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Abstract: Separate research streams have identified relationships between IJV autonomy and IJV 
effectiveness, and between functional/dysfunctional parent-company differentiation and IJV effectiveness. This 
study attempts to integrate these two literature streams by examining how these two sets of independent variables 
interact in terms of predicting IJV effectiveness. Results partially support our hypotheses that the 
autonomy-effectiveness relationship is less positive with greater functional differentiation and more positive with 
greater dysfunctional differentiation. The results provide strong support for our hypotheses that activities closer to 
the local operating environment will influence these relationships such that autonomy becomes more important to 
effectiveness when an activity has strong local ties. 
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International joint ventures (IJVs) inherently involve decisions regarding how much integration and 

coordination are needed between parent companies and their IJVs, and also between parent companies themselves. 
Decisions must be made regarding how strong of bridges to construct between the various parties in the IJV 
system, based upon expectations regarding in which cases these bridges are more closely associated with IJV 
effectiveness. Examining relationships between IJVs and their parents, research has found significant associations 
between IJV autonomy and IJV effectiveness, particularly with respect to locally-embedded activities (Hill & 
Hellriegel, 1994; Taggart & Hood, 1999; Newburry, et al., 2003). Looking at relationships between IJV parents, 
separate research has found that differences between IJV parents could be either functional or dysfunctional in 
terms of predicting IJV effectiveness (Parkhe, 1991; Yeheskel, et al., 2001; Mohr & Puck, 2005; Meschia & 
Riccio, 2008). This study attempts to integrate these two literature streams by examining how these two sets of 
independent variables interact in terms of predicting IJV effectiveness, i.e., it examines whether there is a 
significant interaction of IJV autonomy with functional and dysfunctional parent company differentiation in 
predicting IJV effectiveness. 

Combining the theoretical bases behind the above two sets of studies is important for multiple reasons. First, 
IJV scholars have noted the need to address the interests of different parties when studying IJV effectiveness (e.g., 
Osland & Cavusgil, 1998; Luo & Park, 2004; Madhok, 2006). The IJV autonomy studies mentioned above, in 
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effect, address the interactions between parent companies and their IJVs, and suggest one way in which these 
interactions influence IJV effectiveness. The above IJV parent company differentiation studies examine the 
interactions between parent companies in the IJV system, and how these interactions influence effectiveness. By 
examining these two sets of relationships simultaneously, a more complete understanding of the IJV system can 
be obtained. 

Second, our study builds upon the IJV control and autonomy literatures (e.g., Geringer & Hebert, 1989; Lyles & 
Reger, 1993; Lovett, Perez-Nordtvedt & Rasheed, 2009) by examining a major contingency factor that influences the 
degree to which autonomy is important in effective IJV management. Thus, our results might partially reconcile the 
debate regarding when more autonomy and less control is beneficial (and vice versa). 

Third, our study builds upon the literature examining the effects of dissimilarities between IJV parents (e.g., 
Parkhe, 1991; Blomqvist, et al., 2005; Kabiraj & Chowdhury, 2008) by applying the concept of parent company 
dissimilarity to an important area of IJV management—the decision regarding appropriate autonomy levels. 

Fourth, by examining potentially universal IJV characteristics (e.g., autonomy and parent dissimilarity) 
alongside the interaction of these characteristics, this manuscript addresses questions regarding whether the 
appropriateness of certain management characteristics is contingent upon a particular IJV situation. 

Finally, our study focuses on a large sample of IJVs operating in China, an important FDI destination and 
research context (Bjorkman, Smale, Sumelius, Suutari & Lu, 2008; Dong & Glaister, 2006). Despite the 
popularity of Sino-foreign joint ventures, their management remains problematic (Demir & Soderman, 2007; 
Nippa, et al., 2007). While our overall goal is to develop theory that applies cross-culturally, as we examine 
effects of asymmetry between IJVs partners in China, it might also assist the line of research looking to 
understand the unique characteristics of this area. 

An IJV is defined herein as a separate legal organizational entity representing the partial holdings of two or 
more parent firms, in which the headquarters of at least one is located outside the country of the joint venture 
operation. This entity is subject to the joint control of its parent firms, each of which is economically and legally 
independent of the other (Shenkar & Zeira, 1987). 

In the next section, we outline our theoretical framework and the paper’s main hypotheses. Following this, 
we present our research methodology. A presentation and discussion of our results follows. The paper concludes 
with suggestions for future research. 

1. Theory and hypotheses development 

The basic model guiding this study follows as Fig. 1. While direct relationships of IJV autonomy and parent 
company differentiation with IJV effectiveness are indicated within the model, this manuscript is primarily 
concerned with the interaction between these two sets of variables as the direct relationships have been addressed 
elsewhere (e.g., Hill & Hellriegel, 1994; Yeheskel, et al., 2001). These interactions will be discussed next. 

1.1 Functional differentiation and IJV autonomy 
The theory of partner asymmetry or differentiation (e.g., Harrigan, 1988; Buckley & Casson, 1988) notes that 

partners in an IJV will generally stay together as long as the partners need each other and the venture stays 
successful. Numerous prior studies have examined the effects of parent dissimilarities, particularly with respect to 
culture (e.g., Hanvanich, Miller, Richards & Cavusgil, 2003; Brouthers & Bamossy, 2006; Yamin & Golesorkhi, 
2010), generally finding negative effects, although Mohr and Puck (2005) focus on functional diversity. However, 
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for partners to benefit from associating with each other, it is essential that each partner brings a distinct 
contribution to the IJV. Accordingly, for the purpose of this study, parent company differentiation is defined 
simply as the degree to which IJV parents are relatively similar or different with respect to a set of basic attributes 
or characteristics that could influence IJV effectiveness. Each parent in an IJV contributes its own bundle of 
attributes and resources to the venture (e.g., Chen, Newburry & Park, 2009), making parent company 
differentiation inherent in IJVs. Thus, IJV parents will logically differ more or less on various attributes. In an 
early study of parent company differentiation, Parkhe (1991) developed a typology of interfirm diversity and its 
impact on global strategic alliance (GSA) longevity and effectiveness, proposing that two types of diversity 
influence GSA performance. Type I diversity includes the interfirm differences that GSAs are created to exploit, 
that is, “the reciprocal strengths and complementary resources furnished by the alliance partners, differences that 
actually facilitate the formulation, development, and collaborative effectiveness of GSAs”. Yeheskel, et al (2001) 
labeled this type of differentiation between parent firms as functional differentiation. It includes the differences 
between IJV partners that can bring benefits to the IJV. For example, Yeheskel, et al (2001) found that 
differentiation in parent company industries was functional in terms of influencing IJV effectiveness, presumably 
because dissimilarities in parents’ core industries are imperfectly mobile and not easily copied by their IJV 
partners (see also, Barney, 1991, Regarding the resource based view). Consequently, these differences may lead to 
compatibility and collaboration as opposed to competition that may occur when parents share the same industry. 
According to the same line of argument, Blomqvist, et al (2005) claimed that at best, asymmetry brings major 
benefits to collaborative firms, but it may also become the basis of dissimilar orientation towards informal and 
formal governance methods, which makes managing the collaboration and reaching goals more complex. 

 

 
Fig. 1  Basic study model 

Notes: A “-” hypothesizes that IJV autonomy benefits will be lower in cases of functional parent differentiation, while a “+” 
hypothesizes that IJV autonomy benefits will be greater in cases of dysfunctional parent differentiation. 

 

For the purpose of this examination, IJV autonomy is defined as “the degree of decision making latitude 
allowed to the joint venture management by the partners” (Hill & Hellriegel, 1994). The fact that powerful 
arguments can be made both in favor of and against granting IJV autonomy indicates that autonomy might be a 
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multidimensional construct, as has also been suggested for the related concept of control (Luo, Shenkar & Nyaw, 
2001; Cardinal, Sitkin & Long, 2004; Lovett, Perez-Nordtvedt & Rasheed, 2009). 

Research in the area of IJV autonomy suggests the necessity of granting autonomy to IJVs in order for the 
IJVs to escape problems of conflicting direction from parents (Hamill & Hunt, 1993; Barden, Steensma & Lyles, 
2005). Differences between the positions of parents can lead to role conflict and role ambiguity (Katz & Kahn, 
1978; Shenkar & Zeira, 1992) among IJV managers. Role conflict exists when the expectations of role senders 
(e.g., IJV parents) and role receivers (e.g., IJV managers) are contradictory. Role ambiguity exists when the 
expectations of role senders and role receivers are unclear. Previous research suggests that these two conditions 
may be exemplified when certain differences between parents are highly pronounced (e.g., Yeheskel, et al., 2001), 
which may be particularly applicable in IJVs involving both developed and emerging market parent firms. Within 
this manuscript, it is suggested that the effect of differences between parents may vary depending upon whether 
parent company differences are functional or dysfunctional. When differences between IJV parents are functional, 
it is suggested here that conflicting direction leading to role conflict and ambiguity problems may be less of a 
concern since these are the differences between partners that bring benefits to an IJV. In other words, these types 
of differences may be less likely to produce role conflict and role ambiguity among IJV managers since they are 
expected as part of the purpose of the IJV partnership. Since they are expected, systems may be in place to capture 
the benefits of these differences, and/or specific global competencies may be developed to better manage tensions 
and differences (e.g., Levy, Beechler, Taylor & Boyacigiller, 2007; Furuya, Stevens, Bird, Oddou & Mendenhall, 
2009). Accordingly, the benefits of autonomy might be weaker when these differences are present. Granting IJV 
autonomy might even hinder the full realization of these benefits by isolating the IJV from these differences. For 
example, in IJVs where parents each contribute a different knowledge base associated with the parent belonging 
to a different industry, specific IJV processes may be needed to ensure effective knowledge transfer (Chen, 
Newburry & Park, 2009). Thus, IJV autonomy may hinder parent company knowledge from being integrated into 
IJV operations, preventing the very synergies an IJV was designed to capture. 

Accordingly, hypothesis 1 is proposed as follows: 
Hypothesis 1: Functional differentiation will moderate the autonomy-effectiveness relationship such that the 

interaction will be negatively related to IJV effectiveness. 
Indro and Richards (2007) found that important joint venture relationships may be moderated by the type of 

joint venture activity being performed. Recent studies have found strong relationships between IJV autonomy and 
IJV effectiveness with respect to autonomy to develop human resource management (HRM) practices 
independently (e.g., Newburry, et al., 2003). A basic assumption of the strategy literature notes that strategic 
business plans are often closely associated with MNC headquarters, which maintain responsibility for 
coordinating a firm’s global operations (e.g., Tallman, 2009), while the HRM literature highlights the importance 
of adapting HR practices to local environmental expectations (Law, Song, Wong & Chen, 2009). These findings 
suggest that autonomy may be more strongly associated with IJV effectiveness when IJVs are conducting 
activities that are more closely associated with the local environment. This reasoning is consistent with other 
theories in the international business literature. For example, integration-responsiveness theory (e.g., Prahalad & 
Doz, 1987; Bartlett, 1986) posits that multinational corporations involved in industries requiring significant local 
adaptation should adopt structures that allow their subsidiaries greater local autonomy in their operations. 
Moreover, Bartlett (1986) specifically details how autonomy decisions could vary depending upon specific 
activities within a company. 
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Based upon the above discussion, it could be expected that the nature of the hypothesis 1 interaction will 
change based upon the particular activity which is being performed relatively more or less autonomously. In 
particular, as IJV activities become more closely related to the IJV’s local operating environment, the 
autonomy-effectiveness relationship may become stronger since these activities require greater local adaptation to 
be performed effectively, due to their higher degree of embeddedness in the local environment (e.g., Zaheer & 
Mosakowski, 1997). In turn, conflict between the needs to integrate with their parents and to adapt locally may 
weaken the potential benefits of functional differentiation by creating role conflict and ambiguity among IJV 
managers with respect to locally sensitive activities. On the one hand, IJV managers may realize the need to 
coordinate closely with their parent companies to obtain the expected benefits of the functional differentiation. On 
the other hand, they may also feel pressure to adapt to locally-based activities in order to maintain legitimacy in 
their local environment (e.g., Zaheer & Mosakowski, 1997; Trevino, Thomas & Cullen, 2008). Because of this 
potential conflict, it is expected that the functional differentiation-autonomy interaction described in hypothesis 1 
will have a less negative effect when an activity requiring high local adaptation is considered. 

For example, human resource management (HRM) activities generally require significant local adaptation to 
comply with local labor laws and expectations, and to ensure venture performance (e.g., Fey, Morgulis-Yakushev, 
Park & Björkman, 2009). For this type of activity, the benefits of functional differentiation may be less than for 
activities more closely associated with an IJV’s parent companies (e.g., strategy formulation), since activities 
associated with IJV parents (and their combined goals) are more likely to be the focus of differentiation benefits. 
Moreover, in addition to potentially weaker benefits from functional differentiation for locally-based activities 
(such as HRM), the potential to create negative consequences (such as alienated employees, e.g., Brannen & 
Peterson, 2009) for the IJV by not adapting to local expectations appears to be greater. 

Accordingly, hypothesis 2 is proposed as follows: 
Hypothesis 2: The relationship proposed in hypothesis 1 will be less negative when autonomy relates to an 

activity more closely associated with the IJV’s local operating environment (vs. being associated with the parent 
companies). 

1.2 Dysfunctional differentiation and IJV autonomy 
Parkhe’s (1991) Type II diversity relates to “the differences in partner characteristics that often negatively 

affect the longevity and effective functioning of GSAs”. Yeheskel, et al (2001) referred to this as dysfunctional 
differentiation. This category of variables relates to differences among IJV parents that cause an IJV to function 
poorly since they interfere with effective IJV management. Negative asymmetries are associated with cases where 
a dysfunctional differentiation variable impedes integration within the system of an IJV and its parents. An 
example of a dysfunctional differentiation variable is goal differentiation. Dissimilarities in parents’ goals, 
especially the existence of contradictory goals of a hidden agenda type, can create serious IJV management 
problems and disrupt daily activities, since they distract IJV management from their pursuit of an IJV’s stated 
objectives (Yeheskel, et al., 2001; Luo, Shenkar & Nyaw, 2001). Other studies focus on other dissimilarities as a 
source of problematic effects on IJVs (e.g., Yamin & Golesorkhi, 2010; Brouthers, Brouthers & Wilkinson, 1995). 
For example, Kabiraj, et al (2005) found that country specific cultural characteristics and partner asymmetry are 
the fundamental cause of joint ventures instability and breakdown. Kabiraj and Chowdhury (2008), studying joint 
ventures between local firms from LDCs and foreign multinationals (MNCs), found that differences in technology 
levels between partners and the availability of new technology can trigger a joint venture breakdown. 

When differences between IJV parents are dysfunctional, this may increase the chance that an IJV will 
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receive confusing and potentially conflicting directions from its parents. Accordingly, this may be a source of both 
role conflict and role ambiguity for IJV managers, causing them to expend undue energies in attempts to reconcile 
these differences or to develop programs and intervention capabilities to address these issues (e.g., Brouthers & 
Bamossy, 2006; Brannen & Peterson, 2009) that could be more constructively used towards the purpose of 
achieving the IJV’s objectives. When this is the case, autonomy may become more necessary for the IJV to 
operate effectively without being hindered by the role conflict and role ambiguity that often accompany 
conflicting parent directions (Shenkar & Zeira, 1992). For example, when dysfunctional differentiation exists with 
respect to parent company goals (as discussed above), autonomy may help an IJV to overcome the problems of 
dealing with potentially conflicting and ambiguous parent company directions. Discussing these same 
relationships between differences, autonomy, and performance, Pangarkar and Klein (2005) argued that the 
exercise of control in IJVs increases the performance only when there are large differences between partners. 

Accordingly, hypothesis 3 is proposed as follows: 
Hypothesis 3: Dysfunctional differentiation will moderate the autonomy-effectiveness relationship such that 

the interaction will be positively related to IJV effectiveness. 
As noted earlier, important IJV relationships may be moderated by the activity being performed (Indro & 

Richards, 2007). As was the case of hypothesis 2 above, it is expected that the interaction between IJV autonomy 
and parent company differentiation will differ based upon the particular activity for which autonomy is being 
granted. Birkinshaw, Hood and Young (2005) argued that strong local competitive environments enable managers 
to achieve sufficient autonomy to secure their subsidiaries’ performance (see also Young & Taveres, 2004; 
Vachani, 1999). It is again suggested that as IJV activities become more closely related to the IJV’s local 
operating environment, the autonomy-effectiveness relationship will become stronger. In this particular case, the 
autonomy push from an activity being closely associated with the local environment may reinforce the autonomy 
push caused by dysfunctional differentiation. Thus, the interaction of autonomy with dysfunctional differentiation 
will produce an even stronger relationship than the one proposed in hypothesis 3 when an activity is more locally 
embedded. For example, while dysfunctional goal differentiation promotes a positive relationship between 
autonomy and effectiveness, this relationship may become even stronger when autonomy in a locally-based 
activity (such as HRM; e.g., Fey, Morgulis-Yakushev, Park & Björkman, 2009) is being performed versus 
activities more closely associated with an IJV’s parent companies (such as strategy formulation). This may occur 
because both these circumstances promote autonomy and the two autonomy pulls reinforce each other. 

Accordingly, hypothesis 4 is proposed as follows: 
Hypothesis 4: The relationship proposed in hypothesis 3 will be even more positive when autonomy relates 

to an activity more closely associated with the IJV’s local operating environment (vs. being associated with the 
parent companies). 

2. Methodology 

The study reported here is a part of a larger international comparative study aimed at understanding ways of 
increasing IJV effectiveness. All of the IJVs in our sample fit Shenkar and Zeira’s (1987) IJV definition, as cited 
in the introduction to this manuscript. This study’s JV sample was identified as follows. First, the American 
Chamber of Commerce in Hong Kong provided a list of American MNCs with JVs in China and a regional 
headquarters (HQ) in Hong Kong. The Hong Kong General Chamber of Commerce provided a similar list of West 
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European MNCs. The resulting sample of 26 regional HQ was then contacted and requested to participate in the 
study. All but one regional HQ agreed to participate. Each of the resulting 25 regional HQ provided a list of their 
JVs in China established at least three years prior to our questionnaire administration. JVs less than three years of 
age were not included since JVs may have significant start-up problems (e.g., role novelty, Katz & Kahn, 1978) in 
their first years of operation which might be unrelated to appropriate management styles (Bleeke & Ernst, 1993). 
This resulted in 153 JVs, all of which fit our JV definition. JV CEOs were then contacted and asked to complete 
our questionnaire. As the leaders of their IJVs, CEOs are generally regarded as key informants (e.g., Gupta, 
Shaw & Delery, 2000), and the best-informed sources regarding IJV operations. All eventually filled out the 
questionnaire, which was returned directly to the researchers. 

After receiving all the completed questionnaires from the JVs’ CEOs, the CEOs of the 25 regional HQ were 
contacted and requested to complete the same items. Overall, we received 153 questionnaires from 25 regional 
HQ evaluating 153 JVs operating in China. This methodology was endorsed and coordinated with the main HQs 
of the 25 MNCs. Regional HQ responses were used to verify CEO response accuracy by comparing the two sets 
of responses, with insignificant differences found between IJV CEOs and their regional headquarters in terms of 
their IJV effectiveness evaluations. Questionnaire responses were supplemented with secondary data regarding the 
IJVs and their operating environments. 

The JVs in our sample are involved in a variety of industries and services and employ between 8 and 9500 
employees (mean: 986 employees). The majority (117) are owned by two parent companies; 26 have three parents; 
7 have four parents; 2 have five parents and 1 has six parents. None of the JVs has parent-companies located in 
more than four different countries. 

2.1 IJV effectiveness measures 
Out dependent variable is IJV effectiveness. Based upon content analysis of frequently mentioned goals in 

IJV documents of incorporation, we asked our questionnaire respondents to rate the extent to which their IJVs 
accomplished the following measures on a 5-point scale, ranging from 5 (strongly agree) to 1 (strongly disagree): 
(1) meet the expectations of their stakeholders; (2) have a growing market share; (3) are financially profitable; (4) 
meet targeted growth objectives; and (5) meet targeted profit objectives. These measures are widely accepted 
(Killing, 1983; Yeheskel, et al., 2001), and their results have been found to correlate significantly with financial 
measurements of the same variables (Dess & Robinson, 1984; Geringer & Hebert, 1991). Additionally, using a 
variety of measures helps account for the fact that companies from different countries often pursue different 
objectives (e.g., Fenton-O’Creevy, Gooderham & Nordhaug, 2008), and that IJV performance is multidimensional 
in nature (Nielsen, 2007). For our sample, the internal reliability of the five items was quite high (Cronbach 
alpha=0.90), suggesting a common underlying factor. Accordingly, EFFECTIVE is a composite variable that was 
created by averaging across these five items of our survey. 

2.2 Autonomy measures 
The following two autonomy variables were based upon questionnaire responses on a 5-point scale. 

FORMPLAN measures the degree to which an IJV formulates its strategic business plan independently of its 
parent organizations. LOCALHRM measures the degree to which the IJV develops human resource practices 
independently based on host culture characteristics. While the benefits of single-versus multiple-item measures 
are debated, single-item measures have been found equally or even more preferable in terms of construct validity 
in many contexts (e.g., Ganzach, 1998; Scarpello & Campbell, 1983). 
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2.3 Differentiation measures 
The following differentiation measures were individually generated and then aggregated into composite 

functional and dysfunctional differentiation measures in a manner consistent with Yeheskel, et al (2001). Within 
that study, each differentiation measure was individually empirically related to IJV effectiveness. Based upon 
whether the individual measures were positively or negatively associated with IJV effectiveness, they were then 
classified as either functional differentiation or dysfunctional differentiation. In the event that a measure was not 
clearly related to IJV effectiveness either way, it was dropped from the analysis. In this particular analysis, this 
applied to two Hofstede (2001) cultural dimensions: power distance and long term orientation. Composite 
functional and dysfunctional differentiation variables were then created based upon the means of the variables 
(standardized) assigned to each of these categories. Use of composite functional and dysfunctional differentiation 
variables helps to establish a general understanding of the interaction of these variables with IJV autonomy. 
Additionally, utilizing composite variables allows this study’s results to be more easily compared to the previous 
Yeheskel, et al (2001) results. 

Since about a third of the IJVs in our sample had more than two parent organizations, calculating differences 
between parents using a simple mathematical difference would have elicited only differences between extreme 
values. Because of this and because the number of IJV partners has important performance implications (e.g., 
Garcıa-Canal & Sanchez-Lorda, 2007), when appropriate, a standard deviation between all parents was used to 
calculate this study’s differentiation variables in a manner consistent with Yeheskel, et al (2001). Utilizing a 
standard deviation elicits the differences among all values in the distribution. 

2.4 Functional differentiation components 
Based upon the above analysis, the following differentiation components of the parent companies were 

classified as functional for this study: industry type differentiation, differentiation in parent company size, equity 
differentiation, ownership type differentiation and differentiation in the cultural dimension of masculinity- 
femininity. 

Industry type differentiation was measured by respondents’ ratings on a 5-point scale. 
Parent size differentiation was measured as the standard deviation in the number of employees of the various 

parent organizations. 
Equity differentiation was measured as the standard deviation of the equity distribution of the various parents. 
Ownership type differentiation was calculated based upon the following three ownership types: publicly 

owned, privately owned and state-owned. This differentiation measure was given the value of 1 when all parents 
of each IJV had the same ownership type (indicating no differentiation between parents); the value of 2 when the 
ownership type of each IJV was split between publicly owned and privately owned parents (suggesting medium 
differentiation); and the value of 3 in all other cases (indicating high levels of differentiation based on the 
assumption that state-owned parent companies differ significantly from the public and private ownership types). 

Masculinity differentiation was measured as the standard deviation between the scores of the parent 
organizations across Hofstede’s masculinity-femininity cultural dimension (Hofstede, 2001). 

2.5 Dysfunctional differentiation components  
Based upon the above analysis, the following differentiation components of the parent companies were 

classified as dysfunctional for this study: goal differentiation, reputation differentiation and differentiation in the 
cultural dimensions of uncertainty avoidance and individualism-collectivism. 

Goal differentiation was measured by respondents’ ratings on a 5-point scale. 
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Reputation differentiation was calculated as an arithmetic average of differences between respondents’ 
ratings of the international and local reputations of the parent organizations as measured on a 5-point scale. 

Uncertainty avoidance and Individualism differentiation were measured as the standard deviations between 
the scores of the parent organizations across each of Hofstede’s uncertainty avoidance and individualism 
dimensions (Hofstede, 2001). 

2.6 Control variables 
The following control variables were used in this study. IJVAGE represents the IJV’s age in years. Previous 

authors have concluded that there will be a positive correlation between an IJV’s age and its effectiveness (Hill & 
Hellriegel, 1994). IJVSIZE is measured as the log of the number of employees in the IJV. Larger IJVs may either 
have more resources (increasing their effectiveness), or may be more bureaucratic (decreasing their effectiveness) 
(Chen, et al., 2009; Hannan & Freeman, 1977). INCORP measures on a 5-point scale the degree to which an IJV 
has detailed documents of incorporation. Some common advice for IJV managers is to ensure that IJV documents 
of incorporation are detailed and constantly updated. CLEAR OBJECTIVES measures the extent to which an IJV 
has clear objectives from its parents on a 5-point scale. Having clear objectives allows the IJV to function with 
less confusion and wasted effort (Dobkin, et al., 1994), thus increasing effectiveness. RESOURCE 
DEPENDENCE measures the extent to which an IJV is dependent on its parents for critical resources based on a 
5-point scale. NUMBER OF PARENTS refers to the number of parent companies that own equity in an IJV. 
DOMINANT PARENT measures the degree to which an IJV has a dominant parent with appointees responsible 
for running the venture independently regardless of the parent’s equity ownership, as assessed by respondents on a 
5-point scale. This variable has been found highly significant in prior IJV studies (e.g., Newburry & Zeira, 1999). 
INDUSTRY is a series of 1/0 dummy variables coded based upon whether the IJV operates in a heavy industry, 
light industry or service industry. 

2.7 Analysis 
We used multiple ordinary least square (OLS) regressions to test the hypotheses. Multiple linear regression 

analysis was appropriate for this study because IJV autonomy and parent differentiation were simultaneously 
related to IJV performance, and because those hypothesized relationships could be recursive. In order to better 
understand our results, we also conducted several post-hoc analyses, as described below. 

3. Results 

Table 1 reports the mean values of the study variables, as well as their standard deviations and correlation 
coefficients. Individual components of the functional and dysfunctional differentiation variables are reported 
along with the composite variables. 

Table 2 presents the results of our regression analyses based upon the composite factors. Model 1 presents a 
control regression. Model 2 through Model 5 present the results of our regression analyses based on the 
interaction of autonomy to formulate strategy (Model 2 and Model 3) and HRM autonomy (Model 4 and Model 5) 
with functional differentiation. Model 6 through Model 9 present the results of our regression analyses based on 
the interaction of autonomy to formulate strategy (Model 6 and Model 7) and HRM autonomy (Model 8 and 
Model 9) with dysfunctional differentiation. As can be seen, all models are highly significant (p<0.001) and have 
adjusted r-squares of at least 29 percent. 
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Table 1  Descriptive statistics and Pearson correlations 

 Mean Std. Dev 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11 
1. IJV effectiveness 4.01 0.84 1.0           

2. Autonomy in strategy 
formulation 

0.70 0.46 0.26** 1.0          

3. HRM autonomy 0.92 0.28 0.21** 0.21** 1.0         

4. Functional parent 
differentiation 

3.94 0.37 -0.02 0.00 -0.01 1.0        

5. Dysfunctional parent 
differentiation 

3.72 0.41 -0.29** -0.16* -0.28** 0.19** 1.0       

6. IJV age 5.01 3.38 0.33** 0.21** -0.02 0.04 -0.08 1.0      

7. IJV size 2.62 0.56 0.16 0.11 -0.05 -0.05 -0.08 0.39** 1.0     

8. Clear objectives 4.11 0.80 0.42** 0.06 -0.08 -0.03 -0.18* 0.24** 0.15 1.0    

9. Detailed incorp 
documents 

3.37 1.26 0.00 0.06 -0.04 0.13 -0.01 0.03 0.08 0.17* 1.0   

10. Resource  
dependence 

3.92 1.11 -0.11 0.11 -0.15 0.06 0.08 -0.05 0.00 0.14 0.23** 1.0  

11. No. of parents 2.31 0.71 0.00 -0.08 0.10 0.03 -0.22** 0.09 0.14 -0.09 0.10 -0.12 1.0 

12. Dominant parent 4.01 1.17 0.23** 0.03 -0.14 0.10 -0.03 -0.04 -0.16* 0.20* -0.09 0.39** -0.28*

Notes: * p < 0.05; ** p < 0.01. 
 

Hypothesis 1 predicted that the autonomy-effectiveness relationship will be less positive when functional 
differentiation exists between IJV parents. Model 2 through Model 5 demonstrate mixed support for this 
hypothesis. In Model 2 and Model 4, significant (p<0.001) base positive relationships between IJV autonomy and 
IJV effectiveness are demonstrated. In Model 3, the interaction term is negative and marginally significant 
(p<0.10), thus marginally supporting the hypothesis that functional differentiation will make the autonomy to 
formulate strategy-IJV effectiveness relationship less positive. However, in Model 5, the interaction term for the 
HRM autonomy variable is positive and significant (p<0.05), showing a relationship opposite to that proposed. 

Hypothesis 2 predicted that the relationship proposed in hypothesis 1 will be less negative when autonomy 
relates to an activity more closely associated with the IJV’s local operating environment than when autonomy 
relates to an activity more closely associated with the IJV parents. Since IJV strategy is an activity commonly 
associated with close parental supervision in an IJV, while HRM is an activity closely associated with the local 
environment, the Model 3 and Model 5 results support this hypothesis. While the autonomy to formulate strategy 
and functional differentiation interaction is marginally significantly negative (p<0.10), the HRM autonomy 
interaction is actually positive and significant (p<0.05). 

Hypothesis 3 predicted that the autonomy-effectiveness relationship will be more positive when 
dysfunctional differentiation exists between IJV parents than when functional differentiation exists. Models 6 
through 9 demonstrate mixed support for this hypothesis. Model 6 and Model 8 demonstrate a significant positive 
base relationship between IJV autonomy and IJV effectiveness (p<0.01 or p<0.001). In Model 7, the interaction 
term is not significant, thus providing no support for hypothesis 3 with respect to autonomy to formulate strategy. 
In Model 9, the interaction term is positive and significant (p<0.01), thus supporting the proposed relationship 
with respect to HRM autonomy. 

Hypothesis 4 predicted that the relationship proposed in hypothesis 3 will be even more positive when 
autonomy relates to an activity more closely associated with the IJV’s local operating environment than when 
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autonomy relates to an activity more closely associated with the IJV parents. This hypothesis is supported since 
the interaction of HRM autonomy and dysfunctional differentiation is positive and significant (p<0.01) while the 
interaction between autonomy to formulate strategy and dysfunctional differentiation is not significant. 

In addition to the models reported above, we also computed regressions simultaneously introducing all the 
functional and dysfunctional interaction terms, respectively. Due to multicollinearity issues, we could not reliably 
run all variables together. Nonetheless, these analyses produced results that were generally consistent with those 
reported above. 

 

Table 2  Composite functional and dysfunctional differentiation interactions  
with autonomy variables predicting IJV effectiveness 

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9 

Control variables          
IJV age 0.23 

(0.02)** 
0.19 

(0.02)* 
0.29 

(0.02)** 
0.24 

(0.02)***
0.22 

(0.02)** 
0.19 

(0.02)** 
0.19 

(0.02)** 
0.24 

(0.02)*** 
0.22 

(0.02)** 
IJV size 0.07 

(0.00) 
0.07 

(0.00) 
0.05 

(0.00) 
0.07 

(0.00) 
0.05 

(0.00) 
0.07 

(0.00) 
0.08 

(0.00) 
0.07 

(0.00) 
0.05 

(0.00) 
Clear objectives 0.30 

(0.08)***
0.30 

(0.08)*** 
0.31 

(0.08)***
0.31 

(0.08)***
0.33 

(0.08)***
0.30 

(0.08)***
0.30 

(0.08)*** 
0.31 

(0.08)*** 
0.33 

(0.08)***
Detailed 
incorporation 
documents 

0.02 
(0.05) 

0.01 
(0.05) 

0.01 
(0.05) 

0.03 
(0.05) 

0.05 
(0.05) 

0.02 
(0.05) 

0.02 
(0.05) 

0.03 
(0.05) 

0.02 
(0.05) 

Resource 
dependence 

-0.24 
(0.06)** 

-0.27 
(0.06)*** 

-0.26 
(0.06)***

-0.21 
(0.06)** 

-0.22 
(0.06)** 

-0.27 
(0.06)***

-0.28 
(0.06)*** 

-0.21 
(0.06)** 

-0.21 
(0.06)** 

Number of parents 0.05  
(0.09) 

0.07  
(0.09) 

0.08  
(0.09) 

0.02  
(0.09) 

0.04  
(0.09) 

0.07 
(0.09) 

0.07 
(0.09) 

0.03 
(0.09) 

0.04 
(0.09) 

Dominant parent 0.33 
(0.06)***

0.34 
(0.06)*** 

0.33 
(0.06)***

0.34 
(0.06)***

0.35 
(0.06)***

0.34 
(0.06)***

0.35 
(0.06)*** 

0.34 
(0.06)*** 

0.32 
(0.06)***

Industry dummies Mixed Mixed Mixed Mixed Mixed Mixed Mixed Mixed Mixed 

Independent variables 
Functional parent 
diff. 

 0.00 
(0.14) 

0.03 
(0.14) 

-0.01 
(0.14) 

-0.01 
(0.14) 

    

Dysfunctional parent 
diff. 

     -0.01 
(0.13) 

-0.00 
(0.13) 

0.02 
(0.13) 

-0.03 
(0.13) 

Autonomy in 
strategy formulation 

 0.21 
(0.13)** 

0.29 
(0.15)***

  0.21 
(0.13)** 

0.24 
(0.16)** 

  

HRM autonomy    0.24 
(0.20)***

0.18 
(0.22)* 

  0.25 
(0.20)*** 

-0.16 
(0.43) 

Interaction terms 
Autonomy in 
strategy formulation 
x parent 
differentiation 

  -0.16 
(0.24)+ 

   -0.06 
(0.28) 

  

HRM autonomy x 
parent differentiation 

    0.14 
(0.30)* 

   0.45 
(0.53)** 

Adjusted R2 0.296*** 0.330*** 0.341*** 0.345*** 0.358*** 0.330*** 0.327*** 0.346*** 0.385***

R2 change  0.054*** 0.015+ 0.055** 0.016* 0.041** 0.001 0.056** 0.041** 

N 150 150 150 150 150 150 150 150 150 

Model F 7.995*** 7.704*** 8.607*** 8.192*** 7.965*** 7.706*** 7.070*** 8.202*** 8.830***

Notes: + p < 0.10; * p < 0.05; ** p < 0.01; *** p < 0.001; 2-tailed test; Regressions present standardized beta coefficients with 
standard errors in parentheses. 
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4. Discussion and conclusion 

Our study results partially support our hypotheses that the autonomy-effectiveness relationship will be less 
positive with greater functional differentiation and more positive with greater dysfunctional differentiation. The 
results provide strong support for our hypotheses that activities closer to the local operating environment will 
influence these relationships such that autonomy becomes more important to effectiveness when an activity has 
strong local ties. 

Paterson and Brock (2002) noted that the issue of subsidiary autonomy is also of growing importance in the 
general subsidiary-management research, stemming from authors who support subsidiary focused MNC 
perspectives (e.g., Birkinshaw, Hood & Young, 2005; Wang, Liu & Li, 2009). Aside from the IJV-specific 
autonomy rationale mentioned above, they note that autonomy can provide numerous general subsidiary benefits, 
largely related to local responsiveness and developing/leveraging subsidiary competencies. However, it is not a 
position that has been extensively tested, as cases for both autonomous and centralized corporate structures still 
exist. Within this manuscript, we partially reconciled this debate by examining autonomy’s interaction with 
parent-company differentiation in predicting IJV effectiveness. 

With respect to our HRM autonomy results, Law, Tse and Zhou (2003) found that effective HRM was 
important to firm performance in China. Part of effectively managing HRM issues is appropriate autonomy levels 
for various parent company configurations. Hitt, et al (2001) found an interaction between human capital and 
strategy in terms of predicting firm performance. Similarly, we find that human resource autonomy interacts with 
parent differentiation, a variable often closely related to IJV strategy, in terms of predicting IJV performance. 

With respect to our results concerning autonomy to formulate strategy, our findings reiterate previous ones 
(e.g., Newburry, et al., 2003) that different types of autonomy have different effects on IJV effectiveness. 
Moreover, the results suggest that the autonomy to formulate strategy takes away benefits that might be achieved 
through functional differentiation. 

With respect to the issue of functional and dysfunctional differentiation, our results suggest that different 
types of autonomy interact with different types of differentiation. In particular, HRM autonomy provides stronger 
benefits when dysfunctional differentiation is present, while autonomy to formulate strategy causes most harm 
when functional differentiation is present. 

Our approach of examining interactions between autonomy and differentiation might also relate to Langfred 
(2004), who examined interactions between trust and autonomy in team-based settings. He found that “High trust 
was associated with higher team performance when individual autonomy was low but with lower performance 
when individual autonomy was high” (p. 385). Our functional differentiation measure may substitute for 
Langfred’s high trust case since functional differences are beneficial, and thus, may be less feared. Moreover, 
similar to the author’s high trust case, granting autonomy could cause differentiation benefits to go unrealized. 

Luo (2003) found that control flexibility (i.e., the granting of autonomy when needed) was positively 
associated with IJV performance in order to allow the flexibility necessary to succeed in emerging markets. This 
result is consistent with our autonomy-differentiation interactions to the extent that we help delineate the specific 
cases when autonomy is beneficial or needed. 

Inkpen and Currall (2004) discussed how trust, control and learning may coevolve in joint venture 
relationships. With respect to our framework, their model may apply to our functional differentiation cases, where 
IJV parents have a goal to benefit from the differences between each other. In these cases, parents may not find 
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granting IJV autonomy beneficial, but may still be able to alter their control methods between formal controls, 
which rely upon the ability to measure outcomes and influence processes, and social controls, which rely on social 
interactions and creating shared values (Cardinal, et al., 2004). Depending upon their relationship with their 
partners, in functional differentiation cases, altering the control method may still provide positive benefits for the 
IJV parents. 

4.1 Academic contributions and implications 
This study contributes to the international joint venture management literature in a number of ways. First, it 

contributes to the IJV control and autonomy literature (e.g., Geringer & Hebert, 1989; Hill & Hellriegel, 1994; 
Lovett, Perez-Nordtvedt & Rasheed, 2009) by demonstrating conditions when autonomy is more (or less) 
important based upon a major contingency factor: The level of functional and/or dysfunctional differentiation that 
exists between IJV parents. By incorporating these interactions into existing theory, it may be possible to develop 
a more complete understanding of the mechanisms underlying IJV autonomy. 

Second, related to the first point above, the results contribute to the autonomy literature by demonstrating the 
differential effects of different types of autonomy, as has been previously suggested within Newburry, Zeira and 
Yeheskel (2003). The distinction in results between strategy autonomy and HRM autonomy further suggests that a 
continuum of activities might be developed based upon the degree to which they might be centrally controlled by 
the IJV parents and the degree to which they might benefit from IJV autonomy. 

Third, this study builds upon literature examining the effects of dissimilarities between IJV parents in general 
(e.g., Parkhe, 1991; Yeheskel, et al., 2001) and regarding selected specific variables (e.g., Beamish & Jung, 2005; 
Yamin & Golesorkhi, 2010) by applying the concept of parent company dissimilarity to an important IJV 
management area. In doing so, the manuscript further refined this theoretical area by specifying conditions under 
which functional and dysfunctional differentiation between IJV parents vary in their impact on IJV effectiveness. 

Fourth, IJV scholars have noted the need to address the interests of multiple parties when studying IJV 
effectiveness (e.g., Osland & Cavusgil, 1998; Luo & Park, 2004). By simultaneously examining (1) the interaction 
between an IJV and its parents through the concept of autonomy, and (2) the interaction between parents through 
the concept of parent company differentiation, this study produces a more complete understanding of the IJV 
system than might be obtained by examining only one of these relationships at a time. 

Fifth, by examining potentially universal IJV characteristics (e.g., autonomy and dissimilarity) alongside the 
interaction of these characteristics, this manuscript addresses questions regarding whether the appropriateness of 
certain management characteristics is contingent upon a particular IJV’s situation. 

4.2 Limitations and suggestions for future research 
While our results provide insights into IJV autonomy and IJV parent differentiation, it is not without 

limitations, creating future research opportunities. First, more research is needed into the temporal aspects of the 
autonomy variables and their impact on IJV effectiveness. While it can be argued that our differentiation variables 
precede our autonomy and effectiveness variables, causality between autonomy and effectiveness is not clear. 
Second, more research is needed regarding time-based changes to autonomy preferences. Salk and Shenkar (2001) 
found that IJV CEO social identification patterns changed over time, and that these influenced CEO views 
regarding IJV independence. Likewise, Zhang and Li (2001) and Wang and Nicholas (2007) found changes in IJV 
control designs over time based upon IJV performance. It might also be the case that interactions between our 
dissimilarity and autonomy variables change over time. Third, while our current research indicates the differential 
impact of two important autonomy dimensions, the multidimensional nature of the autonomy construct needs to be 
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further refined and developed. Fourth, further research should examine whether regional differences (Rugman & 
Oh, 2010) exist which impact the autonomy-differentiation relationship. Fifth, further studies might examine 
whether these relationships are moderated by environmental variables such as national culture or institutions (e.g., 
Trevino, Thomas & Cullen, 2008). 
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