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INTERNATIONAL HUMAN RESOURCE MANAGEMENT
IN JAPANESE MULTINATIONALS

ABSTRACT

In the process of establishing management systems in their overseas subsidiaries, 
firms often make tactical decisions that subsequently have strategic effects on the 
function of the management system and relate to organizational learning. Analyzing 114 
Japanese foreign subsidiaries, we induce a typology of organization learning models. We 
then use this typology to compare and contrast differences across Japanese MNCs in 
terms of how they learn and the levels at which they learn.



INTERNATIONAL HUMAN RESOURCE MANAGEMENT
IN JAPANESE MULTINATIONALS

Any organization setting up a new operation must also establish new systems for 
managing that operation. These events present an occasion for organizational learning.
In the case of newly-established operations in the same country, the determination and 
implementation of those systems will usually be straightforward -  a simple replication of 
systems currently in effect at existing operations -  and the learning minimal. However, 
because foreign operations are commonly associated with higher levels of uncertainty as 
a result of differing environmental contexts and influencing factors, the question of what 
systems to implement overseas becomes more problematic. Consequently, these types of 
events provide many challenges, but also a significant opportunity for learning.

Our interest is in how Japanese firms learn from their overseas operations. 
Specifically, we are interested in what they learn with regard to their management 
systems. We focused on the management system for several reasons. First, of the 
various activities a foreign subsidiary engages in, the management of people appears to 
be the one most sensitive to variations in environmental conditions and factors. It also 
appears to be the most complex and uncertain. Second, as national barriers to the flow of 
capital and technology continue to fall, the importance of the human factor in the value- 
added equation rises, further emphasizing the importance to a firm of effectively 
managing its human resources (Pfeffer, 1994). Third, as firms strive for true 
globalization, the greatest barrier to that goal appears to be the ability of the firm to 
adequately and equitably manage all of its employees throughout the world. Fourth, 
when compared to their U.S. and European counterparts, Japanese firms are often 
perceived as relying far more extensively on management systems as a means of 
achieving competitive advantage (Abo, 1994). Finally, with the simultaneous rise in the 
value of the yen, the longest Japanese recession in the postwar era, and keen competition 
globally, the overseas operations of Japanese MNCs have become critical to firm 
survival. Consequently, the future of JMNCs hinges on their ability to learn from the 
overseas affiliates.

In approaching the subject of how Japanese MNCs learn from their management 
activities we have focused on three issues. First, we are interested in the content of the 
learning, both within the subsidiary and within the larger organization. This includes 
such things as the philosophy underlying a management system, the specific policies 
implemented, and the actual practices that evolve. Second, we are interested in the 
volume of learning at both the subsidiary- and corporate level. Some companies learned 
more than others. Most importantly, however, we are interested in the process by which 
the learning takes place. Our sense is that, ultimately, what was learned, how much was 
learned and who learned were determined by the particulars of the learning process itself. 
This is the central focus of our study.

Our analysis proceeds in the following manner. The next section describes our 
research methodology, outlining the reasoning behind our approach. The subsequent 
section lays out the theoretical foundation of our inquiry, delineating a model of learning 
that best fit the phenomena we observed as well as describing factors identified as 
influential in the process. This is followed by a generalized description of the archetypal



patterns of decisions that the firms vve studied pursued. Our analysis of decision patterns 
at the firm-level suggests four learning types among the Japanese MNCs we studied. The 
fifth section of our chapter moves onto a consideration of the similarities and contrasts 
among the four types. In our concluding section we consider the implications of our 
findings for how Japanese MNCs should approach learning in their foreign operations.
We also address the issues of what import our findings might have for non-Japanese 
MNCs.

METHODOLOGY

Over the past five years, we have designed a series of studies to explore how 
Japanese MNCs manage human resources in their overseas subsidiaries. Employing 
questionnaire surveys and semi-structured, open-ended interviews conducted in person as 
well as over the telephone, we collected data as part of a comprehensive, multi-method 
project to understand the nature of management systems — philosophies, policies and 
practices -  in Japanese overseas subsidiaries. Our goal was to track how management 
philosophies were transferred from parent companies, how policies were developed and 
implemented, and what the effect of specific practices were on subsidiary performance in 
terms of a variety of outcomes (Bird & Beechler, 1995), Moreover, given the 
preponderance of writers who have argued that Japanese corporations have a “Japanese 
style of management” (cf. Abo, 1994), we judged that a tangential benefit of the research 
would be to establish the degree to which Japanese MNCs actually do approach the 
management of human resources in a similar fashion (Beechler & Bird, 1994).

The project began in 1989 with a questionnaire survey of 64 senior-most 
American personnel managers and their immediate Japanese superiors in U.S.-based 
subsidiaries. The sample included roughly equal numbers of manufacturing and service 
firms distributed evenly across the East Coast, Midwest and West Coast. Executives in 
30 of these firms participated in follow-up interviews which were conducted either in 
person or over the telephone. Simultaneous to the US study, a parallel study of four 
Japanese maquilladoras was earned out in Mexico. Interview and survey data from the 
four Mexico-based firms was pooled with that of the US study. We also included data 
from interview surveys with 26 Japanese subsidiaries located in five countries in 
Southeast Asia which had been undertaken in 1987. In 1991, interviews and a limited 
questionnaire survey of 38 additional Japanese subsidiaries based in the US was carried 
out. This was followed in 1992 by field interviews with Japanese subsidiaries in Europe - 
- eight in the United Kingdom and seven in Spain. A total of 114 Japanese affiliates 
comprise the data base.

The questionnaire survey contained items measuring demographic and 
background information on the subsidiary and parent company as well as characteristics 
of subsidiary employees, both local and Japanese. Additional items explored the types 
and extent of policies in the subsidiary with regard to the general functional areas of 
HRM, including planning, staffing, training, compensation and performance appraisal.

Each manager participating in the study was interviewed for one-and-a-half to 
two hours on the types of policies in place in the subsidiary and how these policies were 
actually carried out in practice. We then asked participants to discuss the process 
surrounding the establishment of the subsidiary and the manner in which the HRM



department or the HRM functions had been brought into being. Finally, each participant 
was asked to discuss a key policy event, i.e., how a particular HRM policy came into 
being. For example in the spring of 1991, several managers discussed their 
organization’s creation of a policy to deal with employees who were members of the US 
military reserve called up as part of the Desert Storm operation in Kuwait and Iraq. As 
there is no military reserve system in Japan, none of the companies had pre-existing 
policies to cope with the sudden leave of absence of several or more key personnel so 
there was a need to develop a policy quickly.

The interviews were taped, and notes were taken as well. The majority of the 
interviews were conducted by one researcher, although in some case two researchers 
were present. In cases where two researchers were present, interview notes were 
reviewed by both. The interviews were conducted in the language of the interviewee 
(English, Japanese or Spanish) except in Southeast Asia, where they were carried out in 
English or Japanese.

Our analysis employed a “grounded research” approach in which we examined 
notes from earlier rounds of interviews to guide us in the development of questions for 
subsequent rounds of data collection. As part of tins iterative process, we induced 
“working theories” which were explored and tested as we moved forward. Working 
theories were developed using a two-step approach. First, they were tested for internal 
consistency by applying them against data from earlier rounds of interviews to determine 
if, indeed, they could be logically induced from those observations. The second step 
involved a “negative case analysis” approach (Kidder, 1981) in which new observations, 
diverse from those previously analyzed, were sought against which the working theories 
could be applied and, as necessary, modified.

THEORETICAL FOUNDATION

Adaptation and Adjustment as Learning

Preliminary to any consideration of learning in Japanese overseas affiliates is the 
more fundamental question of what is meant by organizational learning. As Hedberg 
(1981) points out, organizations are not individuals, hence organizational learning must 
differ from individual learning, not simply constitute an aggregate of individual learning. 
More than thirty years ago Cyert and March (1963) addressed this issue by noting that 
organization routines, standard operating procedures, and policies change over time in 
response to changes in the environment. They argued that these changes, in and of 
themselves, constituted “learning” by the organization. Labelled “stimulus-response” 
learning, this perspective frames learning as an adaptive-manipulative response by a 
system to its environment.

“. . .  learning results when organizations interact with their environments: each action 
adds information and strengthens or weakens linkages between stimuli and responses 
(Hedberg, 1981: 9).”

This model of learning is predicated on Campbell’s (1959) suggested mechanism 
of variation->selection->retention. Changes in the environment provide the variation



stimuli which are perceived by the organization, which then assembles responses to 
match the perceived stimuli. If the organization concludes that a particular response 
assembly matches perceived stimuli, then that assembly is retained for future use, i.e., a 
change is made in the organization’s routines.

Weick (1969), however, noted that it is not the variation of environmental stimuli 
per se to which organizations react, but rather organizations’ perceptions of stimuli. 
Stimuli pass through perceptual filters so that, when an organization responds, it is not to 
what is but to what is perceived. In this sense, organizations enact their environments. 
Consequently, the organizational learning mechanism is more accurately portrayed as 
enactment->selection->retention.

The distinction is particularly important with regard to establishing management 
systems within overseas affiliates. MNCs have pre-existing routines and theories of 
“how the world works” which serve as perceptual filters enacting the overseas 
environment. Management and other operating systems within the overseas affiliates 
may be viewed as selected response assemblies which, if perceived to match stimuli, will 
be retained.

Our position is consistent with that of Cyert & March (1963) and Campbell 
(1965) in that we believe the very process of establishing a management system in the 
overseas affiliate and then making adjustments to-fine-tuning or overhauling-the system 
constitute the initation and continuance of an ongoing organizational learning process. 
The process of organizational learning pertinent to the management system in the 
overseas affiliate is presented in Figure 2. It is initiated with the decision by the parent 
firm to establish an overseas affiliate. At that time, the parent enacts a picture of reality 
that includes an interpretation of the local environment in the host country and its own 
capabilities. Using this picture, it makes an assessment as to how well extant systems fit 
with the host country environment. Drawing either upon internal or external sources, 
appropriate systems, or components of systems, are then organized to create a 
management system for the overseas affiliate. As the system or some of its parts suit the 
local environment, they are retained in the affiliate becoming institutionalized in the 
ongoing system. Information about what is retained feeds back to influence subsequent 
perceptions of the local environment and firm capabilities. Meanwhile those aspects of 
the system that did not suit local conditions become stimuli for subsequent enactment as 
the cycle continues iteratively.

It is important to note that the learning process transcends two levels of the 
organization and involves two sets of actors. The process is initiated by the parent firm 
through decisions made by headquarters personnel, but directly involves the overseas 
affiliate and its personnel as the process moves forward into selection. Retention then 
takes place at the affiliate level, but feedback subsequently influences both affiliate and 
parent perceptions.

Imprinting and the Start of Learning



If organizational learning is an ongoing, cyclical process consisting of phases of 
enactment, selection and retention then it is prudent to ask when does the learning begin. 
In the case of JMNCs and their overseas affiliates, we concluded that learning begins 
with the selection and implementation of the affiliate’s management template. It is at this 
point that the nature of the parent meets the nurture of the local environment and, through 
that interaction, both affiliate and parent learn lessons about what works and what 
doesn’t. Attributes imprinted at the founding of an organization shape its subsequent 
trajectory of development (Stinchcombe, 1965). As outgrowths of an existing 
organization, affiliates are bom possessing predilections and orientations. At the same 
time, they encounter specific conditions and chronologies in the host country not 
previously experienced by the parent which may impose new constraints and apply 
unanticipated pressures. The imprinting of the affiliate--both genetically and 
environmentally-signals the start of the learning process.

Selecting Management Templates

The genetic code of the affiliate is located in the philosophies, policies and 
practices of its various operating systems. Our specific interest is in the management 
system, by which we mean those aspects of the operating system directly related to the 
treatment of human resources. This definition extends beyond the notion of human 
resources management focused solely on planning, staffing, training, compensation, and 
performance appraisal by including such other activities as the supervision of workers on 
the shop floor and the direction of administrative personnel.

To guide them in the development of the affiliates management system, firms 
employed a template, i.e., a set of

Factors Influencing the Learning Process

A DECISION TREE AND FOUR LEARNING ARCHETYPES

The outcome of our analyses was the identification of a typology of learning 
patterns used by Japanese firms in the establishment and ongoing management of their 
overseas subsidiaries* management systems. This typology is comprised of four distinct 
archetypes, each of which follows a different path in its development. These four 
archetypes are presented in Figure 1 in the context of a decision tree diagram which 
describes the specific sequence of decisions and set of influencing factors that 
characterize each of the four types.

In the following subsections we describe the starting point common to all of the



Tactical Decisions and Emergent Learning Strategies

The decision to set up an overseas affiliates creates, in turn, the need to make a 
large number of other decisions, most of them viewed as tactical in nature. (For our 
purposes here, “tactical” is defined as being concerned with the implementation of a 
strategy -  in this case, a specific strategy of moving overseas.) The first of these 
decisions is how to staff the new subsidiary. In the case of a green field investment, for 
example, most of the employees will be hired locally, but key managerial positions will 
likely be filled by Japanese personnel. In our study, the actual number of Japanese 
expatriates installed in the affiliate may range from a low of three or four percent up to a 
high of thirty percent. Although constraints of space do not allow for elaboration, initial 
staffing decisions are guided by preferences in ownership structure, method of 
establishment (green field, joint venture, takeover, etc.), whether the company sees 
Japanese management as one of its core competencies, and by the overarching corporate 
strategy. (See Taylor, Beechler & Napier, 1995).

A second tactical decision involves the selection of a basic template to be used in 
guiding subsequent decision making about the specifics of the subsidiary’s management 
system. The Japanese MNCs we studied varied along two dimensions when it came to 
making this decision: the model for the template and the level at which the template is 
established. The first dimension involved the choice of a parent company or host country 
template. There appear to be two choices a firm can make. The company can transfer 
the parent template, making minor adjustments along the way, or the overseas affiliate 
can adopt a local template, often making major adjustments from what the parent is 
accustomed to. We found wide variation in the templates that Japanese MNCs selected.
As we will discuss below, however, it was possible to group these variations into four 
basic types.

The second aspect of the template decision involves the level at which the 
template is established. Some firms in our study sought to transfer the parent template at 
the level of management philosophy. That is, they endeavored to transfer an underlying 
set of values which were to be used in defining how and what policies to establish. For 
example, one firm identified had a well-defined corporate philosophy that valued the 
development of human capital and a long-term relationship between employee and 
company. At the time of establishing its first overseas affiliate in the U.S. it emphasized 
these values in the development of specific HRM policies. By contrast, other firms 
sought to implement a template at the policy level, spelling out in great detail the specific 
procedures to be followed. For example, one firms sought to transfer the entire parent 
company template to its U.S. operations. To do so, it had its entire set of work rules and 
personnel manuals translated into English and then checked for legally necessary 
modification in the host country. Finally, a third set of firms was less concerned with 
philosophy or policy, but instead focused on how specifically they wanted employees to 
behave. These firms sought to establish a template at the practice level, seeking a 
specific behavior.

types and discuss the factors leading to differentiation into each of the archetypes. This is
followed by a comparison of the four types and the ways in which they differ from one
another.



We found that decisions about parent or host country template and the level at 
which the template was to be applied were strongly influenced by three factors: the 
strength of the company culture, the company’s perception of management as a core 
competency, and the perception of the parent management system’s fit with the host 
country environment. In instances where the corporate culture was strong, where 
management was seen as a core competence or the parent system’s fit with the local 
environment was perceived as high, Japanese MNCs selected a fully-elaborated parent 
template that included philosophy, policy and practices.

As firms moved forward with the implementation of their chosen template they 
usually found it necessary to make adjustments in their affiliate management system.
The types of adjustments they made were guided by their perceptions as to the cause of 
problems inevitable with any implementation, the degree of autonomy granted them by 
the parent, and the amount of international experience key personnel possessed. For 
some firms the adjustments were straightforward and easily made. Typical of this type 
was a photochemical processing firm that, in an effort to adapt to US labor norms, had 
decided not to ask local employees to wear company uniforms, even though Japanese 
expatriates wore them on the shop floor. Local workers expressed discomfort at being 
treated differently than their bosses and their counterparts back in Japan. This being the 
company’s first overseas facility, corporate planners in Osaka had assumed that the 
Americans would not want to wear uniforms and had instructed the US plant manager not 
to issues them. However, once he became aware of local employee concerns, he 
instituted a policy requiring that uniforms be worn in the plant and morale improved.

For others, the adjustments followed an iterative, experimental process whereby 
they would try first one solution then another. For example, a copier manufacturer in the 
UK sustained levels of turnover higher than any local firm. Believing that the turnover 
was due to low wage rates, the company implemented a pay increase for line workers. 
When turnover rates remained high, quality circles were established and a team-based 
bonus system was installed. When turnover still remained high the company reverted 
back to its original compensation system and undertook a more rigorous selection 
procedure designed to eliminate candidates with career profiles similar to those who 
quitXXX

It is important to point out that not all problems could be resolved and that the 
process of adjustment was ongoing. Changes in the local environment as well as shifts in 
strategy and fluctuations in parent operations required that the affiliate management 
system undergo continual adaptation.

It is our position that the very process of making adjustments, of fine-tuning or 
overhauling the system, constitutes the ongoing organizational learning process. This 
view is consistent with Cyert & March (1963) and Campbell (1965), who characterize 
organizational learning as a process of retaining over time those responses to the 
environment that have been previously successful. A second type of learning may occur 
as the subsidiary and parent communicate with one another, thereby transmitting 
knowledge to the parent or to other foreign subsidiaries within the organization. This 
basic model of organizational learning between subsidiary and parent is presented in 
Figure 2. The cycle follows an ecological model (Weick, 1979) in which learning is a 
function of interacting with the environment. In this instance, Weick*s three-stage 
process of enactment-selection-retention begins with the imposition of an initial



management system template, thereby enacting an environment which the firm perceives 
to be an accurate representation of reality. Because perceptions of the environment are 
constrained and imperfect due to bounded rationality (March & Simon, 1958), the system 
achieves only an imperfect fit. Consequently, revision to the initial template must be 
made. However, the starting point appears to be highly influential as it sets the tone and 
direction of subsequent processes. Identification of misfit, in turn, results in an effort to 
determine what worked and what didn’t, with adjustments made where deemed 
necessary. What transpires, in essence, is a process of selection. Aspects of the enacted 
system that work are identified. Aspects of the system that do not work are revised and 
reapplied. As problems are resolved a revised, “new” system emerges which the 
subsidiary retains. The subsidiary and parent firm then make decisions about what has 
been learned. Learning may be extended beyond the subsidiary by disseminating it to 
other units within the firm. Figure 2 presents a basic model that describes in general 
terms the learning process. The workings of this basic model vary for each of the 
learning types. We discuss those variations below.

The Exportive Model

In establishing the overseas subsidiary’s HRM policies and practices, some 
Japanese firms seek a wholesale transplant of the management template from the parent 
company in Japan. Referring back to Figure 1} this approach is labeled “Exportive” 
because of its implicit assumption that parent company ways of doing things are. 
inherently the most appropriate, if not superior to other approaches (Perlmutter, 1968). 
While the label “exportive” is usually reserved for those individuals or firms who believe 
that their own national culture is superior to others, it seems appropriate here for parallel 
reasons. Firms following this model are inclined to view their management of human 
resources as a core competency which was a source of competitive advantage and, hence, 
are inclined to see it as something that is universally applicable. In one or two instances, 
firms also saw the gap between local environmental conditions and those back home in 
Japan as relatively small, subsequently concluding that significant modification of the 
parent template was not required.

What distinguishes the Exportive model is that, indeed, the management system 
did seem to work well, and on the first try. Japanese firms in the exportive categoiy are 
characterized by successful management systems that closely mirror the philosophy and 
policies of the parent. While we were initially inclined to think that firms adopting this 
model would experience significant difficulty in establishing effective HRM policies and 
practices in their overseas subsidiaries, such a sweeping conclusion proved inaccurate. 
The Exportive model seemed to work reasonably well when subsidiaries were located in 
countries that were legally and socioculturally similar to Japan. Consequently, only 
minor adjustments in the parent template were necessary.

Figure 3 indicates how the exportive learning type varies around the basic model. 
The subsidiary enacts the parent management template in the overseas affiliate. There is



a rough fit with local demand conditions such that only minor adjustments are required 
for it to work well there. The MNC early on concludes that the experience with the 
parent system and so it is retained. This is viewed by the both the subsidiary and the 
MNC as a confirmation of the parent template as an appropriate way to manage the 
affiliate’s HRM function. Consequently, learning is in the form of a confirmation of the 
original assumption. Hedberg (1980) points out that learning derived from success often 
focuses on fine-tuning the existing system. We found this to be true for the Japanese 
firms in our study, who were convinced of the correctness of their systems as well as 
their systems’ widespread applicability. Moreover, since the experience confirms what 
was already believed, there is little attempt at dissemination of other aspects of the 
system, particularly whatever revisions were made to it. These are seen idiosyncratic to 
the host country and therefore irrelevant to both the parent and other foreign subsidiaries.

The Closed Hybrid Model

A second group of firms adopted a variant of the learning model that we have 
labeled “Closed Hybrid.” As was the case with Exportive learners, this type is 
characterized by a subsidiary’s reliance on a parent company template in the development 
of its initial management system. However, early on the subsidiary encounters problems 
indicating that the fit is not good, substantive changes are required. At this point, if the 
subsidiary and the parent have strong beliefs in management as a core competency, 
modifications to the system are predicated on a belief that the cause of problems is 
external. This may include causal attributions such as the local workers are poorly 
trained or have a bad attitude, local competitors are able to pay higher wages, or 
government regulations interfere with HR policies. Modifications to the system usually 
moved in the direction of buffering the system, i.e., decreasing outside influences 
(Thompson, 1967).

The Closed Hybrid differentiated itself from the Exportive type as a result of its 
initial lack of success in adapting and functioning effectively in the local environment. 
Hedberg (1980) notes that failure often encourages a re-evaluation of assumptions and 
beliefs. Closed Hybrid firms, faced with failure, recognize that the parent template does 
not fit the local environment. However, because they hold strong beliefs about the 
efficacy of their own approaches, there problem search is externally directed, as is their 
learning. They acquire more information about the local environment, recognize how 
their system needs to be modified to function well within it, and make changes 
accordingly. Dissemination of what they learn, however, is limited due to a perception 
that the local conditions are exceptional making responses inapplicable to other settings.
It is for this reason that we label this type of firm a Closed Hybrid learner. Experience 
leads to the creation of a hybrid system, however, learning is closed off from the rest of 
the organization.



The Adaptive Model

In contrast to an approach that assumes the superiority and efficacy of parent 
company ways of managing HRM, some firms focus on adapting as much as possible to 
the local situation, eschewing the notion that parent company approaches might be useful 
except in limited areas. Because this approach leads to a relatively disparate set of 
policies and practices across overseas subsidiaries, we call this the Adaptive learning type 
(Perlmutter, 1969). Firms employing this model downplay the importance of the HRM 
function in their overseas operations. They hold the position that human resources ought 
to be managed as effectively as possible and that, while they might possess considerable 
expertise in this area, they are not arrogant enough to believe that parent company 
policies should be imposed on overseas subsidiaries which face considerably different 
conditions.

When these firms confront problems in the course of establishing HRM policies, 
their inclination is to search for the cause of the problem internally, seeking to discern in 
what ways their approach or the actions which flow from that approach are flawed. One 
consequence of doing so is that these firms learn a great deal not only about the local 
environment and local actors, but also about themselves. Unfortunately, because of their 
beliefs that local conditions are so different, they believe what is learned cannot be easily 
extended beyond the individual subsidiary. Each subsidiary has to learn on its own, with 
little if any transfer between them or between subsidiary and the parent company.

These characteristics are reflected in Figure 5, which describes the Adaptive 
version of the learning cycle. The overseas affiliate begins with a template customized to 
fit with the demands of the local environment. However, being an outsider and 
possessing imperfect information, there is an incomplete fit between the management 
system and the country environment. Also important is that the affiliate management 
system does not fit well with the parent company either. By and large, however, the 
film’s initial sensitivity to local conditions means that adjustments are not significant. 
Minor revisions to the system are implemented and the system is viewed as successful in 
terms of its responsiveness to local demands. Again, the success of the initial 
implementation effort accompanied by the misfit from the outset with the parent 
management system discourages attempts to share what is learned beyond those 
associated with fine tuning the process. Viewed in this way, both the subsidiary and the 
parent are inclined to conclude that learning is not easily transferred, so diffusion if 
limited.

The Open Hybrid Model

The final type, what we call the Open Hybrid learning model, encompasses firms



who approach the development of a management system for their overseas subsidiaries 
from a variety of starting points. Firms adopting this model may or may not have 
originally begun with a parent company template as the basis for their system. 
Nevertheless, they tend to move very quickly from either a parent company focus or a 
host country focus to a position that sought a duality in outlook -  a simultaneous 
emphasis on parent and local perspectives. Almost invariably this shift is the result of 
problems they encounter which are much greater than anticipated, causing them to re
evaluate their initial assumptions and beliefs. As a side note, only firms which are not 
strongly wedded to a belief in management as one of their core competencies seem able 
to undergo such transformations.

Figure 6 illustrates the learning cycle as experienced by Open Hybrid learners. 
Finns in this category initiate their subsidiary management system development with 
customized templates — modified from the parent or local models — and open themselves 
up to change once they encounter difficulties. They make revisions to the template 
involving both adjustment to local conditions and modification from parent positions. 
They closely monitor the application of adjustments and are cautious in the acceptance of 
success. This is not to suggest that they are timid in identifying what is working. Quite 
the opposite, when they discover successes, they are inclined to disseminate them quickly 
and widely within the company. Rather, what is noteworthy is their recognition that the 
system require continual adjustment. They are humble regarding what they know and, 
hence, make themselves open to learning. Moreover, they seek ways to connect what 
they are learning locally with applications to other situations in the larger organization.

The greater flexibility of the Open Hybrid, brought about as a result of a dual 
focus and a willingness to relax assumptions about the superiority of the parent 
company’s management system, enable these MNCs to search for the source of problems 
both internally and externally. One consequence of this is that firms in this group tend to 
identify problems more quickly, while problems are still in gestation and before they 
have time to develop into fully grown crises. Change is incremental and continuous.

The orientation of Open Hybrids toward change is also highly proactive, 
characterized by a constant tinkering with the management system. Open Hybrid firms 
exhibit a willingness to learn from local sources or from other parties within the 
organization. In similar fashion, they are willing and often enthusiastic about sharing 
what they have learned with others in the local community, but more frequently with the 
parent company and with other subsidiaries within the organization. One UK subsidiary 
in our study demonstrated through its active membership in a local business association 
that met monthly to share insights about HRM issues and how to resolve various 
management problems. Within the larger organization, they met quarterly with HRM 
managers from others subsidiaries in Europe, again using the occasion to share 
information and trade insights.



Comparing the Four Learning Types

A consideration of the similarities and differences among the four models 
highlights several important distinctions. Contrasts across the models are presented in 
Table 1 in terms of the three stages of the learning cycle: enactment, selection, and 
retention.

Enactment. The most critical decision point in the process of establishing the 
overseas subsidiary’s management system was that of the initial template to be used.
This choice set the direction and tone of subsequent decisions. Exportive and Closed 
Hybrid firms opted for a parent management template, thereby establishing what would 
subsequently become barriers to locally responsive adaptations. By contrast, Adaptive 
and Open Hybrid firms emphasized host country responsiveness and put into place local 
templates. The template decision was influenced by a variety of organizational factors 
mentioned previously, among these were ownership, mode of entry, role of the subsidiary 
in overall strategy and the perception of management as a core competency. More 
critical than these, however, was the staffing decision, i.e., who was selected to install the 
template. Specifically, the general manager of the subsidiary served as the primary 
“carrier” of the template. In the case of Exportive and Closed Hybrid models, the carrier 
was a Japanese expatriate from headquarters, quite often working in close connection 
with staff in the parent company. Adaptive and Open Hybrid firms were more likely to 
use a host country national. When the subsidiary general manager of these types of firms 
was a Japanese national, then it was common to find that the executive responsible for 
HRM was a local person who had been given substantial autonomy in the design of the 
management system.

A second distinction between the Exportive/Closed Hybrid types and the 
Adaptive/Open Hybrid firms was the level of template selected. The former were much 
more inclined to establish a parent template including management philosophy and 
policies than were the latter. Although Adaptive/Open Hybrid firms selected a local or 
highly customized template, with rare exception these were predicated upon a 
management philosophy borrowed from that of the parent. Typical of this was a U.S. 
subsidiary of a copier company which e classified as Open Hybrid. • The U.S. manager 
assigned the responsibility of designing the management system was given free reign to 
do what he thought best. His choice was to visit the parent company in Tokyo and spend 
several months talking with headquarters personnel in order to get a feeling as to why 
they did the way they did. Upon his return he set about developing a U.S.-version of the 
parent philosophy and then elaborated a set of policies, many of which on the surface 
bore little similarity to parent company policies. Nevertheless, policies were aimed at 
being consistent with the values of the parent.

Selection. The defining difference between the four learning types in the 
selection stage centered on the extent of adjustments required. Both Open and Closed 
Hybrid types experienced substantial difficulties early on in the development process.



These difficulties forced firms to re-analyze their initial assumptions about the system 
and develop new ways of doing things. What differentiated the two from one another 
was that the Closed Hybrid refused to consider that problems might be caused by internal 
factors. They assumed the difficulties arose from an improper read of the host country 
environment. In contrast, Open Hybrid firms were willing to consider that they 
themselves might be the cause of some problems and, hence, were willing to look for 
internal adjustments.

Exportive and Adaptive types were characterized by rather minor adjustments. 
That is, the initial templates fit reasonably such that only minor revisions were called for. 
Our follow-up revealed that this was not always true. In several instances, firms chose to 
perceive only minor problems when, in reality, the misalignment with local requirements 
was great. For example, a copier company based in the southern U.S. felt comfortable 
with its management system two years into operations. “Yes, there are problems,” one 
manager told us, “but they’ll be resolved over time.” Our telephone interview nine- 
months later revealed that the problems had only gotten worse. This raises another 
important point.

Because learning is ongoing, firms occasionally moved from one type to another. 
This was most often the case with Exportive and Adaptive types. Overtime management 
systems that had seemed to work well occasionally experienced major difficulties. 
Sometimes this was due to an initial bad fit that had been glossed over. At other times it 
was the result of shifting conditions in the host country or a change in the subsidiary’s 
strategic role within the larger organization. Usually, such shifts caught the subsidiary 
off-guard, making the subsequent adjustment traumatic.

Retention. The final stage of the learning cycle involves retaining lessons from 
what did or did not work. The is where the four types diverged from one another. What 
Exportive firms seemed to learn was that the parent template worked in the new setting.
In other words, learning came in the form of a confirmation that initial assessments were 
correct. In concert with this learning was the perception that transference of the parent 
template required fine-tuning. The result was an emergent belief by the parent that its 
management template was “universal.”

Closed Hybrid firms learned, albeit often reluctantly, that the parent template did 
not fit the local environment well. Given the belief that management constituted a core 
competency of the parent, other learning from the experience was predicated on 
maintaining a consistent self-image. That is, firms in this group “learned” that the 
pressures of the host country environment required that the management system be 
buffered in various ways.

Adaptive types learned about the local environment and what was required to 
succeed there. This knowledge was often embedded in the subsidiary managers 
themselves, as characterized by a deep knowledge of how to accommodate local, state 
and government labor regulations.

Finally, Open Hybrid firms acquired an understanding in three areas: 1) host 
country environment and what the subsidiary management system needed to do to work 
well there; 2) the subsidiary itself -  what its strengths and weaknesses were; 3) how the 
subsidiary’s experiences fit within the larger organization, i.e., what it could teach others 
and what it could learn from them.

In the next section we address more specifically various aspects of learning that



IMPLICATIONS FOR LEARNING

The identification of four types of learning organization led to an analysis of the 
various affects and implications for learning. Several issues are addressed in the 
following section. Following that, we step back from the firms in this study and reflect 
upon the larger implications of learning in large complex MNCs.

Implications of the Four Models

Type of learning. Argyris and Schon (1978) make a distinction between single
loop and double-loop learning. Single-loop learning is characterized as “an ability to 
detect and correct error in relation to a given set of operating norms” (Morgan, 1986: 88). 
By contrast, double-loop learning is described as an ability “to take a ‘double-look’ at the 
situation by questioning the relevance of operating norms” (Morgan, 1986: 88). Of the 
four learning types identified in our study, only the Open Hybrid exhibited double-loop 
learning capabilities. (See Table 2.) Exportive firms and Adaptive firms were convinced 
of the correctness of operating norms, consequently their only concern was with making 
minor corrections to conform to norms. Closed Hybrid firms, in the face of evidence that 
operating norms were not effective, chose instead to focus on ways to preserve norms 
rather than change them. This is one facet of the label “closed,”

grow out of the overseas affiliate’s efforts at establishing an management system. We
approach the learning implications first in terms of differences among the four types.
Subsequently we consider some of the larger implications for Japanese MNCs and others.

Volume of learning. A second aspect of learning is the amount of learning that 
may take place. Because they met with relative initial success, Exportive and Adaptive 
firms learned less than their hybrid counterparts. Most of their attention was directed 
toward minor revisions to the original template. Things went as anticipated so there was 
little stimulus to “look beyond the mark.” Open and Closed Hybrid firms learned more 
because they found it necessary to learn more. Problems and failures called for re- 
evaluations not minor revisions. Our interviews with managers in these two types of 
subsidiaries were marked by more reflective and insightful comments than those in either 
Exportive or Adaptive firms. For the latter, there was often a matter-of-factness about the 
implementation of their management system. Nothing unusual had happened so there 
was little to comment on.

Transferability of learning. A second aspect of learning is the extent to which it 
can be transmitted to others, i.e., its transferability. Nonaka (1992) points out that 
knowledge comes in two varieties -  explicit and tacit. Explicit knowledge is just that: 
easily explained or transmitted to others. Tacit knowledge is difficult to state or explain.
It is embedded in understandings that cannot be easily codified. Much of the learning 
that Adaptive and Closed Hybrid firms experienced was tacit. It could not easily be



explained or transmitted outside the subsidiary. Often it was embedded in the 
experiences of individual managers who understood how things were done locally but 
saw neither the need nor the way to explain it to the parent. “Things are simply done 
different here; headquarters doesn’t understand,” was a phrase that characterized this 
learning. Exportive firms acquired explicit, albeit shallow, knowledge. Many of the 
changes to policies they made were straightforward and transparent, for example an 
overtime policy that needed to be modified to conform to host county regulations. Open 
Hybrid subsidiaries acquired both explicit and tacit knowledge. Because they 
experienced double-loop learning, the tacit knowledge was both about how the subsidiary 
could be effective locally as well as how different policies fit together or coincided with 
the management philosophy. Explicit learning also focused on two aspects of learning: 
on specific policies and the ways in which they worked within the subsidiary as well as 
on how they would work in other settings. Quite often the latter type of explicit 
knowledge was developed through parent-designed workshops which brought together 
personnel managers from different subsidiaries within a region.

Sharing of learning. Although knowledge may be difficult or easy to transfer, 
whether or not it actually is transferred is another question. Our final concern centered 
on the extent to which learning at the subsidiary level was shared within the larger 
organization. For Exportive firms sharing was widespread, but superficial. Adaptive and 
Closed Hybrid subsidiaries engaged in only limited sharing. In contrast, Open Hybrid 
types shared widely in a give-and-take fashion. They sought opportunities to pass on 
what they had learned to other units. In addition, they also actively sought input on what 
they were doing. Perhaps the most distinctive attribute of the Open Hybrid type was its 
openness to learning.

Larger Implications

The vast complexity of large MNCs, their institutional qualities, and the 
ambiguity of working across national and cultural boundaries raises a myriad of 
concerns. Although we cannot hope to address all of them, several are particularly 
cogent to our work with Japanese MNCs and their overseas affiliates.

Learning when the cycle is incomplete. Our discussion above has operated on 
the assumption that learning cycles are complete. Hedberg (1981) suggests that complex, 
highly unstable environments (typical to the international arena) may create situations 
where the learning cycle may be short-circuited or remain incomplete. In the firms we 
studied this was not a rare occurrence: key managers were transferred; objectives 
changed; parent constraints prevented revisions to the existing system and so forth. In 
such instances, two types of outcome were prevalent. In the first, the subsidiary found 
itself repeating the mistakes of a previous administration as new managers acted on the 
basis of their own understandings which were naive and not contextually grounded. This 
often led to a deterioration of morale and the exit of persons with the appropriate 
knowledge to help the new manager correct errors. In the second, new adjustments were 
made before the efficacy of prior adjustments could be determined. Consequently, the 
subsidiary seemed to always be in a state of flux, never stable long enough to confirm 
that difficulties had been properly diagnosed and remedied. This, in turn, developed into 
a downward spiral of morale and performance in which problems grew faster than



responses could handle them.
Unlearning to learn. Parent organizations, no matter how neutral or objective 

they attempt to be, introduce perspectives and ways of doing thing that are predicated on 
prior learning. In this sense, “learning” in the overseas subsidiary may actually consist of 
two different activities — learning and unlearning. This may be most easily understood if 
brought down to the level of the individual general manager. Japanese expatriates found 
it necessary to unlearn the Japanese parent’s management system before they were able 
to leam local ways of doing things. This was also true for host country managers, who 
needed to unlearn local management approaches before they could comprehend the 
parent’s system.

This suggests that humility and patience are essential qualities to be a successful 
subsidiary managers and to be a successful subsidiary. Humility is required in terms of 
being willing to let go of preferred or accepted ways of doing things and in terms of 
being open to new approaches and ideas. Patience is required because the process of 
unlearning and learning takes time. A similar assessment can be made of the 
requirements for parent companies.

Learning what is essential. Part of the successful development of the 
subsidiary’s management system and the effective dissemination to the parent and other 
units of the firm is the ability to identify what are the essential elements of the initial 
template as well as what are the essential elements of the subsequent adjustments. This is 
clearly an area where many Japanese firms have struggled. Indeed the past five years has 
witnessed an earnest attempt by many Japanese companies and business associations to 
identify what are the essential aspects of the general Japanese management system.
Typical of this effort was a report by the Japan Federation of Employers (Keizai 
Doyukai, 1992) in 1992 which broke down managerial practices into two categories- 
practices having positive benefit and practices having uncertain benefit--which were, in 
turn, broken down into two classes each. Practices having certain benefit were separated 
into those which ought to be strongly promoted in overseas operations and those which 
ought to be maintained domestically and applied overseas where possible. Practices 
having uncertain benefit were broken down into those which should only be applied in 
Japan and those which ought to be done away with even in Japan.

The strategic dimension of tactical decisions in learning. We began our 
discussion of organizational learning in Japanese affiliate management systems by noting 
the variety of tactical decisions associated with setting up overseas. While we have 
desire to blur the distinction between “tactical” and “strategic,” our findings suggest that 
what many Japanese MNCs perceive as tactical decisions may in actuality be strategic. 
Indeed, when it comes to the establishment of a new system within an overseas affiliate, 
prudence would seem to point toward viewing most of the decisions as strategic.
Foremost among those tactical decisions that have a powerful strategic dimension is that 
of the selecting a general manager and related personnel to staff the new operation.
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FIGURE 2. A Basic Process Model of the Japanese MNC Parent-Subsidiary
Management Learning Cycle
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FIGURE 3. A Process Model of the Japanese MNC Parent-Subsidiary management
Learning Cycle for Exportive Firms
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FIGURE 4. A Process Model of the Japanese MNC Parent-Subsidiary management
Learning Cycle for Closed Hybrid Firms
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FIGURE 5. A Process Model of the Japanese MNC Parent-Subsidiary management
Learning Cycle for Adaptive Firms
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FIGURE 7. A Process Model of the Japanese MNC Parent-Subsidiary management
Learning Cycle for Open Hybrid Firms
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TABLE 1. A Comparison of Four Learning Cycle Models
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TABLE 2. Implications of the Four Models for Parent and Subsidiary Learning
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