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rule of law than in host countries characterized by strong rule of law. The study’s

contributions, implications and future research directions are discussed herein.
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1JVs. Researchers (e.g., Sarkar, Aulakh, & Cavusgil, 1998; Sarkar, Echambadi, Cavusgil,
& Aulakh, 2001) have demonstrated that relationship capital, which comprises the
sociopsychological elements of a partnership that finds expression in relational dynamics
such as mutual trust, reciprocal commitment, and collaborative communication (Sarkar et
al., 2001), that exists between the 1JV partners is a key determinant of IJV performance.
Researchers have also suggested that the perceived attractiveness of and risk in the host
country (Barkema & Vermeulen, 1997) as well as partner selection (Beamish, 1987)
influence 1JV performance. However, we continue to understand very little about how
these 1JV performance drivers relate to one another.
Thus, the objective of the research addressed in this dissertation is to address the

following research questions:
1. How do top management’s perceptions of the host country legal environment

influence IJV partner selection criteria?
2. How do IJV partner selection criteria influence relationship capital?
3. How does the host country legal environment influence the impact of relationship

capital on IJV performance?
1.1. Dissertation Motivations and Contributions

As the global proliferation of IJVs continues and the economic health of firms and

societies becomes ever more dependent upon the performance of these
interorganizational collaborations, the importance of improving the less than stellar
performance rates of IJVs becomes accentuated. While we know that a better

understanding of those factors that influence relationship capital and its impact on IJV
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i) Corporate executives by providing them with knowledge and insight that would
improve their strategic partnering decisions, and in turn IJV and firm performance.
Executives that better understand the dynamic roles played by institutional factors in
partner selection, and the impact these factors have on IJV performance, would be
better able to take advantage of the various opportunities that exist in the global
arena.

ii) Firms by providing knowledge that may serve to enhance their performance. To
adapt and perform effectively in a host country, firms must comprehend and
appreciate those factors that affect their partner selection decision and venture’s
performance. For a MNE, an understanding of how the host country’s legal
environment influences top management’s concerns, its behaviours and [JV
performance is central to decisions on entry and expansion. Such an understanding
would certainly enable MNEs to improve their partnering success rate, and in turn
performance.

iii) Policymakers and trade organizations by providing them with an understanding of
international partnering that may enable the construction of laws and regulations that
better serve international interfirm collaboration. A better understanding of how the
host country legal environment affects cross-national partnering activities would
assist governmental or quasi-governmental entities in anticipating the probable
impact of alternative policy options available to them. Such anticipation may lead to
the establishment of policies that facilitate free and open trade and investment. In

particular, such insight may promote the importance of transparency, stability and
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providing a summary of the findings and contributions, a discussion of the managerial
implications, an outline of the study’s limitations, and a roadmap for future research

directions.
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venture (EJV). CJVs and EJVs usually have the same approval process, approval
authorities, agreement format, tax breaks, legal standing, and the means, laws and
authorities for dispute resolution. Furthermore, their general management structure and
governance procedures are virtually the same. However, CJVs and EJVs differ in two
important ways. First, unlike a CJV, an EJV is a separate legal entity (i.e., the “child”)
created by the partnership of two or more companies (i.e., the “parents™) (Harrigan,
1985: 3) that takes the form of a limited liability company. Second, while the CJV
parties' profit, control, and risks are divided according to negotiated contract terms, the
EJV's profit, control, and risk are divided in proportion to the equity shares invested by
the parties (Child, Yan, & Lu, 1997).

A JV, whether a CJV or EJV, is considered to be international, that is an IJV, if at
least one partner has its headquarters outside the venture’s country of operation (Geringer
& Hebert, 1989). In other words, an IJV involves partners cooperating across national
and cultural boundaries. Table 2 presents Hanvanich, Miller, Richards, and Cavugil’s
(2003) expansion of Makino and Beamish’s (1998) typology, which classifies JVs into
five ownership structures, and captures the differences between JVs and 1JVs, as well as

the distinctions between 1JV types:

10
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partners on a more equal footing (Bartlett & Ghoshal, 1992). The numerous studies (e.g.,
Contractor & Lorange, 1988; Glaister, 1996, Glaister & Buckley, 1996; Porter & Fuller,
1986) that have conducted comprehensive reviews of the IJV formation motives literature
have arrived at a broadly similar set of motivating forces, which Boateng and Glaister
(2003) found may be captured by the following categories:
Market Development and Power

Small- and medium-sized enterprises, which often lack international experience,
may enter IJVs for the purpose of facilitating their international expansion (Contractor &
Lorange, 1988). In response to the expense, difficulty, and time necessary to build up a
global organization and a competitive presence, firms may opt to enter a foreign market
via an IJV. For example, a firm may possess production capability, but lack
knowledge of foreign markets. Although an acquisition abroad might be another
alternative for international expansion, it is often difficult to find good acquisition
candidates at realistic price levels, which enhances the attractiveness of the IJV approach.

One of the oldest and still most popular rationales for IJ'Vs has been the linking with
local companies in order to accommodate host government policy. Host country
governments in developing (e.g., China), formerly planned (e.g., the former Soviet
bloc) and developed countries (e.g., Japan) may insist that access to the local market can
occur only if the foreign company works in cooperation with a local partner (Contractor &
Lorange, 1988). Beamish (1985) found that 57% of 1JVs between U.S. MNEs and local
firms in developing countries, and 17% of the 1JVs of U.S. MNEs and local firms in

other developed countries were formed because of government requirements.
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Partner Synergies

IJVs have been identified as an attractive mechanism for hedging risk because
neither partner bears the full risk and cost of the venture activity (Harrigan, 1988a;
Morris & Hergert, 1987; Porter & Fuller, 1986; Ring & Van de Ven, 1992). Contractor
and Lorange (1988) noted that IJVs may reduce a partner's risk by spreading the risk of a
large project over more than one firm, and cost subaddivity (i.e., the cost of the
partnership is less than the cost of investment undertaken by each firm alone).

1JVs may also be formed in order to pool the complementary technologies and
management skills of the partners (Harrigan, 1985). Researchers have found that the
pooling and employment of partner resources through IJVs not only leads to superior
product, but may also create financial and operating synergies (Buckley & Casson, 1988;
Inkpen & Dinur, 1997; Luo, 2002a). For example, in the biotechnology industry IJVs are
often formed to bring together complementary skills and talents which cover different
aspects of the knowledge needed in that industry. This may lead to benefits such as
significant innovations and faster market entry. Contractor and Lorange (1988) noted that
often the marketing or territorial rights exchange is the dominant strategic issue behind
the formation of an IJV.
Production Efficiency

Economies of scale concerns the average cost of production in relation to the
productive capacity of a plant. It exists if the average cost of production falls when the
productive capacity of a plant is increased. At times, organic growth for a firm may be

limited by low product demand and the costs of firm growth. The IJV may reduce
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If the growth and popularity rates are any indication, [JVs have clearly moved
from being a way to enter foreign markets of peripheral interest to become a part of
the mainstream of corporate activity. Virtually all MNEs are using IJVs, many as a
key element of their corporate strategies. Even firms that have traditionally operated
independently around the world are increasingly turning to this type of collaboration.
2.4, International Joint Venture Performance Rates and Determinants

1JV performance has been a central concern of previous research given that the
costs of poor performance not only impose serious negative financial costs on the parent
firms, but also substantial social costs on the home and host countries (Lee & Beamish,
1995). Given these serious consequences, the enormous potential benefits, and the
immense popularity of IJVs, researchers have directed much attention towards assessing
IJV performance rates and determinants.

Various conceptualizations and measures of IJV performance appear in droves
throughout the literature (for reviews see Yan, 1998; Yan & Zeng, 1999). As Beamish
and Delios (1997: 105) stated: "In a more fine-grained categorization, performance can
be defined as the survival, duration, instability, or failure of the international joint venture;
the degree of parental control; the effectiveness of technology transfer; the extent to
which financial goals are realized; the degree of managerial satisfaction; and so forth."
While researchers have used financial, survival (Killing, 1983), duration (Kogut, 1988),
and ownership instability (Gomes-Casseres, 1987) as measures of collaborative
performance, Geringer and Hebert (1989) noted the lack of consensus regarding an

appropriate definition and measure of the construct. Overall, three distinct approaches to
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after four years of poor financial performance (Business Korea, 1991). Such failures cost
parent companies dearly, not only in short-term financial losses but also in terms of
injured company reputations that have lasting impacts. Perhaps even more disturbing is
the finding that performance has not improved substantially over the past three decades
and parent firms’ satisfaction levels with IJVs may be declining overall (Beamish &
Delios, 1997).

Despite the many studies that have illustrated poor IJV performance, a number of
studies have noted high IJV stability rates and performance success stories. From a
practical point of view, the high growth of IJVs justifies them as an effective strategy for
internationalization. Successful IJVs have frequently been observed, and some of them
survive and prosper for many years (Beamish & Inkpen, 199S; Killing, 1983). For
example, high 1JV stability rates have been reported among Japanese IJVs in Asia
(Makino, 1995), Korean ventures (Lee & Beamish, 1995), and IJVs in China (Beamish,
1993). It is particularly encouraging that positive Western IJV stability and success rates
have been reported for countries like China, where the political and business
environments have been perceived by the West as particularly uncertain (Beamish, 1993;
Davidson, 1987; Newman, 1992). Even among terminated 1JVs, many represent an
accomplishment of the partners’ initial expectations, and thus signify a success (Gomes-
Casseres, 1987). That is, the high termination rates do not necessarily reflect
unsatisfactory performance and failure of the IJV to achieve its objectives. On the
contrary, termination could be the result of the fact that at least one of the partner firms

has achieved its strategic objectives and decides to depart from the partnership (Reuer,
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