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Abstract

The present study examines the withdrawal behaviour of Japanese companies from overseas business. In
particular, the tendency of companies that withdrew from overseas business is examined using a
combined approach of dictionary-based approach and correlational approach in text mining. In addition,
the study also analyses the purpose of entering the overseas business of the withdrawn companies. The
study results show that most companies aimed at business expansion and strengthening by overseas
expansion. On the other hand, in terms of withdrawal, a change in business strategy has a significant
effect.

1 Introduction

Living standards continue to improve in the rapid growing emerging economies. In Japan, though, the
population has been on the decline since 2011 and is expected to decrease over the long term. Japanese
companies are facing a sharp drop in demand and changing industrial structures. If the TPP becomes
effective, it will create a huge economic zone that accounts for about 40% of world GDP and over 10% of
the population. Therefore, more and more Japanese companies are expanding overseas in pursuit of new
markets.

The factors that lead companies to expand or withdraw from overseas businesses are studied in the
context of foreign direct investment (FDI) and described in Section 2.

Besides, the sales area is extended through overseas expansion as part of a regional diversification
strategy. This strategy aims to expand and develop existing management resources by extending the
existing range of the company’s products and markets and expanding the company’s management
resources to the new range. Barney (2011) claims out that diversification strategies have economic and
financial benefits.

Typical economic benefits include economies of scale and of scope. The economies of scope imply
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that companies run multiple businesses to make effective use of overlapping resources, thereby reducing
costs and increasing sales. The economies of scale are to reduce the average costs by increasing
production. Through regional diversification and running the business in multiple regions and increasing
the scale, a range economy and economies of scale will arise, and it is believed that cost advantages can
be achieved in both foreign and domestic markets. Berger and Ofek (1995) examined whether
diversification helps companies achieve economic benefits such as economies of scope and economies of
scale.

In terms of financial merit, diversification strategy is believed to have the following effects, and
similarly regional diversification is believed to have the same merit. By establishing multiple businesses
with low correlation of cash flow, there is a risk diversification effect that can reduce the risk as a whole
company, and the profit stability of the company increases. Moreover, in the internal capital market of
diversified companies, the amount of investment in each business and the cost of capital can be
determined based on in-depth and accurate information than in the external capital market. Therefore,
diversification influences asset allocation within a company. Therefore, diversification affects the asset
allocation inside a company. Kim and Reinschmidt (2011) stated that while diversification has financial
benefits such as risk diversification, there is a trade-off between risk reduction and corporate growth.

As mentioned earlier, diversification strategy results in economic and financial advantages. However,
in terms of regional diversification strategy based on overseas expansion, emerging countries are at high
risk of sudden changes in the system of local governance and theft of technology and design.
Consequently, Small and Medium Enterprise Agency (2012) emphasized that several companies are
unable to expand overseas.

In addition, different countries have different tax systems, accounting standards, securities rules, and
political and economic systems, which have different effects on industries. Some companies benefited
from regional diversification in terms of future prospects and sales growth. On the other hand, some
companies have not only had to withdraw from overseas operations owing to worsening cash flow, but
also had an adverse effect on domestic operations.

Despite this situation, most of the prior research has analysed overseas expansion, and the number of
previous research withdrawing from overseas business is far less. Porter (1976) stated that there is little
focus on the decision to exit from a business, while some studies on divestment concur that the decision
to exit from a business is challenging. In particular, Belderbos and Zou (2006) and McDermott (2010)
also agree that little empirical research exists on the issue of withdrawal from business. In a theoretical
study, Boddewyn (1983b) studies withdrawal from overseas business.

The paucity of studies is likely due to the relative difficulty in understanding the actual situation of
withdrawal. Koyama (2013) highlights that a comprehensive research on withdrawal in multinational
companies is challenging because the research target is overseas subsidiaries and no statistical data are
available in each country. Koyama (2013) also notes that lack of data from companies was an obstacle to
research because withdrawal from business left a negative impression.

Given the lack of research across the world, the present study engages in text data mining and
analyses text information described in characters and sentences. In particular, using a combined approach

based on the dictionary and the correlational, this study examines the companies’ tendency to withdraw
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from overseas business. In addition, a comparison was made between the companies that withdrew and
their overseas expansion and the purpose of overseas expansion and the factors that led to withdrawal

from overseas business were clarified.

2 Literature Review

2.1 Study on withdrawal from overseas business

This study focuses on Japanese companies’ withdrawal behavior among activities related to FDI. Studies
on the withdrawal from FDI began in the 1970s. In general, withdrawal is defined as follows.

Boddewyn and Torneden (1973) presented some preliminary findings of a study on U.S. foreign
disinvestments in 1967-1971 and defined a foreign divestment (or disinvestment) as a reduction in
working assets or active management. They also mention that the most important components of
divestment definition are complete and partial sales or liquidations of active operations, as well as
expropriations and nationalisations.

Sachdev (1976) defines disinvestment as a reduction of ownership percentage in an active direct
foreign investment on a voluntary or involuntary basis. Voluntary disinvestment includes all those cases
of disinvestment, partial or absolute, for which the company’s own decisions are responsible as
nationalisation of resources. Involuntary disinvestment is a case in which the foreign investor is forced to
being taken over by the host government through nationalisation, expropriation, or confiscation.

Thus, withdrawal includes not only complete sale, partial sale and liquidation of operating activities,
but also expropriation and specialisation. In addition, there are also cases of voluntary withdrawal and
involuntary withdrawal.

Boddewyn (1979) observed that divestment can also be due to economic factors such as poor
performance of the subsidiary or division, inability of the parent company to sustain further losses, or lack
of capital to finance the modernisation or need for expansion.

Several studies related to diversification of companies and M&A and withdrawal activity exist since
the 1980s (Duhaime and Schwenk (1985), Markides (1992), Hoskisson et al. (1994), Bergh (1997),
Benito (1997), Haynes et al. (2000), Haynes et al. (2002), Haynes et al. (2003), Schlingemann et al.
(2002), Brauer (2000)) .

In their study on diversification of companies and withdrawal activity, Hoskisson et al. (1994)
indicated that product diversification and debt have important direct impacts on withdrawal activity. On
the one hand, Haynes et al. (2000) indicated that both the value and extent of withdrawal activity is
related to the size and diversification of the firm concerned and showed the insignificant association
between firm performance and withdrawal. Mulherin and Boone (2000) emphasized that economic
change is a source of the observed restructuring activity and found that both acquisitions and divestitures
in the 1990s increased shareholder wealth.

Boddewyn (1983a), Boddewyn (1983b) and Berry (2010) are typical studies that analysed both
expansion and withdrawal. Berry (2010) examined 190 U.S. firms over a 20-year period and showed that
lower-cost production and new market opportunities affected the firms’ divestment decisions. On the
other hand, Fisch and Zschoche (2012) examined 596 production locations of 189 German manufacturing

firms and revealed that the decision to divest a foreign location owing to rising and uncertain labor costs
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is moderated by the ease of dismissing workers and the opportunity to shift production to locations with
contrasting labor cost developments.

Other related researches are as follows: Benito (1997) examined certain divestment factors of
Norwegian foreign manufacturing companies and found that foreign divestment is inversely related to the
host country’s economic growth, and related (horizontal) subsidiaries are less likely to be divested than
unrelated (nonhorizontal) subsidiaries. Soule et al. (2014) examined variations in the rate of divestment
by Burmese multinational firms and showed that in addition to firm-level concerns, firms divest from
businesses in response to the political characteristics of their home country, including protests, level of

political freedom, and transparency of institutions.

2.2 Study on the theory of withdrawal from overseas business

As a study on the theory of withdrawal from overseas business, Boddewyn (1983b) focused on Dunning’s
eclectic paradigm. Using this paradigm, Dunning (1980), Dunning (1988), Dunning (1995), Dunning
(2000) and Dunning (2015) explained the extent and pattern of international production, that is,
production financed by FDI and undertaken by multinational enterprises. The paradigm asserts that the
extent and pattern will be determined by the configuration of three sets of forces:

(1) Ownership-specific advantage: The (net) competitive advantages that firms of one nationality
possess over those of another in supplying to any particular market or a set of markets.

(2) Location-specific advantage: The extent to which firms choose to locate these value-adding
activities outside their national boundaries.

(3) Internalisation-advantage: The extent to which firms perceive it to be in their best interests to
internalise the markets for the generation and/or the use of these assets, and by so doing, add
value to them.

Accordingly, Boddewyn (1983b) translates Dunning’s three conditions into a proto-theory of foreign

direct divestment as follows.

(1) Afirm ceases to possess net competitive advantages over firms of other nationalities.

(2) Even if the firm retains its net competitive advantages, it no longer finds it beneficial rather than
sell or rent them to foreign firms.

(3) The firm no longer finds it profitable to use its internalized net competitive advantage outside its
home country.

Boddewyn (1983b) reported that FDI theory demands that the three conditions be satisfied

simultaneously while foreign direct divestment theory requires only one of them.

The related studies are shown in the following: Chen and Wu (1996) examined the determinants of
divestment of foreign subsidiaries in Taiwan and found that firm size and foreign ownership influence
survival, while capital intensity and export proportion affect early withdrawal. Chang and Singh (1999)
examined withdrawal opinions in the United States and indicated that when the resource profiles of a
parent firm are unlike that of the business unit and there has been less development of firm-specific
idiosyncratic assets, firms are more likely to sell businesses than dissolve them. Pattnaik and Lee (2014)
examined the impact of cross-national distance on the divestment of foreign affiliates in Korea and found

that the positive relationship between cross-national distance and affiliate divestment is likely to be
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strengthened when a multinational corporation enters the host country through a joint venture and likely

to be weakened for affiliates with greater experience in the host country.

3 Empirical analysis

3.1 Analysis method

The present study focuses on the withdrawal behaviour in the activities related to FDI of Japanese
companies. Koyama (2013) noted that research on withdrawal is limited because of inadequate data
collection and challenges in interviewing companies. The present study adopts text data mining and
analyses text information described in characters and sentences.

Hearst (1999) observed that text expresses a vast, rich range of information, but encodes this
information in an undecipherable form. However, it is possible to analyse text information using text data
mining. Ye (2003) noted that the ultimate goal of data mining is to find hidden patterns from data, and it is
just a sophisticated tool to extract information or to aggregate the original data.

Higuchi (2014) claimed that proper use of computers is desirable when organising or analysing text-
type data using quantitative analysis techniques. There are two different approaches to quantitative
analysis of text data using a computer. One is a dictionary-based approach, which uses a computer to
classify words and documents based on the criteria (coding rules) stipulated by analysts. This is a method
of manipulating the theory and problem awareness by creating classification criteria, that is, coding rules
(Osgood (1952)). The other approach is called the correlational approach, which uses a computer to
automatically find and classify groups of words that appear frequently in the same document or groups of
documents containing many common languages through multivariate analysis.

Berelson (1952) noted that the dictionary-based approach leads to the risk of creating only coding
rules that are convenient for the analyst’s theory and hypothesis. For the correlational approach, Higuchi
(2014) highlighted that data manipulation is difficult, but it pursues theory and problem awareness as it
depends heavily on multivariate analysis.

Therefore, Higuchi (2014) proposed the following two-step joining approach that combines the two
approaches: In step 1, following the correlational approach using multivariate analysis, the data are
summarised such that it minimises the influence of the analyst’s theory and problem awareness. In step 2,
following the dictionary-based approach, coding rules are created to explicitly verify theoretical
hypotheses and pursue problem awareness.

This enables clear distinction between the stage of summarising and presenting data without any
manual work that may have an arbitrary cause and the stage of explicitly manipulating the theory
hypothesis or problem awareness by creating coding rules. In addition, Higuchi (2014) created KH Coder,
software that can execute both of these steps 1 and 2 and incorporate prior language processing.

This study uses KH Coder based on company information to examine the tendency of companies
withdrawing from overseas business. In addition, it compares and analyses the data of the withdrawn
companies when they entered overseas. As a method of analysis, the present study uses a co-occurrence
network (Osgood (1952) and Corman et al. (2002)), which is a means of drawing a network by
connecting concepts commonly used in data with lines. This study uses the methods proposed by

Fruchterman and Reingold (1991) to draw words and word networks and by Kamada and Kawai (1989)
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to draw words, variables and headings. Just placing words close to each other is no evidence of a strong
co-occurrence between them. It is shown that there is a strong co-occurrence relationship when words are
connected by lines. It is possible to indicate which of the words are similar to each other by their
appearance patterns, that is, what words are most likely to appear in the same document, depending on

whether they are connected by lines.

3.2 The data and variables
Japanese companies that acquired overseas companies but sold them using M&A from 1996 to 2016 were
studied. The documents published by Japanese companies about the acquisition or sale of overseas
companies using M&A as text data were further analysed. Cases where a Japanese company acquired a
foreign subsidiary of a Japanese company and expanded overseas, or sold an overseas company to a
Japanese company and withdrew from overseas business were, however, excluded. In other words, the
present study examines cases in which a Japanese company acquired a foreign company other than a
Japanese company and entered the overseas market, sold the overseas company to a company other than
the Japanese company, and withdrew from the overseas business. In transactions between Japanese
companies, it is difficult to distinguish between a new foreign expansion or withdrawal from overseas
business and an FDI. In addition, finance and trading companies as well as joint ventures were excluded
in the type of business.

Table 1 shows sample of companies used in the empirical analysis and the sample size is 24

companies.

Table 1: The sample of companies used in the empirical analysis

Japanese company local company country | expansion | withdrawal
Sokkia Corporation AGL Corporation USA 1996 2006
Shiseido Company, Limited LABORATOIRES DECLEOR S.A.S FRA 2000 2013
OKABE CO., LTD. HONG KONG KYOWA LIMITED CHN 2000 2010
Doshisha Corporation Hong kong laguna business Co., Ltd. CHN 2002 2014
Goodman Co., Ltd. LightLab Imaging, Inc. USA 2002 2010
Faith, Inc. Digiplug S.A.S. FRA 2002 2007
ARRK CORPORATION Avaplas Ltd. SIN 2004 2010
Sekisui Chemical Company, Limited | XINJIANG YONGCHANG-SEKISUI COMPOSITES CO.LTD | CHN 2005 2016
Oricon Inc. CINE WELCOME CO.,LTD. KOR 2005 2008
SJ Holdings co., Ltd Fujian Jippo Wenhua Chuanbo Limited company CHN 2005 2007
Fukuda Denshi Co., Ltd. Kontron Medical SAS FRA 2005 2007
Nihon Enterprise Co., Ltd. Beijing Yezhu xing NETWORK TECHNOLOGY LIMITED | CHN 2005 2015
livedoor, Inc. Innovation Interactive LLC USA 2005 2007
SHIDAX CORPORATION Restaurant Hospitality, LLC USA 2006 2014
PROTO CORPORATION JPEX Partners Inc. KOR 2006 2008
ARRK CORPORATION New System Holding Company Limited THA 2006 2008
ARRK CORPORATION Shanghai Launch Technical Automotive Center Co., Ltd. CHN 2006 2011
Sekisui Chemical Company, Limited |Heitkamp, Inc. USA 2007 2016
Roland Corporation Twelve Tone Systems, Inc. USA 2008 2013
Rakuten, Inc. TARAD Dot Com Co., Ltd. THA 2009 2016
Eisai Co., Ltd. AkaRx, Inc. USA 2009 2016
MIMAKI ENGINEERING CO., LTD. |[KANPHOR INDIA PRIVATE LIMITED IND 2009 2016
Nipro Corporation Home Diagnostics, Inc. USA 2010 2015
Sharp Corporation Recurrent Energy, LLC USA 2010 2015
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3.3 Results
Figure 1 shows the results of a co-occurrence network drawn using KH Coder with the contents shown in
text regarding the factors for overseas expansion.

Figure 1 reveals the following:

(1) The circles for ‘strengthen’ and ‘expansion’ are large, indicating that this word appeared
frequently.

(2) ‘Strengthen’, ‘promotion’ and ‘business’ are connected to ‘base’ with thick lines. Moreover,
‘promotion’ and ‘business’ are connected by a thick line. This indicates an intention to promote
and strengthen the business by securing an overseas base through acquisition.

(3) ‘Expansion’ and ‘acceleration’ are connected by a thick line to ‘entry’. It is suggested that entry

by acquisition is for expanding the business and accelerating the speed.

Figure 1: Co-occurrence network drawn in text regarding overseas expansion

Primarily, most companies appear to aim at business expansion and business strengthening through
overseas expansion in the acquisition. In summary, companies intended to strengthen and promote the
business by securing overseas bases through acquisitions. Furthermore, the speed of business appeared to
be accelerated and the business is expanded.

Figure 2 shows the results of a co-occurrence network drawn using the KH Coder with the contents

shown in the text about the factors for overseas withdrawal.
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Figure 2 reveals the following:

(1) The circle becomes larger in the order of ‘management resources’ and ‘part’, which indicates
that these words are frequently used.

(2) ‘Management resources’ and ‘selection’ associated with ‘concentration’. This indicates that the
withdrawal is conducted as an attempt to select and concentrate corporate activities.

(3) ‘Operation’ and ‘reorganisation’ are closely related, as well as ‘part’, indicating that withdrawal
is made as part of business restructuring.

(4) ‘Focus’ and ‘center’ are closely related to ‘growth’, implying that there is reinvestment in

growth fields.

Figure 2: Co-occurrence network drawn in text about the factors for overseas withdrawal

The change in business strategy is mainly seen to have a significant effect on the withdrawal from
overseas businesses. In summary, it is suggested that companies withdraw in an attempt to select and
concentrate as part of business restructuring, and that management resources are concentrated in growth
fields.

4 Discussion and Conclusion
The present study examined the withdrawal behaviour of Japanese companies from overseas business. In

particular, the tendency of companies that withdrew from overseas business was examined using a
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combined approach of dictionary-based approach and correlational approach in text mining. In addition,
the study also analysed the purpose of entering the overseas business of the withdrawn companies.

The study results showed that most companies aimed at business expansion and strengthening by
overseas expansion. On the other hand, in terms of withdrawal, a change in business strategy had a
significant effect.

Next, previous research and the case of individual companies were considered. Sekisui Chemical
Company, Limited cited the impact of the reduction of public works as the cause of the disinvestment of
Xinjiang Yongchang-Sekisui Composites Co., Ltd. Nipro Corporation stated that the disinvestment of
Home Diagnostics, Inc. was a result of a significant drop in the U.S. Medicare reimbursement price.
These are consistent with the work of Soule et al. (2014), who stated that withdrawal is politically
influenced by the country of entry.

Fukuda Denshi Co., Ltd. stated that the disinvestment of Kontron Medical SAS was a result of the
termination of the supply contract for purchased goods. This indicates that ownership-specific advantage
was lost in Dunning’s three conditions, which is consistent with the work of Boddewyn (1983b).

Goodman Co., Ltd. also mentioned a loss in operating income as the cause of the disinvestment of
LightLab Imaging, Inc. Proto Corporation cited that the disinvestment of JPEX Partners Inc. led to
inability to secure the expected sales and profits. Oricon Inc. cited operating loss and widening deficit in
the disinvestment of Cine Welcome Co., Ltd. These are consistent with the study Boddewyn (1979), who
points out that the factors affecting the withdrawal from overseas business are largely due to poor
business performance in overseas business.

To summarise the results, although companies expand overseas with the aim of expanding and
strengthening their scale, they tend to withdraw from overseas due to their selection and concentration of
businesses. In addition, from individual cases, it is found that withdrawal from overseas owing to various
factors such as a change in the system of the country of entry, termination of the contract and poor
business performance.

Few studies exist on withdrawal, but the present study analysed using text information described in
characters and sentences through text data mining. Furthermore, by analysing the purpose of the
withdrawn company when it entered the overseas market, it is possible to clarify what factors led to the
withdrawal of a company from overseas business.

The present study also provides suggestions for more efficient decision making on regional
diversification by M&A and the design of industrial support measures. Therefore, it can contribute to the

promotion of active regional diversification of companies.
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