e Management o
International Joint
Ventures

An organizational learning
perspective

5 Andiew Inkpen

S € 02D CCOD D CTONIECTOND




The Management of
International Joint
Ventures

An Organizational Learning
Perspective

Andrew Inkpen

R

London and New York



First published 1995
by Routledge
11 New Fetter Lane, London EC4P 4EE

Simultaneously published in the USA and Canada
by Routledge
29 West 35th Street, new york, NY 10001

© 1995 Andrew Inkpen

Typeset in Times by LaserScript Ltd. Mitcham, Surrey
Printed and bound in Great Britain by
Mackays of Chatham pLC, Chatham, Kent

All rights reserved. No part of this book may be reprinted or
reproduced or utilized in any form or by any electronic,
mechanical, or other means, now known or hereafter
invented, including photocopying and recording, or in any
information storage or retrieval system, without permission in
writing from the publishers.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

Library of Congress Cataloguing in Publication Data
A catalogue record for this book has been requested

ISBN 0-415-11706-2



Acknowledgements

Helpful comments have been provided by numerous colleagues. In
particular, the book has benefited from the support of Paul Beamish,
Mary Crossan, Peter Killing and Rod White of the Western Business
School and Allen Morrison of Thunderbird, The American Graduate
School of International Management. The contributions of Harry Lane,
Shige Makino, Jim Rush and Pat Woodcock are also acknowledged. I
am also grateful for the time and valuable information provided by the
managers who shared their JV experiences with me. This research would
not have been possible without their cooperation. Finally, I would like
to acknowledge the excellent editorial assistance and overall support
received from my wife, Patricia Seary.

This book would not have been possible without the financial support
provided by the Carnegie Bosch Institute for Applied Studies in Inter-
national Management, based at Carnegie Mellon University and the
Centre for International Business Studies, based at the Western Business
School of the University of Western Ontario.

Earlier versions of Chapters 2, 7 and 9 were originally published as
follows. An earlier version of Chapter 2 appeared as ‘The charac-
teristics and performance of Japanese—North American joint ventures in
North America’ in Advances in International Comparative Management
9, 1994. Chapter 7 appeared as ‘Believing is seeing: joint ventures and
organization learning’ in Journal of Management Studies, September,
1995. Chapter 9 appeared as ‘Keeping international joint ventures stable
and profitable’ in Long Range Planning, June 1995.



Contents

List of illustrations
Acknowledgements

1 Introduction
The empirical base
JVs and organizational learning
Structure of the book

2 Japanese JVs: characteristics and performance
The automotive industry
JV characteristics
JV performance
The creation of competitors
Conclusion

3 The role of Japanese networks
The Japanese automotive networks
The networks and JV formation
The network: a barrier to entry?
The efficiency of the network
American firms and network membership status
Conclusion

4 The control and performance of international JVs
Theoretical background
An examination of the control-performance relationship
Discussion
Conclusion

5 Collaboration and learning: conceptual background
Learning and strategy



vi Contents

Learning and its process elements 48
JVs and learning 53
6 Dimensions shaping the learning process 57
The learning experience 57
Parent learning capacity 60
Parent experience 64
Fartner interactions 66
Conclusion 69

7 A multi-level framework of organizational learning

(with Mary M. Crossan) 71

A learning framework 7
The framework applied to JV learning 80
Conclusion 87

8 Case Vignettes 90
Vignette 1 - JV formation 90
Vignette 2 — JV learning potential 92
Vignette 3 — JV failure 93
Vignette 4 — Performance and learning 94
Vignette 5 — High learning potential, low outcome 96
Vignette 6 — Low learning potential, high outcome 98
Vignette 7 — Knowledge management 100

9 Learning and JV stability

(with Paul W. Beamish) 104
1JVs and instability 104
The concept of 1JV instability 106
Toppan Moore 110
Japanese JVs in North America 112
The value of local knowledge 114
Controlling instability 117
Conclusion 119
10 Implications and conclusion 121
Learning and resource-based theories of strategy 121
JVs, learning, and transaction costs 125
Conclusion 127
Appendix: Research methodology 128
Stage one: A survey of JVs 128

Stage two: Case study 134



Contents  vii

Notes 136
Bibliography 141
Index 150



lllustrations

FIGURE

7.1 The relationship between cognition and behaviour

TABLES

2.1 JV characteristics
4.1 Cross-tabulation of JV performance by Japanese
partner equity
4.2 Views of JV control
6.1 Learning efforts by the American parent
7.1 Learning in organizations
10.1 Strategic perspective and learning
A.1 Interview questions
A.2 Scale items
A.3 Case characteristics

74

40

60
72
123
131
133
135



Chapter 1

Introduction

The continued growth in the formation of alliances and joint ventures
(JVs) has lead to speculation that today’s notion of global firms will be
superseded by networks of strategic alliances among firms spanning
many different industries and countries. One of the driving forces
behind the increased use of strategic.alliances is the realization by many
firms that self-sufficiency is becoming increasingly difficult in an inter-
national business environment that demands both strategic focus and
flexibility. Alliances provide the opportunity for firms to leverage their
strengths with the help of partners.

This book focuses on the management of equity JVs, one of the most
common forms of international alliances. For this book, a JV is defined
as a means of performing activities in combination with one or more
firms instead of autonomously. A JV occurs when two or more legally
distinct firms (the parents) pool a portion of their resources within a
jointly owned legal organization. This definition excludes other forms of
cooperative agreements such as licensing, distribution and supply agree-
ments, research and development partnerships, or technical assistance
and management contracts.

Using multiple sources of field-based data, the book examines
various JV management issues, with a particular focus on collaboration
and organizational learning. A primary objective in the book is to
develop some clear linkages between organizational learning concepts
and learning through JVs. To provide a realistic perspective of IJV
management and to develop managerial implications, examples drawn
from in-depth interviews are utilized throughout the book. The examples
and comments from managers illustrate many of the concepts discussed
and anchor the research in managerial practice.
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THE EMPIRICAL BASE

Over the past decade there has been a wave of Japanese investment in
the North American automotive industry, both at the assembler and
supplier levels. Much of the Japanese investment has involved JVs
between Japanese and North American firms. A multi-stage project
examining North American-Japanese JVs provides the primary
empirical base for this book. The research stages include:

1 aninitial field survey of 40 North American-Japanese JVs;

2 alongitudinal case study involving a subset of the JVs examined in
the initial study (see the Appendix for a detailed discussion of the
research methodology).

The Japanese-North American JVs provided an interesting data
source because for many of the US firms, JV involvement represented
the first close US-based relationship with both a Japanese partner and a
Japanese customer. For many of the Japanese firms, a JV was the first
significant investment outside Japan. In collecting the data and inter-
acting with JV managers, it was possible to observe firms struggling
with many of the strategic and operational problems inherent in IJV
management.

JVs AND ORGANIZATIONAL LEARNING

A variety of strategic objectives has been suggested to explain firms’
motives for the formation of JVs (Beamish and Banks 1987; Contractor and
Lorange 1988; Hennart 1988; Porter and Fuller 1986). The objectives
include the reduction of risk, economies of scale, access to technology or
markets, and the search for legitimacy. In much of the JV literature, the
focus has been on firms’ mutual desire to cooperate as the basis for JV
formation. This focus emphasizes the performance of the JV task and the
benefits of pooling resources and skills for cooperative results.

After discussing JV characteristics and several performance issues,
the focus of the book shifts to a detailed examination of learning through
collaboration. The focus is on how JV partners exploit and leverage
alliance knowledge. Viewing JVs as learning opportunities provides an
alternative to mutual JV value creation. JVs can provide firms with
access to the embedded knowledge of other organizations. This access
creates the potential for firms to internalize partner skills and cap-
abilities. In an alliance, two or more organizations are brought together
because of their complementarity and their differences. The differences
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in partner skill areas are the fuel for learning. Whether or not the
differences are identified and internalized determines whether learning
occurs. An important conclusion from this research is that while organ-
izations often talk in glowing terms about their alliances’ learning
potential, learning is a difficult, frustrating, and often misunderstood
process.

STRUCTURE OF THE BOOK

The initial chapters deal with some fundamental JV issues and provide
a contextual overview of the organizations examined in the book.
Chapter 2 draws on survey data to examine characteristics of the
Japanese-North American JVs. After examining the JVs in terms of
ownership, formation objectives, initiation, and management style, the
issue of JV performance is considered. The concluding section raises
some issues associated with JV termination and JVs as a viable organ-
izational form.

Chapter 3 considers the implications for North American firms gain-
ing temporary, and perhaps even permanent access to Japanese networks
through the formation of JVs with Japanese firms. The chapter first
provides an overview of Japanese corporate networks, emphasizing
corporate relationships in the automotive industry. The transfer of
Japanese networks to North America is then considered as the basis for
examining problems US managers have encountered when confronted
with the ambiguity and uncertainty of Japanese networks.

Chapter 4 examines an important theme in the literature on IJVs — the
relationship between JV control and performance. The main argument in
the chapter is that control over JV activities creates a dependency
perspective and, therefore, a lack of bargaining power in a particular
area is potentially a key factor in the evaluation of JV performance.
Three different conceptualizations of the control-performance relation-
ship are examined using both the survey data and an additional sample
of Japanese JVs.

Chapter 5 shifts the focus to the organizational learning issue. Given
the premise that IJVs create learning opportunities for the venture
partners, this chapter explores the conceptual background associated
with learning and collaboration.

Chapter 6 begins with a discussion of the learning experience of the
American JV parents and their efforts to exploit JV learning opportunities.
The chapter then empirically examines organizational dimensions that can
shape the learning experience. The dimensions examined are:
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1 learning capacity;
2 parent experience;
3 partner interactions.

Chapter 7 builds on the earlier conceptual discussion. Some of the
more controversial areas in the organizational learning literature are
examined as the basis for developing a multi-level learning framework.
The framework provides the underpinnings for the argument that an
existing set of managerial beliefs can constrain the learning process.
Applying the framework to the JV context provides insights into why
firms with explicit learning objectives struggled to capitalize on their JV
learning opportunities.

Chapter 8 provides seven case vignettes dealing with JV manage-
ment. The vignettes provide some ‘thick’ description of JV issues such
as JV learning potential, JV failure, performance and learning, and
collaborative knowledge management.

Chapter 9 examines the relationship between learning, collaborative
knowledge, and IJV stability. If IJVs are inherently unstable organ-
izational forms, as researchers and managers have suggested, why do
some ventures survive and prosper for many years? This chapter argues
that foreign partner knowledge of the local economic, political, and
cultural environments is a critical factor in the stability of IJVs. When
the foreign partner is no longer satisfied with access to local knowledge
and seeks to acquire this knowledge, the probability of JV instability
increases substantially. This chapter suggests that if managers are aware
of the factors influencing JV stability, they may be able to prevent or
control for premature changes in partner relationships.

Finally, the concluding chapter examines the organizational learning
and IV findings from two theoretical perspectives: resource-based
theories of strategy and transaction costs.



Chapter 2

Japanese JVs

Characteristics and performance

This chapter draws on the survey data to examine the characteristics of
the Japanese—North American JVs.! After examining the JVs in terms of
ownership, formation objectives, initiation, and management style, the
issue of JV performance is considered. The concluding section raises
some issues associated with JV termination and JVs as a viable organ-
izational form.

THE AUTOMOTIVE INDUSTRY

Five key trends characterized the automotive supply industry of the late
1980s. One, the assemblers were increasing their outsourcing of parts
through the establishment of multi-tiered supplier arrangements. First-
tier suppliers deal directly with the assemblers, the second-tier suppliers
manage a third tier, and so on. Two, automakers were pushing their
suppliers toward just-in-time delivery systems and increased investment
in design and engineering capabilities. Three, mergers were becoming
prevalent in the supplier sector, largely because of heavy demands for
research and development, new equipment, and employee training.
Four, suppliers were moving away from their traditional focus on home
markets toward foreign investment. During the 1980s, more than 250
Japan-based supplier firms established operations in North America and
most arrived in the 1987-88 period. Finally, the movement of the
Japanese transplants into North America established an important new
customer sector for North America-based suppliers.

By the early 1990s and mirroring the situation with automaking
capacity, excess capacity at the supplier level was becoming a reality.
With the US automakers under pressure from the Japanese companies,
North American suppliers found their traditional customer base shrink-
ing. The overcapacity and competition from foreign-based component
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suppliers created increasingly difficult conditions for North American
automotive suppliers. These conditions were forcing North American
suppliers to adapt to a very different competitive environment. A 1989
statement by a senior manager in a US component supplier reflects the
new environment:

The next five years are going to be horrible. With the new Japanese
companies coming in, with peripheral capacity, and with component
integration and the car companies all chasing the same market . . . a
lot of suppliers are going to fall out.

(Smith 1989: 37)

It was against the background of a changing automotive industry and
the recent wave of Japanese—American supplier JVs that the JV survey
was carried out.

JV CHARACTERISTICS

All the JVs studied were suppliers to the automotive industry and only
one had less than 50 per cent of its sales to automotive customers. Most
were direct suppliers to the automotive assemblers (i.e. tier one
suppliers; see Table 2.1 for a summary of JV characteristics). Three-
quarters of the ventures were manufacturers of parts and components
while the remainder produced materials such as paint, steel, glass, and
chemicals. In 27 cases, the JV products were functionally similar to
existing American parent products. In the other 13 cases, the JV repre-
sented a product diversification for the American parent. The mean
number of employees was 206 and 15 JVs had between 150 and 300
employees.

The American JV parents were almost evenly divided between single
business firms and divisions of diversified firms. There were 22 single
business parents and 18 diversified parents in the sample. In all but two
cases, the JVs were startup or greenfield organizations. A JV was
classified as a greenfield venture if an organization was created where
none existed before. One of the non-greenfield ventures was formed
when the American parent spun off a small downstream operation. In the
other non-greenfield case, the American partner contributed an existing
plant and domestic customer product line to the JV. The product line was
subsequently expanded and a transplant customer base developed
through the efforts of the Japanese partner.

Most JVs were comprised of single plants geographically separated
from the American parents’ facilities and, generally, new plants and
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Table 2.1 JV characteristics

Characteristics Number Per  Characteristics Number Per

ofcases cent ofcases cent
American partner Number of years
equity (%) operational ‘
20-30 4 100 1 2 5.0
31-40 5 125 2 5 125
41-48 3 75 3 14 35.0
49 3 75 4 12 30.0
50 17 425 5 5 125
51 4 100 6 2 5.0
60 4 10.0 — —_ —_—
JV customers Tiers
supplied
(%)
Tier 1 33 825 Singetransplant 11 275
Tier 2 4 10.0 Multiple 13 325
transplants
Tier 1 and Tier 2 3 7.5 US assemblers 1 275
and transplants

US assemblers 5 125

equipment were built or acquired specifically for the JVs. In four cases,
the JVs acquired existing, unused plants from their American partners.
In two cases, the JVs had separate production lines but leased space
within existing American partner facilities, and in one case, the JV used
American partner production lines exclusively (although a new plant
was planned). In the fourth case, the JV bought land from the American
partner and constructed a new plant on the site of an old plant. In several
additional cases, the JVs began operations using American partner
facilities and constructed new plants several years later.

Formation objectives

The cases were classified according to the American partner’s motive in
forming the JV. In making this classification, it was recognized that JV
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parents often are motivated by multiple factors in forming JVs. Thus, the
motive represents the American partner’s primary motivating factor.

The primary motive for 29 American partners was access to the
transplant market. All but five JVs were transplant suppliers and 11
supplied a single transplant (Table 2.1). The prevalent opinion of
managers involved with transplant customers was that American firm
access to the transplant market would not have been possible without a
Japanese connection. A Japanese JV partner was viewed as the most
effective and timely means of acquiring the connection that would
enable the American firms to become transplant suppliers. Within the
American partner firms there was a strong belief that the Japanese
transplants wanted to deal with Japanese suppliers and were willing to
sacrifice the locational experience of American suppliers and even the
potentially lower costs of American suppliers.?

Nine non-transplant access ventures were classified as technology
oriented. Four American firms sought access to manufacturing tech-
nology and the capital necessary to implement the technology. In five
cases, the primary motive was access to technology that would allow the
American partner to broaden its product line and give the Japanese
partner entry to the North American market. As an American parent
executive commented, ‘We had the market access through our own
plants and the administration talent to run the business. We did not have
the manufacturing expertise.’

The remaining two non-transplant access ventures involved risk-
sharing and legitimacy. In the risk-sharing case, the two partners wished
to enter the North American automotive market with a product both
firms manufactured outside North America. The JV allowed the partners
to combine forces and share the risk of entering a new market. In the
legitimacy case, the formation of the JV was motivated by the desire of
the American partner to collaborate with a Japanese firm because
‘everyone else was doing it’. This motive is called legitimacy because
the American partner was motivated to appear in agreement with the
prevailing norms in the automotive industry. Several managers
indicated that forming a JV with a Japanese partner was a very ‘fashion-
able’ thing to do during the period 1985-90.

Broadly speaking, all of the JVs were formed to strengthen an exist-
ing business. With the size of existing domestic markets stable or
declining, a JV could compensate the American partners by providing
relatively quick access to a new customer or product market. Conse-
quently, many of the ventures were defensive and associated with an
American parent attitude of ‘we better form a JV before it is too late’.
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While product and customer market motives provided a specific and
often short-term objective for American firms, two less tangible objec-
tives were also important. The first was a learning objective. Many of
the American parent firms, struggling to compete in an industry in
transition, saw their JVs as a point of leverage for the development of
new skills and capabilities. The second was a desire to internationalize
and move beyond domestic markets. As a JV manager explained:

The JVs were formed because we felt we [the American partner] had
to have a greater international presence in an industry that was
rapidly becoming more international in scope. The American partner
wanted to be a supplier with a ‘window to the world’; the JV helps
give us that window. Access to the transplant market may have
provided an initial short-term objective for the formation of the JVs
and it may have brought the firms together. However, our longer term
objective is to become a world leader.

The manager went on to contend that alliances were critical to an
international strategy and that the Japanese were much better at using
alliances than North American firms. Another manager echoed those
comments:

We wanted to establish a global connection in the automotive supply
industry. The JV is one step toward becoming a more international
player in the automotive industry. We are now investigating alliances
in Europe. The OEMs [assemblers] are getting closer to having
common products across regions (i.e. North America and Europe).
For a supplier it would be advantageous to be capable of supplying
the same part in different parts of the world.

A common theme expressed by many managers was that gaining
access to the transplant market provided the American firm with their
first step toward becoming more international. The American firms
usually recognized that the automotive industry was changing rapidly
and wanted to participate in that change. Unfortunately, the objectives
of transplant access and internationalization often took precedence over
economic reasons for forming an alliance. Several managers indicated
that ‘faith’ drove the JV formation process; both the American and
Japanese firms entered the JV with little more than faith in each other.
In these cases, neither partner communicated its objectives and little
effort was made to establish financial objectives. Not surprisingly, many
JVs subsequently experienced problems because of the lack of com-
munication during the formation process.



