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ABSTRACT

This study investigates several core aspects of the management and performance of
International joint ventures with parent firms from Europe, North America and Australia.
The tocus of the study is the relationships between management control of 1JVs,
autonomy granted to the [JV management, trust between 1JV partners, perceptions of
cultural differences between 1JV partners and the performance of 1JVs. The study builds
on the existing literature by examining new data and providing new empirical insights.
Data was collected by means of an international mail survey using a self-administered
questionnaire and an e-mail survey. The General Directorate of Foreign Investment
(GDFI) database in Turkey and the OSIRIS database served to provide two sampling
frames for the data collection. The perspective of this study is an empirical investigation
of the nature of management control exercised by the parent firms over the joint
ventures. This study provides new evidence on the relationships between the dimensions
of management control and the performance of a sample of JVs. The overall concept ot
autonomy 1s examined by discussing differences in the management and control of
decision-making as categorized by operational versus strategic decisions. Furthermore,
the influence of 1JV performance and 1JV duration on autonomy is considered. The
relative importance of both national culture and corporate culture ditferences on the
management of the joint venture is considered. The influence of joint venture age and the
influence of autonomy granted to JV management are investigated with particular
reference to culture. This study provides a framework of trust by treating perceptions of
cultural differences as antecedents to trust, the degree of JV autonomy granted as a
consequence of trust and JV performance as both antecedent to and consequence of trust.
This study identifies the key determinants of 1JV performance as management control of
[JVs, autonomy granted to the 1JV management, trust between IJV partners and

perceptions of cultural differences between 1}V partners.
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CHAPTER 1: INTRODUCTION

1.1 Introduction

Research on strategic collaboration between firms has received increasing attention in the
literature during the last two decades (see Reus and Ritchie, 2004 for a review). The joint
venture (JV) 1s one of the most frequently used contractual forms in strategic alliances.
International joint ventures are a major means of global expansion for multinational
enterprises (UNCTAD, 2004). Joint ventures are superior to markets and hierarchies
when firms face uncertainty about future development or when information is inadequate
(Balakrishnan and Koza, 1993). Nevertheless, the inherent complexity of having two or
more owners who may be competitors and collaborators leads to certain difficulties in
management. Such problems are magnified when an international joint venture (IJV) is
operating in a risky and uncertain setting in which political and opportunistic behavior is
rife, as this increases the transaction costs due to increased monitoring, communication,
and negotiation requirements (Beamish and Kachra, 2004; Frayne and Geringer, 1990).
Thus, joint ventures can only be justified when the benefits of joining outweigh the
Increased governance costs and possible leakage of know-how (Beamish and Banks,
1987). Maintaining effective and efficient control over operations and sustaining the

commitment of the partners are therefore the keys to the success of 1JVs.

The present study aims to investigate some core aspects of the management of
international joint ventures with parent firms from Europe, North America and Australia.
The focus of the study is the investigation of the relationships between the factors
influencing the management and the performance of 1JVs, including: management
control of 1JVs, autonomy granted to the IJV management, trust between 1JV partners
and cultural difference between 1JV partners. It involves a survey of 109 parent firms that
have formed joint ventures with foreign firms. A distinguishing feature of this thesis 1s
that it examines the perspectives of the respondent companies with respect to the
influence of “soft” variables, such as autonomy, trust and culture, on the effective
management of these international interfirm relationships. The intention of the study 1s

not to develop new theoretical perspectives of joint venture management and




performance, but rather to work within the context of prevailing theoretical views. This '
study 1n part is a replication of the studies conducted with some of the same hypotheses
examined but with extension to a different data set. The next section provides a brief
review of the definition of JVs. The third section provides a conceptual model of the
study. The fourth section provides an outline of the thesis and the fifth section sets out

the areas of research that the study explores. A summary is provided in the final section.

1.2 International Joint Ventures

Joint ventures (JVs) involve two or more legally distinct organizations (the parents), each
of which actively participates in the decision-making activities of the jointly owned entity
(Geringer, 1988). If at least one parent organization is headquartered outside the JV's
country of operation, or if the venture has a significant level of operations in more than
one country, then it 1s considered to be an international joint venture (1JV). This entity 1s
subject to the joint control of 1ts parent firms, each of which 1s economically and legally
independent of the other (Shenkar and Zeira, 1987: 547). A joint venture is further
defined here as an affiliate where foreign ownership falls between 10 per cent and 90 per
cent. According to US Department of Commerce and Chowdhury (1992), atfiliates with a
foreign shareholding of less than 10 per cent are considered to be porttolio investments.

An affiliate with foreign ownership of more than 90 per cent is viewed as a wholly-

owned subsidiary (WOS).

Two contractual forms of JV can be identified - equity joint ventures and non-equity joint
ventures. Equity JVs (EJVs) involve the establishment of a new company — the child - in
which two or more partners - the parents - hold an equity stake (Harrigan, 1985). Each
partner will expect to participate in the decision-making activities of the JV and will also
anticipate a proportional share of dividend and expect representation on the board of
directors (Harrigan, 1985; Geringer, 1991). Non-equity JVs (NEJVs) in contrast do not
involve the creation of new firms; rather they are formal long-term agreements between
partners to co-operate in some activity. The establishment of NEJVs involves the
allocation of tasks, costs and revenues, and they involve at least a moderate degree of

inter-organizational dependence (Contractor and Lorange, 1988).




1JVs are commonly used by firms as a means of competing within multi-domestic or
global competitive arenas (Porter and Fuller, 1986; Harrigan, 1988). Joint ventures are
likely to be established by parent companies when the partners are unable to pursue a
development on their own, either because of lack of expertise or resources, or because
they cannot dominate the marketplace to a sufficient extent to enable them to buy-in or
takeover existing sources of expertise (Pfeffer and Salancik, 1978; Harrigan and
Newman, 1990). Joint ventures represent an effective way of coping with the increasing

competitive and technological challenges (Perlmutter and Heenan, 1986).

Among other benetits, IJVs can help firms share costs, enter new markets (Glaister and
Buckley, 1996), supplement their capabilities (Inkpen and Dinur, 1998; Hitt et al., 2000;
Lane et al., 2001), seek more radical innovations by integrating knowledge from different
areas of science and technology (Lubatkin et al., 2001; Nummela, 2003), and create
common platforms for products and services (Mowery et al., 1998; Caloghirou et al.,
2003). Western firms opt for 1JVs as a method for continued growth and survival in light
of maturing local markets and increased international competition (Morris and Hergert,
1987; Gomes-Casseres, 1989; Glaister and Buckley, 1994). However, despite their
increasing number and the strategic advantages they provide, 1JVs emerge as a
problematic organizational form in terms of performance (Beamish and Delios, 1997;
Robson et al., 2002; Brouthers and Bamossy, 2006) and also bring challenges not found

within domestic alliances.

1.3 The Management and Performance of 1JVs

Research on international joint ventures (IJVs) has continued to attract the attention of
international business scholars in light of the popularity of 1JVs and their overall
unsatisfactory performance (Choi and Beamish, 2004; Geringer and Hebert, 1989; Luo,
Shenkar and Nyaw, 2001; Yan and Gray, 1994). Parkhe (1993) has identified four major
dimensions of JV study in the prior literature: motives for JV formation, partner selection
characteristics, control/conflict, and JV stability/performance, and in reviewing these

lines of study he concludes that researchers have non-cumulatively focused on different




dimensions. It is the purpose of this study to attempt to relate two of the four core
dimensions of JV study identified by Parkhe, those of the management/control of JVs and
JV performance. The focus of the study is the investigation of the relationships between
the factors influencing the management and the performance of 1JVs. Figure 1.1 provides
an overall model of the factors for the focus of this study and the predicted relationships
between them. As shown 1n Figure 1.1, the factors influencing the management and the
performance of 1JVs consist of: management control of 1JVs, autonomy granted to the

IJV: management, trust between 1JV partners and perceptions of cultural difterences

between 1JV partners.

Figure 1.1 Model of the management and performance of 1JVs
Management
Control 1n the 1IJV

The extent of
control achieved
by the parents

The mechanisms
the parents use to
exercise control

The focus of control

over which parents
exercise control

Autonomy granted to the 1IJV
management

Perceptions of cultural
differences between
the 1JV partners

Performance of the 1JV

Trust between
the 1JV partners =




As shown in Figure 1.1, the aim of this study is to address mainly the following
relationships: (1) Does performance of the IJV vary with the level of management
control?; (2) Does performance of the [JV vary with the level of autonomy granted to the
1JV management?; (3) Does performance of the IJV vary with the perceptions of culture
difterences between the 1JV partners?; (4) Does autonomy granted to the JV management
vary with the perceptions of culture differences between the 1JV partners?; (5) Does
performance of the 1JV influence trust between the 1JV partners?; (6) Do the perceptions
of culture differences between the 1JV partners influence trust between the 1JV partners?;
(7) Does trust between the 1IJV partners influence the level of autonomy granted to the
IJV management?; (8) Does trust between the 1JV partners influence performance of the

JV?; and (9) Does the level of autonomy granted to the IJV management influence the

performance of the 1JV?.

1.4 Thesis Structure

Figure 1.2 provides an overview of the thesis and as shown, the thesis 1s divided into 9
chapters. Chapter 2 reviews the main theoretical perspectives regarding the management
and the performance of 1JVs. The literature review is divided into four sections: control
and autonomy of international joint ventures, cultural differences between joint venture
partners, trust between joint venture partners and performance of international joint
ventures. The sections of the literature review are dictated by the factors influencing the
management and the performance of 1JVs, chosen for the investigation of this study and
shown in Figure 1.1. The literature review provides a theoretical background to the study
and considers the previous findings. Chapter 3 sets out the research methods employed to

collect the data for undertaking the empirical analysis.

The analysis of the primary data is presented in Chapters 4 to 8. These chapters are
structured in parallel to the sections of Chapter 2 and are organized as follows: the nature
of management control in IJVs, the autonomy granted to joint ventures, the perceptions
of cultural differences and the management of culture, the antecedents and consequences

trust between joint venture partner firms and determinants of IJV performance.




Figure 1.2 Overview of the Thesis Structure

1. Introduction
2. Literature Review

2.1 Control and
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International

Joint Ventures
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Differences
between Joint
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2.4 Performance
of International
Joint Ventures

3. Research Methods

4. The Nature of Management Control in IJVs

5. The Autonomy Granted to Joint Ventures

6. The Perceptions of Cultural Differences and the Management of Culture

7. The Antecedents and Consequences of Trust between Joint Venture Partner Firms

8. Determinants of IJV Performance



The background literature, the research hypotheses of the study, measures of the
variables, the results and the discussion are detailed in each of the respective analysis
chapters. The literature review provided in Chapters 4 — 8 aim to review the main
published work concerning the hypotheses and to demonstrate how the hypotheses relate
to and are built upon previous studies. Lastly, Chapter 9 provides a review of the study

including a summary of its findings. The content covered in each of these chapters is

described in detail in the next section.

1.5 Domain of the Study
Chapter 2, the literature review is divided into four sections: control and autonomy of
international joint ventures, cultural differences between joint venture partners, trust

between joint venture partners and performance of international joint ventures.

Section 2.1 of the literature review considers control and autonomy of international joint
ventures. This section focuses on the nature and basis of control in IJVs and the options
available. It begins by discussing why control is such an important issue for 1JVs. The
attributes and dimensions of control are then identified. Distinctions are drawn between
strategic and operational control. Equity share, bargaining power, and resource provision
are seen to provide foundations for partner control in 1JVs. The literature on joint-
ventures has emphasized the joint-venture as a "child" of dominant parent organizations
without paying much attention to the internal processes of managing the joint-venture. In
particular joint-ventures have the potential to develop strategy of their own and to make
autonomous decisions. Arguments against and for 1IJV autonomy are presented. An
explanatory model of joint-venture autonomy is discussed using resource-dependence
and transaction cost theories. Finally, the mechanisms available to joint venture managers

to influence and gain compliance from parent firms are addressed.

Section 2.2 of the literature review considers cultural differences between joint venture
partners. This section examines the ways in which culture can impact upon the
implementation of cooperative strategies. It shows how culture can create barriers to

collaboration between organizations and yet how, at the same time, the knowledge



embodied in cultures can provide a valuable resource for an alliance. Three commonly
used measures of cultural distance- Hofstede’s data dimensions of national culture, the
Kogut-Singh data index of cultural distance and Ronen and Shenkar’s data culture
clusters- are summarised. The following points are addressed: why culture is relevant for
cooperative strategy, what specific consequences culture can have and what options there
are for managing cultural diversity within alliances. The effect of dimensions of national
and organizational culture differences on international joint venture (IJV) performance is
examined. Six core organizational practices that differentiate organizations in their
management orientation suggested by Hofstede are discussed. The influence of cultural
distance on control of the joint venture is examined. Using Hofstede’s five national
culture dimensions, the fit between management practices and national culture are

examined. Finally, the limitations of Hofstede’s framework are addressed.

Section 2.3 of the literature review considers trust between joint venture partners.
Although trust has been i1dentified as a critical factor in alliance management, rigorous
conceptual and empirical developments of alliance trust have remained elusive. The
objective of this section is to develop a conceptual understanding of joint venture trust.
JV trust is defined as reliance on another JV party (i.e., person, group, or firm) under a
condition of risk (Currall and Judge, 1995). Previous literature on trust is reviewed and
this shows that trust has been viewed from three different perspectives: structural, social,
and psychological. This section focuses on two approaches towards managing
interorganizational relationships. One is based on opportunism and focuses on
contractual mechanisms (the contract-centred approach) while the other is based on trust
and focuses on cooperative mechanisms (the relationship-centred approach). A
framework of the antecedents and consequences of JV trust is discussed. The factors
considered as antecedents are: prior cooperative relationships, habitualization, individual
attachment, organizational fit, and assessment of partner competence. Proposed
consequences or outcomes of JV trust include forbearance, governance structures,
relationship investments, increases in JV scope, and JV performance. How the two

concepts of trust and control operate in a parallel fashion to generate confidence in



partner cooperation is examined. The complexities of the trust-control relationship are

explored and the impact of control mechanisms on trust level is discussed.

Section 2.4, the final section of the literature review, considers performance of
international joint ventures. This section examines the prior literature on JV performance
and indicates three areas in which major inconsistencies occur. First, whose perspective
is used for performance measurement—that of one parent, two parents, or the JV
management? Second, variations occur in performance measures which may range from
financial performance indicators to subjective perceptions of performance. Third, the
appropriateness of different performance measures changes as a JV matures. Moreover,
these inconsistencies make cross-study comparisons and generalisations about JV
performance particularly problematic. The debate over JV performance measures is
clearly a sub-set of wider concerns regarding the assessment of organisation performance
in general, in which the evaluation of JV performance is a particular challenge. The
controversy about the variables that predict performance and the variables that indicate
performance is outlined. The factors that have been suggested in the literature as

potentially important determinants of JV performance are discussed.

Chapter 3 sets out the research methods employed to collect the data for undertaking the
empirical analysis. This chapter establishes the background of primary data collection by
means of a questionnaire survey administered to senior managers 1n joint ventures with
parent firms from Europe, North America and Australia. The issues and considerations in
the process of data collection are reported and the sample characteristics of the collected
data are provided. An international mail survey using a self-administered questionnaire
was employed and an e-mail survey was used to follow-up the respondents. The General
Directorate of Foreign Investment (GDFI) database in Turkey and the OSIRIS database

served to provide two sampling frames for the data collection.

Chapter 4 provides new evidence on the relationships between the dimensions ot
management control and the performance of a sample of JVs. The perspective of this

chapter is an empirical investigation of the nature of management control exercised by



the parent firms over the joint ventures. The main goals of the chapter are to identify the
dimensions of management control and to test hypotheses on the relationship between
dimensions of control and the performance of 1JVs. Specifically, the following research
questions are addressed: (1) Do the parent firms focus their control over particular
activities of the JV rather than attempting to achieve overall control of the joint venture?;
(2) If the joint venture parent is a minority shareholder, are more of the other mechanisms
of control derived from this parent?; (3) If the joint venture parent has fewer members on
the JV management team, are more of the other mechanisms of control derived from this
parent.”; and (4) Does satisfaction with JV performance vary with the level of
management control?. The evidence indicates that different parents are more active in
different functional areas of management. Parents that are minority shareholders appear
to compensate for their lack of control associated with a relatively small equity
shareholding by securing other mechanisms of control. Similarly, if the parent has fewer
members on the management team, more of the other mechanisms of control are derived
from this parent. Lastly, parents who dominate or have responsibility for management
control will have a higher perceived level of satistaction of JV performance than those

parents who do not dominate or have responsibility for management control.

Chapter 5 provides evidence on the nature of autonomy in a sample of IJVs. The overall
concept of autonomy is examined by discussing differences in the management and
control of decision-making as categorized by operational versus strategic decisions.
Furthermore, the influence of IJV performance and IJV duration on autonomy 1is
considered. The perceptual measure of autonomy shows that the respondents consider
that there is a relatively high degree of autonomy afforded the 1JVs in this study. The
findings of the study show that there is a spectrum of autonomy across decision-making
areas. IJV managers have a relatively high degree of operational autonomy but relatively
low levels of strategic autonomy in decision-making. As performance improves, an
extension of autonomy is likely to be grantéd in some decision-making areas. There 1s no
relationship found between the age of the IJV and autonomy. In broad terms LIV

management cannot presume that there will be a simple extension of autonomy of

decision-making as the venture matures.

10



Chapter 6 considers the relative importance of both national culture and corporate culture

differences on the management of the joint venture. This study in part is a replication of

the studies conducted by Dong and Glaister (2007a, 2007b) with some of the same
hypotheses examined but with extension to a different data set. Specifically, the
following research questions are addressed from the perspective of the respondent parent
firms: (1) Is national culture or corporate culture a more important factor contributing to
different views on the management of joint ventures?; (2) Does the perceptions and the
eftects of culture differences vary with the age of the joint venture? In other words, are
the respondent managers’ perceptions of culture differences moderated by time? Further,
1s there any difference between the perceptions of national and corporate culture
difterences over time?; (3) Do the importance of culture differences on JV outcomes
differ for those parent firms that have adopted culture management policies and those
that have not?; (4) Does the impact on JV performance vary with the perception of
culture difterences?; (S) Does the parent firms’ satisfaction of JV performance vary with
the perception of culture differences?; and (6) Does the autonomy granted to the JV
management vary with the culture differences contributing to different views on the
management? The first and the second research questions were examined by Dong and
Glaister (2007a), the third research question was examined by Dong and Glaister (2007b)

and the last three research questions are new to this study.

There is strong support that from the perspective of the parent firms, corporate culture
differences will be a more important factor contributing to different views on the
management of JVs compared with national culture differences. This study finds that
alliance age appears to moderate the relationship between cultural diversity and JV
management for the perceptions of corporate culture differences, but not for perceptions
of national culture differences. The findings show that the perceptions of national and
corporate culture differences are reduced in firms adopting culture management policies.
The last three research questions are new to this study and it appears that corporate
culture is more significant than national culture in terms of findings. Perceived corporate
culture differences have a greater impact on JV performance than do perceived national

culture differences. Perceived corporate cultural differences have a stronger relationship
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with the satisfaction of parent firms with JV performance than do perceived national
cultural differences. Corporate culture differences contributing to differing views on JV

management are more significantly correlated with autonomy granted compared to

national culture differences contributing to differing views on JV management.

Chapter 7 provides a framework of trust by treating perceived cultural differences as
antecedents to trust, the degree of JV autonomy granted as a consequence of trust and JV
performance as both antecedent to and consequence of trust. Taking a different
perspective, this chapter highlights the important role of trustees in trust building. This
study proposes and verifies several contingency variables that moderate the level of trust.
This chapter develops an empirically testable framework of JV trust with a focus on
trust’s antecedents and consequences. Specifically, the following research questions are
addressed: (1) Does satisfaction with joint venture performance influence the level of
trust between joint venture partners?; (2) Do perceived national and corporate culture
difterences influence the level of trust between joint venture partners?; (3) Does the level
of trust between joint venture partners influence the level of autonomy granted to the
joint venture management?; and (4) Does the level of trust between joint venture partners

influence satisfaction with joint venture performance?.

The findings of the study are, first, the greater the satisfaction with JV performance, the
greater the level of trust between the parent firms. Second, the findings provided little
support for the relevance of perceived national cultural differences in trust development.
On the contrary, this study finds that perceived corporate cultural differences between JV
parent firms are a predictor of the level of trust building. The findings confirmed that the
smaller the perceived corporate cultural differences between the parent firms, the greater
the level of trust between the parent firms. Fourth, the results confirmed the positive
effect of trust as a driving force in sound IJV performance. The findings showed that the
greater the level of trust between the parent firms, the greater the satistaction with JV
performance. The findings make a contribution by confirming that the greater the level
of trust between the parent firms, the greater the degree of autonomy granted to the JV

management.
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Chapter 8 identifies the key determinants of IJV performance as management control of

JVs, autonomy granted to the IJV management, trust between IJV partners and
perceived cultural differences between 1JV partners. A number of authors have noted that
when conducting or comparing organisational performance studies it is important to
specify whether it 1s the variables that predict performance, or the variables that indicate
performance, that are of interest (Lewin and Minton, 1986; Cameron, 1986). The focus of
chapter 1s the investigation of the factors influencing the performance of IJVs i.e.
performance determinants. The prior literature indicates that there are four key factors
that have been shown to influence joint venture performance: (1) control; (2) autonomy;
(3) trust; and (4) cultural differences. While past research has also suggested other factors
critical to joint venture success, the four factors that have been consistently identified as
being important to joint venture performance were selected for study. Further, these four
factors are meaningful to the conceptual framework proposed in this chapter as they
potentially can have varying effects on joint venture performance. Chapter 8 builds on
the existing literature by examining new data and providing new empirical insights into
JV performance. Predicted positive relationships between performance expectations and
dominant control of the JV, JV autonomy, and trust are supported by the data. The
predicted negative relationship between performance expectations and perceived national
culture differences is not supported, but the expected negative relationship between
performance expectations and perceived corporate culture differences 1s partially

supported.

Chapter 9 provides a summary of the study, identifies the limitations of the study and

discusses avenues for further research.

1.6 Summary

This chapter has provided the context of the study, identified some research gaps in the
literature, provided a definition of JVs and outlined the chapters that follow. The
following chapter provides a review of the theoretical perspectives regarding the

management and the performance of 1JVs.
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2.1: CONTROL AND AUTONOMY OF INTERNATIONAL JOINT VENTURES

2.1.1 Introduction

T'he first section of the literature review, as shown in Figure 1.1 on page 4, is control and
autonomy of international joint ventures. This section focuses on the nature and basis of
control in alliances and the options available. It begins by discussing why control is such
an 1mportant issue for strategic alliances. The attributes and dimensions of control are
then identified. Distinctions are drawn between strategic and operational control. Equity
share, bargaining power, and resource provision are seen to provide foundations for
partner control 1n alliances. The literature on joint-ventures has emphasized the joint-
venture as a "child" of dominant parent organizations without paying much attention to
the internal processes of managing the joint-venture. In particular joint-ventures have the
potential to develop strategy of their own and to make autonomous decisions. Arguments
against and for IJV autonomy are presented. An explanatory model of joint-venture
autonomy 1s discussed using resource-dependence and transaction cost theories. Finally,
the mechanisms available to joint venture managers to influence and gain compliance

from parent firms are addressed.

2.1.2 Control

[JVs are commonly used by firms as a means of competing within multi-domestic or
global competitive arenas (Porter and Fuller, 1986; Harrigan, 1988). Joint ventures
provide the opportunity to share costs and risks, to acquire knowledge, to enter new
markets, and to gain economies of scale or to rationalize operations (Contractor and
Lorange, 1988). Despite their potential contributions, 1JVs are not without their
drawbacks. A critical determinant of 1JV performance appears to be the control exercised
by parents over a venture's activities (Rafii, 1978; Killing, 1983; Schaan, 1983).
Although each partner must, by definition, relinquish some control over an IJV's
activities, such a move is often accompanied by great consternation. A firm may avoid
relinquishing control over some or all of its activities for reasons intimately related to its
corporate strategy and objectives. Insufficient or ineffective control over an IJV can limit

the parent firm's ability to coordinate its activities, to utilize efficiently its resources and
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to implement effectively its strategy (Stopford and Wells, 1972; Lorange, et al., 1986;
Anderson and Gatignon, 1986). Even if its products or processes are protected by patents
or copyrights, a firm may nonetheless fear damaging "leakage" of unprotected
innovations or know-how if shared with partners. Such disclosures, between the partners
or to organizations outside the venture, may have serious effects on the competitive
position of a parent or the 1JV, possibly creating new competitors or otherwise limiting

the 1JV's or parent's overall efficiency (Parry, 1985; Rugman, 1985; Reich and Mankin,
1986).

Control refers to the process by which one entity influences, to varying degrees, the
behaviour and output of another entity (Ouchi, 1977) through the use of power, authority
(Etzioni, 1965) and a wide range of bureaucratic, cultural and informal mechanisms
(Baliga and Jaeger, 1984). Control plays an important role in the capacity of a firm to
achieve its goals. Typically, as organizations expand in size, there are concurrent
increases in the complexity and differentiation of their structures (Lawrence and Lorsch,
1967), as well as in the risks of conflicts, opportunistic behaviour and competing goals
between units. As a result, top management are confronted by the increasingly crucial

need to monitor, coordinate and integrate the activities of the -organization's business

units, including 1JVs (Child, 1977; Mintzberg, 1979).

Geringer and Hebert (1989) identify three dimensions of control in IJVs that in principle
apply to all alliances. These are the extent of control exercised over a JV, the focus of
that control, and the mechanisms by which control is exercised. 1JV control is a complex
and multidimensional concept. The three dimensions or parameters which comprise 1JV '
control are not incompatible, but rather complementary and interdependent. They each
examine a different aspect of 1JV control. It appears necessary to consider all three
dimensions of control in order to obtain a thorough understanding of the control
phenomenon for IJVs. A further useful distinction is between two levels of control:

strategic and operational.
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2.1.3 Control Mechanisms

The first dimension of 1JV control which researchers have examined is the mechanisms
by which control may be exercised. Initial studies showed that firms frequently relied on
majority ownership or on voting control to achieve effective management control of an
1JV's activities (Tomlinson, 1970; Friedman and Beguin, 1971; Stopford and Wells,
1972). Although these studies showed that a majority position in equity or votes could
ensure some degree of control over the venture, the same argument might not be valid for
1JVs where the equity i1s equally divided between parents or in which a firm has only a

minority participation role. This latter situation especially concerns firms that, over time,

are unable to demand full or dominant ownership positions in many international

Investments.

In order to achieve effective managerial control, the parent companies of [1JVs frequently
rely upon a majority equity shareholding. There is evidence to indicate that equity share
does 1n practice convey considerable control leverage (e.g. Tomlinson, 1970; Stopford
and Wells, 1972; Lecraw, 1984; Child et al., 1997; Child, 2002). There can, however, be
three limitations to relying on equity holding as a control mechanism. The first, and most
obvious, is that it may not be available. Several forms of cooperation do not involve the
creation of equity and the legal rights that accompany it, and even in an equity
arrangement, majority equity share is not always an available option. The second i1s that
the decisions of a JV's board of directors cannot be expected to reflect a majority equity
position without any qualification. The third is that majority equity share may not be an
effective means of control at the operational level where the protection of core

knowledge and its effective use come into play.

Behrman (1970) as well as Friedman and Beguin (1971) suggested that control was not a
strict and automatic consequence of ownership. According to these studies, a variety ot
mechanisms were available to firms for exercising effective 1JV control: right of veto,
representation in management bodies and special agreements related to either, technology
(e.g., licensing) or management (e.g., management services). Companies might also be

able to rely on their technical superiority and managerial skills as a means of
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guaranteeing participation in the management of day-to-day operations. The nomination
of one of a firm's managers as the IJV general manager (Rafii, 1978), as well as

employment of different ownership structure arrangements (Gullander, 1976), could

represent further means of exercising managerial control.

As Schaan (1988) points out, in the absence of safeguards built into the JV contract to
protect minority interests, majority equity holding ultimately confers control over the
1ssues which a board covers. The frequency with which the board meets and the scope of
Its agenda therefore bear upon its effectiveness as a control mechanism for the majority
partner. The ability of minority partners to influence the management of the alliance will
be enhanced 1if they appoint as their board representatives people who have a good
understanding of the alliance's operational and strategic situation, good negotiating skills,

and empathy for the partner's culture.

‘Where it 1s available as an option, majority equity ownership can provide for control over
alliance policy, but it cannot guarantee operational control. According to Child et al.
(2005), this is because considerable reliance often has to be placed upon another partner's
managers and staff for the implementation of policy. Child et al. (2005) argue this 1s
especially true of alliances whose operations are located in the other partner's country.
Child et al. (2005) further note that the appointment of key alliance managers to run the
operation or manage critical functions such as marketing or R&D can be an important
means for a partner to maintain operational control. This is particularly true in cases
where the partner is geographically remote or is a minority equity-holder. Formal
contractual agreements can be made which set out certain rights to the partner relating to

technology (e.g. licensing) or management (e.g. key appointments, management systems,

and services).

Managers in parent companies can enhance their control over an alliance by structuring
the relationships the alliance has with the parent company. These include the reporting
relationships upwards from the alliance to a parent company, formalizing its planning

and approval processes for capital budgeting and resource allocation, and laying down
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procedures and routines for the alliance to follow. The provision of HRM programmes
and systems for the alliance, for selection, training and development, career
advancement, and compensation, can both help to control the quality of the alliance's

staff and help to lay down the organizational culture (Frayne and Geringer, 1990).

In addition to these relatively formal methods to improve operational control over an
alliance, a number of important informal mechanisms are also available. The partner
company can assign an executive with sufficient time and resources both to monitor the
alhance's progress and to support this with the necessary personal contact. Technical,
advisory, and managerial inputs offered to an alliance on a continuing non-contractual
basis, and accompanied by the maintenance of close relations between the parent and its

alliance, can have a considerable potential for enhancing operational control.

Schaan (1983) distinguished negative from positive control mechanisms. Negative
mechanisms are used by a parent company to stop an alliance from implementing certain
activities or decisions. These include laying down a requirement for approval of specific
decisions by the parent or the alliance board, particularly of items such as capital
expenditure plans and budgets, and nominations of senior appointees. Schaan found that
negative control depended principally on formal agreements approved by parents and an
alliance's board of directors or management committee. Positive control was most otten
exercised through staffing, participation in the planning process, reporting relationships,

and informal mechanisms.

The use of different mechanisms for controlling alliances is in practice likely to retlect a
number of considerations. One is the extent to which the performance achieved in an area
of activity carried out by the alliance can be assessed through direct measures. If an
activity has a measurable output then control can be exercised through formal monitoring
systems. If, on the other hand, the outputs or consequences of an alliance's activities are
not amenable to such precise definition, as is the case with much HRM and marketing
work, then it is appropriate to employ a mode of control that is primarily based on

behavioural assessments of how the activity is being carried out (Ouchi, 1978). Control
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In this case is likely to be more personal, less formal, and less frequently conducted. A

second consideration is whether the way in which an alliance performs a certain activity

has a direct bearing upon a parent company's overall international operations and

standing. Third, a parent company's cultural preferences may well be expressed in the

modes of control it prefers to install for an alliance in which it is involved.

2.1.4 Extent of Control

Most of the studies that have examined its extent have thought of control as being
dependent upon the centralization or location of the decision-making process. A
significant contribution of the locus of decision-making perspective to the JV literature
was Geringer and Hebert’s (1989) conceptualizing control as a continuous variable,
rather than merely an absolute, dichotomous variable representing parents' exercise of
either total control or no control over the IJV. However, despite this contribution, several
scholars have criticized the locus of decision-making perspective for presenting a very
limited and incomplete view of 1JV control (Skinner, 1968; Brooke and Remmers, 1978).
For example, means other than decision-making for exercising effective control over
[JVs exist. Another criticism of this perspective is its implicit suggestion that parent firms
seek to control the overall 1JV, rather than targeting specific activities or processes

perceived as crucial for achievement of the 1JV's or the parents’ strategic objectives

(Geringer and Hebert, 1989).

Killing (1983) studied control in thirty-seven JVs from developed countries. Building in
part on the work of Tomlinson (1970), Killing employed interviews of parent company
executives and JV general managers to examine parent firms' influence on nine types of
decisions: pricing policy, pfoduct design, production scheduling, manufacturing process,
quality control, replacement of managers, sales targets, cost budgeting and capital
expenditures. Killing classified each sample venture as either a dominant partner JV
(where only one of the parents played a dominant role in decision-making), a shared
management JV (where each parent played an active role in decisions), or an independent
JV (where the JV general manager enjoyed extensive decision-making autonomy).

Killing argued that JVs are intrinsically more difficult to manage because of the way they
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are constituted, with a small number of powerful parents who are liable to disagree on
many issues. He observed that since the presence of two (or more) parents constitutes the
major source of management difficulties in JVs, dominant partner JVs, in which the

venture's activities are dominated by a single parent, will be easier to manage and

consequently more successful.

This argument is especially easy to interpret within a transaction cost analytical
framework, where transaction costs are defined as the costs assumed by firms for the
enforcement, monitoring and administration of a transaction (Williamson, 1981).
According to Williamson (1981) firms tend to choose structural arrangements for
transactions (markets or hierarchies) that minimize these costs. Viewed from this
perspective, dominant control is a mechanism for reducing the costs associated with
coordination, potential conflicts and disclosures and, consequently, for minimizing

transaction costs and stabilizing the IJV.

The attempt to exercise more control than is necessary will not only incur additional
direct costs; it could have negative consequences. As Schaan (1988: 5) put it, 'in order to
ensure the success of a joint venture, managers seek to strike a subtle balance between
the desire and need to control the venture on the one hand, and the need to maintan
harmonious relations with the partner(s) on the other hand'. Moreover, if parents either
singly or together try to control their alliances too much, this may inhibit the flexibility
which the latter need in order to develop within their own competitive environments
(Bleeke and Ernst, 1993). So, as Ohmae (1993: 42) argues, 'Managers must overcome the

popular conception that total control increases chances of success.

2.1.5 Focus of Control

The realization that control in alliances does not have to be an all-or-nothing
phenomenon has drawn attention to the possibility that parents may seek to focus their
control on specific activities, decisions, or processes which they perceive to be crucial for
the alliance's performance or for the achievement of their own strategic objectives

(Geringer and Hebert, 1989). Explicitly defining control as "the process through which a
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parent company ensures that the way a JV is managed conforms to its own interest"

(Schaan 1983: 57), Schaan demonstrated that firms tended to seek control over specific

‘strategically important activities" rather than over the whole 1JV. Schaan's finding that
control also had a focus dimension, suggests that the exercise of effective control should
emphasize selective control over those dimensions a parent perceives as critical, rather
than attempting to control the entire range of the IJV's activities. This notion of selective

control raises the prospect of a split control [JV, one in which a parent firm may exercise

dominant control over only a few dimensions of the venture.

Geringer's (1988) study of ninety developed country JVs supported Schaan's finding that
control had a focus dimension, in that parents may choose to exercise control over a
relatively wide or narrow range of the JV's activities. The research conducted on Sino-
foreign EJVs by Child et al. (1997) also found that foreign- and local-partner control was
focused to some extent on those areas of JV activity in which they enjoyed competence
advantages. However, 1n a developing country situation like China it 1s the foreign
partners who normally bring most of the technology and expertise to alliances, and this
leads to an overall imbalance between levels of foreign and Chinese control. The
implication of the focus dimension to control is that it is effective for alliance parents to
exercise control selectively over those activities and decisions the parent regards as
critical. This selective approach becomes more sensible in view of the transaction costs
of exercising control. The costs of managing some areas of alliance activity may be less

for one partner, because of its acquired competence and familiarity in so doing, than for

another partner.

2.1.6 Levels of Control

There are two levels of control in alliances: strategic control and operational control.
Strategic control is control over the means and methods on which the whole conduct and
future direction of an alliance depends. These include its capital, the form of assets in
which the capital is embodied, and its strategic dispositions such as the markets or areas
of need to be served, the communities and labour markets in which the organization 1s

located, its external relations with suppliers, competing organizations, and government
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agencies. The ability that partners have to exercise power within their alliances derives

primarily from control at this strategic level.

The second level of control, operational control, is over the work done within an alliance.
The ability to exercise control within an organization at the operational level is largely
dependent on, and certainly facilitated by, control at the strategic level. The situation can
therefore arise in which one alliance partner does not have the formal ultimate authority
to determine its strategy, due to a minority ownership, but -where in practice its technical

or other expertise relevant to managing the alliance's operations can heavily influence

strategic decision-making.

2.1.7 Foundations for Control

The main theories on the subject of control identify three main factors that provide bases
for control in strategic alliances. The first is a majority equity shareholding that provides
the legal voting rights to determine the venture's policies through its board of directors
unless specific restrictions are placed on those powers. The second factor has been
identified as an alliance partner's bargaining power. This 1s assumed to derive from the
availability of alternative partners, the importance of the alliance for the partner's own
strategy, and the partner's commitment of resources to the alliance. A partner's ability or
willingness to commit key resources to an alliance links to the third factor that 1s argued,
it can provide a lever for control. This is the advantage a partner has over others in its
ability to provide resources that are critical to the alliance's success (Pfeffer and Salancik,
1978). The provision of such resources may bring with it the justification for installing
the partner's managerial and technical systems, and for the nomination of statf to run

these, which are themselves further levers for exercising control.

Blodgett (1991) analyzed data on 279 two-party 1JVs between USA and a variety of
developed- and developing-country foreign partners. She concluded that the possession
of valued technology appears to give considerable bargaining power to a JV partner
leading to its acquisition of more equity share, particularly once that partner gains

familiarity with the local market and environment and so relies less on its local associate
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for such knowledge. On the other hand, host government persuasion could reverse the

process, enabling the local partner to increase its equity ownership.

Killing (1983) examined thirty-seven 1JVs, of which thirty-five were alliances between
developed-country partners, and concluded that ownership and dominance are not
necessarily related. As explanation, Killing offered the interpretation given by an
experienced and successful JV general manager-namely, in any alliance that depends on
the goodwill and cooperation of both partners for its success, the majority owner cannot
force 1ssues by taking them to a vote. A reasonable conclusion from this pioneering study
would be that a majority equity share goes a long way towards providing the partner with
a basis for dominant control over an 1JV, but that it is also possible for a non-majority

shareholder to develop a strong position through the other mechanisms of control.

Glaister (1995) examined the same i1ssues in a study of control in ninety-four UK JVs
with partners from Western Europe, USA and Japan. Glaister (1995) found that most of
the non-equity cooperative alliances operated on a basis of shared control. Their
management teams tended to be drawn equally from both partners, both partners tended
to have the right to veto decisions made by the JV management, and management-control
systems tended to be derived from both partners. In the case of the 1JVs, those UK
partners which owned at least a half share of them not only possessed the control
advantages associated with being the majority equity-holder, but had also in most cases

been able to build upon this advantage by deriving several other mechanisms of control.

Schaan's (1988) conclusion that a JV partner can secure control even while owning a
minority equity share therefore appeared difficult to realize in this sample. Schaan's
conclusions were drawn from JVs between companies from developed and developing
countries. In this latter case, alliances depend quite heavily on the developed-country
partner for technical and managerial skills, thus providing it with a substantial alternative

basis for exercising control, even if it has a minority equity holding.

24



Yan and Gray (1994, 1996) conducted a qualitative study of partner bargaining power
and control in four Sino-US equity manufacturing JVs and a complementary qualitative
study in ninety such ventures. They assessed parent-company bargaining power during
negotiations to form the JVs in terms of two dimensions: the alternatives each partner
possessed when negotiating the venture and the strategic importance of the JV to each
partner. Equity share and the relative provision by parent companies of non-capital
resources were taken as measures of bargaining power during the operational life of the
JV. Parent-company control over the JVs was assessed indirectly 'with reference to the
composition of their boards of directors (as a measure of strategic control), the
nomination of the general and deputy general managers and the decision-power distance
between them (as a measure of control over operational issues), and similarities between
JV and parent-company organizational structures and operational procedures (as a
measure of structural control). Equity share strongly predicted the amount of control a
parent company exercised over the 1JV's strategy and, to a lesser extent, its level of
operational control. The more that one parent company provided non-capital resources

relative to the other(s), the greater tended to be the operational control 1t exercised.

There is support for Schaan's argument that the determination of a JV's management
structure can provide alliance partners with a lever for control in addition to its ownership
commitment. Because senior appointments are not entirely dependent on equity and other
resource commitments, the implication is that they can to some extent be negotiated in
their own right. If there is broad compatibility between the partners' objectives, then it
should be possible for control, in the sense of influence, to be shared at the strategic
level, even if one partner clearly enjoys greater operational competencies and should
therefore exercise the greater control at that level. The proposition, in other words, 1s that
cooperation between firms will usually work best if they each perceive that they have a
sufficient voice over the strategic direction it will take. Within an agreed set of long-term
goals and priorities, it may then be quite acceptable to all concerned for one partner to
take the lead in controlling certain operational areas in which it clearly enjoys superior

expertise, experience, or knowledge.
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Selekler-Goksen and Uysal-Tezolmez (2007) evaluated the relative significances of
different control mechanisms in creating control and analyzing the impact of control on
performance. Investigation of the impact of different control mechanisms on strategic and
operational control revealed that capital and non-capital resource contributions, and
particularly the latter, emerge as significant sources of control. While equity ownership
was positively associated with strategic control, board representation did not have a
significant relationship with either control type. Rather than ‘forcing’ their partners
through the legal rights that emerge from ownership or board representation, local
parents seemed to rely more on their expertise and local connections to ‘convince and
lead’ them. As far as the relationship between control and performance was observed,
while strategic and operational control may have affected various financial returns to the
local parents, they were not creating a difference in terms of goal actualization. Local
parents were satistied with the extent to which they have been able to actualize their

objectives and this seemed to be the case even when they did not exercise high degrees of

control.

To deal with the complexity of management control of joint ventures, Kamminga and
Van der Meer Kooistra (2006) developed a new theoretical model which pays specitic
attention to the characteristics of the parents’ contributions and the three dimensions of
management control of joint ventures. A conclusion from the findings of the case studies
was that the characteristics of the parents’ contributions have an important impact on
joint venture control. The cases gave support to the basic argument of the theoretical
model that, due to the low level of information asymmetry, a parent can exercise tight
control over the joint venture activities which relate to its own contributions. A more
refined understanding of the exercised control requires more in-depth knowledge about
the whole range of the parents’ activities and expertise as well. When considering the
theoretical model developed, the different joint venture types have different suitable
control characteristics. According to Kamminga and Van der Meer Kooistra (2006), if
there is a good match between joint venture type and control characteristics, all types

may have a satisfactory performance.
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Chalos and O’Connor (2004) tested the effects of partner equity ownership, knowledge
dependence and asset specific investments on JV controls. Controls suggested by the
joint venture literature have included expatriate staffing, socialization practices,
delegated decision responsibilities, parent company communications and incentives. We
examined the hypothesised control determinants from the perspective of both JV
partners. Based on field visits and survey data, we found that partner equity ownership
influenced expatriate staffing but none of the other control mechanisms. Relative to
partner knowledge dependence and specific asset investments, bargaining dominance
conferred by majority equity ownership appeared to offer little explanation of JV control
mechanisms. We found knowledge dependency and asset specific transaction costs to be
determinants of controls to varying degrees for each partner. Beamish and Delios (2001),
and Dyer and Singh (1998), argue that intangible partner knowledge and specific asset
contributions determine the control mechanisms of the venture. The different partner
perceptions of controls that were found are an indication of perhaps unavoidable control
misalignment between the partners. Partner differences in their perceptions of control
mechanisms are determined largely by their respective motives. This represents an
inherent source of instability within the JV (Child and Faulkner, 1998; Yan and Luo,
2001). The design of the JV control system serves to manage but not eliminate both

collaborative and competitive forces that are simultaneously at work within the alliance.

Luo (2001) proposed and empirically confirmed several relationships between strategic
determinants and equity sharing. First finding of the study was that an MNE's equity
share in an 1JV is positively associated with the proactiveness and futurity the MNE
seeks from the venture. Second, an MNE's equity share in an 1JV is positively associated
with the extent to which the MNE needs to protect the proprietary knowledge it commats
to the venture. Third, an MNE's equity share in an 1JV is negatively associated with the
extent to which the MNE needs a local partner's resources, skills, or knowledge. Fourth,
an MNE's equity share is positively associated with the extent to which the MNE needs
to maintain global integration of the 1JV business. Lastly, an MNE's equity share is
positively related to the extent to which it pursues long-term economic benefits, but 1S

negatively associated with the extent to which i1t pursues market entry.
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2.1.8 Autonomy

Lhe issue of how much autonomy, if any, to grant an international joint venture is
currently a major issue taced by both researchers and practitioners (Newburry and Zeira,
1999: 263). This entity is subject to the joint control of its parent firms, each of which is
economically and legally independent of the other (Shenkar and Zeira, 1987: 547). As a
starting point in examining the autonomy literature, it might be helpful to briefly
distinguish between two dimensions of 1JV management which are interrelated and often
confused - autonomy and control. Autonomy refers to an IJV manager's ability to perform
tasks independently of its parent companies. This is an informal measure which is not
based on tormal authority, but rather on ability (Newburry and Zeira, 1999). Hill and
Hellriegel (1994: 596) defined autonomy in a more formal manner as 'the degree of

decision making latitude allowed to the joint venture management by the partners'.

A key intervening concept in the distinction between formal definitions of autonomy and
control is authority (Newburry and Zeira, 1999). Formal control refers to the authority
that IJV parents have over their IJV, which they allocate between themselves. Formal
autonomy, by contrast, refers to authority that the 1IJV receives from the parents. The
distinction between control and autonomy also becomes evident when examining how
these two concepts have been previously measured. Control studies have generally
concentrated on obtaining data from parent-level sources. Autonomy studies have usually

utilized IJV level sources, concentrating on 1JVs' abilities to act independently.

Lyles and Reger (1993: 400) concluded that 'a JV that faces united parents may be less
successful in gaining autonomy'. As noted by Harrigan (1986) and Hoon-Halbauer
(1994), IJVs inherently involve a conflict between an 1JV's need for autonomy and 1ts
parents' needs for co-ordination. One reason why this issue has been difficult to resolve 1s
that autonomy can be granted for many activities ranging from daily business functions
to long-term strategic planning. Using Bartlett's (1986) integration-responsiveness
terminology, it may be the case that certain activities are more important to achieving

global integration and other activities might be more important to achieving national
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responsiveness. Therefore, the i1ssue of how much autonomy to grant an 1JV might be

resolved by developing a hierarchy of autonomy situations.

Buchel et al. (1998: 98-99) conclude that the optimal level of autonomy is that at which
objectives can be met while total costs are kept to a minimum. Buchel et al. (1998: 100)
note that the pattern of control and autonomy depends on two variables: strategic
interdependence and environmental uncertainty. Usually, the greater the strategic
interdependence, i.e. the dependence of two organizations on each other’s inputs and
outputs, the more control the partners exert over the 1JV. The greater the environmental

uncertainty, the higher the level of autonomy needed by the 1JV to make independent

adjustments to environmental changes.

Glaister et al. (2003) examined the concept of autonomy in decision-making in a sample
of UK-European equity joint ventures. The perspective from which an IJV should be
viewed raises a number of concerns, largely because there are a number of different
viewpoints on the venture, including the parent firms and the 1JV management (assuming
that the venture has a separate workforce, which 1s not necessarily the case). This means
that there might be different views on aspects of autonomy, which may vary between
partners and between partners and 1JV management (Glaister et al., 2003). It 1s clear that
autonomy is a concept that is capable of a number of interpretations based on managers’
differing conceptual understanding partially influenced by cultural differences. Glaister et
al. (2003) note that a perceptual measure of autonomy across the UV system provides

information regarding the extent to which the IJV is viewed as autonomous by the

respective parents and the 1JV management.

The findings of Glaister et al.’s (2003) study show that there is a spectrum of autonomy
across decision-making areas. IJV managers have a relatively high degree of operational
autonomy but relatively low levels of strategic autonomy in decision-making. The
findings further show that operational decision making by 1JV managers takes place
within the context of a set of constraints established by the partners and decided through

the board of the 1JV. Provided that IJV managers’ decisions are within the acceptable
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boundaries of the business plan then partners' allow 1JV managers decision-making
autonomy. As long as 1JV managers provide the necessary information through the board
and they act in the way they are expected, they are allowed a relatively high degree of
operational autonomy. It 1s necessary, of course, for partners to clearly communicate
their expectations to IJV managers, and for 1JV managers to be aware of the partners’
goals for the 1JV. The business plan is not necessarily ‘handed down’ to the 1JV

management from the partners, but may be developed by the IJV management and “sold’

to the partners.

While there has been some attempt in the literature to develop a measure of 1JV
autonomy (e.g. Newburry and Zeira, 1999), in general, studies have not relied on
perceptual measures of autonomy. This is in contrast with the literature relating to 1JV
performance where concerns over the ability of financial and objective measures to
etfectively capture alliance performance have led several researchers to turn to perceptual

measures of a parent’s satisfaction with alliance performance (Beamish, 1985; Dussauge

and Garrette, 1995; Inkpen and Birkenshaw, 1994; Killing, 1983; Lyles and Baird, 1994;
Schaan, 1983).

2.1.9 Arguments against 1JV Autonomy

As noted by Lyles and Reger (1993), there appears to be a general assumption that 1JVs
should not have complete autonomy in their actions. Harrigan's (1985: 334) research
revealed that too much autonomy may result in [JV termination when the 1JV evolves
quicker than expected into a strong organization with the ability to stand alone. At this
point, the IJV may have become too strong for its parents to manage eftectively, and
accordingly the parents may no longer gain the benefits for which the IJV was pursued.
Parent company involvement in 1JV management also allows a parent to protect its
investment and its technology, as well as guard against their partners' hidden agendas
(Daniels and Magill, 1993). By limiting an 1JV's autonomy, a parent company can guide
the policy and actions of its IJV as well as monitor, coordinate and integrate the IJV's

activities with those of the parent (Geringer, 1993). It also allows a parent an easier route

to implement its own hidden agendas.

30



Child and Markoczy (1993) found that local managers in China and Hungary were
reluctant to make decisions and to accept responsibility for their actions, largely due to
constraints, expectations and the reward structure placed upon them by their respective
systems of industrial governance. These managers were quick to shift blame to their
foreign partners. Bangert and Poor (1995), after studying 165 small and medium-sized
IJVs in Hungary, noted that parent company involvement in decision making may be
perceived by Hungarian 1JV managers as one method of avoiding risk. Granting
autonomy to 1JV managers means that they are expected to formulate and/or implement
policies In uncertain environments, namely, that they are forced to take risks. In high
uncertainty avoidance cultures, 1JV managers may perceive that granting them the
autonomy to make important decisions without parent company close guidance enables

their parent companies to blame them for failure instead of assigning blame to the parent

companies.

Related to the above arguments, Beamish (1988) found that IJVs operating in less
developed countries generally received less autonomy than those in developed countries
due in part to a lack of managerial depth within the country. Thus, an argument for not
granting autonomy might be made when local management is believed to be incapable by

the 1JV's parent companies.

2.1.10 Arguments for 1JV Autonomy
Lyles and Reger (1993: 399) concluded that “instead of accepting the premise that JVs

should be controlled to the same extent as wholly-owned subsidiaries or the assumption
that control should be divided among parent firms, more fruitful research may begin with
the notion that significant autonomy should rest with the JV management”. In support of
eranting IJV autonomy, Killing (1983) describes a failure cycle “where poor Vv
performance leads to lower 1JV autonomy, subsequently leading to inefficient decisions
and even poorer 1JV performance”. Harrigan (1985: 335) found that “experienced parents

gave their children more autonomy in operating decisions ... than did first-time parents’.
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The previous problems are further complicated when decisions regarding a venture must

be coordinated among multiple parent companies. Killing (1983: 84) noted that 'the
potential for fighting and confusion and political intrigue increases enormously when two
parents are involved' in the management of their 1JVs. Zeira and Shenkar's (1990)
findings indicate that when the goals of 1JV parents differ, this causes a state of confusion
within the 1JV, especially when one parent's hidden agenda of disarming another parent
becomes known to the 1JV managerial team. As noted by Hoon-Halbauer (1994) and
Beamish (1988), general managers of JVs are most likely to be loyal to their JV above
being loyal to their parents. Hence, incompatibility in goals can be managed by
autonomy because local management generally knows what works best in local

circumstances, and acts to initiate programmes which are in the best interests of the 1JV.

Prahalad and Doz (1987) stated that usually headquarters’ managers lack an
understanding of the skills and limitations involved in operating in environments
dissimilar to that of the parent companies and hence headquarters’ executives should be
aware of this shortcoming, This suggests that the higher the environmental
dissimilarities, the higher the recommended. venture autonomy. Hoon-Halbauer (1994)
and Harrigan (1986) added that when competition in a market 1s volatile, tlexibility and
autonomy are essential. Bleeke and Ernst (1991) concluded that autonomy 1s necessary to
allow 1JVs the freedom of action required to accomplish successfully their goals because

of confusing directions given by multiple parents and a need to be able to adapt to a

changing environment.

Bleeke and Ernst (1993: 25) concluded that 'a partnership is best able to resolve or avoid
conflicts when it has its own management team and a strong board with operational
decision-making authority’. They also found that allowing an IJV flexibility in
formulating its strategies and procedures enables it to quickly analyse opportunities and
threats within its host country environment. Bleeke and Ernst (1991: 132) found that
'operating decisions are best made by managers whose sole focus is the JV'. Cauley de la
Sierra (1995: 92) concluded that “if the executives running a venture are left alone, they

will take a direct - sometimes even personal - stake in working hard and building a
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successful business”. Hence, parent companies are advised to equip their ventures with
all the resources needed to operate as an independent entity. Moreover, locating a JV in a

third country gives the venture the best chance of meeting its objectives and developing

Into a self-sustaining entity.

As noted by Killing (1983) and Hoon-Halbauer (1994), the parent assuming the dominant
position should be the one which possesses the capabilities necessary to effectively run
the IJV. It is suggested here that with the comfort of their own personnel in charge,
dominant IJV parents will give their IJV managers the ability to pursue actions
autonomously. Combined with a clear sense of direction (due to the managers' close ties
to the parent company), it is thus proposed that these IJVs will be more effective. This
seems to provide benefits to both the parent company and the 1JV. For the parent
company, 1t allows a feeling of ease that the venture will be run in a manner consistent
with, the parent company's objectives. For the 1JV, it provides the managerial team with

the freedom and flexibility to adapt to local conditions without headquarters interference.

2.1.11 Explanations for Autonomy

One explanatory model for the degree of autonomy of joint-ventures comes trom
resource-dependence theory (Pfeffer and Salancik, 1978). This theory states that the
power of one organization to influence decision-making in another organization depends
upon the extent to which that other organization is dependent upon the first for resources
(Butler and Sohod, 1995). The joint-venture is dependent upon the parents, usually for
finance, perhaps also for other inputs, or for providing access to markets for products.
Hence, the pattern of ownership and the resources the joint-venture derives from the
parents will give the power base to the parents by which they can exert control over their

creation. However, a joint-venture may be able to develop some markets for its products

independent of the parents.

The greater the dependence of the joint-venture upon the parents the less the autonomy of

the joint-venture is expected to be and the greater the influence of the parents over

decision-making (Moxon et al., 1988). This influence may vary across different decision
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topics or issues, but the parent companies are also dependent upon the joint-venture for
certain outputs whether these be production of finished products, intermediate
components, research and development, or other factors. Therefore the net dependence of

the parents over the joint-venture needs to be considered in order to establish the

autonomy of the joint-venture over a range of decisions.

Iransaction costs theory gives a different perspective upon the management of joint-
ventures. Buckley and Casson (1988) identify three aspects of transaction costs theory
that are relevant to consideration of joint-venture formation: (1) the parents gain benefits
derived from internalizing a market in one or more intermediate goods or services
between the joint-venture and the parents; (2) there may be technical indivisibilities

around which the joint-venture is formed; or (3) there are disincentives to a merger

between the parents.

Underlying the transactions costs approach i1s a theory about the managerial cost of
making the necessary decisions to maintain control over a joint-venture. The parent
companies expect to receive a return to their investment from the joint-venture but they

have the problem of managing the related transactions. According to this theory,

transactions are more costly to manage as "information impéctedness" and "bounded-
rationality" increase (Williamson, 1975). Information impactedness refers to an
asymmetry in information concerning a transaction whereby one partner 1s better
informed than another about conditions surrounding the transaction and thus the ability of
the first partner to control the second is increased. If one partner has greater information,
the other partner has a condition of bounded-rationality (March and Simon, 1958); this

other partner therefore lacks the necessary information to be able to make well informed

decisions as regards the partnership.

Williamson (1985) concentrates upon the nature of the contract between the partners to a
transaction. When an asset is specific it means that it is relatively homogeneous and can
be clearly stated in a contract thereby allowing market transactions to be more easily

governed. Hence, in the case of a joint-venture, a specific contract would require a
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number of conditions, in particular, a technology which is reliable and relatively
unchanging, and agreement about the goals of the venture between the parents. When the
transaction between the joint-venture and its parents can be clearly specified it now

becomes easier for the parents to delegate autonomy to the joint venture.

When the objectives of the joint-venture are ambiguous and there is lack of clarity over
what the joint-venture is doing greater managerial effort is needed on the part of the
partners and hence less decision-making autonomy for the joint-venture. In Williamson's
terms this means greater internalization of decision-making and a shift towards a more
intensive form of hierarchical organization. The ability to write a precise contract clearly
stating objectives makes management easier and, providing the objectives are reached,
permits less direct involvement in decision-making and the intermediate joint-venture
becomes feasible. Ambiguity is also likely to be increased by a high degree of change

taking place in the operations and its associated technology.

Combining the two explanatory models, the condition of minimum joint-venture
autonomy would therefore tend to appear under high resource-dependence and high
transaction ambiguity, while maximum autonomy would appear under low resource-
dependence and high transaction specificity. The achievement of the IJV’s aims depends
on linking the 1JV closely with the parents to achieve the requisite internal market and
resource links whilst allowing a certain degree of decision-making freedom to the 1JV

managers who are closest to its environment and internal capabilities.

2.1.12 Methods to Gain JV Autonomy

Drawing on both the upward influence in unified structures and the external control
literatures, Lyles and Reger (1993) identified five distinct categories that capture the
methods available to JV managers to gain autonomy. These mechanisms originate both
from the position of JV managers in social and organizational networks and from the
influence potential of the JV as an organization. Thus, both individual and organizational
levels of analysis are essential to encompass the variety of influence means suggested by

the literature. In a JV relationship the parents, through their ownership stakes, possess
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legitimate authority over the JV. In addition, most new JVs are dependent upon their
parent firms for a variety of resources including capital, technology, marketing expertise,

and managerial talent. Therefore, parent firm managers are expected to possess greater

power vis-a-vis JV managers, especially in new JVs.

The first two categories, formal and informal relationships with parent firms, constitute
direct upward influence techniques. Formal relationships with parent firms encompass
structural reporting lines and dependence on parental resources. Since formal, legitimate
mechanisms for resolving conflicts between the JV and its parents do not exist, JV
managers can influence their parent firms through informal means. For example, it can
play one parent again the others. Establishing trust, applying pressure, using informal
contacts, and agenda setting constitute informal methods for upward influence (Jaeger
and Baliga, 1985; Mowday, 1978; Schilit and Locke, 1982). Lateral influence is expected
to be more effective than upward influence since legitimate authority does not have to be
overcome. In IJVs, lateral relations may exist among parent firms, between parents and
their stakeholders, and between parents and the JV's stakeholders. IJV managers can seek
support from outsiders by influencing, coalescing, and gaining information from
stakeholders such as customers, suppliers, licensers, competitors and government
(Harrigan, 1985; MacMillan and Jones, 1986; Pfeffer and Salancik, 1978; Porter, 1930).

All of these actions can increase JV managers' ability to negotiate with and influence

their parents.

Thirdly, structural independence including independent facilities, internal functional
areas, separate information systems and remote physical location allows the 1JV to use its
physical segregation to achieve decision-making autonomy. Structural independence
reduces the 1JV's dependency upon the parents for resources and, thus, provides the
parents with less power over the 1JV (Pfeffer and Salancik, 1978). Harrigan (1985)
suggests that strategic differentiation in terms of products, markets, suppliers, and
technology also will increase decision-making autonomy. Given the increased
uncertainty and ambiguity surrounding control issues In joint”ventures, [JVs provide

greater opportunity than unified structures for 1IJV managers to influence decisions
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(Salancik and Pfeffer, 1977). Thus, IJV characteristics influence the ability of the parent
to control the JV (Harrigan, 1985; Lyles, 1988, 1991; Ouchi, 1977). Finally, the personal

characteristics of 1JV managers affect the ability of JVs to influence parent firms (Fiol,

1986; Lyles, 1991). It 1s expected that personal characteristics of the manager will be

important determinants of 1JV autonomy.

JV managers utilize a variety of individual level techniques to influence the decisions
made, such as personal interactions with parent firm managers and gaining co-operation
from those outside the formal authority structure. Influence attempts through these
relationships may be relatively easy due to the power equivalency expected in lateral
relationships; that is, JV managers may be more likely to achieve greater co-operation
from other stakeholders than from parents who are in direct upward relationships (Lyles
and Reger, 1993). If these stakeholders are dependent upon the JV for-products or
services, they are more likely to aid it than parent firms would. This is because outside
stakeholders may benefit from the JV's increased independence, but they do not stand to

lose control as the parents might.

2.1.13 Summary

As corporations increasingly utilize alliances such as 1JVs as tools for attaining strategic
objectives, the issue of IJV control is experiencing a corresponding increase in attention
from academics and practitioners alike. Yet, understanding of 1JV management lags
behind the demands of practice. Although a wide variety of control mechanisms have
been identified, managers have received minimal guidance about when and how to use
them, as well as about the potential tradeoffs between alternative control options. Review
of the literature leaves no doubt that control is a crucial organizational process, for 1JVs
as well as for any other organizational form. It is also a complex and muitidimensional
concept. This feature may help explain why researchers have used ditterent appfoaches
to study control in IJVs. These differences are particularly evident in the

conceptualization and operationalization of control.
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