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1 INTRODUCTION

1.1  Background of the study

There is a long tradition of cooperation betweemish and Japanese companiaghe
1920’s Japanese silk and pottery were known inaRohland duringollowing decade,
Finnish pulp found its way to the Japanese maikies. cooperation and trade relations
developed steadily and especially in thé' 2&ntury the interest of Finnish companies
toward the Japanese market has increased as namaation of the market has become
available. (FCCJ 2015.)

In the political perspective, the Japanese makemiits way to become an easier
market to penetrate by foreign companies as threwrucabinet of Japan, under the gov-
ernment of Shinzou Abe, has practiced aggressioeauic policies, which have made
e.g. importing to Japan more profitable. Not to tienthenegotiations between Euro-
pean Union and Japan on a free trade agreememip&anm Commission (2014) has esti-
mated that if the free trade agreement is madexpert from EU to Japan may increase
over 30 % from the current state.

Although the negations are still being held anid ot certain whether the Japanese
economic policies are effective in tlong term, itis still wise for Finnish companies to
start consider expanding to the Japanese marketrdiog to a research by Rinne and
Ypparila (2009, 72) the penetrating process toJdqganese market is time intensive as
there are still number of different entry barriesach as language and culture barriers.
Rinne and Ypparila (2009) have suggested thatritrg barriers can be partly or entirely
avoided if there is a partner company in Japan ithatpart of the Japanese company
network calleckeiretsu In addition, Ojala (2008) argues in his resear¢t htense co-
operation with local Japanese firms and customers@cessary for a successful market
penetration.

It is thus necessary for Finnish companies aspitingnter the Japanese market to
understand the importance of cooperation with lcoahpanies. The benefits of cooper-
ation are not limited to the market entry phase/.onhey are clearly visible during the
operative phase as well, as the Japanese partmgaoy can help the entering company
to expanding its network by introducing its exigtipartner companies (Ojala 2009).
However, the limitations of strategic alliance ao®n met after the “honeymoon” if it is
not developed properly (Murray & Mahon, 1993). &igic alliances can be developed
by increasing commitment in strategic alliance. @otment can be increased by devel-
oping factors such as trust. (Morgan & Hunt, 1994.)

As Japan is still aelatively unknown market for Finnish companiesydauld be ben-
eficial to understand what Finnish companies alyeggerating in Japan are currently



doing, how committed they are and how they manhge everyday business with local
partners, how the operations are managed and hge #&role the local partners have
before as well as after the market has already peeetrated.

Serrat (2009) explains, among other researchershathe studied alliance formation,
that companies are facing a set of challengeschbienges are global competition and
changing customer expectations, such as differeed$y shortened product life cycle and
specialization. In addition, the Internet and newhnhology will bring even more chal-
lenges that are yet to be discovered. Solutioalfdhese challenges is strategic alliance,
because by sharing knowledge and risk companidd sowive. (Serrat 2009.). Strate-
gic alliance offers opportunities for its membegamization, such as access to resources
and knowledge as well as new markets, or it ofieks to the local governmental offi-
cials (see Ahlstrom, Levitas, Hitt, Dacin, & Zhul&) 572). Hsu and Tang (2010, 152)
also emphasize that importance of alliances hasased in order to answer the changes
in the global business environment. They argue tidh&nces provide access to
knowledge, skills and resources that are necesgargompany wants to survive in the
modern business environment.

1.2  Special characteristics of the Japanese market

In order to understand Japanese market, some kplearacteristics of the Japanese mar-
ket needs to be discussed. Perhaps the most aréstctfeature of the market is a phe-
nomenon calleéteiretsu(F3!). Keiretsuplays a very important role in the Japanese mar-
ket. This study is applying the definition kéiretsuby Yamawaki (2004) who divides
keiretsuinto a two types:

. Horizontal, financiakeiretsu

. Vertical, industriakeiretsu

Financialkeiretsuare organized around major banks of Japan anddimpanies in
the financiakeiretsuare tied together through cross-shareholdingaddtition, ekeiretsu
company’s board member can also be one of the éxeswf the main bank. Every
financialkeiretsuhas its own main bank. (Yamawaki 2004.)

Industrialkeiretsuare organized around major factories or largestrial companies.
Industrialkeiretsuresembles a consolidated company in which thenpaempany (large
industrial company) has control and influence audrsidiaries. In amdustrialkeiretsu
the subsidiaries are suppliers or subcontractatsegbarent company. (Yamawaki 2004.)

Keiretsufavors companies that are part afeatain group making it difficult for “out-
siders” to find their place in the supply chain.someindustries, such as automobile
industry, the hierarchy in the supply chain isc$tand it is difficult to get involved.
Keiretsucan be seen as a form of a cartel, but not afleyali one. The arrangement



complies with local rules, regulations and laws] #me companies have not done any-
thing illegal to get in the top position. (Kerppdl@90, 63.)

Because of the existencekairetsy Japan has problems at opening its market to com-
petition.Keiretsupresents the idea of preserve stability and causgnvhich is the foun-
dation of the Japanese society. Furthermore, Japaenpanies are long-term profit ori-
ented and have strong ties with all relevant gro(srppola 1990, 63.) A foreign com-
pany may struggle in the Japanese market becamssyitack these characteristics.

The structure of the Japanese market itself ish@oinajor barrier that foreign companies
face when entering to Japan. According stualy by Shetty and Kim (1996, 35), the most
important barriers for doing business in Japanhégl land costs and high rents, and
staffing problems. The high land costs are dudddimited size of Japan. Japan’s popu-
lation of 126 million (JDP 2012) are packed intoaaga of slightly larger than Finland.
Staffing problem can be explained by tlapanese employment system. Large Japanese
companies offer lifetime employment and the Japaessider employment with a for-
eign company less desirable. Attitudes have chaadetsince the beginning of the 21st
century, but the same barriers do still play a fgrele in the Japanese market (Czinkota
& Kotabe 2000). According to the Ministry of Foraid\ffairs of Finland (2013) the Jap-
anese market is not a place for companies to twy methods. Therefore, the entering
company needs to have patience and a well-preparey strategy. This is endorses
Hurme’s (2009) and Ojala’s (2008) proposition thg@iartner company in Japan is neces-
sary for a successful market penetration.

1.3  Finnish—Japanese business relationship

According to Embassy of Finland in Japan (200&)elare records showing that Finland
and Japan have done business since Finland wasfghgRussian Empire. However,
Treaty of Commerce and Navigation was the firsic@f convention between the coun-
tries, and it was made in 1926. The purpose ofttieigty was to strengthen the bond
between the countries. (Finlex 2013).

The first convention was made in mid-1920s andfitise Finnish products were ex-
ported from Finland to Japan in the 1930s. At timag, the exported goods mainly con-
sisted of pulp (FCCJ 2015). The first significamémrt concerning Finnish companies in
the Japanese market took place in 1956. In that treafirst Finnish license from a Finn-
ish company was sold to Japan. It was a one ohée &vent, a rare occurrence that did
not happen again for decades. The next one toae ptathe mid-1970s when Finnish
companies started to explore Japan. Karppinen-Eafd#i91) studied Finnish companies
operating in Japan and suggested that the perfaatgny to Japan by Finnish companies
can be divided into four periods (Karppinen-Tak&é81):



10

. Exploration

. Geographical dispersion

. Japan Boom

. Divestment

In the mid-1970s the first Finnish subsidiary wagablished in Japan. That can be
regarded as a start of a period of geographicakedsson. During that time, the govern-
ment of Japan practiced policies of preferentedtiment favoring mostly Japanese com-
panies. However, these treatments did not probe @ disadvantage for Finnish compa-
nies as the exports from Finland to Japan grewugilfd (Karppinen-Takada 1991.)

Japan boom of Finnish companies started in mid-498@&n Finnish airline company
Finnair started direct flights between Helsinki armkyo. The direct service played an
important role in Finnish—Japanese business envien since it demonstrated that Finn-
ish interaction with Japan was developed enoughaddition, weekly direct service
(which soon was to change to a twice a week sérbircde the physical distance between
these two countries. (Karppinen-Takada 1991.)
The last period introduced by Karppinen-Takada {399 divestment. During the time
study was made there were records showing thasinent from the Japanese market
were made. However, the study might be outdatezkgimere has been a great amount of
development after the Finnish recession in earB0%9as can be seen on figure 1.
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Figure 1 Export from Finland to Japan (FCCJ 2015)

The export from Finland to Japan has grown gragsatice 1990 even though there
have been various declines during the period (gpeef 1). The declines are due to a
recession in Japan and the strengthening of E@€JF2015). There is no single reason
for why the growth has been so rapid. For the sadphis study the factors of growth
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will not be examined any further. It would be irgsting, however, to know the reasons
why the development has grown so rapidly. Perhaps¢asons are export promotion
trips organized by Ministry for Foreign Affairs &inland or actions of other organiza-
tions that promote exporting, such as Finpro (eurExport and Invest in and Visit Fin-
land). Furthermore, Japan seems to have becomemaw@nimportant to Finland, since
in 2013 Finnair offers three direct flight servideslapan daily (compared to mid-1980s
when there were only two flights a week).

The author of this thesis recommending that newyssihould be conducted that fol-
lows Karppinen-Takada’s (1991) study and perhapodoce new periods because
clearly there has been a development in the Firdegbanese business relationship since
1990s. In addition, the current literature on Fétwidapanese business relationship is fo-
cusing on a specific industry neglecting the gdnlesael of conversation. That is why
more studies have to be done in order to underdiattdr what is happening between
Finland and Japan. From the historical point ofwithe literature is relatively limited
and more studies should be focused on that topic to

1.4  Purpose of the study and sub objectives

As mentioned earlier, due to an increase of inftionathe Japanese market has become
more interesting to Finnish companies. Hence iieisvant to understand what kind of
actions the Finnish companies take in the Japanasiet, how committed they are and
what is their position in the Japanese businessankt

Additionally, this research suggests that the Japaumarket has not been fully exam-
ined from the Finnish perspective, even thoughetnadations between these countries
have a long tradition. This research argues treatlfpanese market is not seen as a po-
tential expansion location due to numerous entryidra and lack of information about
the market. That being said, it is proposed thatrtiore there is information available
about the market, the more likely it will become tmmpanies to show interest in an
expansion there. In a literature on Finnish—Japaneationship, the aspect of strategic
alliances in general level has not been a popuolaic t(see Paajanen, Kupi, Panflo &
Urmas 2011; Serita, Pontiskoski, Mallenius, Leikédiberg, Rinne, Yppérila & Hurme
2009) and this thesis is aiming to fill this gapesst partly. In addition, in the general
discussion on strategic alliance, the effect of moment has not been studied thor-
oughly: especially how commitment affects typestodtegic alliance.

That is why the purpose of this research iartalyze the types of Finnish—Japanese
strategicalliances from the Finnish point of viewhe question can be divided into two
narrower sub research questions, each focusingetheme:
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. What strategic alliance types appear in the sti@tdjances between Japanese
and Finnish companies?

. How commitment affects strategic alliance type?
This study pursues to provide answers to the questientioned above by gathering and
combining information from various sources suctaeademic literature and expert and
company interviews. The study’s main empirical dateollected from six case compa-
nies that have operated in the Japanese markatlforg period of time. The answer to
the first sub research question is based on thgpaoyninterviews. Data that is acquired
from the interviews is combined together and timeilarities in the case companies are
highlighted. The second sub research questiorsisdban previous literature on commit-
ment in strategic alliances. This research is adgselected theories, combining them
to a concluding figure and inserting the empiritada to the figure.

1.5 Motivation of the study

The research question was decided upon becausmpibdias not been discussed in gen-
eral level previously (see Paajanen et al. 2011iteSet al. 2009) and this discussion needs
to be started to increase the level of interesatds the Japanese market within Finnish
companies. Currently, the Finnish companies dchage enough information about the

Japanese market and especially information on hevrinnish companies are operating
there and how committed they are. In addition, thsc is also of great interest to the

author of this thesis, because he have travellelipan two times before he started to
write this thesis and he has noticed that Finn@hpganies have potential to succeed in
the Japanese market if they only knew more abeutaiiget market.

There are currently different export boosting caigips going on in Finland. One of
the better known ones is Team Finland, which hasemded in becoming a relatively
popular topic within the Finnish business mediaerélhcan even be seen a growing inter-
est in Finnish companies to expand their actiotisédapanese market. However, in spite
of the export campaigns, media coverage and groiniegest, the high price of consul-
tation service and the lack of expert knowledgelbd4o many companies being forced
to cancel their plans. It is understandable tmagm@mms run by government cannot be
totally focused to a single market. That is whyr¢heeeds to be more research about the
topic so that the companies can become more in¢er@sthe Japanese market.

In addition, strategic alliance and how commitmieraffecting it is widely researched
topic but it remains unknown, how actually commitrnean be used in development of
strategic alliance. Studies such as Dwyver, ScdmarOh (1987) and Murray and Mahon
(1993) argue that strategic alliance without commeitt will not last long and thus com-
mitment is needed so that the strategic allianoebeadeveloped. However, it seems that
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there is no connection to the strategic alliangesyand commitment. Strategic alliance
types, then again, differ from each other by theam of cooperation involved in strate-
gic alliance (see Tjemkes, Burgers & Vos 2012).

Findings of this study can be used to improve Klapanese cooperation and give
valuable information to Finnish companies that widike to expand their actions to the
Japanese market. In addition, this thesis aim#tb donnection between commitment
and strategic alliance types. This information banused in development of strategic
alliance because it offers a direction, where treegic alliance can be developed to.

This study also contributes to the strategic atieastudies by adding Finnish—Japanese
strategic alliance perspective in a more general Wwaaddition, this study introduces
another method of measuring the commitment leved efrategic alliance. Lastly, the
author of this thesis hopes that his study stadseussion about the Finnish—Japanese
cooperation so that more researchers become itedrigsthis topic so that there will be
more information available to the companies thatsaitl hesitating to enter the Japanese
market.

1.6  Outline of the study

First, this study will discuss about the definitiohstrategic alliance so that there is a
mutual understanding about the concept of strat@tjance. The definition is followed
by the discussion about the motives, why stratellji@nces are formed in the first place.
After the motives are discussed the focus of tiseludision is moved on to classification
of strategic alliance types to understand whatasttaristics types of strategic alliance
might have and how types can be positioned, fomgita@, on a supply chain. After the
introduction of classification methods, two typésitoategic alliances are introduced. The
types are analyzed and classified.

The following discussed topic is commitment in &ggc alliance which starts as a
definition of commitment in general. Then the conmant in strategic alliance is dis-
cussed. The discussion is followed by connectiocoofimitment and different types of
strategic alliances. For this study a new methodnfeasuring a company’s commitment
in the strategic alliance is introduced. The newhoe represents the commitment visu-
ally and the method is used later to define the casnpanies level of commitment.

In chapter four, research design of this studptiduced. First, there is a discussion
about research approach and methods that are msleid study. Then the discussion is
moved on to how the data is collected in this studyich is followed by case selection
with short introduction of the case companies. Tthendiscussion is moved on to how
the data was analyzed. In the last section of lapter, evaluation of the study is dis-
cussed.
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In the fifth chapter the result of analysis is preed. The chapter is divided based on
research question. In the last section of the @fthpter, an expert of the Japanese busi-
ness environment shares his comment about thesaalythis study and adds his own
contribution to this study. The last chapter isidagkd to the conclusion that wraps up
the whole study together.
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2 STRATEGIC ALLIANCES

Many companies find difficulties to face challenges by the rapidly changing global
business environment. This is because of a lima®dunt of resources and technical
capacity. One solution is to form and develop ategic alliance that can integrate par-
ties’ resources. (Ho Hsu & Wei Tang 2010, 152). phgpose of this chapter is to review
common definitions for strategic alliances and wreadefinition that will be adapted in
this thesis. When the concept of strategic alliascgefined, the focus of discussion is
moved to motives, why companies form strategi@atles, which is followed by intro-
duction of two methods that help to classify typéstrategic alliances. In the last part of
this chapter, types of strategic alliance are dised.

2.1  Definition of strategic alliance

Strategic alliance as term is, from terminologynpaf view, an interesting subject, as
there are many different names for the same phemamand variations idefinitions.
Some authors name the phenomenon as internatioaktians (Porter & Fuller 1986),
others use business alliances (Gerlach 1987),omg@nizational alliances (Osborn &
Hagedoorn 1997) or strategic alliances. Even thdhgre are many names for this phe-
nomenon, the main idea of the definition remaimaesawo or more companies are co-
operating in order to achieve commonly set goagé [Binge variety in definitions perhaps
depends on the aspect of an individual researchianewhen the research have done.
For example, Porter and Fuller (1986, 321) adapt#finition “international coalitions”
to explain the concept of which one or more adésitare performed with another com-
pany instead of performing individually. Their sjud emphasizing the long-term aspect
of alliances because long time collaboration maéisahe alliance more than acquired
technology. It means that the more long-term thiarale, the more there might be syn-
ergetic advantages.

One more modern and flexible suggestion for didiniis presented by a study of
Harbison and Pekar (1998) that claims that alliarean be divided in two categories:
transactional alliance and strategic alliance. $aational alliance is a short term (less
than five years) arrangement without sharing @itcapabilities such as information, re-
sources and funding. In addition, in transacti@li#gnces no control or shared long term
strategy is involved. Transactional alliances awesthy project-like, contract driven co-
operation arrangements. For example, a basic suppliailer relationship without any
information sharing may fall to this category. &mac alliance then again is a long term
(more than ten years) arrangement in which a liskadased on equity and shared ca-
pabilities. It is also a mutual relationship witBleared strategy. (Harbison & Pekar 1998.)
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There are also discussions on when an alliandesiggic and when it is not. Harbison
and Pekar (1998) emphasized the time aspect akdgkndetermine if an alliance is
whether transactional or strategic. If a cooperahietween two companies is long term
but there are no linkage involved, they have nathedcooperation as transactional alli-
ance. Unlike Harbison and Pekar (1998) VaradarajmhCunningham (1995) argue that
all alliances are strategic alliances if the coapen has lasted for a long enough time.
They defined (strategic) alliance as a manifestatibinter-organizational cooperative
strategies that share skills and resources witbaitsers in order to achieve one or more
goals that are linked to the strategic objectivigh® partner firms. Parkhe in turn (1993,
795) defines strategic alliance a®latively enduring inter-firm cooperative arrange-
ments, involving flows and linkages that use resesiand/or governance structures from
autonomous organizations, for the joint accomplishtrof individual goals linked to the
corporate mission of each sponsoring fitmSerrat (2009, 2) adds to his definition that
strategic alliance is a voluntary, formal agreenvatt two or more companies that share
resources to achieve a common goal, while remainicigpendent entities.

Tjemkes, Vos and Burgers (2012) highlights thadtstyic alliance four implications
drives derive from definition of strategic allianéerst, strategic alliance is a method how
set goals are obtained and sustain competitive ndalga. Second, the set goals are
reached by voluntary cooperation with two or margeipendent companies. Third, par-
ties within strategic alliance share strategic veses, skills and technology to obtain the
set goal. Lastly, strategic alliances are trans#i@nd thus the alliance can be disbanded
at any convenient time. (Tjemkes et al. 2012, 2)Kke other definitions, this definition
emphasizes that strategic alliance can be disbaafiedset goal or goals are reached.
However, later in their study they mention thatgdaarm relationships gives more value,
if the partner fits to the company’s strategy (Tkew et al. 2012, 36).

Additionally, there are also other definitions fesific type of alliance, such as sup-
plier and marketing strategic alliance that hasemoiess same definition than a strategic
alliance except emphasizing the purpose of tharalé (Tjemkes et al. 2012). Part of the
strategic alliance types are introduced later ia thudy as the types are linked to the
characteristics of strategic alliance.

Despite the differences in definitions, they hawensthing in common, as they all
agree that (strategic) alliance is a cooperatiomé&dion of two or more organizations that
share resources and technology in order to aclaieleast one common goal. It is inter-
esting to perceive, how the definition of strategjlance has changed during the decades.
In the 1980s the concept of strategic alliance madwmng-term cooperation with another
company (Porter & Fuller 1986, 321) whereas todi@ydooperation includes resource,
knowledge and skills sharing as well as set of commoals, not to forget voluntary
aspect.
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For the scope of this study, this thesis is adgytie definition by Harbison and Pekar
(1998) with small modifications. Unlike in their fi@tion, voluntary based agreement
from the definition of Serrat (2009, 2) has addethe definition of strategic alliance that
is adapted in this study. Thus, the following diiom of strategic alliance for this study
was selected because it includes several aspestsatégic alliances and it is flexible
enough for this study:

Strategic alliance is a voluntarily formed long-tem cooperation formation, in

which resources, skills and technology are sharedreong the members of the for-

mation in order to achieve one or more common goals

The formal agreement was dropped from the defimitibove because unlike Serrat
(2009, 2) other definitions do not mention anythafigput formal agreement which means
that it might be that strategic alliance is notied formally or formalities do not play an
important part in the strategic alliances. Howeifetrategic alliance is formed to achieve
one or more common set goal and it is a long-tenmation, there has to be some for-
mality involved because the strategic alliancecargsidered as a part of companies strat-
egies. In this definition, long-term means cooperathat have lasted 10 or more years
as Harbison and Pekar (1998) have suggested. liecanaid that strategic alliances are in
some terms formally formed but since the purposthefstrategic alliance is more im-
portant than formalities, it is not emphasized.

The definition above also emphasizes sharing asyddctor of successful strategic
alliance. In the definition sharing is emphasizedighlight that set goals are achieved
by sharing resources, skills and technology ambagrtembers of strategic alliance. It is
important to understand that all parties within skrategic alliance have formed the alli-
ance in order to obtain competitive advantage.dditeon, since a strategic alliance is
voluntarily formed it means that every member hasivation to form the strategic alli-
ance. The motivation, why strategic alliances arened are discussed in the following
section.

On the table 1, the discussed definitions aredigtechronical order. As can be seen,
the definition has have changed in almost 40 yaadsmore features are attached to the
definition. However, all of them are have a comnattnibute: cooperation. The defini-
tions on the table 1 are direct citation and no leass were made in this study, such as
highlighting a specific word.
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Table 1 Definitions of strategic alliances

Author
Porter and Fuller (1986)

Parkhe (1993)

Varadarajan and Cunningham (1995)

Harbison and Pekar (1998)

Serrat (2009)

Tjemkes, Vos and Burgers (2012),
adapted from Arifio et al. (2001)

This study

Definition of strategic alliance
Performing one or more activities in
combination with another firm.

Relatively enduring inter-firm coopera-
tive arrangements, involving flows and
linkages that use resources and/or gov-
ernance structures from autonomous or-
ganizations, for the joint accomplishment
of individual goals linked to the corporate
mission of each sponsoring firms

A manifestation of inter-organizational
cooperative strategies, entails the pooling
of specific resources and skills by the co-
operating organizations in order to
achieve common goals.

A cooperative arrangement between two
or more companies where a common
strategy is developed in unison and a
win-win attitude is adopted by all parties,
the relationship is reciprocal, with each
partner prepared to share specific
strengths with each other, thus lending
power to the enterprise; a pooling of re-
sources, investment, and risks occurs for
mutual (rather than individual) gain.

A voluntary, formal agreement between
two or more parties to pool resources to
achieve a common set of objectives that
meet critical needs while reaming inde-
pendent entities. Strategic alliances in-
volve exchange, sharing, or codevelop-
ment of products, services, procedures
and processes.

A voluntary, long-term, contractual rela-
tionship between two or more autono-
mous and independent organizations that
is designed to achieve mutual objectives
by sharing and/or creating resources

A voluntarily formed long-term coopera-
tion formation, in which resources, skills
and technology are shared among the
members of the formation in or-der to
achieve one or more common goals.

To conclude, in this section the definitions oastgic alliance were discussed and one
definition was created for this study. The defwnitiof strategic alliance has change from
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a cooperation between companies to a formatioomipanies that share resources, skills
and technology among the members of the forma@orthe table 1 the earlier discussed
definitions are introduced in a chronical ordemiroldest to newest. Lastly, there is the
definition that is adapted in this study. All oktdefinitions sharing a common attribute
which is cooperation. In the following section thtives, why strategic alliance are

formed, are discussed.

2.2 Underlying motives

Why in the first place companies should share tresources, skills and technology to
someone else? A short answer for the questioratsaththe global business environment
is continuously changing, companies do not have timfinances to develop their re-
sources alone (Hsu & Tang 2010, 152). This meaatscttimpanies need to find a partner
that is willing to share their assets and vice aers

In the literature focusing on strategic alliandkaace formation motives have become
an important research subject and significant @itternas especially been given to firm
level (organizational) motives and industry leva\{ironmental) motives of alliance for-
mation. At the organizational level, assets, sugheaource endowments, firm size and
R&D or innovation-related aspects, are most fretjyamited. In contrast, market indica-
tors, competitive positioning of the firm and urtegénty are frequently cited at the envi-
ronmental level. (Gils & Zwart 2009, 7.)

Different theories that focus on either environnaéot organizational level are ignor-
ing the remaining level partly or wholly. Gils aAd/art (2009) have noticed this problem
and are suggesting that there should be a joinyamghat combine all the levels. De-
pending on the industry, purpose of the stratelljignae and country, different motives
are stressed. For example in the study of Klijryé&eBuckley and Glaister (2009, 578),
in which the focus is on over 40 European stratafliances from different fields, has
categorized strategic alliance motives in four gatees: knowledge and technology de-
velopment, cost and risk reduction, low-cost smga@nd market power. Their focus in
their study is strategic alliances with high commant level, or in their terms, joint ven-
ture. However, when examining study of Harbison Be#ar (1998) same motives can
be found, but with different terms. It might be tthaain themes of motives remain the
same even though the type of strategic alliancesar

One of the theory that propose motivation for sgat alliance formation is resource-
based view. The focus of the resource based view &alyze various resources one
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company is possessing. The resources can be &tigble or intangible that are is pos-
session of the company. Tangible resources aregeXample, machinery and factory
whereas intangible resources are knowledge andibrames. (Wernefelt 1984, 172.)
Das and Teng (2002) have applied the resource-basedof the firm to strategic alli-
ances as it has potential for helping to underssaradegic alliance better. Since strategic
alliances are formed to gain access to resour@sshunavailable obtain individually,
the resource-based theory consider strategic edlmmas a method or strategy, how to
obtain access to other companies’ resources. Hoarees that are obtained through stra-
tegic alliance are thus used in the company’s dipersin order to create more value.
(Das & Teng 2002.) Since strategic alliance is lwvary formed cooperation as men-
tioned earlier in this study, it means that altigsrwithin strategic alliance need to benefit
from the cooperation, otherwise there is no rafioeason to form alliance because stra-
tegic alliance can be capital and resource intensiv

In addition, the resource-based theory emphasimemternal aspects of a firm and
suggests that there is a relationship between gicompetitive strategy and its cumula-
tive resources. That is, a company’s cumulativeueses and relationships define the
competitive position of the company. That is whynpanies should pay more attention
to the resources that are available rather thandhgpetitive environment. Especially in
the case of strategic alliance when companiesmhbiaiess to ‘new’ resources, the com-
panies need to redefine the competitive positibas(& Teng, 2002.). This means that
company should be aware of how new resources catilized in order to create value.

In order to obtain access to partner companiesuregs, there needs to be process
how the resources flow among organizations. Esjpgtiansferring intangible resources
may be challenging as they cannot be transferrgdigdly like tangible resources. That
is why recent studies have put emphasis on the kg transfer of alliances and some
alliances are even formed to gain specific inforara{Tjemkes et al. 2012, 146). These
alliances, where the knowledge plays the most itapbrrole, are called learning alli-
ances. This type of strategic alliance are disausggher in this study.

Depending on the purpose of alliance, differentinestare highlighted. Varadarajan
and Cunningham (1995, 285) have discussed aboumotiges, why strategic alliances
are formed. They categorize seven motives, whieh ar
Entering new international markets (including dodgentry barriers)

Acquiring new skills and knowledge

Protect the home market

Entering new product market or industry

Shaping industry structure

Reducing potential threat of upcoming competition
Enhancing and extending use of resources

No o~ DdRE
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The list is not in a particular order because sstrategic alliances value something
more as motives are related to the purpose oftthtegic alliance (Varadarajan & Cun-
ningham 1995, 285). For the scope of this studyitbetwo motives are discussed more
detailed because this study is focusing on theigtinside of Finnish—Japanese strategic
alliances. Before the discussion on the first &gdsecond motive, the rest of the motives
are introduced shortly.

Protect the homenarketis an offensive expansion strategy in which stiatalliance
is formed with domestic company in order to prevambther company possibilities to
gain access to resources and keep it away fronmtbenational market (and protect the
home market by that wayentering new product market or indusisylinked to expan-
sion of company’s portfolio. Strategic alliancefasmed in order to diversify and take
advantage of growth opportunities in other produerkets or industries. Usually this
kind of strategic alliance formed if one companydustry is becoming mature or stag-
nating.Shaping industry structurs a defensive strategical decision in which stjate
alliance is formed to alter the bases of competibg consuming the resources that are
available so that other companies cannot use tmgmare or establishing entry barriers
to prevent new competitors to enter the market.Jdreers can be established for exam-
ple creating new standards or developing supplynciReducing potential threat of up-
coming competitions forming a strategic alliance with competitoranother market.
Lastly, enhancing and extending use of resouriselinked to the earlier discussed the
resource-based view. In this motive, companiesaming strategic alliance in order to
reduce R&D costs and finding new value to the ressithe companies already possess.
(Varadarajan & Cunningham 1995, 285-286.) Now ftleeis of discussion is moved to
the first two motives that are the most relevantifics study.

2.2.1 Entering new international markets

The reason, why companies in general wants to ekfieir actions to foreign markets
is a widely researched topic. The main reasonualiysrelated to quest for growing mar-
ket share and global presence. There are manggitat how a company can enter the
foreign market, which are called as entry modesiews (Varadarajan & Cunningham
1995, 285). Due to limitations of this study, theuid not be further discussion on entry
mode decision as it is a wide topic. Strategi@alte, however, itself has many variations
of entry modes, since the definition of stratedji@ace is also wide.

Internationalization as a reason to form an alkaisca good way to expand one com-
pany’s actions, as it provides a quick way to leapout unfamiliar markets in order to
become an insider of the market and at the saneerigk is shared with the partner (Har-
bison & Pekar 1998). In contrast, a company magy dtsall the activities individually,
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but it might be extremely risky to expand to unflani market without domestic
knowledge. That is why most of the Finnish compamiat have expanded their actions
to Japan have used strategic alliance as an eolg fbecause the Japanese supply chain
is difficult to penetrate alone as it is more @slelosed community and because lack of
knowledge about the target market, not to forgiéeint kind of standards that Japanese
companies have established in order to hinder thekeh entry of foreign companies
(Serita et al. 2009).

However, not every company in the target markstiitable for the alliance. There are
task-related and cooperation-related criteria tiegd to be considered when selecting a
partner for the alliance. The partner candidateikhbave: connections to domestic au-
thorities, companies and other organizations, kedgeé about the target market, pres-
ence in the target market by owning facilitiesgtises and patents and also having an
access to resources. In addition, the partner coynglaould have a good reputation, be
transparent and honest, share common goals anctisbgeand the partner candidate’s
strategy should fit the company’s strategy. (Ro@Bver 2006, 781.)

2.2.2  Acquiring new skills and knowledge

Strategic alliance can also be formed in ordee#or knowledge or skills from the other
participants, because new acquired knowledge emaldempany to maintain or improve
its competitive advantages. In addition, new knalgkeand skills can grant access to new
opportunities and cooperation may grant synergetiantages that can eventually be-
come competitive advantages. Knowledge can besxfample, business models, service
concepts or technologies. Tjemkes et al. (2012,)148cording to Kogu (1988), there
are two motivations related to skills and knowledgly strategic alliance should be
formed: either to acquire other companies’ know-lmoweveloping own know-how with
new acquired resources.

Furthermore, like in the case eftering new international marketstrategic alliance
can offer a good and rapid way to gain accessuoimeovations and technology that are
expensive to obtain without strategic alliance. ldwger, in this case knowledge can be
something universal such as manufacturing methddsaflarajan & Cunningham 1995,
286).

Van de Ven (1976, 34) emphasizes that since therdigh amount of information
available within strategic alliance, the informatghould be carefully evaluated and pick
the most relevant piece of information. As the amai information is large, there might
also be information that is not relevant for theatglgic alliance. That is why perhaps
evaluation of data plays an important role. Stratafliance of which main purpose is to
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acquire new skills and knowledge from the partrmgnjganies is also called as a learning
alliance. In the chapter, the concept of learnifigrace is discussed further.

It seems that, in the case of Finnish companik=aat, the first two motives are linked
together. The companies form a strategic allianc@der to penetrate the target market,
but at the same time they learn and acquire knayeledbout the target market.

In both cases, whatever the purpose of the alliamdke partner should be considered
carefully, because mismatch with the partner mag te the termination of the alliance.
Study by de Man and Duysters et al. (2002) shoafsthie reason why alliances are failing
is related to the partner selection process. Themdhat the main problem is a mismatch
in the companies’ strategies. They also adds thamderstanding the goals and objec-
tives reduces the risk of selecting unsuitablengsirt

2.3  Classification of strategic alliance types

As the concept of strategic alliance is a flexiielen, as mentioned earlier, it is necessary
to identify classification of strategic alliancggs and how they differ from each other.
Before introducing strategic alliance types it ecessary understand how the strategic
alliance types can be classified. In this thesis ¢tlassification of strategic alliance types
methods are introduced. The first method is Doz laohmel's (1998) model in which
classification logic is based on value-creatione Becond method is Penning’s (1981)
model in which classification logic is based onipos of strategic alliance on one com-
pany’s supply chain. The classification methodssrmeach other in some areas, but they
differ from the purpose of an alliance as the fissbased on value-creation whereas the
second is based on supply chain. The purposes$dation is to discuss, how much these
two methods cross each other and point the difteagn

The first classification method is based on valtgation logic in which alliances are

formed to create value to the end user. Doz andgHéi98) has classified alliance types
into three categories. Each of categories have thai special characteristics:

1. Co-option: An alliance is formed with competitor @mpetitors in order to neu-
tralize the threats. The companies in alliance detagach other by sharing skills
and capabilities.

2. Co-specialization: An alliance is formed with coms from different industry,
combining previously separated skills, capabiliies resources together in order
to create value.

3. Learning and internationalization: An allianceasmhed with companies that share
intangible and tacit knowledge that cannot be oleidiotherwise.

In some cases the categories may cross each Btrazxample in the case of interna-

tional alliance, a type of strategic alliance ofievhpurpose is to gain market entry to a
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foreign market (Tjemkes et al. 2012,181), the etgiat alliance can be formed with a
domestic and a foreign company that operate irséimee business area. However, since
the foreign company’s product differs from the detireecompany’s product, the foreign
company’s product may be perceived as a specigtizzdlict in the target market. From
the domestic company’s point of view the alliarecthus co-specialization, whereas from
the foreign company’s point of view the cooperataam be called as an international
alliance. (see Tjemkes et al. 2012; Ghisi et al.42@Rindfleisch, 2000). The categories
depend on the perspective and what is the purgdke tormed alliance. From the supply
chain’s point of view, if the alliance is formedttithe supplier or the distributor, the
alliance falls under the second category: “co-sgeetion” (Dos and Hamel 1998). In
that case, the companies still acquire knowledgeh as information about the markets,
from each other even though the main purpose ddittzce is to create value to the end
user by combining actions and lowering transaatmsts (Tjemkes et al. 2012 130-132).

The second classification method is determiningarades from the supply chain’s
point of view, which is more related to make, buysell decisions. According to Pen-
nings’ (1981) research about inter-organizationtrdependence, there are three types
of interdependence: horizontal, symbiotic and eattiFrom the interdependencies, the
three supply chain bases strategic alliance categyoan be derived. The first category is
horizontal alliance which is defined as formatidralliance with companies that operate
in the same industry and at the same tier of sugimdyn. The horizontal alliance is thus
similar to the first category of alliance by Dozdaidamel (1981). However, the scope of
Penning’s definition is more related to supply chahereas Doz and Hammel’s is more
threat control. Even though in the research by iGdtial. (2014) the authors claim that
horizontal alliances are suitable for smaller conigsthat aim to obtain benefits of eco-
nomics of scale and benefits from cooperative agpraknt of resources and employee
training, the formation of alliance is based onnkeds of supply chain, especially in the
retail industry. In addition, each company in tli&ace should specialize but still keep
the focus on the same business area (Ghisi eDBdl)2

From the international alliance point of view, camfes in the same business area can
learn from each other new technology and learn etiwr’s local market. Since the com-
panies operate in the different geographical ares; are not competitors (Varadarajan
& Cunningham 1995, 285). In addition, since bothha company’s products may vary
from each other, they cannot be totally consideramspetitors but rather companies that
are specialized in their product. In this case,dltiance is formed for example to gain
resources for research and development (see Clakrn2€08.)

The vertical dimension of interdependence diffeécsnf the horizontal one in many
ways and it is more focusing on alliances amongsthpply chain. The second category
is vertical alliance which is thus formed with caanmges that operate in different business
area among same supply chain. (Pennings 1981)rels®n to form an alliance with a
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company among the same supply chain provides caegarore information about the
market and then can develop products to matchritbtecurrent needs of customers. In
addition forming an alliance vertically can creatdue to the customers as the alliance
may lower prices due to decreasing transactionsc¢sjemkes et al. 2010, 130-132.)
The vertical dimensions and Doz and Hummel’'s (1988ggory of co-specialization
seem similar to each other as they both are fogusmnto pursue value creation through
specialization. However, from the point of viewtloé author of this research, the empha-
sis is more focused on the supply chain’s perspeati the vertical alliance, as it was in
the case of horizontal alliance and co-option. Thisecause in this case the alliance is
formed between companies that function on the daus@ess area, whereas in the case
of co-specialization the companies can be compiatéferent from each other, and a
shared supply chain is not necessary. From thenaienal alliance point of view, the
vertical alliance can be formed between compaihiasare looking for, for example, new
products for its local market from abroad or onatiger hand, a company is looking for
a foreign distributor to its products (see Varagar& Cunningham 1995, 285).

The third dimension of interdependence differs frive previously mentioned inter-
dependences as it is out of one company’s markatard supply chain. The last alliance
category is symbiotic alliance in which the alliaris formed with companies that “have
nothing to do with each other” meaning that they/rast competitors or operating in the
same supply chain (see Zeng et al. 2012).

The following figure shows how the three dimensiohmterdependencies are located
in the supply chain of a company. In the middi¢hef left side of picture the company is
represented. Vertical axis is representing the Igugain: in the bottom there is custom-
ers and in suppliers in the up. Horizontal axigelgresenting competitors. In the upper
right other organizations are shown that represgrither organizations that are not ei-
ther competitors, suppliers or customers. If thratsgic alliance is formed with other
organizations it can be named as a symbiotic @&iéiamhe location of other organizations
can be anywhere as long as it not part of the gugin.



26

Other organizations

o
S
5
)

Suppliers

.
»

|, horizontal
| Ll

vertical

Company Competitors

Ll

Customers /
Distributors

Figure 2 Vertical, Horizontal and Symbiotic collahtton (Modified Barrat 2004;
Ghisi et al. 2014)

Summarizing the two classification methods, Doz HEiathmel’'s (1998) value-crea-
tion logic based method and Penning’s (1981) sugipdyn based method, of alliance for-
mation, both of them have their advantages. Infitise classification method the em-
phasis is focused on the purpose of the alliancerbating value to the end customer.
The alliance can be formed with competitors in otdeneutralize threats; with another
company that is specialized in certain productlothe purpose of learning or interna-
tionalization. In the second classification mettioel emphasis is focused on the supply
chain. The alliance can be formed with competitoader to acquire economies of scale
or with companies that operates in the same sugh@in. In both cases, the pur-pose of
alliance can also be learning and internationabragince they are not separated to dif-
ferent categories.

2.4  Types of strategic alliance

Every alliance is unique, since it is a formatidriveo or more unique companies or or-
ganizations. However, types of strategic allianzas be named based on the purpose of
the alliance and its position on each company plughain or strategy (see Tjemkes et
al. 2012, 130-238; Varadarajan & Cunningham 1982)2There are numerous of dif-
ferent types of alliances such as brand allianeadB8in & Ruth 1998) which is formed

in order to find synergetic advantages for all tbenpanies within strategic alliance by
combining companies’ brands together (Simonin & tRU998, 39). There is also a stra-
tegic alliance type called international allianioet it is excluded from the focus as more
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or less all alliances that are formed between camegarom different countries can be
called as an international alliance. Internati@slect seems to be more a trait than a type
of strategic alliance.

Despite the high number of different strategicaaliie type, for the scope of this study,
two specific alliance types, which are introducgdlemkes et al. (2012), are discussed
further. The specific alliance types are:

e Supplier alliance
e Learning alliance

Supplier alliance is a type of strategic alliantattis focused on two or more compa-
nies’ inter-organizational supplier and distributiactions. Supplier alliance differs from
regular buyer-seller relationship from differenpests. First, supplier alliance is more
about commitment, which means that the companitgmitihe alliance have cooperated
for a long time and they have a settled role instingply chain. (Stuart 1997, 539.)

Second, according to Zsidisin and Ellram (2001 ,-&1®), in supplier alliances ac-
countable plays an important role as the companiignén the alliance are deciding com-
mon goals and finding synergies through supplyrchiaiom the buyer’s point of view,
Zsidisn and Ellram (2001) argue that the supplikarece needs to be aligned with the
company’s long term goal so that the company cgniee necessary components or ma-
terials for its own production at a lower cost etthan buying the materials from differ-
ent suppliers every time. As the goal is set comndime companies can acquire products
more cost-effectively and vice versa the suppléng a stable source of income. (Zsidisn
& Ellram 2001, 620.)

If supplier alliance is classified, supplier allanfalls into a category of co-speciali-
zation and vertical alliance because in the supalince the companies are specializing
their products and the alliance is formed with mmpany that operates in the same supply
chain, but in a different supply chain tier. Acaogito Tjemkes et al. (2012, 132), sup-
plier alliances are vertical with a supplier and tbcus of the alliance is on purchasing
and sourcing of components that create value withensupply chain. They also argue
that cost reduction is not the only key factor dmyweompanies form supplier alliances,
but also learning process play an important rolsupplier alliances. Learning can also
be concerned as part of value creation as the aoiegpéearn more about the markets
from each other. This is similar to the researchVayadarajan and Cunningam (1995,
285), where the knowledge from the partners is tselvelop new products for its pre-
sent served markets or to penetrate new geogrdpinezs. Yli-Renko et al. (2001, 286)
add that the more there is involvement in the sapplliance, the better the chances of
learning of the members in the alliance are. Intamd they argue that if the company is
cooperating with only few foreign partners, thegperctive and knowledge may remain
relatively narrow.
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Zsidisn and Ellram (2001, 630) also list that sigolliances face challenges such as
commitment of a partner. The partner is not eagg@ut more effort to the supplier alli-
ance and thus it may remain undeveloped. Sincellia@ce contracts may be long-term
it would be expensive to terminate the contraclierabefore the contract ends, which
makes it difficult for company to find a new pantnalso, their study shows that there
are also challenges in the communication. The paitinot always telling the whole
truth and the communication can be one-way ratiear & dialogue. They highlight that
the information needs to be shared mutually arshauld be based on trust, since the
more the parties know about the market, the mae ¢hn react and answer to the market
demand and so on. Tjemkes et al. (2012, 132) atdldtision making process can be a
challenge especially if the partners are not egatled. This means that the larger player
can dominate the decision making process.

The second alliance type that is relevant for ¢higly is learning alliance. Learning
alliance can be also a supplier alliance, but toeig of the alliance creation is to learn
from the partner companies. According to Tjemkeal.ef2012, 146) there are three rea-
sons why a learning alliance is created:

*  The company is lacking knowledge or assets thatjsired to realize the company’s
objectives

» Developing such a knowledge may be time consumigtiaere is no resources to
develop the knowledge

*  The company is lacking in development of new knalgkeand thus no new innova-
tions are born

If learning alliance is classified, it falls to tleategory of learning and internationali-
zation and co-specialization. From the supply cegmoint of view, learning alliance is
more flexible than supplier alliance, because legralliance can be horizontal, vertical
or symbiotic alliance. It seems that there is np r@strictions why learning alliance can-
not be horizontal, vertical or symbiotic alliance.

Learning alliance can also be a long-term licensioigtract because that has charac-
teristics of strategic alliance: they have setrmmon goal and they have cooperation for
example in design and selling operations. The amoimformation is correlating with
the relationship between the companies. (Moweg}.e2002.) In other words, the more
commitment is involved, the more information isr&ta In addition, in the learning alli-
ance there are companies that acquire knowledge@ng@anies that are accessing the
knowledge. Because of the unidentified roles ofdliance (who is acquiring and who
is accessing) there is no clear answer where tbelkdge transfer takes place. However,
from the international alliances’ point of viewgtpartner of whose technology is more
developed, is more prone to limit the informatiooni the local company to the foreign
partners and offering something else in the exahahgother words, in that kind of a
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case, one company is exchanging information torothkiable resources or other rele-
vant things. (Mowery et al. 2002, 89). This metrat maybe learning alliance is not
always a two-way deal.

Varadarajan and Cunningham (1995, 285) perceivaitgpalliance as an alliance that
is formed to support one company’s internationdliraprocess. The partner is then a
company that possesses enough information abouatpet market. In addition, since
alliance is a form of cooperation, the partner sd¢edeceive something from the alliance.
This can be other kinds of resources or information

In addition, Yli-Renko et al. (2001) concluded heir research that the knowledge
transfer plays an important role of a company’snmalization process. And since the
domestic company in the target market is assumé&ddw the market best, the alliance
should be formed with a domestic company. In theharge, the expanding company
needs to give access to certain resources or wéhggibles so that the alliance is in bal-
ance. This means that strategic alliance can bglisuand learning alliance at the same
time.

Table 2 Combination of the strategic alliance typed classifications

Strategic alliance type Doz and Hamel (1998) Penrgs (1981)

Supplier alliance Co-specialization Vertical

Learning alliance Learning & interna- Horizontal / Vertical/
tionalization / co-speciali- Symbiotic
zation

To conclude this chapter, first the concept oftetye alliance was defined. The defi-
nition of strategic alliance has changed from apéncooperation of two or more com-
panies to voluntary based cooperation between twmare companies that share re-
source, skills and knowledge to obtain mutuallyggetls. Companies form strategic alli-
ances in order to obtain knowledge, skills and ueses that can be used to create com-
petitive advantage. In addition, Varadarajan andriwgham (1995) listed more specific
reasons why companies form strategic allianceshothwvtwo of them were discussed
further in this chapter. After the motives werecdissed, the focus of the discussion was
moved on classification of strategic alliance typEse purpose of the discussion was to
examining how the two selected classification mettidfer from each other. The classi-
fication methods were used to characterize strat@tjance types: what is the position
of each strategic alliance type in supply chain whdt the purpose of the strategic alli-
ance is. Finally, two selected alliance types wet®duced: supplier alliance and learn-
ing alliance. The name of the strategic allianpetg based on the purpose of the strategic
alliance. The both strategic alliance types diffem each other by their nature and pur-
pose. Supplier alliance falls into category of pealization and it is vertical alliance
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whereas learning alliance falls into categorieseafning and internationalization, and
co-specialization, and learning alliance be horiabrvertical or symbiotic alliance. On
the table 2 the classification of the two typesummarized.
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3 COMMITMENT IN STRATEGIC ALLIANCES

3.1 Definition of commitment

Commitment can be understood as part of the litdecyf strategic alliance (see Murray
& Mahon 1993, 109) or as a partner’s motivatiomtintain the relationship (Turk et al.
2011). In the first concept, commitment is a phadée life cycle of strategic alliance in
which the partners are committed to cooperate. (Mu& Mahon 1993, 109; Dwyver,
Schurr & Oh 1987, 15). In the second concept, cdmanit in strategic alliance is under-
stood as a factor that motivates the partners iotaia or increase activity between the
partners (Turk et al. 2011). In this study, theéelatoncept of commitment is adapted,
because this research is examining the relatiorighilpe strategic alliance and not the
life cycle of strategic alliance.

Commitment as a definition also varies dependintherresearch. For example Dwy-
ver, Schurr and Oh (1987, 19) define commitmemingdicit or explicit continuing agree-
ment between partners whereas Barry, Dion and #oH2€08, 119) define it as partner’s
purpose to continue a relationship. Both defingi@mphasize the importance of conti-
nuity. In addition, Morgan and Hunt (1994, 22) de§ commitment as:

“An exchange partner believing that an ongoing pamership with another is so
important as to warrant maximum efforts to maintain it.”

In this study, this definition of commitment is gded because it emphasizes not only
the importance of continuity but giving a reasohywva relationship should be continued.
The definition means that the partners believettiy can benefit from the alliance and
thus it is beneficial to continue it and do actitimst keep the partnership alive. But what
kind of actions are included to commitment, thew@a@kding to key meditating variable
model of relationship marketing by Morgan and H{ir&#94), factors that have an effect
to commitment are relationship termination codgtrenship benefits, shared values and
trust. In addition, factors that have an effectrtest are communication, opportunistic
behavior and shared. By developing all these fadtte overall commitment increases.
Outcomes of commitment and trust are acquiescemopgnsity to leave, cooperation,
functional conflict and uncertainty. The theoryisually presented in below.
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Figure 3 The key mediating variable model of relaship marketing (Morgan &
Hunt 1994)

As can be seen in the figure, there are many difftefactors that have an effect to
commitment that are located in the left side offigare 3. Since trust is the most im-
portant factor, it is placed in the middle of tigafe 3. Shared values is a factor that affect
not only commitment but also trust. That is whyréhare two arrows from it to commit-
ment and trust.

The outcomes of both trust and commitment are éatat the right side of the figure.
Cooperation is in a similar situation with sharedues as trust and commitment affect
cooperation. Lastly, in the figure 3, plus signigades positive correlation and respec-
tively minus sign indicates negative correlatioor Example increase of termination cost
increases commitment. The factors and outcomediscassed more detailed in the fol-
lowing sections.

3.1.1 Termination cost, relationship benefits and sharedlues

The termination cost is related to the decisionvbéther to change the partner or not.
Termination costs are all predicted losses thateareired to suffer from termination such
as possible contract penalties and switching &witching cost, then again, is a cost of
all financial damages that are faced at that tirhemthere is no partner. The more time
and capital is involved to the relationship managetthe less likely it is that the partners
want to terminate the alliance because switchirgg wall be greater than the benefits a
company receives from the strategic alliance. hepotvords, the more there is termina-
tion cost, the more commitment is generated becéuke relationship is terminated it
will not be as beneficial as being in a relatiopsiiMorgan & Hunt 1994, 24.)
Relationship benefits are related to what compagas from the alliance, such as
resources, knowledge and skills as discussed iprthg@ous chapter. The more there are
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relationship benefits, the more commitment is geteet. This also linked to the termina-
tion cost because if relationship benefits are éighan termination cost, the companies
should maintain or develop the strategic allianc®nder to increase the commitment.
(Morgan & Hunt 1994, 25.) Since strategic alliarsa voluntary based cooperation with
two or more companies, all parties should be tceatpially to obtain win-win situation
(Harbison & Pekar 1998). The win-win situation malkiepossible that the strategic alli-
ance is committed because every company in theegicaalliance is benefiting some-
thing from the strategic alliance. Therefore, stgat alliance cannot be a monologue in
which only one is benefitting.

Shared values are related to companies’ organiztmultures. In the theory of Mor-
gan and Hunt (1998) shared values is a factorighabt only affecting generation of
commitment but also generation of trust. Sharedesalre beliefs that the all parties have
in common such as goals, policies, ethical andipaliviews and behavior. Dwyver et
al. (1998) have contrast strategic alliances amdarurelationship and found similarities
between them. Shared values are emphasized indhiparison because the values are
something the companies already have and other aieg cannot change it easily. It
can be said that shared values differ from ternonatost that can be calculated and re-
evaluate, and relationship benefits that may chaegending on one company’s strategy
because shared values seem to be more stable factor

3.1.2 Trust

Trust is the most important factor, according te theory of Morgan and Hunt (1998)
and it is defined as “a willingness to rely on acleange partner in whom one has confi-
dence”. In addition, trust can be understood atsledief that partner’s actions will result
in positive outcomes and not to take actions thkt@sult in negative outcomes. In this
theory, trust is thus in linked with confidence.

Trust is correlating with communication and oppaorstic behavior. Communication
is required to share information and thus it isnaportant factor of trust. In the theory, it
is described as a glue that holds together difteagtions. Communication correlates
positively with trust. The more there is communi@atthe more trust is generated. The
quality of communication also matters. Good comroation is relevant, timely and re-
liable. (Morgan & Hunt 1994, 25.) There is no mentif bad quality of communication
will result in negative outcome, but if the quald@fycommunication matters, bad quality
of communication may result in negative outcome.

Opportunistic behavior is defined in the theoryMiddrgan and Hunt (1994) as “self-
interest seeking with guile” which means in contbgtrategic alliance that one member
is taking advantage of the relationship. Opportimtsehavior correlates negatively with
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trust, because strategic alliance should be angeraent in which all parties should ben-
efit something. That is why the more there is ofyustic behavior the less there is trust
in strategic alliance.

3.1.3 Outcomes of commitment and trust

Morgan and Hunt (1994) introduce five differentaames of commitment and trust. Out-
comes of commitment are acquiescence, propensieate, cooperation, and outcomes
of trust are functional conflict and uncertaintydacooperation. For the scope of this
study, the outcomes are discussed shortly to utaohetsvhy commitment plays an im-
portant factor in strategic alliance.

Morgan and Hunt (1994) suggest that the more tisecemmitment, the more there is
acquiescence and cooperation, and less propensiéate. Acquiescence is related to
partners’ acceptance to another’s requests orieslithis also linked to the earlier men-
tioned confidence: believing that partner’'s actiovib result in positive outcome. In-
crease of commitment also decreases propensigate [from the strategic alliance be-
cause. This is related to the termination costs:rtore there is commitment, the less
likely the strategic alliance is terminated becatsee benefits from the strategic alliance
exceed the termination costs.

Outcomes of trust are functional conflict, uncertaiand cooperation. Functional con-
flict or disagreement between the partners in exgiatalliance are perceived as positive
outcome in the theory of Morgan and Hunt (1994 )abee it stimulates interest and cu-
riosity and provides a tool that can be used irblgm solving. Trust has a positive cor-
relation with functional conflict and increase afttional conflict may increase produc-
tivity in the strategic alliance. In contrast, trbias a negative correlation with uncertainty.
The more there is trust the less there is uncaytdimcertainty is also linked with com-
munication. The more there is communication theentioere is trust and less uncertainty.
(Morgan & Hunt 1994, 26.)

Cooperation is outcome of commitment and trushatheory of Morgan and Hunt
(1994) and it has positive correlation with therheTmore there is commitment and trust
the more likely partners are doing more cooperati@tause of belief that the increase
of cooperation will be beneficial not only to thenepany but also to the strategic alliance.
(Morgan & Hunt 1994, 26.) This is similar to Murragd Mahon'’s study in which coop-
eration also plays an important role in the develept of strategic alliance because if all
the members of strategic alliance are committesly thant to develop the strategic alli-
ance even further in order to obtain more competiidvantages. (Murray & Mahon,
1993). That is why cooperation is the most impdrtaricome in this study because co-
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operation is the key factor in the developmentttegic alliance. In addition, this out-
come can be linked with the type of strategic aie(Harbison & Pekar 1998) which is
discussed later in this chapter.

3.2 Commitment and strategic alliance types

According to Harbison and Pekar (1998, 4), a tyjpetrategic alliance is based on com-
mitment and ownership. To visualize this, they aseg a Cartesian plane calledx*
tended Enterprise Segmentatigsee figure 3), where the vertical axis is theaswere of
commitment and the horizontal axis is the meastisgjoity. In the figure, the boxes in
grey are types of strategic alliance and boxeshitenare transactional alliance, except
acquisition that is located in the top left corner.
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Figure 4 Extended Enterprise Segmentation (HarbdsBekar 1998)

The model offers a broad overview of different type strategic and transactional
alliances. It should be noted that Harbison ancaPgk1998) types of strategic and trans-
actional alliance differ from the types introducedrlier in this study. Harbison and
Pekar’'s (1998) list is more detailed than the typlestrategic alliance mentioned in the
previous chapter. However, there are some typedliahce that is highly connected to
the study of Harbison and Pekar (1998, 4). Thatig some modifications to the original
figure were made in this study. In addition, thgufie 3 shows that companies that have
no linkage but have long-term plan are not stratatliances. For example, in the figure
3 long-term sourcing agreemerg not considered as a type of strategic alliaewen
though according to definition of Harbison and R€&k898) it should be considered. That
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is why some modifications were made to the origfitalre by adapting similar models
from the studies of Walter (2003) and Tjemkes e(2412).

In the original figure, types of “shared utility'to-production” and “joint venture” were
named after the case companies Harbison and P}a8,(4) studied. However, Walter’s
(2003) study has similar cases, but unlike Harbisod Pekar (1998, 4), Walter offers
more generalized names for the types. In additlmmpriginal figure had types between
“acquisition” and “Japanese keiretsu”, and betwgant venture” and “minority equity,
management interest”, which were removed from tbdified table as suggested by Wal-
ter (2003). In addition, Tjemkes et al. (2012) ciimites the discussion by adding one
more category between “cross equity” and “sharedifuy”, called “minority equity”. To
put all these modifications into a more comprehengorm a modified table is created
(see figure 4).

On the bottom of the figure 4, there are typesaritactional alliances and in the up right
there is an acquisition. Everything between thesestmategic alliances and they are high-
lighted in the figure. This means that the conapstrategic alliance is wider in this
modified figure than in the original figure.

There seem to be similarities between the typesdrafegic alliance in the figure and
the two types of strategic alliance introducedha previous chapter. The types intro-
duced in the previous chapter are wider by theind®n whereas the types in the figure
are more detailed. For example “long-term soureéiggeement” and “strategic sourcing
relationship” can be related with supplier alliahezause the purpose of all of the types
(long-term sourcing agreement, strategic sourcatgtionship and supplier alliance) is
the same: the strategic alliance is formed witlo@many within the same supply chain
(vertical alliance) in order to create value anthpetitive advantage. The focus of all the
types is on supply chain. (Tjemkes et al. 2012, Hbison & Pekar 1998, 4.)

Learning alliance has similarities with “sharedlityti and “coproduction” because
they all emphasize the knowledge transfer in tregesgic alliance is the main reason why
the strategic alliance was formed in the beginniimghe figure 4 there is a “cross-licens-
ing” below “shared utility” which means that accimgl to that figure, “shared utility” is
a “cross-licensing” with more commitment involvesiame goes with “coproduction”
which is “programmatic R&D partnership” but with peocommitment involved. (Harbi-
son & Pekar 1998, 3.)
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Figure 5 Extended Enterprise Segmentation (Modiflacbison & Pekar 1998;
Tjemkes et al. 2012; Walter 2003)

The figure 4, determines commitment as durationitioles not include any activities
that had been discussed earlier in this study. iEhahy more modifications to the figure
are necessary so that it is in harmony in thisystud

The original idea of the commitment level (of custrs’ loyalty) is from Scanzoni
(1979), and that is then adapted to measure conanitiavel of strategic alliance (see
Dwyver et al. 1987, 18). There are three critefiaanmitment that determine the com-
mitment level: input, durability and consistenayplit and consistency are basically the
same key factors that were introduced by MorganHunat (1994). Input is more related
to activity of partner in the strategic alliancedaronsistency is more related to trust of
partner. Durability is a time related term andimikar to definition of commitment by
Harbison and Pekar (1998, 4).

Another concept of commitment level is introducgdviurray and Mahon (1994). In
their study commitment level is determined as dati@n of time and investment re-
sources. Investment is similar to definition of @sship in the figure of Harbison and
Pekar (1998, 4). Murray and Mahon'’s (1994) perspeaf commitment levels differs
from the previous one, as they determine commitriesel to be more related to the life
cycle of strategic alliance (Murray & Mahon 19909).

To combine the discussion above about commitmemtide a figure that considers
correlation of commitment with duration and linkagfeone alliance is introduced. The
figure is have been named have as “Commitment éafiesxtended Enterprise Segmen-
tation” to put more emphasis on commitment. Sifige $tudy is focusing on strategic
alliances, only types of strategic alliance andugitjon are shown.
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Figure 6 Commitment Infused Extended Enterprisen&agation (based on Har-
bison & Pekar 1998; Tjemkes et al. 2012; Walter3300

Duration is a time related definition and it follswuhe same concept as Harbison and
Pekar’s (1998, 4) commitment. The duration canibeed into three categories: short-
term, long-term and permanent. Short-term is areohthat last no more than 10 years,
whereas long-term is a contract that last no less 10 years. (Harbison & Pekar 1998.)
Linkage is more related the activities the compamnethe alliance do and what they
share. The concept of linkage is adapted from tudidon and Pekar’s (1998, 4) model,
but instead of ownership, therm linkage is used because it emphasizes moriaphé
aspect rather than ownership within alliance. Trorenthere is linkage, the more the
companies within the strategic alliance have iregstind linked to it. For example, a
strategic alliance that shares resources withimambers has more linkage than a stra-
tegic alliance that shares only information.

Lastly, there is a diagonal line between duratiod lnkage, which is called commit-
ment level. This study proposes that commitmeatismbination of duration and linkage
because the duration of alliance indicates thattimepanies do not want to terminate the
partnership, and then again linkage indicates hawhrihe companies want to share in
the alliance. Commitment level can thus be deriveoh the linkage and duration. This
means that the concept of commitment is similditoray and Mahon’s (1994) idea, but
the perspective is different in this figure. Howevthe figure is simplified and it only
offers the idea where one company in the alliaag#aced and what is the next direction
of development. Since this figure does not offefiract way to measure commitment
level, a certain commitment level can be determiued named by utilizing types of al-
liances that in the figure 6.

As mentioned earlier in this chapter, “a long-tesourcing agreement” and “strategic
sourcing relationship” are similar with supplieliaice and “shared utility” and “copro-
duction” are similar to learning alliance. Thawhy, according to the figure 6 commit-
ment level of learning alliance is greater thanpdiep alliance. In addition, this supports
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the theory of Morgan and Hunt (1994) in which irage of commitment influence posi-
tively the amount of cooperation. The more therimmitment, the more there is coop-
eration and linkage. The figure 6 summarizes homraagment is linked with types of
strategic alliances and it is used as a framewotkis study.
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4 RESEARCH DESIGN

4.1 Research approach

Researches in international business are traditjodizided in qualitative and quantita-
tive research (Marschan-Piekkari & Welch 2004). Iatave research aims to under-
stand or describe some aspect of phenomenon by w&irds whereas quantitative re-
search aims to measure it by using mathematicedpatand statistics (Patto & Cochran
2002). According to Eriksson and Kovalainen (208B), it is easier to compare quanti-
tative and qualitative research rather to defierthin addition, according to Silverman
(2001, 29) quantitative research is not able t@ries or understand social and cultural
context whereas qualitative is.

Since objective of this study is to analyze stratedjiance types between Finnish—
Japanese strategic alliances it is logical to esearch approach that describe the phe-
nomenon rather than approach that measure it.i3 ndty qualitative research approach
was selected for this study. As discussed in tkersk chapter, the concept of strategic
alliance and types of strategic alliance variesedepng on the research. That is one of
the reasons, why qualitative research approaclore suitable for this study than quan-
titative research approach. In addition, theoréfreanework that is used in this study fits
better for qualitative research because concepamglier alliance and learning alliance
are more subjective matter that is challenging éasare.

Multiple case study was selected as researchgyrégethis study. Multiple case study
is research strategy is a variant of case studyirtichudes two or more observations of
the same phenomenon. Multiple case study cantbereajualitative or quantitative re-
search but typically it is qualitative becausedh&a is drawn from different sources such
as interviews and archival stories. Multiple caseelg enables replication and extension
of the phenomenon. Replication is enabled by utdjanultiple cases to independently
confirm constructs and propositions that are be&mgrging. Extension, then again, is
enabled by using multiple cases to reveal compléangraspects of the phenomenon.
Results of multiple case study are more stablegaméralizable than in a typical case
study. Multiple case research is an inductive nesestrategy in which observations are
drawn from a designated population. In multipleecasidy, the data is analyzed obser-
vation by observation, treating each observatianseparate instances. From analyzed
data common attributes are emphasized and bagbaitheory can be created. Multiple
case study is suitable for studies that examineqinenon and tries to understand it in
more general and stable way. (Santos & Eisenh&@it,23.)

A multiple case study was selected as a researategy for this study because this
study examines a contemporary phenomenon and én tordinderstand the phenomenon
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in more general way rather than focusing on a simglustry or company. The examined
phenomenon in this study is Finnish—Japanese gitad#liances and objects of observa-
tion are designated companies from designated grbopmpanies.

Relying on the ideas mentioned above, this resezanhbe perceived as inductive-ori-
ented with a background theory in which the thecaéframework has changed during
the research process. The research started watbeatheory (strategic alliance) and based
on that and empirical data the second theory (camenit) was selected. This decision is
related to the research of Johnson and Duberle§2(206) in which the authors argue
that the theory can be changed or modified dutegrésearch process depending on the
findings. This idea follows Eisenhardt's (1989, p4®iggestion that accumulation of
knowledge requires a dialogue between theory arrexal data. The figure (Commit-
ment Infused Extended Enterprise Segmentation) imstds study is not complete. To
make it more complete, it would need a way to meathe commitment level and thus
measurement unit should be add€drrently the figure indicates only the directioih o
commitment visually.

4.2 Data collection

The empirical data was gathered by interviewingctise companies. The interview ques-
tions (see appendix 1) were based on backgroumdid¢ise The interview was semi-struc-
tured because it wdkexible for the interviewer and interviewee: ivgs the interviewer
the flexibility to ask more detailed questions abmatters that appear during the inter-
view and at the same time the interviewees canesgpheir point of view in the terms
that is more familiar to the interviewee (Cohen &kiree 2006).

The transcription process soon after the intervoéfered a great opportunity for the
author of this thesis to re-evaluate the intervigigstions and shape them to a more spe-
cific form. The author also noted that the morennews he did, the better and more
specific questions he was able to ask. He learetwvib ask the right questions and when
to ask more questions about a specific topic. S#ractured interview proved to be a
relevant research strategy for this research, lsecavery interviewee was emphasizing
different aspects of the topic and semi-structunéerview offered a flexible method to
ask more specific questions. In addition, sometithesdefinition of strategic alliance
differed and it took extra time to define the cqptoef the strategic alliance to the inter-
viewees.

Typically, the interview started with an introdwtiof the company and based on that
the author decided to ask questions that wereectlattopics that were mentioned in the
introduction part to keep the interview smooth. rEheiere three major themes in the
interviews and based on the themes, the authaiectsat of questions in advance, before



42

the interview. However, not all questions were dskthe answer was already said earlier
during the interview. In addition, the author askelditional questions that were not on
my premade question set. This provided him an dppity to ask more detailed ques-
tions about a topic that seemed to be importanthisrstudy.

4.3 Case selection

Case companies for this study were selected bymsmndations of Finnish Chamber of
Commerce in Japan (FCCJ) because it has theilateshation about Finnish companies
that operate in Japan. Among its members, 11 coi@pavere recommended, because
they all have been in Japan for a long time, theselstabilized their position in the Jap-
anese market, they all operate in business-to-bssianvironment and they all are in a
cooperative business relationship with Japanes@ani®s. There are also Japanese com-
panies in the ranks of the Chamber, but the autboided to limit this study to concen-
trate only on Finnish companies, because this sivalyinterested to know more from
the Finnish perspective. The companies were appesamainly via email because the
season was relatively busy as it was just befaéhtilidays. Eight companies out of 11
answered the email and two of the replies gavechniley answer, as the representatives
contacted did not have sufficient time to meet meddition, Finnish startups that oper-
ate in Japan were also contacted, but due to faitlew time, they were not included for
this study. However, for the scope of this studycases offer enough information about
the phenomenon this research is examining.

The case companies are listed on the table 3 ifollog&ving page. Listing the positions
of the interviewees increases the reliability a$ ttudy, because the list tells that inter-
viewed people are in a high position in the comgsaitiey are working for, and thus they
have a wider understanding about the company anihtlustry their company is operat-
ing in.

In addition to the companies, business expert vasospecialized in the Japanese mar-
ket was interviewed. The reason why the expertviger is also included in this study,
is to give broader perspective and understandirmyitathe Finnish—Japanese strategic
alliances. The expert was given the analysis thexiracted from the empirical data used
in this study. Then the expert offered his own amrabout the topic, and that opinion is
compared to the author’s perceptions. Interviewvtiregexpert and asking for his opinion
about this study decreases the gap between pilaatidaheoretical dimensions.
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Table 3 Case companies in this study
Name of com- Position of the Language Date of inter- = Length of in-
pany interviewee used view terview (mins)
UPM-Kym- General mana- English May 1st 2015 46
mene Japan  ger (male)
KK
Metso Auto-  Sales manager Finnish May 7th 2015 27
mation KK (male)
Vaisala KK President Finnish May 8th 2015 50
(male)
Seals and General Mana- Finnish May 11th 2015 48
Bearings ger (male)
Wartsila Ja-
pan KK
Outokumpu General mana- Finnish May 14th 2015 35
KK ger (male)
ViskoTeepak Sales manager Finnish May 21st 2015 35
YK (male)
Table 4 The expert interview
Position Language Date of inter- Length of in-
used view terview (mins)
Expert 1 Executive di- Finnish July 28th 2015 57
rector

Before the data analysis and evaluation of theysthe case companies are introduced
briefly. More detailed introduction of the case ganies are attached as an appendix of
this thesis (see appendix 2).

4.3.1 UPM Kymmene Japan KK

UPM-Kymmene Japan is 100 % subsidiary of UPM-Kymenand the company sells
products of all UPM groups in Japan. Most of thedpicts are office paper, paper for
commercial use (such as posters and magazineslabedproducts. Currently UPM-
Kymmene Japan has 30 individual accounts, of whichre the called as main custom-
ers. One of the important accounts is the formit jeenture partner Marubeni. UPM-
Kymmene Japan and Marubeni still have a closeioalship, but their relationship is
more of a supplier-distributor type than a parthgrsvith shared assets. The CEO of
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UPM-Kymmene Japan explains that the company stnerage a long history in the Jap-
anese market, products that are exclusive for tagkeh and high quality products. In
addition, UPM-Kymmene Japan is the only foreign edmompany in Japan that is an
associate member of the Tokyo Paper Trade Coundilapan Paper Importers’ Associ-
ation. Being a member of the associations has tetlgecompany to develop local rela-
tionships.

UPM-Kymmene Japan perceives the future as brigbalme the whole company is
starting to focus more on renewable resources artthps in the future UPM-Kymmene
Japan will also add biofuels to their portfoliopdaese customers, according to repre-
sentative of UPM-Kymmene Japan, are loyal oncd tsugained, and they seldom have
financial problems, which means that bills are gfsvpaid in time.

4.3.2 Metso Japan K.K. (Flow Control Business)

Currently there are two Metso’s businesses in Ja@atso Automation and Metso Japan.
The first one is specialized in process automaty@mtems and the latter is metal recycling
and flow control.

Despite the long history in the Japanese marketctimpany nowadays is not a large
player in the Japanese industry as its market seéetween 0 and 1 per cent, depending
on the year. Some 95 % of Metso’s Flow Control Bass sales in Japan come from the
local engineer’s offices that use the Neles-vabms rest 5 % comes from Metso’s local
partner. Even though Metso has not fully penetrétiediocal markets, Metso wants to
keep their presence in Japan, because the wodd@nd largest Engineers office is in
Japan and even though the projects are usuallgeagrthe contractor in the oil and gas
business is usually a Japanese company. Levelogfecation with local companies is
low even though the company is eager to find nexinpes, especially distributors and
companies that can support Metso’s actions in Japae current partner, which was
found through inner network, is also distributirther products, so it is a challenge for
Metso to try to develop the relationship.

Another challenge Metso is facing in Japan is mtote markets. In Japan there are
several regulations that needs to be considered l@n@ching new products and usually
these regulations and standards are not only tenhekproduct safe but also to protect
the local companies who have a product that matitteetocal regulations. In addition,
the local companies are usually a part of largep@@tions okeiretsuthat control the
whole market in general. The distributors and @mtors not want to change suppliers,
because the Japanese companies value long-laskatipmships.
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4.3.3 Vaisala KK

In 2015, Vaisala Japan KK has two functions: td thel products that are exported from
Finland and to provide service operations, suctadibrating the meters they have sold
in the area. In addition to Vaisala’s Japan headgrsain Tokyo, the company has small
sales offices in Osaka and Nagoya and a labora&nge Vaisala wants to be close to
their customers, they have expanded their actmogher large cities in Japan.

Vaisala Japan’s local partners are distributor$ #hso sell other products besides
Vaisala’s products. According to the representati®aisala Japan KK, local partners
are vital if a company wants to survive in the Jegs® market, because it is uncommon
to sell products directly to the end customer asdally the distributors already have
existing channels, which makes the penetrationgz®easier.

The cooperation with local distributors is not oalfpuyer-seller-relationship, but also
sharing information and resources. Mutually, th&tridbutors provide vital information
about the markets. However, there are also chakerithe distributors are not committed
enough to sell Vaisala’s products, as they havergitoducts also in their portfolio, and
Vaisala is hoping that the distributors would berenproactive. Usually offering sales
training that includes also finding new customeaives these kinds of challenges. An-
other challenge is the Japanese way of doing bssifehe distributor is landing a large-
scale deal, there is a chance that the distribistdniding the information to prevent
Vaisala from selling its products directly to thedeuser.

4.3.4 Wartsila KK

Currently, Wartsila Japan, in the ship buildingustty, has one fixed licensing contract
with Diesel United (former Harima Shipyard). Théat®nship is close as Wartsila is
present in every phase of the production process.cbmpanies sell, design and arrange
a maintenance service together. Depending on thegbrand contract, in Japan Wartsila
is aiming to take care of all service of enginest thre produced by Diesel United, as
maintenance service is the most profitable paliusiness in the industry, according to
the representative of Wartsila Japan. In contfasi-cycle engines are exported from
Wartsila's factories to Japan. The nearest foutecgngine factories are located in South
Korea and China.

Wartsila Japan has also another partner in the lmhiding industry, but with that
partner there are no fixed contracts as the paisreso a competitor of Wartsila. How-
ever, there have been several projects where lootipanies have done intense coopera-
tion. In fact, this transactional company usedaweha license contract for Wartsila’s two-
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cycle engines. The contract was terminated asdbperation was questioned. After all,
the partner was also a competitor.

The challenges that Wartsila is facing in Japanrelsed to Wartsila's image as a
Finnish company, quality issues and low marginsrt¥ila Japan is trying to be as local
company as possible as it makes the business tnaightforward. Wartsila Japan indeed
is emphasizing this as there are only 2 Finnisfi ated the rest (198) are Japanese. In
addition, the quality is a challenge as the qualigds to be top notch in the Japanese
market and since the Japanese customers are useckttent quality, the profit margins
are low. As the representative of Wartsila annodnc¢é seems that Japanese are
ashamed of making profit”.

4.3.5 Outokumpu KK

Currently, Outokumpu Japan KK employs 5 full-timerkers and the products that are
sold in Japan are stainless steel products aratfeswme. The products are exported from
Outokumpu’s production sites and transported tactigtomer in Japan. The main func-
tion of the sales office in Japan is to providéntecal support and education to the local
distributors and support the head quarter in Fohlahen people from there are coming
to Japan to visit the customers. The cooperatidh wcal companies is mostly of a dis-
tributor—supplier type of a relationship, as 70098 of sales comes from the distributors
and the rest from the end-users. The local maskegiy competitive as there are many
local companies that are part kdiretsuand there are large players in the industry in
China and South Korea. In addition, the industrgvsr-supplied globally which means
that the price has gone down and the price reductiay continue in the future. Ou-
tokumpu covers only 1 per cent of the Japaneselsssi steel markets.

In addition to distributor-relationship, Outokumpas also done technology transfer
and other types of transactional resource trangitérlocal companies. Outokumpu did
more technology transfer when the company was foctesed on copper products. How-
ever, the company has also done engineer exchanbety means that the company is
sending one or two engineers to the partner’s fa¢toearn something new and mutually
Outokumpu receives engineers from the partner cagnfoa a short period of time. Usu-
ally one engineer exchange lasts couple months.

Despite the fact that Outokumpu is a tiny playethi@ Japanese market with market
share of 1 per cent, it is the most known non-Jagpausupplier in the country. Further-
more, since Outokumpu is more practical and flexiblan its rivals in Japan, the com-
pany is capable of producing materials that othegsiot. Other strengths of the company
in Japan are long history, good reputation andityudlhe challenges in Japan are quality
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(control) and global oversupply, which creates gwes to drive the prices down. How-
ever, Outokumpu is focusing on its strengths ao#lifg for new products that Japanese
companies cannot or do not want to produce.

4.3.6 ViskoTeepak YK

ViskoTeepak has one employee in Japan and thedféitess function is to provide tech-
nical and sales support to the local distributadl anb-distributors and to develop the
business in Asia Pacific area. Routine based bssiisedone in Finland and the products
are exported from Finland, Belgium or Mexico depgagdn what products are sold to
Japan. Currently, ViskoTeepak has one active Ipadier that is the main supplier to
the sub-distributors. The end users of ViskoTeep@kdbducts are food manufacturers
that produce sausages. The relationship with theerulocal supplier is a legacy of
Teepak as the company and the partner in Japakrwad each other over 30 years.
However, the volume of business was relatively bmfore the merger and more active
cooperation started in the 2000s. The companie®g $behnical and market information
with each other, create marketing campaigns, sefrean goals and negotiate with po-
tential end users. Even though ViskoTeepak hasamdydistributor, the company’s mar-
ket share in Japan is approximately 30 percentlagr are no local competitors in the
field.

ViskoTeepak is also proactively finding new partnespecially in the Japanese mar-
ket as the company has other products that miglrg patential to be successful in the
market. Partner finding is usually a long procass ia takes time to gain the trust of a
Japanese company, before it can be called asreeparhe representative of ViskoTeepak
Japan emphasizes that partners are a key componegihg successful in the Japanese
market and it requires time and money to establisbfficient network, but it is worth i,
as when you gain the trust of the local compamiesg business becomes more straight-
forward.

4.4  Data analysis

The empirical data was analyzed by using cross—aaabysis with a purpose to find
common characteristics and attributes between @ase companies. Common findings
were categorized together by their themes andriblyzed data was then fit to the theo-
retical background.

After the interviews were done, the transcriptisogess began. Every interview was
transcribed into text format within a week aftee timterview took place. Once all



48

interviews were transcribed, every interview waselned and read one more time to
ensure that written text matches with the origreabrding. In addition, some information
was revealed during a small talk moment after tfiicial interview was done. This
information usually consisted of overview of thedusstry, challenges in Japan and
generally doing business in Japan. As there wese pérsonal information included,
notes were taken only about issues that were neldoathis thesis.

Thematisation analysis had to be conducted befossacase analysis could have been
done. In thematisation analysis, the researchidatategorized to the major themes by
the main points that were found when the authod tha transcribed interviews. There
were two themes that constantly came up duringtbeess. These themes were:

* Company’s current operations in Japan
» Cooperation with domestic companies

Basically, the keywords were highlighted out of ttemscribed interviews, written the
keywords to the post-it notes and categorized auecgrto the themes. After the catego-
rization was done, finding of common attributeststh and characteristics and wrote
them down. When common attributes and charactesistiere found, they were con-
cluded and fit to the background theory. This asialynethod was mostly used for the
first sub research question. For the second swgarels question, the transcribed data
were examined, and based on it assumptions were aratithe case companies were fit
to the figure that was created for this study. Base that, each company’s commitment
level was determined.

4.5  Evaluation of the study

In this section, trustworthiness of this reseaschliscussed. According to Lincoln and
Guba (1985) trustworthiness can be establishedakgnt into account dependability,
transferability, credibility and confirmability. [Ppendability is assuring that the findings
of the study are consistent and can be repeatadsfarability shows that the findings of
the study are applicability in other context. Chélity is necessary in a qualitative re-
search in order to make it believable. Lastly, comhbility is a degree of neutrality which
means that the observed phenomenon is treatedtivbjgc (see Cohen & Crabtree
2006).

Dependability of research can be increaseeéxigrnal auditsof which purpose is to
evaluate if data of the research support findimgs@nclusions of the research by using
a help of a researcher who is not involved to #search (Cohen & Crabtree 2006). This
research has been read by two researchers in@dditthe supervisors of the author of
this research. Especially during the data collectibich took place in Japan, the author
was guided by the two researcher. They check tbgress of this research repeatedly
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and when returning back to Finland, draft versibuession was given to the supervisors
who gave instructions how to proceed further.

Transferability can be increased in the researchsinyg method callethick descrip-
tion which is “a way of achieving a type of externaligiy”. It can be obtained by de-
scribing the phenomenon in sufficient detail sa tihe@ conclusion of the research are
transferable to other context such as time andhgstt(Cohen & Crabtree 2006.) This
thesis is highly bound to its context because tpgse of this research is to analyze
types of strategic alliances that appear in Finrlgpanese strategic alliance. However,
commitment level and its linkage to the types odtsigic alliance can be used in other
context because they are not bound to the casearoe®

Credibility of the research can be obtained withouss tools such agrolonged en-
gagementProlonged engagement can be achieved if therasraof the study has spent
sufficient time in the field to understand the ptierenon. The sufficient time is not de-
termined but it should be so long that the researchn rise above his or her own pre-
conceptions on the phenomenon. In addition, pradrgngagement can be obtained if
the researcher has built trust between him or hértlae member of settings. (Cohen &
Crabtree 2006.) The prolonged engagement was eothiecause the researcher had been
studied the Japanese business environment earnliewas aware the characteristics of
the business environment. During the interviewsientietailed questions about a special
topic, such ageiretsu,were asked which proved that the researcher igidaiwith the
topic.

Confirmability can be established, for example,hwat method callettriangulation
which involves the utilization of different methodssobservations that create major data
collection In addition,in the case of confirmability, triangulation candig#ained by ob-
taining data from on same topic but from differentirce, for example. Triangulation
method is used for reducing the effect of reseatshmas and to create deeper under-
standing about the studied topic. (Shenton 2004 mAntioned earlier in this chapter, the
analysis of this study was given to the experhm dapanese business environment who
has a broad understanding about Finnish—Japanesebsi relationship. The expert read
the analysis and gave his opinion about it. Basethat a small discussion was created.

From the ethical point of view, this research iofeing good ethical practice in re-
search by taking due account of the previous watkachievements of other researchers
by citing them properly. In addition, before evémyerview the interviewees were told
that they have the right to be anonymous, riglgtép interview at any time during the
interview and if they accidentally say somethingttis classified as confidential infor-
mation during the interview, the information wik lignored during transcription process.
Lastly, if the interviewee changes his or her natdr about the interview, he or she had
an opportunity to contact the author of this resleand ask to delete piece of data or
whole interview till given date. Lastly, the receland transcribed data has been kept
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safe in a computer’s physical hard drive. The casepanies have given a permission to
use their name in this research and after the ehagtere the case companies are intro-
duced was written, a copy of it was sent to thee casnpanies and their approval was
asked. Some minor changes were made after the\aghpbait they do not have an effect
on the research itself.
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5 STRATEGIC ALLIANCE TYPES AND COMMITMENT

In this chapter, a cross analyze is conducted cldes case analyze aims to find common
attributes among the case companies and the amabysibe used to develop an already
existing theory. The purpose of this chapter ianalyze the types of Finnish—Japanese
strategicalliances from the Finnish point of vielWhe analysis is conducted by answering
the sub research questions that are:

. What strategic alliance types appear in the sti@tdflances between Japanese

and Finnish companies

. How committed affects strategic alliances types?

By combining the sub research questions, the ctarstics can be determined as ex-
plained earlier in this study.

5.1  Finnish companies in Japan

Even though every selected case company operatedifferent industry, they share an
enormous amount of common characteristics. It sé@atsin between the decades of
1970s and 1980s the case companies made theifikgtrgnove towards the Japanese
market by having first contacts with a Japanesepamy. This correlates with Karppinen-
Takada’s (1991) study, whereas the author namedrthas “Japan Boom”. However,
not every relationship was active from the veryibeigg and in many cases the Japanese
company found the case company, because the Finammpany possessed something
that the Japanese company needed at that timeevardtoday, the Finnish case compa-
nies are well specialized, which has granted thempetitive advantages and perhaps
that is one the reason why they have been suctas#fie Japanese market. The concept
of success is relatively challenging to measutbe® are different kinds of measurement
tools for that, but since the case companies haea present in the Japanese market for
over a decade it can be said that they have bemmessful to a certain extent, otherwise
they would have withdrew from the country.

It seems that most of the case companies estatbltbleg office to Japan in order to
be closer to the target market. If the case congsanad active relationship with local
partners, the partner helped the Finnish comparexpand in Japan by offering infor-
mation about the markets and legal matters. In szases, the local partner increased the
activity level by increasing the volume of purch&sén contrast, in case of passive rela-
tionship the company inquired help from the govesntal institutes such as embassies
and foreign investment bureaus. It seems that éhgpanies who relied on help of the
governmental institutes wanted to expand to therdege market just to increase their
global presence.
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“Asia Pacific area was unknown in many ways to campany. It was like a
white area on a map. We thought that if we reabyted to be a global company
we needed to also be present in Asia, becausediffeeence is great and the
culture differs from the Western one. We thougistritecessary to have a worker
there.”

(Representative of ViskoTeepak 2015)

In other words, the help from a director that knaheslocal market environment was
necessary in the case of the case companies. Ttiemwere, in the end, the same for
every case company: the company wanted to inctbageglobal presence and increase
their sales in the Japanese market. What differc#ise companies from each other are
how the local partner was found and methods for Hmvcompanies were looking for
new partners.

In most cases, the Finnish company was first agexh by the Japanese company,
and they later became partners. As the industieesdase companies operate in are rela-
tively specific and narrow, the network is alsdetnarrow. This means that every com-
pany knows everyone in the industry in some way. é&@ample in the case of Ou-
tokumpu, the industry of stainless steel and fénmrome is relatively limited and thus the
companies operating in the industry know each otBigrce the players of the field are
known, it offers easy access to start dialogue witter companies if a new partner is
needed. However, in some cases the companiesaaetipely finding new partners by
attending industry fairs and seminars and doinggggahical surveys. In the case of
Vaisala, the company is looking for new opport@stand partners by using local agents
to make surveys about one area’s companies, whefiseeTeepak is doing field re-
search and constantly finding new potential pagtner

Partner can also be found through acquisition.asecof Wartsila, Outokumpu and
ViskoTeepak for example, when the companies exghtiggr actions by acquiring other
companies, the companies got access to the netwwrlecquired companies possessed.
In the next section the relationship between congsais discussed in more detail. In
addition, the importance of partnerships seemgpedd on the strategy of the company.

“Acquisitions have changed our needs of partnerstsiphe strategy changed”

However, every case company agrees that partrgarbrers are necessary in the Jap-
anese market since the market is protective andupply chain includes several suppli-
ers that differ from the western business envirammEhere are many tiers in the supply
chain before the product reaches the end user.

None of the case companies sell its products dijrexthe end-users and that is why
it is important to have a distributor partner. Ermount of supplier partners varies from
a single main distributor to numerous tinier disttors. For example, in the case of
Vaisala, the company has numerous local distrilsutodapan, whereas ViskoTeepak has
only one larger distributor that, however, haoig distribution network.
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It can be determined that the case companies lemreduccessful in the Japanese market
as they have been in the market for a long time fEason for the success is maybe
specialization because that has given the compantesnpetitive advantage. After all,
all companies share a common characteristic: trepm@ducing something that the Jap-
anese cannot produce or are not willing to producéhemselves. In addition, the case
companies operate in the business-to-businessoamvant, which means that the Finnish
products are used as part of the Japanese suplyatpart of the development of prod-
ucts.

5.2  Finnish-Japanese strategic alliance types

In this section the alliance types of each casepemy is presented using the category
methods mentioned earlier in the study. The assom made from the empirical data
introduced earlier in this research. The purpost@fassumption is to understand what
kind of types of strategic alliances Finnish comparave formed in Japan.

UPM-Kymmene has some 10 partners in Japan, of wdllabf them are distributors
to them. The cooperation with the distributors remralatively low but given the fact
that UPM-Kymmene and Marubeni, one of the distobsit share a common history it
can be said that their relationship is more thahguregular distributor-supplier relation-
ship. In addition, since UPM-Kymmene is operatingddy and there are no plans to
expand its actions in the Japanese market, thigoreship of the companies may fall into
the category of supplier alliance. In addition, thierent country manager of UPM-Kym-
mene Japan has worked before in Marubeni, whichimasg strengthened the co-opera-
tion of the companies. From the Marubeni point iefwy UPM-Kymmene is a supplier
for specialized products, such as label paperishdifficult to obtain elsewhere. In con-
trast, UPM-Kymmene treats Marubeni as more thargjasistomer because of the shared
history. From the category method’s point of vi¢he alliance falls into category of ver-
tical alliance and co-specialization.

Metso Japan’s automation flow division in contfaass a different kind of relationship
with the Japanese companies as the product diftersbulk products such as paper. The
business is usually project related and the pradact sold to contractors that lead the
projects. It seems that the company has not eskedalia sustainable relationship with
local contractors but a distribution agreement wilbcal Japanese dealer. However, ac-
cording to the interview 2, the co-operation witle tlealer is relatively small and thus it
is not considered as a partnership. However, filugrthieoretical point of view, the rela-
tionship seems to be a supplier alliance as thgaoras share a long history, even though
the companies information sharing is limited. ks that the strategic alliance is pas-
sive, which means it perhaps has potential to becactive if both parties become more
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involved in the partnership. That is why a mordahle name for the strategic alliance
could be passive supplier alliance. From the petspes point of view, the alliance may
fall to vertical alliance that is co-specializesgichuse Metso Japan’s automation flow
division is selling its product to the partner.

In contrast, Vaisala has a numerous distributorschivmakes the company an inter-
esting subject for research. Since the amountsdfidutors is too large for this study, this
study focuses on the relationships between Vaeadba Japanese company that helped
Vaisala to penetrate the Japanese market. Theredhip was established over 30 years
ago and according to the interview 3, the coopamnat not only about selling and buying
products but also about planning together. Thisnadhat there is an alliance between
the companies. From the Vaisala’'s point of viewrtlationship is learning and supplier
alliance, because the company is constantly legrinam the partner about the Japanese
market. The information is used, for example, teibeiss development and the company
has its own business development section in J&piaen the fact that there are supplier
and knowledge transfer activities, the alliance barcategorized as a vertical alliance,
co-specialization and learning alliance. The mairppse of the alliance is, however, to
sell products in Japan rather than gather infornati

Wartsila is also an interesting subject for thise@rch as there are two types of alli-
ances where the company is involved in. The fingt more sustainable alliance is the
licensing contract with Diesel Motors as it hasddgor a long time, and the co-operation
between companies is intensive. Since informasarhanged through the alliance and a
common goal is set, the alliance is a learningaafle in which Wartsila provides
knowledge about engine production and other relew#ormation and in exchange
Wartsila receives maintenance contracts from tree uesers. In addition, research and
development is done in part jointly with the parfnghich might give synergies to the
companies. Given the fact that a two-cycle engsrtea large to be shipped, the licensing
is the only option between a joint venture and @noduction. This means that Wartsila
needs Diesel Motor to maintain its presence inJdyganese market, if Wartsila is not
going to establish its own production there, wHidoubt. The alliance with Diesel Mo-
tors thus falls to the categorization of somewlm®veen horizontal and vertical, as the
alliance is not technically part of the companmgdply chain and the companies are not
competitors either. However, Diesel Motors hasgjpgortunity to create its own motors.
In that case, the alliance can be described azdraal alliance. Furthermore, the alliance
is more related to learning and internationalizatmd co-specialization. Wartsila pos-
sesses something that it is good at and sellgligt@thers. This is thus a combination of
co-specialization and learning and internationéilire even though the partner can be
considered as a potential competitor. However,esthe alliance was not formed to re-
duce threats in the market, the alliance cannabinsidered as co-option alliance.
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Another Wartsila's alliance is more similar to tietso’s case as it is also related to
the projects. However, Wartsila has establisheéelationship with local contractor. In
this case, due to lack of information, it is chafjang to determine what kind of operations
are done with the contractors and thus it is umalea the co-operation with the contrac-
tors be called as strategic alliances, as theyname project related than long-term sus-
tainable co-operation. However, it remains unclelaat kind of actions Wartsila and the
contractor have between them when there are neeagtdjects. In case a project lasts
more than 10 years, the co-operation can be callestrategic alliance and since Wart-
sild’s products are used in the production, thamate may fall to the category of supply
alliance that is co-specialization with a nuanckeafning and internationalization. How-
ever, a broader study about Wartsild’s operationthé Japanese power plant industry
should be conducted to understand the partnerg@pes.

Outokumpu has a long history with knowledge trangfiéh Japanese companies even
though currently there are no active knowledgestienrelated co-operations. However,
the company has Japanese distributors for its ptednd since the co-operation is of a
long-term -type, the relationship may be calledtaategic alliance. This means that Ou-
tokumpu is producing something that the Japanes¢ aval thus the alliance falls to the
category of supply alliance. In addition, as itraeehat Outokumpu is more concentrated
in finding new opportunities in Japan in order iorease its presence in the market, it
might be that the purpose of the alliance is torleaore about the Japanese market and
perhaps find something that would strengthen istjgm in the market. However, since
the current relationships with the partners seebetmore of a supplier-distributor —type
of a relationship rather than learning alliance #fliances seem to be vertical and co-
specialized.

ViskoTeepak’s position seems to be the most obvamesas it has one main partner
with whom the company has established an allialmcéhe alliance, the companies are
sharing information about the market, planning caigs together and setting common
goals. The role of ViskoTeepak is to sell its praduo Kureha, which then sells them
forward. This way the alliance is a good examlsupply alliance and thus it is a ver-
tical alliance. In addition, it seems that the mpsgof the alliance is to use both companies
expertise: ViskoTeepak’s knowledge about how to engdod quality products and Ku-
reha’s powerful network in the Japanese market means that the alliance falls to the
category of co-specialization with the nuance afiéng and internationalization, as Vis-
koTeepak is constantly finding ways to increas@iiesence in the Japanese market.

To conclude the findings so far, the following ®hlas created. The table shows to
which alliance type and categories each compairgyifdb.
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Table 5 Types of Finnish—Japanese strategic aiafrom the case companies’
point of view

Company Alliance type (Tjemkes et al. 2012) Classiftion (Doz and
Hammel 1998; Pennings
1981)

UPM-Kym- Supply alliance Vertical, co-specialization

mene

Metso (Flow)  (Passive) Supply alliance Vertical, co-specialmati

Vaisala Supply alliance and learning allianc' Vertical, co-specialization,
learning and international-
ization

Wartsila Supply alliance and learning alliance  Vertical, idontal, co-

specialization, learning
and internationalization
Outokumpu Supply alliance Vertical, co-specialization,
learning and international-
ization
ViskoTeepak  Supply alliance Vertical, co-specialization,
learning and international-
ization

As can be seen from the table, all the case corapare supply alliances with some
exceptions. Vaisala and Wartsila have also momaileg alliance actions than other case
companies. These two companies have more acti@ahsraployees in Japan compared
to other case companies. This might be the reasyntere is more learning involved,
because the companies have more resources avddabdguired knowledge related op-
erations. However, it is certain that every allehas knowledge transfer even though its
type is supply alliance. The definition is moreatet to the purpose of the alliance.

The case companies are not a part of Japdmasssy even though they have been
operating in the market for a long time and havasied their position in the partner
companies’ supply chains. This is an interestingifig, because according to Serita et
al. (2009), being a part &kiretsuis necessary unless the company is willing to shae
high amount of money. However, it should be congdehat focus of that study was
design industry and the environment of that industight be different compared to the
case companies of this study. My suggestion is shmette the operations are relatively
limited and the products the case companies dieg#b their partners are very specific,
the partners do not consider that being a pddewétsuis necessary. If the product would
be something extremely important, the company nhghinvolved in thé&eiretsu How-
ever, some companies have been partly involvéeimetsu Wartsila had a joint venture
with a Japanese partner which was parkefetsu Since the joint venture is already
terminated, it is not a relative topic anymore.
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It seems that the case companies sell highly sipesdaproducts that are export from
outside of Japan, and in exchange the Japanesesadffer information about the Jap-
anese markets in addition to buying the productsvéver, Wartsila is an exception, as
it does not directly supply to any company, bulsselformation about how to make the
product.

5.3  Effect of commitment on Finnish—Japanese strategilliance
types

In this study, the commitment level is measuredutijzing Commitment Infused Ex-
tended Enterprise Segmentation figure, in whichhiezontal axis represents linkage,
the vertical axis represents duration and the diaghine represents commitment. The
figure was created for this study and it thus matylie complete as it lacks a unique unit
of measurement. It does, however, offer visualiatn how much the case companies
are committed in their alliances. This informatican be used to understand where the
alliances are now and to which direction they caddéveloped. There are also limitations
that need to be considered. The empirical datacathescted from the Finnish companies
and thus it represents only the Finnish side ¢dratkes. Also, it does not consider each
alliance one company has made, but determines tis¢ important alliances and those
alliances that were mentioned in the interviewsweher, it is sufficient for the scope of
this study, as it gives idea where the companiesnaw generally speaking.

On the following figure the case companies havenleserted into the Commitment In-
fused Extended Enterprise Segmentation model. Adeaseen, the most committed al-
liances are formed with Wartsila and Vaisala. Hosveit should be kept in mind that the
characteristics of Wartsila’s industry differ frasthers’ industries since in the maritime
industry co-production is common, according to Ykartsila’s representative. Vaisala
has the second most committed alliance. HowevecesVaisala has several alliances,
the alliances the company has done cooperationsivitie the establishment of the Japa
nese office have been included. The most commomitnent category is for UPM-
Kymmene, Outokumpu and ViskoTeepak. All the comeaifiave a sustainable position
in their alliance and in addition ViskoTeepak atdwres partly especially human re-
sources with its partners when they are plannimyahgoals and marketing campaigns.
Furthermore, current country manager of UPM-Kymmdéasgan has previously worked
at the partner company so it can be consideredUfflt-Kymmene Japan is slightly more
committed than, for example, Outokumpu. The alllawith lowest commitment level is
done with Metso’s flow automation operations. Hoem\there might be more commit-
ment in other operations. This study is only coesity Metso Japan’s flow automation
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division and in order to understand more about Métgpan’s actions, further research is
needed.
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As mentioned earlier in this study, commitment ebination of linkage and dura-
tion. Since all the case companies have establistnategic alliances over 10 years ago,
they are all long-term alliances and thus the faxfube discussion is moved onto corre-
lation of commitment and linkage. In addition, ttnansactional alliance forms have
dropped from this version of Commitment Infuseddexted Enterprise Segmentation to
make the figure more understandable. It seemsieamore there is commitment, the
more there is linkage. It remains unclear, howewich one of the factors was the first:
there is commitment because there is linkage @& varsa. Also it seems that there is a
correlation between commitment and employees iaap

However, ViskoTeepak is an exception as it has onky employee in Japan, but it
still has a relatively high commitment level comgrato other companies that fall into
the category of strategic sourcing relationshipadidition, it seems that the companies
that are more committed also share more informatiahit can be said that they are not
only supplier alliances but also learning alliancekis fits especially in the case of
Vaisala as they have business developers who awmatiped in developing company’s
actions in the Japanese market. In contrast, sitateo’s flow automation operations do
not have much commitment, there is not a lot ofWkiedge transfer and other sharing
activities.

To conclude all the findings together the charasties of Finnish—Japanese strategic
alliances from the Finnish point of view can beedetined. In this research, characteris-
tics is derived from the alliance formation motivaiance types (and their special char-
acteristics) and commitment level. As mentionedierathe case companies are all sup-
ply alliances with some exceptions and all aregeneral, vertical and co-specialized
strategic alliances. The difference between the-campanies is their position in the
Commitment Infused Extended Enterprise Segmentatiodel. It seems that the case-
companies have potential to increase their comnmtnae there are still categories on the
right side of the figure.

This study is only focusing on the Finnish sideha Finnish—Japanese strategic alli-
ances and since it requires, in this case, “at teasto tango” which means that in order
to get complete picture of the alliances of casapanies, also Japanese side of the phe-
nomenon needs to be examined. It would be intexgsti see, how the Japanese side of
the alliance is perceiving the alliance becausesth@ight be differences depending on
the views and concept efrategic alliance However, this study can be considered as an
opening dialogue of contemporary discipline of FshrJapanese strategic alliance con-
versation. In addition, the model that is modifiedit for this study needs to be developed
more, because currently it remains unclear camtbéel be used in general level. The
figure is sufficient for this study but in order tige it another study, more development
needs to be done. It should to be considered, henvévat commitment level seems to
be a subjective matter, and that is why measutimgght be challenging. In addition,
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this study does not consider the cultural aspeth@tase companies and alliance which
might also have effect. This means that more datadsearch about the topic is necessary
in order to fully understand the concept of Finripanese strategic alliance.

To conclude, the findings of this study are listadthe following table. The table
represents the characteristics of Finnish—Japastesegic alliances from a Finnish point
of view. The third row on the table is the commitrlevel that is based on Commitment
Infused Extended Enterprise Segmentation model.

Table 6 Types of Finnish—Japanese strategic ammtth commitment from the
case companies’ point of view

Company Alliance type (Tjemkes Categorization (Doz Commitment
et al. 2012) and Hammel 1998; level ( based on
Pennings 1981) Harbison and
Pekar 1998)
UPM-Kym- Supply alliance Vertical, co-specializa Strategic sourc-
mene tion ing relationship /

Shared utility
Metso (Flow) (Passive) Supply allianceVertical, co-specializa- Long-term sour-

tion cing agreement
Vaisala Supply alliance anc Vertical, co-specializa Shared utility
learning alliance tion, learning and inter
nationalization
Wartsila Supply alliance andVertical, Horizontal, Coproduction
learning alliance co-specialization,
learning and interna-
tionalization
Outokumpu  Supply alliance Vertical, co-specializa Strategic sour-

tion, learning and inter cing relationship
nationalization

ViskoTeepak Supply alliance Vertical, co-specializaStrategic sourc-
tion, learning and inter-ing relationship /
nationalization shared utility
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5.4  Expert's point of view

In order to increase the validity of this reseamnt expert on Finnish—Japanese business
operations was interviewed and his approval ofatmaysis of this study was asked for.
This is the first step to open the dialogue of eamporary discipline of Finnish—Japanese
strategic alliance.

The expert agrees that there are many tiers idapanese supply chains, which means
that finding the right partner is an important tadn order to be successful in the Japa-
nese market. According to the expert, Finnish coriggaare usually found by Japanese
companies if the Japanese companies are in neeede source of resources, products,
knowledge or other information. As mentioned eailiethis study, Japanese companies
are prone to establish strategic alliances withgames that produce something that Jap-
anese companies cannot or do not like to produb&shwneans that Finnish companies
are usually a supplier to the Japanese compangetharproducts of Finnish companies
are used as a component in the Japanese prodhatss Why Finnish—Japanese strategic
alliances are mostly supplier alliances.

On corporate level the Japanese side can be vaidyaad committed, but on personal
level the networking situation is different. Thepext believes that Finnish companies
need to consider the fact that personal networigmgrceived in a different way by the
Japanese than the Finnish. This perhaps meanBitimash companies need to be more
visible so that the Japanese companies can fimd.the

About the case companies: according to the exffegtcase companies represent a
good sampling, because even though they all oparatidferent fields of industry, they
share a great amount of mutual attributes and ctarstics. That means they are homog-
enous to some extent. However, the expert woule hiasluded one more company:
Kone. Kone is a Finnish company specialized in &lens, escalators and automatic
doors. The expert is of the opinion that Kone woudde been a good addition to the
group of case companies, because their story iddhanese market would have been a
suitable fit for this research topic. Kone also had a strategic alliance with Japanese
partner. The expert would have inserted Kone’desia alliance to the classification of
cross equity on the Commitment Infused Extendecrpnse Segmentation model. If
Kone had been included in this study, it would baén the most committed case com-
pany. However, the current six companies are safficin the expert’s opinion.

The figure modified specifically for this study ledts the current situation well and
the expert agrees with the idea that the more aghhe figure the company is, the more
involved it is in the target market. However, theert pointed out that based on his
experience, the more on the right the companyhe&sntore Japanese the company is as
well. This idea is linked to the idea of Wartsilé&presentative:
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“We are trying to be as much Japanese as posdilgleause that increases the level
of trust within the relationships with the custosier

In addition, Vaisala has a similar strategy in Japanese market. They are trying to
use as much local sales men nationwide in Japgosasble. Surprisingly, Vaisala and
Wartsila are the most committed case companieshwheans that the expert assumption
is right. However, the expert adds that even thahghe companies seem to be a lot like
a Japanese company, they have “a Finnish hearit¢hwheans that in some extreme
cases they operate like a Finnish company. It seéleatshe cultural role of the company
is thus changing when the commitment is increabledvever, there is yet no proof of
that, which means that the cultural aspect of Bimrlapanese strategic alliance needs to
be researched in order to understand this phenamiseteer.

The concept of committed and how it is formed is 8tudy was well argued, accord-
ing to the expert. What the expert likes to adthé&t in his opinion the commitment is
more continuous factor that gives direction to éigk that varies depending on the situa-
tion. Without commitment there cannot be linkagewaver, without linkage there can
be commitment. The expert suggests that linkageg/ graph that changes occasionally
and commitment is more stable factor.

The expert wanted also add the importance of poesiarthe target market. He argues
that the companies need to have presence in thet tavarket, if they wish to succeed
there.

“Linkage or commitment within a strategic alliansemeaningless without presence
(on the target market). Presence is an importaetraquisite for successful alliance in
the target market.”

This can be interpreted in another way: if the camyplikes to increase commitment
and linkage, it has to increase the presence itatiget market, too.

To conclude, the model used in this study is infative enough and the case companies
represent a good sampling of contemporary stratdiamces, as they are homogenous
even though they all operate in the different indes. The analysis reflects well the cur-
rent situation of conditions of the Finnish—Japanssategic alliances.
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6 CONCLUSIONS

6.1  Main findings of the study

The purpose of this study was to analyze the tgbesrategic alliance between Finnish
and Japanese companies. The analysis was donewgramg two sub research questions.
The first sub research question was focusing ot wipes of strategic alliance appear
between Finnish and Japanese companies and thedsees how commitment affects

strategic alliance types.

According to the case companies, most of the corepare having a supplier—dis-
tributor relationship with Japanese companies irciwthe Finnish companies is the sup-
plier. The products are usually exported to Japhithvmeans that the case companies
do not have their own production facilities in gwuntry. It can be said that the relation-
ship between companies can be called as stratiigitce because they have lasted long
time (more than 10 years). That is why supplieiaatie is the most common type of
strategic alliance among the case company. Not supplier alliance appear among the
case companies but also learning alliances. Twbetase companies are sharing stra-
tegic information among the strategic allianceeammpany is involved. Wartsila is the
most suitable example of learning alliance asstdhcensing partner in Japan. Licensing
operations can be counted as a learning allianceorfling to the expert that was inter-
viewed for this study, rest of the Finnish—Japarstssegic alliance fit more or less to
these two types of strategic alliance. Howevenelheas one strategic alliance that rep-
resented another type, but it was terminated irb5201

The second sub research question was focusingcbmmitment affects strategic al-
liance types. In the literature on strategic attethe commitment is usually understood
as phase in a life cycle of strategic alliance. Ewev, in this study, the commitment was
understood as one of the factor that affects tatloperation of strategic alliance as Mor-
gan and Hunt (1994) has suggested. The commitmentveasured using figure that was
made for this study and according to that figumenmitment has affect to strategic alli-
ance types. The more there is commitment the mginé in the figure the strategic alli-
ance is positioned. In this case, learning alliaaoeore committed than learning alliance.
This means that strategic alliance type can beldpegd if the commitment of the strate-
gic alliance has increased. However, commitmenionbt determines the strategic alli-
ance type because the members of the strategim@dlican decide the purpose of the
strategic alliance. It should be considered alab tiembers in the strategic alliance can
value it differently. This means that companieswmitstrategic alliance may consider the
cooperation as a supplier alliance with informattared whereas the partner may con-
sider the cooperation as a learning alliance becdushares more information related



65

resources than goods. To fully understand oneegfi@tlliance’s type, all the members
of the strategic alliance must be considered.

To answer the main research objective of this sthdysub research questions were
formed. The strategic alliances in which the casemanies are involved are mostly sup-
ply alliances and there are two learning allian@®® supply alliances are usually formed
with a Japanese distributor which is distributihg product to the end user. The Finnish
companies are seldom communicating with the endswesethey are not selling directly
any products to them. The supply alliance are Wgghhring basic information about the
products and occasionally aiding each other atifghp make new sale contracts with
attending to meetings and creating marketing cagmgailn some cases, the strategic al-
liance has set a common sales goal, otherwisedibygecation is relatively limited. The
supply alliance is thus not so committed which nsettiere is potential to grow.

In the case of learning alliance, the second tyfpstrategic alliance that appear be-
tween Finnish and Japanese companies, the Finoispanies are closer to the end-user
than the supply alliance yet they are not directinmunicating with them. In this study,
the case companies that are in the learning a#liasitared strategic information about
their products and developed new modificationsegroducts within the strategic alli-
ance. In addition, there are also operations tteairere connected to the supply alliance
such as selling products to the Japanese distribdtowever, the focus of these strategic
alliances is learning and acquiring informationatreng alliance is also more committed
than supply alliance which means that cooperai@iso increased. The cooperation can
be for example, new product development to answed rof the end-user or licensing
contract. In both cases, the trust plays an importde, because the partners have access
to strategic information of another company. Thisams that when learning alliance is
being formed, a partner needs to be trusted.

6.2 Theoretical contribution

The contribution of this thesis is two folded. Eiris contributes a new linkage between
commitment level and types of strategic alliandge Key findings of this study, from the
commitment level’'s point of view, is that the conmmeént level and types of strategic
alliance have correlation: supply alliance is lessimitted than learning alliance. This
also reflects to the operations of each strateljgnae type. The more committed the
strategic alliance the more linkage there is. Kkangple, supplier alliance shares mostly
information about the markets whereas learningrmdie may share information not only
about the markets but also products. And evennmescases companies within strategic
alliance are doing coproduction. In addition, Cotmneint Infused Extended Enterprise
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Segmentation figure also offers a tool how to detee one strategic alliance’s commit-
ment level. Even though the figure is not complégtean shows the direction of devel-
opment. The figure has potential to be developethéu so that it can also measure a
commitment level of one strategic alliance.

Second, this thesis contributes to the Finnish-RklsgEbusiness discussion by exam-
ining Finnish—Japanese strategic alliance fromRin@ish point of view using six case
companies. The amount of case companies are smffisince the population (amount of
Finnish companies in Japan) is relatively low. Tétisdy revealed that there is potential
to increase the commitment in the Finnish—Japasteategic alliance. However, the Jap-
anese side of the Finnish—Japanese strategicalsmould be examined in order to have
a complete picture. In addition, in order to unthlard Finnish companies’ operations and
presence in the Japanese market, more detailedidadresearch is needed. This study,
however, can be as a start of a contemporary dismusn the topic.

6.3  Managerial implications

Despite the challenges in the Japanese marketagecompanies have been successful
in the foreign market. The case companies shoulaW@e that there is potential to in-
crease the commitment in the strategic alliancé W#@panese companies. In addition,
when there is more commitment there can be momepoe which can perhaps increase
a market share in the Japanese market. It is reeomied that the case companies start
to develop the relationship with local companiethst they can increase the commitment
in strategic alliance. In addition, since the cquaa strategic alliance is wide and it in-
cludes many different types such as supplier alkaand joint venture (see figure 9) it
might be a challenge for the companies determia¢haay are in the strategic alliance or
not. However, this study has offered the case campanformation about their position
of strategic alliances in which they are involved avhere they have potential to develop
each strategic alliance. Even though the case coiegpdo not determine they are in the
strategic alliance in their own opinion, the result this study still can be used for them.
In that case, only the definition is changed to,ewample, partnership or other relevant
term that is more commonly used in each company.

This thesis recommends to the case companieshtinatstart to determine how they
can increase the commitment in the strategic aléaimhe case companies are now given
information about factors that have an effect ®¢bmmitment. The companies should
determine, is it possible to focus on these faa@oashow much. The recommendation is,
if strategic alliance is supplier alliance the camiges should start to move towards learn-
ing alliance and the companies in learning alliasto®uld start moving to the more com-
mitted type such as joint venture. In addition, Fr@nish companies that wish to expand
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their actions to the Japanese market should fohohaestic partner in order to dodge part
of the entry barriers.

6.4  Limitations of the study and proposal for future research

This study focused only the Finnish point of vielvdiscussion which means that the
partners should be also examined in order to olfitdlimnderstanding about each strate-
gic alliance. In addition, this study examined osikyFinnish companies that have formed
a strategic alliance with a Japanese company. Tdreralso some 24 Finnish companies
that were excluded in this study. However, accaydinthe expert who was interviewed
for this study, the case companies in this stugyesents majority of the Finnish—Japa-
nese strategic alliance types.

Another limitation is Commitment Infused Extendetéfprise Segmentation, a fig-
ure used in this study to determine commitmentllefzene strategic alliance. The figure
is only visually telling which direction the commméent can take the strategic alliance but
it does not measure the commitment level. To mhkdigure more reliable more study
on commitment in strategic alliance needs to beed&specially, how commitment can
be used as factor in the development of strateljanee. However, the figure offers
framework that can be easily developed.

In addition, this thesis did not concerned any fma<ultural aspects that might ap-
pear in the Finnish—Japanese strategic allianoestder to understand deeply on Finn-
ish—Japanese strategic alliance, cultural aspectidmot be neglected. That is why fur-
ther research is needed.

The author of this study proposes that the futesearch is focusing on more how
Finnish-Japanese strategic alliance operate byiexagrall the involved companies and
find reason, why the Finnish companies in genemlattracted to the Japanese market
even though it is physically distance. In addititte Commitment Infused Extended En-
terprise Segmentation needs more development ar twdruly understand how commit-
ment can be measured and how commitment affeetiegic alliance types.

Lastly, as the expert claims that without presendbe target market, there cannot be
successful strategic alliance, more studies nebd tione to understand how the presence
affects to commitment and linkage of one strategjiance.
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7 SUMMARY

In this study, the types of Finnish—Japanese sgjiatdliances from the Finnish point of
view are analyzed. The analysis is done by ansgedvim sub research questions that
were:

. What strategic alliance types appear in the sti@tdfjances between Japanese

and Finnish companies?

. How committed affects strategic alliances types?
The research was done in order to increase unddistpabout the operations of Finnish
companies in the Japanese market, how committetharstrategic alliances they have
formed with Japanese companies and to give idethe toase companies to which direc-
tion the strategic alliances, where the case comapame involved, can be developed. The
topic was selected because there was no genedyl altwut Finnish companies’ actions
in Japan that has been conducted in the recerd.yBae earlier studies have focused on
a specific industry or a specific company. In additthe Japanese market would become
more attractive to Finnish companies if the freeéragreement between European Union
and Japan were to become in force. This meand-thaish companies should be pre-
pared and be aware of how the Finnish companieéhthe already penetrated the Japa-
nese market are operating in the target market.
This study adapted Doz and Hammel's (1998) definitf strategic alliance with small
modifications. For the scope of this study the ntdered based agreement was added.
Altogether, the definition of strategic allianceathvas used in this study was:

Strategic alliance is a voluntarily formed long-tem cooperation formation in

which resources, skills and technology are sharedreng the members of the for-

mation in order to achieve one or more common goals

According to Varadarajan and Cunningham (1995, 28&k are several categories of
motives why strategic alliances are formed. In ghigly the first two motives @ntering
new international markets (including dodging enbarriers) andacquiring new skills
and knowledgevere discussed further as they were the mostaetewo the strategic al-
liance types that were introduced in this studye $trategic alliance types were classified
in this study by using and comparing two methodse Tirst method was by Doz and
Hammel (1998) in which there are three categoraset on the purpose of the alliance:
co-option, co-specialization, and learning andrimaéonalization. The second method
was by Pennings (1981) in which the classificat®related to the supply chain. Like-
wise, Pennings’ (1981) model has three categdni@szontal, vertical and symbiotic al-
liance. The both methods occasionally cross edasér @nd that is why they complete
each other. In this study, both methods are usedraplementary.

There are wide variations of different strategitaate types, but in this study two
specific types are selected: supplier alliancelaarthing alliance. Supplier alliance is an
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alliance with a main purpose of having a supplietrthutor relationship, whereas the
purpose of a learning alliance is to acquire infation. It should be considered, however,
that a supplier alliance can be a learning alliaatdbe same time. The determining factor
for the alliance type is the main purpose of thamte. (Tjemkes et al. 2012.) The se-
lected alliance types were then combined with #itegorization methods and the simi-
larity of each method and type were discussed. @simn of that discussion was that
supplier alliance falls into categories of co-spézation and vertical, whereas learning
alliance falls into categories of learning and in&gionalization and horizontal, vertical
and symbiotic. That being said, learning alliarseca more complex concept than supplier
alliance.

After the discussion about the types of stratelji@areces and their motives were con-
cluded, the focus of discussion moved onto definibf commitment. This research was
using the following definition of commitment by Mygan and Hunt (1994, 22):

“An exchange partner believing that an ongoing paership with another is
So important as to warrant maximum efforts to maaa it.”

There are several factors that have an effect oammatment. These are relationship
termination cost, relationship benefits, sharedi@sland trust. By developing these fac-
tors the overall commitment increases. (Morgantdimadt 1994.) The factors were similar
to Scanzoni’s (1979) definition of commitment leegkn though the focus of Scanzoni’'s
(1979) study was focusing on customer loyalty iadtef business relationship. Murray
and Mahon (1994) also studied commitment, but therispective was strategic alliance’s
life cycle. In their study, commitment was a phas¢he life cycle that is followed by
either termination or developing. However, theictées of commitment are somewhat
similar with Morgan and Hunt (1994) and Scanoz&8i7Q). Based on these three concept
of commitment, this study adapted the concept airodment in which commitment is
a correlation of duration and linkage. Linkagehisstudy means combination of amount
of shared assets, such as resources and information

In this study, the commitment level was measureddizgg Commitment Infused Ex-
tended Enterprise Segmentation figure that is aifieddsersion of Harbison and Pekar’s
(1998) model of categorization of alliances. In thedified figure, the name of the axis
were changed and some of the categories and forrakiamnces were re-named using
more generalized names, adapting forms of stratdlignces of Walter (2003) and Tje-
mkes et al. (2012). The modified model is not catghs it does not have a unique unit
of measurement to measure the alliance’s committheset. The modified model only
shows visually how committed one company is in liarece and to which direction the
alliance can be developed to.

All the case companies share a common attribuéy. @l possess something that Japa-
nese companies cannot or do not want to produceekier, in the case of Wartsila the
product is information, which Wartsila is selling its license-partner. Except Wartsila,
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all other case companies do not have productioratipas in Japan and thus all the prod-
ucts are exported to Japan. Another common atériisutelated to when the first contact
with the Japanese partner by the parent companynads. It seems that the case com-
panies or their predecessors made their first codtaing “Japan Boom”, using the name
Karppinen—Takada (1991) has given to that era.

Most of the case companies were first approachedapanese companies in order to
increase their sources of resources or acknowl&dw, in most cases, the case compa-
nies became more interested in the Japanese naritetstablished an office to Japan
with the help of the Japanese partner or othel largmnization. Nowadays some of the
case companies are proactively finding new busioppsrtunities in the market in order
to increase their presence in Japan. Some of thpaoies attend actively to industry
fairs and other networking events, whereas somepaaras survey potential customers
online and contact them directly. In addition, etleough that occasionally the coopera-
tion of Finnish and Japanese companies is intensorge of the case companies are part
of anykeiretsueven though the study by Hurme (2009, 103) argju&isnon-Japanese
companies need to be partladiretsuto succeed in the Japanese market. However, as
discussed before, the need to be a pakeokttsumight be industry specific since the
focus of research by Hurme (2009) was design imgust

Based on the categorization method, the findinghisfstudy showed that the case com-
panies are mainly involved in supplier alliancdtaugh two of the case companies can
fall into a category of learning alliance. Howevirshould be considered that even
though the type of alliance is supply allianceréhean still be knowledge transfer oper-
ations. The name of the type is thus more relaieitié main purpose of the alliance in
the area.

Utilizing the Commitment Infused Extended EnterprSegmentation model that was
modified for this study, the findings were that tteesse companies’ commitment level in
the alliance differs from each other. In additiarseems that there is a correlation be-
tween commitment and the alliance type. The congsawith a low commitment level
were most likely supply alliances, whereas the camgs with a higher commitment level
were more of a learning alliance type rather tHamsupply alliance type. This perception
was approved by the expert who has a long histotlya Japanese business environment.
The expert also added one more Finnish companyhiitformed a strategic alliance
with a Japanese company to the discussion. Acaptdithe expert, the Finnish company
would have been more committed than the case caegpand in the modified figure,
the company could have been placed on the rigiiecpojust before the category of joint
venture. In addition, the expert perceived thatntfsge on the right the companies are in
the figure, the more Japanese they are. Perhapzulfuge plays a role in the strategic
alliance. The cultural aspect of the phenomenodsitebe examined in more detail that
what has been done in this master’s thesis.
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Since this study was focusing only on the Finnisle ®f Finnish—Japanese strategic
alliances, it would be interesting to researchdtier side of the coin and find out how
the Japanese partners perceive the alliance. liticagdsince the Commitment Infused
Extended Enterprise Segmentation was created i®stady, it would be interesting to
try the model in different context, because noveiihains unclear can the model be used
in general level. The model needs to be developed &urther, because there is a need
of a unique measurement unit so that the actuahdoment level can be measured. How-
ever, commitment level seems to be a subjectivéemathich means that measuring it
might be challenging.

This master’s thesis wanted to open the discussbmut Finnish—Japanese strategic
alliances to understand more the phenomenon sthih&innish companies become more
aware of the possibilities of the Japanese maikete research about the phenomenon
needs to be done especially from the Japaneséosidt a comprehensive understanding
about the strategic alliances. The author trulygsapat the findings of this study can be
used to develop Finnish—Japanese strategic albagoeé encourage Finnish companies
to obtain more information about the Japanese rmarke
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APPENDICES

Appendix 1 Structure of the research questions

General questions

1. When this subsidiary was established?

How many employees you have?

What is the scale of your operations in Japan?

Why have you decided to these operations?

What do you think it is your company's strendththe Japanese market

ok wbd

Motivation of expansion

1. How the company entered the Japanese market?? \WRgsources, skills,
knowledge...

2. Did you use external consultation?

3 Did you already have customers in Japan?

4. Did you do cooperation with the existing custosrte enter the Japanese market?
5 What were the challenges to enter the Japanadestn

Formation

1. Is your company doing cooperation with local pames? What kind of? How
many?

2. How important you think the cooperation is ie ttapanese market?

3. Please tell me about the how local partner wasd? - Values, networking etc.
4. Describe how the partner selection was made

5. Were there sort of process?

Commitment

1. Do you share resources, information, profits with the partner?

2. Are there any challenges when doing cooperatitigthe partner? What kind of?
3. How the roles are divided in the partnership?

4. How the risk and profit are shared?

Ending

1. Is there something else you would like to discgemment etc.?
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Appendix 2 Detailed introduction of the case compaas

UPM Kymmene Japan KK

UPM Kymmene is a Finnish corporation specializethm forest industry. The corpora-
tion consists of some 100 production facilitiest twvare originally independent compa-
nies. The company history dates back to the e@Rp4 when the first mechanical pulp
mill, paper mills and sawmills of the group startggerations. UPM Kymmene was es-
tablished in the mid-1990s when Kymmene Corporadioth Repola Ltd along its subsid-
iary United Paper Mills Ltd announced about thednsof two corporations. (UPM —
History 2015).

As of 2015, UPM Kymmene has operations all overvloeld and the company is
divided in 6 different groups: bio refining opemats that consist of pulp, timber and bio-
fuel businesses (UPM Biorefining), renewable enemgpation (UPM Energy), creation
of films and specialty labels (UPM Raflatac), paperducts in Asia Pacific (UPM Paper
Asia), in Europe and North America (UPM Paper ENd3d plywood production and
selling (UPM Plywood). In 2014, UPM had produatiplants in 13 countries and a
global sales network. The sales totaled EUR 9l@biand the company employs 20 000
employees worldwide. 49 per cent of sales come fueididM Paper ENA followed by
UPM Biorefining with 18 per cent. UPM Paper Asialsare of total sales is 10 per cent.
(UPM Annual Report 2014, 1).

The roots of UPM Kymmene Japan KK date back to 19uten Nippon Finnpap
opened an ageney to in Tokyo. Before the estabbksitrof the office, a Japanese trading
house Marubeni had been importing paper directynfiFinnpap Finland for five years.
Marubeni was at that time a relatively young playethe Japanese forest industry, and
the company was mainly selling machines for theustiy. After a while the company
realized that there is a great demand for pap#dradmarket, but since the industry was
very protective, and thus it was difficult to fistipplier in Japan, Marubeni started to
look for partners abroad. The delegation of Marulbésited all over the world to find
suitable partners and eventually they found outttiequality of Finnish paper is so high
that it would be profitable to sell it in Japan.

“The quality of Finnish light paper was excelleNtobody in Japan could make such
a paper that is so glossy. Marubeni wanted to hheé skill and knowledge”

In Finland Finnpap Finland wanted to develop tlaetions worldwide and wanted to
provide equal customer service for its customeobaly, the company started to find
ways how to establish an office in Japan. As Fipnpenland had already a Japanese
partner, the company inquired help from the partMarubeni played an important role
of Finnpap’s expansion to Japan, because Marulepet Finnpap to find a suitable
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premise, employees and new customers in Japadditiaa, Marubeni provided general
information about the Japanese market. Later, Dafdther Japanese trading house,
joined to the expansion process and Finnpap wehrdding houses established a joint
venture named as Nippon Finnpap. 60 % of Nippongap was owned by Finnish paper
manufacturers UPM, M-Real and Myllykoski, which water acquired by UPM-Kym-
mene. Marubeni and DaiEi acquired the remaining#0f the ownership. Marubeni
Corporation later acquired DaiEi.

In exchange of helping Finnpap to expand to Japathe beginning Finnpap sold
products exclusively to Marubeni and DaiEi.

“It was a good move, because otherwise Finnpap dawdt have succeed in Ja-
pan...Since Finnpap Nippon needed to concentratalyrtwo customers in the Japanese
market, they had time to focus on how to develaplyrts suitable for the market and
how to meet delivery requirements, which play gooirtant role in Japan”

When Finnpap was dismantled in mid-1990’'s UPM-Kymmacquired the assets of
Nippon Finnpap and by 2004 the name was changedP-Kymmene Japan KK. To-
day, UPM-Kymmene Japan is 100 % subsidiary of UPjkhene and the company
sells products of all UPM groups in Japan. Mosthef products are office paper, paper
for commercial use (such as posters and magazanedgabel products. The nearest mill
in Changshu, China is the main source of theseugtsdbut sometimes products are
imported from Finland. Currently UPM-Kymmene Japas 30 individual accounts, of
which 15 are the called as main customers. Onkeoiniportant accounts is the former
partner Marubeni. UPM-Kymmene Japan and Marubdihsive a close relationship,
but their relationship is more of a supplier-disttior —type than a partnership with shared
assets. That being said, the company is not lintibedell its products to a single so
keiretsugroup, since the company is not a main distriutbany of the larger clients.
Because of a limited amount of resources, thene isales department. This implies that
the company is not trying to find new customerthaznmarket and that the already existing
accounts are profitable enough. In general, thetiom of UPM-Kymmene Japan is to
provide technical support and help the local cetat clear the customs. The CEO of
UPM-Kymmene Japan explains that the company stneraye a long history in the Jap-
anese market, products that are exclusive for tagkeh and high quality products. In
addition, UPM-Kymmene Japan is the only foreign edircompany in Japan that is an
associate member of the Tokyo Paper Trade Coungilapan Paper Importers’ Associ-
ation. Being a member of the associations has tehmecompany to develop local rela-
tionships. Currently, all 17 employees are Japanadethey have a small branch office
in Sendai that is focusing on sale support actadrike timber products.

UPM-Kymmene Japan’s market share in the whole papleistry in Japan is approx-
imately 1 %, but in the low weight corded papettisecthe market share is 15-18 % and
in the copy paper section 8-9 %. The largest chgélas to increase the market share in
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the market that is constantly shrinking. In sevearg the Japanese publishing companies
have lowered paper consumption by approximatelydand that is why the market is
very demanding. However, since UPM-Kymmene Japarsisall player in the Japanese
market, they have potential to increase the maikate when the largest players are the
ones who suffer the most due to shrinking conswnptn addition, the representative of
UPM-Kymmene Japan claims that one of the challergleew to convince the distribu-
tors to sell more UPM products, since the distobatiso sells products of UPM-Kym-
mene Japan'’s rivals. Another challenge the compmfacing are different business cul-
tures during negotiations.

“Sometimes | am very confused because sometimedigitibutors says completely
different things than what they really mean. HoMirid out the truth or how to establish
the facts based on these words?”

UPM-Kymmene Japan perceives the future as brigbalme the whole company is
starting to focus more on renewable resources artthps in the future UPM-Kymmene
Japan will also add biofuels to their portfoliopdaese customers, according to repre-
sentative of UPM-Kymmene Japan, are loyal oncd tsugained, and they seldom have
financial problems, which means that bills are gsyaaid in time. Japan is a large market
for the industry and thus UPM-Kymmene wants to kiéggir presence there also in the
future.

Metso Japan K.K. (Flow Control Business)

Metso is a company with a rich history. It was tedavhen Valmet, a Finnish paper and
board machine producers, and Rauma, likewise aidfircompany, but specialized in
fiber technology, rock crushing and flow controlugmns, merged as one company in
1999. Both of the companies’ histories date backd0s when they were established.
Valmet (at that time Valtion Metallitehtaat — théateé Metal Works) was established
when several state owned workshops were mergethexg®&auma (at that time Rauma-
Raahe) was founded from the fusion of several ss/amd timber companies that had
grown out of steam sawmills. Both of the compahi&d done several acquisitions before
the merger. In 1999, Valmet acquired a company Weas the predecessor of Valmet
Automotive, Neles Controls. In 2001, when the meaje/almet and Rauma was com-
plete, Valmet Automotive was renamed as Metso Aotora. The corporation grew or-
ganic and through acquisitions the whole decad&0i3, the Extraordinary General
Meeting took place and approved the parting of blétto two companies. The new
Metso Corporation will be consisted of mining, castions and automation operations
and the rest of operations will form a new compealjed Valmet Corporation. (Metso —
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History). In April 2015, Valmet Corporation acquir&letso’s Process Automation Sys-
tems (Metso Automation KK, in Japan) (Metso newsle2015).

Metso has operations in 36 different countries withr 15 600 employees. The com-
pany’s net sales are EUR 3 658 million and ordeygiwof EUR 3 409 million in 2014.
Metso’s businesses in Japan are under Asian P&idigp that consist 14 % of net sales,
11 % of employees and 15 % of total orders. Thegelstr geographic area in terms of
actions is Europe (including Russia) with 29 % ef sales, 37 % of employees and 26
% of orders. Flow control business, to which Mefagomation Japan KK falls to, is
currently the tiniest business among Metso’s opm@ratwith net sales of EUR 685 mil-
lion. However, it is the second largest in termsepfployees (31 %). (Metso Annual
report 2014).

Currently there are two Metso’s businesses in Jajletso Automation and Metso
Japan. The first one is specialized in processnaation systems and the latter is metal
recycling and flow control. Even though Valmet Gangttion acquired Metso Automa-
tion, the acquisition was completely done whiles tiiesis is being written. However, the
legacy of Neles Controls remained in Metso CorponaiCurrently, Metso Japan has two
offices. One is for the Metal Recycling Businesaed the other for Flow Control Busi-
nesses. However, the offices will be merged lai€2415. In total, Metso Japan has 20
employees (Metso Japan 2015).

The history of Metso’s Flow control Business ddiask to 1970s when Neles-James-
bury (later Neles Controls) made its first dealhnét Japanese customer. At that time,
Neles-Jamesbury was a member of Swedish tradingehnamed as Gadelius KK. In
1980s Neles-Jamesbury opened an office to Jap#rehyselves.

Despite the long history, the company nowaday®isariarge player in the Japanese
industry as its market share is between 0 and teydy depending on the year. Some 95
% of Metso’s Flow Control Business sales in Jamanesfrom the local engineer’s offices
that use the Neles-valves and rest 5 % comes fratsds local partner. Even though
Metso has not fully penetrated the local marketstdd wants to keep their presence in
Japan, because the world’s second largest Enginéers is in Japan and even though
the projects are usually overseas, the contrantting oil and gas business is usually a
Japanese company. Level of cooperation with looatpganies is low even though the
company is eager to find new partners, especiafliyidutors and companies that can
support Metso’s actions in Japan. The current partwhich was found through inner
network, is also distributing other products, se @ challenge for Metso to try to develop
the relationship.

Another challenge Metso is facing in Japan is mtote markets. In Japan there are
several regulations that needs to be considered \@l@ching new products and usually
these regulations and standards are not only te ek product safe but also to protect
the local companies who have a product that matitteeiocal regulations. In addition,
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the local companies are usually a part of largep@@tions okeiretsuthat control the
whole market in general. The distributors and @mtors not want to change suppliers,
because the Japanese companies value long-laskatipmships.

However, despite the challenges, the businessadatioJapan have always been prof-
itable and now when the organizational changeddhe complete, the company can
finally start to focus on the business.

Vaisala KK

Vaisala is a Finnish company specialized in prodgicenvironmental and industrial
measurement solutions. Vaisala was founded in 1@8@s Professor Vilho Vaisala in-
vented some of the operating principles of a ramhde, a tool that measures different
atmosphere parameters. There have been a few dicmqsisas well as divestments that
have made Vaisala more specialized in selectechéssiareas. (Vaisala — History). Cur-
rently, there are two main areas Vaisala is foausito: weather and controlled environ-
ment. ‘Weather’ business segment provides solutmmasproducts to meteorological in-
stitutes, defense forces, road authorities anadigrganization for supporting decision
making under any weather conditions. ‘Controllegiemment’ provides solutions and
products mainly for industrial customers that regua precise working environment.
(Vaisala — Organization 2015).

In 2014, Vaisala operated in over 150 countriesrandt (98 %) of production took
place in Finland. The company has a specific dal@s for each business segment. In
2014 weather segment was 73 % (EUR 219.6 millidriptal sales and the controlled
environment’s segment was worth of 27 % (EUR 8GIRan). The company has divided
markets in three regional areas: APAC (Asian-Pagif\Americans and EMEA (Europe,
the Middle East and Africa). The Americas was Hrgést geographic area with net sales
of EUR 112,1 million (37 %), followed by EMEA witBUR 118,1 million (37 %) and at
last APAC with EUR 75,9 million (25 %). Vaisala eloys globally some 1600 people
and most of the employees are located in Finlaooh€s900). (Vaisala — Financial State-
ments 2014).

Vaisala Japan KK was established in 1980s whena\éastarted to find new markets
all over the world. The internationalization wasessary, because the Finnish market
was too tiny for a company such as Vaisala witkemy gpecific product range (Currently,
only 1-2 % of net sales comes from Finland). Theagany looked for ways to expand
its actions to Asia and at that time Japan seemedteresting country with a lot of op-
portunities. Prior to the expansion, Vaisala alydaad representative agents in Japan, but
the volume at that time was relatively low. Therageroved to be an important factor
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to Vaisala’s expansion to Japan, as the partneksdad information about the local mar-
kets and helped Vaisala by dealing with the loedharities and so on. Vaisala also
wanted to be closer to customers, which made Japaore interesting country to expand
to.

“We acknowledged from the very beginning that Jagaan optimal place for us and
thus we were not just ‘pushing our luck’. We knénattthere is potential for Vaisala to
grow. Also, since we already had customers in Japavas easier for the company to
establish an office rather than send a group opleeioom Finland to Japan many times
a year just for small meetings. It was not onlyrar@stment but way to reduce some extra
costs.”

In 2015, Vaisala Japan KK has two functions: t¢ #ed products that are exported
from Finland and to provide service operationshsag calibrating the meters they have
sold in the area. In addition to Vaisala’'s Japaadearters in Tokyo, the company has
small sales offices in Osaka and Nagoya and adadagyr Since Vaisala wants to be close
to their customers, they have expanded their estiorther large cities in Japan. In ad-
dition, the company has realized that it is monevemient to sell products to local facto-
ries by local salesmen. In total, Vaisala Japanieyegs some 40 people and the amount
of staff has been steadily growing by 1 employgeax. In Tokyo headquarters there are
also two business developers who are constantlgerating with R&D section located
in Finland to find better ways to serve the Japamestomers.

Vaisala Japan’s local partners are distributor$ #hso sell other products besides
Vaisala’s products. According to the representati/®aisala Japan KK, local partners
are vital if a company wants to survive in the Jegs® market, because it is uncommon
to sell products directly to the end customer asdally the distributors already have
existing channels, which makes the penetrationgg®easier. In addition, the end user,
in this case large Japanese car manufacturers, veayestrict supplier policies, which
means that it is more easier for companies sudfaesla to sell products through local
distributors rather than try to sell directly teetend user. As Vaisala is a small player in
a large market, it is vital to have many distribgidecause different end users have dif-
ferent suppliers. To keep sales volume high, Vaisals large amount of distributors in
Japan, which is relatively high, as Vaisala haslg2-3 distributors in a country. There
is also an advantage to having so many distributbescompany is not limited to sell
products to only one keiretsu.

“We are selling our products to everyone, so weraebound to a single trading
house. However, we can make product variationssggeaific customer, if necessary, but
that does not exclude other customers.”

The cooperation with local distributors is not oalfpuyer-seller-relationship, but also
sharing information and resources. Vaisala is lyigitolved in the selling process with
the distributors by attending negotiation events] & the end user is an uncommonly
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large customer in the industry, Vaisala usuallydses group of engineers from Finland
to attend to the meetings. Sometimes, Vaisalalafs its distributors to find new cus-
tomers and gives information about new productsdigling training sessions. Mutually,
the distributors provide vital information aboug¢ ttnarkets. However, there are also chal-
lenges. The distributors are not committed enoogtell Vaisala’s products, as they have
other products also in their portfolio, and Vaisala&oping that the distributors would be
more proactive. Usually offering sales trainingttimeludes also finding new customers
solves these kinds of challenges. Another challesdlee Japanese way of doing busi-
ness. If the distributor is landing a large-scaaldthere is a chance that the distributor
is hiding the information to prevent Vaisala frosllisig its products directly to the end
user. However, Vaisala has conducted a model im aithis kind of challenge.

Since Vaisala Japan’s net sales are correspondthgive amount of distributers
in Japan, it is important to increase the amoumlisifibutors in order to increase the
sales. The company has methods for how to findetemnels. At first, the company
is using its business development section to fredsin Japan where Vaisala is not
yet doing business in, but where there is potetdiglow. When the target is located,
company starts to do research about the area &fadsiéila’s local offices are located
near to the area, the company will send an emplaye® field research just get to
know the area and so on. If potential distributars found, the negotiation starts.
Secondly, Vaisala attends industry fairs very otted the company thinks that the
fairs play an important part in creating new cotgaln some extreme cases, a poten-
tial distributor has contacted Vaisala, but suctesaare very rare.

Vaisala’s strength in Japan is a product that isirsque that there are only few
competitors. The company is continuously improwimgr products, which makes the
company usually one step ahead from the competitoeddition, the quality of the
product is well known and that is why Vaisala i¢ ntompeting with prices. And
especially in Japan, customers are more interestéte quality rather than of the
price.

“It is important that measurement tools works petlig because some products
are so sensitive that even a small change in th&ing environment, such as humid-
ity, can be fatal for the products. That is why lgyacomes before price.”

Vaisala mentions bureaucracy as a challenge imJagpthere are additional stand-
ards that need to be met, and they are only needédpan. In addition, Japanese
customers are more demanding, which means thaaMaieeds to create more spe-
cific informative label of products that requirémé and to make sure the quality is
topnotch. In case of mistakes, there is a procettufellow, and if the mistake was
to happen again after the procedure, it would hllercompany’s reputation.



85
Wartsila KK

Wartsila is a Finnish company specialized in conepldéecycle power solutions for the
marine and energy markets. The company was estatilis 1834 when a sawmill was
constructed in Tohmajarvi, Finland. The sawmill waglaced by an iron mill and in the
turn of 20" century, the mill had expanded and specializetan works. In 1930 the
Wartsila group expanded its product portfolio bg@ong companies that owned pro-
duction of ships, paper machines and other indglgtroducts. In addition, later in that
decade, the group made the first licensing contrbdiesel engine and in 1940s the first
diesel engine was built. The next following decadese steady organic growth as well
as acquiring different Finnish companies from ddfe fields of industry. In the late
1970s, the group did its first international acgiga by acquiring a Swedish diesel busi-
ness. International expansion continued by acquglobal as well as Finnish companies
that were related to maritime industry. The groap made several strategic decisions
and had sold several other companies to other grang Wartsila started to focus more
on maritime and power industries. (Wartsila — Higt2015).

Today, Wartsila has operations in over 200 cousitaied in 2014 the net sales was
EUR 4799 million and the group employed over 17pe0ple worldwide. Wartsild’s
businesses are divided in three sections: Ship p&wsver plants and Services. The ship
power division is focusing on ship machinery, prigmn and maneuvering solutions.
This division can provide everything that is neetieduild a ship, except a hull. Wartsila
Ship Power net sales were EUR 1702 million ancd & personnel of 5600 worldwide
in 2014. Wartsila Power Plants offers differentiaons of power plant solutions from
a complete power plant to a single generator. Tiisidn had net sales of EUR 1138
million and employed some 1000 people worldwid20d4. The last division is Wartsila
Service, which is by far the largest division oa Htale of net sales and personnel. This
division provides service, maintenance and recamditg solutions for the Wartsila
products. In 2014 net sales were EUR 1939 millimhthe division employed over 10000
people worldwide. (Wartsila — Company 2015).

Wartsila has a long history in Japan as in 1912nAbelzer Engine, which was ac-
quired by Wartsila in the 1990s, opened a saleseoih Kobe. Sulzer Engine and
Mitsubishi Heavy Industries, Ltd. made the firgelnse contract in the 1920s and in the
1940s the major shipyards, such as Harima Shipfandently under name of Diesel
United, Ltd.), joined to Sulzer Engine’s licensingtwork. Wartsila entered the Japanese
market in 1984 when the first sales office wasldistiaed. Before the expansion, Wartsila
had already connections to Japan, but not in & Iscgle. Since the company now has the
office in Japan they could focus on acquiring lacgstomers. In 1988 the first auxiliary
engines and first Diesel Power Plant engines weligaeted to Japan. However, due to
an increase-of in sales of four-cycle engines, ¥ilarheeded to open a maintenance unit,



86

as only Wartsila’s own engineers are able to domteaance work on these motors. Nat-
urally, the more motors were sold, the more presénoeeded in the market. In the late
1990s and early 2000s Wartsila Japan experiendetatit kind of structure changes,
such as a joint venture that lasted only 4 yeaund various mergers. (Wartsila in Japan —
history).

In 2015, Wartsila Japan has four offices and oneufaeturing plant in Japan and the
company employs about 200 people. Wartsila Japgpesations consist of power plant
and ship power solution sales, service for botltgms and production and selling of
seals and bearings for the marine applications nféeufacturing plant of seals and bear-
ings were acquired in 2007 to cover all the phadest is needed to build a ship, expect
the hull. Seals and bearings are sold through \l&stdapan own maintenance and ser-
vice network. However, the company is using disiiglos in the area that is not important
to Wartsila. Usually, the competitors of Wartsildvle outsourced the seal and bearing
solutions.

“There are only few things what we cannot offettte ship builders in addition to the
hull itself. However, since we can cover almostghng else, it gives us competitive
advance, because if all the solutions, from engineavigation system, are purchased
from us the customer can be sure that the all thiage optimized and integrated per-
fectly.”

A large product portfolio has been a strength oftéilé as when all the products are
purchased from Wartsila, there are no integratimblems, as every part is designed to
work perfectly together. However, Wartsila can p#epart-solution as well instead of a
complete package, if necessary. Usually, since gtuduction is a long and money-in-
tensive process, all solutions are bundled togethexddition, Wartsila’s engines have a
good reputation and they are fuel efficient, whinhkes them more environmentally
friendly.

Since the two-cycle engines are too large to stumfthe factory to the shipyard,
licensing is necessary in the industry. And thedpobion needs to take place near by the
shipyard. Currently, Wartsila Japan, in the shipding industry, has one fixed licensing
contract with Diesel United (former Harima Shipyarthe relationship is close as Wart-
sila is present in every phase of the productiatgss. The companies sell, design and
arrange a maintenance service together. Dependirigeoproject and contract, in Japan
Wartsila is aiming to take care of all service afmes that are produced by Diesel
United, as maintenance service is the most pradéitphart of business in the industry,
according to the representative of Wartsila Japanontrast, four-cycle engines are ex-
ported from Wartsild’s factories to Japan. The es@four-cycle engine factories are lo-
cated in South Korea and China.
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Wartsila Japan has also another partner in the lmhiding industry, but with that
partner there are no fixed contracts as the paisraso a competitor of Wartsila. How-
ever, there have been several projects where lootipanies have done intense coopera-
tion. In fact, this transactional company usedaweha license contract for Wartsila’s two-
cycle engines. The contract was terminated asdbperation was questioned. After all,
the partner was also a competitor.

“It depends so much on the end user of the shigt Wihd of cooperation is done with
the former partner: if the buyer wants Wartsilalsgene to be installed in the ship, the
former partner cannot argue with that. This kindcobperation is typical in this indus-
try.

As there are only few players in the industry, gv@mpany knows everyone. This

also means that Wartsila is not bound to only amrapgany and it is open to do business
with every ship manufacturer. It all depends ontwkirad of a ship needs to be built and
what are the preferences of the end users. Wadapan is not a part of akgiretsu
because ship building process is an individual @sec

In the power plant business in Japan the coopera&idifferent as all large Japanese
corporations that are related to the power plasistry has their own EPC — companies.
EPC is abbreviation of words Engineering Procurdn@@mstruction. These companies
are the ones who produce or coordinate the pramuofipower plants. In other countries,
Wartsila is offering power plant solutions whered@#é is the producer and coordinates
the production. This has made Wartsila to appliedéint methods in the Japanese market
and sell only a part of the power plants. Wartiiki started by offering engines only and
when the company gained trust of the EPC — compamere Wartsila’s products were
added to the total selection. In addition, the @nes of Wartsila Japan in the power plant
industry is necessary, as the Japanese EPC — casap large players in the global
power plant production industry. To have an officelapan helps Wartsila to become
closer to these companies and do cooperation m t

The challenges that Wartsila is facing in Japanrelsed to Wartsila’s image as a
Finnish company, quality issues and low marginsrtgila Japan is trying to be as local
company as possible as it makes the business tnaightforward. Wartsila Japan indeed
is emphasizing this as there are only 2 Finnisfi ated the rest (198) are Japanese. In
addition, the quality is a challenge as the qualigds to be top notch in the Japanese
market and since the Japanese customers are useckitent quality, the profit margins
are low. As the representative of Wartsila annodn¢# seems that Japanese are
ashamed of making profit”.
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Outokumpu KK

Outokumpu is a Finnish company specialized in fgagisteel that is used from consumer
goods to large construction sites. The companyg®hy dates back to 1910 when a rich
copper ore deposit was found in Eastern Finlandinguhe first 4 decades, Outokumpu
specialized in copper production and in the 195@kthe 1960s the company started to
expand into other metals, such as nickel, zinmmlerand cobalt. Due to expansion the
company’s net sales increased tenfold by the 1980sddition, the company was one
step closer to its current state, as now it haesscto nickel and chrome sources, which
that are key components when producing stainless.dn 1980s Outokumpu started
international expansion as the company startexauest its ore resources in Finland.
The company started to acquire mines and semi-ptdduilities in Europe and in the
United States of America. During the same decddecompany was listed on the Hel-
sinki stock exchange. In 2000 Outokumpu made #egfiadecision to focus on stainless
steel and sell other business operations. In aid@iutokumpu and Avesta Sheffield, a
company specialized in stainless steel, combined #tainless steel operations and
formed a new company named AvestaPolarit. Threesykder, Outokumpu bought
Avesta Sheffield out and AvestaPolarit and itsargiwere attached to Outokumpu. In
2010s Outokumpu became the global leader whengitiged its rival Inoxum GmbH.
(Outokumpu — History 2015).

In 2014 Outokumpu consisted of five business ar€ag:EMEA and Coil Americas
that are specialized in coil operations and s&ed. EMEA’s business area is Europe,
Middle East and Africa which includes over 7000 égpes and net sales of EUR 4520
million whereas Coil Americas’ business area is UB® Mexico which includes some
2000 employees and net sales of EUR 906 millionmitg@umpu — Coil). Other business
areas are APAC that includes all Outokumpu’s astimnAsia Pacific area with some
600 employees and net sales of EUR 444 million,r@ualate operations that includes
some 700 employees and net sales of EUR 450 mibiod finally Long products oper-
ations that includes 650 employees and net salethwbd EUR 551 million. The latter
two are more product oriented business areas vetsettee first three are more geograph-
ical oriented. (Outokumpu — organization 2015).

In total, Outokumpu operates in 45 countries. To®gany has production units in 8
different countries, sales offices in 34 differeatintries and 18 agents and service center
for coil and plate products. (Outokumpu 2015).He areas that are not covered by own
presence of Outokumpu, the business is done thragghcies.

In Japan, Outokumpu started its actions in 1984wthe company started its interna-
tionalization process. The company already had soongacts in Japan, but they were
more passive than active at that time, so the cagnasked help from Embassy of Finland
in Japan, as at that time there were no organizatike Finpro that could help companies
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to go abroad. At the same time an office was opeéme&ingapore. Before Outokumpu

opened its office in Japan, the company sold teldgyahat is related to copper produc-
tion to the Japanese manufacturers and when the affis opened, the main products
were stainless steel, ferrochrome, one of the m@amponents in production of stainless
steel, and other Outokumpu products.

Currently, Outokumpu Japan KK employs 5 full-timerkers and the products that
are sold in Japan are stainless steel productteammthrome. The products are exported
from Outokumpu’s production sites and transportethé customer in Japan. The main
function of the sales office in Japan is to provigehnical support and education to the
local distributors and support the head quartefimand when people from there are
coming to Japan to visit the customers. The codiperavith local companies is mostly
of a distributor—supplier —type of a relationshag, 70 — 80 % of sales comes from the
distributors and the rest from the end-users. d©hallmarket is very competitive as there
are many local companies that are parkaifetsuand there are large players in the in-
dustry in China and South Korea. In addition, tidstry is over-supplied globally which
means that the price has gone down and the pritetion may continue in the future.
Outokumpu covers only 1 per cent of the Japanesalests steel markets.

“Keiretsus indeed have an effect when doing businethe industries we are in. How-
ever, since we are a small player in the Japanemd&eh, and we are not a main supplier
to any company, we are not bound to a single ksirdf we were a larger player here
the things could be different. In that case we ddod part of a keiretsu.”

In addition to distributor-relationship, Outokumpas also done technology transfer
and other types of transactional resource trangitérlocal companies. Outokumpu did
more technology transfer when the company was foctesed on copper products. How-
ever, the company has also done engineer exchangety means that the company is
sending one or two engineers to the partner’s fattdearn something new and mutually
Outokumpu receives engineers from the partner cagnfoa a short period of time. Usu-
ally one engineer exchange lasts couple months.

In addition to distributor-relationship, Outokumpas also done technology transfer
with local companies. Technology transfer includs® short-term human resource ex-
changes, or “engineer exchange” as it is calle@utokumpu. During the engineer ex-
change the included companies change one or twioesrgo work at the partner com-
pany for a couple of months.

According to the representative of Outokumpu JakKn partnership is very im-
portant in the local market, even though technoltvggsfer and engineer exchange are
not necessarily regarded as important. It is jastething to create value and strengthen
relationships. Knowing the right distributors iretdapanese market is vital because it
provides a way to take part of larger projects.
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Outokumpu has found its partners for technologydier, engineer exchange and for
distribution from its internal network because ihaustry is relatively small in terms of
players, so basically every company knows everybmaddition, since Outokumpu has
done a lot of acquisitions, its network has expdn@elically and changed the need for
partners. For example, when Outokumpu decideddasfon stainless steel, the company
needed to expand its network and narrow its coppaatuction network, since it is no
longer needed as much as in the past.

Despite the fact that Outokumpu is a tiny playethi@ Japanese market with market
share of 1 per cent, it is the most known non-Jagarsupplier in the country. Further-
more, since Outokumpu is more practical and flexiblan its rivals in Japan, the com-
pany is capable of producing materials that othegsiot. Other strengths of the company
in Japan are long history, good reputation andityudlhe challenges in Japan are quality
(control) and global oversupply, which creates gues to drive the prices down. How-
ever, Outokumpu is focusing on its strengths ao#it@ for new products that Japanese
companies cannot or do not want to produce.

ViskoTeepak YK

ViskoTeepak is a company that is formed by merdgdwo companies: Finnish Visko
and American Teepak. The company specialized nodid, cellulose and plastic casings
for the food industry. Visko was founded in 19521 dhe production started next year.
During the first decade the company produced oalipphane casing and in 1962 the
production and sale of fibrous casing startedthin1960s American based casing com-
pany Teepak expanded its actions to Europe by ngenservice center. Both companies
expanded their actions in Europe and increased ploeifolios by adding new products.
Both companies put emphasis on product developtoeiny and meet the demands of
the market. In 2007 Visko acquired Teepak’s Eurapagerations. The new company
was named as ViskoTeepak and by merger the conijganayne the largest fibrous casing
producer in the world. (ViskoTeepak 2015).

Today ViskoTeepak employs over 1100 people all dveworld and the company’s
head office is located in Marienhamn, on Alandrigkin Finland. ViskoTeepak has two
production plants in Europe and one in Central Acaeas well as sales offices in Mos-
cow, Tokyo, Shanghai and Mexico City. In addititimere is a representative office in
Zurich. The company has customers in over 80 camsénd the company has put em-
phasis on tailor-making solutions and importancpastnerships. On the ViskoTeepak’s
website all local partners and their contact infation are introduced. (ViskoTeepak —
About us).
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ViskoTeepak opened its sales office in Tokyo in@O®&hen the company wanted to
expand its actions to Asian markéf.we truly want to be a global company, we hawe t
have an office in Asia, tooThe company did not have any contacts in Japanrdéie
expansion, however before the merger of Visko aeepak, Teepak had some passive
contacts in Japan, but they were not used. InstéakipTeepak received help from Jetro,
Japan External Trade Organization that is a Japag@grnment-related institute to at-
tract foreign investment to Japan. Jetro providek&Teepak with an office in Tokyo
for two months and helped with the bureaucratiogss In addition to help from Jetro,
the company received help also from the Japanefeofiithe sales manager of Vis-
koTeepak.

ViskoTeepak has one employee in Japan and the gifilesss function is to provide
technical and sales support to the local distribatm sub-distributors and to develop the
business in Asia Pacific area. Routine based bssiisedone in Finland and the products
are exported from Finland, Belgium or Mexico depgegdn what products are sold to
Japan. Currently, ViskoTeepak has one active Ipadier that is the main supplier to
the sub-distributors. The end users of ViskoTeep@kdbducts are food manufacturers
that produce sausages. The relationship with theerulocal supplier is a legacy of
Teepak as the company and the partner in Japakrwad each other over 30 years.
However, the volume of business was relatively bmfore the merger and more active
cooperation started in the 2000s. The companie®g $behnical and market information
with each other, create marketing campaigns, sefrean goals and negotiate with po-
tential end users. Even though ViskoTeepak hasamddistributor, the company’s mar-
ket share in Japan is approximately 30 percentlagrd are no local competitors in the
field.

“This Japanese supply chain differs from other neéskvhere we are present, because
in Japan, there are many different tiers that tihedoict need to pass before it ends up to
the consumer. It is a good and a bad thing at #iaestime. Good thing is the flow is
faster, but the price will increase as every tiequires its share of the price.”

ViskoTeepak is also proactively finding new partnespecially in the Japanese mar-
ket as the company has other products that migreg patential to be successful in the
market. Partner finding is usually a long procass ia takes time to gain the trust of a
Japanese company, before it can be called asreeparhe representative of ViskoTeepak
Japan emphasizes that partners are a key componeging successful in the Japanese
market and it requires time and money to establisbfficient network, but it is worth it,
as when you gain the trust of the local compamiesg business becomes more straight-
forward.

ViskoTeepak is very open to its partners and thepamy is expecting similar behav-
ior from their partners. Usually the partners apeadly open to the company, but in Japan
the problem with the partner is that the partnés tenly limited amount of information
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and the partner is not very likely to share anyitamithl information — only information
what the partner perceives to be shared. Thiseis as a problem in ViskoTeepak, as it
wants to be as close the end user as possibleasahty can develop their products.
However, the current partner has proven to behiglieo ViskoTeepak as the partner is
only selling ViskoTeepak’s products. Perhaps tlasoe is the niche nature of the product
or the contract between the companies. Howevekolisepak is not worried that the
sub-distributors are selling also rivals’ produgssiong as the mutually agreed goals are
reached.

ViskoTeepak’s strengths in the Japanese markej@d quality of products, long
history in the industry, global presence and knolgéeof the products. In addition, since
there are no local companies in the market of sSmm@ucts, the penetration of the market
was relatively easy. In contrast, ViskoTeepak hiad to sell their other products also to
Japan, but since there are already local playetisalhmarket, the penetration has been
proven to be difficult. However, since ViskoTeepals a 30 per cent of the market share
of fibrous casings for sausages, it will focus loattmarket and aiming to grow steadily.



