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ABSTRACT

This paper examines the relationships between entry mode, corporate characteristics, and
performance of foreign firms in Japan. The entry mode classified into wholly ownership
subsidiaries and joint ventures (JVs) subsidiaries. The profitability determined by adjusted
net profit ratio to measure the integrated profitability. By using financial data of 319 foreign
corporations in Japan, we conclude that the profitability of joint venture ownership is better

than wholly ownership for manufacturing companies while wholly ownership is better than

Keywords
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joint venture ownership for non-manufacturing companies. In addition, the profitability of
joint ventures with minority ownership is the best entry mode for manufacturing companies
and equally ownership for non-manufacturing companies in Japan.

FDI,
Entry mode,
Ownership.

Introduction

In Japan, after adopting capital liberalization policy in July
1967, many amendments had introduced in terms of policies and
regulations. Especially, to release the grip of insecurity after
collapsing the bubble economy, and also to secure the hollowing
industries and to face international competitiveness, there is an
increasing need to maintain the environment of mergers and
acquisitions (M&A). Companies have now started to recover
and restructure them. Continuous improvement, innovation, and
M&A are examples of the strategies that Japanese enterprises
are using to enable them to cope with the challenges of being in
global markets (Slater, Paliwoda & Slater, 2009; Morrison &
Floyd, 2000). Mergers and acquisitions, and joint ventures have
taken place in the industries such as telecommunication,
insurance and finance, motor, and pharmaceutical. With that,
foreign firms have started to appear in Japan.

Currently, the world is experiencing the worst recession in
many decades. While many Multinational Enterprises (MNES)
are facing difficulties by losing jobs, markets, and financial
resources, world’s leading industrial countries are getting
together to reverse the current economic situation. Coordinating
with the US and other countries, Japan plays a primary role in
this effort. During the last eight years, the US-Japan investment
initiative has facilitated active discussion and cooperation on
ways to improve the climate for foreign direct investment (FDI)
in Japan and in the US. Therefore, FDI stock in Japan has risen
steadily in recent years (Japan External Trade Organization
(JETRO), 2009).

Even though the background is as such, we have only a little
knowledge and a few relevant empirical researches on foreign
companies in Japan. Therefore, this research paper focuses on
the relationship between the entry mode of the foreign
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companies and the profitability of foreign subsidiary in Japan.
Additionally, we will analyze the relationship between the
special characteristics and the profitability of those subsidiaries,
the relationship of the existence of foreign employees in the
subsidiary and subsidiary profitability from the perspectives of
culture and human resource, which has never been explore in the
previous research. Further, this research also examines the
special characteristics of the foreign parent companies and the
profitability of the subsidiaries in Japan. Following this
procedure, we intend to make a useful contribution to the
existing literature on management strategies of the foreign
parent companies and their subsidiaries in Japan.

The remainder of this paper organized into five parts. The
first part discusses the current situation of foreign companies in
Japan. The second part reviews the relevant literature on FDI to
develop the hypotheses. The third part details the data and the
research methodology. The forth section discusses the results
and the last section concludes with managerial implications and
recommendations.

Current situation of foreign companies in Japan

Foreign Direct Investment (FDI) grew very rapidly
throughout the early 1990s around the world, slowed somewhat
in 1997, and picked up again in the late 1990s. Globalization of
industries and the increasing number of mergers and acquisitions
have been the major underlying forces for the growth in FDI
flows. Theories such as international product life cycle, eclectic
theory, market power, and market imperfections have attempted
to explain why companies engage in FDI. Although the
destinations of most FDI inflows are industrialized countries,
they are attracting a declining share of the worldwide total FDI.
The East Asia and Pacific region is luring a great deal of FDI
(wWild, Wild and Han, 2000).
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The problems in the financial and banking sector caused by
the collapse of the “bubble economy” left Japanese banks with
huge non-performing loans backed up by inadequate assets and
the Japanese government had to injected billions of yen in order
to rescue those banks. The collapses of banks have had dramatic
impacts on Japanese companies. Some companies bankrupted
and some fell behind their global competitors. Restructuring was
imperative, and besides that, companies had to sell assets and
shares. The internal cross shareholding system was breaking
down and many shares have gone to foreign investors (Morrison
and Floyd, 2000)

Subsequently, the flow of FDI into Japan has become faster
than ever before. With regards to the direct investment in Japan,
in 1989, foreign direct investment has been increased as 23.4
times of domestic investment. Ten years after 1999, domestic
investment started to grow and came closer to foreign
investment level. In year 2004, FDI in Japan achieve to 4,027
billion Yen while domestic investment was only 3,821 billion
Yen. Moreover, inward FDI has increased up to 7,996 billion
yen in year 2007 (JETRO, 2008).

A survey of foreign-affiliated firms in Japan conducted by
JETRO in 2008 indicated that one in five of these companies in
Japan considered Japan as a centre for research and development
and a base for business activities in Asia. It claims that Japan
offers abundant potential for businesses to increase their profit
via enormous market potential, sophisticated customers with
high purchasing power, promising markets and industries, being
home for the world’s top companies, SMEs with unique
technologies, innovation, being a gateway to the Asian market,
expanding foreign companies, mature infrastructure, and secure,
comfortable environment (JETRO, 2009).

Thus, the change occurred in the Japanese economy since
1997 financial crisis was behind the increased entry of foreign
companies into Japan. Particularly the declined land prices made
foreign companies easier to establish their business in Japan. In
addition, it suggested that the failure of Japanese business and
sharp decline of the stock prices made affordable once high-
priced properties than ever before. In addition, there has been a
radical increase of cross-border M&A Dbecause of the
development of the liberalization of trade investments at the
global level, deregulation and removal of restrictions on
privatization in several countries, new product and technology
development due to innovations in the field of
telecommunication, and the global competition by firms for
market possession.

Literature Review and Hypotheses Development

Entry mode is one of the most important strategic decisions
made by a firm seeking to enter a foreign market. Parallel to its
importance, it has been the third most researched field in
International management. Entry mode studies include studies
on the predictor’s of entry mode choice, Predictors of
international equity ownership levels, and consequences of entry
mode decisions (Werner, 2002). Furthermore, previous research
by Cespedes and Hoshino (2001) found the direct effect of
ownership and internalization advantages on business
performance. However, it still lack of evident in terms of
relation between entry mode and business performance.

Entry mode consists of wholly owned and joint ventures
method. The main reason for selecting the joint ventures as the
form of business is the anticipation of synergistic effect by
combining the business resources of the two business
organizations (McConnell & Nantell, 1985). Consequently, it is
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common to send some temporary staff in order to acquire some
benefits for more profits, and to maintain those. It is an
important  vehicle for establishing and maintaining
organizational control over international expansion activities.
This can accomplish by assigning parent country nationals to
foreign subsidiaries and manipulating the ratio of parent
company nationals in the top management (Luo, 1999).
Especially, in foreign companies where it is said that personnel
contribute largely to the competitive advantage, we believe that
sending own staff from the parent company to the international
joint company will become more important. Therefore, it is
useful to focus on the number of foreign executives in the joint
subsidiaries.

However, Juhn (2000) pointed out that when the number of
staff sent form the parent company increases, the cultural
conflicts also increase proportionately, and therefore it can be
predict that troubles arise in the human resource integration
process and in the management process in general. As Geringer
and Frayne (1990) pointed out, regardless of the parent’s
objectives successful operation of the 1JV’s management team
will depend heavily on the calibre of the selected individuals.
Thus, unless the overseas venture is staff appropriately, the
parents’ objectives are unlikely to realize. According to the
research by Konopaske, Werner and Neupert (2002) on 3835
Japanese subsidiaries in 31 different countries, they found out
that staffing approach moderates the relationship between the
entry mode and profitability. Overall, they found a clear support
for the relationship between the percent of Japanese employees
deployed overseas and venture profitability.

In this research, attention paid to the number of foreign
executives in the sample companies collected. This is because,
since foreign executives have the right of speech about the
business strategies, management, and point of view in human
resource integration process, thus, they can have a substantial
effect on the company’s profitability. For the analysis, joint
venture subsidiaries that do not employ any foreign executives
label as group I, firms that employed less than three foreign
executives as group Il, and firms with three or more executives
as group 1. It known that in order to guarantee or maintain the
synergistic effect, a joint venture needs at least three executives;
a production manager, a finance manager, and one more
executive for other affairs. Hence, three groups of joint venture
subsidiaries used in this research. Based on the above
discussion, we suggested the following hypothesis.

Hypothesis 1: When of joint subsidiaries categorized as
group | where there is no foreign executives, group Il where
there are less than three foreign executives, and group Il where
there are three or more foreign executives; we predict that group
111 will have the lowest profitability.

There are two types of analyses in previous research on the
relationship between the type of entry mode of MNCs and
subsidiary performance. One of the two is analyzing self-
assessments as evaluated by the subsidiary managers on the
financial performance of the local joint ventures as appeared in
Woodcock, Beamish and Makino (1994), and Nitsch, Beamish
and Makino (1996). The other option is to analyze the real
financial data of the joint subsidiaries (Padmanabhan and Cho
(1996); Siripaisalpipat and Hoshino (2000). In any case, when
selecting the entry mode; whether going for wholly ownership or
joint ownership; it is necessary to investigate the advantages and
disadvantages of each mode. According to a trend analysis by
Ministry of Economy, Trade and Industry (METI) on inward
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FDI, during the five years period between 2002 and 2006, the
percentage of new foreign companies entering Japan with
wholly ownership was 61.5% and the percentage of newly
entered joint venture firms was 28.8%.

According to Woodcock et al. (1994) and Nitsch et al.
(1996), from the resource cost and control cost point of view,
sole ownership is better than joint ownership. Conducting a
research on a sample of 321 Japanese manufacturing firms
established in North America, Woodcock et al. (1994) collected
business managers’ self-assessments on firms’ financial
performance in three stages of gain, break-even and loss, and
concluded that subsidiaries with sole ownership have
significantly better performed than joint ventures. Nitsch et al.
(1996) also used the same technique as Woodcock et al. (1994)
in analyzing 173 Japanese manufacturing subsidiaries in
Western Europe and found that wholly owned subsidiaries
performed better than joint ventures, even though they could not
prove for significant difference between the two.

Siripaisalpipat and Hoshino (2000) conducted a research on
the relationship between entry mode, firm-specific advantages,
and performance of 105 Japanese firms in Thailand. According
to their research in which they analyzed actual performance
data, it revealed that when Japanese firms have higher firm-
specific advantages they selected the sole ownership entry mode
and claimed higher performance.

In Yoshihara’s (1994) research on foreign firms in Japan, he
used five scale (highly successful, successful, doubtful,
unsuccessful, highly unsuccessful) self-assessed questionnaires
to compare the performance of sole ownership and joint
ventures. The results revealed that joint venture had statistically
significant results of higher performance than wholly ownership
firms did. Hoshino and Takabayashi (1998) investigated on 182
foreign manufacturing firms in Japan between 1994 and 1995.
They also found that joint ventures had significantly higher
performance compared to wholly ownership firms in all aspects
of majority-owned, equally owned and minority-owned joint
ventures.

As discussed above, the research findings show that even
though the wholly ownership subsidiaries have a tendency of
greater success in performance than joint ventures of Japanese
firms established in Europe, USA or in South East Asia,
however, it is difficult to assume that wholly ownership firms
would be more successful when multinational firms enter into
Japan. Hoshino and Takabayashi (1998) pointed out that in
relation to the Japanese market the advantages of selecting joint
venture as the entry mode are far greater than the disadvantages.

There were several reasons may contribute to this condition.
Firstly, it is probable to say that when a firm use joint venture as
the entry mode it can enjoy the benefits of the technology and
knowhow owned by the Japanese firm. In addition, this may
happen because of ambiguous or vague market regulations.
According to the results of a survey by JETRO (2000), when
they inquired about the changed in the business environment
during the past two to three years the number of companies
assessed as “the business environment has been improved” were
greater than the companies that assessed it as “deteriorated”.
Some raised the related issues by the comments such as “we get
different level of correspondence from the officer in-charge at
the government office, hence, we need better information
sharing” or, “we need direction with more transparency and
better international relations” etc. Therefore, foreign businesses
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request further improvement in the areas such as application and
procedure of law and regulations.

Apart from that, foreign firms confront with the problems
related to peculiarity of Japanese marketing system. Therefore,
when foreign firms enter into Japan with an intention of
acquiring local knowledge from their Japanese partners, they
may consider their entry mode predominantly considering that
fact than aiming for wholly ownership. Followed by the above
discussion, in selecting the entry mode of wholly ownership or
joint venture when manufacturing MNCs enter into Japan, it can
be hypothesized as,

Hypothesis 2: Profitability of joint venture foreign
manufacturing firms will surpass the profitability of wholly
ownership foreign manufacturing firms.

Foreign manufacturing firms enter into Japan for various
reasons. As previous research findings revealed, when
manufacturing firms pay attention to factors such as resources,
Japanese technology or knowhow, information on market or
techniques, skilled people, and growth and scope of Japanese
market. The non-manufacturing firms attract to Japan because of
high profitability, Japan’s position in Asia, and Japan’s
importance in their global strategy etc. The empirical research
by Hoshino and Takabayashi (1998) was limited only to the
manufacturing firms. Moreover, (Ito & Fukao, 2001) in their
research of the importance of FDI in Japan, found that the
determinants of Japan’s inward FDI penetration are very
different for the manufacturing sector and the service sector.

Therefore, in this research both manufacturing and non-

manufacturing foreign subsidiaries will be included, but it is
hard to predict that this will bring up practical advantage for all
the industries in Japan. Especially in the case of foreign firms in
the communication industry which enters into Japan with high
percentage of investment may have superior technological
advantage than Japan. Thus, with regards to the non-
manufacturing foreign subsidiaries, it is hard to say that joint
venture entry mode is better than wholly ownership for them.
As per above discussion, with regards to the wholly ownership
and joint venture entry modes when MNCs enter into Japan, in
the case of non-manufacturing foreign subsidiaries, it can be
hypothesized as,

Hypothesis 3: Profitability of non-manufacturing wholly
ownership foreign subsidiaries will surpass the profitability of
non-manufacturing joint venture foreign subsidiaries.

When MNCs penetrate into a foreign country, they aim for
common business goals and the selection of wholly ownership
of joint venture entry mode relies on contribution of funds,
technology and other resources from the other parent company
in the partnership. Therefore, the contribution of each subsidiary
is influence by the percentage of investment. Moreover, since
nomination of the directors from the shareholders is also
normally dependant on the percentage of investment, it
emphasizes the significance of the power of voting and decision
making on the management of a subsidiary.

Depending on the degree of control a joint subsidiary
acquires, Killing (1983) classified the types of joint ventures as
majority-owned, equally-owned and minority-owned in his
research on international joint subsidiaries in 37 developing
countries.  The results revealed that majority-owned joint
subsidiaries performed better than the firms with equal
ownership did. It also identified that when the gap between the
percentages of ownership of the two parties get closer, the
performance of the subsidiary get much worse. Larimo’s (2007)
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longitudinal study over 700 established by more than 130
Finnish companies in over 60 foreign countries during the period
of 1970-2001, confirms that the results about the impact of the
ownership structure are mixed. His study indicated support to
the view that equal ownership had increased probably of poorer
performance, and limitedly supported that majority ownership
increased probability of better performance in Western Europe
and North America.

Furthermore, in the research by Lecraw (1984) on
international joint subsidiaries in 5 Asian countries, he
concluded that the subsidiaries in which both parent companies
contribute towards near equal percentage of investment showed
a tendency of low growth rate. In addition, Zhang and Li (2001)
did a research on eight Japanese manufacturing firms in China
and concluded that majority-owned joint subsidiaries were more
successful than equally owned joint subsidiaries. According to a
research by Kumarasinghe and Hoshino (2009) on Japanese
subsidiaries in Australia and New Zealand, wholly owned
subsidiaries displayed higher performance in both countries.

Hoshino and Takabayashi (1998) have used actual financial
data in the research on 182 manufacturing foreign subsidiaries in
Japan. According to the results, equal-ownership firms had
succeeded than majority or minority owned firms, and the
difference between the three types was statistically significant.
The managers of the subsidiaries of two foreign companies,
Ericsson and Kanthal, were interviewed for a research by Hyder
and Ghauri (2000) and their results have proved that majority-
ownership had a negative influence on the subsidiaries.

As discussed above, depending on the country the research
is based on and the economic circumstances of that country
there are possibilities for opposite results. In Japan, which this
research is based on, there is a tendency toward equal ownership
being more successful than majority or minority ownership. As
Hoshino and Takabashi (1998) pointed out, the reason for that
trend is the desirability of applying the technology and local
knowledge of the Japanese collaborate firm through a corporate
control system rather than having one side ruling the other. In
minority holding companies, local partner holds the right of
control, but when the ownership becomes larger than the equal
ownership, the participation of the subsidiary management
becomes proactive, so that it becomes the most efficient form to
obtain the technology and local knowledge from the local
partner.

Coincidently, with regards to the minority foreign
subsidiaries, it is reasonable to assume that such firms will be
influenced heavily by the management policy of the local
partner. In the case of foreign minority subsidiaries within
Japan, they may receive adverse effects that will reduce the
performance, because Japanese firms have low performance
internationally as claimed by the surveys by Kagono, Nonaka,
Sakakibara and Okumura (1985) and Cabinet Office (2006). The
trend in Japanese businesses is to prioritize long-term objective
of market expansion over performance. Since Japanese
businesses are highly influenced by such management policy,
regardless of the claim that there is an advantage of acquiring
technology and local knowledge, the profitability of minority-
owned subsidiaries will be lower than the profitability of equally
owned subsidiaries.

Based on the discussion above, when MNCs enter into Japan
as partners of Japanese firms, with regards to the merits of the
percentage of ownership it can be hypothesized as follows.
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Hypothesis 4: In Japan, with regards to the profitability of
foreign joint subsidiaries, profitability in equally-owned
subsidiaries will be higher than others.
Data and the Research Methodology

Foreign companies in Japan are the companies with foreign
invested capital. When categorized them in terms of their entry
mode there are two types of subsidiaries, wholly ownership
subsidiaries and joint ventures. Among joint venture firms there
are three types of firms, majority—owned, equally owned and
minority-owned, based on the proportion of capital investment.
That categorization done by analyzing published financial data.

This research aimed at inquiring foreign companies in Japan
and used Published statistical data from Foreign Company
Survey 2006 (Gaishikei Kigyo Soran 2006). The period for the
research is between 1999 and 2005. By the end of year 2004, the
number of foreign companies in Japan was 2,230. Compared
with the previous year, the number has been increase with 196
companies, and it has shown a continuous increment. Within
this, the number of non-manufacturing companies is about 70
percent. Even though both manufacturing and non-
manufacturing firms also showed a continuous increase,
compared with 1999, there was a significant increase of non-
manufacturing firms with 616 companies. Based on
establishment and enterprises census analysis conducted by (Ito
& Fukao, 2001), they found that determinants of Japan’s inward
FDI penetration are very different for manufacturing sector and
the service sector. Therefore, we divided the sample for this
research into two categories knows as manufacturing and non
manufacturing firms.

In this research, the analysis is carried on the foreign
invested firms in Japan during a five-year period from 2001 to
2005, either established as wholly ownership firms or joint
ventures, including manufacturing firms as well as non-
manufacturing firms, but excluding finance and insurance firms.
According to the research by Hoshino and Wang (2003),
regardless of the entry mode, business instability is common
among the newly established firms. Therefore, considering the
effects on profitability, firms that not established for three years
excluded from this research. As a result, the total sample size
was 319 companies. With regards to the entry mode, firms with
over 95% ownership were considered as wholly ownership
subsidiaries and 20% to 94% owned firms were considered as
joint subsidiaries. Within joint subsidiaries, 51% to 94% were
sub-categorize as majority-owned joint subsidiaries, 50% as
equally owned joint subsidiaries, and 20% to 49% as minority-
owned joint subsidiaries. Kamei (1996) and Yamazaki and
Takeda (1992) indicated that it is appropriate to consider 95% of
ownership as wholly-ownership. Therefore, to distinguish
wholly ownership and partnership 95% ownership has been used
in this research too. According to a questionnaire survey by
Gaishikei Kigyou Souran (2000) which is published by Toyo
Keizai Inc, even though the limit of ownership percentage for all
industries is 49%, with regards to the top level and main
businesses they have considered firms with 20% or more foreign
investment as foreign invested firms. Those statistics contain
data related to the profitability in those firms.

The net profit sales ratio for the sample calculated as
follows. First net profit sales ratio used as a proxy for
profitability. Since the net profit sales ratio represent the profit
earned during a certain period, it assumed that it would be a
suitable gauge to measure the integrated profitability of that
firm. From the published net profit and sales data of the sample
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firms, net profit sales ratio was calculated. Then using the mean
of industry net profit sales ratio published in the Nikkei Keiei
Shihyou 2005 of Nihon Keizai Shinbunsha, the adjusted ratio
was calculated as seen below.

Adjusted net profit sales ratio =

Net profit sales ratio of the sample — Industry average of net
profit sales ratio

The sample consisted of diverted firms of both
manufacturing and non-manufacturing firms. These groups of
firms may have disparity between different industries and
therefore by applying adjusted ratio is expected to remove the
possible disparity.

Simultaneous analysis of several groups and Statistical
Equation Model (SEM) using AMOS for Windows 18.0
software applied for the analysis in this research. Next, the
sample firms divided into wholly ownership subsidiaries and
joint ventures and compared for differences. The joint ventures
were divided into three types of entry modes (majority-owned,
equally-owned, and minority-owned) and tested for significant
differences between the groups. Lastly, the relationship between
the special characteristics of the subsidiaries and profitability
assessed using SEM.

In SEM analysis, subsidiaries sales growth of the sample
firms for year 2003-2005 was used as the dependent variable.

Firm-specific characteristics of the same year used as
independent variables.
Results of the Analysis
Staffing and profitability
Firstly, in relation to hypothesis 1, the results of

simultaneous analysis of several groups for business groups I, 11
and Il is as shown in the Table 1. The chi square value was
119.201 (p = 0.000) and thus a statistical significance of the
difference between three groups was found at the level of 5%.
Furthermore, Table 1 shows the results of simultaneous analysis
comparisons of business groups I, 11 and I1I.
Table 1. Simultaneous analysis of several groups results on
the profitability of the foreign companies in Japan (grouped
by no. of foreign executives)

Group N Mean Adjusted Net | P
Profit Estimate
Company group | 67 -2.428 faiaial
Company group Il | 107 -2.455 faieied
Company group Il | 37 -2.891 faiaied
Between groups Chi-square | df sig
119.201 6 0.000

For the comparison between the three groups, mean rank
shows that group | indicate a greater profitability compared to
group Il and group Il and these differences were proved
statistically significant at 5% level. Therefore, the results
support hypothesis 1 that group Il profitability results were
inferior to that of other two groups. Where group | consisted of
no foreign employees, group Il have less than three residing
foreign employees and group Il with number of foreign
employees equal or exceeding three.

Manufacturing companies

The results for the profitability of wholly ownership
companies and joint venture companies were as shown in Table
2. A statistically significant difference between wholly
ownership companies and joint ventures found between these
two groups where the profitability of joint venture firms
exceeded wholly ownership entry mode. Hence, the result
supported the second hypothesis that stated profitability of joint
venture foreign manufacturing firms will surpass the
profitability of wholly ownership foreign manufacturing firms.
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Table 2. Simultaneous analysis of the profitability for
manufacturing foreign companies

Group N Mean Adjusted Net | p value
Profit Estimate
Wholly ownership | 84 -2.811 Fkk
Joint venture 127 -2.338 il
Between Groups Chi-Square | df sig
62.893 3 0.000

Non-Manufacturing companies
Table 3 shows the simultaneous analysis between wholly
ownership and joint wventure on profitability for non-
manufacturing companies. Wholly entry mode indicates the
better mean with significant value less than 0.05. Thus, for non-
manufacturing companies, wholly ownership was the best entry
mode for highest profitability. Therefore, the third hypothesis
that stated non-manufacturing wholly ownership foreign
subsidiaries is better than the profitability of non-manufacturing
joint venture foreign subsidiaries is supported. The next analysis
focuses on the best of joint venture entry mode for profitability
at manufacturing and non-manufacturing company.
Table 3. Simultaneous analysis of the profitability for non-
manufacturing foreign companies

Group N Mean Adjusted Net | p value
Profit Estimate
Wholly ownership | 50 -2.588 falaial
Joint venture 69 -3.586 ookl
Between Groups Chi-Square | df sig
30.751 3 0.000

Joint venture entry mode for manufacturing and non-
manufacturing companies

Table 4 provides the results for the possible difference in
profitability between the three joint wventure groups in
manufacturing and non-manufacturing companies. The chi
square was 76.885 and 35.844 for manufacturing and non-
manufacturing companies respectively with both (p = 0.000).
Thus, the result indicates that significant differences between the
three groups exist.

The mean rank shows that the profitability of minority-
owned joint venture subsidiaries was greater than equally owned
subsidiaries for manufacturing companies and the difference was
statistically significant at 5% level. It followed by profitability
of equally owned subsidiaries was greater than majority-owned
subsidiaries and statistically significant for manufacturing
companies. However, for non-manufacturing, the result was
contrary from manufacturing companies which equally owned
joint venture subsidiaries indicate better profitability at
significant level 5%.

Summarising all of the above results on the profitability of
the three groups of the manufacturing joint ventures,
profitability for the minority-owned subsidiary group was
greater than equally and majority-owned groups and it was
statistically significant.

In mean comparison for non-manufacturing companies
shows that profitability for equally was greater than equally and
majority group. As to summarise the relationships for the means
between the three categories, it can be rank in the following
order: minority-ownership > equally ownership> majority
ownership. Moreover, for non-manufacturing companies, the
relationships for the means between the three categories, the
rank as the following order: equally-ownership > minority
ownership> majority ownership.
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Table 4. Results on the profitability (grouped by ownership)

Manufacturing

Group N Mean Adjusted Net Profit Estimate | P

Majority owned | 32 -2.991 Fokk
Equally owned 65 -2.160 el
Minority owned | 30 -2.033 Fokk
Between Groups | Chi-Square | df sig
76.885 6 0.000

Non-Manufacturing

Group N Mean Adjusted Net Profit Estimate | P

Majority owned | 26 -4.281 Fokok
Equally owned 22 -2.378 Fxx
Minority owned | 21 -3.990 Fokok
Between Groups | Chi-Square | df sig
35.844 6 0.000

Multiple regression results for manufacturing and non-
manufacturing foreign companies
Multiple linear regression models with one dependent Y
variables:
Y=i+Xb+e
Where Y = a vector containing observed scores on the
dependent variable;

i =avector 1

X = a matrix of continuously distributed or categorical
(dummy-coded) independent variables
b = the vector of regression weights
e = the vector of residual or error or leftover scoring
unexplained by the model

Table 5. Multiple Regression for manufacturing and non-

manufacturing companies
Dependent variable
o Adjusted Net Profit
Independent variables

Regression weight | P

e Subsidiary capital 0.000 0.401
e Subsidiary employees 0.000 0.628
e Subsidiary age 0.007 0.495
e Parent company net assets | 0.000 0.572
e Parent company sales 0.000 rx

0.223 0.499

e Entry mode

R? for manufacturing companies = 0.104
R? for non-manufacturing companies = 0.083
Chi-square = 509.959
df=12
P =0.000
*** Significant level at 0.001

Table 5 indicates the result from regression analysis that
most of the independent variables were not significant towards
subsidiaries profitability except the parent company sales
variables. The positive values indicate that, the increase of every
one unit in parent company sales growth will influence the
subsidiaries profitability. ~Although the R? value for
manufacturing and non-manufacturing companies were slightly
low, but the minimum discrepancy (CMIN) or chi-square(X )
for both companies are at 509.959 and significant with p value
less than 0.05.
Conclusion and Recommendations

This paper investigated entry modes selected by the foreign
companies when entering into Japan and the business success of
those subsidiaries established on basis of the selected mode to
provide any evidence on their relationship. 319 samples of
subsidiary companies collected over the five years (2001 to
2005) were divided into manufacturing and non-manufacturing
firms. Comparisons made between wholly ownership
subsidiaries, joint ventures and comparative analysis of
profitability conducted between the subsidiaries, categorized
into three groups based on the number of foreign executives.

Norhidayah Mohamad et al./ Elixir Inter. Busi. Mgmt. 51 (2012) 11008-11018

As for the method of analysis, the mean difference used in
simultaneous analysis, and conducted multiple regression
analysis to determine the factors that influenced the profitability.
Prior to analysis, four hypotheses had generated, and evidence
supporting all the four hypotheses assessed using each
subsidiary company’s profitability data as explained earlier. For
hypothesis 1, significant differences had seen in the results of
simultaneous analysis. With regards to hypothesis 2 and
hypothesis 3, significant differences were detected using the two
significance tests. These results indicated that joint ventures
have an advantage over wholly ownership firms for
manufacturing companies that supports the second hypothesis
and wholly ownership was the best entry mode for non-
manufacturing companies that support the third hypotheses. We
suggested that heterogeneity in technology-knowhow on
Japanese market maybe the reason for the differences seen.

Furthermore, the results suggest that joint ventures have two
dominating factors against wholly ownership subsidiaries. For a
foreign subsidiary within Japan, the knowledge on Japanese
technology know-how and possession of skilled people are
important factor for their objective of moving abroad
(Yoshihara, 1994). As for that, it signifies how exceptional
Japanese companies are in terms of business resources
utilization standards. The more outstanding the business
resources of the Japanese company, the more partnering
subsidiary can gain and hence greater benefits obtained
compared to wholly ownership subsidiaries. Furthermore, the
nature of Japanese market is related to local knowledge and
intimacy. Foreign subsidiaries in Japan are confront in numerous
problems such as suboptimal understanding of the new company
on Japanese market, government regulations and administrative
guidance, difficulty in understanding customer preferences, and
keiretsu and other complex distribution  channels
(Yoshihara, 1994). These problems face by foreign firms in
Japanese market may attributed to its different nature but at the
same time, it also means that foreign subsidiaries in Japan
encounter problems due to insufficient knowledge on the market
related local knowledge. Consequently, joint ventures can
efficiently acquire local knowledge from their local partner, and
therefore, can achieve greater profitability outcome compared to
wholly-ownership subsidiaries.

With regards to hypothesis 3, significance was attained
from the AMOS tests. Although there was no significance
evident in the regression analysis, however, it was found that the
wholly-owned subsidiaries was in a better position compared to
joint ventures based on the coefficients of the joint venture
dummy variables, supporting the third hypothesis. As a reason
for this Yoshihara (1994) pointed out that non-manufacturing
firms entering into Japan look for a ‘location in Asia’ against
‘Japanese technology-knowhow’ or ‘fast moving technology’.
Therefore, it calls for prompt decision-making. This reinforces
the beneficial position of wholly ownership subsidiaries that is
able to respond to these decision-making calls promptly
compared to joint ventures.

Hypothesis 4 obtained a significant result for joint venture
entry mode for manufacturing and non-manufacturing
companies. The means estimate for minority-owned dummy and
equally owned dummy is the best mode for manufacturing and
non-manufacturing companies respectively. Therefore, we
support the hypothesis 4, concerning the profitability of foreign
joint subsidiaries; profitability in equally owned subsidiaries is
the best entry mode for non-manufacturing companies. For the
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foreign joint venture subsidiaries in Japan, multiparty control
with foreign firm and the local firm gives better results than
majority or one-sided control because of the different nature of
Japanese market, its intensified competition and change.
Moreover, it suggested that the profitability of minority-owned
joint subsidiaries surpass not only the majority-owned firms but
also equally owned firms, because of the low profit structure, the
special characteristic in Japanese market.

In a survey by Business Week (1997) on world’s best 1000
firms, the after tax Return on Equity (ROE) of 182 Japanese
firms was 6.6% while 447 American firms reported 21.5%, 95
firms from UK had 24.4%, and 42 German firms reported it as
13.6%. It proves that the profitability of Japanese firms is low
internationally. A questionnaire survey on a comparison of
business objectives of firms in Japan and America, Kagono et al.
(1985) found that Return on Investment (ROI) was the most
important business objective of the American firms while it was
the market share expansion for the Japanese firms. This result
proved the significance for differences.

In  regression results for manufacturing and non-
manufacturing firms, the results indicated that parent company
sales had a positive impact on the profitability measure of mean
subsidiaries adjusted profitability for year 2003-2005. In
explaining these results, joint ventures between two big
companies other than the influence from the business resources,
the high performance business structure of the parent company
may influence the subsidiary profitability.

Dhawan (2001) collected top level 935 company data (from
1970 to 1989) within America and analyzed the relationship
between the scales of the business and profitability. The results
from this study indicated that the scale of business economies
increases as the profitability reduces. As frequently suggested,
the Japanese firms should focus on long-term objectives such as
expansion of market shares, continuation of the business rather
than the profitability. The present study also showed evidence of
similar trend in non-manufacturing foreign firms in Japan. As
mentioned above, the main outcome obtained from the current
study was that differences in the analysis results of foreign joint
subsidiaries had seen in a country not depending on whether or
not they are manufacturing or non-manufacturing firms.

However, the study also has several limitations. One
limitation is that only the subsidiaries adjusted net profit ratio
from each subsidiary was used as the proxy for the profitability
in foreign subsidiaries upon conditions for using these company
data. Normally, it is more desirable to include several indicators
to measure the accuracy of business profitability. Moreover, it is
believed that the objectives of entering into Japan can be
assessed by incorporating self-assessed questionnaire such as
Woodcock et al. (1994); Nitsch et al. (1996) to inquire on
financial profitability which cannot be investigated wholly by
using finance data. Hence, it would be interesting to combine
actual financial data and self-assessment questionnaire
completed by the foreign subsidiaries in Japan and conduct some
analyses. Future research should look into this aspect.
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