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Abstract

We test whether Japanese firms used joint ven{uiés) with US partners in Japan as
Trojan Horses to internalize their US partnershtemogical know-how. Proponents of
the Trojan Horse Hypothesis (THH) have assumedXhpénese firms have used JVs
with Western partners to steal knowledge from tleem that they have dissolved them
as soon as they have completed the learning. Lgokih the evolution of all
Japanese-US JVs in Japan over the 1987-1996 pemedind no support for the
hypothesis that Japanese firms are following aafréjorse strategy, as in 56 percent of
all cases they have maintained their JV stakesangdd over the whole period. Full
acquisition of the JV by Japanese partners occurrdelss than one-third of all cases,
suggesting that THH is not a good description pbd&se JV partnership behavior.



1. Introduction

Joint ventures and alliances are increasingly seasn mechanisms for
inter-partner or inter-organizational learning ($eeexample Peng, 2001; Gleister and
Buckley, 1996; Shenkar and Li, 1999). One particglaand of this viewpoint is the
so-called Trojan Horse hypothesis (THH) developgdHamel (1991) and Reich and
Mankin (1986). According to these authors, the depa enter joint ventures with
Western partners in order to steal their technolagy skills (Hennart et al., 1999; Ishii
and Hennart, 2006; Ishii and Hennart, 2007). Taisccording to Hamel (1991) one of
the sources of Japanese technological performanbe ipost-WWII period.

THH authors see learning as the main purpose of p@ntures. This is in
contrast with the transaction cost approach whidues that alliances seek value
creation through cooperative specialization and dN& are chosen whenever they are
the most efficient among alternative transactiomf® (Ishii, 2003; Hennart, 1988; Zeng
and Hennart, 2002).

The THH hypothesis is built on two assumptions. @nthat Japanese firms
enter joint ventures with Western firms to absdwdirt knowledge, what has been called
the competitive learning perspective (Ishii and ki, 2006; Ishii and Hennart, 2007).
THH proponents argue that the Japanese are bettdris task than their Western
partners. This is because the Japanese possessfioeefactors that facilitate learning
such as intent, transparency, and receptivity (€1larh991). That the Japanese are
better learners in inter-partner collaborations &ls® been found in the supply chain
management literature (i.e., Asanuma, 1989; Clafkugmoto, 1991; Dyer & Nobeoka,
2000). These observations and findings about legrbehavior in JVs have influenced
some subsequent research on “absorptive capaniti¥/$ and strategic alliances (Lane
et al., 2001; Lane and Lubatkin, 1998; Mowery et 96).

The second assumption made by THH protagonistsaisthe Japanese see
JVs as short term, to be dissolved as soon asitgais complete through the buying
out or selling off of JV stakes, or through JV idation or bankruptcy. For example,
Hamel (1991) argues, in the case of Japanese JWisWastern partners in Western
countries, that the goal of Japanese partnerspangse-Western JVs is to extract local
market-related knowledge from their Western pagnednce such local market
knowledge is acquired, the JV is no longer necgdsathe Japanese partners, and they



will persuade their Western partners to sell-offitllV stake to them. If they can easily
set up their own subsidiary, they may sell off thRf stake to their Western partner or
to another firm and start their own wholly-ownedliate. If the Western partner refuses
to sell-off its JV stake, the Japanese companywed its bargaining power to increase
its ratio of the JV dividends, resulting in theanpartner relationship getting worse. In
the end, the Western partner will sell-off its Xeke or the JV will be liquidated or go

bankrupt because of these inter-partner conflicts.

One implication of this view of JVs as learningeacs that JVs are inherently
unstable and prone to inter-partner conflicts (Aysti986; Harrigan, 1988; Kogut,
1989). This contrasts with the transaction costwviwhich stresses cooperative
specialization and hence sees JVs as more inhgsgatlle (Zeng and Hennart, 2002).
Which of these two views is correct has yet touféicently tested"

2. Theoretical framework

The focus of our study is the evolution of JVs ledw US and Japanese firms
in Japan. American firms entered these JVs in ai@ccess or internalize knowledge
on Japanese customers, human resource manageraetitgs, and purchasing and
distribution customs. In turn the American partosually brought technological or
marketing know-how. Of course, in some cases tlayg hrave been reversed, with the
Japanese partner providing technological knowleaty the American partner market
knowledge. However, we assume that if partners axgé complementary knowledge
in the JV, the Japanese partner—having experiefdecal business operation and
networks—will supply local market-related knowledudile the American partner will
supply technology or marketing knowledge. Therefarger-partner learning in this JV
type would consist of Japanese partners intermglizechnology-related knowledge
from their American partner, and the American partmternalizing local market
knowledge from their Japanese partners.

Hennart et al (1999) and Ishii and Hennart (20@&7) argue that the use by
the Japanese of JVs with US partners as Trojandddras specific implications for the

! For example, Hennart et al. (1998) compared thegduity of Japanese JV and wholly-owned
subsidiaries and found that Japanese terminatebyVselling off their JV stake rather than by JV
liquidation. This research was the first to test\l\herability while controlling factors that affethe
longevity of foreign affiliates.



pattern taken by their evolution. Specifically, hare three likely scenarios for such
JVs?

The first scenario (S-1) is the expropriation angdut strategy. As Japanese
firms learn from their American JV partners fadtean the latter learn from them, the
bargaining power of the Japanese increase and daryeventually persuade their
American partner to sell their stakes to them. Thiea JV becomes a wholly owned
subsidiary of the Japanese partner.

The second scenario (S-2) is the expropriationsatidut strategy. Within this
scenario, there are two possible paths that thangse can take after absorbing the
knowledge held by their American partners. If, afearning is complete, the assets of
the JV are no longer useful to carry out businéss,Japanese partner may wish to
liquidate the JV. If the assets of the JV are stlluable, the Japanese may sell its JV
stake to the American partner or to another firhede paths result in the Japanese
exploiting the knowledge acquired from their fornu8 JV partner in a new subsidiary
or within their existing domestic organization.

In the third scenario (S-3), the Japanese firm iisdsargaining power gained
through winning the learning race to inflate thee@rof its contribution to the JV. This
will raise the Japanese share of profits or redbee& share of costs. Such behavior is
likely to increase inter-partner conflict and redube level of inter-partner trust. Hence,
it increases the chances of the Japanese or Amepagner exiting from the JV,
resulting in liquidation of the JV or sell-off die JV stake.

3. Operational hypotheses

THH assumes that the Japanese partners in JapdBed¥s in Japan will
expropriate the knowledge of their American padnenostly technology or skills, and
then transfer it to their existing internal busmamit or subsidiary. When this is
achieved, the Japanese will no longer need thenaMtzey will sell off their stake to
their partner or liquidate the JV. If JV assets s useful, the Japanese may keep their
JV stake, but we would expect conflicts betweentness to lead to termination.
According to Pucik (1988), the Japanese are vempted to exit from international JVs

2 These scenarios are based on Hennart et al. (¥889)liscussed Japanese JVs with American partners
in the U.S. market.



in Japan and to pull these businesses back intodbmestic operations because they
typically manufacture the JV’s products in theindestic factories, and hence can easily
transfer the skills acquired from their US partriersheir domestic operations. On the
other hand, if the Trojan Horse hypothesis is npjpsrted, and JVs are better described
by cooperative specialization, then we would expectee Japanese firms continuing to
work with their American partners and most JVsécstable.

One way to ascertain what is the most common paiteto compare the
number of JVs that have evolved in ways that aresistent with the THH scenario to
those whose evolution is not consistent with thenado. If the former is greater than
the latter, then the THH is supported. Hence:

H1: THH is supported if the number of cases of dapa-American JVs in
Japan where the Japanese partner buys full owpefsdin its American
partner, where the JV is liquidated or where theadase partner divests its
share to its American partners or to other firmshigher than the number of
JVs where ownership shares remain unchanged.

According to Hennart et al. (1999), the most déd&rastrategy for Japanese
firms who want to play Trojan horse is to buy dw 0V stake of their American partner.
This is because by doing so they inherit an ongaimgcern, which can immediately
provide returns on their newly stolen knowledgeetssin addition, Japanese firms
might prefer to continue the relationship with theibsidiaries rather than completely
sever it if they tend to emphasize long-term relaships with partly invested
subsidiaries. Moreover, for Japanese firms in Japaying out their partner’s JV stake
is more preferable than a selloff strategy thatdsathem with a direct competitor. If a
Japanese partner sold out its JV stake to an Aarepartner, it would be more difficult
for the Japanese partner to compete in its homkanbecause it would now face a new
competitor, the American partner who, through ¥sJ¥, may have learned local market
knowledge from its erstwhile Japanese partnehdflV is bought out by the Japanese,
then the American partner will have to overcome dtditional hurdle of setting up a
new subsidiary in Japan to utilize the local knalgle obtained from its former
Japanese partner. Hence, if Japanese firms use a®Vslrojan horses, most
Japanese-American JVs in Japan are likely to by fadquired by their Japanese



partners. This leads to the next hypothesis, agtversion of the THH that is modified
from Hypothesis 1 of Hennart et al. (1999) and Hkipsis 2 of Ishii and Hennart
(2006):

H2: THH is supported if the number of cases of dapa-American JVs in
Japan where the Japanese partner buys full owpefstin its American
partner is higher than the number of JVs whereJdmanese partner sells its
share to its American partner or to other firmsywere Japanese ownership
shares remain unchanged.

In addition, the liquidation or bankruptcy optionaynalso be attractive to
Japanese parents. It is relatively easier for Jegmarfirms to utilize the absorbed
knowledge after the liquidation of JVs in their market than in the case of their JVs
abroad. In Japan, Japanese firms can easily trahsfé&nowledge obtained in the JV to
their existing domestic business units, while ogassthey would need to set up another
new affiliate. In addition, it is expected thatthme case of US-Japanese JVs in Japan,
Japanese firms obtain more technology-related kedgd than market-related
knowledge from their American partners. Therefdoe Japanese firms, the liquidation
or buy out option is more preferable than the slbne that would leave them with a
direct competitor. From this assumption, we offeveak version of the THH that is
modified from Hypothesis 2 of Hennart et al. (192®)d Hypothesis 3 of Ishii and
Hennart (2006):

H3: THH is supported if the number of cases of dapa-American JVs in
Japan where the Japanese partner buys full JV ehipefrom its American
partner or where the JV is liquidated is highenttiee number of cases of JVs
where the Japanese partner divests its shareAonigsican partner or to other

firms, or where Japanese ownership shares remahmanged.

4. Methods

4.1. Data sources
We developed a list of Japanese-American J\dapan from the 1988 issue



of Foreign-affiliated companies in Japan (FACIJ) published by Toyo Keizai. FACIJ is
the most comprehensive publicly available annustl dif foreign-affiliated firms in
Japan and successive editions of FACIJ allow usat® their history. Data in FACIJ is
obtained from a questionnaire sent in June 198theoaffiliates of foreign firms in
Japan. The questionnaire had approximately a 9G¥orse rate. To be included in
FACIJ, these foreign affiliates had to have captthbver ¥50 million and a foreign
ownership share of over 49% (or over 20% for pubiited or large firms). There
were 319 American affiliates in manufacturing inhes (food, textiles, paper,
chemicals, pharmaceuticals, petroleum and coadtiplaubber, glass, steel, non-ferrous
metals, machinery, electrical equipment, automsbil@on-automotive transport
machinery, precision measuring equipment, and sthéve further reduced the number
of observation with the following rulés.

First, we only included manufacturing affiliatetich were jointly owned by
a single Japanese firm and a single American fittnis (led to the exclusion of 76
affiliates because they had three separate paytdtisough this criterion decreases the
size of our sample, it simplifies the analysis mer-partner relationship and its impact
on JV evolutiorf. We further focused on JVs in which none of thernes owned more
than 80 percent of the shares (this eliminatedffiliates where the US partner’s share
was over 80 percent and one where it was less 20apercent). FACIJ only lists
foreign-affiliated companies whose shareholdingnigre than 20 percent owned by
their foreign parents. Therefore, including JVs wehthe foreign parent had a stake
greater than 80% would mean that the Japaneseistégs than 20%. To make the JV
stake between Japanese and American partners skicahete excluded JVs that were

® The data required for applying these criteria &rdascertaining JV evolution was also obtained by
directly contacting the JVs, their parent firmsdaheir main suppliers and customers. In additiee,
consulted secondary sources such as newspapemsagazines, mostly searched through LexisNexis, an
electronic database of periodicals, quarterly cafmreports, and through the Internet homepagéseof
JVs and of their parent firms. We also obtainedrimfation from other institutions; such as branobies
the Japan External Trade Organization (JETRO), tthde-related departments of embassies, the
American Chamber of Commerce in Japan, trade mtigics, and local governments and libraries in
locations where the JV operated.

* We also calculated ultimate ownership by addingndirect stakes. For example, the JV named Daiichi
Radiosotope Laboratory Ltd. (DRL) was in 1987 50%ned by Malinckrodt Inc., which was in July
1987 itself 50% owned by International Minerals &edbnical Co. (IMC). Hence we consider IMC to be
the American parent. The remaining shares in DRLrewewned by two Japanese firms,
Daiichi-Kagaku-Yakuhin Co. (35%) and Daiichi-seiyako. (15%). However, because Daiichi-Seiyaku
owned more than 50% of Daiichi-Kagaku-Yakuhin Gee, consider Daiichi-seiyaku Co. to be the other
parent of DRL with an aggregate 50% share.



more than 80% owned by their American parénts.

Second, we eliminated 9 affiliates which had l#san nine employees, since
very small JVs are unlikely to serve as channelsrier-organizational learning. Also
eliminated were two affiliates where the Japaneserni was an individual, not a firm,
again because THH deals with inter-organizatioeating. We also excluded affiliates
owned by non-manufacturing parents (i.e. parentgniculture, fisheries, banking and
finance, and affiliates owned by the six major gah&ading companies, Mitsubishi,
Mitsui & Co., Itochu, Sumitomo, Marubeni, Nichimeand Nissho-lwaf) Lastly, we
only included affiliates that were manufacturingJapan as of June 1987 either in a
factory within the JV or by outsourcing productitmthe Japanese parent or to other
firms in Japan. Thus, we excluded sales subsigiaR&D laboratories, finance firms,
or affiliates involved in warehousing and tradeless they also operated production

activities in Japan.

4.2 JV stake evolution

We compared the Japanese JV stake in 1987, wiashobtained from the
1988 issue of FACIJ, and their 1996 stake, whichs vedtained from a 1996
guestionnaire published in the 1997 issue of FAB&Idiscussed in Ishii and Hennart
(2006), a nine-year window is sufficient for obsegvmost of the changes that affect
JVs! If a JV partner follows THH strategies, this shbtsult in substantial changes in
JV stakes within this time period (Hennart et 8899). To verify the robustness of our
results, we also performed the same analysis o¥2ryear window (1987 to 1999).

The main reason we selected the year 1987 as adingtpoint is that the
criteria for inclusion of foreign-affiliated firmm the 1988 FACIJ lists have remained

®> We could have restricted our sample to thoseiattis where the JV stake of the parents is gretaaer
33.4%. In Japan a shareholder with over one-thinthesship can block shareholder proposals at
shareholder meetings. Hence, partners with a Jké&std more than 33.4% in two-partnered JVs have
relatively equal power to govern the JV. This igewnore so in JVs where each partner owns 50% , and
focusing on such JVs is another research optiomeder, we took our JV criteria of each parent owgnin
20-80% stake in order to maximize our sample sizaddition, we think that shareholder's requiretsen
of each parent cannot be ignored in such JVs.

6 We included the manufacturing affiliates of spegzed trading companies because these
non-six-major-general-trading companies are moraniited to a specific industry and can be expected
to try to learn technological or market-related Wiexge from their JV partners. Such specializeditig
companies can be considered to be manufactureminast to General Trading Companies.

7 Kogut (1988) found that instability rates for J\esajed six years after their establishment.



relatively consistent over the following yedrs.
5. Results

Table 1 presents the evolution of the stake ofjdq@anese partners in our 51
Japanese-American JVs in Japan between 1987 aid 199

Table 1 is inserted here.

As seen in Table 1, Japanese parents changedlthewnership level in 64
cases (42 percent of the total JVs). In 41 of tif@seases (24 percent of the total JVs),
Japanese partners acquired a stake of 95% or tnamneforming the JVs into Japanese
wholly-owned subsidiaries. In 14 cases (9 percédrthe total JVs) the stake of the
Japanese partner fell to below 5%. In 87 insta(®B®&percent of the total JVs), the level
of Japanese JV ownership remained unchanged. Paplesents the same evolution
over a 12 year period (1987 to 1999).

Table 2 is inserted here

Japanese parents changed the ownership levelioftfein 80 cases (53 percent of the
total JVs). In 49 of these 80 cases (or 32 peroénihe total JVs), Japanese partners
acquired a JV stake of 95% or more. In 20 casepé€t&ent of the total JVs) Japanese
ownership was reduced to less than 5 percent. Inagés (or 47 percent of the total
JVs), the level of Japanese JV ownership remainetianged.

Table 3 shows how the Japanese stakes in JapAnesican JVs changed
over the 19871996 and 19871999 periods.

Table 3 is inserted here.

8 In addition, the period seems to be one when Araariirms were encouraged to invest in Japan
because the Japanese government promoted foreigatiment in Japan to improve the bilateral trade
imbalance with foreign countries. According to Cayin (2003), the Japanese government revised foreign
exchange laws, provided information and financigbmort to foreign firms who wished to enter the
Japanese market in the late 1980s, and promotegdiadss environment that increased the transparency
of trade practices in 1990.

10



Table 3 shows that the Japanese ownership inndapaAmerican JVs in
Japan over the 1987996 period was relatively stable. In 84 of the I%kes (56
percent of the total JVs), Japanese parents siaydt JVs; in 64 cases the Japanese
stakes remained unchanged; in three cases (2 pearfctre total JVs) Japanese stakes
increased (but not to over 95 percent); and in iaees (6 percent of the total JVs)
Japanese stakes decreased (but not to below 5npertherefore, the pattern of the
evolution of Japanese JVs does not seem to fifithjan Horse Hypothesis.

Table 3 also shows that the Japanese secondpopslar JV strategy is to
buy out the stake of their American partner. In 8871996 period, there were 41
cases (27 percent of the total JVs) where Japgreeseats increased their JV share over
95 percent, and almost all of them (37 cases angeBfent of the total JVs) were done
by Japanese buying out the JV stakes of their Araerpartners. In 14 cases (9 percent
of the total) Japanese ownership decreased taHagss5%. In eight of these cases (5
percent of the total), the Japanese parents seld steke to their American partners,
and in one case, the Japanese parent sold itstetaki@m other than its 1987 American
partner. Four JVs (3 percent of the total JVs) vigrgdated or dissolved.

The results for the 12 year period (198399) are very similar. The dominant
pattern (82 cases or 54% of the total JVs) is oheravJapanese parents kept their JV
stake: in 67 cases or 44% of the total Japanekesstamained unchanged; in four cases,
or 3 percent of the total Japanese stakes incréagatbt to over 95 percent; and in 11
cases, or 7 percent of the total, Japanese st@asased. The second most popular
pattern was one in which Japanese parents bougktheuV stakes of their partners (49
cases or 32 percent of the total JVs); in mostefnt (44 cases and 29 percent of the
total JVs), Japanese parents bought out the stdkbéeir American partners. In a third
strategy (20 cases orl3 percent of the total J¥s),Japanese sold off their ownership
so it reached less than 5 percent; in nine of tieases (6 percent of the total JVs), the
Japanese parents sold their stakes to their Anmepagners, and in two cases, to other
firms. Seven JVs (5 percent of the total JVs) Wiereidated or dissolved.

None of our three hypotheses are supported in9thgear time frame.
Hypothesis 1 was not supported because the nunfbeases where the ownership
shares remained unchanged (84) was higher thath®Gum of the number of cases
where the Japanese partner bought full ownersloim fiheir 1987 American partner
(37), the JV was liquidated (4), and the Japanes@gr sold its stake to its American
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partner or to a firm other than their 1987 Amerigantner (9).

Hypothesis 2 received no support either in thge& period analysis. The
number of cases where Japanese partners soldsth&es to their 1987 American
partners or to a firm other than their 1987 Amarigartner (9) or where the JV stakes
remained unchanged (84), was higher than the numbeases where the Japanese
bought their American partners’ JV shares (37). rifiog the case of a Japanese JV
partner acquiring its 1987 American partner casergsof Japanese parent buying out
the JV stake of its American partner did not chathgeresults.

Hypothesis 3 was not supported since the numbeases where the Japanese
partner divested its share to the American partoer® a firm other than their 1987
American partner (9) and where the ownership shesemined unchanged (84) was
higher than that of cases where the Japanese padoght out the JV stake of the
American partner (37) or where the JV was liquidg#®). This result was also the same
if we added the Japanese acquiring their 1987 Araerpartner case into the Japanese
JV buy out category.

We also tested these hypotheses over a 12-yeadp&887 to 1999. All three
hypotheses were not supported in this case asevelh if we put the case of a Japanese
firm acquiring its 1987 American partner in the ying out the US JV stake’ category.

5. Discussion and Conclusion

In the late 1980s two influential articles (Rei@hd Mankin, 1986; Hamel,
1991) argued that American firms should eschewrgmfento equity joint ventures
with Japanese firms. Reich and Mankin and Hamedamed, along with many other
management scholars, that JVs were mechanisms koh vlartners internalize each
other’s contributions. For example, in JVs betwadioreign investor and a local firm,
the local firm was expected to attempt to absoebtédthnological knowledge supplied
to the JV by the foreign investor, while the foreigvestor would try to internalize the
knowledge of the local environment contributed by focal firm. For Reich and
Mankin and Hamel, JVs are learning races, withwimener the parent who manages to
be the first to absorb the contribution of its part Once that knowledge is absorbed,
the winner has the bargaining power and the ingernb close the JV. Since the other
partner is no longer contributing a needed resquheze is no reason for the winner to

12



share the profits of the JV with the loser. The hhogical strategy is then to buy out the
loser’s JV stake. Another scenario is one wherentin@er forces the liquidation of the
venture. A third, less likely possibility, is fdneé winner to sell off its stake to its foreign
partner and to recreate a parallel wholly-ownedrafmen to compete with its former
partner.

For Reich and Mankin and Hamel, Japanese firmsJWsewith US firms as
some kind of Trojan Horses to capture the skillshafir American partners, hence the
naming by Hennart et al (1999) of this theory asThojan Horse Hypothesis, or THH.
Besides the assumption that firms enter JVs tornateze the knowledge of their
partners, THH is based on two further assumptibirst, the Japanese always come up
winners in learning races because they tend tm léaster than their US partners.
Second, the Japanese will have no qualms aboukibgeap JV relationships that no
longer deliver short-term value. Put together, ¢httgee assumptions imply that the
lives of US-Japanese JVs will be short, with mdghem ending up wholly-owned by
their Japanese parents.

Hennart et al (1999) tested THH by looking at thelation of Japanese-US
manufacturing JVs in the United States between B98D1989. THH predicts that most
if not all JVs would end up being fully owned byethJapanese partners. The results
showed instead that in the majority of the casgmd@se ownership stakes remained
unchanged.

This paper looks at the mirror image of Hennarmlgt1999). It examines the
evolution of US-Japanese manufacturing JvisJapan over the 1987-1996 and
1987-1999 periods. THH, with its view that JVs &arning races, sees the Japanese
trying to steal the technological knowledge broudpyt US investors, while the
Americans attempt to learn the knowledge of theallaenvironment held by their
Japanese partners. Since THH predicts that this im@lways won by the Japanese
partner, the dominant pattern should be one whest Vs end up liquidated or bought
up by their Japanese partners. Instead we findithatore than half of the cases the
stake held by the Japanese partner in the JV rechainchanged. This pattern obtains
whether the observation window is 9 or 12 yearsiddeour findings are not consistent
with the Trojan Horse Hypothesis. The actual pattiyes not seem to be one where the
Japanese attempt and/or succeed in internaliziagethnological skills of their US
partners, or if they do succeed, they do not follthiough by ending up the JV

13



relationship.

To make sense of these findings, we may want tasitethe three main
assumptions on which the THH hypothesis rests. firse one is that Japanese and
American parents enter JVs to steal and internalad other’s knowledge. The second
assumption is that the Japanese always win thisiteprace. And the third one is that
once they have won they will quickly act to terntenthe JV.

The view that JVs are learning races and that #neynherently unstable can
be contrasted with the transaction costs perspedivHennart (1988) and Zeng and
Hennart (2002) which views JVs as ways for parfimens to access, as opposed to
internalize, their partner contributions. This vieees JVs as more inherently stable.
Hence one reason for our findings might be that désnot learning races, but instead
exercises in cooperative specialization in whichtr@as exchange access to their
continuously evolving capabilities. This contrastish the essentially static viewpoint
of THH, in which the partners’ contributions are aethe inception of the JV and are
not supposed to grow over time. If, as Zeng andndan(2002) argue, they are
periodically replenished, a learning race strate§ynternalization loses most of its
appeal. Instead, parties stay in a JV becauseallm@s them to continuously benefit
from access to their partner’s innovations. Coesistwith such a cooperative
specialization point of view is the finding of preus research (Asanuma, 1989; Dyer
and Nobeoka, 2000) that the Japanese put a Idtast & learning to work with their
partners in order to improve the efficiency of talaboration. This suggests that these
collaborations can be made to yield continuous fitsne

One possible consequence of these investments latiorships can be,
however, that they make termination more psychchily difficult. Hence another
possibility is that many of the JVs that we seeamunchanged should have instead
been sold off or liquidated. Our finding that thepdnese’s second most popular JV
evolution pattern is buying out the JV stake ofirtipartner can also be interpreted as a
desire to continue the relationship with the affdi, even when it may not have been
economic to do so.

A third possible reason for the patterns of stgbive find could be that
Japanese parents do systematically steal the kdgelef their Western JV partners, as
argued by THH protagonists, but, contrary to THke eeluctant to terminate the JV.
Instead, they prefer to continue to operate thewdt¥f their Western partners, even
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though it has no longer much strategic significartdence Toyota, having acquired

from General Motors through their NUMMI JV the dkilon how to manage a US

workforce, used that knowledge in their wholly-own@ants elsewhere in the US, but
kept NUMMI in business, even though with a veryitad role. Unfortunately the data

at our disposal is not sufficient to ascertain éxéent to which these three alternative
explanations can account for our results.

Finally, this paper looks at evolution of Japan&ge with American partners
in Japan. To increase the external validity of @msaults, it might be interesting to look
at the evolution of Japanese JVs with Europeansfirnmay also be interesting to
conduct a new study replicating Hennart et al (}@8%1 using sample definitions and a
time period similar to this one in order to systénaly compare the evolution of
Japanese-American JVs in the US with the presady/ st
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Table 1. Change in ownership levels of Japanese partners in Japanese-American JVs in
Japan (July 1987—October 1996)

Final level (1996)
0-4.9 5-49.9 50 50.1-94.9| 95-100 | Total (1987)
Initial Minority 5 9 0 0 1 15 (10%)
level 50% 8 4 55 3 26 96 (64%)
(1987) | Majority 1 1 2 22 14 40 (26%)
Total (1996)| 14 (9%)| 14 (9%)| 57 (38%) 25 (17%) 2I%) 151

Table 2 Change in ownership levels of Japanese partners in Japanese-American JVs in
Japan (July1987—November 1999)

Final level (1999)
Zero Minority 50% Majority | 95-100% | Total (1987)
Initial Minority 6 8 0 0 1 15 (10%)
level 50% 13 4 43 3 33 96 (64%)
(1987) Majority 1 1 3 20 15 40 (26%)
Total (1996)| 20 (13%)| 13 (9%)| 46 (30%) 23 (15%) (@2%) 151
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Table 3. Summary of the change in Japanese ownership in Japanese-American JVs in

Japan (July 1987-October 1996 and July 1987-November 1999)

N (1996) | N (1999)
Japanese parent stake increased +4.@%% 41 49
Japanese parent bought stake from the 1987 UBepart 37 44
Japanese parent acquired the 1987 US partnerjhote 3 3
Japanese parent bought stake from firm othertt@d987 US partner (note 2) 1 1
Japanese parent acquired a firm other than thé WSBpartner (note 3) 0 1
Japanese stake increased but not t196% 3 4
Japanese stake decreased but not to zero 9 11
Japanese stake becomes zero 14 20
Japanese parent sold stake to the 1987 US partner 8 9
Japanese parent sold stake to a firm other trah3B7 US partner 1 2
Japanese parent was acquired by the 1987 US partne 0 0
Japanese parent was acquired by a firm othertheah987 US partner (note 4) 1 2
Joint venture was liquidated or dissolved 4 7
Japanese stake unchanged 84 67
Total 151 151

Notes to the Table

(1) In one of these cases the Japanese parentettdsi 1987 American partner with another Europi@am (the
Japanese and the European firm bought 50% each®9A. This is counted as Japanese acquiring th& 198
American partner.

(2) In this case the American partner was mergel aiEuropean firm in 1989, and the Japanese parmeaght
the JV stake from the European firm in 1994.

(3) In this case parts of the American parent’sriess which included the JV, were acquired by agean firm in
1989. Afterwards, the Japanese parent bought thetaké from the European firm in 1998.

(4) In one of these cases the Japanese parent @ecanbsidiary of a US firm when two American shalgers of
the Japanese parent (both with a 25% stake) memgedthe total investment of the integrated American

shareholder of the Japanese JV parent became 5099

19



