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Abstract

This study attempts to enhance our understanding of how a host country’s
legal environment influences international joint venture (IJV) partner selection
criteria. Empirical results based on survey data collected on 169 IJVs revealed
that host-country rule of law perceptions negatively influence appropriation
and coordination cost concerns, which positively influence partner-related
criteria. Furthermore, these concerns mediate the relationship between
perceptions of host-country rule of law and partner-related criteria.
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INTRODUCTION

International joint ventures (IJVs) have emerged as a compelling
strategic option for multinational enterprises (MNEs). Defined in
this study as collaborative linkages between two legally indepen-
dent firms headquartered in different countries, these cross-
national collaborations have become “a powerful force shaping
firms’ global strategies” (Park & Ungson, 1997: 279). Scholars (e.g.,
Child & Faulkner, 1998) and practitioners (e.g., Harbison &
Pekar, 1998) have argued that by pooling expertise and resources,
IJVs can solve intractable problems in ways that confrontation
or competition cannot. Thus it is not surprising that IJV growth in
frequency of use, magnitude, and geographical dispersion has
increased exponentially since the 1970s (Garcia-Canal, 1996).

Central to the IJV formation process is the quest for a suitable
partner (Blodgett, 1991; Parkhe, 1993). Partner selection is an impor-
tant strategic choice for firms entering foreign markets. Recognition
of this fact has inspired an area of research that focuses specifically
on partner selection criteria, which encompass those attributes that
a firm desires and seeks out in a potential partner (Geringer, 1988).
IJV partner selection criteria determine an IJV’s mix of skills,
knowledge, and resources, its operating policies and procedures, its
vulnerability to indigenous conditions, structures, and institutional
changes, and its overall competitive viability (Beamish, 1987).
Scholars (e.g., Kumar, 1995) have argued that perceptions of the
executives responsible for establishing an IJV are critical determi-
nants of the partner selection criteria utilized when forming an [JV.
Researchers (e.g., Hitt, Ahlstrom, Dacin, Levitas, & Svobodina, 2004)
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have also suggested that the host country’s institu-
tional environment - and specifically the legal
aspect of the institutional environment - should
not be ignored when studying IJV partner selection.
However, the question that remains unanswered is:
How does the host-country legal environment
influence IJV partner selection criteria?

This study contributes to the literature by devel-
oping and empirically testing a conceptual model
that attempts to answer this question. In doing so,
this study builds upon earlier research that demon-
strated that perceptions are critically important in
the study of IJV partner selection (Geringer, 1988;
Kumar, 1995), by moving beyond archival data to
measure executives’ perceptions of the host-country
legal environment. Furthermore, this study extends
the recent surge in scholarly attention directed
towards institutional theory in the international
business arena (e.g., Bjorkman, Fey, & Park 2007;
Hillman & Wan, 2005; Husted & Allen, 2006; Meyer
& Peng, 20035) by assessing the impact of macro-level
national institutions (i.e., host-country legal institu-
tions) on the micro decisions of partner selection.

LITERATURE REVIEW
Institutional theory asserts that institutions define
what is socially or legally appropriate in institu-
tional settings, and consequently affect decision-
makers’ perceptions and decisions (Meyer & Rowan,
1977; Scott, 2001). These institutions, which
include the regulatory structures, governmental
agencies, laws, courts, and professions (Oliver,
1991), have been found to be a particularly
important driver of strategic choices (Brouthers,
Brouthers, & Nakos, 1998; Delios & Henisz, 2003;
Peng, 2002, 2003). For example, institutional
pressures explain organizational foundings and
failures (Baum & Oliver, 1996), organizational
conformity (Glynn & Abzug, 2002), sustainable
competitive advantage (Oliver, 1997, 2000), orga-
nizational change (Greenwood & Hinings, 1996),
and why firms develop inter-organizational rela-
tionships (Dacin, Oliver, & Roy, 2007). The applica-
tion of the institutional model to the strategies
of MNEs has garnered much recent attention and
demonstrated the power of the host-country insti-
tutional environment in shaping how MNEs
behave. MNEs’ entry mode strategy has been
identified as a particularly critical element in
international expansion that is significantly influ-
enced by powerful host-country institutions (Gaba,
Pan, & Ungson, 2002; Pan, Li, & Tse, 1999). For
example, Brouthers (2002) illustrated that firms

that select their entry mode based on the institu-
tional context perform better than firms that make
other mode choices. Makino, Isobe, and Chan
(2004) found that host-country national contextual
factors influence firm behavior and economic
performance, and Lu (2002) found that the institu-
tional model adds significant explanatory power
over and above the predictions of the transaction
cost model to choice of entry mode.

Of the various institutions that exist within the
host-country institutional environment, rule of law
and control of corruption appear to be particularly
important elements in influencing the decisions
and behaviors of MNEs. Rule of law is “the extent
to which agents have confidence in and abide by
the rules of society, and in particular the quality
of contract enforcement, the police, and the courts,
as well as the likelihood of crime and violence”
(Kaufmann, Kraay, & Mastruzzi, 2006: 4). Rule of
law in the host country defines and protects
corporate activity, constructs and constitutes the
grounds of organizational action, and ensures
stability and order in the society that hosts the
IJV. A lack of adequate legal protection increases
uncertainty with respect to property rights and
legitimate returns (Delios & Henisz, 2000), and
restricts the means of legal recourse for victims of
opportunistic conduct.

Control of corruption, on the other hand, is
defined as “the extent to which public power is
exercised for private gain, including both petty and
grand forms of corruption, as well as ‘capture’ of
the state by elites and private interests” (Kaufmann
et al., 2006: 4). Control of corruption in the host
country lessens the average firm’s likelihood of
encountering corruption in its normal interactions
with state officials in the society that hosts the
[JV. Like Kaufmann et al. (2006) and others, we
recognize and treat rule of law and control of
corruption as distinct concepts of host-country
legal environments. While not wholly unrelated,
the former pertains to predictability and protection
of the firm'’s interests, while the latter relates to the
cost of doing business. (The high degree of
discriminant validity exhibited in this study
between the two also supports their conceptual
distinctiveness as constructs.)

Globerman and Shapiro (2003) found that
American MNEs were less likely to enter countries
characterized by weak rule of law and control of
corruption than those with strong rule of law and
control of corruption. Li and Filer (2007) illustrated
that when investing in countries where laws are
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opaque and ineffective, investors have a greater
tendency to choose direct investment rather than
portfolio investment. Yiu and Makino (2002) found
that MNEs entering a host country that had
protection deficiencies or legal risk mitigated such
threats by entering into an IJV with local partners.
Tse, Pan, and Au (1997) found that American firms
entering China preferred to enter special economic
zones and coastal cities where laws and policies
were explicitly specified. Furthermore, several
studies have shown that weak control of corruption
has extensive negative effects on foreign direct
investment (Habib & Zurawicki, 2002; Zhao, Kim,
& Du, 2003), which distorts international trade
and investment flow (Glynn, Kobrin, & Nairn,
1997). Recently, Hitt et al. (2004) argued that the
differences they discovered in the partner selection
criteria preferences between Chinese and Russian
firms were, at least in part, reflective of the different
legal environments in China and Russia.

Clearly, research to date has demonstrated that
the institutional context of the host country
remains central to understanding the decisions
and behaviors of MNEs. In particular, it is strikingly
apparent that MNEs are influenced by the rule of
law and control of corruption that exist in the
host country’s institutional environment, and
must adapt their strategies accordingly. This body
of research provides the impetus for suspecting that
host-country rule of law and control of corruption
also influence IJV partner selection criteria.

CONCEPTUAL MODEL AND HYPOTHESES
To explain how host-country rule of law and
control of corruption may influence IJV partner
selection criteria, we have developed a novel
conceptual model and hypotheses. Each of the
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model’s components and relationships are illu-
strated in Figure 1 and discussed below.

Host-Country Legal Environment Perceptions and
Partnering Concerns
The principle of the rule of law is intended to be a
safeguard against arbitrary rulings in individual
cases, and determines the probability that those
who commit crimes will be apprehended (Becker,
1968). As Oliver (1991) noted, self-interested agents
make strategic choices within an institutional
context of rules, surveillance, and threat of sanc-
tion. Self-interested firms respond not only to the
incentives and penalties enunciated by law “on
the books,” but also to the real-world gaps provided
by ambiguous statutes and manipulable regulatory
agencies. For example, insufficient and inadequate
enforcement of existing laws is fundamentally
responsible for the persisting deficiency in the
protection of intellectual property rights in many
countries (Ostergard, 2000). Institutional environ-
ments lacking rule of law are also characterized by
considerable ambiguity over property rights and
the protection of private firms (Peerenboom, 2001).
This was demonstrated by Luo (2007) who found
that perception of law unenforceability in a host
country increases the incidence of opportunistic
behavior by both foreign and local partners.
Gulati and Singh (1998) noted that executives
have varying appropriation concerns when estab-
lishing a partnership with another firm. In the
context of IJVs, appropriation concerns refer to
concerns about being able to capture a fair share of
the rents from the IJV in which the MNE is engaged
(Gulati & Singh, 1998). These concerns are the
product of the perceived potential that the partner
will engage in opportunistic behavior, which is

Host country
legal environment

Partnering
concerns

Partner selection
criteria

H4a

Appropriation H3a (+)
concerns

Coordination

cost concerns

Rule of law
Control of @
corruption H2b (-)

H4b

Partner-related
criteria
H3b (+) Task-related
criteria

Figure 1 Conceptual model.
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composed of deceit-oriented behavior that violates
the implicit or explicit promises about one'’s
appropriate or required role behaviors (John,
1984). Appropriation concerns can vary with the
specific circumstances of an [JV at its inception, and
derive from difficulties associated with specifying
property rights and monitoring and enforcing the
IJV agreement. Opportunism flourishes under
conditions of weak rule of law (Parkhe, 1993),
because reliable and consistent mechanisms for
safeguarding the terms and expectations of eco-
nomic relationships are perceived to be lacking.
Thus, it is reasonable to expect that the stronger
the perceived host-country rule of law is, the lower
will be the likelihood that partners will have
appropriation concerns. Therefore, we predict:

Hypothesis 1a: Perceived host-country rule of law
will negatively influence appropriation concerns.

In addition to appropriation concerns, Gulati and
Singh (1998) observed that executives have varying
coordination cost concerns when establishing
partnerships. These concerns, which derive from
anticipated interdependence and the logistics of
coordinating activities, can create considerable
uncertainty at the outset of a venture. Various
scholars have long recognized the importance of
interdependence in determining the costs of coor-
dination (Pfeffer & Salancik, 1978), noting that as
interdependence increases, so too do coordination
costs in the form of higher information-processing
costs (Galbraith, 1973), added pressure for rapid
responses, and greater conflict (Emery & Trist, 1965),
which ultimately lead to a decline in performance
(Pondy, 1970). Institutional systems characterized
by weak rule of law are, by definition, ambiguous,
contested, and riddled with loopholes (Scholz,
1984). Such environments create additional chal-
lenges in managing dealings with various govern-
ment organizations and determining who has
authority over a given matter (Peng & Heath,
1996). Faced with greater challenges to comprehend
the abstract and cumbersome legal system and a
greater need to monitor their partner, given the
potential for moral hazard (Eisenhardt, 1989), MNEs
entering host countries characterized by weak rule of
law have a greater need to closely coordinate their
activities with a partner. Therefore, we predict:

Hypothesis 1b: Perceived host-country rule of
law will negatively influence coordination cost
concerns.

Corruption is behavior that seeks economic or
social network advantages (Brass, Butterfield, &
Skaggs, 1998) or inappropriate transaction cost
reductions (Husted, 1994). Firms are more likely
to encounter corruption in their normal interac-
tions with state officials when control of corruption
is weak in an institutional environment (Rodriguez,
Uhlenbruck, & Eden, 2005). In institutional
environments characterized by weak control of
corruption, government officials and other local
parties tend to use their influence arbitrarily for
personal gain (Boisot & Child, 1988). For example,
Peng and Luo (2000) found that in an institutional
environment characterized by weak control of
corruption the property of foreign entrants was
often expropriated by public officials if the
entrant failed to bribe the host-country officials
adequately. In other words, weak control of corrup-
tion threatens a firm’s ability to capture a fair
share of the rents from its operations in a host
country. Thus, we propose that a host country’s
capacity to control corruption will reduce appro-
priation concerns.

Hypothesis 2a: Perceived host-country control of
corruption will negatively influence appropria-
tion concerns.

The challenges that MNEs face upon entering
foreign countries often reflect their efforts to
understand and adapt to local corruption. Shleifer
and Vishny (1993), in suggesting that corruption is
a tax on economic activity that is more costly than
legal taxes, highlight how real firm resources are
wasted by engaging in corrupt activities and
seeking to avoid detection. Corruption costs firms
directly by causing them to engage in unproductive
behavior, such as investing in channels of influence
through lobbying, direct vote solicitations, and
influence peddling. Furthermore, the need to keep
the transactions secret directs resources to hard-
to-detect activities, with no regard for economic
consequences. To successfully navigate environ-
ments characterized by weak control of corruption
an MNE must closely coordinate its activities with
its partner (Fukuyama, 1995). By the same token,
host-country legal environments characterized by
strong control of corruption will reduce a firm'’s
coordination cost concerns.

Hypothesis 2b: Perceived host-country control of
corruption will negatively influence coordination
cost concerns.
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Partnering Concerns and I}V Partner Selection
Criteria

Geringer (1988, 1991) made a seminal contribution
to the literature with his twofold typology of
partner selection criteria. He suggested that despite
the almost unlimited range of alternative criteria
that might exist, it is possible to distinguish
between “task-related” and “partner-related” criter-
ia. Task-related selection criteria are associated with
the strategic resources and operational skills that a
venture requires for its competitive success, and
are concerned with an achievement of strategic fit
between partners. These criteria emphasize the
resources and capabilities that the focal firm seeks
in a partner in order to compete effectively. (See
Appendix A for a summary of partner selection
criteria categorizations across previous studies.)
A thorough review of the extant partner selection
literature revealed that task-related selection criteria
include:

e the ability to satisfy host government require-
ments (e.g., for investment, subsidy, credit, or tax
avoidance);

e connections to government or non-government
organizations (e.g., other firms, trade organiza-
tions, etc.);

e regulatory permits, licenses, or patents;

e facilities (location and quality of production,
R&D or office facilities);

e managerial (e.g., HR, leadership) and/or labor
(e.g., technical, service) skills; and

e raw materials/natural resources, products, services,
and/or technology (e.g., quality, cost, diversity).

In contrast, partner-related selection criteria are
more cooperation-related with a focus on how
partnering firms can work together effectively.
These criteria require that the choice of the “right”
partner be based on a consideration of how the
chosen partner will best fit with the focal firm. A
review of the literature revealed that partner-related
selection criteria include:

e transparency of the firm and/or ethical values/
beliefs;

e reputation;

e goals, objectives, aspirations, or synergy poten-
tial;

e commitment, seriousness and/or enthusiasm for
the partnership;

e favorable past association with the focal firm or
mutual acquaintances;
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successful partnering record with other firms;
firm size;

market share or industry position;

financial capabilities (assets, ability to raise
financing); and

e trustworthiness.

Given what we know about appropriation and
coordination cost concerns and differences in
partner selection criteria, we suggest that these
two partnering concerns influence foreign entrants’
partner- and task-related criteria differently. Gulati
and Singh (1998) argued that appropriation con-
cerns increase the need to better monitor the
partnership and align incentives with partnership
goals, and that coordination cost concerns raise the
need for better inter-organizational communica-
tion and decision-making. Scholars have demon-
strated that the selection of a cooperative partner,
along with other factors, such as contractual
completeness (Luo, 2002a), parent control structure
(Barden, Steensma, & Lyles, 200S5), relational
embeddedness (Dhanaraj, Lyles, Steensma, & Tihanyi,
2004), and partnering skills (Buckley, Glaister, &
Husan, 2002) serve to effectively meet both these
sets of needs. Cooperation facilitates the effective
and efficient coordination of activities between IJV
partners (Doz, 1996; Tallman & Shenkar, 1994).
Several theorists (e.g., Aulakh, Kotabe, & Sahay,
1996; Gulati, 1995) also contend that cooperation
provides the flexibility to cope with the inevitable
uncertainties of a long-term exchange, and that
firms that select trustworthy, committed, and
transparent partners are more likely to appropriate
their fair share of the rents from an international
partnership.

When the context surrounding the IJV creates
concerns about the capability to communicate with
the partner and to appropriate an equitable share of
economic returns from the relationship, we pro-
pose that firms will be more likely to choose
partners based on partner-related criteria (e.g.,
trustworthiness, commitment, transparency) than
task-related criteria (e.g., facilities, raw materials).
This is because the potential for opportunism and
increased coordination costs are more likely to be
mitigated by the trustworthiness of a partner’s
character and the cooperative orientation of the
partner’s relational skills than by the partner’s
physical assets. In arguing that this is the case, it
is therefore expected that the use of partner-related
criteria in selecting an IJV partner will be greater,
the greater are the appropriation and coordination
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cost concerns inherent to the relationship. Overall,
therefore, appropriation and coordination cost
concerns will play a significant role in determining
partner-related criteria but will not be expected to
exert a significant influence on task-related criteria.
Indeed, as Figure 1 shows, we suggest that, unlike
partner-related criteria, the relationships between
appropriation and coordination cost concerns
and task-related criteria will be non-significant.
Therefore, we predict:

Hypothesis 3a: Appropriation concerns will exert
a positive influence on partner-related criteria,
and no significant influence on task-related
criteria.

Hypothesis 3b: Coordination cost concerns will
exert a positive influence on partner-related
criteria, and no significant influence on task-
related criteria.

Central to our model of IJV partner selection is
the premise that partnering concerns mediate the
relationship between IJV partners’ beliefs about
their host country’s institutional environment and
the influence of these beliefs on the criteria that
[JV participants use to select their joint venture
partners. Specifically we suggest that the host-
country institutional environment is filtered through
an actor’s own concerns about what factors might
jeopardize or threaten new relationships. Previous
work has supported the argument that alliance
formation decisions are filtered through partners’
perceptions of their environment (Dickson &
Weaver, 1997), and that the risks inherent in
managing internationalization play an important
role in shaping partners’ concerns about IJVs
(Shrader, Oviatt, & McDougall, 2000). This argu-
ment is also consistent with research on MNEs
that has shown that perceived corruption in host-
country environments affects firms’ cooperative
propensities (Luo, 2006). Thus, we argue that
choice of partner is a direct function not of the
host-country legal environment, but of the select-
ing partners’ perceptions of their legal environment
in the context of those concerns most salient to the
selecting partner. That is:

Hypothesis 4a: Partnering concerns (appropria-
tion and coordination cost concerns) will
mediate the relationship between perceived
host-country rule of law and partner-related
criteria.

Hypothesis 4b: Partnering concerns (appropria-
tion and coordination cost concerns) will med-
iate the relationship between perceived host-
country control of corruption and partner-related
criteria.

METHODOLOGY

Sample and Procedure

A survey, which was based on a combination of
existing and newly developed measures, was pre-
tested among 11 corporate executives involved in
IJVs and other experts in the field. Modifications
were made based on participant feedback. The
sample comprised Canadian MNEs, and the key
informants were senior executives at the MNEs who
were responsible for establishing an IJV for their
firm. The Asia Pacific Foundation of Canada,
Canada China Business Council, and Toronto
Stock Exchange membership listings were used to
identify 600 qualified MNEs and key informants.
Each identified firm was contacted by phone to
obtain the mailing or e-mail address for the key
informant.

A survey was either mailed or administered via a
structured interview setting to each of the infor-
mants. Reminder postcards were sent after 2 weeks,
and follow-up surveys were sent after 4 weeks to
those informants who were mailed the survey, as
suggested by Dillman (1978). We received usable
surveys from 169 senior executives (34 CEOs, 25
presidents, 61 vice presidents, 15 directors, 30
general managers, and 4 controllers, economists
or engineers), yielding a response rate of 28.2%.
These responses represent 110 equity-based and
59 non-equity-based IJVs in 43 different countries.
Appendix B presents the breakdown of the host
countries represented in the sample. The firms
had a mean size of 3191 employees and had on
average 15.8 years of international experience at
the time the partner was selected. Fifty-seven
percent of the firms were publicly traded and 43%
were privately held.

Non-response bias was examined, following the
procedure suggested by Armstrong and Overton
(1977). For respondents who were mailed a survey
package, the responses of later respondents (execu-
tives who responded later than 2 weeks from
mailing, N=63, 57.3%) were compared with
responses of earlier respondents (executives who
responded within 2 weeks, N=47, 42.7%) for all
items using independent-samples t-tests. No sig-
nificant difference (at the 0.05 level) was found
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between the early responses and the late responses
across any of the control or model variables.
Therefore, it was assumed that this study did not
suffer from non-response bias.

Measures: Model Variables

Perceived host-country legal environment. A five-
item scale measuring perceived host-country rule of
law was adopted from the Contracts and Law
Subindex of the Global Competitiveness Report,
published annually by the World Economic
Forum, and the Rules and Regulations Subindex
of the World Business Environment Survey, published
annually by the World Bank. A perceptual set of
measures was used to be consistent with the study’s
focus on the mediating effect of executives’ perceived
concerns about forming an IJV. To measure host-
country control of corruption a three-item scale
was adopted from the Bureaucratic Red Tape
Subindex of the World Business Environment Survey.
The instructions for both scales read, “Please tell us
about your impressions of the business and legal
environment in the host country within your
industry at the time your firm was selecting its
partner.” The response scale for both measures
ranged from 1 (strongly disagree) to 5 (strongly
agree). The items of the two scales are presented in
Table 1, which also outlines the results of an
exploratory factor analysis (EFA) that was
conducted to test the semantic commonality of
the scales’ items. As illustrated in Table 1, all eight
of the scale items loaded heavily on two factors,
and Cronbach’s alphas for the perceived host-
country rule of law scale and the perceived host-
country control of corruption scale were 0.83 and
0.84, respectively. Thus, the score for each scale was
measured by the average of responses to the items
that constituted each respective factor.

Partnering concerns. To measure appropriation and
coordination cost concerns we constructed two
three-item scales by reflecting upon the literature
and the explicit definitions of these constructs
offered by Gulati and Singh (1998). The response
scale for both measures ranged from 1 (strongly
disagree) to 5 (strongly agree). The items of the two
scales are presented in Table 1, which also outlines
the results of an EFA that was conducted to test the
semantic commonality of the scales’ items. As
illustrated in Table 1, the six items associated with
each factor loaded heavily on two factors.
Cronbach’s alphas were 0.85 for the appropriation
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concerns scale and 0.88 for the coordination cost
concerns scale. Thus, the score for each scale was
measured by the average of responses to the items
that constituted each respective factor.

Partner selection criteria. Partner selection criteria
were measured using 17 items: 10 partner-related
and seven task-related partner selection criteria. To
ensure comprehensiveness, these criteria were
derived from a review of prior literature (see
Table 2), including items developed by Al-Khalifa
and Peterson (1999), Arino, Abramov, Skorobogatykh,
Rykounina, and Vila (1997), Geringer (1988),
Glaister (1996), Glaister and Buckley (1997),
Nielsen (2003), and Tatoglu and Glaister (2000).
For each of the criteria, respondents were asked to
indicate how important it was in their firm’s
partner selection decision, using a response scale
that ranged from 1 (not at all important) to 3
(extremely important). Given the potential for
overlapping perspectives, an attempt was made to
identify a smaller number of distinct, non-
overlapping partner selection criteria for the
sample data by means of an EFA. The initial
analysis revealed that one criterion (“experience in/
knowledge of the local market and/or culture”)
loaded on more than one factor. Thus, the one
cross-loaded item was removed, and the factor
analysis was run again with the remaining 16
items. As illustrated in Table 2, the semantic
commonality of the remaining 16 items associated
with each factor was clear, with all of the items
loading heavily on single factors. Furthermore, the
Cronbach’s alphas for each of the six factors were
acceptable. Thus, the score for each factor or criteria
category was measured by the average of responses
to the items that constituted each respective factor.

The partner-related criteria clearly loaded on
factors that relate to the character (factor 1), market
power (factor 3), partnering intent (factor 5), and
partnering ability (factor 6) of the partner. Char-
acter refers to the inherent complex of attributes
that determine a partner’s moral and ethical
actions and reactions, and was measured by the
trustworthiness, transparency, ethical values and
beliefs, and reputation of the partner. Market
power, which relates to the partner’s prominence
and viability, was measured by the partner’s size,
market share, industry position, and financial
capabilities. Partnering intent is reflected in the
partner’s goals, objectives, and aspirations, as well
as their commitment, seriousness, and enthusiasm
for the partnership. Partnering ability refers to a
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Table 1 Factor loadings (varimax rotation) of host-country legal environment and partnering concerns scale items®

Variables Factor 1 Factor 2 Factor 3 Factor 4
rule of coordination appropriation control of
law cost concerns concerns corruption
Justice was not fairly administered in the society.b (LAW-1) 0.82 -0.20 -0.01 0.06
Patent/copyright protection was not adequately enforced.? (LAW-2) 0.83 -0.13 —0.06 0.05
The judiciary was independent from political influences of government 0.78 -0.17 —0.15 0.04
members, citizens or firms. (LAW-3)
In general, information on laws and regulations affecting my firm was 0.72 -0.14 —0.20 0.02
easy to obtain. (LAW-4)
In general, interpretations on laws and regulations affecting my firm 0.61 0.04 -0.32 0.14
were consistent and predictable. (LAW-5)
My firm was concerned that partnering in the host country would result in
costly inter-partner coordination activities. (CC-1) -0.19 0.88 0.17 0.03
inter-partner coordination activities that consume lots of time. —0.20 0.87 0.10 —0.07
(CC-2)
difficulty in coordination activities with a partner. (CC-3) -0.13 0.85 0.23 —0.09
the theft of its proprietary technology or intellectual property. -0.15 0.06 0.87 0.01
(AC-1)
inadequate compensation for the transfer of technology, skills -0.17 0.21 0.86 —0.03
or intellectual property to a partner. (AC-2)
the inability to capture its fair share of the partnership’s profits. —-0.20 0.24 0.78 -0.10
(AC-3)
It was common for firms in my line of business in the host country 0.11 -0.10 —0.04 0.91
to have to pay some irregular “additional payments” to get things
done.” (COC-1)
If a government agent acted against the rules | could usually go 0.05 -0.16 —0.03 0.87
to another official or to his/her supervisor to get the correct
treatment without recourse to unofficial payments. (COC-2)
Even if a firm had to make an “additional payment” it always had 0.05 0.13 —0.04 0.81
fear that it would be asked for more (e.g., by another official).?
(COC-3)
Eigenvalue 4.81 2.15 1.71 1.51
% of variance explained 34.36 15.39 12.21 10.79
Alpha 0.84 0.88 0.85 0.83

Bold type indicates the factor to which scale items best factored.
Pltem is reverse-coded.

partner’s skills in developing and maintaining a
quality relationship with another firm, and was
measured by the partner’s partnering record with
other firms and past association with the focal firm.

The task-related criteria were distinguished by
their focus on the political ties (factor 2) and factors
of production (factor 4) of the partner. Political ties
encompass a partner’s connections to government
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Table 2 Factor loadings (varimax rotation) of partner selection criteria items®
Variables Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Factor 6
Character Political ties Market Factors of Partnering  Partnering

power production intent ability
Trustworthiness (PSC-1) 0.89 0.05 —-0.05 —0.06 0.12 0.11
Transparency of the firm and/or ethical values/ 0.87 0.07 —0.05 —0.09 0.11 0.10
beliefs (PSC-2)
Reputation (local, industry, and/or international) 0.74 0.04 0.22 —0.11 0.32 0.07
(PSC-3)
Ability to satisfy host government requirements —-0.03 0.87 0.05 —0.06 0.04 0.09
(e.g., for investment, subsidy, credit, or tax
avoidance) (PSC-4)
Connections to government or non-government —0.02 0.81 0.13 —0.08 0.13 0.01
organizations (e.g., other firms, trade
organizations, etc.) (PSC-5)
Regulatory permits, licenses, or patents (PSC-6) 0.23 0.79 -0.12 0.09 —0.06 0.06
Firm size (PSC-7) 0.09 0.00 0.82 —-0.03 —-0.03 0.05
Market share or industry position (PSC-8) 0.09 0.08 0.81 0.01 —0.08 0.14
Financial capabilities (assets, ability to raise -0.14 —0.02 0.69 0.12 0.15 0.03
financing) (PSC-9)
Facilities (location and quality of production, —0.06 —0.01 0.10 0.84 0.01 0.07
R&D, or office facilities) (PSC-10)
Managerial (e.g., HR, leadership) and/or labor —0.08 -0.13 0.07 0.76 0.16 —0.05
(e.g., technical, service) skills (PSC-11)
Raw materials/natural resources, products, services, —0.07 0.07 -0.07 0.75 -0.13 -0.10
and/or technology (e.g., quality, cost, diversity)
(PSC-12)
Goals, objectives, aspirations, or synergy potential 0.17 0.03 —0.05 0.06 0.86 0.17
(PSC-13)
Commitment, seriousness, and/or enthusiasm for 0.28 0.09 0.07 —0.01 0.84 0.03
the partnership (PSC-14)
Favorable past association with your firm or mutual 0.13 —0.01 0.07 —0.04 0.07 0.86
acquaintances (PSC-15)
Successful partnering record with other firms 0.10 0.15 0.14 —0.04 0.11 0.81
(PSC-16)
Eigenvalue 3.43 2.12 1.93 1.76 1.16 1.08
% of variance explained 21.41 13.23 12.08 11.00 7.23 6.75
Alpha 0.84 0.77 0.69 0.70 0.77 0.65

“Bold type indicates the factor to which partner selection criteria best factored.
“Experience in/knowledge of the local market and/or culture” cross-loaded in the initial analysis and was removed.
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and non-government organizations, ability to
satisfy host government requirements, and posses-
sion of regulatory permits, licenses or patents.
Factors of production included the partner’s facil-
ities, raw materials, natural resources, and technol-
ogy, as well as managerial and labor skills.

Measures: Control Variables

Industry. High-technology and non-technology
industries differ in terms of technical capacity, skill
intensity, and capital requirements (Ratnayake,
1993), all of which may influence an executive’s
concerns and a firm’s behaviors. Furthermore, the
technological characteristics of industries have also
been found to affect the cooperative orientation of
firms within the industry (Hagedoorn & Narula,
1996). Thus, IJV industry type was controlled with a
dummy variable (1 if technology industry, O if a
non-technology industry).

Firm size. Researchers (e.g., Dacin, Hitt, & Levitas,
1997) have noted that firm size may influence
partner selection criteria, given that it can affect an
MNE’s market power and in turn its ability to
dominate an IJV partner. Thus, focal firm size was
controlled for by calculating it as the natural
logarithm of the total number of firm employees.
This measure was used, given that the firm’s total
number of employees is often highly correlated
with firm’s total sales and total capital (Contractor
& Kundu, 1998), and avoids accuracy concerns in
translating currency values.

Firm international experience. International experience
helps a firm overcome obstacles present in a new
market and influence entry mode behavior (Erramilli,
Agarwal, & Dev, 2002). Firms lacking international
experience face difficulties in overcoming internal
uncertainty, monitoring operations, and institut-
ing appropriate organizational controls (Anderson &
Gatignon, 1986). Thus, firm international experience
was controlled for in this study by calculating it as the
natural logarithm of the total number of years of
experience doing business outside the home country
prior to the establishment of the [JV. Firm experience
was logged, given that an additional year of
experience is greater for lower levels of experience
than for higher levels of experience (Epple, Argote, &
Devadas, 1991). Furthermore, prior to logging the
experience variables, one year was added to these
sums to avoid the indeterminacy of logging zero
experience.

Firm ownership. Public and private firms have been
found to differ in their permeability to market
forces (both capital and labor), adoption of
corporate strategy, and utilization of resources
(e.g., Besanko, Dranove, & Shanley, 1996). Thus,
firm ownership was controlled with a dummy
variable (1 if publicly traded, O if privately held).

1)V size. The size of an IJV has implications for the
extent to which parent firms will commit to
venture operations (Beamish & Banks, 1987) and
maintain organizational control over venture
activities (Geringer & Hebert, 1989). Thus, [JV size
was controlled by calculating it as the natural
logarithm of the total number of IJV employees.

1)V type. The type of [JV (equity vs non-equity) may
affect the underlying rationale for [JV formation
and partner selection criteria (Luo, 2002b). Thus,
IJV type was controlled with a dummy variable (1 if
equity-based, O if otherwise, i.e., contractual).

Executive cultural breadth. Research has long
recognized that factors related to the executive
respondent may influence MNE strategies,
behaviors, and performance. Such factors are
particularly relevant in this study, given that the
respondents’ perceptions, concerns and beliefs are
of central concern. In recognition of Al-Khalifa and
Peterson’s (1999) finding that cultural breadth of
the executive influences partner selection criteria,
respondent cultural breadth was controlled by the
number of foreign languages of which the
respondent had working knowledge.

ANALYSIS AND RESULTS

The normality of all the variables was checked
using skewness, kurtosis, and outlier analyses,
which indicated that no transformations were
required, given that all of their skewness and
kurtosis numbers fell between 1.96 and —1.96,
which corresponds to a 0.05 error level (Hair,
Anderson, Tatham, & Black, 1998). Harman'’s one-
factor test (Podsakoff & Organ, 1986) was used to
assess the potential for common method variance.
The results indicated that a single factor did not
emerge, nor did one general factor account for
the majority of covariance: thus the existence
of common method variance was ruled out. The
descriptive statistics and correlations for the vari-
ables in this study are presented in Table 3.

Given the nature of the model, the presence of
second-order factors, and the benefits of testing
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Table 3 Descriptive statistics and correlations

Variables Mean s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
1. Rule of law 298 0.93
2. Control of corruption 3.15 1.09 0.17*
3. Appropriation 2.59 1.20 —0.40** —0.11
concerns
4. Coordination cost 2.86 1.14 —0.38** —0.12 0.40**
concerns
5. Partnering intent 2.45 0.59 —-0.20* 0.08 0.28** 0.1
criteria
6. Character criteria 240 0.62 —0.21** 0.16*  0.22** 0.28** 0.42**
7. Partnering ability 1.93 066 —0.17* —-0.16* 0.06 0.19*  0.23** 0.26**
criteria
8. Market power criteria 2.11 0.59  0.09 0.01 -0.02 -0.03 0.05 0.04 0.19*
9. Political ties criteria  2.10 0.66 —0.21** —0.04 0.07 0.21**  0.11 0.14"  0.15"7 0.04
10. Factors of 1.95 0.62 0.14" -0.07 -0.10 -0.12 0.02 -0.18* -0.09 0.06 —0.05
production criteria
11. Industry® 0.26 0.44 —0.01 0.06 0.29** —0.04 0.20** 0.1 0.02 0.01 -0.07 0.02
12. Firm size® 5.42 245 0.07 0.22** —0.01 0.04 —0.05 0.04 0.01 0.02 0.08 0.157 —0.20**
13. Firm international 211 1.25 —0.02 0.07 0.04 0.13"  0.04 0.17* —-0.10 -0.07 —0.08 —0.02  0.27** 0.46**
experience®
14. Firm ownership® 0.43 0.50 —0.12 —-0.20** 0.11 0.03 0.07 -0.10 -0.02 0.05 0.02 -0.04 0.14 -0.35** —0.18*
15. 1)V type® 0.65 0.48 0.00 0.10 —-0.16* —-0.09 0.08 —0.04 0.13 0.08 0.15* 0.09 -0.19* -0.19* —-0.05 -—0.11
16. 1)V size® 4.67 1.76 —0.02 0.12 -0.00 0.15"  0.09 0.09 0.07 —-0.04 —0.01 0.06 -0.49** 0.33** 0.33** -0.36** 0.17*
17. Executive cultural 1.00 1.14 0.01 0.01 -0.03 -0.07 0.12 0.13" -0.01 -0.00 0.01 0.02 -0.10 -0.09 -0.08 -0.05 —0.07 0.06

breadth

Significance level: 'p<0.10; *p<0.05; **p<0.01; ***p <0.001 (two-tailed).
N=143-169.

Dummy variable (O=non-technology; 1=technology).

PLogarithm.

“Dummy variable (0O=publicly traded; 1=privately held).

9Dummy variable (O=equity; 1=non-equity).
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multiple mediation effects in a single model,
structural equation modeling (SEM) was used to
test the hypotheses. More specifically, maximum
likelihood estimation was used to generate estimates
for the model in MPLUS version 4.21.

Measurement Model

In addition to the EFA results above, we confirmed
the factor structure of the latent variables with a
confirmatory factor analysis (CFA) (see Table 4).
The CFA had acceptable fit indices: 3*=141.90
(p-value=0.002 at 97 degrees of freedom), CFI=

Table 4 Continued

Table 4 Confirmatory factor analysis

Estimate  s.e. CR* Jind
Second-order factors
Partner-related criteria
Partnering intent 1.00 0.00 0.00 0.62
Character 1.52  0.40 3.77 0.82***
Partnering ability 0.65 0.24 2.76 0.38**
Market power 0.12 0.18 0.66 0.07
Task-related criteria
Political ties 1.00 0.00 0.00 0.58
Factors of production  —-0.20 0.34 -0.60 -0.13
First-order factors
Partnering intent criteria
PSC-14 1.00 0.00 0.00 0.86
PSC-13 0.95 0.16 5.86 0.74***
Character criteria
PSC-1 1.00 0.00 0.00 0.87
PSC-2 1.05 0.09 11.95 0.871***
PSC-3 0.79  0.08 9.81 0.771%**
Partnering ability criteria
PSC-15 1.00 0.00 0.00 0.73
PSC-16 0.98 0.33 2.77 0.65**
Market power criteria
PSC-7 1.00 0.00 0.00 0.73
PSC-8 1.03 0.25 4.75 0.73%**
PSC-9 0.71  0.15 4.66 0.49***
Political ties criteria
PSC-4 1.00 0.00 0.00 0.82
PSC-6 0.86 0.12 7.18 0.69***
PSC-5 0.79 0.1 7.56 0.69***
Factors of production criteria
PSC-10 1.00 0.00 0.00 0.78
PSC-12 0.71  0.14 5.03 0.54***
PSC-11 0.82 0.16 5.08 0.67***

Estimate  s.e. CR? Jind

Rule of law

LAW-1 1.00 0.00 0.00 0.74

LAW-2 0.74 0.1 6.86 0.56***

LAW-3 0.91 0.11 8.34 0.70%***

LAW-4 1.02 0.12 8.86 0.77***

LAW-5 1.07 0.12 9.01 0.79***
Control of corruption

COC-1 1.00 0.00 0.00 0.93

COC-2 0.57 0.07 8.66 0.64***

COC-3 0.84 0.08 10.30 0.83***
Appropriation concerns

AC-1 1.00 0.00 0.00 0.80

AC-2 096 0.09 10.95 0.84***

AC-3 0.95 0.09 10.10 0.80***
Coordination cost concerns

CC-1 1.00 0.00 0.00 0.81

CC-2 1.09 0.09 1276 0.90***

CC-3 096 0.08 11.86 0.83***

Significance level: 'p<0.10; *p<0.05; **p<0.01; ***p<0.001 (two-
tailed).

“Critical ratio (equivalent to t-statistic).

bStandardized coefficients.

0.94. The RMSEA was also within the acceptable
region of less than 0.08 (a value of 0.05 with a 90%
confidence interval of 0.03 and 0.07). Although
the fit indices were acceptable, we identified two
problems in the second-order factors. First, the
market power factor did not load on partner-related
criteria. Second, the factors of production factor
did not load on task-related criteria. Hence we
dropped these factors from the model. The lack of
significance for market power was not altogether
surprising, as this measure is arguably least con-
sistent of the measures with conceptions of partner-
related selection criteria. While we might expect
firm size, market position, or financial capabilities
as dimensions of the market power factor to relate
to a firm’s ability to implement a cooperative
strategic orientation toward its partner, market
power is more indirectly related to the emphasis
among partner-related selection criteria on coop-
eration and the ability to work effectively together.
The factors of production factor may have failed
to load on task-related criteria if partners perceived
that strategic success was dependent mainly on
political factors rather than partner facilities, raw
materials, and technology. It may be that the ability
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to satisfy host government requirements, for
example, is a more important task-related criterion
in international than domestic joint ventures.

Structural Model

After confirming factor structures, we ran the full
model, the results of which are presented in Table 5
and illustrated in Figure 2. The structural model
had the following fit indices: y*=531.20, p-value=
0.000, at d.f.=361; CFI=0.89; RMSEA=0.06, 90%
CI=[0.05,0.07]).

Table 5 Structural model results

Estimate s.e. CR? B°

Appropriation concerns
Rule of law
Control of corruption
Control variables

—0.60
—0.09

0.12 —4.91 —0.49***
0.08 —-1.17 —-0.10

Industry 0.92 0.22 4.21 0.35***
Firm size 0.09 0.05 1.84 0.19"
Executive cultural breadth —-0.01 0.08 —0.07 —-0.01
Firm international 0.04 0.08 0.46 0.04
experience

Firm ownership 0.03 0.20 0.15 0.01*
IV type —-0.47 0.21 —-2.24 -0.18
IV size —-0.03 0.06 —-0.51 —-0.05

Coordination cost concerns
Rule of law
Control of corruption
Control variables

—0.56 0.12 —4.71 —0.48***
—0.05 0.08 —0.64 —0.06

Industry -0.18 0.21 -0.87 —-0.07
Firm size 0.02 0.05 0.36 0.04
Executive cultural breadth —0.05 0.08 —0.62 —0.05
Firm international 0.06 0.08 0.71 0.07
experience

Firm ownership 0.09 0.19 0.45 0.04
)V type -0.22 0.21 -1.08 —-0.09
1|V size 0.07 0.06 1.12 0.11

Partner-related criteria

Rule of law -0.03 0.06 —-0.48 —0.07
Control of corruption 0.09 0.03 2.81 0.32**
Appropriation concerns 0.14 0.05 2.88 0.46**
Coordination cost concerns 0.10 0.04 2.28 0.30*
Control variables
Industry 0.09 0.09 1.02 0.11
Firm size -0.03 0.02 -1.80 —-0.23
Executive cultural breadth  0.06 0.03 1.91 0.197
Firm international 0.09 0.03 2.77 0.34*
experience
Firm ownership —-0.13 0.08 —-1.69 —0.18"
)V type 0.29 0.09 3.17 0.37*
IV size -0.01 0.02 -0.25 -0.03
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Table 5 Continued

Estimate s.e. CR? p°

Task-related criteria

Rule of law -0.09 0.10 —-0.89 —0.13
Control of corruption —-0.03 0.05 -0.62 —0.06
Appropriation concerns —-0.01 0.08 —-0.10 —0.01

Coordination cost concerns 0.09 0.07 1.27 0.15
Control variables
Industry -0.19 0.16 —-1.23 —-0.13
Firm size 0.03 0.03 095 0.12
Executive cultural breadth 0.05 0.05 0.85 0.08

Firm international —-0.07 0.06 —1.20 -0.13
experience

Firm ownership 0.12 0.13 0.96 0.10
)V type 0.23 0.14 1.63 0.17
)V size —0.01 0.04 —0.26 —0.03

Significance level: 'p<0.10; *p<0.05; **p<0.01; *** p<0.001 (two-
tailed).

Critical ratio (equivalent to t-statistic).

bStandardized coefficients.

Hypotheses 1la and 1b, which predicted that
perceived host-country rule of law is negatively
related to appropriation (f=-0.49, p<0.001) and
coordination cost concerns (f=-0.49, p<0.001),
respectively, were strongly supported. However,
contrary to expectations, a statistically significant
relationship was not found between perceived
host-country control of corruption and appropria-
tion concerns (f=-0.10, n.s.) nor coordination
cost concerns (f=-0.06, n.s.). Thus, Hypotheses 2a
and 2b were not supported. As for partner selection
criteria outcomes, study results demonstrate that
both appropriation (f=0.46, p<0.01) and coordi-
nation cost concerns (f=0.30, p<0.05) are signifi-
cantly positively related to partner-related selection
criteria. Furthermore, the results demonstrate that
neither appropriation (f=-0.01, n.s.) nor coordina-
tion cost (=0.15, n.s.) concerns relate significantly
to task-related criteria. Thus, Hypotheses 3a and 3b
were supported. The results also support the
mediating influence that both partnering concerns
have on the linkage between perceived host-
country rule of law and partner-related criteria,
which provides support for Hypothesis 4a. The
results support full mediation effects of both
appropriation and coordination cost concerns,
given that there is no significant relationship
between host-country rule of law and partner-
related criteria in the model. Lastly, Hypothesis
4b, which predicted that partnering concerns
will mediate the relationship between perceived
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Host country
legal environment

Partnering
concerns

Partner selection
criteria

0,49

0.4

Control of
corruption

Appropriation
concerns
Coordination
cost concerns

Control variables:
Industry

Firm size

Firm ownership

Firm international experience
1V type

1V size

Executive cultural breadth

Partner-related

criteria

0.32%*

Task-related

criteria
Fit indices
¥*>=531.20, d.f=361, p value =0.00
Comparative fit index (CFA) =0.89
RMSEA =0.06

Figure 2 Structural model of the study’s empirical findings. Significance level: *p<0.05; **p<0.01; ***p<0.001 (two-tailed).

Structural coefficients are reported.

host-country control of corruption and partner-
related criteria, was not supported by the results.

Post-hoc Analysis

Given that the EFA presented in Table 2 demon-
strated that partner-related criteria may be further
distinguished based on the extent to which they
relate to the character, partnering intent, partner-
ing ability and market power of the partner, and
task-related criteria may be further distinguished
based on the political ties and factors of production
possessed by the partner, we further tested the
model to check the hypothesized effects on these
first-order factors. Such a check is particularly
important, given that these unique constructs
may not be influenced by the same partnering
concerns, and such a check will provide a more
detailed investigation of the characteristics of the
distinct categories that constitute partner- and task-
related criteria types.

Six hierarchical regressions were run using each
of the six partner selection criteria categories
identified above (i.e., character, partnering intent,
partnering ability, market power, political ties, and
factors of production) as the dependent variables.
The two factors dropped in the CFA — market power
and factors of production — were included in the
analysis, given that we would not violate the
assumption of an underlying second-order factor
by using these factors as dependent variables in a

set of regressions. We preferred regressions over
SEM for post-hoc analysis given that the number of
parameters to be extracted would increase signifi-
cantly, making it impossible to run an SEM analysis
without additional constraints. In each of the
regressions, appropriation and coordination cost
concerns were simultaneously entered as indepen-
dent variables, and industry, firm size, firm owner-
ship, firm international experience, IJV type, JV
size, and executive cultural breadth were entered as
control variables. The results of these regressions
are reported in Table 6.

The results demonstrate that appropriation con-
cerns (f=0.19, p<0.05) and coordination cost
concerns ($=0.27, p<0.01) positively influenced
character criteria (see Model 1). Appropriation
concerns ($=0.35, p<0.001) but not coordination
cost concerns positively influenced partnering
intent criteria (see Model 2), whereas coordination
cost concerns (f=0.23, p<0.05) but not appropria-
tion concerns positively influenced partnering
ability criteria (see Model 3). Appropriation con-
cerns did not affect market power, political ties, nor
factors of production criteria (see Models 4 through
6, respectively). Lastly, coordination cost concerns
also did not affect market power, political ties, nor
factors of production criteria (see Models 4 through
6, respectively). It is important to note that these
results are entirely congruent with those of the SEM
analysis, and the two factors that were dropped in
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Table 6 Main effects of partnering concerns on partner selection criteria

Partner-related criteria

Task-related criteria

Character Partnering Partnering Market Political Factors of
intent ability power ties production
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Step 1: Control variables
Industry 0.14 0.23 —-0.05 —0.04 -0.12 0.05
Firm size —0.05 —0.08 0.03 0.09 0.10 0.19°
Firm ownership -0.13 0.04 0.01 —0.01 0.12 0.04
Firm international experience 0.30** 0.20* —0.08 -0.10 -0.12 -0.07
IV type 0.09 0.26** 0.26** 0.12 0.14 0.10
1)V size —0.05 0.05 0.05 —0.03 —0.01 —-0.03
Executive cultural breadth 0.17¢ 0.09 —0.04 —-0.07 0.07 0.05
R? 0.11* 0.13* 0.09 0.04 0.06 0.04
Step 2: Independent variables
Appropriation concerns 0.19* 0.35%** 0.07 —0.02 0.04 —0.02
Coordination cost concerns 0.27** —-0.01 0.23* —0.01 0.18" -0.11
AR? 0.13%** 0.10** 0.07* 0.00 0.04" 0.01
AF 10.57*** 7.91** 4.63* 0.02 2.37° 0.86
Adjusted R? 0.18** 0.17** 0.09* —0.03 0.03" —0.02
Overall F 4.33%** 3.98%** 2.41* 0.55 1.40 0.74

Significance level: 'p<0.10; *p<0.05; **p<0.01; ***p<0.001 (two-tailed).

Standardized coefficients are reported.

the CFA (market power and factors of production)
were not significant in these tests.

Given that appropriation concerns positively
influenced the character and partnering intent
partner-related criteria factors, whereas coordina-
tion cost concerns positively influenced the char-
acter and partnering ability partner-related criteria
factors, regressions were run to check the mediating
influence that both partnering concerns have on
these first-order factors. The results of these regres-
sions are reported in Table 7.

As indicated in Table 7, appropriation concerns
had a “perfect mediation”' in the relationship
between perceived host-country rule of law and
character criteria. Described in causal terms, per-
ceived host-country rule of law negatively influ-
enced both appropriation concerns (f=-0.41, p<
0.001) (Model 7) and character criteria (f=—0.26,
p<0.01) (Model 9). When host-country rule of law
and appropriation concerns were employed simul-
taneously to predict character criteria (Model 10),
appropriation concerns significantly predicted
character criteria (f=0.27, p<0.01), whereas the
relationship between perceived host-country rule of
law and character criteria was no longer statistically
significant (f/=-0.15, n.s.).

Appropriation concerns also perfectly mediated
the relationship between perceived host-country
rule of law and partnering intent criteria. Described
in causal terms, host-country rule of law negatively
influenced both appropriation concerns (f=—0.41,
p<0.001) (Model 7) and partnering intent criteria
(p=-0.23, p<0.01) (Model 12). When host-country
rule of law and appropriation concerns were
employed simultaneously to predict partnering
intent criteria (Model 13), appropriation concerns
significantly predicted partnering intent criteria
(p=0.34, p<0.01), whereas the relationship
between host-country rule of law and partnering
intent criteria was no longer statistically significant
(f=-0.09, n.s.).

Like appropriation concerns, coordination cost
concerns were found to perfectly mediate the
relationship between perceived host-country rule
of law and character criteria. Described in causal
terms, perceived host-country rule of law nega-
tively influenced both coordination cost concerns
(f=—-0.41, p<0.001) (Model 8) and character
criteria (f=—-0.26, p<0.01) (Model 9). When per-
ceived host-country rule of law and coordination
cost concerns were employed simultaneously to
predict character criteria (Model 11), coordination
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Table 7 Mediating effects of partnering concerns in the relationship between perceived host-country rule of law and partner-related
criteria

Predictors Partnering concerns Partner-related criteria
Appropriation Coordination cost Character Partnering Partnering
concerns concerns intent ability
Model 7 Model 8 Model ~ Model Model ~ Model  Model  Model  Model
9 10 11 12 13 14 15
Step 1: Control variables
Industry 0.36 0.07 0.14 0.14 0.14 0.24** 0.24** —-0.01 -0.01
Firm size 0.15 0.01 -0.12 -0.12 -0.12 -0.12 -0.12 0.05 0.05
Firm ownership 0.07 0.11 -0.11  -0.11 —0.11 0.04 0.04 -0.05 -0.05
Firm international 0.06 0.08 0.33** 0.33**  0.33* 0.22* 0.22* -0.08 -0.08
experience
)V type —0.157 —-0.07 0.07 0.07 0.07 0.24**  0.24**  0.25** 0.25**
IV size —0.01 0.15 -0.03 -0.03 —0.03 0.08 0.08 0.07 0.07
Executive cultural 0.00 —-0.03 0.15 0.15 0.15 0.08 0.08 -0.06 -0.06
breadth
Control of corruption —-0.16" —0.11 0.18* 0.18* 0.18* 0.07 0.07 —0.22* —-0.22*
R? 0.19** 0.06 0.15*  0.15* 0.15* 0.14*  0.14* 0.13*  0.13*
Step 2: Independent variables
Rule of law —0.47%** —0.471*** —0.26** —0.15 -0.13 —0.23** —0.09 -0.16" —0.08
Appropriation 0.27** 0.34**
concerns
Coordination cost 0.30** 0.21*
concerns
AR? 0.16*** 0.16** 0.06**  0.11** 0.13** 0.05* 0.13** 0.03" 0.06*
AF 29.42%** 24.50*** 9.52%  8.76*** 11.17** 7.42* 10.13** 356"  4.39*
Adjusted R? 0.30*** 0.16*** 0.15%  0.20%** 0.22** 0.13* 0.21** 0.09" 0.12*
Overall F 7.1 3%x% 3.82%** 3.60**  4.16***  4.72*%%* 35 431%* 2.34% 2.71*

Significance level: 'p<0.10; *p<0.05; **p<0.01; ***p<0.001 (two-tailed).

Standardized coefficients are reported.

cost concerns significantly predicted character
criteria (=0.30, p<0.01), whereas the relationship
between perceived host-country rule of law and
character criteria was no longer statistically signifi-
cant (f=-0.13, n.s.).

Coordination cost concerns also perfectly
mediated the relationship between perceived host-
country rule of law and partnering ability criteria.
Described in causal terms, perceived host-country
rule of law negatively influenced both coordination
cost concerns (f=-0.41, p<0.001) (Model 8) and
partnering ability criteria (/=-—0.16, p<0.10) (Model
14). When host-country rule of law and coordina-
tion cost concerns were employed simultaneously
to predict partnering ability criteria (Model 15),
coordination cost concerns significantly predicted
partnering ability criteria ($=0.21, p<0.09),
whereas the relationship between perceived host-
country rule of law and partnering ability criteria

was no longer statistically significant (f=-—0.08,
n.s.).

Taken together, the results of the post-hoc analysis
both reaffirm the findings of the SEM analysis and
demonstrate that character, partnering intent,
and partnering ability partner-related criteria are
not all influenced by the same partnering concerns.
The results also revealed that appropriation and
coordination cost concerns both perfectly mediated
the relationship between perceived host-country
rule of law and character partner-related criteria.
Furthermore, appropriation concerns perfectly
mediated the relationship between perceived
host-country rule of law and partnering intent
partner-related criteria, while coordination cost
concerns perfectly mediated the relationship
between perceived host-country rule of law and
partnering ability partner-related criteria. These
empirical findings are presented in Figure 3.
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Host country
legal environment

Partnering
concerns

Partner-related
criteria

M —0.415

—0.41 %

Control variables:

Industry

Firm size

Firm ownership

Firm international experience
1JV type

1V size

Executive cultural breadth

LAW-AC-Partnering intent:
LAW-AC-Character:
LAW-CC-Character:
LAW-CC-Partnering ability:

Appropriation

concerns
Coordination
cost concerns

Partnering

ability

Mediation test results

Perfect mediation
Perfect mediation
Perfect mediation
Perfect mediation

Figure 3 Model of the study’s post-hoc analyses findings (hierarchical regression results). Significance level: *p<0.05; **p<0.01;

***p <0.001 (two-tailed). Standardized coefficients are reported.

DISCUSSION
Building on the important work of past researchers
(Buckley et al., 2002; Delios & Henisz, 2003;
Glaister & Buckley, 1997; Hitt et al., 2004), this
paper is the first to develop and empirically test a
model of IJV partner selection that accounts for
both partnering concerns and the legal environ-
ment within which partnerships are established.
The central finding of this study is that the legal
aspect of the institutional environment of the IJV’s
host country is indeed an extremely important
factor in determining partner selection and the
particular criteria that partners bring to bear on
the decision to establish an international alliance.
More specifically, this study found that executives’
concerns regarding their firm’s ability to capture
rents generated by their IJV activities (i.e., appro-
priation concerns) and the future costs of inter-
acting with their partner (i.e., coordination cost
concerns) were augmented by perceptions that the
host country’s institutional environment would
fail to provide an adequate safeguard against
arbitrary rulings in individual cases, and that
this environment would not serve to effectively
apprehend and punish those who commit
crimes. These results are highly consistent with
researchers who emphasize the importance of a
partnership’s institutional context in determining
partner selection decisions and strategy (Brouthers

& Brouthers, 2001; Delios & Henisz, 2003). These
findings therefore suggest that future research
needs to consider carefully the executives’
attitudes of IJV partners toward the legal aspect
of the institutional context within which the
IJV will be established when examining the
strategic plans of firms anticipating international
expansion.

The results of this study also support and extend
Gulati and Singh’s (1998) argument that executives,
when establishing a partnership, have (a) appro-
priation concerns, which originate from perceived
contracting obstacles and pervasive behavioral
uncertainty, and (b) coordination cost concerns,
which are derived from the anticipated interdepen-
dence with another firm. This research not only
demonstrated the validity of these concerns, but
also showed that while differentiating between
these two types of concerns is crucial, both types
of concerns exert influence on partner-related
criteria. Therefore, this research is the first to
demonstrate empirically the differential influence
of these concerns on IJV partner choice.

The present study provides significant support for
the importance of partnering skills in choosing IJV
partners (Buckley et al.,, 2002) and the value of
the conceptual distinction between task- and
partner-related criteria in evaluating IJV formation
processes (Glaister & Buckley, 1997). This study also
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contributes to the literature that has argued that
partnering concerns influence strategic decisions
and behaviors, by demonstrating that appropria-
tion concerns positively influence character and
partnering intent criteria, while coordination cost
concerns positively influence character and part-
nering ability criteria. Gulati and Singh (1998)
argued that appropriation concerns raise the need
to better monitor the partnership and align incen-
tives with partnership goals, whereas coordination
cost concerns raise the need for better inter-partner
communication and decision-making. The influ-
ence of appropriation concerns on partnering
intent criteria may be explained by the fact that
an MNE will increase its chances of selecting an
IJV partner with similar goals, and enhance its
ability, and lessen its need, to monitor a partner
when the commitment, seriousness and goals of
a potential partner (i.e., partnering intent) are
emphasized. The influence of coordination cost
concerns on partnering ability criteria may be
explained by the fact that firms with a proven
capability to partner successfully are more likely
able to engage effectively in inter-partner commu-
nication and decision-making activities. Lastly, the
influence of appropriation and coordination cost
concerns on character-based criteria, such as the
trustworthiness and transparency of the partner,
highlights not only the importance of this partner-
related criteria category in the selection decision,
but also its usefulness as a tool for addressing
partnering concerns. Honest and open partners are
more likely to cooperate with one another, discuss
behavioral problems (Buckley et al.,, 2002; Doz,
1996), spur transparency (Rubin & Brown, 1975),
and appreciate each other’s business strategy,
organizational strength, and management style
(Tallman & Shenkar, 1994). Thus, by partnering
with a firm of good character, an MNE will reduce
the need for inter-partner monitoring, enhance the
likelihood that incentives are aligned with partner-
ship goals, and stimulate inter-partner communica-
tion and decision-making.

Beyond the above-mentioned contributions, this
study makes three additional advances that
enhance our understanding of IJV partner selec-
tion. First, it has demonstrated that partner-related
criteria may be further distinguished based on the
extent to which they relate to the character,
partnering intent, and partnering ability of the
partner. While the character, partnering intent, and
partnering ability of the partner all serve to
determine the effectiveness of cooperation between

the partners, they appear to be unique constructs
that may be affected by different antecedents.
Second, this study has shown that task-related
criteria may be further distinguished based on the
political ties possessed by the partner. Third, while
providing support for the notion raised by past
researchers (e.g., Geringer, 1988) that partner-
related criteria may be driven by subjective factors
that stimulate uncertainty and considerations
related to the nature of the relationship between
the partners, this study has demonstrated that it
is such subjectively based factors — that is, host-
country rule of law perceptions - that drive partner-
related criteria. Taken together, these findings
demonstrate the need to move beyond the broad
partner- and task-related criteria types that cur-
rently exist in the literature, and explore the
characteristics of the distinct categories that con-
stitute each of these two types.

In carrying out this study, one limitation was its
reliance on a single key informant for each case,
which created some potential for informant bias.
However, the informants in this study occupied key
roles (e.g., CEOs) that made them the most knowl-
edgeable about the issues being researched, which
helps to mitigate any informant bias threats and
increases the validity of the measures (Campbell,
1955). Another limitation is that survey measures
are susceptible to retrospective bias (Fischoff &
Beyth, 1975). However, research suggests that
retrospective reports may be an accurate and
effective technique for management research
(Golden, 1992), especially research that samples
educated senior management on corporate strate-
gies (Huber & Power, 1985).

Surprisingly, perceptions related to the abuse of
public office for private gain in the host country
(perceived host-country control of corruption) did
not raise appropriation or coordination cost con-
cerns. It may be that the reason for this lack of
influence rests in the perceived and actual bound-
aries of influence of this institutional factor.
Corruption tends to impede economic develop-
ment, distort international trade, and hinder
investment flow (Glynn et al.,, 1997). While
corruption pervasiveness may stimulate the expro-
priation of foreign entrants’ property if public
officials are not bribed (Peng & Luo, 2000), it may
not provide risks or benefits that can be avoided
or exploited, respectively, through cooperation
with the partner. Rather, these risks and benefits
may occur through relationships that are beyond
the boundaries of the partnership (e.g., relationships
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with government officials and lobbying groups).
Furthermore, unlike weak rule of law, weak control
of corruption does not provide a partner with the
same level of explicit latitude to behave opportu-
nistically and escape punishment.

In the process of answering Powell’s (1996: 297)
call to tackle “the harder and more interesting
issues of how they [institutions] matter, under what
circumstances, to what extent, and in what ways,”
this study provides a number of implications for
managers and trade organizations. These parties
would benefit from an understanding that the
nature of host-country rule of law is fundamental
to a firm’s partner selection decision, and influ-
ences this decision via partnering concerns. By
being cognizant of the fact that IJV partner
selection criteria are, at least in part, driven by
their specific partnering concerns, managers
responsible for selecting their firm’s partner will
be in a better position to evaluate their own
selection decision. The study’s results also suggest
that managers should take care when establishing
an IJV to involve those executives who have an
accurate understanding of the host-country legal
environment or to train these executives appro-
priately to eliminate misperceptions. Trade organi-
zations in countries characterized by weak rule of
law may also stimulate foreign investment and the
establishment of [JVs in their country by promoting
the character, partnering intent, and partnering
ability attributes of their member companies to
potential foreign investors.

This study is offered as a point of departure for
future research that might help develop and
nurture a better understanding of IJV partner
selection. Firms are exposed to a multitude of
institutional pressures, and thus future research
could move beyond host-country rule of law and
control of corruption and examine the influence
of other host-country institutional pressures (e.g.,
political stability) on IJV partner selection. Future
research could also move beyond partner selection
and examine how the legal environment affects
other IJV partnering activities, such as partnering
processes (e.g., the number of potential partners
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Partner selection criteria categorizations across past studies

Partner selection criteria

Empirical studies

Geringer  Glaister  Arino et al. Glaister and Tatoglu and Nielsen
(1988) (1996) (1997) Buckley (1997) Glaister (2000)  (2003)
Task-related criteria
Ability to satisfy host government T
requirements
Regulatory permits, licenses, or patents T T T T
Connections to government or non- T T T T T
government organizations
Raw materials/natural resources, products, T T T/P
services, and/or technology
Facilities T T T
Managerial and/or labor skills T T/P T/P T/P T
Experience in/knowledge of the local market T T T/P T
and/or culture
Partner-related criteria
Trustworthiness P P P P
Transparency of the firm and/or ethical P P
value/beliefs
Reputation T P P P P
Firm size P P P P
Market share/industry position P P
Financial capabilities T P P P
Goals, objectives, aspirations, or synergy P P P P P
potential
Commitment, seriousness and/or P P
enthusiasm for the partnership
Successful partnering records with other P
firms
Favorable past association with the MNE or P P P P

mutual acquaintances

T=task-related criteria; P=partner-related criteria; T/P=treated as both task- and partner-related criteria.
Al-Khalifa and Peterson (1999) categorized the factors as task-related (i.e., “marketing and technical competence”) or partner-related (i.e., “local

" ou

reputation and contacts”, “managerial competence”, and “personal compatibility”). rather than the individual criteria.
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APPENDIX B
See Table B1.

Table B1 Breakdown of the host countries represented in the
sample
Host country Number Host country Number
of I|Vs of I|Vs
Argentina 1 Nigeria 2
Australia 1 Oman 1
Barbados 1 Peru 2
Brazil 1 Philippines 4
Cambodia 1 Portugal 1
Canada 3 Romania 2
Chile 4 Russia 3
China 27 Saudi Arabia 1
Cuba 1 Singapore 6
El Salvador 1 South Africa 4
France 1 South Korea 3
Guyana 1 Spain 1
Hong Kong 1 Sudan 2
India 6 Switzerland 1
Indonesia 5 Thailand 23
Ireland 1 Turkey 1
Japan 34 United Kingdom 2
Kazakhstan 2 United States 8
Libya 1 Venezuela 1
Mali 2 Vietnam 1
Mexico 1 Yemen 2
Mongolia 2
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