
International Journal of Business and Management; Vol. 7, No. 19; 2012 
ISSN 1833-3850   E-ISSN 1833-8119 

Published by Canadian Center of Science and Education 

132 

Japanese MNCs Investment Objectives and Subsidiary Performance 

Norhidayah Mohamad1,2 & Yasuo Hoshino1,3,4 
1 Graduate School of Business Administration, Aichi University, Japan 
2 Faculty of Technology Management & Technopreneurship, Universiti Teknikal Malaysia Melaka, Japan 
3 Graduate School of Accounting, Aichi University, Japan 
4 Institutes of Policy and Planning Sciences, University of Tsukuba, Japan 

Correspondence: Norhidayah Mohamad, Graduate School of Business Administration, Aichi University, 2-10-31 
Tsutsui Higashi-ku Nagoya, 461-8641, Japan. Tel: 81-906-520-6522. E-mail: norhidayah@utem.edu.my 

 

Received: July 27, 2012   Accepted: September 17, 2012   Online Published: October 1, 2012 

doi:10.5539/ijbm.v7n19p132          URL: http://dx.doi.org/10.5539/ijbm.v7n19p132 
 
Abstract 

This study explores the Japanese MNCs investment objectives and their subsidiary’s performance in host-county. 
We found five main investment objectives by Japanese MNCs generally for establishing overseas or product 
network followed by obtain the local market, establish overseas distribution, information gathering and cheap 
labor cost. China in East Asia region indicates the highest number of Japanese MNCs outward FDI followed by 
Southeast Asia region (Singapore, Thailand, and Malaysia) in year 2003 and 2009. The high number of Japanese 
MNCs in Asia may be influence by bilateral and regional approaches to take advantage of Free Trade Agreement 
(FTA). Our empirical results also shows that Japanese investment in Asia region more prefer to choose ‘obtain 
local market’ in the early stage of entering to host country and revise to new investment objective after certain 
period of time to remain the firm’s profitability. 

Keywords: Foreign Direct Investment (FDI), investment objectives, financial ratio, subsidiary’s performance 

1. Introduction 

Going abroad through Foreign Direct Investment (FDI) is one of the strategies for sustaining business 
performance and survival. FDI and Multinational Corporation’s (MNCs) obvious importance in world economy, 
has created much interest amongst scholars. FDI contributes to the economic growth of host countries, as it 
brings benefits such as financial resources for investment, technologies, and know-how that can be considered 
as important factors for economic growth (Anderson, et al., 2000). FDI, interconnected with MNCs, has already 
become an increasingly vital source for many developing countries to obtain international capital and advanced 
technology. Because of the benefits of FDI, policy makers in developing countries have formulated various 
strategies to attract FDI in their country (Urata, et al., 2000).  

Moreover, Japan's outflows of Foreign Direct Investment (FDI) increased dramatically in the 1990s; and at that 
point, Japan became the world's largest overseas direct investor (Froot, et al., 1991). In 2009, Japan was the 
second largest FDI in the US economy, with about $259.6 billion in investments (Jackson, 2012). Concerning 
this, Japanese FDI captured the interest of many researchers to understand the characteristic of the world’s 
largest investor. Figure 1 shows the trend of Japanese FDI from 2000 to 2010. Japanese FDI outflow fell sharply 
from $130,801 to $74,650 million in 2009, on their overseas investments in 2008. This decrease mirrors a 
slowdown in global flows (Jackson, 2012). 
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Source: Japanese Trade and Investment Statistics 
Figure 1. Japan’s outward FDI between 2000 and 2011 

 

Various past researches on FDI identified the determinant factors of FDI inflow in developed and developing 
countries. Each country has different FDI determinant factors. Although the findings from previous studies 
varied, it is generally considered that the availability of cheap labour, market size, economic growth, host 
government policies, and sufficient infrastructures, were the main determinants of FDI (Saayman & Snyman, 
2005; Seetanah & Rojid, 2011; Urata & Kawai, 2000; Cheng & Kwan, 2000). 

Despite the various past studies on FDI and MNCs, research on Japanese MNCs FDI and their subsidiary 
performances in host countries is still in its early stage. Japanese MNCs have been essential FDIs in various 
countries, such as the United States, China, Malaysia, Thailand, Vietnam, and India. Therefore, this research will 
investigate Japanese MNCs investment objectives and the impact on their subsidiary performance, in order to 
obtain a better understanding of this issue. 

2. Literature Review 

2.1 Theoretical Background 

A number of scholars have analysed the motives for international production using the transaction cost paradigm 
(Buckley & Casson, 1976; Rugman, 1987). The transaction cost model offers powerful insights into the 
evolution of MNCs. The concept of cost minimization explains the motives for the location of FDI, which 
implies that a company will choose the lowest cost location for its production activities abroad. Research by 
Nicholas (1987) found that transaction cost factors were the important determinants of pre-1939 British 
manufacturing multinational’s decision to invest in subsidiaries. Firms were expected to choose to enter a 
foreign market, only if it offered a high risk adjusted return on their investment. Therefore, transactional cost 
theory is an appropriate methodology for modelling dynamic growth.  

Research by Dunnings (1990, 1988, and 1993), not only mentioned ownership advantage, but also included 
locational specific variables and the international production in eclectic paradigm that explained the FDI 
movement into a broad framework. This eclectic paradigm provides the most conclusive theoretical background 
to explain why FDI takes place. The OLI paradigm holds three kinds of advantages that shape the determination 
of entering a foreign market, namely Ownership, Location, and Internalization (Dunning, 2000).  

Ownership advantages, refers to the possession of superior intangible and tangible assets (asset power) and 
skills, such as MNCs experience, firm size, and the ability to develop product differentiation. Moreover, these 
special advantages are specific to the investing firm and they are related to the extent to which it possesses a set 
of internal factors or resources and capabilities that its competitors lack. The second sub-paradigm of the OLI 
tripod offers a framework for evaluating alternative ways in which firms may organize the creation and 
exploitation of their core competencies; given the location attractions of different countries or regions. Location 
advantages arise from the favourable conditions possessed by the countries receiving FDI. These advantages are 
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commonly associated to economical, technological, infrastructure, political, legal, social, and cultural factors, in 
the host countries. Finally, Internationalization advantages arise from the existence of market imperfections and 
the different transactional costs associated with the different ways of accessing international markets, such as 
exports, contracts, or FDI. These internalizing foreign activities can benefit from avoiding the dissipation of 
knowledge, preventing deterioration in the quality of products, and eliminating the costs of writing and 
enforcing contracts.  

According to Galan, González-Benito & Zuñga-Vincente (2007), the possession of such ownership specific and 
internalization advantages, which are a necessary condition for achieving a better international competitive 
position, is not enough for ensuring the potential success of investment decisions in foreign countries. Location 
factors should be considered as the basic determinants to define the degree of attraction of a group of host 
countries; with respect to the investment decision carried out by MNCs. The increasing importance of location 
factors can affect the global competitiveness of firms, and hence, determine their chances of future survival.  

The significant effects of FDI help to explain why there is currently increased competition amongst 
governments of both Developed Countries (DC) and Less Developed Countries (LDC) to attract such 
investment. Therefore, the governments of host countries believe that attracting FDI becomes a strategy to 
enhance the level of economic development. It is crucial to understand the relevant for and against factors for 
the location decisions of Japanese MNCs in each potential group of host countries attracting FDI. Research by 
Galan, González-Benito & Zuñga-Vincente (2007) explored this important issue using the Investment 
Development Path (IDP) paradigm that was introduced by Dunning, (2000); and Narula & Dunning, (2000). 

Using this approach helps to decide upon the main reasons and objectives, and hence, the different location 
factors that can decisively determine the choice of one country or another, as the final destination for FDI, made 
by Japanese MNCs. As stated by Narula, Dunning (2000) & Narula (1996), the proponents of this dynamic and 
integrative approach, posit that the kind of MNCs that any country is capable of attracting or creating over time, 
depends on its international investment position; and hence, on its level of economic development. Five stages 
of evolution were used to examine this economic development (see Figure 2). 
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Figure 2. Characteristics of the IDP 

 

The first stage consisted of wealthy industrialized countries, or DCs (that over the past two decades had 
experienced a convergence of their income levels, consumption patterns, and technological resources and 
capabilities). Figure 2 shows the final two stages that located these DCs. The second group was comprised of 
Newly Industrialized Countries (NICs), which were catching up and converging with the DCs during the third 
stage of the IDP paradigm. The third IDP category was made-up of a large number of LDCs that were far from 
converging with DCs and NICs. LDCs are in the least developed stages of the IDP (i.e., Stage 1 and 2). It would 
be easy to predict the kind of location factor, if the positions of the FDI and host countries in the IDP were 
known. 

2.2 Conceptual Framework and Hypotheses 

The proponents of the IDP approach acknowledge that there are three main objectives for MNCs to carry out 
FDI, which are to seek natural resources, new markets, and strategic assets (Dunning, 1993). As illustrated in 
Figure 2, there are significant differences between LDCs and DCs in four perspectives (i.e., the level of FDI, the 
type of basic location advantages, the reason why FDI was received, and the most relevant locational factors for 
attracting FDI). Previous research by Galan, González-Benito & Zuñga-Vincente (2007), stated that DCs 
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specific advantages are strongly linked to created assets; while LDC’s natural resource and market seeking, 
become the main objectives. Figure 3 provides the integrative conceptual framework for the subsequent 
development of the hypothesis. As the figure shows, one of the most important decisions currently faced by an 
FDI inflow country is the choice of the potential group of host countries for locating their cross-border 
investments. Evidently, the choice of one or another group of host countries would be driven by the main 
investment objectives of the Japanese MNC’s parent company, from the host country. Galan, González-Benito, 
& Zuñga-Vincente (2007) recognized that the MNC’s parent company motivation was to eventually choose 
either or both groups of host countries, depends on the specific location factors available in them. 

 

 

 

 

Figure 3. Integrative conceptual framework 

 

2.3 The Determinants of FDI 

The issue of FDI determinants was first addressed by Ohlin in 1933. He mentioned that FDI was mainly 
motivated by high profitability in growing markets, with the possibility of finance and low interest rates. 
Meanwhile, according to Snyman & Saayman (2009), perception and infrastructure, government and policy, 
economy, competitiveness and nature, were the key factors influencing the FDI in South Africa. In Mauritius, 
trade openness, wages, and the quality of labour in the host country, were the most instrumental factors for FDI. 
Market size relatively had a lesser impact on FDI; which was probably related to a small population size 
(Seetanah, et al., 2011).  

Other previous researches by Urata and Kawai (2000) stated that both supply side and demand side factors are 
important in the recipient countries for attracting the FDI by Japanese MNCs. Supply side factors include the 
abundance of low-wage labour, the availability of a good infrastructure, and a good governance of the host. 
However, the demand side factors consist of a sizeable local market. The supply and demand concept can be 
used to investigate the motives of Japanese MNCs FDI in other countries. Labour costs factor appear 
particularly important determinants by various past research where foreign companies prefer to investing in host 
countries which enable to capitalise their inexpensive labour. (Asiedu, 2006; Tahir & Larimo, 2006; Bandelj, 
2002; Buckley & Casson, 1998; Dunning, 1988; Saayman & Snyman, 2005; Cheng & Kwan, 2000; Resmini, 
2000; Wheeler & Mody, 1992. In addition, studies on location determinants of Japanese manufacturing FDI by 
Kinoshita (1998) in seven Asian countries found that labour cost and infrastructure encourage small firms to 
invest in certain country, while market size and strategic consideration are most important determinants for 
locational decisions for large firms.  

Good quality of infrastructure is more preferable determinant by the foreign investors followed by changes in 
real bilateral exchange rates and expanding domestic market; and (Wheeler & Mody, 1992; Nakamura & Oyama, 
1998). The big domestic market with high quality of labour and political leadership in European unification has 
make France as the attractiveness country for Japanese FDI (Sazanami, 1992). Foreign investors prefer large 
markets with high growth prospects to ensure the vast return on their investment. On the other hand, local 
government and political stability also play a role in attracting foreign investments since the stage of the 
transition process is under the policy makers’ control (Resmini, 2000; Sazanami, 1992; Asiedu, 2006). These 
local government policies comprise direct impact on long-term economic growth for the host country. Moreover, 
Argawal (1994) found that political conditions pose operating risk for a foreign investor. This operating risk helps 
the investor to determine the form of the entry mode.  

The determinants of FDI include the analysis of the conditions for host countries to attract foreign investment. 
These conditions are also known as the locational determinants of FDI. Moreover, this taxonomy for locational 
determinants is similar to the research on motivations for FDI (Driffield & Love, 2007), Drivers of FDI (Ok, 
2004), and Motives for FDI (Bitzenis et al, 2007). All of these studies are particularly relevant to the developed 
and developing countries that are striving for foreign investments in the host county. This is because FDI brings 
many advantages, such as foreign capital and advanced technologies. Table 1 provides a detailed list of the FDI 
determinants considered by several empirical studies, which have examined the influence on location decisions 
of MNC’s parent companies in both DCs and LDCs. 

Location 

Decision 

Investment 

Objectives 

Subsidiary 

Performance 
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Table 1. Determinants of FDI (selected studies) 

Factors Authors

Market size 

(Micro economic) 

Tahir & Larimo, (2006); Kobrin, (1976); Davidson, (1980); Eicher & Kang, (2005); 
Saayman & Snyman, (2005); Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, 
(2000); Sazanami, (1992); Wheeler & Mody (1992); Asiedu (2006); Kinoshita (1998); 
Nakamura & Oyama (1998) 

Economic growth Tahir & Larimo, (2006); Kobrin, (1976); Davidson, (1980); Saayman & Snyman, (2005); 
Loree & Guisinger, (1995); Dar et al., (2004); Asiedu, (2006) 

Labour supply 
/costs 

Buckley & Casson, (1985); Dunning, (1988); Eicher & Kang, (2005); Saayman & Snyman, 
(2005); Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, (2000); Loree & 
Guisinger, (1995); Kinoshita, (1998); Wheeler & Mody (1992); Asiedu (2006); Tahir & 
Larimo (2006) 

Labour quality Sazanami, (1992); Bandelj (2002)

Political & legal 
environment 

Agarwal, (1994); Anderson & Gatignon, (1986); Sazanami, (1992); Wheeler & Mody 
(1992); Kobrin (1976); (Asiedu (2006) 

Raw material/ 
Natural resources Buckley & Casson, (1985); Dunning, (1988); Asiedu, (2006) 

Host government 
policies 

Davidson & McFetridge, (1998); Eicher & Kang, (2005); Saayman & Snyman, (2005); 
Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, (2000); Sazanami, (1992); 
Kinoshita, (1998) 

Tariffs & trade 
barriers 

Eicher & Kang, (2005); Saayman & Snyman, (2005); Cheng & Kwan, (2000); Nakamura 
& Oyama, (1998) 

Openness & export 

(Macroeconomic) 

Bandelj, (2002); Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, (2000); Bhinda 
et al., (1999); Wheeler & Mody, (1992); Loree & Guisinger, (1995); Asiedu, (2006); 
Kinoshita (1998) 

Exchange rate Bandelj, (2002); Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, (2000); Bhinda 
et al., (1999); Nakamura & Oyama, (1998); Dar et al., (2004) 

Inflation rate Bandelj, (2002); Cheng & Kwan, (2000); Urata & Kawai, (2000); Bhinda et al., (1999); 
Asiedu, (2006) 

Inflation rate Bandelj, (2002); Cheng & Kwan, (2000); Urata & Kawai, (2000); Bhinda et al., (1999); 
Asiedu, (2006) 

Budget deficits Bandelj, (2002); Cheng & Kwan, (2000); Urata & Kawai, (2000); Bhinda et al., (1999)

Investment Bandelj, (2002), Cheng & Kwan, (2000); Urata & Kawai, (2000); Bhinda et al., (1999)

Infrastructure/ 
transportation/ 

logistic 

Bandelj, (2002); Cheng & Kwan, (2000); Urata & Kawai, (2000); Bhinda et al., (1999); 
Wheeler & Mody, (1992); Kinoshita, (1998); Sazanami, (1992); Asiedu (2006) 

Political stability Bandelj, (2002); Cheng & Kwan, (2000); Resmini, (2000); Urata & Kawai, (2000); Bhinda 
et al., (1999); Wheeler & Mody, (1992); Asiedu, (2006) 

Location Sazanami, (1992); Wheeler & Mody (1992)

 

Previous literature revealed that there is widespread interest in international business research about MNCs 
seeking a particular host country. Relatively few studies exist on MNCs investment objective’s affecting 
subsidiary performance in the host country. Based on this previous literature, this study aims to provide a new 
insight of strategic investment objectives, which have influenced business performance in the context of 
Japanese FDI. Based on all previous arguments, we propose the following three specific hypotheses: 

 Hypothesis 1: There is a significant difference between Japanese investment objectives and location 
factors. 

 Hypothesis 2: There is a significant difference between Japanese investment objectives and subsidiary 
performance. 

 Hypothesis 3: There is a significant difference between Japanese location decision factors and subsidiary 
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performance. 

3. Methodology 

We selected Japanese MNCs to test these hypotheses, because Japanese MNCs are a major worldwide FDI. As 
mentioned earlier, Japanese firms have invested abroad since the early 1980s. They have become a major 
supplier of capital to the world. Japanese FDI has captured the interest of many researchers as a research topic, 
in order to understand the characteristics of the world’s largest investor. 

This study examines the relationship between Japanese MNCs investment objectives and its subsidiary 
performance. The data analysis used the subsidiary's performance as a dependent variable, along with 
investment objectives that consisted of 16 items, used for the independent variables.  

3.1 Data Collection 

Entry mode and the subsidiary’s performance data were derived from Tokyo Keizai Inc., Database CD-ROM 
series for 2003 with 3,757 cases and 2009 with 2,661 cases. The investment objectives were coded from 1 to 15. 
Furthermore, the subsidiary’s performance data was derived from a self-assessed performance, as surveyed by 
Toyo Keizai Inc., by asking the top Japanese managers in each subsidiary to assess their performance in terms of 
financial profitability, i.e., gain, break-even, or loss, using a three-point scale. 

There are two reasons why subjective measurements are appropriate. First, subsidiaries do not disclose their 
performance data. Second, the three-point scale of financial performance is a better proxy for performance than 
the objective measure of financial profit; particularly when the parent firm adopts transfer pricing towards its 
foreign subsidiaries (Makino, et al., 1998). 

3.2 Sample 

The data consisted of Japanese FDI abroad for the years 2003 and 2009. In these years, only 3,757 and 2,661 
cases were available, with investment objectives and performance data, respectively. Table 2 shows the number 
of Japanese MNCs subsidiaries cluster, by subsidiary performance. 

 

Table 2. Number of samples based on subsidiary performance in 2003 and 2009 

Performance No. of Cases 2003 No. of Cases 2009 

Gain 2112 1514 

Breakeven 880 732 

Loss 765 415 

Total  3757 2661 

Source: Toyo Keizai Inc., 2003 and 2009 

 

3.3 Dependent Variable 

The dependent variable is a dichotomous dummy variable, constructed based on the top Japanese manager's 
assessment of his or her subsidiary’s financial performance. This variable will be given a value of ‘1’ (equivalent 
to low performance) when the answer is ‘loss’ or ‘breakeven’ and a value of ‘2’ (equivalent to high performance) 
when the answer is ‘gain’. Even though categorical performance measures have limitations, there are three main 
arguments that support this type of measure. As quoted by Cespedes & Hoshino (2001), the three conditions 
enabling this measurement are 1) where available, financial measures of performance are not directly 
comparable across industries and countries with different accounting systems and customs (Brown, et al., 1994). 
2) Because the survey respondent is the top Japanese Manager in each subsidiary, it expected that each manager 
will report the subsidiary’s performance from a similar reference point (Makino, et al., 1996). 3) Managers' 
perceptions of performance were demonstrated to correlate with objective financial measures (Geringer, et al., 
1991). 

3.4 Independent Variables 

This research consists of two independent variables, namely locational factor (subsidiary region and country) 
and investment objectives with 15 items; as shown in Table 3. These investment objectives come from Japanese 
MNCs parent company’s investment objectives. The 15 items were constructed from previous studies related to 
FDI determinants, motives, motivations, and influence.  
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4. Empirical Results 

4.1 Descriptive Statistics of the Samples 

Table 3 shows the findings of the descriptive statistics with a number of Japanese MNCs investment objectives 
and subsidiary locations clustered by region. In comparing some of the descriptive statistics of the sample from 
Japanese MNCs, some facts are worthy of mention. In 2003, the main Japanese investment objective was to 
obtain a local market with more than 1,000 subsidiaries worldwide. However, in 2009, most Japanese MNCs 
were going abroad to establish overseas or production networks as their main investment objectives, with more 
than 600 cases; followed by obtaining a local market with half the number of the favoured objectives. Moreover, 
establishing overseas distribution and information gathering was consider as important investment objectives, 
since a number of cases were among the top five of more than 200 subsidiaries. Comparing Japanese investment 
objectives in these two years, we found that the motives of investment of establishing overseas/production 
network, favoured treatment by local government, and natural recourses, had slightly increased.  

By looking at the subsidiary’s region, the highest three regions for Japanese FDI are East Asia, Southeast Asia, 
and North America; with more than 300 Japanese MNCs subsidiaries located in these areas (see Table 3). 
Among the foreign investors in East and Southeast Asia, Japanese firms have held the important position of 
leading investor, in terms of FDI values. Various factors may contribute towards active Japanese investment in 
Asian countries. Geographical location is one factor. North America showed that half of its outflows in 1990s 
were Japanese FDI (Froot, et al., 1991). Northern Europe, the Middle East, and Africa were the lowest rated 
Japanese FDIs, with less than 20 Japanese subsidiaries operating in those areas/countries. 

 

Table 3. Descriptive statistics 

Investment Objectives 
No. of 
Cases 
2003 

No. of 
Cases 
2009 

Subsidiary Region
No. of 
Cases 
2003 

No. of Cases 
2009 

Establishing overseas/production 
network 640 650 East Asia 1343 1180 

Obtain a local market 1071 343 Southeast Asia 1243 720 
Establish an overseas distribution 338 302 North America 655 374 
Information gathering 398 289 West Europe 277 146 

Obtain labour 307 258 Middle South 
America 74 67 

Counter import to Japan 233 143 East Central 
Europe 20 51 

Export to a third country 186 140 Australia 50 37 
R&D/product development 130 118 South Asia 38 34 
A company with 
dealer/buyer-seller 121 111 South Europe 37 23 

Favoured treatment by local 
government 79 87 Middle East 7 13 

Natural resources 55 72 North Europe 5 12 
Entering into new business 76 74 Africa 8 4 
Local controlling function 56 54 Total 3757 2661 
Use of funds 57 17  
To avoid disputes 10 3  
Total 3757 2661  
Source: Toyo Keizai Inc., 2003 and 2009 

In Asian countries, China showed the highest number of Japanese FDIs in both 2003 (673 subsidiaries) and 
2009 (832 subsidiaries); see Figure 4. America, with 608 subsidiaries in 2003, was shown to be the second most 
favourable country, followed by Thailand with 403 subsidiary companies. However, Japanese investment in 
America declined dramatically in 2009, with half the number of subsidiaries in 2003. This data is in line with 
the previous analysis of Japanese subsidiary by region, which showed that China was the most favourable 
country, followed by Thailand and North America. Overall, most countries indicated a high Japanese investment 
in 2003, which dropped in 2009; except for China. Japanese investment in China rose by more than 20% in 
2009. 
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Source: Toyo Keizai Inc., 2003 and 2009 

Figure 4. Number of Japanese subsidiaries by country in 2003 and 2009 

 

4.2 The Difference between Investment Objectives, Location Factors, and Subsidiary Performance 

We conducted a Kruskal-Wallis test to analyse the effects of locational factors towards Japanese subsidiary’s 
investment objectives. The Kruskal-Wallis results shown in Table 4 indicate that location factors significantly 
influenced subsidiary’s investment objectives, with p = 0.000 in 2003 and 2009. This difference exists between 
subsidiary countries and regions towards Japanese MNCs investment objectives. Therefore, these findings 
support the first hypothesis of this research, where locational factors significantly affect Japanese MNC’s 
investment objectives. 

 

Table 4. Kruskal-Wallis results for the location factor and subsidiary investment objectives 

Location Year Chi-Square df Sig 

Subsidiary 
Country 

2003 195.19 14 0.000 

2009 125.85 14 0.000 

Subsidiary 
Region 

2003 174.80 14 0.000 

2009 118.91 14 0.000 
Moreover, we also analysed the difference between Japanese investment objectives and the locational factor on 
Japanese MNCs subsidiary’s performance. Performance was measured using a three-point scale i.e., gain, 
break-even, or loss. The results from the Kruskal-Wallis test showed that subsidiary performance in 2003 and 
2009 differed significantly across all Japanese investment objectives and locational factors, with a p value of 
less than 0.05. Table 5 shows that location factors, such as region and country, had a significant influence on 
subsidiary performance. 

 

Country code 

1. China 2. America 3. Thai 4. Hong Kong 5. Singapore 

6. Taiwan 7. Malaysia 8. Indonesia 9. South Korea 10. Philippine 

11. UK 12. Germany 13. Vietnam 14. Canada 15. Brazil 

16. Australia 17. France 18. Others countries   

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

2003 673 608 403 305 252 231 201 198 134 118 108 81 71 49 49 41 36 199

2009 832 347 273 158 108 115 89 99 70 91 55 51 65 27 21 33 21 206
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Table 5. Kruskal-Wallis results for Japanese investment objectives, locational factors, and subsidiary 
performance 

 Year Mean Chi-Square df Sig 

Investment 

Objectives 

2003 2.36 35.55 14 0.001 

2009 2.41 499.99 14 0.000 

Location  

Subsidiary 

Region 

2003 2.36 98.51 11 0.000 

2009 2.41 49.45 11 0.000 

Subsidiary 

Country 

2003 2.36 213.83 42 0.000 

2009 2.41 140.73 39 0.000 

 

To look into the details of these differences, we ran a cross-tabulation between Japanese investment objectives 
and subsidiary performance. As shown in Table 6, most Japanese investment objectives for 2003 and 2009 
illustrated a performance ‘Gain’, except for obtaining a local market objective. However, obtaining a local 
market was the second highest number for Japanese MNCs investment objectives. Even though previous studies 
showed that market size was the most determining factor for FDI, this research reveals that this factor had a 
breakeven performance towards Japanese MNCs subsidiaries, compared to all of the other factors in 2009.  

Table 7 details subsidiary locational factors, main Japanese MNCs investment objectives, and subsidiary 
performances for 2003 and 2009. In 2009, most Japanese MNCs indicate a good performance compared to 
2003; which had mixed subsidiary performances for several countries. In 2003, Japanese subsidiaries in the 
United Kingdom, France, and Australia, showed that ‘obtaining a local market’ (as was their main investment 
objective to operate in those countries), experienced a breakeven or loss performance. Moreover, Japanese 
investments in Turkey and Hungary, with ‘obtain labour’ as their main investment objective in 2003, were also 
not very successful with a loss performance. In addition, in 2003 and 2009, Argentina was also not very 
successful with their main investment objective to obtain a local market, which showed a ‘loss’ performance for 
those years. Therefore, this analysis supports the first hypothesis’s second and third state, where there is a 
significant difference between Japanese investment objectives and locational factors towards subsidiary 
performance. 

 

Table 6. Crosstab table for investment objectives and subsidiary performance 

Investment Objectives Year 

Performance
Total 

Loss Breakeven Gain

Count % Count % Count % Count %

Establishing an 
overseas/production network 

2003 131 20.5% 118 18.4% 391 61.1% 640 100%

2009 91 14% 135 20.8% 424 65.2% 650 100%

Obtain a local market 
2003 229 21.4% 248 23.2% 594 55.5% 1071 100%

2009 130 37.9% 204 59.5% 9 2.6% 343 100%

Establish overseas distribution 
2003 68 20.1% 83 24.6% 187 55.3% 338 100%

2009 26 8.6% 53 17.5% 223 73.8% 302 100%

Information gathering 
2003 57 14.3% 122 30.7% 219 55% 398 100%

2009 36 12.5% 83 28.7% 170 58.3% 289 100%

Obtain labour 
2003 67 21.8% 65 21.2% 175 57% 307 100%

2009 32 12.4% 56 21.7% 170 65.9% 258 100%

Counter import to Japan 
2003 56 24% 52 22.3% 125 53.6% 233 100%

2009 14 9.8% 33 23.1% 96 67.1% 143 100%

Export to third country 
2003 47 25.3% 40 21.5% 99 53.2% 186 100%

2009 20 14.3% 28 20% 92 65.7% 140 100%
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R&D/product development 
2003 28 21.5% 35 26.9% 67 51.5% 130 100%

2009 22 18.6% 42 35.6% 54 45.8% 118 100%

A company with 
dealer/buyer-seller 

2003 27 22.3% 29 24% 65 53.7% 121 100%

2009 9 8.1% 18 16.2% 84 75.5% 111 100%

Favoured treatment by local 
government 

2003 6 7.6% 15 19% 58 73.4% 79 100%

2009 12 13.8% 9 10.3% 66 75.9% 87 100%

Natural resources 
2003 9 16.4% 15 27.3% 31 56.4% 55 100%

2009 8 11.1% 21 29.2% 43 59.7% 72 100%

Entering into new business 
2003 20 26.3% 27 35.5% 29 38.2% 76 100%

2009 11 14.9% 22 29.7% 41 55.4% 74 100%

Local controlling function 
2003 11 19.6% 20 35.7% 25 44.6% 56 100%

2009 4 7.4% 22 40.7% 28 51.9% 54 100%

Use of funds 
2003 8 14% 11 19.3% 38 66.7% 57 100%

2009 0 0% 5 29.4% 12 70.6% 17 100%

To avoid disputes 
2003 1 10% 0 0% 9 90% 10 100%

2009 0 0% 1 33.3% 2 66.7% 3 100%

 

Table 7. Subsidiary countries, main investment objectives, and firm performance 

Location Year 
Main Investment 

Objectives 

Performance Total 

Loss 
count

% Breakeve
n count 

% Gain 
count 

% count %

East Asia  

South 
Korea 

2003 Obtain a local market 20 14.9% 23 17.2% 91 67.9% 134 100%

2009 Establishing an 
overseas/production 

5 6.9% 25 34.7% 42 58.3% 72 100%

China 

2003 
Establishing 

overseas/production 
158 23.5% 117 17.4% 398 59.1% 673 100%

2009 
Establishing 

overseas/production 
126 15% 254 30.2% 461 54.8% 841 100%

Hong Kong 

2003 Obtain a local market 57 18.7% 78 25.6% 170 55.7% 305 100%

2009 
Establish overseas 

distribution 
17 10.6% 43 26.7% 101 62.7% 161 100%

Taiwan 

2003 Obtain a local market 32 13.9% 46 19.9% 153 66.2% 231 100%

2009 
Establishing 

overseas/production 
32 27.8% 27 23.5% 56 48.7% 115 100%

Southeast 
Asia 

 

Vietnam 
2003 Obtain labour 15 21.1% 11 15.5% 45 63.4% 71 100%

2009 Obtain labour 16 24.2% 0 0% 50 75.8% 66 100%

Thailand 

2003 Obtain a local market 57 14.1% 86 21.3% 260 64.5% 403 100%

2009 
Establishing 

overseas/production 
24 8.7% 60 21.7% 193 69.7% 277 100%

Singapore 

2003 Obtain a local market 25 9.9% 68 27% 159 63.1% 252 100%

2009 
Establish overseas 

distribution 
5 4.6% 32 29.4% 72 66.1% 109 100%
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Malaysia 

2003 Obtain a local market 32 15.9% 45 22.4% 124 61.7% 201 100%

2009 
Establishing 

overseas/production 
16 17.4% 16 17.4% 60 65.2% 92 100%

Philippines 

2003 
Establishing 

overseas/production 
22 18.6% 20 16.9% 76 64.4% 118 100%

2009 
Establishing 

overseas/production 
20 21.5% 38 40.9% 35 37.6% 93 100%

Indonesia 

2003 Obtain a local market 52 26.3% 45 22.7% 101 51% 198 100%

2009 
Establishing 

overseas/production 
12 11.9% 27 26.7% 62 61.4% 101 100%

South Asia  

India 

2003 Obtain a local market 7 29.2% 5 20.8% 12 50% 24 100%

2009 
Establishing 

overseas/production 
10 34.5% 7 24.1% 12 41.4% 29 100%

Bangladesh 
2003 Obtain labour 0 0% 3 42.9% 4 57.1% 7 100%

2009 Natural resources 0 0% 0 0% 1 100% 1 100%

Sri Lanka 2003 Obtain labour 1 14.3% 0 0% 6 85.7% 7 100%

2009 Establishing 
overseas/production 

0 0% 0 0% 4 100% 4 100%

Saudi 
Arabia 

2003 Establishing 
overseas/production 

0 0% 0 0% 5 100% 5 100%

2009 Obtain labour 0 0% 0 0% 1 100% 1 100%

West 
Europe  

UK 

2003 Obtain a local market 42 38.9% 29 26.9% 37 34.3% 108 100%

2009 
Establish overseas 

distribution 
1 1.7% 12 20.7% 45 77.6% 58 100%

Portugal 
2003 Obtain labour 0 0% 0 0% 2 100% 2 100%

2009 Information gathering 2 12.5% 7 29.2% 14 58.3% 24 100%

Belgium 

2003 Obtain a local market 6 23.1% 5 19.2% 15 57.7% 26 100%

2009 
Establish overseas 

distribution 
5 33.3% 5 33.3% 5 33.3% 15 100%

France 

2003 Obtain a local market 11 30.6% 13 36.1% 12 33.3% 36 100%

2009 
Establishing 

overseas/production 
1 4.8% 7 33.3% 13 61.9% 21 100%

Germany 

2003 Obtain a local market 3 3.7% 32 39.5% 46 56.8% 81 100%

2009 
Establish overseas 

distribution 
13 25.5% 16 31.4% 22 43.1% 51 100%

Switzerlan
d 

2003 
Establish overseas 

distribution 
0 0% 0 0% 3 100% 3 100%

2009 
Establish overseas 

distribution 
0 0% 0 0% 3 100% 3 100%

South 
Europe 

 

Spain 

2003 Obtain a local market 0 0% 2 13.3% 13 86.7% 15 100%

2009 
Establishing 

overseas/production 
1 14.3% 1 14.3% 5 71.4% 7 100%
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Italy 
2003 Obtain a local market 2 18.2% 0 0% 9 81.8% 11 100%

2009 Obtain a local market 5 33.3% 3 20% 7 46.7% 15 100%

Turkey 

2003 Obtain labour 3 75% 0 0% 1 25% 4 100%

2009 
Company with 

dealer/buyer seller 
0 0% 0 0% 1 100% 1 100%

East 
Central 

 

Hungary 

2003 Obtain labour 2 100% 0 0% 0 0% 2 100%

2009 
Establishing 

overseas/production 
5 45.5% 1 9.1% 5 45.5% 11 100%

Russia 
2003 Export to third country 3 30% 0 0% 7 70% 10 100%

2009 Obtain a local market 2 50% 0 0% 2 50% 4 100%

Czech 
Republic 

2003 Obtain a local market 1 33.3% 0 0% 2 66.7% 3 100%

2009 
Establishing 

overseas/production 
0 0% 6 50% 6 50% 12 100%

North 
America 

 

Canada 

2003 Obtain a local market 5 10.2% 15 11.5% 29 27.5% 49 100%

2009 
Establish overseas 

distribution 
12 44.4% 2 7.4% 13 48.1% 27 100%

US 
2003 Obtain a local market 169 27.8% 186 30.6% 253 41.6% 608 100%

2009 Obtain a local market 72 20.1% 123 34.3% 164 45.7% 359 100%

Middle 
South 

          

Mexico 

2003 
Establishing 

overseas/production 
3 18.8% 0 0% 13 81.3% 16 100%

2009 
Establishing 

overseas/production 
3 33.3% 15 36.6% 23 56.1% 41 100%

Panama 

2003 
Favoured treatment by 

local government 
0 0% 0 0% 1 100% 1 

100
% 

2009 Miscellaneous 0 0% 3 100% 0 0% 3 
100
% 

Chile 
2003 Natural resources 0 0% 3 60% 2 40% 5 

100
% 

2009 Natural resources 2 40% 0 0% 3 60% 5 100%

 

Brazil 

2003 Obtain a local market 12 25.4% 13 26.5% 24 49% 49 100%

2009 Natural resources 4 19% 10 47.6% 7 33.3% 21 100%

 

Argentina 

2003 Obtain a local market 2 66.7% 1 33.3% 0 0% 3 100%

2009 Obtain a local market 1 100% 0 0% 0 0% 1 100%

 

Panama 

2003 
Favoured treatment by 

local government 
0 0% 0 0% 1 100% 1 100%

2009 Miscellaneous 0 0% 3 100% 0 0% 3 100%

Africa           
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2003 Natural resources 0 0% 0 0% 4 100% 4 100%

Nigeria 2009 Natural resources 0 0% 0 0% 4 100% 4 100%

Oceania 

 

          

2003 Obtain a local market 5 12.2% 22 53.7% 14 34.1% 41 100%

Australia 2009 
Establish overseas 

distribution 
4 11.4% 10 28.6% 21 60% 35 100%

New 
Zealand 

2003 
Establish overseas 

distribution 
2 33.3% 0 0% 4 66.7% 6 100%

2009 
Establish overseas 

distribution 
0 0% 2 50% 2 50% 4 100%

 

5. Conclusion, Implications, and Limitations 

In this research, we are interested in measuring the investment objectives of Japanese MNCs and their 
subsidiary’s performance. Based on the locational aspect, China, America, and Thailand were the most 
favourable countries of Japanese MNCs. With rapid economic growth in Asia, intra-regional trade and FDI by 
Japanese MNCs are also increasing. Therefore, East Asia indicates the highest number of Japanese MNCs 
outward FDI, followed by the Southeast Asian region in 2003 and 2009. Bilateral and regional approaches for 
Free Trade Agreements (FTA) are currently being pursued to further improve the competitiveness of countries in 
the region. This will possibly influence the high investment of Japanese MNCs in Asian countries, due to an 
increasing number of Japanese companies taking advantage of FTA’s, or at least, considering the possibilities of 
doing so. Based on the JETRO survey in 2010, companies taking advantage of major FTA’s enacted by Japan 
(with Malaysia, Thailand, Philippines, Indonesia, Vietnam, Mexico, Chile, and Switzerland) have reached 
35.2% of all surveyed companies engaged in trade with FTA parties (i.e., 673 companies). The Japan-Thailand 
Economic Partnership Agreement (29.1%) achieved the second highest ranking in utilising rate by FTA for 
export (JETRO, 2011). Furthermore, the percentage of tariff-free products in these FTA’s increased greatly. In 
ASEAN countries, a Free Trade Area (AFTA) was established, with ASEAN regional tariffs eliminated in 99% 
of all products subject to trade, from January 2010. This means that the trade of goods within the ASEAN region 
is almost entirely tariff-free, which boosts the FTA utilisation value.  

Apart from locational aspects, other determinant factors or investment objectives of outflow FDI from Japan 
have also captured the attention of international business scholars. Locational factors, such as subsidiary region 
and countries also have a significant influence on Japanese MNCs investment objectives. Generally, majority 
Asian nations consist of developing countries with huge market potentials, such as China and other ASEAN 
countries. Empirical results show that Japanese MNCs investing into the Asian region prefer to choose 
‘obtaining a local market’ during the early stages of entering into host countries, which they revise to new 
investment objectives after a certain period of maintaining the firm’s profitability. These findings support the 
first hypothesis, which stated that the locational factor influences Japanese MNCs investment motives in a host 
country. 

Even though each county has different investment objectives, our findings generally considered that ‘obtaining a 
local market’ was the main investment objective for Japanese MNCs in 2003. Six years later, most Japanese 
MNCs changed their investment objectives, and in 2009, ‘establishing an overseas production network’ became 
the main investment motive. This alteration importantly suited the need to fulfil their current business strategy. 
Statistical tests showed that companies using the ‘obtain a local market’ investment objective had a significant 
breakeven performance in 2009, instead of a performance ‘gain’ in 2003. Therefore, the alteration of this 
investment objective was a crucial decision by Japanese MNCs to ensure that their subsidiaries were in a good 
performance condition to survive in their host countries.  

Finally, the statistical results of this study also suggest that locational factors and investment objectives also 
influence subsidiary performance (as shown in Table 7). Japan MNCs subsidiaries in the Asian region showed a 
consistent performance ‘gain’ in 2003 and 2009; except for the Philippines, with a ‘slight decrease’ to 
‘breakeven’ performance in 2009. In Western Europe, the ‘obtain a local market’ investment objective was not 
very successful in 2003 for the UK and France. Therefore, Japanese MNCs investors in those countries changed 
their motive of investment to ‘establishing an overseas production network’ in 2009, and achieved a better 
performance in that particular year. In addition, the ‘obtain a local market’ investment strategy was doing well 
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for Japanese subsidiaries in two developed countries; namely Italy and the US. Therefore, they kept this 
investment strategy in 2003 and 2009, to maintain the performance ‘gain’ for their subsidiaries in these two 
countries. Based on the Investment Development Path (IDP) paradigm, our findings show that most Japanese 
MNCs outward investments were at Stage 3, where the level of FDI in countries with rising inward and outward 
FDI and primary motive of FDI was for market seeking. Therefore, the second and third hypotheses are 
supported, where Japanese MNCs investment objectives and locational factors significantly affect subsidiary 
performance in the host countries. 

From the findings obtained in this research, it is possible to infer several general recommendations and 
implication for academics and decision-makers, who are responsible for defining locations and types of country, 
before entering a host country. As for academicians, this paper contributes to the initial field of research that 
clearly focuses on testing the extent to which the theoretical argument is present in the IDP approach are valid 
for countries positioned at different stages along the path. Conducting new empirical studies will help progress 
in the identification of the main investment objectives and location factors with their performance. Clearly, this 
effort would lead to a better understanding of the different motivations, and hence, location factors behind the 
FDI carried out by MNCs. 

Moreover, it is widely recognized that the selection of a host country for locating FDI is often one of the most 
important decisions that managers of firms currently have to make. Within this context, it is assumed that many 
location-related variables may have a crucial influence on global competitiveness, and hence, the probability of 
the long-term survival of numerous firms. Therefore, this study reveals that managers’ knowledge of 
development stage of the host country can be useful for achieving the objectives set out by their firms.  

To conclude, we note certain limitations in this paper and make suggestions for future research necessary to 
overcome them. The first limitation was data reliability and availability. Even though we tried to consider many 
variables from the data of parent companies in measuring the performance of subsidiaries, this does not mean 
that we were able to capture all of the data variables. This implies that it is still necessary to use other variables, 
such as the financial data of parent and subsidiary companies, which may affect the success of subsidiaries in 
foreign countries. It would also be interesting to combine and analyse actual financial data with self-assessment 
questionnaires completed by Japanese subsidiaries globally. Furthermore, only Japanese companies took part in 
this research. Therefore, with the data available to us, our general findings were confined to Japanese firms only. 
Future research should look into this aspect. 
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