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Abstract

Arranging an adequate governance structure is critical to the success of equity joint ventures. However, a joint venture that is operating

under an asymmetric structure between the equity share and operational control is frequently observed in developing countries. The purpose

of this research is to systematically explore the contingencies under which an asymmetric governance structure is likely to occur and whether

it is associated with a performance difference vis-à-vis symmetric cases, an issue that receives scant attention in the literature. Based on a

survey database containing around 700 Sino–foreign joint ventures, we find that the occurrence of an asymmetric governance structure is

significantly associated with the differential resource contributions between collaborative partners and the vertical structural linkage between

the foreign partner and the venture. More importantly, international joint ventures (IJVs) operating under an asymmetric governance structure

reveal no significant profitability difference compared to those operating under a symmetric structure. Suggestions and implications

concerning the use of negotiation flexibility for joint venture partners in their pursuit of collaborative goals are discussed.

D 2002 Elsevier Science Inc. All rights reserved.
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1. Introduction

Establishing equity joint ventures with indigenous firms

has become a commonly adopted strategic means for

multinational corporations to access and realize growing

business opportunities in emerging markets (Beamish, 1988;

Child and Faulkner, 1998; Davidson, 1987; Osland and

Cavusgil, 1996). Compared with other entry modes, such a

cross-border, equity-based collaborative alliance may offer

various strategic benefits for the foreign partner, including

access to complementary resources controlled by the local

partner when interfirm transactions of these resources are

costly (Hennart, 1991), mitigation of the knowledge gap

concerning the local environment (Makino and Delios,

1996; Si and Bruton, 1999; Vanhonacker, 1997), and the

availability of an option for further commitments (Chi and

McGuire, 1996; Kogut, 1991). Regardless of these potential

benefits, successful implementation of an international joint

venture (IJV, hereafter) critically depends on the settlement

of an appropriate governance structure regarding respective

equity share and management control of the venture in order

to achieve the partners’ collective goals (Beamish, 1993;

Child and Faulkner, 1998; Geringer and Hebert, 1989; Yan

and Gray, 1994). While such a decision is multifaceted and

interactive in nature (Geringer and Hebert, 1989), many

studies have found that equity ownership and operational

control are in fact separately determined, and that the

eventual division between ownership and control may not

be symmetric (Child and Faulkner, 1998; Lecraw, 1984; Lee

et al., 1998; Mjoen and Tallman, 1997; Nakamura and

Yeung, 1994; Schaan, 1988; Yan and Gray, 1994). Despite

a growing body of related evidence, relatively little attention

has been paid to the systematic exploration of both contin-

gencies and performance consequences of an asymmetric

structure existing between IJV ownership and control in

developing countries.

By recognizing such a deficiency in the IJV research, the

present study attempts to tackle two issues that are critical to

our understanding of the asymmetric governance structure

of IJVs in emerging economies. One is to explore the
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contingencies under which a majority equity partner will not

possess a dominant control position in the IJV’s operations.

The second issue is to examine whether such an asymmetric

governance structure of an IJV is related to a performance

difference vis-à-vis symmetric cases. Building on the lines

of research that call for treating equity ownership and

operational control as two distinctive decision constructs

(e.g., Mjoen and Tallman, 1997; Yan and Gray, 1994) as

well as the bargaining power approach for investigating the

formation and evolution of IJVs (Blodgett, 1991; Fagre and

Wells, 1982; Gomes-Casseres, 1990; Lecraw, 1984;

Poynter, 1986; Vachani, 1995; Yan and Gray, 1994), this

research explicitly regards the governance structure of an

IJV as a contingent outcome of bilateral negotiations

between prospective partners who have brought different

sets of resources to the venture. Hence, the eventual

distribution of ownership and control will be attributable

to the relative bargaining power possessed by the partic-

ipants, who presumably originate from different cultural

backgrounds and distinct institutional environments. Under

this conceptual foundation, we postulate that the formation

of an asymmetric governance structure will be affected by

the environmental context in which an IJV is formed, the

resource content furnished by the prospective partners, and

the value-chain configuration between the foreign partner

and the collaborative venture. We then develop several

hypotheses concerning the contingencies under which IJV

would establish an asymmetric governance structure and its

implications on performance. The empirical investigation is

based on a large-scale survey database containing informa-

tion on nearly 700 IJVs in China. Finally, implications with

respect to the subtle nature of ownership and control issues

in IJV research and some managerial lessons for maintaining

decision flexibility in interorganization negotiations are

discussed.

2. Asymmetry of governance structure in IJV

An IJV generally refers to a new organizational entity

formed by at least one foreign company and one local firm

for their mutual benefit. Equity share in an IJV represents

the level of commitment by the parent firm and determines

the distribution of the venture’s residual value. In brief, the

equity ownership of an IJV basically reflects the partners’

respective shares of equity control over the board. Opera-

tional control in an IJV, on the other hand, refers to the

process and extent to which the parent firm influences

decision-making in the venture’s operation so that organ-

izational goals can be attained (Geringer and Hebert, 1989;

Mjoen and Tallman, 1997; Yan and Gray, 1994). Most

previous research regards equity ownership and operational

control as synonyms in the formation of an IJV, as they

prevailingly operationalize equity share as a proxy of

control (e.g., Blodgett, 1991; Stopford and Wells, 1972).

However, recent research works, including conceptual dis-

cussions (Geringer and Hebert, 1989; Schaan, 1988) and

empirical investigations (Lecraw, 1984; Mjoen and Tallman,

1997; Yan and Gray, 1994), suggest that control is more

complex than ownership and may not be a direct con-

sequence of the ownership structure. In their extensive

review of previous empirical research on this issue, Child

and Faulkner (1998) conclude that a parent firm’s equity

share impacts the strategic control over a venture while its

control in operational areas relies upon its provision of

noncontractual support (p. 201). More interestingly, they

found that separation between strategic and operational

control is frequently observed in IJVs formed between

developed- and developing-country partners, a basis upon

which asymmetric governance structure may be constructed.

Taking these arguments as a point of departure, we

suggest that the occurrence of an asymmetric governance

structure can be understood as a contingent outcome of

dynamic bilateral negotiations between prospective partners.

We assume that the prospective partners have their own

preferences on the division of ownership and control before

negotiations start (Gomes-Casseres, 1990; Nakamura and

Yeung, 1994). The arrangement of ownership and control is

determined through a series of dynamic negotiation pro-

cesses between the foreign and local partners (Arino and

Torre, 1998) and, according to the bargaining power

approach, that the eventual distribution of ownership and

control will be attributable to the relative bargaining power

possessed by the participants (Blodgett, 1991). Owing to the

complex nature of bilateral bargaining processes (Gomes-

Casseres, 1990) and the often-found goal incongruity

between collaborative venture partners in emerging markets

(Luo et al., 2001), it is frequently observed that each

participant could not obtain their desired level of ownership.

To resolve such potential bargaining conflicts and to realize

collaborative goals, prospective partners may try to pursue a

fair-dealing approach as an alternative to an optimal solution

(Ring and Van de Ven, 1994). As Ring and Van de Ven

(1994) suggest, the essence of fair dealing lies with the

degree of reciprocity as judged by the transacting parties,

whose decision behaviors are highly influenced by their

respective cultural and institutionalized norms (p. 94).

While to achieve fair dealing on the new venture’s govern-

ance structure may require repeated bilateral bargaining

processes involving mutual learning and adjustment (Arino

and Torre, 1998; Doz, 1996), the eventual outcome of

repeated bargaining processes may reflect some kind of

give-and-take arrangement between equity ownership and

operational control (Lee et al., 1998). For example, while

the foreign partner may be unable to obtain its desired

ownership level when forming IJVs in developing countries,

it may still be in a position to bargain for a dominant control

position over the activities directly related to the exploita-

tion of the proprietary assets that it provided to the venture

in order to ensure the successful implementation of strategy

and hence the attainment of its business objectives (Geringer

and Hebert, 1989; Lecraw, 1984; Poynter, 1982). Thus, a

J.-R. Lee et al. / Journal of Business Research 56 (2003) 815–828816



fair rate of exchange between costs and benefits as judged

by the respective partners may precipitate an asymmetric

governance structure as a mutually accepted resolution.

3. Conceptualization and hypotheses

To implement our research inquiry, we will next pos-

tulate a conceptual framework delineating the critical con-

tingencies under which a certain type of asymmetric

governance structure will be more likely to occur. Acknow-

ledging that control is a multidimensional phenomenon

(Child and Faulkner, 1998; Geringer and Hebert, 1989;

Schaan, 1988; Yan and Gray, 1994), for the purpose of

the present study, we construct the target variable of control

at an aggregate level of specific behaviors, a concept similar

to overall operational control used in previous literature

(e.g., Mjoen and Tallman, 1997). Three levels of operational

control are then specified for the convenience of subsequent

communication, namely foreign dominant control, shared

control, and local dominant control. In addition, since our

research focuses more on the patterns than on the magnitude

of an IJV’s ownership and control structure, we identify

three types of ownership structure according to the division

of equity share, namely foreign majority, equal share, and

local majority. Based on these categorizations, we are able

to further identify two major types of governance structure

asymmetry, on which our empirical investigations focus.

One is the case that the local partner maintains a majority-

share position while the foreign partner has a dominant

control position on the venture’s operations (i.e., local

majority with foreign dominant control). The other type of

asymmetry refers to the case that the foreign partner gains a

majority equity share while the local partner holds a

dominant decision-making position on the venture’s oper-

ations (i.e., foreign majority with local dominant control).

Taking the asymmetry of governance structure as a

central construct, our conceptual framework postulates three

major sources of influence under which the formation of an

asymmetric governance structure will be more likely to

occur. The existence of a certain type of governance

structure is further suggested to be associated with the

venture’s performance. Based on this conceptual frame-

work, as shown in Fig. 1, we will then discuss the rationales

underlying each construct and accordingly develop testable

hypotheses.

3.1. Environmental context

Environmental context refers to the characteristics of the

environmental setting in which an IJV is formed and

operated. Previous research (Geringer and Hebert, 1989;

Yan and Gray, 1994) has suggested that several contextual

variables underlying the negotiating partner’s relative bar-

gaining power will exert an impact on the formation of

equity ownership and operational control. For an IJV

formed between a foreign partner and an indigenous firm

in a developing country, two critical scenarios that may

foster the formation of an asymmetric governance structure

can be identified.

The first scenario occurs when a foreign partner may be

forced to accept a minority position in the venture while

granted freedom to negotiate the arrangements for opera-

tional control. Gomes-Casseres (1990) argues that own-

ership concession by foreign firms due to government

restrictions is a frequently observed phenomenon in devel-

oping countries. Given government restrictions on own-

ership divisions, the foreign firm may therefore ‘‘be

willing to trade reduced equity ownership for increased

control of variables crucial to the success of the venture

from its point of view, if such a trade-off is possible’’

(Lecraw, 1984, p. 18).

In the context of China, uneven economic development

frequently creates significant interregional diversity in the

foreign investment policy framework and in institutional

arrangements that affect the ownership level a foreign

investor can obtain (Gomes-Casseres, 1990; Pan, 1996;

Shan, 1991). Although the economic zones and open cities

are characterized as having the most open foreign policy in

China, the local governments of the inner provinces still

have either restrictive regulations or a conservative mindset

toward foreign investments. This contingency is reflected in

the restrictions imposed on the equity share of foreign

partners. However, regulations normally will not impose

constraints on a foreign partner’s taking a dominant position

in operational control over the IJVs as long as the collab-

orative parties reach an agreement. Under such circum-

stances, as opposed to expecting a majority position

before entering negotiations, the foreign firm may ensure

its dominant control over the IJV’s value-added activities in

which it furnishes valuable resources as the next best choice.

In summary, as affected by regulatory constraints and as a

trade-off choice, a foreign firm may be more likely to accept

a minority position but ensure its dominant position in

operational control when it sets up an IJV in China’s inner

provinces. Hence, we may establish the following hypo-

thesis:

H1: IJVs located in the inner cities of China will be

positively associated with the occurrence of an asymmetric

governance structure characterized by local majority with

foreign dominant control.

The second scenario occurs when the local partner of the

IJV is a state-owned enterprise. Although China is currently

undertaking a series of aggressive reform measures to

transform the traditional centrally planned economic system

into a market-oriented economic system, state-owned enter-

prises still possess enormous political power upon which

foreign investors may wish to rely. However, when forming

IJVs with foreign partners, state-owned enterprises may

reveal a tendency to bargain for a majority ownership

position due to concern over the potential loss of national
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properties, but then allow concessions in decision-making

control if the foreign partners furnish critical expertise to the

venture. In addition, since a state-owned partner would

generally have little experience managing a for-profit organ-

ization, the foreign partner would be more than willing to

ensure its dominance in operational decisions while lever-

aging its local counterpart to handle external stakeholders

(Tsang, 1998). Based on this kind of division of labor, a

win–win type of collaboration could emerge. In short, the

state-owned partner and its decision orientation may result

in an outcome where the foreign partner possesses a

minority equity share but has a dominant control position.

Therefore, we may establish the following hypothesis:

H2: The existence of a state-owned local partner in an IJV

will be positively associated with the occurrence of an

asymmetric governance structure characterized by local

majority with foreign dominant control.

3.2. Resources content

As the essence of a collaborative venture is to synergisti-

cally combine complementary resources, both partners will

contribute resources that are necessary for the fulfillment of

business operations and the achievement of venture goals.

Resource contribution has been suggested as a critical factor

in determining patterns of ownership and control in collab-

orative ventures, as it may raise an IJV partner’s relative

bargaining power with respect to its counterpart (e.g., Ink-

pen and Beamish, 1997; Poynter, 1986; Yan and Gray,

1994). However, the relative bargaining power due to

resource contributions cannot be evaluated merely based

on the existence of contribution, but has to be weighed both

by the types of resources contributed (Blodgett, 1991) and

by the degree of relative resource dependence (Pfeffer and

Salancick, 1978). As collaborative partners contribute dif-

ferential resources, the eventual governance structure will be

contingent upon the resource mix of the venture, which

determines the balance of relative bargaining power between

partners (Yan, 1998). By evaluating the array of resource

elements contributed by the respective partners, the bilateral

negotiation process would involve both objective valuation

and subjective judgments (Yan and Gray, 1994). As own-

ership and control could be separately determined during the

interpartner negotiations (Lecraw, 1984; Mjoen and Tall-

man, 1997; Schaan, 1988; Yan and Gray, 1994), it is very

likely that an asymmetric governance structure would

emerge as a mutually acceptable resolution through give-

and-take negotiation to achieve a sense of fair dealing (Ring

and Van de Ven, 1994). In a general sense, we could

postulate the following hypothesis:

H3: Differential resource contributions from partners will be

positively associated with the occurrence of an asymmetric

governance structure between ownership and control of an

IJV.

For an IJV established in developing countries, both

tangible (e.g., land, factory, machinery and equipment, and

working capital) and intangible resources (e.g., product

design and development know-how, production technology,

marketing knowledge, and management expertise) furnished

by the prospective parties to the venture are involved. In

fact, previous research suggested that the heterogeneity of

resource content could have different implications on the

ownership and control structure (e.g., Lee et al., 1998),

which could lead to the occurrence of an asymmetric

governance structure. Specifically judging from the nature

of resource types, it is very likely that the provision of

tangible resources may have greater influence on the attain-

ment of an equity position than on the attainment of a

control position since such resources tend to be easily priced

and are more likely to be a one-shot transaction in nature.

Therefore, it is more likely that the partner who mainly

contributes tangible resources could successfully bargaining

for a majority equity share, should it be unable to gain a

dominant control position in the negotiation. In contrast, the

Fig. 1. Conceptual framework of asymmetric governance structure and performance.
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provider of intangible resources tends to bargain for

decision power to direct the resource utilization in order

to ensure the best use of its contributed resources. As Child

and Faulkner (1998) highlight, many intangible resources

provided by the foreign partner, including product know-

how, production technology, marketing assistance, manage-

ment systems, and training, tend to be on a noncontractual

basis, which ‘‘serves as an important lever for (operational)

control in its own right (p. 201).’’ More importantly,

maintaining a dominant control position in directing the

utilization of strategic resources contributed could reduce

the likelihood of being easily imitated by its counterpart in a

competing-learning collaboration (Hamel, 1991), hence

retaining the status of interdependence and preventing shifts

in relative bargaining power as the venture evolves (Inkpen

and Beamish, 1997; Yan, 1998). As the arrangement of

ownership and control can be separately negotiated, it is

more likely that the intangible resource provider could

successfully bargain for a dominant control position, should

it be unable to gain a majority share. These arguments could

lead to the following collateral hypotheses:

H3a: The contribution of tangible resources to an IJV will be

positively associated with the occurrence of an asymmetric

governance structure where the resource provider is in a

majority equity position.

H3b: The contribution of intangible resources to an IJV will

be positively associated with the occurrence of an asym-

metric governance structure where the resource provider is in

a dominant control position.

3.3. Value-chain configuration

Since entering into developing markets by engaging in a

joint venture with a local firm can be regarded as a strategic

move on the part of the foreign partner, except in the case of

international diversification, the foreign parent firm is likely

to have some kind of value-chain linkage with the venture

organization. The new venture’s operations and subsequent

performance, then, are not independent from those of the

foreign parent firm. In addition to creating interdependence

in resource exchanges, such a linkage may provide the

foreign parent’s discretion in appropriating the return on

its investment in a way other than by relying upon equity

ownership. Lecraw (1984) indicates that a foreign partner

may reduce its ownership preference, but attempt to ensure

its dominant control over activities related to the intrafirm

trade of resources from the foreign parent to the venture.

Simply put, if the foreign parent firm is able to appropriate

returns through transfer pricing, its reliance on equity

participation in order to share in the venture’s financial

outcome will be lower (Schaan, 1988) and hence its

incentive to bargain for a majority position will tend to be

reduced. Previous research has indicated that such a transfer

pricing effect would be associated with the control system of

subsidiaries (Spicer, 1988) and ownership share decision-

making in IJVs (Al-Saadon and Doz, 1996). Moreover, such

a scenario is more likely to occur in IJVs in emerging

economies, in which the governments are poorly equipped

to understand or monitor the intricacies of international

transfer pricing (Plasschaert, 1985).

As far as a value-chain configuration is concerned and

depending upon its strategic objective of entry, the foreign

parent may have two types of vertical linkage with respect

to the IJV: upstream and downstream. Upstream vertical

linkage refers to the case in which the foreign parent firm

plays the role of the supplier of intermediate goods or

technological know-how for the new venture. In contrast,

downstream vertical linkage indicates the case in which the

foreign parent is responsible for marketing or distributing

the venture’s outputs. Both types of linkage signify a non-

trivial degree of resource transaction between the two

organizations and may exert differential influences on the

arrangement of the equity share and operational control

positions.

For the upstream vertical linkage case, the foreign parent

firm is generally in an advantageous bargaining position

since in addition to capital gain from its equity investment, it

can also appropriate returns through interorganizational

transactions. If collaboration with the local partner is neces-

sary for overcoming a certain kind of local barrier, by

considering the trade-off between risk and return (Young

et al., 1989), the foreign parent firm may strategically enter

the collaborative venture with a minority position while

striving for a dominant control position over the manage-

ment of interorganizational transactions. On the other hand,

if the foreign partner handles the downstream activities, it

will have a great incentive to ensure an advantageous

transfer price as well as the quality of the venture’s produc-

tion outputs in order to maximize its returns in the down-

stream market. Such a consideration may affect the foreign

partner’s intention to gain dominant control position in the

venture’s operation, should it be unable to gain a majority

share. Both scenarios suggest that an asymmetric structure

of ownership and control would be very likely to occur.

Therefore, we can establish the following hypothesis:

H4: Vertical linkages, either upstream or downstream,

between the foreign parent firm and the IJV will be

positively associated with the occurrence of an asymmetric

governance structure characterized by local majority with

foreign control.

3.4. Performance impact

The evaluation of IJV performance and its antecedent

factors is a critical issue in previous research, both concep-

tually and empirically (e.g., Beamish, 1985; Luo, 1995;

Geringer and Hebert, 1989, 1991; Killing, 1983; Lecraw,

1984; Osland and Cavusgil, 1996; Mjoen and Tallman,

1997; Yan and Gray, 1994). Despite the fact that IJV

performance is a multifaceted construct and the existence

J.-R. Lee et al. / Journal of Business Research 56 (2003) 815–828 819



of conflicting findings on the performance impact of gov-

ernance structure (e.g., Child and Faulkner, 1998; Osland

and Cavusgil, 1996), little attention has been paid to the

performance impact of there being an asymmetric structure

between the ownership and control of an IJV.

As stated earlier, in concept, this research explicitly

regards the allocation of equity shares and the arrangement

of operational control as two distinctive constructs, how-

ever, in practice they are regarded as interrelated decision

issues faced by the partners of a collaborative venture. The

interpartner negotiation of the governance structure would

involve both objective evaluations and subjective judgments

over the factors that are critical to the success of the venture.

By assessing the relative bargaining power during the

interpartner negotiations, a firm may need to consider the

trade-off possibilities between ownership and control

(Lecraw, 1984; Lee et al., 1998) under the contingencies

described by the foregoing hypotheses in order to achieve a

mutually acceptable resolution. Under this conceptualiza-

tion, the emergence of an asymmetric governance structure

of an IJV may imply a certain degree of decision flexibility

adopted by partners based on a sense of reciprocity (Ring

and Van de Ven, 1994) as well as a satisfactory outcome

based on the current balance of bargaining power between

partners. Yan (1998) further suggested that the initial

equilibrium of bargaining power and the governance struc-

ture arrangement would serve as a stabilizing factor for

venture operations and as a reference point for future

adjustments taken in response to imbalances in bargaining

power (p. 785). In other words, the occurrence of an

asymmetric governance structure may imply either the

continuity of mutually acceptable management structure

based on funding conditions or an intertemporal managerial

framework under which resource utilization could be pos-

itively functioning. It follows that a positive operating result

could be realized given the venture is operated under an

asymmetric governance structure. Therefore, ceteris paribus,

we could establish the following hypothesis:

H5: An IJV characterized by an asymmetric governance

structure will be positively associated with the venture’s

financial performance.

4. Methods

4.1. Sample and data profile

The data set used in the present study were obtained from

the Foreign Enterprises Database in China, a multiyear

survey database conducted by the Chung-Hua Institution for

Economic Research in Taiwan in collaboration with the

State Statistical Bureau of China from 1994 to 1996. The

sampling universe of this database consists of over 70,000

foreign manufacturing enterprises officially registered and

operating in China during the period from September 1992

to February 1994. The Chinese National Statistics Bureau

built up a basic profile of foreign enterprises based on

statistical data from the Commission of Foreign Economic

Relations and Trade and the Customs Department of the

People’s Republic of China, covering every province,

county, and city throughout China. Through a stratified

sampling process based on several character variables,

including country of origin, investment patterns, industry

sectors, and investment scale, a sample of 1670 foreign

manufacturing enterprises was randomly selected for field

interviews. The survey questionnaires were delivered to

sample firms in person by State Statistical Bureau inter-

viewers and were filled out by the top management of each

sample company (the questionnaire is available upon

request from the authors). Finally, 1427 samples were

successfully collected (response rate 85.5%) with satisfact-

ory data quality and validity (a detailed description of the

sampling procedures and tests of representativeness can be

found in Kao and Chi, 1996).

The data set used for the present study is from a 1996

survey of the database. Of the 1147 surviving companies

included in the 1996 survey, 795 entries were IJVs and

constitute the initial sample set. After omitting 91 entries for

either having not started production or for failing to provide

a complete set of responses regarding their operational

details for 1995 and seven obvious outliers based on the

scale of IJV investment, we finally obtained a working data

set containing 697 Sino–foreign IJVs to be used in our

empirical investigation. Note that the average size of invest-

ment of those seven outliers is 40 times the sample average.

While we acknowledge that the elimination of extremely

huge investments may limit the generalizability of our

findings, our attempt is to avoid the potential bias to the

existing estimation.

In this sample, only a minor proportion of the IJVs

(2.8%) consist of more than one foreign partner, 62.1%

(433 cases) of the IJVs sampled are characterized by local

majority ownership, while 22.2% (155 cases) are of foreign

majority. The average foreign equity share of all 697

samples is 42.3%, ranging from 5% to 98%. As far as

patterns of operational control in the IJVs are concerned, the

predominant pattern is of local dominant control (74.1%),

while only a small proportion of IJVs (9.2%) represent

foreign dominant control. The detailed distribution of IJV

attributes, including the foreign partner’s country of origin,

industry sectors, and locations in which the IJVoperated, are

shown in Table 1.

4.2. Variables and measurements

4.2.1. Dependent variables

As the hypotheses stated, we have to construct two key

dependent variables, asymmetric governance structure and

performance, for our econometric tests. To stylize the first

target variable, we focus on two major types of asymmetric

governance structure, namely local majority with foreign
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dominant control (LMFC), and foreign majority with local

dominant control (FMLC). We define LMFC as a binary

dummy variable, whose value is 1 when the local partner is

in a majority position and the venture’s operations are

dominantly managed and controlled by the foreign partner.

In our design of dummy dependent variables, we do not

count shared control cases as asymmetric cases. The pur-

pose is to measure asymmetric governance structures in a

more critical manner. In a similar vein, we create another

dummy variable, FMLC, whose value is 1 when the foreign

partner is in a majority position and the daily operations are

dominantly managed and controlled by the local partner.

The other dependent variable concerns the IJV’s per-

formance (PROFIT) and is used in our performance impact

tests. While the construct of IJV performance is multifaceted

in nature and its appropriateness of use has been an issue of

research debate (e.g., Beamish, 1985; Child and Faulkner,

1998; Geringer and Hebert, 1989, 1991; Yan and Gray,

1994), Geringer and Hebert (1991) suggested the use of

objective performance measures could be a reliable per-

formance surrogate. We therefore adopt the IJV’s profitab-

ility as the key performance measure. To accommodate the

data needs for a large-scale sample, we have to rely on the

respondents’ self-reported information by asking them to

provide the IJV’s after-tax income as a percentage of net

sales (i.e., return on sales) for 1995. To minimize potential

respondent error in reporting financial performance, we set

up a narrow-interval, eight-point profitability scale, ranging

from below � 30% to over 15%, for the respondents, and

use the appropriate value from 1 to 8 to construct the

performance variable.

4.2.2. Explanatory/control variables

As outlined in our framework, the explanatory variables

included in our empirical investigation can be arranged into

three categories: environmental context, resource content,

and value-chain configuration. First, we identify two vari-

ables for measuring the environmental context of IJVs. One

is a dummy variable for inner province areas (INPROV)

indicating whether the IJV is located in a noncoastal

province; the other one is a dummy variable for state-owned

partner (SOP) referring to whether the local partner of the

IJV is a state-owned enterprise. Second, for the category of

resource content, two sets of explanatory variables were

constructed to measure the partner’s contribution of tangible

and intangible resources, respectively. For tangible resour-

ces, two dummy variables are established: land and factory

(LDFA) and capital and machinery (CAPMA). LDFA refers

to whether or not the local partner provides land or a

production factory for the IJV, while CAPMA is a compos-

ite measure of both the working capital and production

equipment and machinery provided by the foreign partner.

Regarding the types of intangible resources furnished to the

new venture, we include two types of resources commonly

supplied by the foreign partner: product related knowledge

(PDK) and marketing knowledge (MKTK). PDK is a

composite measure of the production technology, product

design, and development know-how supplied by the foreign

partner, while MKTK is a composite measure of the foreign

partner’s contribution in dominantly handling domestic

sales and export activities. The scores of the three composite

measures (i.e., CAPMA, PDK, and MKTK) are transformed

from the first principal component of the two original

variables to a 0 to 1 scale. Third, to represent value-chain

configuration, we construct two variables based on different

types of value-chain linkage between the foreign partner and

the IJV identified in the questionnaire. The first variable is

upstream vertical linkage (UPLINK), which is operational-

ized as the product of the raw material import ratio of the

IJV and a dummy variable representing the situation where

the foreign partner is in the upstream stage with respect to

the IJV. In a similar vein, the second variable, downstream

vertical linkage (DOWNLINK), is the product of the end

product export ratio of the IJV and a dummy variable

indicating that the foreign partner is in the downstream

stage with respect to the IJV.

To control for the potential influences of other factors

not focused on in this research, we add four control

variables to our empirical model, guided by the literature.

First, several previous empirical studies have shown that

Table 1

Basic distributive attributes of IJV samples (N= 697)

Attributes N %

Country of origin

Hong Kong 404 58.0

Taiwan 138 19.8

United States 51 7.3

Japan 41 5.9

Singapore 11 1.6

Other 52 7.5

Industry sector

Food and beverage 59 8.5

Textile and apparel 197 28.3

Chemicals, rubber, and plastics 122 17.5

Metal, stone, clay, and glass 79 11.3

Electronic, electric equipment,

and machinery

162 23.2

Other 78 11.2

Location

Southern provinces 189 27.1

Eastern provinces 188 27.0

Northern provinces 251 36.0

Inner mainland provinces 69 9.9

Equity ownership

Foreign majority 155 22.2

Equal share 109 15.6

Local majority 433 62.1

Operational control

Foreign dominant control 65 9.3

Shared control 114 16.4

Local dominant control 518 74.3
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the nationality of the multinational corporation may influ-

ence its foreign subsidiary ownership preferences, entry

mode decisions (Brooke and Remmer, 1970; Erramilli,

1996; Kogut and Singh, 1988; Pan, 1996), and manager-

ial control systems (Cyr, 1997; Egelhoff, 1984). To

control for the potential effect of a foreign partner’s

country of origin (COO) on the choice of control and

ownership level in IJVs, we classify the sample set into

several subgroups according to the countries of origin

(e.g., United States, Japan, Taiwan) of the foreign partner

firm. Second, to control for the potential effect of the

industry sectors (IND) in which an IJV is operating on

the governance structure of interorganizational transac-

tions (Hagedoorn, 1993), we classify the industry sectors

of the IJV into five dummy variables based on the two-

digit SIC. Finally, we also account for the age of each

IJV, as measured by years of establishment (YEAR), and

the realized investment amount of each IJV at the time of

survey, as measured by size of investment (SIZE), as a

means of controlling for time and the size, respectively.

Table 2 summarizes the measurement construction of each

variable used.

4.3. Analytical approaches

To achieve our research goals, two sets of empirical tests

were performed. The first empirical test is to investigate the

influence of the specified determinants on the formation of

Table 2

Summary of variable measurements

Variable name Description

Dependent variables

LMFC Dummy variable: 1 if the local partner’s ownership share is greater than

50% and the foreign partner is in a dominant control position.

FMLC Dummy variable: 1 if the foreign partner’s ownership share is greater than

50% and the local partner is in a dominant control position.

PROFIT The IJV’s after-tax income in 1995: 1 if it has lost over 30% of its sales;

2 if it has lost between 10% and 30% of its sales;

3 if it has lost less than 10% of its sales; 4 if it is breaks even;

5 if it has profit between 0% and 3% of its sales;

6 if it has profit between 3% and 8% of its sales;

7 if it has profit between 8% and 15% of its sales;

8 if it has profit over 15% of its sales.

Environment context

INPROV Dummy variable: 1 if the IJV is located in inner province areas.

SOP Dummy variable: 1 if the local partner is a state-owned enterprise.

Resource content

LDFA Dummy variable: 1 if the local partner furnishes land and a manufacturing plant.

CAPMA Composite index of foreign partner’s contributions in working capital and

production machinery and equipment.

PDK Composite index of foreign partner’s contributions in production technologies and

product design and development know-how.

MKTK Composite index of domestic sales activities and exporting activities of the IJV

that are taken charge of by the foreign partner.

Value-chain configuration

UPLINK Interaction between the material import ratio and a dummy variable of upstream

vertical linkage, where it is 1 if the foreign partner produces the IJV’s upstream products.

DOWNLINK Interaction between the end product export ratio and a dummy variable of downstream

vertical linkage, where it is 1 if the foreign partner produces the IJV’s downstream products.

Control variables

US Dummy variable: 1 if the foreign partner is a U.S. company.

JPN Dummy variable: 1 if the foreign partner is a Japanese company.

TWN Dummy variable: 1 if the foreign partner is a Taiwanese company.

FOODBEV Dummy variable: 1 if the IJV is in the food or beverage industries.

TEXAPP Dummy variable: 1 if the IJV is in the textile or apparel industries.

CHPLASTIC Dummy variable: 1 if the IJV is in the chemicals, rubber, or plastics industries.

MSCG Dummy variable: 1 if the IJV is in the metal, stone, clay, or glass industries.

ELECMAH Dummy variable: 1 if the IJV is in the electronic, electrical equipment, or machinery industries.

YEAR Years of IJV’s establishment (from inauguration date up to 1 January 1997).

SIZE Realized investment amounts in the IJV (in tens of millions of U.S. dollars).
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asymmetric governance structures in IJVs, while the second

test is to evaluate the impact of asymmetric governance

structures on performance. Since the variables measuring

types of asymmetric governance structure are discrete, we

hereby employ the probit model to estimate the impact of

the specified determinants on the incidence of the IJV

governance structure.

The second test concerns the performance impact of the

two types of asymmetric governance structures. As we

argued, the formulation of a specific type of governance

structure results from bilateral bargaining and hence shall

not be a random choice. A more capable foreign partner,

for example, may be more willing to work with its local

counterpart and to achieve stated goals under an asymmet-

ric governance structure. Therefore, performance differ-

ences may be underestimated due to some unobservable

firm attributes. Under such a circumstance, simply regress-

ing the performance measures with variables representing

asymmetric governance structures that are, in fact, self-

selected and endogenous will produce biased and incon-

sistent estimates (Shaver, 1998). To remedy such an

estimation problem in the performance model, we employ

a two-stage estimation approach (Heckman, 1979; Shaver,

1998). The idea of this econometric technique is to create

an instrumental variable that captures the impact of unspe-

cified determinants on the choice of asymmetric govern-

ance structure. The instrumental variable is then used as a

correction term in the performance estimation. We skip a

detailed discussion of the two-stage econometric approach

due to space limitation. One can refer to the technical

details in Shaver (1998). Briefly, we will use the probit

model to estimate the choice of asymmetric governance

structure, i.e., FMLC and LMFC, for the first stage of

estimation and employ ordinary least squares estimation

for the performance model.

5. Empirical results

Table 3 shows the descriptive statistics of the major

variables adopted in this study. The average age of our IJV

samples is over 6 years and the average amount of

investment is over US$18 million. Meanwhile, variance

inflation factors (VIF) of all explanatory variables did not

show significant multicollinerity (VIF < 2.69) (Green,

1997).

5.1. Determinants of asymmetric governance structure

Table 4 presents two sets of estimated results of the

choice of either LMFC or FMLC, respectively. Both

estimated equations show a high degree of significance

for our model specification (P < .001). We will then

detail the findings in the following paragraphs.

For the impact of environmental context, both the

contingency that an IJV is located in areas characterized

by more regulatory constraints and the contingency of

having a state-owned local partner do not reveal a sig-

nificant influence on the occurrence of an asymmetric

governance structure in IJV. Apparently, H1 and H2 do

not receive empirical supports. As far as the influence of

resource content contributed by the respective partners is

concerned, empirical results show that each determinant

specified is significantly associated with the occurrence

of at least one type of asymmetric governance structure.

First, the local partner’s provision of land and factory is

negatively associated with the likelihood of FMLC

(P < .01). An opposite pattern of results occurs in the

relationship between the foreign partner’s supply of

working capital and machinery equipment and asymmet-

ric governance structures. Specifically, the foreign part-

ner’s provision of capital and machinery exerts a posi-

tive impact on the likelihood of FMLC (P < .05). Both

pieces of evidence provide empirical support for H3a

concerning the positive association between the provision

of tangible resources and the resource provider’s attain-

ment of majority position should an asymmetric govern-

ance structure occur. Second, the empirical results indic-

ate that the foreign partner’s contribution of either

product-related or marketing knowledge is positively

associated with the likelihood of LMFC (both at

P < .01). Thus, H3b, concerning a positive association

between the provision of intangible resources and the

provider’s attainment of a dominant control position

should an asymmetric governance structure occur, is

supported. Based on the estimated results discussed

above, H3, on the relationship between differential

resource contributions and the likelihood of the forma-

tion of asymmetric governance structures, is also sup-

ported. As for the influence of value-chain configuration,

only the contingency that the foreign partner is at the

upstream stage of the venture and serves as the key

sources of materials or components for the venture

shows a significant positive relationship with the like-

lihood of FMLC (P < .01). Thus, H4 is only partially

supported. Finally, our estimation indicates that the

longer the age of the IJV, the greater the scale of IJV

investments, the more likely the occurrence of FMLC

type of asymmetry (P < .05 and P < .10, respectively). As

for country and industry effect on the asymmetric struc-

ture, only IJVs pertaining to the metal/stone/clay/glass

industries show a slightly positive relationship with the

likelihood of FMLC (P < .10).

5.2. Performance impact of asymmetric governance struc-

tures

The next step is to evaluate whether the existence of

different types of asymmetric governance structure is related

to IJV performance. As mentioned earlier, we employ a two-

stage econometric procedure in the estimation of our per-

formance model to address the issues of self-selection and
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Table 3

Basic statistics of variables *

Variables Mean S.D. VIF 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

1. LMFC 0.02 0.15 – –

2. FMLC 0.10 0.30 – � .05 –

3. PROFIT 4.42 2.13 – � .01 .03 –

4. INPROV 0.10 0.30 1.08 .01 � .04 .02 –

5. SOP 0.39 0.49 1.08 .05 � .02 .06 .14 –

6. LDFA 0.35 0.48 1.07 .03 � .12 � .08 .01 .01 –

7. CAPMA 0.48 0.20 1.34 .05 .10 � .04 .02 � .03 � .10 –

8. PDK 0.48 0.23 1.40 .15 .06 .01 � .06 .03 � .07 .40 –

9. MKTK 0.48 0.16 1.33 .22 .04 � .01 � .01 .07 .05 .31 .38 –

10. UPLINK 0.02 0.13 1.08 .18 � .05 � .07 � .04 � .02 � .00 .10 .10 .10 –

11. DOWNLINK 0.04 0.19 1.05 .07 .01 .00 � .07 � .01 .08 .06 .08 .10 � .03 –

12. US 0.07 0.26 1.07 .03 � .00 .03 .03 .03 � .01 � .10 � .05 � .01 .05 � .05 –

13. JPN 0.06 0.24 1.07 .04 � .00 .13 .04 .05 .03 .00 .10 .13 � .04 .00 � .07 –

14. TWN 0.20 0.40 1.13 � .03 .01 � .08 .05 � .02 .02 .14 .08 .01 .08 .02 � .14 � .12 –

15. FOODBEV 0.08 0.28 1.65 � .01 � .02 .02 � .01 .03 .04 � .05 � .07 � .06 .03 .00 .07 .01 .06 –

16. TEXAPP 0.28 0.45 2.69 .07 .04 � .11 � .03 � .10 .03 .17 .07 .11 � .03 .10 � .09 � .06 � .07 � .19 –

17. CHPLASTIC 0.18 0.38 2.18 � .05 � .05 .03 .01 � .07 � .04 � .06 .02 � .05 � .07 � .05 .00 .03 � .02 � .14 � .29 –

18. MSCG 0.11 0.32 1.84 .01 .05 � .04 � .02 .00 .01 � .06 � .06 � .02 .04 .00 .05 .02 .05 � .11 � .23 � .17 –

19. ELECMAH 0.23 0.42 2.48 � .02 � .00 .08 � .03 .11 � .02 � .05 .01 � .03 .08 � .04 � .03 .03 .01 � .17 � .35 � .25 � .20 –

20. YEAR 6.28 2.25 1.15 .04 � .07 .12 � .14 .13 � .09 � .03 .08 .07 � .07 .07 .01 .06 � .21 � .05 � .06 .03 � .04 .15 –

21. SIZE 1.81 3.86 1.06 � .01 � .07 .00 .03 .08 � .10 .02 .06 .00 � .03 .12 � .03 � .01 � .03 � .02 .04 .03 .05 � .03 .07

* N = 697, correlation coefficient greater than .07 will reach a minimum significant level ( P < .05).
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endogeneity. Two instrumental variables are generated from

the first-stage of estimation by employing the probit model

and are used as the correction terms for the second-stage

regression analysis on performance. The regression results

of performance model are shown in Table 5. Note that, due

to missing performance data in some observations, our sam-

ple size for the two-stage least squares analysis has been

reduced to 684.

Based on the two estimated equations shown, neither

LMFC nor FMLC are significantly associated with an

IJV’s performance at any conventional level (P=.40 and

P=.14, respectively). If we include both LMFC and FMLC

in one regression model, the results are quite similar. This

implies that, by holding other explanatory variables con-

stant, an IJV operating under an asymmetric governance

structure exhibits no performance difference vis-à-vis other

cases. Meanwhile, the estimated coefficients of the correc-

tion terms are not significant, meaning the unobservable

characteristics related to the choice of a specific type of

governance structure do not affect the venture’s perform-

ance. Furthermore, ANOVA on the performance differences

among groups of IJVs characterized by LMFC, FMLC, and

all symmetric cases reveals no significant differences

(F = 0.2, P=.82) either. In other words, H5 does not receive

empirical support.

6. Discussions

6.1. Contributions and implications

So far, we have examined the determinants that may

result in the formation of an asymmetric governance struc-

ture for an IJV in China as well as the influence of an IJV’s

operating under an asymmetric structure on its financial

performance. Although previous research highlights the

occurrence of an asymmetric governance structure when

forming IJVs in the context of developing markets (e.g.,

Geringer and Hebert, 1989; Lecraw, 1984; Lee et al., 1998;

Schaan, 1988; Yan and Gray, 1994), to the best of our

knowledge, the present research represents one of the few

empirical works that provides a systematic investigation of

the contingencies under which types of asymmetric govern-

ance structures may occur and on their performance con-

sequences, based on a large scale IJV database gathered

from China. We will discuss a number of findings in the

following paragraphs, which both distinguish the present

study and provide useful insights for foreign companies

while they engage in collaborative ventures with local firms

in developing countries.

First, among all three categories of determinants spe-

cified in this research, differential resource contributions

apparently constitute a source of influence on the occurrence

Table 4

Probit estimates of the formation of asymmetric governance structures

Explanatory variables LMFC FMLC

INTERCEPT � 4.44 (0.81)* * * � 1.27 (0.40)* * *

Environmental context

INPROV 0.33 (0.44) � 0.36 (0.27)

SOP 0.36 (0.28) � 0.01 (0.15)

Resource content

LDFA 0.28 (0.28) � 0.59 (0.17)* * *

CAPMA � 0.75 (0.69) 0.64 (0.37) *

PDK 1.61 (0.68) * * 0.18 (0.35)

MKTK 1.67 (0.70) * * 0.37 (0.46)

Value-chain configuration

UPLINK 1.64 (0.55)* * * � 3.49 (3.86)

DOWNLINK 0.59 (0.49) � 0.02 (0.35)

Control variables

US 0.23 (0.48) 0.07 (0.27)

JPN 0.09 (0.44) 0.04 (0.30)

TWN � 0.52 (0.44) 0.01 (0.18)

FOODBEV 0.22 (0.65) 0.19 (0.33)

TEXAPP 0.41 (0.49) 0.27 (0.25)

CHPLASTIC � 0.48 (0.71) � 0.01 (0.29)

MSCG 0.13 (0.63) 0.48 (0.29) *

ELECMAH � 0.05 (0.56) 0.28 (0.26)

YEAR 0.05 (0.06) � 0.08 (0.04) * *

SIZE 0.02 (0.02) � 0.06 (0.03) *

Model c2 46.07* * * 42.17* * *

df 18 18

LMFC: local majority with foreign dominant control; FMLC: foreign

majority with local dominant control. Standard errors are in parentheses.

N= 697.

* P < .1.

** P < .05.

*** P < .01.

Table 5

Two-stage regression results of performance model

PROFIT PROFIT

INTERCEPT 4.05 (0.34)* * * 3.86 (0.36)* * *

LMFC � 1.29 (1.52)

FMLC 1.98 (1.35)

US 0.23 (0.31) 0.23 (0.31)

JPN 1.08 (0.35)* * * 1.05 (0.34)* * *

TWN � 0.27 (0.21) � 0.28 (0.21)

FOODBEV � 0.03 (0.37) 0.88 (0.37)

TEXAPP � 0.49 (0.29) * � 0.54 (0.29) *

CHPLASTIC � 0.07 (0.31) � 0.07 (0.31)

MSCG � 0.39 (0.34) � 0.41 (0.34)

ELECMAH 0.08 (0.30) 0.08 (0.30)

YEARS 0.09 (0.04) * * 0.08 (0.04) * *

SIZE 0.0004 (0.02) � 0.001 (0.02)

Correction term 0.52 (0.74) � 0.92 (0.72)

F value 2.77* * * 2.95* * *

Adjusted R2 0.030 0.033

The correction term is obtained from the probit estimation by calculating

the inverted Miller’s ratio. Standard errors are in the parentheses. N = 684.

* P< .1.

** P< .05.

*** P< .01.
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of asymmetric governance structures. Whereas resource

contributions (e.g., Blodgett, 1991) and the degree of

resource dependence (e.g., Yan and Gray, 1994) have been

suggested by previous research as keys to determining

relative bargaining power between partners, the present

result postulates that the same rationales could lead to the

formation of an asymmetric governance structure as a

bargaining outcome accepted by collaborative parties. What

is different from previous studies is that our results further

indicate that different types of resource content may exert

different degrees of influence on the provider’s attainment

of either ownership or control.

For the four types of resources often involved in the

formation of Sino–foreign joint ventures, the foreign

partner’s contribution of capital and equipment seems to

be more likely to support its bargaining power for a

majority equity position while its contribution of product

and marketing knowledge could provide it bargaining

power to gain a dominant control position over decisions

related to the utilization of resources contributed. Such

differential impacts due to resource heterogeneity may

provide a potential explanation for the inconsistency of

previous empirical findings regarding the relationship

between resources contributed by collaborative parties

and their equity divisions (Blodgett, 1991; Fagre and Wells,

1982; Gomes-Casseres, 1990), since these studies either

make no distinction between the constructs of ownership

and control or fail to identify their differential impacts. In

practice, our results seem to provide a clear lesson for a

foreign company when facing conflicting interests with its

local counterpart in developing countries over the govern-

ance issue of the venture. That is, to enhance the effective-

ness of bilateral bargaining, the foreign firm should closely

link its give-and-take negotiation strategy with both the

types of and the heterogeneity of resources it has contrib-

uted.

Second, the present research also shows that the struc-

tural relationship between the foreign parent firm and the

IJV in the value-chain serves as a critical antecedent for the

formation of an asymmetric governance structure between

ownership and control, a scenario that Lecraw (1984)

highlights but has received minimal attention in later IJV

literature. Specifically, our results show that when the

foreign parent firm is at the upstream stage of the venture

and is supplying materials or components to the venture, it

will be more likely to enter the joint venture via a minority

ownership position while maintaining a dominant control

position. Interestingly, since in the upstream linkage cases

the foreign parent can appropriate its returns from supply-

ing critical inputs to the venture, an asymmetric govern-

ance structure characterized by local majority with foreign

dominant control (i.e., LMFC) could be related to a lower

financial performance than otherwise the case. To verify

this, we run a simple comparison of profitability level

among those upstream linkage IJVs characterized by

LMFC, FMLC, and symmetric governance structures.

Results show that the profitability level of LMFC cases

(average PROFIT= 3.7) is significantly lower than that of

FMLC cases (average PROFIT = 6.5) (P < .10). This evid-

ence suggests a nontrivial factor that will affect the rela-

tionship between the IJV’s governance structure and

performance. This factor may also provide a potential

indication for the mixed results regarding an IJV’s con-

trol–performance relationship found by previous research

(Child and Faulkner, 1998), since most of the prior

research efforts do not take the value-chain structure

between the foreign parent firm and the venture into

consideration. Of course, we are not able to tell whether

the foreign partner’s entering into an IJV with a minority

ownership but dominant control position under such a

contingency is based on its strategic motive of appropri-

ating returns through interfirm transfer pricing or a con-

cession outcome of bilateral negotiation. Despite this, we

will suggest that a foreign entrant can take advantage of

this structural contingency, and hence maintains negotiation

flexibility vis-à-vis its local counterpart during bilateral

bargaining processes. Nevertheless, we are unable to dem-

onstrate that this logic applies to the case in which the

foreign parent firm is at the downstream stage of the

venture (cf. Schaan, 1988).

Third, with regard to context-based influence on the

formation of governance structure, neither policy interven-

tion in the inner province areas of China nor the contingency

of the local counterpart’s being a state-owned enterprise

exerts significant influence on the formation of asymmetric

governance structures. Such results could reflect the contin-

gency of a more relaxed regulatory influence occurring in

previously restricted areas in China during the 1990s, which

may lead to a rather flexible attitude of the local partner

toward foreign majority. Hence, foreign ownership conces-

sion and the occurrence of LMFC cases may be less likely

to occur. Besides, the declining bargaining power of state-

owned enterprises in China due to their deteriorating eco-

nomic performance may reduce the occurrence of an asym-

metric governance structure characterized by local majority

with foreign dominant control.

Finally, our assessment on the performance impact of

asymmetric governance structures indicates that, by holding

country, industry, time, and size effects constant, there is no

significant profitability difference between IJVs operating

under either type of asymmetric governance structure and

those operating under a symmetric structure. To ensure the

validity of our results, we also proceed with ANOVA tests

on the performance differences among subsample groups

pertaining to LMFC, FMLC, and symmetric governance

structure based on several explanatory variables that are

found to be significant in influencing the likelihood of

asymmetric governance structures. Expect for the case that

a foreign partner is at the upstream value-chain stage, there

is no significant profitability difference between IJVs of

asymmetric and symmetric governance structures. This

piece of evidence may be exploratory in nature, due to the
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relatively crude performance measure we used and the

caveat of transfer pricing practices frequently adopted by

foreign parent firms, which will bias the estimation of the

control–performance relationship (Child and Faulkner,

1998). Despite this concern, our results basically suggest

that an asymmetric governance structure itself would not

constitute a critical factor to the IJV’s financial performance.

What becomes a critical task to the collaborative parties is

how to delicately manage the venture in order to ensure a

dynamic balance of bargaining powers (Inkpen and Beam-

ish, 1997; Yan, 1998) under an asymmetric governance

structure.

6.2. Limitations and future research

The present research, however, contains several deficien-

cies due to limitations in the empirical design and the

exploratory nature of some of our measurements. Two of

these deficiencies deserve attention and, of course, render

opportunities for future research. One of the deficiencies is

that our measurement on operational control is rather

simplified and reflects only the view of IJV managers.

While the operational control of an IJV is a multifaceted

construct (Geringer and Hebert, 1989, p. 240) and both

parent firms may have different perceptions about the

exercise of management control (Yan and Gray, 1994, p.

1481), future research can investigate the same issue by

including a construct of split control between functional

elements of the IJV’s management (e.g., Osland and Cav-

usgil, 1996). Furthermore, future research can either

enhance the existing performance measurements from mul-

tiple perspectives in order to investigate the performance

implications of the different types of IJV asymmetric gov-

ernance structure or link the nature and distribution of the

asymmetry existing between ownership and control with the

IJV’s survival (Yan and Zeng, 1999). The latter issue is

strongly urged, since the asymmetry between ownership and

control may be able to resolve expectation conflict in IJV

negotiations, although it does not necessarily imply long-

term harmony in the relationship of the IJV partners (Reuer,

1998; Vanhonacker, 1997). Finally, a time-wise comparison

of the evolution of various governance structure types

would reveal the nature of interorganizational learning and

the dynamics of bilateral adjustment on the arrangement of

governance structure (Arino and Torre, 1998; Doz, 1996;

Inkpen and Beamish, 1997); such a study would surely

enhance our knowledge of the increasingly complex nature

of IJVs.

7. Conclusions

By conceptualizing the formation of governance struc-

ture in an IJV as an outcome of bilateral bargaining

processes, which are interactive in nature and often involve

give-and-take types of consideration, our research high-

lights that the existence of asymmetric governance struc-

tures in IJVs formed in developing countries is a nontrivial

phenomenon. Both differential resource contributions

between collaborative parties and vertical structural linkage

between the foreign partner and the venture will more

likely result in an asymmetric governance structure. In

particular, the resulting asymmetric structure under which

an IJV is operating does not adversely affect the venture’s

financial performance, ceteris paribus. Our findings both

support and extend the notion that the settlement of

governance structure for a cross-border joint venture

formed in developing countries is a subtle issue and the

allocation of equity shares and decision authority on the

utilization of resources could be separately determined. We

suggest that foreign firms adopt a flexible bargaining

mindset in their negotiations with potential local counter-

parts, who are embedded in heterogeneous cultural back-

grounds and institutional norms, in order to resolve ex ante

conflict in the expectations of the governance structure and

to achieve ex post collaborative goals. While a better

understanding of the basis for bargaining in a fair-dealing

sense will improve the effectiveness of bilateral nego-

tiation, learning how to manage the interorganizational

interactions and the processes involving mutual adjustments

and structure reconfigurations will surely enhance a mul-

tinational corporation’s organizational capabilities for real-

izing business opportunities in emerging markets (Yan,

1998; Yan and Zeng, 1999).
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