of 
subsidiaries demonstrated a single key competence in sales & marketing; about 
20% had dual sales & marketing and business competences; about 10% dual 
sales & marketing and technological competences; fewer than 10% had multiple 
competences.

Finally, the dependent variable is a categorical variable differentiating sub-
sidiaries into four types – 1 for subsidiaries with a single competence in sales & 
marketing (single competence), 2 for subsidiaries with dual competences 

comprising business and sales & marketing (dual-business competence), 3 for 
subsidiaries with dual competences comprising technological and sales & mar-
keting (dual-technological competence), and 4 for subsidiaries with sales & 
marketing, business and technological competences (multiple competences).

Independent Variables
Subsidiary autonomy: Following other studies (e.g. Frost et al., 2002; Cantwell 
and Mudambi, 2005), autonomy is defined as the decision-making power held 
by the MNE subsidiary. Using a 5-point Likert scale, respondents answered how 
much decision-making autonomy the subsidiary had in Japan in terms of: i) 
Promotion and hiring of top management in Japan, ii) Entering new markets 
within Japan, iii) Entering new markets outside Japan, iv) Changes of internal 
organization in Japan, v) New supplier selection, vi) Business planning in Japan, 
vii) Advertising in Japan, viii) Investment/CAPEX in Japan, and ix) Business 
operations in Japan. The final measurement for subsidiary autonomy is the 
mean of these 9 items.

Internal network breadth: Internal network breadth is defined as the role 
of HQs and other MNE units in supporting the development of competences 
in the Japan subsidiary. Respondents were asked to answer on 5-point Likert 
scales the extent to which internal units influenced the development of firm 
competences, including: i) Corporate HQs, ii) Specific corporate research 
units, iii) Specific internal/corporate customers, iv) Specific internal/corporate 
suppliers. The final measurement for internal network breadth is the mean 
of these 4 items.

Internal functional integration: Internal integration is the mean of the 4 items 
derived from respondents’ rating based on the 5-point Likert scales concerning 
the extent to which various business functions conducted by the Japanese 
subsidiary are integrated within the MNE global system, including: i) Purchasing 
processes in Japan, ii) Manufacturing processes in Japan, iii) R&D functions in 
Japan, iv) Marketing activities in Japan.

Expatriate ratio: The independent variable expatriate ratio is based on the 
respondents’ reports of staff profiles in the survey and defined as the ratio of 
expatriates that the MNE HQ assigned to the Japanese subsidiary relative to the 
total number of employees in the subsidiary.
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Internal knowledge-sharing: Respondents were asked to apply a binary scale 
(1 for Yes, 0 for No) for whether the firm engages in knowledge-sharing with 
other MNE units, by having permanent cross-functional teams installed in 
different modes: i) Within the Japanese subsidiary, ii) Within the same global 
business unit, iii) Within Asia, and iv) Globally. The final measurement for internal 
knowledge-sharing is the sum of the 4 items.

External networks breadth: Respondents were asked to rate on a 5-point 
Likert scale the extent to which external business partners influenced the 
development of competences of the firm, including: i) Customers, ii) Suppliers, 
iii) Distributors, iv) External research units, and v) Government institutions. 
External networks breadth is therefore the mean of these 5 items.

External networks access: Access to a local business network provides a 
measure of external relational factors within Japan. Respondents were asked 
to rate the degree of network barriers using a 5-point Likert scale, re: i) the 
difficulties foreign subsidiaries face in recruiting talent in Japan, ii) the extent 
to which business networks are closed, iii) the extent to which there are insuffi-
cient business-school graduates (Japanese or foreign) in Japan, and iv) how 
Japan’s business environment inhibits the development of competences. We 
first calculate the mean of these 4 items and then multiply it by -1 to reverse-con-
vert the scale about barriers to a scale about ease of access.

Control Variables
We controlled for other firm-level characteristics using further information 
gathered from the survey. Local competition is measured by the mean of the four 
Likert scales regarding the extent to which rivalry among business competitors, 
demands from customers, demands from suppliers, and conditions of access 
to competent suppliers affect the subsidiary’s business in Japan. Sales volume 
is the log transformation of annual sales in the respondent’s company in Japan 
in the year of the survey. Greenfield investment is a dummy variable noting 1 for 
a greenfield mode of establishment and 0 for everything else. Repeat is a dummy 
variable about whether the respondent or anyone in the same company partici-
pated in the survey in both 2006 and 2016. Finally, we entered the year dummy 
to control unobserved events from the year of survey. Thus, Year 2016 is a dummy 
variable indicating whether the case was collected in 2016.

Models and Estimation Strategy
Our main model is estimated by multinomial logit regression. This model allows 
us to simultaneously test the effects of independent variables on the likelihood 
of a subsidiary being in discrete categories of outcome, as defined earlier. While 
our hypotheses can be tested through a series of separate logistic regressions 
coding each outcome as a binary variable, results then could suffer bias due to 
uncontrolled correlations between the outcomes. The multinomial regression 
model tests determinants of the multiple outcomes within a single model, while 
addressing the correlations between the multiple alternative outcomes (Belderbos 
et al., 2013). This regression result is reported as a series of columns corres-
ponding to three outcomes. The reference group is subsidiaries with single 
competence, and as such each coefficient indicates the effect of an independent 
variable on the likelihood that a subsidiary has a different competence category 
(dual or multiple competences), relative to the single competence category.

Empirical Results
Table 2 delineates correlations and descriptive statistics of variables. Table 3 
summarises our findings. The robust standard errors are reported within the 
brackets under the coefficients.

Hypothesis 1 concerns the effect of subsidiary autonomy on the likelihood of 
the subsidiary being in the dual or multiple competences categories as opposed 
to single competence. In Model 1, subsidiary autonomy is positive and significant 
in Columns 1 and 3, but is not significant in Column 2. This means Hypothesis 1 
is supported for foreign subsidiaries with dual-business competence, or multiple 
competences.

Hypothesis 2 focuses on the effect of internal networks. Internal integration 
is positive and significant in Column 2 and expatriate ratio is positive and sig-
nificant in Column 3 of Model 1. This implies a positive relationship between the 
subsidiary’s integration into the MNE’s internal networks and the likelihood of 
the subsidiary combining sales, marketing and technological competences. 
A subsidiary with high expatriate ratios can further develop multiple competences. 
Overall, Hypothesis 2 can be supported regarding the selected aspect of internal 
networks and the selected groups of subsidiaries.



Drivers of Subsidiary Competences: The Case of Japan 67

TABLE 2

Correlations and Descriptive Statistics

1 2 3 4 5 6 7 8 9 10 11 12
1 Subsidiary Autonomy 1.000        

2 Internal Network Breadth 0.105 1.000      

3 Internal Functional Integration 0.237 0.287 1.000  

4 Internal Knowledge-Sharing 0.251 0.290 0.479 1.000  

5 External Network Breadth 0.234 0.502 0.276 0.255 1.000        

6 External Network Access -0.105 -0.136 -0.311 -0.300 -0.249 1.000            

7 Local Competition 0.155 0.187 0.306 0.249 0.249 -0.459 1.000          

8 Expatriate Ratio -0.004 0.047 0.000 -0.055 0.020 -0.098 0.019 1.000        

9 Sales Volume (Log) 0.087 0.169 0.371 0.356 0.176 -0.081 0.113 -0.035 1.000      

10 Greenfield Investment -0.078 -0.144 -0.195 -0.074 -0.086 0.037 -0.061 -0.026 -0.170 1.000    

11 Repeat (Dummy) -0.001 -0.033 -0.067 -0.087 -0.014 0.102 -0.175 -0.060 0.014 0.016 1.000  

12 Year 2016 (Dummy) -0.008 0.027 -0.031 0.046 -0.007 -0.031 0.122 0.033 0.017 -0.104 0.186 1.000

Observations 193 193 193 193 193 193 193 193 193 193 193 193

Mean 2.826 2.354 0.033 2.987 2.288 -3.061 3.392 3.269 7.462 0.772 0.052 0.611

Standard deviations 0.895 0.877 0.125 1.176 0.925 0.713 0.759 0.836 1.947 0.421 0.222 0.489

TABLE 3

Empirical Results

Dependent Variables

Model 1 Model 2

Dual Competences (Business) Dual Competences (Technological) Multiple Competences Breadth 

Method Multinomial logit OLS
H1 (Autonomy)
Subsidiary Autonomy 0.509* 0.0198 1.118** 0.552***

(0.299) (0.439) (0.460) (0.176)
H2 (Internal Network)
Internal Network Breadth -0.195 -0.0110 0.409 0.157

(0.351) (0.419) (0.440) (0.192)
Internal Functional Integration 0.0997 0.984** 0.379 0.655***

(0.314) (0.437) (0.383) (0.177)
Expatriate Ratio 0.956 -1.361 5.180*** 0.794

(1.724) (2.000) (1.950) (1.223)
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TABLE 3

Empirical Results

Dependent Variables

Model 1 Model 2

Dual Competences (Business) Dual Competences (Technological) Multiple Competences Breadth 

Method Multinomial logit OLS
Internal Knowledge Sharing 0.0112 -0.265 -0.374 0.237*

(0.232) (0.302) (0.353) (0.127)

H3 (External Network)

External Network Breadth 0.359 0.00535 0.988*** 0.245

(0.318) (0.298) (0.381) (0.184)

External Network Access -0.200 -1.241** 0.388 -0.237

(0.359) (0.491) (0.539) (0.234)

Controls

Local Competition 0.212 -0.353 0.424 0.0718

(0.346) (0.446) (0.595) (0.218)

Sales Volume (Log) 0.284* -0.134 0.288 0.0563

(0.145) (0.111) (0.189) (0.0830)

Greenfield Investment -0.324 0.571 -0.710 -0.103

(0.539) (0.670) (0.699) (0.343)

Repeat 0.390 -15.23*** -0.173 0.0998

(0.877) (0.974) (1.520) (0.740)

Year 2016 18.43*** -1.687** 18.76*** 1.162***

(0.456) (0.766) (0.896) (0.285)

Constant -24.21*** -5.145*** -29.60*** -2.085**

(2.380) (1.841) (3.677) (1.026)

Observations 193 193

R-squared 0.331 0.374
Notes: (1) Model 1 presents the multinomial logit regression. The base outcome is a subsidiary with a single-competence in the sales and marketing function activity. The model tests the likelihoods of a subsidiary 
presenting dual or multiple competences rather than a single competence. (2) Robust standard errors appear in parentheses. (3) *** p<0.01, ** p<0.05, * p<0.1.
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Hypothesis 3 is about the effect of external networks. External networks 
breadth is positive and significant in Columns 2 and 3 in Model 1, respectively. 
This means external networks with a broad range of local business partners is 
related to the configuration of multiple competences in a subsidiary. However, 
the ease of access to local networks has a negative and significant effect on the 
likelihood of the subsidiary having a dual technological competence. Hence, 
Hypothesis 3 can be supported with regard to breadth of external networks and 
in the selected sub-set of subsidiaries.

Further Analysis
We further estimate Model 2 using an alternative dependent variable and the 
same set of independent variables. A breadth of functions can mirror a breadth 
of competences, and as such we computed the number of subsidiary activities. 
In the survey, for nine functional activities (basic research, applied research, 
products development, production of goods & services, sales & marketing, 
logistics & distribution, procurement, human resources management, inter-
national strategy development), respondents were asked to assign 1 if the 
subsidiary recognised the function as a key activity conducted by the subsidiary, 
or 0 otherwise. We computed the sum of the binary scores and produced a scale 
for breadth of functional activities running from 1 (one key activity) to 9 (subsidiary 
possesses all 9 key activities).

In Table 3, Model 2 is based on the OLS regression. It reports that subsidiary 
autonomy and internal network integration have positive and significant influences 
on the breadth of activities within a subsidiary. This is consistent with our results 
from Model 1 on drivers explaining subsidiary competences, i.e. dual or multiple 
competences. Other results are not fully consistent. While the effect of internal 
knowledge-sharing is positive and significant in Model 2, it was not significant in 
Model 1. The effect of variables concerning external networks is not confirmed.

Discussion and Conclusions
Discussion of Results
This research sheds light on drivers of subsidiary competences in the case of 
Japan, and the research question addressed is: What are the key drivers that 
might explain when individual local subsidiaries demonstrate single or multiple 
competences in Japan? Our first contribution is to demonstrate that a greater 

level of subsidiary decision-making autonomy, internal network relationships, 
and external business networks are key drivers for multiple competences in 
MNE subsidiaries; however, there are nuances, and not all drivers explain 
competences in the same way. Our results are consistent with existing theoretical 
insights about MNE subsidiary competences in overseas locations, and extend 
knowledge in two novel ways: we identify how drivers can explain the breadth 
of competences held by subsidiaries, and provide insights on how drivers can 
lead to different competence combinations.

The results support the suggestion that subsidiary autonomy explains sub-
sidiary competences, a relationship that is well established in the literature 
(e.g. White and Poynter, 1984; Taggart, 1998; Birkinshaw and Hood, 1997). Not 
all studies support this finding; for instance, Frost et al. (2002) found that 
subsidiary autonomy was not important in the formulation of centres of excellence 
in Canada. Our data provides novel insights that may explain why the results of 
previous studies differ, because we can distinguish between competences. First, 
we show a strong positive significant association between subsidiary autonomy 
and multiple competences or dual business competences, but not in the case 
of dual technological competences. Thus, although subsidiary autonomy enables 
the development and deployment of MNE capabilities that support the firm’s 
competitive advantages in the local economy, this may be different in the case 
of technological competences (e.g. those combining sales & marketing and 
technological competences). One explanation could be that there should be 
more nuance to the binary distinction between competence-exploiting and 
competence-exploring subsidiaries, and that HQs tend to retain decision-making 
over technological competences, at least initially, perhaps because greater 
internal resources are required to develop such competences (Beugelsdijk and 
Jindra, 2018; Cantwell and Mudambi, 2005). Another explanation may be that 
subsidiaries that have gained greater trust from HQs to operate more autono-
mously acquire multiple competence-creation capability, and/or because dual 
business competences tend to be closely related to the need for subsidiaries to 
be more embedded locally (Ryan et al., 2018).

The paper contributes to our understanding of how and which type of intra-firm 
network relationships explain whether a subsidiary has single or multiple com-
petences. Intra-firm network relationships can be used by HQs for monitoring 
and control of foreign subsidiaries (Dörrenbächer and Gammelgaard, 2006) and 
for intra-firm knowledge-sharing amongst various units of the MNE (Foss and 
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Pedersen, 2004; Najafi-Tavani et al., 2014; Noorderhaven and Harzing, 2009), but 
they have also been identified as key drivers for subsidiary competences (Rugman 
and Verbeke, 2001). Our results support such existing knowledge, but provide 
greater detail as to why this is the case. We find that for internal network rela-
tionships, the number of actors is not significantly related to a subsidiary having 
single or multiple competences. This means that what matters most is the nature 
of the relationships, which supports the idea of resource dependencies – a sub-
sidiary is likely to rely upon either the HQs or a few sister subsidiaries for com-
petence development (Kostova et al., 2016; Scott-Kennel and Giroud, 2015). Internally, 
stronger functional integration between the subsidiary and other units of the MNE 
explains the likelihood of a subsidiary combining sales and marketing with techno-
logical competences, as well as the breadth of functional activities it engages in. 
One explanation for this result can be that firms with sales & marketing and 
technological competences depend more upon internal embeddedness to be 
competitive (Achcaoucaou et al., 2017; Awate et al., 2015; Dahms et al., 2020). The 
number of expatriates in foreign subsidiaries was also found to be a driver. This 
may be linked to the desire by HQs to retain control over activities overseas, to 
align HQs and subsidiary strategies (Beddi, 2012), to the need to establish new 
capabilities, or to the importance of the subsidiary in the overall competitiveness 
of the MNE (Chang et al., 2012; Duvivier et al., 2019). It may be because expatriates 
act as boundary-spanners (Minbaeva and Santangelo, 2018). Another explanation 
is that subsidiaries with multiple competences have also acquired strategic roles 
within their MNEs (Rugman and Verbeke, 2001; Taggart, 1998).

Further, our findings confirm that external business networks explain sub-
sidiary competences, and – in our case – explain when a subsidiary has multiple 
competences. The relationship between external networks and competences 
is well established (Andersson et al., 2014; Asmussen et al., 2009; Rugman et al., 
2011), but our results demonstrate that external business networks are not 
always key drivers. We confirm that strong external business networks enable 
firms to exploit specialised knowledge in the market, to compete when local 
markets require new product lines, and explain multiple competences in a 
subsidiary (Alcácer, 2006;). Developing a sound understanding of close links 
with local competitors is an important aspect of strengthening performance 
(Kim, 2019). Undoubtedly, external embeddedness boosts opportunities to access 
valuable resources and benefit from knowledge-sharing with external partners 
(Najafi-Tavani et al., 2014; Ryan et al., 2018), and our results emphasize the 

complexity of knowledge identification, absorption and exploitation amongst 
business partners (Cohen and Levinthal, 1990). Here, we acknowledge that this 
may be context specific.

Japan: A Complex Environment
Our results show that although most subsidiaries present a single competence 
in sales and marketing, some demonstrate dual or multiple competences. Thus, 
in the case of Japan, MNEs seem to exploit existing knowledge and resources 
internal to the firm more than they develop explorative strategies. The sales and 
marketing competence amongst foreign subsidiaries helps MNEs serve local 
Japanese markets, and are essential to gather information on demanding local 
customers. What is surprising in our findings, however, is that external networks 
do not impact upon subsidiaries’ competences in the same way, network breadth 
drives multiple competences, but ease of network access can have a negative 
impact on subsidiaries with dual technological competence. This may be linked 
to the unique nature of the Japanese business environment.

The Japanese economy is characterised by a deeply embedded institutional 
context. Although integration with local business groups can support the develop-
ment of multiple competences (Kimino et al., 2012), few foreign subsidiaries succeed 
in the process. This lends support to the importance of overcoming potential liability 
of outsidership experienced by foreign entrants (Edman, 2016; Johanson and 
Vahlne, 2009), but doing so in Japan is very challenging. A recent survey by METI 
shows nearly half of foreign-subsidiary managers find that the Japanese market 
remains very closed to them (METI, 2020). Besides, we find a negative relationship 
between ease of network access and dual technological and sales & marketing 
competences, which indicates that foreign subsidiaries exert caution, avoid 
unintended technological spillovers, and try and minimize the risks of local firms 
learning from their activities (Ha and Giroud, 2015; Kimino et al., 2012).

This calls for further research into understanding the roles and competences 
of foreign subsidiaries in Japan, and the specific locational advantages – or 
disadvantages − that the country offers for MNEs.

Managerial Implications
Our results present a number of useful managerial implications. Autonomy is 
not always conducive to a subsidiary building multiple competences, which 
points to a potential tension between HQs strategy and subsidiary role develop-
ment. Managers should therefore assess the key roles and strategic objectives 



Drivers of Subsidiary Competences: The Case of Japan 71

of subsidiaries. Different mechanisms can be adopted internally to ensure that 
the firm can deploy and exploit its competences across national borders. In the 
case of Japan, we find that strong internal functional integration drives dual 
technological competences, while the presence of expatriate managers is 
conducive to subsidiaries having multiple competences. Overall, various internal 
networks relationship mechanisms can be utilised to promote various competence 
combinations amongst foreign subsidiaries. In addition, as an alternative to 
expatriate management, encouraging Japanese managers to take up positions 
within HQs could strengthen strategic links once they return to Japan. This may, 
over time, strengthen multiple competences in subsidiaries locally, and ultimately 
their competitiveness in the market.

The business environment in Japan is changing, but strengthening external 
business networks can still be challenging. This suggests business networks 
in Japan should not be overlooked by HQs managers. One recommendation is 
to adapt to Japan’s uniqueness by increasing the frequency of visits to customers 
and suppliers to strengthen linkages with local business partners.

Overall, weighing the types of value-added activity performed by subsidiaries 
must be done carefully, and those firms seeking to boost units’ competences 
in Japan must carefully consider which competences are needed, and how to 
balance level of autonomy, internal network relationships, and the means to 
strengthen external business networks.

Limitations and Future Research
Our study has several limitations. Methodologically, to capture the complexity 
of subsidiary competences, we use cross-sectional, self-reported, single-source 
data, which presents limitations.

To overcome the risk of common method bias, we adopted a number of ex 
ante remedial actions in the research design, implementation and analysis, 
including careful phrasing of the questionnaire, or two waves of data collection 
to control unobserved year-specific trends. We also adopted remedial actions 
to overcome the risk of potential reverse causality in the design of the survey. 
Nonetheless, bias may remain. To minimize such risks, future research could 
consider collecting data from a variety of sources, collecting data in different 
time-points, and using qualitative data (e.g. building case studies). Further, in 

exploring the specific case of subsidiaries in Japan, we do not integrate HQs’ 
strategic objectives and mandates assigned to individual subsidiaries, nor do 
our results enable us to explore competence combination with other units of 
the MNEs, within Japan or elsewhere. Future research may adopt a multi-unit 
perspective into the identification of competences. To conclude, this study 
provides useful insights into competences held by foreign subsidiaries in Japan, 
uncovering the need for more research to better understand how MNEs operate 
in this dynamic business environment.
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