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Abstract

lnternationaljoint ventures (UVs) are perceivedas essential strategic weapons
by which firms can transfer the complex complementary competencies needed
for competitive advantage within firms' core markets and technologies. This
study attempts to explore the relationship of inter-partner credible threat and
the survival ofUVs in China. The studyfound that the existence ofinter-partner
credible threat, and high product relatedness between foreign parent and IJV,
favorably influence the UV's long-term survival.

Introduction

The proliferation of international joint ventures (IJVs) in emerging economies,
particularly in China, in the last decade, has stimulated great research interest.
They are perceived as increasingly important strategic weapons by which firms
can transfer the complex complementary competencies needed for competitive
advantage within firms' core markets and technologies (Harrigan, 1986). Beamish
(1994) described joint ventures, the most common form ofstrategic alliance, as the
dominant strategy used by multinational firms in emerging markets. International
joint ventures have been widely considered as hybrid forms of organizations
which aim to bring together complementary skills, know-how and resources of
two or more parent firms to accomplish specific objectives. The cross-cultural
and inter-firm nature ofIJVs are key sources of the additional complexities and
challenges in the management of an IJY.

Although IJVs have become increasingly important in emerging markets, a
high level of dissatisfaction with actual outcomes relative to expectations has
been reported (Hitt, Levitas, Arregle & Borza, 2000; Madhok & Tallman, 1998).
Ofthe particularly critical decisions, partner selection has been seen as especially
important to a venture's success (Geringer, 1988; Saxton, 1997). In an inter
national setting, differences in culture, infrastructure, economic development,
and government policies increase the complexity and the vitality of the partner
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selection (Dacin, Hitt & Levitas, 1997). However, previous empirical studies on
partner selection tend to focus on the organizational characteristics of partners,
such as strategic symmetry (Harrigan, 1988), inter-firm diversity (Parkhe, 1991),
match ofpartner characteristics (Geringer, 1988), and inter-partner compatibility
(Beamish, 1988; Hill & Hellriegel, 1994; lnkpen, 1995; Inkpen & Currall, 1998).
In essence, the emphasis is on the cooperative aspects of venture partners. The
use of economic constraints and mechanisms such as the inter-partner credible
threat in curbing opportunistic behavior ofpartners, and its impact on the venture's
performance, have not fully been explored. Following the tradition of game
theory application in the study of joint ventures (Heide & Miner, 1992; Parkhe,
1991), Zhang and Rajagopalan (2002) argued that inter-partner credible threat
plays a more important role than partners' management control in determining
partners' payoff in IJVs. He defines inter-partner credible threat as the certainty
of either partner's retaliation given that the other partner cheated earlier (Zhang
& Rajagopalan, 2002). The existence of inter-partner credible threat will not only
reduce IJVs coordination costs, but also enhance partners' cooperative behaviors
and result in better performance. Coordination costs are the expenses in monetary
terms, as well as managerial time and effort that the partners incur in the process
of composing tasks and coordinating activities across organizational boundaries
(Zhang & Rajagopalan, 2002).

This study attempts to test the theoretical predications on the use of inter-partner
threat and its impact on IJV performance. After the introduction, we briefly review
the literature of joint venture partner selection and joint venture performance.
Then we develop our hypotheses. Next we describe our sample and research
method, followed by a discussion of the statistical analysis. Then we conclude
with the theoretical and practical implications of the study.

International Joint Venture Partner Selection and Performance
The analysis of lJV performance determinants and their relationships with

local partner selection has commanded considerable research efforts in the past.
Previous research has progressed along two main theoretical paths. First, some
researchers have focused on resources exchange and the value of the resource
accessed in an IJV (Saxton, 1997). Geringer (1988) argued that selection of an
lJV partner should consider a fit, both for task-related characteristics (e.g., re
sources and skills) and for partner-related characteristics (e.g. size, objectives,
and operating policies). Harrigan (1986) proposed that IJV performance depends
on strategic symmetry between the partners, which occurs when they "possess
complementary strategic missions, resource capabilities, managerial capabilities,
and other attributes that have a strategic fit such that the relative bargaining power
of the partners is evenly matched" (Harrigan, 1986, pp. II).

Using variables of inter-partner relatedness, parent-venture relatedness, and
the relative size, nationality, and IJV experiences of the parent firms, Harrigan
reported positive relationships between partners' strategic symmetry and venture
survival (Harrigan, 1988). Hitt et al. (2000) provided some evidence to support



Spring 2007 Duan & Juma: Inter-partner Credible Threat 93

the resource-based perspective as to why firms select particular partner. Their
study showed that emerging market firms emphasized the partner's financial
assets, technical capabilities, and intangible assets, whereas developed market
firms emphasized the partner's unique competencies and local market knowledge
and access.

Other researchers have focused on the interactive nature of cooperation be
tween the partners in the ventures (Heide & Miner, 1992; Parkhe, 1991; Saxton,
1997). Researchers in this tradition emphasize the use of economic and social
mechanism to sustain the ongoing relationship between the partners involved,
not the resource per se. Partners within IJVs are assumed to have the potential
for opportunistic behavior (Reich & Mankin, 1986). The use of economic con
straints, such as the investment of specific assets and other arrangements, may
reduce the potential for opportunism by locking partners into a strategic alliance,
with the expected long-term gains from maintaining the relationship exceeding
the potential short-term gains from opportunism (Parkhe, 1993). Zhang and
Rajagopalan (2002) proposed that inter-partner credible threat, as defined as 'the
certainty of either partner's retaliation given the other partner's earlier cheat
ing,' may serve as an effective mechanism to curb the potential opportunism of
partners, and consequently affect the venture's performance.

In reviewing previous research, we have founded that insufficient attention has
been paid to empirical study testing the effectiveness ofeconomic constraints to
enhance cooperative behavior of partners. In this study, we attempt to examine
the inter-partner credible threat as a deterrence mechanism and its effect on the
performance of IJVs.

Hypotheses
To explore and identify the key ingredients ofsuccessful IJVs is ofparamount

importance to IJV researchers as well as to IJV practitioners. The measurement
of the performance of IJVs itself has been an important research topic in the
field of international management (Arino, 2003; Geringer & Hebert, 1991; Olk,
2002; Yan & Zeng, 1999). The validity of the different measures has been ques
tionable (Arino, 2003; Olk, 2002). For example, many researchers have used
the IJVs' survival as a proxy of their performance measure (Harrigan, 1988;
Hennart, Kim & Zeng, 1998; Li, 1995; Makino & Beamish, 1998). Although
Geringer and Hebert (1989) have found a significant positive correlation be
tween objective measures using survival, stability and duration, and subjective
measures of performance, Arino (2003) argued that operational measures of
strategic alliance performance, such as survival or longevity, can be related
to performance only in particular instances. These instances require some
knowledge of the temporal nature of the partners' goals for the TJVs. Because
exit/termination of an TJV may be anticipated or "planned" by the partners,
from the outset (lnkpen & Beamish, 1997), previous empirical studies that
simply count the death rate, without the knowledge of the founding partners'
intentions, were conceptually flawed (Yan & Zeng, 1999). Therefore, in this
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study, we use UVs' survival rates against a pre-determined duration to measure
IJVs' performance. A detailed discussion of this measure will be presented in
the following section.

The construct, inter-partner credible threat, is derived from a game theory
framework (Zhang & Rajagopalan, 2002). Zhang and Rajagopalan illustrates
the inter-partner credible threat using a one-stage 'prisoner's dilemma' model
and an infinitely repeated' prisoner's dilemma' model. In essence, the existence
of credible threat in an ongoing cooperative relationship will reduce the coordi
nation cost between partners, by aligning the incentive/payoff of partners. For
instance, in the one-stage prisoner's dilemma, the two sponsoring firms simul
taneously choose a strategy to control the TJV (high level control vs. low level
control). If both partners choose the high level control strategy, then the payoff
will be relatively low, due to the high coordination costs. On other hand, if both
partners choose low level, then the payoff will be relatively high, due to the low
coordination costs. Since most IJV partners have different, and often conflicting
interests, it is highly unlikely that they would voluntarily opt for the low level
control. Given these differences, each partner may choose to maximize their own
payoffs rather than the overall payoffs. This reduces IJVs to 'forums ofrivalrous
control' (Zhang & Rajagopalan, 2002). Zhang and Rajagopalan suggest that inter
partner credible threat can break this circle ofrivalrous control. Partners will have
to weigh the payoffs from cooperation and cheating. Partners will tend to stick
to the cooperative strategy as long as payoffs from cooperation outweigh those
from cheating. This will increase the overall payoffs of the IJV and its overall
performance and longevity. Because this mechanism does not require substantial
investment in relationship building and coordination, the long term economic
efficiency can positively affect the IJV's performance. Therefore, we developed
the following hypothesis:

Hypothesis 1: The existence afcredible threat from either or both part
ners will have a positive influence on the JJV:~ survival.

The effect of equity ownership on the survival of IJVs has been studied by
many researchers (Dhanaraj & Beamish, 2004; Makino & Beamish, 1998). Teece
(1992) notes, 'equity stakes provide a mechanism for distributing residuals when
ex ante contractual agreement cannot be written to specify or enforce a division
of returns.' The commitment to jointly own the venture, and the degree of con
trol over its operation, as decided by the equity position, places the partners in
a mutual hostage situation, whereby opportunistic behavior of partners can be
mitigated (Dhanaraj & Beamish, 2004; Williamson, 1985). Makino and Beamish
(1998) argued that the choice of desired ownership level reflects the interplay
between the parent firms' desire to secure control and their attitudes towards
investment risks. Their empirical study showed that the ownership structures
of Japanese JVs have significant impact on IJVs' performance and survival.
Foreigner partners with significant equity shares ultimately have more control
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of the venture through voting rights, hence they do hold a credible threat over
the local partners. The local partners, on the other hand, have the legislative
backing of the Chinese government. The cost of liquidating a venture in China
can be quite high in terms of legal fees, time and effort (Zhang & Rajagopalan,
2002). Hence, with or without a voting majority, the local partners in China do
hold a credible threat. In the above given scenario, it is highly unlikely that either
party will engage in opportunistic behavior. According to Zhang & Rajagopalan's
(2002) framework, this scenario is likely to present a successful IJV, in which
both partners cooperate and achieve balanced payoffs. Therefore, we offer the
following hypothesis:

Hypothesis 2: Equity ownership ofthe foreign parentfirm in the IJV will
be positively related to the JJV survival.

Previous studies have shown that a product diversification relationship between
parent firms and the IJV can influence the venture's economies of scale and scope
(Harrigan, 1986; Luo, 1997). This relationship may also affect the IJV's ability
to develop the market and products in the host country or international markets,
because product relatedness between the parent firm and the UV will determine
the likelihood of how much industrial experience, parent firm's intangible assets
available to the new venture, and product relatedness between the local firm and
the IJV will determine the established distribution channels, production facili
ties and skilled labors utilizable by the new venture (Geringer & Herbert, 1989).
Therefore, we offer the following hypothesis:

Hypothesis 3: An JJV with a product related with that of its foreign
parentfirm or its local parent firm has afavorable influence on the IJV
survival.

Methodology
In this study we test a sample of 216 U.S.-China joint ventures by using lo

gistical regression model. The data consists of a sample of IJVs established in
China prior to 1989 (excluding service ventures and those IJVs with multiple
foreign partners). The data is compiled from the published Almanac ofChina's
Foreign Economic Relations and Trade (MOFTEC 1984-1989 editions) and
from a Directory of u.s. Firms Operating in China (2000 edition). Thus these
IJVs represent the "early birds" of American investment in China. There are
two reasons why this sample set is appropriate to this study. First, the Tianan
men Square incident in 1989 created an unexpected disturbance in the flow of
foreign investment into China because investors began to doubt China's political
stability. Moreover, the Chinese government launched an economic adjustment
program in early 1989, which aimed to control rapidly rising inflation through a
reduction in aggregate demand, leading to a halt of alI new investment projects
and to the suspension or delay of the approval of negotiated foreign investment
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agreements, including IJVs (Zhang, 2001). Therefore, we select 1989 as a cut
off point, as it clearly marked the first stage of foreign investment in China.
Second, in order to measure IJV performance, particularly using survival as a
proxy of performance, the relative time frame needs to permit IJVs operating
long enough to prove their performance. Therefore, when we examine the sample
IJVs' survival rate in 2000, the latest ventures formed in 1988 have twelve years
to prove their performances.

Dependent variable
The dependent measure in this study is the survival of IJVs established prior

to 1989. By examining a Directory ofu.s. Firms Operating in China (2000 edi
tion), we identify the exit/termination rate of U.S.-China joint ventures. Several
researchers have used the same method to investigate foreign investments in
the United States and South Asia (Harrigan, 1988; Makino & Beamish, 1998;
Shaver, Mitchell & Yeung, 1997; Yamawaki, 1997). Among 216 entries ofIJVs,
50 of them still exist, a survival rate of approximately 23 percent. However, we
should take this seemingly low survival rate with caution. An IJV agreement
in China usually stipulates a fixed duration. This is negotiated by the founding
partners before approval of the agreement by the Chinese government. The dura
tion means that the foreign partners agree to liquidate their share in the IJV to
the Chinese partner (s) at a pre-specified time. The standard duration is 15-30
years. Recently, the Chinese government has changed the policy and allowed
the contracted parties to extend the duration. By examining the non-survival
ventures against their pre-determined contract duration, only 51 % (85 firms) of
them were short-lived before their duration expired. 49% (81 firms) reached their
expiry duration. Although one can argue that a pre-specified duration may be a
political necessity to please the Chinese government, we believe that the length
ofduration negotiated in the lJV agreement does provide some information on the
foreign partner's intention, at least in the venture's formation stage. Therefore, we
could not conclude that these 81 IJVs had failed because their poor performance.
They may well serve the venture partners' initial strategic objectives and fulfill
their mission to be a "real option" for their partners to get into an uncertain new
market (Chi & Seth, 2002; Kogut, 1991). The short-lived 85 IJVs, representing
a 39% of total entries, were probably true failures.

Independent variables
The major independent variable we use in this study is the existence of cred

ible threat from either or both partners in the IJY. The variable is coded one if
there is credible threat (or zero otherwise). Based on a four cases study of Ja
pan-China joint ventures, Zhang and Rajagopalan (2002) have identified some
specific sources of inter-partner credible threat in an IJV, such as asset specificity,
business expertise, and political authority. In this study, we follow Zhang and
Rajagopalan's approach, by examining asset specificity, business expertise, and
political authority in each U.S.-China venture. Our assessments are mainly based
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on information in an IJV agreement. Archive information and case studies on
some IJVs have also been used.

The second independent variable is equity position of the foreign parent firm.
We use the percentage of American parent equity in the IJV as reported by the
data source. We use two independent variables to examine the product related
ness on the IJVs survival. The first measures the product relatedness between the
American parent and the IJV, and the second measures the product relatedness
between the Chinese parent and the lJV Both measures ofthe product relatedness
are assessed based on the Standard Industry Code at four-digit level.

Following previous empirical studies, we also use three control variables. One
control variable is location. In an emerging economy, such as China, the level of
establishment of a free market structure, and other institutional infrastructures
varies across different regions. Consequently, the degree of location advantage
enjoyed by most lJVs may have differential impacts on their performance (Pan &
Chi, 1999). Since 1979, China has adopted the idea of "gradualism" in opening
its door to foreign investments. Starting with the experiments in the first four
specialized economic zones (SEZs), the Chinese government has granted favor
able economic policies, tax incentives and regulations with respect to foreign
investments. Later, the government has gradually expanded such favorable policies
and regulations to the fourteen coastal cities and trade development zones. These
designated locations offer various conveniences and incentives for foreign firms,
thus increasing the likelihood that an IJV would survive. A dummy variable is
coded one if the lJV is located in one of the special economic zones or original
fourteen open cities (zero otherwise).

The second control variable is the amount of the American partner's invest
ment in the IJV The amount of investment may not only reflect the resource
commitment and risk orientation ofAmerican parent in the lJV, but also represent
a hurdle factor for American parent to terminate the partnership pre-maturely.
Therefore we believe that the larger the amount an American parent invested in
a venture, the more likely the venture would survive.

Finally, we use IJV duration as a control variable to gauge the survival of l1V
As argued previously, an lJV's pre-determined duration should have a positive
relationship with respect to the lJV survival, all other factors being equal. If an
IJV is short-lived before its pre-determined duration expiry, it should be an indica
tion ofnot very successful operations. If an IJV survives after its pre-determined
duration, we can argue that the venture must be satisfactory to both partners,
otherwise they can simply terminate the venture according to the agreement. A
description of variables and their correlations is presented in Table 1.

Regression Results
The dependent variable, survival, is a binary variable taking value one or

zero only. We use a SAS program to run the regression and report our results in
Table 2.



98 Journal ofBusiness Strategies Vol. 24, No. I

Table t
Descriptive statistics and product moment correlations (216 cases)

1 2 3 4 5 6 7 8

1. Survival 1

2. Threat 0.81 1

3. Equity 0.24 0.31 I

4. Product I 0.46 0.40 0.22 1

5. Product II 0.00 -0.07 -0.19 -0.16 1

6. Location -0.07 -0.04 0.07 0.05 -0.21 1

7. Duration 0.29 0.27 0.37 0.46 -0.11 0.15 1

8. Amount 0.28 0.24 0.19 0.32 0.09 0.17 0.35 1

Mean 0.23 0.25 43.07 0.57 0.86 0.17 15.46 189.29

Standard Error 0.03 0.03 0.87 0.03 0.02 0.03 0.38 23.02

Minimum 0.00 0.00 25 0.00 0.00 0.00 2 3

Maximum 1.00 1.00 95 1.00 1.00 1.00 30 3198

Table 2
Binary Logistic Regression Results

Variables

Intercept

Threat

Equity

Product I

Product II

Location

Duration

Amount

* P <0.0001

** P < 0.005,

Estimate Standard Error

2.490 1.549

2.473* 0.375

0.030 0.029

1.725** 0.593

0.442 0.446

-0.393 0.491

-0.054 0.063

-0.002 0.001

The estimated coefficients of variable Threat, Product I are positively signifi
cant. Therefore Hypothesis 1 and Hypothesis 3 are supported by the statistical
tests. The estimated coefficients ofother variables are not statistically significant.
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Therefore we could not reject the null hypotheses that these variables have no
influences on the IJV's survival. The results show that the existence of inter-part
ner credible threat, between the venture partners, contributes significantly to the
survival of U.S.-China joint ventures. The relatedness of an UV's product to its
American parent firm also has a positive influence on the venture's survival. How
ever, our tests do not support the effect of equity ownership on the survival of an
uy. One explanation is that, as presented by a recent study (Dhanaraj & Beamish,
2004), the relationship between equity ownership and mortality of IJV may be
nonlinear and asymmetrical. Therefore, our linear logistic regression model did
not capture the nonlinear effect. With respect to the three control variables, we
were surprised that none of them are statistically significant. Our results are not
consistent with the results of a previous study using financial measures of perfor
mance of IJVs (Pan & Chi, 1999).

Discussion and Conclusions
This study attempts to explore the relationship of inter-partner credible threat

on the survival of international joint ventures. The study concludes that the ex
istence of inter-partner credible threat, and the high product relatedness between
the foreign parent and the IJV, favorably influence the IJV's long-term survival.
The contributions of this study to the existing research are as follows.

First, since the publication ofZhang and Rajagopalan's theoretical work (2002),
this study is the first to establish an empirical test to support their theoretical
arguments. Therefore, this study not only validates an important theory construct
in IJV literature, but also contributes to our more comprehensive view ofpartner
selection and IJV performance.

Second, this study is the first reported in the literature that has attempted to
incorporate a control variable with the temporal nature of partners' expectations
to measure performance. Although the coefficient of this control variable is not
statistically significant, the result answers the critique of using survival as a
performance measure.

Third, this study has provided evidence to support the previous research that
claims the relationship between foreign parent equity ownership and mortality
rate of IJV may not be linear. Therefore, a fine-grained analysis of the role of
foreign equity ownership is warranted for future study. This study's empirical
analysis will present important managerial implications. Because the existence
of inter-partner credible threat may serve as a self-reinforced mechanism to sus
tain partners' cooperative behavior and deter partners' opportunistic behavior,
multinational firms may appropriately structure an IJV to minimize the cost of
coordination and safeguard appropriation concerns simultaneously (Zhang &
Rajagopalan, 2002). While previous studies emphasized resource sharing between
partners, this study calls for carefully aligning the partners' incentives without
resort to resource investment.

However, there are many limitations in this study. First of all, the key vari
able, inter-partner credible threat, needs to be further refined. Our assessment,
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based on partner's asset specificity, business expertise, and political authority,
is subjective and preliminary. Future research may test the variable, based on
survey questions and using data on IJVs in other developing countries. Second,
because of the data constraints, some variables may have been omitted in our
regression model. For example, trust is considered to be a central feature of a
strategic partnership (Mohr & Spekman, 1994). Doz (1996) found that alliances
that have developed trusting relationships over time are more likely to survive
for long~r periods of time. Although Zhang and Rajagopalan (2002) argued that
inter-partner credible threat is a more critical factor than trust in IJVs, a future
study along this line may consider including variables such as trust to validate
the results of this analysis.
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