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Studies in the literature have investigated the effect of open innovation in

mainly the home market, but this paper investigates the effect in the home as well as foreign
markets, including the developed and emerging markets. We use the data of Japanese firms that
collaborate with local firms in each market. We find that open innovation has a positive effect on
research and development (R&D) in the home market. Open innovation has a positive effect on R&D
performance in a foreign developed market only when equipped with leak protection; however, it has
no effect in an emerging market even when equipped with leak protection. Furthermore, open
innovation has a negative effect on R&D performance in emerging markets when employing a formal
alliance. We assume that the firm could exceed its governance costs in emerging markets, where the
intellectual property regimes would be weak, by having to enter into complete contracts with the
local firms or taking up some portion of their capital.
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