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Do Ownership and Culture Matter to Joint Venture 
Success?* 

by
Yuan Zhang, Runtian Jing, Wenhao Fu

University of Electronic Science and Technology of China

Previous studies show that equity structure and cultural differences are 
important factors that influence the performance of joint ventures (JVs). 
Based on the JVs contract database and Import/Export ranking database the 
analysis shows that the performance of monopoly controlled JVs is better 
than others. However, cultural differences do not hinder performance; in fact, 
heterogeneity has provided better outcomes in JVs. Based on grouped data 
samples, it is believed that the higher the ratio of Chinese equity in JVs, the 
better the export performance. However, the relation between foreign equity 
and import orientation is not significant.

1.  Introduction

The management of joint ventures is risky. 30-70% of the joint ventures 
had the problems of inefficiency and bad performance, and about 50% of the 
ventures had failed due to high cost (Kogut, 1988; Bleeke and Ernst, 1993). Some 
scholars have, however, established that share ownership as well as non-ownership 
control was one important factor in the successful management of a joint venture 
(Tsang, 1994; Park and Ungson, 1997). 

In recent years, cultural differences have been used to explain the success 
rate of joint ventures (Child, 1994; Neelankavil, Mathur and Zhang, 2000). But 
the conclusions drawn from these studies are inconsistent. Thus, it is necessary 
to examine the relationship between cultural differences and the success of joint 
ventures (Gibson, Zellmer-Bruhn and Schwab, 2003). Studies that have been done in 
the context of China in this area have often been based on the information provided 
in the Almanac of China’s Foreign Economic Relations and Trade. However, the 
yearbook has not published any information about joint ventures since 1997. Hence 
the data base of the study is limited to what was published before 1996 (Pan, 1997; 
Chadee, Qiu and Rose, 2003). A few studies were conducted using questionnaire 
surveys in certain regions of the country. But it is difficult to guarantee the 
objectivity and comprehensiveness of the conclusions due to sampling bias (Zhao, 
2002; Zhou and Tse, 2002). Some other studies are mostly descriptive and focus on 
the comparison of the cross-cultural practices. They lacked convincing examples 
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though.  

For the purpose of this study, a new data set about joint ventures was 
prepared, and the internal relationship between share ownership structure and 
business success was examined in support of the Killing theory postulated for joint 
ventures in developing countries. Hypotheses posited for empirical tests and the 
rationale are presented next.

2.  Literature Review and Hypotheses

Hypothesis 1: Compared with joint control, monopoly-controlled Chinese-foreign 
joint ventures may be more successful.

Partners of the Chinese-foreign joint ventures have different strategies. 
The objectives of the Chinese partners are usually to earn foreign exchange through 
exporting new products, learn advanced management and technologies from 
foreign partners and obtain the independent manufacturing ability without import 
as quickly as possible. In contrast,  the foreign partners usually focus on grabbing 
the Chinese market so as to increase profits and market share. As a part of their 
global strategy, the foreign partners will usually not put all of the manufacturing 
process in China. They will try to procure the parts and materials from abroad 
within the scope given by policies and contracts so as to ensure the high quality 
of products and maximize their profits through tax transfer. Whether a partner’s 
strategic tendency will be accepted by the Board of Directors depends on how 
strong this partner’s management control power is, of which the most important 
element is  share ownership structure. Therefore, we may deduce the following 
hypothesis:

Hypothesis 2A: The greater the share ownership a foreign partner of a Chinese-
foreign joint venture possesses, the better the import performance the joint venture 
will have.

Hypothesis 2B: The greater the share ownership a Chinese partner of a Chinese-
foreign joint venture has, the better the export performance the joint venture will 
give. 

Cultural differences have a strong influence on the business achievements 
of joint ventures (Shenkar and Zeira, 1982). They have been shown in areas such 
as work values (England, 1975), knowledge framework (Lord and Foti, 1986), 
physical appearance and conduct (Gudykunst and Ting-Toomey, 1988) and 
language (Church, 1982). The cultural differences are not limited to the variety of 
cultural backgrounds of the individuals in a management group, but also can be 
more precisely demonstrated through the concept of cultural distance (Hambrick, 
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Davision and Scott, 1998). Generally, the greater the cultural differences were, 
the more difficult it was for the group members to communicate and the more 
unfavorable it was for the organization’s success (Blau and Deb, 1977). Group 
members with different cultural backgrounds had different ideas about conflicts 
and solutions to the conflicts (Hofstede, 1993) and a heterogeneous group might 
face fiercer organizational clashes.

Hypothesis 3: The greater the cultural differences in a joint venture are, the 
worse the overall achievements of the joint venture will be.

3.  Research Design

3.1  Data Sources

 Every year, the General Administration of Customs of China publishes 
the top 100 enterprises in China in reference to their total import and export values. 
With the help of www.chinacustomsstat.com, a list was produced of the top 100 
enterprises between 1995 and 2004, and selected foreign invested enterprises were 
used as sample in the “Database of Import and Export Ranking”. There were 804 
sample enterprises, after gathering each year’s enterprises. Among them, 410 were 
in the import ranking and 394 in the export ranking. With repeated enterprises 
eliminated, in ten years 191 foreign invested enterprises still remained in the 
ranking.

In order to obtain background information about these foreign invested 
enterprises, a unique “Database of Joint Venture Contracts” was established. For the 
convenience of the following analysis,  the wholly owned foreign enterprises were 
taken as special cases and considered them as the joint ventures with 100% foreign 
investment (for 10,075 joint ventures established between 1979 and 2005). The 
information about these enterprises from 1979 to 1996 is from the Almanac of China’s 
Foreign Economic Relations and Trade. The yearbook was compiled and published 
by the Ministry of Commerce of China (formerly the Ministry of Foreign Trade 
and Economy), including basic entries of joint ventures such as total investment, 
registered capital, proportions of foreign ownership, time period of joint operation, 
names of Chinese and foreign partners, nations/regions, selected sites in China and 
the scopes of business. The information from 1997 to 2005 is from publications 
such as China Business Review and Business China. The amount of work was huge 
and six researchers were involved for 14 months. Both the China Business Review 
and Business China are published in English and all of the information from 1997 
to 2005 was carefully translated. In order to make the translated names as accurate 
as possible, they were repeatedly checked with networks and publications with 
any missing information filled in as accurately as possible. After deleting all the 
incomplete entries, we assorted and encoded the information. For example, we 
used two-digit area codes for the locations of enterprises, Country/region codes 
(ISO) for foreign countries/regions and industrial codes (SIC) for the scope of 
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business. The database used in this study is a combination of the “Database of Joint 
Venture Contracts” and the “Database of Import and Export Ranking” with a rule 
of matching the enterprises’ names.

3.2.  Defining Variables

Based on the combined database, the main variables for the study are as follows:

Foreign Ratio (FR):  the share proportions held by the Chinese and foreign 1) 
partners of a joint venture or a solely owned venture. The proportion of 
foreign shares of a solely owned venture is 100%. The data are directly 
from the Database of Joint Venture Contracts.

Investment Amount (IA):  the amount of investment of a company in 2) 
the import and export ranking (Unit: ten thousand USD). The investment 
amounts of import and export companies varied a great deal and did not fit 
the normal distribution. In addition, the amount of investment determines 
the volumes of import and export and hence determines the enterprise’s 
place in the ranking (R2=0.63). Therefore,  ln (IA) is used instead of IA 
to represent the investment amount and is taken as a control variable in 
our analysis of factors affecting the ranking. The investment amounts are 
from the Database of Joint Venture Contracts.

Monopoly-Control (MC): Following Killing’s concept, “monopoly-3) 
control” has been used to indicate the imbalance of a joint venture’s share 
ownership structure as shown in equation (1). It equals the absolute value 
of foreign ratio minus 50%. The foreign ratio has been explained above.

Cultural Distance (CD): “Cultural Distance” is used instead of “Cultural 4) 
Difference” to judge the discrepancies between the cultures of the countries 
and regions of the world and the Chinese Mainland. Equation (2) shows 
how to calculate the CD, namely by deducting the value of the Chinese 
Mainland from that of the countries and regions of the world in Hofstede’s 
national cultural  dimensionality, and then calculating the square root of 
the mean value of the squared difference value. Specifically, the joint 
ventures’ values of Hofstede’s four cultural dimensionality (Hofstede, 
1984) is found according to the names of the countries or regions they are 
in and consequenlty the values of the cultural distance between them and 
the Chinese culture.

 

%50!= FRMC  (1)  

Where FR represents Foreign Ratio 
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Import Rank (IR):  Refers to an enterprise’s position in the import ranking. 5) 
It shows the import success the enterprise has made compared with other 
import companies. The data is directly from the Database of Import and 
Export Ranking.

Export Rank (ER):  Shows an enterprise’s position in the export ranking. 6) 
It indicates the export success the enterprise has made compared with 
other export companies. The data is directly from the Database of Import 
and Export Ranking.

General Rank (GR): Shows an enterprise’s relative comprehensive 7) 
business success. The data is directly from the Database of Import and 
Export Ranking.

Besides the investment amounts, dummy variables were devised in the beginning 
to control the effect of years. However, the results show that years do not affect the 
relationship between the ranking and variables. That is to say, that the effect of time 
may be disregarded. Based on the hypotheses discussed earlier, a framework for 
depicting the relationships among and between variables is shown in Fig. 1:

Figure 1: Research Framework

4.  Results

 The above hypothesized relationships have been examined using the 
SAS software for data analysis. 
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In Model 1, the correlation between the dependent variable (GR) and the control 
variable (investment amount) is examined. Table 1 shows that the greater the 
investment amount, the higher the position an enterprise will have in the ranking. 
The relevance is very clear.

In Model 2, the correlations between the dependent variable (GR) and 
independent variable (monopoly-control) is examined. According to the result, the 
greater the degree of monopoly-control, the better the position an enterprise will 
have in the ranking. This provides empirical evidence to support  Hypothesis 1 
that monopoly-controlled joint ventures have better business success, which is in 
conformity with Killing’s analysis.
 

In Model 3, the correlation between the dependent variable (GR) and 
independent variable (cultural distance) is examined. It may be seen that the greater 
the cultural distance, the higher the position an enterprise will have in the ranking. 
The results fail to support Hypothesis 3. That is to say,  the greater the cultural 
distance between the two partners in a joint venture, the better the business success 
of the venture. Therefore the following two propositions for better business success 
with greater cultural distance in a foreign-Chinese joint venture are proposed. On the 
one hand, a joint venture culture includes organizational culture and social culture 
that can all affect the success of the organization. According to surveys conducted 
by Pothukuchi, Damonpour and Choi, et al (2002), the heterogeneity of the 
organizational culture has more apparent impact on the organization’s achievements 
than the heterogeneity of the social culture. Those countries with greater distance 
from the Chinese culture are mainly the Western developed countries, usually 
with higher management and technical levels and high performing organizational 
cultures. On the other hand, some scholars believe that the cultural heterogeneity is 
good for a joint venture because a group with heterogeneity has more diversity and 
stronger organizational ability than a group with homogeneity (Larkey, 1996). After 
more than 40 years’ study, Sundstrom, Meuse and Futrell (1990) are convinced that 
a heterogeneous group usually performs much better than a homogeneous group in 
solving complex problems creatively.

Model 1:  )ln(IAbaGR +=                                             (3) 

Model 2:  MCcIAbaGR *)ln(* ++=                           (4) 

Model 3:  CDdMCcIAbaGR **)ln(* +++=            (5) 
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Table 1: Hypotheses Testing on Ownership Structure and Cultural Distance

In order to examine the potential relationship between the foreign share 
ownership and the import or export orientation of a joint venture, the sample 
enterprises were divided into two categories: import and export, and two groups of 
patterns were established as shown below:

Model 1 and 2 are examined with the data of the export group while Model 3 and 
4 are examined with the data of the import group. The (CD*FC) in Model 2 and 4 is 
meant for analyzing the effect of the interaction between the cultural distance and 
foreign share ownership on ranking.

In Model 1, the correlation between the dependent variable (export ranking) 
and independent variable (foreign ownership) is examined. Table 2 shows that, the 
higher the proportion of Chinese ownership, the higher the position an enterprise 
will take in export ranking. Hence, Hypothesis 2B is supported. With the influence 
of traditional Confucianism, the Chinese managerial personnel in joint ventures 
usually place more importance on the “loyalty” and “honor” of their country and 
nation than to safeguarding their enterprises’ interests. Therefore, they (including 
some local government officials) usually set the amount of foreign exchange 

 

Dependent variable : GR 
Independent 

Variable 

Model 1 Model 2 Model 3 

ln�IA� -3.218*** -3.639*** -3.544*** 

MC  -26.113*** -29.808*** 

CD   -2.065** 

Intercept 80.480*** 94.115*** 99.553*** 

F Value 21.91 20.72 15.11 

R
2
 0.031 0.057 0.062 

Number of 

Samples 
804 804 804 

 

Note: ***- Significant level p<0.001;  **- Significant level p<0.05; *- Significant level p<0.01 

 

Model 1: FCcIAbaER *)ln(* ++=                         (6) 

Model 2: )*(**)ln(* FCCDdFCcIAbaER +++=         (7) 

Model 3: FCcIAbaIR *)ln(* ++=                          (8) 

Model 4: )*(**)ln(* FCCDdFCcIAbaIR +++=          (9) 
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they have earned through export as the criterion for a successful joint venture. In 
a joint venture controlled by the Chinese party, product export will become an 
important objective for its strategy.

In Model 2, the correlation between the dependent variable (export ranking) and 
the interaction between foreign ownership and cultural distance is examined. It 
may be seen that there is a strong interaction between cultural distance and foreign 
ownership (when the proportion of foreign ownership is relatively high, usually 
the cultural distance between the two sides is also great). Such an interaction is in 
inverse proportion to the export ranking and its relevance is quite obvious. 

Table 2: Results of Examining the Hypotheses on the Foreign Share Ownership 

In Model 3, the correlation between the dependent variable (import ranking) 
and independent variable (foreign share ownership) is examined. It may be seen 
that a high proportion of foreign ownership will not necessarily guarantee a better 
position in the import ranking. Their relevance is not obvious. There are many 
factors that influence a joint venture in selecting an import strategy. Besides the 
customs barrier, the bureaucracy examining and approving system for importing 
commodities and the inconveniences derived from the planned economy (such 
as designating a seller of specific products and monopolizing the purchase and 
distribution) will also reduce the import efficiency. As a result, there will be no 
correlation between foreign shares and import strategies.

In Model 4, the correlation between the dependent variable (import ranking) 
and the interaction between cultural distance and foreign ownership is examined. It 
may be seen that the relevance is not clear.

 

Export Ranking (ER) Import Ranking (IR) 
Independent 

Variable 
Model 1 Model 2 Model 3 Model 4 

ln�IA� -4.162*** -3.582*** -3.810*** -3.698*** 

FC 23.793** 96.212** -8.648 -31.912 

CD!FC  6.703**  -1.075 

Intercept 107.386*** 111.380*** 96.008*** 92.637*** 

F Value 10.49 8.21 9.00 4.33 

R
2
 0.055 0.0872 0.048 0.0483 

Sample Size 394 394 410 410 

 

Note: ***- Significant level p<0.001;  **- Significant level p<0.05; *- Significant level p<0.01 
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5.  Conclusion

Using the Database of Joint Venture Contracts and the Database of 
Import and Export Ranking, this article has analyzed the impact of share ownership 
structure and cultural distance on the business success of joint ventures in China. 
The results show that the higher the proportion of Chinese ownership, the more an 
enterprise will lean toward adopting an export strategy and the higher the position it 
will take in export ranking. The more an enterprise is characterized by a monopoly-
controlled ownership structure, the better its general success will be. Thus,  the 
findings of this study are in line with Killing’s conclusion about the developed 
market environment. Since cultural heterogeneity is good for decision quality, the 
greater the cultural distance, the better the business success of a Chinese-foreign 
joint venture. The findings of this study not only provide a deeper understanding 
of the discrepancies in the objectives of both parties of a Chinese-foreign joint 
venture, but also provide a deeper explanation for strategic choices prompted 
by such discrepancies. These conclusions have instructional value for making 
appropriate policies on introducing foreign capital and management and are also 
good for fully excavating foreign invested enterprises’ abilities and encouraging 
them to play active role in China’s economic construction.

Endnote
*Funds for this study were provided by the Natural Science Foundation of China (NSFC, 70372032), the 
Program for New Century Excellent Talents in University (NCET-06-0804), and the UESTC Program for 
Training the Outstanding Young and Middle-Aged Scholars.
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