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Summary

In this paper, we analyze, using a questionnaire, what sorts of changes are occurring from foreign
direct investment (FDI) and expansion up to and including divestment. From our analysis, the
following five points became clear.

First, the number of small and medium companies withdrawing from overseas operations began
increasing in the 2000s and increased even more after 2010. By region, many of the withdrawals are
from Asia.

Second, the three main reasons for divestment are sluggish product demand, discord with local
partners, and difficulty in finding management personnel.

Third, not only small and medium companies that experienced a slump in results withdrew. Forty
percent of the companies that withdrew did so despite the fact that they were producing some
positive results.

Fourth, after withdrawing from the location of foreign direct investment, approximately 50% of
small and medium companies continue foreign direct investment. Moreover, of companies that have
experience withdrawing, approximately half currently have overseas bases. Among companies that
have overseas bases after withdrawal, approximately 60% of the companies have newly established
overseas bases after their withdrawal.

Finally, about half of the companies that have overseas bases after their withdrawal are
subsequently utilizing their withdrawal experience at the locations of their foreign direct investment.
In particular, there are many companies where the Japanese headquarters has strengthened its
management of the overseas bases.

These facts confirm that withdrawals by small and medium companies are not only due to
“failure,” which had been the reason assumed heretofore. Thus, when analyzing the withdrawals of
small and medium companies, it is necessary not to assume that they are failures but to view them as
part of companies’ international strategy.

Based on these results, this study then conducted case studies of small and medium companies
that have experienced restructuring of overseas operations. The following results were found.

Proactive Approach to Restructuring of Overseas Operations

In the questionnaire, it was revealed that 40% of the withdrawn bases were closed despite the fact
that they were producing some positive results. So, why did companies withdraw even though they
were producing results?

Among the companies in the case studies, there were factors that forced companies to withdraw,
such as expropriation. However, companies in the case studies did not decide to withdraw based
solely on such compulsory factors. The companies proactively chose withdrawal after considering
the external environment and their own management resources, and they actively engaged in
restructuring of their overseas operations. In the case studies, one can discern the strategic nature of
the withdrawals.



Business Development after Divestment

The single phrase “divestment” can refer to a variety of cases. There are companies that sell stock
and withdraw from “management” of overseas bases because business at the Japanese headquarters
deteriorated, but the company subsequently continues its relationship and transacts business with the
aforementioned overseas bases.

In addition, the questionnaire revealed that around half the companies that had overseas bases
even after divestment subsequently utilized their withdrawal experience at the locations of their
foreign direct investment. Is this utilization of divestment experience actually tied to the business
results at overseas bases? To determine this, we analyzed case studies of companies that were
producing positive outcomes at bases newly established after withdrawal. As a result, there were five
initiatives that appeared to arise from utilization of withdrawal experience: (1) entry with full
ownership of capital, (2) entry that reduced risk, (3) emphasis on correlation with headquarters’
operations, (4) strengthening of overseas base management by the Japanese headquarters, and (5)
facilitation of communication.

Of course, these initiatives alone will not lead to positive results for a newly established overseas
base. This is because the results of overseas bases are affected by a variety of factors such as
competitiveness of products in the local area and the competitive situation. However, it is possible
that the aforementioned five initiatives do influence the business results.

Implications for Small and Medium Companies That Engage in Overseas Expansion
The top things mentioned by small and medium companies that have withdrawal experience as the
most important things for ensuring the success of foreign direct investment are “implementation of a
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feasibility study,” “obtaining of customers in the local area,” and “selection of a local partner.”
These may be considered lessons for small and medium companies that are aiming to expand
overseas in the future.

Moreover, as described above, there were five initiatives implemented by companies in the case
studies that were producing results at bases newly established following withdrawal: (1) entry with
full ownership of capital, (2) entry that reduced risk, (3) emphasis on correlation with headquarters’
operations, (4) strengthening of overseas base management by the Japanese headquarters, and (5)
facilitation of communication. These initiatives can offer suggestions for small and medium
companies seeking to expand overseas in the future.

On the other hand, even for small and medium companies that have strengths domestically in
Japan, it is far from simple to produce positive results at all their overseas bases. There were
companies in the case studies that did not produce adequate results at some bases even though they
did produce positive results at other bases. It is necessary to recognize that restructuring of overseas
operations may occur at any company. On that premise, it appears to be important to prepare by
setting criteria for withdrawal and to periodically review the management methods of foreign
operations with an eye several years in the future.

From the analysis of this paper, it can be seen that there are diverse options for restructuring of
overseas operations. Withdrawal does not necessarily signify failure. Restructuring of overseas
operations may be used as one potential strategy. We believe that awareness of this point is
important not only for small and medium companies seeking to expand overseas but also for small
and medium companies that have already expanded overseas.
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