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ABSTRACT

This thesis examines the relationships between performance, evolution and network
governance of intemational joint ventures from a dynamic perspective. This is
accomplished with a two-stage examination of case studies on the China-New Zealand
joint ventures in China, involving two case studies in the first stage and one case study in
the second stage.

The exploratory and narrative research aims to aid theory building in the area of
assessment and determination for IJV performance. In an investigation of the case IJVs
between the Chinese and New Zealand.firms, the study results in the development of
three conceptual models of IJV performance and network relationships, namely, the
Static Goal Model, the Goal Succession Model, and the Goal Emergence Model. These
conceptual models adopt goal attainment as the criterion for assessing UV performance,

and address goal attainment from a dynamic perspective by using a network approach.
The theoretical models are illushated and supported by the empirical evidence from the
Iongitudinal case studies. The conceptual models differ from existing models of IfV
performance in a number of important aspects, and thus contribute to theory relating to
IW performance in the following ways.

These models integrate the concepts from the three research areas of performance,
governance structure and dynamic evolution into a conceptual frameworlg addressing IJV
performance. Two types (organisational and interpersonal) of IfV network relationships
are identified, and complex multiple tiers of network relationships in each type and their
influence on fV performance and evolution are discussed. The study highlights the
influence of network relationships and their evolution on IW performance by arguing
that IJV performance hinges on whether a frend of institutionalising the mechanism of
trust building and conflict resolution and of balancing the network relationships within
the IJV arrangement emerges from the process of Irv dynamic evolution.

This research was solely undertaken by the author for the pupose of a thesis submitted in
fulfilling the requirements for the degree of Ph. D at the University of Auckland.
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CIIAPTER ONE
INTRODUCTION

1.1 The Nature of the present Study

Firms worldwide are facing intensified competition because of rapid globalisation,
technological acceleration and increasing turbulence in the economic environment. As a
result, they often make use of inter-firm alliances as a strategy to meet the challenge of
these changes. The international joint venture (IJV) is widely regarded as one of the
main forms of inter-firm alliance. Research shows that the number of IWs has increased
rapidly since the 1980s (e.g., Arino & de Ia Torre, l99g; Beamish, 19g5, 1993;

Contractor & Lorange, 1988; Tiessen & Linton, 2000). ln particular, during the 1990s,
LIVs have played an important role as an organisational form and a preferred mode of
entry for foreign direct investment in the economic transition of the former communist
countries. In the transitional process from central-command to market economy, these

former communist countries desperately needed capital, technology, and management

know-how from the firms of the Western countries. On the other hand, the Western firms
were eager to enter these untapped new markets. Therefore, a great many Western firms
entered the markets of the Eastern countries creating a new business trend in the world
economy' In this trend, the IJV has been accepted as an appropriate vehicle of business
cooperation by firms from Western and Eastem countries.

Due to its increased frequency and strategic importance worldwide, the UV has received
increasing interest from researchers in a variety of academic fields, and significant
achievements have been made in IJV research during the 1980s and 1990s. However, as

researchers have pointed out, despite the academic attention and the progress in various
fields, "international joint venture research is at the pre-paradigmatic stage of theory
development" (Osland & Cawsgil,1996:107). The underdevelopment of UV theory is
due to the weaknesses inherent in current IJV research. First, the core concepts and their
relationships are still not well understood (Osland & Cavusgil ,1996);second, there is
little evidence about the dynamic aspects of the IJV (Arino & de la Torre, l99g); third,
research interest has tended to take a macro perspective, characterised by focus on an



explanation of the organisational level frameworlg and thus the micro level question of

"how to successfully manage the evolution process of these inter-organisational

relationships" has be neglected to a large extent (Buchel, 2000: 637). As a result,

"individually useful IJV stu'<ires'nawra$r^god4es.rcLintftr-e.olleotively- coherent body of

work with an underlying theoretical structure" (Parkhe, 1993a: 167).

In the last few years, researchers have paid more attention to the building of a holistic

theory, instead of focusing on the phenomenon of IJV formation. Some core theoretical

concepts and related issues, such as their governance structure, the dlmamic processes of

their evolution, and measurement and determinants of their pertbrmance, have become

research foci. However, as a whole, academic understanding of IJVs is still limited in

scope and depth, so that a strong framework that is able to integrate effectively the

various aspects of IJV research is lacking. A more complete and more mature theory

demands rigorous enrpirical studies on IJVs in which the core concepts can be addressed

and the underlying relationships of tl're concepts investigated.

The present study was initially inspired by the increased use of the ifV and its

significance in international business practice worldwide, by the dynamics and

complexity of IJVs as an organisational form, and by the important role they have played

in the process of opening-up and reform, and in the growth of the Chinese economy. It

aims to assist in the building of a holistic theory on IJVs by presenting three theoretical

goal models to integrate some core concepts related to their governance structure,

dynamic evolution, and performance, Due to its nature and purpose the present study is

an exploratory empirical study and adopts the methodological approach of inductive

analysis. As an empirical study, it is necessary to start by deciding on the research area,

choosing the theoretical perspective and methodology, and selecting the research site.

1.2 Research Area and Focus

in deciding on a research area for the study, there were several options. As a new

business organisational form, IJVs present many substantive differences from the

traditional hierarchical form of firms. Thus. a new encompassins framework is needed to



serve as a springboard for building an IW theory that is different from the theory for
traditional firms. For this research, the study of IJVs can be divided into several sub-
areas' such as: the study ofIJV's specific governance structures that are different from
the fypical governance forms of hierarchy and market; the study of the dynamic
evolutional process of IJVs from negotiation, commitment, implementation, to
dissolution; or the study of the measurement and the determinants of IJV performance.
By focusing on one of these aspects, it would be easier to select variables, propose and
test hypotheses, and thus cany out a better-organised quantitative-oriented empirical
study' It would also be advantageous to make a comparison both with similar situations
and with different cases.

However, while useful or even powerful when used in a micro level study or in studying
one aspect of a phenomenon, there are disadvantages to this research approach when used
in a holistic study, because it is difficult to get an overview of the phenomenon being
investigated. In other words, the knowledge gained from this sort of research represents

only a fragment, not a holistic view of the research subject. In the case of IJV study, as

researchers point out, there is a lack of common and coherent theoretical frameworks to
interweave the diverse aspects of tJV research (osland & cavusgil , Lgg6,lggg; parkhe,

1993a)' Thus, the development of IJV theory has remained inchoate. At this stage, a
holistic view or systematic approach strongly suggests itself. Such a research approach
would be able to develop an appropriate theoretical framework that could serve as a core
to configure identified concepts in the existing studies, and lead to the formation of a
unified IJV theory.

The present study is an effort to gain a holistic view of IfVs. It attempts to explore the
underlying relationships between the complex govemance structure, the unique dynamic
evolutionary process, and the performance of IJVs. More concretely, through a

Iongitudinal investigation of the on-going actions and interactions among the various
actors throughout the history of the case IJVs, this study examines the dynamic changes
of social network relationships both at organisational and individual levels within IWs.



and then addresses the question of how IrVs' complex governance srructures and
dynamics affect and/or determine their performance.

In principle IJVs are attractive to firms intending to enter a new market and/or a new
business field, but in practice they also impose risks to the firms that enter into an IJV
relationship. As previous studies indicate, IJVs have recorded a high rate of
unsatisfactory performance, leading to instability of partnerships and a high dissolution
rate (Beamish, 1988; Bleeke & Ernst, l99l ; Geringer & Hebert, l99l ; Harrigan, l9g6).
In the Chinese context, painful experiences of foreign partners, such as those featuring in
the present study, reflect the reality that Sino-foreign Ws do not always lead to success.

The rapid increase of wholly foreign-owned enterprises (W"FOE) in the late 1990s seems

to have shaken the position of Sino-foreign JVs (see section 1.4 for more details). Many
experts even propose that WFOEs are the recommended choice of foreign firms for
entering China in the form of foreign direct investrnent (FDD (yan and Warner, Zee1:
138)' In reality, JVs remain one of the most popular forms of China's FDI inflow (See
Table Ll in section 1.4). The high frequency, high dissolution rate, and poor
performance of IJVs highlight the need for study of their performance. However, this is
an area awaiting deeper theoretical insights, as the factors predictive of successful IJV
performance remain uncleaf (parkhe, 1,993a;yan & Gray, 1994b), and the core concepts
related to their performance and the relationships between these concepts are still not well
understood (Osland & Cavusgil, 1996).

The present study intends to address this research gap, taking the distinct governance
structures and evolutionary dynamic of IJVs as determinants of perforrnance. In view of
the shortcomings of objective performance measurements, researchers propose that
subjective criteria be used to measure IJV perforrnance (Anderson, 1990; osland &
cavusgil, 1996; Yan & Gray, r994a). More specifically, Hatfield and pearce (1994) and
others propose that the satisfaction of partners in goal achievement would be a more
accurate and suitable criterion of subjective measurement. Nonetheless, an IJV involves
at least two partners, and the venture itself, as a new organisational identity, ffiay develop
and pursue its own goals. Thus, the fact that an IJV has two or more parent firms and has



to pursue and achieve multiple goals for multiple goal sets indicates that IJV performance
and its measurement are directly related to its governance structure. one of the
underllng features that differentiate IJVs from traditional firms is their governance

structures, which differ from those of the hierarchy or the market. On the one hand, UV
padnership creates synergistic effects by sharing resources and risks, leading to the
improvement of performance. On the other hand, conflicts between parfners, and
opportunism and factionalism from each partner impose constraints on the venture,s
operation and management, and thus negatively affect the IW's performance. Moreover,
W executives are obliged to deal with a complex web of managerial relationships and
interpersonal interacfions. In the case of Sino-foreign JVs, in spite of the huge
differences in political, Iegal, industrial, and economic settings between the home and
host countries, "institutional adaptation is still easier than adaptation to the implicit
cultural rules of the game" (worm & Frankenstein,2000: 266). Therefore,
disappointment towards performance of Sino-foreign Ws is more likely to be derived
from social-cultural factors, such as interpersonal relationships, organisational cultures,
administrative style, and management philosophy (Hoon-Harbauer, 1999; yan & warner,
2002)' However, as pointed out by Doz (1996:56), research on the evolution of strategic
alliances, which include JVs, has suffered from a lack of spanning of individual
behaviours and it impact on organisational processes. The present study intends to
address this research gap by integrating interpersonal relationships and individual
behaviours into their organisational context.

Furthermore, the influence of UV governance can have an impact on its perforrnance
only in a dynamic way. That is to say, with learning effect in the development and
evolution of an IJV, its governance structure may have more feafures of hierarchy
because the different partners can learn how to cooperate with each other and build
understanding and trust between them over time. On the other hand, effective learning
may also change a partner's bargaining power and lead to organisational intolerance
between the parhrers, and thus the IJV's governance structure may have more features of
a market or even trigger instability of the JV. In the meantime, it is also likely that the
IJV itself may gain independence from parent firms to some extent and become a more



active player in the development of the venture. The different paths that the I;17 follows
in its evolution will impose either a positive or negative influence on its perfonnance.
Therefore, uv performance, governance structure, and dynamic evolution are
intertwined. This study is an effort to address the issue of IJV performance from the
perspecfive of governance structure and IJV evolution.

1.3 Theoretical Approach and Methodology

Among the various approaches used in IJV research, including transaction cost, nefwork,
and strategic approaches, the network approach is deemed to be suitable for this study.
This approach provides a framework for investigating how the different players decide on
actions and interactions within the IJV relationship, and thus is able to address the
concepts in various areas of IJV research. As research criticism shows, the prior research

on IrVs, or more generally, on strategic alliances, primarily focused on the reasons and
outcomes for their formation from a dyadic level. Namely, the research intends to answer
the 'khy" questions related to IJVs: the reasons that the firms enter IfVs, structure them
in certain ways, manage and change them, and the performance benefits sought from
them (Gulati, 1995, l99s)' However, in order to form a unified theoretical framework, it
is more important to ask and answer the "how" questions. These questions include: how
IJVs evolve and develop through the process of negotiation, formation, operation,

modification; how the set of conditions deriving from the social networks in which firms
are embedded and how the changes in the conditions influence their behaviour within and
outside the IJV; how the managerial relationships and interpersonal interactions affect the
organisational process of JV evolution; how the partners' actions and interactions can
influence decisions in the venture's performance outcomes. Different from the dyadic
approach, the network approach puts stress on the social networks in which the firms -
both the parent firms and the IJV itself- come to be placed. The set of conditions
deriving from the social networks, including the structure of the networks and the
positions they are put within the networks, present them with opportunities and
constraints.



In short, the network approach possesses advantages in addressing the issues concerning
IJVs. First, this approach focuses on the set of conditions deriving from the social
networks that determine the formation, modification, and success of an IJV. Second, this
approach conceives of a player's behaviour, within and outside IJVs, as the result of
interactions among all the players in the relationship and in the broader social networks,
rather than being dominated by one party within the dyadic relation. Third, by making a

distinction befween network actors at different levels in a W, this approach is able to
distinguish organisational and individual actors, and thus is able to incorporate
interpersonal relationships and individual behaviours into the process of JV
organisational evolution. Fourth, this approach is able to contain the notion of dynamism
in an IJV relationship. It considers dynamic role relationships between players and
routinised role relationships between rqles. For example, the role relationship between
parent firms and the IJV itself (including management and the workforce) is changing in
the process of evolution, but it takes time forthe fV itself to grow into a relatively
independent player' Thus, the network approach not only takes the action of the players
into account, but also the implications of the action. In this way, it presents a powerful
interpretation of the subj ect.

To answer the question of which method is to be used in the study, the alternatives are

either quantitative or qualitative or a mixture of the two. Due to its purpose and nature
discussed in the previous section, a qualitative method is more suitable in this case.

Although research on IJV issues is rapidly growing, as a whole, research in this area has
not formed a unified theoretical framework so far. The present study, as an exploratory
one, intends to address the IJV issue from a holistic view, and thus the configuration of
the concepts and the critical variables needs to be generated from the empirical materials
gathered in the study, rather than to be tested from existing research. In this kind of
study, a qualitative method is deemed to be more valuable than a quantitative method.

In this qualitative-oriented empirical study, the case-study method is to be adopted in
gathering data. The main reason for this is that the case-study method possesses the
capacity to aid theory development beyond the immediate case at hand, not through



statistical generalisation (as in most quantitative studies), but through analytic
generalisation in which the researcher tries to generalise a broader theory from a
particular set of results through induction (Parkhe, 1993a; yin, 1994). First, the case-
study method is able to initiate theory development that is empirically grounded and
appropriate for the evolutionary stage of IJVs. Second, this method permits a deeper
understanding of concepts and key relationships between them, and thus accelerares

rigorous theory development. Third, one of the methodological strengths of the case-

study method lies in the fact that it is not limited to static assessments, but permits the
tracing of changes over time. This advantage is more valuable when the case-study
method is applied in IJV research because their dynamic evolution demands time series
analysis' Consistent with the qualitative and case-study method is the adaptation of semi-
structured in-depth interviewing in the fieldwork to collect empirical data, assisted with
gathering of archival second-hand data. Three New Zealand-Chinese IJVs were selected
as case samples, and one of them was chosen as a sample venfure for further in-depth
case study. A more detailed discussion of this approach is given in the later chapters.
The method adopted in analysing the case materials is analytical induction that links data
to theory in an inductive process moving toward the generation of an empirically valid
theory (Glaser & Strauss, 1967; parkhe, 1993a).

1.4 Research Site

To conduct an empirical study, it is essential to select a research site from where the data
can be collected, and China has been chosen as the research site. The sample cases are
selected from Sino-New Zealand JVs operating in China. As modest funding for the first
field trip was granted by the Asia 2000 Foundation, which was sponsored by New
Zealand government, this study had to be related to New Zealandfirms. One of the
rgasons for this is the personal background of the researcher who has Chinese nationality
and has lived and worked in China for a long time. While this background would be very
helpful in understanding the economic environment in China and in conducting fieldwork
in China, it is not the reason by itself strong enough to make China the research site.



There is a much more important reason for the decision on research site. It lies in the fact

that China represents an excellent location for research on IJVs. First, IJVs with Sino-

Western partnership display typical characteristics of IJVs. The partnership between

parent firms of different cultural backgrounds is a major feature for IJVs. The Sino-

Western IJVs are the partnerships between firms from developing and developed

countries. Moreover, Chinese civilisation rooted in Confucianism, represents a very

different cultural tradition from the Western civilisation cenffed on Christianity, resulting

in the crucial significance of interpersonal relationships and interactions for the success

of any venturing in China. It is suggested that the cultural distinctions lead to the

differences in the management styles between the Chinese and Western firms (Antoniou

& Whitman, 1998; Boisot, 1994; Child & Markoczy, 1993). Furthermore, Chinese firms

had operated in the centrally-commanded economic system for a long period of time, and

the Chinese economy is still undergoing a transformation from a central-command

system to a market system. The combination of these three factors makes the cultural

differences represented in the partnerships between the Chinese and Westem firms

striking.

Second, the prevalence of JVs in China's FDI inflow in the two decades of thel980s and

1990s and the new trend of mode choice by foreign investors' preference towards

WFOEs in the recent years raised the positioning question of fV mode in FDI, and it

requires more research attention to the problems facing Sino-foreign JVs, especially from

a dynamic perspective. As the world's largest developing country and fastest-growing

economy, China is the largest emerging market. The dramatic transformation of the

Chinese economy, together with its huge market potential, has attracted an increasing

amount of FDI. Since the mid 1990s, China had become the second largest FDI recipient

in the world, surpassed only by the United States, and ranked the No.1 FDI recipient in

the world in2002 (OECD, 2003: 67).



Table l.l Mode of Foreign Direct fnvestment in China

Unit for FDI amount: US$ 100 Million
FDI Modes I 998 t999 2000 2001 2002

No. of

Projects

rV 10,1 l0 8,706 10,135 10,492 11,97 5

WFOE 9,673 8,201 12,lg6 15,643 22,r73
Contractual

FDI

ry 289.42 203. I 8 277.65 2s8.36 247.19

WFOE 2t7.53 207.06 343.09 429.99 527.55
Sources: China State Stati
Economic Relations (MoFTEc), Almanac of china,s Economic relarions *i t ua" 12001), p.9g.

As shown in Table 1.1 , until the end of the 1990s, the primary form of FDI had been
IJVs' A large number of IJVs has emerged since China introduced its "open-door,, policy
in the early 1980s (Luo, 1995). As researchers point out, in the 1980s and early 1990s

more IJVs were formed in China than in any other nation (Antoniou & Whitman , l99g;
Beamish, 1993; Boisot, r994;child & Markoczy, 1993; walsh, Boylan, Huzey, & Burke,
1999)' The high frequency of JVs in the 1980s and 1990s was mainly due to the strong
preference of the Chinese government through protectionist measures against wholly
foreign-owned enterprises (wFoEs) (speciffing some,.core,, sectors as ,,pillar

industries" where WFoEs were not permitted to enter) and significant incentives for JVs.
such as tax holidays, import duty exemptions for essential capital equipment and
materials (Zhang,1999). LMs have played a significant role in China's economic reform
and growth. IJVs facilitate the transfer of technology, the acquisition of knowledge in
management, the influx of capital, and the access to export markets. All these have
functioned as accelerants in the transformation of the economic system in China. On the
other hand, IfVs provided foreign firms with a strategic means to enter the Chinese
domestic market, to gain access to China's resources (especially the cheap labour), and to
learn about Chinese business practice and the economic environment. Thus, IWs
provided an ideal organisational form to combine the strengths from the local and foreign
firms.

Due to changes in Chinese law and the knowledge gained by foreign investors over the
past two decades, an increasing number of wFoEs anerged. As shown in Table l.l.
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WFoEs have out'numbered Ws both in the number of projects and in the amount invested
since 2000. However, JVs still present an important form of China,s FDI and it can be
expected that JVs will occupy a dynamically defined niche in the future. In brief; both
the number of IJVs that were formed in China and the role that they played appeared
strikingly significant in the business field worldwide. Thus, China presents an excellent
research site for the studv.

1.5 Chapter Summaries

This thesis is organised into ten chapters and is divided into three parts, outlined as

follows.

Part one presents the theoretical background and research design for the study, consisting
of the first three chapters of the thesis. Chapter one highlights the research area,

theoretical approach, methodology, and research site, and thus provides a guideline for
the study' Chapter Two reviews the relevant literature, highlights the research progress
on major issues in the area, and identifies the research gaps existing in the literature.
Chapter Three addresses some key concepts and the possible relationship between them,
and thus presents the theoretical framework to be followed. The methodological issues
and the research procedure are arso discussed in this chapter.

Part Two presents findings from the empirical study of the first stage in this research
project, and consists of Chapters of Four, Five and Six. Chapters Four and Five describe
the findings of two case studies on New Zealand,-Clttna JVs respectively. Based on the
empirical findings from the previous fwo chapters, Chapter Six draws preliminary
conclusions of the first-stage study by conducting a cross-case analysis on the two JVs of
Xin Da and Lion Wuxi, establishing the direction for the in-depth case study in the
second stage of the present research. The conceptual framework is developed from the
study in the first stage. It may be necessary to distinguish the difference in thesis
presentation and actual research process in terms of development of conceptual
framework here. The conceptual framework is presented in Chapter Three of the thesis
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for the sake of a more coherent structure, but actually it was only fully developed upon
completion of the empirical study in the first stage.

Part Three brings the present research to fruition and consists of Chapters Seven, Eight,
Nine, and Ten. The research results, including the empirical materials from the second-
stage case study and the analysis of the empirical data, are presented in this part of the
thesis' Chapter Seven reports the empirical findings from the second-stage case study of
a New Zealand-China JV, providing the empirical materials for the analysis in the
following chapter' Chapter Eight draws implications from the second-stage case study
and thus bridges the gap between the empirical data of the in-depth case study and the
theoretical assessment of the conceptual goal models. Chapter Nine assesses the
exertiveness of three theoretical goal models and a condensed network-goal model as

ways to explore the influence of JV governance structure and fV dynamic evolution on
JV performance, tracing the interactions within and between the two types of IJV
networks at various tiers, and kacing the impact of external shock on the JV
relationships. Chapter Ten concludes the present research by reflecting on the main
findings of the study, and on directions for future research.

T2



CHAPTER TWO
LITERATURE REVIEW

This research aims to investigate the relationship between network governance and
performance in IJVs from a dynamic perspective. This chapter offers a comprehensive
review of four major topic areas within the general context of the governance and
performance of Irvs. It maps out a general picture of these areas in order to guide the
research' The review starts with theoretical approaches on IJV governance which act as a
base for the investigation of various empirical issues on IJV governance. The following
section concentrates on the issues related to perspectives on and measurements of IfV
performance' Then the review moves to assess the dynamic evolution of IfVs both as an
organisational entity and as a business strategy. Finally, it addresses issues of economic
governance and management in a Chinese context. After summarising the relevant
literature, it determines the need for research in the topic area. Therefore, this chapter is
divided into five sections:

o Theoretical approaches explaining JV behaviour and governance issues within
IJVs;

o Perspectives and measurements of IJV performance;

r Dynamic aspects of IfVs;

o IW Governance and management in a chinese context; and
o Research Opportunities: Network Governance and performance of IJVs in a

Dynamic process

An issue regarding the conceptual terms of the JV and the IJV needs to be discussed here
before reviewing the literature. Based on the origins of nationalities of parent firms, JVs
can be divided into two types - d.omestic Ws and international JVs. While much of the
existing JV literature is based on Ws in general, international Ws involve more complex
issues than those found in domestic JVs, such as differences in political, economic, and
social-cultural environments facing JVs and their parent firms. While noticing the
differences between the two types of ws, the present study uses the term ofjoint venture
(JV) in the way as common in the literature throughout the presentation in the literature
review and the whole text.

l3



2'1 Theoretical Approaches Explaining JV Behaviour and Governance
Issues within IWs:

Conceptually, a JV is a selected governance mode from altemative modes in which two
or more firms can transact (Kogut, 1988a). "Economic governance refers generally to the
socio-institutional regulation and coordination of economic transactions,, (Deyo & Doner,
2001: 5)' So far, three types of governance have been identified: markets, hierarchies,
and networks (Deyo & Doner, 2001). This section reviews the literature on the
motivation and governance of IJVs. First, it examines theoretical approaches that explain
the motivation of firms in choosing IJVs as a transactional mode over other alternatives,
such as acquisition, merger, and licensing. Then it deals with the issues related to
govemance within IJVs.

2.1.1 Theoretical Approaches Explaining Joint venture Behaviour
Three theorefical approaches are proposed on the literature in investigating governance
structure in [IVs. They are the transaction cost approach, the inter-organisational
network approach, and the strategic behaviour approach.

2.l.l.l Transaction Cost Approach
The strength of the transaction cost approach lies in its ability to explain different
governance structures in various organisational forms. The explanation ofjoint ventures
from a transaction cost perspective focuses on the issue ofthe effectiveness and
efficiency of govemance, and on how a firm should organise its boundary activities with
other firms (Alter & Hage, 1992; Iohanson & Mattsson, l9g7; Kogut, rgggb; pearce,

1997). Williamson (1975;1985) posits that firms choose to transact according to the
criterion of transaction costs minimisation. Transaction costs include all the expenses
incurred for writing and enforcing contracts, for haggling over terms and contingant
claims, for deviating from optional kinds of investment in order to increase dependence
on a party, or to stabilise a relationship, and to minimise a transaction ( Kogut, 19gga).

According to the principle proposed by williamson, if there is a high frequency of
interaction and a great deal of asset specificity, then vertical integration will occur.
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Therefore, the transaction cost approach is useful for explaining the movement toward
vertical integration (Alter & Hage, lg92).

Kogut (1988a) analysed the motivation of a firm's JV behaviour from a tansaction cost
perspective' Firms will engage in JVs only if inter-firm transfers are more efficient than
market sale. The condition most likely to foster JV behaviour is high uncertainty over
specifying and monitoring the performance of a firm's market activities. In order to
avoid this uncertainty, two or more collaborative partners are put in a mutual hostage
position through joint commitment of financial or real assets. This mutual hostage
position functions as a superior mechanism which can reveal information, share
technologies, achieve alignment of incentives and then guarantee performance through
stabilisation of agreement on the division of profits or costs. Thus, a JV is created.

The transaction cost approach has also been used to analyse the relationship between JV
governance and performance and survival (osborn & Baughn, 1gg0; park & Russo,
1996; Pearce,1997). Pearce (|g97)highlights the advantages ofthe transaction cosr
approach in addressing the issues concerning JV governance, performance, and survival.
First, a full understanding of the JV phenomenon requires a multi-disciplinary approach,
and transaction cost theory is thought to be most useful for integrating the economic
implications of organisational behaviour into a strategic analysis of the firm (Kogut,
1988a; Parkhe, 1993a; Robins, lggT). second, once a firm,s basic strategy and
production technology are selected, administrative efficacy becomes critical to its
performance (Galbraith & Kazanjiian, 1986). It is the governance costs that are central to
the transaction cost perspective. Third, since the termination of most JVs is through
acquisitions (reversion to a hierarchy) (Gomes-casseres, l9g9; Kogut, l9g9), the issues
of W survival can be understood to a significant degree in terms of a choice between
alternative governance structures, which, to complete the circle, is the raison d,etre of
hansaction cost theorv.

Basing his argument on the transaction cost framework, Pearce (lggl)states that the w
form of governance imposes a greater burden of bargaining and political influence costs
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than does a hierarchy because of parental differences, factionalism, task independence,
and dynamism in task environment, The costs, he suggests, undermine the quality of
decision making in the top management team, thereby negatively affecting organisational
adaptation, performance and survival.

On the other handn various researchers point out that there are grave limitations and
weaknesses in the transaction cost approach in explanations of JV behaviour (Alter &
Hage, 1992;Doz & Prahalad, r99r; Johanson & Mattsson , r9g7;Kogut, l9gga).
Transaction cost theory has been criticised in that it emphasises the importance of
transaction behaviour only, even where (Williamson, 1991) it is expanded to include the
costs of "hybrid" forms of governance. However, it is production costs that produce the
movement toward systemic production networks and symbiotic and even competitive JV
(Alter & Hage, 1992; Johanson & Mattsson, 1987). In another major criticism of
transaction cost analysis, Kogut (1988a) argues that a transaction explanation of JVs is
driven by consideration of cost-minimisation, but, actually, the decision to engage in a W
may represent a more costly, though ultimately more profitable, alternative. Based on
transaction cost approach, firms enter JV arrangements in order to minimise transaction
costs, and JV represent an institutional arrangement in which partners maximise their
own pay-off' However, this approach fails to capture another equally important, if not
more important, aspect of JV arrangements - value creation, such as organisational
learning, rapid market entqr, and creation of legitimacy, as a fV involves pooling of
resources to create something that did not exist before.

Moreover, as pointed out by researchers (zajac and olsen, 1993; van de ven and
Walker, 1984), transaction cost approach over-emphasises the structural and competing
aspects ofJV arrangements and neglects the procedural and process ones, and excessive
monitoring of the terms of exchanges results in distrust and conflicts. Thus this approach
is most relevant to routine situafions and static efficiency. While addressing JVs, the
transaction costs approach, similar to other dyadic perspectives, is more relevant when
applied to the issues of JV formation, governance, and performance in situations of static
efficiency and an asocial and/or ahistorical context (sharma, l99g: 512). However,
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Gulati (1998: 305) points out that research effiorts guided by transaction cost approach are

characterised by their dyadic approach, which limits their capability to address social

networks. As researchers have suggested (Gulati, 1998;Zajac, 1998), the use of the

transaction costs approach and other dyadic perspectives to study JVs and/or alliances has

not been incorrect, but simply incomplete. This mainstream research orientation has

neglected to note how the structure of a firm's current network relations, along with its

history of prior inter-organisational relations, can have significant influence on JV

formation, dynamic and performance.

A more fundamental limitation of the transaction cost approach is that it makes

assumptions about the nature of human beings and organisations that have been criticised

as being restrictive and culturally bound (Alter & Hage, 1992;Doz & Prahalad, l99l).

Transaction cost theory assumes that there exists a tendency to distrust in the nature of

human beings and organisations and that people always want to maximise profits in all

business activities. Consequently, where there are small numbers of players and

dependency between them, there is opportunism. While this assumption may be valid in

analysing specific types of organisational behaviour in the United States context,

evidence reveals differences across societies, particularly between the societies in East

Asia and those of the West. More generally, it is argued that there is a movement in

organisational behaviour in Asia toward greater trust and dependency - which includes

all levels of inter-organisational collaboration - and away from a maximisation of profits,

even when only small numbers are involved (Alter &Hageo 1992;Doz & Prahalad,

r991).

Due to the limitations and weakness described above, some researchers suggest that the

transaction cost approach should be replaced by an organisational network approach to

analyse the relationships between organisations (Alter & Hage, 1992;Doz & Prahalad,

1991; Johanson & Mattsson, 1987).

2.1.1.2 Strategic Behaviour Approach
Another explanation for JV behaviour stems from theories about how strategic

considerations influence the competitive positioning of a firm. From a strategic
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behaviour perspective, the motivation of JV behaviour and the selection of JV partners
for a firm lie in a search for competitive advantage relative to rivals in the same industrv
(Harrigan, 1986; Kogut, l ggga; Vickers, 1965).

According to strategic behaviour analysis, a JV can be used as a weapon to pre_empt
compefitors through methods such as capacity expansion or vertical integration,
acquisitibn of antagonists, and coalition with the best partners (Harrigan, l9g6; Kogut,
1988a; vickers, 1965)' vickers (1965) also shows how attempts to restrict competitors
lead to the creation of JVs in an industry of oligopolistic competition.

Kogut (1988a) suggests that in many aspects the strategic behaviour approach shares a
common economic ground with the explanation for JV motivation from a transaction cost
perspective. The fundamental difference is the objectives of firms entering w
anangements' While a transaction cost approach focuses on minimising the sum of a
firm's transaction costs in economic activities, strategic behaviour analysis pays attention
to enhancing the firm's competitive position versus other rivals in order to gain the
maximisation of profits. Hence, the two approaches are complementary rather than
altematives in explaining JV behaviour.

Strategic behaviour and transaction cost approaches share the assumption that inter-
organisational arrangements are driven by lack of trust in relationships between
organisations and the opposite interests of different organisations. Therefore, the tu/o
approaches share the same cultural limitation as well. That is, they have been dominated
by a viewpoint derived from the United States culture, whose non-trust legacy has
harboured the belief that power, not parity, should govern collaborative ventures
(Tyebjee, 1988).

Another principal criticism is that, because the approach is derived from an external
analysis of competition in the product market, it fails to incorporate sufficiently issues
outside industrial conditions (Collis, l99l). In addition, there is a further limitation of the
strategic behaviour approach. Tallman and shenkar (1990) point out that it is largely
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concerned with oligopolistic competition among larger firms, which is not a relevant

concept for small firms from small countries. They further argue, in fact, that JV

strategies are more often used by small firms than by larger firms.

2.1.1.3 Inter-organisati onal Network Approach
ln contrast to the transaction cost approach, the inter-organisational network approach

emphasises the cooperative elements in W behaviour, viewing a W as the outcome of

firms' rational decisions to achieve their goals. This is a relatively new analytical tool in

exploring the institutional foundation and business arrangements in a wide variety of

market environments (Alter & Hage, 1992; Chen & Hamilton, 1996; Deyo & Doner,

2001). While the literature dealing with JVs in network analysis is in some ways very

difficult to separate out from the aggregate literature on all sorts of collaborative

arrangements, the network approach is useful and effective in analysing inter-

organisational relations in business (Alter & Hage, 1992;Deyo & Doner, 2Q0l; Johanson

& Mattsson,1987; Redding & Whitley, 1990).

Alter and Hage (1992) have analysed the causes for which networks are created and

developed as a new kind of governance structure comparable with markets and

hierarchies. They point out that long-term views about how best to gain profits can be

quite different from short-term perspectives. When long-term interests are considered, it

is possible for organisations to surrender their autonomy and to share the power of

decision-making across organisational boundaries. That is to say, they could create some

sort of collaboration between themselves. Alter and Hage propose, however, that only if
some pre-existing conditions are met can the possibility of collaboration become reality.

There are four prerequisites for collaboration: a willingness to collaborate, a need for

expertise, a need for financial resources, and a need for adapfive efficiencies. Among the

four conditions, a willingness to collaborate is the most important element. If this

element does not exist, than the development of any advanced form of institutional

arrangements cannot occur. The process in which cross-organisational collaboration

emerges is as follows: first, a culture of tnrst exists in various societies, especially in East

Asia such as Japan and China; second, in a modern society the complexity of a taslg

which is caused by increasing levels of education, cognitive complexity, the growth in
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knowledge, and the shift to new technologies, develops the culture of trust into
collaboration between organisations.

Alter and Hage further define the relations among the four conditions, and between these
conditions and the levels of collaboration. They suggest that a willingness to collaborate
is a necessary but not sufficient condition for action, because it produces only a tendency
for organisations to move toward some kind of linkage, but not an actual action. The
accompanying need for complementary expertise or/and the sharing of risk and resources
can move organisations to accept a more complex form of linkage. Finally, it is the need
for adaptive efficiencies, such as speed, flexibility, advantage in price that pushes
organisations to advance to a higher level of collaboration, namely JVs and systemic
production networks. In sum, there are four variables which explain the cause of inter-
organisational collaboration - a willingness to collaborate, a need for complementary
expertise, the sharing ofrisk and resources, and a need for adaptive efficiency. The effect
of their interaction decides the emergence and extent of collaboration. When the
complexity of a task is high, and the number of organisations involved is small, then a ;1;
may be created (Alter & Hage, 1992). ln systemic networks of cross-organisational
collaboration such as JVs, issues of price and production need to be co-ordinated by two
or more firms, together with joint problem solving, decision-making and profit sharing.

All of these indicate the importance of networks as a type of governance structure
comparable with markets and hierarchies. Some researchers (e.g., Hollingsworth, l99l;
Park & Russo, 1996; Richardson, lg72) tend to locate some networks, even JVs in some
cases' either as a governance structure in between markets and hierarchies, or as a blend
of them' others (e'g' Alter & Hage, (lgg2) argue that defining networks as a variety of
governance structure of markets and hierarchies reflects a bias towards transaction cost
analysis rather than production cost analysis. These scholars (e.g. Alter &Hage,1992;
Boisot & Child, 1992,1996: Deyo & Doner, 2001) suggest that the networks represent a
type of governance structure, one with its own characteristics differing with those of the
governance form of a market, or a hierarchy. The key to this definition is that production
costs are more critical than transaction costs.
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With the dramatic proliferation of JVs in rhe two decades of the l9g0s and 1990s, JVs, or
strategic alliances in a broader sense, have become one of the most significant topics in
the international business and shategic management literature (zajac,l99g). As Gulati
(1998: 3l l) pointed out, the earlier research on alliances, or more specifically rVs,
focuses on understanding some of the reasons why firms enter alliances, structure them in
certain ways' manage and change them, and what performance is sought from them. The
cofirmon feature of theoretical perspectives for most researchers in this field is to use
transaction costs theory or other alternative approaches to address some of the causes and
consequences of JV partnership at a dyadic level. The mainstream of the research on JVs
is frying to ask and answer the ..why" questions.

However, the problem of these theoretical approaches and this research orientation is that
they tend to avoid the "how" questions, which focus on some of the conditions and
circumstances in which certain behaviours and performances related to JVs are likely to
happen.

2.1.2 Governance Issues of IJV
A network analysis of IJVs suggests that an IJV presents a different form of governance
structure compared to firms with a hierarchical form of governance since an IJV involves
as least two parents, each trying to influence the management of the IJV. Following this
definition of IJV governance, some new factors, such as culfural distance, bargaining
activities between the partners, and competing for control over the venture and ownership
strucfure, become the determinants of the IJV governanoe. Thus, this section provides a
review on the issues related to IJV govemance, including cultural difference, bargaining
activity, and control and ownership.

2-1.2.1rnfluence of curturar Difference on IJV Governance
Culture has been defined as collective programming of the mind, which distinguishes the
members of one group from these of another (Lane & Di stefano, lggg). In a widely
quoted study, Hofstede (1980) established four dimensions of a national culture bv which
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one national culture differs from another: power distance, uncertainty avoidance,

individualism-collectivism, and masculinity -femininity.

lnternational JVs are formed by partners from different countries and ethnicities, and with

different historical traditions and cultural backgrounds. Therefore, it is natural that the

cultural differences will impact on various issues, from negotiation of setting and

governance, to performance and survival (Johanson & Vahlne, 1977; Johanson & Vahlne,

1990; Mesch|1997; Ouchi, 1977; Sappinen, 1993; Tung, 1991). [n management,

different cultural values may affect the objectives which each partner assigns to the

venture such as growth, market share, and short- versus long- term profit objectives. In a

study of the differences between business cultures of the United States and Japan, Ouchi

(1977) found that cultural differences between UV partners are likely to lead to disparate

objectives and different approaches to co-ordination, operating methods, and strategy

implementation.

Johanson and Vahlne (1977;1990) reported that when a firm is in its early stage of

intemationalisation, it is more likely to choose those countries which are more culturally

familiar and perceived as less costly for its target markets to penetrate. For example,

Australian firms often view New Zealand as an extension of their domestic market.

In the last two decades, the differences of business cultures and systems between the

Asian and Western societies have attracted various researchers from different disciplines

(e.g., Boisot, 1994; Hamilton, 1996b; Redding, 1996; Whitley,1992). Many discussions

of market economies used to assume that institutional arrangements and management

theories and practices were all basically the same. Whitley (1992) argues that the relative

decline of the United States economy and the rise of Japanese firms in many industries in

the 1970s made some scholars accept the belief that different kinds of business

environments generate different kinds of managerial structures which are equally

successful in world markets. Since then, the economic miracle in various countries of

East Asia has encouraged a growing interest in exploring the institutional foundation

behind the miracle. Hamilton (1996b) suggests that networks are the most significant
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distinction of business environment and an institutional medium of economic activitv in
the societies of East Asia.

Whitley (1992) has summarised the unique characteristics, and the historical and social
roots and foundations of business systems in East Asia. The differences in business
cultures between the Asian and western societies lead to a series of differences in
business practices. For example, establishing and fostering relationships with appropriate
authorities and individuals in the Asian societies such as Japan, China and Korea has
been emphasised as a critical factor for business success (Whitley, lgg2). Western
societies prefer an impersonal and formal Iegal mechanism in doing business, whereas
chinese societies - Hong Kong, Taiwan, Mainrand china, and ersewhere - have the
propensity to depend upon long-term personal relationships (Kao, 1996; Redding, 1996;
wong, 1996). As a result, an IJV operation in china requires the keeping of good
relations with important Chinese officials and local govemment. The most significant
influence imposed on fV governance by cultural differences between the Asian. and
western societies may lie in the fierd of personner policy and human resource
management (Boisot, lgg4; child & Markoczy, rgg3;Tsang, 1gg4; wang & Sarow,
1994).

In addition, cultural differences impose their influence on many other issues, such as

attitudes ro written agreernents (Tung, lggl), different concepts of time (wilpert &
Scharpe, 1990), and attitudes to litigation (Boisot, 1994; wright, rgTg).

The evolution and transformation of a national culture is a very slow process. Although
the forces of homogenisation and westernisation can no doubt alter some dimensions of a
national culture, they cannot obliterate the differences between them. Therefore, it is
indispensable for foreign parhers of IJVs to understand, adapt and adjust to the national
culture of the host country (Meschi, 1997; Sappinen, 1993).

while the notion that cultural differences do influence international business activities in
general and IJV governance in parricular has been well accepted, nevertheless, two
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crucial issues conceming their impact are still problematic. Firsr, compared with other
technical, productive and business specific factors, the extent to which the cultural factor
affects IJV operation is still a controversial issue. Second, the quesfion of how the
influences of cultural differences are exercised on various managerial relations has not
yet been clearly answered with any comprehensive and detailed analysis of operational
experiences in IJVs.

2.1,2.2 Bargaining Activity
Bargaining refers to the process of negotiation in which a bargainer tries to change the
'bargaining set" in his favour (Lax & Sebenius, 1986), to win accommodations from the
other party (Tung, 1988), and to influence the outcomes of the negotiation (Schelling,
1956). IJVs operate under the direction of shared sovereignty. consequently,
incompafibility between partners exists concerning a series of issues related to the JV
operation because of a lack of trust, goal incongruence, bounded rationality, imperfect
communication, private information, anticipated difficulty in observing and verifying the
W performance or task environment (pearce, lggT).

Ring and Van de ven (1992) have enumerated four critical areas which must be engaged
to speci& the nafure of the relationship between fIV parhrers: (l) the level and nature of
risks accepted or imposed, (2) thedetermination of outcomes and distribution of rewards,
(3) each partner's asseVresource commitment, and (4) the procedures and systems for
allocating responsibility, authority and control. The specification of mutually accepted
terms and conditions to address each of those issues constitutes the bargaining activities
in the uv's top management team and between JV partners (pearce, rggT).

Resource dependence theory suggests that the power in inter-organisational relations
relies on the possession or control of critical resources (pfeffer & Salancik, I 97g). Based
on this principle, the relative bargaining power of potential IrV partners is determined by
who brings what and how much to the venture (Harrigan, l9g6). A partner gains
bargaining power if the IrV depends heavily on their contribution of resources which are
costly or impossible for other partners and critical to the venture,s success (Harrigan &
Newman, 1990; Root, l98g).
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Pearce (1997) argues that the JV's bargaining activity bears on the efficiency of decision-
making, because time spent on the bargaining activity reduces the time available for the
primary functions of the top management team (i.e. adaptation to changes in the task
environment)' After comparing the decision making process of JVs with hierarchical
firms, he has concluded that the efficiency of decision-making in rVs is lower, since
bargaining activity hinders the task of reaching and implementing high quality decisions,
and performance will thus be affected.

Literature indicates that the bargaining power of partners is positively related to the level
of management control' Lecraw (1984) found that three aspects of bargaining power -
the technical leadership, marketing intensity, and export capability of a multinational
partner - significantly contributed to management control. Killing (19g3) reported that
the parfners' respective contribution shaped the control structure. For example, if one
partner has advantage in production technology while the other has expertise in
marketing, shared management control is the most feasible arrangement.

2.1.2.3 Control and Ownership
other crucial issues concerning governance centre on management control and its linkage
with ownership (Geringer & Hebert, l9g9; Glaister, 1995; osland & cavusgil, r996; yan
& Gray, 1994a). Management control refers to the process by which an organisation
influences the behaviour of its sub-units and members in ways that lead to the attainment
of organisational objectives (Anderson & Gatignon, l9g6; Arrow,l9T4;ouchi, lg77).
As a complex organisational form, an IJV requires the close attention of managers to
monitor, co-ordinate, and integrate its activities. The control of an IJV affects a parent
firm's ability to co-ordinate the activities of its various business operations and plays an
important part in determining whether the parent can achieve its strategic goals.
Therefore, the parent firm must exercise control over an IJV in a way that allows it to
implement its strategy without incurring administrative or organisational inefficiencies
(Geringer & Hebert, 1989). Geringer and Hebert (19S9) distinguished three dimensions
that constitute the foundation of an effective IJV control system: the focus of control. the
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extent or degree of control sought by the parents, and the mechanism used by the parents
to exercise it.

Ownership has been identified as the most important factor affecting control (Agarwal &
Ramaswami, rgg2; Bleeke & Ernst, 199r; Geringer & woodcock, l9g9). rn order to
hold control power over an IJV, investors from the Western countries, especially the
United States, prefer to obtain a majority equity share wherever possible. On the other
hand, local parhers, particularly those in the developing countries, often fear becoming a
passive parher unless they hold a majority position. A study by Bleeke and Emst (1991)
suggests that the ownership structure plays a significant role in an IJV,s successful
implementation and performance. The result of a survey in the study indicates that IJVs
with an equal split of ownership have much higher success rate than those in which
equity share is unequally divided between the partners.

However, there is some evidence presented which supporls the argument that ownership
is not an overwhelmingly important factor in determining management control. Harrigan
(1986) argues that the issues of management control and ownership should be separated
and that ownership distribution matters less than how operating management control and
participation in decision-making are apportioned. Schaan (1988) recommends using a
series of measures to enhance the likelihood of successful control, even in a minoritv
situation. They include: policies goveming parent intervention, diplomacy, and
governance of managers, formal assessments, and arrangements for resolving
disagreements.

Staffing and recruitment of IJV employees, especially in the appointment of senior
management personnel, has been represented as a crucial strategic mechanism for an IW
parent to exercise management control (Geringer & Fralme, 1990; Tung,l99r;wang &
Satow, 1994). In order effectively to introduce their own management style, to maintain
adequate control over technology transfeq to protect intellectual property, and to ensure
that the IJV's business operation is not directed towards supporting other aspects of the
local partner's interests, the partners from a foreign country may feel it is imperative to
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staff certain key positions with expatriates. Geringer and Frayne (1990) argue that
human resource practice, such as stafifing and training of employees, which is a key part
in exercising control in an IJV, should be determined through negotiation and
compromise based on the share proportion among the venture's main stakeholders.

2.2 Perspectives on and Measurement of IJV performance

IJv performance has been found hard to define conceptually and to measure practically
(Anderson, 1990; osland & cavusgil, l99g; parkhe, 1993a). The foilowing review is
organised so as to distinguish between the different perspectives, and to compare the
objective and subjective measurements of IJV performance. It first discusses the
definition of IJV performance and the perspectives in measuring IJV performance
reviews, and then reviews the literafure on various variables which are used in the
measurement of IJV performance.

2.2.lThe Issue of Definition for IJV performance
Performance, it has been said, is difficult to define. Meyer (1994) has suggested that no
definitive answer can be offered to the question of what is performance. He has also
suggested that the best approximate definition is this. "Performance describes how well
or poorly an organisation of perfonnance is doing, but performance is either a moving
target, the parameters of which always change, or a fixed target, the parameters of which
are known only partially" (Meyer, rgg4:556). This definition indicates that the
measurement of performance is a rather difficult subject and will cause problems in
practice' As a result, configuration of perfornance has been a controversial topic in the
organisational literature [see Lewin & Minton (1986) for a review]. The controversy
arises because performance can be evaluated in several ways. Few if any indicators of
performance have been universally accepted, while the diverse methods of measuring the
performance of organisations cannot be incorporated into a coherent framework
(Geringer & Hebert, 1991; yan & Gray, lgg4b).

Measurement of performance becomes even more problematic in IWs, because
performance of a rV should not be measured using the standard operational procedures
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that corporate headquarters apply to wholly owned subsidiaries with conventional
business objectives (Anderson, 1990). An IJV is formed by two or more parent firms
from different countries' Therefore, the interests of the UV and the parents are often in
conflict' It may be that the JV enjoys a good performance ffom one parent,s perspective
as the JV's operation meets this parent's expectation, but the IJV performs poorly from
the other parent's point of view since it fails to reach that parent,s expectation.

Moreover, organisational politics are much more complicated in IJVs than in wholly
owned subsidiaries. For example, because IJVs have multiple partners which come from
different cultural backgrounds, they may be viewed as oooutsiders" 

by the personnel of
parent firms. Thus, JVs are more likely to be scapegoats and "political footballs,,,
especially when one of the parent firms itself has performance problems (Anderson, 1990
:20).

The idiosyncrasy of an IJV's organisational structure leads to the need for a distinctive
JV performance measurement. Nonetheless, there are significant controversies around
the issues concerning JV performance measurement. No consensus about the appropriate
definition of this concept and on the methods of measurement has yet emerged. A review
of the literature on JV performance reveals that there are three areas in which the
inconsistencies occur; first, the perspectives (local partner, foreign parfirer, both parrners,

and the independent interests of the JV itself) used for measuring performance; second,
variation in methods of measurement; third, divergence of views about which factors
determine JV performance (Anderson, 1990; Geringer & Hebert, 1991; yan & Gray,
lee4b).

2.2.2 The Perspectives to Measure JV performance
The first and also most basic issue in JV performance is the question of whose
performance to assess (Anderson, 1990:23), A JV is formed by at least two parent firms
and each parent has its own objectives in creating the venture. Therefore, there are
different perspectives to take into account in the evaluation of rV performance. Most
previous studies on JV performance have been done from the perspective of foreign
investors, especially the large multinational companies. These studies have currently
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incurred criticism for their bias in that

and neglect those of the local partners

they only reflect the interests of foreign partners

(Osland & Cawsgil, 1996, 199g).

other researchers (e.g', Anderson, 1990; Killing, 1983) suggest that the performance of a
JV should be evaluated primarily as a stan{d-alone entity seeking to maximize its own
interests' Anderson (1990: 23) argues that this perspective frees the venture from parent
politics and parochial viewpoints. Moreover, she insists that encouraging the JV to
pursue its own objectives promotes harmony between partners, since sacrificing the
venture's stand-alone performance to suit one parent is not likely to suit the others.

on the other hand, some researchers (e.g., yan & Gray, lgg4a)suggest that the JV
management does not provide performance measurement independent of the parents,

because most the JVs operate under the close control of the parents. Managers of JVs are
either expatriates of the parent companies or employees who work under the control of
expatriates' They do not represent the partnership itself. As a result, it is inappropriate to
count the JV managers' assessments of performance as independent of their parent
companies" Therefore, they argue that the assessments by both parfners are likely to be a
relatively more appropriate perspective by which to measure the performance of a JV.

2.2.3 Measurement of IJVs: using Financial and objective Indicators
There are different methods to measure JV performance presented in the literature on
JVs, which may range from financial and/or other objective indicators to subjective
judgment.

Earlier studies focused on a.variety of financial indicators, such as profitability, growth
and cost position (Good, L972;Tomrinson, rg70). However, this measure, whilst
typically employed in business research, is often criticised as embodying potential
Iimitations that are critical in the evaluation of JV performance (Anderson, 1990;
Geringer & Hebert, 1991; Hatfield & Pearce, lgg4). W operations involve the interests
of at least three entities - the JV itself and at least two parent companies. JV parents
commonly generate financial returns through mechanisms other than dividends, including
management fees, technology fees, royalties, transfer pricing, and so on. These data
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often are not reported. Even if available, these accounting figures are seldom
incorporated into calculations of JV financial perlormance (Geringer & Hebert, 1991). In
addition, financial measurement may also fail to reflect the fV's sefting. JVs are mainly
formed in risky, uncertain environments. Through joint venturing, the partners can
spread risk and expand expertise, although it also assumes that firms will concede control
to some extent. However, when risk and uncertainty are high, profitability by itself is a
poor measure of JV performance. For start-up and high-risk business, profits are in the
future if there are any, and the high costs are in the present (And.erson, 1990).

Subsequently, other studies have paid attention to other objective measures of
performance, such as JV survival (Geringero 1990; Killing, l9g3; sopford & wells,
1972), JV duration (Harrigan, l9g6; Kogut, lgggb), instability of JV ownership (Gomes_
casseres, 1987) and renegotiation of JV contacts (Blodgett, l9g7). Use of these
indicators shows progress in the methods of measuring JV performance, because these
methods expand the objective measurement from an exclusive focus on financial factors
to the existence and stability of JV parfner relationships that distinguish joint venturing
from general business' Nevertheless, as researchers point out, there are also somE
limitations in these objective measures. First, although there is a positive relation
between W performance and W survival, duration and stability of ownership, it is not
necessarily the case that the longer a JV survives, the more stable the JV,s ownership is,
and the better the JV's performance. Under some circumstances, despite liquidation or
instability, a JV may have been meeting or exceeding its parent's objectives and thus be
considered successful by one or all of the JV parents (Geringer & Hebert, l99l).
Moreover, these objective measures cannot accurately reflect the extent to which a JV has
achieved its short-and long-term objectives (Blodgett, 1987; Geringer & Hebert, 1991).
Many JVs are really strategic options. They allow a parent to maintain a doorway into a
market or a technology. If the opportunity is eventualry promising, the parent can
exercise its option to enter. otherwise, the parent company can walk away. Financial
indicators will fail to account for the varue of this option.
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2.2.4 Measurement of rJVs: using subjective Indicators
Given the shortcomings in financial and objective measures, some researchers realised
that the definition of w perfornance needed to be more flexible. As a result, a number
of studies use subjective or qualitative indicators to measure w performance (Anderson,
1990; Beamish, 1984; Geringer & Hebert, 1991; Hatfield & pearce, 1994; Killing, l9g3).
For example, Killing (19s3) and others suggest that a single-item perceptual measure of a
parent's satisfaction with one or more variables be used to assess fV performance. As
Geringer and Hebert (1991) argue, the main advantage of this type of measure is its
ability to provide information regarding the extent to which the JV has achieved its
overall objectives. Nevertheless, this type ofmeasure also has some serious limitations.
For instance, the consistency between subjective and objective measures of JV
performance is unknown and, while often assumed, has not been formallv tested
(Geringer & Hebert, 1991).

More recently, Hatfield and Pearce (lgg4) suggest that partner goal achievement provides
a richer conceptualisation of JV success and a more accurate measurement of whether JV
operations meet parents' objectives compared with the measure of partner satisfaction.
This method addresses the diversity of the partners' objectives and the interests of
different parent firms. It also covers the same depth and breadth as financial and obiective
measures.

The measurement of parhrer goal achievement, as a method to assess JV performance,
stems from analyses of effective management of JVs and approaches to measuring
organisational effectiveness. It is suggested that the key to successful joint venturing lies
in the effective management of relationships between the organisational and
environmental dimensions of all three firms involved in the JV. This puts a focus on
limiting disagreement and maximizing complementarity, instead of focusing on the
frequently cited pooling of complementary skills and resources (D,Souza & McDougall,
1989)' Therefore, partner goals provide a logical starting point in analysing the interest
of potential creators of JVs, since these goals bring the partners together. parbrer goals
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also offsr a means to address planning and expectation obstacles confronted in new
venturing (MacMillan, Block, & Narasimha, 19g6).

In addition, goal attainment is a widely used approach to measuring organisational
effectiveness (cameron, 19g6; Lewin & Minton, 19g6; MacMillan et al., | 9g6; euinn &
Rohrbaugh, 1983). In this regard, researchers (e.g., Lewin & Minton, r9g6) point out
that financial measures, such as rates of interest and profitability, address the efficiency
concept but not the concept of effectiveness, when the latter is defined as the degree to
which an organization's end objectives are accomplished. Moreover, the literature
suggests that the merit of non-financial goals is especially evident at the business unit
level (Richards, 1986), which is the level at which JVs are most commonly formed and
operated.

2.2.5The Goals of JV partners

Goal attainment has been suggested as one of the most appropriate approaches to measure
JV performance.

The shategic goals or objectives for JVs can be numerous (Contractor & Lorange, 19gg;
Habib & Burnett, 1989; Harri gan, 1987; Hatfield & Pearce, 1994; porter & Fuller, I9g6).
In fact, the characteristic of pursuing multiple goals constitutes one of the main
differences between ws and other simpler forms of co-operative alliances, such as joint
bidding consortia, and research and development partnerships, which only have a single
purpose (Hatfield & pearce, I9g4).

Theoretical models ofjoint venturing have tended to obscure the JV,s multiple goal
nature to some extent, since these models tend to concentrate on a single and dominant
goal for each JV. For instance, transaction cost theory suggests that a JV is formed as a
means to overcome market inefficiency for intermediate inputs. Thus, a W is thought of
as a way to keep costs down (Hennart, 1988). From the strategic behaviour perspective,
JVs are formed to enhance the parent company's ability and position relative to its rivals
in the same industry, i.e. as a way to co-opt or block competition (Harrigan, l9g6; Kogut,
1988b)' Nonetheless, just as organisations do have multiple goals for long-run viability
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and profitability (Pearce, 1gg2; Richards, 19g6), JV formation could have various
catalogues of reasons from a strategic perspective, meaning that JVs as an organisational
form pursue rnultiple goals. The identification of these strategic reasons or goals has
usually been taken fonrard on the assumption that the finns concerned use fVs
voluntarily as a strategy option, for example, in preference to a go-it-alone strategy or a
merger (Harrigan, lgST).

Hatfield and Pearce (1994) provide a comparison of the goals identified in four major
research projects on JV partner goals by Berg, Duncan and^ Friedman (19g2); Blumenthal
(1988); Corrtractor and Lorange (1988); and Harrigan (19S7). W partners, goals reported
in these studies are grouped in Table 2.1tocompare the unique feature of each study and
overlaps in the reported goal lists.
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Table 2-1 indicates that JV partners aim to achieve more or less overlapping goals.
Literature on corporate strategy theory suggests that the number of goals and goal
disparity are factors relevant to a firm's performance. Researchers argued that the
relatively large number of goals pursued by firms reflects their successful adaptation
to volatile environments, because the firm may be able to subject strategic alternatives
to a large set of goals, which may decrease the risk in such environments and reduce
assessment against the likelihood of hasty decisions (Bourgeois, l9g5; Carter, lg7D.

The JV's feature of multiple goals and the disparity of partner goals also stem from
the fact that rVs are constituted by two or more parent firms. Dess and Origer(19g7)
point out that environmental complexity and dynamism lead to distinct subsystems.
They further argue that the more distinct a frrm's subsystems are, the more different
the attitudes, values, and perceptions are likely to be, glven the low level of consensus
between them. obviously, each parent firm in a JV is an independent organisational
entity, and there are more distinctions between parent firms than their subsystems in a
firm. Therefore, as Habib and Bumett (r9g9) proposed, after comparing the goals
pursued by each parent firm, the JV-the combined entity from different parents-has
a large set ofdisparate goals.

Hatfield and Pearce (1994) empirically examined the relationship between w
performance and the number of goals. Their results indicate that there is a positive
relation, i.e. the greater the number of goals pursued, the greater the partner goal
achievement and satisfaction were likely to be. Following Habib and Burnett (19g9),
Hatfield and Pearce (1994) tested the relationship between goal disparity and the
satisfaction of partners. Their results suggest the greater the overlap in parhrers,
goals, the greater the partner satisfaction.

2.3 Dynamic Aspects of IJV

The review above is mostly based on static analyses. However, ws are thought to be
inherently unstable as an organizational or governance form (Arino & de la Torre,
1 998; Parkhe, 1 993a) - even the success of a W may encourage a parent to undertake
by itself activities previousry assigned to the rv (Gomes-casseres, rgsT). However,
most of the existing rv research is based on a static perspective and has focused either

35



on the antecedent condition or the structural properties of JVs. Thus the dynamic
dimensions and process aspects of Ws are neglected to a great extent. As a result,
researchers have called for attention to be glven to investigating the dynamic
perspectives of JVs. This is a review of the literature on changes in rV formation.
operation and dissolution.

2.3.1 Organisational Learning and Learning Effect
IJVs have been identified as a vehicle to provide opportunities for parent firms to
facilitate organisational leaming - gaining access to existing knowledge and
developing new knowledge. Some LIVs may even mainly be motivated by a leaming
imperative' Then, what contents constitute the scope for organisational learning, and
which side between the foreign and local partners will more likely to benefit from
learning occurred in IJVs? Leaming in IJVs is perceived as a means of knowledge
transfer (child and Rodrigues, 1996) and gaining collaborative know_how and
collective experience (Simonin and Helleloid, 1993). However, based on this
definition of learning in IrVs, learning will be largely a one-way process in ws
formed between developing and developed countries, since Western partners tend to
possess superiority in both technology and management. Liu and Vince (lggg)argue
that this framework on leaming in IrVs can create prejudices against local managers,
as learning in IWs is culturally dependent. They suggest that the development of an
understanding of different cultures' modes of management and organisation is an
important aspect of collaborative learning, and thus learning in IJVs is a two-way
process.

While addressing the question of how parent firms acquire knowledge from their UV
experience, Inlqpen and Dinur (199s) identified four processes of knowledge transfer
within JV - technology sharing, w-partner interaction, personnel transfers, and
strategic integration. They argue that each of these processes is able to provide a
means by which managers gain exposure to knowledge and ideas outside their
traditional organisational boundaries which creates a way for individual managers to
communicate their rv experience to others. Moreover, they suggest that the different
processes involve different types of knowledge and different organisational levels. As
a result, some strategies lead to more effective knowledge transfer than others,
although a variety of knowledge management strategies can be viable. In a similar
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study, Tsang Q002) proposes that overseeing and management involvement are major
channels of knowledge acquisition. This research suggests that the latter channel is
significant for the new users of IrV strategy and new entrants of the local market.
while the former is more important for firms with a great deal of operational
experience in the local countries and for parents of older JVs. Hence, this finding
indicates that the learning process of knowledge acquisition in IfVs is fulfilled
through learning-by-doing.

As a dlmamic process, what effect will organisational learning have on the evolution
of IfVs? Various factors have been identified as causing the reconfiguration of JVs,
including changes in the strategic missions of the partners, changes in the importanee
of the W to the parent firms, changes in partner's relative bargaining power (Harrigan
& Newman, 1990), growh of the JV's own capacity and its need for autonomous
activities, localization of material procurement, and environmental change (yan &
Gray, 1994a). However, while the existence of these factors provides a strong
indication that JV termination or reorganisation may be imminent, these factors are
symptoms of instability rather than a root cause (Inkpen & Beamish, 1995).

Inkpen and Beamish (1995) suggest that a single factor - the learning effect or the
extent of the acquisition of local knowledge by the foreign paxtner _ is a more
powerful explanatory factor for rV reconfiguration. The term..rearning,, refers to the
development of skills, knowledge, association between past actions, the effectiveness
of those actions, and future actions (Fiol & Lyles, 1985). Acquisition of knowledge
appears to be one of the major motivations to explain JV formation (e.g., Contractor
& Lorange, 1988; Harrigan, l9g7; Hatfield & pearce, lgg4). The partnership in a JV
provides learning opportunities for parent firms, because the complementarities and
differences between partners bring two or more independent firms together. The
difference in partners' skill areas provides the fuel for learning. Collaboration
between parhrers in a rV provides parent firms with access to the embedded
knowledge of the other organization. This access creates the potential for firms to
internalise their partners' skills and capabilities and increase the store of knowledge
not previously available within their separate organisations (Huber, 1991).
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Hamel (1991) points out that the effective leamer will raise the.,price,, for its
continued participation in the parfnership through the change of relative bargaining
power' This may then trigger the reconfiguration of the fV structure. Learning and
the application of JV-derived knowledge influence W stability in two ways. First, JV
knowledge might be used in the design and management of other rvs. second,
knowledge from a rV can be internalised by the parent company to enhance its own
strategy and operations (Inkpen, 1995).

Which side, the foreign or the local partner, has the more significant gain from this
leaming effect? lnkpen and Beamish (1995) propose a direct relationship between JV
instability and the foreign partners' rearning. They suggest that instabirity of
partnership in a rv becomes more probable in cases of a change in the foreign
partner's bargaining power, since the foreign partner increases its knowledge of the
local market, and political and cultural conditions. The change in relative bargaining
power may accompany the dissipation of a mutual need that existed at the time of JV
formation, because the subsequent acquisition of local knowledge enables the foreign
partner to consider a wholly owned subsidiary and to eliminate the cooperative
relationship.

on the other hand, the local partner may acquire skills from the foreign parh:er, which
make the JV partnership redundant. However, it is argued that not all partners are
equally adept at learning and the effect is unevenly distributed between foreign and
local parhrers (Hamel, l99l; Inkpen & Beamish, 1995). Inkpen and Beamish point
out that the "skilling" of the local partner or the "de-skilling" of the foreign partner is
a rare event' Since a JV is a separate entity, the local partner may have difficulty
penetrating the venture boundaries to gain access to foreign partner,s skills. Even if
local partners have unhindered access, the learning required to eliminate a parher
dependency is usually more difficult for the local than for the foreign partner.

2.3.2 Conflict and Conflict Resolution
Conflicts between partners and conflict resolution are another aspect of the dynamic
process of Ws. ConJlict resolution constitutes an important behaviour in fV
management' It has been suggested that JVs should be managed as a process, since
successful relationships between partners significantly depend on how the partners
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manage daily operations, resolve internal conflicts, and formulate long term strategies
(Madhok, 1 995; parkh e, 1993a).

Due to the need to cooperate, firms jointly contribute their resources and form a JV.
However, collaboration in a W cannot exclude the possibility of conflicts in the
partnership' Numerous opportunities for disagreement in the partnership have been
identified' Thus, conflicts in a JV can arise from divergent objectives, sharing of
power' task interdependence, perceived inequality in the distribution of costs and
benefits, incompatible management styles and approaches, differences in
organisational culture of the partlers, and differences in national culture between the
foreign and host countries (chua & Kin-Man,1993;cullen, Johnson, & Sakano,
1995; Killing, 1983). The existence of frequent and severe conflicts gives rise to
misunderstandings, distrust, and anxiety, and reduces the level of cooperation, leading
to a less efficient integration of JV activities (Lewis, r99};orson & singsuwan,
reeT).

High exit barriers provide powerful incentives to continue the partnership, so that the
con{licts in a JV must be solved if the partners do not want to end the relationship. In
addition, when conflict resolution processes are properly managed, the JV,s operation
can be energised (Dwyer, schurr, & oh, l9g7; Madhok, 1995). Two different
approaches to conflict resolution have been suggested in JV literanrre: one is the
strategy of open problem solving and compromise, and the othor is the strategy of
force and legalism. rn following the former strategy, the management team in a rv
seeks a middle ground solution between the initial positions of the two sides
(Friedmann & Beguin, 1971;Pruitt, 1981). In following the latter strategy, to obtain
their desired outcome from a conflict the managers from one partner either call upon
their advantages in equity and"/or technical, management expertise to press the other
side or resort to written contracts and agreements (D1.nrs za,lggg;Killing, l9g3;
Pfeffer, 1994).

Based on a sample of sino-u.s. JVs, Ding (1997) examined the linkage between
conflicts and performance' In this study, Ding identified the most conflietive areas in
Sino-U'S' rv operations and evaluated the extent to they affect W performance.
According to the interviews with top managers from both u.s. and Chinese parbrers,
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the typical conflicts are as follows: Quality Control; import and market orientation in
terms of export and domestic sale; wages and labour policy; technology transfer; and
administration and supervision. In this study, Ding also measured the severity of
conflicts by their frequency and their detrimental impact on the effective operation of
the venture' The results show that conflicts, especially those in the functional areas

that are crucial to JV success, significantly hinder FV performance. Therefore, he

concludes that the top management team of a JV must formulate an effective conflict
management strategy in order to achieve JV success.

Lin and Germain (1998) investigated the mediation effect of conflict resolution
behaviour on the linkage between JV context variables and JV performance, using
empirical data gathered from a sample of rVs with U. S. and Chinese partnerships. In
their study, W performance is indicated by satisfaction at the organisational level. JV
context variables, which are central in predicting JV performance, are identified as

cultural similarity between partners, relative dominant power by one partner, and the
age of a JV.

Lin and Germain's (1998) findings can be summarised as follows. First, cultural
similarity between partners is a critical antecedent to success, because a problem-
solving approach is a powerful mechanism for fostering performance and cultural
similarity encourages its use. Thus, a problem-solving approach will partially
moderate the effects of cultural similarity on performance. Second, relative power
possessed by one partner significantly alters the landscape in which W conflicts are
resolved' The partner who possesses greater relative power is likely to force a
preferred alternative solution on to the other partner when a conflict occurs.
However, the total effects of relative power on how well a fV operates are minimal.
Third, performance is positively related to the JV's age by a significant margin. An
underlying process for this linkage lies in the mediating role of a conflict resolution
strategy, since the longer a JV partnership has existed, the more likely it is that
problem-solving behaviour, not legalistic strategy, will be relied upon to resolve
conflicts.
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2.3.3 Dynamic Evolution of IJVs
Studies focusing on the phenomenon of IrVs' formation and operation far outweigh
the studies dealing with their processes (Arino & de la Torre, 199g: 306; Doz, 1996:
55)' There are even fewer empirical studies that address the dynamic aspects of IWs,
evolution and development. Among these few, most notable and theoretically
insightful are the studies by Ring and van de ven (r994), Doz (1996), and Arino and
de la Torre (1998).

Based on the empirical data gathered from a case study on a failed JV between U. S.

and French firrns, Arino and de la Torre (1998) investigate the process of interaction
between the two parlners in a failed European-American W. From the research
findings, they propose a theoretical model to address fV evolution and dissolution.
This model focuses on the ongoing assessment by the partners of the efficiency and
equityprevalent in their venture at any given point in time. Extemal changes, either
in the environment or in the strategic context in which the venture develops, trigger
the assessment of efficiency and equity. They argue that the assessment by the
partners causes them either to engage in re-negotiation of the terms of the contract, or
to modify their behaviour unilaterally in order to restore balance to the relationship.
The process of the partners' interaction repeats continuously, until a new mufual
understanding of equity is restored. If the dynamics of JV evolution do not develop in
this direction, the relationship will gradually deteriorate and eventually lead to a point
where the venture is dissolved. Thus Arino and de la Torre point out that positive
feedback loops are critical in the evolutionary process. Furthermore, they maintain
that the procedural solutions for conflict resolution are an essential mechanism for
such positive loops. They argue that credible procedures for conflict resolution will
adjust relative contributions and distribution rules in such a manner as to restore
efficiency and equity to the partners, and discourage them from relying on unilateral
actions when subjected to external changes.

2.4 Governance and Management rssues in the context of a chinese
Environment

The IrVs in china have to form and operate in a unique social and economic
environment' This is because Chinese society has its own cultural background and
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historical traditions which are different from those in the Western world; and further,
the Chinese economy is still undergoing transitional changes in spite of its reform and
opening up over the last two decades. No doubt, the governance of IJVs in China is
influenced by this complex environment.

2.4.1 Business Networks in Chinese Societies
The IJV constitutes an advanced form of inter-organisational business network (Alter
& Hage, 1992), and a network is one of the three tlpes of governance srructures
(Deyo & Doner, 2001). Therefore, it is necessary to review the literature concerning
the general situation of business networks in Chinese societies before referrins to
specific issues of JV governance in p. R. China.

Business networks have been identified as the most distinctive feature of the
organisational characteristics and institutional foundation of Asian economies and are
thought of as a major cause of the economic success in East Asia (Hamilton, lgg6a;
Hamilton, 1996b; Whitley, 1992). Hamilton even argues that "[i]n an institutional
sense, then, Asian economies are network-based, whereas the United States economv
is firm-based" (Hamilton, 1996b: 2gO.

Although each of the three main kinds of business network (i.e. Japanese, chinese,
and Korean networks respectively) in East Asia has unique features of its own, they
share some common characteristics. As summarised by whitl ey (1992),they are:
first, a personal and reputation base of trust plays a great role in East Asia, whereas
Iegal and contractual forms of trust and obligation are relativelyunimportant in
regulating relations between partners and between superiors and subordinates.
Second, independent firms are often not the only significant units of economic action.
on the contrary, mutual obligation networks and alliances between owners, managers,
and intermediary organisations are able to co-ordinate and share activities and risks.
Third, task specialisation within the authority system is limited. Typically, duties and
posts are left fluid and flexible. As a result, the same person often holds multiple jobs
and has overlapping responsibilities. Finally, employment terms and conditions differ
substantially between different groups of workers, with a core goup being granted
much more favourable conditions than peripheral or.,temporary,, workers.
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Business networks are extremely important in various societies of East Asia.
However, there are distinct characteristics for every principal kind of network
(Whitley, 1992). Hamilton (1996a) suggests that the contrast between Chinese and
non-Chinese systems of economic organisations is significant on many levels. In their
industrial structure, Chinese-dominated economies are segmented, whereas Japanese
and south Korean economies are internally more integrated. consequently, the
dominant and conholling power of a single business group and network is weaker in
chinese economies than in Japanese and Korean economies. In terms of
configuration of the networks, the business networks in both Japanese and Korean
examples are large, vertically integrated, and highly capitalised. As a result,
managerial controls are very important. on the other hand, Chinese networks are not
as vertically integrated, and the owners do not concentrate as much on integrated
management.

Some researchers have further discussed the unique features of the Chinese networks
within the framework of institutional structures. First, because of the heavy
dependence on personal trust and family relations, the capacity of the Chinese to
create large organisations is relatively small and their organisational structure is also
relatively weak. Therefore, the dominant feature of the organisational institutions of
Chinese economies is the small size of most firms, coupled with their strong family
control' Correspondingly, the networks of exchange relationships between firms play
a crucial role for subcontracting parts of the manufachning process, for mobilising
capital, and for obtaining market information. That is to say, the weakness of single
organisations makes it imperative that they are embedded in strong networks

@edding, 1990, 1996; Whitley lgg2). Second, since a Chinese firm is connected to a
large number of other finns through a complex network of deals, obligations, personal
ties, and joint activities, the market relations in chinese societies are highly
particularistic and are based on the personal knowledge or reputations of exchange
partners. Hence, trust generated through personal connections is a critical feature of
inter-firm relations, and this personal trust - different from trust in systems, such as in
law - constitutes the underlying foundation for Chinese entrepreneurship (Kao, 1996;
Whitley, 1992; Wong, l9gg, 1996).
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2.4.2 Business Networks in Mainland China
The studies mentioned above are generally based on the business practices in Hong
Kong, Taiwan, or the Chinese societies in Southeast Asia. However, the conclusions
are also relevant to the situation in mainland china, as Hamilton points out:
"[w]herever Chinese live and work - in South-eastem Asia, in Canada, in Hong
Kong, and in the People's Republic of China * the social networks that they create are
similar in structure and in mode of operation" (Hamilton, 1996b).

On the other hand, owing to the legacy of China's centrally-planned economy and the
economic reform toward marketisation, there is a distinctiveness of its network, which
differs from those of other Chinese societies. In their studies, Boisot and Child (1992;
1996) argue that China's contemporary rapid economic growth is being accomplished
through a system of industrial governance and transaction that differs from the
Westem experience.

Based on the theoretical framework of comparative business systems developed by
Whitley (1991; 1992), scholars argue that the special characteristic of market
transactions in china lies not so much in their spread but in their mode of
organisation. Two economic phenomena have become quite common. First, the
withdrawal of the planned system based on quotes and local goverrment-directed
input and output transactions has led to the rise of relational contracting (Solinger,
1989)' Second, there is an increasing tendency for firms to form alliances and
mergers to provide integration. Once in operation, the integration between the
constituent firms depends heavily on close personal relations among the senior
managers (Su' 1994)' In both cases, business transactions appear to be settled through
negotiations within a system of network relations or inter-personal reciprocal
obligations (guanxt) (Boisot & Child, tg96).

Richardson (1972) and Williamson (1985) have analysed cooperative inter-firm
relationships in general and the relational contracting phenomenon in particular.
Their contributions diverge significantly from neo-classical market analysis.
Nonetheless, they still place cooperative inter-firm relations and relational contracting
as falling at an intermediate point between hierarchy and market.
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In contrast, Boisot and child (1996) argue that the chinese system of networked
transactions is relatively uncodified, and based on trust and long-standing personal
connections. Therefore, it does not fit with Western experience. Furthermore,

China's distinctive system of networked transactions is not a new phenomenon. The
economic interpenetration of city and countryside, existing even in the later imperial
era, provided the organisational infrastrucfure for business and trade. Although the
old style of networks is very primitive, this established institutional system appears

critical to the provision of precedents for market-oriented business networks (Cohen,
1993)' There is no reason to suppose that the Chinese system of networks is merelv in
hansition to a Western model.

2,4.3 Gu anxi-centred Chinese Busin ess Culture
Networks play a central role in business practice in China. Then what is the
institutional and culfural root for this prominent feature? It has been long identified
that china is a relation-oriented society (Fei r947;Liang, r963;parsons, 1949; web,
1968)' Chinese society was neither individual-based nor group-based, but relation-
based' Liang suggests that "the focus is not on any particular individual, but on the
relations between individuals who are engaged in social exchange with each other,,
Liang, 1963:94).

The Chinese term guanxi describes the paramount importance of interpersonal
relations. Guanxi has continuously attracted intensive research attention, and
researchers have widely accepted that it is one of the most significant cultural notions
features in the chinese society (e.g., Alston, l9g9; Ambler, 1994; Kao, r993; Luo,
1995,1996,1997b;pye, r9B2; Redding, 1996). As a complex social phenomenon,
guanxi has been defined in various ways. One view regards it as instrumental
personal ties, a tlpe of personal network supported by reciprocal obligations. For
example, walder (1986: 179) defines guanxi as 

..instrumental-personal 
ties,, and

distinguishes these ties into two ends - a continuum, with particularism at one end and
"ceremonialised bribery'' at the other in accordance with presence or absence of
personal affection. Based on this view, guanxiherps people obtain desirable
resources that otherwise would be inaccessible, and thus the granting and receiving of
favours of various kinds are the motivating force behind these personal ties. While
acknowledgrng the prevalence of particularism in guanxi,another view tries to take
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guanxi, together with other indigenous notions, such as renqing(human feelings or
favour), miannzi (face), and bao (to return or to respond), as conceptual tools to
understand chinese culture and society in general (Hwang, r9g7;y*g, 1957). For
example, Yang (1957:291) suggests that the concep t of bao,which is related to
guanxi, is the Chinese expression of the principle of reciprocity, and serves as the
basis for social relations.

The social context of guanxi can be traced for more than two thousand years. As early
as the fifth century B. C', Confucius codified the individual, family and social ties in
which the ideal individual should frst and foremost know his social responsibilities
and duties' How does the guanxi network influence Chinese society and its business
practice in the modern era? Vogel (1965) argues that the Communist regime in China
succeeded to a great extent in transforming the traditional pattern of particularistic ties
to a universalistic morality under the name of "comradeship." According to Vogel,
this transformation was achieved mainly through a combination of intimidation and
promotion of the socialist economy, which diminished the importance of personal
relations' However, studies in the 1980s and 1990s suggest that the transfonnation
was not as successful as previously assumed. Based on studies of an urban society in
China, Yang (1989, 1994) suggests that guanxi networks and gift economy constitute
an informal power in opposition to the power of the socialist state. She further argues
that these personal networks may serve as the basis of a Chinese version of a civil
society, or n'a second society', (1994:295).

It is claimed that the basis of guanxi networks is rooted in the defence mechanism in
Chinese society, which is a result of deep-seated mistrust of Chinese legal and
political systems (Wong and Leung,200l: 37). The prevalence of guanxinetworks in
business practice in modern China is attributed to the existence of an institutional
void, that is, a lack of market supporting institutions. As suggested by peng and Luo
(2000: 487), in an environment where formal institutional constrains such as laws and
regulations are weak, informal institutional constraints, such as guanxiin China, may
play an important role in facilitating economic exchange. Therefore, although
managers all over the world make efforts to cultivate interpersonal ties, Chinese
managers rely more heavily on the cultivation of personal relationships to cope with
the exigencies of their situation (child, 1994: r50). Guanxiconstitutes a key to
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and"/or a "secret" of corporate success in China, given that it is one of the major
dynamic forces in the society and a o'second currency" permeating the economic
sphere (Luo, 1996). Business culture based on guawibinds literally millions of
Chinese firms into a social and business web or nefwork. Luo (1997b) even asserrs

that no company can go far unless it has an extensive network of guanxi.

Managers in China cultivate two specific types of personal ties out of their own firms
(Peng and Luo, 2000:488). The first tlpe is the ties with executives at other firms,
such as suppliers, buyers, and competitors. Like everywhere erse, these ties are
helpful in gaining stable access to high quality supplies, in spurring customer loyalty
and increasing sales volume, and facilitating inter-firm collaboration. The second
type is the ties with government officials, and building of this type of ties is more or
less a peculiar phenomenon in China. As researchers pointed out (Walde r, 1995;
Peng, 1997), officials at various levels of govenrment have considerable power to
allocate resources and approve projects, and thus arbitrary intervention from
government remains a constant danger to many firms. ln order to co_opt the
environmental uncertainty imposed by government intervention, managers have to
commit a great deal of their time efforts in cultivati ng guanxinetworks with the
govemment officials. As a result of the extensive building up this tlpe of
interpersonal tie, China's decentralisation from the former state-command system is
giving rise to a distinctive institutional form of network capitalism, as is concluded by
Boisot and Child (1996).

As a cultural phenomenoni guanxi is subtle and complex, and it is argued that foreign
investors are likely to be unsettled in this environment (Shenkar, 1990). Due to the
great differences in management philosophy and managerial relationships between
local and foreign managers, foreign investors have to deal with issues of managerial
relations and human interactions. They have to make their choice as to what extent
they should adapt and adjust to the local management practices, or introduce their
own style of management. For the executives in Sino-foreign Ws, it is an even more
challenging task. As stated by a Western executive in charge of JVs in China, one
lesson he had learnt about doing business in China was to stay away from JVs (Worm
and Frankenstein, 2000: 264).
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2'5 Research Opportunities: Network Governance and performance
of IJVs in a Dynamic process

The purpose of this section is to identify and discuss the specific research

opportunities arising from the preceding literatrue review, building on the theoretical
and empirical contributions of previous studies.

2.5.1 Regarding IJV Governance
The existing alternative theoretical approaches possess their own strengths and
weaknesses when used to address IfV governance, and hence each of them has its
own applicable scope' While it is appropriate to apply each of them to certain areas of
IrV governance, it will be inappropriate to other areas. The transaction cost approach
views a rV as an institutional arrangement in which each partner maximises its own
pay-off and minimises the risk of being cheated. From this perspective, the central
tasks for the parties in IJV governance is to monitor their counterpart and seek gains
at the cost of another party through various means, such as bargaining activities,
management control, and ownership share. While this approach is most relevant and
powerful in the analysis of routine situations and static efficiency (Ghosal and Moran,
1995), it over-emphasises the structural aspects of alliances, or more specifically IJVs,
and neglects the procedural ones (Sharma, l99g).

In contrast to the transaction cost approach, the network approach emphasises
procedural and evolutional aspects of IJV governance, starting from the mutual
benefits of the partners and the cooperative elements in IWs. This does not mean that
partners perform altruistic behaviour while involved in IfVs, but suggests that
partners want the IW to sustain, evolve and develop in order to accomplish their own
goals' From this approach, the central task for the parties in IfV governance is to
jointly develop institutionalised mechanisms which enable the partners to pool their
resources and activities to their mutual benefit. Thus, this approach is most relevant
in dynamic analysis which stresses the continuous interactions and adaptations of all
the involved parties.

The review reveals that although there are alternative approaches to explain firms' JV
behaviour and govemance structure within LIVs, the mainstream of the literature has
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adopted the transaction cost approach. As discussed earlier (see 2.1.1.3), the shategic
behaviour approach can be seen as sub-school oftransaction cost approach, since it
shares the latter's basic assumption that different organisations have opposing
interests and rV behaviour is driven by competitive relationships between
organisation. However, competition between partners is only one of the two aspects
for IrV governance' IJVs are created to achieve some certain goals which neither
partner could achieve on their own, and thus W formation aims to create new value
through joint efforts made by the partners and rV managers (Gulati, 199g; zeng,
2003)' Thus, constructive cooperation among partners and JV managers is another
aspect of JV governance. Then, how the dynamic evolution of IJv governance leads
to rv success is an area that needs further research attention.

2.5.2 Regarding rnterpersonar Rerations and Individuar Behaviour
The review also reveals that most existing fV studies focus on organisational
perspectives and focus on issues of organisational structure of the JV and business
strategy, both of the w and its parents. No doubt, these important issues deserve
attention, glven JV's unique organisational characteristics, formed by firms with
different goals, resource strengths, and organisational features. However, over_
emphasis on these structure and strategy issues could lead to a neglect of the human
side of a JV and overshadow the reality that a combination of two organisations in a
JV is actually a joining together of individuals and groups (Hoon-Halbauer, 1999:
345)' After all, it is people who operate and function in organisations, no matter how
perfectly they are designed in structure, and it is people who implement strategies, no
matter how brilliantly they are formulated.

Managers in IWs have to deal with managerial relations in different cultural settings,
as managers come from different cultural backgrounds, and different national cultures
generate different corporate culfures. Researchers call for attention to the dynamics
and processes in JV evolution that lead to success or failure (Arino and de la Terre,
1998; Doz,1996; Ring and van de ven, 1994). In the case of sino-foreign rVs, as
guanxi networks play a crucial role in any venturing in china, interpersonal
relationships constitute an indispensable element of any conceptual framework
seeking to investigate JV performance and governance in this context.
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2.5.3 Regarding IJV performance

The present study addresses the issues related to the relationship between network
governance and the performance of IJVs, and views IJVs as organic network
arrangements and as a dynamic process evolving and changing over time. The
preceding review of literature shows that JV performance could be defined as

perceived goal achievement, and the parents are likely to assign multiple goals to a JV
that constitute a goal set. These research results provide the present study with
methodological guidance in the measurement of IrV performance. However, it also
indicates that there are some gaps in the existing studies of Irv performance.

First, most existing studies focus on singling out various independent variables as

factors determining w performance, such as partner selection @eamish, 19g7;
Geringer, l99l; Glaister & wang,lgg3; Luo, 1gg6, lggla),management control
(Anderson & coughlan, r987;Beamish, r9g4, l9g5; Ding, r997;Killing, 19g3; yan
& Gray, 1994a), and cultural distance (Antonious & whitman, l99g; Boisot, 1994;
Harrigan, 1987; Hu & chen, 1996; osbern & Baughn, 1990; parkhe, 1991;

Vanhonacker & Pan, 1997). while these studies provide new insights into individual
areas relating to IW performance, important questions still remain about the holistic
picture of the relationship between IfV governance and performance. Therefore, there
is a need for research that addresses how partners and rV managers learn to build trust
and cooperation relationships, to collaborate in problem-solving, to deter
opportunism, and to reduce coordination costs in an on-going iterative process of IfV
evolution and development, leading to successful performance.

Second, most existing sfudies view the issues of IJV performance or, more
specifically' partner goal satisfaction, in a very static way, measuring overall partner
satisfaction or parhrer goal achievement under the presumption that partner goals are
viewed as a given fact and remain unchanged. This methodological feature of IW
performance research leads to several limitations and research gaps. First, there is
little examination of how partners' satisfaction with the achievement of initial goals
influences the subsequent behaviour of a partner in and out of the JV. Second, even
fewer studies have paid attention to how the ongoing experience of a parfner in the fv
and the changes in the environment lead to change in a partner,s goal sets. As a
result, the dynamic process in which the partner goals are modified and generated as
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the product of partner interaction and JV evolution is neglected to a great extent.
Thfud, researchers (e.g., osrand & caws gir, r996,199s) noticed that JV management
fonned as a new identity would have its own ideas that may be different from those of
the JV partners. However, there are still more important questions in this regard.
would the different opinions lead to the formation of a new rV-specific goal set? If
so, how does the new goal set, interacting with partner goal sets, affect partner
behaviour and JV evolution? Existing research has neither provided theoretical
analysis nor empirical evidence to answer these questions. Finally, previous studies
have paid little attention to investigation of the interactions between internal and
external factors of JV operation, and how they affect fV partners' satisfaction with
goal attainment.

2.5.4 Regarding Dynamics of IJVs
The review of JV literature above shows that there are two different broad directions
in research on the dynamic aspects of JVs. on the one hand, research on the learning
effect elucidates reasons for JV termination and dissolution. Through learning from
the JV relationship, partners, especially foreign partners, increase their skills and
knowledge, which leads to a change in relative bargaining power and an increase in
JV instability. As a result, the need to cooperate, which exists when a JV is formed,
maybe reduced or even eliminated.

On the other hand, research on IfV evolution suggests that cooperation between the
partners in a W could be enhanced and that JV performance could be improved
through appropriate conJlict resolution and through positive feedback loops of
partners' ongoing assessment on efficiency and equity. However, it still remains to be
explored as to under what conditions the positive direction of fV dynamic can
outweigh the negative direction, and lead to a JV's success, including organisational
effectiveness, durability, and ultimate performance. Moreover, the existing research
on dynamic process of JV evolution mainly focuses at a dyadic level of exchange,
dealing with inter-partner dynamics. It is still unknown as to whether the similar
behavioural dynamics of parf,ners can expand to a scope of broader JV network
relationships. More specificaly, it arso remains to be explored as to how w
experience of evolution creates for the fV itself a new organisational identity, and
how a new set of JV-specific goals emerges and interacts with partner goals. The
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dynamic aspects of JV relationships is an area waranting fuither attention, as is the
impact of change on partners' goal setting for JV performance.

2.5.5 Identified Research Opportunities
Based on the sunmary and analysis of the existing literature regarding governance,
performance, and dynamics of IJVs, a research opportunity exists to study how
network governance affects/determines IJV performance in a dynamic setting.
Instead of identifying isolated individual factors as determinants of perfonnance, this
study addresses IfV performance from a holistic view, investigating how network
governance in IJVs as an independent system with its own boundaries affects JV
performance in a dynamic setting. The network governance of IJVs and its influence
on performance will be explored through the investigation of various govemance
issues, such as management control, bargaining activities, conflict resolution and
problem-solving organisational learning. These issues involve ongoing interaction
among various JV players, centred around partners and JV managers in conjunction
with other transactional-linked firms, government agencies, and a broader changing
economic environment. More specifically, the need for further study exists in the
following areas.

How parbrer interaction and perceived satisfaction with attainment in terms of
initial goals in the w influence parbrers' subsequent behaviour;

How parh:er experience in terms of initial goals and other changes in the
network relationships and the environment result in changes in partner goals,

and how goal evolution explains their subsequent behaviour;

How interpersonal relations and individual behaviours integrate within the
organisational context and influence the performance and evolution of JVs;
How the evolution of fV network relations and fV experience itself creates the
JV as a new organisational identity, so that a new set of JV-specific goals

emerges and interacts with parfirer goals; and

How the evolution, overlapping, and interaction of these three sets of goals
(initial parlner goals, changed partner goals, and emerged JV-specific goals)
determine JV organisational effectiveness, durability, and urtimate
performance.
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To date, empirical data examining these five areas independently or simultaneously
appear very limited. Similarly, there is even less research that addresses the
relationship between W evolution of goals, and satisfaction ofpartners and the W
itself in tle context of JVs in a dynanric process.

In sum, a theory ofmeasurement and detennination of UV performance in relation to
its governance in a dynamic process has yet to be developed. As a result, a theoretical
frameworkneeds to be formulated, which will guide research in the areas of JV
performance in the context of social networks and dynamic evolution. An appropriate
method must be chosen to carry out the research. The considerations of the
theoretical framework and the methodologywill be discussed in detail in the next
chapter.
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CHAPTER THREE
RESEARCH DESIGN AND METHODOLOGY

This chapter seeks, first, to incorporate key concepts related to IJV performance and
governanco and thus formulate a theoretical framework for the study, and second, to
find a scientific approach to conduct the study. The former is concemed with the
theoretical issues of the research topic, and the latter considers the methodological
issues of the research. In addition, the research process of the present study is also
described in this chapter. The chapter is divided into three sections. The first section
discusses the issues related to the theoretical framework and puts forward three
conceptual models addressing IJV performance and governance which will be fuither
developed and assessed in the present study. The second section presents some
methodological considerations in conducting the study, dealing with the selection and
justification of the research method. The third section describes the actual process of
the study.

3.1 Formulating a Theoretical Framework

This section first discusses the issues related to the theoretical approaches, and
determines the network approach to be used in guiding the present study. Then three
goal models are formulated as the theoretical framework of the studv.

3.1.1 rhe Theoretical Approach to Address JV performance
In conducting this research, a greatchallenge lies in formulating a theoretical
framework in order to guide the whole process. An Irv essentially presents an
institutional arrangement with unique characteristics, which are very different from
the traditional hierarchy and market governance forms. An Irv also involves manv
issues of operational strategies important in the field of international business.
Furthermore, the decision to enter an IJV and the operational decisions to be made in
the JV are not made by the two or more parhers in isolation, since rV behaviour can
only be understood in the social context and in the social networks in which involved
individuals and firms are embedded. Therefore, the challenge in formulating the
theoretical framework lies in the fact that it must be capable of dealing with all three
areas - organisational governance, business strategy, and social networking.
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The present research addresses the performance of the JV as an institutional
turangement and as a governance strucfure in the process of dynamic evolution. The
main focus of the present study is on the dynamics of cooperation and adaptation
between JV organisational players and on the process of JV evolution, emphasising
on-going interactions of learning, adapting, and exchanging between JV actors at both
the organisational and individual levels. As a result, process issues become salient in
the present study. The questions centre on the conditions under which rv
performance is likely to be influenced by the management behaviour of partners and
rV management, and the extent of this influence on rV performance. Hence, the three
areas involved in the research topic are as follows.

First, the inter-organisational networks by which a firm's decision to enter a Jv and
its choice of governance structure and operational strategies are affected; the
conditions under which parhners and JV management perform satisfactorily; the
influence on subsequent behaviour in and out of the JV of the partners, satisfaction
or disappointment with the fV performance.

Second, interaction between various JV actors including organisational players and
involved individuals (such as learning, trust, conflicts and conflict resolution) in a
broad social context; the integration of individual behaviour in the organisational
context; the conditions under which JV management itself forms a new identity
relatively independent from the interests of its parent parfners; the influence on JV
performance of interaction between partners and the formation of a new identitv.

Third, the succession of partner goals, and the emergence of a JV,s own goals because
of the interaction between its internal variables and external constraints, against the
background of partners' social networks; the evolution and the success driven by the
interaction among the different goal sets established by the JV partners and fV itself
as a new entity.

overall, the present research addresses the issue of JV performance in a broad
historical background and social context in which the parent firms are embedded and
the JV is formed. The research topic involves a complex process both of longitudinal
dynamic evolution and horizontal interaction of various organisational, human
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behavioural, structural, and strategic variables

Therefore, a powerful and flexible theoretical

research.

related to a W and its parent partners.

framework is needed to guide this

Given the objectives ofthe present study, the theoretical perspectives used by the
mainstream of the literature, such as the approaches of transaction costs and strategic
learning, are not suitable. The theoretical framework adopted in the present research
is based on an inter-organisational network perspective, because the feafures and
strengths possessed by this approach enable intensive exploration on the three areas of
the research topic. As discussed in chapter 2 (see 2.1.1.3),as distinct from the
transaction cost approach, the network approach views inter-organisational alliances
as more than just instruments and emphasises the cooperative aspects in JV
arangements. This approach also pays attention to the process issues of JV
iurangements, especially interactions between JV actors, stressing continuing
evolutional processes such as trusting-building, joint learning, and conflict resolution,
and thus tends to ask and answer'ohow" questions related to JVs. Moreover, when
investigating performance issues, the network approach is able to consider the
perspectives of all of the involved parties in a JV, as this approach focuses on the
aspects of value creation and cooperation in fVs. The more significant advantage of
the network perspective is that it puts JVs into a social context where individuals and
firms interact with each other. There are different networks depending on basic unit
of content' While addressing rV governance and performance, we can distinguish
two types of networks - organisational and individual, and build up a link between
them by integrating individual behaviours in an organisational context. Thus, this
perspective defines and shapes the precursors, processes, and performances related to
Ws in their social networks.

Smelser (1988) points out, in his analysis of the structural paradigm perspective, that a
suitable and powerful theoretical framework should contain six key ingredients. As
Chen (1995: 33-34) summarised, they are as follows.

o To decide the basic units of analysis;
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To identiff some kind of special or non-random relationship from the basic
units of analysis;

To observe repeated processes of interaction between the units of analysis;
To delimit the boundaries of units of anarysis from other units; and

To identiff the influences or interaction with units or forces outside the
boundaries;

To seek the causes of the relationship between basic units of analvsis.

Considering the network perspective against this standard, it provides all key elements
for constructing a theoretical framework for analyses of JV performance in relation to
the process of organisational evolution and strategic decision in the context of social
networks.

First, a suitable theoretical framework enables decisions to be made about the basic
units of analysis, where they possess a non-random relationship. Differing from
dyadic perspectives, such as the transaction costs approach, the key characteristic of
the network perspective lies in putting JV behaviour and the JV itself into a specific
context of social networks. As Gulati (199g: 295) suggests, .,[n]etwork perspectives
build on the general notion that economic actions are inlluenced by the social context
in which they are embedded and that actions can be influenced by the position of
actors in social networks". Therefore, to address JV performance from the network
perspective, the basic units of analysis are defined as JV actors and the networks in
which the JV actors are embedded. JV actors can be distinguished into two types -
organisational, namely, relevant firms (including parent partners, ws, and other
transactional-related firms and agencies), and individual, namery, management
executives from both w and parent firms, other JV employees, and individuals in
transactional-related fi rms and agencies.

Second, a suitable theoretical framework is able to identify and address the non-
random relationship between the basic units of analysis, which is a definite and
institutional relationship. The govemance structure constifutes the fundamental basis
of an economic organisation and is at the core of organisational theory. ln this
research, the governance structure of a fV established by its partners in the specific
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social context is identified as a basic skuctural relationship between partners and also
between parhrers and the JV itself. Researchers (Alter & Hage, lgg2:Deyo & Doner,
200I; Powell, 1990; Sharma" 1998) suggest that the alliances, or more specifically
JVs, present a distinct form of govemance strucfure - network governance, outside
the market-hierarchy continuum. Corresponding with the two types of JV actors,
network relationships in JVs also contain two levels - organisational and
interpersonal. The first level of the JV network consists of the relationships between
organisational actors in a JV, while the second level involves various interpersonal
relationships in a JV, such as managerial relationships between management
executives in a JV and parent firms, between two or more groups of executives
representing their rospective parents, between JV management and JV employees, and
the broad external management contacts possessed by w management.

The distinction of the two types of network in JV relationships is even more relevant
and crucial in the rV study in a Chinese context glven the importance of interpersonal
relations (such as guanxt) in Chinese society. The interactions of JV actors within
each tlpe of JV network and across the two types of JV network around various
governance issues, such as learning, trust, conllicts, and conflict resolution, constitute
the central contents of the specific relationship between the basic units of analysis.
Therefore, to approach the JV from the perspective of a social network makes it
possible to provide fresh and valuable insights into the organisational theory of
governance.

Third, a suitable theoretical framework is required to observe the repeated process of
interaction or relationship between the basic units of analysis. In this regard, the
network perspective presents a powerful tool for anal,vsis, because one of its
advantages is that this perspective roots network evolution in an ongoing process of
network building, maintaining, an6 governing. The notion of process holds crucial
significance to the particular structure of governance in inter-organisational networks.
As Smelser (1988: 104) highlights, "structure and process are two expressions of the
same thing: Structure is a kind of generalization based on obsenration of repeated
processes of interaction among the basic units of analysis, and process is the
behavioural manifestation and evidence for the structure". This dynamic notion of
structure is especially relevant and effective in analysing the evaluation of the
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structure of JVs' govemance and its outcome, which is the perforrnance. It leads to a
retrospective research approach in examining how the management executives in JVs
and parent firms, and partners and JVs themselves, in conjunction with other
individuals in a broad social context and other transaction-linked firms and
govenrment organisations, have built trust and links, and learned to collaborate
through organisational learning, goal modification, institutional adaptation, and
compromise. In the end, we can understand how partners and a JV itself are able to
achieve a satisfactory partnership, and finally recognise success.

Fourth, a suitable theoretical framework should be a guide to delineating the
boundaries of the basic units of analysis from other units outside them. If the JVs are
treated as one of the organisational forms and governance structures in broader social
networks, the boundaries between them and other forms of social networks can be
clarified' Smelser (1988: 104) suggests, 'the relationships within a structure are

different from the relationships with units that are considered to lie outside the
strucfure".

The notion of boundary is very useful in the analysis of the types and tiers of an inter-
organisational network. As discussed earlier, there are two types of social network in
rV arrangements - organisational and individual networks, and the former consists of
organisational actors while the latter is formed by the involved individuals. A
network of each type divides into different tiers based on the extent to which the
actors bind themselves together in risk and interest sharing, mutual commitment and
trust. In order to form a rv, two or more partners jointly put in resources, share
management, and are inter-dependent in the partnership. Thus, the fV and its parent
firms constitute the core parts of a JV network at the organisational level. Other
related organisations, such as transaction-linked firms, govemment organisations, etc,
are located at different outer tiers according to the extent of linkage to the parfners and
/or the W' There are at least four tiers of W network at the individual level, and they
can be distinguished as the JV managerial relationships between two groups of JV
managers - local and expatriate groups, between managers of a JV and the executives
at the headquarters of the fV's parents, between JV management and its staff, and the
external relationships of JV managers with managers in other hansactional-related
firms and with government officials (this is called guanxiin the Chinese context).
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This differentiation of tiers in a network is helpful in analysing different sources of
influence on dynamic evolution.

Fifth, a suitable theoretical framework should be able to identiff independent factors
and their influences on the basic units of analysis both inside and outside boundaries.
From the view of a network, the notion of tiers gives rise to the concepts of network-
in-situation and network-in-environment. Thus, an organisation in a network context
would be differentiated by internal variables and restricted by external constraints. In
the present research, the intemal variables are defined as organisational characteristics
of parent firms and the W itself, governance structure and operational strategies. The
external constraints are identified as partners' behaviour outside the JV, market
changes, government policies, and macroeconomic growth. It is assumed that all
these factors have significant impacts on w performance in the dynamic process.
Hence, the empirical study will focus on these factors and their influences on
performance.

Finally, a suitable theoretical framework is able to distinguish the causal linkages
between variables and outcomes. In this research the variables include both internal
factors and external constraints, and the outcomes are defined in terms ofperformance
measured by the satisfaction of partners and JV management with the goal attainment
during the operation. Dynamic evolution of a JV as an organisational form and
governance strucfure, and the interaction of various actors including partners, JV
management, and other related firms are considered as having the most effect on the
outcomes of the JV in the social network context.

To sum up, a theoretical framework can be formulated from the network perspective
to guide this empirical study of rv governance and performance in a dynamic and
social context. The framework is represented in Figure 3.1.
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In this diagram, JV actors and networks are seen as two basic units. JV actors are
distinguished as two types - organisational (JV network A) and interpersonal (JV
network B), and different components in each type of JV actors form their own JV
network relationships at different tiers. A w is regarded as a specific kind of network
and it provides an institutional form to incorporate the two types of network relationships
into a rv network. Thus, there are different layers of network relationships within each
tlpe of JV network relationships.

In Figure 3' l, the boundaries of JV network are made clear by delimiting different tiers of
this specific network' The first layer in Network A is the partnership between the parent
firms that can be called Network Ar. Then there is the parent-child relationship between
the partners and the IJV itself that can be called Network A:. These two relationships
comprise the core of IJV network A. The third layer consists of the relationships between
the IJV and its parent firms on the one side and the related external players and factors on
the other side that can be called Network Ar. The Network A: itself could contain many
different network relationships that are related to the IJV in one way or another. The
locations of Network Al in the whole Irv organisational network are contingent on the
situation' In some cases it becomes part of network cores, and in other cases it is in the
outer ring and serves as external constraints imposed on the network cores. At the
interpersonal level Qrletwork B), there are also several different tiers of relationships in an
IJV' The first tier is the relationship between the two groups of JV executives (Br) -
local ones and expatriates. The second tier is the relationship between w managers and
executives in parent firms (Bz), and the third tier is the relationship between the JV
management team and the JV employees (Bl). The fourth is the relationship developed
by W managers (B+) with the managers of these transactional related firms and relevant
government officials, which can be called guanxi in a chinese conrext.

This diagram also indicates the dynamic process of various JV network relationships and
operational outcomes of an IW. The dynamics of JV network relations, including
leaming, adapting, conflicting, and conflict relations, become the driving force of a JV,s
evolution' Through the operation of the JV itself, the outcomes that are understood as the

62



performance of the JV are generated. The assessment of perforrnance conducted by the
JV organisational actor affects their subsequent behaviour both inside and outside the W,
and affects both the JV partnership and the performance of the JV. This is an ongoing
process, which involves the JV in a dynamic process of evorution.

3.1.2 The conceptual Goal Models to Address JV Network Governance andPerformance

using the theoretical framework formulated in the previous section, the present research
will develop three more concrete theoretical models to address the issues related to the
relationships between the network governance and JV performance under changing
conditions' Before doing so, the question of measurement of JV performance needs to be
considered.

with the extension of IJV research from the explanation of their motivation to the issues
related to their performance in the 1990s, researchers have noticed that there are serious
shortcomings in existing objective performance measures (see chapter 2 for more
details), such as JV termination and financial indicators (e.g., Anderson, 1990; Geringer
& Hebert, 1991; Hatfierd & pearce, 1994;yan& Gray, r994b). Hence, they suggested
the use of subjective measurement - goal attainment or partner satisfacfion - to address
JV performance (e.g., Anderson, 1990; Hatfield & pearce, 1994; Hu & chen, 1996;
osland & cavusgil , 1996,199g; yan & Gray, r994a). Although the literature on
organisational theory has long suggested taking goal attainment as the measurement of
organisational performance (Etzioni,1964;Sills, 1969; simon, rg6g),this measurement
has only recently been employed in research on IJVs.

Following these studies, the present research adopts perceived goal attainment as a
measure of JV performance and incorporates the perspectives of multiple players. As
pointed out by Hatfield and Pearce (1994:425), research on partner goal attainment
provides a broader and more flexible understanding of JV performance, since operational
goals such as efficiency fit better with the pooling of skills and resources that are
characteristic ofjoint venturing than financial goals. Goal attainment is a widespread
measure of organisational effectiveness (cameron, lgg6; Daft, 1gg5; Lewin & Minton.
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1986; Quinn & Rohrbaugh, 1983), organisational theory suggests that there are many
types of goal in an organisation. one major distinotion is between the officially stated
goals of the organisation - "official goal" - and the operative goals actually pursued -
"operative goals "(Daft, 1995). Different goals serve different functions. Daft (1995)
claims that while official goals provide the legitimacy for the existence of the
organisation, the operative goals provide direction, guidance, and criterion of
performance. Therefore, perceived attainment of operative goals can be employed as the
measurement of performance.

In the meantime, the multiple goals of an organisation also lead to a diversity of
approaches to achieve them. If an organisation pursues only a single goal, it is able to
accomplish a maximum level of perforrnance in terms of the attainment of that goal. on
the contrary, if it has multiple goals, an organisation can simultaneously attain several of
thern only through the acceptance of satisfactory rather than maximum goal attainment
(Daft, 1995). It is the satisfaction with the overall achievement in rerms of multiple
goals, rather than the maximum level of attainment in terms of one particular goal, that
should be employed as the criterion for the performance measurement of multiple goals.

To sum up' the present research will adopt a qualitative approach to measure JV
performance: the measure will be the satisfaction of parent parhers and JV management
in terms of goal attainment. The major distinction between previous studies and the
present research is that this research emphasises the influence of network govemance in
IJVs on perfiormance from a dynamic perspective. By doing so, following the theoretical
framework formulated earlier, three conceptual models are put forward to address the
relationships between network governance and performance in IJVs.

3.1.2.1 Static Goal Model
Model one, the Static Goal Model, addresses JV performance under static conditions. It
measures the satisfaction of partners in terms of initial goal attainment, and furthermore.
it assesses how the competing and cooperating interactions between partners in a
particular external environment faced by the parent firms and the JV lead to the perceived
attainment of initial goals set up by parrners when the w was formed.
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Most studies that address rv perfonnance applyng the approach of goal attainment have
adopted a static perspective. These studies have opened a new path for research in this
area and have provided much insight. Anderson (1990) suggests that conventional
financial measures of performance are not appropriate for IJVs because of the high level
of risk associated with them. They should not be evaluated using the standard operating
procedures that corporate headquarters apply to wholly owned divisions. she argues that
it requires a more balanced, more subjective approach to performance measurement.
More specifically, Hatfield and Pearce (lgg4) explore the relative importance of a variety
of partner goals and highlight the impact of various contextual variables related to partner
goals, such as the number and types of partner goals, and goal disparity between partners,
on JV performance' Yan and Gary (199a{ analyse the relation between management
control, bargaining power and JV performance from the perspective of goal attainment.
osland and Cavusgil (1996) also identify some variables specifically affecting the
satisfaction of Sino-US partrers in goal attainment.

Following the studies mentioned above, the Static Goal Model in the present research
adopts the qualitative approach in measuring JV performance. However, there are some
differences between this model and previous studies. First, the Static Goal Model in this
research will take account of the linkage between w performance and the network
relationships between JV parfners and in a broader environment context. second, the
static Goal Model will investigate how partners' satisfaction with goal attainment affects
their subsequent behaviour both within and outside the W partnership. Thus, the Static
Goal Model also contains some dynamic elements. It is a "static" model only because the
initial goals of partners are assumed to be constant and unchanged during a period of I;y
evolution and developmenr.

3.1.2.2 Goal Succession Model
The second goal model in the present research addresses IJV performance from a
dynamic perspective - the Goal Succession Model. This model deals with the issues
related to the changes of goals set up by the rV partners.
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An organisation is created to pursue certain goals (Etzioni, 1964). When the goals have
been achieved, cannot possibly be achieved, or have become obsolete as a result of the
change in environment, can the organisation still exist? If yes, how can it continue its
existence? These questions have long been addressed in organisational sociology (Blau,
1956; Etzioni,1964; Sills, 1969). As Sills (1969) argues, dissolution is not the only
course of action open to an organisation when its goals are either achieved or have
become irelevant in a changed environment. The organisation can remain intact for the
purpose of working toward new or sharply modified objectives. Moreover, as Etzioni
(1964) points out, when the old goal is highly unsuccessful, an organisation may survive
by finding a new goal. It is also common for such an organisation to set additional goals
or expand the scope ofits old ones.

overall, as organisational theory suggests, investigation of the process of goal anainment
from the perspective of organisational dynamics indicates that when the old goals have
been achieved or are completely unachievable, an organisation tends to set up new goals
or to expand its old ones. This process of organisational goal shift has been called the
"succession of goals" (Etzioni, 1964; Sills, 1969).

Can the proposition of goal succession be applied to the context of IJV performance? As
researchers have pointed out, the dynamic aspects of rVs have long been ignored (Arino
& de la Torre, 1998; Doz, 1996; Parkhe, 1993a). Most existing research on the topic of
fV performance takes account of the JV goals from a very static perspective. The main
focus of the existing research lies in the measuring of W performance and identifyrng
variables that determine or affect it [see Gulati (199s) for a review]. There are only a
few exceptions that have addressed the dynamic issues related to ;y perfonnance.
Hatfield and Pearce (1994) have noticed the linkage between the number of goals ser up
by JV partners and the changes of environment. They suggest that a large number of
goals may be functional in a stable environment, but only a small number are functional
in an unstable environment. They further argue that a relatively large number of goals
reflect successful adaptation to voratile environments. yan and Gary (r994a) also
pointed out that environment change is likely to lead to a shift of goals set up by the
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partners' and that some new goals will be added to the goal set as old ones drop out.
Arino and de Ia Torre (1998) investigate the process of partner interactions in a failed
European-American JV. Based on the research findings from the case study, they
propose a theoretical model to address JV evolution and dissolution. Their model focuses
on the ongoing assessment by the partners of the efficiency and equity prevalent in their
venture at any glven point in time.

Building on these previous studies, the Goal Succession Model focuses on the changes of
partners' initial goals and the influence of the changes on IrV performance. First, it
explores how the interactions between parent partners, their experience in terms of initial
goal attainment and the change of external constraints in the broader social networks
result in the modification of initial goals and the generation of new goals to be pursued in
the JV' Second, it also investigates how goal succession explains the subsequent

behaviour of partners in both the JV and their broader network.

3.1.2.3 Goal Emergence Model
The third model - the Goal Emergence Model - is also proposed from a dynamic
perspective' This model addresses the issues related to the creation of the fV itself as a
new identity and the establishment of JV-specific goals, since the establishment of a JV
itself as a new organisationar entity and the JV-specific goals can only emerge as

outcomes during the process of JV evolution.

A rV is a new organisation that two or more firms create to pursue a common purpose
(Scott, 1987). Is it possible for the W to have its own interests, and to further its own
goals relatively independent of its parent partners? This is an area that attracts even less
attention from the researchers in the field of international business. In the limited
relevant literature, the topic appears to be controversial.

Some researchers suggest that an IJV's managers do not represent the partnership itself;
rather, each of them acts as the representative of his or her parent firm. The operation of
an LIV is under the close control of the parent partners, so that the JV management itself
does not provide performance assessments independent from those of the partners.
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Therefore, these researchers think that it would be inappropriate to count the JV
managementns assessment of perforrnance as independent from their parent partners,
(Yan & Gray, 1994a).

on the other hand, it is suggested that the perspective of JV management should be taken
into account when measuring JVs'performance (Killing, 1gg3; osland & cawsgil ,1996,
1998)' Some researchers even argue that JVs should be evaluated not by the perspective
of parent partners but primarily as stand-alone entities that seek to maximise their own
performance (Anderson, 1990; Hall & Hall, 1996). The reasons suggested are as follows:
first, the perspective of the w itself frees it from parent politics and parochial viewpoints.
Further, harmony among parent partners will be promoted if the JV is encouraged to find
its own way' Moreover, giving it autonomy will facilitate the learning and innovation
that are the primary reasons for entering a JV.

These appear as two completely opposite opinions. However, there is something in
common between them. Both of them address the w or partner goals and the
measurement of JV performance from a static perspective. Both imply that successful
performance means the achievement of initial goals, from either the parent partners or the
IJV perspective. Therefore, the two views tend to ignore the dynamics and changes in w
network relations, such as partnership, the goal sets of both partners and W itself.
environment, and the networks in which both partners and the UV are embedded.

when investigating dynamic JV evolution, we find that with the evolution of the venture,
it may gradually form its own interests and organisational identity, and then sets up its
own goals relatively independent of parent partners, Parent firms enter an IJV to pursue
their own purposes. It is natural for the partners to set up the goals to be achieved
through the JV's operation. when an IJV is formed, the members of its management
team are either expatriates from respective parfners or personnel recruited by the parents
and/or the expatriates. It is expected that the members of the management team will
represent the interests of their parent firms at the early stage of the IrV (yan & Grcy,
1994a). However, since the managers come from different parent firms, they will
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represent and pursue different interests in the [JV. Thus, IJVs display complexity as an
organisation, involving the different and probably conflicting interests between different
entities' This complexity of interests may lead to the relative independence of the JV
management from its parents, and further cause the formation of its own interests. In
other words, after its formation, the interaction between the partners and the dynamic
changes of the IJV itself may lead to the emergence of its own goal set which differs from
the parent partners.

The third goal model - the Goal Emergence Model - is proposed to explore this
possibility' This model includes the issues related to the creation of the JV itself as a new
identity and the establishment of w-specific goals. The questions to be addressed in the
model include the following: under what conditions would the evolution of the JV, the
interaction between the JV management and partners, and the dynamic changes of the
JV's environment lead to the formation of the w as a new identity relatively independent
from the partners? How do the JV-specific goals emerge and interact with the parent
goals? How do the three sets of evolving, over-lapping, and interacting goals drive the
JV to evolve over time and to affect performance of the company?

3.t.2.4 Relation of the Three Goal Models
The three conceptual models are proposed to explore how the network governance in
IrVs affects their performance and evolution. Then, what is the relation between the
three models? They are neither competing nor sequential, but are complementary and
overlapping, since each of the models addresses one aspect of the IJV network
relationships in a setting of W evolution. The static model is centred on the partnership
with a focus of initial goal attainment. From a dynamic approach, the goal succession
and emergence models move IJV performance and evolution from a simplistic ,strategic,

view to an interactive view. tn the goal succession model, the modification of initial
goals and the generation of new goals for partners are seen as a result of interactions
between parhrers in a network context. Moreover, in the goal emergence model, the W-
specific goals together with the JV organisational identity are treated as the product of
collaboration, competition, shared experience, conflict resolution, and joint learning
among the major JV players. Although it is not necessary for the three sets of goals to
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always coexist throughout the whole process of an IJV's development, these goals from
different sets evolve, overlap, and interact with each other in a JV network sefting,
driving ongoing process of JV development, and leading to the fV,s success.

The three goal models proposed will be supported and assessed on the basis of the
empirical data gathered from the case studies. The process of data gathering was done in
two stages' The first stage comprised of trro case studies, and aimed to test the validity
of research direction and help the formulation of the theoretical framework (see chapters
4, 5, and 6)' The second stage consisted of one case study and aimed to assess the three
conceptual goal models based on empirical data gathered from the second_stage
fieldwork (see chapters 7, 8, and 9). All these issues are related to the rv performance
and its basis - governance structure and operational strategies. This research may
provide some insights for a better understanding of the theoretical and empirical issues of
w governance and stuategies in the context of dynamic and social networks.

3.2 Methodological Issues

After formulating a theoretical framework to guide the present study, another important
task is to develop a proper method to bonduct this research. It involves the consideration
of methodological issues, which are understood as the appropriate philosophy or general
principles behind research. Researchers note that while selecting certain methods, they
are "consciously or unconsciously taking on board their methodological assumptions
about the nature of the social world and the principles of social enquiry,, (Hall & Hall,
1996:29)' The starting point is deciding how to define and cope with the nature of the
research questions. The varied nature of the research questions requires the adoption of
different methods, just as different destinations require different routes.

3.2.1 Research Areas and Specilic Research euestions
As mentioned earlier, the present research aims to help theory building in the area of JV
govemance and performance. It focuses on JV performance under three different aspects

- goal attainment, goal succession, and goal emergence.
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The first area of the study is goal attainment in a static condition. Existing research has
provided some valuable insights (e.g., Hatfierd & pearce, r994;osland & cavusgl,
1996, 1998; Yan and Gary L994a). However, most discussion in this area has taken a
static view of goal attainment. Therefore, researchers have largely neglected the dynamic
of partner satisfaction, which will affect partners' subsequent behaviour both in and
outside of the JV' However, the assessment of rv perfonnance by the parfners is an on-
going process' The neglect of the influence of parhers' satisfaction on their subsequent
behaviour makes current research on w performance incomprete.

The second area is goal succession in the evolutionary condition. Some aspects of the
dynamic process of JV govemance, such as the evolution of partnership, have been
discussed in the existing research (Arino & de la Torre, l99g;Doz,l996; Ring & van de
Ven, 1994), as have the changes of management control and bargaining power (yan &
Gruy,7994a)' However, how does interaction between the partners and their experiences
of the initial goal attainment cause the evolution of those goals, resulting in new parmer
goals or modification of the existing goals? How does the change and evolution of the
goals trigger change in the partners' behaviour? These issues have been paid little
attention.

The third area is goal emergence in dynamic conditions. This is an area to which even
less attention has been given. The possibility that JV operation will lead to the formation
of a new organisational identity relatively independent of the parent partners has been
mentioned in the literature (Harrigan, l9g6; Kumar & seth, r99g; osrand & cavusgl,
1998)' Does this new organisational identity have its own interests independent from
those of parent partners; does it set up its own goals for the operation of the JV? How do
these new goals interact with those of partners, and how does the interaction between the
different goal sets influence the JV's operation and finally, its performance? None of
these issues has been addressed in the existing literature.

It has been argued that the performance issues of JVs remain
area for research of IJVs is opened up (Gulati, l99g; parklre,

unexplored, thus an exciting

1993a). The research area
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of goal emergence' in particular, has received even less attention. As a result, the existing
knowledge on JV performance lacks both theoretical constructs and empirical evidence.
Given that little knowledge or information on goal emergence can be found in the
existing literature, any research regarding the formation of JVs, own goal setting, the
interaction with partners' goals and the influence of the interaction on W performance
will be novel' Therefore, the nature of this research will necessarily be exploratory,
analytic, and descriptive.

This research does not intend to test or modify an existing theory. As parkhe (1993a:
229) points out, in the area of FV governance and performance "it is not that existing
research is flawed, but rather that some of the pivotal questions have not yet been asked,,.
on the conhary, it aims to explore the issues related to W governance and performance
in an original manner, analysing and suggesting explanations for some phenomena in this
domain, to search for the essential causality among the phenomena, and then to aid the
development of a conceptual framework and the formation of the theory in this field. As
a resultn this research is hlpothesis-generating rather than hypothesis-testing. The nature
of the research leads to the adaptation of a grounded methodology or inductive approach
in which hypotheses emerge from the data rather being determined in advance (Glaser
and Strauss, 1967).

However, the research is conducted in terms of the three conceptual models formulated in
the previous section. Thus, it is necessary to develop some specific research questions in
the domain delimited by the three areas in order to guide the whole process, including
research design, data collection and analvsis.

The research questions regarding the first research area - JV performance and
govemance under static conditions - are formulated as follows:

o When entering an IJV, what goals are likely to be set up by the parent firms to be
pursued through the w's operation in a country-specific setting?
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o How do the different sets of parlner goals relate to and interact with each other
during the W,s operation?

o Under what conditions will the partners be satisfied with the JV,s operation in
terms of goal attainment?

o What internal and extemal variables will affect the W's achievement of the
partner's goal attainment?

o To what extent and how does the partners' satisfaction with the w performance
infl uence their subsequent behaviour?

The research questions regarding the second research area - JV performance and
governance in terms of the condifion of partners' goal succession - are as follows.

r fu what fields and on what specific issues are the partners likely to have conflicts
during the IJV's formation and operation?

o How do the JV partners settle their conflicts? What are the results of the conflict
resolution?

o How is the parhrership affected by the different methods of conflict resolution.
such as joint learning, mutual trust, and rerative position in the IJV?

o How do the networks that each parher possesses and the position of each in the
IJV affect partner decision-making and the JV performance?

' Does the interaction between partners, the attainment of their initial goals, and the
changes of environment lead to the changes of partners' initial goals? How do
changes happen?

o How do the alteration and./or evolution of initial goals explain partners,
subsequent behaviour?

Research questions in the third area - JV performance and governance under the
condition of goal emergence - are as follows.

r How does the interaction between the partners within the JV and the change of
external constraints jointly affect the JV's operation and performance?
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How do the partners and JV management make their decisions while facing
various issues of JV operation and strategies in the context of dynamic evolution
and social networks?

Does fV operation and evolution result in the formation of a new identity with its
own interests and goal set? If so, how does it happen?

How does the JV's own goal set, incorporating or conflicfing with the partners,
goal sets, affect its operation and performance, and then influence or alter
partners' behaviour?

To sum up, in order to address the research issues regarding JV governance and
performance in the context of social networks and the process of W dynamic evolution,
information is needed on the shategic goals of the partners and the w itself, and their
goal attainment. Related to this, empirical data sets are required in the following four
areas.

JV governance issues: including partners'bargaining power, management control, the
decision-making process' networking linkage and influence, and interaction between
partners (bargaining and negotiating, competing and cooperating, jointly learning, mutual
trust, conflicts and conflict resolution).

Interpersonal relationship issues: including communication and mistrust between rwo
groups of JV managers, human resource management, allegiance of w employees,
guanxi networks.

operational and strategic issues: including target products and markets, suppliers,
production management and quality control, marketing strategies, and human resource
policies.

Issues regarding partner and IJV network linkages and environmental changes:
including changes of industrial structure, the influence of transactional-linked firms.

74



changes in government policies, shifts of demand and supply, and growth of the macro-
economy.

3.2.2 Some Considerations Regarding Methodology
The consideration of methodological issues involves the choice of a proper metho to
conduct the research. It includes a decision on a quantitative or qualitative orientation,
and the data-collection option of a questionnaire survey or a case study.

3.2.2,1 Quantitative- versus eualitative-Orientation
while conducting empirical research, there is a choice of either quantitative or qualitative
methods' Thus, before making any decision about a particular research method, it is
necessary to compare the nature and the characteristics of the altemative methods.

Rigorous quantitative methods provide a sense of substance, scale and completeness to
research results (Jobber & Bleasdal e, 1987). In quantitative research, the focus is on
observation and measurement. The main concern for the quantitative researchers is the
"objectivity" of the research, so that the care is taken not to influence the research data
through personal involvement with the data. The purpose of quantitative research is
usually to confirm or falsi$r an existing theory through empirical testing, to develop and
test a new theory, or to generalise an existing theory in order to expand its application. ln
practice, quantitative inquiry has its pre-specified intent. The key variables and their
general relationships, which are pre-determined, can provide a clear conceptual
fram ework for empiri ca I quantitati ve testing.

The purpose in qualitative research is "to understand and interpret how the various
participants in a social setting construct the world round them,, (Glesne & peshkin, 1992:
6)' The role of the researcher is to observe the phenomena of the research subject, ask
questions, and interact with relevant people, in depth and over a long-term at one or more
field sites' Thus, the researcher becomes the main research instrument. The whole
process' which is developing and changing over time, includes the stages of problem
statement, research design, interview questionnaire, and data interpretations. The
characteristics of openness, evolution and emergence in qualitative method lead to
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ambiguity, and this means a lack of standardisation, That is to say, when conducting a
qualitative inquiry, the clear criteria to be applied to each step of a research are not
known and cannot be provided in advance. However, the strength of the qualitative
method is that it sets a stage for exploration and discovery. "The openness of qualitative
inquiry allows the researcher to approach the inherent complexity of social interaction
and to do justice to that complexity, to respect it in its own right,, (Glesne & peshkin,

1992:7)' Therefore, the key variables and/or hypotheses in qualitative research emerge
from the data rather than being determined in advance @airey, r9g7).

After reviewing the key differences in quantitative- and qualitative-orientated research, it
is clear that the choice of research method depends on the nature and purpose of the
research subject.

Although some empirical studies of the performance of JVs have been done in the pasr,
these are rather fragmented and do not provide a clear and commonly accepted
conceptual framework. When Parkhe makes comments on the extant studies addressing
diverse aspects of IJVs, he argues that n'the problem is that these diverse aspects have
remained inchoate, as if they were unconnected, rather than being tightly interwoven
aspects of the common phenomenon of LrVs" (parkhe, 1993a:230). This remark
regarding research on IrVs as a whole is particularly relevant for research on the issues
related to the performance and dynamic aspect of IJVs, since only recently has attention
been paid to these areas. Few studies have been done to examine IW performance issues
from a dynamic perspective. At this stage, the main task for research is to raise the
pivotal questions, and develop a proper conceptual framework. Therefore, the purpose of
the present research is to develop, rather than to confirm or falsify, hlpotheses.

3.2.2.2 Survey versus Case Study
The most commonly used approaches for data collection in empirical studies of social
sciences are the survey and the case sfudy. Generally speaking, a survey is a quantitative
approach using statistical analysis, and the case study is a qualitative approach using
inductive analysis' It would be difficult to address effectively the research opporrunities
delimited in literature reviews in a mail suryey, since the conceptual framework or
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developed hypotheses need to be generated from field research rather than pre-
determined in a questionnaire. Thus, the qualitative orientation, and the exploratory and
descriptive nature of the present research tend nafurally to the case-sfudy approach.

However, the choice of research approach is more complex than that. Actually, most
researchers in the field of organisation and management, including JV studies, prefer
Iarge-scale mail surveys (Bettis, l99l), probably the result of .,a large database
mentality", so that some critics protest that mail surveys have been over-used (Dubin,
1982; Hambrick, 1990). Therefore, t}rere is still a need to consider some methodological
issues in relation to survey and case_study approaches.

The reasons for the choice of the case-study approach lie in the strength of the case-studv
approach as a powerful and appropriate method for dealing with a complex and
longitudinal process involving institutional, organisational and strategic issues, since
semi-structured interviews can be used in a case sfudy and the questions asked in case
interviews are able to be tailored to probe avenues of exploration that seem to yield
information relevant for the topic being studied (Beiley, rgsT). The comprexity of JV
performance study first stems from the controversy and uncertainty around performance
measurement' This is important, given the fact that an IfV involves several different
organisations, each one entering the JV with its own motivations, and setting its own
goals to be achieved. The study of IJV performance involves the issues of institutional
change, organisational governance and business strategies, and needs to deal with inter-
organisational decisions on the one hand and personal choices of managers on the other.
what is more' measuring IJV performance, in the context of dynamic evolution and
networks, adds two crucial factors (time and the influence of other network-related
players), and leads to a need for longitudinal analysis. All these require the analysis of
time series and networks. This analysis needs to address not only the whole process of
JV negotiation, formation and operation, but also changes in the extemal environment
and the ongoing interaction among partners, the JV itself, and rerated firms.

77



Two major advantages of the in-depth case-study approach enable all of the above
considerations to be taken into account. First, as argued by yin, a key methodological
strength of the case study approach is that it is not limited to static assessments, but rather
permits the tracing of changes over time (Yin, 1994: l l5-123). The analysis of causality
between events has a significant implication for on-going assessments of w
performance.

second, another key strength ofthe case-study approach, as suggested by Eisenhardt and
Yin' is the likelihood of its generating a novel theory through induction and analytic
generalisation (Eisenhardt, 1989; Yin, 1994). The case study is flexible because its
theory-generating approach uses induction and analyic generalisation, rather than
deduction and statistical generalisation. Thus, it is able to examine very complicated
issues and processes. Among various methods in collecting empirical data in case studies
the most important way is in-depth, open-ended interviews. while the topics and
protocol for interviews are prepared in advance, the actual questions are not specified in
advance but depend on the context of interviews (Yin, lgg4). This can be very fruitful,
because the interviewees can provide crucial insights. Thus, the case-study approach
represents a powerful and particularly timely method of scientific inquiry and it permits
a deeper understanding of soft variables and key relationships.

To conclude, in view of the current developmental stage of the theory, researchers have
for a long time called for rigorous case studies of IWs (park*re, 1993a;yan & Gray,
1994a)' In particular, it is argued, "in-depth case studies have been determined to be an
effective approach when investigating dynamic organisational processes such as
performance goal setting and evaluation" (osland & cawsgil, lggg: 1g4). Therefore, the
adoption of the case-study approach in this research is warranted.

3.3 Research Method and process

This section describes the actual

explanation of the two stages in

process of the present study. It starts from an

the study, then discusses the method and process of
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empirical data collection for the study, and finally goes on to the description of data
coding and analysis.

3.3.1 The Stages of the Study
The actual process of the research is shown in Figure 3.2. Thepresent study began with a
review of existing literature both on performance and on governance of intemational JVs,
which aimed to identi$r research gaps, to specify research objectives, to develop research
questions, and to select research method for the research. Based on an analysis of the
existing literature, the fieldwork of the first stage was conducted, providing an empirical
base for a theoretical analysis. For this stage of fieldwork, three New Zealand-China JVs
were selected as case samples (see next subsection for details in case selection). Both
interview and archival data related to performance were collected in all three case JVs.
Then the study attempted to make a primary interpretation of the data by applying extant
theoretical models. However, analysis showed that extant models were not sufficient to
demonstrate the complexity and novelty which appeared in the case JVs, related to the
measurement of JV performance' In different stages of W evolution, a parbrer may have
different perceptions of its goal attainment and may also change its goals to be pursued in
the JV' Different partners may also have different goal attainment measures at the same
stage of evolution' Moreover, the JV itself may develop its own standard to evaluate
performance' Therefore, performance measured through a dynamic perspective in goal
attainment from parfners and the JV itself emerges as a relatively new research topic. A
more urgent task for research on this topic is to build a new theoretical framework, rather
than to test extant theories.
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Figure 3.2 The process of the research

From this assessment, based on the analysis of data gathered from the first stage
fieldwork, the present study turned to further theoretical preparation: searching for a
suitable theoretical approach and formulating a theoretical framework to guide the study.
Following a process of intensive learning and searching, a network perspective was
selected as the main approach. The fV relationships were defined as a kind of network
between various players, including the JV partners, the Irv itself as a new entity, other
transaction related companies, other related ontities such as government agencies, and the
extetnal constraint factors, such as economic environment, and industrial relations. All
these players and factors are located at different tiers in an IJV network. JV performance
was treated as the attainment of goals achieved by the players in the inner tier of an Iyy
network through a dynamic process in which the actions taken by various players, and the
constraints imposed from external factors are internvined together. Here a furning point
in the study was reached' Following the guidelines of network approach and drawing
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from the existing literature on measurement of JV performanceo in measuring JV
performance three conceptuar goar models were tentativery deveroped.

From the network approach and the perspective of dynamic goal models, an evaluation of
what was needed for the empirical data in the study indicates that the data collection
during the first-stage fieldwork was on the right [ack, The data collected in the first
stage of fieldwork, including the parlners' establishment of their initial goals, the
achievement of their goals, satisfaction with the initial goals and its influence on their
subsequent partner behaviour, all showed that the research gap identified in the literature
review really existed. Thus, data from the first-stage fieldwork was able to serye as an
empirical base for development of the conceptual framework in guiding this present
study. However, in assessing the data collected from the network perspective, an
important omission in the database built on the first stage fieldwork was identified, which
was the lack of network connections both at organisational and individual levels in the
IrV relationship' Moreover, preliminary analysis on the empirical data also indicated that
the w itself was an active participant and actor in the w network relationship, leading to
the possibility of the emergence of w-specific goals and goal pursuit. However, it would
need a firmer and broader empirical database to explore its emergence and its influence
on JV performance and evolution.

In order to address the identified research gap using more solid empirical data, a second
stage of fieldwork was needed to conduct a more comprehensive case study including the
collection of data related to the partnership and other network relationships in IJVs,
changes in these relationships, and their influence on JV performance. Among the three
JVs in the case studies in the first stage fieldwork, Beijing Xinqiao Woollen co. Ltd was
selected for the second-stage study because ofadvantages in its longer duration and
accessibility' There were several reasons to focus on one instead of all three case JVs in
second stage of the study. First, data collecting proved to be a rather difficult process for
two of the three sample cases. The initial grant of access by the firms did not develop
into a full access to the detailed data, especially regarding financial difficulties and the
managerial problems within the network relationships around the JVs. on the other hand.
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as a result of the research's personal network relations and the small size of the venture,
the third sample rV proved to be much more accessible. What is more importanq
although small, the third case JV provided richer materials regarding JV development and
evolution of the network relationship among the various JV players, especially empirical
data related to emergence of JV-specific goals and goal pursuit, given its longer period of
JV operation and the intemal and external environment it faced.

The task in the secsnd stage was defined as follows. First, it would explore the nature of
the partnership and other nefwork relationships in the sample JV from a longitudinal
perspective' Second, it would investigate the changes which happened throughout the
whole process of the Jv's evolution from a longitudinal perspective. Third, it would
assess how the dynamic of the JV relationships affects the various actors (including
partners and JV itself as they pursue the goals established for their involvement in a JV.
Fourth, it would examine how the interactions among all the JV players determine its
overall performance.

The two initial case studies in the first stage and the more detailed case study in the
second stage resulted in a wealth of empirical material. The next step was to analyse and
account for the research findings from the case JVs, applying the network and the three
goal models formulated in the theoretical framework for the study. From this analysis,
theory is built - the most difficurt and chailengrng part of the study.

3.3.2 The Process of Data Collection
The study is an empirical work adopting a case study approach as its research method.
The main steps in data collection include: setting up criteria for case study selection and
selecting the case JVs, conducting case interviews, collecting archival data related to the
case JVs.

3.3.2.1Two Stages of Fieldwork
Corresponding with the two-stage nature of the study, the researcher conducted two
stages of fieldwork to collect empirical data. To address the relafionship between JV
network govemance and performance is the theme of the present study, and a dynamic
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perspective is the major feature of the study. A dynamic perspective requires tracing the
change in the research subject over time. Thus, change and time are two central factors in
this study. As Sztompka (1993: 4) asserts, "it is impossible to conceive of time without
reference to some change. And, vice versa, the idea of change apart from time is simply
inconceivable"' To meet the requirement for the research on dynamics, the longitudinal
case study is chosen as the primary method in conducting this study.

Furthermore, to reflect the requirement for empirical data in case study, the fieldwork in
the present study consists of two stages at two different time points. The first stage of
fieldwork was conducted in the period of four months during December 1997 toMarch
1998' and the second stage in the period of three months during January to March 1999.
During these two periods of time, the researcher stayed in the field for data collection,
including conducting interviews, and collecting archival data. The case-study method,
especially the advantage of fieldwork at two different points in time, facilitates the
investigation of causality of phenomena and events related to the case JVs, and permits
the exploration of change over time, including goal succession, goal emergence, and JV
evolution. Therefore, as suggested by Miles & Huberman (1994), data gathered from
two-stage fieldwork allowed the establishment of time-ordered sequencings of change in
the three case JVs.

3.3.2.2 Selection of the Case JVs
with the objectives of the research in mind, a judgment was made about the samples
adopted' The general principles for selection required the cases to be representative,
comparable and manageable. The fieldwork in the study is divided into two stages: two
case studies in the first stage and one case study in the second stage. Thus, sampling
includes selecting case JV or JVs for case studies in the first stage and for the one case
study in the second stage.

Case Selection for the First-stage Case Studies
several factors were considered in the selection of sample cases for the first-stage case
studies' The first factor is the nationality ofparent firms. This was an empirical sfudy
based on New Zealand-China JVs, so naturally all the cases were limited to a partnership
between New Zealand and Chinese firms. There was an issue concerning the nationality
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of the cases' During the sampling process, the researcher noticed that some companies in
China were registered as JVs with New Zealand-China nationality, but in reality the
parent firms Ilom New Zealand were owned and managed by Chinese migrants to New
zealand' Although these JVs were regarded as international, they were excluded from
sampling because they lack the typicar cross-curtural features.

The second factor was sampling distribution in industrial sectors. To make the sample
cases more representative, the case JVs for this study were limited to manufacturing
ventures, as manufacturing ventures represent approximat ely 70 percent of the
international FVs in china. Moreover, limiting the sample cases to the manufacturing
sector was also advantageous as it minimised extraneous variations that could be derived
from differences between the service and manufacturing sectors.

The third factor was the duration of the case JVs' operations. This study add.resses the
issues related to rv performance. A period of time to achieve performance is therefore
indispensable' All the sample cases must have been in operation for at least three years
and thus making data on their performance over time availabre.

The fourth factor was geographical location in china. In the vast territory of China there
were significant differences in the economic environment among different regions in
china, the level of economic deveropment, and the extent of opening up and
deregulation' The distinction between the ws located in different regions in China was
shown in the sampling distribution. Three JVs are chosen for the case studies, in Wuxi in
East china, in Beijing in North china, and in Datong in west china.

The fifth factor was the accessibility of information related to the case JVs. According to
research design which was guided by research objectives, the study needed to gather data
from various parties in each JV partnership. The sample cases eventually included in the
study were those in which at least two of the parties involved agreed to participate.
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Based on these considerations, the following three Ws were chosen as sample cases for
the first-stage case studies.

o Lion Nathan Wuxi Taihushui Brewery (Lion Wuxi);
o Xin Da Iron & Steel plant (Xin Da); and

o Beijing Xnqiao Woollen Co. Ltd. (BXIV).

Case Selectionfor the Second-stage Case Study
In this study, the first-stage case studies aimed to confirm existence of the research gap
identified in literature review in reality, and to tentatively develop a conceptual
framework in guiding the present research. In order to assess the conceptual models
developed in the first-stage case studies and thus complete the theory-building task set for
the present study, a more comprehensive and detailed case study was needed. Thus. it
became necessary to select a case w for the second-stage case sfudy.

When investigating causal relations in a longitudinal study, observing the subject at
different time points is important. Thus it would be helpful for the srudy ro choose the
sample JV for the second-stage case study from one of the initial case fVs. By observing
the sample JV at different points of time, the researcher was able to show how variables
are causally related, and to look at the process of changes in goal emergence, goal
succession and JV evolution. Because of the accessibility of interviewees and the
manageability of case data, Beijing Xinqiao Woollen Co. Ltd. (Bxw) was chosen as the
sample from the three case fVs in the frit-stage case studies. There were two reasons for
this selection' First, compared to the other two case JVs in the fust-stage case studies,
BXw was much smaller in scale, and it was easier to get approval from parties involved
in the JV relationship. Second, another advantage was that it is located in Beijing. Due
to personal experience (studying and working in Beijing for about fifteen years), the
researcher had better channels of information there than in other cities. Thus, the
researcher's social network, so-called guanxi in the Chinese society, was able to play an
important role in data collection. To some extent, this fact indicated the influence of the
Chinese cultural factor on scientific study.
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3.3.2.3 Conducting Interviews in the Case JVs
In this study the interview is the main method for collecting data. All the interviews were
open-anded and semi-structured, and the actual process of interviewing was complicated
and time-consuming. The diffrculties in organising interviews included finding the right
interviewees, getting approval from the targeted interviewees, and making appointments
with them' It is even more challenglng to build a trusting and open relation between the
interviewer and interviewees while trying to get an accurate and complete response from
the interviewees. In this regard, appropriate measures were adopted, such as

communicating in the interviewees' language, providing assurance of anonymity when
required, taking notes rather than using tape recording, and taking advantage of the
researcher's social network of corporate and governmental connections.

while conducting fieldwork for the study, an interesting difference was noticed benrieen
Chinese and Western informants in relation to their willingness to provide accurate and
complete information during the interview. Western informants are likely to pay more
attention to the effects of the interviews on the interests of themselves and their
companies' Chinese informants are likely to be more cautious in providing information
to a study with a foreign background. However, if you are able to convince the
informants that your research is valuable for something important, such as policy-making
in china' foreign direct investment, Chinese informants are usually willing to offer more
information related to their ws or/and parent companies. The reason may be that all the
Chinese informants are either corporate executives from state-owned enterprises or
govemment officials. In this regard, an official letter from the relevant government
agency is necessary, but the researcher's experience and communication skill may play
an even more important role.

During the two stages of fieldwork for the study, forty-nine informants were interviewed.
Most of them were corporate executives, incruding New Zearand parent company
managers, chinese parent company managers, and w operating managers from both
New Zealand and china. These informants had either been involved in the initial
negotiations for W formation or were participating in the management of the operations.
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A few government officials were also included. In order to probe deeper into certain
events and lot to clarify some facts from previous interviews, some informants were
interviewed twice or more. The interviews usually ranged in length from two to thLree

hours.

The informants interviewed included:

Managers from the IJVs and the New Zealand,parent companies:
o Chief Executive Of,ficer of the company;

o Chief Financial Officer of the company;

o Director for Strategic Development of the company;

o Director for Corporate Affairs in the Regional Headquarters of the company;
o Chief Representative of the Regional Representative office of the company in

China;

r Director of the Board for the JV representing the New Zealand parent company.

Managers from the UVs and the China parent companies:

. Deputy Chairman of the Board of the company;

o General Manager of the company;

o Managrng Director of the company;

o Director of the Board for the JV representing the china parenr company.
o Managers from the JVs;

o General Manager of the JV;

o Deputy General Mangers in the W in charge of production, finance, marketing,
strategic development, respectively;

o Middle-rank Managers in the rV responsible for production, finance, marketing,
and personnel affairs, respectively;

o Manager in charge of the general office of the JV.

Offi cials from Government agencies:

o official in the Beijing planning and Economic commission;
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o official in the Beijing Foreign Trade and Economic Cooperation Commission:
r official in the rocar government of Mashan District, wuxi;
o official in the Beijing Office of the New Zealand Trade Development Board.

3,3.2.4 collection of Archival Data and secondary Empirical Materials
Archival data and some secondary sources were collected to complernent the interview
data, serving to suggest the validity of the research findings (Eisenhardt, l9g9). The
archival data collected on the JVs include JV contacts, organisational charts for the case
JVs, annual reports of the ws and those of their parent companies, internal management
reports of the rvs and those of their parent companies, corporate brochures, and
newsletters' Finally, some newspaper andmagazine articles about the case JVs were also
selected as a part ofthe database.

3.3.3 Data Coding and Data Analysis

3.3.3.1 Data Coding and Triangulation
In order to create an open and relaxed atmosphere during interviews, they were all
recorded by taking notes, rather than tape recording. Thus, it is crucial to ensure the
interviews be recorded in notes as accurately and completely as possible. The solution
was to get help from a research assistant who was able to take notes in shorthand. While
conducting interviews, the author asked interviewees questions and took notes, and the
assistant took detailed notes in shorthand. on the same day or shortly after each
interview, the detailed notes were hanscribed from the two sets of notes.

Throughout the developmental process of the case JVs, data from different sources in the
two-stage fieldwork were coded by the researcher to identify critical factors, issues and
events related to w perfornance, using typical content analysis procedures (Strauss,
1987)' corresponding to the two stages of the fieldworlg data coding in this study was
composed of two phases. In the first phase, the empirical data gathered in the first-stage
case studies were coded into a number of categories, while variables influencing W
performance as identified in the literature review provided an initial coding scheme to
classifo the factors, issues and events transcribed from the interviews and archival data.
These categories are as follows:
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o Setting of initial goals for W partners;

o Changes in partners' initial goal sets;

r Network relations both at organisational and individual levels;
o Learning in the JV relationships and its effect on W performance and evolution;
o Partner's perceived attainment of both initiar and changed goals;
o Changes in JV,s operational environment;

. Factors affecting parfirerso goal attainment;

o Influences of partners' goal attainment on partners' subsequent behaviour.

In the second phase of data coding, the empirical data gathered for the second-stage case
study were coded into three categories according to the three theoretical goal models
proposed in the theoreticar framework chapter: the static Goal Moder, the Goal
succession Model, and the Goal Emergence Model. Subcategories were created in each
category, using classifications adopted in the first phase of data coding as appropriate.

After the fieldwork data were categorised and/or subcategorised in the two phases of data
coding, a preliminary analysis was conducted to check the consistency of the data
collected from different methods and different sources. Data coding generated fwo sets
of data, one from interviews and the other from archival data. Following Miles and
Huberman (1994), two methods were combined to triangulate data gathered from
fieldwork - triangulation by data source and by data collecting method. If any
inconsistency emerged, the difference was reconciled either with additional sources of
data or through verification by independent archival information. For example, if
interview data on a particular issue did not converge, the issue was referred to archival
data set.

3.3.3.2 Data Analysis
The method adopted in the study to analyse the case data is analytical induction, mainlv
because of the choice of the case study approach. Researchers suggest two major
analytical methods while conducting empirical studies - analytical induction and
enumerative induction (e'g., Glaser & strauss , 1967). while enumerative induction relies
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on statistical methods to generate simple, aggregate and stable mental rules, analytical
induction is a method of extending or refining existing theories by constantly comparing
them with crucial instances or typical exceptional cases (Glaser & shauss, 1967).
Generally speaking, as an analytical tool, analytical induction is likely to be adopted in
qualitative research approach, such as the case study, while enumerative induction is
often related to the quantitative research approach, such as the survey. The present
research is a qualitative study, using the case study as the research approach.
Correspondingly, analytical induction is adopted as the theoretical tool in analysing case
data.

As summarised by Cressey (1973), while conducting analytical induction, a researcher
needs to act in accordance with the following steps.

A rough definition of the phenomenon to be explored is formulated;

A hypothetical explanation of the phenomenon is formurated;

A case is studied with the object of determining whether the explanation fits the
facts in the case;

If the explanation does not fit the facts, either the explanation is reformulated or
the phenomenon to be explained is redefined, so that the case is excluded;

Practical certainty may be attained after a small number of cases has been
examined;

This procedure is continued until a universal relationship is established.

Following this procedure, the study started with two case studies addressing the partners,
goal attainment as the measurement of JV performance, comparing the case findings with
the relevant literature. The research topic was re-defined to goal attainment in JVs from
the dynamic perspective and using the network approach. From this re-defined topic,
three theoretical goal models were formulated to guide the research in the next stage. In
the second stage, a more comprehensive case study was conducted in a sample JV
selected from the three case JVs for the first-stage case studies to establish the practical
certainty of the hypothetical goal models and to build theory on the research topic.

o

a

a
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CIIAPTER FOUR
GOAL ATTAII{MENT AND NETWORK GOVERNANCE IN TIIE

XIN DA Jv

Chapters Four, Five, and Six comprise the first stage of the present study. The purpose of
the three chapters is to present two case studies that describe and discuss the development
and performance of two IJVs, and thus provide an empirical base for the development of
the conceptual framework which was presented in chapter Three. Both the case studies
are involved in the manufacturing indushy in China with partners from New Zealand and
China' Preliminary analysis, both within and between the two case rVs was conducted in
order to investigate issues of performance and JV development from the perspective of
the foreign partners and to set the direction of an in-depth case study in the following
chapters' Each of Chapters Four and Five starts by briefly describing the two case JVs,
followed by the case discussions in the context of the research opportunities identified
from the literature review. The comparative analysis of the two cases and implications
from these case studies are presented in Chapter Six.

The aim of the first-stage study is to develop a sound theoretical framework and some
conceptual models for guiding the study. Correspondingly the task for the two case
sfudies is threefold: first, to describe the development and performance of the two IJVs;
second, to analyse how the learning effect occurs in the JV relationships and how the
learning effect triggers interaction between the foreign partners and the local partners;
and third, to analyse how the interaction between parfners and the change of managerial
relationship affects performance and w evolution. The issues included are as follows:

I What goals did the firms have in becoming involved in international JVs;
o Under what conditions are the partners satisfied with the JVs, performance;
e How did the internal and external factors of the operation affect the perceived

satisfaction;

r what problems existed in the managerial rerations in the Irvs;
o How did the learning occur in the JV relationships and how did the learnine affect

the partnership and JV development;
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o How did the level of satisfaction influence the subsequent business behaviour of
the partners both within and outside fVs?

Three New Zealand-China JVs had been selected as case samples for the present study.
Fieldwork was conducted to collect data regarding various issues related to the
performance and network relationships of the three case JVs. However, as discussed in
Chapter Three (see 3.3' l), preliminary assessment of the data gathered from fieldwork at
the first stage, conducted during the period between December 1997 andMarch 199g,
indicated that it would be difficult to organise the three case studies at the same level in
terms of relevant issues and the depth regarding these issues. As a result, the third
sample JV - Beijing Xinqiao Woollen Co. Ltd (Bxly) - was alone chosen as the case
sample for the case study in the second part of the research. In order to avoid repetition
in presenting the study, the data gathered from this case in the first-stage fieldwork was
added to the data collected during the second-stage fieldwork to form the basis of the
second-stage case study, to be presented in Chapter Seven.

As a result, two international Ws between New zealand,and Chinese partners were
chosen as the case samples for the first part of the study. During fieldwork in the second
stage some supplementary interviews were conducted in the two remaining case JVs.
Inforrnation collected from these two JVs in the fieldwork forms the empirical basis of
the first part of the research and is presented in the Chapters Four and Five. These two
JVs were as follows:

r Lion Nathan Wuxi Taihushui Brewery (Lion Wuxi)
o Xin Da Iron & Steel plant (Xin Da)

The similarities between these two case JVs can be summarised as follows:
r Partnership between New Zealand and Chinese firms:

New Zealand partners were leading murtinationar firms in the home country;
New Zealand partners were the biggest New Zearand investors in china:
Chinese partners were state-owned enterprises;

JVs operating in the manufacturing indusrry;

JVs with an operating history of at least three years before the investigation.

a

a

a

o

a
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4.1. Brief Description of the Xin Da Case

Xin Da hon & steel Plant (Xin Da) is located in Datong, an inland city in shanxi, a less
developed province in Northwest China. It was a JV with a registered capital of US$ 5l
million' The two parlners of the JV were Fletcher challenge Building (FCB) (one of the
four listed share sub-companies of the Fletcher challenge Group and the biggest
manufacturing multinational company in New Zealand), and Datong Iron & Steel plant -
a local state-owned enterprise. The ownership structure was 58% to 42yo, withthe New
zealand partner dominant. The JV contract was signed in May 1gg5. This established
that FCB would acquire and rebuild the chinese partners' existing plant. The cash capital
invested by the foreign partner was mainly used for the construction of steel-
manufacturing equipment. operation began in october 1996. The total employees
numbered around 1500 in 1998, and about l5 expatriates from the New Zealand side
worked in the venture at same time point (Inten iew, l99g).

4.I.1 Formation of Xin Da
The proposal to set up Xin Da was initiated by FCB (Interview, lggg). As the largest
manufacturing company in New zealand, Fletcher Challenge had been interested in the
Chinese market for a long time, given the limited size of its domestic market for
manufactured products. Since the end of the 1980s, two sub-companies of the FC group
(FC Energy and FC Paper) had tried to cooperate with chinese state-owned companies in
fields such as offshore peholeum prospecting and paper manufacturing. However, these
projects were not successful and were terminated within a few vears.

At the beginning of the 1990s, FCB reviewed its business strategies and concluded that it
would need to expand internationally in order to face the challenge of globalisation of the
world economy and make full use of its potential in resources of capital, technology and
management (Interview, 1998). The review also suggested that the opportunities outside
New Zealand should be investigated only in markets where its existing competencies
could be utilised to build and maintain its shength against a relatively limited number of
competitors' At that time, the impressive grofih of the chinese economy had made its
market potential internationally recognised. china's annual output of steel in the earlv
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1990s was approximately 60 to 70 million ronnes. Based on a prediction by FCB,s china
Investigation Team, this figure would reach 100-million mark by the end of the decade,
with the potential to reach 200 to 250 million in another decade (Interview, lggg).
Therefore, in 1993 the Steel Sector of FCB investigated the iron and steel market and the
environment for foreign investment in china, and concluded that the demand for building
materials was high and increasing. Therefore, FCB decided to invest in china.

Figure 4'1 The Organisational Structure of Fletcher Challenge Groupr (lg9g)

source: Based on the information provided in interview (1998) to Business Development Manager, FCB.

The Steel Sector of FCB produced mainly steel products for building in New zealand.,
including bars, rods and wire. Following its strategic guidelines for international
expansion, FCB came to a decision that investnent in China should be within its existing
competencies - carbon steel, such as steel billets and bars. The locafion for the
investnent should avoid intense competition from other steel producers. Carbon steel is

' This chart only indicates the subordinate relationship of Xin Da in the organisational hierarchy of its Newznaland parent' There were many other constituent sub-companies at the third and fourth levels of thesfuctureo and they were not shown in the chart. Fletcher cdl;;;;e;;p was disbanded in 2000, andFCB became independent company. '"'"v'!r5v vrvul 
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a relatively low-tech product in the metallurgical industry. There were already a number
of integrated iron and steel complexes in China's seaboard regions producing such
products' In addition, steel products imported from countries like Japan and Korea were
also concentrated in targeting markets in the coastal region. As a result, the competition
in China's steel market was much fiercer in the coastal region than in the interior.
Consequently, FCB decided that its potential inveshnent was better located in one of
china's inland provinces, and the Datong Iron & steel plant, a state_owned company,
was chosen as its partner.

Datong, a medium-sized city in Shanxi Province, was one of China,s most important
centres for coal production, and it was also close to sources of iron. Moreover, the
metallurgical industry there was very weak. Therefore, Datong was identified as the site
for FCB's China investment, and FCB initiated the potential JV programme with its
chinese partner' xn Da was the biggest joint venture project with a foreign partner in
Shanxi province to date and also the sole w in the iron/steel metallurgical industry in the
entire counhy' As a relatively less developed province, the local government was very
keen to attract foreign investrnent. According to the rv managers from both the foreign
and local sides, from the start of the JV negotiation, the locai government fully supported
the project (Interviews, 199g).

4.1.2 Product and Market
Xin Da's formation as a JV involved FCB investing cash capital to reorganise and expand
an existing iron & steel plant. The previous product from the chinese plant was pig iron.
Both market demand and prices for this low-tech product had been weak. while Xin Da
still produced pig iron after signing the JV conhact, the cash capital invested by the New
zealand parlner was used to construct a plant producing steel billets for casting and
rolling. The designed production capacity was 300,000 tonnes per annum. The target
markets were the local areas of Shanxi province and the adjacent regions of the
neighbouring provinces. In 1996, the second year after the rv formation, the steel plant
was completed and began to produce steel billets. During its first full-year of production
in 1997, Xin Da reached its designated capacity.
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However, in 1997, when Xin Da's newly constructed steel plant was fully operational,
the chinese economy in general, and the ironlsteel market in particular, were undergoing
a fundamental transformation. Since the growth of iron/steel production had been higher
than consumption in the first half of the 1990s and the double-digit growth of the chinese
economy had cooled down, the overall characteristic of this market changed from being a
seller's market to a buyer's market. The inventory in most of China's iron/steel plants
was increasing. Overproduction in the iron/steel industry gradually spread from low
value-added products to high value-added products. Xin Da had to sell its products,
especially pig iron, into overseas markets, instead of selling in the targeted domestic
markets as planned (Interview, l99g).

4.1.3 Organisational Structure
As a holder of majority equity - 58% of the JV's share, the New zealandparhrer had
management control over the venture. FCB held four of the seven seats on Xin Da,s
Board of Directors. A New Zealand,expatriate held the post of general manager. Xin
Da's production was divided into two parts - pig iron production, inherited from the
Chinese partnerns existing plant, and the newly constructed steel manufacturing
equipment' The expatriates from FCB took control of production and sales. In order to
co-ordinate public relations for Xin Da's business and further explore potential for
business development in other areas in China, FCB set up a representative office in
Beijing (Interview, I 998).

Generally speaking, cooperation between the two partners in Xin Da was smooth and
successful' However, owing to the differences between the partners in management
cultures and strategic goals set up for the JV, Xin Da faced some important managemenr
issues concerning its operations and organisational structure, especially in human
resource management (Interviews, 1998). The most conspicuous issue was a dispute
related to the number of employed workers. The viewpoint from the New Zealand side
was that Xin Da employed too many workers, and thus the venture's productivity and
financial performance were negatively affected. The Chinese partner worried that firing
too many workers would increase unemployment, which might cause instability in the
wider society.
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4.1.4 Performance Trends
According to FCB's expatriates in China, Xin Da's performance was satisfactory in terms
of its operations and organisational effectiveness (Interview, l99g). The construction of
the steel plant had gone smoothly and was completed in jusr over one year. The steel-
making equipment was commissioned two months ahead of schedule and reached its
production capacity in the first full production year. The operational performance in both
iron and steel making progressed well, with several new production records being set and
product quality being obviously higher than that of its chinese competitors in the local
markets' The volume of production surpassed the total production of FCB,s Steel sector
in New Zealand.

However, Xin Da's financial performance was rather disappointing and deteriorated
consistently (Interview, 199s). The foreign parrner found that operating conditions for
international JVs were more demanding than anticipated and the financial returns for its
investment were unacceptable. The major reasons for the poor financial performance
were weakening market demand and deteriorating price levels. In the early 1990s a
shortage in supply of iron/steel products and rapid grofih of the chinese economy led to
a strong demand and inflated prices in the market. Until the mid 1990s, supply of
iron/steel products significantly increased with the rapid expansion of production
capacity in this industry. In the meantime, a slow-down of the Chinese economy led to a
drastic reduction in demand. when Xin Da was constructing its steel-making project and
producing only pig iron, over-supply of pig iron emerged and demand for steel billet was
stronger' The JV had to export most of its iron production. The change in the targeted
market for pig iron required long distance transportation, and greatly increased costs
given the fact that it is a high-weight, low value-added product. what was worse, when
the steel making equipment was fully commissioned, oversupply in the market had spread
from pig iron to steel billet and prices for this product had also weakened.

In addition to fluctuations in the economic environment, the changes in the policies of the
chinese govemment also had considerable influence on the Jv,s financial performance.
For instance, a rv executive complained that the policy change in tax refunds for expon
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products greatly affected Xin Da's financial returns (Interview, l99g). Starting in 1997,
the chinese government dropped the ratio of the tax refund. In that year, Xin Da
exported a large proportion of its production. Due to continuing losses in its China
business and uncertainties surrounding the viability of the JV, FCB made a decision in
1999 to write off its investment of NZ$49m.

4.2 changes in the External Environment and competitive costStructure

An international JV is regarded as an entry strategy to overcome the risk associated with
uncertainty in the environment when entering a new industry or new market (Harrigan
1986)' After a JV is formed, does the uncertainty or changes in its environment affect the
partner's goal attainment in the JV? If yes, how does it happen? Through the case JV of
Xin Da, this section explores what changes had happened in its external operational
environment and how these changes affected the competitive cost structure the w.

4.2.1Change in the Macro Chinese Economy
Many internal problems of Xin Da revolved around the JV management,s confidence in
the market potential of the local region. The change in market demand was a critical
environmental factor that confibuted to the poor financial performance of the w and
accentuated the problems of manageriar rerafionships within the JV.

since the beginning of market-oriented reform and opening up at the end of the 1970s,
the chinese economy has shown a strong cyclical change in its growth pattem. As shown
in Figure 4'2,the growth of the Chinese economy during the period from l9g9 to 1999
was cyclical' starting from l99l the growth rates went up again after the depression in
the previous cycle. The double-digit growth for four successive years, 1992 tol991
marked a peak' Afterwards, growth rates declined. Although the Chinese economy still
grew quite fast in comparison with other countries, it fell into depression by the standard
of its own economic cycle. The growth rate in 1998 was 6.3 percentage points lower than
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in 1992' According to research by Chinese scholarsl, there are some distinct structural
causes for the slow-down in the late 1990s, besides the cyclical ones. These include the
effect of the Asian crisis, changes to china's financiar system, changes to china,s
economic strucfure, arrd the effect of macro_economic policy.

Figure 4.2 China's GDp Growth Rate (19g0_1999)

China's GDP Growth Rate % (1980-i999)
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source: National Bureau of Statistics, china (2000). statisticat yearbook of china, china statistics press,
Beijing.

The boom in china's economy in the first half of the I990s created a burgeoning and
increasingly prosperous market for investors. As commented by the operafions Manager
of Xin Da, 'oThe golden age for the steel & iron industry was the period between 1994
and 1995, when the demand was constantly increasing and the prices were soaring.
Unfortunately, we missed this chance" (lnterview, 1999). Attracted by this market, a
huge amount of foreign direct investment poured into China during this period to grasp
the market potartial. However, because of softening consumer demand caused by a
slowdown or depression, many foreign investors burned their fingers in the second half of
the 1990s, and Xin Da was one of them.

4'2'2Fotmation of a Buyers' Market and Market Saturation in the Iron & SteelIndustry
One of the major features of China's economy in the late 1990s was that it entered a state
of aggregate supply excess, and insufficiency in aggregate demand became the main
factor restricting growth. A buyers' market emerged for the first time in the economy as

;::J*"ffi,BtJl. """'"t"ttth bv Fan Gang (1999), Liu shucheng (1998) and Macroeconomic Group, Beil.ing

99



a whole. As in the former Soviet Union and other central-planned economies, China's

economy was norrnally characterised by shortages, with production not meeting demand.

Thus, the fundamental restriction to growth came from insufficiency in aggregate supply.

Hungarian economist (Kornai, 1980) gives a classic analysis of this feature.

There were substantial changes in the economic cycle of the second half of the1990s.

With the rapid economic growth, the disposable income for China's residents inueased

significantly. However, this increase in income did not lead to a corresponding

expansion in consumer demand. Instead, the increased income was transferred into

savings. Thus, the market for many consumer goods appeared saturated. Furthermore,

risk for capital investment rose because of an excess of consumer goods, and investment

demand was restrained. As a result, the savings were not transferred into investment,

with excess capacity in the capital goods market.

Iron & steel, in which the JV of Xin Da was located, was an industry where market

saturation appeared in the late 1990s. As shown in Table 4.1 and Figure 4.3, after low

growth for the three years from 1988, production of iron & steel was booming during the

first half of the 1990s. Then the growth rates were dropped by a large margin starting

from 1996. According to the interviewees, the drop in growth for iron & steel production

was due to insufficient demand in the second half of the 1990s. What is more, excess

production, particularly which from small SOEs in the iron and steel industry, caused

deteriorating prices.

Table 4.1 Production of Iron & Steel and Annual Growth in China
1988 1989 r990 1991 1992 r993 r994 1995 r996 1997 1998 1999

Production
of Pig lron
(r0,000
tonnes)

5744 5820 6238 6765 7589 8719 9741 l 0529 r0723 ll5ll 11846 t2539

(towlh ol
Pig lron
(o/"\

L,U 7.2 8.4 15.2 ll.5 8.1 1.8 1,5 3.1 5.7

Production
ofSteel
Products
(10,000
tnnnes)

4689 4859 )t)J 5638 6697 't7t6 8428 8980 9338 9979 l 0738 r21 l0

urowln ol
Steel
Products
(o/"\

6.9 3.6 6.0 9.4 18.8 t{ ? 9.2 6.5 4.0 6.9 7.6 12.8

Source: Statistical Yearbook of China various editions. Chinese National Bureau for Statistics.
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Figure 4'3 Annual Growth for the Production of Pig Iron and Steel products in
China (198S-1999)

Figure 4.3 Annuar Growth for the production of pig rron ano stea
Products in China
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4.2.3 Competitive Cost Structure of JV product
The products of Xin Da were pig iron and steel billet, mainly used for building and
infrastructure construction. At the time of the negotiation and formation of Xn Da in the
early 1990s, the economic growth in China was tremendous, with property development
for commercial and residential buildings and the construction of economic development
zones as two of the hottest spots of the growth. As a result, the demand for building
materials, especially iron and steel, skyrocketed. High consumption and demand for iron
and steel stimulated production of these products and also supported the w
management's optimism about its market potential.

However, this situation soon changed. shortry after the JV was formed in r995, the
central government took economic acfion to dampen the over-heated economy, and
special measures were adopted to conbol property development and the construction of
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development zones. Due to the differences of economic strength and geographical
locations among the provinces, the provincial governments took different attitudes and
measures towards the adjustment in economic policy of the central government. The
coastal provinces, represented by Guangdong and Shanghai, implemented this particular
policy of the central government with much more flexibility, while the provinces in
inland areas followed the policy more closely. The inland province of shanxi, where Xin
Da was located, with weaker economic sfrength and stronger elements of the central-
planned economy' carried out the austerity policy much more seriously. Due to the
influence of the economic cycle and the austerify economic policy, gow.th in the demand
for iron and steel dropped significantry and competition intensified.

In competing with the local producers, Xin Da located its advantage in product quality.
The major disadvantage was its high prices, resulting from the high cost of capital for its
imported equipment, the high cost for raw materials, and also the high cost for labour.
The balance ofXin Da's strengths and weaknesses proved very unfavourable for its
position in a competitive market. As suggested by FCB's Chief Representative in its
Beijing office, "at the current stage price is the most crucial factor for the market
competition in the steel & iron industry in China, and it is particularly true for the low
end and low value-added products and in the inland region. other factors, such as
quality, brand, and market segmentation, play a much less significant role. With the
maturing of the Chinese market economy, this sifuation of market structure and
competition may change' But it is a slow process, and it needs time,, (Interview, 199g).

In Xin Da's cost management, the fixed costs were at a high level in the overall cost
structure thanks to the capital intensive characteristic of the metallurgical industry. plant
related expenses such as depreciation, repair and maintenance, parts and consumables
accounted for a big proportion of production costs. Due to the high fixed costs, the
production volume did not meet the break-even point. The redundant workforce and
internal management problems pushed the costs to a higher level. What is more, as
complained by Xin Da's operations Manager, .,To 

a great extent product prices do not
hinge on the actual costs of production and marketing, but depend on some other factors.
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For example, the most significant one is the sourcing channel an,il the pricing of the raw
materials for the production under the double-track pricing systeml" (Interview, l99g).
Different from Xin Da, the local producers were the small metallurgical companies
equipped with ineffrcient machines (sometimes second-hand equipment from big
companies in major cities) and employing many workers at their factory sites. More
important, these companies, operating as SoEs, were able to get raw materials at the
planned prices which were much lower than the market prices for the same products,
Although the quality remained low, these local companies met market demand quite
efficiently on the basis of cost, given the lower cost of capital investment and lower
labour cost compared to Xin Da. ln China, particularly in the less developed inland
region and on low-tech products like pig iron and steel billet, customers placed greater
weighting on price rather than quality. Thus, the competitive cost structure of the JV
products was at a disadvantage relative to that of the local producers. Under the situation
of low market demand and intense competition, actual sales turned out to be much lower
than the level forecasted.

The JV originally targeted the local region as its market, but the local sales were so
disappointing that the W was forced to seek overseas markets. However, these efforts
proved difficult to achieve. First, the JV only produced low-tech and low value-added
products, and long-distance transport pushed up costs and prices, making the products
less athactive. Second, the poor infrastructure in Sharxi and other neighbouring
provinces made long-distance transport of the products very difficult and expensive. .

4.2.4 A Brief Discussion of changes in the Environment Faced by JVs
The environment faced by international JVs is constantly in a state of change. It can be
expected that in a country like china, in which the economy is undergoing a process of
double change - development and modernisation of the economy, and the transfer of the
economic system from a centrally-planned to a market economy - the economic
environment will be even more unstable. Evidence from the two case JVs indicates that

rDouble-track 
pricing is a peculiar pricing system which existed in the transitional process from theplanning economy to the^market economy.-inChina. This syrt.r" *". pi"vailent during the period from themid-l980stothemid-l990sinChina. Itwillbediscussedinmoredetaillaterinrhesection.
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the change in environment will have a significant influence on the attainment of partner
goals.

In the case JV of Xin Da, when the foreign investors entered the Chinese market and the
JVs were in the early stages after their formation, demand and prices were rising and the
market was expanding. The environment was favourable for the JVs to attain
organisational effectiveness, and thus, the foreign partners' short-term goals in the W,s
were achieved' However, when the partners' focus transferred to the pursuit of financial
goals, they faced unfavourable changes in the economic environment. What was more,
as time went on the disadvantageous environment grew even worse. As a result, the
foreign partner in Xin Da was very dissatisfied with its achievement of financial goals.

4.3 Goal Attainment and Network Relationships in Xin Da

This section presents and anaryses the findings from the case study of Xin Da.
Discussion will focus on four aspects: (i) the issues of the formation and dynamic
changes of partners' goals, (ii) problems derived from managerial and network
relationships in the JV, (iii) the attainments in terms of both initial and changed goals
from different partners throughout various stages ofJV evolution, and (iv) partners,
subsequent behaviour.

4.3.1Dynamic of Partner Goals in Xin Da
This study intends to address JV performance through attainment of partner goals. [n
doing so, it is first necessary to understand the nature of the partner goals. Many
researchers have addressed the kind of goals partners have when involved in Ws. using
a factor analysis approach, Hatfietd and Pearce (1994) group the various partner goals
into six categories - knowledge transfer, risk sharing, market power, economic
efficiency, managing competition, and financial performance. Their research indicates
that partners intend to pursue multiple goals simultaneously through a JV,s operation.
However, the research presents a static view of partner goals. It assumes that partner
goals will remain unchanged as long as the JV is operating. This static view of partner
goals is derived from a survey methodology. The case study of this chapter is built on the
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work of Hatfield and Pearce (1994), and others (Hatfield, Pearce, Sleeth, & pitts, l99g),
but adopts a case study methodology. This approach enables us to address parfner goals
and goal att'ainment by investigating the process of evolution and development in Ws.
Thus, a dynamic view is generated.

ln addressing JV performance from this dynamic perspective, the first issue to be
explored in the case shrdy of Xin Da is whether partner goals appear to be dynamic.
Three questions need to be answered in this aspect: Do the partners pursue unchanging
goals throughout the whole process of JV evolution? If not, how and why do they change
their goals in a JV? How are the changes in goals sequenced?

While considering the investment in China, FCB intended to obtain access to the Chinese
market in the early 1990s when this market was regarded as possessing huge potential for
growth' FCB mainly focused on economic efficiency, which would be generated from
China's large market size, and lower cost in relation to production efficiency and
economies of scale. FCB produced iron and steel products for building in its home
country, where its production was restricted by the limited domestic market because of
the nature of small land size and population. According to its Business Development
Manager (China), FCB stipulated three principles relevant to products of a low-tech
traditional industry, while considering the direction for its international expansion
(Interview, 1998)' First, its existing competencies could be utilised to build and maintain
a strong resource for its customer position. Second, the company would need to fight
against only a relatively limited number of competitors. Third, when and where possible,
the preference for its international investment would be given to an incremental approach.
Under these principles, the appropriate locations for expansion would be developing
countries' Given its huge market potential, relatively low level of industrialisation, and
distance from its main competitors (both local and international) in the coastal region,
Datong, an inland city in western China, was chosen as the location for its investment.
Based on the third principle - an incremental approach - the initial business served to
provide a learning opportunity in the challenging chinese market.
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As stated by its chief Representative in Beijing office, FCB intended to achieve three
levels of goals for the long, middle, and short terms respectively when considering setting
up a rV in China (Interview, 1998). These goals can be summarised as follows,

o obtaining market access through efficient penetration of the Chinese market;
o Providing a learning opportunity for obtaining access to the knowledge of

business practice in China, and building up a bridgehead for further expansion in
the market;

o Achieving the JV's technical, operational and management effectiveness.

It is clear from FCB's goal set that a parhrer will pursue multiple goals rather than a
single goal in its involvement in a Jv. Moreover, a parhrer will not expect to achieve all
of its goals once at same time. Instead, each of these multiple goals has a different
weight at different stages of JV evolution. Thus, the changes of the relative weighting in
a partner's multiple-goar set demonstrate the succession of partner goars.

The local partner of the rv was the local government of Datong. on the chinese side,
several goals were also established for its involvement in the W as follows (Interview,
rees).

o Attracting FDI to speed up prosperity and growth of the locar economy;
o Through involvement in rV partnership with a foreign company, gaining access

to the advanced technology and management system as a way to reform the state-
owned company; and

o Providing continuing employment for the employees in the old state-owned plant.

In comparing the fwo sets of goals from New Zealand and Chinese partners, it is evident
there is a goal disparity between their involvement in the JV. Literature has paid
adequate attention to the issue of different goals from W parent firms (yan and Gray,
1994a: Hatfield and pearce, 1994; Harrigan, r9g6; Beamish, l9gg, et ar). A study by
Hatfield and Pearce (1994:438) concludes that the overlap in partners, goals is only a
moderate variable in influencing JV performance.
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It is not surprising that the goals in Xin Da from the foreign and Chinese partners were
very different and sometimes even conflicfing, given the fact that the two parent firms
came from completely different economic systems and cultural backgrounds. However,
the case study of Xin Da shows that the situation of goal disparity between the partners
was aggravated by a series of strategic and structural problems which existed in the
parlnership and within the governance structure of the Chinese parent firm. As claimed
by a Board Director from FCB, the biggest barrier for Xin Da's successful operation was
the disparity between partners in ultimate purposes of JV operation, as the foreign partner
was business-oriented and the Chinese partner was quite politically oriented (Interview,
1999)' First, the goal pursuit of the Chinese partner was driven by disparate and even
conhasting motives from different govemmental agencies which oversaw the Chinese
parent firm' For example, as a JV executive from FCB complained (Interview, l99g), the
top of the chinese partner - city Government of Datong - was very keen to see the
success of the JV, as it was the biggest foreign investrnent project in Shanxi province,

and its success would greatly promote its local economy. However, when facing many
concrete management issues, Xin Da's operational efficiency tended to be sacrificed to
some politically-driven goals of the Chinese partner. Due to the nature of the economic
system in which the Chinese SoEs operated, a number of governmental agencies both at
local and provincial levels had the power to control and supervise the operation of SoEs.
In the case of Xin Da, the former state-owned plant was subjected to a series of
govemmental agencies, such as the Planning Commission, the Commercial and Trade
Commission, the Bureau of Metallurgical Industry, the Bureau of Labour, which had
disparate and incompatible interests and priorities, and sometimes engaged in power
struggles among themselves. After the formation of the JV, they could no longer
command and control the venture, but they still attempted to exert their influence on the
Chinese parent, and therefore, indirectly on the JV of Xin Da.

second, there was a lack of alignment between the goal pursuit of the partners and their
respecfive contributions to the W and the exposure to risk for the contributions. The
ownership structure in Xin Da was 52:48 with the foreign parent as the dominant partner.
However, this share structure did not fully reflect the actual contribution of the parhrers
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and their exposure of risk for the contributions. The contributions brought by FCB was
in the form of cash capital and imported machinery and equipment, while the input to the
W by the Chinese parrner was the existing plant which faced operating difficulties,
including its factory buildings, machinery and workforce. In sum, the foreign partner
was also exposed to a greater amount of risk relative to its contributions. As described,
the major goal of the rv was that of making a financial return on its investment for the
foreign partner and to provide employment for the local partner respectively. Under
these circumstances, it is not surprising that the foreign partner would be left to worry
about the financial performance of the venture while the Chinese partner may feel
relatively indifferent towards the losses incurred in the venture,s operation.

Third, unclear formulation and definition of goals in terms of strategic orientation from
the foreign partner imposed difficulties on the JV's operation and decision-making for the
JV management. Building a bridgehead for further expansion in china and making fast
profits through W involvement were two major goals of FCB to be pursued in Xin Da.
However, while these two goals proved difficult to attain simultaneously, FCB seemed to
have no decisive grasp on an overall goal. While the competitive cost structure of Xin Da
changed (to be discussed later) due to the change of its external environment, FCB
showed intolerance towards the operating losses incurred in the w. Making a quick
return on the invested capital seemed a foremost goal, probably because of the financial
constraints imposed by the New Zealand parent company.

4'3'2 Problems Derived from Managerial and Network Relationships in Xn Da
Problems in Xin Da deriving from managerial and network relationships included:
problems in human resource management, difficulties in learning both for the local and
foreign sides, collaboration problems between the two groups of local and expatriate
staff, and problems in the relationships between the parents and the rV.

4.3,2.1Problem Rerated to Human Resource Management in the JV
This problem had a great negative effect both on the competitive cost structure of Xin
Da's products and on its internal management and the partnership between the two
parents' The JV was operating on the basis of the existing iron plant of the Chinese
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parent' As a state-owned firm located in a less developed inland province, the plant was
run in a haditional manner, which involved the use of old, and inefficient facilities and
the employment of numerous workers at the factory site. As a result, the company
employed significantly more workers than their counterparts in western countries or even
in the coastal region in China. The majority of the workers were accepted by the JV,
although reluctantly.

with the importation of the advanced machinery, technology, and management practice
inhoduced by the foreign partner, the demand for the workers at the production site was
reduced significantly. As described by the Board Director of the FCB side, ,,Initialy, we
took over more than 3,000 employees from the chinese plant. This number was far
beyond what we could bear at maximum level. The biggest challenge and headache for
us during the initial stage of operation was the negotiations with the Chinese parent on
the issue of reducing employee numbers. After arduous and constant effort the number
dropped to the current level of around 1,500, but this number is still too high from a
management point of view, as steel plants with similar scale elsewhere employ about
1,200 or less " (Interview, 1998). However, because of the prevailing rigid labour system
in china and resistance from the local partner (backed up by the local government), it
was very difficult or even impossible at some situation for the W management to make
the workers redundant and lay them off. As noted by a Chinese manager in the JV, ..It is
only a recent phenomenon that the lay-offs from SOEs become common. Back a few
years ago, we did not have any social welfare system for the unemployed people in urban
areas' and the govemment took full responsibility for the workforce in the SoEs. The
city government could not find much chance of reemployment for the workers laid-off
from the JV' and the only hope was to keep the redundant as few as possible,, (Inten iew,
1999)' From different perspectives, it was hard for the both sides to take the view of the
other, and the temporary solution was compromise. As a result, over-emplo)ment or
under-emplo)rment, depending on which perspective to stand, became a long lasting
nightmare for the JV management and a hot spot for the partrership.
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Price was the most important factor for market competition in china, especially for low-
end traditional products like pig iron and steel billet. while analysing its strategic
position in market competition, the JV management concluded that there was key
competition from other local steel companies. To successfully compete with the local
companies, the JV needed to limit its costs. However, employment of more workers than
necessary imposed a financial burden on the JV and put it in a disadvantageous position
in competing with the local steel companies.

Moreover, the redundant workforce also resulted in problans for production management
and productivity in the JV' over-employment and the resultant low labour productivity
have been blamed for the weak competitive position of China,s SoEs. When Xin Da was
formed, the chinese employees expected that the foreign expatriates wourd be
resourceful enough to solve this longJasting problem. Th"y hoped that work discipline
would be strengthened and workers' income would be directly linked to their
performance under the modern management system introduced by the foreign partner.
However, there was no significant change to the phenomenon of the .,big rice pot,, in the
JV' 'Although there were some improvements in terms of work discipline and the
remuneration system in Xin Da, it is quite frustrating that the phenomenon that .five

workers do the job of three people and also share the income of the three, in the old
Chinese plant remains," as a manager from the Chinese side described (lnterview, t99g).
The Chinese employees observed that some workers worked very hard and some others
hardly did any work but these two kinds ofpeople received almost the same amount of
pay' Naturally, the Chinese employees felt disappointed with the so-called..modern
management system", and consequently, their morale and productivity were affected.

4'3'2'2 Difficutties Related to organisational Learning for Both the Local andForeign Sides

Organisational learning is a major aspect of management activities in Sino-Western JVs,
and many problems have been identified in this area (child and yan, 2003; Tsang, 2002;
Liu and vince, l9g9). In the case of Xin Da, technorogy hansfer was one of the major
problems encountered by the managers from both the local and expatriate groups. Access
to foreign technology and management practice through partnering with FCB was one of
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the goals for the local parent in the JV. The Chinese partner and the w staff were very
keen to gain access to advanced technology and to improve productivity in the venture by
means of new products, new machinery and equipmen! new technical skills, and new
operating procedures and directives. Nevertheless, there seemed a misconception in the
mind of the Chinese staff that the new technology to be brought into the venture would
have been modified to meet to the specific situation in China and would be immediately
applicable to the venture. Moreover, many chinese managers, the ord managers in
particular, were anxious and apprehensive with the changes triggered by the application
of the new technology, production procedures and management practice brought in by the
foreign parlner. They felt uncertain and insecure with their status and future in the
venture, since these changes would threaten their existing norms of conduct and involve a
great degree of risk to their career that they were not prepared to take, grven the fact that
many of their former colleagues in the state-owned plant had already be made redundant
and lost theirjobs' "when the w project was first initiated and negotiated all the staff in
the old chinese plant were excited and proud. This was the biggest w project in our
province and the first in the steel & iron industry. We were very happy to have access to
the new equipment, new technology, and new management practices. But after the JV
was formed' many people lost their jobs. Then even the remaining people were also
worried and afraid of their own fate" (Interview, lggg). It seemed that the attitude
towards the application of the foreign technology and managerial practice from the local
stuff could be described as ambivalent. This complex feeling hampered learning for the
local side and the effective cooperation between the two groups of staff in the venture.

There was a different story for the foreign expatriates in terms of technology transfer.
They had been selected for the job in the venture because of their expertise in either
managerial or technological areas based on their training and experience in their home
and/or similar countries. They presumed their task in transferring technology would be to
carry out some technical activities, including establishing the JV organisation and
production systemn introducing the new technology and management practices, and
haining Chinese staff to apply these technological and managerial practices. It seemed
that the foreign expatriates expected that technology and management practice would be
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those which were used in the parent company and that they would be accepted by the
chinese staff and be implemented in the rV without question. However, the environment
and situation in terms of political, economic, strucfural, culfural and social settings facing
the JV were completely different from that facing the firms which the expatriates worked
for in their home country' As a result, the technology and management practice from the
foreign parent would need to be modified for implementation in the JV, and it would be a
challenging task, probably beyond the scope of the expertise of the expatriates. The
foreign managers found they had great difficulty in solving the problem of redundant
workforce inherited from the chinese parent firm. what was worse, with the application
of the new machinery and production procedures, the need for rationalisation of the
production management was even more striking. The w management felt there was little
room for substantial improvement without a large reduction in the numbers of the
employees both at the management posts and the production site. Therefore, the
problems derived from technology transfer made the managers from both the local and
foreign sides disappointed, confused and uncertain, but their perspectives were quite
different' The expatriates felt frustrated with their unsuccessful efforts in adopting new
technology and management practices into the chinese contexto while the chinese
managers and employees doubted the applicability of these initiated schemes and
concerned about the consequences on the workforce.

Learning for the foreign side also proved to be a very challen$ng task. Actually, the first
response from foreign staff members in Xin Da was surprise and puzztement at the
internal and external environment encountered by them, including the political,
economic, structural, cultural and social background of the economy and the society. The
most profound feature in this aspect was the pervasive complexity of the institutional
settings in which firms operate, and the power strucfures and struggres among
govemmental agencies which could directly or inrdirectly interfere with the operation of
the W' The expatriates had little knou'ledge from their past experience of the actual
functions and operations of these institutions and also did not anticipate handling these
issues' As a result' although they had a detailed plan about the project to be implemented
in the JV, and knew what their tasks were and had the managerial capability for the tasks,
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they still constantly experienced unexpected difliculties and obstacles that severelv
hampered their tasks.

A fypical example was the expatriates' experience of "the double-track price system,,.
"Double-track pricing" was a peculiar economic phenomenon that existed in the
transitional process of the chinese economy from the pranned to the market economy,
and was pervasive in the period between the mid 1980s and mid 1990s. Under this
system, there were fwo pricing systems for most capital commodities - planned prices
and market prices, with the latter much higher than the former. which prices a company
would pay for its production inputs depended on the distribution channel from which the
company purchased these inputs. As the biggest W project in the province then, Xin Da
was able to gain some privileged treatment from the local government, including access
raw materials under planned prices. However, although Datong was one of the biggest
sources of coal in China, the coking coal Xin Da needed for its production had to be
purchased from another region since Datong only produced thermal coal which did not
suit coking' Thus, accessing coking coal under the planned prices became a crucial factor
in determining Xin Da's production costs. In dealing with this issue, Xin Da had to get
involved in the ongoing bargaining and negotiations with various government agencies,
such as the Planning commission, the Economic and Trade commission, the Bureau for
Metallurgical Industry, the Bureau for coal Industry, both at provincial and city levels.
The success of these bargaining and negotiations relied on many factors, including related
goverrlment policies, changes in bargaining power between the JV and the governmental
agencies, and the personal relationship s @uanxi) between the involved management
executives and government officials. The impressions from foreign expatriates regarding
these bargaining activities were that they were too delicate and complex to manage.

4'3'2'3 conflicts of Behaviour Routines between the Two Groups in w Management
The differences in behaviour routines between the partners in a strategic alliance are
identified as one of the major factors impeding effective Ieaming and development of the
alliance (Doz, 1996:67). ln the case of Xin Da, the problems and conflicts derived from
managerial and network relationships between the two groups of the local and foreign w
management imposed great difficulty on the synergy of the two partners and on the
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operation of the JV. These problems and conflicts originated from the differences in
behaviour routines derived from the local and foreign parents which included elements
such as working style, values, attitudes and beliefs, and were closely related to the
national culfures and organisational cultures.

Mistrust between the two groups of local andforeign managers
Evidence from this study showed that a problem of mistrust between the local and foreign
managers existed in the JV. In the impression of the foreign expatriates, the typical
behaviour of the local managers was not to directly conflict with the foreign managers.
At managerial meetings, the local managers normally did not initiate suggestions, nor did
they say no to the initiations from the expatriates. However, after the meeting, it was
hard to get them to follow actively the proposal suggested during the meeting. poor
communication between the two groups was also a source for mistnrst. The foreign
managers observed that it was difficult to communicate with their local counterparts. A
senior executive of Xin Da from the foreign side complained: ..When 

some problems
happened, the local managers tended to conceal them or oonsult only with their local
colleagues' They would usually not report to their direct foreign superior until the
problem became so serious so that they could not hide it anymore. By this point of time,
it would be much harder to solve the problem" (Interview, l99g). The foreign managers
in the rv thought that there were three features of "reluctance" in the behaviour routines
of the local managers: reluctance to independently make decisions, reluctance to assume
responsibilities and reluctance to take risks.

on the other hand, based on the observation and judgement of the local managers, there
was an evident tendency in the attifude of the company's management for the ideas and
suggestions from the chinese side to be neglected and looked down on. one of the main
reasons the Chinese managers tended not to initiate suggestions was that ideas and
suggestions from them were unlikely to be valued and paid the attention they deserved.
A JV manager from the chinese side illustrated this situation with a tlpical example
(Interview, 1998): a Chinese manager at the middle level raised a suggestion during a
meeting which the chinese managers present thought was reasonable and backed by
sound arguments' They expected that the suggestion would be adopted or at least deserve
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a further discussion. However, probably because of communication problems originating
from the language barriers, the foreign expatriates could not fully understand the
arguments of the suggestion, so the suggestion was not accepted. This incident made the
manager involved feel a n'loss of face" and served as a discouragement for other local
managers to take initiatives.

Another problem of mistrust by the local managers towards the expatriates related to the
process of technology transfer. The locals expected that their existing knowledge and
experience would be valued and respected during the process of introduction of new
technology and the modern management system. This expectation was particularly held
by the more experienced and older senior chinese managers. In reality, they soon
discovered that their knowledge and expertise were not respected. Moreover, the
expatriates tended to think more highly of the younger juniors and were more likely to
promote them to the higher positions in the JV, given the fact that this group of local
managers had more ability to learn new things and also had better language proficiency to
communicate with the foreigners. This practice broke the existing hierarchical balance of
power structure among the Chinese managers, and also was against the notion of respect
for seniority and hierarchy which was perceived as one of the key elements in the
Confucianism of the haditional culture.

The issue of loyaltyfor the Chinese employees in the JV
Evidence from the study showed that the Chinese employees in the W usually chose to
remain loyal to the chinese parent firm, rather than to the new JV they served. some
expatriates complained that the Chinese executives seemed obligated to consult their
parent company for permission to go ahead when they encountered certain issues or when
their foreign counterparts raised critical issues. The foreign executives felt very annoyed
about this situation and thought it created unnecessary interference from the chinese
partner from time to time' There were several reasons for this behaviour from the
chinese managers in the w. First, a "we-they', feeling and mentality was generated
among the Chinese employees, which alienated the two groups of the JV management
team and workforce' The foreign partner held a majority of the share stakes and had the
dominant control over the venfure. The key management positions, including general
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manager and heads of all the critical sections, were held by the expatriates. The local
employees were not used to the tlpe of demands that the expatriates made on them and
felt that they were being controlled and exploited by the foreigners. Second, the chinese
employees felt uncertain about the status of the development and the progress of the JV.
Due to the short period of JV operation and the dramatic change of the external
environment, Xin Da had not built up its own resource base independent from that of its
parents' Thus, the employees, especially the local ones, chose to place their loyalty with
their respective parent firms firstn since they did not feel secure about their future in the
venture' Third, most of the Chinese employees had long-term contracts, even life term
employment with the Chinese parent firm. In the event that Xin Da failed, the Chinese
parent would continue to take care of their employment. Now that the JV and foreign
expatriates were not in a position to influence their future promotion and employment, it
was natural for them to give their royarty to the locar parent first.

4.3.3 Partner Goar Attainment in the case JV of Xin Da
As discussed in the literature review, partners' perceived goal attainment was accepted as
a measurement of W performance in the literature during the 1990s (Anderson, 1990;
Geringer & Hebert, l99l; Hatfield & pearce, 1994;yan& Gray, r994a). Some studies
go further and investigate which factors affect the satisfaction of partners with their goal
attainment, and thus determine JV's performance (Hatfield & pearce, 1gg4; Hatfield et
al', 1998; Yan & Gray,l994a). Furthermore, the study by Hatfield and pearce (rgg4)
stresses the importance of types of partner goals, rather than the overlap of goals between
JV parbrers, in generating perceived goal achievement. These studies provide invaluable
insights on the subjective measurement of JV performance and open a new frontier on
this subject.

From these studies and following the results from the previous section in the present
study, this section explores the following questions.

r Does the dynamic of partner goals affect the partners' perception of goar
attainment at various stages of W development? If yes, how does this influence
take place?
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. Does partner satisfaction with goal attainment influence subsequent behaviour

both inside and outside the IV partnership? If yes, how?

Evidence gathered from Xin Da suggests that the goal attainment perceived by FCB - the

foreign parmer of Xin Da - appeared to be dynamic. Furthermore, the trend of the goal

attainment of FCB was also similar to that of Lion, in as far as FCB was satisfied with its

short-term goal, perceived a moderate attainment of its middle-term goal, but was quite

disappointed with its accomplishment of its long-term goal.

Operational goals in the JV
After its formafion in May 1995, Xin Da achieved organisational effectiveness in a relatively

short period. This was demonstrated when the fV's production reached its capacity and

even set some records.

Table 4.2lron &Steel Production of Xin Da and FCBos Plant in New Zealand
(1,000 tonnes)

Source: Annual Reviews (1997 -1999), Fletcher Challenge-Building

As shown in Table 4.2, if measuring Xin Da's performance using production indicators,

the venture's operation was effective. In the first year after its formation, the production

volume reached planned capacity, and remained at this level in the following years. The

newly constructed steel-making equipment was commissioned, as scheduled, in 1997 and

operated at full capacity in the second year. As stated in the Annual Review (1998) of

Fletcher Challenge-Building, "the operational perfornance in both sections of iron and

steel making progressed well, with several new production records being set". As a
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Xin Da Pig Iron 281 275 282

Billet nla 40 207

FCB's Plant in
New Zealand

Billet 96 97 98

Bars 95 83 84

Rods 46 48 44



result' Xin Da's billet production in 1998 surpassed FCB's production volume in its plant
in New Zealand.

The goal of learning from joint venturing
For FCB, Xin Da also served as an experimental venture to explore the business potential
and obtain china-specific business knowledge. In the early 1990s FCB was very
interested in the huge market potential in china and intended making further business
developments besides the Xin Da JV. For this purpose, FCB set up a representative
office in Beijing, with the main task of exploring the opportunities for further invesunent.
Knowing that business environment in China was very challenging, FcB thought that
managing business risks associated with the experimental W would enable it to assess the
value of future development in China.

The experience in the JV showed that the market demand fluctuated sharply from time to
time and market prices had deteriorated so much that companies could hardly survive. In
the early 1990s when FCB considered entering the China market and setting up a venture
there, the demand for iron & steel products was so strong that prices were soaring.
However, by the time the JV was formed and started producing pig iron _ the first
product of the rV - the price for pig iron had dropped dramatically because demand had
rapidly softened' In the meantime, the price for billet was much more attractive, and
FCB assumed that the financial margins would improve when the steel making
equipment was fully commissioned. contrary to this expectation, Xin Da,s steel
operation suflered from poorprices and inadequate liquidity, mainly because the market
conditions there continued to deteriorate. The experience in Xin Da provided a hard but
very important lesson for FCB. It found that the business environment in china was
more demanding and challenging than anticipated.

The goal to gain Jinancial return
From the time Xin Da started its operation, the financial indicators had been poor.
Although signs that the financial situation could improve in the near future repeatedly
appeared, the reality was that the losses incurred in the JV's operation were increasing.
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tr nI)a's tion N7

Operating Revenue EBIDAT EBITTT

t997 -6 -6

I 998 96 -2 II
1999 82 -51 -60

Table 4.3 Financial Indicators from Xi

r EBIDA: Eamings O"to* tnr"
ro EBIT: Earnings before interest and taxation.
Source: Annual Reviews (rgg': -rggg), Fletcher challenge-Buirding.

Table 4'3 clearly demonstrates that the JV's financial condition in the fifth year of its
operation did not show any sign of improvement, but was worsening, with a loss manv
times larger than in previous years. obviously, this situation for the returns on
investment was unacceptable to the foreign investor. In short, FCB failed to achieve its
long term financial goal in the W.

4.3.4 FcB's Major Actions Responding to Its Goal Attainment in the xn Da w
Action one: estabrishment of FCB's Beijing Representative office
About one year after the formation of Xin Da, the operation of the JV went very
successfully' FCB achieved its operational goals in the JV. In the meantime, demand for
building materials, stimulated by the booming economy, was constantly growing. From
its experience in the w and china's rising demand for steel products, FCB considered
that the prospect of investing in the iron & steel industry was bright. Therefore, in 1996
FCB set up a representative office in Beijing. One task for the office was to offer some
help in Xin Da's public relations affairs, as its chief representative also served as a
director of the Board of Xin Da. More importantly, the office would further explore the
market potential in the industry, investigate chinese steel firms and seek opportunities for
additional investment.

Action Two: Closure of the Beijing Office
Because of inadequate liquidity and constant price drops for iron and steel products, Xin
Da's financial performance was vsry poor in 1997 and 199g, in spite of positive
production records' FCB was dissatisfied with the attainment of its financial goals in the
JV, and, realising that the period of rapid expansion for China's steel industry was over,
gave up its plan to further invest in china. By the end of 199g, FCB decided to close its
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Beijing of,fice' Most anployees in the office, including the chief representative, were
dismissed.

Action Three: Writing off the investment in the W
After giving up the plan for further business expansion in China, the immediate priority
of FCB focused on improving cash flow and reducing operational losses. However, in
the very disadvantageous business environment, FCB failed in achieving this goal. The
loss incurred in the JV's operation continued to increase in 1999, and FCB lost its
confidence in gaining any return on the investment in the foreseeable future. As a result.
FCB decided to write offits invesftnent of NZ$49 million in late 1999.

Action Four: Trying to pull out of China
After Xin Da failed in all its efforts to improve its financial performance in 199g and
1999, FCB recognised that a fundamental improvement in the JV's financial performance
would depend on the recovery in China's market situation, not on efforts made by the
management of the JV' Having considered all the uncertainties surrounding the business
environment, FCB made the decision to pull out of china at the end of 1999.

120



CHAPTER FTVE
GOAL ATTAINMENT AND NETWORK RELATIONSHIPS IN THE

LION WUXI JV

Chapter Five comprises part t'wo of the first stage in the present study. This chapter
presents the case study of the Lion Wuxi JV, focusing on parfners' goal attainment and
network relationships in the rv. It starts with a description of the sample JV, and follows
with a discussion of the external environment faced by the JV. Section three addresses
the key issues of the chapter, analysing how parhrers' goal attainment, organisational
Iearning, and network relationships affect JV partnership, performance and evolution.
The final section presents a comparative analysis across the nriro cases and draws
implications for the theoreticar framework of the present study.

5.1 Description of the Lion Wuxi Case

Lion Nathan wuxi Taihushui Brewery (Lion wuxi) is a w comprised of the partnership
between Lion Nathan Ltd (Lion) and wuxi Taihushui Brewing plant (wuxi Brewing) - a
local state-owned enterprise of the Local Government of Mashan Diskict. It was formed
in April 1995 and located in Mashan District, Wuxi - a city in the yangtze River Delta,
about 110 kilometres west of Shanghai. The joint venturing had resulted from Lion,s
acquisition of an existing local brewery. once the contract became effective, the JV
began operations.

The ownership of the JV was 60vo to 40% when it was formed, with Lion as the
dominant parhrer. The equity proportion changed twice, as Lion,s share increased to g0

YofromJanuary lgg6andfurtherincreased tog}Yoin 1999. Asthedominantpartner,
Lion held management control of the JV. It was Lion that recommended the appointment
of the General Manager to the venfure's Board of Directors. Expatriates from the New
Zealand side were also in charge of production and marketing for the JV. When the JV
was formed, the workforce comprised about 700 people. ln order to improve productivity
and control costs, the total number of employees was gradually reduced to about 500 bv
early 1998.
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5.1.1 Formation of Lion Wuxi
Lion initiated the formation of wuxi Lion as a major step in accomplishing its plan for
business expansion in China. Although a New Zealand-based company, Lion started its
international expansion from Australia. By the beginning of the 1990s, Lion had
established its reputation as a leading company in the brewing industry in both New
zealand and Australia. From then on, its brewing business in the two countries had
generated sufficient sustainable cash flow to support new investments after funding debt
repayment and dividends. Therefore, Lion decided to seek new opportunities for further
international expansion.

According to its Strategic Planning Director (Interview, l99g), while considering the
strategic direction for expansion, Lion faced a number of options for business growth.
First, Lion decided to concentrate on the brewing industry, ruling out the option of
investing outside its brewing business, as the company thought that diversified businesses
would have little or no synergy with its existing core competence in beverages. second,
while deciding on the potential region for expansion, Lion compared the three largest
beer markets in the world - North America, western Europe, and Northeast Asia.
Although the beer markets of North America and westem Europe presented the largest
sales volume in the world, these two markets were completely mature and highly
competitive' Thus, Lion focused its attention for new investment on Northeast Asia, as
the dynamic economies in this region appeared to offer many more opportunities for
haditional industries to expand.
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Figure 5.1 Options faced by Lion for its international expansion

Source: Lockey, Paul and O'Mahony, Jim'. 1997. Lion Nathan in China: A Business Presentation.
Presented at a business conference, September 1997.

In determining which country would be the final destination for the planned expansion

within Northeast Asia, Lion identified China as a more attractive market than other

countries in the region (Interview, 1998). Based on the market analysis by Lion2, China's

high economic growth, the potential for future growth, and the nature of its local brewing

industry, and its huge population base, all presented a massive market potential for beer

producers. A friendly environment for beer consumption, combined with huge growth

potential given the currently low level of beer consumption per capita, offered the

I Paul Lockey was Director of Strategic Planning, Lion Nathan Limited, and Jim O'Mahony was Managing
Director of Lion Nathan China Operations when the presentation was given.
t Source: "Intemal Analysis on China Operations," Lion Nathan Limited, September, 1997.
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opportunity for sustainable growth in the brewing industry. A fragmented local brewing

industry provided an opporrunity in which to exploit the potential advantages for foreign

investors. However, in contrast, high political and economic risk imposed rigorous

challenges for foreign investors in China, especially those from a different cultural

background. Lack of leverage points, scarcity of reliable information and the complexity

of the Chinese bureaucracy made the entry to this market even more difficult for Lion as

a newcomer. Thus, a JV was chosen as the preferred strategic form for entering China.

From 1993, the company's strategic planning team investigated about forty local

breweries and evaluated a number of opportunities for setting up a W in China. During

the investigation, Lion tried very hard to build up its business network in China. First,

Lion appointed a Hong Kong Chinese, who had experienced setting up six IfVs in the

food industry in China, as its Managing Director in the country. The experience and

extensive business contacts possessed by this particular individual proved very valuable

for Lion in seeking suitable potential partners.

The investigation indicated three major regional beer markets, all located in the coastal

region: the South China market centred on Guangzhou, the North China market centred

on Beijing, and the East China market centred on Shanghai. Among the three potential

markets, North China was ruled out, as both the two largest breweries in China - Yanjing

Brewing Group and Tsingtao Brewing Group, both state-owned enterprises - were the

dominant players in this region, and their ability to obtain preferential treatment from the

Chinese government made this a difficult market in which to compete. The South China

market was dismissed since it was already very competitive because of its closeness to

Hong Kong and the presence of several existing foreign breweries. The company thought

that the YangJze River Delta in East China had brighter prospects for business expansion,

and chose this region as the ideal target market to penetrate. While it was Asia's most

populous urbanised region and China's most prosperous region, none of the more than

thirry breweries in the region had captured market leadership. Finally, compared with the

major global giants, which were already involved in China, such as the US-based

Anheuser-Busch, Dutch-based Heineken, Japan-based Asahi, Lion positioned itself as a
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regional brewer, international but relatively smaller in scale. Instead of directly

competing with these bigger players in major urban centres at the initial stage, Lion chose

Wuxi - a second-level city near Shanghai - as the location for its first investment in

China, and selected a relatively small state-owned brewery - Wuxi Taihushui Brewery -
as its partner. For Lion the joint venturing action was tentative, because rather than gain

direct financial benefits from the immediate ventureo its more important strategic

intention in this project was to establish a business base and gain experience and

knowledge of China in order to develop further its huge market potential (Interview,

1998). This intention would be demonstrated even more clearly in its subsequent

expansion after investing in Lion Wuxi.

A different story emerges for the Chinese partner's motivation for setting up a partnership

with the New Zealand firm. Since the early 1990s, state-owned enterprises were in an

awkward predicament since it was hard for them to adapt to the new environment of the

market economy. As for the brewing industry in the Yanglze River Delta, it seemed that

an industrial rationalisation would be unavoidable, given all the major international

brewers investing and establishing new mainstream and premium beer brands in the

region. The local state-owned breweries, especially the numerous small-sized ones, were

facing strong pressure and struggling to survive with their lower quality and poor

marketing methods. Although Wuxi Brewing was in a relatively good position and was

making a profit at that time, looking at the future, the owner of Wuxi Brewing - the local

govemment of Mashan District - was happy to seize the opportunity of international joint

venturing. Resorting to some kind of international alliance, such as a JV, was considered

a good way to reform state-owned enterprises, since it enabled them to obtain foreign

capital and advanced technology, asi well as to gain access to management and marketing

expertise. The local government would also benefit from foreign investment through a

more prosperous local economy and increased employment.

5.1.2 Product and Market
As a small-sized state-owned enterprise, Wuxi Brewing had been a loss-maker in the

1980s. Thanks to the efforts of a sfrong management team and assistance from a

Singaporean investor, its performance had improved significantly after 1991. Up to
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1994, the capacity doubled from 30 to 60 million litres, and annual sales volume at
acquisition was 34 million litres and the company made a profit of RMB l5 million
yuan't Lion became involved in the rv in the form of acquiring shares from Wuxi
Brewing, and its invested capital of NZ$ 32.1 million represented 60% of the total shares.
of the capital invested by Lion, the chinese parhrer withdrew about 30% [NZ$g.g
million)' The majoriry of the invested capital (NZ$22.3m) remained in the w and was
used to upgrade and expand brewing capacity, increase marketing ability and improve
product quality.2 By 1997,the brewing capacify had reached 120 million litres, doubled
what it had been in 1995 when the JV was formed, and the sales volume had increased to
63.7 million litres in the vear.3

Beer was produced under three different brands, namely Taihushui, Rheineck and
Carbine' Taihushui was a well-established mainstream beer inherited from the Chinese
partner' The JV made effons to improve this brand, re-launching it with new packaging,
higher quality and a longer shelf life. After Lion took control, it tried hard to establish its
own brands to capture the upper market niche. Carbine, a dark coloured premium brand,
was the first brand launched by the JV. In China dark beer belonged to a small market
niche, but there was less compefition in this area. Rheineck, a higher priced mainstream
beer, was the first major brand launched by the w. This brand had a strong association
with its roots in Bavaria from where beer production and consumption had been
introduced into china in the late nineteenth century (Interview, l99g). rn 1996,
Taihushui represented around 80% of the production, but this reduced to 51Voin the
following year. The other 50% of the JV's production in 1997 was split between
Rheineck and Carbine.a

Beer consumption has strong regional features with preference for particular brands with
a different image and flavour. In China, there were breweries in almost every city, but

' Interview to Lion executives 
-and 

County Natwest Securities Report on Lion Nathan (l october 1997).'Clyde D'Souza, "Company Update; Lion Nathan", County NatWest Securities New Zealand Limited
|gno.t on Lion Nathan (zi luirr;, tggZ).
' John Lake, "No reds, but lots of Rheineck planned for china," BZW New zealandlimited report on LionNathan (l October, 1997).
' Tony Young, "Review of Lion Nathan China's Brewing Operations,,, Credit Suisse First BostonAusfalia Equities Limited, (August l99g).
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hardly any brand of beer was sold across provincial boundaries. This phenomenon was

mainly caused by the combination of two factors - the low price of beer and the poor

transportation infrastructure. In 1997 , the retail price for a bottle of mainstream beer was

only around NZ$0.45 - cheaper than bottled water.l At this low price level, long-

distance transportation of beer on the poor roads would greatly increase the cost and thus

seriously weaken any competitive advantage. The markets of Wuxi Lion were targeted

towards the Yangtze River Delta region. The Delta, with a population in excess of 70

million, had a relatively wealthy farming/industrial community. In the mid 1990s six of

China's top 20 wealthiest cities were located within the Yangtze Delta, and annual beer

consumption at 21 litres per capita was well above the Chinese average of 14 litres,2

Figure 5.2 The Yangtze River Delta Region and the Cities within the Region

China

This was the main reason for the location of the JV in Wuxi - close to the target market.

According to Lion's Corporate Affairs Director (China), Wuxi, situated beside the

famous tourist scenic spot of Lake Taihu, is a region with a population of 5 million, and

I lnterview to Lion executives and County NatWest Securities Report on Lion Nathan (l October 1997).
t Tony Young, "Yangtse Delta Beer Market", Credit Suisse First Boston Australia Equities Limited,
(August 1998).
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ranked as one of the five wealthiest cities in China in the mid 1990s (Interview, l99g).
More importantly, the centre of the region - the city of Wuxi - is only l l0 kilometres
west of Shanghai. With its l4 million people, Shanghai is the biggest industrial city and
also the most developed commercial centre in China, and thus became the market
opinion-leader for the rest of the country. Moreover, beer consumption in Shanghai was
much higher than the average. Therefore, Lion would need some success in penetrating
the Shanghai market if it intended to achieve long-term success in the Chinese beer
market.

Locating the JV in wuxi and targeting its market in the wuxi region would be
advantageous to Lion's further expansion in the YanglzeRiver Delta and its penetration
of the Shanghai beer market. Starting in 1996, Lion built its second brewing plant in
Suzhou - another city in the Yangtze River Delta Region, 30 kilometres southeast of
Wuxi' As described by Lion's Marketing Director (China), the operation of Lion,s
green-field Suzhou Brewery in early 1998 had a considerable effect on the marker scope
of the JV, as there was a marketing arrangement between Lion's two breweries in the
Yanglze Delta Region (interview, 1998). Wuxi Brewery basically covered Wuxi and
territories to the west and north of the YangtzeDelta Region, and the Suzhou brewery, g0
km west of Shanghai, targeted its markets to the south and east (including Shanghai) of
the region. As a result, the wuxi Brewery had to give some ground to the newly
operating suzhou brewery, and it was estimated that the opening of the suzhou brewery
cannibalised around 20-25% of wuxi brewery's market. Despite the shrinking
geographical size of its market because of the market arrangement, sales performance of
Lion Wuxi was impressive in 1998. It sold 63.7m litres of beer in 1997, and the sales
volume increased to 80m litres in 1998, an increase of around 70o/o onan adjusted basis.r

5.1.3 Organisational Structure
As a majority equity holder in Lion wuxi, Lion was the partner enjoying dominant
management control. Lion recommended the general manager and controlled all the kev

' Tony Young, "Lion Nathan in.china", Equity Research Report by credit Suisse First Boston AustraliaEquities Limited, (August l99g).
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functions of the business, although the general manager was a local Chinese and there

was only one expatriate (a production manager) in the business.

The ownership of the JV had changed twice since its formation. The first change took

place only seven months after signing the contract. The impressive progress of the JV

proved that the Yangtze Delta was a promising market for Lion, and Lion planned to

carry out further expansion in this region. Thus, Lion wanted to hold more equity in

order to more tightly control Lion Wuxi and incorporate the FV into its whole China

business. At the same time, the Chinese parfirer - the local government of Mashan

District - was willing to sell half of its share (20% of the JV's equity) to the foreign

partner. The alleged reason for the change in ownership was stated to be the urgent need

for cash capital by the Chinese partner to fund a construction project (a giant copper

Buddha statue to be used as a tourist attraction). However, further study revealed that the

ownership change was triggered by a change in bargaining power between the partners.

The Chinese paftner realised that it was rapidly losing bargaining power over the foreign

parmer and thus made concessions to the foreign partner's initiation of ownership change

(Interview, 1999), because the latter was a faster learner and thus gained more strength in

the partnership. As a result of the share purchasing, from January 1996 the ownership

structure of Wuxi Lion changed to 80:20 in Lion's favour. Actually, Wuxi Lion was an

experimental venture for Lion, and mainly served as a leverage point to get access to the

Chinese market and gain experience for its planned China business. As long as these

goals were obtained, Lion would be happy to increase its equity. If possible, it would be

even happier to purchase all the shares from its partner and transmute the JV into a

subsidiary in China. The second change of equity structure happened in 1999, when

Lion's equity in the JV increasedto 90Y".

From January 1996 Lion started to carry out the second stage of its international

expansion in China - on a much bigger scale compared to the first stage (the W project

of Wuxi Lion). Lion commenced construction of a budgeted NZ$200m brewery in
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Suzhou in 1996.1 This project included a brewery with capacity of 300m litres

(seasonally adjusted 200m litres), 2 
associated tanks and packaging facilities. The

modular design of the Suzhou Brewery left enough room for its capacity to be doubled at

a lower cost. Taking the advantage of the policy for foreign investment in Suzhou's

Special DevelopmentZone (which was jointly created by the Singapore and Chinese

governments), Lion was able to obtain full foreign ownership of the brewery. The

construction of this green-field brewery was completed in September 1997, ahead of

schedule, and commercial production commenced in March 1998.

With the commissioning of the Suzhou Brewery, Lion owned two brewing operations,

with a combined brewing capacity of 420m lites, and employed in excess of 1,100

people in China - larger than its entire workforce in its home country, New Zealand. To

improve the co-ordination of its China business, Lion's Asia Headquarters shifted to

Shanghai from Hong Kong in January 1997, renaming itself as Lion China Headquarters,

and placing Wuxi Lion more tightly under Lion's control. It was clear that Wuxi Lion

had become a component of Lion's China business, and it was more closely integrated

into Lion's China operation.

Source: Paul Lockey, Chief Financial Officer (1998), Lion Nathan in China: Investor Presentation, 29 July
1 998.

' Sources: Interview to Lion executives and Lion Natlan Limited, Lion Nathan in China - lnvestor
presentation, 29 July 1 998.
' Seasonality has a dramatic impact on brewing results within China. Consumption drops off significantly
in the winter months, as the Chinese people do not like cold beverages during the winter. Thus, weather
pattems can have an important impact on both consumption and production, and the technical capacity of a

brewery must be seasonally adjusted,
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5.1.4 Performance Trends
The performance of Lion's China business needs to be viewed separately in two parts -
the fV (Lion Wuxi), and its entire China business.

From the formation of the JV in April 1995, Lion took control of its operation. Lion had
undertaken a series of measures to adjust its business and improve its performance.
within a relatively short period of time these measures generated good results, and
achieved organisational effectiveness. Firstly, production: thE rV improved the
technology of brewing, and extended the shelf life of beer from two weeks to half a year.
In the first year ofjoint venturing, the brewing capacity doubled from 60m litres to l20m
litres' Secondly, building beer brands: after successfully re-launching Taihushui beer (the
inherited brand from the chinese parfner), the JV launched and established its own new
brands - Carbine and Rheineck. Within four months, in 1997, the sales of Rheineck beer
reached l2m litres.' Thirdly, the construction of a sales force and the development of
markets: the sales force was enhanced, and new markets were developed. The JV tripled
its sales outside its hometown, wuxi, in 1997. Fourthly, personner management: the JV
established a relatively strong management team, consisting mainly of local Chinese.
The key personnel were sent for training at Lion's brewery in perth, Australia (Interview,
1998)' The whole workforce undertook work-place training. Finally, integration into
Lion's long-term expansion in China: Lion's equity in the JV was increased to g0% in
1996 and 90Yo in 1999, and the JV was efficiently incorporated into Lion,s entire China
business (Interrriew, I9g9).

The financial performance was also very encouraging from Lion,s point of view. with
Lion in control of the JV, it had arways made a profit. Lion wuxi generated EBIT
(earnings before interests and taxes) of around NZ$4.2m in lggT,and in l ggg the figure
was slightly higher.2 This figure is more impressive given that l99g was a bad year for

' John Lake, o'No reds, but lots of Rheineck planned for china," BZW New Zealandlimited report on LionNathan (l October, 1997;.
'Lion Nathan Limited' "lnnld Report 1997), and.Tony young "Lion Nathan in china,,, Equity ResearchReport by credit Suisse First Boston Australia Equities Limited, (August r99g).
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the beer market as a whole and, because of the arrangement between Lion's fwo
breweries, Lion Wuxi's target markets were shrinking.

However, Lion's assessment of its performance must be considered in relation to its
whole China business, because the JV business was only one step of Lion,s business
expansion in China, and also because the JV's operation was put under the tight control
of Lion's China Headquarters in Shanghai, which managed and assessed the China
business as a whole. During the construction of the Suzhou Brewery, Lion was quite
satisfied with the efficiency and effectiveness of its expansion strategy. The construction
of the brewery was completed with world-class equipment and technology, ahead of
schedule and under the budget. compared with its competitors (international brewers
operating in the region), Lion thought its Suzhou Brewery had an excellent location,
guaranteed infrastructure, and the lowest cost position (Interview, l99g). Thus, when
Suzhou Brewery commenced commerciar operation in early r99g, Lion was very
confident about the financial performance of its china investment.

contrary to Lion's expectafions, the financial performance of Suzhou Brewery was very
disappointing, although the brewery's operation was efficient and remained so thereafter.
The main reason for the poor overall financial performance of Lion's China business lies
in the economic environment, specifically, in the yanglzeDerta. Too many western
brewers rushed to enter the chinese beer market. Intensified competition hit prices and
caused an inefficient use of production capacity. Some international brewers, such as
Fosters, Beck, Budweiser and carlsberg (from Australia, Germany, the u.s. and
Denmark respectively) reassessed their position in the chinese brewing marketplace, with
some slipping out quietly in defeat (Interview, lggg). In this environrnent, Lion,s
Suzhou brewery had not made a profit since starting commercial operation, although it
produced around three-quarters of Lion,s china output. As a result, Lion,s china
business as a whole had continually made a loss, although the smaller wuxi brewery had
always been profitable. In November 2000, Lion was forced to write down its china
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investment in suzhou brewery by A$r20m (NZ$l5gm)r. Th" company arso admitted
that it gave up on achieving decent retums in the foreseeable future. According to a
report in the New Zealand Herald -a leading newspaper in New zealand- Lion,s China
experience had been something of a fading dream turning to nightmare2.

5.2 The External Environment and Market competition Facing the w
This section briefly describes the changes in the external economic environment of the
beer market and discusses how theses changes intensified the market competition facing
Lion Wuxi.

5'2'l Formation of a Buyersr Market and Market saturation
As discussed in chapter Four, afterrobust grovrth in the early and mid 1990s, the whole
Chinese economy at the macro level slowed down in the late 1990s, and a buyer,s market
emerged in many industries both for capital and consumer commodities for the first time
in the history of the People's Repubric. The beer industry, the premium segment in
particular, was one of them. Before the 1980s, both production and consumption of beer
in china were very limited- National beer consumption was only about 0.07 litres per
capita in 19803' The living standards of the chinese people rose considerably from the
early 1980s' At the same time, beer consumption started to increase in china as the
influence of the life style of the westem countries was felt. consequently, starting from
a very low base' beer production had a dramatic increase during most of the l9g0s. As
shown in Table 5' l and Figure 5.4, China's beer production grew at an annual rate of
more than 30% during the seven years from l98l to1987 excepting only l9g2 when the
growth rate was just below 30%. After growing at a row, or even negative, rate in r9g9
and 1990, beer production once again grew rapidly - at an annual rate of abov e 20yo in
the first half of the 1990s, but from a relatively high base. By 1995 there were 730
breweries in china, and both the number of breweries and brewing capacity reached
historical highs.

' "chinese brewe mounts attack", Netv zealand Herald.,Business Section, 2l November 2000. ,.A$-
stands for the Australian dollar. After Lion Nathan shifted its rreaaquarters to Australia, it adoptedAr.rstrali an curr€ncy for accounti n g purposes.

. l= {", Ze.aland Herald, Business Section, I lNovember 2000.
I ne ngure rs calcurated based on the data from Statistical yearbook of china (lgg3).
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Table 5.1 National Beer,production and Annuar Growth in china
Year Production

Volume
(1,000
tonnes)

Growth Ratr
(o/o)

1980 69
1981 91 3 r.8
r982 tt7 28.6
1983 163 39.3
1984 224 37.4
r985 310 38.4
r 986 413 33.2
r987 540 30.8
r988 656 2t.r
1989 643 -t.7
1990 692 7.6
1991 838 2t.1
r992 1021 21.8
r993 It92 16.7
1994 1415 18.7
1995 1569 10.9
1996 1682 7.2
r997 1889 12.3
1998 1988 5.2
t999 2098 5.3

source: statistical Yearbook of chin4 u*io,r, 
"aitions, 

chinese National Bureau for Statistics.

Figure 5.4 Annual Growth Rate for Beer production in china (19s1_r999)
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Starting from 1995, the growth of beer production and consumption could not match the
increase of brewing capacity. Beer production grew at r0.9 % in 1995- 7.g percenrage
points lower than that in the previous year. From then, the growth rates dropped even
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further - to about 5-7o/o annually. The slowdown of growth in beer production was due to

the change in market equilibrium between beer supply and demand. While brewing

capacity increased rapidly, beer consumption and demand grew at a lower rate. Thus,

production was restrained by market saturation and brewing capacity became under-

utilised.

5.2.2 Excessive Competition in the Regional Market of the Beer Industry
The change of equilibrium between supply and demand in the Chinese market was

demonstrated in market saturation and exoess production. However, the more striking

change in the economic environment in the late 1990s lies in excessive competition

emerging in the market for some industries. Excessive competition is related to an excess

of production, but is not caused by it, as it is normal for supply to exceed demand in a

competitive market.

Following industrial consolidation, failed companies will withdraw from the market and

then the equilibrium between supply and demand will be resumed. Thus, excessive

competition in a market is a special condition. According to research by the Japanese

scholar Komiya (1988), excessive competition is defined as a market situation in which

too many firms enter and compete in an industry, leading to a very low or even negative

profit rate for most or all of the firms in the indusbry for a long time, but neither

production factors nor firms leave from the industry. This definition indicates that there

are three features of excessive competition. Too many f,rrms compete with each other in

an industry; the profit rate is very low or negative for the whole industry over a long time;

market competition and low profit rate do not function to eliminate failed firms from the

industry. The research by some Chinese scholars (e.g., Jiang, 1998a; Jiang, 1998b)

shows that excessive competition emerged in some industries, such as the textile industry,

in the 1990s in China.

Evidence collected from fieldwork indicates that excessive competition emerged in the

late 1990s in the upper segment of the beer market in the Yanglze River Delta,

particularly in Shanghai. Attracted by the huge potential on the beer marketo which grew

at an annual rate of ovet 20To, foreign brewers poured into China in the early and mid
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1990s, especially to the region centred on Shanghai. Although the actual growth rate
dropped to 5-7o/o annually after the mid 1990s, it still seemed an encouraging market by
international comparison. Nevertheless, this market, already smaller than anticipated,
had to be divided into three segments - premium brands, mainstream and the low end.
As shown in Table 5'2, premium beer was still a fledgling segment in the total beer
market in the late 1990s in China.

Table 5.2 Breakdown of Beer Markets of

Sources: Review ofLion
August 1998; Lion Nathan Limited, Lion fratiran in China - m"L.i". p*.*tation, 29 July 199g.

However, it was within this small segment of the beer market that foreign breweries

. competed with each other for market share. There were two reasons for them to stay only
in the premium segment. First, the premium segment presented the future for beer
production and consumption, and there was a significant difference in the retail prices
among the beers from different market niches. Table 5,3 shows a breakdown of sales
volumes and retail prices in shanghai - the biggest and most mature beer market in
China, and also the prime target market for Lion.
Table 5.3 Breakdown of the Beer Market

Sources: Review of Lio
Limited, August r998. John Lake, "china rs a do!-nght; who wil rJgot,'ABN AMR9 Equlies NZLimited, 4 August, 1998.

Sha the Yan T)elfa nnd qll f-hl
Shanghai The Yangtze Delta China

Premium brands 2r% r4% s%
Mainstream s7% 54Yo s5%
Low End 22% 32% 40%
Total 100% r00% t00%

art{et in sha n 1998
Beer Segment Sales Volume (m litres) Retail Price Points (Yuan,

RMB)

Imported Premium ) 10.0

Local Premium 90 5.0-.6.0

Mainstream 255 2.0-3.5

Low End 100 Under 2.0, most close to 1.0

Total 450
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Second, overall costs for premium brands in foreign breweries were much higher (by
around four to five times) than those of an average local brewery (lnterview, l99g).
According to researchl by qingdao Brewing Group - the biggest brewery in China - the
Iabour costs for foreign breweries were 4-10 times higher and the marketing costs l0-20
times higher than for local firms. The construction costs of breweries were also much
higher' High costs made foreign breweries unwilling to enter the lower end of the
mainstream segment and the low segment, where beer from the local breweries could
retail for as little as US$0.10 a bottle at the bottom end (Interview, l99g). Thus, all the
foreign breweries competed with or even sabotaged one another for a share of the small
premium segment' For example, marketing costs per litre of some brewers in l99g went
up by 9Qo/o over the previous year.2

Market research indicates that there were in total 14 brewers, almost all of them
intemational ones, selling premium beer in the Shanghai market.3 All these brewers
intended to grab a significant slice in this market. obviously, there were too many
players in this relatively small market. Moreover, despite the presence of so many
brewers, a prominent feature of the shanghai beer market in the late 1gg0s was the lack
of aggressive price wars' Prices for premium beer remained relatively static in lggT and
1998' It meant that all of the players were able to survive, although they struggled, but
their brewing capacities were under-utilised. Although almost all of the foreign
breweries incurred market losses, they were reluctant to pull back from the market. As a
result of slow rationalisation and consolidation, excessive competition emerged in the
market.

' Hu Kaoxu and Liu che:sr^.!ow can the acquisition by Qingdao Brewing of Shanghai carlsberg
!1nn"nr" Economic Dairy (chiner" t'1"*rp"p"t based in Beijing), pl , l0 August 2000.'Tony Young, "Too many players ln n,u*.ti';ciedit Suisse-Fiiieorton nust,alia Equiries Limited,(August 1998).

A?*L"#ri"Too 
manv players in market," credit Suisse First Boston Ausrratia Equiries Limited,
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5,3 Goal Attainment and Network Relationships in Lion Wuxi

This section presents the findings from the case study of Lion Wuxi. Similar to the same

section in Chapter Four, the discussion will focus on four aspects: (i) the issues of the

formation and dynamic changes of the foreign partner's goals, (ii) the issues related to the

partnership and other network relationships in the IV, (iii) the goal attainment of the

foreign parher throughout various stages of JV evolution, and (iv) the subsequent

behaviour of the foreign partner in response to the goal attainment at various stages.

5.3.1 Dynamic of Partner Goals in Lion Wuxi
As the foreign partner, Lion pursued the ultimate goal of penetrating the Chinese beer

market and becoming a major player in the market in its business expansion. In doing so,

Lion set up various operational goals for different stages of its involvement. While

considering its options for international expansion, Lion decided to focus on Asia, and

China appeared the most attractive target market for this. Based on investigation by

Lion's China investigation team,l the characteristics of the Chinese beer market were

summarised as follows:

o Relatively big and growing market,

o Beer friendly environment,

o Fragmented local industry,

o Attractive W entry opportunities, and

o Potential for making profit.

In the meantime, Lion's investigation team also identified the disadvantages for Lion in

entering the market:

o Advantages of the Chinese market are obvious and open to all international

players,

o No existing leverage points for Lion to enter the market, and

o High political and economic risks.

' Lion Nathan Limited, "lnternal Review on China Operations", September 1997.
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Due to the advantages presented by the market, Lion chose China, or more specifically

the Yangtze Delta Region, as the focus for its business expansion. However, Lion's entry

strategy was constrained by the disadvantages. In order to overcome the disadvantages,

Lion had to achieve a fast entry into the market and quick access to China-specific

business experience. Thus, the JV became the best entry strategy. Through a partnership

with an existing local company, Lion was able immediately to obtain a leverage point in

the market and be involved in the practice of Chinese business. The JV strategy was also

helpful in gaining business experience and reducing business risks. However, to facilitate

these business aimso Lion would have to ensure an effective operation of the fV.

Therefore, Lion established three goals for its involvement in the JV with a Chinese

partner, viz.l

o Penetrating the regional beer market in China and making a profit there,

r Obtaining China-specific business experience, and

o Gaining organisational effectiveness of the JV.

Lion placed different degrees of importance and different timeframes on these goals. The

first goal stood for the long term and was ultimate purpose of Lion's expansion in China,

and it needed a long period of time to be attained. According to Lion's Corporate Affairs

Director (Asia), Lion's expansion in China was conducted in three stages - entering the

market through a JV, establishing a solo venture with a larger scale and increasing Lion's

market share, and becoming a leading player in the market (Interview, 1998). The second

goal served as a mid-term goa1, which would lay a foundation for the planned further

expansion. The third goal was operational and short-term in nature.

5.3.2 Issues Related to Network Relationships in the Process of JV Development

5.3,2.1 Conflict between the Partners over the Strategic Development of the JV
Within one year of the formation, the JV's operation went quite smoothly and effectively.

Both production volume and capacity doubled, the old brand from the Chinese parhrer

I lnterviews to Lion Executives; Lion Nathan Limited (1997), "Management Commentary: China - The
story so far"; Lion Nathan Limited, "Intemal Review on China Operations", September, 1997; Lion Nathan
Limited, "Annual Reports", 1995 and 1996; Lion Nathan Limited, "Intemal Review on China Operations",
September, 1997.
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was repackaged and re-launched, new foreign brands were introduced, and the marketing
and sales force was built and strengthened. However, serious difficulties between the
foreign and local partners surfaced over the issue of the JV's strategic development. The
long-term goal for Lion's involvement in the JV was to build a strong presence in the
Chinese beer market. After assessing the competition situation in the market and its core
strengths and weaknesses, Lion thought that it was hard to compete in the three most
athactive city markets in china (shanghai, Beijing, and Guangdong), where the world
leading brewers were already fiercely fighting each other. "our strategic concept was to
concent"ate on second-tier markets, leaving these major markets at the first tier to the
larger leading brewers" (Interview, 1998). Therefore, Lion first chose Wuxi as the
preferred location for its first China investment. It followed that the state-owned wuxi
Brewery - a dominant brewer in the regional market - became the preferred partner.

Through partnering with wuxi Brewery, Lion intended to fully devetop the potential in
the regional market and build a defensible position against the later entry by the major
brewers from the first-tier markets. Three factors appeared crucial to fulfil this strategy
(lnterview, 1998). First, the JV must develop a low cost structure through upgrading the
JV's facilities and expanding its capacity in order to consolidate its presence in the
market before the bigger brewers get in. Second, the W must establish its market
reputation through re-launching the local brands, introducing new brands, and building
market and sales forces. Third, the JV management and both partners must be very
responsive to the market competition, and be able and willing to make more capital
commitments if necessary. However, Lion had difficulties in gaining endorsement from
the local parbner for the long-tern development strategy of the JV, as described by the
Business Development Manager of Lion. The central goals for the local partner to join
the JV partnership were in attracting foreign investrnent to the region, relieving the
financial difficulties faced by the state-owned Wuxi Brewer, and creating continuing
employment for its employees, rather than a sound strategic development for the venture.
Unaccustomed to market competition and unaware of the imminent threat imposed by the
bigger brewers, the local partner was neither interested nor capable in the ambitious plan
for further expansion and upgrading of the venture. what was worse, the chinese parrner
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actually was the local govemment of Mashan District. Although it was keen to attract

foreign investment, it could not adapt to the foreign partner's speed in either identifying

issues or making decisions because of its hierarchical and bureaucratic nature. As a

result, it proved very difficult for the two parb:lers to consider the shategic development

issues in the same time frame. Facing disagreement between the partners on the strategic

development of the JV, Lion realised that the JV could not serve as much more than a

leverage point with which to enter the Chinese market. To push through the development

strategy by its own, Lion decided that a dominant management control in the JV was

essential and that further investment outside the partnership was necessary.

5.3.2.2 Learning in the JV Relationships

Lion viewed the JV as a leverage point with which to enter the market and gain China-

specific business knowledge. In reality, the JV did provide Lion with leaming

experience. Leaming in the JV partrership appeared to be an asymmetrical process, and

changed the balance of bargaining power between the partners. As a result, the parbrers'

learning imposed a signifieant influence on the development of the partnership.

Learning regarding the external environment
According to Lion executives in China, gaining the knowledge on differentiation of the

Chinese beer markets was one of the major learning results from fV experience. Lion's

Corporate Affairs Director in China said: "Most major brewers, no mafier foreign or local

ones, treated the whole country as one market in their market strategies. But our

investigation and experience indicated that it was inappropriate. It sounds very strange,

but they all do it in this way" (Interview, 1998). Before the JV was formed, Lion's

market investigation revealed that Shanghai, Guangdong and Beijing comprised three

major urban centres in China's beer market, and the market within each region was

divided into different tiers.

The formation and operation of the JV Lion Wuxi enabled Lion to be directly involved in

the Chinese beer market, and thus Lion's understanding of the market was deepened.

Thus, through its experience in the JV, Lion confirmed and deepened its judgement that

the cultural, economic and market differences were so significant throughout the country
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and that the Chinese market was comprised of many different regional markets. This

judgement was even more relevant in the beer industry. People in different regions had

different tastes and preferences for beer, given the massive differences in income level,

dietary habits, historical and cultural backgrounds. China's huge geographical scope and

poor transportation infrastructure meant the absence of a national distribution system, and

even local distribution networks were highly fragmented. Unreliable and poor land

conditions made the costs of transporting beer too high, and a lack of temperature-

controlled trains and tnrcks led to problems with beer spoiling from heat or cold.

Moreover, "because of the striking differences in languages and cultures, even the local

Chinese found it very hard to live and work across different regions" (Interview, 1998).

This understanding on the differentiation of the Chinese beer markets had sigruficantly

affected the formulation of Lion's investment sffategic decision on investment in China.

After considering all the factors, including economies of scale in brewing and marketing,

efhciency in distribution, Lion decided that it would be wiser to focus all of its resources

and effort in one region, rather than spreading to several different regions.

Learning regarding the cooperation process and the organisational characteristics of
the partners
As suggested in the literature, with the discovery of each other by the partners in a JV,

partners' understanding of the organisational characteristics of the other side will deepen,

and partners will recognise how they differ from each other in terms of organisational

structures, processes, and action routines, and how these differences influence the

cooperation processes in the JV (Arino and de la Torre, 1998; Doz, 1996, Ring and Van

de Ven, 1994). Compared with the learning regarding the external environment, learning

regarding the partners' organisational characteristics and cooperation processes imposes a

greater influence on the development of the partnership and the JV. In the Lion Wuxi W,

although the JV operated relatively smoothly at the technical level directly after its

formation, the dissatisfaction amongst the partners, especially by the foreign side,

towards the other side gradually increased and intensified as the partners leamt more

about each other and the cooperation process. The Corporate Affairs Director of Lion

(Asia) stated "it was not long after our acquisition of the Wuxi venture that we decided

we must search for other alternatives to increase our presence in the Yangtze Delta, since
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it is getting more and more clear that w-e could not achieve our long-term goal in China
through this venture" (Interview, l99g).

Assessments on three dimensions were conducted by the partners on the cooperation
nlocertand the-n2rtoeushin-.Flrsj-$re_assessment of efficiency-conditions of the JV

alTangement, focusing on whether the JV is able to achieve partners' goals; second, the
assessment of the partners' ability to meet the expectations from the other side; third, the
assessment of the partners' ability to adjust their behaviour in order to achieve befter
cooperation.

In the partnership of Lion Wuxi, the assessments in all three categories by the foreign
parfner showed negative results. First, the assessment of the likelihood of achieving the
foreign partner's goals in its China strategy. ln terms of short- and mid-term goals, Lion
was very satisfied with its achievement in the JV. The Strategic Development Director of
Lion Group recalled, that "acquisition of Wuxi Brewery enabled us to set a foot in China.
Through this venture, we gained the production capacity and distribution and sales

networks through partnering with the local brewer. The first step of our China strategy is
very crucial and also a big success" (Interview, 1998). However, although the capacity of
the venture was doubled within one year of the JV's formation, its sales could still cover
only the local market, being too small to penetrate the Yangtze Delta region as a whole,
not to mention not having any significant share in the whole Chinese beer market. It was
also far too small to meet the coming competition with the major players, which so far
were concentrating on the competition in the first-tier markets. The same executive in
Lion observed, "within one year of entering china, it had been very clear that the
involvernent in Wuxi was far from enough to meet our long term strategy in China. we
knew we must increase our presence in China, and the only question was where to put our
money" (Interview, 1998). The decision to search for other options clearly indicated the
negative result of the assessment on the efficiency of the JV arrangement in achieving the
foreign partrer's goals in China.
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Second, assessment of the local partner's ability in meeting the expectations from the
foreign parh:er' From the beginning Lion understood that the local parbrer, as a regional
player, Iacked the resources and ambitions required to expand beyond the region and
become a leading national player. what was more frustrating was the reluctance to
respond to the market competition and the slowness in decision-making shown by the
Iocal partner' Through ongoing intsractions between the parlners in the JV, Lion realised
that these organisational behaviour routines made it hard for the local partner to become a
good long-term partner. Facing aggressive competition from leading intemational
brewers and an imminent industrial consolidation, Lion felt a strong urgency in the
business development of the venture. A pressing task was to build up a solid defence
position in the second-tier market against the later entry by the major brewers from the
first-tier market. The financial Director of Lion (Asia) noted: ..one of the major
challenges we face in this rapidly developing market is to manage the incredible pace of
change and ensure we have the capability to perform" (Interview, l99g). In responding
to this environment, Lion came with a series of quick and incremental business
initiations, such as expanding the production capacity, building up brands reputation, and
establishing marketing and sales forces.

However, having operated in the environment of the planned economy for a long time,
the local partner was short of the sense of urgency needed to face the market change and
competition' Moreover, as a SOE, the local partner was directly conholled by the local
government body of Mashan District and thus was very hierarchical and bureaucratic.
Thus, the Iocal partner was unable to follow the foreign partner,s speed both in
responding to market competition and in decision-making. A senior executive in the 3ry
from Lion complained that "the major disappointment towards the local side was their
slowness in responding to our business initiatives. It does not mean that they were
reluctant to operate with us, since it has more to do with the culfure of the company. But
what is crucial for us is that we have to get things done quickly and we cannot afford the
time to wait for them. Anyway, in this market and at this moment, verocity is
everything" (Interview, t 99g).

t44



Third, assessment of the local partner's ability to adjust its behaviour routines. After

experiencing the interacfions between the partners, Lion's perception of the local

partner's adaptability was also declining over time. As observed by Lion, the

involvement of the local parfner in the partnership with a foreign company largely was

not due to a sound business strategy, but was more closely related to the interests of the

local govemment, such as attracting FDI, relieving debt burdens, and maintaining

employment. As a result, it proved very hard for the two partners to jointly consider the

same issue under the same time frame, and this situation would be unlikely to change in a

short period of time. According to Lion's Corporate Affairs Director, "From the

beginning we decided that management control was essential to any joint venturing in

China. But one lesson from Lion Wuxi was that, even with an 80% shareholding, the

minority JV partner still maintained a strong influence and could potentially constrain the

company's action" (Interview, I998).

By mid 1996, the signs of over-capacity in the industry nationwide were becoming clear.

As revealed in a study by a leading business consulting company, "the world's top 10

beer companies and many smaller ones have rushed to buy or build capacity. All have

visions of achieving leading market shares, but most will be sorely disappointed."l This

new development in the market had two impacts on the partnership in the fV. First, it

increased the sense of urgency for Lion, who saw that it was losing the first-entry

advantages. Second, it made the foreign partner more assertive in pursuing management

conffol over the JV and more active in searching for other options outside the partnership.

While assessments by the foreign partner on all three dimensions led to lower

expectations both for the JV and for the local parfner, the assessment by the local partner

showed similarly negative results. Whilst the interactions between the partners went on,

it was becoming more and more clear that the foreign partner had a hidden agenda in its

involvement in the JV. This complaint from a Chinese manager in the JV was typical

among the JV employees from the Chinese side: "The foreign company did not have the

' Jim Ayala and Richard Lai, "China's consumer market: A huge opportunity to fail?" The McKinsey
Quarterly, 1996, No.3.
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sense of long-term commitment to the JV partnership even from the beginning. They only

temporarily needed the W. More or less the JV and our company were serving as a

gang-plank for them to enter the Chinese market. As long as they stand on solid ground,

they wish to get rid of the partnership as soon as possible" (Interview, 1998).

Furthermore, observing a series of actions in China taken by Lion's headquarters both

inside and outside the JV partnership, including strongly initiating the change of fV

ownership, actively developing nefwork relations outside the partnership, shifting its Asia

Headquarters from Hong Kong to Shanghai, the Chinese partner realised that the

importance of the JV parfnership for the foreign partner had already significantly fallen,

5.3.2.3 Development of Network Relations through the JV by Lion

A major advantage for Lion in adopting the fV entry strategy lies in the fact that it could

get access to the business and social network possessed by the local partner, and then

expand these contacts to form its own network relations (Interview, 1998). This choice

of entry mode was decided before Lion started its China brewing operations, and the

importance of this entry mode was also confirmed by its initial experience in

investigating the Chinese market.

The first challenge Lion encountered while entering China was the lack of reliable

information and effective channels in gathering reliable data, given the fact that it did not

have the knowledge of and access to the Chinese business networks. Thus, Lion made

tremendous efforts in building up network relations to seek information sources and

explore a wide range of investment possibilities. Several overseas Chinese individual and

agent companies, who had experience in China business and built up contacts with

Chinese authorities and SOEs, proved useful. For example, Lion employed an overseas

Chinese acting as a comprador. As described by the head of Lion's investigation team,

this individual was "a big Chinese guy with wide connections," and served as a match-

maker between the potential local and foreign partners (Interview, 1998). Lion also had a

lengthy negotiation with a company named China Strategic Investment (CSI) regarding

purchase of a portfolio package of the local Chinese breweries. CSI was one of the early

investment agent companies formed by overseas Chinese in China. Taking advantage of

the social and business networks built up by individuals of CSI with the Chinese
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authorities, CSI purchased SOE assets from local govemmental agencies and resold them

to foreign investors. In 1994 Lion was very interested in CSI's portfolio package of five

local breweries, including Hangzhou Chongce, Jiaxing (both in ZhejiangProvince

neighbouring to Shanghai), Beijing Chongce, Quanzhou Zhongce (in Fujian Province

facing Taiwan and separated by the Taiwan Strait), and Yantai CSI Brewery (a coastal

city in Shandong Province). However, in spite of the lengthy negotiation with Lion, CSI

sold the portfolio package, representingT5% share stakes of the five breweries, to Asahi

- one of the top brewers in Japan, because Asahi's offer of US$87 m was higher than

what Lion could pay (Interview, 1998).

Through these initial experiences, Lion came to realise the importance of business and

social networks in China, and thus committed more efforts to building up its network

relations through the fV partnership after the W was formed. At first, Lion's network

development was mainly concentrated around the local partner and its business contacts.

In this regard, although being fragmented, distribution channels inherited from the local

partner, including its sales force and connections with the wholesalers and retailers,

played a crucial role in the initial expansion of the JV's business. Benefiting from the

direct help of the local partner - the local government of Mashan District, Lion gained

valuable access to some crucial people both in the levels of Wuxi Municipality and

Jiangsu Province. The contacts with govemmental officials at higher levels were

important for two reasons: the government was the sole regulating authority for

investment policy, and government officials were highly influential in business activities

partly because of the tradition of centrally-planned economy and the fact that China's

legal system was still in the initial stage of a mature modern country.

More importantly, the JV partnership enabled Lion to enter the Chinese market, and thus

establish its presence in the Yangtze Delta region. This presenc€ provided Lion with a

base to further expand its network relations and increase its presence in the wider market.

Through the network relations built up by JV operations, Lion learned about the Suzhou

Industrial Park jointly created by the Chinese and Singaporean governments. This park

presented a wonderful opportunity for Lion to increase market presence and establish
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regional leadership in the Yanglze Delta region. First, it presented an ideal geographical

location for Lion's further investnent. Suzhou, as a wealthy and ancient city renowned

for its classic gardens, is located between Wuxi and Shanghai, 80 km west of Shanghai

and 30 km southeast of Wuxi. The two cities of Suzhou and Wuxi were subordinated to

the same regional govemment of Jiangsu Province, thus reducing the complexity of doing

business. This unique location also enabled Lion to use common suppliers for its Wuxi

and Suzhou breweries with resulting cost benefits. Second, joint government

involvement in the park management reduced the political risk for Lion as an investor.

Taking the preferential terms granted to the Industrial Park, Lion was allowed full foreign

ownership. Full ownership provided Lion autonomy in using this asset, given the

troubles within the partnership in Wuxi and the problems experienced by most foreign

brewers with their local partners (Interview, 1998). This ownership advantage would be

even more valuable, considering the tightening of ownership control by the Chinese

central government in the beer industry starting from the end of 1996 (Interview, 1998).

Actually, Lion was the only international brewer to have full foreign ownership of a

brewery in China up to the end of thel990s. Third, the industrial park provided

guaranteed infrastructure, including the Yangtze corridor expressway, the canal adjacent

to the factory site, a guarantee of no electricity brownouts, and the local water treatment

plant. The park management also acted as a quasi-partner in the sense of taking care of

some bureaucratic problems. Fourth, taking advantage of tax breaks for importing

brewing equipment before this policy was discontinued at the end of 1996, Lion saved

NZ$50m, 25Yo of the total budget for this greenfield project (Interview, 1998).

5.3.3 Dynamic Development of Partners' Goal Affainment in the Case of Lion Wuxi
As a foreign partner Lion pursued three types of goal in the three stages of the fV's

development. The case interviews with Lion's executives both in China and New

Zealand, along with other evidence gathered for the case study, indicate that there were

dramatic changes in Lion's perception of goal attainment in its Chinese business. During

the five years from April 1995 to early 2000, this underwent a striking change - from

extreme satisfaction to dissatisfaction, and the shifting of its pursuit of goals from one

type to another.
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Stage One:
Pursuit of the short-term goal - the JV's organisational effectiveness. After the rV,s
formation in April 1995, Lion became the dominant partner holding management control
of the JV' The JV management team initiated a series of innovations in the fields of
production, marketing and sales, technology, and management. These innovations
generated positive results in the JV's operation. In 1997,Lion s headquarters reviewed
the performance of Lion Wuxi's operation in the first eightear months after its formation.
According to the data provided by Lion's executives who were in charge of Lion,s China
business, the operational resurts of Lion wuxi can be summarised in Table 5.4.

Table 5.4 Achievements in Lion Wuxi's n duri the First Months

Source: Data based
Jim O'Malrony in September 1997t.

Paul Lockey and

The data in Table 5'4 show that Lion Wuxi achieved organisational effectiveness and
operated successfully under the management control of Lion. Thus, Lion was very
satisfied in its pursuit of JV operational goals.

Stage Two:
Pursuit of the middle-term goar - obtaining business experience in the specific
environment of china through the rv's learning effect. Through forming a rv, Lion
gained a leverage point to carry out its strategic expansion in China. Through the JV,s
operation, Lion's executives directly dealt with the local authorities, companies, the
labour market, the product market, and the market for production inputs. Through the
daily business of the JV, Lion was able to build a working partnership with its chinese
I At the fime when the presentation was given, Paul Lockey was the controller and Director of strategrc

[j!il::: 
at Lion's Heabquarters and Jim-o'Mahony servei as the Managing Director of Lion,s china
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Quality upgrade: Extending shelf Jife duration of beer from two weeks to six months

Brand Construction: Re-launching the local brand (Taihushui), and

Introducing and launching high price segment brands.

Capacity Expansion: Doubled the brewery capacity within one year.

Market Development: Tripled sales outside the hometown (Wuxi).

Production Increase: Increased volume of beer production signifi cantry.



partner and the local government. Through involvement in the business practice in

China, Lion obtained intensive and extensive understanding of the environment of the

Chinese economy, political and legal systems. According to the assessment by Lion's

Headquarters, Lion gained the results shown in Table 5.5 in pursuit of the goals of

knowledge transfer through its involvement in a JV.

Table 5.5 Learni Res he JV after Tw Half Yults lor Lion o and ears
Working
Partnerships

With the Chinese parbrer - exchange of regular visits,
overseas operational training, ground training, operating the
JV Board, mixing the best between East and West.
With the local authorities - municipal leaders' visits to NZ,
supDortins the local activities.

Understanding the
Environment

Huge market potantial, fierce competition, imminent
industrial consolidation, fragmented distribution systems,
incomplete legal system, contracts being technically
enforceable, naturs of business practice, importance of
suanxi.

Brewery
Construction
Exnerience

Regulatory approvals, local engineering design, domestic
and imported equipment, most contractors met standards.

Sources: Data based on numc rous inten iews to Lion's executi the tatlon slven Messrsves, me presen given by

th

Lockey and O'Mahony in Septanber 1997, and an investor presentation given by a representative of Lion
in July 1998.

The formation of Wuxi Lion served as the first step of Lion's expansion in China. Thus,

Lion put much stress in gaining experience and knowledge through the JV's learning

effect. From Lion's view, this goal was even more important than the operational goal of

the JV itself. As shown in Table 5.5, Lion thought that it had successfully accomplished

this middle-term goal - learning through involvement. As stated by Lion's Strategic

Planning Director, "the experience through Lion Wuxi's operation gave us confidence to

make a larger commitment in China" (Interview, 1998).

Stage Three:

Pursuit of the long-term goal - penetrating the Chinese beer market and becoming a

leading player in the market and gaining profits fiom the investment. This was the

ultimate and most important goal for Lion's business expansion in China. However,

contrary to the perception of goal attainment in the previous two stages, Lion was

dissatisfied, or even disappointed, with the perceived attainment for this goal. This
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dissatisfaction created a dilemma for the firm in making a long-term strategic decision on
its entire investment in china - whether to stay in china or pull back.

When the financial performances for the JV-Lion Wuxi and Lion's entire investment
were measured separately, two different pictures emerged. Starting from the first year
after its formation, Lion wuxi generated regular profits from its operation. However, this
moderate financial benefit did not satisfy Lion. Most of the JV's products had been sold
under the brand inherited from the old Chinese brewery and this brand - Taihushui -
belonged to the market niche in the lower part of the mainstream of beer consumption.
The new brands of beer introduced and owned by the JV only accounted for a small
proportion of its annual sales. Lion's target market niche in China was intended to be the
market for premium beer and the upper part of the mainstream of beer consumption.
Lion would not be satisfied until it achieved success in this market segment. Moreover,
the investment of NZ$200m for the brewery in Lion's solo venture in Suzhou was several
times larger than that (NZ$32.1m representing 60% of the JV's share stakes in 1996) in
the JV' When the Suzhou brewery project started, the operation and development of the
JV were incorporated into Lion's unified business strategy, and were managed and co-
ordinated by Lion's Chinese regional headquarters. Therefore, Lion,s assessment of the
financial performance of Lion Wuxi was taken as a part of the measurement of Lion,s
perceived attainment of long-term goals,

Measuring Lion's goal attainment from this perspective, Lion had not achieved its long-
term goal for its china business. Lion's Suzhou brewery started its commercial operation
in March 1998. At this time some major changes occurred in the beer market in China in
general, and in the Yangtze River Delta in particular. since 1997 beer sales and
consumption had grown at an annual rate of aro undT-g%o, even as low as 5% _ much
lower than Lion's prediction of l|To.t Thus, the market size for beer did not equal Lion,s
expectation when it entered the Chinese market. More importantly, the competition in
the beer market, especially in the YangtzeRiver Delta, was much more intense than

' Lion Nathan Limited, Lion Nathan in china - Investor presentation, 2g July l ggg.
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expected' Athacted by the huge market potential that appeared with the rapid growth of
the Chinese economy in the early 1990s, many leading international brewers vied with
each other in entering that beer market. Up to the late 1990s, almost all the foreign
brewers had burnt their fingers, suffering market losses, but most of them were reluctant
to pull back from the market, expecting market conditions eventually to improve. Thus,
numerous international brewers competed with each other in a relatively small beer
market, and almost all of them faced the predicament of operating at well under their
capacity' Suffering from being too ambitious with its Suzhou brewery, Lion faced an
even worse situation' The utilisation of capacity in the Suzhou brewery was 41ohat best,
perhaps as low as 20%o. As a whole, Lion's business in China was a big loss maker. In
1998 Lion's management predicted that the year 2001 would become a break-even year
for the financial performance of its china business. However, this goal was soon
abandoned' As Lion's chief executive said at the end of 2000, "it is unlikely the business
will achieve an adequate return on the funds employed in the foreseeable future.,,l

5'3'4 Partners' Subsequent Behaviour Influenced by perceived Goal Attainment inthe Two Case JVs
Partners make commitments to a JV with the expectation of achieving the goals they have
established for the w. Logically, the extent to which partner goals have been achieved
will affect partners' subsequent behaviour towards their W strategy. However, with
different goals, partners' goal attainment at different stages of a JV,s development will
differ' Then how do the partners act both inside and outside the W as they respond to the
perceived attainment of their different goals at different stages of a JV,s development?
How do these actions in turn affect the process of the JV's evolution? This section will
explore these questions.

In order to observe how partners' behaviour responds to their perceived goal attainmenr,
some major actions taken by the foreign parfners have been identified from the
development history of the Lion wuxi JV through fieldwork and research on archival
data.

' "china torture continues for brewer", Business section, New zealand Herald, llNovember 2000.
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Action One: Increase of share stake in the JV and change of ownership structure
In January 1996 Lion purchased half of its Chinese partner's shares, representin g2ao/o of
the JV's share stakes in the form of cash capital. Its action changed the rV,s ownership
structure and enhanced Lion's dominant position. Lion's share increased to g0%, while
the share for the local parlner was reduc ed, to 20yo. This purchasing action By Lion was
caused by its satisfaction with the attainment both of its operational and mid-term goals.
Although it was less than one year since the W's formation, it had operated effectively
and efficiently' Through the one-year experience in the W, Lion also proved that it was a
successful Iearner and thus gained the confidence that it could more aggressively pursue
its long-term goal by getting rid of the constraints from the local partner and
implementing its own business strategy. After acquiring a leverage point for its
ambitious expansion plan in China, Lion decided to impose a closer and tighter control
over the JV and incorporated it into its entire business strategy.

Action Two: Construction of Lion,s Suzhou brewery
At the end of 1996, Lion started its construction of the Suzhou brewery - a project for a
wholly owned venture. The budget for the investment was NZ$200 million, several times
more than the capital invested in the Lion Wuxi W. This action was taken outside the JV
partnership, but it was closely related to the JV and responded to Lion,s perceived goal
attainment in the JV. Lion conceived a plan for full-scale business expansion in China,
but whether this plan could be put into practice depended on the business environment
and Lion's knowledge of the business practice in China. Thus, the JV of Lion Wuxi
served as an experimental base for Lion to further investigate the prospect of the Chinese
market and acquire China-specific business knowledge. Through the successful
formation and smooth operation of the rV, Lion achieved its initial goals in this regard.
As stated by chief Financial officer of Lion, "in our first year we proved we courd
successfully operate in China...' Lion Wuxi's smooth operation gave us confidence to
make further commitrnent to Suzhou,'(Interview, l99g).

Action Three: Shift of Lion's Asia Headquarters from Hong Kong to Shanghai and itsrenaming as Lion,s China lfeadquarters
In January 1997 Lion shifted its regional headquarters in Asia from Hong Kong to
Shanghai and renamed it as its china Headquarters. The task for this regionar
headquarters was to manage and incorporate all its business activities in china. with a
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focus mainly on the Shanghai-centred Yangtze Delta. This action had trvo aims: to

manage the construction project of the new brewery in Suzhou, and to obtain closer

control over the Wuxi JV. This action demonstrated Lion's satisfaction with the

attainment of both short- and mid-term goals, and its intention to shift its focus in the JV

to its long-term goal.

Action Four: Hesitation in the prospects of Lion's basiness in China
The Suzhou Brewery was commercially commissioned in early 1998. Lion pursued

financial goals for its business in China, including the JV. In this period a reverse turn

appeared in the Chinese economy in general, and in the beer industry in particular. Due

to the slow-down of the economy and market saturation, Lion did not achieve its financial

goals, and even incurred larger losses in 1998 and 1999. The future for the business

seemed very uncertain. Lion faced three options in dealing with its China businessr - sell

it immediately and cut its losses, weather the storm and minimise losses, or accelerate its

growth shategy to maximise its position in China. Lion found it difficult to make a

decision.

Action Five: lfiriting-down of the investment in China
The Shanghai beer market worsened at the turn of the century. After merging with failed

foreign breweries, several local Chinese breweries obtained access to the premium

segment and started to compete with foreign companies like Lion. This made

competition in the beer industry even more intense. The losses for Lion's business

continued to increase. ln November 2000 Lion wrote down its China business by A$120

million.2 Faced with the disappointment of not attaining its financial goals, Lion sought

opportunities to pull back from China. The underlying causal factors for this are

considered in chapter six.

I Sources: Interview to Lion Executives (March, 1999); Lion Nathan Limited, n'Lion Nathan in China:
Investor Presentafion", 29 July, 1998; Tony Young, Equity Research Report, "Lion Nathan Limited:
Review of Lion Nathan China's Brewing operations", Credit Suisse First Boston Australia Equities
Limited, (August 1998).
'Source: "China torture continues for brewer", Business Section, New Zealand Herald, I I November 2000.
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CIIAPTER SIX
THE TRANSITION FROM GOAL ATTAINMENT TO GOAL

ATTAINMEI{T, SUCCESSION, AND EMERGENCE

This chapter concludes the first stage of the study and serves as a bridge between the two

stages of the present study. First, it draws preliminary conclusions from the two case

studies by conducting a cross-case analysis on Xin Da and Lion Wuxi. Then it

establishes the direction for the second-stage case study. Hence, the chapter is divided

into three sections. Section one presents a cross-case discussion ofhowpartners' goal

attainment in regard to JV network governance affects JV performance and development.

Section two provides a brief discussion of the generation of the conceptual framework,

which is presented in Chapter Three, and then examines and interprets the empirical data

of the two cases from the perspective of this conceptual framework. Section three sets up

the direction for the second stage of the study based on the two case studies in the first

stage.

6.1 Comparative Analysis across the Two Case JVs

A major common feature of the two cases is that the foreign partners had a similar

experience of goal attainment. Both foreign partners were satisfied with their short-term

goals, perceived a moderate attainment for their middle-term goals (learning), but were

quite disappointed with the accomplishment of their long-term goals (financial) up to the

time when the fieldwork for the current research was completed (March 1999). Xin Da

intended to sell its full share in the JV and withdraw from the market, and Lion faced the

dilemma of staying in the Chinese market or pulling back. From these detailed research

data, this section explores the factors that determine the relationships between the

partners and the evolution process of IJVs, and explores how these factors function, but

moves beyond the more specific circumstances shown in the two cases.

6.1.1 Learning Effect and IJV Evolution
IfVs have been identified as a vehicle that provides opportunities for partners to gain

access to existing knowledge and create new knowledge (Inkpen, 2000). In the two case

JVs for the first stage study, learning was one of the main motives for the foreign pafiners
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to choose the IIV as preferred mode to enter the Chinese market, and significant learning

also occurred in the two JVs, especially for the foreign partners. Four processes are

suggested as channels for parent firms to learn from JV relationships: experience,

imitation, grafting, and synergism (Osland and Yaprak,1994). In the two case JVs,

experience is a more relevant channel for the foreign partners to learn from occurrences

in a process of experiment and of trial and error.

Comparing the experiences of the foreign partners in Wuxi Lion and Xin Da showed that

three aspects of learning are critical for the partnership and for JV development.

The first aspect is learning about the broad network relationships in the environment of

the partnership and JV development. The contents of this aspect include the external

network relationships facing the JV partnershipn such as the market, competition,

government policy, local-specific business practice, and the internal network context of

the JV that is stipulated by the relative importance of the W in the strategic context of

each parent firm.

The second aspect is learning about the intemal variables of the JV network relationship

- the organisational characteristics of the partners and their motives for involvement in

the W. The contents here include partners' skills, organisational structure, organisational

culture, organisational adaptability, behavioural routines, the strategic direction of the

business, and also include the explicitly-established goals and hidden motives of the

partners for their involvement in the venture. When these organisational features of the

partners converge or the differences are small, the partners are likely to cooperate more

closely in performing the W tasks.

The third aspect is learning about the operational trend of the JV nelwork, mainly the

cooperation process between the partners. With the unfolding of the cooperation process

and the discovery of each other, the partners could recognise how the differences in

organisational characteristics and partner goals facilitate or impede partners from

successfully performing JV tasks. This learning may lead the partners to improve their

156



collaboration in the JV, making the cooperation more efficient, or it may also trigger

unilateral behaviour, impairing the partnership. The behaviour of each partner in the

cooperation process may provide clues to the other regarding its goals and hidden

motives. In addition, the process of cooperation and partner interaction may lead the

partners to clarify their goals.

Then, what influence - positive or negative - will partners' learning in fV relafionships

impose on partnership and JV development? Hyder and Ghauri (2000) suggest that

partners' learning in JV relationships is positively related to the partnership, as the more

the partners learn, the more the uncertainties decrease, and a skonger relationship

develops. However, this learning effect did not occur in the two case JVs. The

successful learning of FCB and Lion helped them to use the JVs as a medium to expand

their own business networks with transactional-related firms and government agencies.

As a result, this learning changed the balance of network relations in the JV, and

encounaged the foreign partners' unilateral actions outside of the fV: by seeking other

investment opportunities for FCB through opening a Representative Office in Beijing,

and by establishing a sole venture for Lion with an investment much larger than the

original JV.

The negative effect of learning on a JV partnership is more evident in the JV of Wuxi

Lion. When Lion decided to construct the Suzhou brewery, the strategic importance of

Wuxi Lion for Lion was significantly reduced. As a resulg the priority for the foreign

parfner in Wuxi Lion was to effectively integrate the JV into its entire business strategy in

the Chinese market, if necessary at the expense of developing and maintaining a good

partnership with the local partner. This fact implies that whilst an IW may provide a

novel and fruifful learning experience for the involved partners, it may not, and need not,

be an operation of great strategic importance.

In order to understand the direction of learning effect on partnership and JV development,

it will be very useful to distinguish between two levels of organisational learning in JVs -
cognitive learning and behavioural learning (Doz, 1996:77). Such a distinction will be
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very helpful in understanding how partners' leaming affects partnership and fV

development. Cognitive leaming provides partners with an understanding of the

conditions needed for a successful parhrership and for JV development, while

behavioural leaming leads to the adjustment of partner behaviour in order to meet these

conditions. Therefore, learning in a JV relationship affects the evolution of the W

partnership in two different ways, depending on how learning occurs and at which level.

When learning occurs only at the cognitive level and behavioural learning is blocked, the

likelihood of unilateral behaviour of parlners both inside and outside of a JV relationship

will increase, and learning becomes a means of competition between partners, leading to

damage to the partnership. When cognitive learning upgrades to behavioural leaming,

the learning in JVs brings confidence on the.JV to partners and nurtures mutual tnrst

between the partners. In this case, the level at which learning by the partners occurred

can only be fully discovered through analysing the actions taken by the respective

partners. Therefore, the influence of learning on the partnership and on fV development

can be fully identified only by considering the subsequent behaviour development,

following learning experience and interactions in the partnership.

6.1.2 Goal Succession, Dynamics of External Environment and Goal Attainment,
and Subsequent Behaviour
Case studies of the two sample JVs have confirmed the findings by various researchers

(e.g., Contractor & Lorange, 1988; Hatfield & Pearce, 1994; Yan & Gray, 1994a)that

partners intend to pursue multiple goals when they became involved in an international

JV, and that the different goals form a goal set to be pursued in the JV's operation. More

importantly, the study on the rwo case JVs shows that the significance to the partners of

the various goals varies at different stages of JV development. That is to say, it is

unlikely that parhrers try to achieve simultaneously all the goals in their goal set. On the

contrary, they will focus on one or more specific goals chosen from the established goal

set for each specific stage of the JV's evolution. Goal achievement in one stage leads to

the pursuit of other goals at the next stage and this is a successive process of partner goal.

Therefore, a static goal model gives rise to a goal succession model.
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At the early stage of a JV's development, short-term goals - such as the JV's operational

effectiveness - appear more urgent and important to the partners. After the JV is

successfully established and operating well from a technical perspective, it is likely that

the partners will shift their focus on to middle-term goals - such as gaining knowledge

and experience through the W's learning effect. Ultimately, the partrrers will concentrate

on achieving their long-term goals. Actually, the short- and mid-term goals serve the

achievement of the long-term or final goals. Therefore, the goal pursuit of the W

partners can be viewed as dynamic. Investigating partner goals in this way, one can see

that partners pursue different goals at different stages of a JV's development. The partner

goals do not remain static after they are established. Instead, partner goals are in a

dynamic state throughout the process of JV evolution.

The goal attainment perceived by the foreign partners in the two case JVs appeared to be

dynamic. In terms of the proposition that partners pursue multiple goals when they are

involved in a JV, Hatfield and Pearce (1994) stress the importance of the types of partner

goals in generating satisfactory goal attainment. They further argue that efficiency

(operational) goals yield greater goal achievement than financial goals. Evidence from

the two case JVs in the pilot study is in accordance with their findings in this regard. In

both cases, the foreign partners' experience in goal attainment underwent a similar

process - from satisfaction in the attainment of operational and learning goals to

dissatisfaction in the attainment of financial goals.

The present study further suggests that the change in goal attainment lies in the change in

the environment of the two cases. Findings from both first-stage case studies indicate

that financial goals are usually established as long-term goals, and that it needs a longer

period of time in the JV's operation to achieve them. However, during that period of

time, the economic environment faced by a W is likely to change, especially in

transitional countries like China. Thus, the dynamic environment is likely to increase the

difficulty and risk of partners' goal attainment, when a firm uses a JV as its strategy to

enter a new market to pursue financial goals.
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Moreover, findings frorn the two case fVs indicate that partner goal achievement is

directly associated with the changes in partner goals if attainment is measured from a

dynamic perspective. A hend from satisfaction to dissatisfaction emerges in the goal

achievement for the foreign partners in both case JVs, although the degrees of their

perceptions of both satisfaction and dissatisfaction are somewhat different. Firms will

establish a goal set comprising multiple goals when they become involved in a JV.

However, they will not, or cannot, pursue all these goals simultaneously. More likely,

partners will pursue different goals at different stages in a JV's development. Thus in

order to achieve their ultimate or final goals in a JV, partners must pursue and achieve

temporary or transitional goals first. Partners' satisfaction with goal attainment in the

preceding stage will affect the pursuit of the goals in the later stages. This is a process of

goal succession.

As shown in the two case JVs, in response to their perceived goal attainment at various

stages of JV development, partners will take appropriate measures to modify their

behaviour both inside and outside JVs. First, dissatisfaction with goal attainment is likely

to lead to a reduction in their commitment to the JVs, a rethinking of the strategy, or even

to the termination the W. Second, satisfaction with goal attainment is likely to lead to

actions in two different directions. On the one hand, satisfaction in goal attainment could

indicate success in cooperation within the JV partnership, which is likely to lead to

enhancement of the partnership and of the partnersn willingness to make greater

commitments to the JV. On the other hand, satisfaction could indicate the partnersn

success in organisational learning at the cognitive level from the JV partnership.

Through a positive learning effect in the JV, the necessary knowledge about the

environment of the host market is acquired. Successful learning could mean that the

importance of the JV for this partner is diminished, which may lead to unilateral action

outside the JV. From the two cases, Lion's construction of the Suzhou Brewery,

following a successfirl experience in the early stages of Lion Wuxi, is such an example.

Actually, as described earlier, FCB also had this kind of intention in its entire plan for

business expansion in China (see 4.1.3 and 4.3.4). This intention was not put into
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practice, as FCB's experience in Xin Da was not as successful as Lion's at Wuxi, even in

the early stages, so it gave up its expansion plan.

6.1.3 Goal Attainment and JV Development

How does a partner's goal attainment influence its subsequent behaviour, partner

relationship and the evolution of an IJV? This is an important issue to understand IIV

performance from a dynamic perspective, but it has attracted little attention in the

existing literature. The findings from the two case Ws in the study show that it is a

complex issue and may lead in different directions.

Each partner entered the IJV with a set of clearly defined goals to be achieved by its

involvement in the venture. A partner might also have some hidden goals while entering

the partnership. For the foreign partners in the two cases, they intended merging the JVs

or setting up their own subsidiaries in the market outsider the partnership if the IJV

projects furned out to be successful. For the local partners, they intended to "borrow"

investment, management expertise, and advanced technology for a while and then

eventually regain their freedom. Actually, the partners had some tentative understanding

of the hidden motives of the other side. In the meanwhile, each partner also had some

expectations about its goal attainment and about norns of behaviour on its partner's side.

During the process of W development, partners would use their experience in terms of

goal attainment and cooperation with the other side to evaluate the partnership and JV

development.

Attainment of operational goals

Findings from the two case JVs indicated that efficiency (operational) goals - partner's

short-term goal in JVs - are more likely to yield gteater goal achievement. Both the case

JVs reached their operational goals in a relatively short period. This frnding is in accord

with the argument of Hatfield and Pearce (1994:438) that the pursuit of efficiency goals

will be positively related to average achievement on the set of goals. High achievement

of operational goals may be due to the reason that compared with the pursuit of other type

of goals, attainment of operational goals requires a relatively shorter period of time.

More importantly, in order to achieve partner's middle- and long-term goals, parlners
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must achieve the W's operational goals first. Thus, the attainment of JV operational

goals is the expectation shared by both sides of the partnership, and also serves as the

medium to achieve other type of goals of the parLners.

In the two case JVs, after the operational goals were successfully achieved, both the

foreign partners gained more confidence with their involvement in the JVs and the

market. Responding to the satisfactory attainment of JV operational goals, both the

foreign partners - FCB and Lion - took some actions regarding their involvement in the

market. On the one hand, they learned how to cooperate with the local partners, leading

to an enhanced partnership and a positive JV development. On the other hand, FCB

established its Representative Office in Beijing, aiming mainly at seeking opportunities

for further investment. Lion shifted its regional headquarters to Shanghai from Hong

Kong. These actions show that the foreign partner developed its interest outside the

partnership following the initial success of development in the JV, signalling the negative

influence of goal attainment on the partnership and on JV development. Thus, findings

from these two cases suggest that partners' satisfaction with JV operational goals could

have both positive and negative influences on JV partnership, and thus, the direction of

JV evolution will depend on the results of the next rounds of assessment of parfners' goal

attainment.

Attainment of middle-term goals

The middle-term goals for the foreign partners in both two cases mainly consisted of

gaining access to China-specific business know-how and understanding of China's

business environment. The extent of satisfaction in terms of achievement of these goals

varied for the two foreign partners. Probably constrained both by the limited time period

and the unfavourable external environment, FCB was not satisfied with its leaming goals

in the W. The lesson FCB leamed is that the Chinese market is too volatile and complex

for a long-term commitment, and that the organisational differences between Western

firms and China's SOEs are also bigger than was expected. Thus, the learning effect for

the foreign partner in the case of Xin Da imposed some negative influence on the

partnership and JV development, although it was not too strong at this stage.
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The perceived attainment by the foreign partner of the middle-term goals in Wuxi Lion

had more evident influence on the partnership and JV development. As described, Lion

was very happy with its learning achievement through involvement in Wuxi Lion up to

the end of t996. However, successful learning did not lead to the enhancement of its

partnership with the local partner, but caused its more assertive behaviour both within

and outside the fV - an increase of its ownership in the JV from 60 Yo to 80 % and the

start-up of a sole venture project in Suzhou - a near-by city in the same regional market

with Wuxi Lion, but with capital commitment several times higher than the JV. The two

actions taken by the foreign partner in response to its successful learning in the JV

negatively affected the partnership and JV development. The increase in ownership share

encouraged a more assertive control of the foreign parher over the JV, and the

construction of the Suzhou sole venture reduced the strategic importance of Wuxi Lion.

Both actions facilitated a close integration of the JV into Lion's entire business sftategy

in China, potentially weakening the importance of the cooperation with the local partner.

Attainment of long-term goals

The two foreign partners set up their long-term goals in terms of penetration of the local

market and making profit there, but they both failed to achieve these goals.

Discrepancies were generated between the outcomes of JV operation and the partners'

long-term or ultimate goals. Such discrepancies induced the partners to assess the

efficiency of the JV strategy and the JV structure, equity between parbrers in terms of

distribution of outcomes from the JV, and the adaptability of the JV to the environment.

This assessment first identified whether the discrepancies of goal attainment were caused

by internal factors in the JV or by extemal forces in the environment. In both case JVs,

the causes for the discrepancies were related to the dramatic changes in the environment

- a slowing in demand growth and intensified competition. Facing this situation, the

partners made necessary adjustments in the parbrership to eliminate the discrepancies.

They modified the long-term goals, either lowering expectations for the goal at0ainment

or stipulating a longer period of time to achieve the long-term goals; or they initiated a

renegotiation with their partner to contribute more resources to the JV in order to improve

JV performance. However, both ways required the respective parbrers to make sacrifices
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of their interests, and set in motion centrifugal forces that move one partner away from

cooperation within the partnership.

6.1.4 Learning, Goal Attainment and Partner Interaction
In the two case fVs, as the evolution of the partnerships and fV arrangements unfolded, it

can be seen that several inter-related factors drove this evolution. Foreign partners'

learning played a significant role, especially in the case of Wuxi Lion. Through leaming

about the organisational characteristics, the foreign partners discovered the local parhrer

"harder to work with than expected" because of the differences in organisational culture,

behavioural routines, and business strategy. Through learning about the cooperation

process, the partners found out how much change of behaviour was required on their part

in order to bridge the gap between the parhrers, so that they lost confidence in their

willinguess and ability to make such changes. Effective leaming regarding the external

environment built up and increased their confidence to perform the formulated business

strategy on their own and to achieve the goals originally assigned to the JV, leading to the

unilateral actions outside of the JV, which in turn changed the significance of the JV in

the respective parbrers' strategies. In summary, the learning in the two case JVs mainly

occurred at the cognitive level. The more the partners learned at this level, the more

changes in partners' behaviour were required, but the partners were not suecessful in

learning how to work together effectively. As a result, successful learning imposed a

negative influence on the partnership and on fV evolution.

Perceived goal attainment by the partners also affected the evolutionary path of the two

case JVs. The short-term goals in both JVs (operational goals for the JV's effectiveness)

were successfully achieved. However, the goal attainment at this lower level was not

enough for the partners to drop the hidden motives of their involvement in the JVs. In the

two JVs, as the partners worked together to achieve the short-term goals, they learned

about each other's intentions. The more partners learned about each other, the more the

hidden motives were exposed to each other. For the foreign partner, the local partrrers

may turn into an acquisition, and for the local partners, the foreign partners were

investors and providers of technology. As a result, the partners came to further doubt

their ability to cooperate closely in completing the tasks in the JVs and further doubt the
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future of the JVs. In terms of learning goals (middle-term goals), as discussed earlier,

successful learning for the foreign partners in the two cases triggered unilateral actions

outside the W partnerships.

Based on the two cases, some more general trends about JV partnership and the W

evolutionary process can be observed. Through partners' learning in JV networks, the

partners' knowledge base consistently increases in regard to the environment in which the

JV operates, in regard to the organisational characteristics of the JV network players,

especially the parent firms, and in regard to cooperation process between partners. In the

meantime, the distribution of outcomes generated from JV operation between the partners

will meet partners' goals to different extents, yielding satisfaction or dissatisfaction to the

partners' sense of goal attainment. Based on the information from these two sources,

partners will assess the initial conditions of the W arrangement and partnership. This is

an ongoing process of assessment involving many rounds. Many events, including any

significant progress or failure in terms of partners' learning expectations, partners'

perceived achievement in terms of goals at different levels and stages, substantial changes

in JV network relations, including environment and parent firms' network relations with

JV partners and W transaction-related firms, may trigger an assessment. The result of an

assessment, whether positive or negative, will determine the interactions between the

partners, mainly through the partners' subsequent actions either within or outside the fV

partnership, aimed at adjusting the initial conditions of the JV arrangement. These

interactions will lead to a change in the efficiency structure of the JV arrangement and in

equity balance between the partners either positively or negatively. The resulting JV

efficiency structure and partnership will become the starting point for the assessment of

learning and goal attainment in the next round. This circle goes on, driving the

partnership and JV arrangement towards the directions of success or failure depending on

the positive or negative effect from each round of assessment.
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6.2 Conceptual tr'ramework Generated from the First-stage Study and
the Empirical Evidence from the Two Case Studies

This section first presents a brief discussion of the conceptual framework that is

generated from the two case studies. Then it goes back to the two cases of Xin Da and

Lion Wuxi, interpreting and examining the empirical data from the perspective of the

conceptual framework, with a focus first on the static goal model and then followed by an

examination of the data from the perspective of the goal succession model and fV

evolution. Limitations in the first-stage study are also discussed.

6.2.1 Generation of the Conceptual Framework
Following previous research, the two case studies address JV performance issues from

the approach of partners' goal attainment. ln contrast to the previous studies on JV

performance, these two case studies are not limited to a static measurement or assessment

of partner perception of goal attainment, but address partner goals and their goal

attainment as a dynamic process. The methodology of case studies adopted in the two

chapters permits the tracing of changes in the JV network relationships over time. Thus,

the case studies resulted in the development of a conceptual framework, as presented in

Figure 3.1 in Chapter Three, to address correlation between network governance and JV

performance and evolution in terms of the dynamic process of goal development

attainment in a JV.

This framework differs from the existing literature in its dynamic approach and its

longitudinal view of measuring W performance. [n this conceptual framework, good

performance of a JV hinges on the parfners' success in achieving both the temporal and

ultimate goals at various stages of a JV's development, which depends on the positive

interactions among various JV network players through changes of goals, adaptation to

the changing environment, and adjustment of behaviour.

6.2.2 Evidence from the Case Studies for the Static Goal Model

6.2.2.1lnfluence of Network Experience on JV Formation
In the Lion Wuxi case in which the foreign partner was a major trans-national firm in the

home country, guanxi networks also played a significant role in its searching for a
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potential Chinese partner. During a period of more than two years Lion mainly made use

of guanxi networks to facilitate the process of searching for JV opportunities and

identifying Chinese partners. First, Lion recruited a Chinese as a 'ocomprador". He had

extensive connections with the Chinese business communities and government agencies

and thus was able to play the role of match-maker between the foreign and local firms.

Second, Lion initially also employed a Chinese national as its Managing Director in the

host country, who had experience in setting up of six [IVs in the food indusfry in China

and helped Lion greatly in building up business contacts and relationships. Third, Lion

had a lengthy negotiation with China Strategic Investment (CSD, a company formed by

overseas Chinese, over the purchase of the investment portfolio of five local breweries.

In the early years of the 1990s, there were still many obstacles blocking the Chinese and

foreign firms from access to each other after China's isolation from the outside world for

several decades. This situation offered opportunities for the firms like CSI to use their

good guanxi networks to buy SOEs at cheap prices and then resell them to foreign

investors. Lion's experience also illustrated the importance of guanxi or business

networks for foreign firms in making decisions on parhrer selection and investment

location.

6.2.2.2 Effect of Initial Conditions on Interactions befween Partners

Evidence from the two JV cases in the first stage also demonstrated that the network

relations at both organisational and interpersonal levels can exert sfuong influence on a

JV's performance and evolution. In the Xin Da case, although the fundamental cause for

its failure could be attributed to dramatic changes in the efficiency structure of the JV

triggered by striking changes in its extemal economic environment, the unhealthy

managerial relations in the JV, especially between the two groups of expatriate and local

staff, were also a significant factor. At an early stage of the JV, although Xin Da

operated rather smoothly at the technical and production levels, a feeling of mistrust,

mainly originating from cultural differences between the home and host cultures,

permeated the various managerial relationships, and thus led to intense relationships at

both organisational and interpersonal levels.
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6.2.2,3 Partners' Satisfaction with Initial Goal Attainment
Evidence from the Lion Wuxi case indicated that assessments by partners in terms of goal

achievement and relationship quality could be quite different. After operating for about

one and a half years, Lion felt quite satisfied with its goal attainment in the JV up to the

late 1996. In the view of Lion, the JV's successful experience proved that investment in

the JV was a right decision, and thus it decided to dramatically increase its presence in

the Chinese market. However, Lion's assessment of the JV partnership and managerial

relations in the JV generated negative results. Differing priorities between the foreign

and local partners caused disagteements over the JV's strategic development, and the

split management control constrained the foreign partners, even as a dominant partner,

from carrying out its ambitious expansion plan.

6.2.2.4Influence of Goal Attainment on Subsequent Behaviour
ln the case of Lion Wuxi, the foreign partner's assessment on its goal attainment and

relationship quality in the JV exerted a much more striking influence on its subsequent

behaviour both inside and outside of the JV partnership. Delighted with the goal

attainment in the JV, the foreign partner intended to expand dramatically its presence in

the Chinese market by making a much bigger resource commitment there.

Disappointment with the managerial relationships in the JV, especially the constraints

imposed by the Chinese partner, resulted in Lion's active pursuit of a change in the fV's

ownership structure, which led to an increase of foreign ownership from 60% to 80%

after the JV had operated for only one and a half years. Furthermore, a combination of

satisfaction with goal achievement in the JV and disappointment with the JV arrangement

triggered the foreign partneros major investment action outside of the JV - going it alone

with the Suzhou sole venture project with a capital commitment much larger than the JV.

6.2.3 Evidence from the Case Studies for the Goal Succession Model and JV
Evolution
What the two cases have in common is that the management autonomy in both JVs was

not strong enough to lead to the establishment of W-specific goals, although there were

signs of the differences in interests and strategies between JV management and parent

firms. The goals of the foreign partners in the two JV did not go through significant

changes, but major adjustments were made in the priorities of both foreign partners'
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pursuit of these goals. The re-weighting of goals by the partners indicated the dynamics

of goal succession in the two cases.

6.2.3.1 The Case of Xn Da

The satisfactory attainment of partner goals at the technical and operational level failed in

triggering positive interactions among JV players both at individual and organisational

levels. Conflicts in interpersonal relations and differences in national and corporate

culture, and managerial routines delineated and dominated the setting of initial conditions

in the JV, which in turn quickly locked interpersonal relationships of W executives and

the partnership into negative interactions. As a result, as the two groups of managers and

the host and home partners learnt more about each other, the differences appeared bigger

and more visible, and the relationships seemed more complex. Although the JV operated

rather smoothly at technical dimension, conflicts between managers and between partners

increasingly emerged at dimensions such as human resource management, technology

transfer, and other operational areas. However, a positive method of conflict resolution

could be found.

In the evolution process of Xin Da, the initial conditions did not drive the JV managers

and partners to learn to adapt to each other in initiating positive dynamics of network

relations in the JV. Instead, as serious conflicts increased, suspicions and

disappointments were bred from the negative interactions, and the JV's capacity in

adapting the external environment was lowered. Understandably, the relationship quality

worsened further. When the partners'perceived satisfaction in terms of JV operational

goals, the harmful effect of the negative interactions was kept in control. When the

competitive position of the JV was damaged because of the dramatic change in the

external environment, the foreign partner felt it was hard to achieve its recast goal. The

governance structure in the JV could not provide a mechanism able to confront the

external challenge and restore a balanced position of efficiency and equity. At the end,

the value of the JV arrangement was reduced to such a point that the foreign partner was

seeking ways to exit.
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6.2.3.2 The Case of Lion Wuxi
As distinct from the situation in Xin Da, financial performance was generally satisfactory

in Lion Wuxi over the time frame covered in this study. Lion's disappointment followed

only from this foreign partner's assessment of the financial performance across its whole

China investment. The huge capital commitment in its Suzhou sole brewery venture and

the very low utilisation of capacity after it began operation led to poor financial

performance. If the assessment was limited to the JV of Lion Wuxi, then both

operational and financial goals were satisfactorily achieved.

However, the foreign partner's satisfaction with goal attainment did not lead to successful

cooperation with the local partner and failed in generating a close partnership. Similar to

the situation in Xin Da, the interactions between JV managers and between partners in

Lion Wuxi initiated only cognitive learning, failing to encourage adaptive behavioural

learning, but the foreign partner's learning in the JV relationship exerted an even stronger

effect on its behaviour both within and outside the W partnership. As discussed earlier,

in addition to the assessment of goal attainment in the JV, partners also assess the quality

of the W relationship. The assessment by the foreign partner in Lion Wuxi in terms of

relationship qualify was centred on two issues: whether the JV arrangement had the

ability to achieve its long-goal in the Chinese beer market, and how much the differences

between foreign and local partners in regard to the goals assigned to the JV, strategic

views on the JV, organisational culture and structure, and management routines would

hinder Lion's attainment of long-terms goals.

In spite of the broad attainment of both operational and financial goals, the foreign

partner's assessment of the JV relationship was negative. First, it appeared obvious that

the small scale of Lion Wuxi and its location in a medium sized city made it unlikely to

become a lead player in the Chinese beer market at a national level. Thus, to achieve its

long-term goal, Lion had to make further resource commitrnents either within or outside

of the JV parfirership. Second, the Chinese partner's background as a small-sized local

SOE made it difficult for it to become Lion's strategic partner. More importantly, the

disappointment over the Chinese parfner's inertia on the issue of JV strategic
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development led to the decision that full management control was necessary to succeed in

the Chinese market. Organisational learning in Lion Wuxi occurred only at cognitive

level, and the interactions between the partners blocked adaptive behavioural learning.

Thus, as the learning went into more depth, Lion management saw less and less value in

the JV relationship. As a result, Lion actively sought a more dominant controlling role in

the management of Wuxi Lion by initiating a change in ownership shares. More

importantly, it made a strategic decision to go it alone in the Suzhou brewery project, and

then incorporated Wuxi Lion into its own strategic development of a China business.

6.3 The Transition from Goal Attainment to Goal Attainment,
Succession, and Emergence

This section aims to build a link between the two stages of the present study. The section

starts with a description of the relation between the three goal-models formulated in

Chapter Three. It then presents a review of the two case studies to examine the progress

so far and to identify what can be further developed in the second stage of the study. The

last subsection discusses the tasks ofthe case study in the second stage.

6.3.1 The Relation between the Three Goal Models
The present study aims to address JV performance in the process of W development and

evolution by adopting a network approach. It centres on how JV nefwork relationships

influence perceived goal attainment, defined as JV perfonnance, and how this perception

in terms of goal attainment affects the path of JV development and evolution. As

discussed in Chapter Three, this investigation is implemented by developing three goal

models, namely, the Static Goal Model, the Goal Succession Model, and the Goal

Emergence Model.

In order to attain certain initial strategic goals, firms become engaged in a fV partnership.

Pushed by the impetus to fulfil the initial strategic goals, the partners start an on-going

process of interactions, such as conflict, conflict resolution, negotiation, organisational

adaptation, and joint learning. Partners' perceived satisfaction in terms of the attainment

of initial goals, together with changes in W network relations, leads to adjustments and
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modifications in their subsequent behaviour both within and outside the JV parbrership.

These changes include increasing or reducing commitments to the JV, expansion of the

JV, pulling back, or going ahead with other projects alone. These changes in partners'

behaviour have a significant impact on the path of W development and performance.

These JV dynamics are explored and explained by the Static Goal Model, as the initial

goals remain unchanged throughout the process.

Throughout the process of the partners' interaction and the JV's evolution, a series of

factors or a combination of these factors may trigger an alteration in parhers' initial goals

in the JV by either changing the initial goals (developing new goals and/or dropping

some the initial ones) or reweighing the initial goals. These factors include partners'

experience in terms of goal attainment in the JV, interactions within and between the two

levels of network relations, modification of the parent firm's strategic orientation, or

changes in the external environment faced by the W. Thus, the evolution of partners'

goals is initiated, and the modified partner goals become the driving force behind JV

network relations and JV development. Correspondingly, the conceptual goal model

needs to be transformed from a Static Goal Model into a Goal Succession Model. This

model explores the conditions under which the partners would modify their initial goal

set and create a new set ofpartner goals, and explore how this goal evolution explains

subsequent partner behaviour and the changes in fV network relations.

A JV is the child created by its parent firms to achieve their strategic goals, but the

differences of interests between the child and parents will gradually increase, given the

fact that at an organisational level the JV is a separate organisational entity both legally

and financially, and that at the individual level the JV and its parent firms are managed by

different groups of executives. Thus, driven by the pursuit of its own interests, after the

JV gradually builds up its relatively independent resource base, it would emerge as a new

organisational entity, and this would lead to the emergence of fV-specific goals to be

pursued in the fV's operation. The Goal Emergence Model explores the conditions under

which there emerges the JV as a new active organisational entity and W-specific goals,

as a result of dynamics of fV network relations and W evolution, and how this
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emergence leads to interactions between different sets of partner and JV-specific goals,

affecting JV performance and JV development.

Therefore, throughout the whole process of JV evolution the network relations in a JV

may result in three or more sets of strategic goals being pursued in the JV. These goal

sets evolve, overlap, complement, and interact with each other, becoming the driving

force of W development and performance. Each of the goal models in the present study

addresses a specific aspect of the JV performance and evolution from different

perspective of JV network relations. While both the Static Goal Model and Goal

Succession Model centre on partner goals, the two models have different focuses. The

former investigates how the initial partner goals influence the partnership and how

attainment in terms of these goals determines JV performance, affects partner's

subsequent behaviour, and thus sets a direction for the fV's development. The latter

introduces the dynamic concept into partner goals, viewing the parhrer goals themselves

as a result of the interaction of W network relations including partners' and managerial

executives' JV experience, and changes in the wider environment.

The third goal model shifts the research focus from partnership relationships to parent-

child relationships, exploring how the JV child grows from a passive respondent to an

active player, more assertively pursuing its own goals while working on the attainment of

partner goals. This model investigates how the W-specific goals emerge and interact

with the partner goals. Among the three goal models, the Static Goal Model is more

conventional, given the fact that it views W goals in a static way, leaving the dynamic of

goals themselves aside. Building on the previous studies and the first stage of this study,

which is related more to the Static Goal Model, the latter two goal models represent more

theoretical innovation and creativity because these two models contain more theoretical

originality. Guided by these two goal models, the present study will shed light on the

areas to which previous studies have not paid enough attention.

6.3.2 Reviewing the First-Stage Case Studies of Xin Da and Lion Wuxi
The case studies on Xin Da and Lion Wuxi comprise the first stage of the present study.

The tasks set for the two case studies are threefold: first, to explore empirically the
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research opportunities through the literature review in Chapter Two and incorporate

relevant concepts into a sound theoretical framework; second, to address fV performance

and development from the perspective of attainment of partner goals (Static Goal Model

and Goal Succession Model); and third, to set up a direction for the second stage of the

study by providing a base for theoretical creation in the present study.

Following previous studies on JV performance through goal attainment (e.9. Yan & Gray,

1994a; Hatfield &Pearce, 1994; Osland & Cavusgil,1,996,1998), in the two case studies

W performance is measured by partners' perceived goal attainment, and one of the

research foci is the conditions leading to partners' satisfaction with the attainment of

initial strategic goals. From this perspective it could be suggested that these two case

studies follow a conventional approach and contain less theoretical originality. However,

the case studies differ from the previous studies in two major aspects. First, the case

studies emphasise the influence of JV network relations on JV performance and

development, examining how JV partnership, together with factors in a wide environment

(defined as a part of JV network relations), affect partners' assessment of their goal

attainment. Second, the case studies view fV performance as a dynamic process instead

of as a final result, exploring how partner goals evolve over time and how partners'

perceived goal attainment in each stage affect their subsequent behaviour and thus

impose an influence on the path of the JV's evolution. Several important frndings drawn

from the two case studies can be summarised as follows.

The influence of JV network relations on JV performance

Interactions between JV network relations impose a significant impact on JV

performance as measured by partners' goal attainment. In the case of Xin Da, various

managerial problems arose from the JV network relationships, including the relations

between parent firms, local and foreign executiveso parent firms and expatriates, and JV

management and its workforce. These problems put severe constraints on the JV's

smooth operation, and damaged the JV's ability to face the challenge of unfavourable

changes in the external environment, leading to a poor financial performance by the JV.

In the case of Lion Wuxi, the disagreement over the JV's strategic development between
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the foreign and local partners became one of the causes for the foreign partner to push

along with its own business expansion.

The influence of goal succession and partners' perceived goal affainment on their
subsequent behaviour
As distinct from the existing literature in this area which views partner goals in a static

way, this study investigates parrner goals as a dynamic process and emphasises the way

in which these goals change and evolve through partners' experience and interaction in

the JV. Partners' perceived goal attainment exerts direct influence on their subsequent

behaviour both inside and outside of the JV partnership, but a complexity appears in

terms of the positive or negative direction of the influence. More speciflrcally, good

performance encourages positive interactions between the partners and leads to increased

commitments by the partners. As shown in both cases, change and evolution of the

foreign partners' goals over time through reweighing of the initial goal sets formed a

process of goal succession. Satisfaction in terms of JV operations goals led to a high

expectation for the JVs from the foreign partners. However, findings from the two cases

also indicate that good performance may also encourage the dominant partner to take

more assertive actions in the partnership and pursue its own strategies outside the

partnership, thus adversely affecting JV development. Generally, poor goal attainment

causes the partners to lower their evaluation of the JV arrangement and seek ways to pull

back.

The influence of changes in the external environment

The changes in the external environment (defined as external constraints of JV network

relationships) and the ways in which JV management and partners respond to the changes

are also an important factor in determining FV performance and development. Both case

JVs were commercially unsuccessful. One of the main causes for the financial failures in

the both cases could be attributed to unexpected changes in their external environment.

Or to put it differently, the fV management and partners failed in adapting to the changed

market demand and competitive cost sffucture. Therefore, in some situations, external

constraints in a JV network relationship may exert a decisive influence on JV

performance.
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These findings showed the similarities between the two cases. On the other hand, cross-

case analysis also reveals some peculiar characteristics in each case. In the Lion Wuxi

case, the leaming effect in the partnership played a big role in changing the balance of

network relationships and in influencing the path of JV development. The foreign partner

appeared to be the more effective learner in the partnership. As a result of successful

learning, conspicuous changes in the foreign partner's behaviour took place both inside

and outside of the partnership. The foreign partner gained more bargaining power in the

partnership, and became more assertive in its effons to initiate a favourable change in JV

ownership structure, and incorporated the JV's business and development into its own

strategies for business expansion in the Chinese market. The foreign partner also took

major actions outside the parkrership by going ahead alone with a much bigger

investment project. Consequently, the relative importance of the JV project decreased

significantly. In the Xin Da case, as discussed earlier, some complex problems around

various managerial issues were derived from the differences in interests and/or

perspectives of various network actors, especially from the parties of the local and

foreign parent firms, and local and foreign workforces. Moreover, the expatriates in Xin

Da seemed to distance themselves from the headquarters in the home country on some

crucial issues, signalling the possibility of a W-specific perspective in fV development.

The interactions among these network relations became one of the critical factors

influencing JV performance and development.

These peculiar features revealed in these two cases are important for the theoretical

framework of the present study and provide a guide for the study in the second stage.

"One strengt} of theory building from cases is its likelihood of generating novel theory"

(Eisenhardt, 1989: 546). As suggested by researchers (Glaser & Strauss, 1967; Bartunek,

1988), the exceptional instance is the growing point of science, since the process of

reconciling these contradictions or exceptions forces individuals to reframe perceptions

into a new gestalt.
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The distinctive phenomena in these two case JVs, revealed through cross-case analysis,

played just such a role in stimulating theoretical innovation in the present study and

guiding the case study at the second stage. The case study of Lion Wuxi shows that the

partners' JV experience, especially that of successful learning, may trigger substantial

modification in the partners' positioning of the strategic importance of the JV. The

learning effect on the foreign side led the partner to reframe the strategic importance of

the W in its whole business strategy, and made the JV of Lion Wuxi less significant in

tion's overall China business. Then, there is the question how the JV management team

respond to this decline in significance. In the Xin Da case significant differences were

revealed in the interests and in the standpoints on some key management issues between

the executives in parent firms and the management teams in the fV, especially for the

foreign side. Then, as the difference of interests further develops, there is the question of

whether or not the JV represented by the JV management grows into a party relatively

independent of its parent firms in the network relations, so that it could establish JV-

specific goals and thus more actively pursue its own interests as well as achieving partner

goals.

These questions are derived from the two case studies in the first stage. However,

because these two case JVs did not last long enough for these network relations to fully

develop, it is difficult to further explore and answer these important questions based on

the two case studies. The relatively short duration and the partners' dissatisfaction in

terms of financial goals in the two case JVs impeded the full development of network

relationships. Although the duration of around five years for both JVs (from W

formation to the time point when the fieldwork for the present study was completed)

ensured a time frame for the JVs to evolve and for the various network relationships to

unfold, the high dependence of both fVs on their parent firms for resources in the whole

observed period made it hard for the network relationships, especially the child-parent

relationships, to develop further. Thus, the emergence both of the JV as a new

organisational entity and of related JV-specific goals, and the impact of this emergence

on JV performance and evolution, are issues warranting further investigation.
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To sum up this review of the first stage, the case studies of Xin Da and Lion Wuxi

indicate that examining W performance and development through a network approach is

a field deserving research attention, and the theoretical framework formulated in Chapter

Three sets an appropriate direction for the present study. Furthermore, as summarised

above, the case studies have also resulted in some significant findings which shed light on

the issues related to JV perforrnance and development. However, the limitations in the

two case studies revealed the necessity of a second stage study for theoretical innovation.

More concretely, in order to explore issues related to how the dynamic in JV network

relationships leads to the succession of partner goals and the emergence of JV-specific

goals, and to how these dy'namics influence fV performance and development, a second-

stage case study will be indispensable.

6.3.3 Tasks for the Second-stage Case Study

Following the direction established in the two case studies in the first stage, the cenhal

task for the second stage is to initiate a theoretical innovation based on the empirical data

from the second-stage case study and guided by the theoretical models formulated in

Chapter Three. More specifically, following the conceptual framework developed from

the first-stage study, the second-stage case study addresses issues related to W
performance and development from a perspective of fully developed JV network

relationships. This second-stage case study aims to be more theoretically innovative,

since all the three goal models will be theoretically developed and empirically tested for

the first time in the present study.

Researchers in organisational sociology (Ezioni, 1964; Sills, 1969) addressed the goal

modification issue in their discussion of organisational behaviour. However, these

insights have not been reflected in the research of intemational business and

organisational management. More specifically, the existing studies on JV and strategic

alliances view partner goals in a static way, and do not take serious account of the ways

in which partner goals change and evolve through interaction and experience. A W is

mainly viewed as choice of business strategy by the parent firms in the field of

international business and management. Correspondingly, the development and

evolution of the JV itself have attracted little research attention. Moreover, the existing
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research on fV autonomy is centred on resource dependence and environment uncertainty

(Harrigan, 1986; Kumar & Seth, 1998), and the notion that the organisational nature of

child-parent network relation in a JV, as different from hierarchical relations, leads to JV

autonomy has been neglected to a large extent. Adopting a network approach, the second

stage of the study examines the formation of a W as a new organisational entity, and

examines the corresponding emergence of JV-specific goals. This examination will lead

to an understanding of the conditions and processes of the emergence in the broader

network relations in which the JV embedded, including the environment of changing

goals and the economic circumstances which determine the relevance, importance, and

durability of fV relationships themselves. This is a process of theoretical creation.

In this study theoretical innovation is based on empirical evidence. The second stage of

the present study consists of a case study. It is argued that in-depth longitudinal case

studies are capable of capturing the complexities and dynamics which unfold in the

process of organisational cooperation (Smith, Carroll & Ashford, 1995: 19; Osland &

Cavusgil, 1998: 194). As the second-stage study mainly focuses on various issues related

to goal succession and goal emergence, the research setting for the case study will include

longitudinal and horizontal dimensions. Longitudinally, the case study at the second

stage requires tracing the unfolding process of each of the major events throughout the

history of JV development, and exploring the causality between these events and the

responses of the relevant JV players. Horizontally, it tracks down the interactions among

the key organisational and individual players in the JV network relationship, the changes

in the environmental circumstances as the external constraints, and the responses of the

JV players; it also examines the interactions between interpersonal relationships and role

relationships, and their relevance and importance for the evolution of JV network

relationships.

According to these requirements, the case selected as the sample JV needs to meet two

criteria. First, it must be able to provide a dynamic seffing with considerable variance in

the JV network relationships. Second, it must have had the duration of operation
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sufficient to ensure that relational issues have surfaced. The case W of BXW fullv

satisfies these two criteria.

The presentation and the structure ofthe second-stage case study are also different from

those used for the two case studies in the first stage. The second-stage case study is

presented in Chapters Sevenn Eight, and Nine. Chapter Seven provides an empirical base

for the study by presenting the case data and empirical findings. Chapter Eight bridges

the empirical data and theoretical creation by drawing the implications from the case

study, and thus provides a basis for theoretical discussion in the next chapter. Chapter

Nine focuses on theoretical innovation through conceptually analysing the empirical data

and assessing the goal models. As distinct from the method of issue description and

analysis adopted in the two case studies in the first stage, a rnethod called event analysis

is used in delivering the case findings. That is to say, after briefly describing the case fV

in order to provide an overview of the JV, the main body of Chapter Seven will present

the major events throughout the JV history that were significant in affecting W

performance and development, and that c.ould reveal the causality within the dynamics

and interactions.
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CHAPTER SEVEN
PRESENTII\G TIIE DATA OF TI{E BXW JV CASE STT]DY

Chapters Seven, Eight, Nine, and Ten comprise the second stage of the present study.

The aim of these three chapters is to analyse and assess the conceptual goal models based

on the three case studies, especially the case study of the second stage that describes

various issues and events related the performance and network govemance of an IJV.

Mainly following a longitudinal ordering, Chapter Seven provides an empirical database

for the theoretical discussion and analysis of the next two chapters. It investigates the

historical evolution of the IJV by describing the major events and issues in the history of

its development. Following the theoretical framework formulated in Chapter Three,

Chapter Eight draws implications from the second-stage case study by applying the three

theoretical goal models as theoretical tools. Chapter Nine assesses the conceptual goal

models that address the complex relations between performance and network govemance

in the IJV, based on the empirical data presented in the case studies. Chapter Ten

concludes the research by summarising the findings of the study and by suggesting

directions for future research.

Chapter Seven is divided into three sections. Section One introduces the background of

the case JV, providing a research setting for the case study. Section Two highlights the

main events throughout the history of the JV's development that demonstrate the

dynamic of fV evolution and that are directly related to performance and network

governance within the JV. Section Three specifies several main issues related to the

governance and management of the JV.

T.L Research Settings of the Case Study: the Background of the BXW
case

This section presents the case IJV - Beijing Xinqiao Woollen Co. Ltd. (BXW) - by

introducing the fV's background, including its parent firms, the formation process, and its

products, markets, and resources.
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7.1.1 Research Setting: JV Partners

Beijing Xinqiao (meaning New Bridge in Chinese) Woollen Co. Ltd is a JV with three

parent partners: San Huan Group Co. Ltd., W. W. Robinson Co Ltd, and Huairou

Township Cooperative of Agriculture, Manufacturing and Commerce. The structure of

its share stakes is of the ratio of 60:30:10 respectively.

San Huan Textile Group Co. Ltd (San Huan) is a Chinese state-owned corporation

formed in 1984. It grew out of the Bureau of Textile Industry of Beijing, which was a

department of the Beijing Municipal Government. Its function was to oversee the

business and management of all state-owned-enterprises (SOEs) in the textile industry in

the Beijing area. ln the process of the reform of SOEs in China, some governmental

administrative organisations have been transformed into enterprise organisations, and

their subordinate enterprises have become their sub-companies. During the 1980s, the

business scope of the corporation was still limited to the textile industry. After a full-

scale oversupply situation emerged in the late 1980s, the corporation started to diversiff

its business by investing in tertiary industries, such as hotels and department stores. Up

to 1999, the corporation owned almost twenty textile sub-companies, four large sized

department stores, and was involved in five Sino-foreign joint ventures. BXW is one of

them. There were about 20,000 employees in its subsidiaries, except for the workers in

the five JVs. The BXW JV contract shows that San Huan is the sole owner of 60 percent

of the JV's share stakes. In reality, the 60 percent share stake was owned equally by two

owners, San Huan itself and one of its subsidiaries, Beijing No. 2 Woollen Plant (the

Woollen Plant), which had a much longer history than San Huan itself. That is to say,

San Huan and the Woollen Plant each held 30 percent of the JV's stakes.

W. H. Robinson Ltd (Robinson) is a small New Zealand family company based in

Christchurch, New Zealand. Its main business was to produce and export woollen yarn.

As it had operated in this field for a long time, Robinson had built a broad business

network in both the up-stream and down-stream aspects of the wool processing industry.

Located in the main wool producing area of New Zealand, Robinson had set up long-term

co-operative relationships with local wool producers and dealers. It had experience of
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long-term involvement in the export of woollen yarn, with strength in the international

marketing of woollen products. In particular, Robinson was familiar with the wool

market in Hong Kong. It had long standing business partners there, and its brand of

woollen yarn had earned a good reputation in this market (lnterview, 1998). However,

the pattern of international comparative advantage in the industry of wool processing had

changed since the beginning of the 1980s. Labour costs comprised the major share of the

total costs. The lower-priced woollen yarns from South Korea and Taiwan, and later

from China, poured into the international markets, especially the Hong Kong market.

Being unable to match the competitors from these lower labour-cost countries, wool

processing as a traditional labour-intensive industry could hardly survive in New Zealand

because of this country's high labour costs. Against this background, both domestic

demand and exports of woollen yarn from Robinson had dropped substantially from the

levels attained in the early 1980s. As a result, the owner of Robinson decided to shrink

its production capacity gradually and to eventually close down production at its New

Zealand woollen mill by the mid-1980s (Interview, 1998).

Huairou Township Cooperative of Agriculture, Manufacturing and Commerce (the

Cooperative) is a township enterprise, located at Huairou, a small town in the Beijing

suburbs. It was formed on the basis of a People's Commune,l so that it had inherited

some functions of the commune, one of which was to take care of the employment of the

local residents. A cooperative in China's rural regions is owned collectively by all of the

local residents. One of its functions is to provide employment in non-agricultural

induskies for the local residents who were previously peasants. The Cooperative did not

have any experience or expertise in the production and sale of woollen yarn. After San

Huan and Robinson had decided to establish a wool processing W, the Cooperative

joined in and became one of its parent partners. As the Cooperative provided land,

buildings and labour for the W, it became engaged in BXW. After San Huan and

' The People's Commune was the organisational form in rural areas. It had the functions of both
production and administration at the primary lsvel. All the residents in rural areas were mernbers of a
commune. As an organisational form, People's Communes emerged in 1958 and were abolished in the
early 1980s. Cooperative and Township governments were formed to execute the production and

administration functions respectively, but it was common tbat the Cooperative and township governmants
were the same organisational entity using different names.
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Robinson reached an agreement to set up a fV, they needed to make a decision on its

location, The managers from San Huan who were in charge of the establishment of the

JV suggested that it be located somewhere in the Beijing suburbs, because the costs for

both land and labour within the central city area were relatively high. The foreign partner

agreed to the suggestion. When the managers from San Huan, who were in charge of

setting up the JV, learned that the Cooperative had both factory and office buildings to

spare, they decided to set up the fV at Huairou. Thus, the Cooperative joined the JV as a

minor partner. With an office building as its investment, the Cooperative held l0 percent

ofthe share stakes.

7.1.2 Research Site: the JV - Its Formation
BXW was a small company with a registered capital amounting to only US$619,000.

San Huan, or more accurately, the Woollen Plant initiated the establishment of BXW

with the involvement of partners from New Zealand and China.

According with interviews with BXW's executives, the formation of BXW was closely

related to the network relations arising from a Sino-New Zealand W in New Zealand.

China became the biggest buyer for New Zealand wool in the early 1980s. Both the

Chinese government and wool processing enterprises hoped to find some way to better

understand the situation of supply and demand in the New Zealand wool market and to

get stable access to high-quality New Zealand wool (Interview, 1998). As one of these

measures, the Chinese set up a joint venture, a wool-scouring mill, with a New Zealand

partner - the New Zealand Wool Board in Christchurch - one of the main New Zealand

centres exporting wool in the early 1980s. The Chinese side appeared in the JV as one

partner, but it represented four independent investment entities: the Textile Ministry of

the Chinese Central Government, the China International Trust and Investment

Corporation (known as CITIC), the Beijing Municipal Bureau of Textile Industry, and the

Beijing No. 2 Woollen Plant. These four institutions invested US$ I million in the JV

Scouring Mill at the ratio 60:20: l0: l0 respectively. The Woollen Plant held only a 10

percent share in the total capital investment from the Chinese side. However, the Chinese

expatriates at the FV in Christchurch, New Zealand, were assigned by the Woollen Plant

because it was the only wool processing firm among the three Chinese partners.
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Fang Ming, Deputy Managing Director of the Woollen Plant, was sent to work in the fV

in Christchurch as one of the two Chinese expatriates in 1986, and visited some New

Zealand companies in the woollen textile industry during his stay in New Zealand. When

he visited Robinson - the small family-run woollen company, Fang obtained some

important information from Heap - owner and manager of the company. Heap told him

that Robinson planned to shrink its production scale and to sell half of its machinery

equipment because of the low price of woollen yarn and the intense competition in the

Hong Kong market. Fang was also asked if his parent company in China was interested

in buying the machinery or if he knew of any potential buyers.

Fang Ming reported the information regarding Robinson to the Woollen Plant (lnterview,

1998). The Woollen Plant was a state-owned-enterprise with a target market focused on

domestic areas, mainly in North China. Under the haditional economic system, the task

for SOEs was to arrange and manage producfion according to the economic plan

formulated by the government. Only after the reform of SOEs began in the early 1980s

had the Woollen Plant needed to take care of the issues of marketing and selling. In the

mid-1980s the Woollen Plant was eager to enter the international market, but it did not

have any experience or expertise in the field of international business. Thus, its

management team thought that the advantages held by Robinson in some fields would be

very useful for the plant. These advantages included experience in exporting woollen

yarn to the Hong Kong market with some fixed clients, the expertise and know-how in

international business, and knowledge and access to international marketing channels.

Therefore, the Woollen Plant instructed Fang Ming to initiate with Robinson the

possibility of setting up a partnership. Robinson would use its second-hand machinery as

its investrnent to form a JV with the Woollen Plant. Heap accepted the suggestion and in

1987 went to China to investigate the investment environment and to negotiate the fV

deal. The Woollen Plant also assigned some people to inspect the equipment in early

1988. Soon afterwards, both sides reached an agreement to form a JV in China.

l8s



After that, the Cooperative joined the JV as the third partner. According to BXW's

managers (Interview, 1998), the managers from the Woollen Plant, who were in charge of

setting up the JV, thought that with the Cooperative's participation its networks would be

very useful for the FV's smooth operation and that the costs of the potential fV would be

lowered. It was evident that with a local partner that had a broad network in society it

would be easier for the JV to access infrastructure facilities, to deal with the local

govemment and the local community, and also to access the human resources by

recruiting workers among local residents. Knowing that the Cooperative in Huairou had

spare factory and office buildings, the managers in charge of the JV formation invited the

Cooperative to join after consulting with the New Zealand partner. The JV contract was

formally signed in June 1988.

However, San Huan - the Woollen Plant's parent company - signed the JV contract as

the Chinese partner instead of the Woollen Plant. When San Huan knew that the fV deal

was going on, it claimed that it would be more suitable for it to take the role of the

Chinese partner. In the mid-1980s, the reform of foreign trade systems had broken the

monopoly of state-owned specialised foreign trading companies over the business of

exports and imports. As a result, a small number of SOEs had been granted the right to

do business in foreign trade by themselves instead of through the foreign trade

companies. San Huan was one of them. After obtaining the right to be directly involved

in foreign trade, San Huan was trying hard to expand its international business. No

doubt, to set up a JV with a foreign partner from New Zealand- one of the most

important wool producers in the world - would be a good opportunity to achieve this

goal. Furtherrnore, it was important for San Huan to gain experience in dealing with a

foreign JV partner, so that it could form more international Ws in its subsidiary

companies. Thus San Huan replaced the Woollen Plant as the Chinese partner. On the

other hand, although the Woollen Plant was one of San Huan's sub-companies, it had its

own independent financial accounts. Hence the Woollen Plant could not be excluded

from the JV which it had initiated. Yet, legally, San Huan took over the signing of the JV

contract as the Chinese partner. As a compromise, San Huan and the Woollen Plant each

invested 50 percent of the capital represented by the Chinese parbrer in the share stakes,
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and the core members of the management team in the fV also came from the Woollen

Plant. This situation had not been changed up to the second half of 1999.

7.1.3 Research Site: the JV - Its Products, Markets and Resources

The initial thrust and primary objective of BXW was the combination of the low

production costs provided by the Chinese partners and the international business

advantages provided by the foreign partner. Its product was coarse woollen yarn used in

making knitwear. This product included more than ten specifications from one-count

yarn to l6-count yarn. The JV contract stipulated that 70 percent of its production would

be exported to international markets. The main market was Hong Kong. Other kinds of

product and other markets were added later to BXW's portfolio in order to take

advantage of the economies of scale and to fully exploit the foreign partner's marketing

experience and distribution channels. The new target product was coarse woollen yarn

for making caqpets and the new target market was North America, especially Canada.

The total registered capital of BXW amounted to US$619,000. The ownership comprised

60 percent San Huan (US$260,000), 30 percent Robinson (US$130,000), and l0 percent

the Cooperative (US$43,300). The gap between the registered capital and the actual

capital invested by the three partners (amounting to US$185,700) was covered by bank

loans after the formation of the JV. The investment from Robinson took in the form of

machinery equipment. The second-hand machinery dismantled from Robinson's woollen

plant in Christchurch was valued at US$ 260,000 (equivalent to NZ$400,000 at the then

exchange rate). Half of the value was counted as Robinson's investment in BXW, and

the other half was counted as a sale to the JV and paid by cash in foreign exchange.

However, although not accounted for in its investment in BXW, Robinson's more

important contributions to the JV were its expertise in international business, its

marketing channels in Hong Kong, and its trademark. As BXW's Vice General Manager

said, "actually, the Chinese side valued the foreign side's exporting and importing

channels much more than its capital investment"(Interview, 1998). San Huan's

investment in the JV was in two forms. One was cash capital in foreign exchange, and

the other was the capital in kind, including some woollen machinery, trucks, cars and

some accessory equipment. The Cooperative's investment was also taken in the form of
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capital in kind - an office building with 500 square metres valued at US$ 43,000. In

addition, the Cooperative lent a factory building to the JV and was paid rent every month.

Markets and Resources

7.2 Issues and Events in the History of BXW's Development

This section describes l3 major issues and events, which had significant effects on the W

network relationships and the dynamic of JV evolution, and which thus determined the

performance of the JV, throughout BXW's history from its formation in 1988 to mid

1999 when the second round of field work in the JV was completed.

7.2,1 Problems Emerging in the Negotiation for JV Formation
Following the initiative of the Woollen Plant, Robinson and the Woollen Plant (and, later

its parent company San Huan) came to an agreement to form an international FV in early

1987, and soon afterwards negotiations startod. Two prominent problems emerged

during the negotiations.

The first problem was the valuation of the foreign partner's investment. Robinson

suggested that it provide the JV with the machinery for two production lines, and

stipulated that the value of the machinery be not less than NZ$ 400,000 (US$ 260,000,

able 7.1 Joint Venture Characteristics - lts Product, Markets a

Products Knitting-woollen yarn

Carpet wool yarn (added later on)

Markets 30 percent selling to domestic market

70 percent selling to intemational markets, mainly Hong Kong, The Canadian
market was explored later on

Resources
contributed by the
partners

San Huan: 60 percent ofthe share stakes in the form ofcash capital and in
kind; taking charge of the fV's day-to-day management

Robinson: 30 percent of the share stakes in the form of machinery; trademark
used in overseas market, exporting channels, intemational marketing skills

The Cooperative: l0 percent ofthe share stakes in the form offactory
buildings, networking in the local community and with the local government

Incentive svstems 60: 30: l0 profil and loss split

2 Yo paymerft for Robinson's brokerage in wool imports

3% payment for Robinson's brokerage in the exports ofproduct

Providing employment for the Cooperative's local residents
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under the exchange rate then: NZ$l = US$ 0.65). The foreign partner also suggested that

half of the value would be regarded as its investment in the JV as share stakes; the other

half would be regarded as a sale to the JV and would be paid in cash. After inspecting

the machinery, the engineers from the Chinese side reported that the machinery was so

old that its productivity was much lower than other new tlpes. The engineers also

thought that the service life of the machinery would not be long because of past heavy

wear and tear. Thus, the Chinese side thought that the foreign partner's valuation of the

machinery was greatly over-estimated. However, the New Zealand partner insisted on its

position, knowing that the Chinese side was eager to set up the W. At last, the Chinese

partner made a big concession to Robinson's demand, and their negotiators agreed to

Robinson's valuation of the machinery, and the payment of half of the value in foreign

exchange. There were two main reasons for the concession. First, the Chinese side

highly valued the New Zealandpartner's expertise and lnow-how in international

markefing, its access to export channels, and its linkage with the clients in the Hong Kong

woollen market. Second, the New Zealand partner had taken full advantage of its

bargaining power - the possession of the resources that the dominant Chinese partner was

very keen to access.

What happened later on proved that the evaluation by the Chinese engineers was more

accurate. After its hansportation to China and its installation in the W, the machinery of

the two production lines was used for less than three years and then dismantled because

of its low productivity. The dismantled machinery was sold to a small township company

in Shandong province, for only RMB 250,000.1 Based on the market exchange rate, the

JV had got back only about one ninth of the original outlay for the machinery. The

concession made by the Chinese affected the JV's smooth operation some years later and

led to conflicts between the partners to some extent (discussed in following sections).

Among the three parent partners, only San Huan invested in the form of cash capital to

the value US$ 100,000 (about 40 percent of San Huan's total share stakes in the fV),

which was not enough even to pay Robinson for the machinery sold to the JV. All the

I The official exchange rate between USD and Chinese Renminbi (RMB) then was I USD equaled to 3.75
RMB, but the market rate was much higher than that (range about IUSD equaled to 7-8 RMB).
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expenses for the W formation and the working capital for operation came from bank

loans. Therefore, BXW had a heavy burden of a bank loan and interest even before it

started operation. Although BXW's production and sales grew quite rapidly during its

operation, its financial performance was seriously affected by the burden of the bank

loan.

The second problem that emerged in the negotiation was the evaluation and remuneration

of the invisible assets from the New Zealand partner (Interview, 1998). All three partners

had agreed that BXW's product would be mainly exported to international markets. The

Chinese partners also agreed to Robinson's suggestion that BXW would use the New

Zealandpartner's trademark and brand in overseas markets because the potential buyers

for the JV's product would mainly come from Robinson's previous clients. The foreign

partner then claimed that its exporting channels and trademark should be evaluated as

invisible assets and it should be remunerated. However, San Huan as a state-owned

enterprise had operated for a long time in the environment of the central planning

economic system, and in the mid 1980s both China's opening up to outside world and

inflow of FDI was in the early stages. Therefore, the concept of invisible assets was very

new and was beyond the experience of the negotiators from San Huan. The issue of

evaluation and remuneration of intangibles became a difficulty in the process of

negotiation.

The solution to this problem was related to the settlement of the fV's management

control. Robinson was not willing to send its expatriates to work in the W without

remuneration up to an international standard, but it was impossible for the New Zealand

partner to give up its role in the management control, Robinson's advantage lay in the

fields of expertise in marketing, links and channels in product exports and wool imporls.

Therefore, the partners reached an agreement that the foreign partner would manage the

JV's business activities related to exports, imports and international marketing, and

would be remunerated in the form of brokerage. As a result, the clauses regarding the

JV's activities in exporting, importing and marketing were included in the JV contract.

These clauses stipulated that the foreign partner be in charge of selling to overseas
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markets and making the arrangements for all the export delivery, and that the foreign

partner draw three percent from the total amount of overseas sales as remuneration for its

work in these business activities and its invisible assets. Similarly, the contract stipulated

that the foreign partner be in charge of the procuement of wool from overseas and draw

two percent from the total value of imports as brokerage. The New Zealand partner was

satisfied with this solution. The two Chinese partners agreed to it during the negotiation,

but after the fV had operated for some years San Huan was not happy with this

arrangement, and thought that these clauses in the contract guaranteed only the foreign

partner's financial interests.

7.2.2Partners'Initial Goals in the JV
The economic rationale behind the formation of the fV appeared quite strong, since BXW

combined the foreign parhner's marketing expertise and sales channels in Hong Kong

with the Chinese partners' advantages in theh production costs. All three partners

expected that this combination would bring benefits to them. From this point of view, the

general objective of them all showed no differences in principle. However, the three

partners came from very different backgrounds, and they faced completely different tasks

in their own respective business operations, so that it was natural that the concrete goals,

which the partners had set up for their involvement and which they expected to achieve in

the fV's operation, would be very different.

The goals of Robinson - the New Zealand partner - were of t''ro kinds: the immediate

goal (short term) and the continuing goal (long term). With the change of international

comparative advantage in the industry of wool processing, the woollen yarn produced in

New Zealand lost its competitive edge in the international market because of high labour

costs. In the mid-1980s Robinson was forced to cut in half the production capability of

its woollen plant in New Zealand, so that half the machinery in the plant became

superfluous. Through investing in the JV in the form of capital in kind, Robinson found a

good solution for its surplus machinery, especially as the fV paid half of the value of the

machinery in cash. This was the immediate goal for which Robinson became involved in

the fV. More important was the expectation that the JV's operation would bring back

profits to the parent company annually. This was Robinson's long-term goal in the JV.
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The goals set up by San Huan in its involvement in the JV are even more pluralistic.

First, San Huan expected to obtain experience in how to deal with foreign investors

through its cooperation with the New Zealandpartner, so that it could enhance its efforts

to attract more foreign investment. As Liu Zhongyuan, Chairman of the Directors Board

and San Huanns representative in the Board, said, 'owhen we were engaged in the

negotiation and establishment of BXW, foreign direct investment in China as a whole,

and in North China in particular, had been in its initial stages. We hoped that the

experiment in this small JV would take the role of a window in our San Huan Group's

opening up to the outside world and in bringing in more JVs" (Liu interview, 1999).

Second, San Huan hoped to earn foreign exchange through the export ofthe fV product.

In the 1980s, the demand for foreign exchange far outweighed the supply in the Chinese

economy, and San Huan also urgently needed foreign exchange to facilitate its imports.

As pointed out by interviewees, under the China's foreign exchange policy then, firms

were allowed to use directly the foreign exchange they earned, or sell it at a Foreign

Exchange Centre at rates higher than official rates. Hence, for San Huan, earning foreign

exchange became a strong motive for entering the W partnership. o'Since the potential

JV was export-oriented, we hoped that we could get some foreign exchange through its

operation. A part of the foreign exchange from the W would fuel the group's

international business activities, while another bigger part would contribute to the

national reseryes under the existing regulations on foreign exchange control" (Liu

interview, 1999).

Third, through the fV San Huan wished to get access to high quality wool from New

Zealand, so that it could feed its own sub-companies and expand its domestic sales

(Interview, 1998). The unprecedented growth in the industry of woollen textiles led to a

shortage of wool so that "wool wars" burst out from time to time because the woollen

processing companies rushed to purchase. In the 1980s, the Chinese central government

granted some privileged treatment to export-oriented international JVs, in order to attact

FDI and to promote exports. One concession was that the JVs belonging to this category
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were allowed to import raw materials for their own use under a nil or reduced tariff. San

Huan expected to obtain high quality woollen yarn for its other woollen plants through

the JV's production and wool imports.

Fourth, San Huan also wanted to gain expertise and know-how in international marketing

and access to intemational sales channels in foreign markets through the JV experience

(Interview, 1998). When the JV was in the stage of negotiation and formation, it was the

peakperiod of the growth of the woollen textile industry in China. Both exports and

domestic sales of woollen products had grown at an unprecedented rate, and San Huan

Group had been granted a license for direct involvement in foreign trade. However, as

the amount of exports from the whole San Huan Group was rather small, it was eager to

open a way to international markets through partnership with a foreign partner.

The Cooperative established the financial and non-financial goals for its involvement in

the JV (Interview 1998). Its financial goal was to benefit from the JV's operation, mainly

through the rental income from of its factory building. BXW was located in the village of

Wanghua in the town of Huairou, taking over the site of the Cooperative's sub-company

that had been closed down. The Cooperative provided the office building as its

investnnent in the JV and rented the factory building to the W. The rental income became

the main benefit it gained from the JV. Besides the financial goal, the Cooperative

expected to achieve other goals in the JV. It is the Cooperative's responsibility to take

care of issues of employment for the local residents, who are the owners and workers at

the Cooperative. Previously the local residents worked mainly in agriculture. Since the

1980s, a great number of peasants have been excluded from agriculture as a result of the

progress in mechanisation and the resulting productivity in the industry. Providing jobs

for these former peasants has been a very challenging task for the Cooperative,

Therefore, the Cooperative expected the JV to recruit workers among the local residents.

For the Cooperative the non-financial goal - providing employment - was at least as

important, if not more important, than the financial one.
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e JV Partners
San Huan Gaining experierce in intemational business through dealing with foreign investors to

attract more foreign investment and form more intemational JVs.
Eaming foreign exchange through JV's exports.
Getting stable access to high quality wool through the partnership with a New 7-ealand

woollen company.
Access to international markets, and gaining expertise and know-how in international
marketing.

Robinson Direct objective: finding a solution for its surplus machinery dismantled from its
woollen plant in New Zealand.
Long-term objective: gaining financial benefits through its investment in the fV, and

through exporting channels and expertise in intemational marketing.

Cooperative Obtaining financial benefits from ie investment in the W and from renting its factory
building.
Providins iobs for the local residents - members of the Cosperative.

Tabl 7.2 Initial Goals Set

7.2.3 Expansion of Production and Sales in the First Half of 1990s

After the JV contract was signed in June 1988, it took one year for its formation and

establishment, including the transport and installation of the machinery equipment, the

anangement of the management team, and the recruiting and training of the workers.

The JV began operations in July 1989. It was very bad timing because the "Tiananmen

Incident" had just happened in June of that year. The Chinese govemment used force to

crack down on a nation-wide democracy movement, especially in Beijing, so that all the

main Western countries imposed economic sanctions on China. As a result, China's

foreign economic relations were severely damaged. The newly formed JV also suffered

heavily and it did not receive any orders from international buyers. Moreover, the

situation in the domestic market for woollen yarn had also started to change in 1989, with

supply surpassing demand, partly because the Chinese central government implemanted

an austerity programme to bring down the high inflation rates in the second half of the

1980s. The W had received very few orders from its domestic clients. ln its first year of

operation, BXW could maintain its production only by earning a little in processing fees

by wool processing for some sub-companies of San Huan. In the following year, the JV

started to receive orders from the Hong Kong market, but total woollen yarn exports were

far less than 100 tonnes in that year, a figure not at all encouraging compared to

expectations. 'Adding exports together with domestic sales, the total sales and
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production in 1990 had only reached about half of the designated capacity of the JV -
200-300 tonnesl of woollen yarn annually" (Jiang interview, 1998).

The situation changed in199l. Orders from Hong Kong increased significantly and

continued to increase by a big margin every year until 1996. In 1992, BXW installed two

new production lines to replace the older one, and since then the venture total sales had

surpassed its designed production capability. The productivity and effectiveness of the

new lines, with the machinery bought from Shanghai Textile Plant, were much higher

than that of the old ones (Interview, 1998). The older machinery was sold at a rather low

price to a township woollen mill in Shandong province. Although the fV's production

capability reached its designated scale with the installation of new machinery, it still

could not match the increase in orders, because export sales were increasing greatly and

steadily. Hence, the venture expanded its capacity with the installation of another new

production line in 1994. Export sales amounted to 350 tonnes of woollen yarn in 1995

when the JVos exports reached its peak. Several years of the mid-l990s appeared as the

fV's "Golden Age" (Song lnterview, 1999).

The JV contract stipulated that 70 percent of its products would be exported. During the

ten years ofoperation from 1989 to 1998, overseas sales surpassed this proportion in all

the years except the first and the last years. In the first half of the 1990s the overseas

market was exclusively concentrated on Hong Kong.2 Woollen yarn produced in China

had dominated the Hong Kong market, since the costs of both labour and land, which

were the main parts of the costs for woollen yarn, were much less in China than in

competing countries. Woollen yarn produced in Taiwan and South Korea had been

gradually excluded from this market in the early 1990s. The JV had set up long-term

business relations with five Hong Kong companies for the supply of woollen yarn

(Interview, 1998,1999). Although the exported woollen yarn was bought by the clients

' The JV contract set up its production capacity at 200-300 tonnes ofwoollen yarn annually, but when the
JV was put in operation, its capacity was only about 150 tonnes at maximum because of the low
productivity of the initial two production lines.
' Hong Kong was a region with independert customs duty before 1997. Even after China resumed its
sovereignty over Hong Kong on I July 1997, the trade between Mainland China and Hong Kong was still
counted as international trade under the formula of "one country, two systems".
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in Hong Kong and paid for in foreign exchange, the product was not transported to Hong

Kong or elsewhere overseas. Instead, the woollen yarn was processed in Mainland

China. Through the salespeople from the New Zealand partner, the buyers in Hong Kong

would require the JV to deliver the product to their woollen knitting mills to make

knitwear in Guangdong Province, mainly in the region of Dongguan. The final products

- woollen knitwear - would be exported, mainly to North America and Western Europe.

From 1992 until 1998, the total sales of the JV exceeded its production capability, largely

because of the rapid increase in orders from overseas buyers (Interview, 1999). The JV

did not want to lose business, so it took all the orders and subcontracted some of them to

local woollen mills. It meant that these mills processed the raw materials provided by the

JV to the specification required by overseas buyers, and the JV would pay them

processing fees. From the end of the 1990s woollen products had been over-supplied and

production capacity, in China as a whole, was underused, and so the woollen mills were

willing to accept the subcontracts. However, the solution had caused problems of quality

control. For various reasons, the quality of the product processed by the local mills was

not stable or satisfactory. Even worse, some local woollen mills replaced the high-quality

imported wool with domestic wool, so that there were complaints from overseas clients

about the bad quality of the products.

In brief, the JV's sales expanded so rapidly in the first half of the I 990s that the

production capacity could not match the increase of the total sales, even though

production capacity grew steadily in the same period.

7.2.4 Attainment of the Partners'Initial Goals

Both the production and sales of the JV had grown continually in the first half of the

1990s, and with rather smooth development, and so the parent partners' initial goals had

been achieved by and large.

Robinson:

Its immediate financial goal, selling off its second-hand machinery, was achieved when

the JV was formed. The long term or sustained goal had been to get profits from its
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investment. If the achievement for this goal was exclusively based on the standard of the

return on investment or the direct dividend from its investment in the JV, Robinson

would not be satisfied with its goal attainment. The price for woollen yam had dropped

significantly compared with the early and mid 1980s because of the intense competition

in intemational markets, so that the profit rate was quite low in this industry as a whole.

Moreover, BXW had hardly ceased its machinery replacement or expansion projects

during all the years of its operation, so that almost all the profits generated from its

operation had been retained within BXW to finance its fixed asset investrnent. During its

ten-year operation from 1989 to 1998, BXW had distributed dividends to its parent

partners only once, in 1994, and the size of the dividend was very limited.

However, the dividend or the return on investment was only a small part of the financial

benefits that Robinson obtained from the fV. The main channel of financial benefits for

the foreign parher came from brokerage paid by the businesses for purchasing wool and

exporting products (Interview, 1998,1999). From the total value of the JV's exports

Robinson had drawn three percent as brokerage to remunerate its business work and

invisible assets. It had been in charge of the business of wool importing, and had drawn

two percent from the total amount of the purchases as commission. On the other hand,

the JV contract also stipulated that the price BXW paid would not be higher than the

average price in the international wool market after adding the brokerage. As both

production and overseas sales expanded steadily in the first halfofthe 1990s, brokerage

drawn from product exports and wool imports was quite impressive compared with the

small size of the fV itself. For example, the brokerage amounted to about US$ 80,000 in

1997 alone, Although it was lower than that drawn during the mid 1990s when the

brokerage reached a peak, this figure itself was considerable for a small family company

with total invested capital of US$ 130,000 in the JV. Therefore, the financial goal of the

New Zealand partner in its involvement in the JV was successfully attained.

San Huan:

Unlike the foreign partner, San Huan's initial objectives had not focussed on the financial

benefits. All four initial goals expected from the JV's operation were non-financial. Up
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to the mid-1990s, San Huan had been basically satisfied with the achievement of its

initial goals. First, it gained experience in cooperation with a foreign partner in order to

attract more foreign investors' involvement in JVs. In spite of the small scale of BXW,

San Huan had undergone the whole process from searching for a foreign partner,

negotiating the fV formation to setting up the venture, to operating and managing it. This

experience was helpful in dealing with subsequent parfnerships with foreign investors.

Up to the mid-1990s, San Huan had formed four other JVs with foreign partners, all on a

larger scale than BXW (interview, 1999).

The second goal was to access expertise in international marketing and export channels.

This goal had been achieved only to a limited extent. The business activities directly

related to international selling, purchasing, and marketing were pursued and managed by

the foreign partner, and the JV itself had not directly dealt with the overseas buyers. The

fV managers representing San Huan had indirectly learnt something related to the

international business, but this had been very limited. San Huan gained nothing in terms

of access to export channels for its woollen products produced by its own sub-companies.

The increase of exports from some companies within the San Huan Group had been

impressive in the first half of the 1990s, but it had hardly anything to do with San Huan's

involvement in BXW.

The third goal was to earn foreign exchange through the JV's exports. This goal had

been fully achieved, given the dramatic expansion in both production and overseas sales

in the first half of the 1990s. The JV contract stipulated that 70 percent of the product

was to be sold in international markets. During the period from 1989 to 1998, the

proportion oftotal exports hadreached or surpassed this ratio except forthe first and last

years. In 1994, the peak year, the proportion even reached nearly 90 percent.

The fourth goal was to provide high-quality woollen yarn to San Huan's sub-companies

in order to increase its domestic sales and to expand its share in the domestic market for

woollen products. When the W was at the stage of negotiation and formation, this goal

was important for San Huan. However, when it was put into operation at the end of the
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1980s, this goal lost its significance because of the dramatic change in the market

situation (to be discussed in the following section). Thus, this goal was removed from

San Huan's goal set.

In brief, San Huan had been satisfied with the attainment of its initial goals set up for the

JV's operation up to the mid-1990s.

The Cooperative:

The share of this minor partner in the JV was quite small, as it provided only 10 percent

of the capital, and the investment took the form of an unused offioe building. However,

like the foreign parfner, the Cooperative had gained considerable benefits from the JV.

Financially, the Cooperative obtained rental income for its leased factory building. More

irnportant, the JV was employing more than 100 workers among the local residents who

were the members of the Cooperative, and helped greatly in easing the pressure of

employment it faced. Thus, the Cooperative was also happy with its goal attainment in

the JV (lnterview, 1998).

7.2.5 Change of the Economic Environment for BXW's Operation: Market
Situation, Government Policy and Enterprise Reform
China is a country in transifion. Economic reform since the beginning of the 1980s was

transforming China from a centrally planned economy into a market economy.

Meanwhile, as a developing country, it was also going through the process of economic

development. Due to this double alteration of the economy, both the economic structure

and the government's economic policies had been in constant change. Therefore, firms

operating in China were facing a fluctuating environment, with changes in factors that

significantly affect BXW's operation, including the market situation, goverrment policy

and enterprise reform.

7.2.5,1Change of Market Situation - Market Saturation for Woollen Products

Since the beginning of China's economic reform, the emphasis of economic development

has shifted from the production of capital goods to consumer goods. More specifically in

the textile industry, the impact of Western clothing styles on the Chinese people has been

increasing. As a result, during the period of 1978 to 1988 the consumption of wool, silk,
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and artificial fibres increased significantly while the consumption of cotton fibre declined

(see Table 7.3). Among the three fibres, the consumption of wool grew even faster than

the other two. At the same time, the production of these two other main wool products -
knitting yam and blankets - also grew dramatically.

Source: State Statistical Bureau, China. Statistical Yearbook of the Chinese Market, 1993. Statistical Press

ofChina, 1993, pp 308-309.

However, from the last year of the 1980s, the rapid growth in production and sales for

woollen products was totally reversed (see Table 7.4). Since 1989 the market demand for

various wool products had significantly declined.

Table 7.3 Consumption of Textile Fibres in China (1978-l
Year Cotton Fibre

(100 million m)
Man-made Fibre
(100 million m)

Silk Fibre
(10.000 m)

Wool fibre
(10.000 m)

1978 68.4 t3.2 28,513 9,308

r979 70.6 t9.6 32,866 10,935

1980 72.9 25.3 40,r34 13,503

1981 71.0 30.0 41,414 16,055

1982 66.7 29.4 37,438 16,325

1983 52.2 36. I 44,782 18,472

1984 50.7 34.7 57,455 23,017

1985 54.7 33. I 60,616 25,614

r986 46.6 28.2 55,279 23,261

r987 47.5 32.1 61,2t0 26,4t9

1988 49.6 32.5 68,259 30,001
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Table 7.4 China's Production and Sale of Wool Products
Year Retail sales of

wool fibre
(million m)*

Production of
wool fibre
(million m)**

Production of
wool knitting
yarn (thousand
tonne)**

Production of
woollen
blankets
(million Dcs)**

1988
300.0 286. r 224.4 35.2

1989
215.3 279.6 249.9 30,8

1990
182.7 295.0 237.9 23.0

Sources:
*State Statistical Bureau. Statistical Yearbook of the Chinese Market 1993, (Zhongguo shichang tongii
nianjian /993). Statistical Press of China, Beijing, p309.
**Ministry of Textile Industry. Yearbook of Textile Industry of China 1991, (Zhongguofangzhi gongle
nianj ian I 99 I ), pp208-209.

There were two reasons for this big drop. The frrst is the effect of economic recession.

In 1989 the Chinese economy became depressed after growing rapidly at an average

annual rate of I l.3 percent for the six previous years. The growth rate of real GDP in

1989 was only 4.3 percent, which was a drop of 7 percentage-points over the previous

year. The second reason is that a change in economic structure had taken place, and

China had started the transition from a "shortage economy" in the centrally- planned

system to a "surplus economy" in the free market system. Thus, the economic recession

of 1989 was accompanied by an adjustment of the economic structure, The textile

industry became the first in which a full-scale surplus emerged, and the market for

woollen products was saturated ahead of all other textile products except cotton.

7.2.5.2 Change of Government Policy on Foreign Exchange Control
As a developing country, China had long faced the problem of a shortage in foreign

exchange. Since opening up the economy, the Chinese government has adopted many

measures to promote exports and to attract FDI. One of the objectives was to ease the

constraints on its tight supply of foreign exchange, but in the meantime, the government

imposed a strict control over it. Under this situation, one of the motivations for SOEs to

be involved in international JVs was to earn foreign exchange through the JVs' exports.

However, this situation had changed greatly by the mid-1990s. China's reserve of

foreign exchange had remarkably increased, thanks to successive surpluses of its foreign
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hade and the tremendous inflow of foreign direct investment in the early 1990s (see

Table 7.5).

Table 7.5 China's Foreign Trade and Utilisation of Foreign Capital
00 Million

Year Exports Imports Balance Used Foreign
Canital

1980 181.2 200.2 -19.0 144.38*

1984 261.4 274.1 -t2.1 27.05

r985 273.5 422.5 -t 49.0 46.47

1986 309.4 429.0 l19,6 72.58

1987 394.4 432.2 -37.8 84.52

1988 475.2 552.8 -77.6 t02.26

1989 525.4 59t.4 -66.0 100.59

1990 620.9 533.5 87.5 102.89

l99l 718.4 637.9 80.5 r r 5.54

1992 849.4 805.9 43.5 t92.02

r993 9r'7.4 1039.6 -1")') ) 389.60

1994 1210.4 l 156.9 53.5 432.r3

*Including the total value of used foreign capital during the five years from I 979 to I 983.

Sources: Sate Statistical Bureau, China, China Statistical Yearbook 1995, (English Edition). China

Statistical Publishing House, 1995, pp 537, and 554.

Up to the mid-1990s, China had the second largest reserve of foreign exchange in the

world, second only to Japan. As a result, the Chinese government changed its policy of

control over foreign exchange. After I January 1994, the Chines-e- glggncy, the Renminbi

(RMB), became convertible under the current account. Under the new policy, all the

enterprises have to sell all the foreign exchange earned through their business to the Bank

of China (the state owned bank specialising in the financial business related to foreign

exchange), instead of distributing it bet'ween the enterprises and the bank in fixed

proportions. As suggested by a San Huan executive, following the change in the central

government's policy on foreign exchange control, the importance of earning foreign
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exchange itself has been gradually losing its significance as a goal, but expanding exports

has remained an important business strategy for firms in order to increase sales

(Interview, 1999).

7.2.5.3 Enterprise Reform and Profit Motivation for Firms
Under the centrally-planned economy, China's SOEs were not independent economic

entities, but were only production units attached to a government department. On the

other hand, SOEs had the responsibility to provide their employees with various social

services, such as hospital care, schooling and childcare, housing, and pensions. The

profit and commercial motivation for firms hardly existed under this situation.

China's enterprise reform started almost as early as the reform in agriculture at the end of

the 1970s. The result of the enterprise reform was still not very encouraging after twenty

years and a gteat number of SOEs were still losing money at the end of the twentieth

cenfury. However, by introducing various incentive measures at different stages of

enterprise reform, such as the distribution of enterprise profits, a contract responsibility

system, a joint stock system, and the separation of ownership and management, the social

objectives of the SOEs were gtadually being separated from the commercial objectives,

and the focus of operations had been shifted to the making of profits by the early 1990s. 
I

7.2,6 Change of Parent Partners' Initial Goals

Among the three parent partners, neither Robinson nor the Cooperative had changed its

initial goals, since the making of profits and providing employment were long-standing

goals. These goals would exist and be achieved at various stages of the JV's

development until the termination of the JV, if other factors did not affect and alter them.

In spite of the dramatic change of the economic environment in China throughout the

whole period of the JV's operation, the goal setting of Robinson and of the Cooperative

had not been affected. Furthermore, the fwo partners were very happy with the

attainment of their initial goals through the JV's operation in the early stages, so that they

had even bigger expectations of achieving their goals in the later stages. As Zeng

I China's enterprise reform is a topic that has been extensively studied. For more details on this topic, see
literature on this topic (e.g., Broadman, 1996; Chen, 1995; Jefferson & Singh, 1999; Ji, 1998; Shi, 1998;
Wang, 1997).
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Qingzhen, member of the Executive Board and Deputy General Manager of the

Cooperative, said, "the Cooperative does not need to change its goals in the JV, since

these goals work well, and the Cooperative is still expecting to achieve them" (Zeng,

19e9)

As for San Huan, the situation was completely different from that of the other two

partners. According to the San Huan's executives both in its headquarters and in BXW,

San Huan only partially achieved its goals in the JV (Interviews, 1998, 1999). San Huan

had set up four initial goals for the W. They were: to obtain experience in cooperation

with foreign investors in order to promote more JV formations; to gain experience in

international business especially marketing and exporting; to earn foreign exchange

through their exports; and to provide high-quality woollen yarn for its subsidiaries.

Among the four goals, the first two were not necessarily long-term sustainable goals, but

were set up to take advantage of the learning effects of the organisation. Provided the

parent partner gained the experiences it needed, the initial goals would be withdrawn. Of

these two, the first one had been completely achieved. San Huan no longer needed the

small BXW to gain experience of operating with foreign investors. However, San Huan's

satisfaction with the attainment of the second initial goal was very limited, so that it

seemed that San Huan needed to continue its pursuit of this goal. However, with the

change of environment, this goal did not comprise a part of San Huan's goal set in BXW.

The last two goals should have been sustainable. The two goals could not be achieved

once and for all, but should exist for a long period of time, and be a constant pursuit

throughout JV's operation. Here, there was significant difference in the extent of San

Huan's achievement. Earning foreign exchange had occupied an important position in

San Huan's initial goal set, and at first San Huan was satisfied with the aftainment of this

goal. However, by the mid-1990s, the goal of earning foreign exchange no longer

existed, or at least its importance as a goal had declined greatly because of the change in

China's economic environment. The goal to provide woollen yarn to San Huan's

subsidiaries was thought important at the stage of negotiations for the W formation, and

to achieve this goal was one of the driving forces. Nonetheless, as soon as the W was put
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into operation, the market situation for woollen yarn in China had dramatically changed,

and the central govemment had already relaxed its restrictions on the import of wool.

Among San Huan's subsidiaries that produced woollen goods, some reduced their

production scale, and some even changed their business scope. Although BXW had

provided some woollen yarn to San Huan, this was no longer considered as one of San

Huan's goals because woollen yarn was no longer in short supply as a raw material.

Since the JV started its operation, the goal of accessing high quality woollen yarn had

been excluded from San Huan's goal set in the fV.

Thus, by the mid-1990s, San Huan had changed its four initial goals for different

reasons-two had been successfully achieved, one had proved unachievable, and one had

been excluded from the goal set. In the meantime, thanks to the change of economic

environment and its own reform as a SOE, San Huan faced new tasks as a firm in the

transitional market economy. The most important were to pursue a commercial objective

- making profits - and to settle the re-employment of its surplus employees. As a result,

San Huan had set up new goals for the JV to pursue financial benefits throughout its

operation. "Same as the other two partners, San Huan expects to gain profit and a refurn

on investment. San Huan wants to gradually get a return on its original investment. At

least, San Huan hopes that the JV would not become a money-loser" (Liu interview,

1999). However, San Huan did not make a goal of its other principal task - providing

jobs for its laid-off employees. The JV was not attractive to the residents in central

Beijing because of its relatively remote location and lower wage level, so the surplus

employees from San Huan would be reluctant to work in it.

7.2.7 Conflict between the Partners: Distribution of the Benefits from the JV
Although BXW had generated profits during most years of its operation, it had

distributed dividends to its parent partners only once, in 1994, and the amount was very

limited. There are two reasons for the low return on the investment distributed to the

partners. First, most of the profits generated had been used as re-investment in the

venture, When the JV was formed, all the partners knew that the capital invested by the

three partners was too little and insufficient to maintain a smooth operation, as the actual

capital commitments from partners were not enough to reach the amount of the JV's
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registered capital. There was an understanding among them that initially most profits

would remain within the venture to make up for the shortage of capital. Moreover, since

the JV started its normal operation, it had continued with various projects of fixed capital

construction. Neither of the commercial partners invested more capital, The resources

required for the capital construction could come only from bank loans, and the

accumulated profits generated in the operation. The profits of the fV were used to make

up the initial shortage of capital and to finance its expansion of production capacity later

on.

Second, BXW's payments of debts and the incuned interests had eroded its profits. The

JV started its operation with the burden of a bank loan. Since then, its debts piled up with

every capital construction project. Up to the end of 1998, BXW's total outstanding debts

amounted to approximately RMBI0 million, and the fV had about RMB I million

interest expenses annually. Thus, the burden of interest led to a lower rate of profits, so

that there was almost nothing left for dividends.

In spite of the low dividend, Robinson and the Cooperative were satisfied with the

achievements of their initial goals (Interview, 1998). Although the goals set up by the

two partners focused exclusively or primarily on financial benefits, neither of them was

achieved mainly through the JV's dividends. The New Zealand partner had been the

biggest winner, obtaining approximately US$ 70,000-90,000 as brokerage each year, also

gaining the US$ 130,000 from selling machinery. The Cooperative also had received its

share of financial benefits annually from renting the factory building to the W. As the

holder of the majority share stakes, San Huan had gained hardly any financial benefits.

Obviously, there was a critical imbalance in the distribution of the financial benefits

among the three partners. Furthermore, the distribution structure of the financial benefits

was stipulated in both the contract and the constitution. As the dominant partner, San

Huan consented to the stipulation during the formative negotiation, because the initial

goals of San Huan were not financially oriented. During the early 1990s, despite

complaints from some managers of San Huan, the imbalance in distribution of financial
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benefits had not led to conflicts among the partners, because San Huan was satisfied with

the attainment of its initial goals (Interview, 1998).

This situation changed in the mid-1990s. San Huan completely altered its initial goals,

from non-financial to financial goals, while the two other partners were maintaining the

pursuit of their financial goals. However, the alteration in San Huan's initial goal set was

not accompanied by a conesponding change in the distribution structure of the JV's

financial benefits, so that it was almost impossible for San Huan to achieve its changed

goals. It would be expected that San Huan's unhappiness with goal attainment would

lead to its dissatisfaction with the distribution structure, and cause further conflicts among

the partners. The General Manager of the JV from San Huan, Song Pingping said, "San

Huan is the biggest share holder and the partner that conducts the day-to-day

management of the fV, but it is also the partner that has gained least benefits from the

JV's operation" (Song interview, 1999).

However, because this structure is stipulated in the contract, the distribution structure

could not change if the JV contract did not change. San Huan had not been satisfied with

the attainment of its changed goals, and complained that the other two partners gained too

much financial benefits at its cost, but it had never suggested that the JV contract should

be amended. As a result, the only way for San Huan to achieve its changed goals would

be to change the business strategy in the JV's operation.

7.2.8 JVts Evolution and Formation of JV's Relative Independence

From its founding until 1998, especially before the mid-1990s, the JV was operating quite

smoothly. Both its production and sales had increased steadily, and its production

capacity expanded sharply with the completion of the various projects of fixed capital

construction. All the partners had achieved their initial goals and been satisfied with the

JV's operation. Under these favourable conditions, the trend had gradually emerged in

which the JV would form its own interests relatively independently of the parent partners.

This relative independence had been manifested mainly in the way in which the

management team made its management decisions on some important issues from the

perspective of the fV, instead of from the perspectives of their respective parent partners.

247



The members of the management team came mainly from San Huan. However, on some

important issues related to the W's long-term strategic development, they had kept to

their own opinions and had taken some actions different from or even opposed to their

parent company, San Huan. As the newly appointed general manager, Song Pingping

pointed out, "the former general manager considered this issuel mainly from the

standpoint of the IV itself, not from that of his parent parbrer - San Huan'n (Song

interview, 1999). The isolation of the JV management from its parent firms is a sign of

the JV's evolution and of the formation of the JV's relative independence (See 7.3.3 for

more details). First, it shows that the JV had formed its own interests, different from

those of its parents. Thus, there is a need to pursue and protect these interests. Second, it

indicates that the JV had established its own resource base. As a result, the dependance

for resources on the parents has been reduced, and the JV is able to pursue its interests

based on its own resources.

Figure 7.1 Salaries and Wages of Employees in BXW in 1997 (RMB 1,000)
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Note: Level l: General Manager; Level 2: Vice-General Managers; Level 3: Managers of Functional
Sections; Level 4; Normal Personnel in Management; Level 5: Workers.
Source: Data provided by Manager of Financial Section, BXW in the interviews conducted in March 1998.

There are several causes of the emergence of relative independence. First, the interests of

members of the JV management team, together with those of other employees, had been

I This refers to the JV's expansion project carried out during the period between late 1996 and the
beginning of 1998. This project expanded the W's production capability greatly, but it had caused serious
financial problems for the JV. There were intense arguments and conflicts among the JV's partners and
management team on the issue of the conduct of this expansion project. See more details in the next
section.
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linked to the business situation, indepandent of the parent partners. Second, the salaries

and wages for all the employees, from general manager to workers on the production line,

had been decided by the JV Board or its management team. Figure 7.1 shows the

remuneration levels of BXW's employees in 1997. The remuneration for the JV's

managers had been approximately 80-100 percent higher than that of their counterparts in

the similar-scale SOEs in the same industry. The income level of all the JV's employees

had been directly related to the efficiency and effectiveness of its business activities, so

that it is likely that the management team considered the JV's own interests ahead of

those of their parent company in many situations.

Another cause for the JV's relative independence lies in the entrepreneurship of the

management team, which took on the responsibility of the JV's business and

development. It is understandable that this team would want to do a good job for the JV,

even in some special cases to the detriment of their parent company. The economic

environment of in the first half of the 1990s was favourable for its relative independence.

Despite the double-digit growth of the Chinese economy as a whole during this period,

the production capacity in the entire textile industry in ganeral, and in woollen textiles in

particular, was undergoing a process of adjustment and shrinkage, grven the overall

surplus in the supply of textile products. Both the central and local governments took

various measures to close some plants and reduce the total number of spindles. Against

this background, if the sales and production of the fV could increase rapidly, it would be

excellent evidence of the competence of the business strategies of the management team.

As the Deputy General Manager (production) Zeng Qunyrng said, "regarding the project

of capital construction [the project conducted from 1996 to early 1998], the major

consideration for us [JV's management team] is to further expand the JV's scale in order

to fully take advantage of the favourable situation of the expansion in sales and

marketing" (Zenginterview, 1999).

The complexity of the ownership and personnel relations within the dominant Chinese

partner had also provided favourable conditions for the emergence of the JV's

independence. Officially, San Huan was the sole owner of 60 percent of the share stakes,
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but actually, each of San Huan and its sub-company, the Woollen Plant, owned half of

the stakes. Moreover, all the general managers and other members of the management

team had come from the Woollen Plant until September 1998, when a new general

manager was assigned directly from the headquarters of the San Huan Group. Although

these managers had worked in BXW as the representatives of San Huan, they did not

have many administrative relations with it. Sometimes they claimed they were

representatives from the Woollen Plant. Thus, they felt at ease to some extent when their

opinions were different from San Huan's.

7.2.9 Conflict between the Partners: Decision on the Expansion Projects

When the fV was put into operation, it had only two production lines and the machinery

comprised second-hand equipment that was old in style and of low productivity. The

production capacity had reached only about half of the designated amount. Thus, in order

to reach the designated capacity and expand further, the JV needed to up-grade its fixed

capital. This was just what the JV did throughout the whole period of its operation. In

1992, the two original production lines were replaced by two new lines with more

modern machinery of higher productivity. In 1994, another new production line was

installed and put into operation. The fV's capability had reached 300 tonnes of woollen

yarn annually - the upper limit of designated capacity. Meanwhile, the JV had also built

other production facilities, such as a power substation, and a water tube boiler. Before

building its own auxiliary facilities, it relied on a neighbouring plant for the transforming

and distributing of electricity, and for the supply of heat and steam, and paid for the use

of the facilities, As the Deputy General Manager said, "occasionally we had some

problems in its production because of power shortages before the construction of our own

power substation, but, with the completion of auxiliary facilities, production had gone on

much more smoothly" (Zeng interview, 1999).

These projects had played an important role in the JV's smooth operation and

development, but they had also caused some trouble. Although the partners had an

understanding that the profits generated in the first years would be used to finance the

JV's expansion, the financial requirements for these projects had been much bigger than

the accumulated profits. The remainder of the capital for expansion had to be covered by
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bank loans. Knowing the necessity and importance of these projects, all three partners

agreed to borrow more cash capital, as they were reluctant to increase the JV's share

stakes. As a result, the burden of debt interest had become even heavier, and the fV's

hnancial performance had been affected in spite of the rapid increase of both production

and sales.

However, on the issue whether or not the JV should further expand its production

capacity after it reached the upper limit of the designated amount, the parfirers, mainly

San Huan and Robinson, had different opinions. In the mid-1990s, Robinson completely

shut down its woollen mill in New Zealand. The machinery of two production lines for

carpet yarn (mainly comprising two sets of carding machines and two sets of spinning

machines) became redundant. Robinson suggested that it would like to sell the

machinery to the FV, so that the capacity could fuither expand. More importantly,

another product area - carpet yarn - would be added to the portfolio so that the JV could

exploit the economies of scale and take advantage of Robinson's marketing and

distribution resources. However, Robinson's suggestion was declined by San Huan,

because this expansion would impose a high requirement for capital investment and incur

a greater debt burden. Robinson made concessions on the issue. Instead of selling the

machinery to the JV, the New Zealand partner suggested that it would like to gift the

machineryl to the JV, and also offered to cover the expense of ocean transportation and

the costs of installation of the machinery. However, San Huan was still reluctant to

accept the gift, because this would require more capital for a new factory building and

auxiliary facilities to match the expanded capacity (Interview, 1999). No doubt, the new

investment would add new debt and affect the financial performance. Thus, the conflict

over a new expansion project emerged between the two main partners (Interview, 1999).

Each partner stuck to its standpoint.

At this crucial time, the JV management team enthusiastically supported the foreign

partneros opinion. In order to expand both the scale and scope of its business, and to

I After the machinery was transported to China from New Zealand, in early 1997, the JV asked a chartered
accountant agency in Beijing to evaluate it. According to the agency's evaluation, the machinery was worth
RMB 750,000.
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extend its overseas markets, the management team was willing to carry out this new

project. Thus, the management team had stood together with Robinson on the issue and

against San Huan, although most of the members were representatives from San Huan.

Under the care of the JV management team, the expansion project proceeded from late

1996. During 1997 the new factory building was constructed, and the machinery was

transported from New Zealand and installed in the new building. By March 1998 the

project had been completed, and the two production lines were ready for operation. With

completion of these production lines, the JV had reached an annual capacity of about 500

tonnes of woollen yarn.

7.2.L0 Effects of the Asian Crisis
In 1998, just when the JV completed its new expansion project and the capacity reached

its historic high, the business situation took a reverse turn. Compared with the situation

in 1997, despite the more than 70 percent increase of production capacity, both actual

production and sales dropped significantly. The drop in its exports was even more

significant.

*Including co-exporting with other wool companies. This means that BXW had products but did not have
clients overseas, and another company had clients but did not have products. The two companies combined
their resources to export and the benefits from exports were shared by tlre two companies.
Source: Data in the table were provided by ttre JV in the interviews in March 1999.

able 7.6 Main Indicators of BXW's O on (1997-

t997 1998 Changes (7o)

Output (woollen
yam, tonnes)

40t.t I 264.1 -34.1

TotalSales (RMB,
r,000)

19,038.2 12,982.0 -3 1.8

Exports (tonnes) 259.61 l6l,99r, -36.9

Foreign Exchange
Revenue (USD,
1,000)

r,806.6 906.2* -49.8

Profit Amount
(RMB, 1,000)

750 -900
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As shown in Table 7 .6, all the main indicators of the JV's operation declined sharply in

1998. A RMB 900,000 loss emerged in the financial balance account, the largest loss it

had made since it started its operation. The JV had a very hard time that year. Newly

appointed general manager Song Pingping noted: o'Due to the deficiency of working

capital, we could not even pay our employees salaries and wages on time for several

successive months" (Song interview, 1999).

The main cause of the reverse was the effects of the Asian economic crisis. Although the

domestic Chinese economy was one of the few in East Asia that avoided this serious

crisis, China's foreign economic relations had been affected seriously. As over 70

percent of the fV's products were exported to overseas markets, the sharp decline of

overseas dernand imposed a much stonger pressure on the JV than on other firms.

According to Song Pingping, the Asian crisis had these effects on the JV: As a result of

the decline in demand for woollen yarn from Hong Kong buyers, the W's exports to

Hong Kong had dropped by a big margin. In 1998, manufacturing and exporting in Hong

Kong was depressed. Of five companies with which the JV had long-term supply

relations, two had closed down by October 1998, and another two had shut down by

January 1999, leaving only one operating.

In addition, while demand declined in the Hong Kong market, the supply of woollen yarn

increased with the effects of the crisis. It made market competition much more intense

and success in efforts to find new clients to replace the lost old ones was very diff,rcult to

achieve. The woollen yarn market in Hong Kong was very competitive. Beside the

Chinese wool companies, wool companies in South Korea and Taiwan also exported their

products to Hong Kong. Before the crisis, woollen yarn from Mainland China enjoyed a

prominent price advantage over its competitors, because the production costs of labour

and land were distinctly lower than those of South Korea and Taiwan. Woollen yarn

from South Korea and Taiwan could hardly be sustained in the Hong Kong market.

However, during the period of the crisis, the situation had greatly changed. Both the

currencies of South Korea and Taiwan were devalued, and only the Chinese currency did

not, so its relative value rose against the devalued currencies. Therefore, in the
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competitive market the advantage enjoyed by woollen yarn from China had weakened

considerably. Woollen yarn from South Korea and Taiwan re-entered the Hong Kong

market. Furthermore, China's domestic market for woollen yam had been in depression

for a long time in the 1990s. With the closer economic ties between the Mainland and

Hong Kong, many Chinese woollen companies had paid more attention to Hong Kong,

and were eager to enter this market. Consequently, the price of woollen yarn there had

dropped. This is why the W's foreign exchange revenue dropped even further than the

amount of its exports.

7.2.11Failure of the Canada Market Launch
As an export-oriented company, the rV exported its product almost exclusively to one

market - Hong Kong. Certainly, this market structure would impose risk on the fV,

especially as market competition in Hong Kong had become more and more intense since

the mid-1990s. After reaching a peak in 1994 and 1995, the fV's sales in Hong Kong

started to decline from 1996, although only slightly in the first two years. As suggested

by BXW's marketing manager, the main cause was that the countries of the final

destination for woollen products in North America and Westem Europe, particularly the

United States, restricted imports of textile products from China (Interview, 1999). After

buying woollen yam from BXW, the wool companies in Hong Kong processed the yam

in their woollen mills located in South China. Then the final products - woollen knitwear

- would be exported to Western countries, mainly the United States. Since the early

1990s, with the steady increase of China's exports, the deficit of the United States in the

balance of Sino-American hade had become bigger and bigger. Textiles were among the

main products, and the increasing deficit had caused the United States to impose a strict

quota system to restrict textile imports from China. Largely in this context, the JV's

exports of woollen yarn to Hong Kong became more and more difficult.

Recognising the declining trend of the JV's exports to Hong Kong from the mid-1990s,

the management team had a frrm intention to adopt a pluralistic strategy to explore new

product areas and open new markets in its long-term business development. In canying

out this business strategy the management team undertook further expansion in 1996 to

1997, with the two newly installed production lines producing woollen yarn for carpet.
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As stipulated in the JV contract, Robinson had taken charge of marketing and exporting.

Naturally, it was Robinson that had taken the responsibility for exploring new markets

and it had been confident about this task. The New Zealand partner had produced and

sold woollen carpet-yarn at its wool mill in New Zealand. Most of its product was sold in

the domestic market, but part was also exported to Canada. Based on the market

investigation done by Robinson, Canada had a strong demand for caqpet yarn that was

satisfied mainly from imports (Interview, 1999). Robinson thought that the Canadian

market for carpet-yarn would have huge potential for development. Based on this

judgement, Robinson suggested that the fV's long-term business strategy should centre

on producing woollen carpet-yarn and exporting it to Canada. The project of fixed

capital construction in 1996 and,1997 was thought the most important measure for

carrying out the long-term strategy. The completion of this expansion had added a200-

tonne capacity for the production of woollen carpet-yarn. The management team planned

to produce and export 180 tonnes ofcarpet yarn in 1998.

However, based on figures provided by BXW, the launch in the Canadian market proved

a big failure (Interview, 1999). Most of the product sold in 1998 was still woollen

knitting-yarn. Only 38 tonnes of carpet-yarn were sold in that year. The two newly

installed production lines were seriously under used - less than 20 percent of capacity

was in use. Up to March 1999 the JV had received no orders for carpet-yarn in that year.

The failure of the new market launch was one of the main causes for the reverses in the

JV's business in 1998.

7.2.12 Conflict between the Partners: Dismissal of the General Manager
In September 1998 San Huan made a decision to change the JV's management team. A

new manager, Song Pingping, was assigned from the San Huan headquarters to take over

the role of general manager. In order to make the change more acceptable to the other

two partners and the former management team, the dismissal of the former general

manager took the form of an "early retirement". According to Song, there were actually

two reasons for this change. First, the members of the management team came mainly

from San Huan, but they had violated their parent company's interests on such important
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issues as the fV's long-term development and San Huan's goal attainment. Second,

while the JV's reversal was mainly caused by the Asian crisis, poor decisions in its

business strategy were also regarded as a major reason for the JV's depressed situation in

r998.

The fV produced and sold 264.1 tonnes of woollen yarn in 1998. San Huan did not regard

the total sales as a bad result, although it was a big drop compared with the previous few

years. After all, the original designed capability was 250-300 tonnes, and the total

production and sales in 1998 were just in that range. According to the calculation of its

financial section, the break-even point of the total revenue and expenditure for the JV's

operation in the range of annual production and sales was between 250 and 260 tonnes.

However, instead of reaching a balance in its financial account, there was a deficit of

RMB 0.9 million in that year. As the new General Manager Song Pingping noted, "in

relation to the rather small size of the W, this deficit was regarded as a big amounf'

(Song interview, 1999).

According to BXW's new management team, the deficit had to be blamed on the sharp

increase in the costs of operation in 1998, mainly the payments of interest for its bank

loans (Interviews, 1999). In the expansion project which started in late 1996, although

the main machinery was gifted by the foreign parrner, the W had to erect a new factory

building and other auxiliary facilities in order to install and house it. Except for the

capital of RMB 370,000 put into the project by San Huan, all the required capital came

from a bank loan. Based on the decision made by the then general manager, the JV

borrowed cash capital of US$ 300,000r from the Bank of China. In a Board meeting,

Robinson did not agree with San Huan's suggestion of transferring its cash investment of

RMB 370,000 to San Huan's share stakes, because the transfer would cause a change of

the JV's ownership structure. The cash capital that San Huan put into the expansion

project was counted as a debt to San Huan. Thus, in order to conduct this expansion

project, approximately RMB 3 million had been added to its debt account. Together with

other outstanding amounts, the total debt had been counted at nearly RMB 10 million by

' Under the exchange rate between the two currencies, it was equivalent to about RMB 2.5 million yzan.
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1998. The re-payment for the debt and interest amounted to about RMB I million in the

single year of 1998. To San Huan, it was thus evident that the expansion project had

greatly aggravated the JV's debt burden and worsened its financial situation. Moreover,

San Huan thought that the financial situation could further deteriorate with the burden of

outstanding debt and interest, if the market situation did not improve significantly. From

this judgement, San Huan firmly considered that the expansion was a major mistake in

the strategic development of the JV. Thus, from San Huan's perspective, the dismissal of

the then general manager was regarded as the right decision to punish the responsible

person and to change the business strategy (Liu interview,1999; Song Interview, 1999).

The fV contract stipulated that the Executive Board appoint the general manager on the

nomination of San Huan. The JV had previously had changes of general manager, but as

they had never created problems among the partners, the foreign partner had not paid

much attention to these personnel issues. However, the dismissal of the general manager

in 1998 was a different situation. It at least partly resulted from his initiation of and

insistence on the expansion which was firmly supported by the foreign partner but was

regarded as "a big mistake" by San Huan (Interview, 1999), although it was based on the

perspective of the JV's own interest. San Huan had realised that the dismissal was a

sensitive issue, so that it was called "early retirement" (Interview, 1999). In spite of this,

San Huan processed the change of top manager by using its position as the dominant

partner and the holder of management control. As a result, the dismissal of the general

manager emerged as a problem between the dominant and the foreign partner.

7.2.13 Measures for Recovery from Business Depression

After altering its initial goals in the JV, San Huan was not satisfied with its progress in

achieving the new goal of gaining financial benefits. What is more, the fV's operation

took a reverse turn in 1998. In response, San Huan made the JV change the focus of its

business activities from business expansion to financial performance. In the process, San

Huan initiated a major change in the JV's management team in order to more effectively

implement the new business strategy. According to General Manager Song Pingping,

and Deputy General Manger (production) ZengQunying (Song interview, 1999;Zmg
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interview, 1999), the W had taken a series of measures to improve its financial

performance and to recover from the business depression.

The first measure was making a great effort to maintain the JV's exports to Hong Kong.

While the JV lost its long-term buyers, and faced difficulties in searching for new clients,

co-exporting had become a major measure to preserve its sales in the Hong Kong market.

Co-exporting meant that two companies combined their respective resources to export

jointly, and the benefits from the exports were shared by the two companies. [n the case

of the exports of woollen yarn, if the JV produced it, but did not get enough orders from

overseas buyers, it could take advantage of another company's marketing channels to

make exports. More than 50 tonnes of woollen yarn were exported through co-exporling

in 1998. While the financial benefits obtained through co-exporting were not significant,

it could at least make use of the JV's production capacity (Song interview, 1999).

The second measure was expanding the proportion of domestic sales within total sales,

whilst exports were shrinking. The domestic sales proportion was almost 40 percent in

the total sales in 1998, which had been much higher than the l0-30 percent of the

previous years and the largest proportion of domestic selling since the W started its

normal operation. Nevertheless, the W had also faced a strong challenge in this area.

Due to over-production, competition in the domestic market for woollen yarn had been

intense. It meant that the JV had to penetrate the market share of other companies to

expand its domestic selling. In the competition for domestic sales, the JV's advantage lay

in better qualiry, but the disadvantage was in its higher prices, caused by government

taxation policy, which exempted export-oriented companies from the Value-Added Tax

(VAT). BXW qualified as VAT-free for its exported product, but when its product was

sold on the domestic market, the VAT imposed amounted to 17 percent of the value

added to the product by the company. However, as pointed by the new management

team, VAT, which was introduced from I January 1994, was not universally applicable

for all producers (Interview, 1999). New companies, which were formed after I January

1994, were granted preferential treatment, ranging from lower VAT rates to exemption
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from this form of taxation. As a result, BXW was in a disadvantageous position in

competing with these firms in the domestic market.

The third measure was reducing the costs of production. Woollen yarn was a typical

traditional low-tech and high labour-intensive product. The most important competitive

factors in the markets both domestic and overseas were quality and price. The quality of

the JV's product was regarded as good and stable, and clients had generally been satisfied

with it. In 1998 the higher price had been seen as a distinct disadvantage. In order to

reduce production costs, the management team formulated a "Workshop Responsibility

Programme". It stipulated that workers and workshops whose production costs were

lower than the required standard would be rewarded. Otherwise, the workers and

workshops would be penalised. The programme was implemented in 1998, and brought

some positive results.

The last, but most important measure was a favourable tum of the market. The

improvement of the JV's financial performance would depend very largely on an increase

in total sales. "If the two newly-installed production lines are not put into operation and

sales do not increase, it would be impossible for the JV to fundamentally change its

financial performance" (Song interview, 1999). The recovery of overseas markets and

the increase in clients and exports would be the primary way to achieve this. In this

regard the company would rely heavily on the foreign partner, because the Chinese

partners were still not familiar with the international markets, and did not have many

export channels. Nonetheless, the signs in early 1999 were not very encouraging. Up to

the end of March, the orders from overseas buyers were for about 100 tonnes of woollen

knitting-yarn, and most orders had usually been received by that time of year.

7.3 Issues of Management and Governance Relationships in the JV

This section discusses several issues related to the management and governance of the JV

including management conhol, guanxi development, role relationship and personal

relationships.
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7.3.1 The Issue of Management Control within the JV
Among the three parent partners San Huan was the dominant parh:rer that exercised

management control in BXW. It held 60 percent of the share stakes and takes four seats

in the seven-seat Executive Board. Following San Huan's suggestion, the JV's hrner

structure was comprised of a general office, and four functional departments, with a set-

up similar to that of the Woollen Plant. ln addition, San Huan took care of the day-to-day

management of the venture. The general manager was nominated by San Huan, and most

of the members of the management team came from San Huan with only a few recruited

from outside. Neither Robinson nor the Cooperative had been assigned full-time

management roles in the JV.

Note: San Huan held another two seats on the Board.
*Chairman of the Board
**Vice-Chairman of the Board

However, it did not mean that the other two partners did not have their influence on the

JV's management, espeeially in the case of Robinson. The attitudes of the two minor

partners towards the management control were remarkably different. The Cooperative

investment (10 percent of the share stakes) was only an unused office building, so its

actual input was not very big. More importantly, its investment was not a scarce

resource. It would not be too hard for the other two partners to find a replacement for

that role. It meant that the Cooperative's bargaining power was not sffong. ln addition,

the management of a textile company was completely outside its expertise, so it would be

hard for the Cooperative to take part in the routine management. The Cooperative's

able 7. of Executive Board in MXW in 1997

Board member Parent
company

Position held at parent company

Liu
Zhongyuan*

San Huan Vice Chairman of the Board of San Huan Group, Deputy
Secretary of Communist Party Committee in San Huan.

Yang
Zhencang

San Huan Deputy Managing Director, Beijing No. Two Woollen Plant- -

a sub-company of San Huan

Heap Senior** Robinson Owner and General Manager

Heap Junior Robinson Co-owner and Sales Manager

Xie Tianming Cooperative General Manager
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interests in the JV lay in the two fields: employment of the workers and the rental income

from the leased factory buildings. "As long as the JV existed, if its personnel policy did

not change, our interests in the JV could be achieved since this was stipulated in the JV

contract" (Xie interview, 1998). Thus, the Cooperative did not need to be involved in the

day-to-day management of BXW.

There is a different story for the New Zealand partner, which chose not to send any

expatriate to work full-time. As Yang Zhencangpoints out "it is impossible for the JV to

pay the foreign partner's expatriate remuneration at the international standard [it usually

is 20 to 40 times higher than the local standard - the thesis author] because of its rather

small scale and the nature of the low profit rate in the industry" (Yang interview, 1998).

For the New Zealand partner, it was also impossible to send an expatriate to work and

live in the hardship found in a relatively remote place in the Beijing suburbs and be paid

only the local salary, pitiful by New Zealand standards. However, although Robinson

had not assigned a representative to take part in the JV's day-to-day management, this did

not indicate that the foreign partner was not interested in BXW's management control.

On the contrary, the foreign partner exercised tight control over the key functions of the

JV management, including international marketing, exporting of products and the

importing of wool. The economic rationale of the JV lies in the combination of the low

production costs of the local partners and the export channels and marketing expertise of

foreign partner. The strength possessed by the foreign partner was a critical factor for the

fV's success (Interview, 1998). As the resource input of the foreign parfner is in scarce

supply, it would be difficult to replace. This situation gave the foreign partner strong

bargaining power over the local parhrers.

As an export-oriented company in a haditional and low technology industry, the JV itself

functioned only as a processing mill. Therefore, the areas of product exports, raw

material procurement, and overseas marketing became the focus of the JV's management.

Only these management areas had been controlled by the foreign partner. The people

from the foreign partner possessed expertise in international marketing, procure wool in

New Zealand, and hold overseas selling channels, ln practice, the salespeople from
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Robinson contacted woollen-yarn buyers in the Hong Kong market, took orders from

them, and then passed the orders to the venture in Beijing. The Robinson sales people

negotiated with overseas buyers on all the issues including price, amount, specification,

quality requirement, and the date and venue of commodity delivery. The functions of the

JV's Marketing and Sales Department mainly focused on the domestic market. As for

overseas selling, its task had been limited to organising the delivery of the product

according to the requirement of buyers as passed on by the salespeople from the New

Zealand partner. [n wool purchasing, the JV informed the foreign partner of how much

wool needed to be imported according to the total orders it received. The foreign partner

was fully in charge of the whole process of procurement, under the condition that the

price for the imported wool was not higher than the average price in the international

wool market

In addition to the fields of selling, purchasing, and marketing, the foreign partner also

exercised its influence on other issues of management and business strategies wherever it

thought it important, in such issues as major personnel decisions, W development

strategies, and the distribution of business profits. On all these issues, the foreign partner

would present its suggestions and opinions at the Board meetings or on other occasions,

whenever it thought it necessary. As a family-owned company, its owners visited the

venture several times each year. "Mr. Heap Senior comes to Beijing to attend the Board

meeting once, or, sometimes twice a year. Mr. Heap Junior visits the venture to report

the marketing situation and also to inspect the ventureos operation about once every three

months. The W covers their expenses while they are staying in Beijing" (Yang

interview, 1998). The difference of opinion on some issues had even led to conflicts

between the two main partners (The details will be discussed in later sections of this

chapter). As for the routine management of production and human resources, the foreign

partner did not want to be involved too much, because it was not greatly related to its

interests in the JV.
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7.3.2 Significance of Guanxi-based Relationships for Development of the JV

7.3.2.1The Guanxi Network of Cooperative and its Role in BXW's External
Relationships

BXW was basically a new venture although it was built on the existing factory buildings

from one of its partners. Moreover, the JV site was located in a village in Huairou

Countyl, one of the suburb counties in the Beijing municipality, and out of the range of

the existing business links of the Chinese dominant partner, Thus, executing negotiations

and co-ordinations with the local authorities and other transaction related agencies

became an important issue in the W's formation and development. In preparing the

formation of the JV, the executives from the Woollen Plant seriously considered this

issue and invited the Cooperative to join the partnership as a local partner, after

consulting with the foreign partner. Due to the joining of the Cooperative, the demand

for venture capital for the JV formation was reduced, since the land and factory buildings

were taken as venture capital invested in BXW by the Cooperative, rather than being sold

or rent to the fV. What is more important, the joining of the local partner greatly helped

the JV's formation and operation by building up connections with local authorities and

other agencies.

As a minority partner in BXW, the Cooperative owned only 10% of the share stakes and

was not involved in the JV's management. However, the Cooperative represented the

local government of Huairou Township. The township government and the Cooperative

shared the same organisational body. This was quite a common phenomenon in the

organisational form of the primary level of China's local government regime and was

called "two organisational brands, one organisational body". This organisational stafus

enabled the Cooperative to play an important role in dealing with various issues related to

the fV's extemal relations. Labour supplies were one such issue. All the operating

workers of BXW were recruited among the local residents who were also members of the

Cooperative. As BXW's production manager described it, with the help of the

Cooperative, the JV did not need to go through the lengthy process of bargaining and

' There were five levels in China's administrative regime, including the central, provincial, municipality
(prefecture), county, and township. However, in the case of municipalities directly under the central
government such as Beijing and Shanghai, the prefecture level did not exist.
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negotiating over the worker recruitment with the local government agencies, such as the

Bureau of Labour, and also did not experience much difficulty in the recruitment and

training of workers. Moreover, throughout the expansion period of the JV's production,

the demand of the BXW for workers was unstable and seasonal workers were needed

from time to time (Interview, 1998, 1999). Thanks to the existence of a big pool of

Iabour supply in the Cooperative, it was also relatively easy to hire seasonal workers,

More importantly, the key figures of the Cooperative, such as the Xie Tianming who was

the BXW Board member representing the Cooperative, also served as officers in the local

governmental body of Huairou Township. After living and working locally for many

years as local residents, these people built up broad relationships (so-called guanxi) with

some crucial persons in various governmental agencies of Huairou County. These links

proved very useful for the W in dealing with its external relations with companies in

monopoly industries, such as energy supplies, and some quasi-govemmental agencies,

such as the environment protection department, and the fire fighting and control

department (Yang interview, 1998; Xie Interview, 1998).

As discussed in Section 7.2.3, BXW experienced a sharp expansion of production and

sales in the early 1990s. This expansion brought a dramatic increase in demand for

electricity. Moreover, the expansion of production was not very stable, since it was

mainly conditioned by the export orders and the latter were not that regular. In a very

tight environment of power supply, given the high demand for power triggered by the

rapid economic grou'th for this period and the prolonged shortage of electricity in China,

the power supply in the suburb counties was much more difficult than in city districts in

Beijing. With the help from people in the Cooperative who had good guanxi in the

Bureau of Power Supply in Huairou County, power supply to BXW was named in the list

of privileges over other manufacturing companies. This was due to the argument that

BXW was an IJV with foreign investment and was helpful for prospering the local

economy, while also earning foreign exchange for the country. As a result, electricity

supply did not become a big factor in restricting BXW's production throughout the whole

period of the early and mid 1990s, except for difficulties with the equipment and the
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capacity of power distribution (because of these difficulties, BXW built its own power

distribution house in the mid 1990s).

As a woollen processing mill, fire prevention and environmental protection became

concerns, and the JV had to deal with the agencies of fire fighting and control an<j.

environment protection for reaching the specified standards and for undergoing regular

checks. These dealings could be very troublesome for companies and sometimes

comrpted officials in these agencies would deliberately make things difficult. In the

event that case any conflicts emerged from these dealings, a company's production would

suffer. Under these circumstances, if the managers of a company had built guanxi with

the right people in these agencies, things would be much easier. According to the

production rnanager of the JV, at least partly because of help from the guanxi network of

the Cooperative, BXW maintained smooth and cooperative working relation with these

agencies (Interview, I 998).

7.3.2.2 BXWns Own Guanxi Development and Its Importance
As time went on, BXW also built up its own guanxi network with its transactionally-

linked companies and with other organisational agencies through iterative interactions.

One example is its relationship with the local branch of customs. BXW's operation was

closely related to exports and imports as almost all of its raw material - wool - was

imported and most of its products - woollen yarn - were exported. Thus, BXW had a

close working relation with the customs branch. According to China's import

regulations, wool was one of the products which were subjected to tight import control,

and a high tariff rate was also imposed on wool imports. Since BXW's business was

categorised as "processing and exporting" - processing the import raw material and then

exporting the products, wool imported by BXW was exempted from any import duties

under the condition that all products from the imported wool would be exported.

However, the customs procedure for the import of raw material and exports of products

under the "processing and exporting" category was quite inconvenient for the involved

companies. In order to prevent smuggling under the name of "processing and exporting"

and over-importing, the whole process was carried out as follows: a company takes an

order from an overseas client and then arrange imports of raw materials based on the
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volume of the order, following certain ratio between imported material and exported

products (in the case of imported wool and exported yarn, the ratio was 1.2 : I by weight,

namely a company must export I kg of yarn for every I.2kgof imported wool); after

processing the imported materials, all products generated from these material must

completely exported. Strictly following this procedure, the whole process from taking

orders, arranging imports, processing the materials, to exporting the products must be

completed within a period of six months, and the imported raw materials for one order

could not be used for generating products for another order. As complained about by the

production manager of BXW, this procedure was extremely troublesome for the involved

companies. It would impose great difficulties on the production, and the operation

routine would be intemrpted or even stopped, since orders usually do not come evenly

(Interview, 1999).

However, BXW's experience indicated that this complex procedure could be significantly

simplified as a trustful relation was built up between the company and the customs

branch through iterative interactions. BXW kept good records of the export products

generated from imported wool for several consecutive years, and these records made it an

honest and trusted company in complying with customs regulations for the "processing

and exporting" category. As a result of the on-going interactions with the customs

branch, a good relationship was established and the complex customs procedure was

greatly simplified. Instead of applying the regulations in every exporl order, BXW could

freely import wool of any amount it needed as long as it could guarantee the export

woollen yam under the stipulated ratio of exporting I kg of woollen yarn after importing

l.2kgof wool. The customs branch would settle the accounts of imports and exports

with BXW once a year instead of for every export transaction. This simplification greatly

benefited BXW, as it no longer needed to waste its resources on going through the

overly-elaborate bureaucratic procedure, and more importantly, its production routine

would not be intemrpted.

It is interesting to note that the organisational trust shown in the customs example might

be interrelated with the personal tnrst built up through individuals' guanxi network. After
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serving for many years in BXW, Yang Zhengcang was dismissed from the General

Manager position under the guise of early retirement at the end of 1998 and Song

Pingling was assigned from San Huan Headquarters to take over. She was surprised and

very annoyed to find out that customs control over wool imports was suddenly tightened

up (Interview, 1999). BXW was required to return to the old "processing and exporting"

procedure of imports and exports. She went to the customs branch personally to deal

with the issue but was told that the tightening on import control was a new measure after

the Asia financial crisis.

ln BXW's experience,the guanxi network based on personal relationships and trust also

played a big role in gaining funding support from financial institutions. This role was

clearly manifested by the former general manager's successful effort in gaining access to

a bank loan to finance BXW's ambitious expansion project in 1998. In the late 1990s the

commercialisation process of China's state-owned banks was still far away from

completion. As described by the new general manager Song Pingping, business

operations of the leading banks were still under the strong control and influence of both

central and local governments up to the late 1990s, so that these was a clear division for

the business scopes of the four leading Chinese commercial banks - the Bank of China,

the China Industrial and Commerce Banlg the China Construction Bank, and the China

Agriculture Bank (Interview, 1999). For example, the Bank of China specialised in the

businesses related to transactions involving foreign exchange and foreign trade, and the

China Industrial and Commerce Bank was assigned to deal with the transactions from

companies and institutions in the sectors of manufacturing and services in urban regions.

Following this division of business areas among the leading commercial banks, BXW

processed its export and import transactions through Bank of China, and processed all

other transactions, such as bank loans for circulating and fixed capital, through the China

Industrial and Commerce Bank. Obviously, under these circumstances BXW should

have approached the China Industrial and Commerce Bank in its efforts to gain financial

support for the proposed expansion project. However, Yang approached the Bank of

China for financial help to fund this expansion project and successfully gained a bank
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loan amounting to US$300,000. As he explained during an interview in early 1998, the

Bank of China was more approachable since BXW was a long term client of the bank and

a trusting relationship had been built up both between the two institutions and between

the relevant people in the institutions (Interview, 1998). Moreover, BXW's position as a

long-term and stable eamer of foreign exchange for the bank enabled it win the favour of

the bank issuing a bank loan. According to the finance manager of BXW, the JV did not

approach the China Industrial and Commerce Bank, because its Chinese parent firm -San

Huan - was not happy with the expansion project (see section 7.2.9 for more details) and

San Huan was able to influence the involved bank branch against issuing the bank loan

for the project (Interview, 1999). On the other hand, the management team under Yang

developed a good relationship with the relevant branch of the Bank of China. In an

interview with the new General Manager in early 1999, Song made her comments on the

bank loan for the project. In her opinion, this particular bank loan relied too much on

personal relations so that she even suspected that there might comrption be involved. As

she asked: "Why was the loan issued in US dollars, rather than in renminbi? Anyway, the

money was used within China." (Interview, 1999)

It is evident that there are some significant differences regarding the explanations for this

bank loan from different individuals involved. However, in spite of the differences, one

thing that is clear is that all these explanations reflected the same fact that the personal

relations played an important role in gaining this bank loan.

7.3.3 Interpersonal Relationships and Role Relationships
The present study focuses on the W network relationships that are demonstrated in

organisational behaviour. However, JV network relationships can only emerge, develop,

evolve, and dissolve over time through the activities of the involved individuals/groups in

their role relationships. Thus, interpersonal relationships between the individuals of the

involved organisations, which are developed through on-going interactions based on the

role relationships, will have an effect on the JV network relationships. In relational rather

than legal and institutional oriented societies like China, this effect is more likely to

occur.
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7.3.3.1 The Role of Personal Relationships in the Formation of BXW
As described in Section 7.1.2, a particular individual - Fang Ming, the expatriate of the

New Zealand-China JV in Christchurch from the Woollen Plant - played a crucial role in

the formation of BXW. This role arose out of his openly-stated mission as a Chinese

expatriate in the FV. However, after working in the Woollen Plant for over twenty years

and serving as a senior manager in the company, this individual had a thorough grasp of

the strengths and weaknesses of the company, as well as its strategic direction in

responding to the new competitive environment. Knowing the downsizing intention of

Robinson while visiting this Christchurch-based New Zealand company, he noticed the

potenfial value that the strengths of this New Zealand company in the experience of

international business and marketing channels could have for the company for which he

had worked for many years back in China, and initiated the suggestion for forming a JV.

What appeared more important is why this individual was willing to commit his efforts to

gathering the relevant information and making such an important suggestion for his

previous employer and how the Woollen Plant evaluated this information about the JV

possibility and evaluated Fang Ming's suggestion to catch this opportunity. In this

regard, Fang's long-term working experience in the Woollen Plant and the interpersonal

relationships with the management team developed through his experience seemed to be

the key factor. As pointed out by YangZhengcang, the former general manager of BXW,

when Fang Ming was assigned for the mission in Christchurch, he was not working for

the Woollen Plant, as his personnel filer was shifted to the Beijing Municipal Bureau of

Textile Industry. That is to say, it was Fang Ming's past experience and his good

personal relationships with his former colleagues, plus the possible future connection

with the company, that led to the obligation on his part to gather the important

information and to initiate a suggestion for the company, although he neither represented

the Woollen Plant as an expatriate in the Christchurch fV, and nor did he have the

responsibility to seek a JV opportunity for the Woollen Plant in his mission to New

' In China's personnel administration system, there was a personnel file for every employee employed by
the state, and this file was kept by the work unit of the employee. lf the employee changed his/her work
unit within all the work units in the public sector, the personnel file would be transferred to the new work
unit.
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Zealand. On the other hand, it was also the personal relationships and personal tnrst

based on Fang Ming's past experience in the Woollen Plant that made the management

team value his information highly and adopted his suggestion for initiating the JV project.

It could be said that the accidental event of Fang's visit to Robinson in Christchurch led

to the formation of BXW. However, this event clearly illustrated how the personal

relationships developed from role relationships could greatly affect important actions

taken by organisations in China.

7.3.3.2 Significance of Personal and Role Relationships in the Conflict regarding
BXW's Expansion Project in 1997

As described in Sections7.2.9 and7.2.12, BXW's expansion project in 1997 had a

significant influence on both the JV's financial performance and the network

relationships, so that it triggered the change of the JV's management team and affected

the evolution path of the JV. It could be seen that personal relationships and role

relationships interact with each other and then jointly affect the emergence, evolution,

and dissolution of the conflict.

The expansion project was initiated by the gifting of machinery and equipment for two

production lines to BXW from its foreign partner Robinson. This initiation gained strong

support from BXW's management team, but San Huan, the dominant Chinese partner,

held a very critical view of it. As discussed in Section 7.2.9, the different attitudes

among these involved parties reflected the different interests of these organisational

entities. The fact that the W management team acted against its parent company on this

important issue also signalled that it was struggling to gain management autonomy from

the parent companies.

What is more important, through this event it can be seen that the activities of individuals

and their personal backgrounds and experiences played a big role in the organisational

behaviour, if this particular event is investigated at the level of the involved individuals.

First, through the on-going interactions between the JV management team, centred on

General Manager Yang Zhengcang, and the foreign partner, a trustful relationship was
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gradually developed. This trustful relationship was reflected in the descriptions by the JV

management team of the supply of woollen machinery to BXW by the foreign partner in

1988 and 1997 respectively.

Regarding the machinery provided in 1988 when the JV was formed, Yang said: "It was

evident that the value of the machinery was over-estimated and over-charged, and the

actual value would be much less, given the fact that the second-hand machinery was too

old" (Yang interview, 1998). It was only because "the Chinese side highly valued the

foreign partner's linkage with intemational buyers of woollen yam and was keen to form

the JV at that time, so that we made a large concession to the foreign partner" (Yang

interview, 1998). Regarding the machinery gifted to BXW by the foreign partner, the

Deputy General Manager (production) said: "The condition of the machinery was much

better than (that of) the previous two lines...the partner suggested gifting it to the JV, and

even offered to cover the transportation costs of ocean shipping, in order to further

expand the venture's capacity" (Interview, 1998). The change from over-charging at the

JV's formation in 1988 to gifting for the expansion project in 1997 demonstrated the

change in the foreign partner's attitude towards the JV, and the attitude change then

reflected its tnrst in the fV management team, especially the General Manager Yang

Zhengcang. On the side of the JV management team, the gifting of the machinery

showed the commitment and confidence of the foreign partner in BXW, and also

represented goodwill towards the JV management team. Thus, the management team

should also show its commitment to the fV and its goodwill towards the foreign partner.

As Yang Zhengcang said, "There were conflicting opinions inside the Chinese partner as

to whether BXW should accept the gifted machinery from Robinson, but I maintained

that we should accept it" (Yang interview, 1998).

Second, the conflict over the BXW expansion project in 1997 between the JV

manag€ment team and its official Chinese dominant parbrer - the San Huan Group -
could be better understood in the context of a senfiment of distrust between the two

groups of people on the JV management team on the one side and the San Huan

Headquarters on the other. The origin of this sentiment could be traced back to the
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governance regime of China's SOEs in the old centrally-planned economy. Under this

regime, all the SOEs were subjected to relevant governmental bureaus according to the

industries they belonged to. Traditionally, the relationship between a governmental

bureau and its subordinate SOEs was a thorny one and was described as the relationship

between a "mother-in-law" and a "daughter-in-law" in Chinese extended families. San

Huan was transformed from the Beijing Municipal Bureau of Textile Industry in the early

1980s and the Woollen Plant was one of its subordinate SOEs. Until the end of 1998, all

the members of BXW's management team came from the Woollen Plant. This group of

people felt uneasy regarding San Huan's taking over from the Woollen Plant as the

Chinese dominant partner. Inherited from the organisational culture of the Woollen

Plant, was the BXW management team's distrust of the people in San Huan regarding

their practical ability to manage businesses. As a BXW manager complained, "San Huan

is not a real company, and it is actually afanpai companyl. The people there are still

bureaucrats. They can only give administrative orders and know nothing about the real

business" (Interview, I 998).

7.3.3.3 The Personal Relationships behind the Change of JV Management Team at
the end of 1998

Following a series of difficulties triggered both by the Asian financial crisis and the

unfortunate timing of expansion project in 1997-1998, the Chinese dominant partner

initiated a dramatic change in the JV management team, assigning Song Pingping to

replace the former disobedient general manager. As stated by Liu Zhongyuan, Chairman

of the Board of Directors, who was representing San Huan and served as Deputy

Secretary of San Huan Committee of the Chinese Communist Party, the change in the JV

management team aimed both to improve the JV's financial performance and to

strengthen San Huan's contol over the management of the IV (Liu Interview, 1999).

As discussed in7 .2.13, the new general manager initiated a series of measures to

overcome the difficulfies facing BXW both from the effects of Asia Financial Crisis and

the financial hardship brought about by the bad timing of BXW expansion project. The

I Fanpai in Chinese literally means to change into another name or brand without any change in substance.
Fanpai company as a term was used to describe the phenomenon in the enterprise reform during the 1980s
in which the many governmental bureaus at various levels were transformed to limitedliability companies.
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market reorientation and the new reward system aimed at expanding the seriously

decreased sales and at improving JV financial performance. On the other hand, these

measures also showed a change of direction for BXW's strategic development, thus

signalling a reduction of the JV's over-dependence on the foreign partner regarding

marketing and sales channels, and thus serving as an enduring consolidation of San

Huan's control of the IV. In the meantime, the new general manager also initiated an

important adjustment of the whole JV management team. Most notably, the deputy

general manager (production) in Yang's team was sent back to the Woollen Plant, and a

new deputy (Zeng Qunying) was promoted from another of San Huan's subordinate

companies to replace him. Obviously, the change of BXW's management team was a

crucial measure in establishing the authority of the new management team, since it served

both to eliminate open or covefi resistance from the old guards of the former management

team and to weaken the influence from the Woollen Plant.

Behind the change of JV management team, some personal relationships were also

involved. In conhast to the previous general managers, Song came directly from San

Huan Headquarters and did not have any working experience in either the Woollen Plant

or BXW. Such a background ensured for San Huan that the new general manager would

be more loyal to San Huan, rather than to the Woollen Plant or the rV itself. Moreover,

this individual had a long working history in the San Huan Headquarters and its

predecessor the Beijing Bureau of Textile Industry. Her previous position was the

Chairman of the Union of San Huan Groupl. Through this personal background the new

general manager built good personal relationships with the key people of San Huan, and

was also regarded as a trustworthy person to assign the task of taking over the key

management role in BXW and ensuring San Huan's control on the W.

t There were no independent union organisations in China. The union organisations could be divided into
two types. One was hierarchically formed along with levels of central and local governments and served as

a form of quasi-governmental agency, and the other was formed in companies or other instifutions as a part
of the management body.
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7.4 Concluding Remarks

The case study of BXW shows that the measurement and the determinants of IJV

performance is a cornplex issue. I\4easurement of IIV performance, using the method of

perceived satisfaction of goal attainment, involves the perspectives of different IfV
players and the dynamic change of goal settings of the various IJV players. Network

relationships within an LIV both at organisational and interpersonal levels impose their

influence on the performance through the on-going interactions. Such a dynamic and

interactive picture as shown in the IJV of BXW provides rich material with which to

study perfofinance and network govemance within IfVs. The next two chapters will

address these research questions through three theoretical goal models, using the

empirical findings from the case study presented in this chapter.
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CHAPTER EIGIIT
IMPLICATIONS OF TIIE BXW CASE STUDY FOR THEORY.

BUILDING

The previous chapter presented empirical findings generated from the second stage of the

study, including the main events and issues in the history of BXW's evolution and

development, and also the main changes in the economic environment in which BXW

operated. Chapter Eight serves as a bridge between the empirical data and the theoretical

creation in this study, Supported by the empirical data described in the previous chapter,

this chapter draws out the implications of the BXW case study to provide a basis for the

theoretical building and creating which is to be conducted in the next chapter. This

chapter contains four sections. The first three sections analyse respectively the BXW

case in terms of network governance and performance in regard of the attainment of

partners' initial goals, the attainment of partners' changed goals, and the interaction of the

different goals pursued by the partners and the JV itself. The last section discusses the

evolution path of BXW as driven by the JV network relationships, and the goal pursuits

ofpartners and fV itself.

8.1 Implications of the BXW Case for the Perceived Attainment of
Partners' Initial Goals

In following the research questions regarding the attainment of partners' initial goals, as

formulated in Chapter Three (see 3.2.1), the implications of parfners' attainment of initial

goals drawn from the BXW case are presented around the four dimensions as follows.

o J[ formation and initial conditions;

o Trust building and conflict resolution;

o Partners'assessment in terms of initial goal attainment; and

o lnfluence of goal attainment on subsequent behaviour.

8.1.1 Formation of the Initial Condition in BXW
In the BXW case, the foreign partner was a small family business. To a great extent its

involvement in BXW was a passive event, a result of its business connections with a

Chinese expatriate. As described in the previous chapter, the initiative for BXW came
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from the JV network connections of the Woollen Plant in New Zealand. A particular

individual (Fang Ming) had built up his connections (guanxi) with business communities

in New Ze,aland, and had built the interpersonal relations with the executives in both the

Woollen Plant and San Huan. These interpersonal relations proved to be the crucial

factor in matching the potential partners together for the formation of BXW.

Moreover, the organisational networks of the parent firms also played a crucial role in the

formation of BXW. Each partner parent as an established company had built up its own

business connections before entering the JV. Two of them had acquired network

experience in international business. Despite its small scale, Robinson had been involved

in the exporting business for a long time, and had successfully constructed an extensive

business network in the marketing, purchasing, and selling of wool and woollen products.

Furthermore, because the buyers of its products had come predominantly from Hong

Kong, long-term business dealings with Hong Kong Chinese had helped cultivate an

understanding of Chinese business practice. Although San Huan did not have much

involvement in international business, the core members of its management team who

were involved in forming BXW had had experience of IWs. Most of them came from

the Woollen Plant, and some of them had been engaged to some extent in the Sino-New

Zealand JV in New Zealand. Of those involved, some had even worked as Chinese

expatriates in New Zealand. The experience of business networking on both sides had

also smoothed the process of negotiation and played a significant role in setting the JV's

initial conditions.

Negotiation between parent companies and the formation of a JV are the stages in which

the initial conditions are formulated. The interactions between partners determine what

the initial conditions will be in the proposed JV.

The three partners engaged in BXW had three different sets of initial goals. The foreign

partner's sole purpose was to gain economic benefits, both in the short term - selling its

second-hand machinery, and the long term - making profit from its investment. The

Cooperative hoped to create jobs for its members, and also to obtain economic benefits.

236



In contrast, San Huan did not have making profits as its initial goal. Instead, its priorities

lay in other strategic considerations, such as acquiring experience in attracting foreign

investors, earning foreign exchange, and getting access to expertise in international

business, especially international marketing. The diversity of the parfners' initial goals

would influence the interactions between them.

It is evident that there was strong complementarity in the partners' resources in BXW.

The efficiency of the fV derived from the incorporation of the foreign partner's expertise

in marketing and export channels with the local partners' advantage in low production

costs. The business functions of the fV fell into two categories - production on the one

hand, and marketing and selling on the other. These two functions were relatively

independent of each other in BXW, and were separately managed by the two main

partners - Robinson and San Huan. The management routines for production as well as

marketing and selling were borrowed from the respective parent companies, The

organisational stmcture was largely copied from the dominant partner, and the foreign

partner did not assign expatriates to participation in the daily production management.

Although this organisational arrangement was likely to reduce the interplay between the

partners, it also helped reduce the organisational politics and bargaining activities, and

thus favoured an increase in the effrciency of the management in future decision-making.

The legitimacy of the Cooperative as a partner in BXW lay in its business networks with

the local business community and the interpersonal relations @uanxi) possessed by its

executives with local government agencies. [n order to tackle the potential difficulties

arising from a lack of necessary business networks and interpersonal relationships in a

relationship-oriented community, the executives from the Woollen Plant in charge of
establishing BXW decided to invite the Cooperative to join BXW as a partner. The

Cooperative shared the same organisational body with the local township government and

thus had extensive connections and relations that could facilitate or hinder business

transactions at the local level. The rapid expansion of BXW's businesses in the early and

mid 1990s proved the value of the network relations from the Cooperative in gaining

stable access to locally-scarce electricity, facilitating the recruitment of labour force, and
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coordinating external relations with local government and/or semi-government agencies

on issues such as fire control, environment protection, and security.

8.1.2 The Effect of Initial Conditions on the Interactions between the Partners
Doz (1996: 75) suggests that "the initial conditions play a key role in fostering or

blocking leaming" in strategic alliances. This view is also true when applied to Sino-

foreign IJVs. The initial conditions established in its first stage will affect the activities

of partners' leaming, trust building, conflict resolution and other interactions.

During the negotiations to shape the JV, the foreign partner over-charged for its

machinery, setting a price much higher than its actual value. It intended to invest only

half of the total value in the JV, and demanded payment in foreign exchange cash for the

remainder. Although the foreign partner was not very confident of the future and held a

hidden motivation (selling the second-hand machinery), the dominant Chinese parftrer

decided to meet the demand. Thus, the major Chinese partner showed its sincerity and

faith in the partnership. This event is typical of a partnership in positive evolution. It

enabled Robinson to ascertain the strength of the Chinese partners' desire to cooperate

with a foreign investor, and facilitated the process of trust building. Afterwards, the

foreign partner felt at ease with having no direct involvement in the day-to-day

management, leaving this to the Chinese partner. This management arrangement was

significant for the fV's later development. It not only considerably reduced

organisational politics and management conflicts triggered by cultural differences, but

also effectively minimised the management costs, as the salary level for foreign

expatriates is usually 20-40 times higher than that of their Chinese counterparts in the

same venture.

The events occurring in the early stage of evolution also had a significant impact on the

foreign partner's later behaviour. With the rapid growth of production and exports in the

first half of the 1990s, Robinson was very enthusiastic about an expansion of capacity,

and suggested selling to BXW the machinery for another two production lines. When

San Huan expressed its hesitation with the expansion project, and was reluctant to buy the

machinery, Robinson offered to gift the machinery to JV, and even suggested its
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readiness to cover the expenses of ocean transportation and installation. Through these

offers, the foreign partner showed its commitment to the JV and its willingness to bring

in the resources necessary to further develop its capacity, regardless ofcontractual

agreements. Although the main cause of the foreign partner's offer stems from its own

satisfaction with its goal achievement in the venture, and its confidence in the venture's

future performance, there is no doubt that the trust given to the dominant partner and the

confidence in the management of the JV enhanced its willingness to make the offer.

8.1.3 Partners' Perceived Satisfactions with the Initial Goal Attainment
As suggested earlier, the measurement adopted in this study for JV performance is the

perceived attainment of initial goals. The Static Goal Model examines to what extent the

fV's operation reached the initial goals set up by the parent partners, and how the

partners perceived the quality of managerial relationships both at organisational and

interpersonal levels.

As described in the previous chapter in the BXW case, through the rapid growth of both

production and exports, the three partners had basically achieved their initial goals, and

thus they generally felt content with the JV's performance. However, as the initial goals

between parfners diverged, their goals were attained in different ways. When the JV was

established, Robinson sold the machinery dismantled from its own woollen mill, and got

paid in cash for half of the value. More importantly, after the struggle to survive in the

first two years, Robinson gained considerable brokerage income from its capital

investment in the venture. It meant that the foreign parfner could accomplish its long-

term goal since the JV could be expected to bring it annual financial benefits. Although

San Huan had also been satisfied by the attainment of its initial goals, its situation was

different from that of Robinson. Among the four initial goals, two - gaining exporience

in cooperation with a foreign partner and earning foreign exchange through exports - had

been fully accomplished. One - getting stable access to imported wool from New

Zealand - was crossed off from the goal set because it lost its validity. And the other -
obtaining expertise in international business - proved difficult to achieve under the JV

management structure.
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8.1.4 Influence of Perceived Attainment of Initial Goals on Partners' Subsequent
Behaviour
At any time in a JV's operation, the parent partners may assess the likelihood of

achieving their goals, or measure the extent to which the goals have been achieved. This

assessment or measurement will determine their satisfaction. and will have an influence

on their subsequent behaviour.

Robinson was passively drawn in, and did not have strong confidence in the

accomplishment of its long-term financial goal. Thus, its actual commitment of resources

was not big. They even demanded the payment, in cash, of half the price of its over-

valued machinery, despite the knowledge that this would impair the W's effectiveness by

creating the difficulty of operational capital shortage. However, when the JV showed a

strong growth hend and brought the foreign partner quite impressive annual financial

benefits considering both its company scale and investment in the venture after the

hardship of the first two years, the behaviour of Robinson changed significantly. The

focus of its expectations shifted from short-term financial benefit gain to long-term profit

making based on its investment. Therefore, Robinson actively supported the various

capital construction projects conducted after 7992. [n order to overcome the shodage of

investment funds, the foreign partner was quite willing to retain almost all the profits

within the JV, instead of distributing them to stakeholders. Moreover, to facilitate further

expansion of the JV's capacity, it repeatedly offered to gift the machinery for another two

production lines. The commitment of resources beyond the contracfual agreement was

prompted by satisfaction with the perceived goal attainment and an optimistic view of

goal attainment in the future. The experience of Robinson in BXW in the first half of the

1990s indicates that a perceived satisfaction of goal attainment would prompt the partner

to adopt an actively positive attitude and behaviour towards the JV.

Researchers argue that one of the main items in a parfner's assessment of an alliance is

the fairness between the partners. If any temporal imbalance is judged as violating this

equity, some corrective action is required to restore it (Arino & de la Torre, 1998; Doz,

1996). However, the evidence from BXW shows that, in the assessment of a JV
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relationship by a partner, goal attainment appears to have more significance than the

equity condition between partners.

From the view of San Huan, the dominant partner of BXW, there was a considerable

imbalance of equity between the foreign and local partners in terms of the commitment of

resources and the distribution of financial benefits. San Huan held 60% of the stake, and

its actual stake share would have been evan higher, were it not for the over-priced

investment in kind by the foreign partrer. In spite of this, San Huan had gained little

financial benefit because the JV distributed hardly any dividend to its stakeholders, while

the foreign partner was rewarded financially in the form of brokerage. Nonetheless, the

inequity in dishibution of financial benefits between the partners did not lower the

dominant partner's expectation of and commitment to the W. San Huan initiated the

continual capital construction in the early 1990s, and it was the managers from San Huan

who organised the construction. When the expansion projects faced the problem of a

funds shortage, San Huan again made the funds available for BXW, taking advantage of

its network connections in the Chinese economic system. San Huan's behaviour was

based upon the assessment of its perceived attainment of the initial goals and/or the

likelihood of goal attainment in future. All of San Huan's initial goals were non-

financial, and as long as San Huan could achieve these non-financial goals assigned to the

W, it would not pay too much attention to an imbalance in the distribution of financial

benefits.

On the other hand, when in the mid 1990s Robinson offered to sell the machinery of trvo

other lines at a much lower price, or even gift the machinery to the fV, San Huan

repeatedly declined the offer, although this offer would help restore the equity. The

explanation of San Huan's response is also based on its perceived goal attainment.

Unlike financial goals, which can be long term and be constant achievements at various

stages, most of San Huan's initial goals existed only in the short term. Once they were

fulfilled, they could lose importance for the partner and be dropped from its goal set. As

the significance of BXW for San Huan lesbened in the mid-1990s and as San Huan also
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felt that it had failed to accomplish its goals at that moment, it was no longer interested in

the expansion of capacity.

The perceived goal attainment also has a significant influence on a partler's subsequent

behaviour outside the JV. Through the relationship with a foreign partner in BXW, San

Huan gained experience in dealing with foreign investors. This experience played a

central role in San Huan's business strategy on a larger scale - the attraction of more

foreign investrnent, and at least partly led to the engagement in four other Sino-foreign

JVs in the first half of the 1990s.

8.2 Implications of the BXW Case for Partners' Goal Succession and the
Attainment of the Changed Goals

In referring to the research questions regarding partners' goal succession and the

attainment of changed partner's goals formulated in Chapter Three (see 3.2,l), the

implications of partners' goal succession drawn from the BXW case are presented around

five dimensions.

r Change in partners' goal sets and conditions for change;

r Change of JV partnership caused by changes in initial goals;

o Dynamics of W network relationships related to changes in partners' goal sets;

o Assessment of achievement in terms of changed goals; and

o Conflict resolution and goal achievement.

8.2.1 Changes in Partners' Initial Goal Sets

Among the three partners of BXW, the Cooperative was a minor stakeholder, and was not

engaged in the day-to-day management. As a passive partner, it had also not changed its

initial goals.

There had not been significant change in the initial goals of Robinson but the foreign

partner had shifted its focus from the short-term goal (selling machinery to the JV) to the

long-term goal (gaining financial benefits from its investment) in a subtle way. Robinson

showed opportunism to some extent during the formation stage of BXW. It charged an
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unreasonably high price for its second-hand machinery, and even demanded that half of

the value be paid in cash in foreign exchange. This was a typical action of short-term

behaviour, as it was inconsiderate towards the JV's long-term interest. However, thanks

to the rapid expansion of production and saleso Robinson felt very satisfied with the

attainment of its long-term goal. The experience of goal attainment led to placing more

attention on the long-term goal. In order to achieve this goal, Robinson supported and

even actively advocated the various expansion projects.

The biggest change took place in San Huan's initial goal set. As described in the

previous chapter, among the four initial goals, some were achieved completely, and some

were dropped from its goal set either because they proved unachievable in a changed

environment, or because they became less important for the partner. In the meantime, a

new goal was added to the goal set. There were several factors leading to the change of

San Huan's initial goals. One was San Huan's experience of goal attainment in the fV.

One goal (gaining experience in dealing with foreign investors) was successfully

achieved and as it had become an unsustainable goal, it was dropped from the goal set.

Another factor causing the goal change was the change in the economic environment.

Due to the reform in the control system of China's imports and the change in the

domestic market for woollen products, San Huan no longer needed to use the JV as a

means to access imported wool. Thus, the goal of "getting access to high quality wool

from New Zealand" was dropped. With the reform of China's foreign exchange control

system in early 1994, enterprises no longer needed to take the goal of "earning foreign

exchange" as a major business goal. The last factor was the change in San Huanns

business strategy. Due to the reform of China's state-owned-enterprises, financial

benefits had become increasingly the prime objective for most SOEs. Against this

background, San Huan made financial benefit a main goal to be achieved in the JV.

8.2.2 Change in Partnership Caused by Changes in Initial Goals

Observation of the evolution of BXW indicates that the changes in partners' initial goal

sets lead to changes in both the pattern of interdependency between the partners, and the

nature of the partnership.
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From the formation of the W until the mid 1990s, the initial goals of the partners

appeared very different. However, since their differing goals did not conflict, the

difference had not impeded the functioning of synergy. The foreign partner's capital

investment was thought quite small, but this partner's advantage in invisible capital had

made up for this. Using the JV as a medium to achieve their goals, the partners combined

their respective advantages. All the parlners had been satisfied with their goal attainment.

At this time, although San Huan was keener than Robinson to form the JV, the partners

were dependent on each other in the relationship. As a whole, the partnership was

balanced. San Huan had a relatively big initial goal set, comprising four goals.

Moreover, the partners' goals were different, but not in conflict. Thus, when some goals

could not be achieved in the volatile environment, these unachievable goals could de

dropped and replaced with others. This supports the finding by Hatfield and Pearce

(1994: 437) that "the greater number of partner goals, the higher average achievement

will be on the set of goals".

After San Huan changed its initial goals, the relatively balanced partnership had also

changed. Initially, it appeared that the goals of San Huan and Robinson tended to

converge to some extent - for both partners "gaining financial benefits through the JV"

was their prime goal. The congruence or overlap of partner goals is likely to help in

building a harmonious partnership, as researchers suggest that the "congruence of sense

marking between partners increases the likelihood of establishing formal commitments"

(Ring & Van de Ven, 1994: l0l). However, the congruence of partners' goals in the case

of BXW was only superficial, because the means of achieving the respective goals

differed completely. The financial benefits for Robinson came mainly from the

brokerage drawn from export selling and import purchasing, which was depandent on the

scale of production and sales. San Huan could obtain financial benefits only from the

profits created by the JV's operation, which depended on the improvement of the fV's

financial account. Therefore, in order to achieve Robinson's goal more successfully, the

JV would have to expand its production scale. Nonetheless, expansion projects would

require more investment and increase the venture's debt, which, in turn, would weaken its

financial accounts. On the other hand, to achieve San Huan's goal, the JV would need to
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focus on the improvement of its financial accounts, which required a halt in its expansion

programmes. Thus, the goals of the two partners came into conflict with each other.

Consequently, the JV faced the risk of being used by one partner as a means to achieve its

goal at the expense of the sacrificing of the other partner's goal.

8.2.3 Dynamics between Personal Relationships and Role relationships in BXW
The experience of BXW in tenns of interpersonal relationships between the foreign and

local executives provided a rich case for demonstrating the dynamics between personal

and role relationships in Sino-foreign JVs. The former General Manager Yang

Zhengcangwas involved in BXW from its formative stage. At the early stage of BXW's

operation, his relationships with the managers from Robinson were limited to business

matters, as he did not have prior contacts with them. Moreover, as the conflicts over the

evaluation and payment for the machinery equipment in the negotiation process left some

shadow over the relationships between the foreign and local sides, the local and foreign

managers interacted with each other mainly in their role relationships at the early stage of

JV development.

As the managers repeated their interactions in role relationships over time, they gradually

built up personal relationships. The foreign managers of BXW did not permanently stay

at the JV site. This seemed a disadvantage for establishing personal relationships

between the two sides management of the JV as it reduced their dealings and interactions

with their Chinese counterparts over daily matters. However, on the other hand, the fact

that foreign managers were not involved in the daily management of the JV actually was

favourable for the development of the personal relationships. As they were not involved

in daily management, conflict over the JVs' routine operations, especially human

resource management, which troubled many Sino-foreign JVs, could be avoided. More

importantly, since the foreign managers did not permanently stay in BXW, the contacts

between the two groups of managers in the JV were more likely to extend beyond pure

business domain while the Robinson managers made their regular visits to the fV, as

BXW executives were not only involved in business activities with them, but also

arranged other activities outside of the JV business, such as dining, sight-seeing, and

personal visiting. This kind of all-around contact was conducive to the establishment of
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personal relationships. Moreover, the managers from Robinson also offered help in

facilitating YangZhanecang's visits to New Zealand and Australia in the early 1990s for

the purpose of gaining an understanding of the international wool market. Back then, the

executives from SOEs or Chinese managers from small Sino-foreign JVs like BXW

seldom had opportunities to make visits to Western countries, and such visits were rather

athactive to them. Robinson facilitated Yang's visits by issuing invitation letters,

ananging itineraries, and sponsoring activities, These reciprocal offers of help between

Yang Zhengcang and Robinson managers helped strengthen their interpersonal

relationships, and made the relationships go beyond role relationships and to be more

personal relationships. In return, the establishment personal relationships between

managers proved helpful in enhancing their role relationships within the JV management,

and thus became one of the contributine factors influencine JV development.

BXW's expansion project in 1997-1998 is a good example that demonstrates the

influence of interpersonal relationships on JV organisational relationships and JV

development. As showed in the previous chapter, some conflicts of interest over the JV's

strategic development emerged between San Huan and Robinson starting from the mid

1990s, especially over the fV expansion project in 1997-1998. On this crucial issue, the

JV management team, led by Yang Zhengcang, stood together with the foreign partner, in

spite of strong opposition from his parent company. The core cause for the fV

management team to take such a stance lay in fV autonomy and the related formation of

JV-specific goals (to be discussed in the next section). However, there is no doubt that

the interpersonal relationships among the involved parties had also played a significant

role in this incident, which was driven by the complex dyramic of JV relationships.

First, on-going interactions in both role relationships and personal relationships provided

a basis on which mutual trust was built between the JV management team and the

managers from the foreign partner. Second, most members of the JV management team

under Yang Zhengcang came from the Woollen Plant, and they had an alienated

relationships with San Huan, inherited from the old management system of SOEs (to be

discussed in the next section). The dynamics of these interpersonal relationships in BXW
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strengthened the management team's resolve in its final decision for pushing through the

expansion project.

The consolidation programmes initiated and carried out by the new general manager

Song Pingping in the early 1999 after her replacement of Yang Zhengcang at the end of

the previous year also demonstrated the influence of personal relationships both on role

relationships and on JV organisational relationships. These programmes, including the

change of the management team, market reorientation, and a new reward system for

departments and workers, served as measures to overcome the financial difficulties facing

the JV. However, they also signalled a dramatic change in the JV's strategic

development and an enduring consolidation of San Huan over the JV. As a result, the

control of the foreign partners over the JV was weakened and the financial benefits

(commissions from product sales and wool purchase) were also greatly reduced. The

new general manager was assigned to take over management control of the JV because

she was viewed as a loyal person. She had been involved in the management of neither

BXW nor the Woollen Plant in her past working experience. Not being bonded in

interpersonal relationships with either the previous management team or the managers

from the foreign parhter, the new general manager was able to stick to her role

designations and to rely on the formal agreement between the local and foreign partners.

8.2.4 Assessment of Partners' Goal Achievement and Conflicts between Partners
Changes in the goals of either one or all of the partners would trigger them all to assess

their goal attainment. As described previously, all the parhrers were satisfied with their

goal achievement before the mid 1990s. After that, Robinson still felt happy with its goal

attainment, since the JV's production and sales were oontinually growing until 1998,

although the growth rates were slowing down. However, after it made a significant

change in its goal set, the situation for San Huan changed entirely. BXW had only rarely

distributed dividends to its stakeholders. Furthermore, constant expansion prograrnmes

had imposed big debts on the JV. Thus, San Huan gained hardly any financial benefits

from the JV, so that the partners' reassessments had led to a series of conflicts.

247



First came conflict over the distribution of financial benefits. It is argued that when one

partner had better means of earning income over the other, the other partner became

unhappy with the W's performance (Madhok, 1995). This observation was significantly

evident in the case of BXW. After San Huan's goal change, both San Huan and

Robinson took the gaining of financial benefit as their prime goal, However, from San

Huan's perspective, the reality was that both Robinson and the Cooperative were able to

reach their financial goals through channels other than dividends, while San Huan gained

nothing financially despite its being the biggest stakeholder and the holder of

management control. Hence, conflicts emerged regarding the distribution pattern of

financial benefits.

Second, conflict came from disagreement regarding the major expansion project

conducted from 1996 to 1998 (This will be discussed further in the section on the Goal

Emergence Model). It was the biggest capital construction project in the history of BXW

and would almost double its production capacity, but would require a capital investrnent

even greater than the total amount of all the partners' initial invesftnent. San Huan was

very reluctant to carry out this project. In contrast, Robinson tried hard to persuade the

partners to proceed with it.

The third conflict related to the change in the personnel of the JV's management by the

dismissal of the general manager of BXW, YangZhengcang in 1998 (This will also be

discussed in the next section). For three years he had taken charge of the JV's day-to-day

management. He was involved in the fV from its formation, and had played an important

role in the JV's development. The top management team of San Huan thought that

Yang's decision on the expansion project led to the poor financial performance of BXW,

and impaired San Huan's interests. However, from Robinson's perspective, Mr. Yang

was a suitable choice for the post.

8.2.5 Conflict Resolution and Partnership
Observation of BXW indicates that the methods and results of conflict resolution are

closely related to the quality of a parfnership. Data collected from the interviews shows
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that despite the conflicts over the two issues affecting the relationship between the

partners, this did not cause much damage since neither partner took any unilateral actions.

In Conflict One, the conflict over the distribution of financial benefits, San Huan was the

partner dissatisfied with its goal attainment after the change in goal set, and it felt that its

interests had been ignored in the distribution pattern. Instead of taking any action to

change the BXW's distribution pattern, San Huan tolerated it, partly because the

distribution pattern was laid down in the JV contract. In Conflict Two, disagreement

regarding the major expansion project, the two partners jointly worked out a way to solve

the problem, but only temporarily. Given San Huan's reluctance to conduct the big

expansion project, Robinson offered a big concession - gifting the machinery for two

production lines to the JV, instead of selling it, and covering the costs for ocean tansport

and installation. As reciprocation to the goodwill shown by the offer, San Huan agreed to

let the project go ahead and helped in obtaining bank loans to fund the consffuction.

There are some factors that contributed in constructive ways to resolving these two

conflicts. First, after San Huan achieved its initial goals, the importance to it of the JV

had been greatly reduced. The economic scale of BXW was quite small for a big state-

owned corporation like San Huan. Profits gained from or losses incurred by BXW would

exert no great influence on San Huan's business as a whole. This minor significance for

San Huan had led to the increased tolerance for its dissatisfaction with goal attainment.

Second, it would require a hard negotiation between the partners to change the

distribution pattern formulated in the contract. Such negotiation, regardless of whether or

not it generated the expected result, was very likely to cause damage to the parfnership.

Thus, after the experience of satisfaction in achieving its initial goals, San Huan thought

that it would be irrational to insist on such a negotiation. Third, the previous satisfaction

with goal attainment helped to build trust befween the partners, thus enhancing the

partnership. Consequently, the partners felt secure enough to sacrifice their interests

temporarily, and were able to work out constructive ways for resolving conflicts between

them. As a result, although San Huan was not satisfied with its goal attainment, its

dissatisfaction was within the limits of tolerance.
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The resolution of Conflict Three, regarding dismissal of the JV's general manager Yang

Zhengcang in 1998, marked a turning point in the partnership. San Huan knew that

Robinson was happy with its cooperation with Yang in the practice of management.

Throughout the long-term business interaction, managers from Robinson had built up

personal trust with Yang. More importantly, it was Yang who firmly supported the

expansion project. Thus, Robinson would be unhappy to see his dismissal. However,

through the power of dominance in the share stakes and management control, San Huan

made the decision over his dismissal from the post, without first consulting or discussing

it with the other partners, especially Robinson. San Huan assigned an acting general

manager from its headquarters. This unilateral action taken by San Huan cast a heavy

shadow over the relationship between the partners.

8.3 Implications of the BXW Case for the JV's Goal Emergence and
Interactions between JV and Parent Firms

In order to understand the emergence of JV goals, it is necessary to explore the causal

interactions between a JV and its parents based on empirical data. Here we go back to

the case JV and examine the emergence of JV goals and their causal interaction

throughout BXW's ongoing process of evolution between 1988 and early 1999. In

relation to the research questions about the emergence of JV-specific goals, and the

related interactions between a W and its parents, the implications of a JV's goal

emergence drawn from the BXW case are presented as follows.

o Causes for fV autonomy;

o Emergence of W-specific goals;

o Interaction of JV management and parent firms in terms of goal attainment; and

o JVs' assessment of goal attainment and the effect on interaction.

8.3.1 BXW's Evolution from Relatively Passive dctor to the Emergence of JV
Autonomy
At no time in the history of BXW, did Robinson send its expatriates to the JV. Until late

1998 the members of the JV management came mainly from san Huan, or more

accurately, from one of its subsidiaries - the Woollen Plant. As 60 percent stakeholder,
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San Huan was the fV's dominant parent. That BXW's top managers came from San

Huan made it easier for San Huan to maintain control of the fV. The changes in demand

in both overseas and domestic markets in the first two years after BXW's formation

further enhanced the JV's dependence on San Huan. When BXW was formed, it targeted

mainly overseas markets, and also intended to sell some of its products domestically. As

described in Chapter Five, no sooner had BXW started its operation than the situation in

both the overseas and domestic markets changed greatly. The austerity programme

imposed by the Chinese govemment in late 1988 to bring down high inflation marked a

reverse in the production and sales of various textile products, and the woollen industry

was hit most severely (see statistical data in Chapter Five). The situation of BXW's

overseas markets was even worse. Affected by the Tiananmen Incident in 1989, China's

exports, especially textile products, dropped sharply, so that BXW did not receive any

orders for exports in 1989 and obtained only very limited orders in 1990. The newly

formed BXW could survive only by depending on the processing fees of subcontracts

from San Huan's subsidiaries. Thus, in the early stage of BXW's evolution, San Huan

held tight control over BXW, and the JV management could play only a very passive role

in decision-making.

After bearing hardship in the first two years of the early 1990s, BXW improved its

performance steadily thanks to the rapid growth in overseas sales. All the partners had

satisfaction in their goal attainment. The significant contribution made by Robinson in

international marketing increased its bargaining power. The JV parbrership became

relatively more balanced in the power distribution between the two main partners in the

JV network. During this period, the task facing JV management was the implementation

of the business strategies formulated by the partners - mainly increasing production and

expanding capacity. Obviously, this strategy accorded with the JV's own interests. If
there were any W-specific goals, they would have overlapped with those of the parents,

and thus, the functioning of the goals would have been passive.

However, with BXW's development what cannot be ignored is the gradual expansion of

the W's own resource base, including production and growth in sales. As the JV
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evolved, it steadily built up its network connections with related institutions, including

consumers, competitive firms, financial institutions, and government agencies.

Due to the expansion of both overseas and domestic markets, BXW was able to reduce its

dependence on San Huan for domestic selling channels. As described in Chapter Seven,

BXW depended on Robinson for international marketing and export channels. The JV

arranged only the delivery of products to the overseas clients according to the orders

obtained by Robinson, and thus it was hard for the fV to build up a close relation with its

overseas customers. However, the foreign partner played a crucial role in the expansion

of overseas business. This, in tum, changed the balance of contributions to BXW from

San Huan and Robinson. While a majority of BXW's product was exported, BXW also

sold some of its products in the domestic market and built up its own selling channels

there.

Relations with its competitors - other local wool firms - played a critical role in the JV's

development and business expansion. In most years the total sales of BXW surpassed its

production capacity. Subcontracting some of its orders to other local woollen firms not

only helped to preserve BXW's relationship with its clients, but also enabled BXW to

make profits from the difference in price between selling and subcontracting. More

importantly, networking with local wool firms helped BXW to survive the serious hit of

the Asian crisis, when the orders from BXW's overseas clients declined dramatically.

Co-exporting with local firms and subconhacting enabled BXW to have work in the slack

period.

Among BXW's network connections, relations with local government agencies were also

very useful. In the first half of the 1990s BXW built up sound relations with local

goverrrment agencies both at the level of the Beijing municipality and the Huairou

County. During this period, one of the major tasks facing China's local governments at

various levels was the development of foreign trade and economic relations, because

China's central government strongly promoted the opening-up policy. In spite of its

small scale, BXW exported most of its products and became an earner of foreign
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exchange. Except for expenditure on the purchase of imported wool, BXW sold most of

its foreign exchange earnings to the Bank of China, assigned by the Chinese government

to specialise in the business of foreign exchange. As a stable earner of foreign exchange,

BXW was praised and rewarded by the local governments.

The long-term transactions in foreign exchange also strengthened BXW's network

relation with the Bank of China. Thanks to the expansion of overseas sales, it established

its reputation as a supplier of foreign exchange, and this in turn strengthened its capacity

to obtain funds from the bank, and to fund the capital construction of the various projects

in the early 1990s. In conducting the 1996-1998 expansion project BXW obtained its

largest loan from this bank - US$ 250,000 in early 1997.

The development of all these network relations showed BXW's evolution as an

organisational entity on its own behalf. Thus, these network relationships, together with

the construction of BXW's own resource base, produced the potential for the emergence

of its own identity and W-specific goals.

8.3.2 BXW's lndependent Interest and Emergence of Its Own Goals
During the first half of the 1990s, the evolution of BXW and the change in JV network

relations created favourable conditions for autonomy and for JV-specific goals. Partners

were satisfied with their goal achievement, so that the JV faced less pressure to continue

along the partners' lines. The build-up of resources reduced its reliance on San Huan.

The relationship between the two main parbrers - San Huan and Robinson - tended to be

more balanced, so that it was easier for the JV to stand independently of both of them and

to claim its autonomy. Therefore, the key for the emergence of BXW's goals lay in the

fV management's desire to promote them. In turn, this was decided by forming the fV's
own interests in the JV, which were different from those of the partners.

The levels of salaries and wages for the JV's management and workforce were decided

according to the JV's financial performance by the fV's Board of Directors and the

management team rather than by the parent firms. This indicated that although they came

from San Huan, the management team of BXW had a closer link to the JV than to their
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parent - San Huan - at least for their personal income. The JV management and its

workforce became important stakeholders in their own right, and the W's evolution

created a new identity for itself, with its own interests, different from its parent firm's

interests.

Another intemal determinant of the emergence of JV goals was the personal

characteristics of the JV managers. As observed in BXW, top managers may consider the

fV's interests before those of their parent firm when making business decisions. When

they have strong entrepreneurial or personal characteristics, they can push even harder.

In the case of BXW, Yang Zhengcang, the former general manager, had played an

important role in pushing the JV its own way. Although assigned to the JV by San Huan

because of his sffong entrepreneurial spirit and ambition, he had a strong desire to

enhance expand the venture he presided over, even against the wishes of San Huan when

necessary.

Data from the case study indicates that by the mid 1990s BXW's management explicitly

established the JV's own goals, to expand the JV's scale of production and sales, and

enhance its competitive strength. The JV management thought that a large-scale fV

expansion project was the effective path to reach these goals. Through this project the JV

would develop a new product, and improve the quality of all products. Since 1992,

various expansion projects had been conducted, but the one carried out during the period

between late 1996 and the beginning of 1998 was the largest, with investment capital

greater than that used in all the other projects combined. Another feature of the largest

project was that the W management initiated and insisted on it, supported by the foreign

parents. This was a notable signal that the JV management was pursuing the fV's own

goals.

8.3.3 JV Management's Use of Upward Influence on Parents
With the emergence of fV-specific goals, the management of BXW tried hard to keep the

JV operating along the path by which the JV would be able to achieve its own goals. The

effects of their emergence on W network relations were typically displayed in the use of
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upward influence by JV management in gaining the compliance of San Huan in the

expansion project.

First, there was the use of one parent to influence another parent in JV net'work relations.

JV goals overlapped with those of the foreign parfner, and this overlapping resulted in

Robinson actively and frrmly supporting the expansion project. Thus, the JV

management formed a kind of informal alliance with the foreign partner over the

expansion project and imposed pressure on the dominant partner - San Huan. The W

management initiated the project and the foreign partner firmly supported it. Eventually,

through the foreign partner's concession on the machinery equipment (gifting it to the JV

instead of selling it), this temporary alliance gained compliance from San Huan.

Second, there was use of the external actors and other external factors in fV network

relations to influence the parent. For many years, the fV's production capacity could not

match the rapid $owth in sales, and the JV was forced to subcontract some orders to

other woollen companies. The inferior quality for some of the products from

subcontracting companies incurred complaints from the fV's overseas clients. The JV

management used these complaints as an argument for the expansion project. ln the

meantime, the unfavourable change in the environment was also used to pressure San

Huan. The demand in its Hong Kong markets softened in the mid 1990s. The JV

expected to develop new international markets and it required new products to meet the

needs of new markets. The external constraint was used as a means of gaining

compliance from San Huan.

Third, but probably most importantly, in the case of BXW, the willingness of the fV

management to play an entrepreneurial leadership role proved to be a crucial determinant

in pursuing its own goals. YangZhenscang, the former general manager, pushed hard in

the expansion project. His efforts in gaining compliance from San Huan were successful,

since under his management the expansion project was completed. However, the long-

term impact proved to be quite different from the short-term effect. San Huan later

restored its control over the JV, taking the JV management's wrong decision over this
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project as the primary reason. Yang paid a high price in his career for his enterprise (this

issue is to be discussed later).

8.3.4 Reaction from San Huan - the Parent Firm
Between 1996 and 1998 the expansion project was a big event in the history of BXW's

evolution. It not only almost doubled the JV's production capacity, and upgraded its

technologyn but more importantly this event significantly influenced all later events and

led to a major change in the W relationships. The W management expected that, with

the completion of this project, its competitive strength would increase and its

performance would be further improved. Unfortunately, because of the dramatic changes

in the environment, this project had a reverse impact, both on the financial performance

and the relationships within the JV. First came the Asian economic crisis. Starting in

Thailand in late 1997, the crisis affected the Hong Kong economy - BXW's dominant

overseas market - in 1998. Many manufacturing companies, especially in textiles, went

bankrupt. Orders from Hong Kong companies were reduced dramatically. What was

worse, the JV's launch in the Canada market proved unsuccessful. All its sales in 1998,

especially overseas sales, underwent an unprecedented drop. As a result, the JV not only

failed to put the new capacity into operation, but was also forced to reduce the utilisation

of the original capacity. These two events, together with the debt burden from the

expansion project, seriously affected the JV's financial performance.

These two external events added to the internal event of the expansion project and

imposed a critical impact on the quality of the JV relationships. A rapidly deteriorating

environment led to poor financial performance, and this in turn caused dissatisfaction

from the partners. Among the three partners, San Huan perceived the most serious

adverse impact from the downturn. As a dominant partner, it contributed the majority of
the JV's investment, and since changing its goals from non-financial to financial it had

not received any financial return. Moreover, in previously conceding to the W
management's hard bargaining, San Huan provided funds for the expansion project and

the capital was tied up in it. The perception of loss in both efficiency and equity caused

San Huan to take unilateral action to restore the perceived balance by reasserting its
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authority as the majority shareholder. It dismissed the former general manager, blaming

him for at least part of the downturn of the JV's financial performance.

This unilateral action led to deterioration in the JV relationship. The dismissal

disappointed the foreign partner, because this individual had a good record of cooperation

with the foreign partner, and a good relationship of personal trust had been built up

between the managers of the foreign partner and the JV management. The

disappointment was aggravated as the dismissal had occurred without consultation.

Moreover, the dismissal of the former general manager, who pushed hard to gain JV

autonomy and pursue the JV goals, marked a reversal for JV-specific goals. That the

acting general manager came from the headquarters of San Huan, instead of from the

Woollen Plant, as had her predecessors, showed San Huan's intention to impose tighter

control over the fV. This episode indicated that the short-term success of the JV

management's bargaining with parents could result in a failure in the long-term, and it

also demonstrated the complexity of JV relationships.

8.4 Implications of the BXW Case for Causality between the Network
Relations and its Evolutionarv Path

Compared to the previous two case studies, the case study on BXW provided a richer

data base regarding the interactions in the JV network relationships and the development

of the JV. JV players' actions and reactions interacted with each other during the whole

period of more than ten years (from June 1988 when the JV contract was signed to March

1999 when the last field visit was made by the researcher), and thus cannot be examined

in isolation. In order to explore the causal relations of these interactions and their

influence on the W performance and evolution, the discussion of network governance

and its influence takes every event in the JV evolutional history as an analytical unit, and

then puts these events in a broader JV network background. Four rounds of interaction

can be identified and discussed based on the thirteen major events, which were described

in previous chapter as follows:

l. Problems Emerging in the Negotiation for JV Formation;

2. Partners' Initial Goals in the JV:
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3. Expansion of Production and Sales in the First Half of the 1990s;

4. Attainment of the Partners' Initial Goals;

5. Change of the Economic Environment for BXW's Operation: Market Situation,

Government Policy and Enterprise Reform;

6. Change of Parent Partners' Initial Goals;

7. Conflict between the partners: Distribution of the benefits from JV;

8. fV's evolution and formation of JV's relative independence;

9. Conflict between the partners: Decision on the Expansion Projects;

10. Effects of the Asian Crisis;

11. Failure of the Canada Market Launch;

12. Conflict between the Partners: Dismissal of the General Manager;

13. Measures for Recovery from Business Depression.

8.4.1 The First Round: Events One to Four
The first four events typically demonstrated the positive development of JV network

relations in the process of goal pursuit. The foreign partner's over-charging for its

second-hand equipment and demanding cash payment for half of the value during the

negotiation for JV formation was viewed as a kind of opportunistic behaviour. The

Chinese partner made a compromise given the strategic importance of the forthcoming

fV. This event seemed to cast a shadow on the initial conditions of the W. However, the

positive interactions afterwards between partners successfully limited the shadow to a

low level. After passing the difficulties caused by the effects of the Tiananmen Incident

in the first two years of operation, the JV's production and export sales steadily and

rapidly grew during the first half of the 1990s. All the partners satisfactorily achieved

their respective goals. The expertise of the foreign partner in intemational business and

particularly its stable sales channels in Hong Kong were highly valued by the Chinese

dominant partner, and the external network relations of guanxi from the Cooperative also

proved very helpful in securing smooth operation of the JV.

In this series of events the partners showed willingness to bring necessary resources to

the fV, even beyond the contract, to make it work. Therefore, the actions taken by the

partners served to increase the value ofthe JV to its parfilers, and the satisfied goal
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at&ainment by all the partners demonstrated the efficiency of the W arrangement. As a

result, temporary imbalance in equity was restored, and the quality of the JV relationships

was enhanced.

8.4.2 The Second Round: Events Five to Seven

Events 5 to 7 showed the dynamic of JV relationships and the interactions between the

two levels of JV network relations. Up to the mid 1990s, changes in the economic and

institutional environment triggered the succession of San Huanns goal set in BXW. The

financial goals became increasingly important for this dominant partner. In spite of the

high volume of production and export sales, San Huan's achievement in terms of this

goal was rather disappointing because of high capital costs (interest for bank loans) and

re-investment of profits, while the other two parmers gained financial returns from

channels other than profits, Thus, from San Huan's view, the efficiency of the fV

arrangement started to decline, the equity structure began to decrease, and San Huan felt

unhappy about the distribution structure of the benefits among the partners. However, it

was still making achievements in terms of some initial goals at this stage, although some

of them were dropped. Therefore, San Huan's dissatisfaction regarding benefit

distribution was still kept in a tolerable range.

What is more, interpersonal network relations in the JV, which were enhanced from

personal interactions in the previous round, positively affected organisational network

relations. First, fV managers, who were assigned to the IV by the Chinese dominant

partner San Huan, gradually developed personal tnrst with the managers from the foreign

partner through repeated interactions in role relations. The trust built on personal

relations was helpful in strengthening the foreign-local relationship JV at an

organisational level. Second, the complex managerial and interpersonal relationships

inside the Chinese dominant partner made the interference from San Huan less effective.

Although the W managers represented San Huan, most of them came from the Woollen

Plant. Due to the lack of close interpersonal relations between BXW and San Huan

executives, San Huan fell short of effective leverage in influencing the JV. As a result of

the interactions in JV network players both at interpersonal and organisational levels, the

quality of JV relationships remained in this round.
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8.4.3 The Third Round: Events Eight and Nine
Events 8 and 9 illustrated the eflect of JV autonomy and the pursuit of JV-specific goals

on JV relationships and evolution. The conflict regarding the JV expansion project in

1997 symbolised the emergence of the JV as a relatively independent organisational

entity and symbolised the establishment of JV-specific goals. Satisfied with its goal

attainment and BXW's development, the foreign parmer initiated a project to further

expand the fV's capacity. The foreign partner was also willing to make resource

commitment by gifting the equipment and machinery of trvo production lines to the fV
including covering the costs of ocean transport. The foreign partner's initiation was in

line with the interest of the JV itself, and thus the JV management shongly advocated

accepting the equipment. In spite of the unwillingness of the JV's Chinese dominant

partner in carrying out this expansion project, it was put through and completed in 1998

with the result of doubling the JV's capacity. The expansion project was a typical

example in which the emergence of JV-specific goals exerted influence on the

interactions between partners and on the W's evolution. This event eventuated in a

decision favouring one (Robinson) over another in a way inconsistent both with the

relative management control and bargaining positions of the parfners.

8.4.4 The Fourth Round: Event Ten to Thirteen
Events 10 to 13 clearly showed that change in the external environment would trigger a

dynamic in interactions of JV relationships and lead to an adjustnent of bargaining

power. BXW required an expansion in its existing market and export sales to match its

increased capacity. However, when the expansion project was commissioned into full

operation in 1998, BXW's export sales dramatically declined because of the effect of the

Asian Financial Crisis. Some of the existing Hong Kong client disappeared because of
bankruptcy, and order volume from the remaining clients was also significantly reduced.

It was worse that the campaign at launching the Canadian market gained little

achievement. These difficulties facing BXW enabled San Huan to attain a much

amplified bargaining position, as the difficulties were caused by the unfortunate timing of

the expansion project and San Huan was consistently unwilling to let it go. Making use

of its newly gained bargaining power, San Huan took a series of unilateral actions in its

effort to restore the efficiency of the JV arrangement and to restore the equity between
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the partners from its standpoint. San lluan pushed aside the general manager who had

departed from San Huan's interests. In the meantime, the event of the dismissal of the JV

general manager and the power consolidation progxamme carried out by the new

management team in the JV also demonstrated the limits of the emergence sf Jv-specific

goals - if W management pushed too hard in pursuing its own goals and erossed the

floor, the party whose interests were damaged by the hard push would restore the equity

in the next round of interactions in W relationships. Thus a more general implication

generated from this rou:rd of events in BXW's development process is that JV goal

emergence may depend on a rough parity of bargaining power among the original

partners.
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CHAPTER NII\-E
CONCEPTUAL MODELS OF NETWORK GO\TERNAIICE AND

GOAL ATTAINMENT IN IJVS

Based on the empirical data from the three case studies, especially the implications drawn

from the BXW case in Chapter Eight, Chapter Nine applies three conceptual goal models

as theoretical tools to address the complexity of the present research topic - the

correlation between JV performance and network govemance. This chapter brings the

present study to fruition, as it involves the process of theory-building and creating.

Chapter Nine contains four sections. Each of the first three sections assesses a conceptual

model, namely the Static Goal Model, the Goal Succession Model, and the Goal

Emergence Model. The final section condenses the three goal models, and the

framework of W network relationships and JV dynamic evolution into a combined

network-goal model.

9.1 Perceived Attainment of Partner's Initial Goals: A Static Goal
I Model

Based on the empirical data from the three case studies regarding the attainment of

partners' initial goals, especially the implications from the BXW case, this section

assesses the static goal model. The model is called static because it assumes that the

initial goals of the JV parents remain constant and unchanged while they are being

pursued by the respective partners. The constructs of the model include FV formation and

initial conditions; trust building and conflict resolution; partners' assessment in terms of

initial goal attainment; and the influence of goal attainment on subsequent behaviour.

9.f .1 JV Formation and Initial Conditions: Organisational Networks and
Interpersonal Networks
Experience from the three cases showed that after each parent determined that the other

side was a suitable potential partner, negotiations began to form a new business entity -
the W. During the process of negotiation, each parfner made a commitment of resources

and through the business activities of the managers from all the partners, the parent

partners engaged in an on-going process of co-operation and interaction. As a result of
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the negotiation and JV formation, the new venture was generated, together with the initial

conditions for its operation and evolution.

As shown in the three case JVs, the initial conditions can be summarised in the setting of

two types of networks. First, social networks comprised of interpersonal relationships

among people involved in the W. Study of the three case FVs indicated that four

categories of interpersonal relationship can be identified in a JV: between W executives

and W parents, between foreign expatriates and local staff, and between JV executives

and general staff. The fourth category of interpersonal relationship - the managerial ties

of JV executives with government officials and the executives of transaction-related

firms, a type of guaruci in the context of Sino-foreign Ws, is also equally, if not more,

important. The role of guanxi in China's business activities has atfracted intensive

research attention for a long time (e.g. Peng & Heath, 1996; Redding, 1990). However,

how the extemal managerial relationships (guarai) affect the performance and evolution

of a Sino-foreign JV has not yet received much research attention. As shown in the case

JVs in the present study, on the one hand, a JV can benefit from well-developed guanxi

by developing business relations with other firms, gaining stable access to the quality

supplies and services, reducing conflicts with relevant government agencies, and

obtaining business contracts and projects, ets. On the other hand, over-dependence on

guanxi is likely to cause tensions and conflicts between the expatriate and local

executives. Guann-building as a business practice is a highly complex process which

can be costly, unstable, and unreliable, especially when guanxi is developed in an

inappropriate way. Guanxi-bullding also imposes a moral challenge to expatriates, as it is

not in accord with the Western management approach, and can even lead to corrupt

behaviour.

As revealed in the Xin Da case, since the behaviour and expectations of individuals living

in different societies were affected by these very different cultural values and norms, it is

natural that the expatriates and local people in a Sino-foreign JV tend to view and enact

interpersonal relations very differently. Thus, settings of interpersonal network

relationships impose a challange to the managanent of Sino-foreign JVs.
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Second, organisational networks among the involved organisational fV players, including

parent firms, the newly-formed JV, and other transaction-related firms and governmental

Agencies. Based on the findings from the case studies, these networla consist of five

elements: the initial goals expected to be achieved by the partners in the JV's operation;

the newly-formed business entity - the fV, including its organisational and capital

strucfures, management team and workforce, etc; the JV's action routines borrowed from

the organisational contexts of each parturer; the efficiency of the complementary resources

from the partners; and the broader environmental context within which the JV forms and

operates.

The settings of interpersonal networks and organisational networks stipulate the initial

conditions of a fV. The netvrorks of these two types interact with each other and set a

direction for the JV's evolution.

9.1.2 Trust Building and Conflict Resolution
With the JV formation complete, the JV starts its own operation as a company.

Associated with the launch of the new JV's operation, an on-going process of action and

reaction between the partners and among the individuals involved is initiated, centring on

the activities of learning, trust building, and the formation and resolution of conflicts

between them.

9.1.2,1 Interactions in Networks of Interpersonal Relationships

As the JV's operation starts, the initial conditions provide the individuals involved with

an interface by which they can interact with each other and which allows them to initiate

a learning process both from the JV's business activities and from the interactions

between them. Aspects of the learning process include the tasks to be implemented, the

environments in which the JV operates, the skills required for cooperation, organisational

features and the degree of commitment from each parent firm. In a Sino-foreign JV, the

interactions between the two groups of people (expatriates and locals) from different

cultural backgrounds lead to the formation of certain psychological contracts combining

cultural values and norms from both the foreign and local cultures. The psychological
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contracts in the fV workforce will be gradually generalised into the organisational culture

of the fV. Obviously, completely adopting values and norms from either the Chinese or

the Westem culture will not be acceptable, since this will lose the cross-cultural nature of

Sino-foreigu JVs and incur opposition from either the foreign or the local side.

Therefore, the business culture in a Sino-foreign JV will be a result of compromise

between two cultures and a mixed culture combining constructs from both cultures.

However, to what extent can two different cultures be mixed together and how can the

different or even opposite values and norms be combined in a JV? These questions are

crucial questions for the two groups of people in a Sino-foreign JV to constructively

communicate and for the JV to effectively operate, given that it is reported that cultural

conflicts are one of the main obstacles facing Sino-foreign JVs (Sergeant & Frenkel,

1998; Hoon-Halbeuer, 1999; Worm & Freankstein, 2000). A JV provides a scene and

opportunities for its staff to undertake intensive social interaction, through which trust

can be built up. If each group of people feel that their cultural values and norms are well

respected and accepted in the JV, then trust between the two groups is established in the

JV, as illustrated by the development of BXW before the major downturn in 1998.

Otherwise, the interpersonal relationships in the JV are to be reflected in the W
partnership and impede the JV's operation, as experienced by Xin Da.

9.1.2.2 Interactions in Organisational Networks
The learning process of fV staffwill constantly provide information to the parent firms

and lead to an increased understanding between partners. As a result, each partner will

make its judgement on the efficiency and quality of the JV's parLnership. It is inevitable

that disagreements or conflicts between the partners will appear, and thus, the resolution

of conflict becomes one of the main areas of interaction, and impacts on the JV's

evolution and performance. Learning effects would either enhance or weaken mutual

trust.

When a partner makes a decision to become involved in a W relationship, it encounters

two bpes of uncertainties or risks (Ring & Van de Ven, 1994). One is the uncertainty

regarding the future state of the JV; the other is the uncertainfy over whether the partners

will be able to rely on trust as a counter to the problems of adverse selection and moral
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hazard. Due to the existence of these uncertainties, the partners enter the partnership with

a cautious attitude. At an early stage of the BXW parmership, the foreign partner was

willing to commit only a relatively small amount of resources compared with its total

assets. At this stage both the foreign and local parbrers also tended to put relatively low

emphasis on trust while doing business deals between each other, as shown over the

conflict on evaluation of the equipment invested by the foreign partner. However, this

condition is in accord with the social process of trust building. Trust building requires

intensive social interaction among the participants, through which the actors start their

social exchange with minor deals whereby they test the goodwill between each other

before moving to larger transactions (Shapiro, 1987). Through the ongoing interaction, if
the partners feel that the resources contributed by the other side meet both the promised

commitment and expectations, a sense of "fair dealing" is established. After trust

between parbrers is built, it will be enhanced through other cycles of successful

interaction, as appeared in the evolution process of BXW before the late 1990s.

Trust between parmers has significant influence on their choice of approaches to conflict

resolution. Conflicts between partners will inevitably emerge during their interaction

over time. There are many different approaches to conflict resolution by which the

conflicts may be addressed, such as problem solving, compromise, forcing one's position,

and the legalistic strategy (Lin & Germain, 1998). Researchers suggest that the various

approaches can be placed in two categories of actions for dealing with conflicts:

negotiating their differences and undertaking unilateral action (Arino & de la Tone,

r9e8).

9.1.3 Partners'A$sessment in Terms of Initial Goal Attainment
In accordance with the arguments over measuring fV performance in the literature,

(Anderson, 1990; Hatfield & Pearce, 1994; Hatfield et al., 1998; Osland & Cavusgil,

1998), the case studies confirmed that the partners focus tleir assessment on the extent of

their goal achievement in terms of both efficiency and equity. As shown in the BXW

case, to meet the efficiency criterion, partners need to achieve their initial goals. For

equity, partners require the achievement of partner goals, proportional to their

commitment of resources to meet the equity criterion. Each parent company would make
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its assessment on the expectation, and the achievement, or likely achievement, of its

initial goals in accordance with the partner's commitment of resources. These criteria for

assessment on equity reflect the fair-dealing within the JV organisational network. In the

BXW case, the assessment by San Huan revealed inequality of partners' goal

achievement related to their respective resource commitments. Although it did not require

the initiation of an immediate adjustment, this issue was raised several years later and

became an important factor affecting the JV development.

Moreover, findings from the three case studies suggest that interpersonal relationships in

the JV will also be assessed, centring on the quality of management relations, especially

the cooperation between the two groups of JV staff. The result of the parent companies'

assessments will influence their judgement of the JV's importance and value to them.

The influences may be either positive or negative, depending on the quality of the JV's

partnership and the partrers' satisfaction with the perceived attainment of initial goals.

After the assessment, the partners will modify subsequent behaviours inside and/or

outside the JV in order to restore the balance of their commitments.

9.1.4 Influence of Goal Attainment on Subsequent Behaviour
Findings from the three case studies clearly showed that partners' assessment of

efficiency and equity, which is centred on the extent of goal achievement, impose a great

influence on partners' subsequent behaviour, both inside and outside of the fV, regardless

whether the result is negative or positive

A positive assessment result could affect the partner's subsequent behaviour in different

directions. As illustrated by BXW's experience, a positive result in the assessment

improves the partnership and so positively affects the JV's evolution. If partners are

satisfied with their goal achievements, which means that the JV arrangement has been

efficient and equitable in the previous cycle of interaction, then the partners can build up

trust between them or enhance it if it already exists. Trust in each other's goodwill will

reduce the transaction costs and increase managerial flexibility and effectiveness. The

parrners then are willing to take greater risks in future investment and transactions. The

event of Robinson's offering to gift the equipment of two production lines to BXW is
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such a case. The expansions of BXW in the early and mid 1990s demonstrated that a fV
could start from a small commitment of investment that requires less reliance on trust,

and then with the successful experience of initial goal achievement and enhanced trust

between them, the partners may choose to increase their stakes, and place more reliance

on trust. In this way the fV may evolve from a one-time business strategy into a long-

term commitment to a constant partnership.

On the other hand, the construction of a solo venture in Suzhou by Lion suggests that a

positive result ofjoint venturing could pose a negative effect on the JV's evolution.

Partners may start the relationship as a solution to their own specific business problems,

such as the need to gain some specific knowledge, skill or know-how, or to access to a

difficult market. These specific, limited goals do not need to be sustained in the long

term. Under these circumstances, a positive result from the assessment of efficiency and

equity means that the partner has achieved its specific goals. It indicates that the

importance of the JV for the partner has been significantly reduced, and the interest in it

may also have dropped. Thus, it is likely that the partner will take action to carry out its

own business strategy outside of the partnership.

A negative result of the assessment leads the parfilers to initiate adjustment actions or

even to rethink the JV strategy. If the perceived poor goal achievement stems from

inequity of the partnership, the disadvantaged partner will require a change in the

structure of the partners' contribution, in order to restore equity. If the partners cannot

reach an agreement to make the change, one partner is likely to take unilateral action,

such as reducing its resource contribution, or even terminating the parbrership.

The components of the static goal model and the linkage between these constructs can be

summarised in Figure 9.1.
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9.2 Alteration in Partners' Initial Goal Sets and the Attainment of the
Changed Goals: Dynamic Goal Model I

Based on the empirical analysis of partners' goal succession in the BXW case, this

section assesses the goal succession model. The implementation of JV strategy is a

dynamic process in which various actors, including partners and JV management, play

their part. Many factors, such as partners' experience in terms of goal attainment,

interactions between the partners, and changes in the JV's external environment, can lead

to the alteration of the initial goal sets. Therefore, measuring JV performance from a

dynamic perspective may prove indispensable for investigating how the individual initial

goals change, and how the alteration ofgoal sets affects the partnership, and subsequent

behaviour and interaction between partners.

Different from the first goal model, this model addresses the goal attainment of partners

in an IJV from a dynamic perspective. This model aims to investigate how partners'

experience in terms of initial goals and the changes in the environment alter partners'

goal sets in the IJV and result in new goals; how the dynamics in W network relations at

organisational and interpersonal levels interact with each other and affect JV performance

and evolution; and how the evolution in terms of partner goals influances the subsequent

behaviour of the partners both inside and outside the IfV. Moreover, given the profound

influence of cultural differences on operations of Sino-foreign JVs, any attempt to

research the management and evolution of Sino-foreign JVs has to take cross-cultural

issues into account.

9.2.1 Change in Partners' Goal Sets and Conditions for Change

Findings from the three cases showed that a parfirer intends to achieve multiple goals

when it is involved in a JV, although it is not necessary, nor possible, for a parent

company to pursue all these different goals simultaneously. In any case, the feature of

multiple goals sets a FV apart from other forms of inter-firm alliance, which tend to have

a single purpose, such as research consortium. What is more, a bigger number of partner

goals leaves space for a partner to change the goals. In order to adapt successfully to a
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volatile environment, it could be necessary for partners to change their initial goal set

during the process of evolution. Some unachievable goals are dropped from the initial

goal set, new goals are developed and added, or the number of initial goals does not

change, but the relative importance of these goal are changed so that the initial goal set is

to be reweighed or recast. Therefore, contrary to the static presumption in the mainstream

research on JV performance that partners' goals remain unchanged throughout the whole

process of JV duration, the goals, which partners set up for JVs, in a dynamic process can

be changeable.

As discussed in the previous chapter (see 8.2.1), findings on San Huanos goal change in

the BXW case demonstrated that there are three conditions under which changes in a goal

can occur. The first is the partneros experience within the fV in terms of the achievement

of initial goals. If one goal or some goals have been successfully achieved, but do not

need to be achieved constantly, then the significance of the goal or goals for the partners

could be lost. Thus, the goal or goals can be dropped from its initial goal set. These

kinds of goals, such as knowledge transfer, and market power, are usually unsustainable.

For example, the purpose of involvement in a JV may be to access some specific

knowledge or to enter a difficult market. If the specific knowledge has been gained, or

the new market entered and familiarised, then these goals can be dropped from the goal

set.

The second condition involves a major change in the environment, in which the JV

operates, since the JV was formed, so that some initial goals have proven unachievable in

the new environment. These goals can also be dropped. This situation may cause the

dissolution of the W, if the partner has only set up a single initial goal for the JV or its

goal set is too small. However, if the partner's initial goals are numerous, this will enable

the JV to sustain itself by the substitution of goal alternatives within the relatively big

goal set. ln this case, the goals previously regarded as less important will overtake and

replace the unachievable ones.
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The third condition for a change in the initial goal set is the development of new goals

added to the goal set. Either a change in the parent company's business strategy or the

stimulus of environmental change may lead to the emergence of new goals.

9,2.2 Change of JV Partnership Caused by Changes in Initial Goals

Through the ongoing process of repeated interaction the insffumental transactions

between partners transform into a socially embedded partnership, and the initial

conditions eventually change. Initial goal sets of partners comprise a crucial part of the

initial conditions. Thus, a change in the initial goal set will inevitably lead to the

alteration of initial conditions. This in turn will cause a change in the partnership.

Experience in the BXW case (see 8.2.2) displayed that one type of JV partnership could

shift to another type, triggered by the changes in the initial goal sets of one or more

partners. Literature from organisational theory suggests that there are several types of
interdependency between organisations (Thompson, 1967). Relationships between

partners in a JV, by their nature, consist of a specific type of organisational

interdependency. Using Thompson's classification of organisational interdependencies

as a reference, three types of W partnership can be identified between the foreign and the

dominant local partners in the case of BXW. The types of JV parhrership have

significant implication for the JV's management control structure, the development of

trust, conflicts, and conflict resolution (see Figure 9.2 which indicates three types of

partnership in JVs).

Sequential

Figure 9.2 Types of Interdependency in JV Partnership

Balanced Partnership: This emerges when each of the partners intends to achieve its

respective goals through the JV parlnership, and the goals have no direct dependence on

each other. In this type of partnership, each partner takes the other as the medium for

Balanced Partnership Partnership Reciprocal Partnership
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achieving its goals. Up to the mid 1990s when San Huan initiated a series of changes in

its initial goal set, the partnership in BXW can be categorised in this type. There are two

forms of relationship between the partner goals within this type. First, the initial goals of

the partners are different, but do not conflict with each other. Second, the initial goals are

different, and they do conflict with each other. Due to the difference between the goals

partners pursue, the synergy of the W may be affected because the partners may stick to

different business strategies. If partner goals are in conflict with each other, then the

partnership will be in a potentially awkward situation. However, as Hatfield and Pearce

(1994) claim, if the number of partner goals is large, the JV may be more efficient

because a large set of goals facilitates a prudent strategy selection by providing

alternatives.

Sequential Partnership: This emerges when the goals of one partner (PartnerA) of the

relationship are succsssfully achieved, but the goals of the other (Partner B) fail or are

only marginally achieved. The partnership in BXW after San Huan changed its goals in

the mid 1990s belongs to this type. In this partnership, Parbrer A takes Partner B as a

medium for achieving its goals, so that the achievement is highly dependent on co-

operation from Partner B. Partner B is not satisfied with its goal achievemen! and so its

experience makes it feel exploited. Thus, this is an unstable type of partnership, in which

conflicts are likely to occur.

Reciprocal Partnership: This emerges when the goals from different partners are

overlapping. The partners intend to achieve the same or similar goals and contribute

complementary resources. In this case, each partner depends on the other for achieving

its goals, and the JV serves as the medium for combining the advantages of the resources

of both. Satisfaction is determined by the JV's performance. As discussed in 8.2.2,

while San Huan shifted its focus in BXW to gaining financial returns, the partnership in

BXW seemed to show feature of this type but was actually in another category.

This classification of the three types of JV partnership is based upon the relationship

between the partners' goals. However, because of the nature of multiplicity in partrer
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goals, in reality the relations between them are far more complex. Thus, the actual JV

partnership will show extreme complexity, probably being a mixture of some or all of the

three classification types. According to the definition of partnership here, the relationship

between parmer goals becomes a crucial determinant. Therefore, the alternation of

partner goals will certainly cause a change of partnership characteristics, namely, from

one pattern of partnership to another.

Changes in goal sets initiate a dynamic process in which the W partnership deviates from

the initial conditions. The need to mesh and balance individual partner goals indicates

the complexity of the JV as an organisational form. When the initial conditions are

established at the formation stage of a W, the JV has to experience this process of

meshing and balancing partner goals. Changes in goals trigger a process of re-meshing

and re-balancing. The literature reports that goal disparity relates positively to conflict

between partners (e.g. Habib & Burneft, 1989). As revealed in the BXW case, changes in

partner goals are likely to lead to conflicts between parhrers and the process of re-

meshing and re-balancing may alter the partnership. If a W partnership is satisfactory to

all partners, and thus relatively stable, it is likely that the partnership belongs to either the

Reciprocal Pattern or the first form of the Balanced Pattern. From one individual

partner's change in business strategy, experience in terms of goal attainment, and

perceived environment change, a partner makes a change in initial goals. As separate and

independent organisational entities, the partners are clearly distinct, and have their own

experiences. It is very unlikely that the changed goal set would match the needs of the

other partner. Thus, the change in the individual partner's goal set could lead to deviation

of the partnership from a stable structure, probably transforming it into either a

Sequential Pattern or the second form of the Balanced Pattern. Either of these patterns is

an unstable structure of partnership, and thus, as a result of the changes in partner goals

conflicts between parfners may occur.
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9'2'3 Interactions of Network Relationships Related to Changes in partners, Goal
Sets

As a rV evolves, partners begin their engagement in the process of learning. parent

companies gain knowledge about the experience of goal attainment, changes in the
environment, and actions taken by individual partners. This knowledge becomes the
basis for modifying the initial conditions and redefining the strategic context.

The development and evolution of a JV can be viewed as a repetitive process of
negotiation, commifment, execution, and assessment. In this ongoing process the
executives from the parent firms and the JV interact with each other, and thus role
relationships and interpersonal relationships are generated as a result of interact on
process' Although these two relationships are closely linked and affected by each other,
they are not identical. As suggested by Gabarro (1987: 180), role relationships are
developed between people often before they begin to develop personal relationships.

Findings from the three case studies, especially the BXW case, suggest that in the context
of Sino-foreign JVs, two factors make interpersonal relationships even more significant
in influencing executives' role relationships and in furthering the organisational
relationships in rVs. First, W executives come from completely different cultural
backgrounds, and the cultural differences make constructive cooperation between JV
executives and effective JV operation more difficult, as illustrated by the difficulties in
technology transfer in the case of Xin Da. Second, in the relationship-oriented Chinese
cultural setting, interpersonal relationships bring a more striking bearing on managemenr
and business practice, and exert a more significant influence on role relationships
between the relevant people and the organisational relationships they represent, as shown
in the change in partner rerationship caused by the repracement of BXW,s general
manger' Thus, the dynamic interactions between interpersonal relationships and
organisational relationships in Sino-foreign JVs and their influence on JV performance
and development deserve the commitment of research attention.
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Actually, in a relationship-oriented society like China, interpersonal relationships have a
strong influence on role relationships, and actions in role relationships are also likely to
mix with those in personal relationships. In the case of BXW, the same role of general
manager taken by two different people (yang zhengcangand Song pingping) led to very
different parb:ler relationships between san Huan and Robinson, at least partly because of
differences in the interpersonal relationships developed by these two particular
individuals' Experience in the BXw case also suggests that interpersonal relationship
plays a role in the formalisation of contracts. In a Western society, a contract usually is
finalised before any real business starts and it strictly regulates the obligations and
interests of the involved parties. In contrast, in Chinese society a contract tends to be
created at some stage when mutual trust has been created among the involved parties, and
as mutual trust is already in place the contract tends to be less crucial in order to keep
flexible and efficient. In the BXVI case, the issue of evaluation and compensation for the
foreign parfner's invisibre capital invested in the JV is a good exampre of the
insignificance of the formal contract in the chinese executives, minds, as there was not
any formal contract dealing with this important issue, despite its significance for the JV.

The unpleasant managerial relations between local and foreign managers in the Xin Da
case and the different interpersonal relations developed by the two BXW generar
managers with their foreign partner suggest that it takes a long time to build up the
required mutual trust between the two groups of local and expatriate JV executives, since
it involves a complex process of relationship development and a series of socialising
activities such as guanxi-building, face-saving and enhancing through gift-giving.
Therefore, it can be inferred that the executives assigned to a Sino-foreign w from both
foreign and local parent firms are more likely to adapt to the management culture of the
other side, and that their personal relationships tend to supplement and shengthen role
relationship, if they remain serving for a relatively long period of time so that they can
have more opportunities to understand each other. on the other hand, frequent turnover
of the executives, especially without full consultation and mutual agreemant between
partners, will lead to the loss of both the established personal relationships and the
existing flexibility and effi ciencv.
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9.2.4 Assessment of Achievement in terms of changed Goars
A parent company seldom informs either its partner or JV management about the change
in its initial goals. The change is reflected in the business strategies implemented and the
resource commitnent. Some ambiguity can arise in the partnership because the changed
goals are unclear or incommensurable. As time goes on, the parent companies leam of
the change in goal set and their attainment of changed goals is acquired. This process of
re-assessment and leaming caused by changes in parhrer goals involves feedback from
the W.

Empirical findings from the BXw case (see 8.2.4) revealed that as with the instance of
assessment in terms ofparfners' attainment of initial goals, reassessment in terms of
partners' goal succession still centres on efficiency and equity in the JV partnership.
However, the focus shifts to the partnership after the initial goals are changed. In term of
efficiency, the reassessment focuses on the extent of perceived attainment of changed
goals in relation to the partner's resource commitment to the JV. In terms of equity, the
reassessment still focuses on fair dealing - in this case each partner's goal attainment
proportionate to their respective resource contribution after a change of the initial goals
set by one or more partners. In this process of reassessment, only factors and issues
related to any changed initial goals are assessed. AII other terms and understandings
contained in the partnership remain in effect. In this way, the ongoing partnership is
preserved' However, the change of partner goals can still cause an alteration of either
perceived efficiency or perceived equity. The effects of reassessment on the partnership
can be either positive or negative, depending on whether the result of the reassessment
enhances or weakens efficiency and/or equity. If one parbrer perceives that goal
attainment has been reduced after a change in the goal set, then the partnership has been
negatively affected, and it would probably try to restore the balance of efficiency and./or
equity' It is likely that the actions undertaken by the partner can impose negative effects
on the other partner's interests in the JV. Thus, as appeared in the BXw case, conflicts
between partners can occur.
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9.2.5 Conflict Resolution and Goal Achievement

As shown in the BXW case, changes in partner goals lead to a change in the patterns of

interdependency and partnership, and this in turn results in conllict. Researchers suggest

that oonflicts impose a negative influence on JV performance (e.g. Ding, 1997; Olson &

Singsuwan, 1997). However, the key to good performance, defined here as satisfaction

with goal achievement, does not lie in the absence of conflicts in the JV partnership, but

relies on the proper approaches and procedures for conflict resolution (Lin & Germain,

1998; Madhok, 1995). As demonstrated in the BXW case, if properly handled and

successfully resolved (see 8.2.5 for resolution of conflicts one and two), conflicts can

play a positive role in a JV's evolution, because they can test the way to resolve

difficulties in the relationship. Proper conflict resolution provides partners with the

experience and sophistication to deal with the uncertainty - characteristic of the dynamic

environment JVs face, and thus enhances the resilience of the partnership. On the

contrary, as shown in the same case, improper conflict resolution (see 8.2.5 for resolution

of conflict three), such as force, or legalistic action, will stimulate partners to take

unilateral actions, either out of revenge or to restore equity. These unilateral actions will

either worsen the perceived existing inequity or lead to new inequity, and may eventually

cause the failure of the fV and the termination of the partnership.

BXW's experience showed that partners' compatibility to the temporal inequity in a fV

relationship and their tolerance towards conflicts, through trust building, is a crucial

approach to positive conflict resolution. ln order to stabilise a partnership when a

temporal imbalance in terms of the distribution of benefits occurs, partners need to have

the characteristics of compatibility, and the tolerance of difference and the sacrifice of

interests. If a partner compromises, or even sacrifices some of its interests, conflicts due

to a temporal imbalance between partners' contribution and achievement will be more

easily resolved, as displayed in San Huan's initial response to perceived unfair

distribution of the financial benefits from BXW. The building of compatibility and

tolerance, based upon trust between parhrers, can be understood as a stock of goodwill.

From this stock, the partner is able to "withdraw funds" as it thinks necessary. It means

that the partner, which has gained more in goal achievement than the other in comparison
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to their respective contributions, needs to offer some reciprocal benefits in the next round

of interaction, as shown in the action of the foreign partner's gifting valuable machinery

to BXW. If compatibility and tolerance exist, it is not necessary for all the partners to

feel fairly treated and be equally satisfied with goal achievement in every round of

interaction. However, the principle of tnrst and reciprocity will require overall balance in

the interaction between partners as a whole, since it is the overall balance between

partners in terms of goal achievement that facilitates a partner's tolerance of partial

imbalance and conflicts in individual rounds.

Compatibility and tolerance based upon trust are a helpful approach to positive conflict

resolution in a JV partnership. However, findings from the BXW case suggest that this

approach has its limitations in the scope of application. First, compatibility and tolerance

are not oriented in a one-way direction, and reciprocal actions are needed to make pay-

backs in the next rounds of interaction. Second, from a long-term perspective it is

indispensable to keep an approximate balance between partners in terms of goal

achievement related to their respective contributions. In the BXW case, as San Huan's

dissatisfaction with its attainment of changed goals was derived from the change of

overall structure in the partners' resource complementarities, which was caused by

changes in its initial goals, it was not enough to rely on compatibility and tolerance to

resolve the conflicts. In a case like this, the parrner who acts with compatibility and

tolerance cannot be paid back if the other parbrers do not act in this way. Thus, from a

long-term perspective, there is no way to maintain the overall balance of partners' goal

achievements in relation to their commitment. Obviously, this violates the principles of

both reciprocity and overall balance. In this circumstance, the structure of the partnership

must be changed in order to resolve the conflicts positively. There are two ways to do

that. One is for the partners to modify the changed goal set. Goal modification will

enable goal sets to be matched and thus satisfactory goal achievement gained. The other

is for the partners to change their respective resource contributions to match their

commitments to and goal achievements from the JV, through either changes in the

ownership structure or other means. Otherwise, the partner whose goal achievement is

unsatisfied, from a long-term perspective, will take unilateral action to correct the
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perceived inequity' This, in turn, will exacerbate the conflicts and impose negative
effects on the partnership.

The components of the Goal Succession Model and their linkages can be summarised in
Figure 9.3.
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9'3 Emergence of JV- Specific Goals and Interaction between JV and
Parent Firms: Dynamic Goal Model II

This section discusses the dynamics of the JV network relationship related to the
formation and pursuit of JV-specific goals. Based on the analysis of BXW in terms of the
emergence of W-specific goals, this section presents the third goal model in this research

- the goal emergence model. The goal emergence model addresses the dynamic process
in which the experience of a JV creates the new independent entity of the JV itself, and
thus the JV-specific goals emerge from and interact with the partners, goals throughout
the process. It also explores how the interaction between the partners and the JV
management determines the evolution and overall performance of this identity.

9.3.1 Causes for JV Autonomy
As suggested from the findings of the three case studies, especially the BXW case, the
complexity of the relationships among all the actors in a JV demonstrates that the JV
relationship possesses the characteristics of network governance. The complex network
relationships both at the organisational and interpersonal levels make the govemance
structure within the rv a specific form of network. At the organisational level, various
JV players - a JV itself, all of its parent firms, and other related transaction actors
comprise the factors of JV network. At the interpersonal level, a JV management team
can also form a network relationship with the executives of its parent firms.

At the organisational level, there are some similarities between the two relationships of
headquarters/subsidiaries in multinationals and parents/JV management in JVs. JV
management must report to its two or more parent firms, just as a subsidiary reports to
different departments in the headquarters, for example, in relation to the production and
marketing departments. As functioning departments in headquarters interfere with the
business activities in a subsidiary, parent firms can and will impose their influences on JV
management through various means, such as resource commitments, boards of directors,
and the personnel arrangements of the management team. However, there is an essential
distinction between the two sets of relationships. Although in charge of different
business areas' the various functioning deparknents in a headquarters/subsidiary
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relationship are subordinated to the same headquarters, and are coordinated within the
same hierarchical structure. Within a W partnership, the parent firms are on an equal
footing although management control of the JV may be held by one of them or be split
unevenly between the partners. Thus, partners are not subordinate to each other and
every parent has the power to influence or veto W's decisions. The equal partnership
between parents means that the W does not have a direct super-ordinate, and this leaves
some room for the JV to play one parent off against the other. For the parent firms, there
is a relationship ofjoint decision-making, interest sharing and problem solving. When
disagreements and/or conflicts emerge, they cannot be settled through hierarchical
coordination, but can be solved only through means of network or market coordination:
negotiation, compromise and interest exchange.

From the perspective of interpersonal networks, a JV is managed by the executives
assigned from parent firms' As demonstrated in the BXw case, because of the personal
experiences of these executives and the differences in interests between the W and its
parent firms, an issue of loyalty emerges for the JV executives. Some of them may give
their loyalty to their parent firms, such as Song Pingping, the key figure of the .,San Huan
coup" in BXW, and others may choose to be closer to the JV they serve, such as the
dismissed general manager Yang Zhengcang. Several factors can affect fV executives,
choice in this regard: the current and future situation of JV development and evolution;
management control of parent firms over the JV; communication and coordination
between executives from the JV and the headquarters of parent firms; past work
experience offV executives and their current status at the headquarters ofthe parent
firms.

As shown in the case of Yan g zhengcang, it is evident that the JV executives are likely to
more actively pursue JV autonomy if they choose to stand closer with the JV. On the
contrary, the JV executives are more likely to put their JV under the tight management
control of the parent firms if they give their loyalty to their parent frrms, such as in the
case of Song Pingping. It is noticeable that most Sino-foreign JVs were formed with
china's SoEs, and the majority of chinese JV executives were assigned to JVs by these
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chinese partners. The relationship between chinese JV managers and their superiors in
relevant government agencies appeared to be complex, a legacy inherited from the long-
lasting relationship between SoE managers and the govemment officials who supervised
the SoEs' Thus, the pursuit of JV autonomy in Sino-foreign JVs by the rv managers
from the Chinese side tends to be related to this complex relationship. As clearly
demonstrated in the contrasting cases of yang Zhengcang and song pingping in BXW,
Chinese JV managers' past working experience in SoEs and their personal relationships
with relevant government officials also become an important factor affecting JV
autonomy.

9.3.2 Emergence of JV-specific Goals
As discussed earlier, by adopting multiple perspectives on the measurement of
performance (osland and cavusgil, 199g; Anderson, 1990), this study intends to
incorporate the perspectives from all players in a w relationship while addressing JV
performance in terms of goal attainment. To do so, one of the crucial steps is to identi$r
the goals of all the players, incruding JV-specific goars. onry after compreting this
critical step is it possible to evaluate to what extant the goals from all the players have
been attained, what factors influence the goal attainment, and how the goal attainment
affects the subsequent behaviour of the players. HoweveE are JVs able to establish their
own goals? How and at what stage do JV-specific goals emerge? Incorporation of all
participants' perspectives cannot be achieved until the first chain of the causal link is
resolved' Given the bias of the research perspective of the mainstream research on JV
performance, these issues relating to the emergence of fV goals have been almost
completely ignored in the existing literature on Ws.

JV autonomy implies that the JV is more or less independent from its parents. With
autonomy, a JV possesses relative freedom to establish and implement its business
strategies. As shown in the Bxw case (see g.3.r and g.3.3), while the JV,s autonomy
gradually matures and consolidates, its own interests are pursued through setting and
attaining its own goals. Then, the emergence of w goals is complete. However, findings
from the BXw case indicate that JV autonomy, at the early stages after its formation. is
not strong enough for the emergence to occur. lnstead, only in the process of JV
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evolution and through the interaction among all the players in the JV relationships will
the emergence occur. The conditions for the emergence depend on the JV evolution and
the interaction among the rV players, as they create the conditions for the JV itself to
mature and become an independent part of the network in which it is embedded. There is
a series of factors that determine and influence the conditions of emergence. The key is
the power distribution in the W network.

The process of goal emergence in the BXW case suggests that two categories of
interaction are crucial in this course of emergence. First is the interaction between the JV
and its parent firms. In the early stages of evolution, all or most of the resources are
committed by the parents, and it is most likely that the key figures in the JV management
also come from one or more of the parents. consequently, the JV is highly dependent on
its parents at the early stages. Moreover, at that stage parent firms have not achieved
their strategic goals. They may not even have goal achievement in the first phase. The
parents thus try hard to control the W in order to coordinate the rV,s business activities
with their own business strategies. As in the case of BXW discussed in g.3.1, parent
firms, or more specifically, the negotiations and agreements between the parent firms,
play a critical role in the JV's decision making, and the JV management can play only a
passive and derivative role. The situation in the early stages makes it very hard for the
JV-specific goals to emerge.

The second category of interaction is the interaction between the parents. The BXW case
also demonstrated that for the emergence of JV-specific goals to happen, it is also critical
for the interaction between parents to create a space for this emergence, as the BXw
management gained support from one of its parents (the foreign partrer) in pursuing its
goals' It may be helpful to review the patterns of interdependency in JV partnerships,
since the patterns of interdependency show different situations of power distribution
between partners in the JV network relationship, For instance, in a sequential
Partnership, the distribution of network power between the parents is in a condition of
imbalance' The dominant partner holds management control so that it will be difficult for
the JV to be independent of the dominant partner. In contrast, a condition of balance in
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partnership allows neither of the partners to dominate the JV, and thus encourages a more
assertive independent fV management.

9'3'3 Interaction of W Management and Parent Firms in terms of Goal Attainment
Addressing relationships from a network approach, the actors are regarded as units in the
JV network' Different from its parents, the rV management has initially very limited
autonomy' and is unable freely to set up specific JV goals when the W is formed. That is
to say, W goals can only emerge in the process of evolution and through interaction with
the parents, Findings from the BXw case (see g.3.2 and g.3.3) suggest that the
emergence of JV goals is determined by the asyrnmetry both in positions and power
distribution in the network between the JV and its parents. In the network approach,
power distribution among the units within a social network is dependent on the degree to
which some of the units in the network control these valued resources. This depends in
large part on the position in which the units are located (Calhoun, Light, & Keller, rgg4).
When a fV is formed, most of its resources come from the parents, and this leads to its
dependence on parents - a subordinate position for the rV. with the development of the
JV, the JV will gradually form its own base of resources and management capability.
This in turn will enhance the JV's position and change the structure of power distribution
in the JV network- In this process the JV-specific goars emerge.

After W goals emerge, the interaction between the JV and parents continues, and each
player in the JV relationship will pursue its own goals. compared with the parents, the
w is still relatively disadvantaged in the interaction between the w network players,
because the JV's independence and autonomy are limited to some extent. otherwise, the
JV would cut off its link with its parents and grow into an independent firm. Due to this
disadvantaged position, the rV management must care for its relationship with the
parents, pursuing its own goals, while still paying attention to the relations between JV
goals and parent goals, a relationship that will impose a significant influence on the
interaction between the JV and parents.

There are three fypes of relationship befween the goals of the JV and the partners. First,
rv goals may overlap with the goars of both parents. within this type of goal
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relationship, JV management will achieve its own goals while meeting the objectives
from both parents. Therefore, less conflict of interests and business strategies will
emerge between the JV and parents, and it is more likely that the JV can gain autonomy
from the parents. Second, JV goals may overlap with those of one parent, but differ with
or conflict with those of the other, as is displayed in the case of BXW. This type of goal
relation may also provide an opportunity for gaining autonomy and maximising goal
achievement, since it allows the JV to play off the two parents - seeking support from
one and letting the other make concessions. Third, rV goals may differ from or even
conflict with those of both parents. Within this goal relationship the conflict of interest
between the JV and its parents makes it more likely that the JV management will be in
conflict with both parents in terms of business skategies. In this case, it is likely that both
parent firms will try to enhance their control over the JV, and pursue their own goals in
the JV. Thus, the opportunity for the JV to gain autonomy will shrink. However, JV
management is still able to influence its parents through various mechanisms in the
process of interaction.

9.3.4 ws' Assessment of Goal Attainment and the Effect on Interaction
Previously, both the Static Goal Model and. the Goal Succession Model discussed the
assessment which the parfners made of their attainment in terms of both initial and
changed goals. Similarly, as shown in the BXw case, both the partners and the JV
management will assess their respective goal attainment, reflecting the emergence of JV-
specific goals. The assessments by the JV management will emphasise the goal
attainment from the JV's perspective. In terms of efficiency, the assessment by the W
management focuses on the extent to which the W goals, which reflect the interests of
the rv itself (consisting of the JV management and the JV worrrforce), have been
achieved' In terms of equity, the W management has to balance goal attainment between
the JV itself and its parent firms. The result of this assessment will greatly affect the JV
management's decision-making in business shategy and the development direction of the
JV' For instance, if the result indicates that the JV has pushed too hard in pursuing its
own goals so that the parents' goal attainment has been seriously affected, it may be
necessary to make concessions to the parents. If the assessment shows that the JV should
push forward more strongly on its own path rather than on the parents, path, the rV
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management needs to take necessary adjusting actions. After all, the JV management is
located in a relatively disadvantageous position in the JV network relationships, and thus,
it needs to adjust its relations with the parents from time to time. Otherwise, the
negatively affected partner will take unilateral actions to restore the balance, as San Huan
did (see 8.3.4).

The most effective way for a w to gain autonomy and pursue its own goals is to reach its
maturity, which can be defined as when the JV has built up its own resource base and
network in its business connections with the increase of the JV's age. As a W mafures, it
will become more assertive in dealing with its parents by developing control of its own
resources' As scholars suggest (Prahalad &Doz,l981), parents cannot maintain control
of mature JVs as they can with new JVs by relying solely on the control of strategic
resources. However, maturation is a long process for a JV, and the maturity of a JV
depends at least partly on the autonomy it can gain from its parents. Therefore, in order
to achieve its own goals, the management of a JV will have to be active in its interaction.
using all the available mechanisms to influence its parent firms.

The experience of JV-specific goal emergence in the BXW case revealed that three
mechanisms are available for a JV to pursue its own goars (see g.3.3). First, JV
management may seek support from one of the parents, taking advantage from this
network relationship in order to impose an influence on the other parent. A JV
relationship - parents and JV management - comprise the W network, and the players
become the individual units that are interdependent and linked with each other. Although
possessing less power than the parents in the fV network relationship, the W becomes the
medium through which the parent firms build links with each other, and this position may
give the JV some advantage. For instance, if the JV's goals overlap with the goals of one
parent, then JV management will be able to seek support from that parent and let the
other parent make concessions.

second, JV management may gain support from external actors in increasing its
bargaining power in the interaction with parents. A network approach suggests that
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different tiers exist in a social network (calhoun et ar., 1994). In the JV network
relationship, both the JV and the parents form the inner tier, their transactionally-related
firms, government agencies and other actors make up the outer tier, and the
environmental factors, such as markets and policy outcomes, become the extemal
constraints of the network. When dealing with parents, JV management may resort to
both the outside actors and the factors of external constraint to impose their influence on
parents' By coalescing with and by gaining information from its clients, suppliers,
competitors, and government agencies, and taking advantage of the changes in
environment of both markets and government policies, the JV management may enhance
its bargaining power in dealing with its parent firms.

Third, the personal characteristics and network relations of JV managers may also play an
important role in the interaction between the W and its parents. For instance, if the JV
managers possess a strong entrePreneurial spirit and enjoy broad links within the JV
network, then they will be more likely to succeed in influencing the parents and pursuing
JV goals. Findings from the BXw case regarding a particular individual,s _ yang
Zhengcang- role in pursuing the JV's own goals confirmed the suggestion that the
personal traits of JV managers affect the ability of JVs to influence parents (Lyles, l99l;
Lyles & Reger, 1993).

on the other hand, San Huan's sudden dismissal of this general manager indicated that
the upwards influence of JV management cannot make the parent firms willing simply to
take the role of onlookers. They will respond and react towards the JV,s assessment of
goal attainment and subsequent actions. In the BXw case, since the JV management,s
action in pursuing its goals interfered with or even blocked the goal attainment of San
Huan - a dominant parent of BXW, then this affected parent took measures to strengthen
its control over the JV. In this case, the short-term effect of the rV management,s efforts
to gain autonomy and achieve its goals may be contrary to the w's long-term interests.

The components of the Goal Emergence Model and the linkage between these consrnrcts
can be summarised in Figure 9.4.
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9.4 Combined Model of Network Governance and Goal Attainment

This section elaborates the comprehensive network-goal model, summarising the
network governance framework and the three goal models. The present study
explores how the network governance of IJVs influences their performance and
evolution. This exploration is to be achieved through the development of three goal
models. Thus, questions of the applicability of these goal models and of how these
goal models interact with each other are critical.

9.4.1 Applicabitity of the Goal Modets
Using the three goal models as theoretical tools, the present study has explored the
underlying relationship between the network governance and performance of an IJV
in different research setfings. The first model - the Static Goal Model - examined
how the goal attainment of the partners determines IW performance in a static
research setting. The second model - the Goal Succession Model - investigated how
the goal attainment of the partners affects UV performance in a dynamic research

setting' These two goal models mainly examine one type of network relationship in
an IJV - the parfnership. The third model - the Goal Emergence Model - explored
how the evolution of an IJV creates a new organisational identity and results in the
emergence of JV-specific goals through the interactions both between partners, and
between the JV as a child and the partners as parents. Thus the third model examined
the two tlpes of IfV network relationships - the parftrership and the parent-child
relationship. Another type ofnetwork relationship - the IJV network between JV
players and various external actors and factors - was examined in terms of external
incentives and./or constraints in all the three models.

In terms of the applicability of the goal models, all of the three goal models
investigated the influence of network govemance on rV performance and evolution
through goal pursuit and goal attainment. Therefore, formation of the particular goal
sets in a respective model from parfners and/or JV management becomes the pre-
condition for each of the models. That is to say, the applicability of each of the
models in the process of fV development depends on whether the goals related to this
model have been established and pursued by the relevant JV players. partners, initial
goals comprise the core component of the static goal model. The initial goals are also
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the element of the initial conditions of a W operation. Thus, the static goal model
addresses rV network relationships at the early stage of rv development. Moreover,
the goal sets in goal succession and goal emergence models have not formed yet at
this early stage. As a result, the static goal model is the only conceptual model used
to investigate W network relationships at this stage.

The dominant elements in the goal succession model are the partners, changing
multiple goals. As discussed in section two (the goal succession model) of the
chapter, the factors causing the change in partners' initial goals include partners,
experience in terms of initial goals, major changes in the JV's external environment
and in parent firrns' business strategies. Thus, changes in initial goals are the result of
dynamic in Jv networks and can only happen at some stage of ;y development. The
applicability of the goal succession model relies on whether these factors have led to
the alteration of initial goal sets by one or more partners. The alteration of partners,
goal sets may involve elimination of some initial goals or adding some new goal.
More importantly, it is more likely that changing multiple goals comprises of
changing the relative weighting of various existing goals in the initial goal set.

The most significant component in the goal emergence model is the emergence of the
JV as a relatively independent organisational entity, and the subsequent establishment
of rV-specific goals. Howevern this emergence depends on a series of conditions. At
the early stages of a JV development, the JV management can only play a rather
passive role in JV network relations, pursuing only partner goals. with the JV,s
evolution and the changes in network relations, the possibility of the goal emergence
appears at some stage. Then, relatively independent role of JV management comes
over time, and consequently, JV-specific goals are developed. However, the
emergence both of the JV's independence and rv-specific goals can only happen
under certain conditions. That is to say, although network relationship between JV
partners and JV management, and the issue of autonomy for JV management are
universal to all JVs, the goal emergence model is neither applicable to the process for
every rV's development nor to every stage of a JV development.

In summary, in terms of the conditions for applicability, the three goal models are nor
competing with and thus substituting each other. The different goal sets sustaining
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the goal models are established at different stages of the W development process. As
a result, the three goal models can only be applicable to certain stages of rv
development. However, it is also important to note that the three goal models are not
sequentially applicable to the process of the JV's development. Actually, they are

overlapping and co-existed as long as the conditions for each model are applicable,
jointly driving FV development and success.

9.4.Zlnteractions between the Goal Models
The three sets of JV goals evolve, overlap, and interact with each other, becoming the
driving force of fV performance and evolution. Both the static goal model and the
goal succession model address partners' goals, investigating how the interactions
between partners in terms of goal pursuit in a broader JV network context determine
the fV's perforrnance and evolution. The goal succession model explores the
conditions under which partners' initial goals change and how these changes in initial
goals cause changes in partners' behaviour both inside and outside the fV partnership,
and how the behavioural change exerts an influence on w performance and

development. Thus, initial goals evolve into changing goals, and the goal succession
model is complementary to the static goal model. However, the goal succession

model does not nullify the static goal model. First, changes in the partners, goal sets
do not eliminate the initial goal sets. As discussed earlier, it is likely that the changes
in the initial goals mean only a re-weighting of various goals in the initial goal sets.

Thus, under a different priority all the initial goals remain to be pursued in a given JV.
Even if the goal change involves the elimination of some initial goals or the
development of some new goals, it is highly unlikely that all the involved partners

eliminate the whole initial goal set and develop a completely new goal set. Thus,
more or less the initial partner goals will be pursued.

Second but more importantly, as an important component of the initial conditions for
a JV network setting, initial goals impose a long-lasting influence on JV performance
and evolution. This is so even if all partners have significantly modified their initial
goals, so that the initial goal sets are no longer relevant for partners, pursuits. The
static goal model will still be valid in investigating the network relationships and their
in{luence on fV perfonnance and evolution. This is because the partners, initial goals
as a core component of a JV's initial conditions will cast a long-lasting impact on fV
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network relationships. Partners' pursuits, achievements, and assessments in terms of
initial goals shape and modify their behaviour in the rV, and thus set up the early
imprint for its future development. Built on this basis, partners and managers learn to
collaborate in the on-going process of interactions.

The goal emergence model indicates a more dynamic understanding of the
environmental institutions in which a JV operates and evolves, as it views the JV
organisational entity and JV-specific goals as the product of interactions, shared
experience, conflict resolution, collaboration, and joint learning. However, just as the
emergence of the JV organisational entity and the JV-specific goals do not nullify
partnership and partner goals, the goal emergence model does not substifute for the
static goal model and the goal succession model. That is to say, the goal emergence
model demonstrates that on-going interactions give rise to govemance networks, and
these networks together with the network relationships addressed in the previous two
models in tunr provide an institutional basis for the interactions between JV
organisational players and managers. Therefore, this dynamic process suggests a bi-
directional rather than unidirectional causality befween the JV developmental process
and JV network governance.

The combined conceptual moder has three basic components, namely, JV network
relationships, the combination of goal models, and issues of JV evolution. Each of
these components has been discussed previously, and is to be summarised in this
section. Based on the above discussion, a combined network-goal model can be
illustrated in Figure 9.5, There are three components in the model, namely rV
network relationships, goal models, and the rV evolution path.
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CHAPTER TEN
CONCLUSIONS

The previous chapter presented the results ofthe research by assessing the conceptual
goal models based on the empirical data from the three case studies. This chapter
concludes the present study by summing up major findings, by presenting the
characteristics of the study, and by suggesting directions for future research. Thus,
this final chapter contains three sections. First, the major research findings are

summarised in relation to the research aims and research questions. Second, the
characteristics of the study are acknowledged and discussed. Third, outlined are
several implications for future research that have arisen from this study, which will
extend this study and overcome several of its limitations.

f 0.1 Major Findings of the present Studv

This study has set out to examine the inlluence of IJV network governance on IJV
performance and evolution frorn a dynamic perspective, and has aimed to contribute
to the building of a holistic theory of IIV development. The conceptual framework of
JV network govemance and the three goal models serve to achieve this overall
research objective' Several more specific findings from the case studies are also
helpful in gaining a better understanding of JV network governance, performance and
evolution' Given the novelty olthe social network as a research approach compared
with other more conventional approaches, such as transaction cost approach, the
adaptation and application of thenetwork approach provide methodological
implications for IfV study.

Due to the nature of the qualitatively-oriented case study research approach, the
research findings, including both more specific findings and the overall theoretical
innovation reflected in the conceptual framework and goal models, are generated and
assessed from the empirical dataof three case studies. Given the fact that the scope of
the empirical data is limited, the research findings from this study should be treated as
research hypotheses, and the applicability of these findings needs to be further tested.
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-10'l'l 
Development and Assessment of Conceptual Framework and Theoretical

Models

Building on the three case studies and the existing literature on JV governance?
performance, and evolution, the present study proposed and assessed a conceptual
framework of IJV network relationships and three conceptual goal models, which
provide a holistic and process account of how relevant variables are causally related.

The conceptual framework integrated the two types of network relationships -
interpersonal and organisational - into a network governance structure of IJVs.
Guided by this conceptual framework, three goal models of IW performance and
evolution were proposed and assessed in terms of the data gathered from the three
case studies in this research. These goal models suggested that the three sets of
parfner and W-specific goals evolve, overlap and interact with each other, becoming
the driving force of JV performance and evolution. The goal models addressed the
causality of various variables related to IrV network governance, performance, and
evolution. They also provide a process account of how the on-going actions and
interactions by various actors of the two tlpes of network, including joint leaming,
mutual adapting, conflicting, and conflict-resolving, generate outcomes defined as UV
performance and evolution. At any given point in time during the whole process, the
organisational actors of IfV network may assess their goal attainment in terms ofboth
efficiency (the extent of perceived goal achievement) and equity (comparative goal
attainment related to respective commitments to the IW). Adjusted by the quality of
network relationships, ilY change of perceived goal attainment in terms of either
efliciency or equity may trigger corresponding behavioural changes inside the JV
arrangement, such as operational decisions, marketing strategies, human resource
policies, and measures in response to extemal competitive pressure. There might also
be changes outside the rV arrangement, such as going alone with their own project, or
partnering with firms outside of the current JV relationship.

The proposed conceptual framework and goal models, linked to the literature on inter-
firm and interpersonal networking, represent theoretical innovation and creation in the
present study. Moreovern the following three significant features reflected in the
framework and goal models present a substantial theoretical contribution.

297



Integration of interpersonal and inter-organisational relationships into 31z
networks
First, the conceptual framework and related goal models integrate interpersonal and
inter-organisational network relationships into an IJV network governance structure,
and emphasise the influence of various managerial relationships and individual
behaviours on organisational network relationships in IJVs and, further, on I31;
performance and evolution. In all the three goal models, interpersonal relationships
and individual behaviour were identified as the crucial variable which interacts with
relationships and behaviour at the organisational level, and inlluences IJV
performance and evolution. As shown in the case sfudies, the way in which the
managers from both parent firms and the JV interact with each other, including trust-
building, joint leaming, mutual adapting, conllicting, and conflict-resolving, prays a
critical role in IJVs'performimce and evolution. In the context of the relationship-
oriented society of China, the strategic contents and performance outcomes of UVs
will be difficult to understand without an understanding of how individuals interact in
the process that generates these contents and outcomes.

Investigation of the creation of the JV as a new organisational identity and of theestablishment of JV-specific goals
Second, the goal emergence model proposed and assessed in this study has important
theoretical significance for the construction of a holistic theory of UVs. This model
addresses the issues related to the creation of the JV itself as a new organisational
identity and the establishment of JV-specific goals. This model investigates the
network relationships both at interpersonal and organisational levels between the JV
and its parent firms. Given the fact that this is an area to which the existing literature
has paid little attention, this model represents more theoretical irurovation and
creativity due to its theoretical originality. More importantly, the present study
provided a process account of IfV performance and evolution, and intended to explore
the "how" questions related to IJVs. The goal emergence approach moves the research
attention from a simplistic "strategic" view of FV evolution to an interactive view.
This approach explains how the new JV organisational identity is created, how the
JV-specific goals are established both as the product of interaction, shared experience,
conllict resolution, collaboration, and joint learning, and how the pursuit of rv-
specific goals together with the pursuit of partner goals jointly determine the
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perfonnance and evolution of the fV. Therefore, the emergence approach and the
goal emergence model could be regarded as a significant contribution to the literature.

Conflict resolution as a way to frame actions and interactions of JV network
actors
Third, in the three goal models, conflict resolution (or more generally speaking,
problem solving) acts as a way to conceptually frame the actions and interactions by
JV network actors both at interpersonal and organisational levels, such as trust-
building joint learning, and identity formation. This conflict resolution approach
roots JV evolution in terms of partner and JV-specific goals, goal pursuit, and goal
attainment in an on-going process of negotiation and problem solving. The success of
the JV hinges on the success with which conflicts and problems are collaboratively
solved through goal modification, interpersonal and organisational adaptation, and
compromise such that subsequent problem solving becomes institutionalised. With
this institutionalised conflict resolution procedure, conflicts that emerge in the JV
network relationships can be less disruptive and the temporal imbalance of goal
attainment between relevant organisational actors will be less likely to trigger
unilateral actions- This conflict resolution approach to fV success, linked to the
literature on the network approach, also presents an identifiable theoretical
contribution.

10.1j2 several specific Findings relating to a Better understanding of IJV
Performance and Evolution

Influence of external and environmental conditions on Iw network
relationships, and their performance and evolution
The goal models in the study suggest that network relationships within an IJV and the
pursuit by the IW organisational actors are the main driving force of rV performance
and evolution. However, JV network relationships and goal pursuit must be placed in
a broader context of the changing external environment, as an Irv is embedded in a
space where other organisations and external factors will affect the actions and
interactions of the JV network actors. Moreover, the changing environment and JV
partners' initial or changing goals may themselves determine the resolve with which
parhrers are committed to joint problem solving and JV continuance or expansion. As
observed in the case JVs of this study, external environmental factors are crucial to
the dynamic in fV network relationships and fV performance. In other words, the
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evolutionary importance of interaction and emergence is determined not only by the
success ofjoint problem solving and conflict resolution, but also by the environment
of changing goals and economic circumstances which determine the relevance.
importance, and durability of w network relationship themselves.

Significance of learning effect

Learning both at individual and organisational levels plays a crucial role in the
conflict resolution approach, as only after fV network actors have learned how to
adapt to each other and to the task environment, can mufual trust among the rv
network actors be established and credible conflict resolution procedure be
institutionalised- Howevern observation in the case studies suggests that learning
influences JV network relationships, performance, and evolution in both positive and
negative ways' depending on whether learning occurs only at a cognitive level or
leads on from cognitive learning to behavioural learning. Cognitive learning provides
partners with an understanding of the conditions needed for a successful partnership
and JV development, while behavioural learning leads to the adjustment of partner
behaviour in order to meet these conditions. When leaming occurs only at a cognitive
level, managers become increasingly aware of the needs and difficulties facing the
venture, but little progress are made to meet the needs and to overcome the
difficulties. Even worse, fast and successful learning may change the balance in
network actors' bargaining power, and thus the learning encourages unilateral actions
both inside and outside of the W. When learning occurs both at cognitive and
behavioural levels, the difficulties facing the JV can be overcome as the network
relationships evolve to reflect the learning accomplished. Therefore, a positive
dynamic of actions and interactions at both the interpersonal and organisational levels
is crucial to provide the rV actors with the capacity to learn how to learn.

Contingence of the emergence of a new organisational identity and JV-specific
goals

The emergence of the fV as a new organisational identity and JV-specific goals has

significant influence on JV network relationships, performance and evolution.
However, as observed from the case sfudies, the occurrence of the emergence is
contingent on a series of factors, although the potential of the emergence exists in
every JV arrangement. The first is the maturity of the W in its resource base. At the
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early stages of Irv establisbment JV management can only play a passive and
derivative role in the child-parent relationship. Then the somewhat independent role
of the JV management emerges over time with the gradual build-up of the JV,s own
resource base. The second factor is the distribution of fV network power and the
pattern of JV management control between JV partners. Conditions of balance
encourage a more assertive independent JV management, whereas imbalance

encourages domination of fV management and strategy by one partner, and there is
less room for the emergence. The third factor is the interpersonal interactions
between management executives from the JV and its parent finns. As shown in the
BXW case study, the fV management team could more actively pursue JV autonomy
using their personal expertise and initiatives.

Pursuit of multiple goars instead of a singre goar in rJVs
Literature on IrVs suggests that partners pursue multiple goals in their IrV
involvement. Based on the observation on the three case IfVs, the present study
confirms the suggestion that partners ptusue multiple goals and further proposes some
more eoncrete findings about partners' goal pursuit. Based on the three case sfudies,
financial goals are not necessarily established as the most important goals in their JV
involvement, but in the long run the goal of profitability still exists as a constraint or
requirement for JVs' operation. More particularly, it seems that non-financial goals,

such as operational goals and learning goals yield greater goal achievement, probably
because financial goals take longer to realise.

10.1.3 The social Network: A New Theoretical Approach Addressing IJV
Performance and Evolution
As discussed in Chapters Two and Three, prior research on IJVs mainly starts from a
dyadic perspective and views the IJVs only as the result of a business strategy for
firms to meet the challenge of the external environment and to outperfonn their
competitors. From this perspective, the unit of analysis adopted in IJV research is
usually the parent firms andlor IJVs. Correspondingly, the issues related to IWs, such
as IfV formation and performance, are examined in an asocial context, and the role of
the extemal environment faced by parent firms and IfVs is usually restricted to a
measure of competitiveness in product and supplier markets.
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Building on the literature on firms' social networks, this present research applied the
network approach to the study of IJVs. Through the case studies, especially the in-
depth case study, the present study has developed three goal models to examine the
layers of network relationships within IfVs and to explore the influence of network
governance in IWs on their performance. More specifically, these two aspects can be
related to three key questions of IfV network governance addressed by the network
approach.

o Tluough an observation of actions and interactions between the network actors
both at interpersonal and organisational levels in an lIV, the network approach
is able to answer the question of what sorts of network relationships exist in an
IW, and how the networks at different layers are formurated.

t Through an understanding of the meaning of the actions and interactions, the
network approach is able to answer the question of how the network
relationships are incorporated and institutionalised into a governance structure
within an IfV.

' By combining the two questions together, the network approach is able to
provide some insights into the question of how network governance in IWs
affects their performance evolution.

So far little empirical research has been undertaken to investigate the dynamic aspects
of IJVs, and even less has been done in applying a network approach to the field. By
adopting the network approach and taking a dynamic perspective, this research
provides methodological implications for the study of IrV network governance,
performance and governance.

10.2 Characteristics of This Studv

Two characteristics of this study should be acknowledged. They are mainly related to
the nature of the study- an empirical qualitative study using the case study method,
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10,2.1Particular Characteristics of the Sample IJVs
The findings and analysis reported in this study are based on empirical data gathered
from three New Zealand-China JVs. All foreign partners of the three case rVs were
New Zealand firms. This criterion of case selection was due to the fact that initial
funding for fieldwork was granted by the Asia 2000 Foundation - a semi_

governmental organisation in New Zealand.

However, this case selection led to some idiosyncratic characteristics of the case JVs
and thus of the study. As a small country, the features of enterprises in New Zealand,
such as cultural background, industrial strucfure, geographic location, and specialities
in technology and management may not be representative of foreign direct inveshnent
in China as a whole. Thus, the features from the three New Zealand-China joint
ventures in the study may not be commonly possessed by JVs with parfnership
between China and other countries, Moreover, the idiosyncratic features of the
Chinese economy and the Chinese enterprises, such as the significanc e of guanxi in
the society, the rapid growth in the macro-economy, fluctuating markets, a distinctive
enterprise system, and strong govemment influence, may also have affected
generalisation and application of the results from this study. Therefore, the
generalisation of the findings to all Sino-foreign JVs in China as a whole and to IrVs
in other countries must be done with caution. The conceptual framework and
theoretical models developed in this study need to be tested in other research settings.

10.2.2 subjectivity related to the qualitative research method
Subjective judgement and assessment are crucial elements of data collection process
in this qualitative research. The strength of this method lies in being able to produce
vivid and voluminous data that are concrete and rich in details. On the other hand,
there are significant disadvantages to this method, which centre on the likelihood of
bias from both researchers and informants affecting the objectiviry of the research
results' lnterviews were conducted as the main source of empirical data. This way of
data collection can affect the objectivity and accuracy of research results in two ways.
Data gathered from interviews are mainly built on a retrospsctive basis, which may
introduce a source of bias as a result of faulty memory or retrospective sense-making
on the part of informants, especially in accounts of the longitudinal process. In
addition, if the interviewer approaches the informants from hislher own frame of
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reference, the informants may be encouraged to think about the issues involved and
provide the information in the terms and framework of the researcher, instead of in
his/her own. Thus, the research results may be affected by the researcher,s bias.

However, these issues are not crucial because the researcher took various measures to
overcome these biases. First, the researcher carefully designed an interview protocol
with specific and concrete questions, encouraging informants to think about the
related issues in their own constructs and frameworks and to provide accurate
information. Second, the researcher conducted the fieldwork twice at the sites of the
case studies in different years, and thus brought out the advantage of interviews at two
points in time' Empirical data gathered at different times not only were advanrageogs
for the exploration of longitudinal processes and causal relations, but also contributed
to the triangulation of information from different sources. Third, in most cases this
study sought multiple sources of information, including archival data and interviews
with different people. If information gathered from different sources showed
inconsistency, the differences could be reconciled either with additional sources of
information or through verification by the original interviewees.

10.3 Directions for Future Research

In light of the results generated from this empirical investigation, there are a number
of issues that could be further explored in future studies. The first two issues ad.dress
the specific components of the models, while the following two issues are related to
the confirmation and expansion of the concepfual models developed in the present
study.

103.1 challenges of uncertainty in Externar Environment
Future research might study how an IJV can effectively manage the challenge of
uncertainty in the external environments. As shown in all the three case studies, a
dynamic extemal environment imposes a great challenge on the govemance of Sino-
foreign JVs' In all the three case ws, the dynamism of the external environment gave
rise to the conflicts both between the partners and among the individual managers.
The three goal models treat the environmental factors as external constraints in the
network relationships and suggest that each significant shock will trigger changes in
JV network relationships. The models also highlight that the way in which the JV
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partners respond to the challenges from external environment is determined both by
the initial conditions in a fV's setting and by the subsequent interactions in the JV.
Thus, environmental factors could be treated as a more significant issue in future
research' Attention should be paid to the tlpe of setting of the fV's initial conditions
and how subsequent interactions will enable a W to effectively meet the challenge of
external environment, especially a downfurn in the macro-economv.

10.3.2 Encouraging positive Learning Effect
As shown in the three case studies, the learning effect plays a significant role in
determining a JV's performance and evolution in both positive and negative

directions. Future research should study how the learning effects can play a positive
role in the interactions on JV network relationships, or more specifically, how
cognitive learning can lead to behavioural learning in a JV. The static goal model
highlights the significance of the initial conditions, as the imprinting of either negative
or positive leaming effects will dominate the JV' evolution or at least cast a shadow
on its later development. The two dynamic goal models emphasise the importance of
interactions among W players. Thus, the level at which learning occurred depends on
the function of the initial conditions and the interactions among fV individual and
organisational players in the pursuit of their respective goals. Future research needs
to study which type of setting in JV initial conditions and how interactions in JV
network relationships can enable organisational learning to occur both at cognitive
and behavioural levels, so that the leaming effect can enhance rather than weaken ;y
network relationships.

t0'3'3 Confirmation and validation of the theoretical models in wider research
settings.

This study is built on the empirical data collected from three New Zealand-China ;ys
that are located in traditional labow intensive industries. The three theoretical models
developed, especially the goal succession model and the goal emergence model, are
tentative explanatory models. The richness of information regarding the details of
what happened in each JV (especially the rV in which the in-depth case study was
conducted) certainly is helpfur to theory formation, but on the other hand, such
detailed information may pose the difficulty of establishing a clear-cut outline for an
overall perspective. Thus, the conceptual framework and theoretical models need to
be examined and refined in wider research settings, including the choice of IfV
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samples from other countries and in other industries in order to test their applicability
in other cultural settings and other industries, such as high-tech, capital intensive
manufacfuring and services. Future research needs to include as variables the key
concepts in this study, such as the formation, succession and emergence of partner and
JV-specific goals; the goal attainment; the formation of various network relationships
within Ws and their influence on JV performance; the interactions between key actors
in a JV including organisational adaptation and leaming, conflict emergence and
resolution; and changes in the external environment and their impact on JV
performance. In order to capture the developmental and dynamic features of W
evolution, future research needs to adopt a longitudinal design.

10.3.4 Expansion of Applicability of the conceptual Models
This study addresses network governance and its influence on IrV performance within
the research setting of New Zealand,-China rvs. Even if the conceptual goal models
can be applied to IWs in China, the applicability of the conceptual goal models seems
limited, since the network relationships exist not only in IJVs but also in broader
inter-firm alliances.

However, IrVs are only one type of inter-firm alliance. lrter-firm alliances of various
tlpes have become a new trend in the organisational change of enterprises with the
rapid globalisation and integration of the world economy. There are many other t)?es
of inter-firm alliances apart from IWs, such as co-production agreements; operational
collaboration in matters of product design and development, technology support,
machinery maintenance and instruction; strategic alliances encompassing cross-
shareholding, interlocking directorships; preferential relations with hading houses;
business groups; supplier associations and product development. As a type of inter-
firm alliance, an IfV will possess many common features with other inter-alliances.
Moreover, interpersonal relationships in JVs are treated as a type of network. Given
the fact that wholly foreign-owned enterprises (wFoE), rather than IJVs, have
become the main form of FDI in China since the beginning of the new centur5r, the
concepfualisation of the network relationships in the present study has significant
implications, as various managerial relations in WFOEs, especially those between
foreign and local managers, have become increasingly important for the performance
of these companies.
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This study addressos various netwotk relationshiBs rnrithin FVs, both at o-rganisational

and interpersonal levels. These nefinork relationships exist bo,t6 in SZFOEg aud
fomal or infonnal igter,-form r,retworks. Therefore, logiearly, the conceptual

ftimework and theoretical irmdels dev,eloped in this studymaybe applicable to
WFoEs and inter-firm allianoes. I{owsver. this inferenee needs to be tes.ted and
aonfimled in further research in settiug-s of \4lFOEs and wider inter-firur allianres.
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