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1.  Introduction 
 
Not so long ago Japan was envied for its outstanding economic 
performance. For years, businessmen and bureaucrats from other countries 
made the long pilgrimage to Japan to observe firsthand the so-called 
economic miracle. Today its future looks bleak and especially the Japanese 
government is condemned for its persistent failure to relaunch the economy. 
Even though Japan had grown into the second largest economy in the world, 
it has been confronted with a serious and persistent structural recession since 
the bursting of the bubble economy. Some economic pundits even raised 
serious doubts about the possible end of the era of Japanese dominance of 
global markets for manufactured goods (Van Wolferen, 1993). In contrast, 
others have rejected this pessimistic view and suggested that the 1990s were 
only a pause in the continuing growth of the Japanese economy and the start 
of a new stage of global expansion of Japanese firms (Lorriman & Kenjo, 
1994). 
 
Indeed, while Japan's economy is undergoing restructuring, many of its 
multinational enterprises (MNEs) continue to be successful players in 
today's increasingly global competition. The explanations which have been 
advanced to explain this ongoing success abound and include the Confucian 
work ethic and the Japanese national culture, the close business-government 
collaboration (Japan Incorporated), the "unfair" trade practices towards 
foreign companies, the specific management styles and techniques, the long-
term orientation as far as profitability is concerned, the intercompany 
linkages (keiretsu), etc. As a matter of fact some of these same factors are 
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also put forward as an explanation for the Japanese crisis of the 1990s, 
meaning that the Japanese system has become too complacent. While each 
of these factors has some validity, the rise and fall of the Japanese economy 
is undoubtedly a multicausal phenomenon. 
 
The extensive use of globally integrated strategies by Japanese companies 
has also been put forward as a possible explanation for the continued success 
of many Japanese multinationals (Yip, 1996), especially because the 
Japanese successes mainly occurred in the very industries that have a high 
potential for global strategy.1 Also given the fact that capitalism is entering 
into a new age of knowledge creation and continuous learning (Nonaka, 
1991), Japan's enduring competitive advantage has been identified as its 
talent for innovation (Nonaka & Takeuchi, 1995). Ever since the transition 
from feudalism to capitalism, the basic source of productivity, value and 
economic growth has been physical labour and manual skills (Lazonick, 
1990). In the knowledge-intensive organisation, human capital replaces 
physical labour as the fundamental source of value and profit (Florida, 
1995). 
 
This new age of capitalism is taking the form of an increasingly integrated 
economic system, with global networks of transnational corporations and 
high levels of foreign direct investment between and among nations. Such 
investment is a vehicle for diffusing advanced technologies and state-of-the-
art management practices and is a powerful contributor to the global flow of 
knowledge (Gupta & Govindarajan, 1991, 1994). The globalisation of 
innovation requires that companies tap into the sources of knowledge and 
ideas, and scientific and technical talent which are embedded in cutting edge 
regional innovation complexes (Florida, 1995). While tapping into 
local(ised) industries clearly is an important subsidiary role, there are 
obviously other reasons why multinational firms invest abroad. Dunning's 
(1993) typology of foreign investment, drawing on Behrman (1972), 
suggests four different subsidiary roles: 1. market-seeking subsidiaries, 
located abroad because the market is important for the MNE's products; 2. 
resource-seeking subsidiaries, located abroad to access specialised inputs, 
well-trained labour, or low-cost factor inputs; 3. efficiency-seeking 
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subsidiaries that are located abroad to achieve global economies of scale on 
behalf of the parent company; 4. strategic asset-seeking subsidiaries, 
typically acquisitions of foreign firms to leverage the MNE's competitive 
position. 
 
This paper examines the evolution and pattern of Japanese outward Foreign 
Direct Investment (FDI) in the European and Belgian manufacturing 
industry. The data for this study were collected on the basis of a postal 
survey that was forwarded to all Japanese manufacturing affiliates located 
and active in Belgium in the winter of 1995/1996. The survey results will be 
used to sketch the internationalisation process of Japanese firms in Belgium 
and to test the changing investment and organisational strategies of the 
Japanese MNEs. 
 
 
2.  Japanese investment in Europe 
 
2.1.  The first hundred years: 1870s-1970s 
 
Japan's FDI in Europe has a long history, and extends back over more than a 
century. However, the quantity and impact of Japanese investment in Europe 
remained quite limited until the early 1970s, when it increased significantly 
in response to the liberalization of outward direct investment by the Japanese 
government. Numerous other economic and political developments, such as 
the appreciation of the yen, the rise in real domestic wages, and the prospect 
of more intense competition at home - due to a liberalization of controls over 
inward direct investment - also played a role (Mason, 1994). After having 
expanded first in Asia and later in North America, Japanese direct 
investment in Europe increased in the 1970s as a result of the creation of a 
larger European market, the fear for protectionist measures, and the 
relatively liberal policy stance of most European host countries towards 
inward investment (Sekiguchi, 1979). Table 1 illustrates the changing 
regional distribution of Japanese FDI from 1960 through 1975. While in 
1960 only about one percent of Japanese outward FDI went to Western 
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Europe, this share increased to almost 18 percent in 1970 and remained at 16 
percent in 1975. 
 
Japanese FDI was a response, rather than a factor determining, Japanese 
economic progress (Gittelman and Dunning, 1992). Rationalisation and 
efficiency improvements of business activities mainly took place in Japan, 
with outward manufacturing FDI aimed towards maintaining or advancing 
markets for Japanese exports (in industrialised countries) and relocating 
uncompetitive activities (in developing -Asian- economies). The primary 
purpose of these investments in sectors where Japanese firms already had 
strong ownership advantages, such as the electrical and electronic equipment 
industry, was to establish operations in Europe to protect pre-existing shares 
of export markets, either in response to actual or potential trade barriers, or 
to counter the moves of competitors which threatened to disrupt domestic 
operations. In short, much of this overseas production substituted for goods 
previously exported from Japan, and was undertaken to secure access to the 
European market (Strange, 1993). 
 
Table 1:  Regional distribution of cumulative approvals of outward 

Japanese FDI (1960-1975). 
 

 1960  1965  1970 1975
 $ mio % $ mio % $ mio % $ mio %

Developed 
countries 

93 32.9 271 28.6 1,832 51.2 7,365 46.2

Western 
Europe 

3 1.1 25 2.6 639 17.9 2,518 15.8

North America 88 31.1 241 25.4 912 25.5 3,917 24.6
Oceania 2 0.7 5 0.5 281 7.9 930 5.8
Developing 
countries 

190 67.1 678 71.4 1,744 48.8 8,577 53.8

Asia 49 17.3 188 19.8 751 21.0 4,219 26.5
Latin America 85 30.0 281 29.6 567 15.9 2,881 18.1
Middle East 56 19.8 196 20.7 334 9.3 976 6.1
Africa 1 0.4 11 1.2 92 2.6 501 3.1
Total 283 100.0 949 100.0 3,576 100.0 15,940 100.0
 Source: Sekiguchi, 1979. 
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2.2. The turbulent period: 1980s-1990s 
 
The 1980s witnessed a marked growth of Japanese FDI. One of the 
important consequences of the "Plaza Accord", an agreement concluded in 
September 1985 during a meeting of the Group of Seven (G-7) finance 
ministers to reduce the value of the US dollar in the foreign exchange 
markets, was the doubling of the dollar exchange rate of the yen. As a result, 
the Japanese export industries were suddenly faced with a serious handicap 
and the Japanese economy went into a recession in 1986. To stimulate the 
economy, the Japanese government embarked on a programme of economic 
deregulation and liquidity creation, which resulted in the so-called asset 
price bubble of the late 1980s, i.e., prices of Japanese assets such as land and 
financial securities became excessively high as compared with similar assets 
in other industrialized countries (Aggarwal, 1996)2. These developments 
encouraged Japanese firms even more than before to create or acquire new 
competitive advantages abroad, as there was now a rapidly expiring time 
limit on how long firms could defend and exploit their existing strengths. 
The implication was that offensive FDI became a more attractive strategy 
than it had been in previous years. 
 
In contrast to the defensive market-seeking investments, which are based 
upon the exploitation of existing competitive advantages, these offensive 
investments were targeted at gaining access to the information and 
technology required to upgrade and rationalise not only their domestic 
operations, but also to advance their global competitive strategy.  Generally 
the high value activities, such as design, research and development, 
marketing strategy, and financial control were still concentrated and retained 
in Japan. The new or extended role of the foreign affiliate became more and 
more oriented towards the continuing upgrading and rationalisation of the 
parent company's operations by feeding it with new information about 
markets, products and technologies. 
 
From the middle of the 1980s, the regional factor and in particular the Single 
European Market programme and the EU3 enlargement, was, to a large 
extent, responsible for this new wave and forms of Japanese direct 
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investment into Europe. The growing European protectionism, or rather the 
threat of it, as the 1992 EU unification programme progressed, led to 
dramatic surges in Japanese FDI in Europe (Mason, 1994). Beginning in 
1984, Japanese direct investment flows to Europe exceeded those to Asia on 
a sustained basis for the first time ever. Although the EU Commission 
insisted that the post 1992 Europe would not be a "Fortress Europe", it was 
the uncertainty and the experience of previous European protectionist 
interventions which motivated Japanese companies to hedge their bets by 
establishing subsidiaries in the EU prior to the establishment of the Single 
Market.  A number of Japanese companies apparently believed that it would 
be their last chance to become an insider of the EU.  They wanted to 
establish a European presence in advance of the introduction of the Single 
European Market in 1992.  The cumulative amount of Japanese FDI in 
Europe increased from $10 billion in 1985 and 12 percent of the total stock 
of Japanese FDI, to more than $55 billion by 1990, which at that time 
reached almost 18 percent of the total Japanese direct investment abroad 
(Table 2). 
 
When the asset price bubble caused serious social and economic problems, 
Japanese authorities took measures to deflate the economy. However, 
instead of going into a gradual decline, the asset prices dropped so rapidly 
that they created a deflationary spiral, which presented a serious obstacle to 
the governmental policies that were designed to renew economic growth 
during the 1990s. Although the level of Japanese outward direct investment 
dropped significantly after 1990, as a result of the bursting of the Japanese 
bubble, the EU's share of Japanese FDI even slightly increased to more than 
18 percent of Japanese total FDI stock abroad. Table 2 shows the evolution 
of the EU's share of Japanese outward FDI from 1980 to 1994 and provides 
some evidence that Japanese FDI has been positively affected by the EU's 
1992 programme to consolidate and enlarge the European market (improved 
locational advantages). Japanese investment in Europe increased in response 
to both the opportunities and threats created by the Single European Market 
and the prospects for an Economic and Monetary Union. 
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Table 2:  Japanese FDI in the EU in all sectors and in manufacturing in 
$ billion and percentage of total Japanese outward investment 
(1980-1994). 

 
Japanese FDI 
in EU 

1980 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Stocks in EU:      
All sectors 
($ bn) 

4.0 10.0 13.4 19.6 28.0 42.0 55.3 64.1 70.7 77.8 83.8

All sectors (%) 11.1 12.0 12.6 14.1 15.0 16.4 17.7 18.2 18.3 18.4 18.1
Manufacturing 
($ bn) 

0.8 2.0 2.4 3.2 4.6 7.7 12.2 14.7 16.7 18.6 20.4

Manufacturing 
(%) 

6.5 8.3 8.4 8.8 9.3 11.6 15.0 15.7 16.1 16.2 15.9

Flows to EU  
($ bn) 

     

All sectors 0.5 1.9 3.3 6.3 8.4 14.0 13.3 8.8 6.6 7.2 5.9
Manufacturing 0.2 0.3 0.3 0.8 1.5 3.0 4.5 2.5 2.0 1.9 1.8

Source: Ministry of Finance (MOF), Japan, several years 
 
2.3. Exploiting the locational advantages of different European 

countries 
 
As FDI follows, to some extent, the path of least resistance, and as policies, 
attitudes and environments of individual countries, i.e., the location specific 
advantages, differ, so do levels of FDI. Relevant factors which may attract 
and possibly deter foreign direct investment specifically include: the 
political and economic situation, the government's policy towards foreign 
owned enterprises, the size of the market; as well as the availability of good 
infrastructure, trained labour, supporting industries, favourable tax system, 
efficient capital market, competitive environment or the lack thereof. Even 
when the specific advantages and the strategies of Japanese MNEs would be 
similar, the locational advantages of the countries would cause the Japanese 
investment in Europe not to be equally distributed among the different 
European countries. Figure 1 shows that the Netherlands and especially the 
UK have attracted the lion's share of Japanese FDI in Europe with 
respectively 23 and 39 percent of the cumulative total stock of Japanese FDI 
in Europe in 1994, followed by Germany, France and Luxemburg with 10, 8 
and 7 percent. Both Belgium and Spain take up 4 percent of the total 
Japanese FDI in the EU, while Italy and Ireland represent 2 percent each. 
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Figure 1: Cumulative Japanese FDI in the EU by country (1994). 
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Of course, Japanese firms do not merely consider the openness or 
receptiveness of potential host countries in general but also whether they 
offer suitable locational advantages for the particular needs of each industry 
(Nicolaides, 1991). 
 
From Japan's very first investments in the 1870s, such as the establishment 
of Mitsui & Co.'s first trading office in Paris in 1878, down to the present, 
firms in the services sector have been among the most active Japanese direct 
investors in Europe. The relative importance of specific industries within the 
service sector has varied over time, but the general predominance of 
Japanese FDI in services has remained. Three quarters of the cumulative 
Japanese investment in the EU in fact is in the non-manufacturing sector. 
 
The fact that an overwhelming amount of FDI occurs in the services sector 
could be used to substantiate the claim that Japanese overseas investments 
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are mainly an outlet of balance of payments surpluses as a result of an 
exchange rate misalignment. However, the exchange rate effect cannot 
explain the increased activity, for instance, by Japanese financial institutions 
in Europe during the late 1980s, since the value of the yen remained fairly 
constant against European currencies. Half of the Japanese investments in 
the European services sector was in finance and insurance, instead of in 
trading as in the case of the US.  It was only in the 1980s that the Japanese 
banking assets became a dominant force in Europe in order to provide 
advisory services, working capital, or project finance following the large-
scale emigration of Japanese manufacturing capacity (Hamawini and Schill, 
1994). 
 
Although the sectoral breakdown of more recent Japanese direct investments 
in Europe still favours the service sector, an increasing range of companies 
in the manufacturing sector has invested in Europe since the 1980s. For 
instance, the EU's share of outward Japanese FDI in the manufacturing 
industry increased from 6.5% in 1980 to 16% in 1994. 
 
The countries with the highest number of Japanese production facilities are 
the UK, France and Germany. Despite the relatively low share of total 
Japanese FDI in France, Germany, Spain and Italy, the manufacturing sector 
represents a relatively large share of Japanese FDI in these countries. The 
Netherlands and Luxemburg, on the other hand, have attracted little or no 
manufacturing investments in comparison to the total amount invested in 
these countries. Belgium is somewhat in the middle. 
 
Somewhat surprisingly the dominant sector for Japanese manufacturing 
companies in Belgium is the chemical sector. While the chemical industry at 
the European level represented 11 percent of cumulative Japanese 
investments in the manufacturing sector in the early 1990s, other sectors, 
such as electrical and electronic equipment (31.7%), transport equipment 
(17.2%), and machinery (15.5%) were all relatively more important in 
Europe as a whole (Dunning, 1994). Non-metallic minerals, and transport 
equipment and components also figure prominently in Belgium. However, 
these proportions vary quite substantially across industries and countries. 
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3.  Japanese direct investment in Belgium 
 
3.1.  The dataset 
 
The data for this study were collected on the basis of a postal survey that 
was forwarded to all operational Japanese manufacturing affiliates located in 
Belgium at the end of 1995. This list of Japanese manufacturing subsidiaries 
in Belgium was compiled on the basis of the annual 'Survey of European 
Operations of Japanese Companies in the Manufacturing Sector' published 
by the Japan External TRade Organization (JETRO). The survey covered the 
period from October 1995 until January 1996 and was sent to 41 companies 
in which Japanese firms owned at least 10 percent of the equity capital. Only 
companies that were incorporated in Belgium and operational at that time 
were included in the survey. As three companies had not yet started 
production, while two others were already in liquidation and another two 
had been sold to a local Belgian firm, there were at that time 34 active 
Japanese subsidiaries in Belgium. Two of those subsidiaries were controlled 
by other Japanese subsidiaries that were already established in Belgium. 
Only one reply for both of these latter production facilities was received, 
however. Because another three companies refused to cooperate, 29 
companies out of a total of 34 operational production facilities under 
Japanese ownership in Belgium participated in the survey, i.e., a response 
rate of 85 percent. Although most of the questionnaires were fully answered, 
the response rate for some specific questions is sometimes lower. In terms of 
employment (88 percent) and turnover (90 percent) the response rates were 
even higher than for the number of firms. Table 3 indicates the number of 
production facilities in Belgium under Japanese ownership for the various 
time periods in the major manufacturing sectors. 
 
The 34 Japanese manufacturing facilities established in Belgium employed 
7,783 persons at the end of 19944, which is an average of 229 employees per 
company. Nineteen companies have less than 100 employees, while 14 
companies employ between 100 and 1,000 people.  One company provided 
employment to more than 1,000 persons during 1994. However, if this 
largest firm is left out, the average number of employees drops to 149, 
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which is still about five times larger than the average number of employees 
for all the manufacturing companies in Belgium at 32 per firm5 in 1993. The 
total number of Japanese nationals employed in the Belgian affiliates 
approximately numbered 1506, i.e., almost 2 percent of total employment in 
the Japanese manufacturing companies in Belgium. 
 
Nineteen Japanese subsidiaries have a turnover of less than BF 1 billion, 
while the total sales of another 14 companies are situated between BF 1 
billion and BF 10 billion. The largest firm reaches BF 10 billion in turnover. 
In total, the Japanese manufacturing subsidiaries had a turnover of 
approximately BF 75 billion in 1994. This represents almost 2 percent of 
turnover for all manufacturing firms in Belgium and about 0.5 percent of the 
total sales of all companies in Belgium. The sales of all US affiliates in 
Belgium, for instance, reached almost 13 percent of the turnover of all 
Belgian companies (Van Den Bulcke & Zhang, 1998)7. 
 
Belgium was the first country in Europe in which a Japanese manufacturing 
company was set up, when Honda Motor decided to establish its motorcycle 
plant in Aalst as early as 1963.  Before the first oil crisis in 1973, another 
five Japanese plants located in Belgium.  Out of the total population of 34 
subsidiaries in 1995, seven were established in the post-crisis period 
between 1974 and 1978. From 1979 until 1985, five companies started 
production under Japanese ownership, including the acquisition in 1981 of 
Glaverbel -the largest company in Belgium under Japanese control- by 
Asahi Glass. More than one third of all Japanese firms located in Belgium 
between 1986 and 1990, i.e., the period during which the European Single 
Market was being formed. Although Japanese FDI in Belgium almost 
doubled every year until 1989, the growth rate of such investment became 
quite sluggish after 1990. During 1991-1995 only four manufacturing 
affiliates, i.e., about 12% of the Japanese companies, preferred Belgium as 
their European location. 
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Table 3: Sectoral distribution of Japanese manufacturing plants in 
Belgium according to period of establishment, number of 
plants, sales and employment (1995). 

 
 
 
Sector 

Periods -1973 1974- 
1978 

1979- 
1985 

1986- 
1990 

1991-
1995

Total
Number
of plants

Plants
(%)

Sales
(%)

Employ-
ment 
(%)

Chemicals and related 
products 

3 5 1 5 2 16 47.1 33.5 28.7

Electrical and 
ekectronic equipment 

1 1 1 4 - 7 20.6 15.2 12.6

Transport equipment 
and components 

1 - - 1 1 3 8.8 11.8 6.3

Non-metalic 
mineral products 

- 1 2 1 1 5 14.7 33.9 49.4

Other manufacturing 1 - 1 1 - 3 8.8 3.6 3.0
Total (Units) 6 7 5 12 4 34 34 34 34
Total (%) 17.6 20.6 14.7 35.3 11.7 100 100 100 100

 
The chemical industry accounts for almost half of the number of Japanese 
production units and represents more than a third of their turnover (Table 3). 
Subsidiaries in the non-metallic mineral sector, although not that important 
in terms of number of plants, account for a third of all sales of Japanese 
affiliates and almost half of their total employment. 
 
3.2.  Location Motives 
 
The principal motive for Japanese investors to prefer Belgium to other 
countries is to use its central location as a supply base for their European 
customers. With the establishment of the Single European market, Belgium's 
central location in Europe is supposed to have become an even larger 
advantage. Three quarters (N=21) of the Japanese companies that invested in 
Belgium supplied their customers all over Europe rather than limit 
themselves to Belgium's small local market. For those companies that built a 
new plant in Belgium, the most important factor in determining the 
locational choice was the proximity to their customers.  Good transport 
connections are also quite important, especially because three out of four 
affiliates export more than half of their total turnover. Table 4 indicates that 
for almost two thirds of the Japanese subsidiaries in Belgium, 90 percent or 
more of their total sales are directed to foreign markets. Only for one out of 
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ten subsidiaries was the Belgian domestic market more important than 
exports. 
 
Table 4:  The importance of foreign markets for Japanese subsidiaries 

in Belgium (1995). 
 

Exports as a percentage of sales Number of subsidiaries Percentage of subsidiaries 
0 - 49   3   10.7 
50 - 74   5   17.9 
75 - 89   2   7.1 
90 - 94   3   10.7 
95 - 99   11   39.3 

100   4   14.3 
Total   28   100.0 

 
 
Table 5:  Past, present and future market area covered by Japanese 

manufacturing subsidiaries in Belgium (1995). 
 
Market area (N = 29) 1990 1995 2000
European Union 8 7 2
Europe 8 8 12
Europe & selected other parts of the world 10 13 12
Worldwide with specific exclusions - - 2
Worldwide 3 1 1
 
 
The exports by Japanese subsidiaries in Belgium went largely to other 
European countries and the rest of the world8. Seven and eight affiliates 
indicated that the EU and Europe was their main export market, 
respectively. Thirteen companies listed Europe and certain selected other 
parts of the world as their market (see Table 5). However, there was quite a 
change in the market area covered by these firms five years before 1995 
(i.e., in 1990) and the projected markets in five years time (i.e., in the year 
2000). Table 5 illustrates the relative decline of the EU as a market for 
Japanese subsidiaries and the increasing attention given to the enlarged 
European regional market after the expected opening up of Central and 
Eastern Europe (CEE). The number of Japanese companies in Belgium that 
were concentrating on the EU market was due to fall from 8 to 2 by the year 
2000. 
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Despite the 'European' aspirations of the Japanese investors in Belgium, the 
consequences of the Single European Market and the opening up of markets 
in other parts of Central Europe and the former Soviet Union are rather 
limited. The changes that occurred as a result of the fall of the Iron Curtain 
were deemed 'neutral' by 13 Japanese subsidiaries. Twelve Japanese 
subsidiaries called the effect 'positive', however. Nine firms replied that the 
changing situation in Central and Eastern Europe had caused an adaptation 
to the markets that were serviced, while for more than half of the 
subsidiaries the opening up of the former "East Bloc" was of little or no 
consequence. 
 
Table 6.: Perception of changes and effects of the fall of the 'Iron 

Curtain' and the establishment of the Single European 
Market for Japanese subsidiaries in Belgium (1995). 

 
  Fall Iron Curtain Single European Market 

 Perception of changes : N = 26 % N = 26 % 

     Positive 12 46 8 31 

     Negative 1 4 2 8 

     Neutral 13 50 16 61 

 Effects : N = 28 % N = 28 % 

     None 16 57 13 46 

     Change in products manufactured - - 3 11 

     Change in markets serviced 9 32 9 32 

     Change in performance measures 1 4 2 7 

     Change in investment priorities 2 7 1 4 

 
 
More than half of the companies (N=16) also judged the completion of the 
European integration into a unified market as 'neither positive nor negative', 
while about one fourth of the companies (N=8) believed it to consist of an 
improvement. Two subsidiaries even evaluated the establishment of the 
Single European Market as negative, probably because they had become 
exposed to more intense competition. Thirteen companies replied that the 
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European integration implied no consequences for the Belgian plant, while 
for nine others it resulted in adaptations of the markets that were serviced. 
Table 6 illustrates that none of these changes had a profound effect on the 
business activity of the Japanese manufacturing affiliates in Belgium, except 
for the market area that was covered. In only a few cases did Japanese 
subsidiaries adapt the products that were manufactured to the new situation.  
Changes in the investment priorities and in performance measures were 
rather exceptional. 
 
3.3.  Changing organisational strategies 
 
The shift towards more investment in Europe, as a key strategic location for 
Japanese corporations, is likely to have an impact on the organization of 
their cross-border production operations. The organisational strategy of 
Japanese firms increasingly reflects the character and needs of the regional, 
rather than the national, market with integrated production and distribution 
systems (Gittelman and Dunning, 1992). A common response to the 
European unification was to Europeanise operations, granting more 
autonomy and responsibility to the European subsidiaries (JETRO, 1994). If 
more value-adding production activities were being located abroad, then 
those activities had to be supported and sustained with additional 
coordinating and control functions, including research & development, as 
well as establishing linkages in the local economy. 
 
3.3.1. Sourcing 
Japanese manufacturing firms are known to develop long-term and tight 
relationships with the suppliers of their components and semi-finished 
products (Lincoln, 1993).  Initially, a large proportion of those supplies will 
consist of imports, since the suppliers in the home country will either 
hesitate to start production abroad and will need time to actually do so. 
When a member of a keiretsu invests abroad, the suppliers to that firm 
benefit from an advantage when it comes to negotiating contracts for the 
delivery of e.g. parts to the subsidiary. It is therefore not altogether 
surprising to find that Japanese investors choose to import semi-finished 
products and parts from their suppliers back home. The main reasons -
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indicated by almost all Japanese subsidiaries in Belgium- for importing at 
least certain parts are that local suppliers are not available or are not able to 
respect the production standards put forward by the group. In some cases, 
local suppliers are also considered to be insufficiently competitive. 
 
However, as plants generate their own routines, they will consider 
alternative suppliers in the host country both in terms of equipment and 
consumables (Emmott, 1992). Over time, firms will be inclined to buy from 
local suppliers with the intention to Europeanise operations as quickly as 
possible. Japanese manufacturing subsidiaries in Belgium, for instance, 
seem to rely increasingly on "local" suppliers rather than imports from the 
home country. The share of outside suppliers, especially European ones, has 
increased for the Japanese subsidiaries in Belgium.  At the risk of 
oversimplifying, it can now be stated that Japanese companies established a 
plant in Belgium to supply their European customers, using European 
(including Belgian) suppliers for their inputs. 
 
However, the expansion of imports from other subsidiaries of the group, 
especially from Asia, e.g. Malaysia and China, should not be overlooked. 
The percentage of production directed to other plants of the multinational 
group has also slightly increased over the years. The relative share of 
imports from the corporate parent itself has declined sharply, however. 
These developments tend to indicate that the Japanese subsidiaries in 
Belgium are becoming more integrated in the group network. 
 
For several Japanese companies, the establishment of a production facility in 
Belgium represented their first plant in Europe (Van Den Bulcke & Janssen, 
1988). For almost 60 percent of the Japanese companies, their plant in 
Belgium (15) still is the only one in Europe. Seven of those single European 
subsidiaries are in the chemical industry, as compared with four in 
electronics and two in transportation. Nine corporate parents controlled from 
two to five plants in Europe, while another four owned approximately 20 
plants all over Europe. 
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Positioning themselves on a scale between (1) 'assembly only' and (5) 'fully-
fledged manufacturing', 15 or about half of the Japanese subsidiaries ranked 
themselves as fully-fledged manufacturers. While the number of Japanese 
firms that only engaged in assembly operations amounted to four in 1990, 
this number decreased to only two plants in 1995, and only one is expected 
to still retain this status by the year 2000. The so-called "screwdriver" plants 
that are fully dependent upon the parent company for management decision-
making and control, inputs and full product and process specifications, are 
apparently on their way out of Belgium. 
 
3.3.2. Research and development 
Three out of four (N=22) subsidiaries in the survey performed at least some 
research and development activities in Belgium, a.o. customer technical 
services, adaptation of manufacturing technology, development of new or 
improved products for European markets, development of new products and 
processes for world markets, or generation of new technology for the 
corporate parent. In 1990 about two out of five Japanese companies in the 
sample (N=10) did not engage in any R&D, while in 1995 one out of four 
(N=7) carried out neither fundamental nor applied R&D in Belgium. Four 
companies (14%) declared that no research activities were planned in 
Belgium before the year 2000. 
 
Approximately a third of the responding companies established customer 
technical services and adapted their manufacturing technology to the local 
situation. The number of Japanese subsdidiaries that engage into research 
and develop new or improved products for the European markets in 1990 
increased by 50 percent five years later and was expected to double in 
another five years. By the year 2000, more than half of the Japanese 
subsidiaries in Belgium were supposed to carry out research and 
development activities aimed at the European market. The number of 
companies that develop new products or production processes for the world 
market increased from three plants in 1990 to seven in 2000. One subsidiary 
even developed new technology for the corporate parent.  Table 6 indicates 
that not only the number of companies that perform R&D activities has 
increased over the years, but also that more complete R&D activities are and 
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will be taken up in the future.  Several Japanese corporations no longer 
restrict the high value adding activities to Japan alone. 
 
Table 7: Past, present and future R&D activities by Japanese 

subsidiaries in Belgium (1995). 
 

R&D activities 1990 1995 2000 
None 10 7 4 
Customer technical services 8 9 9 
Adaptation of manufacturing technology 7 10 9 
Development of new or improved products for European markets 8 12 16 
Development of new products and processes for world markets 3 4 7 
Generation of new technology for corporate parent 0 1 2 

 
3.3.3. Decision-making authority 
Over a ten year period the decision-making authority of Japanese 
subsidiaries in Belgium has generally increased.  The decision-making 
index9, on a scale from 1 to 4, where at one extreme (1) the parent company 
decides everything itself and at the other (4) the subsidiary can decide 
autonomously, went up from 1.97 in 1990, to 2 in 1995, and to 2.07 in 2000 
on the issue of R&D activities. This is a.o. due to the increasing number of 
companies that have taken up research and development. There appears to 
be a shift away from these extremes, on the one hand, from exclusive local 
decision-making and, on the other hand, from complete centralized 
corporate control, towards more shared decisions. The answers from 
managers of Japanese subsidiaries in Belgium indicated that the number of 
corporate parents that solely decide about R&D will drop from ten in 1990 
to five in 2000. The number of subsidiaries that can decide about R&D 
issues themselves, at least after having consulted the corporate parent, 
increased from three to seven.  However, three out of these seven 
subsidiaries had formerly been solely responsible for R&D. 
 
An even more outspoken shift towards a higher decision-making authority 
for Japanese subsidiaries, more particularly towards decisions mainly taken 
by the local company - after consulting with the corporate parent or regional 
headquarters - occurred about specific decisions, e.g. about the market area, 
the product range, the process and product technology and financial issues. 



Figure 2:  Past, present and future decision-making index for Japanese subsidiaries in Belgium (1990, 1995, 2000). 
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Note:  Subsidiaries ranked their decision-making authority on a scale from 1 to 4, with 1 being the most centralised and 4 the most 
decentralised decision.4 



Figure 2 illustrates this movement towards more shared decision-making in 
the Japanese subsidiaries in Belgium. The decision-making authority with 
regard to human resources has completely shifted towards local management 
in Belgium. Almost all the companies in the sample could decide about 
human resources either autonomously (N=12) or after having consulted with 
the parent company or regional headquarters (N=13). 
 
3.3.4. Different modes of Japanese involvement 
In general, Japanese investors are assumed to prefer greenfield investments 
over acquisitions.  Indeed, three quarters of the total number of subsidiaries 
in the US as well as in Europe were established through greenfield 
investments (Yamawaki, 1994). In Belgium, 17 Japanese corporations built 
a new plant, while twelve Belgian owned companies and one foreign owned 
firm in Belgium were acquired by Japanese investors (Table 7). Four of 
these acquisitions had already a customer relationship with the Japanese 
corporate parent before they were taken over, while seven of them did not 
entertain any prior relationship. The motive of faster market access was 
quoted by two thirds (8 out of 12) of the acquired local companies. The 
diversification strategy and the synergistic advantages were cited by 
respectively one and two firms. 
 
Table 8: Method of entry of Japanese investors in Belgium until 1995 

according to period of establishment. 
 

Entry method - 1973 1974 - 1979 - 1986 - 1991 - Total 

(N=29)   1978 1985 1990 1995  N  % 

Greenfield  4  3  3  4  3 17 59 

Acquisition  1  3  2  5  1 12 41 

 
The modes of international involvement of Japanese investment have 
changed, however.  Acquisitions and joint ventures have become more 
desirable options than greenfield investments and wholly-owned 
subsidiaries. During the boom period of Japanese FDI in Europe from 1986 
until 1990, there were relatively more acquisitions than greenfield 
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investments. In the fiscal year 1988-1989, no less than 40 percent of the 
value of new Japanese investment in the EU were the result of acquisitions 
or mergers (Kirkland, 1990). 
 
The method of entry not only changed over time, but also differs among 
industries.  Half of the Japanese acquisitions in Belgium occurred in the 
chemical industry. This might to some extent be explained by the fact that 
the European producers in the chemical industry were considered to have 
more competitive advantages than their Japanese rivals (Porter, 1990).  In 
order to improve their international competitive position within a relative 
short period of time, Japanese companies typically acquired local producers. 
Likewise, two out of the four investments in the sector of the non-metallic 
minerals were the result of take-overs.  One of the acquired Belgian 
companies, for instance, indicated that it had provided technical assistance to 
the Japanese company before it was finally acquired and became part of the 
Japanese group. On the other hand, all the plants in the sector of electrical 
and electronic equipment industry consisted of greenfield investments. 
 
Eighty percent of the Japanese subsidiaries in the US and Europe are 
majority owned, while more than half of them are wholly owned. While the 
average degree of ownership is quite similar for Japanese subsidiaries in the 
US and Europe, it is different from Asia and other regions (MITI, 1991). In 
Belgium, the preference for complete ownership is even more pronounced, 
as more than two thirds of the Japanese manufacturing facilities in Belgium 
are wholly owned subsidiaries as compared to only 17 percent that are 
majority owned ones (Table 9). Four Japanese subsidiaries are equally 
controlled companies (50/50 per cent), while one was a minority owned 
Japanese plant. However, as the local partner of this minority owned 
company was also majority owned (2/3 participation) by another Japanese 
multinational, it has been included in the category of the majority owned 
subsidiaries. 
 
Table 9 shows that joint ventures have become more common since the 
1980s.  Again, not only has there been a change over time but also between 
sectors. All four of the Japanese investments in the non-metallic mineral 
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industry are joint ventures. In the chemical sector, three of the plants are 
equally owned joint ventures, while ten are wholly owned subsidiaries.  The 
three investments in the transport industry and five out of six investments in 
the electrical and electronics industry are also wholly owned subsidiaries. 
Especially when they possess strong competitive advantages, Japanese 
investors clearly prefer complete ownership. 
 
Table 9: Ownership degree of Japanese manufacturing firms in 

Belgium according to period of establishment (1995). 
 

Ownership - 1973 1974 - 1979 - 1986 - 1991 - Total 

(N=29)  1978 1985 1990 1995  N  % 

100 %  5  5  2  6  2 20 69.0 

> 50 %  -  1  2  1  1  5 17.2 

50 % / 50 %  -  -  1  2  1  4 13.8 

Total  5  6  5  9  4 29 100 

 
 
4.  Conclusion 
 
This paper has examined the pattern of Japanese FDI in Europe, more 
particularly in the Belgian manufacturing sector. It has provided recent 
information -on the basis of a newly constructed subsidiary-level data set- 
about the activities of Japanese firms in Belgium. 
 
Japanese FDI in general has shown a remarkable strategic dexterity in 
response to the rapidly changing OLI configuration facing Japanese firms. 
They moved from exporting to defensive investment strategies in order to 
maintain their ownership advantages in an increasingly competitive 
European market in the 1980s. When the existing ownership advantages of 
Japanese firms became increasingly threatened, Japanese firms created or 
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acquired new ownership advantages abroad. The increased location 
advantages of Europe as a result of the Single Market and the EU 
enlargement resulted in an expansion of offensive Japanese FDI in Europe. 
 
For sectors where Japanese firms possess strong ownership advantages, such 
as the electronics industry, the possible threat of a "Fortress Europe" has 
been quite influential in the surge of Japanese direct investments. In other 
industries, such as chemicals, where the firm specific advantages of the 
Japanese MNEs are less pronounced, the lure of a large and integrated 
market of the EU itself provided an important attraction for the Japanese 
firms. Due to the rapidly expiring time limit on how Japanese firms could 
defend and exploit their existing ownership advantages, they made relatively 
more use of take-overs than before. The well known preference of Japanese 
investors for greenfield investments over acquisitions consequently 
diminished. 
 
The Japanese corporations apparently no longer concentrate their higher 
value adding activities, such as R&D, as strongly in Japan as before, which 
possibly indicates that the location advantages of Japan itself have been 
declining. Also they are granting more local decision-making authority to 
their subsidiaries in Belgium. Apparently, as a response to EU unification, 
Japanese MNEs seem to be 'Europeanising' their operations through 
increasing local sourcing and granting more managerial autonomy to the 
subsidiary management. Japanese firms continue to upgrade their industrial 
infrastructure outside of Japan, while the economic conditions in Japan itself 
have become less advantageous. 
 
In conclusion, it can be stated that there has been a radical change in the 
nature of the so-called "Japanese challenge". Through the mechanism of 
FDI, the challenge, has as a result of the increasingly global reach of 
Japanese MNEs, on the one hand, intensified, and, on the other, become less 
Japanese (Gittelman and Dunning, 1992). 
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Notes 
 
1.   Global strategy can be defined as the worldwide strategy to establish the most effective 

production and sales bases and the development of international networks for serving the 
world market, taking into account each country's resource endowments, macro-economic 
stability and market conditions (Tejima, e.a., 1993). 

 
2.  For instance, it was estimated that in 1988 an 80 percent mortgage on all Tokyo real estate 

(at $7.7 trillion) would have been more than sufficient to buy all of the land (at $3.7 
trillion) and all publicly traded companies (at $2.6 trillion) in the United States (Ohmae, 
1988). 

 
3.  Although the EU was only officially introduced January, 1st, 1993, the term EU will be 

used consistently throughout the text for reasons of uniformity and clarity. 
 
4.  The financial data for most of the companies was collected from the database of the 

National Bank of Belgium.  The number of employees for the four companies that did not 
supply the average number of persons employed for 1994, could be obtained from 
JETRO. 

 
5.  This information was collected from the database of the National Bank of Belgium.  The 

total number of incorporated manufacturing companies in Belgium amounted to 19,238, 
employing 618,675 employees. 

 
6.  Information taken from JETRO's annual 'Survey of European Operations of Japanese 

Companies in the Manufacturing Sector' for 31 of the 34 companies in the sample. 
 
7.  A recent estimate of financial data and operations of US affiliates abroad by BEA (1997) 

provided interesting information about the relative importance of USDI in Belgim and its 
linkages with the Belgian economy. In 1995, 542 so-called US non-bank affiliates 
employed 108 thousand persons in Belgium, of which 65.8 thousand (62%) in 
manufacturing, 14.6 thousand (14%) in commercial activities and 16.4 thousand (16%) in 
services. Chemicals, the dominant industry in the manufacturing sector, employed 18,300 
persons, i.e., 17.3% of the total employment of US affiliates in Belgium. The employment 
by American subsidiaries in Belgium accounted for 6.2% of the total Belgian employment 
in the private sector in 1995. 

 
8.  The different options were: Belgium, Belgium & selected countries, the EU, Europe, 

Europe & selected other parts of the world, Worldwide with specific exclusions, and 
Worldwide. 

 
9.  Four categories of decision-making were identified: 
 A. Decided mainly by the parent company or regional headquarters without consulting 

with or seeking the advice of the Belgian operations. 
 B. Decided mainly by the parent company or regional headquarters after consulting with 

or seeking the advice of the Belgian operations. 
 C. Decided mainly by the Belgian operations after consulting with or seeking the advice 

of the parent company or regional headquarters. 
 D. Decided mainly by the Belgian operations without consulting with or seeking the 

advice of the parent company or regional headquarters. 
   The decision-making index is calculated as the weighted average of the four categories, 

with A, B, C and D having a weight of 1, 2, 3 and 4, respectively. 


