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Abstract

This paper provides a review of the definitions, theoretical explanations and
motives for international Joint Venture (JV) formation. The theoretical perspectives
on JV formation arc considered in terms of mainstrcam cconomics oricntation, the
transaction cost paradigm, resource dependency theory, the strategic behaviour
modecl, and the organisational lcarning and resourcc-based model. The motives for
JV formation between multi-national enterprises from developed countrics arc
contrasted with motives for JV formation between developed country multi-
national cnterpriscs and local firms from developing countrics. Although thc
theoretical perspectives do not map ncatly onto motives it is possiblc to rclate
theoretical perspectives to motives.

1. Introduction
The current environment of international business is characterised by the

accentuation of a series of trends that have been gathering force during the

The authors arc gratcful to this journal’s anonymous referces for helpful comments on
an carlicr draft of this paper.



384 Keith W. GLAISTER - Ekrem TATOGLU

course of the last two decades. Multinational companies are now competing in
a very complex and dynamic business environment (Yashino and Rangan,
1995). Contemporary multinational organisations facing the challenges of an
increasingly complex business environment have to rethink their strategies as
well as their organisational structures in order to succeed in this global arena.
One response has been the creation of strategic alliances (Harrigan, 1987a;
Contractor and Lorange, 1988; Lyles and Rajadhyax, 1988; Badaracco, 1991;
Lewis, 1990, 1991; Lei and Slocum, 1992; Lorange and Roos, 1992). While
alliances have long been a feature of business strategy (Harrigan, 1995: 5), the
rate of formation and pervasiveness in international business over the last two
decades has been unprecedented (Anderson, 1990; James, 1992). Strategic
alliances require distinct organisational practices, new job definitions, new ways
of managing, and even a redefinition of the firm (Lewis, 1991).

There have been numerous examples of collaborative activity between
major firms from Europe, the USA and Japan, often joining forces with
international rivals. The compact disc audio system (CD), for example, was
jointly developed by Philips of the Netherlands and Sony of Japan.
Collaboration between Thorn (UK) and Ericsson (Sweden) provided Ericsson
with access to the British market. The venture between GEC (UK) and Siemens
(Germany) in telecommunications provided both companies with larger markets
and an increased technological base as did the JV between GEC (UK) and
General Electric (USA) in domestic appliances. In computers Siemens
(Germany), ICL (UK) and Groupe Bull (France) have established joint research
initiatives. Collaboration between General Motors (USA) and Toyota (Japan)
in automobiles has involved the sharing of production facilities and the transfer
of organisational skills (Earl, 1992: 93). The strategic alliance between Olivetti
(Italy) and AT&T (USA) was partly motivated by easing access of both
companies to each other’s markets, enriching the organisational capabilities of
the partners in telecommunication and computer technologies, transferring
different managerial skills, and sharing R&D projects and results (Ciborra,
1991).

One type of strategic alliance, the Joint Venture (JV), which constitutes the
focus of this paper, differs from other forms of inter-firm collaboration in that
it involves the creation of a separate organisation or legal business entity that
is formally independent of the parents (Pfeffer and Nowak, 1976: 400;
Harrigan, 1986: 4; Borys and Jemison, 1989; Lynch, 1989: 7; Lewis, 1990:
128; Shenkar and Zeira, 1990: 26). JVs are not a new occurrence in
international business. The trend towards forming JVs has become increasingly
common since the 1970s (Hladik, 1985; Harrigan, 1986: 7), and they have been
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the most pronounced form of business organisation for multinational enterprises
(MNEs) in developing countries (Beamish, 1988: 57; Schaan and Beamish,
1988).

Due to a lack of publicly available data this paper does not provide an
empirical examination of JVs', but instead concentrates on identifying the
theoretical perspectives and the espoused motives which attempt to explain JV
formation. The paper comprises five sections. The following section provides
definitions and discusses the characteristics of JVs. In the third section a
number of theoretical perspectives are examined: mainstream economics
orientation, the transaction cost paradigm, resource dependency theory, the
strategic behaviour model, and organisational learning and the resource-based
model. The fourth section focuses on the main motives behind JV formation,
distinguishing between motives of developed and developing country JVs and
attempts to relate the theoretical perspectives to JV motives. A summary and
conclusions are set out in the last section.

2. Defining Joint Ventures

Inter-firm co-operative arrangements include JVs, licensing agreements,
supply agreements, marketing agreements and a variety of other arrangements
(Contractor and Lorange, 1988: 5; Root, 1988: 69; Porter and Fuller, 1986:
315). Discussions about inter-firm co-operation are likely to founder on
misunderstanding stemming from a failure to specify the exact form of co-
operation in question (Porter and Fuller, 1986). There has been some difficulty
experienced, however, particularly at the official level, in defining JVs
precisely, partly because the concept has been viewed as covering a large

Systcmatic data on the incidence of intcrnational JV formation from official sources is
not readily available. As Lylcs notes ‘onc of the biggest difficultics in doing rescarch on
joint venturing activitics is that firms do not have to publicly announcc their joint
venturing activitics’ (Lyles, 1991: 96). While rescarchers have assembled many data
bascs on inter-firm collaborations (for cxample, Morris and Hergert, 1987; Porter and
Fuller, 1986; Glaistcr and Buckley, 1994), thesc data bascs arc nccessarily incomplete.
Also as cntrics usually rcly on press announcements in publications such as the Financial
Times, the Wall Street Journal, or trade journals of specific industrics reporting biascs
probably occur, for cxample, there is likely to be an over-reporting of large size firms.
Also, as Doz (1992: 309) points out, partncrships with short-term visible conscqucnces
(such as market entrics, ncw plants, distributorships) arc likely to be over-reported as
comparcd to less visible agreements which may have reasons to remain scerct (for
cxample, R&D).
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variety of situations, with the result that no OECD member countries’
competition laws give a precise definition (OECD, 1986). The more specialised
literature has given many definitions but there has been no systematic adoption
of a universally accepted definition (Young et al, 1989: 208-209). The term
'strategic alliance' is often used as an umbrella term to encompass the range of
co-operative arrangements between firms. A strategic alliance denotes some
degree of strategic as well as operational co-ordination (Teece, 1992). An
alliance is also strategic in the sense that strategic decisions involve long lasting
commitments as distinct from tactical decisions which are short term responses
to the current environment (Shapiro, 1989). It is clear that JVs constitute a sub-
set of strategic alliance activity. A more detailed definition of a JV has been
provided by Lynch (1989) who states that:

'A JV is a co-opcrative busincss activity, formed by two or morc scparate

organisations for stratcgic purposcs, that crcates an independent busincss entity and

allocates ownership, opcrational responsibilitics, and financial risks and rewards

to cach member, while preserving their scparate identity/autonomy' (Lynch, 1989:

7.

Another definition of a JV is provided by Young and Bradford (1977):

'An cnterprisc, corporation or partnership formed by two or morc companics,

individuals or organisations, at Icast onc of which is an opcrating cntity which

wishes to broaden its activitics for thc purposc of conducting a new profit-
motivatcd business of permancnt duration. In gencral the ownership is shared by

the participants with morc or less cqual distribution and without absolutc

dominancc by onc party' (Young and Bradford, 1977: 11).

Similarly, Killing (1988: 56) defines traditional JVs as 'two or more partners
joining their forces to establish a newly incorporated company in which each
has an equity position and representation on the board of directors'. A more
specific definition is proposed by Lyons (1991: 133) who emphasises the issue
of competition by stating that 'JVs are co-operative forms of organisation
between independent parties who could otherwise engage in competition or
have a competitive potential'. However, Shan (1991: 559) approached the
concept from a different perspective and introduced the notion of environmental
risk to the definition of JVs by describing them as 'a hedging vehicle against
both transactional and contextual risks imposed by the political system' in which
they operate. Lengnick-Hall (1992) broadly defines a JV as 'a co-operative
agreement between firms to achieve a common objective.” A similar definition
is also provided by Renard (1985: 39), identifying the JV as an agreement
between several products or techniques. Geringer's (1988, 1991) definition
stresses the international dimension of JVs, in stating that 'a JV is considered to
be an International Joint Venture (IJV) when at least one parent is
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headquartered outside the venture's country of operation, or if the JV has a
significant level of operation in more than one country'.

A definition for [JVs which may be more applicable to their establishment
in developing countries is set out by Koot (1988):

'A JV is defined as a subsidiary company that is cstablished by a corporation

togcther with a partner company in a forcign country, the normal casc being the

multinational company from an industrialiscd cconomy having a sharc of some 20

per cent or more in the cquity of a company outside its home country, with the

remainder of cquity being in posscssion of a company located in the country where

the JV is to be cstablished' (Koot, 1988: 347-348).

Hennart (1988) also includes partial acquisition of another firm's ownership
in his defiition of JVs. The definition which accounts for both domestic and
international JVs reads as:

'JVs arisc whenever two or more sponsors bring given asscts to an independent

lcgal entity and arc paid for some or all of their contribution from the profits carncd

by the entity, or when a firm acquires a partial ownership of another firm' (Hennart,

1988:361-362).

Beamish and Banks (1987) characterised JVs solely from the vantage point
of equity ownership by defining them as 'shared-equity undertakings between
two or more parties, each of whom held at least five per cent of the equity'
(Beamish and Banks, 1987: 7). In their research, they were particularly
concerned with JVs between a company, group, or individual from a developed
country with a partner firm in a developing country.

Each of the definitions quoted above (which do not constitute an exhaustive
set of definitions) provides some insight into the nature and characteristics of
international JVs and underline the major features of this organisational form
which are relevant to the discussion which follows. In the next section the main
theoretical perspectives on JV formation are discussed.

3. Theoretical perspectives on [JVs

Despite Richardson’s comparatively early insistence that ‘firms are not
islands but are linked together in patterns of co-operation and affiliation’
(Richardson, 1972: 895), until relatively recently, little discussion has been
advanced concerning the co-operative approach to business enterprise. The
economics literature, for instance, has been primarily concerned with analysing
the behaviour of autonomous firms, with the body of work dealing with
collusive oligopoly being the significant exception. The burgeoning of JV
activity has led, however, to a sharpening of theoretical perspectives.



388 Keith W. GLAISTER - Ekrem TATOGLU

The theories used in explaining international JV activity largely originate
from research and theory building in the areas of foreign direct investment and
the multinational enterprise. As pointed out by Calvet (1981: 43), since 1960 the
literature on these subjects has increased considerably and followed different
directions, placing the multinational corporation at the cross-roads of many
disciplines. Although less emphasis has been given to international equity JVs
in the theory of the multinational enterprise (Beamish and Banks, 1987), there
are some perspectives which provide particularly useful explanations of the
motivations and choice of 1JVs. These theoretical approaches can be classified
into five categories: (1) mainstream economics orientation, (2) the transaction
cost paradigm, (3) resource dependency theory, (4) the strategic behaviour
model, and (5) the organisational learning and resource-based model.

3.1. Mainstream economics orientation

A conventional economic analysis of JV formation has been provided in a
similar fashion by Hladik (1985) and Contractor and Lorange (1988). Hladik
structures a model where the profitability of the JV is based, in part, on the
complementary pooling of both tangible and intangible assets contributed by the
two partners. Profits from the JV are then considered along with profits from the
parent firm’s non-JV operations in determining the parent firm’s total profit
stream over all operations. Hladik then argues that in order for the JV to exist,
the sum of profits from the non-JV operations and the share of profits from JV
operations must be equal to, or exceed, profits from the next most profitable
alternative to the JV for each partner. Given the assets contractually attached
to the firm, the next best alternative, for example, might be to license intangible
assets to an independent firm, to export, or to establish wholly owned rather
than jointly owned operations. In considering the optimum level of investment
in a JV by the parent firms, Hladik stresses that while the sum of JV and non-JV
profits must exceed profits from the next most profitable strategy, JV and non-
JV profits may be related. Either positive or negative interaction may exist.
Positive interaction may exist, for example, when know-how that is gained from
JV activities can be applied profitably to non-JV operations as well. A negative
interaction may result from competition between the JV and other operations of
the parent firm, such as when geographical markets overlap.

A closely related approach to JV formation is that provided by Contractor
and Lorange (1988), who focus on the pre-decision phase, i.e. ‘the time before
a commitment has been made to go for a JV or to expand strategically in a
wholly owned mode’, (Contractor and Lorange, 1988: 5). In effect, Contractor
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and Lorange develop an overall ‘benefit/cost’ framework for analysing the
project’s revenues (for example from access to the partner’s market knowledge,
technology or market access) and/or reducing costs (for example from larger
economies of scale and product rationalisation gains; efficiency improvements
learned from the partner), over what could have been earned by a fully owned
subsidiary. Conversely, endemic drawbacks to a JV might decrease revenues,
for example, when the partner inhibits expansion of lines of business or insists
on lower prices than would be set unilaterally. Ultimately the partner may
become a competitor and/or increase costs (for example extra costs may arise
from having to negotiate and transfer technology and administer an enterprise
Jointly with another firm as well as from higher legal and technical overheads)
over the level of a fully owned operation.

This argument is expressed in axiomatic terms by Contractor and Lorange
(1988: 20) as follows:

Incremental benefitofa - Incremental costs ofa > Share of other
co-operative form over a co-operative form over partner’s profit
fully owned subsidiary a fully owned subsidiary

Basically, the argument is that a firm would prefer a co-operative
association over a go-it-alone option when the net incremental benefit of a co-
operative venture is not only greater than zero, but is greater than the profit
share of the other partner, leaving some further incremental gain for the
company considering the alternatives.

A distinction is made by Contractor and Lorange between the ‘direct’ and
‘indirect’ benefits and costs associated with the venture. Direct refers to revenue
and cost increments directly impinging on the project itself while indirect refers
to the effect of undertaking the co-operative venture on the rest of the global
enterprise, for example on other divisions of the company and affiliates in other
countries. The perspective adopted by Contractor and Lorange is very similar
to that presented by Hladik, in that each recognises the necessity of considering
the impact of the JV operations on the other areas of the partners’ operations,
although Hladik provides a more detailed account of the optimum level of
investment in the JV by the parent firms.

The essence of both the approaches just outlined is that a JV will be
established if it proves more profitable for the parent firm to organise its
economic activity in this mode of organisation rather than through a wholly
owned subsidiary. This analysis, however, does not demonstrate particularly
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clearly why a JV will be superior to a wholly owned subsidiary, nor does it
attempt to demonstrate why this form of organisation is superior to a market
transaction. In effect the analysis reduces to a basic tautology - if the decision
made is to select the organisational mode that yields the highest profit stream,
then the observed mode chosen must be the one that maximises profit. A further
insight into the choice of organisational mode drawn from the economics
literature is provided by the transaction cost framework which is explored in the
following sub-section.

3.2. Transaction cost paradigm

Transaction cost theory, mainly derived from the work of Williamson
(1975, 1985), provides an economic efficiency rationale for choosing between
markets and hierarchies. Coase (1937) first proposed that firms and markets be
considered alternative means of economic organisation. Whether transactions
organised within a firm or between autonomous firms is thus a decision
variable. Which mode is chosen depends on the transaction costs of each.

The basic principle underlying transaction cost theory is that economic
institutions will be chosen which economise on the sum of production costs and
transaction costs (Williamson, 1979: 245). Production costs, as argued by Kogut
(1988: 320), may vary between firms due to the scale of operations, to learning
or to proprietary knowledge. However, transaction costs can be analysed in two
distinct categories as ex ante and ex post. While ex ante transaction costs are the
costs of drafting, negotiating and safeguarding an agreement, ex post
transaction costs include: (1) the maladaptation costs incurred when transactions
drift out of alignment with requirements, (2) the haggling costs incurred if
bilateral efforts are made to correct ex post misalignments, (3) the set up and
running costs associated with the governance structures (often not the courts)
to which the disputes are referred, and (4) the bonding costs of effecting secure
commitments.

Williamson argues that the existence of transaction costs depends on three
factors: bounded rationality, opportunism and asset specificity. Opportunism
describes 'self-interest seeking with guile' (Williamson, 1985: 47). Asset
specificity refers to durable investments that are undertaken in support of
particular transactions, ‘the opportunity cost of which investments is much
lower in best alternative uses or by alternative users should the original
transaction be prematurely terminated’, Williamson (1985: 55). Williamson
argues that parties engaged in a trade that is supported by non-trivial
investments in transaction-specific assets are effectively operating in a bilateral
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trading relation with one another. As such, ‘Harmonising the contractual
interface that joins the parties, thereby to effect adaptability and promote
continuity, becomes the source of real economic value’, Williamson (1985: 30).
In other words, transactions characterised by asset specificity will be resolved
through hierarchy. Bounded rationality is based on two principles: (1)
Individuals or groups of individuals, have inevitable limits on their abilities to
process or use information that is available, i.e. informational complexity exists.
(2) Informational uncertainty exists in that economic actors are inevitably faced
with incomplete information. According to Williamson, if bounded rationality,
opportunism and asset specificity are not all present, transaction costs will not
exist.

As pointed out by Kogut (1988: 320), the transaction cost paradigm for JVs
involves the question of 'how a firm should organise its boundary activities with
other firms'. By focusing on the transaction as the basic unit of analysis and
contending that a leading purpose of economic organisation is to economise on
the costs of business transactions over time, the model considers firms, markets,
and hybrid mixed modes as alternative governance structures (Teece, 1986: 24).
The selection of one organisational form over another depends largely on their
relative efficiency properties. For instance, equity JVs are efficient and will be
chosen over the other governance structures when the following two conditions
are met simultaneously (Hennart, 1988: 34). First, markets for intermediate
goods controlled by each party are inefficient. Hennart argues that all JVs can
be explained as a device to bypass inefficient markets for intermediate inputs.
The presence of inefficiencies in intermediate markets is thus a necessary
condition for JVs to emerge. Hennart points out that intermediate inputs sold in
narrow imperfect markets are likely to include some raw materials and
components, some types of knowledge and, in some instances, loan capital and
distribution services. Firms will therefore form JVs to combine intermediate
inputs of this type with inputs of the same type held by other firms. Second,
acquiring or replicating the assets yielding those goods is more expensive than
obtaining a right to their use through a JV agreement. Hence, Hennart (1988:
364) claims that the presence of inefficiencies in intermediate markets is a
necessary condition for JVs to emerge. The market for tacit knowledge
(Polanyi, 1962) is, according to Hennart, especially prone to inefficiencies, and
thus, transactions in which tacit knowledge is involved will be best served
through some kind of hierarchy.

An MNE can acquire another firm, or it can undertake a greenfield
investment, i.e., build new production facilities. A greenfield investment will
be more expensive than acquisition if the good sought is a public good, that is,
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a good that can be acquired at low marginal cost. However, acquisition may be
less desirable than a JV when there exists firm-specific assets which the
acquiring firm does not want or when the acquisition increases management
costs by reducing the incentives of management in the acquired firm. To
reiterate, for a JV to be chosen as the efficient mode over greenfield investment
and acquisition, these two alternatives should be more costly than a JV.

The fact that both parties in a JV have some degree of equity control and
both share profits and losses can help align the interests of the JV partners and
thereby reduce opportunistic behaviour and decrease transaction costs (Osborn
and Baughn, 1990). In other words, when markets fail or inefficiencies occur,
enticements to opportunistic behaviour can be alleviated and transaction costs
are likely to be reduced through mutual hostage positions by making parties
share in the residual value of the venture.

Beamish and Banks (1987: 3) proposed that for international JVs to be
justified two necessary conditions must exist: The MNE has to have a rent-
yielding asset that would make it competitive in the international market, and
an 1JV should be more superior to any other modes of governance in exploiting
this advantage. With respect to the latter condition, either the benefit of joining
forces would have to exceed the increased organisational costs or the
organisational costs of the JV would have to be lower than for a wholly owned
subsidiary (WOS). They also state that JV gains are likely to exceed those
available through a WOS because of the potential synergistic effects of
integrating the MNE’s assets with those of the local partner. The organisational
costs can be minimised in several ways: By taking the long-term view the
partners can reduce short-term opportunistic behaviour and thus reduce
transaction costs, and uncertainty can be reduced by pooling and sharing
information among the partners. Beamish and Banks note, however, that the risk
of losing proprietary knowledge to the partner limits the efficiency gains of JVs
over the alternative forms of governance structures.

3.3. Resource dependency theory

While the transaction cost paradigm starts with the explanation for the
existence of organisations, the resource dependency model begins with the
assumption that organisations exist but the important issue is to understand the
relationship between the organisation and its environment (Randall, 1994). As
put by Pfeffer and Salancik (1978: 5), 'to understand the behaviour of an
organisation you must understand the context of that behaviour- that is, the
ecology of the organisation'. Resource dependency theory conceptualises the
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environment consisting of a number of organisations, i.e. competitors, suppliers
and customers, all of which are linked to each other through their dependence
for resources.

The basic assumptions of the resource dependency model are that (a)
organisations are inextricably tied to the environment and that (b) the
environment consists of resources that the organisations need in order to
survive. To a large extent, therefore, the organisation's profitability or
effectiveness is determined by its capability to get and maintain access to these
resources. Because organisations are not self-sufficient units, they must deal
with other groups and organisations to obtain required resources. Pfeffer (1972)
emphasises the interorganisational activity required to manage the resource
interdependence of organisations. Pfeffer and Nowak (1976: 399) propose that
JV activity, as a type of interorganisational linkage, is used to handle the
organisation's interdependence with the environment. They consider that JVs
are a means to reduce the risk and uncertainty created by organisations' mutual
need for resources and assert that 'interdependence causes the creation of JVs
to manage the interdependence, rather than the JVs themselves creating the
interorganisational dependence' (1976: 400).

Pfeffer and Nowak identify two types of organisational interdependence,
which organisations see as a source of uncertainty: 'Competitive
interdependence' and 'symbiotic interdependence'. The authors’ core argument
is that 'JVs are primarily organisational responses taken to cope with these two
forms of interdependence' (1976: 402). Competitive interdependence occurs in
organisations which provide similar products and services to similar markets.
Symbiotic interdependence is defined as a 'mutual dependence between unlike
organisations'. Pfeffer and Nowak argue that this type of interdependence,
which usually arises in vertically related production processes, can take place
between organisations in the same industry or with organisations in different
industries, as distinct from competitive interdependence which occurs only in
organisations operating in the same industry. Tallman and Shenkar (1994: 98),
in a similar vein, designate international co-operative ventures (which include
both equity and non-equity JVs) as solutions to states of 'partial
interdependence' such that the management of the organisation conclude that
some of the firm's objectives will be better accomplished by co-operative
arrangements than by other organisational modes.

3.4. Strategic behaviour model

The central focus of this model, as argued by Kogut (1988: 322), is on the






