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Summary

Ininternationa business, much atention has been directed to the internationa expansion of
firms based on their use of resources and competitive cgpabilities that have been built up in a
home country to creste a competitive advantage over hogt-country firms. More recently, the
organizationa capabilities and competitive advantages of Japanese manufacturing firms in
generd (in autos, dectronics, etc.) have been anayzed as important factors in the establishment
of oversess trangplants. The theoretica framework of the overseas gpplication of home-country
management resources has been effective as a basic tool in andyzing the fundamenta issue of
internationa operaions of the firm. However, the exising modes, which tend to emphasize
gpplication of country-specific resources, does not sufficiently explan the frequently
encountered question of why multinationd enterprises (following, MNES) from the same home
country pursue different Srategic paths and actions when managing overseas operations.

The present paper attempts to incorporate a dynamic and firm-specific perspective and
empiricaly anayze how differences in the financid resources and organizationd capabilities of
MNEs from the same home country affect the Strategy and competitive behavior of ther
operaions in the same loca country. The andyss will center on the two Jgpanese auto
assemblers, specificaly Toyota Motor Corporation and Mitsubishi Motors Corporation, which
have loca production facilities in both Audralia and Thaland. These two countries provide
interesting case sudies because in both the loca operations experienced a serious crisisin recent
years. The crigs for locd auto producers in Audrdia began in the 1980s with the removad of
protectionist policies and the rapid liberdization of the auto market. In Thailand, exceedingly
severe conditionsfor locd auto assemblers were caused by the 1997 Asan economic crisis. The
present paper will focus its atention on the differences in the responses by Toyota and
Mitsubishi to these crises, which we characterize as “larger competent firm” and “smdler
competent firm” respectively.

The two firms in question have both maintained international competitiveness in
production in their common home country of Jgpan, in addition to building top-levd locd
competitiveness in their Audtrdian and Tha operations. However, when faced with a growth
opportunity and a subsequent crigs, the responses of the locd operations of the firms were
markedly different. It is anticipated that behind these differences in firm conduct lie interfirm
differences in firm scde (i.e financid power) and dynamic organizationd capabilities (eg.,
capability-building capability) in their home country. The present paper will attempt to ddineate
these interfirm differences and their effects on firm conduct to explain why two firms from the
same home country would show such different patterns of conduct even though they face the
sameloca opportunitiesand crises.
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1 Introduction

Frm-specific Patterns of Loca Operations by Multinational Manufacturers The purpose of
the present paper isto andyze how the behavior of MNES overseas operations for adgptetion to
locd environmental changes is affected by such firm-specific characteridics as firm szes and
organizationd capabilities The focus of our empirica case sudy is the overseas production
operaions of two Jgpanese automobile MNES, Toyota and Mitsubishi Motors, in Thaland and
Audrdia. The paper pays particular atention to the differences in firm sze and organizaiond
cgpabilities of these MNES, aswell astheimpact of these characteristics on patterns of thefirm’s
adaptive behavior to certain crisesin ther locad production operations.

Ininternaiond business, much atention has been directed to the internationd expangon of
firms based on their use of resources and competitive capabilities that have been built up in ther
home country to creste a competitive advantage over hogt-country firms (Hymer [1976], Vernon
[1971], Bartlett and Ghoshd [1989]). More recently, the organizationd cgpabilities and
competitive advantages of Japanese manufacturing firms (in automobiles, dectronics, etc.) have
been andyzed as important factors in the establishment of oversess transplants (cf. Abo et d.
[1994)).

The theordticd framework that MNES apply home-country competitive advantages in
oversea expandon has been useful as a basic todl in analyzing the fundamentd issue of the
internationd operations of the firm. However, this modd, which emphasizes the gpplication of
country-specific resources, is often insufficently cgpable of explaning the frequently
encountered question of why firms from the same home country pursue different development
paths and different srategic choices when managing overseas operations.

Hra of dl, we need an additiond framework to explain the firm-specificity of individud
MNEs The exigting literature tends to emphasize country-specific behaviord patterns and the
performance of MNES in generd (eg., advanced versus developing countries, Japan versus
Wegtern firms), while de-emphasizing the inter-firm differences of MNESs from the same home
country. And yet, it is farly common to observe sgnificant differencesin the loca operationa
paiterns of, for example, the two Japanese multinationa automobile manufacturers, consdered
inthispaper. Thus, thereisaneed for usto turn our atention to firm-specific factors, such asfirm
Szeand organizationd capabilities.

Second, we need to dress the dynamic aspects of the MNES' organizaiona capailities.
The commonly employed framework, which seeks to explan the competitive actions of alocd
subsdiary by the gpplication of resources deveoped in home countries, tends to regard locd
actions as pas3ve responses to loca environments and headquarters  policies. The autonomous
cgpability-building processes of the locad overseas operations have necessarily received little
atention. However, it isknown that, when confronted with aloca crigs, locd operations may be
able to accumulate and improve their organizationd capabilities as they ded with the crigs. In
explaning such a phenomenon, in place of a uni-directiond and datic framework, what is
needed is an andysis tha examines the dynamic “ cgpability-building cgpability” of a MNE
(Fujimoto [1997] [1999]), which may be gpplied to itslocd subsdiary to promate the building
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of capabilitiesin thelocd operation.

Third, as has been shown in Fujimoto (1998) and Fujimoto and Sugiyama (2000), the
cgpability development paths of foreign operations themsdves do not necessarily proceed
according to a ddiberate plan, but rather are frequently processes fraught with unintended
succeses or falures, as wel as trids and erors In other words, the path of locd
cgpability-building tends to be of an emergent nature. Therefore, what is in need of explanation
isthe “evolutionary cgpability” (Fujimoto 1997, 1999) of afirm to gain comparative advantage
over rivas given a capability building process s emergent in nature. In other words, the
behaviors of MNEs may be explaned not only by their ddiberate srategies, but dso by ther
“emergent globa drategies”

In summary, this paper emphadzes three additiond aspects of the MNE's behavior in its
loca operations. firm-specificity, dynamics, and emergent process.

Toyota and Mitsubishi Motorsin Thaland and Audrdia Based on the above agenda, the
present paper will incorporate the above perspective and empiricaly andyze how differencesin
the resource endowments and dynamic capatiilities of firms from the same home country affect
the strategy and competitive behavior of ther operationsin the sameloca country.

The andysis will center on two Japanese automobile assemblers, specificdly Toyota and
Mitsubishi Motors, which have locd production facilitiesin both Audrdiaand Thaland. These
two countries provide interesting case dudies because in both the automobile sector has
experienced asevere shock in recent years. The crigsfor locd auto producersin Audrdiabegan
in the 1980s with the removd of protectionist palicies and the rgpid liberdization of the auto
market. In Thailand, exceedingly severe conditions for locd auto assemblers were caused by the
1997 Adan economic crigs. The present paper will focus its atention on the differences in the
responses by Toyotaand Mitsubishi Maotorsto these crises.

The two firms in quedion have both mantaned internationd competitiveness in
production in ther common home country of Jgpan, in addition to building top-leve locd
compeitivenessin their Audrdian and Tha operations. However, when faced with a criss, the
responses of the locd operations of the firms were markedly different. It is anticipated that
behind these differences in firm conduct lie interfirm differences in scae, financid strength,
product strategy, and capatility-building capability. The present paper will attempt to clearly
delineate these interfirm differences and their effects on firm conduct to explain why two firms
from the same home country show such different patterns of conduct even though they face the
sameregiond environment.

2. Framework: Internationdization of “Large’ and “ Smdl” MNEs

FHrm Sze and Orgenizationd Capability: Frg, let’'s illudrate our framework of andyss.
Gengdly spesking, there ae a leest two man factors affecting firm behavior and
compeitiveness in the same indudry or market: firm size and organizationd cgpability. The
former is a factor emphasized by sandard economics Organizationd capability, on the other
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hand, means a system of organizationd routines that create firm-gpecific and difficult-to-imitate
advantages. A firm’s organizationd capability condgts of (i) saic capability to condsently
outperform rivas a any given point in time, and (ii) dynamic capability that enablesthe firm to
improve its performance and cgpability faster than rivas (Penrose [1968], Nelson and Winter
[1982], Teece & d., [1992]). Thus, when we obsarve different paterns of performance and
behavior by two MNEs in the same locad environments and in responding to changes in these
environments, we can infer from this fact that they may be different in their firm size, ddic
organizationd capability regarding higher productivity and qudity, or dynamic capability
regarding improvement of such productive performance and cgpahility.

Emergent Globd Strategy: The globd drategies of MNES have recently been discussed
from the point of view of internationd linkages of resources and cgpabilities. Transnaiond
drategy (Batlett and Ghoshd [1989)), for example, emphasizes interndiond and bilaterd
linkages of human, materid, finandd and technologica resources and knowledge between a
firm's internationd operaions. Internationa Motor Vehicle Program of MIT (Womack, et d.
[1990]) dso advocated asmilar globd network.

The exiding works on globd draegic management, however, tend to base ther
explanations on the “ Srategy as plan” concept, i.e. Srategy thet is driven by aprior grand design
and ddiberate decison making at headquarters. Retiond decisons do more or less guide the
internationd operations of manufacturing firms, but it is dso possble that a globd network of
operaionsmay evolveinto something theorigind intention did not predict.

In the fidd of drategic management, the notion of “drategy as plan”, in which drategic
intent precedes drategic implementation, has been a prevadent idea for many years. (Andrews
[1980], Hofer and Schendd [1978], etc.) However, there has dso been another concept of
Srategy, “ Srategy as patern,” which assumes the possibility that competitive srategy may be
formed even without acompetitively rationd prior intention. Mintzberg and his colleaguescdl a
drategy that was unintended but redized “ emergent strategy” (Mintzberg and Waters[1985]).

Actud drategy formation tends to be an unpredictable mixture of emergent drategies and
deliberate strategies (Fujimoto [1997] [1999]). A firm’s distinctive dynamic capability to creste
effective organizationd routines in this kind of emergent Stuation may be cdled “evolutionary
learning capability.”

Such an argument on emergent srategy and evolutionary capability may aso be gpplied to
the case of globd drategy. In this paper, we will dso pay atention to “emergent globd Srategy,”
in which a firm builds the organizationd capabilities of its locd fadilities through ex-post
responsestolocd crises.

Anayticd Framework: Based on the above discusson, we propose an andytica
framework that may provide additiond indgght for undersanding difference in the locd
behaviors of MNEs (Figure 8.1). This matrix classfies manufacturing MNEs based on (i)
relative sze of the firm as a whole and (ii) datic organizationd capabilities in manufacturing
operaions (eg., productivity, and qudity in production and product development). The resulting
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four categories are competent large firms, competent smdl firms, incompetent large firms,
incompetent amdl firms. Note that what we refer to as* competent” and “incompetent” are not
the finandd and managerid capabilities of the entire MNES, but their operationd cgpabilities
that bring about higher productive performancein their factories and devd opment centers. Note
dso tha the terms “large” “smdl,” “competent” and “incompetent” are conceived of as in
rlative terms “Competent firm” means that the firm's operationd performance is ranked
among the best worldwide, “Large firm” means that the firm is liged among the largest
companies worldwide in the indudry. According to this dassfication, Toyota and Mitsubishi
Motorsmay be dassfied as*large competent firm” and “smdl competent firm” respectively.

As for Toyota it is dso known that the company possesses a superior dynamic
organizationd capability, an “evolutionary learning cgpability” in particular (Fujimoto [1997]
[1999)]). That is, Toyota may be characterized as “a large competent firm that aso learns and
evolvesrgpidly.”

Stages of Environmenta Changes: Let’s turn to the environmentd side and identify three
stages before and after the period of growth and crisis (Table 8.1). Although our fodi inthis paper
are Thailand and Audrdian automobile market during the 1980s and 1990s, a Smilar pettern
may be observed in other emerging markets. Thus, the present classfication may be broadly
aoplicableto various Stuationsin other regionsand indudtries.

(1) Initid Condition: Smdl Locd Market and Import Subditution Policy: Less-devel oped
car-producing countries in the 1960s and 70s were generdly characterized by smal markets
(less than 200,000 units per year) and locd governmentd trade policies aming a import
subdtitution by redricting or banning complete vehide imports.  As a result, many of the
automobile MNEs chose to establish knock down (KD) assembly plants in each fragmented
locad market and produced a smdl number of many different modds each of which was
desgned in the MNE's home country. Locd governments dso enforced locd content policies
that facilitated loca production of acertain percentage of automobile parts.

The locd fadilities for assembly and parts production naturdly lacked internationa
competitiveness. Their exports were limited to smdl volumes headed for smdl neighbor
markets. In addition, the band-wagon effect among the MNES resulted in many auto makers
rushing to build assembly and parts plants in each of the smdl markets, cregting an extremey
fragmented production dructure with severd thousands vehidles per modd per year being
produced a mog. As areault, the 9zes of the loca production facilities did not reflect the firm
gze of the MNEs in thar home countries -- the locd production facilities were dl smal
regardless of the MNE's Stes

(2)_ Production Expanson Stage: The second stage isthe production expansion phase. The
automobile MNEs, which had struggled with the chronic problem of smal market S9ze and
ineffident smdl volume production in the earlier Sage, were able to succeed in expanding locd
production to acertain extert.

In some cases, production volume expanded mostly due to the expanson of the locd
market itsdf. In many Asan and Latin American countries, for instance, increasesin per capitd
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income and the emergence of a middle class resulted in expanson of both vehicles in use and
annud sdes volume in these locd markets. This was particularly the case in South Eagt Ada
from the late 1980s to the early 1990s. The Audrdian market, on the other hand, had been
bascdly saturated for many years, but it dill experienced some expanson thanks to afavorable
business cycle and the cregtion of new segments (e.g., the emergence of the sport utility vehicle
segment).

In other cases, exports contributed to the growth of locd production. This was paticularly
the case when the host country’s government adopted export promotion policies, when the locd
production facilities had certain competitive advantages vis-a-vis neighboring countries, or when
there were some free trade markets near the country.

Whether the growth of the locd fadilities relies on locd sdes expandon or export growth
may depend upon the globd Srategies, financid resources and competitiveness of the MNESin
question. As is discussed later, smdler MNEs may have a higher tendency to choose loca
production expangon through greater exports, partly because the number of locd fadlities
worldwideis comparatively limited (i.e, oneloca production facility ismorelikely to be shared
by multiple markets).

In any case, responding to the expanson phase, the automobile MNES sometimes replaced
thelr aging KD assembly plants of earlier days with new and expanded plants. Such cases were
observed in both Thalland and Audrdia during the 1990s, particularly in the case of large and
cashrich firms, such as Toyota.

(3) Production Shrinkage Stager The production expanson stage may be followed by a
period of “crigs for the locd factories” the third dage, which is characterized by an
unanticipated and sudden shrinkage of the production volume of the locd facilities. Such crises
could be causad by a least three paths. Firg, alocd economic crigs (eg., Adan currency criss
of 1997) may cause a collgpse of locd automobile sdes. Second, a sudden change of the loca
government policy toward trade liberdization could cause a crigs for the locd factories as a
flood of imports crowd out inefficient loca production. The Button plan of the Audrdian
government, implemented since the mid-1980s, is a typicd example. Deveoping counties
participation in WTO after 2000 could be another typica case of such palicy changes. Third, a
market collgpse or protectionist measures by the main export destinations of the locd factories
could create acrigsfor thelocd plant.

3 Hypothesss ResponsestotheLocd Cridsby “Large’ and “Smdl” Hrms

Assumptions: We will now propose a few hypotheses about the competitive behaviors of
“large competent firms’ and “smal competent firms’ facing the same loca market before a
locd crigs (i.e, the production expanson stage) and after the crigs occurs (i.e, the production
dhrinkage Sage).

Regarding the case andysis later in this paper, Toyota can be regarded as atypicd “large
competent firm,” whereas Mitsubishi Motorsis atypicd example of a“smdl competent firm.”
This is because they are dgnificantly different in firm sze, while they are both competitive in
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production and devel opment productivity.

Let's dso assume tha both the “large competent firm” and the “smdl competent firm”
make use of thar operationd advantages in manufacturing and deploy oversess production
fadilities and that their overseas fadilities are located in the same st of host countries as a result
of the oligopalistic “bandwagon effect” between MNEs. Also, the firms may possess a high
levdl of dynamic cgpabilities (eg., cgpability-building capability, evolutionary learning
cgpability) in addition to their static manufacturing cgpability (Fujimoto [1997] [1999]). Based
on the above assumptions, we may derive a leest three hypotheses of inter-firm differencesin
thelocd behavior of thefirmsasfollows

1. Hypothesis on Pre-Criss (Production Expanson) Period: A “large firm” with richer
finandd resources, will tend to set up alarger number of “locd-market-oriented” production
lines and develop alarger number of “locally dedicated models’ than a“smdl firm.” If alarge
firm’'smodd turnsout to be closeto a“world modd” thet can be sold in multiple markets, sucha
modd may be produced in more than one factory internationaly.

A “smdl firm,” on the other hand, needs to cope with a large number of overseas markets
with asmaler number of production lines and modes. Therefore, it tendsto be more oriented to
a“world modd” that is shared by multiple markets, aswell as* export-oriented” production lines
aming a globd markets, compared with to “large firm.” This tendency gpplies to both home
country and oversess factories. If customers in each local market have very unique needs that
may be filled only by a country-specific modd, or if production control cost for handling
multiple export modds is high, other things being equd, the “smdl firm “ may suffer from
competitive disadvantage vis-a-visthelarger firms.

Hypothess 1: A “large competent firm,” other things being equd, has agreater tendency to
have “locd-market-oriented” production lines and “locdly dedicated modds” compared to a
“gnd| competent firm” with smilar operationa capabilities.

2. Hypothess on Short-term Effects in Post-Criss (Production Shrinkage) Period: Let's
now assumethat acrissfor alocd plant (eg., surge of imports, collgpse of loca market) occurs,
which dramaticaly decreases shipment volume from the locd factory to theloca market. Inthis
gtuation, a“smal firm,” which has had to rey on export-oriented production lines and product
modds during the expangon period (Hypothess 1), is more likdy to enjoy unintended
advantages vis-a-vis a “large firm,” because the former ‘s localy produced models are less
dependent on thelocd market whichisin crigs. In other words, the*smadl firm” has been forced
to build manufacturing capabilities to cope with many overseas markets because of its amaller
number of products and lines, which turned out to absorb the local shocks better once the crisis
happens. This phenomenon may be regarded as a“globd emergent drategy,” asthe smadl firms
enjoy “unintended but redized” competitive advantages.

A “largefirm,” by contragt, hasto live with product models and production lines dedicated
to the loca market. This was regarded as advantageous during the expanson period because
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they fit moreflexibly to theloca demands, but it turns out to be a disadvantage in the Production
Shrinkage Stage, because the production line cannot aosorb the shock via export expansion.
Thus, a leest temporaily, the “large firm” is more likely to suffer more from the locd shock
(Fujimoto and Sugiyama, [1999)).

Hypothess 2: A “large competent firm,” other things being equd, tends more to rely on
“locd-market-oriented” production lines and “locdly dedicated models” compared with a
“and| competent firm.” Asareault, it is affected more serioudy by the locd crigs of sharp
demand decrease, compared to “smal competent firms’.

3. Hypothess on Loca Capability-Building in Post-Crigs (Production Shrinkage) Period:
Then, what should firms facing the unexpected locd crigs do? The smdl competent firms, with
poorer finandd resources a the headquarters, will try to minimize additiond locd investment
and accderae export drives, thereby absorbing the shocks more effectivdy. Since the “smdl
firms’ tended to rely more heavily on exports in the expanson period (Hypothesis 1 and 2),
further export expangonislikey to be eeser for the smdler firmsthan for larger firms.

A “largefirm,” on the ather hand, ismore likely to have abigger production dump because
its plants tend to be more dependant on the shrinking domestic demand (Hypothesis 1 and 2),
due to over-adgptation to the locd market. If the company’s dynamic capability is low, then it
will try to survive by minimizing invesments and Smply waiting for the recovery of the market.
In an extreme case, the company may closethelocd fadlity.

If the “large firm” has nat only a high static manufacturing cgpatility but dso ahigh leve
of dynamic cgpability of capability-building, the company may combine such a dynamic
cgpability and necessary financid investment for converting its locd-market-oriented plants to
export-oriented ones through rapid cgpability-building for exports. The locd subsdiaries may
play aleading rolein executing such achangein theloca manufacturing capability.

If the “large firm” succeeds in the “export cgpability-building of its locd plants’ in many
countries and enrichesits globa logistics network among its complementary production facilities
that MNEs as awhole may change itsdf from a* multi-domegtic firm” to a“globa firm” (Porter
[1985]). This “globdization,” however, is not necessarily based on a ddiberate globd Strategy,
but on ex-pog trid-and-error in response to the crigs. In this sense it may be regarded as
“emergent globd drategy” (Fujimoto [1999] [2000]).

Hypothess 3 A “large competent firm” with a high dynamic cgpability of
cgpability-building, facing alocd crigs, tends more to build itslocd plants export capability in
order to minimize the shock of thelocd demand shrinkage, other things being equd. As aresult
of such an emergent drategy, the firm as a whole becomes doser to a “globd firm” with a
network of complementary production.

Having illugtrated our andytica framework and afew hypotheses derived from it, the next
dep is to examine how this framework can explain the actud competitive behaviors of
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manufacturing MNEs fading expanson and subsequent locd criss. Although this paper is
exploratory in naure, aming a hypothess building rather than rigorous hypothesis tegting, a
preliminary case andysisfitsthispurpose.

In the remainder of the paper, based on our problem setting and andyticd framework, we
will invedtigate the cases of Toyota Motor Corporation (atypicd “large competent firm with a
high dynamic cgpability”) and Mitsubishi Motors Corporation (a typica “smal competent
firm”) and their locd operations in Thalland and Audrdia  In each of the cases, we will
examineif the two firms responded to loca expansion and subsequent locd crisisin acondgtent
manner with our framework and hypotheses. We will pay specid atention to the dynamic and

emergent agpects of thair local capability-building.

4 Exploratory Condderation: Comparison between Toyota and Mitsubishi M otors

Fra of dl, as an exploratory effort, we ketch the two Jepanese MNES, which are the
targets of our sudy, and describe their Stuation in Thailand and Audrdia As we have areedy
conddered, the factors needed for the firms to make suitable targets are: manufacture and sdes
of amilar products, firms having originated in Jgpan, and manufacturing being donein the same
host country. Both Toyota Motor Corporaion (following, Toyota) and Mitsubishi Motors
Corporation (following, Mitsubishi Motors) meet their conditions both in Thaland and
Audrdia

Before beginning the case dudies, as the premise, we will survey the common points and
differences between Toyota and Mitsubishi Motors, both in Jgpan and worldwide.

Common points: The principa common characterigtic of Toyota and Mitsubishi Motorsis,
in short, they both operate internationally with their competitive advantages in manufacturing,
and research and development.

Frd, both companies have dreedy established a leen manufacturing system, and they
maintain remarkable competitive advantage internationaly both in productivity and in qudity
(Womack, et d. [1990]). In addition, they dso mantain a competitive advantage both in overdl
product development performance and in lead-time of product devdopment (Clark and
Fujimoto [1991)).

Second, both companies have operationsin dmaost the same aress, induding Thailand and
Audrdia This phenomenon can be congdered a result of the “Band Weagon Effect”; rivd
companies invest in the same area & the same time because of oppodtion action between
oligopoly companies (Knickerbocker [1973)).

As aresult, both companies faced dmog the same environmentd changes in the Asan
automotive market, namey the rgpid growth of the Adan automotive market in 1990s
(especidly until 1996) and its sudden shrinkage in late-1990s. On the other hand, in Audrdia
where the automoative market has matured, the two companiesinitialy were subject to the same
import-subdtitution policy that amed to protect the local market from internationa competition.
And later, they faced the same crigs, i.e. the sudden shrinkage of the market for local assembled
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automobiles. Moreover, both firm have engaged in KD operationsfor supplying the locd market
bothin Thaland and Audrdiiasince 1960s.

Fundamentd differences Never the less despite the amilaities, there are dso great
differences between the two companiesin terms of corporate scae and finandid resources, bath
in Jgpan and worldwide.

Toyotaisthe leader of the Japanese automobile market, where it manufactures more than 3
million vehicles per year. Toyotals assembly and component plants are mainly concentrated
around Toyota city, Japan. Toyota's totd production capecity is over 3 million vehides
Moreover, Toyota has capitd tie-ups with Daihatsu Motors, which is srong in micro cars, and
Hino Motors, whichisstrong in large buses and trucks. Toyota has|eft the manufacture and sdes
of micro cars large buses and trucks to these manufacturers. Furthermore, Toyota has |eft the
R&D and manufacturing of Toyotarbranded light trucks and mini-vans to Kanto-Jdosha and
Toyota-Shatal, two of Toyotd's subsdiaries. Toyota itself focus its resources on the R&D and
manufacture of passenger cars. So, we should therefore view Toyota's actud strength in R&D
and manufacturing as going far beyond what can be found in Toyota proper.

Turning to Mitsubishi Motors, we see that it is 4™ largest firm in the Japanese automobile
market, and has a production capacity of about one million vehides. Its main plantsin Japan are
located in Nagoya and Kurashiki, located about 400 kilometers away from Nagoya. Mitsubishi
Motors has no subsidiariesto leave its R& D or manufacturing functions, o in order to maintain
its full lineup of vehides, it has had to develop and manufacture vehicles ranging in sze from
micro cars to large buses and trucks. So, naturdly its resource dlocation toward R&D and
manufacturing has to be somewhat “broad and little’. This redtriction has affected firm
decis on-making regarding oversess operations, aswewill be mentioned |ater.

Throughout the 1990s, Toyota's sdes were roughly 3 times that of Mitsubishi Motors.
Moreover, Toyotd's operaing income has been more than 10 times that of Mitsubishi Motors .
Naturaly, these differences dso produce differences in available finanda resources for product
development and new models.

In spite of its limited financid resources, however, Mitsubishi Motors operaes widdy
overseas much the same as Toyota. This can be understood to be aresult of oligopolidtic action.
In order to operate widely oversess with its limited financid resources, Mitsubishi Motors
foreign subsidiaries have traditionaly been joint ventures, with the firm not being too particular
about possessng a mgority. Such firm behavior contrasts remarkably with Toyota, which has
sought to operateitsforeign subsdiary from amgority steke.

Toyota is noted to have a rdativey high dynamic capability, in other words an “emergent
cgpability”, meaning the firm is adle to evolve its organizaiona routines ether planned or
emergently over the long term (Fujimoto [1997], Fujimoto [1999]). World famous Toyota
Manufacturing System can dso be regarded as the result of this emergent capability. Thereisno
research tha shown that Mitsubishi Motors is inferior in this dimension, but at leedt, there is
much higoricd evidence that indicates Toyota has a remarkable dynamic organizationd

capability (Fujimoto [1997]).
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Aswe mentioned above, both Toyota and Mitsubishi Motors belong to a stronger group of
firms visavis their gatic competitive capability, productivity and production quality. Also they
ae dmilar in the geographicd patern of oversees operaions. However, there are great
differences between the firmsinterms of in their company size. Moreover, in dynamic cgpability,
Toyotamay bein higher position.

5 Case Sudy (1): Asan Economic Criss and Toyota/Mitsubishi Motors in Thailand
(Table8.2)

In this case sudy, following the reseerch framework outlined earlier, we condder the
environmenta changesin Thalland and Audrdiain two stages. Production Expandon Stage and
Production Shrinkage Stage. (Table 8.1) The former isthe stage in which acompany isforced to
increeseitslocd sdes aswel aslocd production, because of locd market growth or indudtrid
policy that targets production growth per modd. The later is the Sage in which the market for
localy-build vehide decreases for some reason, for example because of an economic criss, an
increaseinimported-cars, or the cancellation sales of tie-up, etc.

Overview of Automoativeindudry in Thaland and Time divison of the target Sudy period:
In Thaland, there has never been an indudtrid policy that exduded foreign control of loca
automobile manufacturers. The indudrid policy focused on import-subgtitution using foreign
desgned vehides peformed by foreign-owned locd manufacturers, including locdizaion of
parts. So, foreign owned manufacturers assambled thar vehicle soldy for locd market, and
these firmsincluded Jgpanese auto manufacturers. However, amgor environmentad change took
place in the 1990s, and foreign manufacturers, induding the two targets of this reseerch, had to
change their drategy in Thailand and vicnity. We consder these changes by dividing them into
2 dages. (Table8.3)

(1) Production Expandon Stage---From the early 1990s to 1996, because of rgpid
economic growth, automotive salesin Thailand grew rapidly, and manufacturers were obliged to
increase their production. The automative market in Thailand was forecadt to increase to more
than one million vehides a year; s0 many manufecturers increesed ther tota production
cgpacity.

(2) Production Shrinkage Stage ---After 1997, because of the Baht depreciation in 1997,
automotive sdesin Thaland fdl sharply. In 1998, they fdl to about 150,000, about one quarter
of 1996 totd. So, it became necessary for manufacturers to dart and rapidly increase ther
exports, inorder to survive.

Initid Condition: From the 1960s, both Toyota Motor Thalland (following: TMT) and
Mitsubishi Motors did amdl scde Knock Down assembly localy, but they were operating only
import-subdtitution plants under the That Government’s regulations on imported vehicles.
Mitsubishi Motors KD plant merged with its sdes company in 1987 (MMC Sittipol Co., Ltd.,
following, MSC).
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MSC'sdrategy for Production Expanson Stage: In short, MSC'smain drategy in thisstage
was condruction of an export-oriented plant for 1-ton pick-up trucks (following: pick-ups). It
was necessary for Mitsubishi Motors to expand its production capecity, in order to fill the
increasing demandsfor pick-upsin Thalland, Oceania, Southern Europe, and so on. However, &
that time Mitsubishi Mators sdes in Japan were doing well, with little demands in Jepan for
pick-up. So, Mitsubishi Mators thought thet it would be better for its operationsin Jgpan to focus
on passenger cars and recreetiond vehides, rather than to increase pick-up production.

From such reasons, Mitsubishi Motors decided to condruct export-oriented plant for
pick-ups in the fird haf of 1990s. Mitsubishi Motors decided to congruct the new plant in
Thailand, because it isthe largest market of pick-ups after the U.S,, and it was d o a reasonable
gte for labor and plant location. In 1996, MSC began operation of its export-oriented plant for
pick-ups.

So, the drategic dtitude of the “Smdl Company” was amed a the effective use of its
limited manageriad resources emergently led to the drategic decison: “condruction of the
export-oriented plant for pick-ups’. (See Orihashi [2000b)] for detals)

TMT's drategy for Production Expanson Stage: In contragt, TMT condructed new plant in
the suburbs of Bangkok, and tranferred main production of its passenger cars. Corollaand Soluna
(Adan spedific vehicle). So, Toyota'sold plant, which is near Bangkok city center, concentrated its
production on Hilux (pick-ups). (Corona till produced at the old plant, too.) TMT expected the
demand for passenger carsto increase rgpidly together with maotorization in Thailand, so the new
plant was desgned manly for production for domestic Tha market. TMT did not engage in
large-scde CBU exports and its podtion in Toyotal's worldwide drategy remaned as an
“import-subgtituting plant”.

MSC's drategy in the Production Shrinkage Stages MSC darted firg with Audrdia asthe
dedtination for its large-scae exports, because Audrdian vehides, like those in Thaland, are
right-hand drive and Audrdiais dso geographicaly near to Thalland. MSC has snce expanded
the scope of its exports to about 90 countries. The main markets are EU countries, especidly
Spain and Portugd, and Audrdia No exports to the United States which is the biggest market
for pick-ups, has yet been recorded. The reason for thisis because there isahigh import duty for
commerdd vehicle imported into the U.S,, and because pick-ups tha are 0ld in the U.S. are
about 4000cc while Tha-produced pick-ups are about 2500cc. At present, mogt of
Thailand-build pick-ups are exported because of the shrinkage of domestic Tha market. So,
MSC has had to shut down the old plant that had been manufacturing pick-upsfor theloca Tha
market. As MSC darted its large-scale export earlier, the company has been able to keegp ahead
of other manufacturersthat examined and darted large-scale exports after the crisis.

TMT's drategy in the Production Shrinkage Stapge: The ASa Economic Criss occurred in
1997, when TMT had dready finished congruction of its new plant and its operations were well
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under way. Like other loca manufacturers, TMT’s capecity utilization rate dropped as locd
demand shrank.

Faced with this difficult Stuation, TMT decided to increase its exports, reduce its human
resources and greetly incresse its invested capitd. Late in 1998, in accordance with a Hilux
(pick-up) modd change, Audtrdian mode production moved from Japan (Hino) to TMT. But
TMT has had a hard time purchasing loca parts that meet Audrdian Design Rules (ADR), S0
the locd content ratio of TMT’s export modds gill remains low. At the same time, TMT has
been working hard to increase exports of parts, such as diesd engines of pick-ups sold in Jgpan
and the EU. In order to increase its exports, TMT isworking hard to raise the loca content ratio
of export modds and to strengthen its manufacturing capability.

Summary (Toyota and Mitsubishi Mators in Thalland): As we have seen above, in Tha
Automobileindustry, we could observe the pattern that match with our hypothesisin this peper.

Japanese automoative manufacturers in Thalland faced environmentd change, namdy a
rapid increase of locd production continuing until the ASan economic criss. Among these,
Mitsubishi Motors, the “smal competent firm”, expanded its production on the assumption thet
it would export the worldwide modd it would produce pick-ups. The passesson of this
cgpability for worldwide exports gave the firm a*“buffer”, so that only asmal effect was caused
by the Asan economic criss. Mitsubishi Motors, having adready built-up manufacturing
cgpability for export, with fadl of Tha Baht, was ableto smoothly expand exports from Thailand.
We must dso take into consderation the fact that M SC dready had previoudy experience doing
large-scd e export. Thisexperience came from when it engaged in relatively large-scale export of
the Passenger car; Lancer to Chryder Canada in the firg hdf of the 1990s. MSC managed to
overcome the cridis by shutting down its KD plant for the domestic market and integrating this
plant’s production into its export-oriented plant.

Mitsubishi Motors srategy, which wasinfluenced by itslack of resources, ended up fitting
with the environment after the Asan economic criss and has been a source of competitive
advantage.

On the other hand, Toyota, the “large competent firm with a high dynamic capahility”,
developed alocd oriented vehide (passenger car) and expanded its local production (induding
the condruction of anew factory for passenger cars) prior to the crisis. These decisons cameto
put great pressure on the management of TMT, requiring cgpability reorganization; TMT needed
to gain the capability for exports. Because Toyota possesses a dynamic organizationd cgpability
that alowsit to cope with unexpected environmenta changeslikethe Adan economic crigs this
reorgani zation has been taking place.

Though only one case of two firms in one industry in one country, the case sudy shown
above in generdly conggent with Hypothess 1, 2 and 3 regarding “smdl competent firm” and
“large competent firm with ahigh dynamic capability”.

6 Case Study (2): Crigsdueto Production Reduction and Toyota and Mitsubishi Motors
in Audralia (Table 8.4)
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In this section, we discuss an environmenta change that took place in the Audrdian
automobile indugry beginning in mid-1980s and the draegic reaction of the Audrdian
subsdiaries of Toyota and Mitsubishi Motors: Toyota Motor Corporation Audrdia (following,
TMCA) and Mitsubishi Motors Audtrdia Ltd. (following, MMAL) respectively. (See Orihashi
[1998] for additiond detail.) The dradtic change in indudtrid policy was the cause of the
environmenta change. Asan initid step, the history of TMCA and MMAL up to the mid-1980s
isoutlined.

Oveview: TMCA and MMAL to the mid-1980s: In early 1960s, Toyota engeged in CKD
export contract with Audrdian Motor Industries (AMI) and sarted to sdl passenger cars to
Audrdia After the late-1960s Toyota started to commit degply to Audrdia, taking and then
gradudly increasing its equity stake in its Audrdian operations. In 1976, Toyota paticipated in
the 85% locdization plan for passenger vehidesin Audrdia In order to meet the 85%, Toyota
worked hard to locdizeits main components. In 1977, Toyota congtructed facility for engineand
pressin Altona, asuburb of Mdbourne. (TMA)

On the other hand, MMAL was formerly Chryder Audrdia (CAL). In 1971, Mitsubishi
Motors and Chryder made a contract covering distribution, trademark and technical assstancein
Audrdia, fallowing the capita tie-up between both companies. Mitsubishi Motors sarted to
build Mitsubishi vehiclesin Audrdia The share of Mitsubishi vehidles gradualy increased asa
portion of the tota production of CAL; Chryder dso came into financd difficulty, and
Mitsubishi Motors was asked to commit directly. So, Mitsubishi Motors, together with
Mitsubishi Corporation, purchased dmog dl of the shares of CAL, and CAL became MMALL.
MMAL darted to manufacture the Magna, a modd that was an Audrdia-excdusve modified
verson of Diamante, and it became a sdes hit. Moreover, MMAL developed a derivaive
product, the Magna-based sation wagon, by itsdf.

Time divison of the study target sages: The environmenta changes that took place in the
Audrdian automotive indudtry after 1984 are consdered in 2 stages, based on changes in
Audrdidsindudrid policies. (Table8.5)

(1) Production Expanson Stage (1984-1992): Prior to 1984, protected by a protectionist
indudtrid policy, loca automobile manufacturers in Austrdia supplied high-cost passenger cars
for domestic market.

However, a new indudtrid policy for automotive industry the “Button Car Plan” was
announced in 1984. It amed a araiondizing of the modd lineups and production systems of
locad manufacturers by encouraging competition. The ultimate god of this policy was the
improvement of the qudity and productivity of loca manufacturersand areductionin car prices.
In more detall, the government amed to increase per-modd production through reorganization
of locd manufacturers having each manufacturer expand its production scale and reduce the
numbers of its modd. Also the government opened locad market dightly in order to encourage
competition. By these palidies, the government sought away to hdp locad manufacturers amed
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locd manufacturersto survive in worldwide competition.

Locd manufecturers (Ford Audrdia, GM Holden, TMCA, MMAL and Nissan Audrdia)
had to cope with this new policy. The policy induded a pendty for smdl-scae production of
modds 0 the locd firms struggled to form joint ventures and other form of inter-firm tie-ups,
including OEM supply of each other (smdl and medium cars from Jgpanese firms, and large
carsfrom American firms). Asis mentioned later, TMCA and GM Holden (following, GMHA)
formed a joint venture. At the same time, Ford Audrdia entered into a tieup with Nissan
Audrdia

(2) Production Shrinkage Stage (1992- ): After the “Button Car Plan,” indudtrid policy
towards the automotive industry changed firgt in 1988 and againin 1992. The sressof the policy
gradudly moved from drengthening the locd industry to market liberdization. As a result,
disadvantages began to exceed advantages gained by Vs and tie-ups, asthe strategic freedom of
each company was reduced. Thus, the agreements were gradudly cancelled. Inter-firm tie-ups
turned out to be atemporary messure againgt the “ Button Car Flan”. In 1991, Ford Audrdiaand
Nissan Audrdia ended ther tie-up and Nissan withdrew from producing in Audrdia the next
year though its cagting plant and salesfunction remain.

MMAL's drategy for Production Expanson Stage: Initidly, MMAL consdered a tie-up
with another locd manufacturer, but could not find a partner that met its conditions. So, it
became necessary for the firm to survive onitsown.

MMAL stopped production of smadl car and concentrate its production on medium cars, a
modd which is exdusvely sold in Audrdia Because Audrdia was the biggest market of
Diamante-based cars, Mitsubishi Motors concentrate their production to MMAL, excluding
sedans sold in Japan, in order to maintain MMAL's production volume.

However MMAL did not do large investment for exportation, other than in its cagting plant
that sharply increased exports to Japan. MMAL managed to export by building its production
level capability with the exiging faclity. Doing so caused disadvantages in qudity and
productivity, compared to building a new facility, but should exports not go wel in the future,
MMAL won't suffer interms of itsfinanda resources, in other wordsthis strategic decison kept
flexibility high.

TMCA's drategy for Production Expanson Stage: On the other hand, Toyota consdered
oversees rdaionship with GM in the US more than it congdered the loca condition. TMCA
(mainly Audrdian managers) examined a ded with MMAL, but Toyota finaly decided on a
joint venture with GMHA,, which had initidly came out GM’s request. Behind thisJV, therelies
the worldwide factor that Toyota had just entered into ajoint venture in the U.S. with GM; New
United Motor Manufacturing Inc. (NUMMI), as a the measure to avoid automohbile trade
conflict between Jgpan and the U.S.. In Audrdia, Toyota and GM edablished a holding
company, United Audtrdian Automotive Indudtries Ltd. (UAAL), with an equd investment of
each. Both TMCA and GMHA became 100%-owned subsidiaries of UAAI. Both companies
continued to operate individualy, except that the provided vehides to each ather on an OEM
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bass. However, any large-sca e investments needed to get the partner company’s gpproval.

TMCA supplied smdl and medium cars, the Cordlla and Camry, to GMHA, and locd
demand eventudly grew to exceed the cgpacity of the exigting Port Mebourne plant. So, TMCA
borrowed cgpacity from Dandenong plant, former GMHA plant, and trandferred production of
the Corollathere. However, because both plants were dreedy rather worn-down (especidly their
painting facilities), TMCA decided to construct anew plant in Altona, where apress, engine, and
trangmisson facilities had dready been completed, as was mentioned above. TMCA
concentrated amog dl its production into its new plant and qudity and productivity was
dramaticaly improved. At the sametime, TMCA pushed forward with a supplier-grengthening
program (initited in the early 1990s, with the Audraian Government’s support) and moved
towards the making progress in the building of its production capability. As a reault, the firm
could gain compstitive advantage over other locd manufecturers. (See Fujimoto [1998] and
Fujimoto [2000] for detall.)

MMAL's drategy for Production Shrinkage Stage MMAL did not enter into any tie-ups
with other loca manufacturer in the Production Expangon Stage and little effect was caused by
this decison. As MMAL had dready decided, it continued its effort to expand exports and
began darted large-scde export from 1992. Mogt exported vehicles were sant to the United
States. It dso exported the Diamante Wagon to Japan.

Why could not MMAL dart large-scae exports earlier? In fact, product qudity obstructed
this option. MMAL encountered various difficulties oversess, especidly that for the United
States, where Product Liability Act had been passed. Through MMAL's exhaudtive activities to
improve qudity, the firm’'s manufacturing capability dso improved.

However, MMAL did not financidly invest largdy in its facility. This drategic choice
affectsits production system. For example, the Magna's Sde pand was pressed only after it was
divided into 2 parts, because of the smal sze of MMAL's press machine. Thetwo parts then put
together by welding. At most manufacturers, the Sde panel is pressed asone part.

TMCA's drategy for Production Shrinkage Slage: As has dready been mentioned, TMCA
had worked hard to improve its manufacturing cgpability. Table 8.6 shows thet, given its
production Sze, in 1996, TMCA was dready by no meansinferior in its cost to manufacturing
facilitiesin Jgpan and the United States, where the Camry is manufactured.

TMCA ended the JV with GMHA in 1996, because of a decrease in demand for OEM
vehide and further liberdization of the Audraian market. As OEM vehicles for GMHA came
to be no longer needed, TMCA had to export in order to mantan its production volume,
Because TMCA had dready improved its manufacturing cgpability, Toyota announced its plan
to dart lage-scde export from TMCA to the Persan gulf countries in 1996. In August 1997,
TMCA completed a full modd change of the Camry, and Sarted large-scde exports to gulf
countries. However, numerous problems with the qudity of these exported vehicles occurred
then. (Orihashi [20004])

The firg problem was with TMCA employees underganding of the meaning of quality.
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TMCA employees had the sense that dl they had to do was to achieve Toyota's worldwide
qudity standard. On the other hand, in Japan, employees produced automotive that exceed thet
gandard in accordance with soi-kuhu activities. Toyota deders in gulf countries thought the
difference between “madein Audrdia’ and “made in Japan” was a problem in accordance with
the condition mentioned above. The second problem was with alack of kill on the assembly
line. Thethird problem was the understanding of quadlity of consumersin gulf countriesis gtricter
than that of Audtrdian consumers. Dueto thefirg and second problems, “madein Audrdia’ did
not fill the qudity standard of the export market. The fourth problem was the inferior image for
“made in Audrdid’ vehides The fifth problem was development process. The Camry was a
vehide deveoped for worldwide, 50 its development was a joint project of Jgpan, the United
Saesand Audrdia Naurdly the condition of TMCA's facility was not conddered sufficient a
the time of development and the modd’s minor change, because TMCA is rddivey smdl in
termsof scde. Infact, Jgpan and the U.S. played the main rolein the product’s devel opment.

TMCA worked hard to overcome the problems above asfollows At first, TMCA formed a
reparing teem and sent them to the gulf countries Before tha, if an imported vehicle
manufactured by aforeign subsidiary of Toyota happened to be defective, theloca deder would
repair it and clam the cogt of repairs to the subsidiary. Moreover, ingpection personnd of locd
deders in the gulf countries went to Audrdia & TMCA's expense, and sarted ingpections of
vehides before they were shipped. This project continued until the quality reached a sufficient
leve. At the sametime, TMCA raised the awareness of itsemployees sense of qudlity to regard
thelocd deders request asthe sandard to be reached. Of course, building mutud trust between
TMCA and the loca deder was the key solution. As for the development process, Toyota now
promotestechnical communication between the three countries morethen in the past.

The problem outlined aove caused a change in Toyotds attitude toward internaiond
busness. Prior to this experience that it was wagteful for each foragn subddiary to have the
function of export market rdations. As a result, headquarters in Jgpan performed this function.
However, after this problem, as an individua company, TMCA has sent an Audrdian manager
to Middle East for ongoing communication with locd dedlers, in order to prevent new problems
from surfacing. Also, inthe Thailand case, TMT sent a Thai manager to TMSA (Toyota's Sdes
company in Audrdia), in order to cope with the posshbility of qudity problems with the
Thai-made Hilux.

By these efforts TMCA achieved the capability to maintain the necessary high qudity
dandard, one thet is superior to other manufacturers in Audtrdia TMCA exported more than
30,000 vehidesin 1998. From thisit can be inferred that TMCA has achieved in a short period
the capability needed to export, by engaging in the activities we mentioned above.

Summay (Toyota and Mitsubishi Motors in Audrdia): As is outlined above, in the
Audrdian Automohbile indudtry, paiterns of firm behavior that match the framework and
hypotheses of this pgper can be found, though not as dear astha in Thai Automobile indudtry.

Facing a locd crigs, that forced an increase in production per modd and followed by a
changeto liberdization as regulated by the Audrdian Government, Toyota, a“large competent
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firm with ahigh dynamic capakility”, viewing its rlaionship with GM more important than the
domestic drcumgances, formed ajoint venture with GMHA. This Strategy itsdf was not Smple
correspondence, but as aresult, TMCA cameto provide smdl and medium car to GMHA and
have loca demand that exceeded the cgpacity of its exigting plant. So, TMCA borrowed former
GMHA plant  firgt, and then condructed in Altonaanew assembly plant. Asaresult, TMCA
expand its locd-oriented production, though not intended at fird. Needless to say, in the
background of this there lies Toyotds financid resources that were maintained despite
economic duggishnessin Jgpan.

However, due to the rapid increase of imported cars and cancdlation of the joint venture
with GMHA, TMCA had to change its srategy toward the expanson of exports in order to
maintain its operaions This was a great chdlenge for TMCA, but thanks to the dynamic
organizationd cagpability againg unexpected environmenta changesthat is possessed by Toyota,
TMCA could manage to Sart large-scde exports to the Middle Eagt in ardatively short period
of ime.

We cannot conclude whether or not TMCA will be able to survive in the long run, but at
leedt, it isafact thet theinternationa competence of TMCA has made rapid progress through the
sequences of itseffortsfor export expanson.

On the other hand, Mitsubishi Motors, a “smal competent firm”, sdected a draegy that
maintained its locd production through the expanson of exports A tie-up with other locd
manufacturer was not redized, o MMAL atempted to survive done. MMAL conduded that it
could not maintain 2 models, because it was only the 4™ or 5" largest manufacturer in Augtraia
So, MMALL concentrated its production on onemodd (Magna), and began the large-scale export
of it, inthe pursuit of further scde merits. Becausethelargest market of the modd was Audrdia,
Mitsubishi Motors tranderred mogt of its production from Jgpan to MMAL. Aided by this
decison, MMAL completed itstrandgfer into an “ export-oriented plant”.

As compared with TMCA, MMAL darted its efforts to become an “export-oriented plant”
ealier, and MMAL managed to mantain its operation without a large investment in its
production facility. The firm’'s measuresin response to the increase of import car were rdatively
softer in comparisonwith TMCA.

As has been discussed, the strategic reactions of the Jgpanese automotive manufacturersin
Audrdia toward the change of indudrid policy were emergent in nature. This phenomenon
became alittle confusing with the tie-ups between MNES, however it isbasicdly consstent with
Hypothesis 1, 2, and 3; and the large company at first expands its locd-oriented production and
changes its atitude towards export-oriented after the crigs and the amdl company was
export-oriented from the beginning and continue to expand its exports after the crigs.

7 Conduson
In this paper, to address the quedion of why the foreign manufacturing subsdiaries of

MNEs from the same home-country sometimes pursue different srategies in the same host
country, we have proposed a conceptud framework that takesinto consderation the differences
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in scale and organizationa capability of each MNE. Then, as an example that shows the
remarkable differencesin organizationd action that can be observed in the subsidiaries of MNEsS
from the same home-country, we examined the drategy of two Jgpan-originated automotive
MNEsin Thailand and Austrdia, especidly measuring thefirms' resilience againg acrissinthe
locd subsidiary, the crisis being caused by such externd shocks as aregiond economic criSs or
argpid increase in imported cars, etc. Through this paper’s research, we examined whether our
conceptud framework is condstent with these cases.

Needless to say, definitive conclusons cannot be drawn from the case sudies of only one
indugtry in two countries. However, it is possible for us to say that we could obtain practicd
results that are conagent with the conceptua framework and the hypothess we propose
differences in scde (finandd resources) in the home country, manufacturing organizationd
cgpability and dynamic organizationd capability affect the sdection of the type of locd
manufacturing subsdiary, loca product and the marketing of the locd product as well as the
measure of a firm response following a criss. Furthermore, these rdationships were found to
hold bath in the Production Expansion Stage and the Production Shrinkage Stage. It isthe main
concluson of this research that the conceptua framework we propose contributes to the body of
research on MNES by shedding additiond light on the strategic behavior of MNEsin the 1990s
when the globd economy sarted to change ragpidly. While respecting the exigting conceptud
framework of the theory of MNE and internationd business, we ingg that the individudity of
each MNE, for example differences in scale and organizationa capability, must be consdered
more serioudy when andyze MNEs.

Thispaper isan exploratory study based on only afew cases, so there il remain numerous
questions to address. We must sudy the possibility of generdizing this conceptud framework
and hypothesis by expanding the research scope. Can drategic differences of MNES bassd on
scae and organizationd capability be observed in Toyota and Mitsubishi Motors in countries
other than Thailand and Augtrdia? Can the framework be gpplied to other automotive MNE?
Moreover, can consastent findings be obtained in indudtries other than automobile industry? Will
we be need to develop our sudy in the future to include hypothes's testing by introducing
ddidic andyss? Of course, we must dso continue to examine criticaly the conceptud
framework itsdlf, whether scae, static capability and dynamic capability, as this sudy showed,
are enough to explain the differencesin the srategic behavior of firms

While many questions, such as those outlined above, remain, we bdieve the concepts
introduced here of “uniqueness of each firm”, “dynamics’ and “emergence’ enrich the andysis
of manufacturing MNES, and may be gppropriate to some extent. Our conceptud framework
has dso made a contribution to the literature in explaining some important cases of the Strategic
behaviors of Japanese MNEs in the automobile indudtry that were most activein oversees direct
investment in the second half of 20 century.

Note
The fidd research by Professor Tekahiro Fujimoto took place a Toyota Audrdiain 1995.
Thefied research by Shinya Orihashi took place a Mitsubishi Audrdiaand Toyota Audrdiain
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October 1997 and a Toyota Thalland and MMC Sittipol (asubsdiary of Mitsubishi Motors) in
June 1999. Orihashi visted MMC Sittipol again in November 2000. The two authors have dso
vigted the Japanese headquarters of both companies. They are grateful for the corporation of
Toyota and Mitsubishi Motorsin this research. The authors would dso like to acknowledge the
cooperation and suggestions provided by Professor Yveine Lecler of Lyon University and Mr.
Danid Hdler, agraduate sudent a the University of Tokyo.
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Figure8.1 Anaytical Framework

operational
capability Relatively high Relatively low
firm size
Relatively large Large competent firm Large incompetent firm
(Dynamic capability)
= high/low
Relatively small Small competent firm Small incompetent firm
(Dynamic capability)
= high/low




Table81 Andytica Framework (Environmentd Side)

INITIALLY PRODUCTION EXPANSION STAGE PRODUCTION SHRINKAGE STAGE
- Loca market islimited. = Stronger loca market or government’s policy simulateLocal market getsweeker.
CONDITIONS  |-Importing is very difficult, due tgfirmsto increase production volume. <—Due to an economic crigs or an increese in
government policy. imported cars
*Locd sdes ae 4ill not sufficent for competitive
volume, S0 they concentrate worldwide production of g
Locd sdes network is rdativeyspecific modd to the plant.
wesk. ---Themission of the plant changes, but new invesmentAlready started to export to various countries
SMALL COMPANY |- Import-subdituting plant islimited, dueto firm’'sfinancid condrants. — Already achieved the cagpability to compete in
‘Not exportingat a laige-scde. |- Mugt begin exporting & a lagescde to variousmany typesof marketsworldwide.
countries.
—Cgpability-building gart.
Now they have to begin exporting & a. large-scdeto
* Local salesnetwork isstrong. *Increased locdl sdes force the congtructing of a newmaintain their operation.
LARGE COMPANY |- Import-substituting plant locd-oriented plant. —Cgpability-building Sart.
*Not exporting a a large-scde. |- Still not exporting & a large-scde. * Themain misson of the plant isstill locd -oriented.
—The scope of exportsislimited.
---Duetotheinternationd divison of production.




Table 8.2 Toyota and Mitsubishi Motorsin Thailand

MMC Sittipol Toyota Thailand
Started production in
Thailand 1966 1964
Capita (Million Bahts) 834 4,520
Toyota 69.60%
Shareholders (Japanese) Mitsubishi Motors 46.23% TABT15.5%, Siam Cement10%,
(Thai) MHTC52.04%, Lee Groupl.73% etc.
Employees (2000) 2,945 4,041
Japanese Nationals
(2000) 36 35
Thai Directors(1999) 6 4
Sales (1999, Million
Bahts) 39,038 46,445
Annual Production
Capacity 136,000 240,000
Pick-up exports to 90 countries other than North America |Australia, Cambodia,
(Mainly South Europe and Australia, |Philippines, Laos

No export to North America.)

Models
Passenger Car (Sedan)
Commercial Car

L ancer
Strada (pick-up), Canter

(medium-size truck), Fighter (king-size

truck)

Camry, Corolla, Soluna

Hilux 4/2 (pick-up), Dyna
(truck)

Source: JAMA, Firm Interviews in June 1999 and November 2000




Table 8.3 Andyticd Framework (Environmenta Side) ---Thailand

INITIALLY PRODUCTION EXPANSION STAGE PRODUCTION SHRINKAGE STAGE
(Early 1990-1996) (Mid 1997-)
*Loca market islimited. - Sronger locd market force them to increase theinLocad market getswesker.

CONDITIONS  |*Importing is very difficult, due tgproduction volume, «<—Dueto Asan Economic Crisis.
government policy.
A new plant is built in addition to the exiding plant,- Already Sarted large-scale export to various
*Locd sdes power is rdativeyand a concentration of worldwide production of 1-toncountries
wesk. pick-up trucks. —Already achieved the capability to face many
Mitsubishi Motors |- Import-subgtituting plant ---The misson of the plant changes. But investment istypes of marketsworldwide.
Not exporting a a large-scdle.  |limited by outsourcing plant operationsto suppliers. - Shuitting old plant and concentrate its production in
- Starting to export at a large-scaeto various countries. |new plant.
—Cgpability-building garts
*Now have to begin large-scale export to maintain
*Incressed locd sdes dimulate the condruction of goperation.
*Loca saespower issrong. new locd-oriented plant. —Capability-building garts
Toyota * Import-substituting plant - Start to build an ASEAN specificmodd (AsanCar) in The man misson of the plants are dill

*Not exporting @ a large-scde.

Thailand.
- Sl not exporting & a large-scde.

locd-oriented.
—The scopeof their export islimited to Oceania
---Dueto theinternationd divison of production.




Table 8.4 Toyota and Mitsubishi Motorsin Australia

Mitsubishi Australia

Toyota Australia

Capital (Million 73.98 481
A%)
Shareholder(s) Mitsubishi Motors (Japan) 60% Toyota Japan 100%
Mitsubishi Corp. (Japan) 40%
Sales (Million
A%) 2075 (estimate 1997) 3900(1996)
Export Vehicles | Approx. 12.000 Vehicles (1996) Approx. 14000 Vehicles (1996)
Export to CBU to U.S.A., Japan, New Zealand,,CBU and KD to Persian Gulf countries,

etc.
Casting product to Japan

New Zealand, etc.
Some auto parts to ASEAN, South
Africa, etc.

Characteristics |Important overseas location for salesMedium size oversea location for
of theplant  |and production, much the same as theproduction in Toyota's global Network
U.S,, Thailand, and the Netherlands
Models Changed from two models to one Camry and Corolla

model (Magna)

Loca Content Approx. 75% 65% to 70%
Ratio
Investments Investments for Model Change and Construction of new plant, Factory
after1984 Rationalization reorganization
Employees 5,400(Japanese national s 18) 4,220(Japanese nationals 20)
President Australian Japanese

Source: firm interview in October 1997



Table8.5 Andyticd Framework (Environmenta Side) ---Audrdia

INITIALLY

PRODUCTION EXPANSION STAGE (1984-1995)

PRODUCTION SHRINKAGE STAGE (1996-)

CONDITIONS

- Loca market islimited.
-Importing is very difficult, dug
to government policy.

*Government’s new palicy (Button Car Plan) forceslocd
suppliersto increase production volume.
«—Minimum production volume (per modedl) regulation.

Loca market getswesker.
«<—Dueto an increase of imported cars, because of the
government’s policy has changed to liberdization.

Locd sdes power is rddivdy
wesk.

*Locd sdesis 4ill not enough to reach the minimum
volume, so worldwide production of Magna (Diamante)
is concentrated to the plant. (Except sedans sold in Jgpan)

-Have dready sarted to export to various countries

Mitsubishi Motors |- Import-substituting plant ---Themission of the plant changes. But their invesment—Have dready achieved the cgpability to face many,
Not exporting a a large-scde.  |islimited. = Not building anew plant. types of marketsworldwide.
- Sating to export & a large-scdeto various countries,
—Cgpability-building sarts
* Tie-up with GM Holden ends
*Increased locd sdes (induding OEM for GM Holden)—Have to begin exportsto maintain the operation.
*Local saespower issrong. forceit to condruct anew loca-oriented plant. —Cgpability-building garts
Toyota - Import-subgtituting plant —Make remarkable progress espeddly in productivity]= The man misson of the plants ae dill

*Not exporting a a large-scde.

improvement.
- Still not exporting & a large-scae.

locdl-oriented.
—The scopeof export islimited.

---Duetotheinternationd divison of production.




Table8.6 Austraian, United States and Japanese Parts Costs for Toyota Camry (Japan=100)

Commodities Austraia United States Japan
Coail spring 116 86 100
Outer mirror 112 94 100
Seat belts 109 73 100
Lamps 105 80 100
Tires 105 91 100
Glass 101 89 100
Average of all commodities 106 96 100

Source: Industrial Commission, The Automotive Industry, 1997, pp.58



