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Abstract
The passed three decades have witnessed a growing theoretical and managerial interests in international joint ventures (IJVs). There are various reasons for the increasing use and importance of IJVs in world business.  The previous studies indicate very varying results about the IJV performance. Furthermore, the results about the determinants of IJV performance are rather mixed. Based on about 80 empirical studies focusing on the analysis of  IJV performance 13 variables were selected for the more detailed analysis in the study. In a central role was also the question how much do the results depend on the measurement of performance? As the measures of performance was selected two commonly used measures in previous IJV studies: 1. survival and 2. stability. The empirical part of the paper is based on 657 IJVs established by Finnish companies in over 60 foreign countries during 1970 and 1999. The results indicated clear differences based on the measure of performance. The first measure indicated that 42 % and the second measure that 64 % of the reviewed IJVs were some kind of failures (in the latter case instable). Independent of the measure of performance the size of the Finnish partner, relatedness of the IJV, difference in uncertainty avoidance, and age of the unit had significantly influenced the performance. In addition some other variables were significant, but they were dependent of the measure of performance. Furthermore, in some cases a non-significant relationship with IJV performance was expected and also found independent of the measure of performance. 
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INTERNATIONAL JOINT VENTURE PERFORMANCE: EMPIRICAL EVIDENCE FROM FINNISH INTERNATIONAL JOINT VENTURES

1. Introduction

The past three decades have been characterised by a multiplication of studies focusing on the subject of international joint ventures (IJVs) and alliances.  Behind the great interest towards IJVs and other forms of co-operation arrangements by academians and managers are: 1) the increasing use of collaborative arrangements by companies and various public organizations, and 2) the relatively high failure rate of various types of collaborative arrangements.
What are the reasons for the increasing use of various types of cooperation arrangements including IJVs? Contractor and Lorange (1988) present seven more or less overlapping objectives for the formation of IJVs: 1) risk reduction, 2) economies of scale and/or rationalization, 3) technology exchanges, 4) co-opting or blocking competition, 5) overcoming government mandated trade or investment barriers, 6) facilitating initial international expansion of inexperienced firms, and 7) vertical quasi-integration advantages of linking the complementary contributions of the partners in a “value chain”. It is evident that the reasons for forming IJVs are manifold and reach into all areas of business strategy. Although there may be very diverse motivations, the motivations can probably be distilled into three broad categories: a) resource-driven, 2) market driven, and risk-driven IJVs (see Parkhe 1996 and Wille 1988). The three categories are often interrelated, and several of the IJVs established in late 1980s and in the 1990s are distinguishable from the earlier counterparts by their straddling of multiple objectives. 
Failure rates of collaborative arrangements in several studies have been high. How high the failure rates in IJVs have been has depended on the measure used. However, as high failure rates as over two-thirds have been reported in empirical studies (Geringer & Hebert 1991, and Chowdbury 1992).  Furthermore, results about the influence of various variables on IJV performance have been rather mixed indicating the great need for further research.
The paper aims to give additional evidence of relationships between selected partner firm, target country, and IJV related variables and IJV performance. An additional goal is to analyze whether there is variation in the results depending on the measure of performance.  As the measures of performance will be selected survival and stability. The empirical part of the paper will be based on a sample of 657 IJVs established by 130 Finnish companies in over 60 foreign countries during period 1970-1999. The study is the first large scale study focusing on IJV performance of firms originating from any of the Nordic countries. With an IJV is meant an unit where there are at least two partners from which one is having its headquarter outside the target country of the unit. The unit may have been established as a  greenfield investment or the IJV may be a partial acquisition of a local unit. The share of the foreign partner in the IJV must be between 10 and 94 % (commonly used limits for an IJV). Finally, the focus in the paper is on IJVs having manufacturing operations. Thus, IJVs in service sector and IJVs between firms in manufacturing sector which concentrate e.g. only on sales or R&D operations are excluded. The focus in the paper is the viewpoint of the foreign partner in the IJV.
The structure of the paper is as follows. In the second section an overview of performance measures is made. In the third section the relationships between various variables and IJV performance are discussed. The third section includes also development of hypotheses for the empirical part of the paper. In section  four the sample selection, operationalization of variables used and key methodological issues in the study are discussed. Section five includes the presentation and analysis of  the results. Section six includes a summary and conclusions based on the study made.
2. Measurement of IJV performance
A major difficulty in evaluating the success of IJVs is due to the definition and the measures of performance. Academians have used numerous measures of IJV performance, many of which are conceptually ill-founded and have prima facie caused inconsistency in empirical findings (Geringer & Hebert 1991, Olk 1997, and Robson & Katsikeas 1998). In several studies only one criteria for IJV performance has been used, but there has been great variation which performance has been evaluated and which criteria has been used. The evaluation can be directed towards either the performance of the operation itself (JVPERF) or towards the performance of the partners (PARTPERF) (i.e. how the IJV characteristics influence the partner(s) performance). Furthermore, the evaluation can be realized using subjective or objective measures or a combination of both types of performance measures (see Blanchot & Mayerhofer 1997).  

A review of empirical IJV studies (see Larimo 2001) indicates that an overwhelming majority of proxies identified in the literature correspond to JVPERF. Only a few studies assess PARTPERF. Objective measures of JVPERF have inclu-ded longevity, survival, stability, combination of longevity/survival and stability, and varius types of business indicators (e.g. profitability, market share etc.). As subjective measures have been used various items assessed by partner firm(s), various items assessed by IJV general manager, or a combination of them. Furthermore, also different kind of combinations of objective and subjective measures have been used. All the measures have their own strengths and weaknesses. In this study the evaluation will be directed towards the JVPERF and we will focus on two measures:survival and stability.

Survival has usually been accepted as a good indicator of performance. A divestment is usually regarded as an indicator that the unit has not reached the goals set for it or that the unit has clearly been a failure. This is not necessarily the case (see e.e. Yan & Zeng 1999). However, results in several studies (e.g. Beamish 1985 and Harrigan 1988) reveal that most of the ventures that have ceased operations did so because they failed. Also in a rather recent study by Glaister and Buckley (1998) a high correlation was found between survival and subjective measures of IJV performance (see also Geringer and Hebert 1991). Stability is another commonly used measure for IJV performance. Stability increases internal harmony and trust between partners. Only if it is clearly evident that the inputs of partners do not equal the desired inputs of the partners´ and they agree about this, a rapid change in the ownership distribution could be understandable. Another exception includes cases where the change was planned already at the time of the establishment of the IJV (for a good review related to the concept and use of instability as the measure of IJV performance see Yan & Zeng 1999). In this study instability includes both divestments and greater changes in the ownership distribution.

3.  Literature review and development of hypotheses

In a review of c. 80 empirical studies focusing on IJV performance in total over 100 various variables were found to have been used (see Larimo 2001). A great majority of the variables were used only in a very few studies. Furthermore, even related to those variables which had been used in several studies, the results were usually rather mixed. Thus additional analysis is needed related to the relationships between all variables and IJV performance. For this study 13 variables were selected based on the data collected for a large FDI data bank by Finnish and other Nordic companies. The variables are: parent size, international and target country specific experience, unit relatedness, cultural distance and four individual dimensions of culture (uncertainty avoidance, masculinity - feminity, power distance, uncertainty avoidance), form of establishment, number of partners, dominant foreign ownership, and age of the IJV. Some of the them like cultural distance and  age of the IJV  have been included in several earlier studies, but as stated above, the earlier results have been rather mixed. Some of the variables have been analysed very limitedly so far, like the relationships between the four separate dimensions culture and IJV performance. Thus additional evidence is clearly needed related to their relationships with IJV performance. 

Related to the effect of the size of the foreign partner firm one could expect that because larger firms usually have more financial, management etc. resources and their international experience is greater than that of smaller companies, their need for a local partner is smaller. If they need a partner then based on above referred arguments their ability to negotiate and bargaining power is greater than that of smaller firms. Therefore it could also be expected that they would have better performance with their IJVs. The empirical results are, however, very mixed. From the eight studies where the relationship between size of the foreign partner and IJV performance have been analyzed, three indicate support for a positive (Tomlinson 1970, Makino & Delios 1996, and Soonkyo 2000) and three for a negative relationship (Koh and Venkatraman 1991, Hennart et al. 1998, and Garcia-Canal et al. 1999). In two studies no statistically significant relationship could be found (Chen, Hu & Shieh 1991 and Merchant 1997). One possible explanation for the negative relationship is that larger firms have made relatively more unrelated types of FDIs and in this kind of FDIs/IJVs the performance has often been poorer than in related types of FDIs/IJVs. Another explanation is that larger firms may have greater pressure to integrate various foreign units more tightly to their global networks than SMEs and therefore they more often buy the share(s) of the other partner(s) causing greater instability than in IJVs by SMEs. Based on above it seems that there does not exist any direct relationship between size of the foreign partner and IJV performance:

H 1:
There is no direct relationship between the size of the foreign partner and IJV performance.

International experience and target country specific experience. Experience can improve performance/ longevity of a FDI in several ways. First, experienced firms are probably better market and partner “scanners” than novices in the international arena. More accurate evaluations of potential sites and IJV partners for a FDI should increase probability of better performance and reduce risk of subsequent divestment. Second, as experience is accumulated it becomes easier to avoid many of the problems involved in running foreign subsidiaries, and to find workable solutions if problems should arise after all. Finally, international operations take place in environments that are often subject to seemingly dramatic changes, for example sudden changes in exchange rates and prices, competition etc. The interpretation of such events and how to respond to them can vary greatly, depending on how experienced the decision-makers are. An event that from the viewpoint of an unexperienced firm is regarded as quite extraordinary, may be interpreted by an experienced firm as simply being normal fluctuations. What could lead to a withdrawal from an operation in the first case, may well barely raise any concern in the latter. In sum, higher levels of experience should lead to lower dissolution rates and therefore to better performance. However, based on the greater international experience and usually greater need for integrating the operation of various units to the international network of the foreign partner than in cases of less experienced foreign parents, the stability of the units could be expected to be lower in the former than in the latter cases. Empirical support for a positive relationship between international experience and IJV performance give results by Barkema and Vermeulen (1997) whereas Chen et al. (1991) and Sim and Ali (2000) did not found any relationship and Hu et al. (1992) found a negative relationship. Related to the performance in FDIs in general results by Mariotti and Piscitello (1997), and Larimo (1998 & 2000) indicated that international experience decreased probability of divestment, i.e. increased probability of survival.

Another aspect of experience is the target country specific experience. Target country specific experience should reduce uncertainty related to the operation environment and in this way increase the possibilities for better performance. However, target country specific experience may also reduce the need for a local partner after the starting period of the operation. Thus as in the case of international experience it could be expected that based on survival the relationship would be positive but based on stability it would be negative. The relationship has been reviewed in five studies from which three indicate support for a positive (because of space limitations the references are not mentioned here nor in connection of other variables), in one study for a negative relationship and in one study no statistically significant relationship could be found. Lasserre (1999) reviewed in his study the influence of earlier IJV experience in other Asian countries on IJV performance, but no statistically significant relationship was found. Although the empirical results related to international and target country specific experience are somewhat mixed, we expect that:

H 2a:
International experience has a positive impact on IJV performance if the performance is measured by survival.

H 2b:
International experience has a negative impact on IJV performance if the performance is measured by stability.

H 3a:
Target country specific experience has a positive impact on IJV performance if the performance is measured by survival.

H 3b:
Target country specific experience has a negative impact on IJV performance if the performance is measured by stability.

An issue of greater interest related to partner selection has been the presence of an overlap between business operations of the foreign partner and the IJV and those of the foreign partner and of the local partner. Business field related experience reduces the amount of uncertainty and should therefore improve the possibilities for better performance. Unrelatedness of the operation to the foreign partner increases uncertainty and especially if the foreign partner does not have any target country specific experience the risks related to the IJV are very high. Relatedness between the IJV´s business and the parents´ business should facilitate the transfer of tacit knowledge due to similarity in organizational processes (Saxton, 1997). Transfer of tacit knowledge is likely to be a key source of synergies in several inter-firm relationships (Hedlund, 1994, Teece, 1977). Furthermore, due to similarity with the parent, related IJVs are more likely to be tightly integrated with their parents which should increase possibilities for better performance e.g. in low-cost supply units (either for one of the parents or both of them). Finally, e.g. in some Asian countries like in China, the host governments view related types of units more favorably than unrelated types of units and grant them preferential treatments. 

In IJV context the influence of the overlap of the fields of industries between the foreign partner and IJV performance have been analyzed in eleven studies and the respective related to the partners fields of businesses in nine studies. Related to the overlap of business fields of the foreign partner and IJV seven of the studies indicated support for a positive and three for a negative relationship, and in one study no relationship was found. What concerns the influence of the overlap between partners´ industries the results are more surprising. In five of the nine studies a negative relationship, in two studies a positive relationship and in two studies no relationship was found. One explanation for the negative findings in several studies is that the performance has been measured often using stability as the measure. If both partners are operating in the same field this means that they are more or less competitors and in order to increase market power and better integrate all foreign units to their global networks they easily tend to increase their ownership in the IJV or buy the other partner totally out of the venture increasing therefore instability. If the operations of the local partner are partly or totally different to those of the foreign partner, the foreign partner apparently needs more the contribution of the local partner which may increase the stability in the ownership of the IJV. However, in general the results in several studies also confirm that the performance has been better/probability of divestment lower in related than in unrelated types of  FDIs (see e.g. Li 1995, Yamawaki 1995, and Hennart et al. 1998 ). Thus, in summary the results related to the relatedness of the operation are somewhat mix. However, because of better possibilities to reach synergy effects, lower uncertainty, and partly also based on greater empirical support, we expect that:

H 4:
There is a positive relationship between relatedness of the IJV and performance of the unit.

Cultural distance between partners and its impact on IJV performance has so far been the most commonly reviewed variable. The distance has usually been expressed multi-dimensionally (based on Hofstede´s 1980 four cultural dimensions and index developed by Kogut and Singh, 1988). Cultural similarity decreases problems caused by cultural issues – e.g. different norms of behavior and productivity, measurement and goals related to performance - and should facilitate trust and cooperation between partners. Therefore a negative relationship between cultural distance and IJV performance could be expected.  Twelve of the 27 studies including cultural distance also give support to the expectation of a negative relationship between this distance and IJV performance. In six studies no relationship was found between cultural distance and IJV performance while in as many as ten studies support for a positive relationship between cultural distance and IJV performance was found. As explanations for the positive relationship influence have been offered that partners from culturally distant countries might have more to learn from each other and the that the potential opportunities to realize synergies may be quite great because of different kind of strengths e.g. between Western and Asian companies (see Pangarkar & Lee, 2001). 

Barkema and Vermeulen (1997) tried to analyse in more detail the impact of culture on IJV performance. Using the five different cultural dimensions by Hofstede - power distance, uncertainty avoidance, individualism, masculinity, and long term orientation – the authors expected that there exists differences in the impact of various dimensions. Differences in uncertainty avoidance are difficult to cope with because they imply differences in how people perceive opportunities and threats in their environment and how they act upon them (Schneider & De Meyer 1991). In high uncertainty avoidance countries organizations tend to respond to uncertainty by building up a system of high formalization and hierarchy. In low uncertainty avoidance countries people are more attracted to flexible, ad hoc structures that leave more room for improvisation and negotiation. Differences in uncertainty avoidance lead to differences in how partners perceive and respond to events in the environment of the IJV, which will likely breed disagreement and disputes between the partners, and have a detrimental impact on the IJV´s performance. Power distance and individualism directly bear on issues of internal integration and influence relationships with personnel, such as the organisation´s choice of control forms, reward systems, and so on (see e.g. Hofstede 1980, 1993, 2001). Management of personnel is usually one of the first activities to be left to the local partner. There is also evidence that MNCs do not transfer cultural values related to power distance and individualism to their foreign subsidiaries (Soeters & Schreuder 1988). Thus tensions between the partners with differences along these dimensions may be avoided. Hofstede (1983) and Shenkar and Zeira (1992) suggest that having partners from both “feminine” and “masculine” cultures may even benefit the IJV. The aggressive attitude of one partner and the relationship orientation of the other may complement each other rather than collide.  and the relationship orientation of the other may complement each other rather than collid. The above discussion suggest that differences in uncertainty avoidance would be more important than the other three dimensions. The empirical results by Barkema and Vermeulen (1997) supported the expectations: uncertainty avoidance and long-term orientation had greater differential negative impact on IJV survival than masculinity, while the two other dimensions (individualism and power distance) had no impact. For the empirical part of the study we expect that:

H 5:
There is a negative relationship between cultural distance of the home country of the foreign partner and target country of the unit and IJV performance.

H 6:
There is a negative relationship between uncertainty avoidance and masculinity dimensions and IJV performance.

H 7:
There is a non-significant relationship between power distance and individualism dimensions and IJV perfomance.
Form of establishment.  A foreign FDI including IJVs can be made either in the form of an acquisition or a greenfield investment. The main differences between these two forms are that 1. an acquisition (in IJVs a partial acquisition) means buying a going concern, a bundle of assets (management, production etc.) whereas in greenfield investments everything is build from the scratch, 2.  building an unit from the scratch takes much more time than buying a part from a going concern , and 3. a greenfield investment increases total supply while a partial acquisition does not expand total supply. The analysis of the impact of the form of establishment is excluded from most IJV studies mainly because they include only IJVs established in the form of a greenfield investment. The definition of a IJV in this study includes, however, also partial acquisitions. Soonkyo (2000) did not found any relationship between form of establishment and IJV survival in his study of Japanese IJVs in the USA. However, what concerns the impact of form of investment in general on FDIs, there is strong opposite evidence. Several authors (see Larimo 2000) have found that an acquisition form of investment significantly increased probability of divestment, i.e. had a negative impact on performance. The key reasons for the higher divestment rates have been the unrealistic levels of synergy goals and problems in the integration of the foreign unit. Furthermore, there is evidence that staged-acquisitions seem to be rather common (see e.g. Larimo 1993). Therefore we expect that:

H 8:
There exists a negative relationship between acquisition form of IJV entry and IJV performance.

Number of partners could also be expected to have an influence on IJV performance. The number of partners may be expected to affect coordination costs and managerial complexity of the unit. Thus, one would expect that the greater the number of partners in a IJV, the greater the chance for poorer performance/instability of the unit. Interestingly, the results indicate a negative relationship in one study whereas in three studies no relationship between number of partners and IJV performance was found . It may be that in cases of three or more IJV partners the benefits of extra partners in the form of financial support or good relationships with important governmental institutions or distribution outlets have been overriding the drawbacks of additional partners in the IJV. Thus we expect that:

H 9:
The number of partners does not significantly influence the IJV performance.

One of the most commonly reviewed variables so far has been the influence of the distribution of ownership in the IJV. According to Killing (1983) the dominance of one partner will increase stability, because effective control will enable the parent to manage the IJV as a wholly owned subsidiary, avoiding the managerial costs inherent in a IJV. Thus it reduces transaction costs and stabilize the IJV. However, Beamish (1985) and Blodgett (1992) argue that roughly equal equity shares will result in greater stability because the partners are equally committed to the JV and both partners possess roughly equal bargaining power. Dominant partner ownership has been included in 16 studies from which nine report non-significant relationship with IJV performance. However, in five studies a positive relationship has been found.

Killing (1983) has argued that dominant-parent ventures would be expected to be more successful than shared-management ventures because coordination between partners entails significant costs making many ventures transitional rather than stable arrangements. Dominant-parent IJVs might reduce the risks associated with coordination and thus minimize the transaction costs and stabilize the IJV. The negative relationships have been explained by the view that dominance by one parent might frustate the other parent and lead to lost opportunities to realize synergies (see Blodgett, 1992, and Beamish, 1985 and 1988). The results can be combined with the findings in three additional studies where it was found that there had not existed any statistically significant relationship between 50-50 –ownership and IJV performance (Erden 1997, Kachra & Hebert 1999, Soonkyo 2000). Thus, other issues than ownership distribution seem to have been more influential and/or the influence of ownership shares on IJV performance depends on other decisions made. Thus we expect that:

H 10:
The ownership distribution of the IJV does not significantly influence the IJV performance.

 
The age of the unit may also influence the IJV performance. Young units may have problems because of “liability of newness”. According to the population ecologists the organization mortality rates tend to decrease with age (Hannah & Freeman 1984). This is because the external and internal legitimacy of the unit increases and the unit succeed to develop needed networks for the operation. On the other hand, “old” units are more likely than newly established units to produce and market products that are in the mature and declining stages of the product life cycle. This provides a rationale for divesting “old” units that may override even significant age-dependent barriers to exit (Harrigan 1985). During years the probability that there exists changes in the strategies of the partner companies increases, causing increasing probability to change the original ownership structure of the IJV. The relationship has been reviewed in 17 studies so far. In nine of them a positive relationship has been found and in the rest no relationship between the age and IJV performance was found. The findings in some studies suggest that the impact of age, or timing of the IJV, on performance is a little bit more complicated than a straight linear relationship. E.g. Kogut (1988) observes a dip in performance in years five and six. Results in any of the earlier studies do not give support for a negative relationship between age of the unit and IJV performance. Because the measures of performance in this study are survival and stability we expect that according to results in the majority of earlier studies the companies have survived the “liability of newness” stage but that the instability of the ownership would increase during years because of various internal and external . Thus we changes related to the partner companies and the environment of the IJV: 

H  11a:
There is a positive relationship between the age of the IJV and performance of the unit when the performance is measured by survival.

H  11b:
There is a negative relationship between the age of the IJV and performance of the unit when the  performance is measured by stability.

4. Methodology, sample and operationalization of variables

Because of the nature of the dependent variable, a logit model is used in the analysis. In the model the probability that a certain type of situation – performance - is found is explained by the reviewed variables. In this study of interest is in the first model the probability that the unit has survived and in the second model whether the ownership distribution has been stable or not, i.e. stability. The regression coefficients estimate the impact of independent variables on the probability that the IJV has survived or the ownership distribution has been stable. A positive sign means that the variable has increased probability of survival (stability) and negative means that the variable has decreased the probability of survival (stability).

Based on various data sources (business journals, company reports, earlier surveys made by the author) 728 IJVs established by Finnish companies around the world during 1970-1999 were identified. This represents about 40 per cent of all manufacturing  FDIs made by Finnish companies in the same period. Of the identified units 71 could not be included to the sample because of missing pieces of needed information. Thus the final sample is based on 657 IJVs. The IJVs were in 63 countries, c. two-thirds in OECD-countries, and by 130 Finnish firms.

The operationalizations  of the variables used in the analysis are presented in Table 1 . In the operationalization of various variables operationalizations used in earlier studies were followed. The performance of the unit was evaluated in this data set in two different ways: 1) survival: the IJV was still in Finnish ownership vs the unit was divested and 2) stability: the IJV was still in the Finnish ownership and no greater changes in the ownership share vs greater. In the second alternative greater changes in ownership refer to changes of at least 20 %  or smaller changes where the minority changed to 50-50 ownership or to majority ownership or vice versa.

Appendix 1 includes descriptive statistics of the sample. Majority of the IJVs were established by companies which already had extensive international experience and in several cases already one manufacturing in the target country. The field of business of the IJV was in a clear majority closely related to the field of the Finnish partner. A majority of the IJVs were partial acquisitions. As referred above, c. two-thirds of the units were located in various OECD-countries and mean cultural distance between Finland and the target countries was 1.67 using Hofstede´s four dimensions and the formula developed by Kogut and Singh (1988). Along various dimensions of culture the difference related to PDI and MAS variables was c. 18 in both cases whereas related to IDV and UAI variables the mean difference was c. minus four. The Finnish partner had majority (dominant) ownership in c. 40 per cent of cases. On average there was 2.2 partners in the IJVs. As may be expected, the highest correlations were between cultural distance and various dimensions of cultural distance. Otherwise the correlations were rather low indicating now severe problems with multicollinearity (see Appendix 1).

Table 1

Operationalisation of variables

PARENT SIZE (PARSIZE) : Total sales of the company in the year preceding the FDI changed to FIM values in 2001. A logarithmic version is taken because it may be expected that the influence is not linear.

INTERNATIONAL EXPERIENCE (INTEXP) : The number of foreign manufacturing investments made by the Finnish firm before making the reviewed IJV.

TARGET COUNTRY EXPERIENCE (TCEXP): The length of earlier manufacturing experience in the target country.

RELATEDNESS OF THE  UNIT (URELATEDNESS): Dummy variable equal to one if the foreign company had experience from the same SIC field of industry of the IJV, otherwise zero.

CULTURAL DISTANCE (CULTDIST): Cultural distance between Finland and the target country of the IJV based on four dimensions by Hofstede (1980, 1993, 2001) and the formula developed by Kogut & Singh (1988) using all countries for which Hofstede informs the values of the four cultural dimensions. 

POWER DISTANCE (PDI), INDIVIDUALISM (IDV), MASCULINITY (MAS), UNCERTAINTY AVOIDANCE (UAI): 

Distance between Finland and the target country of the IJV along the four dimensions by Hofstede (1980, 1993, 2001)

ACQUISITION FORM OF ESTABLISHMENT (ACQFORM): Dummy variable equal to one if the IJV was a partial acquisition and zero if it was a greenfield investment.

NUMBER OF PARTNERS (NUMPART): Number of partners in the IJV.

DOMINANT FINNISH PARTNER OWNERSHIP (DFPO): Whether the share of the Finnish firm  was 51-94 (=1) or less (=0).

AGE OF THE IJV (AGE): Number of years from the establishment of the units to 2001 or to the divestment of the unit.
5. Results of the empirical study

As discussed above, the first sample was based on 657  IJVs established in 1970-1999 by Finnish companies in various foreign countries. The first analysis was made based on the survival of the unit. Of the 657 IJVs 275 (41.9  %) were later divested and thus 382 IJVs (58.1 %) were still in existence in 2002. Thus, the results indicate a very high divestment rate. 

The results of the first regression model are presented in Table 2 (The Nagelkerke R square of the model is  satisfactory 22.5%). The estimated coefficients represent the utility whether the IJV was existing or not: a positive coefficient means that the unit was existing and a negative coefficient that the unit was divested. The results of the first regression model indicate that five of the reviewed 13 variables had significantly influenced the IJV performance. As expected, UNITRELATEDNESS had positively the performance. Thus an overlap between the operation of the IJV and Finnish partner of the unit increased possibilities to reach synergy effects and lowered uncertainty related to the operation. CULTDIS has also the expected negative sign. The results give support that greater cultural distance distance between Finland and target country of the IJV had caused more problems with management and/or integration of the unit than have been the possible synergies based on the differences in culture. In three other cases the results did not support our expectations.  For PSIZE no sign was expected because it was supposed that the relationship between PSIZE and IJV performance is more complicated than a linear relationship.  The results, however, indicated that larger firms had clearly more often divested their IJVs than smaller companies. Perhaps the integration problems had been greater and/or barriers to exit lower in larger than in smaller companies. Furthermore, there has been great restructuring operations in several large Finnish companies leading to the divestment of whole business sectors, which were not their core business areas. This may partly explain the finding. For UAI a negative sign was expected but the results indicated the opposite. This is in contrast with the findings by Barkema and Vermeulen (1997) who found that difference in the uncertainty avoidance dimension had the most detrimental influence on IJV performance. The very small mean difference along UAI dimension in this study may at least partly explain the difference in the results. The negative sign for AGE indicates that during years there seems to be increasing amount of detrimental factors inside the IJV, partner companies, and outside the IJV causing increasing proba-bility of divestment and overriding therefore the problems of “liability of newness” during the first years of the operation.

For NUMPART, FPDO, PDI, and IDV non-significance was expected and also found. Thus, the number of partners and foreign partner dominance in the IJV are not closely influencing the performance, but other issues related to the IJV are more important. Also the difference related power distance and individualism dimensions of culture seem not to be so important. The latter findings are  in line with the findings by Barkema and Vermeulen (1997). In addition four other variables – INTEXP, TCEXP, MAS, and ACQFORM - were against expectations non-significant. The two first results indicate that the surprisingly the experience factor would not had been so important for IJV performance. The non-significance of MAS variable is opposite to the results by Barkema and Vermeulen (1997). The non-significance of  ACQFORM is opposite to the findings in several studies focusing on the probability of divestments in FDIs in general, but in line with the finding by Soonkyo (2000). 

Of the 657 IJVs 238 (36.2%) had been stable (no greater changes) and a change had existed in 419 cases. Thus the instability rate had been very high  (63.8%). Because 275 instable cases where divestments, a change in the ownership had existed in additional 142 cases (also in about 100 of those cases which were divested). The instability rate is much higher than e.g. in a rather recent study by Sim and Ali (2001) where an instability rate of 34% was found. The results in the second regression model  are also presented in Table 2. The estimated coefficients represent the utility whether the IJV was stable (unit not divested and no greater changes in the ownership distribution) vs. instable (unit divested or greater change in the ownership distribution). The second model is somewhat better than the first one (Nagelkerke R square 26.2%).
Table 2

Results of the binomial regression analysis: 1. Survival and 2. Stability
	
	EXPECTED SIGN
	1. Survival
	2. Stability

	
	
	coefficient
	significance
	coefficient
	significance

	CONSTANT
	
	4.309
	     0.000
	2.873
	     0.000

	PSIZE
	0
	-0.599
	     0.001 d
	-0.516
	     0.007 c

	INTEXP: Survival
	+
	0.114
	     0.651
	-
	-

	INTEXP: Stability
	-
	-
	-
	 0.011
	     0.967

	TCEXP: Survival
	+
	0.014
	     0.362
	-
	-

	TCEXP: Stability
	-
	-
	-
	0.014
	     0.329

	UNIT RELATEDNESS
	+
	1.107
	0.003 c
	0.907
	     0.057 a

	CULTDIST
	-
	-0.260
	     0.091 a
	-0.051
	     0.736

	UAI
	-
	0.010
	     0.059 a
	0.009
	     0.076 a

	MAS
	-
	0.000
	     0.980
	0.002
	     0.781

	PDI
	0
	0.006
	     0.364
	0.004
	     0.593

	IDV
	0
	-0.008
	     0.226
	-0.008
	     0.237

	ACQFORM
	-
	0.088
	     0.662
	-0.482
	     0.018 b

	NUMPART
	0
	0.054
	     0.740
	0.220
	     0.164

	DFPO
	0
	0.064
	     0.731
	0.120
	     0.536

	AGE: Survival
	+
	-0.157
	     0.000 d
	-
	-

	AGE: Stability
	-
	-
	-
	-0.179
	     0.000 d

	Number of observations
	
	657
	657

	% of correct observations
	
	68.2
	70.9


a ≤ 0.1     b ≤ 0.05     c ≤ 0.01     d ≤ 0.001

Of the 657 IJVs 238 (36.2%) had been stable (no greater changes) and a change had existed in 419 cases. Thus the instability rate had been very high  (63.8%). Because 275 instable cases where divestments, a change in the ownership had existed in additional 142 cases (also in about 100 of those cases which were divested). The instability rate is much higher than e.g. in a rather recent study by Sim and Ali (2001) where an instability rate of 34% was found.

The results in the second regression model  are also presented in Table 2. The estimated coefficients represent the utility whether the IJV was stable (unit not divested and no greater changes in the ownership distribution) vs. instable (unit divested or greater change in the ownership distribution). The second model is somewhat better than the first one (Nagelkerke R square 26.2%). 

Five of the reviewed 13 variables were statistically significant also in the second model. Related to four of those five – PSIZE, UNITRELATEDNESS, UAI, and AGE – the results were very similar. All of them had the same signs as in the first model and only in the case of UNITRELATEDNESS the level of significance had decreased more compared to the results in the first model. Thus those four variables seem to be significant determinants of IJV performance whether the performance was measured based on survival or stability. Noteworthy is that in the second model the expected sign for AGE was negative. Thus using stability as the measure of performance the results supported expectations. CULTDIST was statistically significant in the first model. However, this was not anymore the situation in the second model. Instead one other variable – ACQFORM – was now statistically significant. The negative influence of acquisition form of  IJV establishment on IJV stability was according to the expectations. Thus now the results support findings in most earlier studies. Partial acquisitions include often staged increase of the ownership of the foreign partner and failures in acquisitions seem to be more common than in greenfield investements causing therefore more instability in the former than in the latter cases. 

As in the first model, for NUMPART, FPDO, PDI and IDV - non-significance was expected and found also in the second model. Thus, these four variables seem not to have at least any direct relationship with IJV performance. In addition to the above discussed variables three additional variables were insignificant in the second model: INTEXP, TCEXP, and MAS. Thus, in total seven of the variables were non-significant independent of the measure of performance. Also the results in the second model give thus support to the view that surprisingly experience variables seem not to have been so important, at least not in the IJV operations by Finnish firms.

6. Summary and conclusions

The role of IJVs in international business operations has been significant and there are no signs that their role would, at least significantly decrease, in future. The situation may be in fact the opposite. Although the use of IJVs is very common, the failure rate of those ventures is high. The great importance and high failure rates of IJVs raises the questions how to evaluate the IJV performance and how to secure the success in IJV operations? Furthermore, it seems that there is variation in the results depending on the measure of performance. The goal of this paper was to analyze the relationships between 13 variables and IJV performance. An additional goal was to analyze how much variation there possibly will exist depending on the measure of IJV performance. As the measures of performance was selected survival and stability. The empirical part of the paper was based on 657 manufacturing  IJVs established by 130 Finnish companies in over 60 countries during 1970-1999.

A summary of the hypotheses developed and results received is presented in Table 3.  In both models five of the reviewed 13 variables were significant and four of them were the same in both models. Those four variables which had significantly influenced the performance independent of the measure of performance were: PSIZE,  UNITRELATEDNESS, UAI and AGE. A large size of the Finnish partner, and a longer age of the unit had negatively influenced the performance whereas an overlap between the operation of the IJV and Finnish partner and a difference in uncertainty avoidance had positively influenced the performance. In the case of UNITRELATEDNESS the results supported expectations. This was also the case with AGE when the performance was measured based on stability. Instead the other results were against expectations. Additional significant variables were dependent on the measure of performance. Based on survival CULTDIST had negatively influenced performance whereas based on stability ACQFORM had a negative impact on performance.

Furthermore, for four variables – NUMPART, DFPO, PDI, and IDV - a non-significant relationship with IJV performance was expected and also found independent of the measure of performance. In addition three of the reviewed variables were against expectations non-significant in both models:  INTEXP, TCEXP, and MAS.  Thus experience in FDIs and IJVs, number of partners, dominance of the foreign partner and other dimensions of culture than uncertainty avoidance seem not to have had any significant influence on the IJV performance in IJVs established by Finnish companies.  Some of those variables have been analysed very limitedly in earlier studies and related to the influence of some variables there has been mixed findings. In summary noteworthy in the results is that based on both measures of performance significant and non-significant variables included foreign partner, target country, and partner specific variables.

There were several limitations in the study and therefore also many avenues for future research. First, this study focused on only two objective measures of performance. Although results in several studies indicate high correlations between objective and subjective measures of performance this is not always the case. Therefore of future interest  would be comparisons along objective and subjective measures of performance. The second limitation of this study was the great focus on ex ante varibles. Although there are some additional ex ante variables like previous IJV experience (e.g. Padmanabhan & Cho 1999 noticed that the ownership structure specific experience had a great influence on the FDI behavior) and size symmetry between partners which would be of interest in future analysis, the greater need in future concerns the integration of ex post variables like commitment to the IJV, trust, and other ties between the partners. Of the single variables a more detailed analysis of the influence of culture and cultural difference. In this study the analysis was based on the four dimension of culture by Hofstede (1980, 1993). In future the addition of the fifth dimension of culture – long term orientation – by Hofstede, but also other views and categorisations of culture and cultural distance could be used (see e.g. Barkema et al. 1997 and Brouthers & Brouthers 2001). Furthermore, in this study the ownership structure of the 

Table 3

Summary of the hypothesis and results
	
	
	Expected sign
	Based on survival
	Based on stability

	H1
	PSIZE
	0
	Not supported
	Not supported

	H2A
	INTEXP: Survival
	+
	Not supported
	-

	H2B
	INTEXP: Stability
	-
	-
	Not supported

	H3A
	TCEXP: Survival
	+
	Not supported
	-

	H3B
	TCPEXP: Stability
	-
	-
	Not supported

	H4
	UNIT RELATEDNESS
	+
	Supported
	Supported

	H5
	CULTDIST
	-
	Supported
	Not supported

	H6
	UAI & MAS
	-
	Not supported
	Not supported

	H7
	PDI & IDV
	0
	Supported
	Supported

	H8
	FORM: ACQ
	-
	Not supported
	Supported

	H9
	NUMPART
	0
	Supported
	Supported

	H10
	DFPO
	0
	Supported
	Supported

	H11A
	AGE: Survival
	+
	Not supported
	-

	H11B
	AGE: Stability
	-
	-
	Supported


 IJV, i.e. in majority-, co-, and in minority-owned IJVs, or other target country related variables than cultural distance were not included. Thus in future more analysis is needed about their influence on the IJV performance. Finally, this study focused only on IJVs established by Finnish companies. Thus an interesting alternative would also be to compare the behavior and influencing factors among samples from other countries. Especially comparisons with the similarities and differences in the performance and variables influencing the performance in IJVs established by other Nordic firms because of the similarity of these countries in several respects would be of interest. 
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Appendix 1. Descriptive statistics and the correlation matrix of the independent variables

	
	Mean
	Std.
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13

	 PSIZE (LOG) (1)
	3,575
	0,781
	1,000
	
	
	
	
	
	
	
	
	
	
	
	

	 UNITRELATEDNESS (2)
	0,932
	0,250
	-0,060
	1,000
	
	
	
	
	
	
	
	
	
	
	

	 INTEXP (LOG) (3)
	1,117
	0,591
	0,777
	-0,090
	1,000
	
	
	
	
	
	
	
	
	
	

	 TCEXP (4)
	3,470
	6,540
	0,273
	0,027
	0,310
	1,000
	
	
	
	
	
	
	
	
	

	 CULTDIST (5)
	1,670
	1,074
	0,059
	-0,075
	0,108
	-0,089
	1,000
	
	
	
	
	
	
	
	

	 PDI (6)
	18,420
	22,520
	0,037
	-0,115
	0,075
	-0,140
	0,684
	1,000
	
	
	
	
	
	
	

	 IDV (7)
	-4,190
	22,510
	0,003
	0,130
	-0,057
	0,239
	-0,574
	-0,702
	1,000
	
	
	
	
	
	

	 MAS (8)
	17,120
	22,320
	0,110
	-0,016
	0,163
	0,007
	0,548
	0,262
	-0,083
	1,000
	
	
	
	
	

	 UAI (9)
	-3,750
	21,460
	0,070
	-0,078
	0,111
	-0,032
	0,189
	0,362
	-0,234
	0,414
	1,000
	
	
	
	

	 ACQFORM (10)
	0,620
	0,490
	0,016
	0,089
	-0,032
	0,148
	-0,297
	-0,362
	0,364
	-0,146
	-0,079
	1,000
	
	
	

	 NUMPART (11)
	2,184
	0,555
	-0,024
	-0,068
	-0,015
	-0,055
	-0,007
	0,074
	-0,096
	0,026
	0,008
	-0,032
	1,000
	
	

	 DFPO (12)
	0,390
	0,490
	-0,060
	0,090
	-0,095
	-0,103
	-0,128
	-0,115
	0,057
	-0,064
	-0,040
	0,173
	-0,110
	1,000
	

	 AGE (13)
	11,138
	5,026
	-0,267
	0,100
	-0,336
	-0,152
	-0,044
	-0,080
	0,165
	-0,130
	-0,107
	0,086
	0,050
	-0,040
	1,000


