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Abstract

International Joint Ventures (IJVs) play an important role in the strong com-
petitive trend towards globalization of world markets. This trend leads to greater
access to the world’s Asian emerging markets, which creates possibilities for eco-
nomic growth for companies entering IJVs. However, problems may arise since the
choice of business partner can affect shareholder gains for the local partner. This
paper examines whether it is beneficial, in terms of shareholder gains, for a local
partner on an Asian emerging market to engage in an IJV together with a foreign
company from a country belonging to The Group of Seven (G7) in contrary to a
company from an industrialized non-G7 country. The shareholder gains to the lo-
cal partners are examined by conducting event studies for the three-day cumulative
abnormal returns in a sample of 106 IJVs between 2000 and 2015. To the best of
our knowledge, this is the first study that examines this, from the perspective of the
local partner. The main finding suggests that there is no significant difference in
the gains to the local partners shareholders when the foreign partner comes from a
G7 country in contrary to when the foreign partner comes from a non-G7 country.
However, the local partners’ firm size is found to be significantly related to the
shareholder gain. In addition, the results show that the shareholder gains to the
local partner together with a foreign partner from North America are higher than
when the local partner is together with a foreign partner from Europe.

Keywords: International Joint Venture, The Group Of Seven, Asian emerging market,
level of economic development, Cumulative Abnormal Return, event study.
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1 Introduction

This section highlights the reasons for companies to enter International Joint Ventures
(IJVs), and addresses problems related to the selection of a suitable business partner.
Focus lies on local companies in Asian emerging markets that enter IJVs. Further, the
discussion ends by asking the question about whether it is beneficial for a local company,
in terms of shareholder gains, to engage in an IJV with a company from one of The
Group of Seven (G7) countries, in contrary to a company established in an industrialized
non-G7 country.

1.1 Background

There is a strong competitive trend towards globalization of world markets and this is
of importance for businesses all over the world (Hewitt, 2005). This makes it possible
for companies to ”explore and develop capabilities to internationally source or distribute
goods, services or intellectual property” (Maughn and Stewart, 2011, p.1). New emerging
markets in the world’s developing countries can be reached and this creates possibilities
for economic growth. Traditionally, the two most common ways for economic growth for
a company is either internal growth or growth by acquisitions. Joint ventures (JV) and
other strategic alliances are an increasingly important third way, especially internationally
(Hewitt, 2005).

A Joint Venture is most often described as a formation in which two or more business
partners from the same, or different, jurisdictions share risk, resources and returns from
a joint enterprise. This enables the companies to gain access to markets which otherwise
might be beyond their resources (Maughn and Stewart, 2011). The aim for the parent
companies is to seek economic synergy. Economic synergy is the additional economic
benefits that arise from the cooperation between the partners and their ability to com-
plement each other’s resources and capabilities (Luo, 2002). Together, the parent firms
of the JV seek to find a working partnership, often with both partners taking active roles
in the decision making of the jointly owned entity. Further, it is common that one of the
partners is located on the market where the joint enterprise is located, such that local
knowledge about the marketplace is preserved (Hewitt, 2005).

An increasingly important type of JV is considered to be the International Joint Venture
(IJV). An IJV is when at least one of the partners has its company headquarter located
in a country outside the operations of the JV, or if the venture has operations in more
than one country (Hewitt, 2005). Lately, in relation to the globalization of world markets,
IJVs has grown in importance as it allows a faster and less costly entrance to new markets
than what otherwise can be achieved by purchasing an existing company or by starting
a whole new venture (Maughn and Stewart, 2011). Also, Mantecon (2009) states that
investors show positive reactions to IJVs prior to cross-border acquisitions, since IJVs
can be an effective way to reduce uncertainty and country risk, due to the sharing of
information the partners conduct. Thus, based on these findings, a JV or an IJV can be
seen as an instrument for reducing future risk and for potential investing. Other drivers
to enter an IJV might be access to technology, expansion of customer base, entry into
emerging economies, entry into new technical markets, pressure of global competition,
leveraged joint ventures, and(/or) as a catalyst for change (Hewitt, 2005).
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All of the positive features of an IJV benefits most companies but especially small to
medium size companies that lack the infrastructure, capital, resources, management, ex-
perience, and strength to enter new markets on their own (Maughn and Stewart, 2011).
Further, the formation of an IJV benefits the foreign partner which will take part of the
local partners’ knowledge about the marketplace. It is also common that the local partner
already has existing relationships with customers and key suppliers, and has knowledge
about the local language, local law regime, customs and social norms. Awareness about
all of these factors increase the probability of success (Hewitt, 2005). Also, the comple-
mentarity of the firms is essential for an IJV to be successful, i.e. one partner’s skills
and capabilities complement the needs of the other partner, and vice versa. Bringing
the partners together for mutual benefit creates dependence between them which creates
a sustainable relationship. Nevertheless, it is of great importance to be aware of the
fact that many of the characteristics that affect the probability of success are hard to
measure and compare in a quantitative manner. Such characteristics can be national
differences related to culture, local law regime, governing law and arbitration, law and
practice related to IJVs, preparation and commercial due diligence (Hewitt, 2005).

Since ”joint ventures represent an intercultural and interorganizational linkage between
two separate parent companies that join forces in different strategic interests and op-
erations” (Luo, 2002, p.217), problem may rise. It becomes a complex situation where
interests and expectations might collide (Luo, 2002). Therefore, understanding, care-
ful planning and complementarity of company resources and capabilities are of great
importance. For companies in emerging markets, the main problems are lack of com-
plementary experience, capital, management and technology. These attributes are often
related to industrialized countries, with higher level of development. Development is of-
ten measured in terms of the Gross Domestic Product (GDP), and the countries with
highest GDP are called Major advanced economies. These countries are often referred
to as The Group of Seven (G7), and they are special since they belong to the wealthiest
and most industrially competitive nations in the world, with their lead in technology
and production capabilities. The top five economies in G7 accounts for approximately
half of world manufacturing value added and approximately one-third of world manu-
factures trade. According to the United Nations Industrial Development Organization
(2013), the United States alone represents half of the top five’s total world manufactur-
ing value added and Germany represents approximately one-third of the top five’s world
manufactures trade total. Further, highly industrialized countries are represented by
well-developed corporate governance, advanced infrastructure and are at the top of the
socioeconomic hierarchy (United Nations Industrial Development Organization, 2013).
The so called ”non-G7 countries” are here referred to as countries which either are newly
industrialized (NIC) or are highly industrialized countries (HIC) outside the G7. In terms
of development, then G7 and HIC are most alike. Also, the G7 countries have as a group
higher aggregated GDP than the non-G7 countries as a group and that’s what separate
them from other highly industrialized countries that otherwise share same characteristics
in terms of development (International Monetary Fund, 2011). The positive attributes
related to G7 countries are often what less developed countries are striving to reach, since
they represent the top most successful economies in the world (United Nations Industrial
Development Organization, 2013).
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1.2 Problem Discussion

Previous studies show mixed results of the wealth effects of IJVs, and have mainly focused
on US-based firms entering IJVs with companies established in Asia (Chen et al., 1991;
Borde et al., 1998; Fröhls et al., 1998), from the perspective of the US firms’ shareholder
wealth. Furthermore, Fröhls et al. (1998) examines how IJVs take turns when matching
US-based firms with firms from either emerging economies or G7 countries. The empirical
results of the IJVs wealth effects are inconclusive, with negative, positive, or insignificant
findings. For instance, Lee and Wyatt (1990) and Chung et al. (1993) find significant
negative wealth effects from IJV announcements, whereas Fröhls et al. (1998) and Borde
et al. (1998) show significant positive wealth effects. However, Gupta and Misra (2000)
show insignificant findings of shareholder wealth effects. Thus, further understanding
of the wealth effect or value creation of IJVs is needed. This especially with focus on
the local partner since there exist little research with perspective of the local company
and its shareholder gain in an IJV. The local company is here referred to as a company
established in an Asian emerging market.

As a local company on an Asian emerging market, lack of capital, management and
technology might be a difficulty in order to compete in developing goods, services or
intellectual property on the local market. Thus, it might be in the local company’s own
interest to enter an IJV with a foreign partner that can complement the lack of economic
growth factors (United Nations Industrial Development Organization, 2008). Also, since
IJVs have been able to contribute in technological progress, economic growth and success
in international markets for many developing countries, this may be a promising way for
economic growth (Hewitt, 2005). However, problems will arise, and one of the main issues
is related to the selection of a suitable business partner. This is a problem for the local
partner since it could affect its shareholder gains.

A typical choice of partner for a company located on an emerging Asian market, would
be a partner from an industrialized country (i.e., a developed country). This due to the
fact that this partner often have the complementary factors that the local company needs
(United Nations Industrial Development Organization, 2008). However, even though
positive attributes exist in industrialized economies, the local company faces the problem
about not knowing which factors impact the shareholder gains the most. Characteristics
like the degree of the economic development of the foreign partner’s country, the foreign
and the local partner’s geographic location, type of IJV operation, passage of time, and
the local partner’s firm size may have different effects of different sizes on the shareholder
gain. Also, even if the local company would pair up with a foreign company from an
advanced economy, it still remains unknown if it is preferable to pair up with a company
from a country belonging to a Major Advanced economy (i.e., G7), or just an advanced
economy from an industrialized non-G7 country. It is not certain that the degree of
economic development, in terms of GDP, in the foreign country affects the shareholder
gain for the local company. Thus, the problem lies in whether it is most beneficial, in
terms of shareholder gains, for the local company to engage in an IJV with a foreign
company from a G7 country or from an industrialized non-G7 country.
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1.3 Research Question

Is it beneficial, in terms of shareholder gains, for a local company on an Asian emerging
market to engage in an IJV together with a foreign company from a G7 country, in
contrary to a company from another industrialized non-G7 country?

1.4 Purpose

The purpose of this thesis is to add to the knowledge of IJVs from the local firm’s
perspective, by investigating how the selection between a G7 and a non-G7 foreign partner
affects the shareholder gain for the local partner on an Asian emerging market. The study
provide knowledge about how the degree of the economic development in the foreign
partner’s country, as well as other factors, affect the local partner’s shareholder gain, at
the time around the announcement of the IJV.

1.5 Contribution

This paper adds to the previous research on IJVs and increase the understanding about
whether IJVs with a foreign partner from a G7 country lead to higher shareholder gain
for the local company in an Asian emerging market, compared to if the foreign partner
would be from a non-G7 country. In this study the IJVs consist of two business partners
only (i.e., a local and a foreign). The local partner is established in an Asian emerging
market where the joint enterprise is located. The foreign partner is either located in one
of the G7 countries in the main group or in a non-G7 country in the control group. Thus,
focus lies on the value gain, in terms of shareholder gain, for the local partner and not on
the foreign partner. This is in contrast to previous research where focus often lies on the
foreign value gain or the value creation in the joint enterprise. Thus, this paper wants
to shed some light on the announcement effect of IJVs for the local partners shareholder
gain. To the best of our knowledge, no studies have examined this before.
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2 Literature Review

This section provides the reader with previous research on G7 countries, and on IJVs
which shows mixed results. It also provides the reader with several theoretical explana-
tions to why there should be a difference between G7 countries and other industrialized
countries, in terms of differences in the level of economic development, efficient financial
markets, and corporate governance.

It is known that G7 countries have large economies, and efficient financial markets that
go along with GDP. Therefore, there are a number of reasons why we anticipate that a
local firm when entering an IJV would be better off with a company from a G7 country,
than with a company from a non-G7 country. Such reasons can be the level of economic
development, efficient financial markets, and corporate governance.

Economic Development can be reached through an increase in consumption, income,
saving and investment (Nafziger, 2012; Todaro and Smith, 2012). From the concept of
macroeconomics, GDP can be seen as a measure of an economy’s overall performance,
since GDP is a country’s total value of consumption, investment, government expenditure
and net export. Therefore, it can be regarded as an indicator of economic development
(Samuelson and Nordhaus, 2010). Economic theory suggests that the stock market’s
reaction tends to be related to GDP, and this can be explained by the standard dis-
counted cash flow model, which implies that share prices are related to real economic
activities, since share prices should reflect the shareholders’ expectations about the com-
panies’ future cash flows (Binswanger, 2004; Duca, 2007). According to these theoretical
explanations, large size of economies (e.g., G7 economies) could be of importance, since
share prices are built on investors’ expectations of the level of GDP (Binswanger, 2004).
Therefore, we believe that there should be a connection between the level of economic
development of the G7 country, and the performance in terms of IJV for the host country
of the local partner.

Lee and Wyatt (1990) study the shareholder wealth effects of US companies with a
sample of 109 IJV announcements, and find that wealth effects depend on the degree
of economic development of the foreign partner´s countries. The finding indicates that
the overall market’s reactions to IJVs with foreign US partners are negative, and this
can be explained by the agency cost of free cash flow hypothesis that companies tend
to overinvest in assets, and thus increase managers’ control, at the cost of shareholder
wealth (Lee and Wyatt, 1990). In addition, Hassapis and Kalyvitis (2002) and Binswanger
(2004) find that there exists a strong relationship between stock price changes and the
level of GDP in all the G7 countries except for Italy, since share prices can reflect the
shareholders’ expectations of companies’ future payouts. Consistent with Hassapis and
Kalyvitis (2002), the study by Duca (2007) shows that countries that perform well in
terms of GDP (e.g., the US, UK, Japan and France) seem to experience shareholder gains.
The reason might be that the share price valuation depends on expected future payouts,
since expected future payouts can be seen as a good proxy of economic development as
measured in terms of GDP (Duca, 2007).

Efficient financial markets play an important role in contributing to economic growth
(Levine, 2004; Mishkin and Eakins, 2012). These financial markets can lower trans-
action costs, due to their large size, which allow them to take benefit of economies of
scale (Mishkin and Eakins, 2012). Countries with efficient financial markets can be ad-
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vantageous to multinational corporations by delivering access to lower cost of capital in
comparison to domestic financial markets. Efficient financial markets can also alleviate
agency problems and asymmetric information, which leads to efficient capital allocation,
and thus increase the firms’ ability to finance their investments (Oxelheim, 2006). Addi-
tionally, these markets can provide more liquidity for investors than poorly functioning
financial markets. Without efficient financial markets, the level of capital flow between
suppliers and those with shortages of capital tend to be low, and it therefore becomes
costly to raise capital, and thus lower the returns on investments (Saunders and Cornett,
2012). Due to these theoretical explanations, we believe that a country with a more
efficient financial market such as a member country of the G7 could have advantages for
the local firm, in comparison to a non-G7 country.

Fatemi (1984) and Doukas and Travlos (1988) examine shareholder gains for multinational
corporations, and find that the wealth gains when expanding internationally depend on
the financial markets’ efficiency of the partners’ countries, since the level of market inte-
gration varies across countries. In addition, Wurgler (2000) finds that efficient financial
developed countries have better capital allocations than countries with poor financial
markets, due to optimal investments that are in line with growth opportunities across
industries. The finding also shows that better capital allocations have a positive rela-
tion to the minority shareholder protection (Wurgler, 2000). Moreover, Levine (2004)
mentions that well-developed financial markets alleviate external financing constraints
for firms, which can affect economic growth, since it involves monitoring improvements
of investments and savings. Furthermore, Felmingham and Cooray (2008) find that the
G7 countries’ financial markets are highly integrated, which implies high capital mobility
between the G7 countries.

Corporate governance is another important factor for economic development, since share-
holders and debtholders can efficiently monitor, and encourage managers to maximize the
value of the firms (Levine, 2004). Good corporate governance can ensure that managers
will act in the shareholders’ interests, through better operating and control systems, and
transparency in the decision making. In addition, improving the corporate governance
system will reduce information costs, make investments more attractive, and increase the
confidence of the investors, which in turn leads to value creation (Claessens and Yur-
toglu, 2012). Thereby, good corporate governance should enhance a firm’s performance
and increase the firm value (Boubaker and Nguyen, 2014). Based on these theories, the
quality of corporate governance could be of importance, since corporate governance is an
importance factor for economic development. Therefore, we believe that a country with
enhanced corporate governance such as a G7 country, would lead to value creation for a
local firm.

Rossi and Volpin (2004) and Bris and Cabolis (2008) study cross-border mergers and
acquisitions, and find that there will be value gains due to a transfer in the quality of
the corporate governance rules when a firm teams up with another firm from a country
with better corporate governance (i.e., high levels of investor protection). Consistent with
these findings, Connelly et al. (2005) analyze the relationship between market valuation
and the corporate governance quality of listed companies in China and Hong Kong. They
find empirical evidence which shows that a firm from a country with better quality of
corporate governance is associated with higher market valuation, due to the improved
governance. This gives an explanation to why companies select their partners in specific
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countries (Bris and Cabolis, 2008).

Previous studies within the area of IJVs show mixed empirical results, where most of the
literature regards US-based companies, and focuses on the foreign partners’ wealth effect
perspective (Chen et al., 1991; Borde et al., 1998; Fröhls et al., 1998). This part of the
literature review section refers to US and UK, Australia, and China as examples of G7,
non-G7, and Asian emerging market countries, respectively.

Several studies document positive wealth effects of the IJV announcements to the foreign
partners, which mainly emphasize on US, UK and Australia based firms. The study
by Chen et al. (1991) examine a sample of 88 US-China IJVs between 1979 and 1990.
Based on the result, the shareholders’ wealth effects for the US companies are significantly
positive, due to the expansion of the firms’ global network, and additionally, the wealth
gains are not related to the size of parent companies (Chen et al., 1991). In a similar
finding, Fröhls et al. (1998) analyze a sample of 320 IJVs, which contains at least one
US partner and one partner from an emerging country in Eastern Europe or China, or
from a member country of the G7. The finding by Fröhls et al. (1998) shows that the
IJVs will create wealth if the partner comes from an emerging country, and it will lead
to the highest wealth gain if the partner is from China. However, they also reveal that
if the US firm teams up with a partner from a G7 country, it will lead to a neutral
wealth effect. A possible explanation for their findings can be that the availability of
profitable investments is different between companies and countries, since each country-
combination has different chances and challenges (Fröhls et al., 1998). Moreover, Borde et
al. (1998) find in a sample of 100 IJVs between 1979 and 1994, that there will be positive
market reactions when the parent firms are from US and Asia. The study also shows that
investors react more positive toward the announcement of service IJVs operations, due
to lower risk, in comparison to manufacturing operations (Borde et al., 1998). In a more
recent paper, Jones and Danbolt (2004) study the effect of 158 JV announcements of UK
based firms, and find that the announcement of the IJV leads to a significant positive
abnormal return on the announcement date. They also report that there will be lower
abnormal returns when large firms participate in JVs, or when the target location is in
Asia. A study of Australian based firms by Janakiramanan et al. (2005) with a sample
of 90 IJVs, concludes that when the projects are located in Asian countries, the wealth
effects are positive. The result by Janakiramanan et al. (2005) also shows that the gain
of an IJV announcement is affected by the size of a firm, since small firms seem to provide
new technique, whereas larger firms seem to provide capital and marketing skills.

In contrary to above findings (Chen et al., 1991; Borde et al., 1998; Fröhls et al., 1998),
Lee and Wyatt (1990) and Chung et al. (1993) find negative wealth effects for US firms
when announcing IJVs. According to Chung et al. (1993), the announcement of the
IJV creates wealth loss for the US partner due to high-technology diffusion, management
disagreements or hostile partners.

Though many studies show significantly positive or negative wealth effects, the paper
by Gupta and Misra (2000) presents a different result. The study reports insignificant
wealth effects of the two-day cumulative average abnormal return (CAAR), for a sample
of 532 IJV announcements by US-based firms between 1979 to 1992 (Gupta and Misra,
2000).

To the best of our knowledge, no studies have analyzed the local partner’s shareholder
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gains when announcing an IJV together with a foreign partner from a member country
of the G7 in comparison to an industrialized non-G7 country, in the perspective of the
local partner in an Asian emerging market.

The theoretical constructs and the empirical evidence that we have found in the literature,
provide possible explanations to why G7 countries would be a better choice for a local
partner in an IJV than other industrialized countries (i.e., non-G7 highly industrialized
and newly industrialized countries). This since the G7 countries are associated with large
and efficient financial markets, high degree of economic development (with the exception
of Italy), and effective corporate governance. Hence, our hypothesis is stated as follows:

Hypothesis 1: The shareholder gains to local partners associated with announcements of
IJVs together with foreign G7 partners are significantly higher than the shareholder gains
associated with announcements of IJVs by local partners together with non-G7 partners.
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3 Methodology

This section describes the research design and the data used.

3.1 Research Design

The event studies for the IJV announcements are performed by first using the market
model (MacKinlay, 1997) to estimate the normal returns within the estimation window
for each of the local companies established in the Asian emerging markets. After this step,
the abnormal returns are computed and aggregated to estimate the cumulative abnormal
return during the event window (MacKinlay, 1997). In addition, a multivariate analysis
is conducted for the examination of measuring gains to the local partner’s shareholders,
and to examine the impact of the different types of characteristics on the announcement
period’s cumulative abnormal return (Janakiramanan et al., 2005). The dependent vari-
able in the regressions is the three-day cumulative abnormal return CAR(−1 : 1), which
is defined as the gains to the local partner’s shareholders.

The full model is shown in Equation 1:

CARi(−1 : 1) = β0 + β1G7memberi + βXi + εi (1)

where G7member is the main independent variable, β is the parameter estimates for
the control variables, X is the matrix of our control variables, and ε is the error term.
Heteroskedasticity robust standard errors are applied. CAR(−1 : 1) is the [-1 to +1] day
cumulative abnormal return starting one day prior to the IJV announcement and ends
one day after.

The cumulative abnormal return from τ1 to τ2 is defined as (MacKinlay, 1997):

CARi(τ1 : τ2) = Στ2
τ=τ1

ARi,τ (2)

The estimate of the abnormal return for firm i and date τ is defined as (MacKinlay, 1997):

ARi,τ = Ri,τ − α̂i − β̂iRm,τ (3)

where Ri,τ is the daily actual return for company i at date τ , and Rm,τ is the return for the
global market index MSCI All Country World Index (ACWI) at date τ . The MSCI ACWI
contains country indexes from ”23 developed and 23 emerging market country indexes”
(MSCI, 2015), and serves as a proxy for a global market portfolio. It is reasonable to
use the global market index MSCI ACWI, since we assume that our investors are global
investors.

Several studies use cumulative abnormal returns as a measure of gains to shareholders in
the context of IJVs (e.g., Chung et al., 1993; Fröhls et al., 1998; Janakiramanan et al.,
2005). Thus, consistent with previous studies, the cumulative abnormal return is used
as a measure of gains to the local partner’s shareholders over a three-day event window
surrounding the IJV announcement date. To verify that the result is not only driven by
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the selected event window (Do et al., 2013), we re-run the regressions by using alternative
event windows.

The OLS estimation of α̂ and β̂ for the estimation window starts at 120 trading days and
ends at 21 trading days before the IJV announcement (Fröhls et al., 1998). Thus, for the
estimation period, each observation contains 99 daily returns.

Main independent variable:

Our independent variable of interest, G7member, is a dummy variable that equals 1 if
the foreign partner is from a member country of the G7 and zero otherwise. Many studies
have shown that the source of wealth gain when expanding internationally, is influenced by
the level of economic development of the partners’ countries, and their financial markets’
efficiency (Fatemi, 1984; Doukas and Travlos, 1988; Lee and Wyatt, 1990). One may
expect that there will be a difference in the gains to the local partner, between a foreign
partner from a G7 and a foreign partner from a non-G7 country.

Control variables:

Lfirmsize is the natural logarithm of the local firms’ market capitalizations 21 days prior
to the IJV announcements (Fröhls et al., 1998). Many studies have documented that
wealth gains for an IJV are affected by the firm size(e.g., Jones and Danbolt, 2004;
Janakiramanan et al., 2005).

HIC is a dummy variable which takes the value of 1 if the foreign partner comes from a
highly industrialized non-G7 country, and zero otherwise.

HICG7 is a dummy variable which takes the value of 1 if the foreign partner comes from
a highly industrialized country in the G7 group, and zero otherwise.

NIC is a dummy variable which takes the value of 1 if the foreign partner comes from a
newly industrialized country, and zero otherwise.

NorthAmerica, Asia, Australia and Europe, are dummy variables, which each equals 1 if
the foreign partner comes from North America, Asia, Australia or Europe, respectively,
and zero otherwise. Several studies have found that wealth gains are related to the
geographic location of the partners’ countries (e.g., Borde et al., 1998; Jones and Danbolt,
2004; Janakiramanan et al., 2005).

CN, ID, IN, MY, PH, TH, and VN are dummy variables, which each takes the value of 1,
if the local partner is from China, Indonesia, India, Malaysia, the Philippines, Thailand
or Vietnam, respectively, and zero otherwise.

MFGOperation is a dummy variable, which equals 1 if the type of the IJV is a manufac-
turing operation and zero otherwise. Borde et al. (1998) find that an IJV manufacturing
operation is negatively related to wealth gains, due to higher risk, in comparison to service
IJV operations.

TPDummy is the time period dummy variable that takes the value of 1 if the IJV an-
nouncement occurs between 2008 and 2015, and zero otherwise. The year 2007 is used as
the cut-off date when partitioning the sample into two parts, one for IJV announcement
dates between 2000 and 2007, and the other for IJV announcements between 2008 and
2015. This due to the financial crisis that occurred in 2007. The time period dummy
variable can be used to control for time effects.
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Table 1: Summary statistics for the sample of 106 International Joint Ventures between
2000 and 2015
Car is the three day cumulative abnormal return (CAR (-1:1)), which is defined as the gain to the local partner’s share-
holders. G7member is a dummy variable which equals 1 if the foreign partner is from a member country of the G7 and
zero otherwise. Lfirmsize is the natural logarithm of the local firms’ market capitalizations 21 days prior to the IJV
announcements. MFGOperation is a dummy variable, which equals 1 if the type of the IJV is a manufacturing operation
and zero otherwise. CN, PH, IN, ID, MY, TH, and VN, are dummy variables, which each takes the value of 1, if the local
partner is from China, the Philippines, India, Indonesia, Malaysia, Thailand or Vietnam, respectively, and zero otherwise.
HIC is a dummy variable which takes the value of 1 if the foreign partner comes from a highly industrialized non-G7
country, and zero otherwise. HICG7 is a dummy variable which takes the value of 1 if the foreign partner comes from a
highly industrialized country in the G7 group, and zero otherwise. NIC is a dummy variable which takes the value of 1
if the foreign partner comes from a newly industrialized country, and zero otherwise. Asia, NorthAmerica, Europe and
Australia, are dummy variables, which each equals 1 if the foreign partner comes from Asia, North America, Europe, or
Australia, respectively, and zero otherwise. TPDummy is the time period dummy variable, which takes the value of 1 if
the IJV announcement occurs between 2008 and 2015, and zero otherwise.
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Table 2: Summary of countries

3.2 Data

The data used in this study is obtained from the Bureau van Dijk M&A database Zephyr,
and from the Thomson Reuter’s Datastream. First, an initial sample is constructed via
Zephyr, containing IJVs following a search strategy with specified criteria. The search
criteria are joint venture as deal type, and the time period is set from the 5th of Jan-
uary year 2000 to the 5th of January year 2015 for rumoured, completed-confirmed, and
announced deals. Only cross-border deals that are limited to be set between one foreign
partner and one local partner targeted in an Asian emerging market are allowed. The
foreign partner will be based either in a member country of the G7 (i.e., Canada, France,
Germany, Japan, Italy, the United Kingdom, and the United States), or in a non-G7
country. Australia, Hong Kong, Republic of Korea, Singapore, Sweden, Switzerland, and
Taiwan, are selected to represent the non-G7 countries.

Furthermore, China, India, Indonesia, Malaysia, the Philippines, Thailand, and Vietnam
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are developing countries, which in this paper are identified as the locations of the targets
as well as the local partners. The local partners are selected due to the fact that they
are all included in the Asian emerging markets, classified by the International Monetary
Fund in the World Economic Outlook 2011. Most of them are also top ranked in the list
of the 22 best emerging markets 2014 (Bloomberg, 2015). Due to limitations of available
data using mentioned search criteria, the time period is set to 15 years.

All observations contain one listed local partner and one unlisted, delisted, or listed
foreign partner. Moreover, the sample is divided into a main group and a control group.
The main group involves one foreign partner from a G7 country and one local partner
from an Asian emerging market. The control group consists of one foreign partner from a
non-G7 country and one local partner from an Asian emerging market. The G7 contains
highly industrialized countries from major advanced economies, and the non-G7 consists
of other advanced economies which comprise highly industrialized countries and newly
industrialized Asian countries (International Monetary Fund, 2011).

When first setting up the search strategy, with the criterion joint venture as deal type,
the sample has 32 787 observations globally. However, by adding more constraints to the
search as mentioned previously, the amount decreases substantially and is thus reduced to
903 observations. After this step, a matching process is conducted manually to exclude
the observations which are not consistent with the purpose of this study, which is to
examine observations with one local and one foreign partner. After this step the sample
contains 162 observations.

All listed partners have International Securities Identification Numbers (ISIN) which
will be of important further use in the data collecting process. The ISIN numbers are
applied into Datastream for retrieval of historical daily stock quotes, which thereafter are
compared manually with the joint venture announcement dates (obtained from Zephyr)
to prevent potential missing values in the sample.

Further, the estimation window starts 120 trading days before and ends 21 trading days
before the IJV announcement. Additionally, in cases where there are longer sections of
missing data, on and close to the announcement day, the observations will be excluded
from the sample, and therefore the final sample contains 106 observations.

For the final sample shown in Table 2, there are 62 foreign partners from the G7 countries
(HICG7 ) which are divided as follows: France (6), Germany (7), Italy (4), the UK (4),
the US (17) and Japan (24). There are 44 foreign partners from the non-G7 (HIC and
NIC ) countries which are divided among Australia (1), Switzerland (2), Singapore (13),
Republic of Korea (8), Taiwan (3) and Hong Kong (17). The observations for Canada and
Sweden are excluded, due to missing values in the estimation windows. Furthermore, the
local partners for the final sample are divided between China (65), India (11), Indonesia
(18), Malaysia (2), the Philippines (1), Thailand (7) and Vietnam (2).

In addition, in order to categorize whether the IJVs operate in the service or manufac-
turing industries, the primary North American Industry Classification System (NAICS)
2012 6-digit codes obtained from Zephyr, are used. Moreover, the natural logarithm of
each local firm’s market capitalization 21 days prior to the IJV announcement (Fröhls et
al., 1998), is used as a proxy for the firm size. The market capitalizations for the local
firms are obtained from Datastream by using the ISIN codes.
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Furthermore, the MSCI All World Country Index (ACWI) is used as a proxy for a global
market index between 2000 and 2015, which is obtained from Bloomberg Terminal.
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4 Results and Analysis

This section provides a comprehensive analysis, regression results for the sample of 106
IJV announcements between 2000 and 2015, and a summary of the findings.

Table 3 presents the regression results for CAR (-1:1) with the sample of 106 IJV an-
nouncements between 2000 and 2015 for seven different models. Model 1 reports the
regression result when CAR (-1:1) is regressed only on G7member. The estimated co-
efficient for G7member is not statistically significant. This indicates that there is no
difference in the gains to the local partner between a foreign partner from a G7 and a
foreign partner from a non-G7 country.

In Model 2, the degree of economic development of the foreign partners’ countries are
divided into three different categories, which are highly industrialized non-G7 countries
(HIC ), highly industrialized countries from G7 (HICG7 ), and newly industrialized coun-
tries (NIC ). Due to the fact that HICG7 and HIC share many similar characteristics,
NIC is chosen as the benchmark in order to examine if there exists differences in cumula-
tive abnormal returns when comparing HICG7 with NIC, or HIC with NIC. When CAR
(-1:1) is regressed on HICG7, HIC and the control variable Lfirmsize, the result shows
that neither the estimated coefficient for HICG7 nor HIC are statistically significant.
This means that there is no difference in the three-day cumulative abnormal return for
both HICG7 and NIC, and HIC and NIC, holding all else constant. However, there are
three observations from HIC, and they are not our primary interest. Additionally, the
result shows that Lfirmsize is statistically significant at the 5 % level. This indicates that
the firm size of the local partner affects the local partner’s shareholder gain.

For Model 3, which is corresponding to Model 1, CAR (-1:1) is regressed on the main in-
dependent variable G7member and the control variable Lfirmsize. G7member is found to
be insignificant, whereas Lfirmsize is statistically significant at the 5 % level. Model 4 re-
ports the regression corresponding to Model 3 but it also controls for the foreign partners’
locations which are NorthAmerica, Asia, Australia and Europe. Europe is chosen to be
the benchmark, to examine the differences in CAR (-1:1) when comparing NorthAmerica,
Asia or Australia with Europe. Lfirmsize remains statistically significant at the 5 % level.
However, G7member, NorthAmerica, Asia, and Australia are not statistically significant.
The insignificant estimated coefficients for NorthAmerica, Asia, and Australia show that
there are no significant differences in the three-day cumulative abnormal returns, when
comparing a foreign partner from Europe with a foreign partner from North America,
Asia or Australia, holding all else constant. Model 5 reports the regression which cor-
responds to Model 4, but includes the control variable MFGoperation. The result shows
that Lfirmsize and NorthAmerica are statistically significant, whereas MFGoperation is
found to be insignificant. Including MFGoperation, the adjusted R-squared increases from
0.0215 (Model 4) to 0.0357 (Model 5). Based on the results of MFGoperation, the gain
to the local partner is not significantly related to the establishment of a manufacturing
IJV operation. This finding is in contrast to Borde et al. (1998), who find that an IJV
manufacturing operation is negatively related to shareholder gains. However, their study
is viewed from the perspective of the foreign partner.

Model 6 reports the regression corresponding to Model 5, but it also controls for the local
partners’ locations which are PH, IN, ID, MY, TH, VN and CN. Due to the fact that
China is the world’s best emerging market, according to Bloomberg (2015), CN is chosen
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to be the benchmark to examine the differences in CAR (-1:1) when comparing PH, IN,
ID, MY, TH, or VN with CN. Changing from Model 3 to Model 6, the adjusted R-
squared increases from 0.0243 to 0.0382. The result shows that neither G7member, Asia,
Australia, MFGoperation, IN, MY, TH, nor VN are statistically significant. However,
the estimated coefficient on ID is positive and significant at the 10 % level. This indicates
that the gain to the local partner is higher when the local partner is from Indonesia, in
comparison to when the local partner is from China. Note that it is not possible to make
a generalized conclusion regarding the result of the Philippines, since it only exists in one
observation. Moreover, Lfirmsize and NorthAmerica remain significant.

Model 7 reports the regression corresponding to Model 6, but it also controls for time
effects. By including the time period dummy variable TPDummy, we can examine if
there exists systematic differences between the three-day cumulative abnormal returns
that occur during 2000 - 2007 (i.e., pre-crisis) and those that occur during 2008 - 2015
(i.e., post-crisis). We use the year 2007 as the cut-off date, which is reasonable, since
that was when the global financial crisis occurred. The result shows that the estimated
coefficient on TPDummy is insignificant, which implies that no changes in the gain to
the local partner occurred over time. Note that Model 7 has a lower explanatory power
(the adjusted R-squared is 0.0299) than Model 6, when the time period dummy variable
is included. This might be due to that we have few observations. When including all
the control variables (Model 7), G7member is found to be insignificant, which implies
that there is no significant difference in CAR (-1:1) between a foreign partner from a G7
and a foreign partner from a non-G7 country. Thus, the result provides no support for
hypothesis 1, i.e., we cannot reject the null hypothesis of equal shareholder gains between
local partners associated with announcements of IJVs together with foreign G7 partners,
and shareholder gains associated with announcements of IJVs by local partners together
with non-G7 partners. This finding is in contrast to the study by Lee and Wyatt (1990),
which states that the wealth effect of an IJV is influenced by the degree of the economic
development of the partner’s country. However, Lee and Wyatt (1990) study the wealth
effect from the foreign partner’s perspective, and do not focus on Asian emerging markets.
Moreover, the estimated coefficient for Lfirmsize is positive and significant at the 10 %
level. The significant result shows that the local partner’s firm size is positively related
to the gains to the local partner’s shareholders. The finding is in contrast to the study
by Chen et al. (1991) which documents that the wealth gains are not related to the size
of parent firms. However, our result is consistent with the findings by Jones and Danbolt
(2004), and Janakiramanan et al. (2005) that the wealth gains of IJV announcements
are related to firm size. According to Janakiramanan et al. (2005), small firms are
more likely to provide new technique, whereas larger firms seem to provide capital and
marketing skills. This might be the explanation to why gains to shareholders are related
to firm size. On the other hand, their studies mainly focus on IJV announcements by US,
UK, or Australian based firms and not from the local partner’s perspective. Additionally,
the significant result related to the foreign partner’s geographical location NorthAmerica
shows that the gains to the local partner, together with a foreign partner from North
America, are higher than when the local partner is together with a foreign partner from
Europe.

To check for robustness, we re-run the regressions using the alternative event windows:
CAR (-2:1) and CAR (-2:2), and compare the results with the original event window CAR
(-1:1). Table 4 presents the regression results for the sample of 106 IJV announcements
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between 2000 and 2015 for Model 7 by using the event windows: CAR (-1:1), CAR
(-2:1) and CAR (-2:2). The results show that the estimated coefficients for the main
independent variable G7member and the control variable Lfirmsize remain unchanged
for all the chosen event windows. On the other hand, NorthAmerica changes from being
statistically significant to insignificant for the regression results of CAR (-2:2). However,
the adjusted R-squared for Model 7 of CAR (-2:2) is only 0.0030.

In summary, after including the control variables, the result of this study provides no
support for hypothesis 1, i.e., we cannot reject the null hypothesis. The finding indicates
that the gains to the local partner’s shareholders are not significantly related to the
degree of the economic development of the foreign partner’s country. However, the result
shows that the gains to the local partner’s shareholders are influenced by the firm size of
the local partner. Moreover, including the time period dummy variable implies that no
changes in the gain to the local partner occurred over time. The results also show that if
the foreign partner is from North America, the gains to the local partner are higher than
when the local partner is together with a foreign partner from Europe.
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Table 3: Regression results for 106 International Joint Ventures between 2000 and 2015
Table 3 presents the regression results from the event studies for the sample of 106 IJVs between 2000 and 2015. The
dependent variable in the regressions is the three day cumulative abnormal return (CAR (-1:1)), which is defined as the
gains to the local partner’s shareholders. G7member is a dummy variable which equals 1 if the foreign partner is from a
member country of the G7 and zero otherwise. Lfirmsize is the natural logarithm of the local firms’ market capitalizations
21 days prior to the IJV announcements. NorthAmerica, Asia, Australia and Europe are dummy variables which each takes
the value of 1 if the foreign partner is from North America, Asia, Australia or Europe, respectively, and zero otherwise.
MFGOperation is a dummy variable, which equals 1 if the type of the IJV is a manufacturing operation and zero otherwise.
PH, IN, ID, MY, TH, VN, and CN, are dummy variables which each takes the value of 1 if the local partner is from the
Philippines, India, Indonesia, Malaysia, Thailand, Vietnam, or China, respectively, and zero otherwise. HIC is a dummy
variable which takes the value of 1 if the foreign partner comes from a highly industrialized non-G7 country, and zero
otherwise. HICG7 is a dummy variable which takes the value of 1 if the foreign partner comes from a highly industrialized
country in the G7 group, and zero otherwise. NIC is a dummy variable which takes the value of 1 if the foreign partner
comes from a newly industrialized country, and zero otherwise. TPDummy is the time period dummy variable, which takes
the value of 1 if the IJV announcement occurs between 2008 and 2015, and zero otherwise. Robust standard errors are
shown in parentheses. ∗ ∗ ∗, ∗∗ and ∗ indicates statistical significance of parameter estimates at the 1 %, 5 % and 10 %
level respectively.
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Table 4: Regression results for alternative event windows
Table 4 presents the regression results from the event studies for the sample of 106 IJVs between 2000 and 2015 for Model
7, by using the event windows: CAR(-1:1), CAR(-2:1), and CAR(-2:2), which are defined as the gains to the local partner’s
shareholders. G7member is a dummy variable which equals 1 if the foreign partner is from a member country of the G7
and zero otherwise. Lfirmsize is the natural logarithm of the local firms’ market capitalizations 21 days prior to the IJV
announcements. NorthAmerica, Asia, Australia and Europe are dummy variables which each takes the value of 1 if the
foreign partner is from North America, Asia, Australia or Europe, respectively, and zero otherwise. MFGOperation is a
dummy variable, which equals 1 if the type of the IJV is a manufacturing operation and zero otherwise. PH, IN, ID, MY,
TH, VN, and CN, are dummy variables which each takes the value of 1 if the local partner is from the Philippines, India,
Indonesia, Malaysia, Thailand, Vietnam, or China, respectively, and zero otherwise. HIC is a dummy variable which takes
the value of 1 if the foreign partner comes from a highly industrialized non-G7 country, and zero otherwise. HICG7 is
a dummy variable which takes the value of 1 if the foreign partner comes from a highly industrialized country in the G7
group, and zero otherwise. NIC is a dummy variable which takes the value of 1 if the foreign partner comes from a newly
industrialized country, and zero otherwise. TPDummy is the time period dummy variable, which takes the value of 1 if the
IJV announcement occurs between 2008 and 2015, and zero otherwise. Robust standard errors are shown in parentheses.
∗ ∗ ∗, ∗∗ and ∗ indicates statistical significance of parameter estimates at the 1 %, 5 % and 10 % level respectively.
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5 Discussion

This section discusses and interprets the results from Section 4, with support from the
Literature Review in Section 2. The discussion concerns reasons and our own opinions
to why the main results look like they do.

The main result related to whether a G7 member versus a non-G7 member as a foreign
partner is beneficial, in terms of shareholder gains for the local partner, is found to be
insignificant. Thus, the study provides no support for Hypothesis 1. In our opinion,
this might be due to the similarities in level of economic development between the for-
eign partners in the main group and in the control group. The G7 countries belong to
the most developed economies, however, the non-G7 countries still contain HIC and NIC
which also are highly developed (International Monetary Fund, 2011). Thus, even though
the G7 as a group have higher aggregated GDP, countries belonging to this group still
share many characteristics with the non-G7 countries (United Nations Industrial Devel-
opment Organization, 2013). For instance, most of the countries have well developed
corporate governance, efficient financial markets, advanced infrastructure and high level
of economic development. And, it is not necessary that all member countries of the G7
have a high level of economic development, for instance the G7 member Italy. In addi-
tion, as mentioned in the literature review in Section 2, Hassapis and Kalyvitis (2002)
and Binswanger (2004) find that there exists a strong positive relationship between stock
price changes and GDP in all the G7 countries except for Italy. Consequently, with all
information stated previously, the insignificant result related to Hypothesis 1, is against
what generally would be expected. This since the stock market’s reaction tends to be
positively related to GDP (Binswanger, 2004; Duca, 2007). It is also against the findings
by Duca (2007), who finds that countries that perform well in terms of GDP (e.g., the
US, UK, Japan and France) also experience shareholder gains.

Another possible explanation to why we cannot reject the null hypothesis is that other fac-
tors seem more important than the level of economic development. These factors could be
more efficient financial markets and well-developed corporate governance. Furthermore,
in accordance with the results, another important factor is geographical location. For
instance, a foreign partner from North America, i.e. from US, gives higher shareholder
gains to the local partner in contrary to a foreign partner from Europe, when announcing
an IJV. A reason why US generates higher shareholder gains to the local partner can
be explained and supported by the findings by Borde et al. (1998). They state that US
firms seem to have a better ability to capitalize on the wealth gains in Asia, since they are
more familiar with this area. Also, US is the largest economy among the G7 and non-G7
economies. Therefore, we would expect that a country like this has advantages in most
areas related to efficient financial markets, and corporate governance. This, since coun-
tries with large and well-developed financial markets can lower transaction costs, which
allow them to take benefit of economies of scale (Mishkin and Eakins, 2012). Also, they
can deliver access to lower cost of capital (Oxelheim, 2006), and alleviate agency prob-
lems and asymmetric information which leads to efficient capital allocation. In addition,
a well-developed corporate governance makes it possible for shareholders and debtholders
to efficiently monitor, and encourage managers to maximize the value of the firms (Levine,
2004). This in relation to reducing information costs, make investments more attractive,
and increase the confidence of the investors, will in turn lead to value creation (Claessens
and Yurtoglu, 2012). However, other industrialized countries share many of the positive
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characteristics stated above, but since US is the greatest economy, they might be superior
in most aspects.

Another important factor is firm size, and the finding by Janakiramanan et al. (2005) may
give an explanation to why the size of a firm affects the gains to shareholders. Small firms
are more likely to provide new technique, whereas larger firms seem to provide capital
and marketing skills (Janakiramanan et al., 2005). Firm size is also related to the level of
resources and capabilities, such as experience, management and productivity, which could
affect the success of the company and thus affect its shareholder gains. In our opinion,
it is likely that the positive features of an IJV benefits most local companies of different
sizes, but especially small to medium size companies that lack the infrastructure, capital,
resources, management and experience. However, the results in this study provide no
further knowledge about preferred company size, which prevents a further discussion.

Lastly, other factors might have an effect on our final results, and they can be of many dif-
ferent types. Some examples could be national differences like culture, historical achieve-
ments, reputation, experience with Asian emerging markets, governing law and arbitra-
tion, law and practice related to IJVs, preparation and commercial due diligence and
local law regime (Hewitt, 2005). As mentioned in the background in Section 1, these
factors are hard to measure in a quantitative manner (Hewitt, 2005), and are therefore
not included in our regressions, which makes them a part of the limitations of this paper.
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6 Conclusions

In this section, the conclusions of the work are presented and generalized. The reader is
reminded of the research question stated in Section 1 and is answered by the findings in
Section 4 and Section 5.

In this paper, based on a sample of 106 IJV announcements between 2000 and 2015, we
analyze whether it is beneficial, in terms of shareholder gains, for the local partner on
an Asian emerging market to enter an IJV together with a foreign company from a G7
country in contrary to an industrialized non-G7 country.

The main finding after including the control variables suggests that there is no significant
difference in the gains to the local partner between a foreign partner from a G7 country
and a foreign partner from a non-G7 country. Thus, the result provides no support for
Hypothesis 1. The estimated coefficients for G7member are found to be insignificant in
all models for the three-day event window. Further, our results are robust for all of the
alternative event windows. Thus, the finding indicates that the gains to the local partner’s
shareholders are not significantly related to the degree of the economic development of
the foreign partner’s country. A reason for this result might be the similarities in level of
economic development between the two groups (United Nations Industrial Development
Organization, 2013).

The results also prove that other factors are more important than the level of economic
development, in relation to the local partners’ shareholder gains. The foreign partner’s
geographical location is one such factor. If the foreign partner is from North America,
the gains to the local partner are higher than when the local partner is together with a
foreign partner from Europe. Thus, these findings suggest that it is beneficial for a local
partner on an Asian emerging market to enter an IJV together with a foreign partner
from North America, as compared to with a foreign partner from Europe. This result
may be due to that US firms seem to have better ability to capitalize on the wealth gains
in Asia, since they are more familiar with this area, according to Borde et al. (1998).
Also, US is the greatest economy, and is therefore expected to have advantages in most
areas related to efficient financial markets and corporate governance.

Moreover, the gains to the local partner are lower when the local company is from the
Philippines, as compared to if the local partner is from China. However, the result related
to the Philippines cannot be seen as a generalized result. This since the Philippines only
exists in one observation.

In addition, there is significant evidence of a firm size effect. The gains to the local
partner’s shareholders, when announcing IJVs, are influenced by the firm size of the local
partner. This, since Lfirmsize remains positive and statistically significant in Model 2
to Model 7, as well as in the alternative event windows. The finding by Janakiramanan
et al. (2005) may give an explanation to why the size of a firm affects the gains to
shareholders. Small firms are more likely to provide new technique, whereas larger firms
seem to provide capital and marketing skills (Janakiramanan et al., 2005), thus different
combinations and different size of resources and capabilities will affect the shareholder
gain.

In conclusion, according to our findings, there is no significant difference in the gains to
the local partners between a foreign partner from a G7 country and a non-G7 country.
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Thus, the degree of the economic development of the foreign partner’s country is not
significantly related to the local partner’s shareholder gains. What actually does have an
effect on shareholder gains is the firm size of the local company and the location of the
foreign company.

Future research: This study serves as a starting point in investigating shareholder gains,
in the perspective of the local partners entering IJVs, in Asian emerging markets. This
when the foreign partner is from a G7 country in contrary to a non-G7 country. The
observations made in this study suggests that future researchers should further investigate
the impact of other factors like differences in culture, historical achievements, reputation,
and differences in law regime. Also, the result of the IJV with Philippines as a local
partner can be misleading, thus, it needs further investigation in a larger sample size.
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