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Abstract

Our study examines the impacts of control mechasigm the acquisition of managerial knowledge in
international joint ventures (I1JVs). Data were eoled by a survey of 1JVs in the Korean contextensh
knowledge acquisition from the foreign investorspagticularly critical to further upgrade her econpo We
attempt to look at the ownership — knowledge actipirslinks, and find that equally shared ownerstsighe
most favorable organizational structure for knowledcquisition from the foreign parent. In addifiomost of
the control mechanisms (i.e., ‘participation in fhaicy and planning process’, ‘staffing the top magement
positions’, ‘participation of foreign expatriataskey functional areas’, and ‘socialization witmture managers
through active training’) show the positively sificant association with knowledge acquisition. Visasuggest
the partial supports for the effects on ‘influerae decision-making by integrating with foreign netl and
‘communication between top managements and fongégants’. Our study contributes significantly te thody

of control literature and the understanding of 1Jafsd the role of foreign parents in transferring\kledge.
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I ntroduction

International joint ventures (1JVs) are increasingecognized as a popular device of market entny fo
multinational enterprises (Demirbag and Mirza, 20@Le to its growing popularity and strategic impoce, a
number of major changes in international businesgrenment have been considered to stem from the
augmented activities of joint ventures. Althoughrthare various reasons that make 1JVs to becgmevalent
strategic choice for multinational enterprises (MiEone of the common elements to promote the foomaf

the inter-firm linkage involves the “joint maximisan of complementary resources by sharing” wittaldfirms
(Koza and Lewin, 1998; 256). In addition, amongsthoesources, the transference of complementamylkdge
between participating firms is known as a cruciatirrating factor in establishing the 13V, and orieh@ criteria

by which joint venture success is estimated is #igsoknowledge transfer between the parties (SiBnoudon,
1999).

Decision to enter into foreign market involves geearisks than domestic investment, because MNEs ar
required to submit themselves to a number of urfamfiactors. For example, the lack of perfect kiexdge
about environmental fluctuations in host countryaiconsiderable risk, which threatens successfukeha
developments. In this situation, 1JVs can be amalty cooperative relationship in which the pap@ting firms
reduce internal and external risks by sharing cempgintary knowledge. That is, an IJV proposes divers
strategic benefits for the MNES, as local firms expected to be a source of necessary knowledgeuoftry,
industry and other local environments includingitaza! trend (Barringer and Harrison, 2000; Ched &tennart,
2002; Cannice et al., 2003). On the other hand, BNiing advanced technology and sophisticated neaizg
knowledge, which are difficult to imitate and indglently develop in the market, into 1JVs (Hittagét 2000;
Tsang, 2002). Consequently, an IJV is commonlynadgghas a vehicle to diffuse knowledge and effectheans
for the acquisition of knowledge (Hamel, 1991; Lanel., 2001), involving tacit know-how and skilifem one
firm to another. According to scholars researchimgrnational business, many joint ventures indregyg aim at
solely the transference of knowledge from parerdgsabse of the strategic judgment that the excharige
knowledge within the structure may strengthen tb&in competencies and thereby their competitivetipos

in the global markets (Mutinelli and Piscitello,98) Demirbag and Mirza, 2000).

Moreover, managerial knowledge and know-how, béiagsferred from MNEs to 1JVs, particularly provide
crucial foundation for improvement in joint ventuommpetitiveness and in many cases foreign parent’s
knowledge eventually promises current and futuganization success (Demirbag and Mirza, 2000)dtiteon,
acquisition of managerial knowledge often encousgmerformance enhancement by facilitating the atisor

of technological knowledge, which has more explititture (Leonard-Barton, 1995; Lyles and Salk, 1996



Intuitively, the gains from foreign knowledge augréhe net present value of hybrid mechanisms entlirn,
increase the impetus to cooperate (Phan and Re2idi®). Despite the importance of managerial kedgé
acquisition in 1JVs, however, there is a limitedgtgynatic investigation on the linkage between iegrby 1JVs
and foreign parent's managerial knowledge. Thataisnumber of previous studies concern technology
acquisition in the joint venture context (e.g., Hegjan and Mitchell, 1998; Rebentisch and Ferrg®@5; Stuart,
2000) rather than managerial knowledge absorpti®acond, although a number of empirical studies
increasingly look at factors affecting knowledgejasition (Lane et al., 2001; Lyles and Salk, 1996pst of

them do not recognize the significant value of omimhechanisms on learning by 1JVs (Lin, 2005).

Thus, this paper strives to fill in the researclp 4§ finding an answer to a research question: whatthe
relationship between control mechanisms and knaydedcquisition in international joint venture? inc
proprietary managerial knowledge is more likelyotpossessed by the foreign parent, the knowledigiehis
likely to influence the control system to a grealegree than the local parent (Chalos and O’'Cor2@d4).
Based on the premise, this paper contributes oextsting 1JV literature by offering new insightanlJVs and
control mechanisms, and links the control issuthtbomanagerial knowledge acquisition from foreigmemts.

To explore this research area, the rest of therpapmnsisted of five sections. Firstly, the litmre explaining
main constructs on control mechanism is revieweetco8dly, hypotheses developments are conducted to
investigate the phenomenon. Thirdly, methodologyoliving data analysis and variable measurements are
described. Fourthly, results and discussion aregmted, and subsequently, conclusion and furttsmareh are

in the final section.

IJV control and control mechanisms

Control refers to the process in which the foredgua local parents ensure that the joint venturadsaged to
meet the parents’ strategic interests by influegpaimanagerial and operational decisions throughuge of
power, authority, and a wide range of bureaucratittural, and informal mechanisms (Hebert, 1996)l.JVs
the effective control is a much more subtle and mem issue than a proxy like centralization of demi-
making is liable to capture in that both foreigrddacal parents, who have different organizatiog@édls and
objectives, simultaneously participate in the samntity (Geringer and Hebert, 1989). However, firane also
likely to suffer great difficulty in dealing withojnt venture operations without effective contréibes. On the

basis of the definition, there are two differerssdes of controls: management and operationalaientr

There is a debate whether control is a strict aridraatic consequent of ownership. Some scholargesighat
ownership and management control over the 1JV kosely related each other. For example, Glaisté8%)
finds that management control is dependent upativel equity share and relative capital input. Mgaraent
control in 1JVs traditionally has been consideredbe equivalent to equity structure, most of recgnties,
however, distinguish management control from owmergor the idea that amount of control may not be

precisely measured by ownership in multifacetecbgloenvironment (Grossman and Hart, 1986; Lin, 2005



Mjoen and Tallman, 1997; Yan and Gray, 1994). Adew to them, ownership control refers to a type of
influence, which renders the residual rights degjdiow to use organizational assets. This is thal lauthority,
which can be exercised over assets and resoumesha ownership is determined by the percentagmpital
that each partner invests in the venture. Manageownirol, in contrast, “is the observable pattefrecision-
making power. Although ownership control may leadnbanagement control over the IJV through board
membership, other more informal control mechanismsnay provide decision-making power apart from that

which is derived from ownership” (Steensma and $y2000: 833).

As previously discussed, parent control is notraylsi facet, and another route to exercise parentraois
operational control. Operational control referghe specific process, which selectively targetctiamal areas
such as production, marketing, distribution, améficial management in order to manage effectivéicapions
of parent's knowledge in strategically importaneas (Luo et al., 2001; Zhang and Li, 2001). Thisetyf
control is particularly important because operatlonontrol can promote a parent firm's achievemeft
operational objectives, which are different fros ¢bunterparts, even with a smaller share of tladvequity
(Luo et al., 2001). The empirical study conductgd¥an and Gray (2001) also confirms that the leokl
operational control exercised by a parent overtaitestrategic areas has a positive effect oreittent to which

this parent’s goals are accomplished.

Geringer and Hebert (1989) characterize contrahase comprehensive three dimensions in joint vestufl)

the extent of control, (2) the focus of controlddB) the mechanisms of control. The extent of mmefers to
the degree to which the parents exercise contref @int ventures. A parent firm needs to exerappropriate
level of control to make the achievement of orgatiimal goals more predictable (Li, 2003). The ®af

control is the scope of the joint venture’s acii@st which are chosen by parents to exercise dorparent

firm should select activities, which it perceive agtical, rather than attempt to control the entiange of an
1JV'’s activities due to the limited resources aahié for controlling (Wang et al., 1998). On thetrary to those
two parameters, the mechanisms of control refeahéomethods, which are used to control joint verguoy
parents. Although respective asset contributioeslaigely determined by majority position in equiarious
other control mechanisms such as intangible nattigartner assets are commonly utilized for a fprgdarent

to exercise effective 13V control (Chalos and O’'@on 2004; Geringer and Hebert, 1989).

In extending this stream, we believe that thesangible contributions affecting IJV control (inclad
management and operational controls) may havereiffampact on the level of knowledge acquisitiarthie
cooperative setting. According to Makhija and G&an€$997), the more explicit, regular, and codifeabl
information to be acquired by 1JVs, the more forraald negative control mechanisms are likely to Ibe.
contrast, the more implicit, tacit, and organizagitly embedded the knowledge, the more informal positive
control mechanisms will be. Schaan (1983) expldiret the formal and negative control mechanisms are
employed by a parent to prevent the IJV from exagutertain activities and behaviors. This typecohtrol
mechanisms involves ownership control, influencaesdecision-making by tight network and staffing tog

management positions. The informal and positivetrobrmechanisms are control means used by a p&went



promote the 1JV's certain behaviors and decisidigs type of control often relies on participationthe policy
and planning process, communication between topagements and foreign parent, participation of fprei

expatriates in key functions, and socializatiorhwiénture managers through active training.

Although a few studies highlight the important rofea certain control mechanism (such as staffinghe joint
venture (e.g., Chalos and O’Connor, 2004; Kumar &ath, 1998; Petrovic and Kakabadse, 2003), the
conceptual model developed in this article will sidier both formal and informal controls. In additiove will
particularly focus on the acquisition of managekiabw-how rather than technological skills as thewledge
acquired from foreign parent through various cdntiechanisms. The underlying reason is that thstemce of
sophisticated managerial know-how within 1JVs mayabcrucial source of competitive advantage inglbbal
market (Lin, 2005), but we know little about thectfars influencing the acquisition of such viableets As
Makhija and Ganesh (1997) argue, the formal conttethanisms may be more useful dynamics to transfer
explicit and codifiable knowledge than tacit natofeknowledge. However, it is clear that they atemtribute

on the acquisition of implicit and tacit knowledgehich is innately difficult to be transferred ofien to another,

in some extents. Accordingly, foreign parents mely on a variety of mechanisms for transferring agarial
knowledge, and thus both types of control mechasisteed to be identified as critical elements in the

knowledge acquisition.

Framewor k

According to Makhija and Ganesh (1997), control haaisms inadequately exercised by venture pareags m
generate significant impediment for an 13V to acguiew knowledge through distortion, suppressiod, @elay

of feedback. In other words, the conceptualizat@fncontrol mechanisms is highly consistent with an
organizational learning via teaching capabilitg.(i.transformative capacity), which helps to imgrdke joint
venture’s exchange of ideas, redirection of orgational motivation and goals, and guidance to ieffic
shortcut for knowledge acquisition. In this poirft vbew, the conceptual model highlights that appiate
control mechanisms are crucial not only for effeetimanagement and operational controls but also for

knowledge acquisition in 1JVs.

Ownership control

Ownership control is conventionally regarded as atractive mode of operation because it provides
considerable benefits to the parent, which possdbgemajority share of equity (Ramaswamy et &98). One

of those benefits can be found from the decreasksppute between the foreign and the local pareasged on
the imbalanced power. Consequently, it significattlssens the conflicts in the decision-making psscand
facilitates improvement in organizational effectiess and rapid organizational responses to enviotah
uncertainty (Lewis, 1990). In contrast, equally relda ownership ventures often experience organizatio

rigidity and suffer a drain on resources in oradeemnforce contracts and prevent from the partragafsortunistic



behaviors (Williamson, 1981). Such ownership stitetof an 1JV is often determined by the respective
bargaining power between both parents (Yan and ,@@94). Bargaining power is based mainly on a’firm
tenure of precious complementary assets and itgilbotions to the 1JV. As ownership control is ihwh the
ability to bring superior resources and knowledijés logical that the majority equity position af foreign
parent helps to achieve greater joint venture pevdmce (Killing, 1983; Lecraw, 1984). In additidbemirbag
and Mirza (2000) argue that to enhance the perfocemamany joint ventures increasingly aim at solbly
acquisition of knowledge from the foreign parentsduse the exchange of knowledge within the strechay

strengthen their own competencies and their comiyepositions in the global markets. In this comte

H1 Ownership control by the foreign parents incesathe joint ventures’ knowledge acquisition frohe t

parents.

Influence on decision-making by integration with foreign network

Foreign parents can influence a joint ventures'igies-making by integrating the children into the&wn
network. The influence on decision-making referstlie degree of control of the children’s strategitd
operational decisions to gain organizational oliest and interests (Chalos and O’Connor, 2004)thiear
integration with foreign network represents a widege of inter-organizational linkages with theefgn parent
(Powell, 1998). Under the same umbrella, decisittharity over a variety of joint venture operatiaren often
be found to reside with foreign parents, because l#iiter usually has technical superiority and wgnea
managerial skills. In other words, possession pksor technology and management skills providdicgnt
rationale for the parent's decision responsibsitithirough incorporation with tight network. Chalasd
O’Connor (2004) argue that this facilitates thedgia knowledge transition to the joint venture amtourages
the children’s eventual improvement in knowledgejusition. In their empirical studies, Park and dbid
(2006) similarly suggest that the strong foreigfiuence via network may have more positive impawtsthe

joint venture’s knowledge acquisition than ventatgonomy. In this regard,

H2 Influence on decision-making by integration witlieign network increases the joint ventures’ klemlge

acquisition from foreign parents.

Participation in the policy and planning process

Demirbag and Mirza (1996) suggest that the pargutrticipation in the 1JV’s policy and planning pess is an
appropriate measure of control in the perspectivih® foreign parents. This would be particulariyet not in
developed countries (e.g., Korea, the current rebeaontext) where the foreign parents often owrremo
sophisticated expertise and knowledge than locaisfi and thus the joint venture heavily relies nohsknow-
how. In this regard, Steensma and Lyles (2000)eatbat the foreign parent’s active support in managnt
activities (e.g., policy and planning formulatidagilitates the objectification of tacit knowledge that the joint

venture enables to apply and connect informatioth&large progression and the high extent of kadgeé



acquisition. Kumar and Seth (1998) indicate that fbreign parent’s participation in setting up ot

venture’s planning and process is one of criticaitol mechanisms, and Makhija and Ganesh (199@3ssthat
use of appropriate control mechanisms are essé¢atfatilitate knowledge acquisition in the joirgntures. This
argument is consistent with findings by Wang e{E998). According to their empirical experimernts level of
knowledge acquisition is commonly determined byftiteign parent’s involvement in the joint ventw@olicy

and planning process. Thus,

H3 Participation in the policy and planning procé@ssreases the joint ventures’ knowledge acquisifiom

foreign parents.

Saffing the top management positions

The right to appoint personnel to the top managémesitions in IJVs is considered by parents asajom
control mechanism (Geringer and Hebert, 1989; Kuamar Seth, 1998; Petrovic and Kakabadse, 2003)g\&an
al. (1998) compare two groups of joint venturesiciwhnfluence the staffing of an 1JV’s managemensifions
and do not have the right to do so. From the ecgdistudy, they find that the parent firms with tight feel
greater control over their joint ventures and hsgltisfaction on performance. However, control bynmating
the top management positions is not automaticalergto the foreign parent, and it requires theepts
respective contributions on technology and expertighich affects venture performance (Yan and Gta94).
The relationship between the foreign parents’ righappoint that position and the level of knowledbey
contribute is also articulated by prior researctuinber of researchers (e.g., Lin, 2005; Lyles Salk, 1996;
Makhija and Ganesh, 1997 among others) suggeskélyananagerial knowledge is most readily availablthe
foreign parent. Wang et al. (1998) argue that tle@ipion of such knowledge is magnified by the fgneparents
when they are satisfied by occupying the boardimctbrs including chairman. Lyles and Salk (1996}her
shed light on the role of top management in acagikinowledge. They suggest that foreign parendffisy in
the top management facilitates knowledge acqursibecause top management plays an important role in
defining knowledge structure. Chalos and O’Con2@0@) similarly propose that recruitment and staffof the
joint venture’s top management positions incre&sesgn parents’ motivation to contribute their kvledge and

thereby improves transmission of that knowledgiéjoint ventures. From these explanations,

H4 Staffing the top management positions by thesifpr parents increases the joint ventures’ knovdedg

acquisition from them.

Communication between top managements and foreign parents

Communication between joint venture top managemamdisforeign parents refers to the frequency altegic
and operational interactions, which strengthentieand brings the 1JVs into close relation witle foreign
parents (Chalos and O’Connor, 2004). From the #fim it can be expected that improvement of tbimt;

venture’s capacity to acquire knowledge may beatiff without frequent communication of the childrand the



parents. This is consistent with explanations bjeéPoand Levinthal (1990) and Nonaka (1994). Theygest
that idea development is typically affected by iiattions, and a firm’s capacity to acquire knowkedgould be
augmented by the greater frequency of communicati@mtause it encourages goal setting and the tissiom

of learning feedback (also see Chalos and O’'Cortifi4). Cohen and Levithal (1990) further point that the
benefits through the communications are highly eissed with the distribution of expertise. The fitlehannel

for communication commonly act as a catalyst farsty of ideas, and in this regard, the 1JVs enabkecquire
more knowledge when there is the presence of #guént communication between top managements &nd th
foreign parents (Si and Bruton, 1999; Swierczek Rhdkal, 2004).

H5 Communication between top managements and forpagents increases the joint ventures’ knowledge

acquisition from them.

Participation of foreign expatriatesin key functional areas

Expatriate staffing has been characterized as érmwrmamon JV control mechanisms (Chalos and O’Cannor
2004). Foreign expatriate experts, who have betmowledge in functional areas such as marketing,
finance/accounting and human resource managemenfregjuently employed in key joint venture posito
The reason is particularly derived from the faettthy concentrating authority in appointing ex@gs in key
functional positions the foreign parents can stileeig operational control with 50/50 or even a milyogquity
position (Wang et al., 1998). In addition, undertyithe use of expatriate staffing as a control raeigm often
results in better transmission of tacit informatiand know-how between the foreign parents and Jhes |
because foreign expatriates possess superior maeageskills and techniques (Chalos and O’Conno420
Lyles and Salk, 1996). This has been documentechdnyy previous studies. For instance, Torbiérn (136w
Park et al. (2006) suggest that expatriates aheadiby the foreign parents as prime movers fandferring
knowledge to the joint ventures where the more &igias deal with the functional areas, the lamgpaent of

knowledge may be acquired. Based on the argumessepted above,

H6 Participation of expatriates in key functiona¢a@s increases the joint ventures’ knowledge aitgurisfrom

the foreign parents.

Socialization with venture manager s through activetraining

Socialization practices have been found to prontbée transference of information via experience islgar
(Chalos and O’Connor, 2004). Socialization is avdeolge conversion process that enables an orgamzet

convert tacit knowledge to explicit information dmgh which its managers interact with knowledgedaol
(Nonaka, 1994). There are various models of s@afdin practices to facilitate the flow of inforrmat between
the foreign parents and the 1JVs (Chalos and O’'Ggn2004). This process of converting tacit knowled
through sharing experience includes such practa®sneeting, seminar, rotation of individuals fromeo

organization to another and the development ofrbalénformation network (Kumar and Seth, 1998; @/at



al., 1998). Among those practices, training of j@i@nture managers by foreign parents is a comnabitle not
only for transmitting informational content (explicknowledge) but also transferring socially embedid
information (Lyles and Salk, 1996). Similarly, Faland Zeghni (2003) suggest that training programlee an
important vehicle for knowledge acquisition becaitsbelps joint venture managers to adapt theillssko

modern equipment and practices through close szati@n between the foreign parents and the 1JWsisT

H7. Socialization with venture managers throughivactraining increases the joint ventures’ knowledg

acquisition from foreign parents.

M ethodol ogy
Sample and data collection

The data set used in this article are obtained ftwaforeign Direct Investment (2002) published by the Korean
government’s Ministry of Commerce, Industry and igye(MOCIE). The information is reliable, as it wie
government’s materials providing comprehensive dataut listings of more than approximately 12,16&ign
investments and firms that have been operatingsacatl industries in Korea. In particular, previaiadies
examining 1JVs in Korea (e.g., Choi and Beamist)f2@ak and Park, 2004) also utilised the samearmdton
for their researches. Based on the publicatioral of 688 Korean 1JVs were drawn. The following gding
criteria are firstly suggested for selecting the8 88Vs: (1) 1JVs operating either manufacturing service
industries, (2) 1JVs established with European,dsl Japanese partners, and (3) 1JVs in which eithieign

partner holds more than 20 per cent or less thgre8@ent of the equity;

Both previous studies associated with Korean [J¥so{ and Beamish, 2004; Pak and Park, 2004) focased
only manufacturing ventures. This research is difiated from those studies, because it includgsice
industries to understand factors affecting knowéedgquisition in overall situations. In other wqrbtlg doing
this, it is expected that the results generatetibeiiter explain the knowledge acquisition of 1J&the whole
phenomenon. In terms of the second criterion, PakRark (2004) indicate that the majority of MNEdich
have established 1JVs with Korean local partneosne from three national origins represented by Jap&,
and European countries. This is also confirmedhaygovernment figure. The 2002 editionFafreign Direct
Investment also presents that 96% of FDI in Korea is condii¢tg those three major investors. Finally, some
researchers suggest that 5 to 10 per cent of foreguity participation is also an IJV (e.g., Dhajaand
Beamish, 2004). However, such a small share oftga@uvnership may not mirror the reality of jointntares
and the character of inter-partner relations (Dbagrand Mirza, 2000), and thus this research cersidn

entity with a foreign shareholding of less than 2@be portfolio investments.

The survey questionnaires were posted to CEOsoisetls88 1JVs. A total number of 153 questionnaivese
returned from the respondents with a responseofd2.2%. However, 25 out of the 153 returned doestires

did not contain valuable information, as they wexarked only in the same figures without carefulsideration.



Consequently, 25 were found unusable for the eogliriesearch, and thus 128 were chosen for further

subsequent analysis (finally, 18.6% of responsg).rat

Variable M easurements

Dependent Variable

Dependent variable was measured by the extent ichw8lVs acquired managerial knowledge from theifgm
parents. Following to Lyles and Salk (1996), it wasasured by using a five-point Likert scale (whergery
little; 5=to a great extent). The list of skillgtmiques on managerial knowledge included 24 arseategic
decision making, planning under certain businessr@emment, appropriate resource allocation, stiatedgo
managerial rivalry, recruitment, employee relatiopsrformance appraisal, motivation (rewards), leticg,
measuring cash flows, analyzing financial positimeasuring financial performance, information systiesign,
data management, total quality management, sugmyncmanagement, customer relationship management,
development of powerful brand, promotion strategples forecast, integration with other corporativities,

way to build an efficient team, management of pottervice life cycle, and product planning. Thisasure
was adapted from Yavas and Cavusgil (1989). Thenl@&rch'sa was 0.94 for the 24 items of managerial

knowledge, indicating adequate internal consistétity details are available in the appendix A).

Factor analysis on these 24 items using varimatiost identifies four dimensions (see table 1). Titet factor
includes 8 items. These items under the first fastdutions are all techniques, which determine dkierall
direction of 1JV business by designing future plé@sed on corporate strategies. Thus, the fist mbioa is
called as the practices ofrporate strategy and planning skills. The second factor solution includes all 4 items
associated with finance and accounting. In additmthose knowledge, information system design, daic
management are additionally designated under tbhadosame categorization. Due to the addition of two
variables, the dimension includes all skills asated with reckoning and computation. Given the easghon
the characteristics of the dimension, this secoimledsion is nominated aaccounting, finance and data
management skills. The third factor includes 5 items associated witlqjue nature of marketing skills. Moreover,
factor analysis also reveals that management afystdife cycle is an acquirable set of knowledtmng with
relevant other marketing skills, and thereforeeisrtedmanagement of product life cycle and marketing skills.
The final factor comprises the remaining 5 itemsluding skills related to human relations, internal
effectiveness, and organizational know-how, whiakenthe dimension asternal management / organizational
skills.



Table 1 Dimensions of managerial knowledge: Varimaated matrix

Knowledge Factor 1 Factor 2 Factor 3 Factor ¢

Integration of research functions with other .512
corporate activities

Product/service planning .553

Strategic decision making .790

Planning under uncertain  busingss .799
conditions

Design and allocation of internal resources .872

Ways to respond to competition in the .755
market

Total quality management .705

Supply chain management 742

Budgeting .926

Cash flow measurement .943

Financial position analysis 910

Financial performance measurement .884

Information system design .624

Data management .676

Management of the product /service ljfe .822
cycle

Customer relationship management .890

Brand development and management .895

Promotion strategy .886

Sales forecasting .884

Techniques to build efficient and effective 574
research teams

Recruitment and recruitment policy .844

Management of employee relations 911

Performance appraisal .906

Employees motivation .872

Eigenvalue 10.028 4.123 2.669 1.885

% of variance explained 41.785 17.179 11.120 7.854

Cumulative % of variance explained 41.785 58.964 .080 77.938

Explanatory/Control Variables

Explanatory variables included in this empiricavgstigation are associated with formal and inforfaators
affecting the foreign parent’s management and djpea control over the joint ventures. They inaud
ownership, influence on decision-making by inteigratwith foreign network, participation in the poji and
planning process, staffing the top managementipasitcommunication between top managements amégfor
parents, participation of foreign expatriates iry Kenctional areas, and socialization with ventaranagers
through active training. Among those explanatoryalaes, ownership is commonly measured by thréerdint
types of equity share in many previous studiesfaheign parent’s majority ownership, equal shae,(50:50),
and the foreign parent’s minority ownership (elgee et al., 1998; Lyles and Salk, 1996; Wang et1&898).
Except the ownership factor, other explanatoryaldlés are assessed by a five-point Likert scalef@h=very

little; 5=to a great extent), as they are assodiatith the respondents’ opinion on the level ofefgn parent’s



control (Saunders et al., 2003).

With respect to control variables, industry chagastics, origin of foreign parents, intensity ofarket
competition, 1JV size, and 1JV age are includedhie model as a potential factors affecting thetiahahip
between control and knowledge acquisition. Industharacteristics are perceived as an impact to the
relationship (Lee et al., 1998), as service industiay more require a process to translate taait @xplicit
knowledge than manufacturing industry (Minbaevalgt2003). Therefore, in this logic, this articlentrols for
the industry characteristics with dummy variablessgervice industry, and O=manufacturing indust®figin of
foreign parents is included because differentlattas of foreign parents are likely to show différpatterns and
effects of foreign investments (Makino and Neup20QO0; Tatoglue and Glaister, 1998). Hamel (199&cally
acknowledges that Japanese has a propensity to diffevent behavioral patterns in transferring kfedge to
others. Thus, this is divided into dummy categofleslJV with Japanese parents, 0 otherwise). Aatpdiout
by Barnett et al. (1994), intensity of market cotitign may motivate the foreign parents to bringreno
sophisticated knowledge and know-how into 1JVsritieo to win market competition against other coritpies,
which may lead to greater management and operatimmdrol by them. The respondents are asked tizatel
the market competition on a five point Likert-typeale (thus, 1=very low level of competition, arnd/&ry high
level of competition). Adopting from Lee et al. @), size and age are additionally included asrobwmariables,
and both variables are measured by number of eraptoyPak and Park, 2004) and duration of jointwent

agreement (Wang et al., 1998).

Analyses and Results

Two different statistical analyses are attempted:tamine the relationship between control and kedgé
acquisition. The first statistical experiment pautarly focuses on the acquisition of manageriavdedge by
ownership type via using ANOVA technique. The sehom contrast, looks at the impacts on control
mechanisms on knowledge acquisition, and a seriemdtiple regressions are employed to explore the
influences of control mechanisms on the acquisitimf different managerial knowledge. Before those
investigations are conducted, the correlations amitie explanatory variables are tested to scratinie
multicollinearity problem (Saunders et al., 200Bable 2 confirms that there is no serious multinetrity

problem and thus we include both explanatory amdrobvariables in a model for the statistical asab.



Table 2. Pearson correlation matrix £ 128)

Mean SD 1 2 3 4 5 6 7 8 9 10 1 12
(1) Industry characteristits 0.44 498 1.000

(2) Origin or foreign parents 053 904 -084 1.000

(3) Intensity of market competition 342 936 -095 -018 1.000

(4) 13V size 220 1280 .063 .092 -.181 1.000

(5) 13V age 343 1202 -001 .106 -015 .165 1.000

(6) Ownership 196 891 .092 -290 .133 -035 -043 1.000

(7) Influence on decision-making by 3.16 .988 .037 014 -172 -176 -118 -016 1.000

integration with foreign network

(8) Participation in the policy & 2.84 .811 -003 -150 -166 .076 .028 .176.253° 1.000

planning process

(9) Staffing the top managementz 47 1090 .033 -096 -092 .129 .082 [195-031 .267 1.000

positions

(10) Communication between top2.92 .936 .006 .052 -052 .092 -040 0.166 -.07824.2 .471" 1.000
managements & foreign parents

(11)  Participation  of  foreign 2.12  .657 -.020 .005 -064 .034 .208 .064 -.033 .331 .241° .303° 1.000
expatriates in key functions

(12) Socialization with joint venture 2.61  .899  .020 .022 -062 .066 .038 .015 -028 "318318 .273° 419 1.000

managers through active training

Note:
" p<0.01 p<0.05

Dummy variable: 1 = service industry; 0 = manufaoty industry

® Dummy variable: 1 = 1IJVs with Japanese parentghérwise



Acquisition of managerial knowledge by owner ship type

Table 3 presents the results of the ANOVA emplageedxamine H1. We have initially suggested thatftineign
majority owned joint ventures are likely to acquinere knowledge, because the foreign parents matyilote
more skills and know-how to those ventures. Howether results generated by the statistical anakgpert
significantly different outcomes unlikely to thepectation. Table 3 shows that 1JVs, which enjoy highest
level of knowledge acquisition, are 50/50 sharedhe@nship joint ventures rather than foreign majoatyned
cooperative settings, though the local parent’s idant ownership reports the least extent of knogded
acquisition. This result rejects H1, but supportiseo researchers, who observe the phenomenon thraug
different lens. Lyles and Salk (1996), for examplgue that shared control requires more intera@mong the
parents and the 1JV in order to discuss and negotéecisions, which rapidly reduces conflict and
misunderstandings. Beamish and Banks (1987) alggest that shared control increases trust betwadngrs
and decreases incentives for opportunism, whichmptes strong cooperation and accordingly contribute
venture stability and success. These researchevs thiat knowledge acquisition is facilitated in thleared
ownership, because it affords the opportunity foe foint venture to gain access to the foreign mare

knowledge based on such interactions, trust, angemtion (Lyles and Salk, 1996).

Table 3. ANOVA of knowledge acquisition by foreigwnership categories

N Mean S.D. F-Ratio Sig.
Majority foreign owned 1JVs 48 2.54 0.54 28.637 .000
Equally owned 1JVs (50/50) 27 3.04 0.52
Minority foreign owned 1JVs 53 2.04 0.62

Theimpact of control mechanisms on acquisition of managerial knowledge

Model 1 presents results for the acquisition ofrpaoate strategy and planning skills’ (hereaftdrategic
planning skills). As the most important factor doticig the acquisition of the first dimension of magerial
knowledge, the regression estimation clearly ingigahat ‘participation in the policy and plannipgpcess’
plays a pivotal role (p < 0.01). In discussing jhiet venture’s knowledge acquisition, the sigrafit influence
of this factor is logical because the developmérihe strategic planning skills is probably diffitwithout the
parents’ contribution to the policy (strategy) fadation and the involvement in the planning proacedénother
key factor in acquiring strategic planning skilés i‘influence on decision-making by integration twforeign
network’ (p < 0.05). This result also seems playsippealing since the foreign parent’s share ecekve and
supervisory task can lessen the dissipative roadeuising strategic planning by bringing necessaqyerience

and know-how. Although the size of the significameenarginal in the regression estimation, ‘staffthe top



management positions’ is also positively associatitd the acquisition of strategic planning sk{is< 0.10).

Model 2 indicates key variables affecting the asiioin of ‘accounting, finance and data managenséiils’
(hereatter, financial skills). When the model esties the second dimension of knowledge, the asatysivides
support for ‘staffing the top management positiarsd ‘participation of foreign expatriates in keynétions’ as
the most influential factors (p < 0.001 in bothtéas). Interestingly, both factors are explanateayiables
associated with mechanisms used to control ovejoihe ventures by dispatching expatriates from fibreign
parents. This result suggests that expatriate nemsdgpth in management and operation mainly coscéra
joint venture’s financial areas and significantiflience on the relevant activities. In additidre positive effect
of ‘participation in the policy and planning prosksn the acquisition of financial skills propodbat the more
the parent’s active involvement in the joint veetsiroverall direction, the more improvement in gféective
allocation of financial resources (p < 0.10). Hoeethe negative impact of ‘influence on decisioaking by
integration with foreign network’ is somewhat susprg result (p < 0.10). The regression estimat@mreals that
the foreign parent's engagement in decision-makiegponsibility does not always perform as a pasitiv

ingredient in acquiring new managerial knowledge.

Model 3 explains the results for the acquisition‘mBnagement of product life cycle and marketinglsk
(hereafter, marketing skills). Among the explangteariables, two of the effects are positively gigant in the
expected direction. Those mechanisms designatedegsfactors in acquiring the marketing skills are
‘participation in the policy and planning proceasid ‘socialization with joint venture managers thgb active
training’ (p < 0.05 in both variables). These résulinderscore the fact that the acquisition of rmtank
knowledge is less promoted by the foreign pardtitisct participation in either management or dajberation,

but more enlarged by its intended careful stratdggign and continuous education / training.

In contrast, model 4 shows results from the estonabf the relationship between control mechanismd the
acquisition of ‘internal management / organizatioskills’ (hereafter, organizational skills). Oumnalysis
generally suggests that the venture managers’ parsoontact and interface with the foreign parents
significantly facilitates the absorption of thisrpeular type of knowledge in the 1JVs. As the fiexample,
Model 4 shed light on the role of management comaation in acquiring organizational knowledge (10.40).
In addition to communication between the managemangianizational skills seem to be strongly tramsfi
from the foreign parents when the functional manaf@ve frequent téte-a-tétes with foreign expisian the
daily routine (p < 0.05). According to results fraviodel 4, training, however, is the most effectoatalyst to
learn skills to appropriately manage organization dauman resources (p < 0.001). These results @ire n
surprising, given that organizational skills arlated to managing people, and thus it is expecaiduktaffected
by direct interaction between knowledge holder acgluirer. Also, ‘influence on decision-making byeigration

with foreign network’ is marginally significant e expected direction.

Model 5 looks at the influence of control mecharssom the acquisition of overall management knowdedg

Model 5 reveals that most of factors exercisedhgyforeign parents to control over the joint veataffect the



children’s level of knowledge acquisition with omxception of communication. Our analysis partidylar
supports to the factor, ‘staffing the top managemmsitions’ (p < 0.001), which highlights that thise of
expatriate top management is a shortcut to tranaéér and embedded knowledge to the 13Vs. Thigabably
because expatriate top management is more famiithrthe parent’'s system and knowledge. Thus, tireqte

an effective channel for knowledge exchange anddioation between 1JVs and parent firms (Torbidr@94).

The series of regression analysis is presentealiteTd. This table shows critical control mechasisfiecting
the acquisition of managerial knowledge, and inmisahe significance level and the sign of thetiahghip
between the explanatory and dependent variabledifi@rent types of knowledge. Table 5 summarizegom
findings by this empirical experiment. Interestigiontrol variables are generally insignificantixplaining an
1JV's knowledge acquisition from its foreign pareimt contrast, this research finds that explanat@aryables for
the foreign parent’s control mechanisms highlyuefice knowledge acquisition in the Korean cont&kie
following illustrates the different impacts of eaghedictor in discussing the relationship betweentwl

mechanisms and knowledge acquisition.

Table 4. Control mechanisms affecting knowledgeussition: multiple regression

Model 1 Model 2 Model 3 Model 4 Model 5

p p p p p

Industry characteristics .030 -.030 -.135 -.001 5%7.0
Origin or foreign parents -.128 .048 -.085 .093 95.0
Intensity of competition 131 -.182 071 .042 .058
1JV size -.084 -.019 .050 .005 .004
1JV age -.019 -.045 .039 -.067 -.007
Influence on decision-making b .
. SRS 9 % 190 147 032 143 146
integration with foreign network
Participation in the policy & plannin o

P POy & P 9 257 155 224 -.092 195
process
Staffing the top management positions h73 .300™ .006 -.023 410
Communication between top

. -.073 052 .078 151 .035

managements & foreign parents
Participation of foreign expatriates in .

pat an exp 027 297 -032 194 173
key functions
Socialization with joint venture . " .

. - 116 -.055 .198 430 206

managers through active training
Adjusted R .159 .294 .086 279 .507
F 3.186" 5.798" 2.090° 5.472" 12.858"
Note:

N =128;"p < 0.10; p<0.05" p<0.01" p<0.001

Our results challenge the view that the foreigrepts majority ownership is the key determinankobwledge



acquisition. ANOVA examination clearly indicatesat50/50 shared ownership is the more favorablecostrip
structure to achieve the highest level of knowledgguisition than a certain parent’s dominant ggpdsition.

Thus, H1 was rejected.

In most regression estimations, ‘influence on denisnaking by integration with foreign network’ skie a
significant explanatory power in the explanationttod joint venture’s knowledge acquisition from tloeeign
parent. However, surprisingly, the sign of the tieleship is negatively associated with the acqoisitof
financial skills, which prevents from full suppdar H2. ‘Participation in the policy & planning press’ is an
important control mechanism that helps the IJVdearn new knowledge stemming from foreign parent.
Although the acquisition of marketing skills is erception, this factor is highly associated witarféng from
foreign parent with a good level of significance.dach case, a positive sign indicates that thee rfareign
parents participate in the policy and planning pescthe more likely the 1JVs have an ability toegigforeign
knowledge. Therefore, H3 was strongly supportedaffd@g the top management positions’ is anothey ke
component, which enables the 1JVs to absorb newvlauge by coordinating the venture activities witie
foreign parents. The factor is highly significantacquiring most of different types of skill as ia$ acquiring
overall knowledge from the foreign parents; hencgé Was confirmed. On the contrary to other control
mechanisms, the regression results from ‘commupitabetween top managements & foreign parents’ are
rather disappointing, because it is moderately iggmt only in the acquisition of organizationakilks;

accordingly H5 was partially supported.

Table 5. Summary of major findings

Hypotheses Results Remarks

H1 Ownership control by the foreign parents Rejected
increases the joint ventures’ knowledge
acquisition from the parents.

H2 Influence on decision-making by integration Partially The statement H2 is negatively
with foreign network increases the joint supported associated with the acquisition of
ventures’ knowledge acquisition from foreign financial skills.
parents.

H3 Participation in the policy and planning Supported

process increases the joint ventures’
knowledge acquisition from foreign parents.
H4 Staffing the top management positions by the  Supported
foreign parents increases the joint ventures’
knowledge acquisition from them.

H5 Communication between top managements Partially The statement H5 is significantly
and foreign parents increases the joint supported related to organizational skill
ventures’ knowledge acquisition from them. learning, but not other know-how.

H6 Participation of expatriates in key functional Supported
areas increases the joint ventures’ knowledge
acquisition from the foreign parents.

H7  Socialization with venture managers through ~ Supported
active training increases the joint ventures’
knowledge acquisition from foreign parents.

In considering of interactions between the forgigments and venture employees, both ‘participatioforeign



expatriates in key functional areas’ and ‘sociadi@a with venture managers through active trainisigow a
positive and statistical significance in most regren estimations. Thus, H6 and H7 were suppofted.foreign
expatriates are expected to possess superior kdgalen operating functional areas, and thus thislirfig
confirms that interaction with knowledge holderdaily routine significantly facilitates knowledgecmuisition.
The positive association of these mechanisms witharozational skills suggests that human resource
management practices can be improved by the inteamamunication and interplay with foreign parentich
have better organizational management system. Véiipect to the influences of training on knowledge
acquisition, this article particularly finds thasotialization with venture managers through trghiis a

significant contributing force for the developmefibrganizational skills.

Discussion and Conclusion

In the joint venture established between foreigd &tal parents, the type of knowledge that theyntwa
acquire tends to be asymmetrical. That is, locatma use 1JVs to transfer knowledge about unfamitiarket
and host environment to foreign partners, whereasign parents offer opportunities to access imtiéonally
diffused and integrated complementary assets ssicdhealatest technology or management skills thnoting
framework of 13V (Lyles and Salk, 1996; Park ando@d, 2006). Accordingly, when knowledge acquisitie
particularly a prime motive for joint venture fortizm, the local parent’s dominant equity positionul not
help to assure the children’s acquisition of manayé&nowledge. Moreover, other empirical studiests as
Lyles and Salk (1996) suggest that dominant owriglista serious obstacle for venture success. istiscause
one party’s dominant ownership leads to conflidiattarise from the unilateral decision on the u$e o
organizational assets and another counterpartpaihy. This attribute often impedes horizontalwflaf
knowledge between the parents, and retards the j@inture’s knowledge acquisition. In contrast,thf
ownership is designed on the basis of balanced patvmcreases trust between partners and providesh
incentive for cooperation. In this situation, egelnitner would have greater ability to ensure thatjvint venture
can be a vehicle to acquire mutual knowledge armalige effective information processing (Makhija and
Ganesh, 1997).

Makhija and Ganesh (1997) argue that control isrpgseful activity that affects the acquisitiortepretation,
and dissemination of knowledge within an organaai setting. As previously discussed, managememtral

is different from ownership (Lin, 2005; Mjoen andllman, 1997; Steensma and Lyles, 2000). While osinp
refers to unilateral power, which can make a denisiow to dispose organizational resources (Stegremd
Lyles, 2000), the ultimate purpose of control psscés to ensure that the required resources, imgud
knowledge, are appropriately managed to attain atugoals and interests (Makhija and Ganesh, 1997).
Consequently, control mechanisms exercised by dh&igh parents are often seen as crucial componieats
they use to transfer managerial knowledge, instdaatquiring information from their local counterfsa(Lin,
2005).

Despite the importance of the control mechanismghenacquisition of managerial knowledge in thedJV



however, there is a serious research gap to fithénexisting literature. In other words, althouhé selective use

of control mechanisms significantly helps to acguinanagerial knowledge by managing the development,
exchange, and sharing of information within the dJthe relationship between control mechanisms and
knowledge acquisition has received little attenfimm previous studies (Lin, 2005; Makhija and Gs&nel997).
While control is highlighted in the literature odMs as being important characteristics of this wiggional
form, the focus has been the effect of control loa linkage with organizational performance (Geringed
Hebert, 1989; Wang et al., 1998) and the controthmmisms — knowledge acquisition association han be
attended by only exceptional studies. In additisfien we consider the impacts of synthesized control
mechanisms on the acquisition of several diffetgpés of managerial knowledge the research gap sézive

even greater.

As the expectation, our results indicate that adntrechanisms largely play a primary role in theteenture’s
acquisition of managerial knowledge from the forearents, and accordingly the appropriate deVigbease
control mechanisms is important. This is consisteitih Lin (2005), who documents that the foreigmgrd’s
management control is an enabling condition foralggartner’s knowledge acquisition. Despite the egah
evidences given to support the importance of comechanisms in acquiring knowledge, this artiétel$ two
surprising results. ‘Influence on decision-makingiftegration with foreign network’ is consistenslignificant
as indicators of knowledge acquisition. Howevee #ign of significance turns into a negative signathe
acquisition of financial skills. Likewise, previogsudies also differently propose the impact of ghedictor on
learning. Some researchers suggest that the edlam@rol by the foreign parent and tight integratto the
foreign network can be used as a hurdle, which dapainwanted transference of the foreign parentswn
jewels” and subsequently reduces the children'sikedge acquisition (Berdrow and Lane, 2003; OxIE399;
Steensma and Lyles, 2000). On the other handivas$ school argues that the foreign parent’s cdrttoough
larger and more tight foreign network is anticiphte enjoy superior knowledge transfer, becaugeovides a
greater opportunity for accessing and learningveale information and capabilities (Kale et al., @Q0n this
regard, this seems to suggest that future reseaeglls to further investigate the relationship betwe

management control via network and knowledge ad@ns

Another mechanism, which fails to strongly suppthne initial anticipation, is related to the factor,
‘communication between top managements and forpagents’. The reason why this article has yieldechs
results may be found from Fabry and Zeghni (2008gy find that managers generally suffer a lackhofity to
communicate in transitional countries because tla@agement style is highly hierarchical. Similarty the
organizations in those countries, the Korean mamagé often suffers communication problems in lirgkin
organizational members, though the internal flonegpertise within the 1JVs is dependent upon infation
sharing with employees (Barkema and Vermeulen, 19@&aka, 1994). In other words, through better
communication, knowledge becomes accessible tor ath®loyees, because it lowers the obstacles to the
sharing of information, which is derived from thardign parents. However, the Korean managemeniisaly
feature characterized by the strict rigidity onhewiity may be the detrimental component and it ipayhe main

ground to generate such partial support for therkedge acquisition.



The key lesson from this empirical study is asgediavith the question, how control mechanisms eslao
knowledge acquisition in the 1JVs. According to dimdings, the most of control mechanisms introdlieed
exercised by the foreign parents are strong predicif knowledge acquisition, which implies thag¢ fharents
play a pivotal role in assisting the learning tketplace. In particular, both management and ojpgi@tcontrols
provide crucial opportunity for the children to @mstand and assimilate the new managerial know)easlgieh
may, in turn, lead to performance improvement. dvat, although the relationship between control rmecms
and knowledge acquisition is close, the controkarhing link has apparently been overlooked by iptev
studies. While recent few studies seem to embaok tipe cultivation of the underdeveloped researel,zour
study is different from those existing literatunethat we attempt to synthesize both managemenvpeitional
controls in order to scrutinize the consequencdlifferent mechanisms on the acquisition of a raonfe
managerial knowledge. Our study therefore contebusignificantly to the body of literature and the
understanding of 1JVs, and the role of foreign ptsén transferring knowledge. By doing this, wggests that
control mechanisms are important means for inflimpahe dynamics of the joint venture’s knowledge
acquisition, and thus the foreign parents shoutdfally design those instruments through which sleehning

takes place in the 1JVs.

Although our study finds some interesting restitssyalue is limited in that the models are testea certain
national context. Therefore, the important nextpsie to compare the control — knowledge acquisition
association with the results in the different coust We also suggest that future research shak&ldccount of
the impacts of other dimensions of control (i.ee extent of control and the focus of control) erowledge
acquisition in the 1JVs. Since control is the psxé@ which the parents influence managerial aretaiwnal
decisions (Hebert, 1996), other dimensions of @dninay also affect the children’s level of knowledg
acquisition from the foreign parents. In addititime explanatory variables included in our study lanited to
emphasize the relationship between the control am@sms and knowledge acquisition. Future studiesilsh
consider an alternative and more fully specifieddaie accounting for potential moderation effects (2005,
Lyles and Salk, 1996). Finally, the results gerestaby ‘influence on decision-making by integratijaint
venture with foreign network’ are not consistetipwing both positive and negative signs by turreding to
different types of knowledge. Thus, the effectlo§tmechanism needs to be further investigatedigrsurvey
experiments.
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Appendix A. Cronbach’s alpha and mean value

Types of Knowledge, ltems Cronbach’s alpha Means
(a =.9372)

Corporate strategy | Integration of research functions with other .9361 253

and planning skills corporate activities '
Product/service planning .9360 2.55
Strategic decision making .9344 2.63
Planning under uncertain business conditions .9327 2.66
Design and allocation of internal resources .9326 792
Ways to respond to competition in the market .9341 2.69
Total quality management .9344 2.44
Supply chain management .9343 2.27

Accounting, finance | Budgeting .9341 2.19

and data management | Cash flow measurement .9338 2.09

skills Financial position analysis .9328 2.19
Financial performance measurement .9340 2.19
Information system design .9346 2.24
Data management .9325 2.28

Management of | Management of the product/service life cyclg .9352 2.51

product life cycle and | Customer relationship management .9356 2.58

marketing skills Brand development and management .9358 2.59
Promotion strategy .9348 2.59
Sales forecasting .9346 2.60

Internal management | Techniques to build efficient and effectiye .9382

I ) 2.89

/ organizational skills | research teams
Recruitment and recruitment policy .9344 2.19
Management of employee relations .9362 2.10
Performance appraisal .9354 2.22
Employees motivation .9346 2.20




