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Abstract Plenty of researchers have explored the relationship between parent firm control
and international joint venture (IJV) performance. However, the conclusions of these
researchers are inconsistent. Some studies suggest that total control from foreign parent
firms produces better outcomes, while other studies consider that shared control or split
control structures result in higher IJV performance. All of these studies argue that a parent
firm’s control over an IJV would influence the performance of the IJV. This paper contrib-
utes to these debates by exploring the control gap, that is, the difference between desired
control and exercised control of a parent firm. Evidence from 80 IJVs in Taiwan indicates
that control gaps in the areas of manufacturing, financial, and human resource management
have negative impacts on 1JV performance. Empirical results also show that the level of a
parent firm’s resource contribution to an IJV positively influences the parent firm’s desired
control. The extent of a parent firm’s learning intent in marketing and R&D management is
also positively linked with the degree of control desired by the parent firm. These findings
provide important implications for the study of control structure in IJV management.

Keywords Resource contribution - Learning intent - Control gap - IJV performance

Many firms have focused their global strategies on international joint ventures (IJVs) to
enter emerging markets, acquire advanced technology, share risks, and obtain comple-
mentary resources (Fey & Beamish, 2000; Geringer & Hebert, 1989; Glaister, Husan,
& Buckley, 2003; Inkpen & Beamish, 1997). IJVs are an effective means of
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competing within multi-domestic or global competitive arenas (Harrigan, 1988). An
IJV normally involves two or more parent companies at least one of which is
headquartered outside of the 1JV host country (Harrigan, 1988). Previous research
on 1JVs and multinational enterprises has focused on control, especially the relation-
ship between control and performance (Geringer & Hebert, 1989; Mjoen & Tallman,
1997; Osland & Cavusgil, 1996; Yan & Gray, 1994).

Control refers to the amount of decision-making power one partner may exercise over
an [JV’s daily operations (Choi & Beamish, 2004; Yan & Gray, 2001a). Steensma and
Lyles (2000) referred to a control structure as the relative decision-making pattern
through which the partners divide power among the parent companies to run a joint
venture (JV). Researchers have reached highly inconsistent conclusions on the
relationship between control and the performance of 1JVs. For instance, according
to Hill (1988) and Kogut (1988), dominant control and performance in 1JVs are not
significantly related to each other. Ding (1997) found that the dominant control of a
foreign partner can enhance the performance of US-China JVs, and Beamish (1985)
found that shared control is preferable to dominant control by a foreign partner in
IJVs in less developed countries. While adopting an organizational justice-based
view, some researchers (Barden, Steensma, & Lyles, 2005; Steensma & Lyles,
2000) claim that because shared management can foster mutual respect among 1JV
partners, shared control can enhance the performance of an 1JV. Choi and Beamish
(2004) proposed splitting control according to functional expertise. They found that
the split control structure performs better than any other approach. This finding
suggests that parent companies should choose the activities to control such that those
chosen activities can be matched with their respective firm-specific advantages.

A parent firm must control 1JV activities for two reasons. First, an IJV can be
regarded as a mixed game in which the partners concurrently cooperate and compete
with each other (Gulati & Singh, 1998; Khanna, Gulati, & Nohria, 1998; Oxley &
Sampson, 2004; Yan & Gray, 2001a). Opportunistic behavior should be a priority
concern for a parent firm controlling the specific operational activities of an 1JV.
According to transaction cost theory, the risk of opportunistic behavior by an IJV
partner leads to rent appropriation or a risk of unintended knowledge leakage if
multinational corporations (MNCs) bring their valuable resources into an IJV (Choi
& Beamish, 2004; Gulati & Singh, 1998; Zeng & Chen, 2003; Zhang & Rajagopalan,
2002). The ability to prevent IJV partners from engaging in opportunistic behavior
depends on the parent company’s ability to maintain its specific advantages. Inkpen
and Beamish (1997) suggested that knowledge of the local environment is essential to
local parent firms. By contributing and controlling local knowledge, parent firms can
place local partners in a vulnerable position that may cause them to increase their
dependency on foreign partners. Additionally, because a parent firm can learn from
1JV partners, the firms may form an IJV (Gulati & Singh, 1998; Oxley & Sampson,
2004). Lyles and Salk (1996) indicated that, compared with alternative management
structures, two-partner JVs exhibit the highest level of knowledge acquisition from
foreign partners. Thus, MNCs can acquire core skills or capabilities from their
partners by becoming involved in the management process (Tsang, 2000).

Previous scholars have paid considerable attention to exactly how resource con-
tribution and IJV control are related. Blodgett (1991) proposed that a certain combi-
nation of resources affects the amount of equity that the parent firm owns. According
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to Yan and Child (2004a), a party’s ability to control resources that are vital to
organizational success gives this party power over the IJV because the ability of an
investor to influence some or all IJV activities depends on the investor’s ability to
provide better resources than his or her partners. While using a sample of IJVs in
China, Chen, Park, and Newburry (2009) found that property-based contributions are
linked to output control and process control, whereas knowledge-based contributions
are related to process control and social control. The fact that resource contribution
affects control is well known. However, exactly how resource contribution affects
desired control has seldom been studied. We believe that the specific resource contri-
butions by a parent firm explain the parent firm’s desire to control a specific area.

Most studies treat learning and anti-opportunism (i.e., core knowledge protection)
as independent motivations for MNCs entering 1JVs (Makhija & Ganesh, 1997,
Hamel, 1991; Tsang, 2002; Yan & Gray, 2001a). However, learning and anti-
opportunism always coexist (Inkpen, 2000). These two motivations are critical to
the control structure through which MNCs dominate the daily operational decision
making of the IJV. Therefore, the desire for control increases if a parent company has
a strong learning intention or wants to prevent its partners from leaking specific
knowledge. The unclear relationship between control and performance leads to the
question of whether actual control is greater or less than a parent company desires.
We posit that this empirical inconsistency is partially due to a control gap between the
expectations and actual circumstances of a parent firm. A control gap refers to the
difference between the degree of control that an IJV partner desires to exercise and
the degree of control that an IJV partner actually achieves. Some studies have stressed
the importance of differentiating between “desired” and “exercised” control (or
between what one wants and what one can actually achieve) in [JVs (Yan & Gray,
2001a, b). Chen et al. (2009) suggested that the intent of control does not necessarily
manifest itself as an actual influence over 1IJV activities. Chen et al. (2009) also
indicated that the actual exercise of control may depend on a parent firm’s need for
control. Rather than being determined by the unilateral intentions of an individual
partner, control is a consequence of interpartner bargaining (Yan & Gray, 2001a),
foreign direct investment (FDI) legitimacy, local market competition (Li, Zhou, &
Zajac, 2009), and other factors. This control gap phenomenon has seldom been
addressed. This study demonstrates that parent firms facing different degrees of
control gap execute different strategic behaviors, which ultimately influence the
performance of an IJV. A control gap may lead to control conflict, which makes it
difficult for the partners to manage the IJV (Choi & Beamish, 2004; Geringer &
Hebert, 1989; Zhang & Rajagopalan, 2002) and may cause a higher incidence of
instability and failure (Das & Teng, 2000a; Park & Russo, 1996; Steensma & Lyles,
2000; Zhang & Rajagopalan, 2002). Thus, larger control gaps may degrade 1JV
performance and cause dissatisfaction for a parent firm. This study closely examines
how control gaps and IJV performance are related. As mentioned previously, this
topic has been seldom addressed in the literature.

This paper is organized as follows. First, this study reviews the pertinent literature
and describes the conceptual framework of the IJV control gap. Next, this study provides
theoretical support for the three hypotheses, introduces the research methods, and
summarizes the empirical results. Conclusions are drawn and implications for managers
and for future research are presented in the final section.
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Conceptual framework and hypotheses

Many firms focus on 1JVs in their global strategies. Firms entering JV agreements strive
to create products and services, enter new markets, or pursue both options (Beamish &
Lupton, 2009). The strategic motivations for forming JVs also include the following:
sharing risks, overcoming impediments such as host-country requirements, collabo-
rating with rivals to manage competition, and integrating resources to obtain a market
advantage (Makhija & Ganesh, 1997).

Previous studies have also contended that because alliances provide a platform for
organizational learning, they give firms access to the knowledge of their partners
(Kogut, 1988). In addition to learning by observing alliance activities and outcomes,
firms can learn from their partners through the shared execution of alliance tasks and
through mutual interdependence and problem solving (Inkpen, 2000). Because they
often bring in technology and management know-how, foreign parent firms are a vital
source of useful knowledge in developing countries, whereas a local parent firm with
a learning-oriented cooperative strategy usually possesses clear learning intent. Part-
ners must become actively involved in related organizational management procedures
in which the knowledge is embedded to learn knowledge (Makhija & Ganesh, 1997).
However, parent firms with less control over the IJV may lack the opportunity to
become involved in the practical management of the IJV to access the target knowl-
edge. This perspective can explain why a parent firm may have a desired control area
that is not aligned with its real control area. Greater strategic knowledge and an
increased contribution of resources normally imply that the partners desire great
control over the 1JV. Furthermore, Child and Faulkner (1998) indicated that parent
firms should exercise control selectively over the activities and decisions that the
parent firm regards as critical. IJV owners may concentrate on providing certain
resources and controlling major decision areas and related activities, whereas parent
firms seek to exercise more control over the strategic management of the IJV (Glaister
et al., 2003).

Control gap framework of 1JV control

1JV control is defined as the influence exercised by a partner over the operations of
the IJV (Geringer & Hebert, 1989). Geringer and Hebert (1989) proposed that there
are three dimensions of IJV control: the focus of control (i.c., the scope of the
activities over which the parents exercise control); the extent or degree of control
that the parents achieve; and the mechanisms that the parents use to exercise control.
This study explores the first two dimensions of control. Prior studies of control have
extended the concept from wholly owned international subsidiaries to the context of
1JVs and have adopted a strategic perspective focusing on the relationship between
the international strategy of the MNC, the strategy of the other partner, and 1JV
control (Yan & Gray, 2001a). Control refers to a conduit through which the specific
advantages of a parent company are transferred to a venture. The allocation of
management control can be influenced by the contribution of resources (Lecraw,
1984; Yan & Gray, 1994, 2001a). The inability of parent firms to hold all of the
resources necessary to render the IJV successful leads to resource contribution
asymmetry among the partners. Transaction cost theory suggests that a firm with
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more specific advantages tends to exercise greater control over an overseas subsidiary
to prevent its firm-specific advantages from unintentionally spilling over to a local
partner (Williamson, 1985). A partner must control some 1JV activities to prevent
unintended core knowledge leakage or to appropriate rent (Inkpen & Beamish, 1997;
Tsang, 1999; Yan & Gray, 2001a; Zhang & Rajagopalan, 2002). Choi and Beamish
(2004) suggested that MNCs can partition management control according to resource
contributions. In split control, partners take responsibility for managing those func-
tions in which they excel, whereas in shared control, both partners mutually share
responsibility for all functions (Choi & Beamish, 2004). For instance, an 1JV partner
with marketing expertise should exert control over the 1JV’s marketing-related
activities. Therefore, an MNC’s desire to control a specific function could be posi-
tively related to its resource contributions toward the specific function.

Based on a survey of 178 foreign companies operating in China, Luo (1999)
suggested that compared with Western firms, Asian MNCs are inferior in technolog-
ical and organizational competencies but superior in host country-specific knowl-
edge, such as marketing tactics and environmental familiarity. Despite these
differences, knowledge in all four dimensions is found to enhance financial returns
and overall performance in China no matter where knowledge comes from. Thus,
parent firms tend to acquire useful knowledge from their oversea ventures to enhance
their own performance. Luo, Shenkar, and Nyaw (2001) suggested that US partners
prefer to have more dominant overall control of Chinese JVs than Chinese partners
do, whereas Chinese partners prefer to have specific control over functional areas
because they are more interested in technology transfer than in overall control.
Simonin (2004) defined learning intent as an organization’s desire and will to learn
from its partner or from a collaborative environment. According to Yan and Luo
(2001), knowledge transfer between JV partners is closely related to each partner’s
desire for such knowledge. A partner occasionally wishes to access the other partner’s
knowledge that is brought to the IJV through management participation (Inkpen &
Beamish, 1997; Luo et al., 2001; Tsang, 1999). As a consequence, learning intention
positively impacts an MNC’s desire for control.

Rather than being independent of each other, learning and core knowledge pro-
tection always coexist as strategic issues if MNCs form 1JVs (Kale, Singh, &
Perlmutter, 2000). Both issues must be addressed if an MNC wants to learn from
its IJV partner while preventing its own core knowledge from unintentionally leaking
to the partner. MNCs can learn from their partners and protect their core knowledge
by exerting management control. Therefore, an MNC and its local partners may
desire to control the same operational activity of the IJV. If a JV partner exerts a
greater degree of control over an 1JV, the JV partner is more capable of achieving its
own strategic objectives for the IJV at the expense of the other partners’ objectives
(Yan & Gray, 2001a). However, if one partner achieves more management control,
the interests of the other partners have likely been sacrificed. A control gap emerges if
an MNC'’s actual control over a specific operational activity is lower than its desired
control. In this situation, MNCs may strive for more control power because they feel
unsatisfied. This control gap may lead to a management control conflict among the
parent companies, which, in turn, may damage the cooperative atmosphere and lead
to further mistrust among the partners (Barden et al., 2005; Kale et al., 2000; Zeng &
Chen, 2003). Although a parent firm with high control can reduce the possibility of
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knowledge leaks and allow an IJV to be integrated into the firm’s overall strategy, the
exercise of IJV control is not without drawbacks. Control often implies a commitment
from a parent firm in terms of both responsibility and resources, and may lead to
increased overhead costs (Anderson & Gatignon, 1986). Geringer and Hebert (1989)
noted that the exercise of extensive control over an IJV’s activities and decisions can
generate significant coordination costs and limit the efficiency of an alliance. This is
especially true for control efforts oriented toward activities and decisions that MNCs
perceived to have little importance for either performance improvements or strategic
goals achievements. In this scenario, the parent firm may desire less level of control
than its exercised level of control. If a parent firm’s actual control level in an IJV
differs from its desired level, the parent firm may be not willing to contribute critical
skills and assets (e.g., technology and management practices) (Mjoen & Tallman,
1997). This unwillingness negatively impacts the 1JV’s competitive position and
performance.

Figure 1 illustrates the conceptual framework of the control gap and IJV
performance.

Resource contribution and parent firm’s desired level of control

Resource complementarity and learning are two critical factors that motivate MNCs
to form JVs (Choi & Beamish, 2004; Das & Teng, 2000b; Park & Russo, 1996;
Tsang, 2000). The application of the resource-based and resource dependency views
to parent firms’ control provide insights into how resources can improve a firm’s
strategy and behavior through their ability to influence subsidiary control decisions.
Thus, as a central component of the parent—subsidiary relationship, resource contri-
bution seems to be an appropriate focus for exploring the control of parent firms
(Chen et al., 2009). Many resource contributions made by parent firms can be
classified as either capital or noncapital resources or differentiated into various
functional resources, including human, financial, technological, managerial, or mar-
keting resources. Notably, there is asymmetry in the resource contributions among
partners if each parent firm brings its own specific resources to the 1JV. This resource
asymmetry can trigger two appropriation concerns regarding the opportunistic behav-
iors of partners (Gulati & Singh, 1998; Luo et al., 2001; Yan & Gray, 2001a; Zhang &
Rajagopalan, 2002). The first concern, rent appropriation, relates to an MNC'’s ability
to capture a fair share of the rents from the IJV (Barden et al., 2005; Gulati & Singh,
1998; Zhang & Rajagopalan, 2002). Accordingly, a JV partner may only obtain a fair
share of the rents from the 1JV if it can effectively control the IJV (Zhang &
Rajagopalan, 2002). Knowledge leakage is the second appropriation concern. Control
can be an effective means of protecting specific assets and reducing uncertainty if
there are frequent interactions among different organizations. In the parent-1JV
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Figure 1 1JV control and performance: Control gap framework
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relationship, parent firms exercise control to protect their investments and prevent
opportunistic behaviors (Hamel, 1991), whereas MNCs seek to prevent the leakage of
valuable knowledge or core technologies (Larsson, Bengtsson, Henriksson, &
Sparks, 1998; Tsang, 1999). Das and Teng (1998) referred to this concern regarding
leakage as a relational risk. Recent empirical studies suggest that an MNC may
choose an appropriate mode of governance to balance the competing interests of
joint value creation and knowledge leakage (Gulati & Singh, 1998; Kale et al., 2000;
Khanna et al., 1998; Zeng & Chen, 2003). Nevertheless, many studies suggest that
the control that a parent company exerts over some or all of an IJV’s activities helps
to protect the parent firm from the risk of prematurely exposing its technological or
other proprietary assets to its other partners (Geringer & Hebert, 1989; Groot &
Merchant, 2000; Yan & Child, 2004b; Yan & Gray, 2001a). Similarly, local partners
may have incentives to pursue opportunism by exploiting the proprietary technology
of their foreign partners (Beamish & Banks, 1987; Kogut, 1988), especially in a
country with weak protection of intellectual property rights (Oxley, 1997). Some
studies suggest that the threat of an initially weaker IJV partner obtaining a
competitive advantage through a superior ability to learn from collaboration
also increases the need to control activities and information flows in the 1JV
(Hamel, 1991; Makhija & Ganesh, 1997). Moreover, the frequent interactions and
involvement typically found in an IJV can make it easy to absorb and misap-
propriate the firm-specific advantages of the MNC (Beamish & Banks, 1987;
Geringer & Hebert, 1989; Park, 2010; Woodcock, Beamish, & Makino, 1994). This
perspective, with its emphasis on the importance of control and reductions in the risk
of appropriation (Beamish & Banks, 1987), suggests that the parent firm needs a high
level of control over the specific critical resources contributed by the parent firm to
the JV.

Therefore, controlling the IJV is increasingly important if a parent firm transfers
critical strategic resources to the venture. The specific resources contributed by the
parent firm increase its expectation of control over particular functional activities of
the venture. In other words, a parent firm that contributes a significant amount of
manufacturing resources and knowledge expects a high level of control and influence
within the field of operations (Barden et al., 2005). As a consequence, an IJV partner
that contributes more specific knowledge tends to exercise more control over the IJV
(Choi & Beamish, 2004; Mjoen & Tallman, 1997; Yan & Child, 2004b). Because a
parent firm that contributes its critical strategic resources to a JV intends to have
control, we hypothesize the following:

Hypothesis 1 A parent firm’s resource contribution of a specific function is posi-
tively related to the level of the firm’s desired control over that specific function.

Learning intent and parent firm’s desired level of control

According to the resource-based view, a firm is a bundle of many resources whose
attributes significantly affect the firm’s competitive advantage (Barney, 1991;
Wernerfelt, 1984). Successful business operations often require multiple resources
to obtain a competitive advantage. 1JVs are allegedly formed to achieve superior
resource combinations that single firms cannot achieve independently (Das & Teng,
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2000b). The growth of global competition has underlined the importance of acquiring
and internalizing crucial skills in a timely manner to strengthen a firm’s competency.
1JVs make it possible to acquire rapidly the unique competencies of other firms
(Hamel, 1991; Kogut, 1988). Researchers note that IJVs are an effective vehicle for
coping with the competition and rapid technological changes that characterize the
intensely competitive international environment (Makhija & Ganesh, 1997) because
the skills and knowledge underlying global competitiveness are often embedded in
different international contexts, as are the institutional and cultural aspects that are not
easily transferred without a participative settling such as an [JV (Makhija & Ganesh,
1997). For firms seeking to enter foreign markets, not all potential foreign market
entrants possess sufficient knowledge of local market conditions to earn acceptable
returns on their resources or can develop such knowledge in a timely and cost
effective manner (Madhok, 1997). Collaborating with local partners allows a foreign
firm entering a foreign market to compensate for these limitations in its knowledge
base (Luo, 2001).

Learning intent refers to the level of a parent firm’s desire and will to learn from its
partners. The strategic motives of MNCs largely determine their control focus (Yan &
Luo, 2001). Learning intent could have either existed before the 1JV was formed
(Gulati & Singh, 1998; Oxley & Sampson, 2004) or emerged from the process of
cooperation (Tsang, 1999). MNCs may form JVs because they hope to either remedy
a resource deficiency or take advantage of an opportunity that they fail to realize on
their own. Inkpen (2008) contended that a JV creates valuable and exploitable
learning opportunities. As foreign parent firms normally bring in technology and
management know-how, they serve as vital sources of useful knowledge in develop-
ing countries. A local parent firm that has adopted a learning-oriented, cooperative
strategy usually possesses a clear learning intent. According to previous studies, the
outcomes of many Japan—West alliances adversely impacted the Western firms while
benefitting the Japanese partners, partially because of the Japanese partners’ clear
intent to acquire specific knowledge from the Western firms (Teramoto, Richter, &
Iwasaki, 1993). While discussing learning-intent JVs, Makhija and Ganesh (1997)
argued that a knowledge transfer requires the partners to participate actively in the
relevant organizational processes in which the knowledge is embedded. Tsang (2002)
identified overseeing effort and management involvement as effective ways to ac-
quire knowledge from a JV. His finding indicates that firms improve their knowledge
acquisition skills through learning-by-doing. That is, parent firms must become
involved in the practical management of the IJV to access the target knowledge that
the parent firm is lacking.

Makhija and Ganesh (1997) asserted that control processes are a primary means
through which learning occurs within a JV. For those 1JVs in which the JV and the
foreign parent firm may not be in close geographical proximity to each other, the
managers within the parent firm are responsible for communicating with the JV and
monitoring its performance. Otherwise, the JV normally entails submitting regular
reports to the parent firm on routine issues related to financial matters, production,
personnel, and local market situations. The extent to which the parent managers
understand the venture operations largely determines the degree of knowledge learn-
ing. Lyles and Salk (1996) supported the notion that expatriate managers represent an
effective medium for knowledge acquisition, as a parent firm can access its partner’s
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knowledge by actively participating in IJV managerial activities (Inkpen &
Beamish, 1997; Tsang, 2002). This argument suggests that compared with alter-
native management structures, two-partner JVs have the highest level of knowl-
edge acquisition from the foreign partners. If a parent firm attempts to exercise
a significant amount of control over an IJV’s specific functional areas, the
parent firm likely seeks to acquire knowledge or technologies from the foreign
partner (Luo et al., 2001). In other words, by forming an 1JV, parent firms create the
opportunity to acquire knowledge from their partners. However, the strength of a
parent firm’s control over an 1IJV influences the possibility and the degree of knowl-
edge acquisition. In sum, parent firms that intend to learn a great deal from their
partners should strongly prioritize control over the 1JV. Thus, we hypothesize the
following:

Hypothesis 2 A parent firm’s learning intent regarding a specific function is positively
related to the level of the firm’s desired control over that specific function.

Control gap and 1JV performance

This paper focuses on the gap between the parent firm’s desire for control and the
actual exercise of control. One of the many factors affecting the parent firm’s ability
to obtain a desired level of control over the IJV is the local government (Yan & Gray,
2001a), which plays a particularly significant role for the [JVs in developing and
transitional economies. Meschi (2009) analyzed the relationship between the corrup-
tion of local governments and the changes in the equity stakes of foreign partners in
1JVs. His findings show that local government corruption is significantly related to
the likelihood that the foreign partners will terminate the IJV. Kilduff (1992) con-
tended that despite their desire for more control, parent firms find it difficult to
implement their own operating routines in 1JVs because the parent firms’ systems
may be deeply rooted in certain cultural assumptions and values that are not neces-
sarily shared by the 1JV or other firms. Meanwhile, not all IJV parent firms consider
the partnership equally important to their overall strategic portfolios. In addition, a
parent firm likely utilizes its control if it views an IJV as strategically important
(Bartlett & Ghoshal, 1986). Thus, the firms that view the 1JV as less strategically
important have less desire for control. In the parent firm—IJV relationship, a parent
firm’s need for control tends to increase with the strategic importance of the 1JV
(Martinez & Ricks, 1989), and a parent firm participating in an IJV intends to achieve
specific goals. Thus, the IJV has a certain degree of importance for the parent firm. If
an IJV is viewed as an important part of the parent firm’s competitive strategy or is a
major profit contributor, the parent firm is likely to increase its management control in
venture activities and to send more expatriates to the venture to ensure its success.
Although the 1JVs that are peripheral to the parent firm’s strategy often receive less
attention, a parent firm commits more resources and attention to the IJVs that are
strategically important (Cullen, Johnson, & Sakano, 1995). Therefore, if the parent
firm considers the IJV to be less important, the firm exhibits less need for control.
However, the difference between desired and exercised control (i.e., the difference
between what one wants and what one actually achieves) must be noted (Yan & Gray,
2001b). Yan and Gray (2001a) suggested that if an IJV is strategically important to a
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partner, this partner more heavily depends on the other(s) and can achieve less
management control. Therefore, a greater degree of strategic importance may cause
the partner to exhibit less control over the venture than a partner desired.

A positive control gap exists if the actual level of control exceeds the desired level
of control. Proposing an attention-based theory of the firm, Ocasio (1997) asserted
that a firm’s behavior is the result of how the firm channels and distributes the
attention and focus of its decision makers. What managers actually decide depends
on the issues upon which they focus their attention. In turn, the focus of their attention
depends on the particular context in which they find themselves and on how the
firm’s rules, resources, and social relationships distribute the issues and the decision
makers among the specific activities. For example, if a parent firm follows an output-
oriented strategy, this strategic orientation will serve as a main guideline for chan-
neling managerial attention. In other words, the strategic importance of the output or
the outcome of an IJV in general naturally becomes a key determinant of managerial
attention. Thus, the greater the strategic importance of an 1JV, the more resources and
attention the parent will commit to it (Cullen et al., 1995; Tsang, 2002). It is already
widely acknowledged that subsidiaries evolve over time. Head-office assignments,
subsidiary choices, and local environment determinism are the three mechanisms that
interact to determine the subsidiary’s role. Consequently, the subsidiary’s role impacts
not only the decisions made by the head office managers and the subsidiary managers
but also the standing of the subsidiary in the local environment (Birkinshaw & Hood,
1998). For instance, a decrease in the host government’s support or in the strategic
importance of the host country is likely to have a significant and negative impact on
the importance of the IJV. If an 1JV is less important to a parent firm, the parent firm is
likely to withdraw its resources from the 1JV and thus allow the partner to gradually
assume responsibility for and control of the IJV. In this scenario, the control level
desired by the parent firm is less than its actual control level, and a positive control
gap exists. As a result, the parent firm will likely increasingly reduce the input of its
resources into the 1JV and reallocate its resources to other areas. In a survey of 126
1JVs in Korea, Park (2010) found that the support of foreign parents in various
managerial functions will considerably increase the extent of knowledge acquisition
for the IJVs. The acquisition of this external knowledge leads to an improvement in
organizational routines and ultimately results in performance enhancement (Park,
2010). Conversely, if the parent firm fails to invest its efforts into the 1JV operations,
the IJV may exhibit an inferior performance.

A negative control gap exists if the desired control level exceeds the level of actual
control, and the parent firm often faces conflicts due to irreconcilable desires in a
cooperative relationship. Consequently, procedural conflict is inherently linked to the
issues surrounding the distribution of control and responsibility in a cooperative
relationship (Barden et al., 2005). Conflicts over task coordination, procedural
fairness, and outcome distribution are often associated with negative emotions and
time-consuming discourse, which subsequently creates a drag on firm performance
(Barden et al., 2005). A situation in which a JV partner’s control over the IJV
increases the coordination cost reduces the 1JV’s effectiveness (Pearce, 1997). Fur-
thermore, control-related conflicts among partners likely give rise to distrust and
tension while significantly and negatively impacting the 1JV’s performance (Ding,
1997). Geringer and Hebert (1989) suggested that coordination and conflict among
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partners as well as unintended disclosures of knowledge could increase the
transaction costs associated with opportunistic behavior. This increased cost
can subsequently limit the potential gain from the 1JV. Consequently, we hypothesize
the following:

Hypothesis 3 A parent firm’s control gap (i.e., the difference between desired control
and exercised control) is negatively related to the performance of the IJV.

Methodology
Sample and data collection

The data for this study were collected through a questionnaire survey of IJV executives
from JV parent firms. The executives were expatriates from various countries. Because
expatriates in MNCs usually communicate easily in English (Chang & Taylor, 1999),
the questionnaire was designed in English. Nonetheless, a translation was prepared by
two bilingual scholars to verify the correctness of the questions in the English
questionnaire. As a result of the review, the authors and a bilingual scholar identified
and corrected a few inconsistencies. The population consisted of firms that had
established JVs in Taiwan because Taiwan is one of the fastest growing emerging
economies in Asia. Taiwanese [JVs formed by MNCs were used to test this frame-
work. The samples were mainly based on D&B Foreign Enterprises in Taiwan, which
was published by Dun and Bradstreet International Ltd. The ownership of the IJV
partners had to fall in the range between 20% and 80% of total equity, as the 1JVs
with equity shares outside of this range are typically treated as wholly owned
subsidiaries (Burton & Saelens, 1982; Choi & Beamish, 2004). Because 39 of the
688 potential targets could not be considered as IJVs based on the above criteria,
these firms were deleted from the target list.

The data collection process was divided into two stages. During the first
stage, initial contact with each IJV was made via fax or telephone. Actual
contact was made with only 553 IJVs because of incorrect telephone numbers,
wrong addresses, or the dissolution of the IJV. Of the 553 1JVs, 254 agreed to
participate in the survey (a participation rate of 45.93%). During the second
stage, 254 questionnaires were sent to these 1JVs, but only 87 were returned
after a six-month period that included follow-up contact by telephone. Of the
87, only 80 questionnaires were usable. The response rate was 31.50%. Among
the respondents, 43 were from Northeast Asia (e.g., Japan and Korea), 13 were
from Europe and North America, 19 were from Southeast Asia, and the
remaining five were from Australia and New Zealand.

The representativeness of the samples collected was checked using a set of #-tests.
Eighty non-responding IJVs were randomly selected and compared with the respond-
ing 1JVs. The authors then examined the ownership structure (i.e., the percentage of
equity owned by foreign partners), the size of the investment (i.e., the total capital
investment) and the years of establishment (i.e., the number of years in Taiwan).
Because the #-test results were all insignificant, we concluded that there was no
significant non-response bias in our sample.
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Owing to our reliance on self-reported data, this study examined whether common
method variance was a likely threat that could inflate the results of the hypotheses
testing. First, common method variance was tested using Harman’s single-factor test,
as proposed by Podsakoff, MacKenzie, Lee, and Podsakoff (2003). All of the
questionnaire items were entered together into a factor analysis. Because no single
factor emerged and the first factor did not account for a majority of the variance,
Harman’s single-factor test indicated that common method variance is insignificant
(Hair, Anderson, Tatham, & Black, 1998). Next, Harman’s single-factor test in CFA
was conducted. The results of the analysis indicated that a single-factor model did not
fit the data well (x2 = 4644, x2/df = 4.3, IFI = .287, CFI = .280, RMSEA = .208).
Additionally, the chi-square difference test also revealed that the single-factor model
and the five-factor model significantly differed from each other (Ax = 678.5,
Adf = 10, p <.000). Thus, the above tests indicated that common method bias did
not seriously distort the analytical results.

Variables and measurements

Appendix 1 presents the questionnaire items associated with the four constructs of the
theoretical model.

Resource contribution The 15 items used to measure this construct reflect five types of
resource contributions related to business functions: manufacturing, marketing, finance,
R&D, and human resource management (HRM). The three items used to measure
manufacturing contribution included knowledge of production management, quality
assurance, and factory layouts. The four items used to assess marketing contribution
included knowledge of pricing setting, sales channels, promotional activities, and product
selling, whereas the three items used to measure finance contribution included general
financing, medium-term financing, and financial planning capabilities. The two items
used to measure R&D contribution were R&D capabilities for new products and pro-
duction. Finally, the three items used to determine HRM contribution were human
resource planning, top management personnel, and mid-management personnel. The
respondents were asked to assess the relative source contributions of the subsidiary
resources and their capabilities using a seven-point Likert scale. The subscales of resource
contributions were constructed based on the average score of the degree of resource
contributions in each functional area. The Cronbach’s alpha for this construct was .93.

Learning intent As Tsang (2002) mentioned, the intent to learn refers to a firm’s
determination or commitment to learn certain skills from the other partners of a strategic
alliance or an 1JV. This construct was measured based on a seven-point Likert scale. The
Cronbach’s alpha for this construct was .89.

Control gap This term is defined as the difference between desired control and
exercised control. Previous studies indicate that a partner controls an IJV with the
following five functions: manufacturing decisions, marketing decisions, financial
decisions, R&D decisions, and HRM decisions (Choi & Beamish, 2004; Steensma
& Lyles, 2000; Tsang, 1999). Accordingly, 12 items were used to measure this
construct. The three items used to measure manufacturing control included decisions
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regarding production management, quality control, and factory layouts. The three
items used to determine marketing control included decisions on pricing setting, sales
channels, and product promotion. The three items used to assess financial resource
control were general financing, long- and medium-term financing, and financial
planning. The two items used to determine R&D control were decision making
regarding new products and production. The one item used to measure HRM control
was human resource planning. The respondents were asked to identify the desired
degree of control by indicating how important the above mentioned issues were on a
seven-point Likert scale (1 = very unimportant, 7 = very important). The respondents
were also asked to identify the degree of control exercised by their partner over the
above mentioned functions using a seven-point Likert scale (1 =no control at all, 7 =
complete control). By drawing on the measure employed by Barden et al. (2005), the
control gap is expressed as follows:

CG =) |CD; — CE;|

where CG denotes the degree of the control gap experienced by the parent
firm; CD; represents the parent firm’s desired level of control over the ith manage-
ment activity (e.g., manufacturing, marketing, finance, R&D, and HRM); and CE;
refers to the level of control exerted by the parent firm over the ith management
activity. The Cronbach’s alpha of the difference was .95. A logarithmic transforma-
tion was performed to normalize the distribution (Barden et al., 2005).

LIV performance Although profitability and stock market returns are common
financial indicators of performance, they are less frequently used in scholarly
research for the following reasons: (1) they are often unavailable in public
databases, especially in the case of 1JVs; (2) JVs usually do not issue or trade
stocks on the market; and (3) financial measures are occasionally inapplicable
given the objectives of a JV (Beamish & Lupton, 2009). Geringer and Hebert
(1991) indicated that there is a high correlation between the subjective and objective
measurements of an IJV’s performance. The term “IJV performance” refers herein to
the degree of perceived satisfaction in the following four areas: strategic goal
achievement, cooperative relationship among 1JV partners, willingness to continue
the alliance, and overall satisfaction. Previous studies on IJV control and performance
have used this measurement scale (Arino, 2003; Choi & Beamish, 2004; Luo & Park,
2004; Yan & Gray, 2001a). The responses collected (on a seven-point scale) are used
to evaluate IJV performance. The Cronbach’s alpha for this construct was .96.

Control variables This study has four control variables. The first control vari-
able is the ownership of foreign partners. Ownership is the percentage of
equity owned by the foreign parent and can be a source of bargaining power
(Yan & Gray, 1994, 2001a). Therefore, ownership can also serve as a control
mechanism (Pearce, 2001). Increasing ownership implies an increasing degree of
control (Chang & Taylor, 1999). The second control variable in the regression
analysis is the age of the 1JV, which is calculated by subtracting the year of formation
from the year of this survey. Given that the nationality of the foreign parent firm may
have some systemic effects on the relationship’s interest because of cultural
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differences, the model included a dummy variable that differentiated the IJVs with
culturally Western foreign parent firms from the 1JVs with culturally Eastern foreign
parent firms. A value of 1 was assigned to the 1JVs with foreign parent firms from
Western cultures. Additionally, if the goals between foreign and local parent firms’
objectives are incongruent, one partner is likely to resist control from the other and
likely to view such control as detrimental to IJV performance (Luo et al., 2001).
Because goal congruence between foreign and local parent firms’ objectives may
systemically affect the results of the study, the respondents were asked to assess the
level of goal concordance between the parent firm and the partner on a seven-point
Likert scale.

Table 1 lists the means and standard deviations of each variable as well as the pair-
wise correlations between variables.

Results
Resource contribution, learning intent, and parent firm’s desired level of control

Because resource contribution and learning intent may simultaneously affect the two
variables (desired control and exercised control), we tested Hl and H2 with seem-
ingly unrelated regressions (SURs). SUR models are a multivariate regression tech-
nique. The only difference between the SUR model and the more popular ordinary
least squares (OLS) model is that the SUR model simultancously estimates the
desired and exercised level of control and allows the error terms to be correlated.
Thus, the correlation coefficients are expected to contain additional information that
is useful for the analysis. Using the SUR model to estimate the equations simulta-
neously, we can improve efficiency. An efficient estimator is desirable because it is
the minimum variance unbiased estimator. Thus, all standard errors are better esti-
mated with the SUR model than with the OLS regression. The model we tested

Table 1 Correlations and descriptive statistics.

Variable Mean SD 1 2 3 4 5 6 7 8
1. 1JV age 179 1333

2. Ownership 522 18.28 .14

3. Nationality 1 35 -03 -.02

4. Goal consistency 5.4 1.42 25% 21 .06

5. Resource contribution 3.9 1.59 -.15 26% 15 .01

6. Learning intent 3.6 1.53 11 13 .10 11 30%*

7. Desired control 4.0 143 -19 22 26% .03 O1F* - 30%*

8. Control gap” -2 .81 08 —-06 -07 -23* -00 .16 .05

9. Performance 5.4 141 25% 27" 13 J6%* .02 05 —.02 —35%*
? Logarithm.

%p < .05; *p < 01,
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consists of the following two equations:

DC = al + B11RC + B12LI + B13AG + B140W + BI5NA + el (1)

EC = 02 + B21RC + B22LI + B23AG + B240W + B25NA + €2 (2)

where DC = desired control, RC = resource contribution, AG = age of IJV, OW =
ownership, NA = nationality of the foreign parent, and EC = exercised control.
Regarding the correlations of the error term, there is a significant positive correlation
between equation (1) and equation (2), with a coefficient of .353. This finding
indicates that a change in the desired control will coincide with a corresponding
change in the exercised control. Based on this result, however, it is not possible to
draw a conclusion on causality. The SUR results are reported in Table 2. Whereas
Model 1 predicts the degree of desired control, Model 2 predicts the degree of
exercised control. Because H1 and H2 are related to desired control, we only use
information from Model 1 to test these hypotheses. Model 1 examines how the
control variables are related to the firm’s desired level of control. Foreign parent
nationality is a significant predictor of desired control because the foreign parent
firms from Western cultures are more likely to desire control than the foreign parent
firms from Eastern cultures. Hypothesis 1 suggests that a parent firm’s resource
contributions are positively related to its desired level of control over the IJV. This
study demonstrates that if the levels of resource contribution are high, the desire to
avoid knowledge leakages increases the likelihood that the parent company will want
to control the IJV. As expected, resource contribution has a positive effect on desired
control (311 =.799, p <.001). Hypothesis 2 predicts that learning intent increases the
likelihood that parent firms will want to acquire more control. This study demon-
strates that the parent firm can access its partners’ knowledge by becoming actively
involved in IJV management and that parent firms can acquire knowledge of its
partners by exercising greater control over the 1IJV. Therefore, learning intent and
desired control are positively related. In Model 1, the coefficient associated with

Table 2 Results of the SUR models.

Variable Model 1 Model 2
Desired Control Exercised Control
Age of IV —.007 (.005) .007 (.010)
Ownership .001 (.004) —.002 (.007)
Foreign parent nationality 499* (.178) 433 (.351)
Resource contribution 799%* (.044) .506%* (.086)
Learning intent .022 (.043) .026 (.085)
Constant .884** (.248) 1.506* (.489)
Root Mean Square Error 537 1.060
R 861 386
p>0 .000 .000

n=80; Standard errors in parentheses; * p < .01, ** p <.001.
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learning intent is insignificant (p > .1). Multicollinearity is tested by a variance
inflation factors (VIF) test, and the VIF values for these models are all below 2,
which suggest that multicollinearity is not a significant concern.

This study closely examined how each business function influences and is related
to the desired level of control. In Table 3, Model 1 indicates that, although manufac-
turing contribution and desired level of control over manufacturing are positively and
significantly related, learning intent and desired level of control over manufacturing
are not significantly related. Model 2 reveals that both marketing contribution and
marketing-knowledge learning intent are positively and significantly related to de-
sired level of control over marketing. According to Model 3, although finance
contribution and desired level of control over finance are significantly related,
finance-knowledge learning intent and desired level of control over finance are not.
Model 4 indicates that R&D contribution is positively and significantly related to
desired level of control over R&D, and that R&D-knowledge learning intent is

Table 3 SURSs predicting the degree of desired control in each management function.

Desired control in

Manufacturing  Marketing Finance R&D HRM
Model 1 Model 2 Model 3 Model 4 Model 5

Age of IV —.010 (.007) —.017 (.011) —.005 (.011) —.013 (.013) —.014* (.006)
Ownership .000 (.005) —.010 (.008) .007 (.008) .012 (.009) .005 (.005)
Foreign parent 332 (.252) 467 (.392) 968 (.391) 492 (.467) .615%% (234)

nationality
RC in .806%** (.055)

Manufacturing
LI in .017 (.044)

Manufacturing
RC in Marketing .566%** (.087)
LI in Marketing .195% (.084)
RC in Finance S572%%*% (L084)
LI in Finance .045 (.085)
RC in R&D S19%**(.091)
LI in R&D 2208%* (.079)
RC in HRM 81%%* (.049)
LI in HRM —.021 (.059)
Constant 925%% (.335)  1.562%* (.521)  1.365%* (.514)  .878 (.628) 763* (317)
Root Mean 152 1.190 1.184 1.413 715

Square Error
R? 786 AT72 513 436 .807
p>0 .000 .000 .000 .000 .000

n=80; Standard errors in parentheses; All VIF values are under 2; RC Resource contribution; L/ Learning

intent.

%p <05 #xp < 0] ***p < 001,
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significantly related to desired level of control over R&D. Model 5 reveals that,
although HR contribution and desired level of control over HR are positively and
significantly related, HR-knowledge learning intent and desired level of control over
HR are not. VIF values for these models are all below 2, which implies that multi-
collinearity is not a significant concern. This evidence supports H1 and suggests that
resource contribution is positively related to the desired degree of control. However,
H2 is only supported with regards to marketing and R&D.

The empirical results support the hypothesis that a desire for control is accompa-
nied by a resource contribution. That is, resource contribution is a significant driver of
desired control. This finding is consistent with that of Tsang’s (2002) study, which
asserts that what managers’ decisions depend largely on the issues and answers upon
which the managers focus their attention. Namely, greater resource allocation to a JV
implies that the parent firm desires a greater degree of control. However, a parent firm
with a clear learning intent in only marketing or R&D functions has a strong desire
for control. This finding implies that control may not be an ideal mechanism to
acquire all of the knowledge available from IJVs. In the process of learning
capabilities from partners, Makhija and Ganesh (1997) noted that a key consider-
ation is the codifiability of the knowledge inherent in the capability. Highly codifiable
knowledge is related to highly tangible resources, such as capital and other assets,
raw materials, and regulatory permits that can be easily extricable and transferable
from a given environment. Because R&D and marketing knowledge are often
embedded in the firm’s organizational processes, the partners desire to participate
actively in the relevant organizational processes in which the knowledge is
embedded.

Control gap and IJV performance

Table 4 summarizes the results of the regression models. The regression model in
Model 1 examines how the control variables are related to the IJV performance. The
variance explained for this model is .593 (p < .001), and the strong, significant,
positive predictor is goal congruence. The results of all of the regressions suggest that
the goal congruence of the IJV parent firms is positively related to performance.

Hypothesis 3 states that the control gap is negatively related to the performance of the
1JV. Multicollinearity is further excluded by testing of variance inflation factors. VIF
values (< 2) for these models rule out a multicollinearity problem. In Table 4, Model 2
reveals that a control gap significantly and negatively impacts the performance of the
1JV. This finding suggests that the gap between desired control and exercised control
is negatively related to performance. Models 3 to 7 show the regressions that explore
how each function of the control gap and firm performance are related. Additionally,
the control gap related to the manufacturing, financial, and human resource functions
is negatively and significantly related to 1JV performance. Because this finding
suggests that a control gap in manufacturing, financial and/or human resource
functions negatively influences performance, H3 is partly supported.

An increase in the control gap related to the manufacturing, financial, and human
resource functions in an 1JV decreases the performance of the 1JV. This finding
suggests that these three functions should not differ with respect to the desired and
exercised degree of control. For a partner exerting control over or under the desired

@ Springer



M.-C. Huang, Y.-P. Chiu

262

O > d s 60" > d gy (T > dy
*Z Jopun a1e aneA J[A [[V ‘Sesoypuared Ul St onfea-; {08 = u

wxxVLY €T #xx805°0C #x%989°CC %% 1 C9°0C sxx [ VLCT #xxSCTL'ET #xx9L8'ST anfea-,/
009’ $9¢’ 165 L9S 68 209’ 0LS’ Ay
979’ Y6S” 819’ 965 619 629 €65 A
(L6V'T-) wxb61— NYH ut ded jonuo)
(0s+'-) 6£0'— sy ur des jonuo)
(TSTT) #xILT— soueur] ur deg jonuo)
(959-) 50— Sunesrey ur des jonuo)
(8L1°T-) %xS0T— SuLmpoeynuey ur des jonuo)
(L6ST-) wxbLT— de3 jonuoo Jejof,
(TTL'Y) ##48L9"  (SEL'Q) wusbOL  (S18'8) 444889 (TTY'Q) wsxSOL"  (ILL'L) ssx¥b9"  (68%'8) 44xSL9"  (916°8) #xx60L’ 20UdNIZU00 [E0D)
(F9€'1) 66¢° (T91°D +s¢ (6L0°D) 61¢€ (T90'D) LTg (Fee'D) vog (956°) $8T (6L1°1) LSE Knipeuoneu juared uSioI0]
(12$°1) 600° (18%°1) 600’ (€89°1) x010° (85T°1) 800° (8ZL'T) +010° (18%°1) 600° (9Ly'1) 600° diysoumQ
(6L1°D) 010° (82L7) 900 (8567) 800" (1€L7) 900 (096) 800" (6667 800" (L1L7) 900 AITJ0 98y

L TPPON 9 [9PON S [9PON ¥ [OPON € [9pON T 19POIN I [9PON

-oouewoytad A (] oyy pue deS jonuo) ¢ d[qe],

pringer

A's



The antecedents and outcome of control in IJVs 263

level, the IJV’s performance is likely to suffer because of the decreased degree of control
incongruity. Barden et al. (2005) argued that parent firms easily face conflicts arising
from irreconcilable desires in a cooperative relationship and that these conflicts are
inherently linked to issues surrounding the distribution of control and responsibility
within a cooperative relationship. The unsupported relationship between the control
gap related to marketing and research development and performance is unexpected
and may be due to the unique nature of IJVs in Taiwan. Examining 640 international
alliances in Taiwan, Wen and Chuang (2010) attested to the embedded knowledge
asymmetry between emerging partners and their foreign partners due to the later-
comer status in the economic developmental stage. A foreign parent firm is motivated
to join a cooperative venture in Taiwan because it desire to increase its technological
knowledge and expand into overseas markets. Therefore, a foreign parent firm may
tolerate control incongruity that does not necessarily lead to conflicts between itself
and its local partners.

Discussion and conclusions

Control in IJVs can be divided into three dimensions: mechanisms of control, focus
of control, and degree of control (Geringer & Hebert, 1989; Groot & Merchant,
2000). Most studies focus solely on control mechanisms (Baliga & Jaeger, 1984; Doz
& Prahalad, 1984; Edstrom & Galbraith, 1997; Nobel & Birkinshaw, 1998). Al-
though some studies have found that management control and 1JV performance are
related, these conclusions remain contentious. Accordingly, some studies suggest that
dominate control by foreign partners can result in better performance (Ding, 1997,
Glaister & Buckley, 1998; Hill, 1988; Kogut, 1988), whereas other studies insist that
shared management control enhances the performance of IJVs (Barden et al., 2005;
Beamish, 1985; Steensma & Lyles, 2000). Recently, however, Choi and Beamish
(2004) proposed a split control model, which demonstrates that partitioning manage-
ment control according to each partner’s specific advantage can increase satisfaction.
The contentious issue regarding control in [JVs is whether MNCs can control the
specific management function that they desire to control. As its first contribution, this
study provides a control gap framework to show that the control structure may not be
a major determinant of an 1JV’s performance, though a control gap can influence an
MNC'’s perception of IV satisfaction. Even if MNCs dominate most of an 1JV’s daily
operational activities, the inability of MNCs to control the specific 1JV operational
activity that they want to control leads to their dissatisfaction with the performance of
the IJV. Closely examining the extent of control desired by the parent firms of the IJV
reveals that this study complements previous studies that have mainly examined
exercised control. Furthermore, whereas most 1JV studies focus on the effects of a
parent firm’s exercised control on performance, this study explores how a control gap
influences the performance of an IJV. The results of the analysis confirm the
importance of a control gap to the performance of 1JVs. The findings related to the
parent firm’s control gap shed further light on an important yet under-researched area
of IJVs. Our findings significantly contribute to the IJV management literature by
elucidating the relationship between control gaps and 1JV performance. The control
gap is critical to the success of an [JV.
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Why has a control gap emerged? The control gap is positively related to an MNC’s
desire to control a specific IJV operational activity. We contend that the resources
contributed by the parent company influence its focus and degree of control. Our
results also find empirical support for a direct relationship between the amount of
contributed resources and the desired degree of control. A parent firm’s strategic
intention is a critical determinant of the way in which control is focused (Yan & Luo,
2001). Furthermore, although learning from the other partners is often a strategic aim
of the MNCs involved in an IJV (Inkpen & Beamish, 1997; Luo et al., 2001; Tsang,
1999), the empirical findings indicate that some learning intentions directly affect the
amount of control desired.

Most studies assume that anti-opportunism and learning are two independent
variables that contribute to the success of an IJV. We posit that because these two
issues coexist. IJV control is also required to consider these two motivations simul-
taneously. This work provides further insight into the focus and degree of control in
1JVs. Furthermore, this study has some useful implications for IJV managers and
policy-makers. First, appropriability refers to the MNC'’s ability to capture the rents
generated by the valuable resources that are brought into an 1JV. MNCs must
effectively reduce appropriability hazards through management control to secure
the rent appropriation. This fact explains why MNCs want to dominate and control
1JV operational decisions. Although IJVs usually serve as a mode of entry, which
used to be a mechanism for MNCs to overcome opportunistic behaviors (Dhanaraj,
Lyles, Steensma, & Tihanyi, 2004), the 1JV itself (or the level of ownership) does not
equally affect the degree of control needed to deter the partners’ opportunism. The
share of equity is not positively related to the share of control (Yan & Gray, 1994). As
Choi and Beamish (2004) suggested, if MNCs lack the expertise or knowledge
required to manage the local partner’s firm-specific advantages, MNCs should not
exercise control over these advantages. If an MNC wants to exercise control over a
partner’s specific advantage, the MNC can reduce rent appropriation concerns, but
they may increase another partner’s control gap as a result. This control gap renders
coordination more difficult and detracts from the performance of the IJV. Second, this
study thoroughly elucidates control in IJVs to examine the focus of control and its
division over specific single functions. The results of this study are also beneficial for
managers who do not want to limit themselves to a global, overall perspective of control.
However, a parent firm contributes functional resources to control its own functional
activities and decisions. The control gap that arises from a difference between the parent
company’s desired level of control and its exercised level of control is minimized, which
subsequently improves the IJV performance. This finding may explain why split control
can increase satisfaction with respect to IJV performance.

Despite its contributions, this study has certain limitations. First, because this
study examines only the control gap from the perspective of a single JV partner,
these findings are limited to the view of one JV partner. As a result, they do not reflect
the view of the other JV partners. Future research should explore the perspectives of
dual or multiple partners (Geringer & Hebert, 1989; Luo et al., 2001; Zhang &
Rajagopalan, 2002). Second, other variables that can affect an 1JV’s performance
include the differences in organizational climates (Fey & Beamish, 2000), cultural
similarity (Lin & Germain, 1998), and cooperative goals. These factors should be
examined in greater detail. Third, the institutional environment and other variables
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may influence the choice of a control structure in an IJV. Furthermore, the data
collected in this study are limited to those of the IJVs formed in Taiwan. Further
research is needed to acquire a more generally applicable model. Finally, the scales
used to evaluate an [JV’s performance are subjective, and a different result may be
obtained if both subjective and objective scales are used (Geringer & Hebert, 1991).
According to Osland and Cavusgil (1996), because using a subjective measure
reflects the difficulties of obtaining objective data, future research should use objec-
tive indicators to measure the performance of an IJV.

Appendix 1 Survey items used to measure constructs
Resource contribution

The scores 1 to 7 have the following denotations: “1”—all resources and capabilities
in the mentioned item are provided by your partner; “2”—most of the resources in an
1JV are provided by your partner; “3”—your partner contributes slightly more
resources than you; “4”—the parties contribute an equal amount of resources;
“5”—you provide slightly more resources than your partner;, “6”—you provide
most of the resources; and “7’—you provide all of the resources.

(1) Knowledge of production management

(2) Knowledge of quality assurance

(3) Knowledge of factory layouts

(4) Knowledge of pricing setting

(5) Knowledge of establishing sales channels

(6) Knowledge of promotional activities

(7) Knowledge of making or selling products

(8) General financing capabilities

(9) Long- and medium-term financing

(10) Financial planning capabilities

(11) R&D capabilities for new products

(12) R&D capabilities for production

(13) Knowledge of human resource planning

(14) Top management personnel (e.g., DB, GM, VP, and CEO)
(15) Mid-management personnel (e.g., department managers and plant managers)

Learning intent

How important are the following to your parent company when setting up the joint
venture? “1”—very unimportant to “7”’—very important.

(1) To learn production technology from the partner

(2) To learn marketing know-how from the partner

(3) To learn knowledge of finance management from the partner
(4) To learn R&D know-how for new products from the partner
(5) To learn how to create an HR system from the partner
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Management control

This part is divided into two sections:

(a) How important is it for your parent firm to control the following activities? The
scale scores range from 1 to 7 (“'1”—very unimportant to “7”°—very important).

(b) What degree of control does your parent firm have over the following activities? The
scale scores range from 1 to 7 (“1”—mno control at all and “7”—completely
control).

(1) Making decisions about production management

(2) Making decisions about QC activities during production management

(3) Making decisions about factory layouts and equipment

(4) Making decisions about pricing strategies

(5) Making decisions about the construction of sales channels

(6) Making decisions about product promotion

(7) Making decisions about general financing

(8) Making decisions about long- and medium-term financing

(9) Making decisions about financing planning

(10) Making decisions about R&D activities on new products

(11) Making decisions about R&D activities on production

(12) Making decisions about human resources planning

1JV performance

Is your parent firm satisfied with the achievements in the following areas? The scale
scores range from 1 to 7 (“1”—very unsatisfied to “7”—very satisfied).

(1) The achievements and progress of the joint venture
(2) The cooperative relationship with the partner

(3) The continued cooperation with the partner

(4) The satisfaction with this cooperation
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