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(Abstract)

Firm Performance and Joint Venture
: Manufacturing vs. Service vs. Finance

*

Yim, Hyung Rok* - Jung, Won Jin*

This paper studies how joint venture affects firm performance. Two purposes are set to purse
the paper. First, we scrutinize the strategic advantage of joint venture, as a significant firm strategy,
on firm performance, and second, we study which sector benefit more from joint venture between
manufacturing sector and non-manufacturing sector, particularly dividing into finance sector and
service sector. This approach is useful because different industries have different industry
characteristics. For instance, joint venture can enlarge the size of service industry instantaneously
because huge initial sunk costs or physical investments are necessary. In contrast, partner firms
can share fixed costs through joint venture, which can improve profitability.

In order to pursue the paper, we apply panel fixed effect model. The two types of dependent
variables are used; total assets and sales are the proxies for measuring size expansion, and total
revenues and gross profits represent profitability. We use annal joint venture information from
Bloomberg dataset and other variables are collected from Compustat.

The main findings are to the followings. First, when it comes to size expansion measured by
total assets and total sales, the contribution of joint venture turns out to be greater by the order
of finance sector, service sector, and manufacturing sector. In terms of profitability measured by
revenue and gross profits are greater by the order of manufacturing sector, finance sector, and service
sector. These results clearly demonstrate that joint venture has different contributions to different
industry groups. This is probably because, in service area, joint ventures are contracted as a single-shot
game; however, in manufacturing sector, both participants invest sequentially according to the
investment scheme in a joint venture. Alternatively speaking, joint venture has a lag effect on

manufacturing sector.

Key Words: Strategic Alliance, Panel Analysis, Size Expansion, Profitability, and Industry Analysis
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