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JAPANESE FOREIGN DIRECT INVESTMENT IN THAILAND:CHARACTERISTICS AND PERFORMANCE OF JAPANESE SUBSIDIARIES

Abstract

The aim of this paper is two-fold.  It offers a quantitative analysis of how Japanese foreign direct investment (FDI) has contributed to the development of the manufacturing sector in Thailand.  Second, it examines the characteristics and performance of Japanese subsidiaries in this country. This task is accomplished in part by the presentation and analysis of data on 1,362 Japanese-owned organizations operating in Thailand. The analysis compares the extent, sectoral distribution, characteristics and performance (profitability and survival) of Japanese subsidiaries established in this country.  Among countries worldwide, Thailand has received the fourth largest aggregate flows of Japanese FDI with most of it occurring in the 1985-1995 period.  The investment is concentrated in the manufacturing sector, with automotives and electronics being the most frequently entered industries.  These observations indicate that Thailand was a principal recipient of the general increase of Japanese FDI for the purpose of establishing overseas manufacturing operations.  The increase in Japanese FDI during this period was a direct result of the rise in the value of the yen after the Plaza Accord in 1985, as well as the growth of protectionist sentiments among Japanese trading partners frustrated with chronic trade deficits.  

The employment levels of expatriate managers, and the propensity to engage in joint ventures, is relatively high, with a pronounced trend towards more joint ventures and fewer expatriates over time.  We also outline and describe patterns related to total and expatriate employment.  We find that Japanese managers tended to dominate decision making in their Thai subsidiaries.  We suggest this is related to the motivation for investment which is primarily related to accessing the relatively high quality / low cost of blue-collar employees in Thailand.
Thailand has been a major destination for Japanese foreign direct investment (FDI), particularly since 1986.  In 1997, Thailand possessed the fourth largest stock of Japanese FDI worldwide, yet the characteristics of this foreign investment, in isolation, and as it relates to overall investment patterns has been under-researched.  In particular, the amount of research is sparse as it compares to the volume of research that has emerged on Japanese FDI to other major destinations such as China and the United States.  The prominence of Thailand as a host country for Japanese FDI, and the opportunities that this creates for a better understanding of both empirical and theoretical aspects of Japanese FDI, suggests that this research agenda should be pushed forward.  

This paper attempts to establish a base for advancing research on Japanese investment in Thailand, as well as on Thailand as a host site for other countries’ FDI.  It makes this attempt by outlining several salient aspects of Japanese subsidiaries in Thailand.  We describe the timing and industry of entry for Japanese FDI, we also provide an analysis of entry mode, employment and the performance of Japanese investment.  This analysis also sheds light on the role of Japanese FDI in the development of Thailand’s manufacturing industries.  Further, we compare this to existing observations on patterns of Japanese FDI elsewhere in the world to try to establish a future agenda for research on Japanese FDI in Thailand.
Japanese FDI in the 1980s & 1990s

During the 1980s and the 1990s, Japanese foreign direct investment levels increased markedly.  In this period, the rapid expansion of Japanese firms’ investment positions in international markets propelled Japan past the United Kingdom and Germany to the second leading position as a foreign investor, behind only the United States, but beyond the United Kingdom and Germany (UNCTAD, 1996).  This growth in Japanese FDI was not an even progression, however.  While investment levels multiplied year-by-year through the 1980s, it declined in the early 1990s, only to resume growth again in the latter half of the 1990s (Toyo Keizai, 1997).  This resumption of growth is no doubt related to the rapid surge in the value of the yen against the dollar from 1994 through 1996.  The average exchange rate was 133.18 in 1991, 124.80 in 1992, then broke through the 100 yen psychological barrier in 1994 to reach an historical high at one point in 1995 of 80 yen per dollar (all quotes are inter-bank rates in Tokyo). 

Along with this growth, decline and resurgence in Japanese investment levels in the 1980s and 1990s, has come a change in the direction of investment outflows.  North American and Western European countries were the major recipients of Japanese FDI in the 1980s.  However, in the past two decades, Asia has attracted increasingly larger shares of investment and by 1991 Japanese FDI in Asia exceeded that in North America and Europe combined.
 Part of Asia’s increased attractiveness for Japanese foreign investors is related to the liberalization of foreign trade and increased opportunities for investment in formerly closed economies like China and Viet Nam.  Another reason for this has been the sustained, even growing interest, in rapidly developing economies such as Malaysia, South Korea, Indonesia and Thailand.  The latter of these four, Thailand, had the third largest stock of Japanese FDI in 1997 among all Asian regions.  Only China and Hong Kong had more foreign subsidiaries in existence, with Singapore and Taiwan following as a close fourth and fifth.  We discuss the characteristics of Japanese FDI in Thailand in the next section.

Characteristics of Japanese FDI in Thailand
Temporal Patterns

The temporal investment pattern of Japanese firms in Thailand mimicked that across the rest of the world with the caveat that FDI in Thailand was more extreme in terms of its high and low values.  That is, when Japanese outbound FDI was relatively slow in the rest of the world, it was even slower in Thailand, and when there was growth in outbound FDI, there was much more rapid growth in Thailand.  This pattern is in evidence in the Table 1 and Figure 1.  

----------------------------------------------

Insert Table 1 and Figure 1 about here

-----------------------------------------------

Table 1 shows the distribution of investment in Thailand by five-year time periods up to the 1990s, and by two-year time intervals through the 1990s.  As can be seen in the Table, Japanese investment exhibited a moderate and consistent pace through much of the 1970s and the first half of the 1980s.  Annual subsidiary formation rates hovered in the 15 to 25 for much of this 15-year period.  This reflects the pattern of all Japanese FDI in this same period.  There was a slow but steady increase from 1970 to 1985.

Though manufacturing-related FDI by industrialized nations in Thailand began in the 1960s and 1970s, the establishment of these manufacturing facilities by foreign firms during this period was usually part of an import substitution strategy.  There was still a great deal of protectionism and thus the output of these manufacturing operations were mainly bound for the Thai domestic market.  The principal industrial sectors that received significant FDI were electronic goods, textiles, food processing, and automotive assembly.  On the other hand, the surge in Japanese investment in Thailand after 1986 took place for very different reasons.
First, there was a sudden appreciation of the yen against the dollar and other major currencies after the Plaza Accord.  Most Japanese firms relied heavily on production within Japan and the rise in the yen caused their costs to balloon in dollar terms.  Japanese firms first reacted by not raising export prices and reducing costs wherever possible. However, the limitations of these strategies were evident almost immediately as the yen continued to rise in value.  Second, there was growing frustration among Japan’s major trading partners with chronic trade deficits leading to calls for protectionist measures.   It became clear to Japanese companies that they could not continue to rely so heavily on an export-based strategy.  Consequently, there was explosive growth in FDI worldwide, particularly in manufacturing sectors.   
Likewise in Thailand, FDI by Japanese firms shot-up in dramatic fashion, particularly in manufacturing sectors of the economy.  Compared to the first half of the 1980s, the number of subsidiaries formed in the latter half of the 1980s more than quintupled.  Measured on an approval basis, during the five years from 1989 to 1993 a total of 758 new Japanese subsidiaries were established in Thailand.  This figure represents 32% of all FDI in Thailand during this period (Magomi & Kuroda, 1995:2).  Again, however, as Japanese FDI slowed down in the rest of the world, the brakes were applied to investment in Thailand, as subsidiary formation rates were more than halved in 1993 and 1994.

This pattern is quite clear in Figure 1.  This figure shows annual subsidiary formation rates in the 1990s.  Prior to the 1990s, there was consistent growth in Japanese FDI reached a peak in 1989.  Following this peak, there was a year-on-year decline to the 1994 base of the trough.  In the last half of the 1990s, Japanese investment in Thailand showed an increase to 1996, after which levels fell-off from the 1996 peak in 1997 and 1998.  While there was a decline in the absolute numbers of Japanese investment, the relative attractiveness of Thailand did not fall.  As shown by the two sets of bars in Figure 1, Japanese investors continued to devote the same percentage of investment to Thailand in 1997 and 1998, as they did in the preceding two years.  This proportion was consistent when computed as a basis of worldwide Japanese investment, as well as on a basis of Japanese investment in Asia.  Hence, the absolute decline in Japanese investment levels in Thailand reflects an overall decline in investment levels, perhaps because of the unfavorable environment for foreign investment in Asia in 1997 and 1998.  However, Thailand did not show a greater or lesser rate of change in its attractiveness as a host country compared to its Asian neighbors and other countries worldwide.

Sectoral Patterns

Table 2 lays out the distribution of investment by sector.  Table 2 shows four columns of data on the sectoral pattern of Japanese FDI in Thailand.  The middle three columns correspond to three distinct periods of investment: early growth, the late-1980s rapid growth and subsequent contraction, and the mid-to-late 1990s recovery.  The right-most column shows the totals for each sector. 

---------------------------------

Insert Table 2 about here

---------------------------------

As can be seen in the table, Japanese firms have invested in a wide variety of industries in Thailand.  While investments can be found in such diverse industries as agriculture forestry and fishing, mining, construction, services, manufacturing and wholesale and retail trade, there is a strong concentration in the manufacturing sector.  The table also shows that the concentration of investment in the manufacturing sector has become stronger over the three periods.  During the early stages of Japanese investment in Thailand, about 55 percent of investments were made in the manufacturing sector.  In the 1987-1993 period, 61 percent of investments were involved in manufacturing, and in the final period (post-1994), this percentage had increased to 71 percent.  

Corresponding to the greater proportion of manufacturing investments over time is a decline in several other sectors.  Principally, services-oriented businesses such as construction wholesale and retail trade and finance, insurance and real estate have seen the largest percentage point declines.  Among these, the decline in the absolute number of subsidiaries formed has been greatest in the wholesale sector.  In and of itself, for Japanese investment, this is not completely surprising.  As a general trend, the development of wholesale trading subsidiaries usually proceeded that of manufacturing subsidiaries in many other countries (Yoshino, 1976; Kojima and Ozawa, 1984).  Hence, one would expect to see a decline in the proportion of wholesale subsidiaries as a component of FDI, as Japanese FDI within a country declines.  However, what is surprising is the decline in other services, specifically support services such as finance, insurance and real estate.

Trade and distribution-related activities is one form of supporting FDI.  Specifically, this support is oriented towards the movement of goods to and from manufacturing operations.  As such, the establishment of these support services usually precedes that of manufacturing investment. A second form of support services includes investments made in the aforementioned industries (financial services, retail establishments such as restaurants, travel services, business consulting). Typically, these investments are undertaken when a sufficient mass of manufacturing subsidiaries from the home country has been established in the host country.  While manufacturing services still account for upwards of 70 percent of FDI in Thailand, and the absolute number of manufacturing investments is large (more than 800), the number of subsidiaries established in support services is relatively small.  In part, this could be due to protectionist sentiments for these industries in Thailand, or it could be that such services could not be developed quickly enough in response to the rapid growth in manufacturing-related FDI in Thailand at the end of the 1980s.

Among the more than 800 investments in the manufacturing industry, a substantial percentage were made in heavy, process-oriented industries such as automotives (13.7%), industrial machinery (10.6%), fabricated metal products (11.5%) and chemicals (11.9%).  Likewise, more than 100 subsidiaries operated in the electronics industry, 12.6% of all manufacturing subsidiaries.  This current profile (as of 1997) of manufacturing investment was not, however, representative of the pattern of Japanese entry across the three time periods shown in Table 3.

---------------------------------

Insert Table 3 about here

---------------------------------

For subsidiaries established prior to 1986, a comparatively large amount of subsidiaries (25 percent) were formed in the food, tobacco and textile industries. In the later two time periods, however, the proportion of subsidiaries formed in these sectors declined.  In the post-1994 period, just 5.9 percent of subsidiaries were formed in the food, tobacco and textile industries. This decrease in the importance of these labor-intensive manufacturing industries was concurrent with an increased volume of Japanese investment to opening transitional economies such as China.  Effectively, Thailand became a less favorable location for labor-intensive manufacturing, perhaps because of the relative increase in the cost of labor within this country (particularly as compared to other regions such as China).

With the decline in the food, tobacco and textile sectors came an increased focus on investment in electronics and industrial machinery, particularly in the 1987-1993 period.  The growth in both these sectors was particularly impressive, as the number of electronics subsidiaries formed increased five-fold in electronics and by a factor of four in industrial machinery.  This period was also marked by a larger overall trend in increased investment by Japanese firms across these sectors worldwide, especially so for those competing in electronics.  Even so, the growth was not as rapid as in these two sectors in Thailand.

Thailand has also been successful in drawing investment in the automotive sector.  However, FDI in this sector has been somewhat variable on a percentage basis, while consistent at an absolute level.  In each of the three periods, between 29 and 46 subsidiaries were formed.  But, the 29 subsidiaries accounted for just 6.9 percent of Japanese FDI in Thailand in the 1987-1993 period, while the 46 subsidiaries were nearly a quarter of all subsidiaries established after 1994.  

One interesting dynamic within the automotive sector is related to which firms make investments across the different time periods.  In the pre-1986 period, a substantial number of large investments were made by large automotive manufacturers.  For instance, in 1966 Isuzu Motors built a manufacturing plant that employed 2,500.  Isuzu’s entry was followed by ones by Honda Motor and Suzuki Motor Corp. in 1968 and 1969.  Both of the latter plants were of a similar size as Isuzu’s Thai subsidiary.  The 1970s saw this trend continue.  In 1973, Nissan Motors built a facility, which had 1,900 employees.  One year later, Mazda Motor Corporation also entered Thailand with an investment just more than half the size of Nissan’s.

While the major automotive manufacturers, entered Thailand during this period, the smaller automotive parts and components suppliers entered in later periods.  A large percentage of the entries in the automotive sector in the latter two periods (and particularly in the post-1994) period were by automotive companies further upstream in the industry’s value chain.  These companies were following their major buyers (companies like Nissan, Mazda and so on) overseas, in a pattern similar to what has been observed in North America (Xavier, Swaminathan and Mitchell, 1998).  In fact, the linkage, especially if part of a vertical keiretsu, between major automotive manufacturers and their smaller part suppliers, forms a major impetus to FDI by these smaller firms.  Without this impetus, it is unlikely that these firms would have the advantages necessary to successfully compete via direct investment in overseas markets (Belderbos and Sleuwaegen, 1996).

Entry Mode

A prominent decision for foreign entrants is the mode of entry.  Using the information provided in Toyo Keizai’s database, we were able to identify four mutually exclusive entry mode types: (1) wholly-owned subsidiary or a greenfield operation in which 95 percent or more of the equity is possessed by one Japanese firm; (2) joint venture, a greenfield operation in which two or more firms possess at least five percent of the subsidiary’s equity; (3) acquisition, the purchase of a controlling interest in an existing enterprise; and (4) plant expansion, the enlargement of an existing domestic firm via an equity infusion from a Japanese firm.

The rank ordering of these entry modes, in term of their prevalence in Thailand, was similar to the order observed across Japanese FDI worldwide (see Table 4).  Wholly owned and joint ventures were the most often used modes, with acquisitions and plant expansion the least frequently used.  While the order was similar, the magnitude of difference between the entry mode categories was much greater in Thailand than in the rest of the world.  For entries in Thailand, the percentage of acquisitions was very low, just 0.5 percent of all entries.  Plant expansions were also made in just slightly more than one out of 20 entries.  Generally, Japanese firms prefer start-ups over acquisitions in six out of seven entries (85 percent tend to be greenfield startups, Beamish, Delios and Lecraw 1997).  However, the percentage of greenfield start-ups in Thailand is similar to that in transitional economies (e.g., Russia, China, Viet Nam) where more than 97 percent of all Japanese subsidiaries were established as greenfield operations.

---------------------------------

Insert Table 4 about here
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When establishing greenfield operations, Japanese firms tend to have an even preference for joint venture or wholly owned operations.  Yet, in Thailand joint ventures were by a large amount the most frequently implemented option.  Overall, 83 percent of entries were joint ventures, while just 10.5 percent were wholly owned subsidiaries.  This trend in the use of joint ventures also strengthened over time, from 78.6% in pre-1986 to 85.7% in the post-94 period.  This trend towards a greater use of joint ventures runs contrary to the experience hypothesis.  The experience hypothesis refers to the positive relationship observed between a firm’s level of experience in a region and its use of high ownership entry modes like wholly owned subsidiaries (e.g., Johanson and Vahlne, 1977).  Of course, the experience effect might not be observed in the aggregate if different groups firms formed subsidiaries across the three time periods.  Also, the sector of investment might contribute to the entry mode pattern.  The latter reason does not appear to be a valid explanation because the four entry modes were used with close to the same frequency in manufacturing and services industries.  A final factor that might be operating, but not unobservable in the entry mode categories, is the level of equity ownership by Japanese firms and by local firms.  Local ownership, however, varied little across the three time periods (or even on an annual basis), and averaged 32 percent across the whole sample.

Employment

The employment patterns in the Japanese subsidiaries represent their orientation towards the manufacturing sector.  The subsidiaries were generally large, with a mean employment of 324 people.  The mean number of expatriate employees within these subsidiaries was 4.51 (see Table 5).  Interestingly, the mean number of employees and expatriates has shown a decrease over the three periods.  In the pre-1986 period, average employment was 543, in the 1986 to 1994 period it was 288 and subsidiaries formed in the most recent period averaged 115 employees.  For the same subsidiaries, mean expatriate employment was 5.52, 4.40 and 3.14 across the same three periods.

The decrease in the number of employees is unexpected in one sense because the proportion of manufacturing subsidiaries increased in later time periods.  This increase should be reflected in greater average employment levels as subsidiaries in the manufacturing sector tend to be larger than those in the service sector.  This result would be expected were all other characteristics held constant over the three time periods.  Clearly, however, they were not.  One important factor that did vary was the rate at which Japanese firms expanded into Thailand and elsewhere in the world.  The rate of expansion increased in the late 1980s.  Accompanying the greater rate of expansion might have been the creation of smaller subsidiaries.  Subsidiaries were smaller because smaller parent firms were engaging in FDI, and larger firms resources were being spread across more and more markets and greater numbers of foreign subsidiaries.

---------------------------------

Insert Table 5 about here
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Two trends in expatriate employment are suggestive of the latter explanation.  The first trend is the decline in the absolute number of expatriates devoted to foreign subsidiaries.  If Japanese firms’ resources were being stretched by increasingly rapid rates of expansion, there would be fewer resources to devote to individual subsidiaries.  One resource, which tends to be in short supply in many corporations, is qualified expatriate employees (Beamish and Inkpen, 1997).  The fewer expatriates assigned to newer subsidiaries suggests that the pool of expatriates did not increase at a rate concomitant with expansion into Thailand.

A second trend that supports the above statements is seen in the rates of change in employment and expatriate employment within individual subsidiaries, across time.  This trend is shown in the bottom half of Table 5.  As can be seen in Table 5, expatriate employment levels increased within existing subsidiaries in the 1992 to 1997, and 1986 to 1997 periods.  However, buried within the increase shown in the 1986 to 1997 period, was a decline in the first half of this period (i.e., from 1986 to 1992).  In the 166 subsidiaries for which we had expatriate employment observations in both 1986 and 1992, we saw an average decrease of 0.2 expatriates per subsidiary.  Yet, these same subsidiaries increased expatriate employment in the 1992 to 1997 period.  The net effect across the two periods was a mean gain of 0.62 expatriates per subsidiary.  The initial reduction in expatriate employment occurred during the rapid period of expansion.  Later, when the rate of expansion contracted in the middle of the 1990s, the level of expatriate employment increased in these subsidiaries.

In the late 1980s, the resources of Japanese firms might not only have been stretched by the formation of new subsidiaries, but also by expansion of existing subsidiaries.  Table 5 provides evidence of this.  In the 1986 to 1992 period, the 149 subsidiaries for which we had data across both times, had mean employment increases of 56 people.  In the 1992 to 1997 period this increase was close to 100 employees.  Along with this growth in employment, came an expansion in the capital base of the subsidiaries.  On average between 1986 and 1997, subsidiaries that existed in both periods received an additional $US 3.10 million in re-investment.

Performance

Foreign subsidiary performance is a salient topic for practitioners and academics alike.  In looking at the performance of subsidiaries, several metrics could be adopted.  Sales growth, profitability and survival are three of the more common measures utilized.  We use the latter two to analyze subsidiary performance, because we do not have data on the 1986 sales levels of the foreign subsidiaries.  Further, even in later periods, sales levels tend to go unreported for approximately 30 percent of the subsidiaries in our sample. 

For subsidiary profitability, we possess a three point categorical measure of performance. In Toyo Keizai’s survey, the general manager of each subsidiary was asked to report on its financial performance.  Across the more than 18,000 subsidiaries listed in the 1997 version of this database, the response rate to this item was about 33 percent.  However, in the case of the subsidiaries in Thailand, the response rate was higher, at slightly more than 45 percent.  In the most recent period, 64 percent of subsidiaries reported profitable operations.  This was similar to the percent reported as profitable in 1992, however, it was a 19-percentage point increase over the reported performance for 1986.  Corresponding to this, was a greater frequency of break-even and loss reports for 1986 as compared to 1997.

Subsidiary performance tended to improve over time, at least as suggested by these numbers.  Part of this performance increase might have come from the ‘weeding-out’ of poorly performing subsidiaries.  This ‘weeding-out’ process was one in which poorly performing subsidiaries were disbanded by their parents.  We note such an effect.  There was a negative correlation between subsidiary profitability in prior years (1986 and 1992) and the probability of subsidiary exit (r=-0.271, r=-0.090, respectively).

Our analysis in the data reported in Toyo Keizai’s data source identified 172 cases of exit, among the 1,362 subsidiaries formed.  However, this number of exits understated the true number of exits.  First, this number only represents the number of exits made between 1986 and 1997, because of data limitations for the years prior to 1986.  Second, the exit data is representative of subsidiary formation activity for a sub-sample of parent firms.  Specifically, we were able identify exits for Japanese parent firms listed on the first section of the Tokyo Stock Exchange.  For subsidiaries of other parent firms, we were able to identify existing subsidiaries, but not exiting subsidiaries.  The group of parent firms listed on the first section of the Tokyo Stock exchange formed 865 subsidiaries, 172 of which exited.  Consequently, for these firms the exit rate was 19.6 percent.  If we just consider subsidiaries formed after 1986 by the same group of parent firms, which accounts for both limitations, then the exit rate is 16.4 percent (590 subsidiaries formed, 97 of which were exits).

When we examine exits by the foundation date of the subsidiary (for the whole sample), we find that the rate of exit maps closely on the rate of subsidiary formation.
  This is displayed in Table 6, which shows subsidiary formation and exit rates for all subsidiaries formed prior to 1994 (i.e., for those subsidiaries that were at risk of exit).  As mentioned earlier, subsidiaries formed in the 1985-1991 period faced resource constrictions because of the rapid rate of expansion during this period.  However, the data in Table 6 indicate that such resource constrictions did not contribute adversely to the likelihood of subsidiary survival. 
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While this comparison of exit rates by period did not support the presumption that a shortfall in resources was one of the contributing factors to subsidiary exit, two other statistics do.  First among these is the comparison of exit rates by entry mode.  As outlined earlier in Table 4, wholly owned subsidiaries accounted for 10 percent of all entries, and joint ventures for 83 percent.  The remaining seven percent was made up by acquisitions and plant expansions.  This latter group also accounted for approximately 7 percent of exits.  However, the percentage of exits accounted for by joint ventures (73 percent) was lower than their frequency in the sample of subsidiaries.  Wholly owned subsidiaries, however, accounted for 20 percent of exits.  If we consider that joint ventures have a wider resource set from which to draw, then wholly owned subsidiaries might well have been at greater risk because of the narrower resource set available to this form of entry.

A second piece of evidence concerns the number of expatriates devoted to the subsidiary (see Table 7).  As can be seen in the table, the number of expatriates was lower in exiting subsidiaries, then in surviving subsidiaries, whether measured in 1986 or in 1992.  Further, the lower number of expatriates in the 1986 period was found in subsidiaries that were of larger average size.  That is, when measured in 1986, exiting subsidiaries had an average employment of 328, and the mean number of expatriates was 3.48 (expatriate employment rate of 1.06 percent).  For surviving subsidiaries, this expatriate employment rate was more than double at 2.39 percent.  When measured in 1992, this gap in expatriate employment rates was not as large, but it still existed in the same direction.  This evidence lends support to the premise that resource shortages, in this case the resource was expatriate management, contributed to the likelihood that a subsidiary would not survive.
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Insert Table 7 about here
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FOLLOW-UP ANALYSES

The observations reported above came from an analysis of archival data.  While this analysis illustrates several prominent trends in Japanese investment in Thailand, it leaves many questions unanswered.  To gain insight into some of these unanswered questions, specifically, employment related issues, we conducted two surveys of Japanese subsidiaries in Thailand.  These surveys dealt with how decision making is allocated in Japanese subsidiaries in Thailand, and how different categories of Thai employees were regarded by Japanese investors.

Expatriate Dominance of Decision Making

There is evidence from a survey carried out by one of the authors (Keeley) in July 1996 that Japanese expatriate managers dominate decision making at Japanese subsidiaries in Thailand with little participation of Thai national managers. Questionnaires were mailed to Japanese and Thai managers working at 89 Japanese subsidiaries in Thailand in July 1996.  There was a total of 22 responses (14 different companies, response rate = 16%) from Thai managers and 33 responses (19 different companies, response rate = 21%) from Japanese managers.  The total number of different companies participating in the survey was 20 (response rate = 22%)

The respondents were requested to indicate who made what decisions.  The possible responses ranged from 1 to 5 on a Likert scale (1= completely Japanese; 2= mainly Japanese; 3 = equal Japanese and local; 4 = mainly local; and 5 = completely local).  There was a total of 16 types of decisions listed: hiring of new employees; promotion of employees and wage/salary increases; employee benefits such as vacation time; borrowing funds from local banks or financial institutions; production schedules; purchase of production inputs; local advertising; future products and services; investment in new facilities; pricing; production goals; sales goals; personnel training for local managers; layoffs; most minor decisions; most major decisions.

These 16 items were treated as an additive scale.  The standardized item alpha for the Thai manager data was 0.8820, while that for the Japanese manager data was 0.8964.  Thus, the reliability of the scale for both data sets was high.  The scale mean for the Thai manager data was 2.352 (std. dev. = .561), while that for the Japanese manager data was 2.240 (std. dev. = .477).  The 25, 50 and 75 percentile scale values for the Thai manager data were 1.969, 2.209, and 2.750 respectively, and those for the Japanese data were 1.844, 2.250, and 2.629 respectively.  The data clearly indicates that both Thai managers and Japanese managers believe that decision making is firmly in the hands of Japanese managers.  These findings appear to support the above premise that a shortage of Japanese expatriates at Thai subsidiaries may be related to poor performance.
Perceptions of Thai Employees

We carried out a second survey in May and June 1999.  This survey asked questions about the motivations of Japanese investment in Thailand.  A section of these questions related to the attractiveness of two different categories of Thai employees: blue-collar and white-collar employees.  As we outline below, the results of this survey pointed to a cost driver as one of the general motivations for investing in Thailand.

In May and June 1999, we sent surveys to 400 Japanese subsidiaries in Thailand.   Seventy-two of the subsidiaries responded to the survey, providing a response rate of 18.0%.  The question related to employment asked respondents to rank the attractiveness of the education level, skill level, cost level and quality level of white and blue collar employees.  These results are summarized in Table 8.

---------------------------------
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As can be seen in Table 8, the general quality and skill level of white and blue-collar employees were regarded equally by the respondents.  The major difference between these two groups emerged in the education and cost categories.  As might be expected, white-collar employees were regarded as having a better education than blue-collar employees; however, this came with a higher cost. If we divided skill or quality levels by cost, we find that blue-collar employees yielded a higher quality level on an adjusted cost basis than white-collar employees.  This suggests that the primary employee-related motivation for investment rested in blue-collar employment, not white-collar employment.

This observation is broadly consistent with the division of decision making in Thai subsidiaries.  As mentioned above, decision making in subsidiaries tends to be concentrated in the hands of Japanese managers, reflecting the general premise of Japanese executives that the quality and skill level of white collar employees (adjusted for cost) in Thailand was not high (at least not as high as blue collar employees).  We take up this discussion in the next section.

CONCLUSIONS

Thailand has attracted strong and continuing flows of investment from Japan for much of the 1980s and 1990s.  The strength of these flows has positioned Thailand among the five leading recipients of Japanese investment worldwide, and one of the leading sites for Japanese manufacturing investment worldwide.

The predominance of Japanese investment in the manufacturing sector is particularly pronounced in Thailand.  Compared to other major investing regions such as the United States, service sector subsidiaries and investment in other support-related services for manufacturing firms is relatively under-developed in Thailand.  Even when compared to China, in which Japanese investment is relatively new, foreign investment by Japanese firms in the service sector in Thailand is proportionally low.

This concentration of investment in the manufacturing sector in Thailand reflects one of the primary motivations for Japanese investors.  The relatively high quality and low cost of Thai blue collar workers (those engaged in the production of automotives, electronics or otherwise involved in productive activities in manufacturing subsidiaries) appears to have been a strong driver of investment in Thailand.  This statement derives from our analysis of the perceptions of Japanese managers concerning the comparative attractiveness of white and blue-collar employees.  Not only were blue-collar employees seen as a lower cost, but also equally capable resource, the latitude of white-collar Thai employees was limited in Japanese subsidiaries.  That is, Japanese managers tended to dominate decision making in Thai subsidiaries as measured along numerous dimensions.

While the two surveys we conducted provided some insight into these aspects of Japanese subsidiaries in Thailand, the main objective of this paper was to establish a baseline from which future research on Japanese investment in Thailand could be conducted.  To that end, we analysed several characteristics of Japanese subsidiaries in Thailand.  Among the analyses we made were those on the timing and industry of entry for Japanese FDI, entry mode, employment and the performance of Japanese investment.  Notable among the timing results is that Japanese investment has not shown much of a decline at a relative level since the onset of the Asian economic crisis.  One of the most promising directions for future research may be to seek an understanding of why Japanese firms continued to regard Thailand as a promising place to invest in the last years of the 1990s. 
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TABLE 1

Entry Pattern of Japanese Firms in Thailand

Date of Entry
Number of

Subsidiaries Formed
Percent of Total

Pre-1970
  89
  6.7

1970 to 1974
119
  9.0

1975 to 1979
  62
  4.7

1980 to 1984
  75
  5.6

1985 to 1989
393
29.5

1990 to 1991
212
16.0

1992 to 1993
110
  8.3

1994 to 1995
151
11.3

1996 to 1997
118
  8.9

Total
1,329
100



Note: Thirty-three subsidiaries did not provide a date of entry.

TABLE 2

Industrial Distribution of 

Japanese Subsidiaries in Thailand

Industry
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Agriculture, forestry and fishing
    1

(0.3)
    9

(1.3)
    2

(0.8)
  12

(0.9)

Mining
    1

(0.3)
    4

(0.6)
    2

(0.8)
    7

(0.5)

Construction
  14

(3.8)
  25

(3.6)
  2

(0.8)
  41

(3.1)

Manufacturing
200

(54.5)
422

(60.9)
185

(70.9)
807

(61.3)

Transportation
  19

(5.2)
  43

(6.3)
  12

(4.6)
  74

(5.6)

Wholesale trade
  82

(22.3)
  92

(13.4)
  43

(16.5)
217

(16.6)

Retail trade
    8

(2.2)
  10

(1.5)
    1

(0.4)
  19

(1.4)

Finance, insurance and real estate
  23

(6.3)
  41

(6.0)
    6

(2.3)
  70

(5.3)

Services
  19

(5.2)
  40

(5.8)
    8

(3.1)
  67

(5.1)

Total
367
686
261
1,314

   Notes:(1) Eleven subsidiaries did not information on the industry of operation.


(2) The first number in a cell is a count, the second, in parentheses, is a column percentage.

TABLE 3

Distribution of Japanese 

Manufacturing Subsidiaries in Thailand

Manufacturing Industry
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Food and tobacco products
  22

(11.0)
  41

(9.7)
    6

(3.2)
  69

(8.5)

Textiles and textile products
  29

(14.5)
  35

(8.3)
    5

(2.7)
  69

(8.5)

Chemicals
  34

(17.0)
  38

(9.0)
  24

(13.0)
  96

(11.9)

Rubber and plastics
    7

(3.5)
  35 

(8.3)
  19  

(10.3)
  61

(7.5)

Stone, clay and glass products
    4

(2.0)
  11

(2.6)
    1

(0.5)
  16

(2.0)

Primary metal industries
    8

(4.0)
  21

(5.0)
    9

(4.9)
  38

(4.7)

Fabricated metal products
  21

(10.5)
  47

(11.1)
  24

(13.0)
  92

(11.5)

Industrial machinery
  13

(6.5)
  51

(12.1)
  21

(11.4)
  85

(10.6)

Electronics
  13

(6.5)
  69

(16.4)
  20

(10.8)
102

(12.6)

Automotives
  36

(18.0)
  29

(6.9)
  46

(24.9)
111

(13.7)

Instruments
    6

(3.0)
  13

(3.1)
    2

(1.1)
  21

(2.7)

Other manufacturing industries
   7

(3.5)
   32

(7.6)
   8

(4.3)
  47

(5.8)

Total
200
422
185
807

   Notes:(1) The first number in a cell is a count, the second, in parantheses, is a column percentage.

(2) The other manufacturing industries category includes lumber and wood products, furniture, paper products, printing and publishing, petroleum and coal products, leather products and miscellaneous manufacturing industries.

TABLE 4

Entry Mode of Japanese Subsidiaries in Thailand

Entry Mode
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Wholly owned subsidiary
  43

(11.8)
  68

(10.0)
 25

(9.9)
 136

(10.5)

Joint venture
286

(78.6)
577 

(84.7)
216

(85.7)
1,079

(83.2)

Acquistion
    4

(1.1)
    1

(0.1)
   1

(0.4)
   6

(0.5)

Plant expansion
  31

(8.5)
  35

(5.2)
  10

(4.0)
 76

(5.8)

Total
364
681
252
1,297

  Notes: (1) Sixty-five subsidiaries did not provide information on the entry mode.


(2) The first number in a cell is a count, the second, in parentheses, is a column percentage

TABLE 5

Employment in Japanese Subsidiaries in Thailand

Mean Number of Employees
Pre-1986
Date of Entry

1987-1993
Post-1994
All Subsidiaries

All employees
543

(283)
288

(538)
115

(203)
324

(1,024)

Expatriate employees
5.52

(268)
4.40

(513)
3.14

(160)
4.51

(941)







Mean Change in Employment
1986 to 1992
Period

1986 to 1997
1992 to 1997


All employees
56

(149)
116

(155)
99

(490)


Expatriate employees
-0.19

(166)
0.63

(163)
1.11

(458)


Note:
(1) The first number in a cell is the mean for the category, the second is the number of subsidiaries used to determine the mean.

(2) The calculation of mean change in employment is limited by the number subsidiaries that were in continous operation during the given time periods.

TABLE 6

Subsidiary Formation and Exit Rates

Date of Entry
Number of

Subsidiaries Formed
Percent of Total
Number of Subsidiary Exits
Percent of Total

Pre-1970
  89
  8.4
13
  8.1

1970 to 1974
119
11.2
23
14.3

1975 to 1979
  62
  5.8
13
  8.1

1980 to 1984
  75
  7.1
10
  6.2

1985 to 1989
393
37.1
63
39.1

1990 to 1991
212
20.0
30
18.6

1992 to 1993
110
10.4
 9
 5.6

Total
1,060
100
161
100

Note: Eleven exiting subsidiaries did not provide a data of exit.

TABLE 7

Employment Rates in Exiting and Surviving Subsidiaries

Employment
Surviving 

Subsidiaries
Exiting 

Subsidiaries

1986



All employees
188
328

Expatriate employees
4.49
3.48

Expatriate employment rate (%)
2.39
1.06





1992



All employees
253
205

Expatriate employees
3.77
2.27

Expatriate employment rate (%)
1.49
1.11

TABLE 8

Japanese Managers’ Perceptions of Thai Employees

Characteristic of Employee
Mean for

Blue Collar
Mean for

White Collar





General Quality
4.06
     4.10 n.s.

Education Level
3.46
      4.44***

Skill Level
4.01
     3.94 n.s.

Labour Costs
3.59
      4.11***

Notes: (1) 7 = high; 1 = low, *** = difference significant at p<0.01.

FIGURE 1

Annual Entry of Japanese Firms in Thailand
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Japanese Foreign Direct Investment
· Japanese firms were forced to abandon their strategy of export-based growth by the mid-1980s mainly due to the following two factors:

· There was a sudden appreciation of the yen against the dollar and other major currencies after the Plaza Accord causing their costs to balloon in dollar terms.

· There was growing frustration among Japan’s major trading partners with chronic trade deficits leading to calls for protectionist measures.

· Consequently, there was explosive growth in FDI worldwide, particularly in manufacturing sectors.

· During the 1980s and the 1990s, Japanese FDI levels increased markedly.  Japan passed the United Kingdom and Germany to become the second leading foreign investor, behind only the United States (UNCTAD, 1996).
· Though, growth in Japanese FDI increased year-by-year through the 1980s, it declined in the early 1990s, only to resume again in the latter half of the 1990s (Toyo Keizai, 1997).
· During the 1980s, Asian economies became more open to FDI and trade liberalization increased, consequently the region attracted increasingly larger shares of Japanese investment.
· By 1991 Japanese FDI in Asia exceeded that in North America and Europe combined.
Japanese FDI in Thailand

· The temporal investment pattern of Japanese firms in Thailand mimicked that across the rest of the world with the caveat that FDI in Thailand was more extreme in terms of its high and low values.
· In 1997, Thailand possessed the fourth largest stock of Japanese FDI worldwide and third in Asia (only China and Hong Kong had more foreign subsidiaries in existence).

FIGURE 1

Annual Entry of Japanese Firms in Thailand
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Source: Calculated from data in Toyo Keizai's Kaigai Shinshutsu Kigyou Souron 1999 ed.

Note: "Percent in Asia" refers to the percentage of Japanese subsidiaries formed in Asia that were formed in Thailand.  "Percent in Thailand" refers to the percentage of Japanese subsidiaries formed worldwide that were formed in Thailand.

Entry Pattern of Japanese FDI in Thailand
· Japanese investment exhibited a moderate and consistent pace through much of the 1970s and the first half of the 1980s. Annual subsidiary formation rates hovered in the 15 to 25 for much of this 15-year period.  
TABLE 1

Entry Pattern of Japanese Firms in Thailand
Date of Entry
Number of

Subsidiaries Formed
Percent of Total

Pre-1970
  89
  6.7

1970 to 1974
 119
  9.0

1975 to 1979
  62
  4.7

1980 to 1984
  75
  5.6

1985 to 1989
 393
 29.5

1990 to 1991
 212
 16.0

1992 to 1993
 110
  8.3

1994 to 1995
 151
 11.3

1996 to 1997
 118
  8.9

Total
1,329
100

Source: Calculated from data in Toyo Keizai's Kaigai Shinshutsu Kigyou Souron 1999 ed.

Note: Thirty-three subsidiaries did not provide a date of entry.

· This reflects the pattern of all Japanese FDI in this same period. There was a slow but steady increase from 1970 to 1985.
· Compared to the first half of the 1980s, the number of subsidiaries formed during the period from 1985 to 1991 more than quintupled.  
Sectorial Patterns of Japanese FDI in Thailand
· Though manufacturing-related FDI by industrialized nations in Thailand began in the 1960s and 1970s, the establishment of these manufacturing facilities by foreign firms during this period was usually part of an import substitution strategy (strong protectionism).  
TABLE 2

Industrial Distribution of Japanese Subsidiaries in Thailand
Industry
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Agriculture, forestry and fishing
    1

(0.3)
    9

(1.3)
    2

(0.8)
  12

(0.9)

Mining
    1

(0.3)
    4

(0.6)
    2

(0.8)
    7

(0.5)

Construction
  14

(3.8)
  25

(3.6)
  2

(0.8)
  41

(3.1)

Manufacturing
200

(54.5)
422

(60.9)
185

(70.9)
807

(61.3)

Transportation
  19

(5.2)
  43

(6.3)
  12

(4.6)
  74

(5.6)

Wholesale trade
  82

(22.3)
  92

(13.4)
  43

(16.5)
217

(16.6)

Retail trade
    8

(2.2)
  10

(1.5)
    1

(0.4)
  19

(1.4)

Finance, insurance and real estate
  23

(6.3)
  41

(6.0)
    6

(2.3)
  70

(5.3)

Services
  19

(5.2)
  40

(5.8)
    8

(3.1)
  67

(5.1)

Total
367
686
261
1,314

  Notes: (1) Eleven subsidiaries did not information on the industry of operation.


(2) The first number in a cell is a count, the second, in parentheses, is a column percentage.
· During the early stages of Japanese investment in Thailand, about 55% of investments were made in the manufacturing sector.  In the 1987-1993 period, 61% of investments were involved in manufacturing, and in the final period (post-1994), this percentage had increased to 71%. 
Japanese Manufacturing Subsidiaries in Thailand
TABLE 3

Distribution of Japanese Manufacturing Subsidiaries in Thailand

Manufacturing Industry
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Food and tobacco products
  22

(11.0)
  41

(9.7)
    6

(3.2)
  69

(8.5)

Textiles and textile products
  29

(14.5)
  35

(8.3)
    5

(2.7)
  69

(8.5)

Chemicals
  34

(17.0)
  38

(9.0)
  24

(13.0)
  96

(11.9)

Rubber and plastics
    7

(3.5)
  35 

(8.3)
  19  

(10.3)
  61

(7.5)

Stone, clay and glass products
    4

(2.0)
  11

(2.6)
    1

(0.5)
  16

(2.0)

Primary metal industries
    8

(4.0)
  21

(5.0)
    9

(4.9)
  38

(4.7)

Fabricated metal products
  21

(10.5)
  47

(11.1)
  24

(13.0)
  92

(11.5)

Industrial machinery
  13

(6.5)
  51

(12.1)
  21

(11.4)
  85

(10.6)

Electronics
  13

(6.5)
  69

(16.4)
  20

(10.8)
102

(12.6)

Automotives
  36

(18.0)
  29

(6.9)
  46

(24.9)
111

(13.7)

Instruments
    6

(3.0)
  13

(3.1)
    2

(1.1)
  21

(2.7)

Other manufacturing industries
   7

(3.5)
   32

(7.6)
   8

(4.3)
  47

(5.8)

Total
200
422
185
807

   Notes:(1) The first number in a cell is a count, the second, in parantheses, is a column percentage.

(2) The other manufacturing industries category includes lumber and wood products, furniture, paper products, printing and publishing, petroleum and coal products, leather products and miscellaneous manufacturing industries.

· Among the more than 800 investments in the manufacturing industry, a substantial percentage were made in heavy, process-oriented industries such as automotive (13.7%), industrial machinery (10.6%), fabricated metal products (11.5%) and chemicals (11.9%).  
· More than 100 subsidiaries operated in the electronics industry, 12.6% of all manufacturing subsidiaries.  
Japanese Manufacturing Subsidiaries in Thailand
(Continued 2)
· For subsidiaries established prior to 1986, a comparatively large amount of subsidiaries (25%) were formed in the food, tobacco and textile industries. In the later two time periods, however, the proportion of subsidiaries formed in these sectors declined.  
· In the post-1994 period, just 5.9% of subsidiaries were formed in the food, tobacco and textile industries. This decrease in the importance of these labor-intensive manufacturing industries was concurrent with an increased volume of Japanese investment to opening transitional economies such as China. 
· With the decline in the food, tobacco and textile sectors came an increased focus on investment in electronics and industrial machinery, particularly in the 1987-1993 period.  The growth in both these sectors was particularly impressive, as the number of electronics subsidiaries formed increased five-fold in electronics and by a factor of four in industrial machinery.  
· This period was also marked by a larger overall trend in increased investment by Japanese firms across these sectors worldwide, especially so for those competing in electronics.  Even so, the growth was not as rapid as in these two sectors in Thailand.
· Thailand has also been successful in drawing investment in the automotive sector. 
· In the pre-1986 period, a substantial number of large investments were made by large automotive manufacturers.  
· Smaller automotive parts and components suppliers entered in later periods.  These companies were following their major buyers overseas, in a pattern similar to what has been observed in North America (Xavier, Swaminathan and Mitchell, 1998). 

Entry Mode of Japanese Subsidiaries in Thailand
· Using the information provided in Toyo Keizai’s database, we were able to identify four mutually exclusive entry mode types: 
(1) wholly-owned subsidiary or a greenfield operation in which 95 percent or more of the equity is possessed by one Japanese firm; 
(2) joint venture, a greenfield operation in which two or more firms possess at least five percent of the subsidiary’s equity; 
(3) acquisition, the purchase of a controlling interest in an existing enterprise; and 
(4) plant expansion, the enlargement of an existing domestic firm via an equity infusion from a Japanese firm.
TABLE 4

Entry Mode of Japanese Subsidiaries in Thailand
Entry Mode
Pre-1986
Date of Entry

1987-1993
Post-1994
Total

Wholly owned subsidiary
  43

(11.8)
  68

(10.0)
 25

(9.9)
 136

(10.5)

Joint venture
286

(78.6)
577 

(84.7)
216

(85.7)
1,079

(83.2)

Acquistion
    4

(1.1)
    1

(0.1)
   1

(0.4)
   6

(0.5)

Plant expansion
  31

(8.5)
  35

(5.2)
  10

(4.0)
 76

(5.8)

Total
364
681
252
1,297

  Notes: (1) Sixty-five subsidiaries did not provide information on the entry mode.


(2) The first number in a cell is a count, the second, in parentheses, is a column percentage.
· The rank ordering of these entry modes, in term of their prevalence in Thailand, was similar to the order observed across Japanese FDI worldwide.  Wholly owned and joint ventures were the most often used modes, with acquisitions and plant expansion the least frequently used. 
·  In Thailand 83 percent of entries were joint ventures, while just 10.5% were　wholly owned subsidiaries.  This trend in the use of joint ventures also strengthened over time, from 78.6% in pre-1986 to 85.7% in the post-94 period.
Employment in Japanese Subsidiaries in Thailand
TABLE 5

Employment in Japanese Subsidiaries in Thailand
Mean Number of Employees
Pre-1986
Date of Entry

1987-1993
Post-1994
All Subsidiaries

All employees
543

(283)
288

(538)
115

(203)
324

(1,024)

Expatriate employees
5.52

(268)
4.40

(513)
3.14

(160)
4.51

(941)







Mean Change in Employment
1986 to 1992
Period

1986 to 1997
1992 to 1997


All employees
56

(149)
116

(155)
99

(490)


Expatriate employees
-0.19

(166)
0.63

(163)
1.11

(458)


Note:
(1) The first number in a cell is the mean for the category, the second is the number of subsidiaries used to determine the mean.

(2) The calculation of mean change in employment is limited by the number subsidiaries that were in continous operation during the given time periods.

· The decrease in the number of employees is unexpected in one sense because the proportion of manufacturing subsidiaries increased in later time periods.  However, subsidiaries were smaller because smaller parent firms were engaging in FDI, and larger firms resources were being spread across more and more markets and greater numbers of foreign subsidiaries.
· One resource, which tends to be in short supply in many corporations, is qualified expatriate employees (Beamish and Inkpen, 1997).  The fewer expatriates assigned to newer subsidiaries suggests that the pool of expatriates did not increase at a rate concomitant with expansion into Thailand.
· Expatriate employment levels increased within existing subsidiaries in the 1992 to 1997, and 1986 to 1997 periods.  However, buried within the increase shown in the 1986 to 1997 period, was a decline in the first half of this period (i.e., from 1986 to 1992).

Performance of Japanese Subsidiaries in Thailand
· General managers report on its financial performance in Toyo Keizai's survey.  In the most recent period, 64% of subsidiaries reported profitable operations in Thailand.  This was similar to the percent reported as profitable in 1992, however, it was a 19-percentage point increase over the reported performance for 1986.  Corresponding to this, was a greater frequency of break-even and loss reports for 1986 as compared to 1997.
· There was a negative correlation between subsidiary profitability in prior years (1986 and 1992) and the probability of subsidiary exit (r=0.271, r=0.090, respectively).
· Our analysis in the data reported in Toyo Keizai’s data source identified 172 cases of exit, among the 1,362 subsidiaries formed, however:  
· this number only represents the number of exits made between 1986 and 1997;
· the exit data is representative of subsidiary formation activity for a sub-sample of parent firms (Japanese parent firms listed on the first section of the Tokyo Stock Exchange).
· The group of parent firms listed on the first section of the Tokyo Stock exchange formed 865 subsidiaries, 172 of which exited (19.6%).  If we just consider subsidiaries formed after 1986 by the same group of parent firms, which accounts for both limitations, then the exit rate is 16.4%  (590 subsidiaries formed, 97 of which were exits).
Performance of Japanese Subsidiaries in Thailand

(Continued 2) 

· Table 6 shows subsidiary formation and exit rates for all subsidiaries formed prior to 1994.

TABLE 6

Subsidiary Formation and Exit Rates
Date of Entry
Number of

Subsidiaries Formed
Percent of Total
Number of Subsidiary Exits
Percent of Total

Pre-1970
  89
  8.4
13
  8.1

1970 to 1974
119
11.2
23
14.3

1975 to 1979
  62
  5.8
13
  8.1

1980 to 1984
  75
  7.1
10
  6.2

1985 to 1989
393
37.1
63
39.1

1990 to 1991
212
20.0
30
18.6

1992 to 1993
110
10.4
 9
 5.6

Total
1,060
100
161
100

Note: Eleven exiting subsidiaries did not provide a data of exit.
· We presumed that exit subsidiaries formed in the 1985-1991 period faced resource constrictions because of the rapid rate of expansion during this period. While this comparison of exit rates by period in Table 6 does not support the presumption, two other statistics do (entry mode and number of expatriates).  
· The percentage of exits accounted for by joint ventures (73%) was lower than their entry frequency (83%of entries).  Wholly owned subsidiaries, however, accounted for 20% of exits but only 10% of entries.  If we consider that joint ventures have a wider resource set from which to draw, then wholly owned subsidiaries might well have been at greater risk because of the narrower resource set available to this form of entry.
Performance of Japanese Subsidiaries in Thailand

(Continued 3)
· As seen in the Table 7, the number of expatriates was lower in exiting subsidiaries, then in surviving subsidiaries, whether measured in 1986 or in 1992.  
TABLE 7

Employment Rates in Exiting and Surviving Subsidiaries
Employment
Surviving 

Subsidiaries
Exiting 

Subsidiaries

1986



All employees
188
328

Expatriate employees
4.49
3.48

Expatriate employment rate (%)
2.39
1.06





1992



All employees
253
205

Expatriate employees
3.77
2.27

Expatriate employment rate (%)
1.49
1.11

· Further, the lower number of expatriates in the 1986 period was found in subsidiaries that were of larger average size.  That is, when measured in 1986, exiting subsidiaries had an average employment of 328, and the mean number of expatriates was 3.48 (expatriate employment rate of 1.06 percent).  For surviving subsidiaries, this expatriate employment rate was more than double at 2.39 percent.  
· When measured in 1992, this gap in expatriate employment rates was not as large, but it still existed in the same direction.  This evidence lends support to the premise that resource shortages, in this case the resource was expatriate management, contributed to the likelihood that a subsidiary would not survive.
Japanese Expatriate Dominance of Decision Making

· There is evidence from a survey carried out by Keeley in July 1996 that Japanese expatriate managers dominate decision making at Japanese subsidiaries in Thailand with limited participation of Thai national managers. 

· Questionnaires were mailed to Japanese and Thai managers working at 89 Japanese subsidiaries in Thailand in July 1996.  
1. There was a total of 22 responses (14 different companies, response rate = 16%) from Thai managers and 33 responses (19 different companies, response rate = 21%) from Japanese managers.  The total number of different companies participating in the survey was 20 (response rate = 22%)
2. The respondents were requested to indicate who made what decisions.  (1= completely Japanese; 2= mainly Japanese; 3 = equal Japanese and local; 4 = mainly local; and 5 = completely local).  
3. There was a total of 16 types of decisions listed: hiring of new employees; promotion of employees and wage/salary increases; employee benefits; borrowing funds from local banks or financial institutions; production schedules; purchase of production inputs; local advertising; future products and services; investment in new facilities; pricing; production goals; sales goals; personnel training for local managers; layoffs; most minor decisions; most major decisions.
4. These 16 items were treated as an additive scale.  The standardized item alpha for the Thai manager data was 0.8820, while that for the Japanese manager data was 0.8964.  Thus, the reliability of the scale for both data sets was high.  
· The scale mean for the Thai manager data was 2.352 (std. dev. = .561), while that for the Japanese manager data was 2.240 (std. dev. = .477).  
The 25, 50 and 75 percentile scale values for the Thai manager data were 1.969, 2.209, and 2.750 respectively, and those for the Japanese data were 1.844, 2.250, and 2.629 respectively.  These findings appear to support the above premise that a shortage of Japanese expatriates at Thai subsidiaries may be related to poor performance.

· Survey of Motivations for Japanese FDI Thailand
· In May and June 1999, we sent surveys to 400 Japanese subsidiaries in Thailand.  Seventy-two of the subsidiaries responded to the survey, providing a response rate of 18.0%. 

· This survey asked questions about the motivations of Japanese investment in Thailand.
· The subsidiaries that responded to our survey had a similar industrial profile to the total population of Japanese subsidiaries in Thailand.  
1. The subsidiaries were large with an average of 337 employees (6 Japanese expatriates per subsidiary) and annual sales of US$80 million.  
2. The vast majority of subsidiaries (79%) were joint ventures, with average local ownership standing at 40% for subsidiaries that had a local partner.  Two-thirds of joint ventures also utilized a second or third Japanese firm as another partner.  
3. Most subsidiaries had operated for more than a decade in Thailand, as the average age was 12 years.

Business Climate in Thailand
CHART 1

Thai Political-Economy
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· Respondents saw the current business climate as relatively low.  This reflected the poor economic conditions in Thailand in 1997 and 1998. 
· Along four other dimensions of the political and economic environment in Thailand, the Japanese subsidiaries saw that controls on price and local content were low. 
· Thailand was still seen as a politically stable country for investment, with little risk of expropriation (seizure of the foreign subsidiary by the Thai government).
Importance and Characteristics of Subsidiaries in Thailand

· A set of questions (summarized in Chart 2) asked about the strategic importance of the subsidiary and the characteristics of the industry in which it operated.
CHART 2

Characteristics of Subsidiary’s Industry
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· The subsidiaries operated in largely global and competitive industries.  
· Most subsidiaries were part of a global sourcing system for the multinational parent, and global synergies (competitive gains from operating multinationality) were also ranked highly.  
· Foremost among these characteristics, the majority of subsidiaries had high strategic importance in the Japanese multinationals’ international networks of operations.
Operational Considerations of Japanese FDI in Thailand
· We next asked the Japanese managers about some of the operational considerations in setting-up operations in Thailand.  
CHART 3

Factors of Production in Thailand
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· Typical to much investment in Asia, Japanese companies were driven by cost and labor motivations in transferring operations to Thailand.  
· The primary attraction was the low-cost of manufacturing in Thailand.  This was largely driven by the low cost of local blue-collar employees.  However, as shown in Chart 3, the low cost of blue-collar Thai employees did not come with a corresponding low quality.  Rather, the quality is relatively high.  
· For white collar, or skilled employees, the quality to cost ratio was not as high.  
· While the general cost conditions were low, high local taxes imposed a cost burden on subsidiaries.  
· Despite upgrading of infrastructure, its quality was still considered to be sub-standard by Japanese managers.
Japanese Managers' Perceptions of Thai Employees

· The questions related to employment asked respondents to rank the attractiveness of the education level, skill level, cost level and quality level of white and blue collar employees.
TABLE 8

Japanese Managers’ Perceptions of Thai Employees
Characteristic of Employee
Mean for

Blue Collar
Mean for

White Collar





General Quality
4.06
     4.10 n.s.

Education Level
3.46
      4.44***

Skill Level
4.01
     3.94 n.s.

Labour Costs
3.59
      4.11***

Notes: (1) 7 = high; 1 = low, *** = difference significant at p<0.01.
· The general quality and skill level of white and blue-collar employees were regarded equally by the respondents.  
· The major difference between these two groups emerged in the education and cost categories.  As might be expected, white-collar employees were regarded as having a better education than blue-collar employees; however, this came with a higher cost. 
· If we divided skill or quality levels by cost, we find that blue-collar employees yielded a higher quality level on an adjusted cost basis than white-collar employees.  This suggests that the primary employee-related motivation for investment rested in blue-collar employment, not white-collar employment.

Comments of Japanese Managers Concerning FDI in Thailand

· A large number of managers emphasized the political stability of Thailand the emerging industrial base.  
As one expatriate manager put it, “Thailand could possibly be the core industrial country in ASEAN in the future”. 
· Others noted that Thailand has one of the largest economies in Asia.  Hence, Thailand is not only an important manufacturing base, but also a large potential market.  
· Thailand is one of the largest markets for automotives in Asia, and as one manager of an automotive parts manufacturing company noted, "Thailand is the second largest market for pick-up trucks in the world."
· The global integration of Japanese subsidiaries in Thailand was also evident when managers elicited their company’s strategic considerations.  This integration was not only within the multinational, but also across companies in Japanese industry.  
· Many companies invested in Thailand as a client-follower response.  This motivation cut across industries.  As in North America, many automotive suppliers followed leading manufacturers like Toyota, Honda, and Nissan to Thailand. But companies in other industries such as insurance, transportation, plastics, cosmetics and construction likewise followed clients to Thailand.  
· The typical pattern was that stated by a senior manager in a construction subsidiary:

We started our construction business in Thailand in 1964.  At that time, many Japanese companies, especially in the textile industry, came to this country to open factories.  We were induced by our clients in Japan to come along with them to help in factory construction.  We established the subsidiary in 1974 because of the legal change by the Thai government.

Comments of Japanese Managers Concerning FDI in Thailand

(Continued 2)
· When asked about their future plans for Thai subsidiaries, managers spoke of expansion and opportunity.  In terms of short-term prospects, most managers saw their subsidiaries as maintaining current sales levels, or even increasing.  Few saw a decline.  This reflects the actual net increase in sales in existing subsidiaries during the first two years of the economic crisis (typical pattern of export-oriented subsidiaries).  
· As for longer-term plans, it is clear from manager’s comments that Thailand forms an integral part of Japanese multinationals’ presence in Southeast Asia and the rest of the world.  
· The short and long-term situation was put best by a manager in a marine services business.  
When I oversee the future of Thailand in 21st century, I am positive.  But for the time being, let’s say the next two or three years 2 or 3 years, negative. Right now, we are expanding our investment for the reason of starting new businesses for 21 century.”  
· Other businesses too, were tooling up for meeting the growth of demand in the coming millennium.

Effects of Crisis on Sales of Subsidiaries Surveyed

· From 1997 to 1999, 28% of subsidiaries had a gain in sales, 53% experienced neither a loss nor gain, while just 19% had lower sales in 1998 as compared to 1996.  
CHART 4

Sales Performance in Japanese Subsidiaries in Thailand (1999 Survey)

(1998 compared to 1996, US$)
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Conclusions

· Thailand has attracted strong and continuing flows of investment from Japan for much of the 1980s and 1990s.  The strength of these flows has positioned Thailand among the five leading recipients of Japanese investment worldwide, and one of the leading sites for Japanese manufacturing investment worldwide.

· The predominance of Japanese investment in the manufacturing sector is particularly pronounced in Thailand.  Compared to other major investing regions such as the United States, service sector subsidiaries and investment in other support-related services for manufacturing firms is relatively under-developed in Thailand. 
· The relatively high quality and low cost of Thai blue collar workers  appears to have been a strong driver of investment in Thailand.  

· Thailand is an important site for Japanese FDI.  Thai subsidiaries form an integral part of Japanese multinationals manufacturing networks. This integration between subsidiaries and the parent firm provides a strategic importance to the subsidiary that allows the multinational to take a long-term outlook with respect to its investments in Thailand as well as other countries.  
· This outlook enables the multinational to look beyond the current economic crisis in Thailand and Southeast Asia.  Looking beyond the crisis does not mean that subsidiaries have not been affected detrimentally.  Instead, it means that subsidiary strategy during such a crisis involves taking the steps necessary to weather the crisis and seeking the opportunities that were created by the crisis.

APPENDIX

Summary of Responses to All Survey Questions
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� A single data source is used for this account of Japanese foreign investment activity (Toyo Keizai, 1997).  As with the use of any single source, particularly one that was compiled by survey, there is the possibility of errors of omission (missing investments that were made but not reported).  However, Toyo Keizai’s data source tends to be among the most comprehensive and detailed available for such analysis.  


Further, the comprehensiveness of the data we use in this study is enhanced by utilizing several different editions of this data source.　We consulted the 1986, 1989, 1992, 1994 and 1997 versions of Kaigai Shinshutsu Kigyou Souran to construct the database for this study.  The compilation of this data was part of a larger project on Japanese FDI (Delios and Beamish, 1999).  As the data are longitudinal, we are able to report on both subsidiary formation and exit.  This point is made clearer in the analyses reported in subsequent sections.





� In a similar form of analysis, we also find that subsidiary exit rates did not differ much from formation rates when we compared these two rates by broad industrial categories, and across industries within the manufacturing sector.
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