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Abstract. Unlike free-standing companies, joint ventures involve more complex governance structures and
organizational systems. Because of interpartner dependence in the managerial process, it is more difficult for
joint ventures to configure their strategies with environmental dynamics. Without such configuration, however,
joint ventures will suffer from operational instability and resource misallocation. This study assesses the strategic
response of joint ventures to a dynamic environment. Based on a survey of top managers in international joint
ventures (ITVs) in China, it is found that managerial perceptions of increased environmental complexity and
hostility are positively related to an Analyzer strategy. Proactive and Defensive strategies are either negatively or
non-significantly linked with perceived environmental dynamics. Further, the Analyzer strategy is associated with
superior performance for II'Vs in the context of an emerging economy.
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1. Introduction

The alignment between strategy and environment lies at the center of strategic management.
Correct alignment helps a firm maximize the economic benefits from resources, improve the
effectiveness of operations, and boost the fulfillment of its strategic goals (Hambrick, 1983;
Venkatraman and Prescott, 1990). A large number of studies have already demonstrated
the importance of this alignment, both theoretically and empirically, and suggested that
the strategy-environment fit has strong performance implications (¢.g., Miller and Friesen,
1983; Tung, 1979; Tan and Litschert, 1994; Venkatraman and Prescott, 1990). When the
environment is uncertain and complex, the importance of this fit is magnified (Wernerfelt
and Karnani, 1987).

Previous studies, however, have mostly examined the strategy-environment configuration
for self-standing Western organizations in domestic environments. Its applicability to in-
ternational joint ventures (IJ'Vs) in emerging economies has remained largely unexplored.
This is an important gap in the field given that 1JVs have become the primary vehicle
for firms engaged in global expansion, particularly into emerging economies. In contrast
to free-standing companies, joint ventures involve more complex organizational structure,
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8 LUO, TAN AND O’CONNOR

systems, and procedures because of interdependence between partners in the management
process (Yan and Gray, 1994). This in turn results in more difficulty as joint ventures attempt
to configure their strategies with environmental dynamics. International joint ventures may
encounter even more challenges than domestic ones because they operate in countries in
which various aspects of the environment are heterogencous to those at home (Harrigan,
1985). Facing these difficulties, IJ'Vs are likely to have different strategic responses to en-
vironmental dynamics than free-standing, autonomous domestic businesses. The latter are
generally more proactive and innovative in response to emerging opportunities in advanced
market economies (Miller and Friesen, 1983; Rajagopalan and Finkelstein, 1992).

The appropriate coupling between strategy and environment for IJVs warrants investiga-
tion because 1JVs need a pre-formulated strategic posture to facilitate goal accomplishment
(Harrigan, 1985; Yip, 1995), govern venture evolution (Osborn and Baughn, 1990), and
boost managerial compatibility between partners (Parkhe, 1993). This necessity is rein-
forced in an emerging economy because strategic choice determines the degree of exposure
to contextual uncertainty and complexity (Luo, 1998).

This study aims to examine the environment-strategy relationship and its performance
implications for IJ Vs operating in an emerging market. The basic premise is that managerial
perceptions of host environmental nature such as complexity, dynamism, and hostility have
a strong influence over strategic choices; the choice that best aligns with the environment
will have profound implications for IJ'V performance. Building upon the Miles and Snow’s
(1978) typology (i.c., Prospector, Analyzer, Defender) and based on survey data from IJV
executives in China, this study finds that the Analyzer strategy best fits the environmental
dynamics and leads to high performance for IJVs in China. Using China as the analytical
setting seems appropriate given that it is now the world’s largest emerging economy and
the biggest host for IJ'Vs in developing countries. In the remainder of the paper, we elu-
cidate grounded theories and present hypotheses. We next address methodological issues
and describe our major results. Finally, we discuss our conclusions and highlight some
implications.

2, Theory and hypotheses
Theoretical underpinnings

This article adopts Miles and Snow’s (1978) typology to assess the strategy-environment
configuration.! Miles and Snow (1978) define Prospectors as firms that aggressively seek
growth opportunities through product and market development and innovation. Prospec-
tors tend to have changeable policies, making it difficult for managers to rely on historical
precedents. This reinforces equivocation. Thus, Prospector firms are characterized by low
behavior programmability, multiple options, and ambiguity in cause-effect relationships.
Morcover, Prospector strategies are inherently riskier than other strategics. Their depen-
dence on customers and their focus on growth implies a greater concern for dealing with
environment and uncertainty (Hambrick, 1983).

According to Miles and Snow (1978), Defenders have a nonadaptive, rigid, and risk-
aversive strategic orientation. They deliberately reduce innovative and adaptive costs and
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risks by selecting a stable, narrowly defined product or market domain. While Prospec-
tors are externally-oriented and innovative, Defenders are internally-oriented and efficient.
Defenders do not operate in as many domains as Prospectors (Duncan, 1972). Defender
firms tend to exhibit more discretion about cost efficiency than Prospectors.

As a hybrid strategy between Prospectors and Defenders, Analyzers seek both risk-
adjusted efficiency and emerging market opportunities (Miles and Snow, 1978). They defend
existing product markets through efficiency-oriented strategies while cautiously penetrating
new markets through intensified product/market innovation. Analyzer firms tend to have
less discretion than Defenders, but more than Prospectors. While their interest in growth
expands their range of options, their concern with efficiency limits the resources available
to pursue such expansion (Rajagopalan and Finkelstein, 1992). In addition, the level of risk
associated with Analyzer strategies tends to fall between that of Prospectors and Defenders.
Analyzers often enter new product markets after Prospectors, while trying to control costs
in their quest for efficiency. These dual strategies reduce the likelihood of outright failure,
but also create upper limits to success (Miles and Snow, 1978).

In contrast to single-business firms, the strategic choices of 1IJVs are substantially in-
fluenced by the role the business intends to play in the corporate portfolio (Beamish and
Banks, 1987; Hambrick, MacMillan and Day, 1982). 1JVs are rarely likely to both build
long-term market share and maximize profits and cash flow in the short run. This is because:
i) the markets in which IJVs compete are often differentially attractive (Porter, 1991; Yip,
1989); ii) 1TV possess different competitive strengths (Harrigan, 1985); and iii) local IV
partners have heterogenous attributes, leading to idiosyncratic complementarity between
the partners (Buckley and Casson, 1988). Consequently, an MNC must decide explicitly or
implicitly which strategic orientation each of its IJVs will pursue.

Interpartner reliance on resources leads to interdependence regarding managerial proce-
dures, operational processes, and organizational control (Yan and Gray, 1994; 1995). This
in turn puts limits on each partner’s power to make strategic decisions for the II'V’s devel-
opment (Geringer and Hebert, 1989). As the strategic objectives underlying 1JV formation
may not be compatible between partners, opportunism and conflict often occur (Parkhe,
1993). Further, 1IJV structure is inherently unstable relative to other forms such as wholly-
owned subsidiaries. This is because of interfirm conflict over organizational control, high
governing costs, and short-term or incompatible goals (Osborn and Baughn, 1990; Singh,
1997; Yan, 1998). Consequently, a firm’s on-going commitment to the growth of an 1J'V is
likely to be circumspect. Such caution affects the innovativeness, adaptability, and riskiness
of the 1JV. Prospector strategies may not be advisable unless the party who dominates the
1JV operations and management can ensure a payoff from such an orientation. Certainty
of this payoff is enormously difficult, if not impossible, when the 1JV operates in a very
complex, even hostile, environment (Luo, 1997). This study assesses the strategic posture
from the IJ'V perspective. Future research may further examine this issue from the viewpoint
of parent firms.

The contribution of strategy to firm growth largely depends on its alignment with the
external environment. The particularist approach of analyzing dimensions of an uncertain
environment in isolation from other dimensions has recently come under criticism (Miller,
1992; Oxelheim and Wihlborg, 1987). Duncan (1972) suggests that the environment be
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viewed as a multidimensional construct. Broadly, the external environment may be per-
ceived along two dimensions: (1) sources of impact (i.e., environmental segments such as
regulatory, competitor, supplier, and customer); and (2) the nature of impact (complexity,
dynamism, and hostility) (Dess and Beard, 1984; Miller, 1992; Tan and Litschert, 1994).
Together, these two dimensions describe the business environment affecting firm opera-
tions. Both dimensions depend upon and reinforce each other. In each of the environmental
segments, complexity, dynamism, and hostility may be identified (Scott, 1987; Tan and
Litschert, 1994). This study combines both sources and nature of impact in an assessment
of environmental dynamics.

The impact of the host regulatory and industrial environments on an 1IJ'V’s decision char-
acteristics and organizational behavior is fairly vigorous and direct (Brewer, 1993). In an
uncertain host environment, regulatory factors (e.g., IJV laws, FDI policies, taxation and
financing regulations, foreign exchange administration rules, threat of nationalization, earn-
ings repatriation, and price controls) may outweigh macroeconomic and technological fac-
tors (Aggarwal and Agmon, 1990). As some studies suggest (e.g., Agmon, 1985), defining
the regulatory environment should also include the threats and opportunities associated with
potential or actual changes in the political system. It should be understood that changes in
government do not necessarily result in changes in policies affecting foreign business oper-
ations (Root, 1988), nor does political stability preclude policy uncertainty (Kobrin, 1982).
Policy uncertainty can be significant, however, in formerly centrally-planned economies
now undergoing transition, such as in the former Soviet republics, Eastern European coun-
trics, and China. Recent studies set in China report that the regulatory sectors have a
significant impact on managerial decisions (Tan and Litschert, 1994; Tan, 1996). While
regulatory forces are generally viewed as part of the institutional environment (Meyer and
Rowan, 1977; Scott, 1987), their influence is more direct in transitional economies.

While there is a rather extensive literature on the general environment in relation to IV
formation and operations, the industrial level effect of environment has not been fully ex-
plored (Luo, 1998). According to Porter (1979), customers, suppliers, and competitors (i.e.,
existing and potential competitors in the same and substitute industries) all shape com-
petition in an industry. Similarly, in his integrated environment management framework,
Miller (1992) categorizes the dimensions of the industrial environment as input (i.¢., sup-
pliers), product (i.e., customer), and competition (i.e., competitors). In this study, our focus
is on those regulatory and industrial level environmental sectors that directly influence firm
performance, including competitors, customers, and suppliers.

Conceptual and empirical studies on strategic management have identified several en-
vironmental dimensions as perceived by managers within each of the above segments,
including dynamism (Dess and Beard, 1984), complexity (Child, 1972; Tung, 1979), and
hostility (Miller and Friesen, 1983; Venkatraman and Prescott, 1990). An important notion
in IJV literature is that, when an environment is complex and dynamic, the rationale for
1JV formation is strengthened because a local partner can assist a partner firm to search
for, scan, interpret, and examine information in the host context (Harrigan, 1985; Parkhe,
1993). Environmental complexity, dynamism, and hostility all affect managerial perceptions
of uncertainty in a host country, which in turn influences such strategic characteristics as
the propensity for risk-taking, futurity, and proactiveness or defensiveness (Killing, 1983).
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These three environmental dimensions therefore define the nature of environmental impact
in this study.

Hypotheses

The strategic behavior perspective of 1JV theory suggests that firms establish 1JVs to
maximize economic rents through market expansion and improving their market position
(Gomes-Casseres, 1989; Harrigan, 1988). Such improvement is assumed since 1JVs are
deemed to create partner synergies in the marketplace, deter competitive market entry, and
capture more positive externalities (Contractor and Lorange, 1988; Kogut, 1988). Recently,
Kumar (1995) and Luo (1997) observed that a local partner’s market share and industrial
experience has a significant impact on an IJV’s goal accomplishment. Moreover, dynamic
and uncertain economies often offer more investment opportunities and business potentials
that firms can preempt (Porter, 1986; Wernerfelt and Karnani, 1987). Shama (1995) finds
that U.S. investors are entering the newly independent states, Baltic states, and Eastern
European countries in search of local market share. Similarly, Shenkar (1990) and the
National Council (1991) find that Western parent firms seek market expansion and growth
in China. These arguments and evidence suggest that a Defender strategy may be too con-
servative to be adopted by MNCs seeking global competitive advantages. If an IJ'V uses a
Defender strategy, it may be because it is preoccupied with internal efficiency within the
firm rather than responding to environmental dynamics.

It may also be unrealistic to orient ITVs toward a highly proactive and innovative direction
because it could lead to vast operational and contextual risks and enormous innovative
and adaptive costs for IJVs in a complex, dynamic, and hostile environment (Shan, 1991;
Wrightetal., 1995). Theoretically, II'Vs are often formed because inter-firm cooperation will
alleviate important risks (Harrigan, 1988; Osborn and Baughn, 1990). Even large MNCs will
join hands to share high development risks and use larger joint markets over which they
can amortize costs (Contractor, 1990; Stopford and Wells, 1972). The major strategic thrust
of investors in such a context is to adapt to foreign environments through incremental
changes (Davidson, 1980). Transaction cost theorists assert that IJ'Vs can be a lower cost
means of testing a foreign market considered too risky for a full investment (Hennart,
1991; Kogut, 1988). As an inherently riskier strategic orientation, therefore, the Prospector
strategy may not be the right choice for IJVs in an uncertain environment. Rajagopalan and
Finkelstein (1992) further demonstrate that the risk associated with the Prospector strategy
increases outcome uncertainty and operation instability. In an emerging economy, such
as in China, characterized by a lack of legal systems protecting intellectual or industrial
proprietary rights, uncertainty and instability for Prospector firms are intensified because
of the higher risk of uncompensated leakage of technological resources and innovative
knowhow. A poor technical infrastructure in these economies further inflates the difficulties
of maintaining profit and stability. IJVs are unlikely to pursue innovative, proactive strategies
under conditions of increased complexity, uncertainty, and hostility in the environment.?

The above discussion suggests that both the defender and prospector orientations are not
good fits with environmental dynamics in emerging markets for IJ'Vs. We propose, as de-
tailed below, that the analyzer orientation best aligns with environmental characteristics and
the organizational needs of 1JVs. It is positively associated with increased environmental
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complexity, dynamism, and hostility. Environmental complexity refers to the number of rel-
evant stakeholders and the diverse signals to which an enterprise must be able to respond. A
complex environment implies a large number of decision factors (Duncan, 1972), especially
where such factors are diverse (Miller and Friesen, 1983). For instance, Venkatraman and
Prescott (1990) operationalized environmental complexity in terms of different sources of
environmental impact, while Tan and Litschert (1994) focused on the degree of diversity of
markets and customers. A complex environment increases the need to process information
and manage and coordinate sub-tasks (Hambrick, 1983). When the host environment is
complex, the costs of transactions and searching for information will increase (Williamson,
1991). This is especially evident in emerging economies where institutional environments
and regulatory frameworks are extremely opaque and uncertain (Shama, 1995). A complex
environment also makes appraising cash flow more difficult, which in turn elevates the cost
of strategic planning and risk premium from economic exposure. At the business level,
environmental complexity can drive up the cost of product differentiation and the expense
of customer responsiveness because the host market is more segmented and heterogeneous
(Tan and Litschert, 1994). In this situation, IJVs are likely to increase levels of analysis and
be more circumspect when making decisions. Increased analysis enhances the likelihood
of payoff from investment and operations and attenuates transaction costs and contractual
hazards. Miles and Snow (1978:134) argue that MNCs follow the Analyzer strategy “to
the extent that they avoid the complexities involved in IJ'Vs and/or host country production
facilities.” Following this line of reasoning, we predict:

Hypothesis 1. Among IJVs in an emerging economy, managerial perceptions of envi-
ronmental complexity are associated with an Analyzer orientation.

It should be noted that environmental complexity and dynamism are two different con-
cepts. Dynamism refers to the extent and patterns of change in the environment, especially
as it relates to predictability (Duncan, 1972). Other terms with the same general meaning
include instability, turbulence, and volatility (e.g., Lawrence and Lorsch, 1967). Structural
contingency theory, which highlights the various dimensions of the environment, offers
some clues to this distinction. Child (1972) and Hambrick (1983) observed that while a
dynamic, fast changing environment creates uncertainty, complexity does not. A recent re-
view of structural contingency literature (Shenkar, Aranya and Almor, 1995) confirms the
importance of the distinction between complexity and dynamism and attributes much of the
variability in structural contingency findings to this distinction. In other words, complexity
and dynamism create entirely different challenges for organizations and require different
structural configurations to achieve a good strategy-environment fit.

When the host environment is highly dynamic, IJVs need to closely scan various en-
vironmental contingencies that may affect venture operations. An IJV facing a dynamic
environment needs to monitor changing conditions, assess their impact on the organization,
and rapidly prepare and execute strategic responses. One critical task in this environment is
to gather and analyze information (Child, 1994). This is especially crucial when information
is uncodified and regulations are inexplicit (Root, 1988). A host environment characterized
by uncodified information can promote noneconomic forms of opportunism (Williamson,
1991), increased transaction costs (Luo, 1997), and greater caution amongst IJV managers
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making resource commitments (Gomes-Casseres, 1989). This aspect of the environment
spurs 1JVs to be more discrete than Prospectors, but less than Defenders. In such an uncertain
context, an Analyzer strategy can encourage managers to be more efficient and innovative
(Berg, Duncan and Friedman, 1982). The dual nature of this strategy also reduces the likeli-
hood of outright failure and creates upper limits to success; hence, IJVs face only moderate
outcome uncertainty (Miles and Snow, 1978). According to the above, we propose:

Hypothesis 2. Among IJVs in an emerging economy, managerial perceptions of envi-
ronmental dynamism is associated with an Analyzer orientation.

According to Dess and Beard (1984), environmental hostility refers to the scarcity of
vital resources needed for firm operations (i.e., customers, raw materials, capital, and in-
formation). Thus environmental hostility is an inverse function of environmental munif-
icence (Venkatraman and Prescott, 1990). The availability of resources is an important
facet of how favorable a business environment is for a firm. As the environment becomes
less munificent or more hostile, IJ'Vs are subjected to greater uncertainty. The resource
dependence perspective suggests that management’s ability to cope with such conditions
by reducing the firm’s dependence on or increasing its control over resources will af-
fect organizational effectiveness (Pfeffer and Salancik, 1978). Empirical evidence finds
that IJVs in emerging economies allocate most of their resources to a set of reasonably
stable environments while at the same time conducting somewhat routinized scanning
activities in a limited product-market area (Shan, 1991; Shenkar, 1990). By doing this,
1JVs can overcome the transactional hazards derived from environmental hostility and mit-
igate their vulnerability to such hostility.

In response to increased hostility, IJVs tend to be less proactive in committing resources
to the host environment. In most cases, R&D activities are conducted at the headquarters
level; only mature products and well-known technologies are transferred to the host country
(Shama, 1995). Much IJV success occurs through market penetration since the organiza-
tion’s strength comes from its traditional product-market base. This market development
strategy allows foreign investors to extend the product life cycle and maximize returns
on technological and organizational skills (Teagardon and Von Glinow, 1990).> From the
standpoint of foreign partners, this strategic posture is grounded in a natural fear of creating
potential competitors in the local market and over-dependence on local resources (Kumar,
1995). Within the concentrated business domain (product, market, and technology), how-
ever, these 1J'Vs are adaptive and innovative. They analyze the environment carefully when
the perceived hostility increases. This configuration may improve an 1J'V’s risk-adjusted net
return on its investment. Thus, IJVs in this context exhibit a pattern of strategic orientation
consistent with the Analyzer strategy. In line with the above discussion, we expect:

Hypothesis 3. Among IJVs in an emerging economy, managerial perceptions of envi-
ronmental hostility is associated with an Analyzer orientation.

The alignment of 1JV strategies to environmental dynamics in a host country is of

paramount importance for venture success (Buckley and Casson, 1992; Morrison and Roth,
1992). The environment-strategy paradigm asserts that there must be an appropriate fit
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between strategy-making behavior and the nature of the environment to ensure effective
selection of strategies (Miller and Friesen, 1983; Tan and Litschert, 1994). For 1J'Vs, inter-
partner complementary competence cannot alone guarantee business success because the
performance effect of competence depends on the requirements of, and the degree of fit
with, the host environment (Beamish and Banks, 1987; Harrigan, 1985; Kogut and Singh,
1988). A number of 1JV studies based on developing countries have verified that when
managerial discretion is constrained in the indigenous setting, the environment-strategy
alignment plays a larger role in determining IJ'V performance (Dang, 1977; Gold, 1991;
Lall, 1987). In such circumstances, IJ'V managers must be able to scan and interpret the
environment and make decisions appropriate to both internal arrangements and external
alignment (Lecraw, 1984).

The necessity for a strategy-environment fit is expected to be magnified in the context of
an emerging economy. A good coupling between strategic orientation and environmental
conditions in a turbulent context can enable the 1JV to maximize the economic rents gained
from the interaction between the ‘societal effect’ and the ‘organizational effect” (Mueller,
1994).* This coupling better exploits the advantages of having a local partner such as
access to distribution channels, more insightful information, a better relationship with the
local government, and reduced environmental risks (Beamish, 1993). Shan (1991) and
Teagarden and Von Glinow (1990) suggest that a pre-arranged strategic orientation can
reduce opportunism by the local partner and boost its incentive to collaborate.

We hypothesized above that the Analyzer strategy best fits environmental dynamics for
1JVsin an emerging economy. It is common wisdom in the literature that the better the fit, the
greater the performance. Thus, an Analyzer strategy is expected to lead to high performance
for 1JVs. As Prospector or Defender strategies do not fit the external environment of an
emerging economy appropriately, these two strategies will not be associated with superior
performance. Indeed, Analyzer 1JVs maintain a stable domain in which they can operate
relatively efficiently while identifying emerging opportunities (Miles and Snow, 1978). Such
1JVs emphasize output improvement and differentiation through innovation and advertising
or other promotional efforts. Businesses that combine efficiency with improvements or
innovations may have higher levels of returns than the industrial average (Buzzell and Gale,
1987).

In addition, the Analyzer strategy provides more flexible market orientation options than
other strategies. Prospector 1JVs tend to focus on market expansion in a host country. De-
fender 1JVs often use a developing country as a platform for cost minimization and re-export.
By contrast, because Analyzers use hybrid strategies combining innovation effectiveness
and cost efficiency, they can sell products either in the local or export markets depending
on market changes, consumer demands, and organizational needs.’ Contractor (1990) ob-
served that Analyzer IJVs are often viewed more favorably by the host government and
thus bear a lower political risk because they are more likely to generate foreign exchange
earnings through export than do Prospector 1JVs and bring more appropriate technologies
to the host country than do Defender 1JVs.

Apart from the misfit between Prospector or Defender strategies and the environment,
other factors solidify the likelihood of low performance for these two strategies. As IJVs
have a relatively short history in China and generally have not yet firmly established a niche
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there, a Defender strategy may not be appropriate because IJ'Vs do not have much to defend.
A Prospector strategy is also undesirable because the lack of protection of industrial and
intellectual property rights imposes a higher risk of uncompensated leakage of proprietary
knowledge for more innovative, proactive, and resource committed ventures. Further, many
1JVs in China produce or modify a product that already exists in an MNC’s portfolio. The
major advantage of starting up production of such products in China is proximity to the
end market. With this investment rationale, foreign investors are unlikely to risk heavy
investments on new product development as is normal for the Prospector strategy. In light
of the above, we hypothesize:

Hypothesis 4. Among IJVs in an emerging economy, an Analyzer orientation is related
to higher performance than either Prospector or Defender orientations.

3. Research design
Data collection

This study was set in the People’s Republic of China during a pivotal time in its economic
transition. China officially opened its doors to foreign investment in 1979. From that point
through the end of 1998, Chinese authorities had approved the establishment of over 300,000
FDI projects involving $522.4 billion in foreign capital. Of these, over 150,000 ventures,
representing $221.04 billion in investment, had commenced operations by the end of 1997
(Luo, 1998). The formation and operation of these ventures have played a major role in
shaping the new economic environment, turning China into the second largest FDI absorbing
country in the world, only behind the United States. Among FDI entry modes, the IJV form
remains dominant; equity and contractual joint ventures accounted for 64.3% of total FDI
value in 1997.

Data used in this study were obtained through a survey of senior managers from 1J'Vs
operating in 11 cities in Eastern China, including Nanjing, Suzhou, Wuxi, Changzhou,
Zhengjiang, Yangzhou, Nantong, Xuzhou, Yanchen, Huaiying, and Liangyungang. The
questionnaire was adopted from Tan and Litschert (1994) and then subjected to a back-
translation procedure to ensure validity in a cross-cultural setting. Consultation was sought
regarding the quality of the instrument and revisions were made. The pretest and survey
were administered in several cities in China. All these 1JVs are manufacturing businesses
in growing but competitive industries such as telecommunications, electric and electronic
products, and machine building. Technological skill generally plays an important part in
these industries. All sample IJVs were strategic business units of foreign parents.® Export-
oriented 1JVs are not included in the sample as they do not engage sufficiently with the
domestic Chinese environment.

We distributed the questionnaire to about 300 IJ'Vs in above cities. These ventures were
identified mainly from the List of Foreign-Funded Enterprises in Jiangsu, compiled by
the Jiangsu Provincial Commission of Foreign Trade and Economic Cooperation. After
several rounds of reminders, we finally received 83 complete responses, representing a
27.67 percent response rate. In order to reduce common method variance, we interviewed
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a small sample of respondents during the design stage and asked them to report those de-
cisions they considered ‘strategic’. The results demonstrated a good correspondence with
conceptions of strategic decisions in the literature. We also asked them to identify spe-
cific environmental and decision-making characteristics; their answers were checked for
correspondence with their responses in the questionnaire. The information collected ex-
hibits a high level of consistency with questionnaire responses. Our field study suggested
that IJ'V executives in China were less likely to generate common method variance than
their counterparts in Western countries who often develop lay theories concerning sur-
veyed issues. We also checked the Guttman Split-Half reliability indexes (0.7-0.9) based
on 12 paired returns (the general manager and the planning director from the same firm).
The results displayed a high consistency between the two respondents from each firm.
Lastly, this study followed the usual academic convention of leaving unidentified the in-
dividual organization in the sample. Researchers who have used questionnaire surveys
in China have reported that under conditions of anonymity, Chinese managers are more
willing and more likely to provide accurate information (Adler, Campbell and Laurent,
1989).

Variable measurement

In this study, environment is conceptualized as a multidimensional construct (Lawrence and
Lorsch, 1967; Dess and Beard, 1984). Three environmental attributes, namely complexity,
dynamism, and hostility, are investigated. These dimensions affect managerial perceptions
of environmental dynamics, which in turn influences the choice of strategic orientations
characterized as Prospector, Defender, or Analyzer (Miles and Snow, 1978). It has long been
recognized that the manner in which managers perceive their environment is more relevant
to variables subject to managerial control than archival measures of the environment (e.g.,
Hambrick, 1983). Perceptual measures enable the researcher to view a firm’s environment
from the perspective of organizational members or key respondents (Venkatraman and
Prescott, 1990). It has also been argued that perceptual measures make sense since it is
not the external reality but the way entrepreneurs think about that reality that determines
outcome (Rajagopalan and Finkelstein, 1992). In addition, these measures of organizational
environment have been shown to correlate with objective measures with a high degree of
reliability (e.g., Chandler and Hanks, 1993).

To measure the three environmental dimensions, respondents were asked about the level
of each dimension within each environmental segment (i.e., competitors, suppliers, buyers,
and regulatory sectors). Complexity was defined as the mean of heterogeneity and diversity
for each segment, dynamism as the mean of variability and unpredictability, and hostility as
the mean of deterrence and criticality of resources as controlled by the different stakeholders.
Our principal component test observed a high level of communality estimates across each
of these multidimensional constructs, indicating the importance of every dimension.

Strategy was also measured as a multidimensional construct (Miles and Snow, 1978;
Venkatraman and Prescott, 1990). This study defines ‘strategy’ as strategic tendencies or
orientations rather than categorical types. Respondents were asked to assess the characteris-
tics of those strategic orientations that were relevant to their particular firms on a seven-point
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scale. A Prospector tendency is defined as the mean of three items: (1) in making strategic
decisions, managers constantly seek to introduce new brands or new products in the market;
(2) whenever there is ambiguity in government regulations, managers move proactively to
try to take the lead; and (3) in making strategic decisions, managers respond to opportunity
signals quickly. An Analyzer orientation is the mean of: (1) in making strategic decisions,
managers emphasize planning techniques and information systems; (2) in analyzing situ-
ations, managers evaluate possible consequences thoroughly and obtain alternatives; and
(3) managers seek opportunities that have been shown to be promising. Finally, a Defender
tendency is the mean of: (1) managers emphasize the use of cost control systems for moni-
toring performance; (2) managers constantly modify manufacturing technology to achieve
efficiency; and (3) managers put emphasis on following governmental regulations and make
important changes only as allowed. All three strategic tendencies are defined as continuous
constructs. Instead of identifying each IJ'V as one of three categorical variables, we sought
to assess strategy based on each firm’s response to all the above questions, along with those
on environment and performance. In other words, one firm may have high scores in the
items for one strategic tendency but only moderate or low scores in items from the other
two strategic tendencies.” This continuous approach was validated in a previous study by
Tan and Litschert (1994). The categorical approach was not used largely because of limited
sample size.

In addition, a set of questions was included to measure the subjective evaluation of
performance. This includes after-tax returns on sales and on assets, sales growth, and com-
petitive position. These measures of performance are widely used in the PRC.® The re-
sponse format was a five-point scale (bottom 20 percent to top 20 percent compared to
major rivals in the industry). The overall performance score in our study is the mean of
the above composite measures. The latest research suggests that the use of subjective mea-
sures of firm performance relative to competitors is particularly desirable in studying newly
emerging businesses (Chandler and Hanks, 1993). Self-reporting is appropriate not only
because financial and accounting data are not readily available in China, but also because
these measures of organizational environment and performance have been validated and
shown to correlate with objective measures with a high degree of reliability (Chandler and
Hanks, 1993). In addition, firm size was included in this study as a control variable, mea-
sured as the number of employees. The average number of employees in our sample is
386.

The reliability of the above constructs which contain multiple items was tested using
Cronbach’s o Coefficient. Generally a value around 0.7 is considered adequate for con-
cluding internal consistency (Nunnally, 1978). This guideline was met for all constructs
containing multiple items in this study. The dimensionality of these constructs was also
validated by high communality estimates (>0.78). Descriptive statistics and correlation
coefficients are presented in Table 1.

4, Data analysis and results

We performed the covariance structure analysis using structural equation modeling tech-
nique (CALIS in SAS). Figure 1 reports the path coefficients of the proposed relationships,
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Tuble 1. Descriptive statistics and Pearson correlation.

N Mean s.d. 1 2 3 4 5 6 7 8

. Complexity 83 392 145 1.00

.Dynamism 83 399 1.14 0.08 1.00

. Hostility 83 380 093 -0.06 0.70%  1.00

. Prospector 83 491 1.07 016 —-043* -0.36** 1.00

. Analyzer 83 521 1.08 057 034 039 -023* 1.00

. Defender 83 505 123 -0.28* 0.14  —-0.09 0.12 -0.25* 1.00

. Size 83 386 231 -031* -0.11 —0.09 012 -0.02 006 1.00

8. Performance 83 3.12 1.06 —0.18* 0.52** —0.25* -0.16 0.37** 013 -0.14 1.00

NN bW =

* p <0.01;
** p < 0.001.

Figure 1. Covariance structure analysis: path coefficients.

Hostility

29
25
Prospector Defender

Maximum Likelihood Estimates
a. Goodness of Fit: 0.94
b.  Chi-Square: 51.22, p<0.0001
¢. Bentler’s Comparative Fit: 0.87

*Bold numbers represent significant path coefficients
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with significant ones in bold. Maximum likelihood estimates (x> = .94, p < .0001, Bartlett’s
CFI = 0.87) indicate a fair fit between the model and the data.

As shown in figure 1, a Prospector orientation is negatively associated with environ-
mental dynamism (—0.79) and hostility (—0.59) and insignificantly linked to environmen-
tal complexity (0.29). A Defender orientation is not significantly related to all the three
environmental dimensions. This evidence suggests that there is no systematic configuration
between a Defender orientation and environmental dynamics and between a Prospector ori-
entation and environmental complexity. Nevertheless, sample IJ'Vs demonstrate that their
proactiveness is reduced when the external environment is more volatile and deterrent.

H1 states that IJ'Vs will cope with environmental complexity by adopting an Analyzer
strategy. This hypothesis is supported by the positive relationship between complexity
and the Analyzer strategy (0.69). We also hypothesized a positive association between
environmental hostility and the Analyzer strategy. Statistical results indicate that the firms
tend to deal with increased hostility through an increased Analyzer orientation (0.47).
Figure 1 further exhibits that the Analyzer strategy is significantly and positively associated
with environmental dynamism (0.54). These findings imply that an Analyzer orientation
is the dominant strategic response to increased environmental complexity, dynamism, and
hostility. The Analyzer strategy is strongly aligned with environmental attributes in the
same direction. IJVs use this strategy as their prime response to environmental challenges.
H1-H3 are therefore supported.

The covariance structure analysis also presents some findings about the performance
implications of strategic response. The dominant strategic orientation we hypothesized
for IJVs in China, the Analyzer strategy, is significantly and positively related to firm
performance which is defined as the average of return on sales, return on assets, sales
growth, and competitive position as perceived by IJV managers (0.56). This finding sup-
ports our strategy-performance relationship hypothesis (H4). In addition, from a path anal-
ysis perspective, we find that poorer performance correlates with increased defensiveness
(—0.38). In an emerging market such as China where both opportunity and challenges
coexist, the Defender choice deters firm growth in profitability and market share. Our anal-
ysis does not reveal any systematic relationship between the Prospector strategy and 1JV
performance.

Figure 1 also shows that environmental complexity, dynamism, and hostility as perceived
by IJV managers are non-significantly related to firm performance, despite their negative
path coefficients. This suggests that perceived environmental dimensions do not directly
affect IJV performance. Instead, they affect a firm’s strategic response, which in turn in-
fluences joint venture performance. In other words, IJV managers formulate or adjust a
strategic response in terms of organizational proactiveness, innovativeness, and risk-taking
to perceived environmental complexity, volatility, and hostility. Such a strategic response
exerts a direct and significant influence on venture performance. In a structurally trans-
forming market such as China, the Analyzer strategy enhances performance whereas other
strategic responses do not. Whether perceived and actual environmental dynamics have a
different or similar impact on performance is an important question warranting future ex-
ploration. Organizational size, defined as the number of employees, is also not associated
with performance.
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5. Discussion and conclusion

Based in the context of a highly uncertain economy (China), this study examined the
environment-strategy configuration and its performance implications for international joint
ventures. The issue addressed here is central to a better understanding of IJ'V strategy and
performance. The primary findings suggest that IJ'Vs exhibit distinctive strategies in such a
context and that these strategies are significantly associated with perceived environmental
complexity, dynamism, and hostility. More specifically, managerial perceptions of increased
environmental complexity, dynamism, and hostility are found to be positively related to the
intensity of Analyzer orientation. Proactive and defensive strategies are either negatively
or non-significantly linked with perceived contextual uncertainty. Moreover, the Analyzer
strategy is positively and significantly related to the overall performance of 1JVs.

The above findings suggest that IJ'V success hinges on establishing a good fit between
strategic orientation and the host country environment. Indeed, environmental dynamism,
hostility, and complexity imply both market opportunities and threats from competitors,
buyers, suppliers, and government authorities in a host country. These conditions drive IJ'V's
to seck both risk-adjusted efficiency and emerging opportunities. They become innovative
but not highly proactive, adaptive but not highly risk-taking. Moreover, they tend to be
circumspect without being completely defensive and pursue efficiency without becoming
fully dependent upon cost minimization through export. Analyzer 1JVs therefore lie in
the middle of Prospectors and Defenders in terms of futurity, innovativeness, and risk-
taking. Their dual market orientation (i.e., seeking both local market and export advantages)
mitigates their dependence on local settings, thus reducing business uncertainties. It also
provides a superior position in achieving internalization as well as internationalization
benefits.

This research observed fundamental differences in the effect that different environmental
dimensions have on 1JV strategies as well as performance. This suggests that it is imperative
to use a multidimensional approach in assessing strategy-environment configurations and
their performance effects in a dynamic environment. Analyzing specific environmental
dimensions in isolation from others is inappropriate because it fails to capture the hetero-
geneous effects of different environmental dimensions on either strategy formulation or
operational outcome.

Both Prospector and Defender strategies are found to be either negatively or non-
significantly related to environmental dimensions and 1V performance. A Prospector orien-
tation often leads to great operational and contextual risks and high innovation and adaption
costs in an uncertain environment such as in China. When the perceived host environment is
uncertain, this orientation fails to reduce risks for IJ'Vs. A defensive orientation, on the other
hand, renders 1IJ'Vs ineffectual in seizing preemptive opportunities and business potentials.
This orientation is hence contrary to the rationale that an 1JV is a vehicle for market ex-
pansion in emerging economies (Beamish, 1993; Luo, 1997; Shenkar, 1990). The Analysis
orientation appears to be the best strategic choice for II'Vs in aligning with a complex and
uncertain environment and in attaining advantages and potential benefits.

This work enriches 1JV theory in the following areas. First, it establishes that an 1JV’s
performance is significantly influenced by its strategic orientation, and that the Analyzer

Reproduced with permission of the copyright:-owner. Further reproduction prohibited without permissionyyanny.manaraa.com



STRATEGIC RESPONSE 21

orientation is the best strategic posture in an uncertain environment. Second, it confirms
that alignment of IJ'V strategics with the host country environment is critical to ven-
ture success (Contractor, 1990; Harrigan, 1985). Perceived environmental complexity, dy-
namism, and hostility have strong, sustained influences over strategic choices in terms of
proactiveness, riskiness, and innovativeness. Third, it underlines the multidimensional na-
ture of the host country environment that IJVs face. Different environmental dimensions af-
fect IV strategies and performance idiosyncratically. This necessitates more sophisticated,
vigorous analyses of local responsiveness, industry selection, information processing, and
competence deployment by 1JVs.

This study has important managerial implications for international executives, particu-
larly those interested in investing or marketing in emerging economies. First, it is important
for transnational investors to establish a good coupling between an 1J'V’s strategic orienta-
tion and its contextual conditions. This orientation formulation has replaced conventional
controls as a major instrument for creating a balance between MNC headquarters and its
foreign subsidiaries, including IJ'Vs. Second, a hybrid strategy (Analyzer) can facilitate the
accomplishment of both internalization and internationalization advantages for IJVs in an
emerging market. The evidence presented in this study suggests that a strategy between
proactive and defensive orientations spurs efficiency and market expansion.

Third, foreign investors need to assess the individual dimensions of the local environ-
ment, because various attributes such as complexity, dynamism, and hostility influence 1IJV
strategy and performance heterogencously. The configuration of 1IJ'V strategy with a local
environment is a complicated matrix rather than a one-dimensional linkage. The lessons
from China demonstrate that the diversity and criticality of environmental sectors are much
more conducive to IJV performance than variability and predictability. Since environmen-
tal dimensions can be industry-specific and region-specific, international executives should
identify correctly the nature of the environment based upon the particular dynamics of the
selected industrial and geographical market. This in turn will help them improve strategy
formulation, resource dispersal, and output control.

Despite some contributions to the literature and practice, this research has several limi-
tations that should be addressed in future. First, the sample 1JVs studied here may not be
fully representative of all IJVs in China. In order to truly appreciate the robustness and
generalizability of our empirical results, future work should use a larger sample or more
representative firms. Although this study is cross-sectional, its representativeness for all
industries is limited. It would be interesting to test if the strategy-environment alignment
differs across industries. Second, the lessons drawn from China could possibly be extended
to other emerging economies, but this remains to be verified.

Third, an IJV’s motives need to be captured in the empirical model because they may
influence strategic orientation. Similarly, a local partner’s objectives for joining an 1JV, as
well as its technological, operational, and organizational skills, must be controlled for when
examining the strategy-environment-performance relationships. The degree of congruence
in motivations for IJV formation and the degree of complementarity in rent-generating skills
between foreign and local partners are areas worthy of investigation because they are likely
to either independently impact 1IJV performance or moderate the relationship between IV
strategy and performance.
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Fourth, future research should investigate the possible moderating effects of equity
distribution between partners. It can influence bargaining power and IJ'V control on each
side, thus affecting strategy formulation and implementation. Fifth, as China and other
emerging economies are highly dynamic, more valuable insights can be gained from
additional studies that trace IJ'V strategy-environment configurations and performance im-
plications over time. Taking this study as a point of departure, future research should be
devoted to longitudinal comparisons on this issue. Lastly, this study employed an indirect
approach in measuring the performance implications of the strategy-environment configu-
ration for IJVs. That is, we first sought to identify which strategy best fits the environment,
and then examined the effect of this strategy on performance. Future research may instead
directly diagnose the influence of the degree of fit between strategy and environment on
1JV performance.
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Notes

1. This study focuses on Prospector, Analyzer, and Defender orientations. The fourth type of strategy in Miles
and Snow’s (1978) typology, namely Reactor, is not considered in this article because it does not fit with the
strategic role of international joint ventures in an emerging market such as in China.

2. We thank an anonymous reviewer for suggesting this insight.

3. The resource-dependence perspective maintains that in a complex and dynamic environment, an ITV’s ability to
reduce its dependence on local settings and increase its bargaining power over the host government relies on the
distinctiveness of its invested competence (Pfeffer and Salancik, 1978). MNCs often contribute organizational
skills, international distribution channels, and technological skills to Analyzer ITVs as distinctive competencies.

4. The “organizational effect” may arise against the “societal effect” (Mueller, 1994). This could be true through
technological and organizational skill diffusion. As argued by both strategic management theorists and in the
‘internalizational theory’ school, an MNC is a relatively effective mechanism for transferring knowledge via
1JVs across borders (Bartlett and Ghoshal, 1989). However, this effect is likely to be deterred when 1JVs
operate in a hostile, complex, and dynamic environment because contextual and structural impediments hinder
dissemination of information (Sorge, 1991).

5. The characteristics of an Analyzer orientation may not differ significantly between developing and developed
countries although this strategy was initially defined based on the context of developed countries. Foreign ven-
tures in a developing country may find that environmental contingencies and the market orientation associated
with this strategic orientation do vary, however. The market domain for ventures with an Analyzer orientation
extends from a single, home market to multiple choices (host, home, or international), which in turn provides
greater operational flexibility (Kogut, 1988).

6. It is important to note that Miles and Snow’s (1978) typology is intended for strategic business units (SBU).
Thus, it is necessary to ensure that the sample 1JVs are overseas SBUs established by MNC parents. This step
is especially imperative in China given that some 1JVs are formed by other SBUs in China or beyond.

7. We checked the returned questionnaires and found that most respondents gave high scores to one strategic
orientation and moderate or low scores to items for the other two strategic orientations.

8. The performance measures this study used may not be appropriate for very young IIVs in China. For instance,
return on sales or assets and competitive position in the market may not be very realistic measures of the
performance of newly formed IJVs, as it often takes time to sufficiently reflect operational results (e.g., 1-2
years lately, according to the Bulletin of MOFTEC, Issue 1, 1998). The sample LIVs had on average of 5.5
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years (0.96 standard deviation) of operations; all have operated longer than 2 years. It is hence appropriate
to measure their performance using these financial and market measures. We acknowledge an anonymous
reviewer’s suggestion for this clarification.
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