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ABSTRACT

The main purpose of this study is to examine the factors influencing the
transitioning of International Joint Ventures (IJV) to Wholly Owned
Subsidiaries (WQOS) in Malaysia. Specifically, it tries to identify the factors
of differences between 1JV partners that contribute to the level of conflict in
IJV and conversion of 1JVs into WOS. Among the 1JV partner differences
hypothesized by this study to be linked to the level of conflict are power
imbalance, perceived cultural differences, objectives in entering 1JV, business
relatedness to 1JV and different group of contributions. This study also
attempts to determine whether the level of conflict in 1JV mediates the
relationship between these 1JV partners' differences and 1JV conversion into
WOS. The Theory of Planned Behavior (TPB) forms one component of the
conceptual framework of this research in a novel way. Namely, the behavioral
intention or in the context of this study the intention to convert into WOS was
used as a proxy of the actual conversion into WOS backed by the main
postulate of the TPB. Among other theoretical underpinnings of the
conceptual framework of this study are the Social Exchange Theory (SET)
and the theory of Organization Learning (OL). The measurement instrument
was adapted from the existing literature. A sample of 336 was obtained from
the list of 1,041 1JVs that have registered with the Malaysian Investment
Development Authority (MIDA) on the basis of simple random
sampling. Analytical  procedure was done via the full-fledged
SEM modeling. The research finds that the hypothesized structural model
that links IJV partners' differences to the conversion of 1JV into WOS through
the level of conflict as a mediator and also directly fits the data well. Identified
mediating role of the level of conflict in the process of 1JV conversion into
WOS draws important implications for theory and practice.
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

The way forward for companies to evolve into world-class status is to create new
products and services or increase their existing market share or by entering new and
foreign markets or by doing all. This has been the case in the past and more so, in the
present context of a highly globalized and interconnected world.

Entering new and foreign markets has taken greater importance with the
phenomenal rise in mass manufacturing and the need for large-scale exports of the
newly created products and services. This would require companies to seek the
placement of their research and development efforts or other sophisticated and complex
facilities or processes in countries that are well known to have a comparative advantage
in this high-end area, and channel their lower value-added activities to foreign contract
manufacturers, giving rise to a phenomenon known as fragmented production chain
which now happens with regular speed especially in the electronics industry. Hence, the
preponderance of electronic firms in cross-border joint ventures. (Organization for
Economic Co-operation and Development, 2012).

There are two major routes to increase global market share — companies can
either become multi-national corporations (MNCs) with “tentacles” reaching all part of
the world or they enter into joint venture agreements with foreign partners. Together
with foreign direct investment (FDI), these international joint ventures (IJVs) form the
bulk of foreign entry in a modern economy. Many MNCs now prefer IJVs as a strategic
option to diversify risks, gain new markets, acquire new technology and achieve

competitive advantages.



Be that as it may, IJVs are not the only platform used for accessing the resources
of other companies. Other platforms used include licensing, branding, contracting, and
other non-equity strategic partnership. According to Brouthers (2002), IJVs were the
preferred choice because they have the tendency of outperforming wholly owned
subsidiaries (WOSs), especially in overseas economies where uncertainty and
instability are the norm. This is due to the many advantages that a domestic partner

could bring to the partnership (Brouthers, 2002).

1.2 STATEMENT OF THE PROBLEM

IJV requires a lot of commitment. It also brings post governance problems. A survey on
37 1JVs found that 36% of JVs performed unsatisfactorily (Killing, 1983). Hence, the
salient feature of the majority of extensive research work done on IJVs is its primary
focus on 1)V failures (Steensma, Bardenl, Dhanaraj, Lyles & Tihanyi, 2008; Nemeth
& Nippa, 2013; Nippa & Beechler, 2013). But 1JVs, in reality, have the same chance of
failure as wholly owned subsidiaries (WOS) since both face the same usual risk of doing
business and the disadvantage of being new when they begin their operations. In fact,
most dissolutions of 1JVs occur not through closing shop for good but through one
partner selling their stakes in the venture to the only other partner (Hennart, Kim &
Zeng, 1998). In other words, the joint venture becomes a WOS of one of its parent firms
by “internalizing” the joint venture. In this sense the IJV does not necessary fail. Rather
it transforms itself into another form, which denotes a change of ownership.

Hence, the problem is that there are not many studies on 1JVs that see this
transformation as a non-failure. The stance of seeing it as a non-failure vis-a-vis failure
will provide useful insights for practitioners and policymakers in determining whether

the transition and eventual transformation of 1JVs to WOS is something desirable and



provides a basis for an evaluation of whether the transformation to WOS or retaining its
current form is called for. Policies that will assist directly or indirectly in this evaluation
is thus a step in the right direction and these are what the current study hopes to

contribute.

1.3 RESEARCH GAP

When relatively mature 1JVs later evolve to WOSs, the pertinent question to be asked
is what factors contribute to their transformation to a WOS, not so much on why the
IJVs concerned had failed. This is an important, relevant and interesting question,
particularly in the context of the present global business climate, because many MNCs
which formed pioneering 1JVs in transitional economies are restructuring them to
indicate the strategicness of their move (Luo, 2007).

Unfortunately, there is a dearth of profound researches (Inkpen & Currall, 2004),
in this area, particularly with regard to the evolution of the 1JVs to WOS and which
parents — domestic or foreign — will internalize the transitioning IJVs. Data on this area
are quite scarce. Some researchers approach the issue in the context of possible
differences between the 1JV partners (Steensma et al, 2008, Nguyen 2009b). However,
the existence of differences alone does not necessarily lead to the conversion of 1JV to
WOQOS. The process of conversion from IJV to WOS may not be that simple.

But a beginning in this area was made with a research on the evolution and
internalization of 1JVs with regards to Hungary, a transitioning economy (Steensma et
al, 2008). It investigated the crucial circumstances that drove 1JVs to be internalized by
one of the parents. Specifically, the study went deeper and explored further on the
crucial question of which of the two parent companies internalizes the JV in an event

of its conversion into WOS. The foreign parent can purchase the share of the domestic



parent firm to operate in the host country as a foreign-based WQOS, or the domestic
partner can achieve the same by buying out the stake of the foreign partner and becomes
a sole, full owner of the 1JV.

Foreign companies set up 1JVs in Malaysia because of political stability,
economic growth, relatively lower cost of labor and resources and the encouragement
and incentives provided by the government (Sulaiman, Kechik & Wafa, 1999). That is
the bedrock of the start of many 1IJVs in Malaysia through government-induced
incentives in encouraging foreign direct investments (FDIs).

In emerging economies that rely on FDIs such as Malaysia, it is imperative to
understand the factors that goad 1JVs to dissolve or be incorporated by one of its parent
companies. Who control the IJV has political, economic and social ramification, as it
provides insight into the adaptive measures the 1JV managers might take to improve on
their IJV as it evolves (Yan & Zeng, 1999). Moreover, adopting the adaptive measures
at the wrong time or conditions can have an adverse effect on the overall worth of the
parent partner (Kogut, 1991; Reuer & Miller, 1997).

Most studies on 1JVs used the social exchange theory (SET) to get a better
understanding and perspective of relational dynamics in analyzing IJV behaviors
whether in terms of control, conflict or power imbalance. The present study is no
exception but in one important aspect, it tries to fill the research gap by using the theory
of planned behavior (TPB) to analyze and understand the issues surrounding the
transition and evolution of IJVs to WOS in terms of behavioral intentions. The TPB
specifies that the three immediate antecedents and strong influencers of any behavioral
intention, which are personal attitudes, social norms towards the behavior and perceived

behavioral control that one holds.



1.4 RESEARCH OBJECTIVES

This research intends to extend the application of SET and TPB to IJV research. By
doing so, it is hoped that combined insights of these two theories will enhance the
understanding of the factors that cause 1JVs to transit and later evolve to WOS. This
research is also an attempt to extend the beginning made by Steensma, et al. (2008) in
exploring the evolution and internalization of IJVs to WOS in Hungary to the Malaysian
context. This is a maiden attempt to analyze the phenomenon of 1JVs in Malaysia
transiting and eventually transforming themselves to WOS. The aim is to re-emphasize
the depth and significance of the topic to the field and to attract the attention it deserves
in the business and academic circles. It summarizes the factors, which are believed to
facilitate and engender the conversion from 1JVs to WOS in Malaysia. Specifically, the
current study tries to identify the factors that contribute to the conflict and conversion
of IJVs to WOS. Two other distinct objectives of the research are to identify the
relationship between factors and the extent of conflict in playing a role in the conversion
of 1JVs to WOS, and to determine the role of conflict in the relationship between the
factors and conversion to WOS. The study attempts to delve into this in greater detail
in a refined way. The study will also test the relevant hypothesis regarding the difference
that could engender the transitioning from 1JV to WOS in Malaysia. The factors that
have some implications on the prospects and challenges of shared ownership that are
within the control of 1JV managers will be the focus of this research.

Hence, the major objectives of this research are:

1- To identify the factors that contribute to conflict and conversion of 1JVs to

WOS in Malaysia;
2- To determine the relationship between these factors and the extent of

conflict in playing a role in the conversion of IJVs to WOS in Malaysia;



3- To ascertain the mediating role of the level of conflict in IJV in the
relationship between the factors and conversion of IJV into WOS in

Malaysia;

1.5 RESEARCH QUESTIONS

Given the research objectives in 1.4, the followings are the research questions:

1. Does conflict influence the transitioning and eventual evolution of an 1JV

to a WOS?

2. In Malaysia, what are the other factors that lead to conflict?

3. What are the relationships between these factors and intention to convert to

a WOSs?

4. Does conflict play a mediating role between these factors and the intention

to convert to WOS?

The question of which parent takes control of an IJV after its conversion to WOS
is an important one because as mentioned in section 1.3, the degree of control by the
foreign and domestic parents has important ramifications for the economy of Malaysia.
The pioneering Hungarian study by Steensma et al (2008) had identified two factors —
power imbalance and the transfer of knowledge to IJV by its foreign parent — working
with conflict in a mediating role to result in a conversion of IJV to WOS. But the study
did not make an attempt to ascertain which factor is the more critical in contributing to
the change of status to WOS. The present study will attempt to do this in the Malaysian
context.

Since the focus of past studies has relied mainly on power imbalance, conflict
and knowledge from the parent company to the 1JV in explaining the unstable nature of

IJVs, a complete appreciation of IJV evolution to WOS requires observing the



interactions among these three variables. These previous studies postulated that level of
conflict, power imbalance and learning in 1JV to interact in such a way as to create
unstable conditions that ultimately leads to its internalization by one of its parents

(Steensma et al., 2008).

1.6 SIGNIFICANCE OF THE STUDY

The value of this study should not be underestimated, as it is very relevant to the current
economic reality in Malaysia. Malaysia has big development plans. It is one of the few
countries in the world that has made the business of attracting FDI to both a fine art and
science. The lynchpin of this effort to attract FDI is a transformational new economic
model with its Economic Transformation Program (ETP) at its core that is envisioned
to make Malaysia a developed and high-income nation. Under the ETP conceived in
2006, five specially created economic corridors were established, and these economic
corridors are actively seeking the entry of FDIs into Malaysia.

The findings of this study will go a long way in putting a proper perspective on
the efforts to attract FDIs in terms of whether that FDIs initially begins life as an 1JV or
WOS and later evolves to WOS or IJV respectively. Whichever way it turns out,
Malaysia will gain benefits in terms of higher employment and transfer of knowledge.
Apart from this, the study in itself tries to value-add previous researches by expanding
and improving them. Moreover, the application of knowledge in the areas of TPB, SET
and Organizational Learning (OL) will provide valuable insights to practitioners of IJV

and policymakers, not to mention a form of inducement for further research.



1.7 DELIMITATION OF THE STUDY

The use of cross-sectional design in this study as opposed to a longitudinal one may be
a limiting factor of this study. This is due to the fact that the time period granted for the
completion of the research does not permit the use of longitudinal data, which covers
three to five years, as in the case of the Hungarian study. But this limitation will be
greatly remedied when the question on intention to form WOS will be included in the
survey questionnaire.

Intention to form WOS will be used as a proxy to measure the transition and
evolution of 1JVs to WOS. Also, the literature on 1JV exit (e.g. Nemeth & Nippa, 2013)
has pointed out to the need to make a distinction between an intended vis-a-vis
unintended exits. This will be elaborated in greater detail in Chapter Two in the context
of discussion on whether an 1JV exit must necessarily denote a failure on the part of the
V.

Although the ideal population is all the IJVs incorporated in Malaysia, given the
scope and time limitation of this study, the population under study for this research will
be all the 1JVs registered with Malaysian Industrial Development Authority (MIDA).
From the list of MIDA, a simple random sampling procedure has been used to select
the 1JVs. All endeavors were made to increase the response rate. The unit of analysis
of this study is IJV, which is consistent with the literature findings on the determinant

of the conversion (intention as the proxy) from IJV to WOS.

1.8 A BRIEF PROFILE OF MALAYSIA’S FDI

FDI is one way of investments from overseas entering a country. The other way is via
foreign portfolio investment (FPI). Collectively they are known as private investments

or private capital flows. When foreign investors spend their monies directly in the



productive assets of a country, it creates FDI. But when investors spend their monies by
buying financial assets such as stocks and bonds of entities in other jurisdiction, this is
called FPI. An important thing to note is that FDI is not synonymous to an IJV because
it can also take the form of WOS of the foreign firms.

FDI plays an important role in raising the income of a nation in a sustainable
manner. Its benefits include accessibility to new markets, and the transfer of new
technology and management skills. Unlike external borrowing in which repayments
must be made regardless of profit or loss, outflows in FDI are settled out of profits. This
is why since the 1970s, all governments have accorded high priority in attracting FDI,
which was the reason for the dazzling economic growth rates of East and Southeast Asia
(e.g. Japan, South Korea, China, Taiwan, Singapore, Hong Kong, Malaysia, Thailand,
Indonesia and Vietnam) then. These inflows of FDI have resulted in high employment
opportunities, contributed to raising incomes, upgraded technology, improved
marketing and branding, and the adoption of a more sophisticated management.

The 2013 figures released by Malaysia’s Ministry of International Trade and
Industry (MITI) and Malaysian Investment Development Authority (MIDA) showed
the country achieving its highest-ever FDI in 2013 at RM38.8 billion — a 24% increase
over 2012. This is higher than the previous record — a 3.9% increase of RM37.3 billion
in 2011. This is no mean feat when compared to the FDIs of developing nations and
Southeast Asia attained during the same period — 6.2% and 2.4% respectively, as
reported by the United Nations Conference for Trade and Development. Globally, the
increase was 11% (UNCTAD, 2013).

The figure for private investments is a total record of RM161.1 billion —a 14.9%
increase from the RM140.2 billion recorded in 2012, and surpassing the annual average

target of RM148 billion under the 10th Malaysia Plan. In 2013, UNCTAD rated



Malaysia as the 16th best investment destination, the same level as France and Canada.
This was an improvement on its 19th position in 2012. The UN agency also ranked
Malaysia 11th out of the top 20 economies with the highest FDI rates of return — 17%
in 2011. (UNCTAD, 2013)

At the institutional level, FDI has also its peculiar effect on bilateral relations
between a country and its neighbors or trading partners. Appendix 1.1 highlights two
cases of how an asymmetry in trading positions between Malaysia and China leads to a
race for attracting the outbound Chinese investment. The two conflicting sides of FDI
involving Malaysia-China and Malaysia-Singapore are attached as Appendix 1.1. And
all these would definitely have an impact on IJVs in Malaysia transitioning and evolving
to WOSs.

The need to attract FDI is not limited to only developing or transitional
economies. In today’s interconnected and interdependent world economic order, the
need for FDI to boost the economic growth of a country is a universal reality such that
among the job descriptions of a modern Head of State or Government is to be a savvy
master salesman with good sales pitches that will attract foreign investors to pour their
money in his or her country. Even an economic superpower like the USA needs FDI to
boost its sagging economy; hence the jet setting travel of President Barack Obama to
India and the capitals of the Association of Southeast Asian Nation (ASEAN) member
countries in the last few years.

Hence, an understanding of the dynamics of IJVs and their conversion to WOS
is crucial to the success of the efforts to attract FDI in Malaysia in general and its ETP
program, in particular. The findings of this study will help in understanding the enabling
structures and useful framework for 1JVs conversion to WOS in Malaysia. The research

will also contribute to the body of empirical evidence for application of this study in
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