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. nant managenent control

‘the way they were managed,

P =

ABSTRACT : L f

Given the pre50minance of jbint ventures over wholly .owned sub--

. -4 ” € ’_ .
sidiaries in less developed countries,. the issue .of joint-venture per-
0f the limited "joint-venture literature

n -

most emphasizes the positive relationship

<
formaace. is..an important one,

focussed on performance,

*

between performance and dominant manageément control by ope partner. An

analysis of the literature, plus a-pilot survey conducted”as a first

[

step in this:research,

and satisfactory performance when the focus,
i

sh1fted fr0n~ deve]oped to deVe{;;}ng countries, Th1s survey of the

experience of 1arge Canad1an mu1t1nat1ona1 enterprises (MNEsy with 34

.

manufactur1nr JOlﬂt ventures

that character1st1c3 of Jo1nt ventures

- - M v

countrzes d]ffer smgn1f1cant1y. The survey found differences in (a)

_in developed and'fdeveloping

(b) performance, (c] stability, and (d)

reasons for establishing joint ventures. Mdre important, the survey

suggested several variables crucial. in determining joint venture suc-

cess.. These were- the existence~bf;”

tween partners; and second, commitnent of both partners to the joint

N

venture structure in an international context.

-The relationship .between need and cdmmitment a@q.ether variables

to performance was subéequently examieed‘viﬁ”iﬁterviews in companies

2-

'1nv01ved in an add1t1ona1 32 ventures, with, partlcu1ar emphasis on 12

a!‘ e

.,.v\ -
Operat1ona] measures of need commitment, gnd

comparatlve core cases.
)

performance were deve]bped follow1ng the pilot survey. As part of ~the

data gather1ng process, a questionnaire 1ncorporat1ng these measuré?

- .

'indicated 4 weakening of the link between domi-
0 ' .

first, mutual long term need be-,

&

in deve10p1ng countries also ‘indicated

!
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was administered to both the foreign .and local partners (where poss- /

. ible) and to the general manager in each of the 12 core ventures. The /
vt
core ventures were from two less techno]ogy 1ntens1ve sectors -- food

-

%. processing and consumer.products; There were both sat1sfactor1]y and

§

unsatisfactorily performing ventures in each sector. Overall, seven of
* " these 12 ventures were considered saéisfactory -performers, "and the
, . P v %

remaiander, unsatisfactory.. Ten of the lé‘wefe located in ¢Caribbe

market economies. with ha]f of these in a sing]e country. All of,&he

12 ventures were between U.S., U.K., or. Canadian MNEs and local ﬁfiL

.

\ : . - - s . .
: A\manager1a1~gu1de11ne is provided,

will leaﬁ to 1nproved performance - of Jo1nt ventuges in developing

E3 .
which the . r ?arch suggests

countries.~ The gu1de11ne recomme ds form1ng joiny/ ventures with part-

ners when there will be a mutu

A s

specific rather than general /in nature; when the companies are commit-

4

long term need? ‘when the neéd will be

' ,
, - | .
ted to the use of joint yentures; "and Ehgnwahcnmpany is committed, to

-
-

the particular jpﬁnt-v nture partmer. Staffing with local managers,

selling equity to .the generaFfmanager, and “avoidifg situations where

the MNE has dom1nant ownersh1p and/or don1nant contro] are add1t1onally

;////ﬂ\'\ recommepdéd. ’ . , &
\ Vs

-

The Feeea(gh also extends the theOry of the multinational enter-

pr1se to include an. expanded role fon joint- equlty entures, Th1s is

v

done in. a way that ma1nta1ps the acceptability jof internalization

theory as a sd\

J i' e
At .

itable explanatfion of the MNE. //'
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~ ”» - . i . -, A . o . < .
/ i+ INTRODUCTION. S
S _\\& ",'n‘ . ] s . . . . ' ‘ \
1. The Problem in Context v o _ .-

Joint - ventures, not’ wholly—owned subsid{aries prédomihate in

business organizations used by mu1t1nat1ona1 enterpr1ses (MNEs) in less’
developed ‘countries (LDCsi (l) Yet, given the reTative impdrfance of
joint ventures in LDCs, it is surprising ta find a negligih}e amount of
research 1nto/"ays of 1mprov1ng their performance. Th1s s particular-

1y significant 51nce the 11m1ted 11terature on Jo1nt ventures suggests’

ag\ N

that performance prob?ems‘\are- -more’acute in develop1ng rather than,

) developed coungr1es.(2)(3)

?

"The purpose of this research was to %ddrese the questioniof‘hoh-.
the pe#formance of joint. business ventures in deve]opin§ qountrieé
could. be improved. Erequent performance prob]ems:of joint vent&rés.in~ ,

LDOCs, is an important issue for both MNE and host-country interests.
. . . . E S

I3
4 : ; °

Performance difficulties are costly- for the MNE in time and capﬁta1<\‘\\\\\
e o . S e

In addition, although the research did not emphasize it, there are T~

social costs to the host country when joint ventures experience qfffi-.

PN

culties or fail.(4)

< . .

Other researchers have independently examined joinf Qenturesﬂ1n

developing countries, joint ventures in deveTobed countries, and joint-

venture performance. This research combines several of these elements

>

by focusing in depfh on the performance of joint ventures 1n &eveloping
. countries. (The d1st1nct1on used for deve]oped/]ess developed countries
s 1978 per cap1ta GNP over/under U.S. $3,000. Based-on World Bank ’

flgures, nearly three -quarfers .of, the world's nations wou]d be classed

as-LDCs.), - B . g

L4 . ¢
+




In this resedrch, joint -~ventures are defined as sharéd-eguity

_undertakingé bef,weej\ two or more parties, each of whom holds at i'eist

;e

‘five percent of the"equity.' The “resegrch is  concerned. wi;h-'jo'ini

[

ventures .that~havé been formed between a company., group, or individual

from a developed country with a similar entity in a less developed

country. While such group's can and do include local giovern'ments as
" partners, the focus-of the resgarch is op’;‘oi'nt ventu;es in which the.
local government is not a shareholder. The <importance of focusing on
this particular form of foreign equity investment is sggported by
“.recent research on U.S. multinational enterprises in developing coun- R
tries: _"Both U.S. MNCs and ho;t country executives believe that ;{/‘
joint venturé with a prjvate local firmooffers more advanta'é’es, wﬁen
compared with any other form of foreign ec’;in‘ ty investment for the U.S.
MNC and the host country." (Emphasis added.)(55 ) Inclusion in th;a‘study
required that the ve‘nture be in manufacturing (rather than servite,_
mining or distribution) and to have Beér? in op"eration for at 1ea§t
three' years (whether' it still operated or not).‘ Non-manufacturing
ventures were excluaed be’qause mixin§ joint ventures in ql.samp1e w-here
the scale of inves,tm.entois commonly much higher (min‘ing) or Tower (dis-
‘tribution)écould potentially effect 'the 'joir;t vjent‘u:;e decision pro-.

[t
cess. Because many .joint ventures. never get off the ground, those.

firms which had been fully operating businesses for less than three

years were excluded to increase the comparability of the sample.
The most common partner for MNEs in LDCs is a local private firm.

Other -partner combinations were not included in the sample because the}'




.
B A Lo 1 s -

i

N

—procedures. ‘ ;:. o

were e1ther not typ1ca] (s e., two MNE partners in an LDC) or because

the- partners m1ght not share the same prof1t mot1vat10n Kf.e., govern=

IS

ment partners_be1ng more concerned with emp]oyment than‘prdfitabjlityf.

Also exciuded from the study were one-shot, projected oriented ventures

.

, (somet1mes known as fade out Jo1nt ventures) and ventures in which the’

parent company viewed 1ts involvement purely ds a portfo]1o like in- .

vestment ) ﬂ

Incorporated into this -research were mod1f1cat\ons to other re-

4

searchers methodo]og1es and’ emphases. For exampﬂe prev1ously used.

_ proxies for JO1ﬂt venture performance, such as stab1]1ty, are 1mpr0ved

upon and emphas1s is extended beyond the more common exam1nat1on of

.

ownersh1p/contro] 1nf1uences on performance by. 1ntroduc1ng the concepts

of J01nt need and comm1tnent In addft1on these Jater varlables are

o
&

.

2 Key Var1ab1es L o .‘: Coe -

The 1argest part of th1s research 1nvest1ga§ed the effect on-

[

JOlnt'venture performance of two var1ab1es to wh1ch other researchers

Y

had pa1d 11m1ted attent1on -- need and comm1tment. It was hypothes1zed

that greater need and comm1tment between partders resu]ts in more

B

satlsfactory performance.

t L . v
)
1

~

’ related to, perform\nce us1ng 1mproved data co11ect10n and ana]ys1s '

r




“the firm's commitmént to idternational business, the joidt-venturé

_ structure, the particular venture, and the particular partner, Measures

of time in terms of the relative importance of each partner's contribu-

tion to the joint' venture in a number of aspects such as capital, know-
° )

ledge, and staff. Joint-venture commitment was dssessed in terms of

of need and commitment based on the early interviews'andl1iterature

reviews wene’deve1opEd. The literature ‘examined included both joint-

venttre and internationa1 business literature, and liteffature adapted
from other disciplines such as organizationa1 behaviour and managenent-
information systens. These other disciplines were Specifically examined
for ass1stance in def1n1ng and measurJng commitment, The need and
comm1tnent resu1ts were combined to fofw. a managerial guideline for’ the
estab11shment of successful joint ventures in LOCs. The‘causal infer-
ences under1y1ng th1s guidelipe wefe evaluated. | ‘ N

o The' dependent var1ab1e I Jo1nt:JEhture performance ~- was defined

according to whether there was mutua] agneement between the partners

regarding‘their pvera]] satisfaction. The oerformance measure, with

Jits baSTS “in both partners being satisfied, proved to be a better way

of eva]aat1ng performance than the single- perspect1ve measure used by

'

.other researchers, in wh1ch only the MNE partner's view was cons1dered

Because partners somet1mes dwffered in their assessment'of performance,

other measares of JOIHt -venture performance are not ‘as ‘accurate, Fm-

r

phasis on'ensurihg the” long-term viability of the venture underlay the

R

discussion of .success in this research;  Seven of thé 12 core ventures

were classed as satisfactory performers using this system,

<
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important by researchers examining joint- venture per orman pr1mar1]y
up

in developed countries. Ipvestigation of their ef ect

represented a replicatidn of the work of othe rese hers, tQﬁsnmN\\\\\\\\

extent, although on yhat was considered to be/a diffelp nt pbpulat1on of

performance ‘

joint ventures -- hose in deve]op1ng countr1es.

3. OQverview of Conclusions

The principal conclusions of the resédrch are *noted below in -the

order .in which they were derived. ° order is alsd“maintaineq in

) subsequent” materjal - with'the ex 'ion\of the research methodology,

presented in the éhapter'follo 149. “In considering méthodology, the
'researéh qqest{on, the res design employed, and the data collec-

tion process‘are defailed. Lk

The first conclusion notes that characteristics of joint venfures
in LDCs niffer frnm‘those‘in joint:ventures'in developed countries.
nThese characteristics -- assessed nnxterms of stability; performance, s
gwnership, re;son for creating the \venture frequency of government
partners, and autonomy -~ were observed to. differ Fo]]ow1ng an_ana]y51s,;:,
of, and comparison: with, dewe1oped-country, Soant-venture samples.

This research spggests next that‘deemsion;making controT in joint .
ventures in de?e]dpingJequntries'should be swgred:nith the tocal part- -
nerg There was support for the onservation from the literature (5)

' that there is a weakening of the link between jojnt-ventdre‘performance'
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. /
and the multinatio having dominant management control, when one

-

S . .7
considers developing, rather than developed, countries,

Two important conclusions are that both partner need and commit-

ment prved’to be good predictors of both satisfactory and unsatis-

~factory joint-venture performance. For example, there was a positive

association "with performance of MNEs"using ioca] management; . being

~

. . © N - .
willing to use voluntarily the ‘joint venture structure, and looking to

the local partner for his know]gdgé of the 1dca1 economy, politics and

3

customs,

The last major conciusion was that joint-equity ventures 'do have a

role in the theory of the mu1tihabioga1 eﬁterprise; With few excep-

- tions (7)(8), the theory has cqns?deﬁed joint ventures as limited-term,

contractual athngements. As risky as joint ventures might be, there
are conditions under which they are most appropriate for MNEs investing

in foreign countries. : 8
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[T, THE RESEARCH METHODOLOGY

1.  Introduction

Researcn proceeded through several phases, according to theory-build-
ing and tneory-testing stages. The mdfti-stage, multi-method research
design employed the systematic, observational method advocated by Weick (1)
and a s]1ght1y mod1f1ed research framework from’ strateg1c management, nro-

vided by Schendel and Hofer {(2)

- G1ven_the dearth of information in the literature on joint-venture

- performance (seg Chapter 3), the initial .stages of the research were ex-

ploratory in nature. “0f the 15 months spent co\lecting data, 10 months

[}

* were spent in exp]orat1on, concept development, and hypothesis generation.

-

Both a p1lot survey and a ques*1onna1re pre- -test were conducted during this

- - ]

- e per1od. After 10 monmths, ghe research had progressed to the point that the -

researcher. felt3 with some confidence, that the right variables had been

.

depérmined.. The remaining five months were used for hypothesis testing.

-

. . *. . ; .
The. questions-to be answered at this stage included: {a) whether the model

H

of joint-ven;ure performance; which wis developed after the exploratory
period, was valid (internai vaiidity); and (b) in which LNCs and for whi:h
types of doint ventures did the model apply (external validity)?

Findings from_all stages of\the'research are reported. However, tne

’ majority of the findings reported are from the hypothesis-testing stage,

where 1n deptn study took .place. Where possible; hoth partners and tne

ﬂ’

~genera] manager were 1nterv1ewed in 12 corQVVentures This is in contrast

to the exploratory Aiscussions tnat.character1zed‘the interviews in the

T : - - R d

PSR
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jnitial stages, during which, géneraily\on]y theé MNE partner was inter-

38 o Y

viewed, -

?

Lot

The questionnaires administered in the core ventures lent themselves

s

to non-pérametric statistical , analysis of agta. A]thqugh _questionnaire
—Afindings from the 12 core ventures are emphasized, fhey are supplementéﬁ Sy
jnterview‘comments from 46 senior eiecutives regarding a total of 66 3oint_
'vegtures.1ocated in 27 developing_couﬁtr}es.

\ [

2. The ﬁesearchIDeéfgn

2.1 The Organizing Paradigm - E . ‘ .

“Schendel and Hofar provideq a paradigm that spiits research’ into
theo}y building and theory festing, evo1;ing through a total of five steps.
Theory building comprised three types'of research: exp1oﬁati§n, éoncept
development, and hypothesis éeneration. Thi§ was followed by the testing,
first of internal, fhen of external validity. Tﬂe'deécription of each of e

these -five steps included six characteristics of the research process: .~

>

purpose, nature of the .research question, nature of thi/gﬁsearéh desién)

data-gathering methods, data-analysis. methods, and nature f/the‘results.‘

This frameyprk, with slight modifications, ‘will be used to present the
“ process of this research, “The framework details and supports, fof examp]e, .

sample size, sample characteristics,’ data-&o1lection methods and data-

. ] R -0 .
‘,’ analysis measures used in this research, [

The.mu1ti—stabe methodology adopted here was also consistent wffh the

/

method suggested by Weick, (3) who noted, /




In the ideal sequence the obseayer would start with the'
empirical approach, obtain ,extensive records of naturaJ

+ events, indu¢e some’ concepts from the ‘racords (probably
after they had undergone a crude traﬂsformat1on), and
then collect a second set, of records which are more
specific and pointed more d1rect1y at the induced con-.
rept . . .

~
S

2.2 The Data Collection Process’

A general, seven-stage mode1 of data coltection was formu1ated ano
then applied to the spec1f1c problem of joint-venture performance in de- .
\ 've10p1ng countr1es. _The seven stages: (i), deve10p1ng.l1sts of potent1a]
c0mpan1es, (ii)- 1ocat1ng the appropr1ate person in the. company, (111) veri-
fying that'the company fits qeswgn, {iv) "selling" “tne research (u) the
1nterv1ew {vi) 1nterv?ew foltow-up:'and (v11) anaiys1s and asseSSment

vThe first step was to. develop lists of joint ventures operat1ng in

LOCs.‘ A variety-of publjc and persona1'sources were used. There was a

bias in the firms contacted toward larger, publicly held mG[tinationa]

'ianterprises=' At each stage, a number of pitfalls were encountered. For

.example, 1t was dascovered that’ an African government required permits to

‘conduct research 1n their country. G1ven the de]ays wh1ch might be involved

e

in receiving such perm1351on, focus shifted to other countries, Here other
-problems were encountered. For exampl2, some Carjbbean‘LDCs‘had‘insuffic;

1ent numbers of Jo1nt ventures.: In another.African country, where there
. were suff1c1ent numbers «of J01ﬂt ventures, the researcherywas adv1sed by..

execut1ves to avoid travel there, since the oap1ta1 city was part1cu1ar1y

expens1ve, slow to travel in ,-and somet1mes dangerous.

4

/

‘




Once the hst of conrpames had been developéﬁ the neit step ‘wsas ‘to

o~ r~.-

contact the company. The 1mt1a1 tar@ét cor:tact m each fmn gas vthe v1ce-»r
v -{ .\\".

pres1dent 1nternat1ona1 Contactmg thedjreg}ona‘l manager first -proved

o

. inefficient, since the vice pres1dent s permsswn was u1t1mate1y regu1red. ¢

. x
S . ~ r_.~.~,. P

The initial contact was usuaHy by tetephone.- Unavmdab1e’de~1ays -were - :_';LN‘

= -

encountered - results of executwes being out-of the country oF orgamza-

ee_

tional changes such as promotmns and transfers. Lo

After finally reachmg the appropmate person by te]ephone “and before -

exp]ammg in detail the purpose— of the reseaech a further screemng had

ke

.S

to' occur: -It was necessar_y "to v-erxfy thﬁt the™ ﬁrm d1d in fact, have _a-.

s v v

@]omt venture with -the requ1re;i _features’ (not‘ed in Chapter 1) ’ In manye‘

- [

PR A

cases f1rms d1d not meet the requ‘1 rements because sources of 1nformat1on

" -
- "’\n-"

were sometmes maccurate. For exampTe a joint venture m1ght beghsted in

the busmess d1rectory as a. manuf'acturer, but 1n reahty act only as a

- . -

. - . 5, ~ - A ! )
..d1s'tr1butors L - . o g~

. The fourth stage of data collection was to, cofivince executives to meet
with ‘t_h°e researcher. and. answer _s_o‘nfe oue_stto_r‘xs on ,potentiaﬂy sensitive

areas. Most of the 'execut'ives'_contacte'q '_at' this stage indicated a strong
interest in the suhject. Con'sequen't’ry,;{fit was not “particularly diffic;ult"' .

to arrange an 1nterv1ew in the magomty of cases. In other cases, more
[ : moE e

effort was needed to aHev1ate concerns about such things as conf1dent1a1-

1ty and.ttme requirements., e T » - .
. o .

"The ﬁfth stage of the process was the actual- 1nterv1ew. During a

typical 1nterv1ew for about the. first 15 minutes, ‘the executwe exh1b1ted

" Q

a reluctance to d1vulge 1nformat1on. Th,en, as 1f suddenly havang made the

decision to keep nothing back, ‘there often\bégan'an outpouring of informa-

2




- - - < « . .

tion{‘and many interviews-went el bevond the length of timevrequesteH

Execut1ves vere normally- so cdrdid about the company E operations that one

joint-venture generatnmanagen noted that, "If wou tetL the foreign parent

o

o The sixth-stage of the process was interview foltow:up After sending

"f . 5 ,)

: ventures, in most casé%, severa] execut1ves assoc1ated wqth it were 1nter-~

o

v1ewed. Thus, it was possnb]e ‘to validate what the*execut1Ve had sa1d

\ -~

o repeat-te%ephone ca]ls _were made -to execut1ves for clar1f1cat1on of veri--
S ; _
f1cat1on of po1nts made. Such a system of checks and balances served to‘

Y .

: single pe:§b€E§1ve would permit, | j* o R o

fu

~

The collation and ana1y51s of |nater1a1 const1tuted the final step

. . Given the 1ong t1me involved in proceedlngvthrough the seven stages, it is
. I hot(sugprisiné that one operates'at“different\pbints in the process simul-

taneously. A]so, in practice, one proceeds through theﬁproCess with groups

=]

of compan1es, éva]uattng.at,the seventh stage whether another group of

firms ,will be requtned A final observation was that from stages ane

through f1ve the, nuﬁber of potent1a1 ventures ‘in-the sampie deci1nes. How—
w.ever, dur1ng the 1nterv1ewc1tse1f the execut1ves often ment1oned add1t1on-
-»{ ‘ al ventures in which- they had been 1nvolved This latter—po1nt was an un-
R . . ant1c1pated bonus of us1ng\persona1 1nterv1ewsirather than a mail quest10n-'

4h]e 1111 summarizesnthe data-co]lect1on model used in the re-

se‘rchl It d’tai1s;the‘process, thekptttalls; sources, and aids, ’
. . - B * \ .

. , . v .

- - - . - . . h
. . . ‘ . . - o

- T ” . @ .

. . . N “
R 2 , .
Lo
’

. - what I've said, they'l}l fire me." ‘ ) ' . A

- a letter of thanks, " the 1nterv1ew notes were written up. With. the core ..

. . ' prov1de a greater conf1dence in. the resu]ts reported than research from a"

_ .

M dur1ng the- 1nterv1ew or on ‘the’ quest1onna1re. As a result, a number off

I

[
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2;3'.Actua1 Data Collection

Jhe actual data égollecfion took: place from Auéust 1981 to October

Voo

1982. Forty s1x interviews in, f1ve countr1es -- Canada the Un1ted States,

-

England, and two Car1bbean nat1ons -z,were conducted These 46.1nterv1ews,.

\

which averaged more than.three hours an length each, were, with five, excep-

tions, \tonducted in person. The other five 1nterv1ews took place by tele-

!

phone, *The number of 1nterv1ews, number of Jo1nt ventures, and 1ocat1on of

each venture for- each of the data- collect1on phases are summar1zed in Table

- . k4 -

~ s -

I1-2. .

<

Tab]e II 2

(:§}Pata Co]]ect1on

Data'Cellection" i Jo1nt_Ven;ures Joint Ventures - [ntal Number :
‘Phases (Number in the Carib-'- in Non-Caribbean™ . -of Joint
of Interviews) bean Countries . " Ventures

---------- - - -

(1) Pilot Survey (7) o ‘ 34

- e

(2) Pre-Test:(lz) ‘ ,. . o .10

i . . .
.(3) Theory-Testing (27) A ) 22
CTOTAL  (46) -, ‘ '

'(a} Sample from Pre- Test is sTightly biased toward LDC based
JO1nt ventures located in the Americas.

'(b) There is- substantial detail ava1lable on 12 of the 22
ventures in the third data col]ect1on phase. |




"Over 100 executives were contacted in obtaining the 46 interviews. , A
iarger originai pool was. required because of the need to find joint;ven-
_tures that satisfied me}yp&bfogical constraints.

Companies agreed _ to participate in the research in approximately 90%
of(cases where the interViewer was abie to establish that the companies’
venture fit the sampie deSign. The prime réason for non-participation of
the other 10% of firmy'was because of ménagers' admitted bias against re-
search on their businesses' performance. Since firms much-preier to talk
about their successful, still- operating:ientures a number of managers who

>
were contacted did not w1sh to discuss their failed Ventures.

3.  The Samples
Previous research on joint venture performance indicated that the 1ink

between dominant control by the MNE”and positive joint-venture performance

is weaker in developing countries than developed countries. ihis suggests

the possibility of different joint-venture populatiofis, nepending on,

countries‘“étages of development. As a result, it seemed appropriate to
begin the research by seeing if differences existed among the basic charac-
teristics of joint ventures in deveioped and deveioping countries, (The

detailed discussion regarding ectuai differences in the basic charactera

16.

istics is found in Chapter IV; a description of the research proces§ fol- .

lows here). The characteristics of interest included reasons for forming
joint ventures, performance, stability, autonomy, ownership, and control.
.These were all areas in which data were available in the literature on

jointsventure samples in developed countries.

N

&
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“including both government and business.

-.developing countries differ,

3.1 Pilot Survey Phase

In studying the diﬁ}érences between developed-country joint ventures

and developing-country joint ventures, executives fromlseWgh major Canadian

Tk

multinationals were interviewed, The Canadian multinationals included in |

the sample were among the world's 1argest“MNE§»(4) and had to satisfy cer--

tain other criteria. Firms were contacted for pilot survey interviews if
they were manufacturér;, operated joint ventures‘in Heveloping countries,
and were located close. to the interviewer. Data were gathered on-their
experiences with 34 manufacturing joint ventures in 2]' less .developed

countries,. Short case histories were compiled on the joint-venture exper-

'1ence§_of these .firms., * Also, comments on the subject of joint ventures in

LDCs were solicited from representatives of eight other organizations,
=

The-.first part of these exploratory interviews was relatively unstruc-
tured; executives were asked to_describe the history of each venture as

]
well as the major problems encountered in each, The second part of these

interviews was more structured. If the executives had not already mentioned .°

it, they were asked about their reasons for fogmfng joint ventures, aﬁd
about performance, stability, autonomy, ownership,;and control. The results
of. these interviews (discussed in detail ‘4a- Chapter IV) 1ndi;ated that,
based oﬁ the samples noted,.joint-venture poph]qtioné in the developed and

When the prob]ems'and characteristics of éhe highest- and 1owest%per-
forming ventures were compared, mogt of the p;oblems‘could be relafed to-

whether there existed {a) mutual long-term need betwgen the partners and

F

e

17.
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" (b) commitment of the partners to the use of the joint-venture structure in

>

an international context. When the data were caiegorized tnis way, a clear

pattern with resbect to joint-venture performance resulted,

3.2 Pre-Test Phase

With the tentative identification of the imggrtance of need andzéod-
mitment in explaining joint-venture performance, the research moved‘beyond
the exploratory stage t; concept devé]qpmént and Aypothesis generation, Tﬁe
second of three daté collection phaées«--_the pre-test -- was conducted. -

The purpose of this phase was explicitly to question executives re-

18.

garding the useFqugss of need and commitment in explaining joint-%enturé&' g

performance. A series of guestions was designed -- based on prévious inter-~
. - . 14

vigws and the literature -- to examine preliminary hypothe§e§ about the -
relevance of need and comaitment, A questionnaire was dey@foped and tested -
on‘foreign husiness stude;ts for English-]anguage clarity aﬁd éubject com-
prehensiveness to increase the re]iébility of responsa.

To conduct the pre-test, examination was made of Dun and Bradstreet

. Guides to find LDCs in which more than one joint venture in the same in-"™*

“dustry operated. Twelve interviews were condugted .in five Canadian and

)

B.S. MNEs operating in several industries in, primarily, two countries in

. South America and Africa. Tne resul-ts of these interviews and the self-

» , .
administered questionnaires supported the importance of on-going partner
neé}\@nd:commitment in achieving success. .

AN .

5, : »
At\ghis point, nearly 20 ¥interviews regarding more than 40 joint ven-

tures injdeveloping countries had been completed. The research hypotheses

#




_mence.
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AN

were refined, and data collegtion for the'gheory-testing phase could com-

3. 3 Theory Testing Phase

The final. phase of the research examined the exper1ence of 13 MNEs

with-22 joint ventures in- LDCs. The research placed major, emphasws on 12

core ventures. (The remaining.10 ventures were usually other venture%'in

-which the MNE partners from the core ventures were particjpants). As in
the earlier phases, core ventures were.carefully selected to be.represehpasl

.t1ve of common types of joint ventures in LDCs. Focus was ﬁlaced on many-

ventures were between a Y.S., U.,K., or’ Canad1an MNE and a pr1vate, local’

i
- ~

e

f1rm.

In addition, both high and low performers in the same'ihdust?y~and

)

same country were examined. Even though this required a‘longer search for.

companies, holding industry and country'cohstaqt-was_cohsidereﬁ‘anejmportl

ant step in reducing’ the number of rival explanmations ‘of joint:vehture
' . & N N ) : ®

performance.

-

An .attempt was made to find multinational firms that employed a var-

ety of strategies. Fayerweather's (5) system of categonizing multfdationaT

f1rms was used to th1s end. The 12 core ventures were about equa]ly d1v1ded

Between two of Fayerweather s four categg;;es - the dtab1e or low-tech~

no]ogy model " and - the advanced manager1a1 sk1ll model None of the cpre

19.

‘ facturers that had been in .operation for at 1east three years. " ATY of the.- |

ventures ‘seemed to f1t h1s dynam1c -high- techno]ogy model or un1f1ed 1og1s-"

-3 -

tic-labodr-transmission model; ‘The core ventures were Sp]lt between food

processors and producers of non-durable consumer items desigmed to serve
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. the domestic market.

s
~

These industr{es would both fall within. Dunning's (5)

"less technology-inteqsive_sectors, and are typical of foreign investméent in

LDCs.,

A1l of the joint ventyres in these industries were sampled,

v

The research used structured interviews and-. a self adm1n1stered ques—

tionnaire. These questwonna1res were adm1n1stered\ with the researcher

present, and any quest1ons cou]d be 1mmed1ate1y c1ar1f1ed ThlS also per-

m1tted the check1ng of responses to. ensure cons1stency with comments made '
>

earlier in the interview., Notes from these interviews) which expand the

are interspersed throughout subsequent

v

meaning of -questionnaire responses,

~

chapters.

Seven of the 12  care -ventures were Tocated in a single Caribbean

country. The balance was in three other Caribbean countries and in two ad-

d1t10na1 develop1ng countr1es. The names of'the countries are not provided

s0 as to ensure the conf1dent1a11tx of the f1rms 1nvo]ved‘€§§Re Caribbean

country was chosen as the initial source country since it ‘was an English-

speaking LDC and had sufficient numbers of private joint ventures to permit

“'~comparison of high- and low-performing ventures in at least two industry

.

J ' i Y .
Sectors. Other developing countries such as Xenya and Nigeria were con-

sidered, but in each,.case it proved too difficult to locate pairs of. pri-

vate, manufacturing joint ventures, The original design calléd for com-

parative case studies of one high and one ‘low performer in ed&h of two

However, since performance often could not be assessed until both

1

partners had been” 1nterv1ewed, it was necessary to approach a 1arger number

}

When additional

sectors.

- [

of companies’ to ensure adequate pairing. compan1es ex-

pressed their wiJ?fngness to cooperate’ in the research, the sample size

increased; permitting non-parametric statistical analysis,




“mary of the interview/questionnaire responses).. . ) Lo
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The number of core ventures also expanded to include those in other

developing countries, Both a high- and low-performing venture-was found in

each industry in countries outside the main Caribbean country. Although

sample size had increased, hoth a high- and 1ow-perform%n§ venture in the
same industry was still sought to reduce the possibility of a venture being

successful because it was in a near-monopoly position. . Qverall, seven of

-

. the 127core ventures were classified as unsatisfactory 'performers”and. five

as satisfactory performers. All of the ventures in- each group were ana-

~

lyzed and compareditogether ‘rather ‘than in pairs, because of thehlgrgér

[

sample size,

For each of these coré ventures, one or more interviews and question-

naires were completed.’ Twenty-four interviews were conducted: 11 with
md\tinationa] parént-company_ executives, six with MNE supplfgd Joint-

venture general managers, four with local partners, and three with .execu-

< e 44

-y

w 3

questionnaires were completed by these ‘executives:, eleven were' from the

MNE, four from MNE-Supp]ied géqerq1 managers, and fhree:frdﬂ the eieeutive

[N -

whae was both, local partner and general manager (seeﬁTaéle I1-3"for - a sum-

_This attempt to sq]icit;information from both partners and the -general
previous works in Jjoint-venture performance. "This is ihportant because it
rovides a more balanced. picture of the actual operation of tne joint

venture and ‘increases confidence in the-research findings.

tives who,.were both the Tlocal Vpdrtner and general manager. Eighteen'

manager for each ventqﬁe represents a major point of departure from many.

21,
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e ) - Table 1I-3

Interviews Conducted (Questionnaires Completed)
in the 12 Core Ventures

MNE - local Both LP
MNE * Supp11ed M Partners. (LP) . and GM Total
= Main . ‘
Caribbean o -
Country T, Rk . . ~
=7 6 (6) 5 (3) 3 (0) 3(3) 17 (12)
Other‘ ‘ y
LDCs _ ' , :
n=5 5(5) 1 (1) 1 (0) 0o 7 le).
Total Core .
Ventures ot
= 12 11 (11). " 6 (4) 4 (0) 3-(3) 24 (18)

s e e v e L n e e A B a e = R M s e et e e e e T e v = e e e e = A -

* “'Ln some cases mu1t1nat1onal executives were 1nterv1ewed on]y or
- completed the questiannaire only. .
** _ Figure im brackets represents the gquestionmaires completed; figure
before the brackets represents the interviews conducted.

ol

. 3 4 Semple Character1st1cs

The resul'ts from the different data-collection stages in the LDC re-
search are aggregated,in Tgble [1-4, [t details 15 characferist1cs of the
joidt-&enture “samples. 'Tre characterlstiES from- the, core ventures) are
d1scussed mn deta1l pbecause this is the area in which most data were col-

A ]ected and on wh1ch most of the findings dre based A" number of the char-
. ; acterittics briefly noted here will be subsequently dnseussed in greater

-

detail.

The sample of joint ventures was-not a random sampfe of the joint

ventures 15 the. region., A stratif]ed~samp1e:of7jointfventures between
4 ) . . .
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'fdréign “priyate and local private firms, primarily in one country, was - -

2
P2

used}'The sampling process focuseed on two sectore cons}dered toﬂbe-typjcat
.ot,joint,yentures in LOCs. ‘ : -
There has been substantial forelgn direct investment 1n the Car1bbean .
reg1on from four major countrles or regions: the Un1ted States, Eng]and,
" Canada, and, to a lesser extent, other regiona] developing countries, In
the 12 core ventures, the foreign parent wag from one offtnese—three devel--
oped countriES. ‘ ,
In the cofe wventures, average annual sales were US_S4.5 million, and
ari of the 12 ventures had sales between US $1.0 and $10.u mi]]%oni There
was no correlation between sales and performance.'Five.of the ventures sold
- to both nndustria1 customers and consumers; two, to 1ndustr1a1 "customers
only; and five, to consumers only. Ha]f of the 301nt ventures exported S
with n0rcorre1atinn between ekborting and performance.

Auerage_market share for the core ventures was 42%, with a high stand-

' . . N . - o - e
- ard dev1at10n There- was .no correlation between market share and jdint ven-

ture performance The joint ventures had been formed between 1959-1978 and ;

had been in operat1on an average of 11.5 years. There was no cerre]at1on

Led

’between dge and performance. . ) ' L &
“ None of the ‘core ventures had effective monopoly positions. Either

+ Tocal manufacturing “competition existed, or tariffs were low enough to
“ allow.competitive import. ‘ o N ;
’ " ¢

Few of the MNEs.had over 50% df the equity in the core ventures; those .

that did tended to have oenformance problems. Interestingly, most”of the
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»MﬁEs, while not,hav1ng over '50% of- the equity, were equal to or 1arger than
.o
their partners in re1at1ve shareho1d1ng. L ~
- 3 v

/ . 27.

i
¥ ~. »

As w1th the ear11er samp]es, the 1nstab1]1ty rate was’ well above rates
observed 1n developed country samp\es {see Chapter IV for further dis=

cu551on). The measure of 'stab111ty -1nc1uded reorganizations as well as

significant ownership changes. Those joint ventures undergo1ng reorgan1za-

g
.

i ty of data-collection methods. For example, as previously noted, the

. - ..

tion~did not as a ru]e, éhenge the1r staffing policies. The MNEs usua11y \

had a corporate po]1cy of using expatr1ates or us1ng local managers, and
th1s was not affected,by the joint venture's performanc - |

S
~

ki. Data Ana1ysis'Methods .

Different methods of data analysis were used to accommodate the var-

problems detailed by executives -in-the pilot survey.were compared on the -
basts of those occurring 1n~h1gh-'versus 1ow—peefonming.ventures. Data

ana1>s1s at this stage was prTmar11y content anaJyS1s and' frequency of
Vo

response. As research progressed methods of data co]lectton and ana]ys1s

became @ore refined, a]]ow1ng an’ ana]ys1s of the need and comm1tnent ques—; -

\t1onna1ne responses for the core. ventures us1ng ‘non- parametr1c stat1stncaT

\ ' .
- . , . - s ey
/

A .
tests. \ N - PR

\ Certapn other stat1st1cs (1nterna1 cons1stency re11ab1l1ty, t test

A e et iwe % demia

and mu1t1p1e regress1on) were also emp]oyed in studytng need ;nd comm1t~

ment Nh11e the findings - suffer- from samp\e s1ze 11m1tat1ons, they are

reported because, given the consistency of the resu]ts, theyAserve as fqrr )

. .
——— N - . A
/

ther indicators that the research focus was relevant. | o

A
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28,

The two consthucts believed significant in cexplaining jo%nt venture,
¢ o perform;nce -- partner need and comm1tnent -- were neasured respectrvely,
' ) us1ng 15- and lo item composite scales. .The scales were tested for inter-
na1.con§1stency re11ab111ty\because "high rel1ab111ty‘1§.aengcessary, al--
though not sufficient, condition for high validity."(7) " Cronbach's Alpha

was the reliability coefficient used as it provides a "good estimate of

Y

re]iabi]ity in most situations since the major source of measurement -error
"is because -of the sampling of content '(8)

Another reason for calcu]at1ng a reliability coefficient: if a high
t _{ .
alpha is obtained (i.e., if. it can'be shown that most of the items do,. in
' , . 'x o oo
fact measure the construct),wthen composite scores can be computed for

—

. each scale, perm1tt1ng the use of parametr1c statistics, . Adding 15 items

together to get.one measure provides what is very close ta being an inter-

X : val measure. ' ’ ‘
. . . . . . . . 4

“-In an effort to discein whether -there were differences in hesponse

N ' -

between "High- and low-performing ‘ventures, a small-sample ‘test of a dif-

fetence in means was,Falculated. For the t-test, the one-tail test is used

because of a hypothesized re1ationship4betweed the pafti6u1ar~eonstruct and

perfotmance; Given that thé t-test is used only as a further,indigator of

the importance of need and commitment, significance levels up to .10 are
| . congidered satisfactory, o : e
) Finally, -multiple regression was used. The dependent variable was

performance‘and the indépendent variab]es were need and commitment., Indi~

©

! vidual summated sceres were used for these latter two var1ables

The non- parametr1c stat1st1ca1 test chosen -- the Kolmogorov-Smirnov

one- §amp1e test -- "determines whether the séores in the sample can reason-

’ {0

}Jt’\
~es
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"sample’ calculation. *

-]

n-
Yy

ably be ‘thought to have come from a popu]at1on hav1ng the theoret1ca1 d1s- "

tr1but1on. (9) In this case the theoret1ca1 d1str1but1on ‘was assumed to

SE

have equal frequency for each item score; This test a1lows us to determine
whethér an item was characteristic”or uncharqctertst1c, or important or
unimportant so often that (at a ‘statistically significant Tevel of'confi-
dence).this did not occur by chancé. -

The statistical test chosen'was also used to advantage when‘ths sample
was sp]it fnto two populations of highf and low-performing ventures. The

test showed those results’ occurr1ng with non-random frequency and how they

were re1ated to performance. Append1x 2 explains the test and presents a

-

An_ attempt was made to determine further whether the particular res--

LY

ponses could have occurred by chance. . The appropriateness of the Mann-

v .,

Wh1tnev U- test and the Ko]mogorov Sm1rnov Two-Sample Test (versus One-
Sample Test) wis examined in this context. These both test whether two
samples have, oeen drawn from the‘~same population, In this case, the
samp]es of high- and low-performing ventures wou]d be tested to see 1f

-

terns of need and commitnent, they come from the same population,- ™

29, -

o

Use of the Mann wh1tney U- Test proved 1nappropr1ate because of the

prob]em of how to treat a targe number of tied responses in a-small sample.
In addition,' "for very‘ small .somples, the Kblmogorov-Smirnov test s
slight1y more. efficient ‘than, the Mann wh1tney test "(10) With the
Ko]mogorov Smwrnov Two- Sample f:st the fvrst prob]em encounteﬁbd was that
the sample sizes (seven h1gh perform1ng ventures and five low performlng

ventures) were of d1fferent s1zes thus-viglating one of :the precond1t1ons

. . . L
.
.
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of this test. This could have been corrected 'by randomly choosing five
responses for each questions from the séven high performers., While this

5 wolld permit use of the test, it would also mean the loss of some’ data,

The problem wou1d then” be that, since the sample sizes were sma11ér, it

would prova extreme1y d1ff1cu1t to attain statlst1ca1 s1gn1f1cance. As a

é result of these constr§1nts, results from the KoTmogorov-Smirnov One-Sampla
Tes: rathgr.than the fwo-Samp]e Test. were used.in‘the research.

Use qf the Kolmogorov-Smirnov“0ne-§amp1e Test in this research assumed
in part that the seven high-performina\beniures were one sémpTeqand the
i five 1ow~performin§ ventures were a separft} sample,

Further,}each sample w%s considered independent of the need and com-
mitment statements which were examined. U;é pf Ko]hogorov~5mirnov was
L ‘ .. appropridte because- thé' sample was representative of thé popu]atidn of

’_joint véntures. - 4
. * The pdtentia1,c1qim could theoretically exist ihat, in those ventures
perform1ng well, theﬁforéign partners were more generou§ in their assess-
"ment of the1r need for the 1oca1 partner than they would have been if the
venture had bgen aerforming poor1y. However, in several of the low-per-
| . f - -forming ventures phe~f6rei§n~partner Qgs pleased with the venture;s per=
formanre.: Thesg ventures were t]assed.as low performers because the Yocal
. pirtner was nnt‘satisfied with the Venture's performance (he was generally
mak1ng a much 1ower return on 1nvestnent that the fore1gn partner),

* M

quent]y, because the performance measure which was used contro]]ed for such

Conse=
potent1al 1ssues‘of bias, a strong case cannot be made that certain res-

ponses were given because the venture performance was satisfactory or un-

.

30.
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satisfactory. On a .related matter, Chapter 10 subsequently moves beyond
this examination of potential bias in the performance measure to a thorough

evaluation of the causal inférence.

v . . ) &
Conclusion ,

* With this .background on the methodology, ar’fd*"sar'np‘]e characteristics )

from the different stages 2f the ,'research, .attention now shifts .to aﬁ

examination of the joint-venture chardcteristic of greatest %m‘;;, the

depgndent variable performance.” ..

5}‘
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[I1. PERFORMANCE: LITERATURE AND MEASURES

[} - N -

The joint-venture characteristic of greatest ‘interest to'both managers

and researchers is performance. ‘Most of the ex1st1ng research on JOlnt

. ventures is normative, re1ated in one way or another to performance. Yet—

the amount of research in which the 1mpact of these prescr1pt1ons is_

directly assessed aga1nst a measure of performance is limited, particularly”

for joint ventures in develop1ng countries. 1In addition, some of the few

measures of performance used previously require improvement,

\‘,{

1. General Joint-Venture Literature

The eariiest major joint-venture study was conducted by Friedmann and

Kalmano ff between 1956-61. THe general objéctive of this Co]umbia‘Uni-

versity law Schoo] study was to convey’ 1nformat1on about joint ventures --
"a vital aspect of contemporary international re]at1ons."(L)
provided examplas of the existence, types, and operations of joint ventures

in 12, primarily less- developed country studies.

.were of a geneja] nature with emphasis on the value of mutual uﬁderstand-

~

ind. ‘ \ AU
published “a..follow-

w

Ten years later Friédmann, this time wi}h Beguin,

_up study on joint ventures in LDCs. This new book included chapters on gen-

eral observations regarding joint- .ventures, attitudes toward joint ve@—
tures, and on managemént control; however most of it was. devoted to—case
studies of different 1ndustr1a1 segments in .a variety of countrles. The

intent of the book was to assist in "thé appreciation of the moda11t1es,

oy

The authors

The ,research conc]us1ons"'

the benefits, and the risks of joint international bus1ness ventures."(2) -

L

o

)

33
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To this end, cases were chbsen to represent the greatest possib]e variety
/

of types of Jo1nt ventures. Wh11e not c1ar1fy1ng the1r performance measure, .

the authors br1ef]y noted certa1n elements that they felt could Jin many;

cases, contribute to joint- venture success. “The autﬁors_favoured_(a} the

~

use of a public issue of‘shares; {b) the extensive employment ofrnatﬁona1s;

(c) a judicious choice of aartners; and kd) the flexitflity of the joint
A

venture format in offer1ng a diversity of potential \egal and f1nanc1a1

structures, wh1ch cou]d be ta11ored to local condwtlons. vL1ke the prev1ous

. o . © A
analysis_ or interpretation of, the managerial problams present in joint

t S o - 8 - : o
ventures. . - . v
A : : B ,

o/ .
fo nd that 43» of 84811 foreign manufactur1ng subs1d1ar1es of large enter-,

/prlses based in 12, developed countrles vere Jo1nt ventures. More recent

.research stressed that "most of _the cortune 500 compan]es fws., are engaged

~

in one or more 1nternat1ona1 Jo1nt ventures ... and the number of ventures
appears to be increasing”.(4) ‘ .

The use of joint ventyres in ]ess=devé%oped countrﬁes is even higher.

‘ More than ha]f of 2, 379 foreign manufacturing subs1d1ar1es (5).of large

enterpr1ses in LDCs were Jo1nt ventures. Joint ventures not whol]y owned

-

_subs1d1ar1es were shown to be the dom1nant form of bus1ness organ1zat1on

—

- for mu1t1nat10na1 enterprlses 1n the deve]op1ng countrles,

Another study, again part of darvard S Muﬂt1nat10na1 Enterprtse Pro—
ject, was that of Stopford_and wells.. This studv.exam1ned'two issues: .the
strategy-structure relationship tnlmultinat%onal'fjrms,land:the deEision to

include local partners‘in the firms' foreign oberations: The authors’ con-

34..

" Friedmann text, this book provided ne1ther a focus on,_nor.comprehensive o

o7

A/th1rd major study, Harvard S Mu1t1nat1ona1 Enterpr1se Progect (3)‘

~
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‘ c]uded that var1at1ons .in attitudes and actlons toward having a par ner

d1rect1y measured

wh11e most of the pub11shed work on Jo1nt ventures has ngt dlrectly
focussed on exp1a1n1ng performance, at least three, authors h ve prOV1 e

da*a on the SUbJPCt Us1ng the Harvard Multlnationa] fnte' rise Project

data base, Franko (7) at,empted to exptlain the corporate toleranct of. .

American MNEs for manufacturing joint ventures with fofeign partners.

Tolerance was measured by the rate of 1nstab111ty, wh1c was defined'as

those ‘cases where the hold1ngs of the MNE: crossed the 50% or 95% ownersh1p

. lines, the 1nterests of  the  MNE were so]d or:the venfure. was 11qu1dated

Implicit in his research was that Jo1nt venture stab1]1ty was preferab1e to

JO]ﬂt venture 1wstab111t§‘ Franko conc]uded tnat a strategy of product

d1ver51ty with ‘a wor]dw1de product d1v1s1on st cture' resulted. in MNE

to]erance for Jo1nt ventures, while. a product co centration strategy w1th‘

"an area organ1zat10na1 structure resulted in MNE 1ntolerance for JOInt ven~

-

‘tures. Overall, “he ohserved a 30% 1nstab1]1ty ate.
. . Kii]fng, (3) researcnxng in developed -cauntries, measured‘performance -
: uS1ng both a mod1f1ed measure, of stab111ty as uell as a manager1al assess-

ment He found the - rates of,anstab111ty and unsat1sfactory performance

“were 30% and 36% respect1ve1y

e
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B . A récent.tonferehce Board study (9}, hased on ‘executives, own_rating g

©of tﬁeir companies‘ joint-venture performance, found'approximate1y'37% of-

the’ Jo1nt ventures be1ng rated as poore\‘performers than the companxes

‘ 'who}1y-owned subs1d1arfes.~ This Corferedce Board study comb1ned JOlﬁt ven-

Tt did 'not

ture reSults; from both deve]oped and developing countrfes.

separate"out ‘any differences in performance between the two groups of

o
(‘("

countries. .
., Evidence .indicates even poorer performance of joint ventures in .LDCs

than in deve]oped‘cduntries, As will be subsequently discussed in more-

iy detajl, research on the experience of Canaqfan, U.X., and U.S., multination-

als with 66 joint ventures solely in LDCs found an instability rate of 45%
--'the~highest rate yet‘?éported. when eXecutives' own eVaiuation'of their
Jo1nt ventures was substituted for Stﬁblllty rate, .the percentage of firms
classed as unsat1sfactory performers c11mbed to 61% Wh1chever measure of S

performance is used levels of performance seem to be worse in the develop-

ing cOuntries. Further the l1terature prov1des 11tt1e 1nL1ght into ways

of 1mprov1ng joint- venture performance.

v

3.  The Performance Measure; v

. The first measure of joint-venture-performance considered for use in

thisfresearch was-stahility) used.previousfv‘by franko. There are, how-

ever, serious problems with using stability rate to méasure performance.

“For exampie, a _business- which was performing -well cou\d" with a slight -

Ownership change (1. e., from 49%'to 51%1 be sudden1y classed as unstable,

with a1l of the negatlve performance connotatfons Awoership changes can
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quite qpncejvab]j be both intentional afAd desirable. -Also, ventures which .

4

have been reorganize

be satisfactory performers. ‘Three of the 12 core ventures wou]d flt th1s

37,

category. .. Canequent]y, it wou]d be 1nappropr1ate to c¢lass reorgan1zed

ventures as unstab]e, as prev1ous research would have done. Thus, a]though,

St&bl]lty had been measured in the p11ot survey, 1t had too many deficien-

/,

- cies for.subsequent use.

v

Consideration was alsq 'given- to assessing management's satisfaction

with a pumber of individual items., The items incuded both those in;ejﬁa1 )
f

to the host country (assessments gf market share,'eiport level, st
issues, and the frequency to which the management agreement was referred)
and external ones (assessments of the amount of parent company management
time the venture required, its performance relative to..other ventures,-and
whether it satisfied the purpose for which it was established). ﬁuring the

early stages of data collection, executives noted that they did make an

) . . . s T
. overall assessment of their relative satisfaction with performance. The

-

executives genera]]y avoided assessing “individual itEms: although they
mentioned as important such th?ngs-as image in the marketplace, growth, and
market share. Since individual questions were covered elsewhere }n the
research, an overall assessment‘was used as the ‘first part of the perform-
ance measure. Janger hadlprevtously usedgforeign-partner managerial assess-
ment as a measure of joint- venture performance, B

Use,of, only a fore1gn partner (MNE) managerial asseiiﬁent represents

%n incomplete method of assessing joint-venture performance., Since joint

venfﬁres are jointly owned,'it is reasonable to examine whether both‘gart-

- -

- . . -

——

fing

usually in a turnaround situation) can qu1te easily . -

‘n.

.
———

g
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ners were sat1sf1ed w1th performance . Because one partner is a local firn.

.
~

and oné i3 @ forelgn f1rm we would expect differences in how performance

.. might be assessed. In the couritry-where the joint venture was located, fhe

MNE partners were never strictly dependent on local earnings_in determining

tWe1r overaTl return (see Table II1- 1); however, venture profits wera often

. the only source of revenue for local partners. The foreign partner, there-~
*

fore, might still be earning a good*overa1l return from tne business {i.e.,

v

‘through raw material sales royaTtigs}'etcf) when the ventufe itself was

generattng T1tt1e, if any, prof1t This dtd in fact, occur in a number of

i

casés. In &ne case a aultinational execut1ve (not from a care case) noted:,

- A N ~
tey

"in the local country,“unknown to our partner, We mark up the raw‘pfoduct

“we sell 4nto the venture. This differs’ from over- 1nv01c1ng since we need

-~ 4

this proflt to compensate for 1osses due to theft and customs delay."” In ,

.

.another “case, the general manager c1a1med he cou]d run it on a break-even
bas1s in the 1ocaJ country ‘and tne parent company would Stl]]/ find it

Wucrat1ve. In these 1atter~£ases, the local” partners were not sat1sf1ed

P

w1th the peerrmance of the venture. ° i N o L

Those joint ventures in whtch at least one partner is unsatisfied with

-

: performance are cons1dered unsat1sfactory performers ~This. measure had

been used 1n prev1ous Jo1nt venture research by Schaan. Overall of the 12.

- N

core ventures, seven were cTassed as’ sat1sfactory performers us1ng th1s

system. The satlsfactory and unsat1sfactory perforhers were sp11t about

-

':equal]y\between those in the major Carlbbean country and other LDCs. The

- ventures can be’ further subd1v1ded 1nto sat1sfact0ry and unsat1sfactory

performers accdrding to differencés in partner assessment of performance~

v

(see TabTe [11-2)¢ . . |

38.
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. Sources of Revenue and Levels’6f Réfunn in the 12 Core Ventures
- - - .Technical *" i . <
"Management Serv1ce “\ - Other . B
2 . Dividends Fees : Fees Roya1t1es (Spec1fy) .ROE*
1 Foreign Partner "+ ‘ * o, - «_—‘ S+ r+-- Other services 20%
Local Partner - +° SR T A - 20%
2 Foreign Partner  + oo R - 25%
Local Partner + - - - Salary ... 20%+
3 Foreign Partner, "+ .- - + Distribution” . 20%
Local—-Partner + - - - T e - T- - <10%
4 .Féreign Partner  + Ea s - 203 *
. Local Partner + =TT . Distribution (Loss)
5 Foreign Partner  + - .. - - Sales to dV 50% .
Local Partner . + - - . - Distribution (High) ..~
6 Foreign-Partner + R : + ‘Other services 20%+
Local Partner, '~ + - g - -Salary (Sub-
. : " -Import stantial)
3 : ) Commissions ‘
7. Foreign Partner 4 . T+ ot S 13
© Local Partper, + - - - om0 <5
8 Foreign Partner  + + - + Sales to. JV' ¥ 50%+
© Local Partner.7  + R T - - - * {Loss)
9 Foreign Partnen S oL ' +~,” - - {Loss)
.. Local Partner .~ +=* + Co- - - Unknown
10 Foreign Partner + - - - Sales to J?A 15%+
Local Partner - 4 ot - - . - 20% R
11 Fofeign Partner  + - + » - 50%
. Local Partner + + - - - 30%
12 Foreign Partner  + - - + -5 20%
. Local Partner + «F - - . - 20%
Code: + denotes sourcé of revenue; - denotes not a source of’revenue.' X
c 2
* ROE is after tax profits plus royalty payments for patents and brand names’,
technical service fees, management fees,. and interest on intra-company debt;

divided by equity,
credit.

plus intra-company

ROE was est1mated by the executives based on this formu1a.

loans plus intra-company supplier's

~
2

>

&

’

o
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o TABLE TIT-2

J01nt Venture Performance° Locat1on - Mutq@] Response Measure

v c t

o~ .
< »e’ A A - -
[ . .. ¢ , '

j?" ) ) §%t1sfactory B ) ;Unsgtisfactony ) L

b 3 . . “ . e N . (,iil :
e ) , > - >N\, Venture T
‘ Sy Performance Performance currently t
. .Performance had been -~ .| unsatisfactory erforming ,‘
; satisfactory unsatisfactory | from one .- po yer
- " to both 4 but-later “partner's " has cTe@ased” ¢
..~ . partners turned around - | perspective operations Total

o .
N L e ] D -t - -

_ " Caribbean : : | '
Country - 2 - -2 2 . 1 . 7

Other LOCs 2 . o 1 S 5

N N N S -

3 WY - >,

Joint manager1a1 assessment was the so]e performance measure used Jin

the'cere ventures.  Financial per?ormance data were also collected for each

.

* venture, -hut not "incorporated into the overall measiure., Incorporating a

i

-

.financial- measure:into the overall performance measure presented three

. N - .

. prolﬂ ems , ' . .

.

~ -

. First, financial measares may be, by themse1ves, 1ncomp1ete to measure -

[ o %

tezmuadeduately:peﬁfonmancé. 8951ne&5e$ a?e estab11shed for diverse reasons,

~—b . -~

. not alwdys for. the profit max1m1zat1on of the 301nt venture“ For example,

,at'certa1n timés a firm may attempt to emphasize its learning rather than
f.
prof1ts, w1th 1 an. eye to gaining exper1ence and v1s1b1l1ty (10) Or, a]ternaé

.

P t1ve1y,,a bus1ness nay "be formeéqfor defens1we reasons, to prevent a com-

.

’

. pet1tor's market cenfry., A business can qu1te;concé1vab1y Satléfy the pur-




’ " . - & ]
pose for which it was, established, yet, when its performance is measured

] n,

s so]e1y us1ng f1nanc1a1 criteria, appear to have fa1led Wi{hin the core

venture samp]e however, the partners seeq'pqto have a primary 1nterest tn

1mprov1ng the1r financial returns. ‘ ' /_;/,,(f”’/f/’//

o

Sesond using a f1nanc1a1 measure requ1res choos1ng among the differ-

ent ones available. -"Total funds repatriated dividéd by total funds pro-_

vided" was used for the caltulations here. Parent company executives use

thié financial .measure, and, of course, it incorporates the venture's Tocal

payments for patents and brand names, technical service fees, management

fees, and interest on intre;company debt divided by equity plus intra-com-

~

pany. loans plus intra-company supplier's credit."(11) A commonly uSed -

measure, repatfiated profits, was not considered particularly useful, since

nearly all of the foreign firms had other sources of income besides jofntj‘

" venture profits (see Tab]e I11- 1) . o \\&\

o RN
Third, us1ng a f1nanc1a1 measure of performance requires determ1n1ng a

-~ -
-

cutoff rate that decides satisfactory or unsat1sfactory performance. There

- reviewed proyvides no applicable data; To approx1mate a satisfactory rate

2

. turn on equ1ty of the 1argest mu1t1nat1ona1 enterpr1ses in the world for

o

1970-79 period was about 12-13 percent. If we assume that there are head

. ing perhapé a 15 percent return. The otﬁer pSint of data available was the

e 1 L.

!

profit. Lecraw opérationa]%zed this as: )aﬁter tax profits plus rbyalty»

is no-single defens1b1e rate of return, and the joint venture ]1terature

of returny two sources were cdnsidered Rugman (12) reports that‘the re-.

| !
©  office costs which'slightly lower the effect of the‘1nd1v1dua1'subs1dl-‘

aries' returns, then subsidiaries (inc]ueing Jjoint VentUres) might be earn-’




. Performing

’ -~ . LR, . '

.response‘§n~the question asking whei rate of 'return éatisfjen_thé MNE part-
ner{, h number of executives snecified Zq pé}gent as desined‘return.

As noted earlier, the oyeraLT’performance measure "used here didlnot .
include financial.return. Howeve;,'if it had, a strong‘coriel%tion between
the manageriaj assessment measure * and the finéncie1 ‘performénce 'measure’_
would result whethen 15 percent or 20 percent was used as Ehe cut~of§\rafe.
The classifications of all ‘twelve ventures using managerial assessment
remain dncnanged when a financial measare_w;s used which asks if each part-
ner is earning a\lB percent return. Moving from a 15 percent to éU pencent
return resnlts in the reclassification of only one of tne~I2 Joint ven-
tures. These results, including a sensitivity analysis using other finan-
cial rates, are summarized in Table II{-3, Also, éubsequent statistical
analysis relating performance to need and commitment resulted in on\y very

minor changes in the significance levels of observat1ons when the standard

.“sw1tched’from f1fteen to twenty percent return, -

v TABLE III-3

A Comparison of Performance Measures

Both Both Both Both

. Partners _ | Partners Partners Partners
Joint*. Earning at | Earning at | Earning at| Earning at
Manageriall Least a | Least .a Least a _ Least a
Assessment -10% Return | 15% Return | 20% Return| 25% Return .

. 1

'Satisfectori1y

Ventures-

Unsatis-lf
factorily ' ~
Performing ' ‘ | 10

Ventures Co. ‘
! , =

* Ventures 1h;2, 5, 6,710, 11, 12 in Table III-1 were jointly assessed as
satisfactory performers.

o
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. -]
3

; : T Although a f1nanc1a1 measure -was not 1ncladed as part of the overa]l

N
1 el o -

- measure in this research " the conf1dence we can attach to. f1nanc1a1 per-

formance measures useg inside-a hos;,country mey be h1gher with joint ven-‘

tures than wholly- owned subs1d1ar1es. Since the local partner's income was’

normally based on “the 1oca11y reported dividends of the bus1ness, he wae

.

1ess likely to. provide the foreign partner w1th the 0pportun1ty to minimize

'prof1ts through transfer payments as fs frequent]y done with wholly- owned

g subsidiaries. o . , \ "

\

' Having developed a more comb]ete view of performance measurement
! "'C..

: -~ attention moved to an aSpect emphas1zed by many previous Jo1nt venkure
N . -\
§ researchers -- the performance-control re\at1onsh1p. o o

PR
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A .
IV, . CONTROL: LITERATURE, MEASU{EMENT ANDERELATIONSHIP TO PERFORMANCE

-

The most common variable discussed- in conjunction with 5érformance'in
the joint vénture literature was control. The find?;gs of vartous authors
are reviewed, since they placed differing emphases AH\fhé effeé; of coﬁtro]
on performance, " Control was then measured in this LDC-bééedasample;

“.
>

N
Major differences i;}wer‘e observed in the characteristics - including

° A

control - of -joint ventures in developed and developing countries. This

suggests that the focus on control for understanding joint-venture.peﬁfér

ance in devg]Bped countries may not necgssafily be appropriate in" LDCs. \
\

\
1.  The Control Literature ' \
' 1

& .

In his study of 36 joint ventures in developed countries, Killing (

)

defined control in terms of the qecision-making‘role of joint-venture man-

agement, that.js, whether an active or passive role., Here control was
o S : ‘ .

measured by administering a questionnaire in which managers were asked to
. ® ] - !
: . ‘
assess the "jointness" of decision-making regarding nine decisions (product

standards, replaci;g’a functional manager, budgef sajes target, budget cost
tafget;, and budgét capital expenditures). To -assess the "jointness" _of
decision-making, six categories of decisions were considese&%gmade by joint
venture executives alone, made by joint venture executives with irput from
local parent, made by joint venture executives with input from foreign

parent, mdde by local parent alone, made by foreign parenﬁ alone, made

" jointly.by parents). Then, depending onsthe response, ventures were classi-

\

e e 45 (

H

pricing, product design, production schedu]fng, production process, quality

e

k4 -
T
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fied as dom1nant, shared, or independently controTled. If six or more of

- .
the. n1ne dec1sxons were made by the joint venture execut1ves a]one, the
L4

vénture was considered independent. If five or more dec1s1ons were made

46.

jointly by parenti, or made by joint venture executives with input from

-

both parents, the venture was classed as shared management. Then, scoring

vor

one for a decision made by a parent alone, and one-half for a decision fade

Y . M . ,
by a parent with the joint venture executive, if the difference was less

than 1.6 times the other, it was also a sharedﬁhanagement venture. Other-.

wise it was considered a dominant-management joint#venture.

The performance _gi dominant-parent ventures -- those in which odne

parent plays a'strong decision-making role and the other partner a minor
one >—were considered to'be highe}:than shared management venfures. Table
IV-1 correlates joinp venture performance with the "aggregate measure of
control for Killing's sample, using 5 chi-square analysis. (Depending on
" the number of cells with expected frequencies less than five, Fisher'e ex-

act test is sometimes reported in subsequent calculations in this chapteﬁ).
Tablé IV-1

¢ Performance - Aggregate -Control
in Ki1ling's Developed Country Sample

- '

- Dominant;é Shared

_.1-%.-_ ......
‘Unsatisfactory . 3 11
Satisfactory 10 ' 9

Corgpcted Chi-square - 2.11 with 1 degree of freedom, S1gn1f1cance = ,146.
Dat3 derived from Table 2.2 of Strategies for Joint: Venture Success.

id
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* Finally, the board of directors will play a largely ceremonial role,

E

< . . B v

Because two major "detrimepts. ta joint«ventdre performance -- .use of

.funqtiona1'executives Trom'ghe'passive'pirént,’and a major role played by ”

the ‘board ¢f directors -~- have been removed in Hominant-parent ventures,
they ire- easier to manage thqn shared-maﬂagément ventdres, hencé; better
performance, Ki]]ihg feels that dominant»parenf ventures. are managed much

like wholly owned subsidiaries: all opefating and.strategic decisions are

&

_ made by tﬁé.domiﬁantiparént. In dominant-parent ventures, all functional,

m:;agers will come from, ore be selected by, the dominant parent. They and
the joint-venture gengﬁa1°managen wiTl be evaluated on the same basis .as
plant managers for a wholly owned subsidiary. In addition, the joint
vénture will be integrated into the dominant parent's management system.

-

The third type of venture 'in-this typology (besides dominant ‘and

[}

shared) was Wndepende&t, in which the jdint-vénture hanage@ent teame.was

highly autonomous -- receiving little direction from either parent. Not /

4

s@rprising, these had the highest performance level of all, since to

certain extent they were independent because of their success.

/
/

A _second study  considering the link between manaéement cantrol and

performance, was Schaan's (2). This study examined parent control in terms

. of mechanisms used to influence specific activities or decisions. This

differed from %;;1ing's work which focussed on the amount of overall con-
trol- and “who" /did the. controlling. . Schaan's in-depth study of 10 joinf
ventures in Mexico concluded that "parent companies were able ﬁo turn joint

£

ventures around by Creatiﬂg a fit bétweenvtheir criteria of -joint venture

~

< -

tve

Y
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. suCcess, the ‘activities or decisions they controtled and the mechanisms

_they used to exercise control'“( 3) . e

\

Rafii's (4) study in Iran exp1ored the re]ai1onsh1p between the degree

. of. control exerc1sed by the fore1gn partner and". the extent and .cost of

I4
7

-

(fore1gn-partnereappo1nted;genera] manager.

also acknowled@ed a clear trend toward the reduced use of expatr1ates.

echno1ogy transferred via the joint venture.‘ Here» fore1gn -managerial

/

~control was neasured by the proport\on of t1me the Jo1nt venture had had a -

The rat1ona]e behind. the use of

this measure was that'managing directors in his.sample had a “strong influ-

ence  over decisions vital '(p. 2-153. Spécific

to the future of f%;ms“
detail was not provided on which decisions were considered most vital and
the relative inf]uence of the local partner on these decisions. The author
For

these reasons, plds ghat He did ot focus on joint-venture performance, his

.
£

. findings are not /considered directly comparable to those used in this re-

search.

A third study that considered the link .between management contrdﬁ and

}
performance was Janger's,(S)

ed data on the oﬁdanfiétion of international joint itntures frbm 158 joint
ventures in both developed and developwng countr1es. Using a management
controkh typology rough]y comparable to K1111ng s, the report concluded that
the survey and 1nterv1ews do not identify either ‘dominant or shared ven-
tures as being more successful than the others.-

.
Tomlinson, in his examination of“the joint-venture process in ingerna-

[

tional business, also looked at the control-performance link.

In thts study

This American Conference Board report gather-:




é of 71 Jgknt ventures in two developing countries, India and Pakistan he . ( »

'E examined the’ argument that a greater ievei of foreign controi shouid ieadé - {

; ) to greater prof;tabiiity. Tomlinson found that “higher ]eveis of. return i
' . were obtained from JOiot venture 1nvestments by U K firms w1th a more re- ) "”, 3‘

iaxed attitude toward controi This casts some doubt upon the theory that
controi is necessar#m order to nnprove the operationai effectiveness of a.
“joint venture.,"(6) Tomiinson feer the MNE shouid not,insist‘on dominant

control over the major managerial decisions in the joint venture. He sug- -

gests that the sharing of responsibility with local associates will lead.to

a greater contribution fﬁgm them and inﬁturn a greater return on investment.
The'ijterature seems to indicate a different emphasis (in fact a weak-

ening of theniink) between.dominant management control and. good performance

© o when study focus*shdfts fﬁom the developed countries to the less developed

countries. This -poses the question, why? The 51mp1est way of reconc111ng

baaxsuaii
\j

the work of these different writers wouid be to demonstrate that there were

significant differences between the popuiations of joint ventures in de-

Y

veloped and developing countries. To determine if this were true, data

”

were ‘collected on characteristics (1ncluding controi and performance) of

[

" -joint ventures in developing countries and compared with observations from

P

samples” in deveiopedi'coun‘triesr 'To increase the combarabiiity of results,

"the measure of controi uséd by Kii]ing in developed.- countries was used in

~

-

the LDC sampieh

*2." -The Contrgl Measure Used~ -~ = - *~ « . ... ' Coe e

* The control ‘questionnaire developed by Killing was administered- td 11’
' P RN ‘. . . '

of a possible 12 MNE respohdents in the core*ventures.‘ For the otter,core.-

5

PR
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'rentﬁte; the responses of'the:MNé-SUpplted general. mandger were used ih
plaee?of’the MNE parent because there-had peen reéent,staff’td?ndver at the
MNE-parent level. Although on1j MNEiperspectives are'repprtedi the'like1i—
hood of bias in the responses is 11mtted 1nterv1ews w1th the 1oca1 part-

ners tended to be consistent w1th the part1cu1ar dom1nant or shared control: E 3i'f'

emphas1s,noted by the fore1gn partners. The major purpose of-adm1nwster1ng

. the questionnaire was to determine whether dominant management control was

appropriate joint ventures in LOCs. : T B

A problem not r ified using Kitling's questionnaire is a: each -

decisiop was still g1ven equa, This is because execut1ues were

not asked to rank the importance of each dec1s1on. Thé deficiency of such
. :

a scheme is best illustrated by the fact that the gene;f]]y conceded im-

portant decision of Capital Expenditures is given equal/value to the éen-

-

erally conceded less-important decis?on of Production Scheduling.

El

A def1c1ency w1th K11]1ng s questionnaire which was corrected was that

the joint-venture executlye (genera1 manager) was.not treated as an Tnde-

—meay

pendent respondent but as he actually is -- either supplied by the local

parent or the foreign parent. As an example, a decision “Made by Joint

Venture Executive Alone," when the executive was'supp1ied to the venture by

the foreigh partner, was' ciassed as a Dominant Foreign decision. Similar-

1 . . &
ly, a decision "Made by Joint Venture Executive {who was supplied by the
foreign partner) With Input from Foreign Parent" was also classed as a

Dominant Foreign decision, not a shared decision.




el L T

~.
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-
.

The questionnaire:had,nine decisions to be scored. The respondents all’,
rated items seven (Annyal Budget=cost Targets).and eight (Annual, Budget- ..-

Sales Targets} identica11y. S1nce these dec1s10ns were not 1ndependent of '

“

each.othery(i.e;, there was huTt1co111near1ty) they were cons1dered one «

decision, wTh1"s left a tota} of e1ght dec1s1ons, each eva]uated 12 t1mes. C -

\

* Io avo1d sacr1f1c1ng any detall by premature]y aggregat1ng data, each deci-

«

s1on was f:rst exam1ned An 1ts re]at1onsh1p to performance 1ndependent1y of" .

R the others vn th1s researcb

s '3, . Control andlperfornanCe-

Tab]e V-2, deta1ls ‘whether the eTght contro] dec1s1ons weré shared or
dom1nated bykone of the partners and their’ relatjonsth to performance;.
It shows -a) which dec131ons are norma\]y shared by the partners - product

‘ design and those 1nvoTv1ng the Budget (sa]es/cost!.apgets and cap1ta] ex-
"pend1tures) b) within the dom1nant category, wh1ch dec1s1ons are dominated
. 'e}”, ‘ .Hby the fore1gn partners - the production process - and wh1ch by the local"

Xartner;. and c) How, each of the three categor1es relates to performance.

y

In “wone of the dec151ons was there a pos1t1ve correlat1on between Forelgn

Domigant control and satisfactory performance." In fact, 71% of the time

(25 of'35) unsatisﬁactory\performance was associated with a decision where\ ' _
- there was dominant foreign control. In only 25% of cases (15 of 61), how-

ever{ was unsatisfactory performance associated with a decision in which : -

.

the, local partner -had some involvement,

The data.from this new sample supports the viewgthat foreign partners

should not take'a position of dominant control in the decisions of the ,

. . s ~
- - . B . 'y
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joint venture. Ratﬁ”e.{_-,' itrsuggests that'decision-makinq shc;ujd involve the
local partner. .

’
- » a

There was a significant relationship betwgen unsatisfactory perform-

ance with gve‘raﬂ foreign dominant control, and satisfactory ﬁerform'anhe_
€ =

with shared or local dominant control ) (See Table Iv-3).

fayourably with the results of the developed country samp]e,é\oteg earlier,

°

TABLE IV-3

. Performance - Aggregate Control in,Cd,re Ventures

" , Local | ” Sha“r!

Fore’tign‘ )
Dominance Control °© “Dominance
Unsatisfact:ory 0 N ' 4 .
Satisfactory K , T4 1 o ?
Chi-square - 5.417 with 2 degrees of freedom. Significance = .05'7;
9 . o ! Y ‘

To test the sensttivity of’ the, observations in the’ LDC-based- core

ventures, the dominan.t-lo'cal and shared"observations were” aggregated. , Fhe

resultant Fisher's Exact Test s1gn1f1cance score was /.045, similar. to that ‘

-

previously found, and further remforgmg the benefit of 1nvo1v1ng the-

local partner in dec1s1on-gnakmg. Coe

-

N - e o -wﬂ_,

To sharpen the’ contrast further, the f1ve fore1gn dom1nant contro] :

ventures were contrasted with the five shared control ventures in terms of

performance.  The F1sher S, Exact Test s1gn1f1camce 1eve1 dechneqﬁorﬂy

slightly to 103 (part1a11y due ~to a “smaller sample cwh1Fh stﬂ] suggests

A third variation was

- . .
N N Y L4
A . v

strong respéctwe corre]atlonsz;\mth _performance.

. LY ' -
. . . . »
P R .

This compares

-




-
-
-
t
- M

imoact~ of nreé\qssifyfng two qof' tﬁe shared ventures (one

° .

slnce they “Were, . close.

exam1n1ng the

'a

successful one unsuccessfol) as dom1nant locail,

ixr

Th1s ‘resultant correfat1on Was also nearly 1dent1cal to the. or1g1na1
& Ky

(Ch1 square was .5.62 with 2 degrees of freedom,

W

at a. qu 1&&3& ) .o .l T .
& . '

. Local partner 1nvo1vement cou1d potent1a11y take two forms

[ T~ ot

observation. s1gn1f1oant

"

Jo1nt venture or; a venture domlnated by. the 1oca1 partner.

\ s .
1nsuff1£1ent numbers of domlnant 1oca1 ventures to contrast d1rect]y w1th

dom1nant fore1gh ventures.' :fiﬁv} ‘,f : »:‘: A IS v

- -

R o . LYo M -
L
" foreign dom1nant were combpned) ventures, there was not a s1gn1f1cant Cof-

A -

o

2q

f w1th performance (see Tabie IV 4)

1

TABLE IV- 4

>

,'3.‘ ﬁominant )
- {Local: or Fore1gn)
Control

) Shared
_ Control

\W
N,

L

'.*Unsétisfactory

—om‘aﬁw-&‘mv—‘-—k Anet e e an .._.m.._p,.. v s

*, .

i

-

/

Sat1sfactory\‘

a g .

XKF1sher s Exact Test. =~.247 s1gn1f1cance

-

-

~

- -~
it

‘.«-hg; -

. . . LA
Th1s d1ffecs'fnom*CQntro] f1nd1ngs qn-deve]opad countr1es which’ emph//)z

- /

the‘1mportance‘to performance of one of the partner S dom1nat1ng. /

Each ofxthe elght decns1ons‘from the contro1 quest1onna1re/¢as also
/
There -was net a statistica]1;/signific§nt

./

corre1atéd'with perfotgehc%i

a shared"

There were.

/eQ'

3

54:,

In a compar1son of shared versus dom1nant (where loc51 dominant.and’




sionSE.“Product Pricing} Product” Design, 'nnua1'3udgetf$a1es/gost Targets,

[ 4
. or Annual Budget Capital Expenditures. The only interesting obseryation -
among, this group of‘variab1es-was that in aTﬂ twelve ventures, the _decision
b} \ -

i genera]ly cons1dered 1mportant, regard1ng Capnta1 Expend1tures, was shared

1

Stat1st1ca11y s1gn1f1cant corre]at1ons were obtained between perform-_

DR S

Product1on\Schedu11ng, Production Pro-

A

. ance. and the other four decisions:
"cess, Qua11ty Standards, and Funct1ona1 Managers.

&

-
1

T

" Production Scheduling A g L )

WhiTe the Caplta] Expend1tures dec1s1on Was always a shared dec1s1on, .
o
. the dec1s1on regard1ng Product1on Schedu11ng was d§5en shared. More im--

?
° [

portant1y, there Was a strong corre]at1on between unsat1sfactory perform-

K +

- ance w1th fore1gn dom1nance of the decision and sat1sfactory performance

With 1oca1 dom1nance of the dec1s1on (see Tab]e V- 5) ’Th1s observat1on is

o,

- cons1stent ‘with other fﬁnd1ngs that stressed the 1mportance of f;nd1ng a

partner, with knowledge ‘of the 1oca1 economy, po11t1cs, amé market °The
‘1mp11cat10n ‘here is that the 16cal partner is better able to decide the
’ ‘; .' .% . . - ..4

. production schedule best satisfying the needs of the market.:

v
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Performance - Contro1 of Product1on Sthedu11ng

N . - Fore1gn Shared Local

' : Dominance Control Dominance

oo i SR v S S
‘Unsatisfactory. . 5 0 ‘0
Satisfactory ., ‘& 1 0 .. 6

Fisher's Exact Text =

. . .
t ne H

.007-si§nificance;

-

J
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Production Process. - SRR .

There was a strong corre]at1on between unsatlsfactory performance w1th

> 2
AN . .

foreggn partner contro] over the product1on process, ‘and sat1sfactory per-
formance\r1th shared or 1oca1 control’ over the dec1s1on (see Table IV-6).
Most. of the\ventures in the core samp]e had a low intensity ot technology
(us1ng Dunn1ngks\ (7) system), which “suygests .a less comp11cated product1on 5
We- can sﬁecu]ate that the local partners 1nterpreted the MNEs un- -

wiTlingness to @hare these joint-production process skills as the MNE s

?

being uncommitted to.the joint venture, | o a - ' . .-
\ \ . ' - :
d - MLE V-6 - . . 5 -

v 3

\ -5 Ry
- Performance - Control of Production Process -

$
'

B Foreign Shared, *Eocal_ :
o Domindnce Control. ‘- Dominance

e e mmaa ~ ——— * P _‘-----f._ -
Unsatisfactory 5 0. 9
‘ o ) ) L

Satisfactory 2 ;2 , L ‘ .
Chissquare’ = 6.12 with 2 degrees of freedon. Significance = ,047 )
o . . ! .- ‘ ’ CT 8-

E Qua11ty Standards

<

Thereﬂwas a corre]at1on between unsat1sfactory performance with for-

eign-partner ‘control Qver the quality standards,‘and sattsfactory perform-

This -

ance with shared or .local cdntrol over the  decision (see Table Iv-7).

~ ‘ . - . N -
observation‘is similar to the production scheduling decision,
. iy . .

' - .- . .
ner.input is indicated because: the local partner, will have the best know-

Local- part-

" ledge of the level of ,quality -requi red té satisfy local norms ., For example,

. ‘ .. . t
& e
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performance in one’ joint venture 1mproved dramatwélly 'after the 1oca1

——

~a

a

partner wasl/ﬁn}ﬂy able to convince the\forelgn partner to use 'Ioca] raw ‘

material sourced. The fore1gn partner had been re]uctant to use 1ocaHy'

produced inputs because the resultant qua1 uty o’r’ the f1n1shed product would

be lower than the standard the MNE was accustomed to manufacturmg. The

-MNE partner -was slow to fecognize .§hat even ww\h a.:_,reductmn in quality,

) ., A :
the quality standard: was still as high or higher than wther products sold:

P

locally. Also, because 1ower- quality control 1‘~s‘\'::l'emanded in products of
lesser technology(8), (such as those produted by\ the ‘firms in the core

ventuafes), there is not ‘the samevnecessﬁ't_y fdr the foreign pa?i:ner to in-

s

sist upon control. ‘

TABLE Iv-7 .

Y

Performance - Control over Quality Standards )

-+ T
¢ = 7777 - Foreign ., Shared ~* Local
" . Dominance . Control- Dominance
Unsatisfactory. 4 S T 0
Satisfactory -1 ﬂi . 2

Ch‘iq?s.q/nare = 5.417_with 2 degrees of freedoh, Signi ficance - .067.

Funct1ona1 Managers | -

57.

There Was a corre]at1on between unsat1sfactory performance with for-‘

eign~partner control over decisions regardmg functional managers, and

satisfactory performance with shared or local control over the' decision.

" [see Table IV-8). This- observatmn (as w'm be seen) is the same as that

wmch was obtained - from the Partner Need- questwnnm re;

L) @

ot




TABLE 1V-8

% . S

Performance - Control Regarding Functional Managéf 6gcisfons'f

I

4

Foféign " Shared = .. Local .

Dominance Control Dominance .
» Unsatisfactory - 4 o . 1 0
‘Sétisfactory ‘1 4 2

Chi-square = 5,417 with 2 Hegrees of:freedom, Significance = .067..
¢ o

4, Control and Oth;r‘doint'Ventuﬁe,CharactéFistics,in Developed °
and Developing Countries

In samples of joint ventures in developed and deyeloping countries,

major differences were observed in the control-performance relat{onship.
’ . . » . , N o . i
While dominant management control had been recommendeq by other research- «

ers, shared/écntrol was advocated here. These differences’ do not suggest
that the previously noted emphasis on dominant control influencing perform-

ance should be doubted. Rather, it'suggests only. that ihere are limits to

how far this view C!' be generalized, and that it is inappropriate in LDCs.
Evidence of differences in the characteristics of joint ventures in devel-
oped “and developing countries can also be found in terms of stability,

performance, frequency of association with government partners, autonomy, -

[y

"~ ownership, reasons for ésfab]ishing the venture, and the  ownership control

relationship. A summary of the dlfferénces is in Table IV-9,‘whjle detailed
Ty i . '
data on the derivation of these differences can be found in Appendix 4.

R
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Cantrol-Performance ~ "Shared Control
_Relationship Recommended" . " ¥ Recommended
Instability Rate =~ -~ 308 451
MNE Managerial A$sessment
of Dissatisfaction with R
Performance 37%. ; 61% .
Autonomous1y Managed T -
Vehtures - 17% 1) ;
Most Common.Level of . .
Ownership for MNE. £qual Minority
- Major Reason for . Skill Government

TABLE IV-9

Summary of Differences of Joint Venture Characteristics -

v

' Developed Country |,

R L L T Y

Develop1ng Country

Dominant Contro]f

Creating Venture Required, (64%) Suasion (57%)
:dwnershinzégncrui LT e . :
‘ Difficult. to

_Relationship Direct (Dominant
- ‘ Gpntrol. with major- discern-because _
: - ity ownership. | most MNEs have.
- Shared control with "~ a minority own- I
. , . equal ownership) - ership position - .
N Frequency of ‘Assoc- - - C , p ’ N - .w*
- iation with Govern- o - oL : ' .
" ment Partners oL Low - - Moderate

\ . - . e e ——— - N PN R - —ta
v

N -

, . ' N . .
. . ] .
.. ‘ . «.
! .

Is shared contro] .then the key requ1rement for Jo1nt venture success

S

Other research wou]d suggest that shared contro] by 1tse1f cannot

P ' - ' R T
.

guarantee joint venture Success. Ih Schaan S samp]e of 10 301nt ventures

’ .
Y, all .

in LDCs?

*

in a single LDC (Mexico

' of the ventures had shared contrOJ yet

three were unsuccessful.
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©. keem sufficient in explaining joint venture $uccess.’

3

pred

in joint ventures in LOCs is supported, shared qodtko] by itself does not -

-
R Sy
o

k]

T
» kS
< c a

! A

P
]
s

- As.well, the reasons.for a strong cor/e]ation between performance and
. . S

sﬁarqd versus foreign dominant contfol in joint ventures in LOCs remains -

~

unexplained at this point. In an attempt fo clarify<this, research att;n-

1)

tion focussed on earlier stages in the joint-venture process: reasons for

fofmihg -the venture and partner selection. Analysis..of the pi]of survey "

findings  provided the first -insights into thé\unde?lying reasons why some -

.joint ventures. perform poorly and others well, = .

N .
B . . D o
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" V. PILOT SURVEY. OBSERVATIONS AND ANALYSIS

v
-

The preliminary observations from the pilot-survey data dealt with

each stage of the joint- venture process: -reasons for forming the venture,

-

partner selectlon, and- management of -the venture. These initial observa-

tions were codpled with an analysis of 62 pnob]ems the managers 1nterviewed
Q"

associated with the management of Jo1nt ventures in LOCs,

From this basis,

4+

considered releyant, and a comparison of tne problems noted in the high-

an exam1nat10n of var1ab1es other researchers had

N

‘dnd low-performing ventures, led to the }ocqg on tnefkey factors:

“t

need and
commitment .

1. Pre]ininary Observations on "Managerial Problems

”-..Many joint ventures _seem to have been poorly conceived and should not
hawe been formed. For example, severa] ventures were formed as the result

of -an inaccurate perception of government pressure to do so. Also, in a

.tase 1n’Afr1ca,’an MNE~agreed.to form a Jo1nt venture in a per1phera1 Susi-
nesé to which they were not comm1tted
tracts or joint ventures of predetermined longevity couId have been used

Several writers pointed out that the major ki1l needed by the MNE of
ht? partnen was general knowledge of the local econb@y, poliggcs, and

. customs, A number of exeentives interviewed noted the impdrtance of gaining

particulariy in Lsz.

this knowledge, They felt that local knowledge was

especially infportant because of, the greater cultural differences that’exist;

between’LDCs and developed countriesﬁ(DCs) than exist between DCs. JWith

‘réference_to_the importance of local knewledge, one manager noted that,

As an alternative, management con-

® #
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» from the multinational's -perspective, joint ‘ventures are
muc llke any other subsidiary except that the [manage- .
ment]] ‘hassles take place at a different stage in-.thé ~
.process. The .normal problems for the MNE occur Uetween :

" the subsidiary and the market place. With a joint ven-
ture, the problems now occur with the partner. The 10c¢%}
partner in turn handles.the market end because this XS
the reason he was brought into the venture,

rod

»
‘

In many cases, partners were selected on the basis of their short-term .

- contribution. While this is not necessarily a problem, it does create dit-

ficultips~when it 1% unintentiona] Managers assoc1atze a number of costi,__;\\\

in terms of profits and stafflng, w1th ‘such a situation. Mu1t1nat1onals in

-severa\ cases in the sma11er markets dn South America were, €br example,

"have-been poorly implemented. D1sagreement ‘over’ the required 1eve1s of

1mpat1ent to f1nd a partner once they had dec1ded the market was attract-

ive. Partners were chosen sole]y on the bas1s that they prov1ded faster

entry into the 1oca1 market . Severa1 years after the MNE partner had'.;

pperated'in this same local market, he sudden]y rea11zedathat any neéd.he

once had for the partner had disappeared. This particular example is i1-

lustrative of “the high absolute number of joint ventures that were formed
» : T L o

on the basis of §hort-tenn need and -commitment . -

- . - _

In terms of the on-going management of the jointfventuré,.a number of
ventures suffered from poor partnerimelations. Tﬁis a;y Bé partta1l}kdne
to the reasons for formlng the venture- and the partner selection, but it

,4‘ -
does not tell the whole story. A number of management agreements seemed to

!

management control arose,” For example, in several.cases Jocal partners

could never understand why the multinational required so many monthly re-

ports. Hence, reports were eithef not completed on,eompleted late,

,
.
TP T S 5t ¥ R PR LA T e B R

A
hd r - o
Ve




Ly |
\

64,

. In addltlon to- these 1nTt1a1 observatlons during the pi\ot survey - -
) execut1ves were asked whether they ‘had ‘any problems w1th the1r JO]ﬂt ven-

tures and, if so, what they were.- The executives respondedﬁw1th 62 prob-

)

‘1ems*assooiated with the management of joinjyﬁentures in LDCs (See, Table

v-1). -Nearly\ha1f - 29 - of these prob]emsjwere unrelated to being a joint
R o - venture in a tess-deve]oped country. > S ’;, for example, were as;ociated
= with —general economic conditions and ~the stage.of national development
(i.e., lack.of infrastructure, lack of dépth in local managemerit in the;
country, or' detays in obtaining replacement parts oecauge of national
ba\ance-onpayments difficultjeo). Other prob]ems~were aseociated with the‘A
level of government,regulation (}.e., being forced to éet.up a local manu-, . .
'factuning facility in order to.continue ooérating in the‘host country)
The rema1n1ng 33 prob]ems‘\ all re]ated to the location of a joint

, venture in an LDC - were sp11t up 1nto those wh1ch the MNE partner attri-

é

buted to 1tse1f (4 in tota]) and those wh1ch it attributed to the joint-
. venture -management prob]ems of the loca1 partner (29+in total), The major
T el problems noted were: - . . ’
. . "/ : . ) ‘ L

o N N .0 8

i) a oeclining usefulness of the partner

. ii)" partners havfng induf ficient’ knowledge of the industry
to mdnage the JO]ﬂt venture effect1ve1y o

111) partners, usxng the joint ;ﬁpture as a tra1n1ng ground, and '
=
iv) government partrers who either back out of the Jo1nt venture
. agreement or force the MNE to reduce .its equity position,

[

*

A number of the prob]ems c1ted by -executives were related to the lack

/

of management skills applied to the joint venture operation, an issue of

the quality of management contro\

- - - . v
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TABLE V-1

.’
wame

,;,Managerial Problems of Joint Ventures in LDCs

'
N

Declining usefulness of
partner over time

Probtems Un-
related to
being a JV -
in an LDC

2.4rPartnens'having insufficient ~ .. =

knowledge -of the industry to

-+ ‘manage the JV effectively

3,

v.‘4',.

- training-ground

»

Partners using JV as a

?

Government partner forcing MNE
.to redyce its equity position

5. 'Govérnment partner backing out

of JV agreement

’

6. Partner setting up as-a competitor . -

“« N 1

7: Disagreement with partner over

pricing policy . .

: ﬁ."Dishonest JV General Manager

9. ..The loyalty of the JV GM resting

10,

11.

Aol ‘

12

13.

14,

(poar system of appointing GM)

with Tocal partner and not MAE -

Understanding the local
business customs

Partner who places too much
emphasis on short term profits;
who is willing to cut corners
on quality and personnel

Partner who wanted to expand before
MNE felt- it was appropriate to dq so

Disagreement with partner over the
importance- of .buying good, quality
equipment early )

Partaef not making any effort to .’

ass%mi}ate~§éb—4nto—40ea¢—éu$tuée =

7
i

Problems
Attributed
to MNE

- s - - - -

Problems * .

~Attributed

{to“Partner

ke T R Py )

©
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‘ 16.
C17:

18,

19.

20;

- 21,

22.

23.

24,

25

26,

27.

28.

29,

- . . .relatéd to
o . .. . -t 7 .being a JV Attributed Attributed
- ‘ - in-an LDC to MNE to Partner

Partners who cou]d aid the assimi-
lation procéss but remain 511ent - - 1
Lack of local management . . 3
depth jin country T ke "2 ' - -
Change, in ownership ofL]oca] T\.

_partrer ‘share of the-Jv - - 1
Joint venture agreement that did / b

“ not provide for an exit from the
Jv - 1ack of detail in JV agreemment - 1 -

No cash ava1lab1e fron{BV partner - - 2
Locql country trying to grow too

 quickly - no infrastructure present =~ 5 -~ -
Tnyinguto’function‘with old equipment - 3 - -
The use of. br1bery w1th1n Tocal * . &
culture 2 - 7 -

N , . ™ .
Undercapitalization . ' ) 1 ' - -
Market size unable to support
ex1st1ng number of compet1tors 1 - -

. Unlgp/mTTTEancy I ool - -
Rep]acemept*babts could not-enter . - -
country due to.balance of payments & .
problems A 1 - - -

. . ] . . . /
Currency fluctuations (including 7
devaluations) : ‘ . 2 - -
Local content regulat1ons means
high Era1n1ng regulations . o - : -

MNE forced to set up a TOGa} manu -
facturing fac1l1ty (in a JV format) A
in order to stay in the market . - 10 - -

4 <29

"~y e n ey

~

- TABLE V-1 (cdntinued)

Managerial Problems of‘JointZantures in LDCs ‘

Prob]emSvUn-

*

Problems  ~ Problems

“~TOTALS et 29
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. 2. Need and Comm1tment Hypathes1s ,v-» , ,;;' :w,.:'- :- ' 3*‘ Sl }3[f ’?.’”

Dur1ng the p1lot sUrvé§ 1nterv1ews, managers were spec1f1ca11y asked o

T L S MR SRR R S
.
I
.
.
X
1
'
‘N
A
‘
4

C e “about a number of var1ab1es that d1fferentaﬁuthors had cons1dered 1mportant x-:t‘i ; : :E
« e to Jo1nt-venture success. . The - 1ntent1on here was to tiy “to develop a ;f*ffi g B

tentat1ve hypothes1$ on Jo1nt venture performance #n, LDCS, The results of Lo )

LT ' ~
o . these 1nterv1ews w1th headquarter execut1ves were contrad1cte§y. No clear

P

pattern was observed between success and }eve1 of’ techno]ogy, ownersh1p

-

1eve1 staff1ng w1th expatr1ates versus wrth 1ocals or type of management

% 7«‘ ' ‘.:!' when var1ab1es other authors had consxdered 1mportant to 301nt venture '
% success d1d not prove c1ear1y s1gnnf1cant attedtlon sh1fted to ,a comparﬁ- '
) 5‘ ’ -

. son of those JO]ﬂt ventures wh1ch had fa11ed outrmght w1th those that werev

s

. most successful., The 10 Jo1nt ventures no 1onger estt1ng were contrasted_y

'L

e

Iong term need between the partners and whether partners were cemm1tted to :Z';::

. the Jo1nt venture structure tn an 1nternat1ona1 ¢ontext ' " .3.\“' L.
[ - P

e N ~-~v- P

The 1mpact of SOme prellmlnary qneasures of need .and comm1thent on

N vt LT .
. . ,

- - - - - — [ JRN—, N

<

performance was analyzed Need was measured through an assessment of man-

.y M e
. e -

ager's eva]uat1ons-of the partner S temporal cpntr1bution of - such 1tems as

L ; - local know\edge of markets, speed ofsehtry, etc, Comm1tment wh1ch denoted ﬂ:¥1,': - ‘-a»r'
. a w1111ngness to take act1ons suff1cient to make the venture profitabieﬁ—%km“ ’;‘ jl:ii% |
- (espec1a11y«when problems arose}, wés measured by ask1no the managers about y :.:”‘;x<’ti" ;;MZ

: ) ' A " ’ K ’ U ' ; ‘}' L -
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the1r corporate attltude towanrd takmg a m1nor1ty—equ1t9 pos1tTon in~a - -

- — - . N T i
T joint- enture m* a deve]opmg country. i o oL R R
o= - ey < . 'u«- > . '
s .

\ . Usmg a ch1 square ana1y51s,,strong relatmnsmps (s1gmf1carit at 4.05

- =

.Qr. better)"were 1dent1 ﬁed between ﬁeed and stab111ty, ’ﬁ’eed and pred1cted T :
~-performance, and need and comm1t-nent. Whﬂe t,he 1.mt1a1 re'latnonshrp& /\\’

between cormmtment and stabﬂ 1ty, and comm1tnent and pl‘édTCted performance,

‘ * were not aS&-'strong as those 1nyolvmg need they wer’e\vpromsmg enough to . s
-‘warf*ant’turth"er mvestagatwn. - Overall, the fmdmg,s at -this stage pro-»

E ,v1ded much of‘ the 1mpetus for the focus on the refined meascures of need and a ~
: gqmm{:ment_vdi scussed in, ‘the chapter folTowing. 2 i ‘_: S \- AR

4 . . .
¥ . . . -

. Need ™~V . RN T S IR
L\'é -’ - . A3 - o’ a P
®- Nhen the . 34 ,101 nt ventures were grouped a]ong stab]e unstab"le and v

e, .
-

- short term and Tong- term partner need 11nes,.the resu]ts were clear (see°'.,

®
nv A

Tabl k\f-Z) -Those joint ventures m vfmch there was a 1ong term need be-
. ’ 7 .- . ' - 1 -.
tween the partners seemed t‘o be much more stab]e than those “in wh:ch np :
g ° »’ DN -h -
‘g: such s1tuation ex1sted 'Th'*lg was supported by a corrected .ch1 square of
5"3‘4 ‘iﬂth 1 degree~of freedom‘, s1gnaf‘rcant at thé .02, 1eve1 ’ o s
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In_eterms of performance,. the managers were asked to pred1ct elther L.
. success .or dvff1cu1ty/fa1]ure,,fo,r;_ the 24 stﬂl ex1st1ng :)omt ventures por o :
. These pred1ct10ﬁs were then compared,along short term and 1ong temn need o " -
- lines (see Tab]e V 3) Aga1n, those.301nt ventures 1n which there was a_, =
. 1ong—term need between the partners were pr‘ed1cted to perform much better ‘
than those with a- shorter term emphas1s. This was supported by a corrected . \
chi square of 4.039- with 1 degree of freedom, s1gmf1cant at 044 : o
L e T AR 2T :
hA L e N F] - B - - . ..‘; . N . . . z .
IR N R Need Predieted Performance Relat1onsh1p o,
i o "‘V :- . N "P"'(.:" o . “ i - .o ’ . , i
- . ~ . . - o ® . - Y e - DS . = " . -
: ¥ . B B L . N - ; ) - ey .
T e e e - Short-Term Need -  Long-Term Need - "~ |
o et T A T = .0
Success ‘n'.,gfi : . 2 aﬁ" ST S - - e
L ) J. . ) ) . . ¢ .—" . R s ' . e . . “a _ N A .y b . .
e mff.wcul.tﬁsrau-ur,g CL e =T B .
. P T T T — ; ’ M 4
- ~ PR ce R ‘ - - b - T ) 8 b
w5 / L v - . [ . R 3 et . N - ;-v'-::‘ B "
. / R PN 2 : ”wf " PR . P Yot v.\‘“ ” .
Comrmtment e / AP T “Q RO VR
’ = e R ;o= ; Lol T
The corre}at1ons betyeen cdmm1tment and both stabﬂlt\_y and pred1cted s e W
1Y - - ;;&:' -

performance were, weaker.,( 29 and .24 51gm ﬁcance respectwew): ,than thgse .

at .

. ', “”’ - o b "
relatmg to partner n/eéd.w l-;v though the commxtment ,sagm fiéance-levels C s
3 1)},‘,‘” ° - ] ‘ I ,“‘l' i

éwere byrth\\emsﬂgs;k jeak,, comrmtment 1asﬂ a. v o ab]e was ‘maintameds. the d1- o N PO
T rectiom-of rél70ﬁ5h1p was the. “Same as"\i th heed and’heed pTGs commt:’nent LT
A N L JUAIS O m'c«{f:“ "@ ‘,vy 5, o
had a mone 7 gmﬁcant cprrelatfqn mth pred1cted performange than need g R

[ £one ; ;

ai‘one. Ho 4ver, before the 1®§t3veﬂeffects of feed and com:mtment /are '“ 7
P '/h - "{Z . - '. ﬂ“’i t‘%.-\s';.“:: w‘r/ oy 7"“‘* //

+ exammed severa] "observations ;;‘éga d g 1tmenteare°presented’.w /
- . . Faad - .- - ‘ <;e.
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N in LDC ventures, they were the m1nor1ty partners in nearly 80% of cases in
e, th1s research Ih1s suggests‘the potentia] 1mportance of commitment in the

- —~operat1on -of the Jo1nt venture. < ", . o oo A“

o ’

they had 1oca1 government rather’ than 1oca1 pr1vate partners (see Table

V-4). Here.the corrected chi square (2.829 w1th_[_degree "of fregdom) was

- R -
- ¢

significant at the'..0925 Jevel.

«
@ « . -

TABLE V-4 - )

, o TCommitment-Partner Type Relationship
o.’ ! ~ . ~ ' L s ° . N \

Strong Commitment. . Weak Commitment

Q

local Govecnment: - . 9

* Local Private- ~ 2 S L .

..One company s entry into Tanzania (disquised countries used) can il-

J

1ustrate th portance of partner comm1tnent to the joint venture. Hav1ng

.

.

st nd
— . e -

SN and 20% by Tanzanians .~ The Koreans were not comm1tted to the venture~using

it ,only as a tra1n1ng ground and Mak1ng no effort to adapt to the Tocal

.

.

; ) A]thouoh MNEs are not'aenera}ly committed to'being minority‘partners

MNEs were very seldom comm1tted touthe Joint venture structure when.‘-

- determtned how attract1ve the Tlocal market was, a Canad1an f1rm'dec1ded'
that they needed to team,uo with a Tahzanjan firm if they wished to break-
in. . There were inﬁtia11y a‘great number of diffitd]ties. They were joining -

with a fnrm us1ng pr1m1t1ve techno]ogy that was 80%~contro11ed by Koreans

“culture or upgrade the techno]ogy.' In addrt1on,.the Tan;an1ansﬁwere‘p1ay1 '

1ng a pass1ve role. G1veg the Canadian-firm's -commitment to the venture,'
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n s G e, v,
- o
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they inittated an.u1t1mate1y “Sdiccessful plan whereby quatity was 1mproved

‘L

Korean managers were replaced, some bas1c manager1a] controls w“re app11ed

el }

and the Tanzhnians becama more 1nvo]ved Yet it took nearly ten years of"

very d1ff1cu1t work to- br1ng the 7V -to 1ts present fomn. As much as the

P

-

:Canad1an firm felt they needed the ]oca] partners, it seems doubtfu] that

>

the vertture wou1d have™ succeeded without theﬂr longbterm comm1tment as

- .

well,

.

&

Need and Comm1tment -

The re1at1onsh1p between need and comm1tment 1s noted in Table V 5.

Hﬁre the corrected chi square (1. 050 with 1 degree of freedom) ‘Was - s1gn1- .

f1cant at the 0QD9 1eve1 suggest1ng a strong correlatton between 1ong-

< . f»,

" term partner need- and strong comm1tnent and short term partner need with

weak comm1tment. S~

‘v

TABLE V 5

<. The Need Comm1tment Re]at1onsh1p .

Y - S’ n,.
M <. ,“'" 3 st .

Yaa

Strong Comm1tment .weak-éommitment

Long-Term Need,

Short-Tern Heed

<
. N . . .
..

— P

Table V 6 J]\ustrates that those Joint ventures 1n wh1ch there wereﬁ

’ ~ \ v

both 1ong«temm partner need and&stFong commitment to the J01ﬂt venture

W= e ;
\ * M

structure\were much more 11ke1y to be stab]e than those cases w1th short-

.

term need and/weak‘comm1tment. Th1s 1s supported by a chi square of 5 242‘}f

3.

. With 2 degrees of freedom, sngnrf1cant at .056

f i v
Rt fondwr: sasdinding amdis
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TABLE V-6 e S

Need/Commltment and Stab111ty Relat1onsh1p

~ N
N v 1,
. . .

'Strong Commifméh%/ Weak Commitment/“ - -

Y7 - " Long-Term Neéd Mix .  Short- Term Need
stable_ (20) - -9 3 8.
) Unstable (18) 1 .3 10, ,
. ‘ v

. T - N o =
A}

<

Last there is ev1dence to show that strong comm1tneht and long- term
' need are assoc1ated w1th pred1ct1ons of success, and that weak commitment

and short term nee4 are assoc1ated w1th a pred1ct40n of d1ff1cu1ty7fe11ure

(see Table V 7) , The chi square_here (7.217 with 2 degrees-of freedom) was =
N ,’ s1gn1f]cant.at,a .027.Weve1. A . _ f:-- ’
: TABLE V-7 B
' . c - Need/Cofiiii tment and Predicted Performance Relationship
T f . - ":- .. Strong Gommitment/ " Neak Comm1$ment/
R . - . ' long-Term. Need Mix "Short - Term Need
. . T X hmm——— mmm . mmmmmmamammmn———
~Success v 6 1 2 -
," Difficulty/Failure- . 2, 5 ° ¥
. - . . .o N ' 4

PR N >
.

'

e
¢

there were both short term partner need and

fa11 ‘than it yas Jlkely to succeed -

,‘i

¥ Jikely to be successfu] ‘than to have d1ff1cu1ty or - fa14

Py

S1mi1ar1y, when

)heak commltment to the Jo1nt

. venture structure, the venture was much more 11ke1y to have diff1cu1ty or

.

In those -cases where.there.were ]ong-ferm partner need and strong commipjf

ment to the joint-&enture structure, the venture was¥MBre than’;wice as:~~W“

-
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) com‘ltm t were important for Jmnt venture success, attentibn focussed on
- Both a. feview of the Hter&ture and deve‘lopment of re- - =
. d measures were‘ required to cqmmete Fi gure V— This is the subject 5
2 f the- chapter fonowing. R TR ‘. R : )
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PARTNER NEED AND COMMITMENT LITERATURE AND MEASURES

-,

-

1+

-

As noted earTTer,‘the pilot surveyﬂdbservattpns indicated that what .

distinguished~a successful from an”unsuccessful joint. venture was not pri-,

umarily an 1ssue of controT as the 11terature had suggested Nhen the prob-f

| Tems and character1st1cs of the h1ghest- and lowest perform1ng ventures in , S

the p1lot_survey were‘compared, a. cTear pattern with respect to jeint- - e

venture‘pérformance resulted.' Most probTems could be v1ewed 1n terms'of
whether. there existed mutuaT Tong term need between the partners and com-
‘m1tnent of the partners to the use of 301nt ventures.

.

) the exrst1ng 11terature on. partner need and comm1tnent and outTlnes the

This chapter rev1ews o -

measures used Yo assess them in the core ventures,
T S o e
- 1. Literature on Partner Need in Joint Ventures

A review. of the«Titerature on joTntLventure perﬁormance shows that

many writers consider mutual Tong term need between partners an important’

[

jssue 1npassess1ng a venture S potent1a1 Nh1le partner need has se]dom

¢
rece1ved exp]1c1t abtent1on, nearly all resedrc ers into joint ventures
have 1nc1uded reference to it in their anaTyses The most common instances \-
. < A s ’

T are d1scussions regard1ng the TOng-term need-for a partner or. the need for -

one.potent1a] partner as opposed to another. Th1s theme can be traced from

the ear]y work of Friedmann and %eguinA(l) which stressed the difficulty of

" choos1ng g partner when the poT1t1caT, economﬁ? Aand social env1ronment vas RN
’. . T\ ,‘.

rapidly chang)hg Franko (2) Robock and S1mmohds {3) and K1111ng (4) anv 77

obbarved aﬂsmmalar pattern in joint ventures.

¢ A
T . S
” .

They'noticed that joint ven-

.
L - . .k ~ . N - oy . . -
S o .

St s

o
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' tures were formed as a resu]t of uncertainty concerh1ng a fiew markeg, appa-

~

rent 1earn1ng abou€ the market followed then, need for a partner waned. = | -

- :f. A Canadian government pub11cat1on on the estab]ishing of ventdres in Brazil N

“stressed the vatue of finding a partner with “the same short-term and 1059-‘

o _' - 0 -

<ﬁ9‘

PR

term goals [so that™ the Tocal partner] w1]1 continle to have a need"'(s) ’ T

: for. the fore1gn company. - 7 N

~ .

. Because any firm that does not need a partner will not form a Jo1nt

venture, it is surpr1s1ng to f1nd only two~p1eces of research with deta1led

‘.

~.11sts of partner needs.. These two sourges are Stopford and We1ls (6) and

.

Raveed and Renforth (J) Stopford and Wells had deve]oped the most comp]ete

* 1ist of partner needs ava1lab1e at the t1me, and they were the first re-

£

Y- TR

-
B

. searchers to have made an attempt to measureethe magni tude of'deferentA. ‘ -

®

] _ .. 7 partner needs. They started with a listfof nine items, whfcﬁ their ques—q
N - .
tionnaire respondents extended to eleven.~ Thus the work “of StOpford and . B -

[ . - v

" Wells served as a start1ng po1nt for the ﬂ1st of needs measured in th1s '_ .. T

,research‘and was expanded to make 1t mQre complete. o A s

K

* 7 The explanation of need measurement'wil1 be'explained:in thé section.

’

¥

following. T At this t1me, ‘note that a more comprehens1ve list of potent1a1 ﬂ;f '

LS

partner needs was developed and then méasured from several d1fferent per- Y

‘ spect1ves.\ Because th1s 1ist was der1ved from the 11terature, the 11st 1s ,

.discussed hefore need measurement is exp1a1ned. LS. : - A

. «
o ‘ . .
- -

- a . .
- . + .
# " "

Typology -of Need T ’ e " T Tl
, .8 . . : e . Lo s
. Ll There is a- 1arge number of. potent1a1 partner needs and thesge can be . -
classified in varlogs ways. In ‘this research,.partner needs were divided - v R

. ‘ ~apt AN 1 ’

T . = oW

L] I's . e
N . A — . Yoy B ¥y g s s s 0 =




jtems each (see Table VI-1).

V-

v

T —

groups are discussed”in tuen,

-

*..

-

_The three items making up eadh of the five’

Virtually all research (indluding this)

]

i) Items readily capitalized:

inclades “"capital® ‘itself on the list of partner needs. oy
- _Roulac (B) capital was one of only two reasons for which partners-are '
= ‘. v & N ~
. needed (the other was expertjse). The second reason inctuded for

’

i)

~

4
‘

- . -~a labour force than the mu1t1?at10na] could if operating a ‘whally-.

’

. one eategory,. with all

needwng a partner was to ensure a “raw mater1a1 supply.”

was technology.

-

In" fact, to

A third item

Many flrns in developed countries look for local-

bartners as a means’ df‘spreading the introduction of their technology

tg ‘as many.markets as possidle.

¥
¥
.

marketing
~ MY

persoﬁne]l,

_Human-resource needs:

personnel,

However,

\

&

- Stopford and Wells included general managers,

and” experience? production, R&D, or technical

in this research "general managers

“funct1ona1

_managers"

represented -

_making up the ‘second.

,The thlrd human-resource need added here was, access to a "Tow cost.

labour force." Loca1 partners may “he more readily able to drov1de such

. - Q”

owned subs
; :

‘-‘} ".'

idvary.

>

iii) Market accegs needs:

goods phoduced outside of it -- was modified to Tinclude’ the .possi-

Their first

~

Stopford and Wells included three items here.

v

item -- better access to the foreign local market for .. '

a .«"

o

-
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iv)

.meet government import substitution policy" (11) ‘was 1nc1uded.

_satisfy forecast government requirements for 1local ownership.“ o |

LY

R S R AL T s R B e a7t Ve At

~ - - S~

bility of the local partner need1ng a forelgn partner to ga1n better

access to foreign markets for goods produced 1ocally. Loca1 partners

-~

may want a fore]gn partrer for access to_export markets, as Janger (9)

points out. Stqpford and de]]s. second‘ 1tem -- better: local access

than would have beenlpossible with a wholly-owned.-subsidiary -- was

modified to include .better ‘access through joint ventures to any .
markets; again ref]ecting_the‘LDC partners' perspective. Part'ofothis -
second dtem includes a partner need mentiqned p} Kii]ing,(lo) gﬁanne]s

of distripution. The third, from Stopford and'wells -- speed of'entry\

. -
inte the Tlocal market -- was modified to “speed of entry into either  °
the local or foreign market. ;o ‘ . n%'“z

-, . <
"o . - N S . v 4
“ ' - - . - S

Government/Po1itical "needs:’ These were the items that - respondents
[ . . . > .

added .to Stopford and Wells' initiaf nine-point 1ist. Both of''the .
- -4 M ﬁ - * E
1tems -- to maet government requirements for local ownersh1p and to

N N

gain p011t1ca1 advantage -- were reta1ned as separate measures in thrs,

research. As part of "need to meet governmenﬁ'requwrements need to -

The second partner-need item included” in this. section was "to - . ;

—
.

P

Poynter's (12) research has highlighted the domestication or localiza-

2 - N —— .. - . - - - -

tion tendencies of many ,LDC goverhments. This is an important con<

sideration, so the need to "forecast" change added as a separatd -

-

category. Using. joint venturesras a means “of reduting ‘the political

risk 'of intervention represents a logic#l decision for many companies
~y

) Tt !
N . o % . - ) .
e Mea e A mE s e S g e s gty M ey R I AEERE S T st s I AP AR R S
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4

v,

' was retained

-operating conditions, labour laws, factory reguld

~ foreign economy, politics,

’ -

- . 7 o N . - 75,’ .

operating in strategic sectors of & local /economy. Those ventures
[ 4 ’ -

.

operating in strategic sectors are identified in the research. s -

item in this section 'was “"local political

-

advantages,” which includes such things as better pqlitica1‘access.‘

The third partner-need

Thus, the three items of éovernment[ﬁo]itica] neéd differ in toncerns’
for existing requirements, possible requirements,_end potential ad- ' ‘

vantages.

e

_ Knowledge needsl The only item from Stopford and wells.in'this cate-
.'gory -- genera1»<now1edge of the 1oca1 aconomy, po]1t1cs, and customs

in this research, Newbould helped clarify.what gen-

eral <nowlege encompasses'by describing’ it as “ngwiedge concerning
7

ins, customers, and
marketfng methods," (13)-  The second item; “general X<nowledge of the ..
and -customs," was included to reflect the R

The-final. item was “know]edge of current

perspect1ve of Lnc partners.

bus1ne§s practices,"” which represented the other 51de of/the forelgn

' negd ?or'an inéxpensive labour ‘force.

s

partner‘ In thws case prxmary’

R : . - ~ s C
benef1c1ar1es are local nationals: they acquire know]edge of, and |
experlence with, current bus1ness practlces in .exchange for 1abour.-

The. focus of the study by Ravéed "and Renforth was on how, well state-

-

enterprlse <= mu1t1nat1ona1 cqrporat1on Jo1nt ventures ret both part-.

ners' needs. ., They surveyed multinational execut1ves and local elites .

*%1ther of wh1ch wag necessar11y 1nvolved in joint, ventures) in COSta

R1ca concern1ng “attitudes toward a number of forms ofﬂfo/elgn-eQUity

~ T .
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' ) JTABLE VI-1° -
o0 . “ e
Joint Venture Partner.Needs -
Stopford Other o .
&- Wells T Researchers This Résearch
Needs for |- Capital _ - Technology 1. Capital -
Items , < Better Access to (Janger) 2. Raw Matertial
Readily " Local .Raw Mater- a 3.  Technolégy or .
Capitalized| ials or Components vl ,Equipment
‘Human |- General-Managers - Gheap Labour | 4. General Wanagers
Resource. |~ Markefing Persennel - (Various © 5, Fupctional Managers. '
Needs - Experienced Pro- Authors) * (Marketing, Produc-
- | -du¢tion Personnel, ) » tior, Research, Pin-
‘ " R&D, -or other - ancial, etc.) :
Technical Skills " 6. .Inexpensive Labour
Market - Better Access-to the - Export Base 7: Better-Access to the
- LAccess: Foreign Local Market _(Janger) Foreign: Local Market
Needs .. for“Goods Produced - Channels .of for Goods ‘Produced
Qutside of it _ ) Distribution Outsidetof it plus
- Better Access to the (Killing) Better Export Oppor-
Local Market for" Goods| - tunities for Goods
Produced by the.JV. v Produced Locally
than would be: Possible y 8. Better Access (ié.
with a Wholly-Owned .via Distribution
| Subsidiary Channels) to any .
— - Speed of Entry 1nto 1 Markets than through
- Local Market k Wholly-Owned Subsid-
¥ jdaries
, , -1 9, Speed of Entry
Government /|- Meet Government Re-' - Reduce Poli- | l0.Meet Government Re-
Political quirements for, t1cal Risk quirements for Local
-|'Needs - Local Ownership * (Poynter) - . Ownership or Import
- Provide Political | - To overcome * Substitution
: Advantages ' Local Gov- _ | 1l.Political- Advantages
. . ' ernment's Im-| 12.Satisfy Forecast
¥ - port Substi-'| = Government Require-
' ; . tution Policy ments for Local Own-
: 1 (Hil1s) . ersh1p/Avo1d Poli-
C tical :Intervention
Knowledge * |5-General Knowledge- - Knowledge of .| 13.General Knowledde -
Needs of Local Economy, - Administra- . of Local EPC
“Politics & Customs tive Proced- | 14.General Knowledge
(EPC) ures of .the Foreign EPC
; ) (Newbou]g) , 15.Knowledge of Cur-
6 rent Business
) : Practices™
: v

B
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invésfﬁentn In add1t1on‘to favour1ng Jo1nt ventures w1th Tdca1 pr1-
'vateqfirms over al] other form&, MNE . executJves fe1t that -the. two-

A most 1mpontant of the fore1gn f1rm object1ves were to- obtain 'countryA
. : " related know]edge and 1oca1 management “(14 ) Jo1nt venture managers
in the work of Stopford and we11s had s1m11ar1y ranked these among the-

most 1mportant 1oca1 -partner’ contr1butxons. ' : he

4 o <

» ) \/

) "~ 2. Measur1ng Need a7 ; ' . o L Co

The. emphas1s in this research™was on determ1n1ng' 1eve} type,. and'

g
change (if any) of partner need =- both, w1th1n and between ea;h parent com-

‘ . Ppany.. Figure VI-1 illustrates the map of partner heed used. :
v ) . . ¢ B . /

N ‘

. FIGWRE VI-1 . .

v ' MeasuringfﬁheaNeed‘fOr the Joint Venture Partmer -

' S : - : Perspective « - (\\ ‘

T ' -Local , |, : Jv Genernl
: . ’ ' . Partner . MNE . Wanager
© 0 Time of | Time of Entry _f x| 0x X )
‘Current | X ; 1. ~X' Bt
. Measure Thiee Years Hence X ; T X ‘ X9 ‘

. X. - Partner need as meaéured in this research
v 0 - Partner need as measured by Stopford and We11s

~

k\\lnﬁi,research has extended the measurement of need in the fol]ow1ng Ways:

a) beyond a s1ngle point 1n t1me (entry),\

°

b) beyond a single perspect1ve (the.multinationa1s‘),

N
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've1opa ng tountr'res
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questlonna1 re, see Appendm l) were desrgned to oetam a generaf overv1ew "

¢ A ’ o

4

of each partner s need for the other. . Subsequent measures were mm:h more e

, <¢-

specxfm in nature.. The ﬁrst questron asked each partner whether at the

o~ [ . ., .-
', ,;r.‘ y

txme of entry -1nto the venture a s ec1 f1c partner was needed or not

- n

n“ -

Lt <

seemed reasohab‘le to expéct those Jomt véntures, m wh1ch partners were

.
~‘q,\ ’.-; 'e,

chosen for somethmg on1y they cou'lr;l con,trlhute, to be more successfu1 than

.-,“. '

1n those cases where near‘ty any partner ’"Noulud suff1ce. The se,co'nd questm

- ’ o . B .

o

asked ea gartnen what the magor contrtbutmns (ﬁ"u order of 1mportance) f

i, .,

the other partners were at the tlme of en‘try 'l‘nto the ventdre” and at h

K . LR . . : . . R
' . . .o . .o . ) “
i 3 . T 4

Pr‘esent tlme. ST e v RN S at

.
WAl

.

W

s

Il‘{( :"l‘

L 4 . oo

The thn:d quest1on 1nd1cated mcr’eased spec1f1<:1ty by..askmg each bf

.A

the fore1gn parthers how 1mportant the contmbutwon of the1r venture part-a}

el ’..

[N

* ' ’ e

ner was to 15 itenfs. (Psevmus.ly dwscussed) at the time of entry ‘mto_ the

Jomt venture. Each item was. eva]uated a]ong a f1ve pomt sca}e of rmport-
I3

ance -- 1mportant, somewhat 1mportant a\cerage 1mpgrtance, so;newhat umm-u"

portaht unimportant. Th1s sca]e was. qmte s1mﬂar. to the seven pomt

,,‘_

. sca1e used by Stopford and wens. L The fomzth and f1fth qhestlons asked the f? T, e
. , same managers to eva]uate the same Tist of . partner contrlbuttohs atvthe ‘
Y present twme and three years hence. The mtent of these questmns was to C B
; focus on, whether, those Jom”7 vegtures formed ‘on the basis of needs of, an A "' " . )
i T R obv1ous ashort term nature (,: e.,ﬁfor tspeed of market entry) would be more '
" likely to tead .to poor Jomta*-*vent'ﬁ}re perfor anc‘e... e . W ' ) "' 3;5
* g . o ‘7\"_ Y ﬂ o
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'Because either partner may have the short-term emphasis, the next

questions (three, fodr, and five) about partner contributions. A possible

. o

explanation for joint-venture failure and one examined further,>is that. it

is caused by differences in the magnitude of need of'one,partnér for the

other,

As Figure VI-1 indicated, the joint-venture general manager's (JVGMs)

_persbective was also of interest. The' JVGMs were asked for their percep-

tions of the contribution of each partner at different times since incon-

gruent responses (JVGM versus partner) also representad another possible

° I3

explanation for joint-venture failure, o . T

82.

.stage in measuring partner need was to ask the local pdrtners the samé

Finally, each partner was asked for additional detail. on those.items -

5

_for which they haJ indicated the strongest need for-their partner.’ Further

detail was required given that detail might .have significant implications

for the'interpretation‘attached to the response’. One example, concerning a

partner chosen for his genera]-management contribution, can i11ustrate.

Here, the situation in which a partner was chosen because there was only

one poésib]e general manager‘available is contrasted with the situation in:

which® there was, a number of potential partners capable of supplying a gen-

eral manager. OnTy by ask1ng for further deta11 could the wide potent1a1

implications for the joint,venture be discovered. (Appendix 1 contdins the

actual questions tnat each partner_and joint-venture general manager were

“asked to complete.)

3. The Commitment Literature . -

In addition to focusstng on. partner need, the resedarch examined sev-

k]

eral ways_in_which _commitment was_relevant to joint-venture_performance.
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N : Sy e ’ .
The decision to also focys on commitment in this research was a result of

e

comments made by mu]tibational executives interviewed during ‘phé pilot
survey, Commitment was the word which they, and other executives subse-

quently interviewed, u%ed to describe the degree to which they felt bound

\ﬁﬁ\ to a particular behaviour r%garding their joint venture, Executives con-

k&inua]]y used th? word gommitnent iﬁ fouragénera1 @ays: to &eécqibe re\a;

_ tive éttitudes toward international business, toward the use of joint ven-
fures, toward particular ventures, and toward particular partners.'

On the evidence of early interviews, commitment geems to have“both

rational and emotional component§. Certainly, a signifi;;nt portion of

what'executives_ca1led commituent. was 5 function of both their past exper-

fences with joint ventures and an analysis of the pros and cons of using

the . joint-venture form of organization. A purely rational .view, recogniz-.

L ing that both resources and information are limited, would lead to an an-

a]ygis-based on an understanding of the tradeoffs i&volveq‘ However, the

- extent to which exchtives;wehe~wi1ljng to bind thejr-cbmpanies to the use

of joint_ventures went beyond this purelf rétﬁonai analysis of tHe appro-
priateness 6f using a jgint venture, . . .

" In many firms, the attitude of tne company toward the use of joint
ventures had attained the status of a corporate value -- "We favour .the use
of-joiné ventures/We oppose the use of joint ventures." . In many companies ‘
it was simply corporate policy always to use, or nevef to use, joint ven-
tures in developing countries. In one extréme -¢ase, an American multi-

. national acquiréd by a Canadian firm was directed e%ther to buy out; or to

3e11 out to, all of its joint venture partners.

l
.f _
!
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_This also worked the other.nay:‘in'seyeraf cases, ventureé‘that no
longer f1t within the corporate portfol1o were :1a1nta1ned  Among  the
reasons given: sither it was the first venture estabhlished by the person
who was now the company chairman,'or the company chairman had, over.the
years, hecome nersona11y friendly with tne partner, Whether one agrees that
sentiment or personal Conslderations should play any rote in the jointT

' .
-venture process, in reallty they do. Given such a situation, joint-venture

Dy

,comm1tment is def1ned as the degree to wh1ch a firm i3 bound to a rat10n-

ally and/or ‘emotionally deriyed behaviour.’

.In contrast to:the case of partnerMMeed, there is a.neg1igible)feve}

6f discussion in the international-business Titerature on the subject of

~

commitnent. The only work- in the international-business joint venture’

N

1itérature found emphasizing the role of commitmnént was that of Tomlinson
‘and N1]1yé 15 Comm1tnent to a partlcular venture was one of the variables
they usgd in- modell1ng the joint-venture process-in Latin Aner1ca. Most of
the 1it rgtute od cqmm1tment - 1nc1ud1ng “that of Stevens, B8eyer, -and
Trice;(16) Steers;(17)‘ Angle and Perry;(18) Hrebeniak and Alutto;(19)

Sﬁeldon;(?d) Buchanan ; (2 1) Dub1n Champoux, and Porte :(22) Grusky'(23) and

Lawrerice and Oyer (24) - is in the area of organlzat1ona1 Sehaviour and is

concerned with employee. comm1tnent to the organ1zat1on. These writers
focussed on such factnns as the emp1oyees'/bosition in the organization and
' tenure with the organization. One of the’earliest researché}s, Sa]ancik;
wno provided the~means by which commitnent was ultimately measured in the

researcn, noted, however, that “there are many more ‘ways in which commi%-

ment is re]evant to organ1zat10ns than just staying on the JOD "(25)

A

34,
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One area of research that seemed to bara]]el this study was some work

“done on the implementation of management information systems (MISs),
a4 N

35.

Ginzberg (26) found several issues relating to commitpent re]eJant'in the .

success'ful implementation of MISs., The first of these was the gaining of

.

commitment to any course of action necessitated by the new system. Here

the focus was on the willingness of these involved to make changes in be-
. . . ;

havioqr, procedures, etc. The second Ginzherg issue was the gaining of

commitnent to the particular MIS implementation project. Here the focus

wds on taking those actions necessary to ensure the quality of the MIS

project.

. ~
1

The bhehaviours of primary intarest ia this research are commitnent

.

ture structure) and commitment to a particular project .(the specific’ ven-

ture and the specific partner). The use of éommitnent in relation to a

course of action and te a particular project-is similar in several ways to

those issues Ginzberg found relevant, Commitment to. international business
is considered comparable, given the-assumption that previously demonstrated

willingness to do busingés internafionafly; in LCs, and to use {especially

minority) joint ventures,. shows” greater commitment to a course of action

than does a wholly-owned subéidiary orientation. {The actual statements

used to measure commitnent are detailed in the next ééction.) .~
Commitment to the particular joint venture ana'tne‘pgrticular venture
partier is similar to Ginzberg's usage in that both:

a) are specific in direction (i.e., to a particular -joint
venture or particular MIS implementation project);

to a course of action {i.e.; to international business and tne joint-ven-'.

23
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“

>} require commitneént from d1fferent groups of people with
different orientations (i.e., in G1nzberg s MIS projects 1p
was users and management; in the case of joint yentures gt
is the foreign and local partners) and

) requ1re commitment at all stages of the process.

> In the case.bf,WIS'iﬁpléméntafjoné, commi * fient issues'were p]acéd“in
‘the context of a sevgn-staée modgl.of-change.\ anéberg beiieved'ihaé thqse-
issu%s recﬁrring:duﬁing the.sequentja1 stages (scohtdng,ueAtﬁy, diagnésis,
planning; action, svaliation, ;ermination) of the Kolb-Frohman model migﬁt“

be critical issues requi-~ing resolution in order to assure- implementation. -

success. In the joint-venture case, commitnent to the vgnture,is[consiQered

necessary at all three stages of_the‘jofnt-yenturq process "4- decision to

~

Brn a joint venture, partner selection, and .on-going management,

The general rélationshlp between Ginzbeng's use of cmmnitnent and

\

commit nnnt as Jsed in this joint vnnture resnarch is summar1zed in Figure*

[v-2. W1th th1s background we can proceed ~1fh an explanat1on of the
# ) .
measuremenx of comm1twent. ‘

4, The Commitment Measure ) o

. § . ..
To heasure commitment, managers. from both parent companies in each of

_the 12, core ventures were,asked to complate the'appropriate portion of the
quesﬁionnaire {see Appendix 1}. The purpose was to assess how character-

Jstic a total 3f 16 statements were of the foreign (MNE) parent-company's

attitudes 'and activities. vis-a-vis joint yentures ‘and/or the particular

s

joint venture. Thesa statements were divided equally into four wyroups
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3 » ... . - FIGURE VI-2' 2
' Joint Venture Commitment: A Comparison with Ginzberg's Approach j
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designed to measure commiiment to international. Susiness, to the use. of
4 - Ve .

» -

joint ventures, to the partiCuiar venture, and to the particular venture

. o~ © e

partner,’ Ratxngs on each statement were over a flve -pdint scale’ rang1ng .

from "characteristic" to uncharacterlst1c of the venture, '

The 16{statenents used»to measure commitment were,developed from the

.

comments'madelby the multinational’ @xecutives interviewed during the pilot

survey. : The questionnaire was administered to both partners, HoweVer,

emphas1s was placed on the MNE partner s perspect1ve because, as the fin-

/

anc1a1}y 1arger partner, the MNE had potent1a1]y a much w1der range 1n the

lamOunt of. resources rt could commxt to the venture, Iherstakes are h1gher

o

' 'for the f1nanc1a11y Smaller 1oca1 partner so it was assumed that he is more
.Y1ke1y to be comm1tted alreaoy to .the particular venture. Fonsequent]y,
":fewer of the statements were des1gned to exam1ne the perspect1ves of both
.Spartners than in the partner =need quest1onna1r9.
- The statements were pretested and refnned durlng the second phase of.
) ,the data—co1]ectlon process. The basxc hypothes1s govegning a]l statements

. . was that the greater the level of comm1*nent " the better the performance of

the JOlnt venture . S .

»

The statements des1gned to measure comm1 nent to international Susi- -

" ness weresrelateqatosattltude toward forexgn 1ovestnent (generally and in

'LﬁCS),,ahd_to wi}lingness to:adapt produqts to‘the needs of the local

~

‘market and.willingness to 1ncrease the number of nationals employed Note;

v f

c]us1ve1y.1n one ‘area.

. N . . ‘ . . { i
The statements designed tq measurer commitment to the joint' venture

structure were concerned with whether the parept company: was w{lling to

however that none of these statements necessarfly measure commitment, ex-




as w1111ng to take a m1nor1ty equ1ty pos1tlon spent a 1ong/f$ae we1gh1ng

he costs and benefits of us1ng Jo1nt venture’ ~over other organ1zat1ona1

/

forms; and had contingency p]ans for prov1d1ng its Jo1nb ventures w1th in--

creased levels of assistance if necessary.

Statements designed to measure commitment to a particular. venture

s . , . ]

. - . RS
, - asked whether joint-venture or parent-companf/concerns came first; whether N

parent-éompany manegement.'was willing to, visit regularly, and te offer
whetheér parent:company ,magegement° was

-
L -
- 0

. ass%stance to the joint venture;
.wi]]jng to commit resources (peogle, time, .and money) to.tﬁe JEnture eveq :
when it should technically acquire these things on its own; and whether,
: when special skills were  required iby the joiet venttre, p@reht-companzw
management first tried to fi;d them in ‘the parent organization. Regardin@‘
whether tﬂe concerns of the joint venture or those of. either_pérent company
: :

commitﬁent was assumed to be greaigpr when the joint-ventdne'

came first,

. “concerns came first.

v 1

best qualified t» operate the .Joint venture, in t

*

-The 1mp11c1t beljef was that the genera] manager wa

"
Kg context of phat hqp

i

particular venture as used'in this. research is

partners had agreed was an appropr1ate d1rect10 .

imi]an to the measure by

Fommxtnent//to the

-~

"parent firms'
a continued,
ing, technical
tives' time to
tion.

-

Tomlinson and Willie: -~ - - s

long-term commitment

Essentially, it

provide resourcei/fgg/céﬁgbtl1t1es.u

o

/ T -

commitnent represented/their readiness/to make
resources such as finance
skills, managerigt personnel- and senior execu-
the specific_needs of a ‘Mexican joint opera-
icated a(pa;tner s willingness to
27 / e
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-Commiznent to a pdrticular partner was assessed in terms of: willing-

ness ser1§051y to cons1der changing current. work1ng procedures and report-

Y

ing requirements to accommodate the partner; ensur1ng through regular meet-

-
“

ings that ‘each partner nnew what to expect from the’ 301nt venture; 1nc1ud-.

ing the partner even in dec1s1ons not requiring Jomnt dﬁscuss1on accord1ng
\"tt.

‘to the managemegt agreement; and the amount of time spent with the partner,

heyond normal “tours, working on venture business. The four types of com-

mitment are summarized in Figure VI-3, ,

)

‘Measuring the Extent of Commitment

. To reduce the possinvility of execut1ves elther exaggerat1ng or under-
/

90.

estimating the degree to which any statament characteri zed tne1r f1rm, supJ

plementary questlons relating to each‘of the 16 statements were developed

‘to: measure the exggnt of commitnent. Managers were asked to respond verbal-

1tho these questions following completion of -the questionnaire., Kiesler

(28) and Salancik (29) previded the theoretical dasis for the method used

. to determine the extent of commitnent i?/the research: degree of commitnent
s cons1dered td be a fJnctlon of the extent to whpgh one's ‘hehaviour is

. b1nd1ng. This is der1ved from the definition of co g,nent -~ p}edg1ng

or “binding of the 1nd1v1dua1 to behaviounal 3cts.“(30) This emphasis on 2

behavioural measure. is also cons1§?ent With thdt used by P1nzherg Salancik

\

felt that "four character1st4cs,of behay1oura1 acts make them %1nd1ng, and
<o | : ' -

’

hence determine the extant of ,commitment: explicitnes§, revocébilfty,.

volition, -and publicity."(31) Increasing ong or more of explicitness (pr '

deniability of the act); revocaTility (revérsibility of the action); and

|

I
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volition (the freedom or choice perceived by the person when performing the

act) had first been hypothesized by Kiesler as useful in increasing the

degree of commitment. Salancik adds a fourth characteristic, the publicity

Kiesler and Salancik also differ, as Kiesler uses the importance of the act
for the subject and the number of acts performed by the subjéct as, ways of
increasing the degree of commitment,

The characteristics used.ip this research to determihe the extent of
commitnent include both revocability and volition, (A1l of the character-
jstics used, plus those of Sa}ancik.and Kjes]er, are summarized in Figure
Vi-4,) The third characteristic used here combined explicitness and pub-
licity, because of the strong similarit;ggynetween them. (Exp]icitneés is
concerned with the extent to which an‘action can be said to have tgken
plate; publicity concerns the extent to which oihers know of the act@on.)

t

. ’ FIGURE VI-4

_Characteristics of Behavioural Acts Which Make Them Binding
and Determine .the Extent of Commitment

2

(iés]er ' , Salancik - This Research
1) Revocability 1) Revocability | 1) Revocability
2) Volition 2) Volition + 2) Volition ’
3) Explicitness . ’ 35 Explicitness 3) Explicitness/
. Publicity
4)'Imbortance of Acts - 4) Publicity | ) 4) E%fort '

5) Number of Acts

-
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“or "publicness" Tof the act, which links-the action to a social context, .

A /7
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commitment was effort. Kiesler felt that everything poipted.to the import-
ance of effort as a determinant of commitnent. ‘However, petause he had
difficulty operationalizing it; he did not include it’iﬁ his_experimeﬁtg.
However, the present research measured effort in terms of -amounts of money

and time invested, as well as the number and level of people from each

parent company involved in maxing the joint venture successfpi.

An example of how the extent of commitmnent was mea3ured*fpf*a bﬁ?;icﬁiﬂ

lar statement follows: executives were askéd"to assess how characteristic
the statement -- "the parent company is quite wi]iing,to.téke a-minority
equity posif?on in a joint venture" -- was of their‘organization. The
executives responded using the five point scale noted in Apbéndix 1. How-

ever, their responses were not accepted at face value; each statement was

93,

The fourth and final characterlstic used to determine the extent 5f

" assessed -through different *further interview questions in terms of revoca-

bility,-volition, explicitness/publicity, and effort. =

To assess revocability for this pgrticu]ar st;tehent, the ‘executives
were asked how many minofity, as opposed to majority, joint ventures the
firm was involved in,

Since the formation of any joint venture is not a

quickly reversible activity, the -assumption underlying. the que%tion was

that- greater commitmnent could be demonst rated fhrough greater emphasis on

£

minarity joint -ventures.

Volition was}agsessgd by asking whether the coépany had voluntarily
formed minority jognt ventures. This question was designed to control for
the fact that somé LDC governments require MNEs tg take a minority equity

-
nosition

position., The hypothesis was that voluntarily taking—a minbrity
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demonstrated‘greater commitment than did being forced. by theAgovernment to

do sO. ,
%,

Exp11c1tness/pub11c1ty was assessed by ask1ng whether the company had

..a stated” public position on m1nor1ty ventures., A number of compan1es noted

in their annual reports how they favoured or opposed m1nor1ty ventures.

)

Again the assumption” wa%.that greater.commitment Was demonstratea by pub-
l1c1y noting w1111ngne$s to take a m1nor1ty pasition;
Effort was assessed by asking whether the company had ever refrained

from enter1ng a market because of m1nor1ty ownersh1p regu1at1ons. The

K3 .

hypothes1s was that 1f a firm was w1111ng to make the efﬁort .o, work w1th1n

.8 . t
ownership regu]aﬁ1ons, comm1*ment Was certatn]y deanstrated F1gure MI 5=

summarlzes“the comp]ete measure of comm1tment used.

" . L -

Append1§ B_oetails the statements that the managéﬁs were.asked to

(2}

3o

95,

assess - as well as the supplamentary questions regarding the “folr charac7 ‘

teristics of commitment relevant to“each. Note thae'the statements to be

chardcteristics. ~In addition, the detailed questidns‘may be app1icab]e"to‘

~a

more than one characteristic. ..

(¥} nb

5.

mary Modeﬂ - . - C e
Before exam1n1ng the find1ngs in the chapter follow1ng, it is usefuL

to recapwtu]ate the’ bas1c model gu1d1ng the research. F1rst, a comprehen-

.assessed do not 1end<themse1ves equally to questions regarding all fouf =

sive measure of performance stressing the mutual response of both partners\

Ll

was chgseh. Th1> measure represented an 1mprovement upon nhe vague (i. N

T -

. B . B
@9 »
- )
' -
R " R 3

\stabjWit&j and 51ngle perspeot1ve (1 e., MNE on]y) measures used in other




research, The research then exam1ned var1ab1es other . researcn had con-

‘ . -

’

sidered important (i ie., ownersh1p, stafflng, etc ) and; where-p9551b1e,

rep]icated the wori in a d1fferent Tocale - (1 €., 1n LDCs) Third, thé
\ “q - ~

'research exam1ned the 1mpact Qn performance of var1ab]es -- need and com-

mitment -- that other researchers had constdered but~in most

1mportant,

.. - -

cases had not focussed on. Both need and commitment were examined.in_de-

tail, using a 1arge aumber of _statements/characteriStics ‘that _had .been

empirically derived.

Last; hoth need and commitment were examined -(where possible) in each -

N o, R

of the core ventures from a number -of different perépectives. Need and

commitnent were examined 1ndividua11y in 'their relation to performance.

However, there is believed to be an 1nteract1ve re]at1onsh1p between need

and commitment,

wwth greater frequency when there was h1gh rather than 1ow, comm1tment

-

-Weak partner need also “seemed tied to low commitment.
research only has a limited discussion of this'1nteractive.efféct‘KChaptér

VIL), such a relationship is believed to exist, i
study. : o T ‘ L

. Figure VI-6 summarizes the research ﬁﬁﬂel with ité focus on need ano'

commitment, The next two chapters presant analyses of partner need and

partner commitnent, and d1scuss how need and comm1tnent m1ght be comb1ned

Strong partner"needs seemed to occur in the p1lot 5urvey .
Thys,\a]though,the

and is an area far future, -

o -

»
pprveT powey
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. FIGURE VI-6

Summary Research Model of Joint Venture Performance in LDCs

Partner Need

- Examine the importance of:,

Items Readily Capitalized

Human Resource Needs .

Market Accass Needs-
Governmént/Political Needs
Knowledge Needs ' ‘ -

o 9 060

- at three different points in time .-

- from three different perspectives "

97.°

P - ~

Commitment . ',
- Assess how characteristic ate
statements regarding:
e Commitment to International Business
s Commitnent to the Joint Venture

“ Structure . )
o Commi'tment to“the Pafticular Veature.
e Commitment to the Particular: Venture:

Rartner o e

4

|* - Measure the' extent of commitment for

" stdtements id terms of explicitness,
revocability, volition and effort

Performarice -

Cofipare high and low
,p:Eéorming ventures,
a&etrding to:
e 3 managerial

assessment

o whether both partnérs

wera satisfied

L
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i ) VII; PARTNER NEED: "ANALYSIS AND RELATIONSHIP TO PERFORMANCE

«

1. Introduction
. Firms estabplishing joint ventures typicaiiy need . partners for a
variety of potentia] contributions. Based on a_ statisticai analysis of the
18 questionnaire responses, supplemented by notes from the 45 1nterv1ews, a
K . " relatively clear picture emperged With respect to the contributionsAimport-
ant to each partner, the contributions characteristicaiiy important in the
high- and 1ow performing ventures, and those contributions of 1ong term,
‘short-term, and iittie 1mportance. - '. ) ) ’ A e
This anaiJSis is based on data from the 12 core .ventures,’ .Of thé |
eighteen questiennaires administered to parent- company executives and gen- -

Ed

eral managers invoived.{gn 'the core ventures, twelve were multinational

executives, three were MNE-suppiied generai managersi and three were local
partners, who aiso‘acted as genera] managers.‘ bart of the questionnaire
focussed on the interviewee's assessment of the import;nce of his partner's:
contribution to the venture of 16 different items.' Theureiative ‘importance

of each item was measured at three times: entry, the present, and three

years hence,

Needs of long-term importance was defined as those which were steadiifl
important or increasingi} important, at a minimum significance level of .05

© or lower, Needs of short-term importance were those.which were important;; -

but decreasingiy so. Needs were unimportant if the} were'steadi]y_unjm-' -

portant at a statistical significance level of .05 or Tlower. Signifi- ‘ e

cance levels up to .20 -are reported, however, because of the smail samp]e

constraint, because -values to this level are, ofteq included with the

-

i n e —— i e i ——
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Kolmogorov-Smirnov test, and because they are useful 'in suggesting djrecl'~-
‘ tion. The original'pi1ot survey focus on long-term rather than shoFf-tewn'

partner need was extended to include a more abso1ute v1ewnbf partner need

1

since this more.accurately reflects the situation in which one paptner has .

: no need for a particular partner contr1butlen.

!

When the words 1mportant/un1mportant are used, this is a referEnce to‘
. the f1ve-po1et scale used in the’ questionnaire. In any case where a'con-‘
- tr{bution iSAdescribee as important or enimportdnt, thi; mea;s‘at a stati-'

‘ﬁ ' ‘ st?cal significance.ieve] of .05 or lower, As eoted earlier, the stétistj-
cal test used with an example, is eescribed in Apbendii\z. Ihose iteme

with s1gn1f1cance 1eve1> of .20 or lower. 'can be. found in Table VIT-2, There

are six items 1nportant to the execut1ves in the h1gh perform)ng verftures

at .20 significance or lower - ‘four of yh1ch were s1gn1f1cant at .05 or -
Tower., The execuiivee frdm,tﬁe 10Q—perfqrmingﬁt;ntures felt, that the part-
ner mede imporient contributions'(bbth’at .05 signifjeance oe Tower) in
only two areas, '

1

The likelihood of a retrospect1ve bias by respondents occurring was

&

'reduced and cons1stency of response was increased, by administering the
"questignna1re and 1mmed1ate1yecompaﬁ1ng the results with those comments oe
the history of the.yenture mdde earlier in the'interview. Since joint ven-
tdres,~}{ke:eny business, are never totally staeic, differences_in pa}tner
need Qeée expedted'to have oecufred dvepithe'life‘of the Qenture.‘ As such,
MNE respondents .who might otherwise have identically completea the three

pages of the need questiennaire were asked to pause and, in ‘some cases,

“recdnsider their responses.




2, Partner Contr1but1ons

Each of the 16 artner contr1but1ons wh1ch formed this part of the
. R -

questionnaire had been hypothesized as 1mportant by e1ther.a revious - re-

searcher or an. executive interviewed during the pilot survey.'. fach contri-

of:

bution -and its relationship to performance is examined in term
a) degreé of importance (i ey 1mportant neutral, un1mportant)

b) changes in 1mportance (i e, 1ncrea51ng, decrea51ng, steady,’ an

-- as
_ only occurred w1th the un1mportant _partner c0ntr1but1ons -- - dual
'dﬂrect1ona1 var1at1on over “time); and o

7

‘¢)  the, various perSpect1ves (1 .., MNE execut1ves, loca1 partner/general

manader's., There were aTso completed quest10nnaires from three MNE-
2N

supplled genera] managers, however the1r reSponses tended to be qu1te i

i ,.—-

s1m1lar to those of the1r fore1gn parentsr Therefore, on]y magor

“,

d1fferences are noted) A]though these samp]e s1zes are - sma]l the_

[

Ko}mogorOV Sm1rnov test was spec1f1ca1ty chosen to accommodate th1s'

b e

‘ fact.:

&

Each of the 16 g&rtner contr1but1ons are exam1ned The resu]ts are

\

summar1zed from the various perSpect1ves in terms of degree of 1mportance

and changes in 1mportance in TabTe VII- L I bears ment10n agaln "that most

"t o -

'_of the MNE execut1ves in the ventures c]ass d as ]ow performers were satis-
‘fied with thelr vehture s performance. 14‘45 un11kely that mu]tlnat1onal'

1~execut1ves downplayed the1r partner' s“contr1but1on because_they.were dis-

satisfied with the venture's performance. Conseqﬁ?n}ﬂy, concerns regarding

'

-causality can be alleyiated.

%
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TR TABLE VII-1 g 4
J/ Summary of Partner Contributions
0 MNEs in High To MNEs in Low To Local
, erforming JVs "Performing JVs * General Managers
[(xwn) | @ .
5) Local Business 15) Better Export
, Knowledge Opportunities
(*) -8) General Managers| -
Needs. of Long [10) Knowledge of .} _ = -
Term Import- Local Economy, - . o
ance . Politics & , g
Customs , :
13) Functional o] ' T
. Managers L : ' . : -
2) Local Political | 7) Awoid Boli- 4).Raw Material
" - Advantages tical Inter- |. Supply
(**) 7) Avoid Political | - vention 12)- Technology or
Needs of- Intervention 11) Meet Existing Equipment
N Short Term ' . Government -
2. |Importance Ownership
. ' Requirements
3) Inexpensive - 3) Inexpensive 1) Speed of Entry|;.
Labour . Labour 2) Local Politi~ |/
{ (F*x) 4) Raw Material 4) Raw Material cal Advantagesf
- Unimportant Supply Supply 3) Inexpensive  ;
Needs 12) Technology or 12) Technology or Labour /
Equipment ~ Equipment 10) ‘Knowledge of/
* 13) Functiona) Local Econory,
‘ Managers Politics &
+147 Access to - Gugtoms”
Local Market “
. ; .. .+ . 115) Better Export
i B o .Opportunities. A
Notes:t “(*) Steadily or’ Increas1ngL/ 1mportant over time (see Table
. VI1-4) . ,
(**) Decreas1ngly 1mporrant over-time" (see TabTe VII 4)
(***) Unimportant (see TablezVII-3) - ,
(*¥**x) Numbers refer to qubst?onnalre orggr. '
(1).Faster Entry Into Local‘Market R ‘

A

The 12- mu1t1nat10na1 executlves as a grOUp d1d not feel that th1s was

.

an important contr1but1on of their local partner. There was no difference




.

‘versus the required .05 level) to be important. However, the multinationa)

104,
in the response rates from executéges in the high- and Tow- perforqlng ven- -
tures. As expected, in half the cases .the relat1ve importance of this
partner contr1but1on to the multinational decllned over time. What was
1n1t1ally surpr151ng‘was that thlS item retained any 1mportance to MNEs
over time. The explanation: some respondents felt that therr partners con-
tinued to contribute‘faster entry for‘new products jntroduced to the.local
market~_after start-up. In several cases, respondents also éinterpreted
“faster.entry into market" to include "faster later entry through exports
to other regional markets.“- Not surpr1s1ngly, the local shareholders

deemed thelr foreign partner ] contrlbutlon of faster entry 1nto the local

-

market as un1mportant. . e ) a

(2) Local Political Advantages C. L v :‘.

A}
. '

The executives in .the high-performing ventures telt-their local part-

nes's contribution of local political advantages fended (.10 significance

: i ) e . .
executives felt that their partner's contribution did décline sllghtly with

v

“time. Whether this was due to an qverall decline in the perceived 1mport-

ance of local pol1t1cal advantages, or, 'as-one forelgn executlve noted

”because we have personally become more 1nvolved polltlcally as our stake

"

1n _the country has increased" 'is not clear. By "involved politically" the

executlve meant that he had developed closer soc1al, and to a less extent

- T

working, ties to members of ,the rul1ng pol1t1cal party. "

Having'a politlcally wellfconnected partng% Was certainly 'no fgkuarante'eua

of joint-venture success. Several’ of the politlcally most powerful Tocal
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1

partners were associatad with two of the low-performing joint ventures. In

’

other -cases, local partners were clearly ab]e'po provide local political

. advantages. LAgaiq, not sdrbrisjng]y, the local shareholders deemed their

foreign partner's contribdtionnof local political advantages unimportant.

(3) Ihexpensive Labour

A]] respondents\dnanihously rated their partnérs' contribution of an
inexpensive labour'supply as unimportant (.01 significance level), There
was total agreement thatlany potentiallybemeficial -effect of lower wage

rates was negated by the impact of overemploymeﬁti generally poorer émploy-

©ee training and workiag conditions, looser controls, a different Work .

ethic, ‘the use of less 'produq;ive older machinery,. and utility service

interruptions.

" (4) Raw Materiad Supply

The multinational executives from both the high- and low-performing
ventures deemed u;imbortant their partners' contribution of raw material

suppfy (.Ol,sigﬁifﬁcanée). Conversely, this was one of only three araas in

which the local shareholders felt that foreign partners made an important .

A

contribution (.05 significarice), although this was true only at the time of

entry.

There was a sliéht but distinctive trend for the multinational execu-

tives to look increasingly to- their local partners for a raw material con-
tnﬁbution,‘ahd for the 1ocal jartners to increasingly downplay the import-
dnce of  the foretgn partngrs' contribution.” One executive suggesfed 'that

Ehis trend was a natural consequence of the national developmentover the
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~7years of the local country. As the country developed, it\had become ‘in-

-

creas1ng1y poss1b1e to acqu1ne raw materials 1oca11y. It remained commor
practice in most joint ventures, however, for the foreign partners to Sup-

-~

ply raw materials.

(5) Knowledge of Current Business Practices‘

>

"This item was' ariginally designed to examine whether local partners
perceived any ‘contribution from their partners in knowledge of current,
forejgn business'practices. There was no clear pattern of respdnsds from’

& : : LS -

the local shareholders for this_ item, Thé multinational executives in turn

’ 1nterpreted this, question to mean ‘"know1edge of current local business

oract}tes. Therefore, the1r dgsponses were s1m11ar to the more 1nc1u51ve
iten 10 “genera1 <now1edge of the 1ocal economy, po]ltwcs and customs."
The nw1t1nat1ona]:execut1ves in the h1gh perform1ng ventures rated their
partners' tontrtbution of'“know1edge of current local business practices"
as important (!Os‘significanee) at both the present amd “for the future..
The responses of the mu1t1nat1ona1 ‘executives from the Tow perform}hg ven-
tures however ﬁere un1form1y distributed.

‘For many_of the 1tem§ examined, the responses of the fore1gn supplled
general manager and the foreign parent were qu1te 51m11ar. For this part-
f(f,lar item, however, the general managers aTways rated the loca\ partners
contr1but1on of “knowledge of current local business pract1ces" lower than
had Eheir fore1gn parent compan1es. If we cou]d _assume that genera] man-
agers norma]ly spend more time w1th the lacal partners than the jore1gn

parents ‘do, then it would be possible 0 suggest that mu1t1nat1ona1s were

overestimating their partners' potential contribution, However, this was

s
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not the case. Two of the three ventures “in wHich fore1gn supplied .GMs were.

interviewed were 1ow performers. Hence, a more reasonable 1nterpretat1on

\

is that the general managers might do well -to solicit the local pértners'

contribution of "inowledge of current local business practites" more often,

107,

In only the high-performifg venture was the general manager a national of .

the local country, Consequegj]y,,we would expect that there ‘would legiti-

mately be a lower need for the partﬁers' contribution in this area.

(6) Better Access to Markets than a who11y Owned.
Subs1d1ary Would Provide

An observat1on made earller was that the maJor reason for estab11sh1ng
a joint venture (rather than'a wholly-owned subsidiary) in the developing
countries was government suasion or regulatiods.f Consequently, one might

expect multinational executives 'to evaluate the potential contributions of

"better access" as unimportant because- it is not necessarily related to

government influence. In fact, there was na clear pattern of response from

“the multinationals. Some firms perceived the existence of government

suasion, while others 'in the same industry sector and—country did not.
Since the multinationals did not feel that this contribution was unimport-

ant, this suggests- that the decision to form a'joint venture rather than a

wh011y~ewned subsidiary is based on more than jusf the local ~government's

desires. ‘ ‘ ‘ | ‘
. a} ~ . .

(7) Satisfy Expected Government Requieements for Local
A\ Ownersh1p/Avo1d Political Intervention

At entry into the joint .venture, execut1ves from both the high- and

Jow-performing ventures rated this item as an important contribution of

/
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) dec11ne were located in the main Cag;bbean capntry. This~ dec11ne can.be

their'local partriers. This contr1but1on was parttquarly.reJevant to the

Q -
-executives from the low- perform1ng &entures ( 05 sqgn1f1cance, versus .20

s1gn1f1cance with high- performers) ﬁn fact, it was one- of on1y two items

~

in wh1ch they felt the Tocal partner made an 1mportant contrtbut1on. :Whaf

is significant about this is that 1t is "the type - of contr1but1oh in wh1ch
virtually any partner will suff1ce. Unlike more- Spec1f1c partner contr1bu~

tions such as "supplying the genera] manager,“ the partner is chosen here

~

primarily because, as a natlondl of the country, he sat1sf1es the govern-

ment's 1oca1 ownership requirements.

Th1s result. 1s consistent w1th the response rece1ved to the quest1on,

.

"Did you need a partner w1th spec1f1c qua11f1cat10ns7“. This open—ended
qﬁest10n had been asked of the respondents before they comp1eted the part-

ner—need quest1onna1rex ‘In eight of the 12 yentures, there was agreement

Y

/o
that a partner with specific qua11f1cat1ons was'requ1red ‘Significance 1ay

in that three of the four responses wh1ch 1nd1cated that a spec1f1c partner'

N -

was fot” regu1red were from poor}yrperform1ng yentures.
. The MNE expectations of ownenship reoujrements and/or political inter-
vention generally declined with time. Four‘of the five firms showing'a
reasonably attrtbuted to a change in Iocal government It was also 1nterr

esting to observe how executlves 1n the same' 1ndustry and same country

differed widely in their expectatwons of government ownership requ1rements

or po11t1ca1\1ntervent1on. In several cases, the inability of executives

°

to assess accurately political, risk caused multinationals to “form a’ joint

-~

venture when they did not want to - but thought they had- no choice.

K T

2
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(8). General Managers .

Of all the 1tems 1n ‘the need quest1onna1re, th;s exhibited the great-

est difference 1n'(esponse from the MNE executives of h1gh-perfotTng,as"/f>/ :

contrasted with low-performing ventures. At ‘all three points in time, the

multinational executives from thelh{gh-performing Ventgpe§ deemed important

their partners® contribution of- general managers (.05 significance). In

@  contrast, multinational executives from the 1ow~performing ventures con-

sidered their partners' contribufidd?invepisvarea unimportant (.05 signifi-
R . Y < N . - +
.cance). 4

L

~ leen the large expense ei;ma1nta1n1ng expatr1ate managers 1n forelgn

-~

countc1es .mafly multinationals try to m1n1mlze the use of foreﬁgn managers .

.Several of th€‘ﬁuél1nat1ona1s noted,ghowever that’%hey 11ked 'to have at
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least one of their own people in the Jo1nt venture taq "1ook after the1r 1n-"

terests. Yet, in all three ventures where the local partner‘aqted as gen-

eral manager,uthe venture was a high pérformer. As one executive noted, "a
‘good' .national knows how to move around the local government bureaheracy.“
. Interestingly, the assessment of the importance\of this item from™ execu-

tives in three of the five low-performing ventures did<increase over time.

(9) Capital _ r — .

w1th respect to e1ther partnér's contr1butlon of cap1ta1 there 'was no

clear pattern (a) between foreign and 1oca1 partners, (b) between high and -

\
Tow performers, or (c) in change~over time.
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(10) General Knowledgé'of’the Local Economy, Politics, and Customs

*

.The'mu1tinationa1'executives‘frqn theAhighﬁperforﬁing'ventures'rated
k this as the most important tontrjbution (.05 significance) of their local
partners at al] three points in time. No_such reTatéonship was found in

\

the responses from the low-performing ventures. Stopford “and Ne]ls had

) found this the most Tmportant partner contr1but1on at the t1me of entry '
into the\joint venture, However, they did not obta1n a measure: of the
pagtners contr1but10n at the. present time or three years hence. In addi- - .

tion Stopford and Wells d1d not exam1ne the re]at1onsh1p between dach
Y

- 3 - k4

contr1bu*1on and performance h ‘ i ' .

In_many cases, this partner eontribdtion'ot general knowledge tookr
p1ace'on a regular basis. In other cases, the partner S contr1but1on was

- imqre subt]e. One mu1t1nat1ona1 execut1ve noted that we need our, partner
in the’ same ‘way“that a ch1ld playing in a park st11] likes to have his . .
parent around ‘if he gets into trouble, It S not ‘that the chlld is depend- |
nnt on the parent but more a‘function of belng reagsured that he's there:
1f needed " I o i | L |
The ne]at1ve 1mportance of the 1oca1 partner s contr1but1on of this

general knowledge, did exhibit a very s11ght dectine w1th tlme in four ofi

..the 12Myentures. The implication here_1s that the mu1t1nat1ona1s can ylti-

mately learn for thehselves about the 10cd1 economy, politics and culture,
However, as one manager noted "In [thlS LDC], you have to understand the
atmosphere more than anything -- and that .takes t1me. ‘Another executive

expressed the same point this way “One has a strong heed for the  part-

ners! knowledge of the local market in the developing countries since it
‘ | .

P i3
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‘would take us twenty-or SO years to'learn how to ﬂanage in 1t

: is. that the 1oca1s have the menta11ty or mental out]ook as to what is

These two items were the only ones

“successful

acceptable or unacceptab]e in the tountry

(-

(11) Meet Existing Government Requirements' for Local Ownership
or Imﬁort Sdbstitution

At the time of entry 1nto ‘the "joint ventures, the multtnatlona1 execu-

v

tives from Tow- perform1ng ventures felt that this was an 1mportant con-

ro

tr1but1on (.05 s1gp1f4cante) of thelr“]oca1 pqntner.

e

They rated jits im-

portance almost identica]ly-to-the.eimifar seventh item --_Satisfy Expected

Government Requirements for Local Dwnersﬁﬁp?AVoid Political- Intervention,

in which.the.local partners in low-
performing ventures were redarded as®making an’ important contribution. -As

noted eah]ier; it is the type of partner contribution for which nearly any

’

partner'wod1d'suffice; The responses of the high-performing ventures were

uniformly distributed.

(12) Technology or Equipment

At all points in time, the executives in both the hijh- and low-per-

. forming ventures felt that this was an unimportant contrinution (.01, signi-

ficance) of their local pértner. Converselj, and as expected, the

shareholders con31dered this to be one of the three areas in whith the
foreign partners made an Thportant contrlbut1on
tent with the traditional thinking on the rote of technology in L0Cs..
transfer of techhology or equipment froh’ the foreign to ‘the

Tocal country did not, however, ‘guarantee success for the joint venture,

local *

'The-

111, -

The reason-

These_results are consis- -




transferred. = .

"

Whi]e some Ventures encounteréd difficu1ties as~a're501t of technolagy or

K3

'_equ1pment most MNESs were ‘able successful]y to transfer both physical goods

and process to a. local country. Espec1a11y in the. core ventures, therfe was

LN -

a recogn1t1on that more was 1nvo\ved than the phys1ca1 transfer of equtp-

o

ment and operat1ng manuals. In most cases, suff1c1ent t1me was a110cated

~

(13) Functional Mahagers (Marketlng, Production, F1nanc1a1" etc.,)

At bothaahe t1me of entry into the Jjoint venture and for the future,
the mu1t1nat1ona1 execut1ves trom Tow- perform1ng ventures felt that thelr
local paytners contr1but1on of functiaonal managers was un1mportant (.05
signifﬁcance) . However, the nmlt:natwonal execut1ves from the ‘high- perv

forming ventures felt that their partners! “contribution of funct1ona1 man -

agers’ onTd'be 1mportant (,05 significange) in the futureg These'resﬁfts

“to permit the Yocal partner 'to unqerstand techno1oglpa1 processes being:

are both similar to the mu1t1nat10na1 execut1ves assessment of their loc61 '

¢ -

egrtners contribution of General Managers.

(14) Better Access ro the Local Market for Goods Produced Qutside It

Multinational executives frém low-performing venthres fe1t that their

local partners contr1but1on of "better aCCess to the 1oca1 market for

goods produced outside it" was un1mportant at both the present and for the

H

high—oerfomning‘ventures were uniformly distributed.
4

future (.05 s1gn1f1cance). Responses of mu]txnatlona] execut1ves from the

i PN e A fati M & - # K
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“  (15) Better Export Opportunitiés

As'wiih the previous ités, multinational executives from the Tow-per-

‘forming vgniures felt that their partners' cont}ibution of "better export
G .
opportunities" was unimportant (.05 significance). The responses of the

multinational executives from the high-performing ventureébwefe uniformly
distributed. - This_was,'howeVer, the third area in which the local share-

holders looked to their foreign partners for an important contribution, in
this case expecting the contribution to becohe increasing]ylimportant (.05
O 4

significance) in the future,

4]

(16) General Knowledge of the Foreign Econémy, Politics, and Customs o

The responses to this quegtioﬁ weres uniformly distributed for both
~'groﬁps of muttinational hespoﬁdean. ‘_~The; dueétjon had , héwever, ‘been
'primari]y pesigned fo['the local‘paqtnérs. “Two, of the threevlocal share-
holders did Ffeel that their foreign paftner made a cdntribdtién_$n‘thi§

regard. This. was consistent with their looking to the muTtinationals for

" better gxport,opporruhities. The problem which many local partners facéd,
- ~however, was that multinationals had already staked out the countries to

- which each sudbsidiary or joint venture was allowed to export. .

" .(17) Other

" There were several items not included on the list provided to which

s mu1tiﬁétional execut%bes felt their local partners made important contribu-
tions. These were: (5) help on Bogrd decisions, (b) knowledge of.lqcaﬁ fin-

Ay

ancing,-and (c) as a guide to "figures of importance"” on the local scene.

- T e e et e e
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TABLE VII-2
Partner Need: Suﬁfr:ﬁary :of‘Questionnaire Responses ‘ _— .
The MNE . . The MNE . - . The 3

o Executives Executives . Equity
Abbreviated - Point in _ Aggregate in 7 High in 5 Low . Holding
Statement from Time of ~ of 12 MNE  Performing "Performing  General .

Questionnaire* Measure ' Executives Ventures . Ventures Managers :
1. Faster Entry Entry .20 - - . - :
Present” - - ’ - (.05)

Future .- - - - {.05)

2. Local Entry A0 .10 - -

Politcal Present - .15 - - (.05) .
‘Advantage” Future - - - — -
3. Inexpensive  .Entry (.01) (.01) (.01) . {.05)
" Labour Present = . (.01) (.01) (.01) {.05)

Future (.01)° (.01) (.01) (\.1?)
4. "Rew Material  Entry (.01) (.01) (.08) 05
* Supply Present (.01) (.05) - -

Future (.O}) . (,05) (.05) -

5. Local _Entry - ' - - o |
Business Present - .05 o .0 - - ) ¢
Knowledge -  Future ' - .05 - -

6. Better Entry . - - ’ - - ._l' ?
Market Present . - - - {
Access Future - - .- - i

7. Avoid Poli-  Eatry .15 20 .05 -
tical Inter- Present . - - ' P -
vention/ Future - - - ‘ - -

. Satisfy Ex- :
- pected Gov-
-ernment Re-
quirements

8. General  cEntry” - .05 (.05) oot
Managers Present - > =01 - -

" Future - -.05 - -

9, Capital Entry - - ‘ C- e -

gbresent - - - -
Future - © - ) - -
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TABLE VII-2 (cont'd)

Partner Need: Summary of Questionnaire Responses

The MNE - The MNE The 3
. . Executives Executives Equity’
Abbreviated:  Point in  Aggregate in 7 High in 5 Low Holding
' Statement from Time of of 12 MNE  Performing Performing  General

Questionnaire*  Measure Executives Ventures Ventures " Managers
10.. 'Knowledge of  Entry .01 01 - : -

. Local Economy Present .05 .05 - - (.05)
Politics & Future - .05 - (.15)
.Culture ' ] S

11, Meeting Ex- Entry~ Lo .05 C- 05 . -
-isting Gov- Present - - - -

" ernment Re- .  Future - .- - -

quirements oo '
12. Technology . . Entry (.01) (.013, (.01) .05
or Equipment  Present (.01) (.01) (.01) -
. Future (.01) (.01) (.01) -
13, Functional Entry - ™ (.05%) ) -
Managers Present + =« . - - -
Future - - (.05) -
14, Access to Entry .20 - - ‘\\ -
Local Market Present - - : - (.05)
Future - - . - . (.05)
15. Better Entry - T ©(.08) -
© Export . Present - - (.05) -
Opportunity Future - - (.05) .05
16. Knowledge of  Entry : - - ' - -
Foreign ~ ‘Present - - Cs -
Economy, » Future - = - -
Politics & ' '
Culture

7 * Kolmogorov-Smirnav One Sample Test used ta derive significance levels.

Notes: 1) Bracketed numeric‘va1ues inaﬁcate that this statgment was con-
sidered an unimportant contribution of .the partner., lnbracketed
values indicate the statement was considered an important con-

tribution, .-

P

2) Given the smalt sample sizes in some .cases, it is difficult to
attain statistically significant findings of ~.05 -or lower.

e e e

<
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3. .Time Dimension of Partner Need

[ . . . \

An analysis was conducted using thé'Kolmogorov-Smirnov One Semple‘fest

!
L v ks oL T Y s M RTIR oe E K,

o determine which partner needs  changed over t1me. Partner contributfons

A'wh1ch were considered untmportant tended to remain unrmportant (see Table

VII- 3) while contr1butions_considered important tended to vary in import-

ance over. t1me (see'TdBle'VIIé4). ( . h S y
Six of the 14 total contributions (from the three groups in Table
VII-3) .rated asdun1mportant stead1ly remained unlmportant with time. For

example, MNEs never 1ooked to the1r Joca] partners for technology or equ1p-

[P

ment, The MNE executrves from the htgh-performlng ventures certainly seemed

—_ much clearer with regard to wh1ch partner contr1but10ns they _regarded as

,’. -

- animportant. The fact. that WNE partners in low- perform1ng ventures changed
~their assessments about thelcontrrbut]ons their partners“tUqu:make sup-
ports the earlier notion, that~for'success\1n LDCS, MNEs -have need(s) for .
their partners which‘are'mere cdncrete anq-speciij»than’sjnply to satisfy .
government regulations, . :'.' - . ,. o ’
) Only two of‘the'nine impqrtant;%zrtner'eontributiohs remained steadily

important. These vere the need for knowledge of the‘local ecofiomy, poli-

3

tics, and customs and the aeed for genera1’managers. Both were important.
to. the MNE executives in the high-performjn§ véntunes. Four hnportant :
partner contrtbut%ons decreased ih importénte (§gg‘7551e VIILK); and'three-
increased in importance. .fwo of these.threé contriputions'were inportant

‘to the MNE executives in the high-performing’ ventures -(local business know-

-ledge, functional ‘maagers), while the.dther was' increasingly impbrtant.to

the local partners {better export opportunitiesﬁ.




. ‘TABLE VII 3.

"Changes 1n Assessm>pt/d/,\5rtner Contr1but1ons

Con51dered Un1mportant N

117.

MNE Assessment
of Local
Partner Con-
tributions
Considered
Un1mportant

in High Per-
forming JVs
(n=7)

12)

3) Inexpens1ve
Labour

4) Raw Material

Supply

Technology

or Equipment

Decreasing
Importance
Over: Time

-t ot -

Steady
Over
Time*

- = -

Increasing
Importance
Over Time

Non-
Directional
Variation
Over Timex**

MNE Assessmént
of Local
Partner Con-
tributions
Considered
Unimportant

in Low-Per-
forming JVS
(n 5)

12)
13)
14)
15)

3) Inexpensive
Labolir
4) Raw Material

Supply

8): General

Managers
Téchnology.
or Equipment
Functional
Managers
Access to
Local Market
Better Ex-
port Oppor-
tunities

LDC**

GMs Assessment
of MNE “Partner
Contributions
Considered
Un1mportant

(n ~3)

1)/Faster ‘Entry
?2) Local Politi-

cal Advantage

3) Inexpensive
Labour
Knowledge of
Local Econo-
mics,
and Customs

Potitics

+

_—

~ Notes: *

to be def}ned as steadity un1mportant

(.05 significance in any

period) significance levels could- not change by more than 05

across the three per1ods

.

**  Given the small sample size, resu]ts cannq; he genera11zed
beyondwthe Caribbean
“Thé degree of un1mp0rtance varied in .both dwrectxons for these
1tems.
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TABLE VII-4 - - 3 - b e
Changes in Assessment of Partner Contributions
¢ ' Considered Important
MNE Asses'sment’ - -Decreasing .| Steady Increas1ng
of -Local ’ Importance Over Importance
Partner Con-= [tem - Over Time - Time* | “Over Time:
tributions - B e B R S T B L LT Bl B -
Considered 5) Local Business Know-
Important in ledge +
High Performing |-8) General Managers +
. {dVs . Supply
| {n=7) 10) Knowledge of Local
) g - Economy, Politics & +
' Customs . ‘

MNE Assessment | 7) Avdid Political "
of Local Intervention +
Partner Con- , . o
tributions 11) "Meet Existing Govern- .
Considered ment Ownership Re- +
Important .in quirements - g
Low Performing v o
JVs 7
(n=5)-
; 4) Raw-Maﬁeria] Supply \
LDC** o : . .

| GMs Assessment LZ)’Techno]ogy or Equ1p-
of MNE Partneg . ment

‘|ContrFibution .
Consfdered 15) -Better Export +.
Important Opportunities
(n=3) ,
Notes: * to be deflned as steadily un1mportant (.05 significance in any

o per1od) s1gn1f1ca ce levels could not change by more than .05

gf -~ °,dcross’ the three per1ods.

*x  “Given the small sample size, results cannot be genera]1zed
beyond the Caribbean. .




. politica]'advantageé;Ninexpensive Tabour snpply; and general knowledge -of

G1ven the way that re]at1ve importance of these partner contr1but1ons

'varwes, 1t is stll] valid, ascbhe pilot survey suggested t6 view partner

need in dynam1c terms there are both long, and short term needs. In"addi-

tion, however, it is correchk. to assess the. re]at1ve 1mportance of certain

N

needs-in absolute terms; in needs either exist or .they do not, and

‘thetr condition does not ‘generally vary..

4. Aggregate’Partner Contr1but1ons

119,

* The muit1nat1ona1 execut1ves in aggregate fe]t that - speed of entry was"

-

an 1mportant partner contribution at the t1me of estab]1sh1ng the joint

<venture. These same exacutives agreed tnat raw mater1a1 supply s inexpensive

-

1abour supply, and technology/equ1pment were not 1mportant partner contri-
butions, = :: . o .
- The three local managers, all of whor were'partners in the high-per-

formlng ventures, felt that the fore1gn mu]t1nac1onals made important con-
T —

tr1but1ons in the areas of raw mater1a] supply, technology/equ1pment, and

export ppportun1t1es. They deemed four potent1a1 contr16ut1ons of ‘the

multinationals unimportant: speed pf entry into the local market ; local

the local economy, politics, and customsy Not:surprisingly, the important

needs of one partner are often the unimportant-needs of the other, and vice

versa.

The lack of need for a partner would result in poor performance 1n a

. JO]Ht venture for a number of potent1a1 reasons. For purpose of analys1s,-

-

the reasons can be summarized jn terms of efficiency and effeCtiyeness.,'In

- -
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any business it is inefficient to. increase the numbér of organizational ."

. layers through which decisions flow, if theré is" no benetit to be derived

P

from the increased tommunicatioh. If a mu]t1nat1ona1 does not Took to 1ts

1pca1 partner for a contrlbutlon, 1t is not 11ke1y to receive one. Norse,

° 1

. however, it is .ynable -to- treat the busineéss, as a who]]y owned subs1d1ary,

r

since equity holdings are shared with the local partner. This results in
an efficiency cost to the MNE hithout‘a*corresponQinq benefit.~l‘ .

. . 4 I’_—. -, o ¢ » ‘; PR
In addition to the increased -communication ‘costs, most joint-venture -

partners -- even if they normally assumé a relatively passive role’-- have - -

the option of becominp‘more involved in the operation\o?‘the-business’if

. ,—_ o they so desire. A number of instances were cited during the research in- .

terviews in which. h1therto sxlent partners becante more 1nvo1ved 1n the v

tures' operations even though thelr contr1butlon had been unsought G1ven
that the essence of a’ Jo1nt venture 1s the Jo1ntness of the dec1s1on—mak—

‘1ng, usmng th1s-organ1zat10na1 form 'is not an efficient use of resources

e

when a contr1but1on from the partner 1s not sought

\ - A

F1na]1y, other research on . Jo1nt ventures in LDCs, as we]] as th1s,'
has goted the 1mportance attached to the 1oca1 partners®™ contr1but10n of
know]edge of.the 10ca1 economy, po]itics,.and CUStoms.' In the ma30r1ty of
1nstances, 1oca1 bus1nes$men haue a much better understand1ng than foreign-
ers of th1s important 1nf1uence on 1ocal business success., To form a 301nt

. " venturé 1n an LDC and not..to ut111ze the 1mportant contr;but1on the. 1oca1
partner can make in th1s regard represents an 1neffect1ve use of ava11ab1e

i . . e
. . resources.. . < ) - ..

g g e g ey -
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5. The Relationship Beéﬂgeh Partnér Contribution‘and'Pe}fofméncé
One of the paéte?ns émergent from this research was that MMNE eXecu-
tives 1in high-perfofmihg ventures }qoked ;to their local partner;"foc
greater contributions than did MNE executives in low-performing ventures., .
-As Table VII-5 demonstrates: MNE executives in high~performihg ventures
‘considered that their partner; made contrib@tions of long-term imﬁontance
) . /) in four ﬁnfque areas,-wﬁile‘MNE execut%ves in fhe‘1ow~pérforming’venture$ )
did not‘consider any of their partners' coptrfbutjons of 1ong-t§rm import-
ance. Convérsé]y, MNE.executjvés frbm the iqw-pechrﬁing ventures regarded
their partners' contributions as unimportént in §quﬁ: areas, while MNE
'eﬁecqtives from thé high-performiqg ‘ventu;esj consideréd their partners’
chtributions unimportant 8n1y iﬁ three areas. .
MulhinationaTvexeCutives in the high-performing ventures cﬁaracteris-
fica]lj '1ooked to 1océl'fpa}tners ‘qux*contributfons in genéral managers,
‘funétjona} managers, knowledge ‘o} 'cﬁrrent local business“pr;ctices, and

general knowledge of the local economy, politics, and customs. These con-

———

tributions can be co\ﬁap§éd into téo gener§1 groQPs: 1ocal mandQémené and‘ -
local knowledge. By way of contrast, mﬁ{i{ha;ioqa1 exeéutivé%“in'1ow-9er-
forming ventures chqrac%eristfca1ly Tooke to their partﬁers for contribu-
.tions~in:(a) being able fo—éatiﬁfy expected government. requirements for
local 6wnérs?ip or to' avofd po]i;iqa]i inteﬁveqfién; én@ simiTarHy, .(?)
meeting existing gd?e}ﬁment requirements for ]oéal—‘angnship or .hnport
substitution;’ . ' r

. + The differeﬁces between. the jtems‘considéred\fmportant to éqch group

are 'quité intefesting, Executives in high-performfng ventures generally

hN ' . : .

e e e et
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1The Relative Importange to MNE Partners of Local Partner Contr1but1ons .

?ABLE NII-S

[,

-in Successfu1 and Unsuccessful Joint Ventures

3

Yy

MNE Responses in
Htgh" Performing

MNE Responses jh
Low Performing

(14)

General Know]nge'of
Foreign EPC .

‘ ;y_\

- - Ventures NVentures’
.| (1).Capital - -
Needs for — ' - — -
" Items (2) Raw Material | Unimportant Unimportant
Readily : S
Capitalized | -(3) Technology \ i v
- . or Equipment Unimportant Unimportant
(4) General Managers ~ Imborthnﬁ Unimportant’
Human : -
Resource .| (5) Functional Managers. Important Unimportant
Needs ~ — : '
(6) Inexpensive g .
Labour Supply T Unimportant Unimportant
. (7) Access to For- .
< - eign Markets - _ Unimportant
Market - — - .
Access (8) Access to Any Market - / -
Needs - - T
: (9) Speed of Entry - ¥ -
EY - -;?’ D
(10) Existing Government |~ /
Government/ - Requirement - Important
Political - -
Needs (11) Political Advantages - - -
(12) Forecast Government o
s Requirements - Important v
(13) General Knowledge of X
Local Economy, Poli- .
Kriowledge tics & Culture (EPC) [mportant c
Needs 7 f] - -T.i>

(15)

Knowledge of Current
Businesse Practices

‘Important

Notes:. When the words important/unimportant are used, this means at a
& statisticdl significance level of .05 or lower.
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required specific pantners to attain desired partner.contributions, while
executives “in the 1ow perform1ng ventures wou]d be theoretically sét1sf1ed
w1th any partrder as 1ong as he was a nat1ona] of the local country. G1ven
th1s disinterest in acquiring spet1f1c contrxbut1ons from their partners,
it is not surpr1s1ng to find execg}1ves from low-performing ventures rat1ng
f1ve add1t1ona§ potent1a1 contributions a%s unimportant These were tech-
nology or equipment, generalkmanagers, functional managers, better access
‘to the 1oca1 market for goods produced outside it, and better export oppor—
tunities, These d1fferences in attitude between the two types of MNE part-
ners can be traced d1rect1y to thE1r original approach to joint ventures.
Some f1rns prefer to \operate as wholly- owned subs1d1ar1es while others
acknow1edge the contr]butlons that local partners can make. (This subJect
is discussed more “fully in the chapters on control and theftheory of the

" - H ]
. o
N , .
-

multinational firm).

6. Market-Related VerSUS»Po]itica]]y-Oriented Partner Contributions

.y

5 Those Loca1 partner contr1but1ons conSidered to be of 1ong ~term “im-

pqrtance«1n the successful ventures were: 1oca1 management and 1oca1 know-

-

ledge. ;ThOSe local partner contributionsﬁfonsidered to be important in the

successful ventures only in_ the short term were: (i) for. local po]itica]
advantages, and (i1) to sat1sfy enpected government requirements for local

0wnersh1p These findings w1th respect to short term needs may have been

d1st9rted somewhat by the changegﬁ?n ]ocal government .and consequent re-'

13xat1on~of regulations duang the period. However, this is-an 1ncomp1ete‘

_explanation, Those items considered important in” the long-term were all .
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market related, that is, they were associated with contributions useful in

improving the firm's competitive, position.. The shorﬁ-term' ‘items were

" politically related. Th_us-,_un'1ess~the joint ven‘tu'res' were being gua_r‘anfeed

monopoly .positions (none were) by the current government, this research

sujgests that it still makes more sense for the. multinational partner to’

. AY

lTook for market-related rither than. politically-oriented "con_trﬁ'butions"from

Led
o o

. the local partner.‘ 'This general re]a;ionship‘ between pol_itic,_a],oriepta\_

o ‘ -’

tion, rather than rﬁarket orientation, and perérmance is summarized in

Figure VII-1. - SR (

]
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~,1deﬂt1f1ed between }o1nt venture performance and the construct comm1tnent

2 1. Introduction

° 3

RN

vIII.iCOMMITMENT; ANALYSIS AND RELATIONSHIP -TO PERFORMANCE

- « . 3
FY * . ¢

'@\ [N B

Dur1ng the p11ot survey data co]lect1on ‘stage;, .s relatlonsh1p was .

The MIS- and Organtzat1ona1 8ehav1our literatires were then drawn upon . for

'the1r 1ns1ghts in detern1n1ng, respect1ve1y, the types of comm1tnent and

the extent:of commitment, Recpgnlz1ng that thig behav1oura1 term -—‘com-"

mitment.a; may be subject. to differing interpretatﬁons, it was sp]it*ﬁnto

four types relevant to joint ventures. Fach of théye four types of coripit-

% ’ . ~
ment was then operationalized according to a number of statements, For

‘each type of commitment, at least one statement was useful in measuring the

v’

existence, .or lack,. of commitment. Further, these-'statements were useful

in dﬁstinguishing between ventures of satisfactory and unsatisfactory per-

formance.
Part of the quest1onna1re adh1nlstered ~in the 12 core ventures, con-

cerned the‘degree tozwhich 16 statements characterizéd joint ventures,

. and/or the pareht~combany‘s attitude towards the venturd. The 16_state-

-1nternat1ona1 business,: to the Jo1nt venture structure, to the’ part1cu1ar'

ments were equa11y divided into those designed to measure cohmitnent to

joint venture, anq~to the partacu]ar venture partner. The questlons re]e-

vant to each of the four sub groups were 1nterspersed throughout the ques—
tionnaire but are regrouped here for purposes of ana1ys1s. These guestions
had been’ cons1dered relevant ‘either by executives 1nterv1ewed dur1ng the

pilot survey or by the researcher.

1
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o ~explained in Appendix 2.-
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Based on a statistica1~ana1ysis of the SUestionnaine responses, ‘sup-
plemented byhnotes féom the 46 infe%viegs, those-stetements can Be dis-:
cerned which were considered characteristic by ﬁoreign'partners.ih‘contrast'
to local partners, and those gh{ch were charac?erist;c-in high}performing

ventures in contrast to 1ow-perf0rd3ng”ventures.; The resgltS‘wi11'be sgb#

sequently disCUssed’in detaii, but, in brief, there wére six statements

characteristic (at .05 significance) of the high-performing ventures and
none of the low-performing’ ventures !

P

Similarly, there were twd statements
characteristic (at .05 significance) 4)

of the logaf partners. These\differed

-.from the four statements’considered characteristic of the ?6reign partﬁers.

K five-point scale (uncharacteristic-somewhat uncharacteristic-

aVerbge—somewhat‘charactefistic-characteristic)'Qas used for the question-.

,nalre. In any case where é statement is described a5 chérécteristit or. un-

-character1st1c, this means at a stat1st1ca11y s1gn1f1cant ]eve] of .05 or

- ’

Tower. The statistical test used ’Kolmogorov-Sm1rnov One-Sample Test), fis

The actual significance 1eve1s for. each statement

from.the commitnent quest1onnalﬁg_g;g*sgmmap+zeﬁfjﬁtiebTe VIffwi As w1th

e e —

__the need'respoﬁses, s1gn1f1cance 1evels up.to .20 are reportéd because of
the small sample s1Ze, the fact that vales to th1s 1eve1 are genera]]y

'1nc1uded3 and-because ‘even at the ,20 level d1rept1on 15 suggested,

vl

L

The Character1st1cs of Comm1tment

Comm1tned% to Internat1ona1 3u51ness

i) The parent company - places -3 strong emphas1s on fore1gn 1nvestment.
{Question 1) '

The responses of the 12 mu!t1nat1ona1 executives as a group suggested

a]thouqh th1s

'thatwthene_uas_pacent;ggmpany“emphaslsﬁnq“fore1gn‘1nvestment

LA
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TABLE VIIT-1 I

Commitment: Summary of Questionnaire Responses

The MNE The MNE- .. Aggre- The (2)3 The 3 .

Executives Executives gate Equity  Non-Equity

Abbreviated..  Aggregate in-7 High in 5 Low * of (5)6 Holding Holding
Statement from of 12 MNE  Performing Performing General General General

Questionnaire Executiv%s Ventures _-Ventures Managers Manager; Managqrs
1. Foreign .20 s - . - - - -
Investment . .
2. LOC Foreign ; . oL . e
Investment ' ‘ N
‘3. Willing to - .10 . - - - -
. Form JV " . .
4. Minority -dVv (.20) - (.05) - - -
5. Cost Benefit - .15 - - - - -
of JV v A :
6. Contingency °lans .15 ) .05 - .. .05° .10 A5
7. ‘Making the - - - .20 - -
Venture.WOrk _
8. MNE Willing .01 .01 A5 L L1t .05 -
to Visit ‘ ‘ .
9. Will Change (.10) - .- - - -
Procedures’ . '
10. Commit Resources .15 ‘ o . - &- . .05
11. Regular Meetings .05 .05 - .20 .20 To-
12. A1 Discussions .05 .10 - - -
13. special skills .10 .0l - o1t .05 .05
14. Adapt Products’ .10 .05 . - - -
15. Additional Time - . ~ ] L.
. Y Y
16, Nationals .01 01 - SN .05 ¢ -
«Employed A ’ o

Notes: 1) Bracketed numeric values indicatg that the statement is uncharacteristic
of the respondents. Unbracketed values indicate the statement is char-
acteristic. ~ ' n ?

2) Kolmogorov-Smirnov One-Sample Test used to derive significance levels,
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statement was not characteristic at-the .05 significance’ level. One execu-
t1ve p01nted out that "we [our company] made a conscious decision early on
that our 1n1t1a1 investment in the [developing] region w0u1d not be our

last investment in the area." There was no difference between executives'

reponses from high and low-performing ventures. By way of‘contrast, several:

of the general ménagers who had been shpp]ied by the foreign parent: rated
the MNE's emphasis-on foreign investment lower than had theie counterparté
invthefyarent company. One general manager suggested tﬁat they had not
entered thezmarket willingly, but did §o only because 6f the threat of
losing-an export martet; : | m

ii) The parent company favours 1nvestment in the deve]op1ng countries,
IQuest1on PAR .

~%This was one of only two questions for which.responses-were uniformly
distributed among all groups. This suggests that favouring or being favour-

ably disposed to invest in LDCs does not make a difference between high-

versus low-performing ventures and foreign versus local partners. One of

the executives who did not favour investment in the deveiopiq% countries

»

explained that this was simply because "investment is simpler in the de-

¢
e

veloped countries."

1

" §ii) The parent company is quite w1111ng to adapt product to the needs
of the local market (Question 14) -

This statement was con@ﬁdered characteristic,(.OS significance) of the
multinational executives from: the high-, but not’ low-, pérforming ventures.

[t is considered to be a useful measuﬁe‘of commitment to international

. business since it was hypothesized thet those” firms with an international

N orientation wouTd be most, williﬁg to take steps with their product line to

N
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satisfy local market needs. Examples of prodgct'adaptation'inc1ude product -

reformulation to account for local tastes and package-size changes -to
/ v . . - .
account for local preferences.. T

iv) We have made a strong effort to increase the number of nat1ona1s
employed in the venture.. (Question 16)

)

This statement was considered to be a potential-indicator of <ommit-

ment to international bSusiness bécause of the strong emphasis placed on.

-

130

staffing issues by'both foreign and local partners. As well, it served to |

provide a check on several questions relating to the need portion of the .~

-

questionnaire (i.e., those questions relating to the rieed for general/
functional managers).

s

Like the previous statement, this was considered characteristic (:01

significance) of the multinational executives frbmbthe'hfgh-, but not Tow-,’

" performing ventures. In fact, in several of the successful, ventures, the

&

MNE parent noted that he wished the expatriates he was using in other ven-
» \ -

tures were a% competent as the lofal joint-venture general manager. This,

S

s : Cen s A
statement w~as neither characteristic nor uncharacteristic of the multina-

tional executives from low-performing ventures. However in all tHree

l

cases where the statement was - assessed as three or lower on a scate frOm
)‘

one to five, the venture ‘Was a 1ow performer. . .k
J 1Y %

.~

(%]

In all seven of the high:performing ventures the general manager was & . -

national of the local country. In fact, in five of the seven.case$, the

general manaéer was also the partner. In contrast, in four of the five;

s

low-performing ventures, there was either an expatriate general manager dE',

i w . . - .
a significantexpatriate presence. In several cases, the multinational
K .

[
’
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executives from the low-performing joint ventures were concerned that, if

the“'benera1~‘manager was from the local country, the government might

attempt to p1ay off hlS nationalist tendenc1es in sych a_way that he would

Las

put the country s 1nterests ahead of the company s. To this end, some,
foreign f1rms always liked to have at least one expatriate present in the1r

joint ventunes. The general-manager respondents, and espec1a11y thqse who

held .-equity, agreed that a strong effort had been made to {ncrease the

number of nationals employed in the venture. According to the equity-hold-.

- R . ‘e /

:ing general managers, the féc;ithey held equity .did not &ffent the way they-

s

" .managed the venture._
we can specu?at& that th1s use of expatrlates, rather than qua11f1ed

local managers, results in a lack of knowledge of the %8§a] economy, po11—

tics,"and customs, which in turn translates into poor pérformance.' Cer-
tainly, the unwillingness on the part of some multinationals. to find or

deveTOp qualified local managers -- when other companies in the same in-

dustry were able to do so -- demonstrates a lower commitment to interna-

tional business.

-

b)  Commitment to the Joint-Venture Structure

i) The parent company is willing 10 form a Jo1nt venture even
when there are no government regulat1ons requiring it to. do S0,
{Question 3) 3

u\‘,‘

The responses of the mu1t1nat1onal executlves from the h?gh perform1ng
ventures suggestnd support ( 10 s1gn1f1cance) in the hypothes1zed direc-
tlon, although this statément was not character1st1c at the .05 s1gn1f1-

~ cance level. The statement was not charaetnr1st1r of multinational fxecu-

.
- /
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Some firms "have a strong /onv1ct10n about the va]ue of Jo1nt ven-

tures nd have a "pol1cy of using joint ventures when 1nVest1n\~Tﬁte:

nat1onally. Other flrms take an opposite.stance, in one case be1ng “mUCh

more comm1tted ‘to the local ‘market than to the Jo1nt -venture organlzat1on,

'structure for reach1ng that market.

s1gn1f1cant because lt shows that this measure of comm]tment remained va11d

- even when there were government regu]at1ons requ1r1ng the format1on of

joint ventures,. ¥

The reasons cited for using joint ventures were varied. One foreign

5
not need a partner,

not sound." Another preferred to use . the Joint venture form slnce “there

v

is so much corrupt1on in the local country, it is better to keep a Tow

' profile.”

of the business segments in which they operated, and opposed their use in

’

/

others.

’

In several cases in the research, foreign parént/ companies were

, use of joint ventures.

parent - company being, forced to convert its ventures to wholly - owned sub-
sidiaries -- w1th d1sastrous results.” - R

11) The parent company is quite w11}1ng to take a m1nor1ty equ1ty
position ina joint -venture. (6uest1on 4) . ] .

The mu1t1nat1ona1 executives from the Tow- perform1ng ventures (.05
s1gn1f1cance), rated this statement as uncharacter1st1c of themse]ves, The

multinational exeCut1ves in aggregate were also unw11]1ng (.20 signifi-
N

" In summary, though this’ statement is .

However, a good‘1oca1 partner. helps if the country is

Yet, other tompan1es favoured tne use of joint ventures 1n some

The newly imposed” po]1c1es 1ed 1n one. case ta the

executive noted that hIf a country -- developing or‘notli- is—spund, we do ‘1

acquired by other multinationals that: had different policies towards the -

e Py U
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,cance) to take a minority equtty posftﬁon ::gess.they were able t0'struc-

ture the venture hold1ngs in Such a way_that they were still the- s1ng]e

-

. 1argest shareholder, or. could have the.management contract As one execu-

‘t1ve noted "If we can't have a controlllng 1nterest why put a lot of cash
in?"  Thne reactrons of the mu]t1nat1onaT execut1ves from ‘the high and low—

performing’ ventures were cons1stent w1th those to the prev1ous quest1ons.

<

ii1) The parent company spends a 1ong time wedghing the costs and -*
benefits of using a joint venture over other organlzat1on forms.
(Question 5) .

*a
-

2 L ' L T
The responses of the multinational executives as a group- tended (.15

s1gn1f1cance, not the requ1red 05 s1gn1f1cance) to support the view that

'they spent a 1ong tlme on the dec1s1on to use joint ventures. However “the
general managers ‘credited the multlnat1ona1 executives with spend1ng more

time on the decision than they actually did.,” One general 'manager noted

[a)

that his foreign parent company spends “too long" weighing the costs and

’ benefits.

.iv) The parent company has contingency plans for providing its
joipt ventures with increased levels of ass1stance 1f necessary.
(Quest1on 6)

The 12 multinational executives in aggregate (.15 significance), and
—those from the high-performfng ventures in particu]ar (.05 significance),
rated this statement as;being~characteristjo of themselves.. In most cases,

_however, these contingency plans were not particularly comprehensive. The

'equity-ho1ding and nonrequity-holding general managers credited the multi-

national executives with Being more likely to have these contingency pians‘

4 |
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than the execut1ves cred1ted themse]ves. Th1s and the response to the pre-

~.vious quest1on s;ggest that the mu1t1nat1ona1 executives haye successfully
created the 1mpress1on w1th the1r genera] managers that they are more com-
m1tted to ‘the use of Jo1nt ventures “than they are in fact Since the con-ﬁ ’
t1ngency plans were not always farmalized,, th1s cou1d 1mp1yxthat-genera1

managers may have greater scope than they realize in 1nf1uenc1ng the d1rec—

tion-of the Jo1nt venture when prob]ems arise,

‘c) Commitment to the Particular Joint Ventdre

i) We’are more interested in making the venture work than in
satisfying:parent company concerns. (Question 7)

ey
This questxon generated the greatest nunber of spontaneous reactions

5% any of the questions asked in* the’ researth A number of general man-
agers noted that. they wou1d ]1ke to hear their ‘bosses’ (WNE) responses to

the question. One mu1t1nat1ona1 executive noted that ' my f1rst reaction to - .

this question is to avoid'addressing:it," Aslexpected, the general managérs

as a group tended to view this statement as characteristic (a1though at .20

significance, not .05), One genera] manager noted that over the years he

had 1ncreasjng1y hecome more 1nterested tn,maktng the venti:edyo K than“tn'
satisfying parent company coneernsl The responses of:the multinational ’
executives to the statement were ugiformly distributedﬁ One:exeéﬂtive felt
that the venture and.parent conpany congerns were synonymohs; however, mos$t
disagreed, .. T TR |

One executive suggested that for a yenture to work it had to survive

.an early crisis. The'three‘o1destyyentd/es - all successfil -- had each

survived a major-challenge to their existence at some point.
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i1) Management from the parent company is quite willing to visit
reqularly and offer assistance to the joint venture. (Question 3)
R
« The multinational executives almost unanimously agreed (.01 signifi-

cané;) that they were willing to visit regularly and offer assistance to
the joint venture. Only-one executive acknowledged tha£ they have not bheen
as willing to Visit “as much as we éhouid." (The MNé-appointed general
nanager of the venture éﬁtributed the ra;?zy of parent visits to "confi-
dence in local management.") One other, executive noted tnat they will
"offer assistance “providéd ié isn't hdqeyﬁ" The general_managgrs as -a
<group 5150 agreed that the foreign parent company (although one loéa;ly-
supplied GM took issue with the term Lforeign parent" company)(was willing;
‘to visit regularly ;Bd offer assistance to the joint venture.
For some of the ventires we can-speculate that this willingness. to
‘ \Visit the joint venture was related to their‘trgbical 1océjes. A number of .
- MNE executives acknowladged, the obporfuni:y éo combine business and vaca-
. tion through a visit to ﬁﬁe venture., One regionaT‘manager:cynicaily noted
“that 'khe«gnt}re royal corporate entourage goes if it's a nice place to
visit.," ‘ ‘ :
\ . .
iii1) We are willing'to commit resources (people, time, money) to

the venture aven when it should technically acquire these things
on its own. (Question 10) @

L

The multinational executives as a group tended to view this statement
- as characteristic (.15 significance) of them. Typical of the responses
here was: "We're willing to commit resources on a stop-gap basis but don't

have the head office resources to spare on a long-term basis." The non-

equity-holding general managers also felt the statenient was characteristic

By

e
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of the foreign parent, One general manager suggested that this was due to

the parent company's desire to "trajn its own management team."
w

-

iv) When special skills are required by the go1nt venture we
try to first find them in the pafent organization. (Quest1on 13)

.

‘In aggregate, the multinational executivés indicated that this state-.

ment was characteristic of the venture. This'was particylarly true with

the executives from the high- perform1ng ventures (.01 signif%cance)

. . wa-
ever, some of the MNE executives noted that they hoped their local partners '

© T e,

and general managers would First look localiy when_special ski]ls'were

required by the joint venture, The general managers were unanimous in -

looking to the parent organfzation first when special skills were required

- yet another example of the different ways in which the main players in

each venture view their roles.’

d) Commitment to. thelParticular Venture Partner

.
B
R .
» <
v v . o
2 . g . \
- -
- .
<—, % a, ~
)

i) We are w1111ng to consider seriously chang1ng ourcurrent__—~

working procedures and reporting requ1rements to accommodate
ry - ’ our partner. {Question 9) G

This statement was uncharacteristic (.01 s1gn1chance) of the multi-

.y s
. nat1ona1 oxecutwes. Severa] execut1ves noted, however, that while they

3 : -
were not w1111ng to change procedures to acc mmodate their partners they

-
¢

were W1]11ng to accommodate local cond1t1ons. In four of the six cases "71x

where there was hoth a genera] manager and foreign -parent respondent, there ~ e

were wide differences sin how each replied to th1s question. This suggests T

some breakdown in communication between groups as to how certain issues are

) . - ot ‘o » "-—
to be treated. .

2




g, evmm—— > s - - g

' Mis general 'manager, .the venture was a low-performer.
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ment to be characteristic.

statement to be characteristic.

. Like the previous question,

"(.05 significance),

lgenera] manager rated this

© both high-performing ventures,

- - -
e L 3 .
ey o S e P e . - - . .-
. L .

ii) We tr;Q%b ensure through regular meetings tbat'each partnerr
knows what to-expect from.-the joint venture. (Question 11)

¢ -

The muitinational egecutivesvas a group, and those from the high-per-
- : { ) ;
forming wventures inTpartjcuiar (.05 significance), qonSidered th1S state-

-

The general managers as a group,A

holding equity in particular (.ZOL significance), also. considere® this

In four of the five cases where the state-

G : . '

ment was assessed 3 or ﬁpwev (on the 5-point scale) by the MNE_.executive or

This relationship
@

_between 1ow’performance and logw commitment to the-partner suggests there

e #
are clear benefits to maintainiag reguiar communication between the part-

iii) We try to include our partner'even in those discussions which
& - the management agreement -says “wé can handie ourselves.
. (Question 12)

~——

ers. i - ‘ .

r

executives as’ a.group

the multinatiohatl
and those from the high-performing ventures in particu-

’

deemed this statement to be characteristic.o

-

Tar, The responses of the

generai managers were particuiariy interestingy
% 3 .
statement higher than his: parent company were

Conversely, tHe two cases where the general
manager rabed’this statement lower than his parent‘company were both Tow-
performing ventures“ T This_ suggests that such discussions- are 1mportant
and, also, that it may be the genera] managers and not the foreign parents
nho must assume respon51b:lity for these discuSSions. '

- «© -~

and those

"The two cases‘in'which the .

v
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A number of managers commented on the role of joint-venture management

v

- agreements. One executive noted that "you should try to forget about'the

management agreement once it is- signéd"; anoth!t added that he knows his

venture is currently having problems because the management agreement is

"being referred to too often of late." Several managers commented on the

relation of the management agreement to trust in the partner. ‘As one

executive pointed out, "the climate of trust betwéen the partners is much

more important than what is in the joint-venture agreement. (At the same

time, the agreement should be a tight one as this is ultimately in every-
one's best interests.) “Trust is important because there is always an ele-
ment of tension due to the possibility of a stalemate in +the decision-

making process."

:iv) We spend a great'dea1 of time beyond normal hours with our ' B
partner work1ng on venture business. (Question 15). \\{\\ ’
rs

The responses of all the multinational execut1ves and general manage

'to this statement were uniformly distributed. One mu1t1nat1ona1 ekecut1ve,'

commenting on the Iack of fresh ideas emanat1ng from a dec11n1ng venture,

noted that "more suggestions for 1mprovement would have come up if the

+

general manager had spent more time.with thecpartner."

-

Supp]ementary quest1ons relat1ng to each of the 16 statements were

developed to measure the extent of comm1tnent. By examining each response

in the, context af revocab1l1ty, volition, nxb]icitnes§ and. effort, an

a?sessment could, be nade whether execut1ves were exaggerat1ng or\under-

estimating the degreé to wh1ch any statement character1zed tﬁe1r f1rm. No

«

d1screpenc1es with the responses to any of the quest1ons were observed

B ' L

(Th1s may have been due to the fac that every respondent knew: at the sfart

£ .

2

o
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3. Commitment Summary . SN

“level.

o -
<

'}
“

of the interview that his countecpart(s)-in the jointivehture:had alqéady

been, or would be, visited).’

Four statements were characteristic (.05 significance) of the 12 MNE
respondents in aggregate: 1) Manageheﬁt from the‘parent company is uuite

willing regularly to visit and offer assistance to the joint venture, ii)

We try to ensure that through regular meetings each partner knows what to

expect from the jpint yenture, 111) We try to include our partner even in

139.

those discussions which the management agreement says we can handie our-

selves, and iv) We have made a strong effort .to increase the number of

El

nationals employed in the venture. -No statements were deemed uncharacter-

istic of the hu]tinatipna1"6xecutives as a‘group.

/Only one statement was classed as unchahacteristic:and this was by the

- v

~

mu1t1nat1ona1 exeCutwves from the low-perform1ng ventures. The ufcharac-

ter15t1c statement was.‘ "The parent company is quite w1111ng to take a

" minority equity position in a 301nt venture.

ConverseTy, there was' a tota1 of six statements (see Table VIII-2)

that the seven executives .from the high--, but not low-, performing ventures

considered to be characteristic, Three of. these-six statements were also

considered characteristic oféthe aggregate group of 12 venturesy For each
of the four 1evels of-comm1tnent (to international husiness, to the use of

Jo1nt ventures, tq the partlcular venture, and to the particular parent)

. there were between one and three statements that were characteristic of MNE

4,
execut1ves from the h1gh performing ventures at a 20 or lower significance

<3
‘
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The three equity—ho]ding genéra] nanagers (1oca] partners) and 'the

140,

~ three non- equ1ty ho1d1ng (MAE supplied) genera] managers in aggregate rated 4

several statements as character1st1c at a .05 significance level, These
-
ventures with increased levels of assistance if hecessary,‘and ii)‘when
special skills are required by the joint venture, we try to first find them
in the parent organization. Clearly, the genera1 managers first'look‘tq
tthe foreign parent drganization when'problems loom. One other stateTent
was also 'characteristic in aggregate: "We have made a strong effort to
‘ increase the number of nationals emp]oyed'in the venture.'-I .

There' was one additionai statement deemed characteristic (at’ .05 s1g-
nificance) by the equity- ho]d1ng gpnera] managers and one statement by the
non-equity-holding genera1 managers . The, other character1st1c of the
equity-holding genera] managers was related to parent company willingmess
to visit and offer assistance. The characteristic of the. non- equ1ty hold-

ing'general'ﬁﬁnagers was: “We are willing to commit resources to the ven-

ture even when it shou]d techn1ca11y acquire these things on its own.

In th1s research the re]at1onsn1p of comm1tnent to performance was.

identified the construct zcommttment was subd1v1ded 1nto four .discrete

?

types, and measures for each’ type were developed that correlated wtth per-.

3

formance. This was much further than prev1ous joint venture research had .

were: i) Thé parent company has contingency plans for‘providing its joint.

gone when it examined the role of commitment. Havings finally reached a ’

po1n€ where the importance of comm1*nent to the performance of joint.ven-

-

tures in LDCs has been 1dent1f1ed and emp1r1ca11y supported, there are new

research questions which can be subsequently studied.  One 'of these new

“~

4
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. TABLE.VITI-2
s » The Characteristics of ‘MNE Partners )
LA in Successful and Unsucéessful Joint Ventures
) L 3
. [MNE Responses in [MNE Responses in
High Performing. | Low Performing
‘Ventureg Ventures
Strong Parent Cdmpany Emphasis w
on Foreign Investment (1) - - -
Commitment -
-to Inter- Favours Investment in LOCs (2) - -
national :
Business Willing to Adapt Products (14) Characteristic -
Increase "the HNumber of Nationals Characteristic* -
Employed (16)
Willing to Form a Joint Venture When
Not Required by Government (3) - -
Commitmnent 1= -
to the Willing to take a Minority
Joint- Equity Position {4) - Uncharacteristic
Venture 4
Structure Does ‘Cost/Benefit of Joint
Veature Organization Form (5) - -
Contingency ®lans for Assistance (6)] Characteristic - ’

Joint

Interested in Venture Concerns .
Before Those of Parent Company (7).

Comﬁi:nent
to the

Willing to Visit and Offer

i

e

gharscteristic*

Particular

Yentura .

Lf§sistance (8)

Williné to Commit Resources{10)’

£

Look for Special SKills First
in Parent Organization (13) _

Cﬁaracteristic

t

Commitnent

4illing to Change Procedures
for Partner (9) 5

g

to the . Hold Regular Meetings (11) T Characteristic* -
Particular - .
Venture Include Partners in Additional
Partner Discussions (12) ' : - -
. ' o
Spend Time Beyond Normal Hours (15) - -
Notes: When the words qpaﬁacteriétic/ungharacteristic are used, this means at a ~

statistical.significance level of .05 or lower. Asterick denotes that the statement

is—atso-characteristic-of-the—12-MNE—respondents—in=aggregates

"

i

.

-
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questions; how does a firm -"get" commitment? _Although this was not the

research question underlying this study, several re1evag§ observations can
be made. Note, however, that because this is a different research quest1on

some of these comments are speculative,

-~

Virtually all firms were capable of be{ng committed to any or all of
_ﬁAieternational business, the yse of joint ventures, a part1cu1ar venture, or
particular partner. Given the re]ationship 1dent1f1ed earlier between

" these types of commitnent and sat1sfactory performance, it is important to

undérstand how commitment is derived.

»

' Any discussion involving a firm “getting" commitment (where presumably -

Tittle comm%tnent'exists)‘inVolves the changing of attitudes (and subse-
quently behaﬁiour):' There js_pothihg'mysterious about commitment. Mest of
the commithent.eharacteristics in the high-performing veptures were related
to thelMNéé wi1lin§ness to do something: adaet produeﬁs, iqcreaﬁ?‘employ-
ment of naﬁﬁona]s, v%sit and offer -assistance, or ;ugply'speciék skills.
“Commitment was not precluded beCAUsefof’a‘firh's inability to undertle

these activities,

Comm¥tment is seldom anything which. is instant]y *created,. but mest'

S

develop over time, In the foreign investment dec1s1on process, Aharon1

felt "the very act of collectwng information creates many 1nd1v1%ua] com-
mitments, and often organizational ones as well. In order to co]]ect in-
formatiqn it is recessary to communicate with people, to make certain de-
cisiens, and often to give tacit proﬁises.‘ In this process, commitments
are accumulated..."(1) While the co]lectioﬁ‘of‘inéormation forms part of

the basis for "getting" commitment, the managers in a firm will not be

~
:

s ik dn
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Qil]iﬁb to go to the teouble of changing behaviour (i.e., adapting: pro-
. ' * .

ducts, employing nationals, forming joint ventures, holding regular meef- -

ings, etc.) unless they genuinely believe that they will derive.a benefit
from such activities.

Once commitment is developed, however, it offen takes on the status of

’

a corporate value. Thus, while initial projects'tehd to receive a fairly

rational c&Zt/benefit analysis of tneiT_ feasibility;N later projecté are

more influenced by existing corporate attitudes. For*example,.if past

143,

corporate experience with joigg ventures has been negative, it is unlikely )

that arfirm will démonstrate much commitment to subseguent projélts. Al-
thoudh théﬁ&zbehaviours‘had a tendency to become eﬁtrenched, getting or
increas{ng commitment was always possible,

Not surprisingly, there was a strong cor}élation between the commit-
ment, need, and contro{ observations. For exanple, thgose firms éxhibiting

o
a willingness to be flexible and undertake a particular activity (commit-

_ment) were likely .to be the same firms Favourjng a. sharing of  decision-'

making (control) and looking for greater contributions (need) from their

partners. These interactive effects, including statistical analyses, are

.

discussed in the sections following,

’

Y

4. Interactive Effects of Need and Commitment

This research. has noted the .positive association with performance of
MNEs using;1oca1 management, being willing to use voluntarily the joint-
venture structure, of looking to the local paftner for his knowledge of the

local aconomy, politics, and customs; and having sharad decision-making

v

’
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control. The responses from the various sections of the questionnaire :

. P . ¢
(especially néed -- NQ and commitment -- CMQ, but alsq control -- CQ, and

ownership -- 063 reinforced each other regarding: ~ (i) staffing; '(ii) the

- s

voluntary formatdon of joint "venﬁures; and (iii) the importance --of

knowledge of the local economy, politics, and customs. - Evidence of this

consistency of response betwgen need, commitment and other to%ponents of
F ‘ L o

-

the questionnaire follows.

- i) Staffing

Mh1tinétiona1 executives from the satisfactorily performing ventures

v

felt GHat-thejr partners' contribution of general méhagers~and\functiona1
managers‘was important. ‘(This osservation is derived froﬁ the need ques-,
tionnaire - NQ.) ° Simi]gr]y, these executives felt {t was characteristic
to 3ay.th§t they had made a strong effort to increase.the number of nation-
a]g emﬁaﬁyed in the venture (CMQ). In contgast, the MNE executivgs in the
unsatisﬁaétorily~performing ventures felt €hat their local pér;ners' on-
tribution of .deneral and fJHC1j°"aé managers was unimportant. (NQ). = In the
unsaiisfactorily pérforming veﬁtures, the \MNE parents pP;ferred not to
staffswifh:nationalé. In these ynsat{sfgctory performers, the decision to
replace a functional manager was gsqal]y (80% of cases) a decision dominat-
ed by the MNE partner (CQ). VYet, when this same decision w;s dominated by,
or shared with the lpcal partner, tﬁe-venture was a satisfactory performer
in 86% of the cases, | Cdncerné that the direcéion of this relationship

might be the opposite of that presented can be alleviated when we recall

that. most_MNEs - even those assessed as unsatisfactory performers - were

-~
30
~

\
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satisfied with:pe}ﬁbrﬁanqe. Table 'VILI-3 summarizes this relationship and’

. / AR SR - . : CE
also noted fne major differencas . between the satisfactorily and unsatis-

factorjly pef}orming'venthres.

TABLE VI11-3
Assessing Performance in the:Core Ventures
: _ Statistically Significant (.05).
Overall L Observations Relevant to Overall
. Assessment MNE-Partner's "~ Assessment of Performance for:
. Core . of JV Assessment of - —
Ventures Performanﬁe - JV Perfordance  Partner Commitment | Control
N L feed (NQ) - (CMQ) (CQ)
. 1 Unsatisfactory‘Unsatisfactdry MNE nBeds - No statements ~ MNE has -
2 " < Lo partner for characteristic., dominant
3 - R “Satisfactory | political +control
) 4 T ! * reasons only One statement -
e 5 ¢ n Y- o o uncharatter-
PR~ . istic
6 Satisfactofys Satisfactory MNE needs Six statements® MNE shares
7. ! " partner for characteristic  control
. .3 ! ! “local market o
2.0 9 ! ’ ! knowledge and MNo statements
SRR () " . ! ] local manage- uncharacteris-
NP Lon 11 . o . .. ment tic, %
‘f'q¢§§;tnr¥ v 012 " ‘ v ' : .
PR - - ' .
_'9 X . 2 . . - s o T
.. LN A o .
LY ‘V.\‘: (1’ . " .

\\'.'.%5 ." T i) VoTuntaﬁy Formation of Joint Ventures .

\ Multinational executives from the unsatisfactorily performing ventures

felt that their local ~partners made an important contribution only in

satisfying existing/expected government requirements for local ownership
. h ' - ,‘,f‘:‘

(NQ). bonversely; MNE executives from‘only the satisfactorily performing

ventlres felt it was characteristic of them that they were willing to form’

N ¥
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f1

. ‘them to do so (6MQ)'4 ’ "' -

o

+

a joint veiture even when. there were no goverament regulatigns requiring

Not -only was w1111ngness to form a joint venture an issu

equity, arrangement was 1mertant.\ It was uncharacter1st]c -of the MNE

“executives.in the low-pefforming ventures to be willing to‘take a minority

equity position (CMQ) Yet, only 20% of the Jo1nt ventures were succes\fu]
in wh1ch the MNE partner was the maJor1ty shareholder In contrast, 64% of
the ventures in wn1ch the MNE owned less than half of the equ1ty were
sat1sfactory.performers (oc).

~

iii) Local Knowledge

. . , ' -
. Multinational executives from the Irigh-performing ventures considered

tneir partners' contr1but1on of xnow]edge of the local economy, po]1t1cst

and customs to be 1mp0rtant (NQ). Given the va]ue these executives placed

-

on their partners' knowledge, it was/;?t surprising to find them deeming it

charactertstic that they-try to meet ‘regularly with their partner (CMQ).

. The importance of local-partner input into the operation of the joint\

venture -was also evident in .the control abservations. In 74% of cases,
unsatisfactory performance was associated with management decisions in

which“there was dominant foreign (MNE) control. This is contrasted with an

.

unsatisfactory performance level of only 24% when the loc&T’partner’had

input to the decision (cQ). = o L i

ents of the questionnaire,+specific statements underwent stat1st1ca1 ana]y:‘

d

sis to assess both their reliability and “ability to d1fferent1ate between

high- and low-performing ventures. Also, a statistical analysis ‘was ton-

, the actual.

- Having ensured con;istency of response between the different compon- ..

146,
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~ ducted on, the combined importance of ‘need” and “commitient in explaining
Jjoint-venture performancé. Results of these statistical gna]yses are dis-

cussed in the next section.

5. Other Statistical Analyses
i) Reliability |
Tests were applied to the Tneed and ébmi;cmént questionnaire i”o

determine if they reliable. Table VIII-4 presents the results of_gﬂé/:n-

ternal consistency re]iabi]igy:tests. In this study‘thé }elfabi1ity coef -

ficients varied from .79-to .95; and are considered to be sufficient for

this stage -of research.(2)(3) Consequently, the reliability coefficients

obtained here would be considered quite satisfactory were it not for- the

small sample size. [Ideally there should be ten times as many cases (ven-

tures) as items (questions) to assume replicability of the reliability

coefficients which resulted. Nonetheless, the results do indicate that the

d

items used to measure need and commitment were not unreliable.

TABLE VIII-4

Reliability Analysis for Scale (No Split)
for MNE Responses in Core-Data

. . ) . -

No, of Cases No. of Items Alpha

R Y LT - - o - . - -

Need (Time of Entry) 12 18 810
Need (Present Time) 12 15 .895
Need (Future - 3 years hence) - 12 15- 948

Commi tment 12 16 - JT78

\

Rl
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i) T-Test S T

T-test ca\cu]at1ons of the: need and comm1tment items were made to

.determ1ne if the quest1ons d1fferent1ated between the h1gh- versus low-per-

form1ng core ventures. Again, while we recognize the sample s1ze limita-

148,

t1ons pointed out ear11er, the resu]ts in Ta:;e/!jif?ﬁ 1nd1cate, at 519n1-'
ficance levels of .05 or lower in three of .thie four cases, that the ques-

tions do- differentiate between the'hfgp%fand 1ow-performing‘venturesl

. ¥ “TABLE VIII-5

T-Test Results for Core Ventures

. . . T-Value Degrees of Freedom 1-Tail Probability

- - - - ot o - = > P - - - et st > - - s -

Comnitnent 2.6 10 % 017
Need -(Time of Entry) 2,00 . 10 , ' .038
Need (Present) . - = 1.51.: 10 _ .084
Need (Future) - L3 i  Loa2.

iii) Mu]tip\e Regression

The summated scores for need (at fhe three separate points in time)

and comm1tment were individually regressed aga1nst the dependent var1ab1e;

performance. The highest adjusted r-squared obta1ned was .441 for commit-

ment . When need (at three points in time) was regressed with commitment

aga1nst performance, the adJusted r- squared never exceeded the 1eve1 df.

commi tment a]one Th1s re]at1ve1y high adjusted r- squared (espec1a11y w1th

commatment) further 1nd1cates the 1mportance of need and comm1tnent in ex-

p1a1n1ng the performance of joint .ventures in develop1ng countrles. Aga1n,

L
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there are limitations on the data, so these regreséipd resu1ts‘éhou1d only
serve as further indiﬁifjons of the importanFe of'need and commitment,

The -fact .that ;;e embhasis on need ahd commitment was derivedlfrom a
large sample pilot survey and was reinforced from further study of pairsﬁof

joint ventures for which country and industry were controlled, does suggest

wider applicability of the research findings.
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The effects of partner. need and comm1tment on pe?‘formance have 1mport-

’ @ NI .

K

ant nuphcat_mns icg the‘ management_of joint ventures in LDCs. These

N 9 . . L.
effects can be summam_zed@finto, a guideline. Managers can use this guide-

Tine to assess whether they sho'uld‘enter'j ¥ joint venture, to better under-.

stand why'their,exi;ting ventures. ‘a’r'e‘pe'rfo'rming ‘the way they do, and to
\ 2 . . . , - .
provide some -insight into.theé likely effect of changes to the joint venture

structure, - { ' o e Tooe
. i L o )
(1. A.Joint-Venture Model”

1q - N

. 'Figure IX-lLis a generaﬂ guideline (which .wi 1 .be_explained in more
detpﬂ) for forelgn compames formmg manufacturmg Jomt ventures in
4 -

developing countmes vnth ]oca] pr1vate firms. The mode] 1ncorporates the

- -

'm‘djor findings previous]y-summarized © This model is 7 set up using the -

Busmess Pohcx\wategy structure performance format since this 'formatb

o

L]
prov1des an effective way, of expressmg the relat1onsh1p between the maJor\

)

variables exannneg’ Structure refers here to. what Chand]er ca]*led "th_e
des1gn of.; orgamzatton through whlch "the enterpr1se is adm1n1stered (1)

)

F’requent]y used orgamzatmn des1gri varlables (2) would 1nc1ude, ifor ex-
"\r. .

ample, the d1stmbut1on “of power contro~1 staff se]ection, and reward

systems. The gu1dehne is set up to proceed through a number of steps; thg

A M
u». ‘n

«decision tp_form a Jomt venture, partner selectmn, and’ forma1 stricture.

B Each step should satisfy a number of conditions, 1"n'order to improve the
(o0 : : k ) S ;

prospects for syccess. '
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. :The guideline contro]Ted fé} Qotentia1 variations in a number of ele-
: « ments of the firm's strategy The major market served was kept_constant;
the form of forelgn 1nvestment was the same; and the prooucts produced were
nu1te similar. Yet, there was a dlfference between -each” pair of joint
ventures in'terms of'performance. Why? Diffégences existed.in both the
. formulation of joint venture strategﬁes (dectsipn'to form a joint venture)
" and the imp]ementetion of these joint venture strategies (partner seteé;joh

and formeJ structure). - )
’Atthough not otherwise stated, the moée] for ‘joint;venture success
assumes that there is a legitimate market opportunity for the venture’pEven

a .good match between joint- venture partners is of no benefit if there is no

. ’ realistic chance of bus1ness success.

. As noted earlier, the giideliné may -not be appTiceble—under_e11'enr

- 2 > -« » ‘w‘ - ~ ° o
vironmenta] conditions. For example, it may not fit ventures designed to
% . . g .

exist for a short period of time (i.e., fade-out joint . ventures) Also,
‘ ! ~ =

while many of the recommendations may ultimately prove usefu1 when estab-

]ishing any .type Of joint venture in LOCs, the gu1de11ne shou1d at present
L.. %,

be appligd only accord1ng to the parameters spec1f1ed in Chapter 1.

T8 ¢ R “

Cond1t1ons Re]at1ﬁg to Investment dn LDCs Us1ng the Jo1nt Venture
A N ~Drgan1zat1on Form

DS

—_ : , S

-

A flrm should cons1der forming a Jo1nt vénture when . the MNE i) is

L * ! ~

comm1tteg to international busisess; ii)’ J§ cogmitted to the use of joint

ventures; and iii) has a.long term need for a partmer for* specific contri-
« . butions. .

. [8
i) Commitmént to interndtional business in the sugcessful ventures was

demonstrated-by its wi]linéness to (a) adapt products to the 10ca!§§

market“Tana (b)yincrease the umber o f" Rationals employed

P -
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ii) Commitment to the use BT Njoint ventures was . demonstrated 'in the -

H

successful ventures by being (a)~willing to form a joint venture

When not reqoired ‘to and (b) hav1ng cont1ngency plans to provide

¢

-

extra assistance, 1f necessary. ) ,

¥

°11f) MNEs Took to 1oca1 partners in-_the 1ong term 1n the - -successful
ventures for (a) theLr géhera] Knowledge of the local economy

politics and cﬁstoms and (b) for managers. In. the unsuccessfu]

ventures, MNEs d1d not have any 1ong term need for their partner.

A gpec1f1c need of the MNE from. the lotal partner in the.successful'

v

ventures.nas.for genera]‘managers.' A .general need of MﬁEs for

their 1oca1 partners in the unsuccessﬁggyventures was to sat1sfy
' ex1st1ng/expected government. requ1rements for logal ownersh1p
w1th1n the -range of “potential local private firms a further ranking

of poss1b1e partners can occur., First ch01ce for -a partner in a new manu-

facturlng venture wou]d be a firm, %H the same business, followed by the

cho1ce of a f1rm with manufactur1ng experlence followed by the ch01ce of a

~

partner offer1ng a comp]ementary serv1ce (such as d1str1but1on) The abil-

1ty of the local partner to supp]y genera] managers with the appropr1ate'

exper1ence dec11nes w1th each

The 1mp11cat1on of point "iii) is that cértain types of partners are
inappropr1ate-1n LDCs.l Specifically, joint'ventures between two MNES or
with the local publlc (v1a ‘the stock market) do not sat1sfy the requirement
of f1nd1ng a partner w1th know]edge of the local economy, po]1t1cs, and

culture. Similarly, the local government is an Jnapproprlate partner be-

—— <
-~ e . *
‘>

cause of its tnabjlity to supply 1665T’managers. In addition, governments

184,
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are mot1vated by other cons1derat1ons bes1des performan;e -- high emp1qy—“
ment wh1c@ mdy run counter to the 301nt venture s needs, for example.
. If the f1rm;1s comm1tted 10 international business and the use of,

o~

. . s T e T ' s
Jo1nt ventures, and has a long-term need for a partner for specific con-

tributions, it can begin seanching-foe potential partners,

Conditions Re]aiing to Partner Selection

A firm should only proceed with partner selection when: ‘i§) the MNE

-
.

is capable 6f Heing committed to a particular venture; v).the MNE-is cap-
able of being committed to a particular venture partner; and vi) when the
“local partner has a long-term need for the MNE. :

) ébmmitment to the particular joint venture is demonstrated in suc-

“'

_cessful ventures by (a) wil]ingﬁess‘t% visit the venture when prob-

1em§ arise and (5) when special skills are required by thevjoinf
:ygnture, by erying to first find them in the parent eréanization.

‘v)!Commiﬁmeqt to the qirticuler joint-venture partner is‘deMOnstrated

1ni successful ventures by (a) holding regular heetings s0” each

knows what to expect and (b) including partners in discussions that

arg not obligatory; For both commitment to the particuler venture

and venture partner, the MNE is capable of assessing before- a joint

venture is_forméd whether it will be w1ll1ng to make the required

4 s edammesenae v -
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effort.

vi) In the succkssful ventures, local partners look to the,ﬂNEs in fheﬁ

long term for better export opportun1t1es. (Af the time of entry,

they look to the MNE for techno]ogy, equipment and raw material

»

Py
th

supply).
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e
e




If these conditions can be satisfied, the firm sh0u1d proceed with the

eetabﬂisoment of the-joint venture. . ) . i

tond1t1ons Re]at1ng to .the Formal Structure of the Joint Venture

Four points of structure are recommended. The'joint venture should;

'vii) staff with local managers viii) sell equity to the genera]'maneger;
ix) take a minority or equal amount of equity; ard x) have the joint-ven-
ture agreement provide for shared decision making rather than dominant Y
control by the MNE partner, These areas of orgaqization'design were all

deemed useful,

By- following-these four re%ommendat1ons re]at1ng to. the formal struc- . /
ture, and the six prev1ous]y outllned the prospects for ach1ev1ng perform- ./”

ance satisfactory to both partners*when ‘establishing joint ventures in LD(s

should be improved.

: - .

2% Comparat1ve ‘Case Studies in the C%{1bbean

s

To illustrate the guidel1ne, two case stud1es are compared in this

Eect}on. The two Jo1nt ventures were establlshed 1n the'Carlbbean in the

'mid-1970s. These ventures were remarkably s1m11 ar-in their product/market ‘ -
R [ 3 - .

strategies, but quite different in tﬂeﬂr joint fventure ‘strategies., Signi= - &

M e . &:\ CRY

-ficantly, their prospects for success:also, iffered, (To ensure conflden._

t1a11ty, names- and figures are dlsgu1sed essentlal re]at1onsh1ps, however,
are malntalned).' : T L
The two joint ventures, Alpha é%d Beta, both had annual sales in the

~

range of $5.0 million. .Both produced primarily for the 1local market

(negligible.exports) and. had higu (50%) market shares. The firms were not

- direct competitors; the products produced by each venture were complemen-
. o . \ ’

Ty

tary. Each venture was between a_foreign company (Canadian_in-the-case—of -

4

R . .
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Aﬁpha; Aheri;an for Béta) and a private local firm. Both of the private
local fjrms were well estabiisheg with previous. experiences with MNEs. Both
of the foreign compénies were large (annual sales in ex&ess of $1.0 bil-
lion), with previous experience in LDCs and with joint ventures. Both MNEs
were earning a 20% ROE and were satisfied with the performance of their
respective jbint ventures, lnlike the Alpha venture, however, the locai
partner 1in Beta.was dissatisfied with the joint venture for a number of
‘reasons, which included, but . was certain]y.not.limited to, financial con-

Siderations,

Conditions Relating to Investment+in LOCs Using the Joint VenturJ

Organization Form ’

‘During the early stages of-the foreign directqiniéstment decision, one

‘of the issues which MNE executives‘must resolve is how adaptive a stance to

[ take. Some MNEs prefér to limit their adaptation, preferring the use of

L PR o

staffing with expatriates

mr

&

rather than nationals, and being unwilling to adapt:theickproducté to local

+
conditions,

’

In the Alpha venture, the-Canadian MNE partner never considered using

a wholly owned subSidiary even.though there was no government pressure to

-

use the joint venture orggniiation form. In addition, early progress was

o )

~ .

slowed for sevefal months while a local general manager was found., The MNE
7 4

~partner believed that increasing the number -of nationals employed, espe-

cia]Ty in managerial positions, would not agly demonstrate grgater_comﬁit-

I

ment to the local community, but that it also made sound busine7s sense;

The MNE parent recognized that it lacked knowledge of the 1oca1/egonomy,

.
s

e
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politics, -and culture and looked to the local partner and Tocal general
manager .for this. (An immediate nayoff was in the area of plant construc-

tion: the plant was completed ahead of schedule and 18% below budgeted

cost. The generally accepted wexplanation ‘for the cost savings was that
because the general manager/ﬂas “a national with loca) knowledge, he was
ab]e to "beat the 1oca1 contractors down in cost" -)

Until the ear]y 1970s, the MNE partner in the Beta venture had been -

importing into the Caribbean from the U.S. When its major7competitor, a

European 1mporter,'appr6ached the local government about establishing local

manu?acturing, the MNE was forced to act. The local government was offer- . |
1ng not on]y a5 year tax ho11day but limitations on'1mports‘as we]], and . .
Vi .—-""‘" b .
wanted only one local manufacturer. On-the bas1s of the1r better known - ~

ot ~

-

brand name, the 1.S, MNE was awarded the franchise for 1qca1 production.,

. . &
Because they. expected to see government requirements for local owner-

e

-

&

e d

ship or some other form of government intervertion, the U.S. MNE decided to
form a jaint venture even though they would have preferred a wholly owned

. b .
subsidtary. As a reluctant joint venturer, it was their p?actice to always

-

staff the senior positions with expatriates, and in addition to look for a |

partner with government contacts. The MNE wanted a partner who could

assist in obtaining work permits for foreign executives, - %

Conditions Relating to Partngr Selection I ‘
vd I boel F =

In the Alpha venture comm1%ment to the locql partner/yas demonstrated

by ho]d1ng regular .meetings, often 1nforma11y over lunch even,wnenﬂthere

.

/ ‘ . .
were no agenda iteds., This was in direct contrast to the “Beta-venture - T
. . . / ! . ’ |

_/L

|




AN / . -
'expatriate general mSnager does not hold, an equity position, The MNE part-

159

. where the MNE-supplied expatriate general manager felt it waé:gnpharacter-

istic to include /the lacal partner in any discussions which thé mdnagement
agreement said the foreign partner could handle themse]ves; Not surnris-
ingly, the local partner .in the Alpha venture felt the foreig;\ partner*
trusted him; the local partner in the Beta venture did not feel tne foreign
partner ‘trust d him. As the local partnen in the Beta venture noted, "If
you feel your|partner does not trust you, little differences Ve?d Fo aggra-

+

vate situations"., The implication of this for partner sklection is to

. select a partner you are comfortable communicatigg with. Obvious]y, this

can be Aifficult if, in the case of the Beta venture the MNE supplledi>

genera1 manager is replaced by another expatriate every few years. .

Qpnd1t1ons Relating to the Forma] Structure of the aé1nt Venture

. In the Alpha venture, a1l of the Tocal mana@ers are, from the local
cpuntry. Although the general manager does nif presently hold equity in

the venture, all sides are in agreement that this would be desirable, énd'

-steps are being taken towards implementation’. The MNE -partner in this

:

venture holds 40% of the.equity and shares decision-making- with the local
partner. All Qanthers are satisfied with pérformance.

g : . T
In the Beta venture, the two seniog managers are expatriates. Jhe
/

ner has a majority (65%) equity posiﬁ/on..‘As well, the MNE partner has

dominant control over decision-making,/ in fact operating the joint venture
: . ,
much 1ike a wholly owned subsidiary.. The MNE-supplied general manager
. / ' ’
considers this approach to decision-making control appropriate since’ he

a
-

/
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. feels the 1local pai}nec only views the joint venture as an investment,

Unfortunately for all concerned, this is not how the’ 1oca1 partner views
its inyolvement, Th; 1§éél”partner in the Beta venture feels that he k“éﬁ?
the mafkef and has a better way to develop the company. To date, the for-

There are four areas of contention to thg local partner. A brief dig-
cussion of these and comparison of how similar issues were handled in the
A]Pha venture illustrates a number of. the points contained in the guide-
Tine. The four areas of contention were related to the distributor arrange-
ment,, management contract, relative equity positions, and profit;.—

The major proéuct produced by the venture is distributed b}.g;whol1y
owned subsidiary of the American partner. There have\béénnhajor disagreei

ments between the partners regarding the price at which production is sold

to-the distributor, The lower the price to the distributor, the greater

160.

the profit that the MNE partner does not have to share. The threat of-.

similar non-arms—]éngth transactions &as av;ided in Aﬁpha_yenture by not
distributing through the local partner's d1str1but10n company. - .

A second issue relates to the yse of mgnagement contratt wh1ch is a
sourge of 1ncqme to the partner tgtwhom this is awqfded. The 1oca1 partner
feels the length of management contracts (which until now have always beey*
awarded- to the MNE partner) should be shortened to provide some coptrol

over poor performance. In the Alpha venture, management fees were tied to

. productivity, !

~ A third issue .was equity levels., The original'agreement specified

that the foreign partner would ultimately reduce its equity position to 45%

D NS,
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from 65%, with the ‘local partner's being able to increase his holding to

45% and 10% being sold to otherplocal_interests. For the past two years,

I
*

the local partner has been asking itd partner to negotiate a price for this

equity transfer; however, "they have been tardy in coming to a conciusion."”

=

The MNE partner readily acknowledge its reluctance to be a minority-equity

partner.

The final issue is profits. -While the MNE partner is earning, from a

,

variety of sources, a 20% ROE from the business, the 1o€a1 partner with

dividends as its sole source-of income is earning less than lbz ROE., The
local partner hotes that his “patiencé over profits -is running out." " In

the Alpha venture, both partners’had'a similar earnings level,

Major Differences -

The Alpha joint venture was voluntarily entered into by the foreign
MNE. They had a specifie need for a partner with local knowledde, main-
tained regular. communication with the paftnee, and shared in both the de-
cision-making end.profits., Both partners were satisfied with performance.
This joint venture has, good pnospects for continued success.,
B The Beta Jo1nt venture was re]uctant]y entered 1nto b/ the fore1gn
MNE. They'wanted a local partner only;d%causerof a percept1on that they
would be better off with the local government if they had one. No contri-

butfon‘was expected from the local partner'for local market knowledge or

managers. No-specific need for, or commitment to,’@as demonstrated by the

MNE toward the local partner;: The local partner was dissatisfied with this

¢

arrangement. This joint venture has some major problems to resolve if it
A ' '

161.
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is fo survive. The major differences between the two ventures are sum-
marized in detail, using the guidélingi in Figure IX-2.
To assess the applicability of the guideline, it was also classroom

B E 4 '
tested by five professors on 400 graduating_students using between one and

-

162,

six case studies involving manufacturing. joint ~ventures  in developing

countries.(3) In all inétahces, the guideline was useful in addressing
some of the prob]ems/135ués(géh?roqted in the venture. :
- ' ' )
3. Conclusion
"The governing idea with respect to the linkage of strateé@ and

ﬁorganization is that of congruence or fit".(4) Similarly, it was mot

enough for Alpha to adopt its joint venture strategy, it must also be im-.

plemented in terms of partner selection and organization design in a manner.

.

‘consistent with that strategy. Simply formulating an appropriate strategy

.
ts insufficient to determine success..

——
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., -~ In. any form ’of hypothesws 1 testing. in—intérnationa) - bnsxness ﬁ#e%e C,

v & S :
T eseggghthhe“1e§EEFEher must d1st1nguvsh betwegh/aezcr;pt1ve and causal’ o

- ;/,u-l
-~

s Pe ‘
potheses only 1nfer assoc1at1on causa1‘ -

< .
. £y

more powerful, aﬂso inferring determtnat1on'of one yariab]e .

hypotheses.u wh11e descr1pt'

“hypothese

o, . < 4

< from another. In this research a causal hypotheS1s is evaluated; speciFﬁEi”

. ally, that greater partner need and comm1tment will . result 1n ‘1mproved

o D

3o1nt venture performance in EDCs. 'Th1s re]at1onsh1p was sum@§r1zed nn the | .

3 <

S | gu%deTﬁne 1n the prevﬁous chapter. Wh11e causa11ty be%heen variables can -

néver be proved, the researcher can prov1de a suff1c1ent1y credrb]e argu- i
‘ A .’
* ment that most readers w111 agree w1€h the d1rect1on of causa11ty 1nﬁerred

L B P

- . ‘The "criteria which Just be evaluated 1n cdusal. hypothes1s eva]uatlgh,
" -} P .
b T by

n add1t1on tg\associat1on, are proper t1me sequenc1ngsof the var1ab1es and

. 3 . r1va1 causaT hypothes1s."Ql) what follows - are- the arguments -- using the }_;;fo

e .
I dn Pl ’_,,44\4“ ~ -
thred cr1ter1a JUSt outlined - wh1ch support the Jo1nt-venture ormance . . oL
R . Y Ve o= ’ “y -
gausa] hypotheses. In tota] ZOOreasons.for 5 ing the hypothesis are . -
A . : N )g * T . RN ! S -
c . c1ted i s . ‘. ot - .
z ] -
R £ . : S
o - 3 e ". - d ) N v '
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P-4
e . The centra1. propos1t1on regard1ng need/comm1tnent and performance.

1 - R o s« .
- . *

emergeg ear}y” in, the data‘co11ect1on prqg@ss. Becau5e the hypotheses i

- emerge eariy, accord1ng to McCall, 5. measurement approach was requlred to \
b4 - i [ - 0 R N . s
& ’\y evaluate thls type oﬁ déscgjpt]ve hypothesis. Hene;-meaSurement refers to- .
é: .. "logical deduct1ons for operatwona11zat1ons that could 1nd1cate al theoretw- o o
c (. cal construct" (2)¢ IO x,‘ R /4///;//,;//’f?”
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', . aterv1ews and/a;lltggatupe/rev1ew. Tne stat1st1caJ analyses conducted (us1ng'
8 ’;””,/Qh},SquaFei Kolmogoroy-5m1rnov, and Mu1t1p1e Regress1on) on the pilot sur-"

i

. A . = - Py .
- performance. on the overa]] assessment of the Jo1nt venture s erformance.'
X : y b M
(See Figure X- lﬁfor a’ summary of the causal re]at1onsh1ps examlned ) T
& ’V‘."‘Yc ‘ "ﬁ N / —e s - “ .
S YT . ' ) s e ’ T
- g o FIGURE X- L«’ T e T .
L, Causal (Sequential) Relatlonsh1p Examined N
P . - e K g, T L e . o
e (A) MNE satisfaction S . Overall Assessment oﬁwJV ;
’ : withtperformance : ///. 5“" > as- Sat1sfactogy Penformer
(B)\ MNE need of local . " e - L %,:imﬁf ,}» ~ 2’1 DT
’ Partper for know- , By : ”Ey JV‘Performance »
. 1edge and management s s ~”.ﬁ$§‘ *hyﬁﬂ ;:‘gag'o

. hypotheses -- proper time sequenc1ng of the var1ab1 and rival cgusal ex-

~ » . ° - e

‘ﬁ/' The theoretical constructs of partner need and comm1tment werg opera-'

- .

f/ona11zed u31ng a number of statements der1ved from__the p1lot*survey in-

3 ’ Cl

" vey and core venture samples inferred that an association'did exist between

- - b . "

/ M 3 i, 8 03 N )
partner need/commitment and Jo1nt-ventu2e performance.

e

-y

" Inferring, association is a_mecessary but insufficient condition for

1nferrin§ causality;i The,two gther requ%red criteria for eva]uating,causal

5

o

p]anat1ons --smust be cons1dere€ ‘ ; _ ;

4

2.- Segﬁencing SRS - . ‘;‘AA“ ROt .
- The time-ordering\ot;Jariables is a key consﬁﬂeration“jg d?%cpssions;.'
regarding interences of causaiity.‘ Four reﬁationshios are examihed jﬁfghis
sectjdn,jthree of‘which_re]ate to:need,'cgmmitment and control .and“

-~

o -

their d1rect1on of effect on performance. The fourth discussion focusses

D;;‘ - T ~ .
on performance 1tse1f examining the 1mpact of the MNE.s sat1sfaCf{on with

N .,39"% E
§atﬁ§‘a y'ﬂV Perf3rmance

Lty
u; £ RPN

( ) MNE Commitment

- (D) Shared Contro]

= s A \:-

atisfactoty”SV%QerformanCe
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In each of the following discdssions on sequencing, arguments dre

« %
” Y -

provided to support the causal inference.' Note that overlap does exist

between the arguments prov1ded for each d1scuss1on. Also, with each dis-

e ] ¢

.cussion support often comes from diffe;enf directions. It is this process

of triangulation that helps to strengthenuthe inferentes.made.
- . .

r ' ]

a) Performance

The «claim could be made that in those ventures performing well, the

«

>

foreign partners were more generous in their assessment of their own need

“for the 1qcal partner then they would .have been if the venture had been .

°

performing poorly. That is, as a result of\s;tisfactory performante, the

"MNE partner assessed certain contributions as more important. However, in

“several of the low-performing ventures the foreign partner was pleased with

. L 2
the venture's perfoermance. These ventures were classed as low performérs

because the local partner was not satisfied with the venture's performance
) $

. Y

(see Table VII-3). Eé;his'gengnstrates that' there is no necessary correla-

tion,betWeén the MNE's "assessment of performance and the overall assessment
of joint venture performance., As the‘Tast ¢olumn i1 Table VIIE-3 shows,
whether the MNE partner eione was satisfied or not, there ‘were separate and

[} 13 ’ “a .
distinct MNE attitudes toward the Yocal partner'prevalent in_those ventures

. assessed as unsatisfactory, as opposed to satisfactory, performers. Given

~.
c, e e

¢ that most of the MNEs were sat1sf1ed w1th performance and yet.mojor dif-

t ‘o
- < ¢

ferences ex1sted in MNE attitudes toward the local partner when using the
overa]l “assessment of Jo1nt venture performance, these observat1ons suggest

{
that MNE respondents were not more generous 1n the1r partner assessments

’ ' - -~ -
. . .

167.
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As referenced earlier in the section on joint-venture partner-need 11tera-

" between partners to be an important issue in ass&ssing a venture s poten-

D

’ . .« ) ) - . - <l680
because of sat1sfact1on w1th performance. 'Hence% the likelihood of"bias

within the performance measure can be reduced. )

. To reinforce- this point it should be noted that the significance ;. .
%evels associated with the different responsé?*fn the satisfa;tory versus . .
unsatisfactory performange of ventures are particularly remarkable given

the, small ‘'sample sizes. . . . v
E}\Lijiﬁer Need . ' ’

82

In ad§1t1on to the_previous d1scuss1on, which suggested that the per-
formance’ measure helped control for biased responses to the need question-
naire, there are several other arguments wh1ch tend to support the hypo-

3
thesized time-oriented re]at1onsh1p between partner need and performance.

v .
1 IS

ture, many researchers have independently considered mutual Iong-term need

e e e S P eh i e b

\

t1a] success. In fact, 1t was this common reference to the need + perform- .
ance (not performance + need) relat1onsh1p in the 11terature that partially,. -

prompted the focus 1n this study. : . - . ) - ’

A .three-part quest1onna1re wa's used to assess bartner need. Partner o

- \]

need was assessed for the time of entry 1pto the joint venture, the preJ

‘sent, and a pred1ct1on for three years hence. The quest1onna1re respondents

o P

acknow]edged that partner needs changed w1th t1me. fh addit1on, the pat-
£

N

dern of change was cons1stent ‘with other dbservations in the }1terature on

'

1nternat1ona1 bus1ness. For examp]e, in the h1g‘ perform1ng ventures, the

»

§
Y

-
MNE s noted the ing eas1ng 1mportance they gttached to the 1oca1\partners *_,¢~' ,
contribut1on of funct1ona1 managers. This s/ not surprising, glven both
. . N * " '
. " . o e ,ﬁ\r . > N

»
;
5
1
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-
]
y
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o
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.the increasing costs of staffing wigy expatriates, and the jncreasfﬁb

number of qualified local managers available, T .

P
L\ 4

<.
A

[

c) Commitment . : : - . P

T To reddce the likelihood ofiretrospective bias effecting the hypo-

thesized commitment =+ performance. sequential pelationship, eupp1ementary
questions were asked (see Appendix 3) for each o¥ the 16 statements the .MNE
respondent assessed fegerding commitmedt. Ap example illustrates the use-
fulness of these questions. In the high-performing {and not low-perfoes)-
'ing) ventures the MNE reanndents noted their efforts to increase the em- o °

’

ployment of nationals in the venture. To reduce_ihe Tikelihood of retro-

.

spective. bias, one of the supplementary questions asked about' the MNE
. - <

2

staffing po]icyrqu foreign subsidiaries. It was observed fhat the MNEs in

the high-performiné ventures were not influenced by‘cur[ent.performance but

had a 1qng-étanding po]icy of using local managers where possib1e, while -

A the MNEs in the ]ow perform1ng ventures “had a policy, of using primarily -
expatr1ates. - . ’ .
Just as previous joint- venture researchers had noted the importance of "

partner need on per;Prmance, both Tomlinson and Schaan noted the positive

influence of comm1tment on performance. :\ . . ‘ U s
Another factor that prompted the research focus on the.relat1onsh1p

betweea comm1tment and perfopmance Was the p11ot survey 1ntérv1éws. The

p1Aot-survey 1nterv1ews; as well as subsequent interviews, cont1nued to_

reinforce the importance of commitment - on performance. The fact that the

time-ordering of the variable by both the“executives and jo%nf venﬁure re-

o




"

D .

oA e ey

Con N
b -

1

ports the causal inference. ) -
¥ - .

d) Control

\ 2

As it does‘ﬁor partner need an& commitmentz the joint-venture I{tera;
ture supports the use™of a time-ordered inference of control’ influencing
performance (see Ki]fige; Janger, To%]inson) rather shan perforhance in-
fiuencing control. In the case of joint veqtures in LDCS, the hypothesized
relaiionshjp\;as that performance would be improved when control was shared

with the local partner, : , .

PP .
o
Nt

The -ifwpact .of control 1is relevant not only _in the J01nt -venture,
literature but also ia.the Theory of the Mu]tinqt1qna1 Entérprise. . The
role of joint-equity vehntures 'in the Tﬁépry of the MU]tinationa] Enterprise

. . . h
(with particular emphasis oh'Interna1iiétioh) has h1therta\\\;e1ved very

-~ .
11m1ted attent1on TheC;hapter fo]]ow1ng reviews the emp1r1ca1 suﬁgort for
\s,

Hyme 3 (3) and Dunn1ng 3 (4) views that shared control of foreign subswa1-

ari (tnrough joint ventures) doe$ seem to be an appropriate organ1zat1on

) ﬂéonp for success in LDCs.

L4

3. " Rival Explanations

-

P, . . mmi}w - pm—— - - T .

"Field research rare]y d1scred1ts nnogm of the rival causal hypo-
‘\R,'-l d“f K\
theses."(5) In this section aFlarge number of rival exp]anatlo sxare ex-
M,
&

.

' p11c1t1y considered. Six va?lab]egi-— other than partner need .-- weFé cor-

“& )
related w1th e7rformance (and fcund to have no stat1st1ca11y s1gn1f1cant
‘relationship).;/ Several turnaround cases are also rev1ewed they prov1ded

additional su port for the causal hypotheses. o

searchers. was always the same (i.e., need/commitmeﬁt + performance) sup-

-

at
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“a) <Other Variables and Performance . . . 1\

o , K : : . N \'I
” |

N

N , Wy
Six other variables that might alternativel exp_a;n—%he—hypbthe51zed

~

re1at1onsh1p.were correlated w1fh the hlgh- and low- perfor?]ng ventures

l

"aus1ng a chi-square ana1ys1s. There was no chrelat1on w17h performance

.between either

Eausality{ it adds weight to the argument

(i) the MNﬁ country of ,origin (&.S., U'K.V Canada) ,
(ii) joint ventures sules.levél, _ '[ '
(iii) joint venture market share, / '
(iv) whether the venture exported, / .

{v) market segment served (industrial versus consumer gopds), or

(vi) age of ventauré,

1

- -

While the discpunting,of these rival _expldnations cerfainly does not prove-

<

i X * )
b) Turnaround Cases . : . 1/

W
kS

5

s . ¥

Three of the 12 core ventures had performange problnws/ earlier in
their histor{es;’:THe turnaround of each venture was ¢ aracter1zed by in-

creased emphasis and re11ance ‘on the use of loca1 managers (1nc]ud1ng
. Tt
selling equity to them), and on the contr1but1pn of the local partner of

«

1ocal knowledge. The MNE partners a]so placed .2 greater’ emphas1s on shar-

ing versus dominating decision-making ‘control in these turnaround Cases.
" ’ )"%ﬂ‘ ’ &

" 'lé!f B L . . ~. * Lol
N . b 2 ¢ .
4. Summary Bt g :;

b

14 J_,';-

Nh11e .there,. has heen’* some overlap between the reasons cited for sup-
<& / B .

porting the caus&thypotheses,\th1s over]ap has been limited. ~As “stated

171,
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earlier, causality between variables cannot pe proved,'bn]ylinferred Table . .

-

i L RS R IRV

X-1 summarizés the 20 reasons cited for suppo:71ng the causa] hypotheses. C T

w ; :
- TABLE X-1 / \ .
|

Causal Hypothesis Eva]uat{;n'Summarl le
’ “ !

e b,
: » - i
’ I. Assogciation 1) Pilot syrvey insjight | ’
.. - 2) Chi-square analysis |
. 3) Kolmogorov-Smirpov analysis ‘
o 4) Multiple regregsion ana]ys1s
1. Sequencing . 5) Performance -/the MNEs versus tHe aggregate -
" measure : o - N
; . - 6) Performance f significance levels .
i K . ' 7) Partner need - consis%ent with literature .
- 8) Partner need - quest1onna1re designed to 1ook at
' ’ ’ change over time /
' 9) Comm1tnent - suppleme+tary questions used to°
i < ' increase rfesponse accyracy ' | .
1)) Commitment - consistent with literature . ‘
. 1I) Commitment - pilot.'sunvey interviews °
12) ‘Control /- consistent wWith UV. literature
13) Contro1 - consisteht ith Internalization theory
[TT. Rival - 14) MNE co ntry of or1g1n . PR
Explanations 15) JV sales level ST _
< ; . 16) JV market share S R
. ) ) - 17) W age ¢ ‘ C
y . 13) Whether JV exported
. RN 19) Market segment served ',
‘ 27) Turnaround cases -~

a L -

Most’ of the reasons cited| for supporting the causa] hyéothesis were

deriyed~gither@fr m the re]eva t avarTab]e 11terature or, from the’ actual

4

pract1ce of MNE and 1ocal manggers in 301nt ventures. * One- dT the reasons-°

" for supportlng ﬁQjD causa] inference, however, was t1ed1 more c1ose1y to - .
"theorx. In the next chaptér, th Bprevmus]y Cited, emp1p4ca1 ev1dence is ’

RETI

reviewed, and found to suppost the rolé of JOlnt equ1fy ventures 10 the

the caubal inference.

theory of. the mu]tlnptloqal.enterp‘1se. Th1s chapter further corroboratesq "L g
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XI. THE ROLE OF JOINT-EQUITY VENTURES IN THE THEORY OF THE
MULTINATIONAL ENTERPRISE

- 1. Introduction

a . - '

. Robock .and Simmoeds (1) ﬁage-suggested,that practice has run ahead of

\ v » - - .
.theory in the-field of international business. As a small step in bCinging

thedry_ and pracéice closer together, this chapter place$’ the pré&ioﬁs]y
cited empirical evidence on the joint-venture organization form in the

context of the'theory of mu1tinationa1\enterprise. - . , : "

’

As the JOTnt equity venture _is an 1mportant form of foreign d1rect

!

1nvestment 1t is Somewhat surpr151ng to f1nd such 11m1ted cons1derat10n

P <

being g1ven to Jo1nt equity ventures in the’ theory of the mu1t1nat10nal

enterprise. In earlier work, Nells (2) noted that the theory of the firm

o

_ makes only 1imi§eq,contributions'to an uﬂdeg§tanding'of the'ownership pre- »
ferences of MNEs. “The recent shift jn‘the 1iterature.toward developing a
global theory of the firm (Buckley and Casson;(3); Casson,(4); Rugman,(s)s

has focussed on the contribution of inﬁerna]izatﬁon tﬁeory,«yhich in turn

\ .ot SN,

*  has drawn heavily on the .transeqtion-cosf emphasis of Coasé (5) .and
Williamson (7). Interna11zat1on theory requires exp11c1t study of the role

of joint ventures if it is to become a more w1de1y accepted exp]anat1on of

>

the MNE." - S ' .

- - - e LY - - —— - - - Jp— - -
’

In the next section, the main features.of ihterna]fa‘n theory are

reviewed, This is followed by a'discussion of the releva

. &

f joint ven-

tures’ as ~ompared to thetwholly:ownedlﬁubsidiaﬁy tgmn of fereign direct

investment@xgspecia]]y in a less-deve1oped country (LDC) context. Up to , ° !
A )

~this‘poipt, jo}nt ventures have been generally treated .as non-equity forms

. -t . . . . N cos e -8
of foreign involvement in internalization theory. The provision of new

AR

- . . 174 L '
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) 2. The Theory of Internalization . -

N e et A e et (At AN s Tt S Pl B i

» .

empirical evidence represents a necessary ‘addition to -the theory. The

L3

o : s ‘ )
section that reviews the empirical evidence contrasts the performance of,

n . " -«
two groups of joint ventures in LDCs. The first group of joint ventures

operates- essentially as wholly-owned subsidiaries; the MNE maintains domi-
nant control of the decision-making. The second group of joint ventures
had joint-partner involvement; control was shared between the. MNE and the

LDC partner.. As the’ shared-control ventures are~found.to be more satis-

faétbry performers than those operated as wholly-owned subsidiaries, the

next section analyzes some reasons for the difference. Significantly this

is done in such a fashion that the acceétability of interné]ization theory
\ 4?
as a su1tab1e explanat1on 6f the MNE can be maintained. In_the final

sect1on,‘further support for this view is prqv1ded by rev1ewqgg two other

¢ iny

recent studies of joint ventures.

- 1 . L ~ -

-

A ihéory of/ﬁhe multjnationaP enterprise should be as applicable to ,

Y
t

- joint ventures aS'the who11y owned sub51d1ary form of fore1gn d1rect in-

vestment. The emp1r1ca] propositions of a modern theory of the MNE should

alsa apply eqqa]ly‘wellvacross the other forms of investhent that.MNEs use.

-

A d1scuss1on of the modern theory ‘of the MNE' follows, which can be app11ed
at both thebcet1ga1 and empirical Teve]s to help explain performance us1ng

either the joint-e u1ty 'venture or the wholly-owned sub51d1ary. ’ Thus
t ¥ . o
emphasis in the emp1r1ca] discussian is on choosing between forelgn d1rect

investment modes of transact1ng, rather than on N11l1amson s (8) more Basic

A

discussion of markets versus h1erarch1os. ( For a discussion of market

o

transactions (i.e., licensing) Versus hierarchies ,(i.e., investment.through

.
)

175.
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wholly-owned subsidiaries or joint ventures), see-Wells (9), Hood and Young

(10) and Killing (11)). In addition, focus is placed«on MNEs' internaliza-

tion ofnmarkets of proprietary and non-proprigtary know- how, rather than
- [

4 v e RN AR

on the. two other categor1es of internal markets 4integmediate product
markets, 1nternat1ona1 cap1;e;_markets), which Teece' (12) identifies. The
following review of internalization theory closely follows Rugman's (13):
The tﬁeory of internalization ecan be traced from the litera-

ture on industriat oﬁ§anization‘which recogni zes the existence of
P ‘ . Ltransaction costs and market failure, , Coase (14) fjrst demon;
‘. strated that under certain cond%tions it is more eg%icieet for a
firm to create and use an internal market. In fact, in some
cases of market fallure suck a regular market may not ex1st * An “
example can be found in the,pr1c1ng of propr1etary information ;
generated within a f1rm whlch takes on the attrle:fes of a pub-
lic good.' The assignment of proper%yfr1ghts to a firm and that \ L4
firm's specific advantage, in knowledge are the.essence of inter- "

nalization. To Dupning (15), this firm-specific knowledge may be

in production (i.e., patents, process know-how, R&D and design

skil]s),.oeumarketing (i.e., brand names, advertising).
Q The failure of a market to price a pubtic good is one of many

¢ natura]'méﬁket.1mperfections;'1n addition, there often exist many

resﬁriétions on the use oﬁ a markets,  such as thdse'imposed ey-
- \ . ,'eovernments. %hese eay‘;ake the foems-of regulations, taxes, or
o - contqus, and. they seese to disfort market prices which then
provide an incent{te for the firm te C?Eete ée‘ieeernal magketm

. . .
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-

- . -

When either natufal °or_' unnatural market imperfections exist
across nations, (i.e., resprictions,on’trade, such as ‘tariffs.)
there is an incentive for the MNE to create an internal market,

°

- 2 . B :
in the same manner as a domestic firm responds to market failure-

and regulationl ‘Be¢ause there are more‘ffégulations hetween
' nations than within them, there is an even grea%er incentive for
the MNE to have an internal market. |
~The first'applicatioﬁ of the marke&-impgrfections approagh in
“an intérnation51 context was by Hymer in his 1960 dissertat{on,
‘subsequenmly ﬁublished’in Hymer c(16). He identified imperfec-
fion;,SUChias.monopoly control of raw matarials or managerial and
"resea;éh‘Skflls, any one'of“which can lead to the deve]&pmegt of
a-firTJspeciﬁic advantage ‘for thé MNE . The_no?ion Sf interna?izailzﬂ

—

tion originéted with Buckley and Casson (17) and has been ex-
' A

o

" panded dy Casson k18) and Rugman (19).
Dunning (20) dﬁra1le]ed this approagh by seeking to explain
the MNE 1in tgfms of an éc]ectic theory gf international “produc-
tion., This approach integrates internalization theory - with ?ts )
focﬁs upon a firm's ownership specific advant}ge - ﬁjth other -
elements of international économics, such as the locafion-sée-
k&iﬁhi/yariab1es which also determine f&reign'direct investmené;g
l Rugman {(21) fee]s' that there is 1it%]e substant{al difference
between the eclectic thébry_devefsgedsby Dunning and intefnalizé-

tion theory because these latter location--or country-specific

féctors explain trade patterns between nations, rather than

g

’

ey -
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‘followed the markets and h1erarch1es approach in de11neating ‘a

'.theory of the mu1t1nat1ona1 enterpr1se.

' L4
e 3 .o »
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intrafirm ttade. He notes that. the MNE deveJops in respbhse Eﬁ‘ 6 o

2,
imperfections’ in these goods or factor market. Then'the country—

Fla

specif1c advantage of a -nation - - wh1ch leads, to trade - is re- .4
p]aced by a f1rm-spec1f1c advanfage 1nterna1 to an MNE - wh1ch it
1eads to FDI (22). “For 1ntraf1rm tnede to occur, firm- spee1f1c v

advantages must.exibt.. - p

There are EPst"

f runn1ng an 1nterna1 maﬁket that serve both
i .

-4 e

P14

to 1imit the power “of the MNE in exp1o1t1ng 1ts advantage and to - LI

- .y

reduce its abilijty. tofe@rn excess profits in the long run. The

2 \ .
g costsqof/fé’ord1nat1ou andqconnrol wtth1n a f1rm haye been an- -

. e, N

alyzed by N1111amson.(23) 1n a domé%tﬁc context. He~1dent1f1ed

the h1erarch1ca1 6t¥ucture and resu1t1ng factars that 11m1t the

)’f/, / ’.- -

>§‘

growth of the f1rm s°1nterna? fMarket, These can be eXtended in

-

an 1nternat1oga] context t8 explain the 11m1ts tOrbhe power of an o
MNE"’ While each MNE has essent1qh¢y a monopolxﬂ)n\lts advantage

in" firm-specific knowledge, the opportunities available to theff

firm 'for the successful expioitation of this advdhtage are

limited over time by the costs and d1ff1cu1t1es 1n expand1ng 1t§ ' ..

- o .

1nterna1 organ1zat1on. Both Ca]vet (24) and TEece (25) have a}so ) L

.oy

s = - v . ..
. , o I 3
The’benefits'of interna11zat16n act .as an incentiye for con-
- v e

stant]y using new technolog1es and know]edge advantages spec1f1c ey

¥

- o
- {ewA :

to the MNE, w1thﬁperformance co7stra1ned by the costs of runnlng

a successful internal market g External compet1t1ve 1nf1uences ' T
. . lJ a - '
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a]soiaffect fhe‘performance of the MNE, ;;pecially inothe 1on§
run. ' o
The key characteristic of the MNE is that is .has a firm-spe-
cific adyantage. in knowledge. Therefore, hy definitjon, the MNE
”is a monobo]ﬁst. There gre botentia] competitors and seekers of
tﬁeAknowledge of the MNE, but as 16ng as the MNE retains control
over its firm-specific advantage “it retains its monopoly. To
keep control over GEe use of its monopolistic advantage the MNE
is compelled to favour use of an internal market. Contractual
arrangements, such as licensing and joint ventures, are risky for

the MNE. An inappropriate form of non-equity involvement has ﬁhe

potential to destroy the firm-specific advantage of the MNE,

without which it ceases to be monopolist and runs the risk of

N .
losing its market niche,

Foreign Direct Investment

\%ertain types of joint ‘ventures, construction projects, for instance,

are little more than .contractual arrangements, A finite end to the agree-

ment is specified from the beginning in such cases. The majority of joint

ventures, hozever, are wmuch more tHan contractual arrangements. They are

% : )
joint-equity investments formed with the same longer term outlook as

whol

for the MNE because it jeopardizes the key characteristic of the MNE - its

ly owned subsidiaries.

Internalization theory considers contractual joint ventures as risky

firm-specific advantage in knowledge. Given the.even longer term nature of

L
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joint-equity vgnturés, one might expect this type of venture to be ‘even
riskier for.the MNE . Yef, many MNEs will vo]uﬁtéri]y form joint-equity
ventures, in fact preférr{ﬁg them in some cases ower wholly owned subsid-
iaries. It is this reality whicﬁ must be reconciled wi;h internalization
theory as it now stands.

According to internalization theory, using a joint venture or licens-

ing involves the potential risk of losing or dis%ipating some of the firm's

Epecific advantage in information., Why would a firm permit the external-

jzation of a portion of its knowledge by establishing a joint venture?
Dunning (26) suggeéts that one reason firms are willing to set up joint
ventures rather than wholly owned subs{diaries is because of gains reaped
thrbugg joint tinternalization. While this is a usefgl observation, it is
insufficient; 1t'does not specify.those conditions under which the gains
are likely to exceed the costs of joint internalization.

The basic hypoéhesis which attempts to expiain why joint ventures are
sométimes the most appropriate fofm of foreign direct investment can be
briefly summarized.as follows. In markets requiring hi§h 1eveis of local
information and adaptation, the MNE cannot efféctive]y internalize the
markg} by itself. The MNE has a firm-specific advantage 1in production or
marketing knowfédge, but itvrequires knowledge'of the local economy, poli-
tics, and customs. In this type of knowledge the local firm has an owner-
ship-specific advantage. Consequently, both the MNE and local firms are

monopolists, but only in certain separate types of knowledge; both types

are important for successful foreign direct investment, By'merging their

respective internal markets in a joint venture, the two partners are.able

180.
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to create & more effective monopoly tham eithet codld have, operating in-

dividually. A more detailed explanpation of the origins of this hypothesis
is required.

.

Hymer (27) states that the use of joint ventures can be viewed as a

strategy to overcome inequality of information and experience. Dunning (28)

notes that one of the considerations importaat in determining the form of

181.

subsidiary organization is the benefit to be attached to the exper]ences of

local owners. For many MNEs, LDC markets are typical of those requ1r1ng
high levels of information and adaptation. There is a h1gh perce1ved

benefit attached to knowledge of the local economy, politics, and customs.

- In fact, Stopford and Wells {29) oaﬁgrved that the maJor contr1but1on to

the MNE of local partners at the time of format1on of joint ventures was ’

this local know]edge.

‘Caves (30) provides severa]‘positiue reasons -“botﬁ of which are con-
sistept witﬁ the observatiengvand eransactionsrapproach in. this study -
that/ cause MNEs to seek out'joint ventures. The first of these is the
Mﬂézé lack of some papacitu or competence needed to make the investment
succeed. An obvious case is the MNE d{versifying éeographica]]y and lack-
ing in managerial know-how for competing in the new market. Another reasbn
lies 1in the MNE's need for spec1f1c resources possessed by Tocal Jo1nt-
venture partners. These needs include knowledge about local marketlng or

other env1ronmenta1 ,conditions. Jotat ventures economize on the informa-

tion requirements of foreign investment and are thus likely to appeel when

these information requirements are most burdensome. Caves adds that joint

ventures seem to be prevalent as MNEs proceed toward more unfamiliar host
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countries, citing Saham's (31) finding that joint ventures are uncommon in

-~ culturally familiar LDC settings.

In.addiﬁion to the use of joint ventures increasing in more unfamiliar
settings, the characteristics of “joint ‘ventures were also observed to be
d{fferent in Tess developed countries, Earlier chapters noted differences
in stability, autbnomy, ownership, reasons for creating the venture, and
mahagement control. This last difference is' of particular -interest; the
literature on joint-venture Eontrbl tends to provide some support for thé
hygp;hesis and can be reéonéi]ed to the notion of internalization.

The pattern of managerial cdhtro] from the joint-ventures sampled in
LNCs and devé1oped countries was clear. Killing (32) like‘Kolde‘633); felt
that one partner should assume dominant control aﬁ; operate the venture a§
if it-werela wholly-owned subsidiary. Concluding that control of the joint
venture should not be shared, Killing implies that wholly owned subsidi-
aries may be more ;ppPOpriate than joint ventures in the developed coun-
tries. This-is consiste%t With the earliér hypothésis because it sugéests
that there are relatively lower requirements for adaptation and informa-
tion)for the MNE whea it dnvests in other deve]oped (versus developing)
countries. .In such-a case,_the MNE's,advanfage -- firm-specific knowledge
of production/marketing -- is sufficient,

Further eﬁpiricar support is,provjded‘for the view that the use of
joint ventures by MNEs is more ppﬁropriate in developing .than in developed
countries. ~ Support is provided first by reviewing the importance of the
Jocal partner's distinctive ownership-specific knowledge advantage. Fur-

ther support is provided by reviewing the MNE's attitude toward managerial

control, including its relationship to performance.
s\
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4. Local Knowledge and Performance

" Based on the earlier hypothesis that, for successful foreign direct

investment MNEs require access to the ownership-specific advantage of local

firms, examination focused on the importance MNEs attached to their local

¢

partners' Eéﬁtribut%on of this knowledge. The pattern of results observed
when the ,impo}tance of the local-partner contributions to the MNE were
compared in thé successful and unsuccessful ventures tended to provide
support for internalization theory. Differences were observed between the
successful and unsuccessful ventures in terms of human resource ‘needs,

government/political needs and knowledge needs. _ Significantly, the MANE

partners in the successful ventures deemed their local -partner's contribu-

tions of genera[ managers, functional managers, éenera] knowledge of the
Tocal economy,‘pol}tics, and customs,'énd knowledge of’curreng business
practice, as imporggnt. Not only were none of these local-partner contri-
butions important to the MNE partners in the unsuccessful ventures, in the
cases of general agg functional m;nagers, these MNE partners went so far as
to class tﬁé.local partner's contribution as unimportant. Of significapce
here is the association between success and obtaining access to local know-
ledge, and the association betweenﬁ]ack of success and not attaching im-
porﬁance to this local-partner contribut{on. Th% only areas in which the
MNE partner in the 'unsuccessful ventures felt their local partners made

important contributions were in the areas of satisfying existing or fore-

cast government requirements for local ownership. In such cases, any local

partner would suffice, since it was only access to the local partner's‘

nationality (as opposed to knowledge) that was;déé?ned.

183
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As will be evident in the next section, the MNE partners in the in- :

successful venturgs preferred to opgrate without a partner as much as
possible.‘ Unlike the MNE partners in the successful ventures, they were g 3
unwilliné to share control in exchange for access to lacal managers and |
their local knowledge. L

3

5. Management Control and Performance’

A control questionnaire developed by Killing was administered ‘to the

MNE partners in the core Qentgres..l;ggfe was a significant (see Chapter
IV, p.. 53) relationship " betwggd un;atisfactory pérformanqe‘,and dveraY]'
foreign-dominant contrdl, ana beiween sati%factory performance and shared ™
or tocal-dominant control. ‘ . ’

Recall that, for ‘a venture to be classed as having a foreign-dominant
control, it had to be managed like a'Whol1x owned subsidiary. The results
then support the hypotﬁesis. "In markets requir%ng high levels of informa-"
Fiép‘énd adaptation, MNE access to knowledge of the ioca] economy, poli-
tics, and cu]éure is ;o important that trying to manaée'without-it (i.e.,
-as a wholly owned subsidiary) negatively effects performance. The countries
}n which the study was conductéd.are such market§.

v . v

) o (\
6, Other Research on Joint Ventures and Internalization

A

There have been -several other recent attempts

N

ventures with internalization theory. Observations from two joint venture

Lo reconcile joint

-

studies. in slightly different contexts are reported in this section.

. Ninety percent of the manufacturing subsidiaries established by third

PR
D

{'worldému1tinationals in Wells' (34) recent study were joint ventures. Most
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‘of this investment took place in other developing countries. Wells noted

t

that the competitgve advanfage which the Third World investors could offer

w @

derived from technologies enabling them to manufacture at Tow cost. These

s oy SRS RN AN O

technologies involved small scale flexible plants and considerable use of
local inputs. Due to-a lack of data about the contributions which a local
* partner could make to a developing country foreign investor, Wells specu- "

lated that the same contributions important to developed country investors =

wou]dnexist. Consequently, third world MNEs are considered similar to the
MNEs from the developed couétries in the present study in that presumably

they also require local-market knowledge from their partner.
0 We1is expects the life cycles of many manufacturing subsidiaries of
developing countryﬁfirms to be short because the MNE is not able to provide
- ‘ '3 sustainable competitive aanntage. While the MNE may continue to require
- . knowledge of the local economy, politics and culture from the local part-
Ber, the local partner will be ab]e_to copy thngNEs contribution much
faster, Third-world MNEs were found to be rarely ﬁui]ding trade names,
-underfaking research anda.developm;;t, or concentrgting théir efforts oﬁ\ -
. activities from which they cou]d‘build a sustainable advantage. As a re-
“sult, the benefits of joint internalization (Qhat Wells calls partial in-
. ' * ternalization) wou{d seem to be shorter fo} Ehird world MNEs than for the "

‘MNEs from developed countries in the present study.
Stuckey, (ggi\ﬁnvhis study of Vertical Integratioﬁ and Joint VeﬁtUres

in the A]uminhm Industry, offers three reasons j .
to av’oid marifet failure. First, because th

ducts are subject to failure, joint ventures are useful for attaining

creating joint’ ventures

s for intermediate pro-~

{ ‘\
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ecbnomie% of scale and ‘shared output. Second, high barriers to entry and

exit plus incompleteness of capita} markets may mean average cost of
capital for a large product is lower with a joint venture, Both of these
i - reasons for creating joint ventures are more comhon'tg the resource sector
(or a]Qminum industry in particular) because of the differeant %tages of
production with aluminum, and inherent risk due to the large scale of in-

i

vestment.

’ -

4

The third reason for creating joint ventures is because technical

. " know-how and management expertise (intangiblg'assets) are not easily ex-
changed via markets to the satisfaction of both suppliers’ and“ﬂuye?s;

Stuckey feels thg need for “nation-specific” knowlgdge typically arises

; wheh'an.established firm decides to i&vest in a country where they have'had
1imited.previous experience. "Local firms or gro&ps PoOSSEss speéialized
information on the country's ecoﬁomy, politics, customs, and so on,’in-
formation that is costly and time copsumipg’?br.tﬁe muitinational enter-
brise to‘gather; This information is more accessible and is synthesized
and used more efffciently within the relatively co-operative atmosphere of

P

‘a joint venture."(36) In summary, Stuckéy feels the joint venture firm can

be more efficient because it allows some of the economically important

relafionships between otherwise separate partners to be inteﬁnalized'by one
' 4 organization (37).

7. Conclusions ‘

The theory of the MNE has been extended here and by other researchers

-

to include an expanded role for joint-equity ventures. ' The expanded theory




© of the-MNE~has emphasized that in markets requiring higH levels of informa-
tion and adaptation (for most MNEs these are usually LBC ﬁ?rkets), the

MNE'syfirm-specific advantage Qn certain types of knowledge is insuffic-

“ient.“The MNE can attempt to exploit its firm-specific advantage.by itself,
but it lacks knowledge of the local economy, politics, and customs that

kK - . . . :
.seems to improvéfprospects for success. This local knowledge is important

»

in all markets; the impadt of the MNE not possessing this knowledge, how-

v “  ever, is magnified in LDCs. In the less technology-intensive firms in the

4

LDC sample, thé costs of not having the MNE's knowledge is -decreased.

187,

;

% - Hence, a new equation taking into account the relative merits of MNE and
g local knowledge would perhaps result in a different outcome than exists in ’

’%' devefoped markets. |

R Forming a joint venture is not without iés costs. Cgrtain]y the co-

ordinating of management~from sepaéqte firms requires an increased effort.

However, as the empirical evidence tended to confirm, joint internalizatioﬁ

~ did seem to be more effective than solo internalization for the ﬁNE in LDC

v markets. Empirical evidence is thqs provided and the applicable conditions

are specified, which ¥ends to support Dunning's (38) rationale for the
appropriateness of joint Ventures j@xp1ace of wholly owned subsidiaries,

Further research is required to determine if one element of local

4

knowlgdge -- economics, political,.or cultural -- is more significant than
others to MNEs. Also, becau%e'on]y an LDC-based sample of joint ventures

was used, further research is required to determine/if the theory is appli-

-

cable in joint ventures between partners from two developed countries with

.

significantly different cultures. While these and other questions (see

N}

>
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Table XI-1) have yet to be answered, it bears noting that they have been

_raised as a result of the expanded role of joint ventures in the theory of

"the multinational enterprise.

TABLE XI-1

Recent Joint Venture Studies Using laternalization to Expla1n Foreign

Direct Investment: By Sector and Investor Group N

e

MNE HOME COUNTRY

?lanned
Economy

Developed
Country

Primary
(Mining)
Sector

" Stuckey (1983)
(in LDCs and
developed
countries
with various
partners)

Secondary
(Manufacturing)
Sector

Beamish (1984)
(in LOCs witn

private local

partners)

Wells (1983)

(in LDCs with
private local
partners)

Tertiary
(Service)
Sector

l

\

Note:

some overlap exists between cells. .

»
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- XI1. SUMMARY AND CONCLUSIONS 1Y

~—
v

This research makes a number of contﬁibutions to a varied audience .-~

theoret1c1ans, researchers, multinatiomal enterpr1se managers,, developing-
-4 -

country partners, genera] managers, and local governments. A review of
these contributions helps to c]ar1fy opportun1t1es for further research, i
.

1. - Contributions of the: Research .

For Theory ..
%gié The'theoey'of thezmultinaeional eneefﬁrise was extended . to dnclude an
expanded rqle for }oing-equity ventures: The theory of the MNE has until
now emphasiZed the wholly owned subsidiary form of ?Ereign direct invest-
ﬁent. Jeint ventures have been considered risky‘for the MNE because they
jeopardize dhe MNE's monopolisf advantage in know]edge. A theoretical role

for joint ventures had been previously noted by Dunn1ng (1) but empirical

ev1dence had remained limited. Th1s emp1r1ca1 study demonstrates that.

"';\ under certain conditions‘jdint ventures have greater long-term viability

for the MNE than do who]ly owned subsidiaries. As well, the research shows
how the use of joint ventures can be cons1stent w1th the internalization

~ * . approach to the- theory of the MNE, e
»

Eor Researchers Co- -
s ey ‘ .
" The major contribution for researchers was relating partner- need and
commitment to performance. The exisﬂing list of partner needs was ex-

' panded, split into those thdt were of a general versus specific nature, and

»

used in attaihing MNEs', general managers' and local partners' perspectives

B R4

on the subject,
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The concept of commitment was adapted to the inteqnatioﬁal Susiness

area‘frqw the organization behaviour and information systems areas. Com-

L

* -

mitment was operatiopalized so that managers found it a meaningful way in

N

which to express their 4ttitudes toward joint ventures. A number of the

-

" :
measures correlated closely with performance. .~

The sample of joint ventures provided further data on, and refinement

*

.of, variables that other researchers had examined, including staf%ing,

ownership and control. For example, Tomlinson ﬁ2)‘had‘noted that it would
be Bseful to examine his conclusion about control “in at least one~othef
developing country because his saqp]e was. of joint ventures between only
British and Indian/Pakjstadi’firﬁs. ﬁn]iKe‘mbgt‘othei resbareﬁ, however,
this research 'examjned these. variables. specifically iﬁ ‘1ess‘ developed
countries and related the findings to performénce.'

The emphasis on less developed countries was .important. Control, for

example, was less important in explaining joint-venture performance in this

LDC s::;Téfthan in developed-country research, The'dual explanation for

this was that -(a) tDC joint ventures mere considered to be a- different

population of jo%nt ventures and (b) pﬁob1ems’§ssociated with the operation

of joint ventures were perceived to occur at earlier stages in the joint-

venture process {(e.g., during the venture's formation, and during partner

Eelection, rather than during on—goind@ganagement) in LOCs. Little of the

previous research had focussed on the entire process. Instead, previous

-research tended to focus on issues of control that arose primarily at the

on-going management stage. C .
»
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For Muitinational Managers

The major contributions of the research for multinational managers is

that they ‘now have an emp1r1ca4L§Dder1ved model to gu1de them in their
decision regard1ng the formation of joint ventures in developing countries.
Even if they have never formed a joiqtﬁyenture before, the model pryvides
sufficient detail that they should be ﬁb]q to determine yhether they are
sgited to forming a‘venturé. By examiniqg their own Grtitudes regarding;
(a) 16 potential partner contributions at three hoin§§ in time, (b) r;mmit-
ment as measured against 16 firm. characteristics, (c) eigh£ measures of:

.

decision-making control, and {(d) organization design considerations such as
staffing, firms caanow more acqurately assess their prospects for joiht-
venture success., The management guideline outlines the spgc{fic items most
strongly related ;p'berformance; :ﬁ‘} : #

: ~ Another implication of the research for MAE manégers was in determin-

ing what were the most important contribution$ of local partners. The re-

T,
W

seérch suggests local partners should be given greater roles in the épera-
'tion of developing-country ventures - in terms"of ﬁanagement respénsibi]ity
and the sharing of decision making - %f the ventures are to be successful,
This held true whethrr performance was was neasured using need, commi“ nent , »
$ ownership, control, or staffing. A1l of these measures lent support to the
view that multinationals should take ia& adaptive stance toward their
o developing-country joint‘venfures. . N

For lLocal Partner% .

Poor joint-venture performance affects the local partner as much or

£

more than‘ﬁt”dbes the foreigﬁ partner, The same model derived for the
» ) o rl
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multinational managers is.useful for ‘the local partners in that it can be
. ) A ,

4 used to focus attention on the aftitudes and characteristics of the poten-

tial foreign partner. Given the relationships that were identified between

perf%gmance anq the independez} variables, partners can now be s¢reened to
find ;hose most likely to make good associates. For example, the guideline
can be used‘by the local firm to determine whether the potential foreign
partner is looking for a local firm able to make specific contributions, or
simply for a local pdrtner,

For General Managers 7 ‘

-

fae JESKTY

It is often'the joint venture general manager who has the greatest

> ey

degree of interaction with bBth partners. A geqeral manager who under-
stands the relationship between performance and~the need and commitment
items as they relate to his.venture can apply this‘knbwlédge to improve tﬁe
prospect§ for success. For example, be may ' be mére ;nclined to have the
local parfner involved in discussions even if the mandgement agreement says
he does not haVve to be included, if he knows this is more likely to lead to
success, ~ | s

In addition, the research identified several areas where théfe‘were
differences hetween foreign parent and general manag;r: The areas ‘identi-
fied can serve as ; starting point for_jmproving 1evéls'of communication $

between the'groups. -

For Local Governments

The two most common ways in which local governments can have an impact
on joint-venture performance are through equity involvement in ventures and o

by regulations governing levels of foreign ownership. While the research

S
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focussed on Jo1nt ventures between MNEs and pr1vate, local firns, on a

number of occasions the MNE had local government partners. Given the poor .~ A

performance rates associated with véntures between MNEs and government
partners, the research suggests .that on economic grounds, local governments

_should avoid taking equity positions in.these enterprises. While the in-

= tent of the research was not to prescribe public policies for local govern-

ments, one can speculate that a more effective‘;omn of involvement for
governments would be to provide assistance to local private fﬁrms in becom-
ing joint-venture partners rather than the governments' assuming that role,
Thjs might be sufficient to satisfy the underlying po1iticaf pre5$ures an
Tocal governmen§53‘ .

The research foond tnat those multinational executiyes involved in the
high-performing venturas wera willing to form joint 'ventures even when
there were no government regu]ations £b the'effect. “In contrast, the re-
search also noted that the only perce1ved need of the multinational execu-
t1ves from the poor]y perform1ng ventures for a 1oca1 partner was Hecause \
the local partner could sat1sfy expected/ex1s5ting government requirements’
regarding ownership, This suggests thae those noltinationals opposed to
the use of joint ventures should avoid oowing to local government pressure
to form\them sinéé this is likely to result %n poor performance, Tth also
suggests that legislating local ownership is not effective 11 improving the
likelihood of viable enterprises containing local equity being established:
# the MNEs most 1ike1v to make viable partners weré willing to form joint

.

ventures prior to governmental requirements.

a

4
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""habit of working together." -This is certainly consistent with the e£per-
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2. Suggestions for Further Research

There are a number of potential explanations for the success and fail-

ure of joint ventures in developing countries which require further study.

Core Skills and Trust

A major camponent of what Wrigley (3) has called "core skills," is the
ability of managers to work together., In a joint venture context,.?gcog-
nizing a-local partner has a contfibution to make is not enough by itself

to ensure joint-venture success. Time must also be reserved to develop the

ience of one execytivé who noted that "as long .as .we maintained our policy
‘of parachuting expatrig;é/maﬁagbrs into the problem areas, we could never
gét guys to run %Pé .operatﬁong, efficiently," Another added that "with
changes in, executives, certain things were no longgr taken for granteq."

. One executive viewed the hgbi{ of working together more as a “philo-

s NP

sophical communion" with the pgftner. de emphasized the importance of

.. attaining harmony with, and respect for, the partner through joint deci-

sion-making. He added that "“consensus is- more jimportant than control. .
Controf is .not the issue in LDCs, It is. the jointness: of decision—mak%ng
which js important." Consensus should be considered more important than
c¢ontrol because a local paétnef can possibly contribute a great deal tg the
success of the venture. With so much at stake, the emphas%s should be on
ensuring jointness,\ rather than control, of decision making. Another
executive added, "Emphasizing control is like competing with your partner.
We would rather work with our partner And compete in the market." :
The habit of working together takes ;ime and in hany cases requires

the development of trust between partners, a point also noted by Schaan.(4) '

<
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i ~Numerous.executiyes npted'the importance of &eve]oping a trust with the

? ’ other pa}tner: Development df sqch a trustoisgimpeded, as on? executive'
noted, by short-term staffing policies of many mﬁ]tinptional'?irms, (This
problem was circumvented in é&e of the more successful joint ventures by
staffing entirely with’MNE-supplied local nationals whq were agreeable to
spending an extended period of time in the Tocal country, Another executive
noted that He saw no solytion to the- problem of short-term staffing, He

‘ . feels- that 1oc5T’bartners wL\l\simply havg to gét accustomed to dealing

l.with tower-level people from the.multinationalfs organization, since it is
often not feasible for the people’ who set ‘up the venture to always remain

‘c1bse1y jnvolved.) - R

Purposes for which Joint Ventures are Established and Maintained

Within several of the ventures there was some degree of incongruity
between the partneré regarding ?ﬁrposes for which joint ventures were
; established, As the following example “TTlustrates; when partners have
significantly djffereﬁt underlying purposes for establishing joint venture,

probiems may result.

? In this example, the MNE-supp]ied general manager (a national of the .

-

vlbcal SBunt;y) seemed to be motivated to maintain the joint ventu(e foﬁy
reasons beyond normal finqnéial, 1ifes£yle; and career concerns. The gen-
eral manager was'keen1y interested in the impaét of his company on the .
co . national development of his home coun£py and "had worked hard to establish
-the ventpre. While able to rationalize the earning of a limited profit in
’ the local countrylby thé,joint venture, qccordiag to the local partner, the
’gener§1 ﬁénéger diq not seem to be maximizing the company's potentia[ divie

A\l +

dend issuance rate -- repatriating only one-third of the level permitted.
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) amountﬁof senior managemeht time; it afforded executives an opportunity to

PR 14 . . ) 199.
In fact, even the MNE parent had disagreed with the general manager over
the dividend rate. .The general manager §eeﬁed to view working for the

\

foreign parent ds a way in which he could.influence positively the develop- a, !
ment of“his cqy;try. .

During interviews regarding the estab]ishmeﬁt of more than 70 joint
ventures (including severai in developed countr;es), nﬁme}ods multinational
axécutives admitted that the decision to énter or remain in a particular
market was oftén not a straightforward business decision. [In fact, there
were éo many instances where executive decisions seemed to be Bésed to some'
extent oé,persona1 predilections that it was impossible not to'spgcu1ate on

the impact of this on the survival of the businesses.

By far the majority of businesses, at least- overtly, seemed to have

-

been established and maintained on the basis &f an “impartial, economic

decision. Yet, in at least 10 of 66 LDC cases, executives acknowledged

that the decision to enter or remain in the market was influenced by per-
sonal concerns, vFor example, severé] executives {usually jokingly) noted
that their joint ventures in the Caribbean received & disproportionate
combine a busi;es§'trip wjth a vacation, ~fhése_ managers added”thgt they
would not lfke.to lose their annua]ftr{p to the Caribﬁgan. The implication
ﬁgre\js that marginal,Qentures may be morévljkelx to.survive if they are
located in a,Joqale that the foreign éxecuti&é finds ahpédW{ng. Inadvert-
ently, this m;y‘reSult in the foreign executives devoting moré time to the
venture as well, “

- N ¢ . . '
Aharoni,(5) in earlier -research on the foreign-investment decision

process, noted the importan;e of not Wghoring the social system in which

7
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the process is embedded.. Just as the decision to invest is not a pure

etononic one, sO too the decision to divest must be. considered in a larger

v

context. In a joint venture in lagos, "Nigeria, the hanager freely acknow-

.iedged'that he hated going to Lagos because of the'urban violence, bribery,

and general Tlack of personal comfort ., Consequently, when a reasonable

opportunity presented itself to close down the venture which his predeces-

sor had estab]isheﬂ,,he.took it. Yet, from a buéiness standpoint, Nigeria
;epresented a significantly 1larger. potential market -than the gdtire
Caribbean.' . , R \

"There areiother examples. In one case, as a result of pressure from

several members of the company's board of directors to "do something for

- Israel," a new subsidiary was established there. This business was short-

-« - .

lived since it‘never met the parent-company requirements regarding locale

‘and ‘market size. In the final example, one multinational executive noted

"
- ]

. that one of their joint ventures was so small that it could never be estab-

lished today, and in fact was "not realiy worth the trouble". However, be-
causé it was the.first fdneign subsidiary set up by the man who was now
compapymchairman; who had an admitted soft spbt for it, the decision had
been made to continue opelting it.

-

Interactive Effects

-

The interactive effect of need and commitment, from both a substantive
. /'

ThO

and methodological peéspectivej’would be a fruitful area for further study .

given the relationship identifigdéﬁt thé end of Chapter VIII. In the same
w0 Af,
. way that the relative jmportance oﬁ\sixtéen‘ﬁifferent partner contributions

o

‘3
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were assessed across a five-point sca]e,'decision-making control could bg

AL T EuN

examined. This could be done in conjunction with one of the other items

i g4
W

and could be. integrated withgome of Schaan's (6) recent work. Changes
over time in both control and commitment could also be examined. Also,
commitment could be more completely assessed from the perspective of local

.

g . . partners.

-
Other Organization Forms and Sectors

+There were limited data available on the relative perfgrmance in less-
developed countries of joint’ ventures versus wholly owned subsidiaries.

Based on this research and its fit with the internalization approach to .the

ARG o~

theory of multih§tionaf enterprise, we can speculate that joint ventures
are more likely to ]ead to su#cess if importance is attached to local part-
ners' coﬁtributions: Nonetheless, further research is required in support
of this view. Also, the' role of joint-ventures could be examined {nfthe _

context of other approaches topforeign direct investment besides internal-

ization.

Given an increased trend toward service-sector businesses, joint-ven- o
. 2,
ture performance in thisfarea could also be examined. Similarly, smaller
subsections not emphasiéed in this stud& were joint véhtures in the re-
source/mining areas or Fhose involving gdvernment partners.

. An underlying pre'ise of all theée suggestions is that the joint-<ven-
‘ i ,

A / .
ture should have long-term viability. lnder certain conditions, joint

ventures of a predetermined longevity are appropriate. The determination

of these conditions, and defining the way in which such a venture would be ,
” . b -

is;cructured, would’'be a useful area of study.
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‘Higher Tecﬁno]ogy

The importance of need and commitment did not seem to be greatly
affected by level of technology. The 12 core ventures - whose activities
formed much of the basis for the management guideline . were in less tech- .
nology-intensive industries. However, a number of the 54 Ather joint ven-
tures in the sample produced more technologically advanced productgf A
firm ente(ing an LDC with joint venture production of a high-techné]Sig“ '
broéu;t undoubtedly has a low risk of the local partner "stealing" the
technology, and hence no loﬁger being ngeded by the local partner. How-
ever, level of technoi&gy may bear little necessary relationship to thé
MNE's need for kﬁow]edge of the .1oca1 economy, poJi%ics, and culture.
Whether the level of tecﬁnology is high or low, a partner may still be

required who can contribute local market knowledge.

-

’The advantage of bringfag a higher :teChnoloéy prgduct to the venture
is tﬁat the MNE may be able to argue for a greater technical service %ee.

Future research could eiamine whether the MNE should avoid using its high-

technology contiibution ts argue‘for greater managerial control (with the

exception of protecting its technology) becauiiégqmédant managenia1 control

may not be in its best inferest in LOCs. Technology or not, the MNE may

sfill require the local partners contribution of focal market knowledge.

In the less technology-intensive ventures, the greater threat to the *°
stability of the venture may be from the local partner; he may at some
point simply feel capable of 'going it alone'. To maintain tﬁe local part-
ner's need for the MNE, the MNE must be able to contribute on-éoing pgchno-

logical development, special equipment, or access to export markets. f

i

{
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the MNE's potential contribution in these areas is difficult, or if it is”

.

s limited to trademark control, use of licensing rather than a joint venture

may be appropriate.

Othe% Countries

~

It would be useful to repeat the same study in other LDCs to increase
the level of confidence in the findings. The research may be applicable to

larger LDCs such as Mexico, Brazil, India and Nigeria. Joint ventures

Tocated in these and other LDCs (27 in total) formed the sample which pro-
vided the original focus on need and commitment. A larger sample size
would improve the prospects of finding more statistica]]J significant re-
sults in areas where trends were indicated or suspected. Further statisti-
cal analysis, especia]]y‘if the samp]e'size wete increased, could be con-

. ducted.

vA]though most of the core ventures were located in smaller markets
with potentially lower levels of competition, competition from imports or

other lTocal manufacturing existed in all cases. Although none of, the joint

ventures in the sample had a monopoly position, tée findings might still be , o
useful to any firm that did. The hypothesis ‘requiring further study is
that eQLn whén there is limited competition, without the }oca] partner's
» contributions of: knowledge of the local economy,:pp1itics“$nd chlturg -and

mandyers, the joint venture would not perform as wg1l. \ - ' :
‘J’ Another area for stgdy would be to exam%ne the role of nged and com-

mitment on the performance of joint fehturgs in developed countries (i.e.,

USA, Canada, UK) rafher than in LNCs, Wright noted that a major reason for

Canadian firms forming joint ventures in Japan'was that "the cultural and

le . 4
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behavioural aspects of manufacturing and marketing in Japan are seen as
much too complex for the foreignér to E:g to handle himsslf through a
whél]y owned subsidiary."(7) This is §imilar to the emphasis”placeﬁ in the
develaping country research on the nted for a 1oca1.partner's knowledge of
the 1oc51 economy, politics, and culture. It would bg useful to repeat the
study in Jaﬁén in an effort to determine if one part of the rather inclu-
sive variable -~ knowiedge of the loéal aconomy, politics and culture --
was more relevant than others. It is possible that cultural differences

more thard economic differences.suggest the use of local partners.
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Appendix }
"Joint Venture Questionnaire

" The attached‘questionnafre'is part of & large scale project studying
ways of improving .the performance of joint business ventures. The
questions have been designed s6 that you ®an answer them quickly. If
however, you feel a question requires further explanation, please feel
free to add appropriate comments on the reverse side. All information
which- you supply will be considered absolutely confidential. Thank'
you. ) . ’ . .

Name of Joint Venture

Your Name and Position -

Your Venture was Established’

Names and % holdings of partners with more than 5% of the equity

(a) .
(b)

(c) : .

Have the % holdings chaﬁged since the venture was established? .
No Yes (please specify)

-
©

Major products préduéed’by the venture. Local Market Share

(a) : . . %

(b) - i %

(¢) . *

What. was the -reason for establishing the venture?

7 B ' . s

Whose idea was it to establish the vengture? "
What percentage of local production (i} any) is exported? %

‘What are loc?&‘éhhual sales? Under @S$1.0 million

©$1.0-5.0 million $5.0<10.0 million
Over $10.0 million o -

- h . . . -

* How many other joint ventures are you involved in? Where?
Have ypd‘been involved with any joint venEures which no longer
exist? (Please specity)

Are’tﬁe people who set upfﬁhe venture still involved in any
capacity with it? (Please specify)

206 , A -




R B e o 2

BarT ey v

P o *):;.:1.’;&;-;‘\1& prom

S

4

(1)

(2)

(a)

ronvma KR ST R e T8 T P R N RIRE A R ST A O

o ' . .

207

/

At the time of entry into the joint venture, did you need a
partner with specific qualifications? '

(b)

Were other partners given serious consideration?

(a)

What were the major contributions (in order of importance) of
your partner to the venture at the time of entry into the joint
venture.

(b)

At the present time, what are the major contributions (in order
of importance) of your partner to the joint venture?

»
e “

(d)

(c) Do you have a long term .need- for your partner? _ (Please
specify) ‘
Does your partner have a long term need for vyou? (Please

specify) C .
L
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(3) At 'the .TIME OF ENTRY inte the joint venture how important was
your joint venture partner's contribution of the following items?

SOME- - SOME-
’ WHAT AVERAGE WHAT
- UNIMP- UNIMP—~ IMPOR- IMPOR~ IMPOR-
ORTANT ORTANT TANCE TANT TANT

Faster «entry into local market 0 1 2 3 4
Local political advantages ' 0 1 2 4
Inexpensive labour 0. 1 2 3 4
Raw material supply ) 0 1 2 3 4

Rnowledge of current business
practices 0 1. 2 3 4

Better access to markets than a
wholly-owned subsidiary would

provide . 0 1 2 3 4
Satisfy expected government B »

requirements for local ownership/ .

avoid political interwvention 0 1 2 3 4
General managers 4 0 1. 2 3 4
Capital 0 1 2 3 , 4

General knowledge of the local .
economy, politics and customs . 0 1 2 K 4

Meet existing government require-
ments for local ownership or

import substitution 0 1 2 3 4
Technology or equipment 0 Tl 2 T3 48
Functional hmanagers .(marketing, ‘

production,.financial, etc...) 0 - 1 2 3 .4
Better access to the local market

for goods produced outside it 0 1 2 3 4
Better export opportunities 0 1 2 3. 4

¥

General knowledge of the foreign
economy, politics, and customs 0 1 2 3 4 "

2.t RE 4

-

Y/

Other—Ttems?—(please—specify)—0

-
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(4) At -THE PRESENT TIME how important are your joint venture

partner's contributions of the following items?

Faster entry into local market 0

Local political advantages - 0
Inexpensive labour % 0
Raw material supply ?' 0
Knowledge of current business
practices 0
Better ‘access to markets:than a
wholly-owned subsidiary would
provide 0
Satisfy expected government
requirements’ for local ownership/
avoid political intervention .0
General~managers o S0
Capital ' 0
General knowledge of the local
economy, politics and customs 0
Meet existing government require-
ments for local ownership or
import substitution ’ 0
- ';}
Technology or“equipment’ i 0
Functional managers (marketing,

" production, financial, etc.:.) 0
Better access to the 'local market
for goods -produced outside it 0
Better export opportunities - ! 0
General knowledge of the foreign
economy, politics, ,and customs 0

Other items? (please specify) 0

SOME-

WHAT |
UNIMP~ UNIMP- IMPOR-~
ORTANT ORTANT TANCE

1
1

1

=

H o

2

2

2

[

. SOME-
AVERAGE WHAT
'IMPOR- IMPOR-

TANT  TANT
3 . 4
3 4
3 <4
3 =4
3 4
3 4
v

3 4
3 4
3 4
3 4
3 4

’ ]
3 4 -

3 4
3 4
3 4
3 4
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UNIMP-

> ORTANT
Faster entry into locdl market 0
Local political advantages 0
Inexpensive labour 0
Raw material supply 0
Knowledge of current business, %
practices
Better access to marketé than a
wholly—owhed subsxdlary would
provide - 0
Satisfy expected government
requirements for local ownershlp/.
avoid political intervention 0
General managers 0
Capital 0
General knowledge of the local .
economy, politics and customs 0
Meet existing goverhment require-
ments for local ownership or
import substitution 0
Technology or equipment 0
Functional manggers (marketing,
production, financial, etc...) 0
Better .access to the local market
for goods produced outside it 0
Better export opportunities. 0
General knowledge of the foreign
economy, politics, and customs 0
Other items? {(please specify) 0

(5) THREE YEARS FROM NOW, how important. do you expect your joint

venture partner’'s .contributions of the following to "be? ;
SOME-
WHAT
UNIMP- IMPOR~-
ORTANT TANCE

1
1

SOME- -
AVERAGE WHAT '
IMPOR- IMPOR-
TANT TANT

P T T e m,wm‘ 3}‘
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(6) Please evaluate from your perspective 'each of the following
statements in terms of how characteristic/uncharacteristic they are
in describing either the joint venture or the parent company's
attitude toward the joint venture. : :

“ SOME- SOME-

“WHAT WHAT
UNCHAR- UNCHAR- CHAR- CHAR-
ACTER- ACTER- ACTER- ACTER-

. ISTIC ISTIC AVERAGE ISTIC 1ISTIC

L

The parent company. places a

.strong emphasis on foreign

investment . 0 1 2 3 4
The parent company favours .

investment in the develop- .

ing countries 0 1 23 4

The parent company is willing
to form a JV even when there
are no government regulations
requiring it to do so 0 1 2 3 I

The parent company is quite g Y

willing to take a minority" ’

equity position in a joint:

venture 0 1 2 3 4

The parent company.spends a

long time weighing the costs

and benefits of using a joint

venture over other organiz-

ation forms - 0 1 2 3 4

The parent company has

contingency plans for .
providing its joint ventures -

with increased levels of

assistance if necessary ~ 0 1 ' 2 3 . 4

We are more interested in ) b
making the venture work .

than in satisfying parent )

company concerns ) 0 2 3 4

Management from the parent
company is quite willing to
regularly visit and offer .

assistafice to the joint . .
venture 0 1 2 3 - 4
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Qugstion 6 (continued) - T

g SOME-
WHAT
UNCHAR- UNCHAR-
ACTER- ACTER-
ISTIC ISTIC:
We are willing to seriously i
consider ¢hanging our current
worklng procedures and repor t-
ing requirements to accommodate
our partner,
We are willing to commit
resoutces (people,’ time and
‘money) to the venture even
when it should technlcally
. acqque these things on its ,
~"OWN . 0 1.
We try to ensu:e ‘that through
regqular meetlngs each partner
knows what to expect from the
joint venture® o i

We try to include our . .
partner even in those

discussions which the manage-

ment agreement says we can

handle ourselves 0 1

When special skills are

required by the JV, we try

to £irst £ind them in the

parent organization 0 -1

The parent company is quite .

willing to.adapt its products

to the needs of the local .

mar ket ‘ S0 1

We spénd a great deal of

time beyond. normal hours

with our partner working

on venture business 0 1
¥ % '

We have made a strong effort

to increase the number of

nationals employed 1n the

venture . 0 1

’

o 1 *
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SOME-

, WHAT

CHAR- CHAR-
ACTER- ACTER-

AVERAGE ISTIC ISTIC ’

j 4
3 4
.3 _ 4
3 o4
3 ;““
3 4
3 -;
3 4
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(7) The ~following gquestions relate .to decision maklng control in the
joint venture. Pleaae check otf the appropriate box(e;)

‘»,o\

8 MADE .BY MADE BY ’
) JOINT  JOINT-
VENTURE VENTURE
.. . EXECUT- EXECUT-
- MADE BY IVES. IVES
4 MADE MADE - JOINT WITH - WITH . ,
9> BY BY VENTURE INPUT _INPUT  MADE

: ‘ LOCAL FOREIGN EXECUT- FROM - ‘FROM JOINTLY

. PARENT PARENT IVES LOCAL ‘' FOREIGN BY

DECISIONS REGARDING: ALONE ALONE ALONE PARENT* PARENT* PARENTS

%
R A e O \W%%Wﬁ‘w‘mm’ﬁ'wwf‘ &

8

: product pricidg’ i, () () () () ) ()
: product design . () () () () ()% ()
: Production scheduling () () - () () )y 0
§ , Prgductigz process () () () ) () ()
Z Quality standards () () () ’( ) () ()

Replacing a . .

;=% . tunctional manager () () () () () ()
. - “ ‘
Annual budget

{a) Sales targets. () () 9() (.) (J () )
(b) Cost targets (Y 0 (y oy () ()

(c) Capital expénditures( ) () () () () ()
Day-to-day management () () () ) () - ()

Expor ts 0 OO () ()

‘/ Y ‘ 4
Sourcing of raw ’

materials S O R O R O R B >‘°

* If the decision is made by the joint venture executives with anut
from both parents, place a checkmark in each’ of these two columns.

A~




(8)

(2)
(B)

(€)

(D)

(G)

(H)

(I)

(K)

End of queatlonnalre. All information will remain confidential
Thank yoQ agaln, ; . : \

Are you satisfied with..the performance of the venture?

TR L arapinimerman, o cmns bty b - R s e b
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What things do you conalder when’ as;essxng the performance pf Thre
venture? .

»

»

-
~

~ i s

Is your partner satisfied?’

Has the venture satisfied the purpose for which it was .established?

Have you presently (or in the past) had any area of major
disagreement with your partner? (Please, apec1fy)

i

L M n ‘

How has the local venture performed relative to other ventures
you are involved in?- ’

>

. .ﬂ ‘ Q: . )
How often is the venture's management agreement referred to?

~

Please check off the sources of earnings for you and your partnar

from the venture. , %
.You our Partner
. / 7 ,

. ——

Dividends

Royalties

Technical service fees

Management fees ‘

Distribution agreemdnts

Raw material sales to
the venture

Finished goods sold
through the venture

Other o i ]
(Please specitfy) -

A
v

What is your total annual return on investment? " 3

What is your partner's estimated total ,annual return on
investment? ' % .

What is your gverall a ssment of the future of the joint
venture? ‘ . . R

Ld N
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APPENDIX 2
o, Stat{stical Test Used
In this section, the choice of non-parametric statistica? tests
used in the reseérch is explained and an actuaj example is presented.
The following description of the test chosen and its function and
rationale is from S1ege1 s authoritative text on gon parametr1c stat- ,
istics (Non- Parametr1c Statistics for the Behavioral Sc1ences)
- "In testing hypotheses about whether a sample was drawn- from
) a population with a’'specified distribution, the investigator
? may use one of three goodness-of-fit tests: the binomial l
% B . test, the x2 one-sample test, or the'Ko]mogoro;-Smirnov one- °

sample test. ...The Kolmogorov-Smirnov test treats indivi-

dual observations sebarate]y and thus does not lase informa-'

‘

tion because of grouping as the x? text sometimes must. .More-

& : ’ : .
over, for very small samples the x2 test is not applicable at

afl, but the Koimogorov-Smirnov test is. ... It would seem

that in all cases where it is applicable the Kolmogorov-Smirnov

test is the most powerful goodness-of-fit test of those present-
E ‘ ed. -

Koimogorov-SmirnoV determines whether the scores in the sample

can reasonably be thought to have come from a population hav-

S

ing the theoretical distribution. ...Kelmogorov-Smirnov should

be used when one can assume that the variable under considera-

-

¢

tion has a continuous d1str1but1on “ (p. 59) .
EXAMPLE: One of the questions asked jn the need questionnaire was:
" ' “"At the present time, how important ;:Wyour joint venture partner's

. - contribution of Knowledge of Current Local Business Practices?"

R aYehak g
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Respondents were asked lo‘rate this question on a five point scale

from unimportant to imbortant. ~

i. Null Hypothesis. HO: There is no differencg,in the expected
number of responses for each of the five choices, and any observ-
ed differences are merely chance variations t6 be expected in a
random sampie from the papulation where f] = f2 = .= fs.

-

H1: The frequencies f], f2, ...,ff5 are not all equal.

ii. Statistical Test. The Kolmogorov-Smirnov one-sample test is
chosen bécause the researchér wishes :; compare an observed dis-
tribution of responses on an ordinal scale with a theoretical
distributi&n. :

iii. Significance Level. Let x = .06. N = number of foreign parent
company responses in the study = 12.

iv. Various critical values from the sampling distribution can be
found in any Table of G;itical Values for Kolmogorov-Smirnov One-
Sample Test,~to§ether'ﬁith the'ir associated probabilities of
‘occurrence under Ho' The crftica] value formula for the max imum
deviation (D), is /FO(X) - SN(X)/, wherg FO(X) i< a completely
specified cdmulatjve frequency distributién funcﬁion and SN(X) is
the observed cumulatiye frequéncy distribut%on of a random sample

" of N observations’’

V.«  Rejection Region. The region of rejection consists of all values
of D (computed using the formula D = maximum/FO(X) - SN(X)/) which
are so large that the probabj]ity associated with their occurrence
under ﬂo is equal to or less than o = .05.

vi. Decision. In this research, one respondent felt the partner's

contribution was somewhat unimportant, three felt it was of aver-

<
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age importance, one felt it was somewhat important and seven felt
it was important. Table | shows these data and casts them™in the .

form appropriate for applying the Kolmogorov-Smirnov one-samp]e"

t

test. !

. e
TABLE 1 .

Perceived Importance of the Local Partner's
Contribution of Local Market Knowledge for .
- 12 Foreign Partners ° "

Rank of Contribution
(0 is Teast important)
0 1 2 3 4

-

f = number of respondents choosing ‘ 0 1 3 4 7

that Tevel C L ,
F,(X) = theoretical cumulative distri- 12 24 36 48 €0
-bution of choices under H0 60 60 60 60 60
S1p(X) = cumulative distribution of 0 5 20 25 60
observed choices - - 60 60 60 60 60
/FO(X) = Slz(x)/ . 1_2_. }:.2. .];é. .2_3 0
60 60 60 60

Inspection of the bottom row of the table reveals a maximum devi-
ation of 23 or .383. Critical Value Tables show that for N = 12, D>
.383 has gg associated probability under Ho of p<.05. Inasmuch as
the p associated with the observed value of D is smaller than a = .05,
the decision is to reject Ho in favour of H]. We conc]udg that the
foreign partners perceive these partners to be méking an important \
contribution in ter%s of local market. knowledge. .

A second application of Ko]mogorév:Smirnov using the same data
is to split the sample into the high and low performing ventures. In
this research, a high performing venture is éonsjdered to be one

where both partners assess the performance as satisfactory i the

return on investment for each is 20% or highér. Of the 12 ventures,




seven were considered satisfactory performers and the ‘balance unsat-

igfactory performers. A major advantage of the ko1mogorov-§mirnov
one-sample test is tﬁat small samples can be used. Tables 2 and 3
illustrate this adaptation and point out an ‘important difjerence
between the two populations which was no% evident when thexdata. was
aggreqated. Specifically, with the high performing ventures, the
maximum deviation was 21 or ".600, Critical Value Tables show that
for N = 7, D> .600 has3:n associated probability under H0 of p< .01.
We conclude, with even greater confidence than we could before, that
the foreign partners in the high performing ventures perceive these
partners to be making an important contribution in terms of local
market knowledge. In the Tow performing ventures, the maximum devia-
tion was only .200. Critical Value Tab1es show that the null hypo-
thesis canﬁot be rejected, that is, responses here appear to have
occurred randomly. .Thus this analysis has helped identify an iﬁpor-
tant relationship between a partner contribution and joint venture
performance.
2 TABLE 2
Perceived Importance of the Local Partner's

Contribution of Local Market Knowledge for
7 Foreign Partners ig High Performing Ventures

Rank of €ontribution
(0 is Teast important)
0 1

F = number of respoﬁdents choosing 0
that level

FO(X) theoretical cumulative distri- 1
bution of choices under Ho 35,

S7(X) cumulative distribution of
observed choices

Y A voa
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v " TABLE 3- :

Perceived Importance of the Local bartner's
Contribution of Local Market Knowledge for

5 Foreign Partners in ;ow Performing Ventures

kS
*

- Rank of Contribufidn

(0 is least important)

0 1

23

4

4

f = number of respondents choosing 0 1
that level '

FO(X) ="theoretical cumulative distri-

2
bution of choices under H0 5

SS(X) = cumulative distribution
of observed choices

JE(X) =.55(X)/

A
5

i
+ ‘ ] 5

2 1




& * - APPENDIX 3

L ; The Supplementary Questions Used to Assess the Four |
' ¢ ‘Characteristics of Commitment for Each Statement.in .
) the Commitment Questionnaire

1 - The parent company places a strong emphasis on foreign investment.

------------------------------------------------ P R L

Revocability (R) - What percent of sales is outside the home country?
In how many fore1gn ceuntries are offices located?

Vo]at1on ) - Did the. company go 1nternat1ona1 because ‘they lost their
local market share or because they had outgrown the 1oca1 market?

'ExpT1c1tness/Pub11c1ty (E/P) - Is there an emphas1s on exportlng/
11cens1ng qr local manufacturing? .

Effort (E) - How many. recently estab11shed international operations
are there? - . ‘

2 - The parent company favours investment in the developing countries.

- 8 - - - > TS € 4 s W 0 D WD D T S W D P Eh G ED G WD D e W W D S G G D A G AP S W D Gp G O L A AN P D S b

[

R -_What is the percent of total company~investment in LDCs’ N

V- If all else is equal ®is the company 1nd1fferent to investing in
deve1oped versus deve]op1ng countrles7

E/P - What is the percent of total company investment in LDCs?

E - How-many of the country studies recently commissioned by the
company were related to LDCs?
3 - The parent company is w1111ng to form a JV even when there -are no
government regulations requiring-it to.
R - What is the number of JVs in LDCs which were voluntarily formed?
0 ‘ V
V - Where there were no regulations, were there any more subtle reasons

for forming a JV?

_E/P - Are there arny public statements in the annua1 reports about the
acompany att1tud§gtoward JVs? . )

E - Did forming a JV.require more or less effort then forming a wholly-
owned subsidiary?

¢ e P
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4 - The parent company is quite willing to take a minority equity
position in a joint venture. 6

..... S e e e e e o e oy e e e e e e
- -

R - How many m1nor1ty versus magorwty joint ventures is the company
involved in?

V - Has the company ever vo]untarily taken a minonity position?

E/P - Does the company have a stated public p051t1on on minority

ventures?
E - Has the company ever not entered a market because-of minority
ownership regulations?
5 - The parent company spends a long time weighing-the costs and
benefits of using a joint venture over other organiZation forms.
R - Is a minumum period allocated.for studying the merits of a
joint venture before proceeding witn it?
V - Is there a company~bb1icy (either implicit or explicit) regarding

the use of joint ventures?

-

E/P - Is it common knowledge within the parent company.that a joint
venture is being considered for a particular market entry?

_ E - How long is spent on the decision? Who in the company is involved

in the decision? °

6 - The parent company has contlngency plans for providing its joint
ventures with increased levéls of assistance if necessary.

V - Were these plans developed at the joint ventures' request?

E/P - What is the level of financial reserves set aside (as noted in
financial reports)?

E - Were the contdhgéhcy plans formalized? Was the partner involved-
in planning them out? Who in the parent company was involved in
developing-these plans? How comprehensive are they?

—
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7 - We are more interested in mak1ng the venture work than in sat1sfy1ng
parent company concerns. .

- D o " - TH P D P AR S Y N P Y N v S e G S S G P U WA =P e W e S A e

R - N/A s

Vv - whene do the joint venture managers' feel their loyalties 1lie?
Will they be returning to the parent company?

E/P - Does eithér‘partner exhibit much f]exibi11t{ as to whether they
follow the joint venture agreement "to the letter"? .

E - Does the JVGM work on issues relating to the venture before
those issues relating to the parent company?

8 -’Management from the parent company is quite w1111ng to regu1ar1y
visit and offer assistance to the joint venture?

- o o - w0 20 s o s e e o 08 O 0 U A 8 2 W S e e e > B R = = o v qo-
.

R - Do the visiting parent company managers offer ass1stance or demand
changes? Do they gﬁ]ow the JVGM to run the venture7

.V - Do the parent company managers visit only when there are SO many
*  problems that they have no choice but to visit?

E/P - Does the parent company management specify a minimum number of
annual visits it will make to the venture?

E - How long do the parent company managers stay for when they v1s1t?
How often do they visit?

9 - We_are willing to seriously consider changing our current working
proceduresvand. reporting requirements to accommodate our partner.

D R L e b il T L T R e N L L el T b T P

- R - Has the parent company been known to change its procedures for a
partner in the past? (This assumes it is an issue to the partner)

V - Did the parent company give the partner a choice as to how-reports
would be compiled?

E/P - How many of the monthly report1ng requireménts for the Jo1nt
o ventureod1ffer from those of other subsidiaries?

E - In those cases where the partner asked for changes, how qu1ck1y
_were they implemented?

¢
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10 - We are w1]]ing to commit. resources (people, time, money) to the
venture even when it should technically acquire these things on
" its own. .

---------------------------------------‘-----“--------‘---Q----.‘

R - When was the last time the parent committed resources in such a
* situation? .

V - Is the joint venture manager aware of parent company willingness or

is he hesitant to ask for help? Does the parent company even look
at 1t in terms of who should do what?

E/P - Is it widely known that the parent company expects the JV to ask
it for help before going outside the corporate structure?

E - How much t1me/money/peop1e was committed during the most recent
occurence? Did the parent charge the JV for its' help?

11 - We try to ensure that through regular meetings each partner knows
what to expect from the joint venture. .

R - Were written summaries distributed following any meetings on this )
subject?

V - Who initiated such discussions and how did the other party follow
a.up on them? X

E/B - Were meetings to discuss these issues conducted on a regularly
planned basis?

t - How long were goals discussed and who was involved in the discussions

At what stage in the process did they occur?

-
- A,{_r’

12 - We try to include our partner even in those d1scuss1ons wh1ch the
_management agreement says we can handle. ourse]ves

R - Is reference to the management agreement used as a “club" or a
negotiating tactic?

V - As a matter of protocal, and because most things ultimately jmpact _

on'the partner, does the other partner expect to be included in
"such*discussions? .

E/P - How often is the management agreement referred to?
E - How often is the other partner 1nvited to part1c1pate in informal
discussions?

&5
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R - Has it ever done so in the past? d}
a

§

1
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13 - Nhen'speciaI skills are required by the JV, we téy ta first
find them in the parent organization..

----------------------- Y 2L P P L L P L Y Y Y 2

R - How ofte; have outsidérs been hired?

V,- Does the JVGM have a choice (i.e., are there 1ocal qualilfied
peop1e normally avai]ab]e)?

E/P Who in the JV knows when special skills are nequired?

E - Hho in the parent company is first approached for help?

(3

14 -"The parent company is quite willing to adapt products to the needs
of the local market.
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V - Has a local partner ever suggested/adapting a particular product?
E/P -'Does the pérent company have a publically stated policy concern-
. 1ing product adaptations to local markets?

4

E ~ Does the foreign firm.pre-test or study its' products as to their
suitability for the local market? (i.e., Is the issue product
adaptation or product selection?) Could the product(s) currently.
being sold in the local market be further adapted to increase their

. local saleability? . . :

15 - We spend a great deal_of time beyond normal hours with our partner
working on venture business.
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R - 1Is the partner seen at all on a regular basis after hours?

V - Do you view time spent with the partner as a corporate duty (i.e.,
to serve as an early warning system) or is it done by choice?

E/P - Where do you see the partner (i.e., public or pr1vate gatherings)?.

E - How much time is spent with the partner after hours? Is much of -
this time unrelated to business? Who is normally involved?

Would you form another venture with the same partner?’
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16 < We have made a strong effort to increase the number of nationals
employed in the venture.

--------------------------------- -y 2 - - 20 w5 T "D W P S S
-

R - Does the company have a policy of initially overstaffing and then
removing the expatriates when it is quite safe to do so?

V - Has the parent cqppany received any pressure to increase the _number
of local managers? From who?

~

E/P - How many locals are employed in upper'manaqementf

E - Has the number of managers in top management changed over the
. years? Does- the parent company have a training program for local
managers? Does the company have a policy. of using expatriates rather
than local managers in its subsidiaries? Ne— -

® -
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| APPENDIX 4
THE_CHARACTERISTICS OF JOINT VENTURES IN LDCs

While the research focussed on the qgéd/cbmmitment-performapce rela-
tionship in 12 core joint ventures, data were gathered in varying amounts,
and on other variables, for a total of 66 joipt ventures in LDCs” This
section examines the characteristics of joint ventures in LDCs based on the
66-firm samp?e and compares the results Fg samples from developed coun-
triés. The characteristic§ﬂexamined include reasons for crea ing the ven-
GE:;, autonomy , stability, performance, frequency of éovernment partners,
and owhership. A summary of these findings was reported in Chapter IV,

Particular emphasis is placed on ownership/control results and their

relationship to derformance because of previous research attention to own-

-8

Venture-Creation Rationales

Ki1ling(1) divided the reasons for creating a venture into three groups:
(3) government suasion or legislation, (b) partner’s need; for other part-
ner'S skills; and (c) partner's needs for the other partner's(attributes or
assets. Assets include such items as cash or pafents, wh&fé’attriﬁutes
which make a firm desirable for joint venture purposes are the use or manu-
facture of certain producﬁs; .

Table sl illustr?;es how ﬂoint ventures. are created for different

reasons in developed land developing countries. Sixty-four bercent of the

ventures 1in Killing's sample were created when each partnef needed the

i -

and
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’ other's skills. Only 38% of the joint ventures in the LDC sahp]e were

created for this reason. Nineteen percent -of the ventures in the deQéldﬁed
couﬁiry sample were Freated ‘because ong*partnef/neeged the other's attri-
butes or asset. .0Only 5% of the LDC sample were created for this reason.
Seventeen percent of the venéures in the deJeloped country sample were
created as the result of government suasion or ]egis]atfon, whereas 57% o€ﬁ
joint ventures were creéted for this reéson in LDCs. Jaqgér obtained a -
similar resu]t‘notingﬂthat nearly half of the coépanies in his sample tgat
formed joint ventures in LDCs did so as a result of government require-
ments.  Gullander (2) added that Ehe one reason for many mul;inapiéhéﬁ
firms, particularly in LDCs, t9 accept the joint-vehtg}e structure woﬁl&'be ~
political. Tomlinson also noted that the major reason for using j&int

venture organization was either explicit or implicit government pressures.

TABLE 1°

-

Relationship of Stage of Development
to Venture-Creation Rationales

»

Government Suasion or Legisiation 17 ) 57

Skills Needed _ . 64 38
S

Assets or Attribute Needed , 19 _ 5

_In several cases the MNE later realized that its early perception of
being forced to form a joint venture by the government was false. A common

misconception is that’ countries either require the use of joint ventures or

v . >4

—
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do not. In LDCs it is seldom this clear a few LDCs requ1re most companies

~

to form Jo1nt ventures; whlle most LDCs requ1re on]y a feu compan1es,,those

. in strategic sectors,vto form joint ventures.’

In the core ventune$, where more deta1l was available in 11 of 12
cases, five “of the ventures were. formed for government related reasons. In
one case the company was forced to become a joint venture; in another tne
multinational perceived an advantage jn,attéinino government contrécte by
having local ownership; and " in the other_ghree? impOft restrictions were -
{nitiated such mnat the multinational WOu1d lose his access to the market ,
1f he d1d nat estab]1sh a loca] manufacturing fac111ty. | ‘

0f the 12 mu1t1natlona] companies involved in the core ventures, it

was 1nterés§mng that five already had manufactur1ng facilities in the host

b
* .
-

_country. One\o¥ the five was a -Joint. venture with -partners from others

]

developed countr1es, wh11e the ofhers were whol]y-owned subSidiaries. In
three cases, the sub51d1ary was converted: to a joint Venture after ser1ous .
problems were encountereq in fry]ng to do bu51ne55¢1n tbe 1oCe1 market.
The performance of two of these.three businesses subsequentﬁy improved to

such an exfeni that they have been classed as h%gh peFfonmers.

Autonomy o ‘ . SN
A1l of the Joint ventures in the 66- firm “developing- cggntry sample

were managed by people supplied by one of the partners, in céntrast to the

16% that were 1ndependently_managed in Killing's developed country samp]e.




_Stdbility

The-tDCfbilot survey showed a 41% instability. rate (using Franko's
measure)  in the joint ventures of the Canadian mu]tipationals. In the
latter sample of 32 vensures of primarily non-Canadian multinationals, an

instability rate of 50% was Found, ‘This suggests that the Canadian multi-

_nationals do not differ significantly from American and U.K, multinationals

in stability of joint ventures. It also suggests }hat an overall instabil-
ity rate in LDCs of about 45% seems normal. This is hfgher‘than thé 30%
(joint ‘venture instability rate found by Killing and Franko in developed
countries. ‘ L

It was possible to compare the stabi]igy_rates of joint ventures be-
tween foreign partners and both\loca1 government and loca1‘brivate partne}s
(see Tabl& 2). Those involving government- partners (12 in total) had an
overall instability rate of 58%, mu%h higher than the private partner
level. The'instabjljty rate of joidt ventures between éoreign and local
private pacfners*wés 43%, still well above the deieloped-c0untﬁy‘1eve1.

A ;ﬁssib]e inf]&ence-on joint venture stability is the age Pf the
_joint. venture, The researcﬁ bartialjy controlled for this by inctuding in
the sample only ventures which were in existence for at least three years.
Sufficient data was, howeVer, not“avai1able to'furfher correlate stability

‘with age.

. Performance

In'the 32-firm LDC sample, MNE managers assessed a similar perééntage
. ! \
of their joint ventures (59%),as unsatisfactory performers as they did in

+

the 34-firmqﬂi]ot syrvey (62%). In itself, this statistit is useful because

ry

s



St e =3oar e R e

N e

A < b
Tl ) T L 230
e . T ZABLE 2 .
S ¢ F . ' -
3 I N B
> v Stability. Rates
_F
Data Government Partner _ Private Partner
Collection g N
Stages Stable <ynspable Subtotal Stable Unstable Subtotal [Total
Pilot:, t b X
Survey
(34 firms) 5 5 « 10 15 g - 24 34
Sub'sequent )
Stages ¢
(32 firms) 0 2 2 16 14 30 32
Total
(66 firms) 5(42%) 7(58%) 12(100%)| 31(57%) 23(43%) 54(100%)| 66

it provides some perspective on just how pervasive performance problems are
with joint ventures in the developing countries. This is contrasted with
the much Tower 37% level found in developed-country samples. These dif-

ferences are summarized in Table 3.

TABLE 3 .

Relationship of Stage of Development to Franko's .
Measure of Instability and a Managerial Assessment of Performarice

‘Sample Development Level of Unsétisfactory
Size Country Unstable (%) Performance (%)

- - B e e L TR et mt s e e e ay - P L L L

1100 Primarily Developed (DC)

- Franko ) ' 30 (A)
36 Developed (0C) - Killing - 30(B) £ 36
168 ~ .Mixed (DC and LDC) - Janger (A) 37
66 . Developing (this survey) . 45 . 61

(A) no data provided
(B) Killing modified Franko's measure to include major reorganizations.
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Several other characteristics of the post-pilot-survey sample are-
worth noting. The 32 ventures in the second and third phases of the daté
collection (which included the 12 core ventures) involved a total of 18

r

foreign multinationals. Seven of the 18 MNEs were involved in more than
one joint vengure, and all seven had both satisfactory ;nd unsatisfactory
“joint ventures.

Most of .the joint ventures in the sample that Eeased operations did so

because they failed. " However, it would be technically incorrect to class

all ventures that have ceased operations as unsatisfactory performers. For, -
example, in .one case the local government partner bought out the foreign

partner's'share in a venture after six years because they felt 1oca1s_were

finally capable of running it (which the foreign partner reluctantly agreed
was true). Also, some ventures cease operations for reasons unrelated to
being a joint venture or as part of an intentional strateéy: These are all
exceptions, however, | '

Nearly hg]f of the ventures involved more th;n two' partners. There
Wwas no differe;ce in performance‘zetween ventures withe two, or more than

two, partners. The performance rates in the main source country, other

Caribbean countries, and other LDCs were comparable (see Table 4),

!

v Frequency of Government Partners ¢ . \k\\v—f//

Twenty-three of the 66 ventures involved the foreign private firm

. . : . il .
having either <qovernment partners, public sharehlders, or other foreign

partners, In only two of,fhe 23 cases was the foreign partner satisfied - —

with the joint venture's performance; none of the 12 ventures with govern-

-

-
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(_ TABLE 4

‘s

Venture Location - Performance Relationship

Satisfactory Unsatisfactory = ° % of Total
Performance Performance Total Unsatisfactory

JVs in‘Main
Caribbean Country

JV¥s in Other
Caribbean Countries

JYs in Other LDCs : 27 46 58%

Total 26 .40 66 61%

I

o

ment partners was deemed satisfactory (see Table 5). Given this relatively
high frequency of joint venture formation between foreign, Priyate and
Tocal government‘firms in LDCs, these performance results are particu]arly\
striking. Yet these observations are consistent with those of other joint-
venture research, In an LDC-based sample, Raveed and Renforth (3) fohnd

that MNE executives favour forming joint ventures with local, private firms

TABLE 5

.

Venture Type - Performance Relationship

.. Performance  Performance % of Total
Satisfactory Unsatisfactory - Total Unsatisfactory

Foréign‘Private -
Local Private

Foreign Private -
Local Government’

Foreign Private -
_Foreign Private

. 7Fo}eign Private -
Local Public

Total
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ovér all other *forms of ?oneign equity invgstment:-inc]uding both4wh011}-
owned subsidiaries ;nd the other joiﬁtjyenture forms:

Foreign private firms that had a local private partner were satisf}ed
with performance much more often than wi;h o@heé types of partners (althoﬁgﬁ

overall satisfaction was still lower than 19 samples from developed coun-

£ - ¢

tries). These performance observations provide support for the view (noted
in a section following) that for MNEs to be éuccessfb] they requffe partners
with knowledge of the lacal economy , po]itiég; and customs, .
3. Ownership )

For the majority (70%5 of cases examined,.the foreign firm was in é\\§-
minority position with only a'smalIMpropontion (10%) Qf the JVs being 50-50
membership: This contrésts sharply with devéfoped-country samples, Where,

half had 50-50 ownership. These results are gummarized in Table 6. \

"

*
TABLE 6

Joint Venture QOwnepship in Developed and Developing Countries

Frequency  of
Majority or Minority
Equity Ventures ’

Frequency of
Equal Equity
(50-50) Ventures

PR e e i e e e R R R

R A e

Developed Mergers &
Country Acquisitions ) L. e
Samples N = 153 43% 57%
Killing ;
N =40 ~50% 50% - ;
Developing. | Mergers & }
Country Acquisitions \ :
N =47 20% 80%
This Research ‘ . :
N =66 10% 90% {

Ty P SRR B e S YR e A T TR
.

o

3

Ry
e

il SO Mt 2008 e 13

sada

—




- AL pm— S S T it g

- R
v o momen= S OERTNA
1 .

——— - O R e

234

S5 RN A A |
B .. .
f i K
N . . ., 1
) .
\ > 3,
N
IS
I
wr
.
°
.
-
.
«
”
<
<
.
o

LARY )
*

The use of equal ownensmp was advocated by Kﬂhng in developed-'

- - o
. - a i —_—

country ve tures. However, one writer on Jomt ventures in developing

st
ot

countmes felt °that '"Nhat should be ruled out is a 50-50 shareholding

(since) this will &nvariably lead to a deadlock in corporate decision-

&
.

» mak1ng."(4) . NS - , #’

. In an effort to verify the representatweness of the ownership levels

[ - N

¢
found 1n Kﬂhng s developed-country sample, and this pilot. survey LDC

- - sam_ple, an_examination was made of the ownership percentages noted in the

To
“

Joint Venture Rosters of Mergers and Acqu.isitions (a ‘management journal)

3

:
g~ ?

5:.“5.‘?

ey

El

over the period 1972-77. Of the approximate]y 1,000 jeint ventures des-

‘8

" cribed, ownersh1p detail was provided ong »200 cases. Of ‘the 153 JdVs which

v u

took place” between two firms in developéd countries, 43% were e‘qué‘ﬂy:-.s

3 It N * .
- > .

owned., fhis is comparable to other develdped country samples where 50%

|
04
Lo‘”‘»

PR ST - A e

2

. .. -~ were equally owned. . ' . ' :
:“ . tL Q . . 9
' In contrast of the 47 ventures from Mergers and Acquisitions that

took place between f1rms 1n developed andr\/evelopmg countries, 80%. were

1
BRI

FAR
"

. "majority or minority owned. A simifar level was found in this LDC sample.

(Note that there was a 'sli¥ght bias in the Ros’te_rs toward larger American

-

. .Jjoint ventures and the sample of 20Q in most cases did not, include ventures

"¢ U ... with four or more partners or_ thos "involvi’ng Eastern Bloc countries). o
o . ', A]so, other researchers (5) noted that just over 80% of two-p&rtner,
&)‘ T LS chem1ca1 jéint ventures formed from 1924-69 had a 50 50 equity split.

This again reirfforces the high incidence of equal-equity ventures in
i 23 ¢ . R . -

developed countries,.a situation that -is in contrast to developing country

.

. Y ¢ - '
ey ventures. | T * Lo )

e o R ‘ )

; : Multinationals have “in many cases succeeded in acé‘ommodatin‘g Lbc . «
i £, -~ . ] . . - . >, ¢
% \ - aspirations for local dominance or equality in_the shareholdings of 1oce1\
??s' , . .

oty Lo . .
. )
BT . . - " -
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o

< ‘ joint Ventures.' The MNEs have been able to accommodate the LDC desires by
spread1ng the ownership-of each venture over a wider number of parties.
In the second half of the data-coldection process, ownersh1p deta11

was .colletted on a total of 16 ventures (1gtlud1ng the 12 core cases) be-

2

tween local private and foreign private firms._ In only a few cases did the
. €
SO MNE have over 50% of the equity. However, in most of the ventures the

MNE's share of the equity was equal to or greater- than that of the largest

>

. other shareholder. -

Table 7 illustrates the performance- problems associated with MNEs

Ve XAt

ownihg over 50% of the equity of LO¥ joint ventures. When the MNE owned -

Tess than 50% of the equ1ty, there was a much greater likelihood of sat1s-

L e SRR F

factory performance. In 64% of cases (7 of/11) where the MNE owned less
than half of the .equity, performance was satisfactory. In contrast, in

only 20% of cases (1 of 5) where the MNE was the majority sharehdlder was

2wk

performance satisfactory. ' v ) \\L\
' ) N
TABLE 7 . o
, Actual Owiiership - Performance Relationship
CMNE MNE MNE -
Actual % Actual ¢ , © Actual % \i) .
Under 50 50 Over 50 '
Successful - 4 3 1
Unsuccessful 2 . .2 8 4
3 ‘ l *
£ ) . » .
‘ . . ! ’ .
- Similarly, Table 8_shows_that those MNEs which were minority or eegal
- ~ partners performed better than those,case§ where the MNE was the single,

|

-largest shareholder. Sevenfy-one pencent (5 of 7 cases) of. the ventures
a3 _ x \ \ . e
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where the MNE was ‘nét the largest, single shareholder were successfuj‘
versus only a 33% success rate (3-of 9 cases) where the MNE was the larg-

est, single sharehofder.

§ TABLE 8

i P Relative Ownership - Performance Relationship

' ', MNE-Not MNEs Share : .
Single Equal to. MNE Single

' Largest Largest Other Largest

, Shareholder Shareholder Shareholder

i ' Successful -1 4 3

| Unsuccessful 0 2 6

Strong cases/were made by the foreign and local partners in support of
) X . being both minogity and equéi-equity partners.’ The most common reasons
" cited for a multinational taking a minority equity position were existing

rggulations and/or local tax advantages. However, the range of reasons

cited was wide. One executive explained his decision to take a minority

Amas  wr o e~ o

posftipn by noting that "with a high }evel of.corruption.in the country, it
°is better not to be high profile." Another noted that’"those businesses in
which the parent company holds less than"SO% of the equity appear in'the
overall financial statemehts simply as an investment. This means company
involvement can be mucﬂggower." éerhaps the most telling reagon.given f&r

50-50'equity arrangements was, as one executive no;ed, that "then ybu can't

afford to quarrel.,” : ‘
Numerous researchers have corre¢tly'pointed out that there is no nec-

4 : .
g£ssary correlation between ownership and control. While there is no nec-

.




« Amme oA R

N L R LA LT

Y v d -

© A . - 1
i

essary correlation, in practice a correlation has oftlen existed, particu-

|
1

larly in developed countries. There were’étrong linksiin Ki][ing's sample

of joint' ventures jQ\ developed " countries between o&nership/contro1 and

; gerfbrmance.' Seventy percent of his recommended dominant-management con-

trol ventures (those operated Tike wholly-owned Subj;1€1aries) were major-
ity'owned. Conversely, 76% of the shared-management control.ventures.ih
his sample (the type he opposes) were equally owned by the partners.. In
the developed-country sample of joint ventures, when the MNE was the minor-
ity partner its role was often a silent one. This did not hold true in

LDCs.

Researchers into joint ventures in developing coﬁntries have previous-
ly pointeg out that local joint-venture partners are rarely pasﬁive share-
holders. In Stopford®and Wells' survey,(6) 88% of MNE reépondents inqi-

cated that the local partner typically had at least some voice in manage;
ment. In Schaan's (7) sample of 10 jo%nt venture§.in Megico, all would be
. classed as having shﬁred control. &n the present research on joint ven-
tures im LDCs, no cerrelation'can be claimed between ownership and control

.

because the MNE had majority ownership in only 21% of cases.

I4

S h
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f APPENDIX FOUR NOTES

. i .
(1} J. Peter Killing, Strategies for Joint Venture Success (New York:
Praeger, 1983). . . ‘

(2) _Staffan.Gullander, "Joint Ventures-in-Europe: Determinants of Entry,"
Inteﬁnational Studies of Management and Organization (Spring-Summer,
1976}, p. 106. ) -

(3) S.R.gRaveed and W. Renforth, "State Enterprise - Multinational Corp-
oration Joint Ventures: How Well Do They Meet Both¥ Partners' Needs?"
International Management Review (1, 83).

— g : )

(4) Canadian Consulate General-Brazil, Joint Business Ventures in Brazil:
A Capadian Perspective (Ottawa: Department of Industry, Trade .and
Commerce, Government of Canada, 1981), p. 7.

(5) Sanfofd V. Berg and Philip Friedman, "Joint Ventures in American: In-
dustry," Mergers and Acquisitions (Summer, 1978), p. 29.

(6) John h. Stopford and Louis T. Wells Jr., Managing the Multinational
EnterpriSe (New York: Basic Books, 1972), pp. 107, 208.

) 1 :

(7) Jean Lbuis Schaan, "Parent Control and Joint Venture Success: The Case
of Meﬁico," Unpublished Doctoral Dissertation, School of Business
Administration, University of Western Ontario, 1983g
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