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Abstract
China is becoming a powerhouse of the world economy nowadays. Its high economic growth and
large domestic market attract many Western companies to invest there. Partnering with local
companies is a common way for most Western companies to enter the Chinese market and learn about
the new business environment for the first time while implementing their international expansion
strategy. However, finding the right impetus for the partnership strategy to achieve the business goals
is not easy as, quite commonly and for various reasons, many partnerships are dissolved before they
achieve the expected goals.
The aim of this study is to identify the key activities of partnership development in the context of
Sino-Finnish partnerships. Two types of partnerships appear in this study, i.e. joint ventures and
manufacturer-distributor partnerships. A multiple case study methodology is adopted in the empirical
study. A framework for partnership development is used to examine the partnership process in China.
The key activities are identified in the formation and management stages. In the formation stage of
the partnership, three key activities are identified for partnership development: learning and assessing
the motives of the partners, partner selection, and choice of type of partnership. In the management
stage, four key activities are identified: human resource management, knowledge transfer, risk
management, and cultural differences.
The framework for partnership analysis is adapted in line with the case study results. The results
of the case study are as follows. The motives of partnerships stem from the partners' own needs and
their strategies of development. In addition to the motives suiting both partners, the strategies of the
Finnish or incoming partners should also suit the contemporary business environment in China. Task
and partner-related dimensions feature in the criteria of partner selection. Human resource
management is perceived as a fundamental activity in partnership management and happens either by
localization or hybridization in the case partnerships. The central issues of human resource
management are the recruitment and retention of both management level, and technical, personnel.
Complementary knowledge transfer between partners contributes to supporting the operations and
joint activities of the partnerships. The risks to partnerships are sourced as twofold by the case
partners – from inside the partnerships and the business environment – and are dealt with as they arise.
Cultural differences in the partnerships require inter-organizational and interpersonal adaptation.
Trust and open communication are two facilitators in the management process of partnerships.

Keywords: China, joint venture, manufacturer-distributor partnership, partnership,
partnership formation, partnership management, Sino-Western partnership
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1 Introduction
1.1 General background
Nowadays, China is the largest and fastest growing emerging economy in the world. At
the same time, China is also the third largest recipient of FDI (Foreign Direct Investment)
in the world after the USA and the UK (www.huaxia.com 2006). China’s emerging
economy involves significant institutional transition and is characterized by highly
uncertain and dynamic markets (Li et al. 2005), which have opened up and developed
rapidly, and thus promising opportunities have emerged for Western companies engaged
in international business. More and more Western companies inevitably will be involved
in the China phenomenon in order to gain sustainable competitive advantages for survival
today and prosperity tomorrow.
Partnering with local companies is a common means adopted by most Western
companies entering the Chinese market to learn the new business environment for the
first time while they implement their international expansion strategy. Moreover,
partnering is effective for when the companies expect to become quickly involved in the
internationalization process through leveraging the other companies’ resources and
competencies. Finding the right partner for cooperation may be beneficial for both
partners involved because two partners are then able to consolidate their market place,
strengthen their core competency, gain access to new markets, save costs, and gain
complementary resources. However, driving the partnership strategy to achieve the
business goals is not an easy job, since it is quite common that many partnerships are
dissolved for various reasons before they achieve the desired targets, especially when the
partnering process is carried out in a cross-cultural context. At the same time, even after a
partnership has been formed, the partnership may be dissolved or fail because of lack of
cooperation and trust, inadequate advance planning, too many detailed negotiations and
too little managing of the actual alliance, lack of organizational capabilities and resources
to manage cooperative relationships, strategic mismatch, size mismatch, cultural
mismatch, change in strategy of one partner, and wrong choice of partner or wrong initial
strategy (Koze & Lewin 2000).
Substantial researches contribute to studying the establishment of a fruitful partnership
from the initial stage of formation to ongoing relationship management (Harrigan 1986,
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Contractor & Lorange 1988, Lorange & Roos 1991, 1993, Mohr & Spekman 1994,
Stafford 1994, Hoffmann & Schlosser 2001, Kuglin & Hook 2002, Segil 2004). The
research offers insight into how to better manage these relationships to ensure success by
identifying the primary characteristics of partnership success which includes partnership
attributes of commitment, coordination, and trust; communication quality and
participation; and the conflict resolution technique of joint problem solving (Mohr &
Spekman 1994). Stafford (1994) points out that the key to success is careful planning for
alliance architects by choosing cooperative strategy, determining relationships and
selecting partners. Hoffmann and Schlosser (2001) conclude that “soft” facts such as trust
and “hard” facts such as strategic compatibility and appropriate governance mechanisms
have an important influence on alliance success. Careful strategic planning and good
partnership preparation are essential for alliance, but the full value of an alliance has to be
developed as it evolves. Segil (2004) suggests using different metrics in the different
stages of the alliance life-cycle so that a successful alliance will be planned, developed
and implemented. Contractor and Lorange (1988) analyze the various rationales for the
firms’ entering a partnership and discussed the structure and performance of cooperative
ventures, as well as managing cooperative relationship. Harrigan (1986) focuses on the
domestic joint ventures to provide an analytical framework identifying the benefits and
pitfalls of using joint venture. He states that joint ventures typically are an unstable form
of organization which requires sensitive interaction between the venture and each owner.
The viability of the joint venture itself is of critical importance. He also argues that the
change over time is a critical feature of joint venture management. Lorange and Roos
(1991) suggest a series of guidelines to structure the internal formation process in order to
build the foundation of a successful strategic alliance. Lorange and Roos (1993) further
address the issue of how to strengthen one’s managerial skills to succeed in using the
strategic alliance approach. They provide systematic analysis on how to form, implement,
and allow strategic alliances to evolve over time in order to achieve synergy. Kuglin and
Hook (2002) offer a road map on what it takes to successfully develop an alliance with
another company walking through a series of events in the alliance formation and
management. In spite of much research on such alliances, some researchers argue that
scholars know little about the underlying causes of successful alliance (Smith et al. 1995,
Varadarajan & Cunningham 1995). Saxton (1997) believes that what is lacking is
systematic analysis within a sample of alliances of the factors associated with those that
are satisfactory and beneficial to partner firms. Since there are complicated and a
multitude of details needed to deal with the process of partnership, one concern is still
ambiguous as to what activities are key to the process of partnership development which
may critically lead to the success of partnership. Furthermore, most of the literature
focuses on the mature market-oriented business environment with Western cultural
background, which is quite different from the transitional form of the Chinese market.
Therefore, another concern is whether the Western-biased guidelines are also suitable for
the development process of partnership in the Chinese context.
Beginning from the 1990s, there was more and more literature on the Sino-Western
companies operating in China (Glaister & Wang 1993, Woodward & Liu 1993, Björkman
& Kock 1995, Verburg 1996, Worm 1997, Zhuang et al. 1998, Björkman & Lu 1999,
Hoon-Halbauer 1994, 1999, Fang 1999, 2001, Luo 1997, 1998a, 1998b, 2002, Vihakara
2006). Woodward and Liu (1993) provides some indications of the best practices to be

19
adopted in formulating and implementing strategies for penetrating the Chinese market
by recounting organizational experiences. Glaister and Wang (1993) reveal the motives
on the part of UK firms entering the Chinese market and the issues associated with
selecting the Chinese partners. Zhuang et al. (1998) focus on the external sources of
business risks. They find that there were political and economic sources of potential risks
for the foreign funded enterprises in China. Björkman & Kock (1995) examine the social
relationship and business networks of buyer-seller relationships in the Chinese context.
They analyze the possible choices for Western companies to gain access to Chinese social
networks when operating in China. Hoon-Halbauer (1994) presents an in-depth
longitudinal study of two major joint ventures in China. She involves a number of crucial
joint venture (JV) management themes in her study and notices that the role of executive
leadership, successful operations and management control were important to the
management process of JVs in China. Furthermore, Hoon-Halbauer (1999) suggests that
most problems encountered in the Sino-Western JVs are attributable to managerial
relationships and human interactions. She contends that managers working within JVs in
China would benefit greatly from understanding the dynamics of the relationships. HoonHalbauer (1999) finds that there were three principal managerial relationships in JVs: (1)
between two/more parents, (2) between parents and the venture; and (3) between two
groups of staff. Luo (1997, 1998a, 1998b, 2002) contributes to the issues on partner
selection, trust building, and the performance of international strategic alliance in China.
Some researchers pay particular attention to human resource management in SinoWestern companies (Verburg 1996, Björkman & Lu 1999). Some scholars concentrate on
the Chinese cultural aspects impacting on the negotiation (Fang 1999, 2001),
management process and organizational structure (Worm 1997), and managerial
communication (Vihakara 2006) in the Sino-Western business cooperation.
This body of research examines various aspects of Sino-Western partnerships in the
Chinese context. It provides guidelines based on empirical study in order to help
companies perform better in the Chinese context. Every piece of research contributes to
certain aspects which were complementary in the partnership process. However, detailed
aspects in the previous study do not effectively provide a clear overview on the process of
partnership development. There are still questions about what activities are critical to
developing a partnership in China from the performance view of a partnership.
At the same time, it is noticeable that most studies on Sino-Western companies focus
on equity cooperation i.e. joint ventures. The research is seldom done on a non-equity
cooperative form, such as manufacturer-distributor partnership, which is also a popular
way for Western companies entering the Chinese market. As Bello and Gilliland (1997)
mention, foreign distributors assume the responsibilities of marketing the manufacturers’
products and servicing customers in the local market. In comparison with other foreign
market entry alternatives, such as JV arrangements or overseas manufacturing operations,
exporting products through a distributor is a less resource-laden strategy. Especially for
those companies that lack foreign market knowledge or the necessary financial,
operational, and strategic resources, exporting through international intermediaries is a
relatively easy and practical way to enter overseas markets. Therefore, the study of such
non-equity partnerships should not be neglected. Another source is the existing literature
on international joint ventures (IJVs) focuses mainly on joint ventures between Western
MNCs (Multinational Corporations) and state-owned enterprises in China. Asian
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Development Bank (2003) makes a report on the development of private enterprise in
China. This report argues that after more than two decades of sustained reform, the
economy of the People’s Republic of China (PRC) bears scant resemblance to the
erratically performing command economy that preceded efforts beginning in 1979 to reintroduce market principles. Twenty plus years of growth at around 9% a year have
quadrupled the gross domestic product and made the PRC into a trillion (US) dollar
economy. To a very large extent, the driving force behind the PRC’s spectacular
economic gains has been the re-emergence of a dynamic private sector. However, there is
little study on the privately-owned firms in China involved in an internationalization
process. Therefore, this study also attempts to explore the phenomenon of partnership
between Western firms and privately-owned firms in China.

1.2 The Finnish background
Like other Western companies, more and more Finnish companies noticed the Chinese
emerging market and explored this market. The beginning of economic and trade
relationships between Chinese and Finnish companies can be traced back to the 1950s.
However, the rapid growth of Finnish companies investing in China occurred in recent
years. The business section of Helsingin Sanomat (www.hs.fi 2006) reports the
phenomenon as follows: “Finnish-owned corporations are expanding rapidly in China.
New factories are being built, and subcontracting by Finnish companies is increasing.
The number of Chinese people working for Finnish companies has approximately
doubled in about two years.” By the end of 2003, there were over 110 Sino-Finnish joint
ventures in China. The main business areas included the paper industry,
telecommunications and the machinery industry (www.fmprc.gov.cn 2003). The survey
conducted by the Confederation of Finnish Industry and Employers (TT) shows that
China has become the centre for Finnish companies in Asia. It is estimated by TT that
Finnish FDI will continuously grow in China in the next five years to reach nearly EUR
six billion of the investment (www.eiro.eurofound.eu.int 2003). The prediction is partly
corroborated by the business report in 2006 (www.hs.fi 2006):
“…Over the years Finnish companies have invested an estimated EUR five billion in
China. …The turnover of Finnish companies in China was EUR ten billion last year.”
However, the news also reports that one Finnish researcher was “concerned about the
weak knowledge of China in the Finnish business community. We lack an overall picture
of the change in China’s business environment.” At the same time, most Finnish
companies operating in China “have followed a pattern that first exports alone, then
forms a joint venture, and now has fully-owned factories and a service centre” (www.hs.fi
2006). Moreover, according to the reports of the Finnish Ministry of Trade and Industry
(1999), Finnish enterprises structure is dominated by the small and medium-sized
enterprises (SMEs), which is 99.8% of all enterprises. All enterprises are affected by the
internationalized business environment, irrespective of their size and sectors. However,
huge differences in the political and economic structures in China make it difficult for
many of the smaller Finnish enterprises to benefit from the new market. Meanwhile, the
lack of homogeneity of the Finnish and Chinese markets offers marketing opportunities
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for Finnish SMEs. SMEs capable of cooperation and focused on highly specialized niche
markets have especially great opportunities to benefit from the new market. (Ministry of
Trade and Industry 1999). The report reveals that resources limitations are a critical issue
considered by most Finnish companies when dealing with the challenges and
opportunities from the China phenomenon and a lack of international experience may
also cause a big barrier for the Finnish SMEs to explore the Chinese emerging market by
themselves. Therefore, partnering with local firms would be probably a best practice as
the first step to learning the value experiences of business development in China, which
has been the case of some pioneering Finnish large companies such as Nokia and Metso.
In this context, there is a great need to study the Finnish companies beginning their
new ventures in China when they adopt the partnership strategy. Hence, the object of this
study is narrowed to focus on Sino-Finnish partnerships. The research question is carried
out within this background of cooperation between two specified partners.

1.3 Research questions
This study examines the issues surrounding the process of partnership development in the
Chinese context. The main research question is how to develop a successful partnership
in China. The starting point of this study is to identify the key activities for developing
successful partnerships through a theoretical study. The purpose of the theoretical study is
to identify the activities in the process of partnership development which have positive
relationships on the performance of the partnership. Furthermore, this study describes
how the partners practice the key activities in order to achieve better performance in the
cases of Sino-Finnish partnerships. Therefore, the research question is formulated by the
following questions:
Q1: What are the key activities in the process of partnership development which are
related to the performance of partnership?
Q2: How do the partners perform these activities in the process of partnership
development?
The process of partnership development is described in different terms, such as alliance
evolution (Hoffmann & Schlosser 2001), and alliance life cycle (Segil 2004). Usually,
this process may include formation and management stages with five steps (Fig. 1).
Naturally, the operations of the partnership could be grouped into two parts: forming the
partnership, and managing the ongoing relationship. Therefore, this study aims to identify
the critical activities leading to a successful partnership in the two parts of partnership.
Consequently, the first research question would be broken into two sub-questions as
follows:
Q1-1: what are the key activities in forming a partnership?
Q1-2: what are the key activities in managing the ongoing relationship?
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Strategic analysis and decision to
form partnership
Formation stage

Select right partner from potential
candidates

Design the partnership

Evaluation/termination
partnership

of

the

Management stage

Implementation and management
the partnership

Fig. 1. The process of partnership development.
This study approaches the research questions from both the theoretical and empirical
perspectives. In this theoretical part, the research questions are studied from the rationales
of partnership and existing literature on strategic alliances and JV studies. The purpose of
the theoretical part is to answer the first research question and create a conceptual
framework to understand the issues associated with the implementation of partnership
strategy.
The empirical part of this study analyzes the phenomenon of partnership in multiple
case studies based on the elaboration made in the theoretical part. The purpose of the
empirical study is to identify the partners’ practices in the critical activities identified by
the first research question in order to shed light on the performance improvement of
partnership. The empirical part of the study provides an approval of the theoretical part as
well as a benchmark of the companies’ practices in the real world.

1.4 Research objectives
The research objectives always have two aspects namely pure and applied research. As to
the pure research objective, this study aims to identify the activities related to the
performance of the partnership in the Chinese context. This theme is illustrated by
theoretical and empirical study. At the same time, this study involves a non-equity
cooperative form of partnership in addition to an equity cooperative form such as JV.
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Moreover, this study explores the operations of partnership between not only Chinese
state-owned, but also privately-owned companies, and Finnish companies which may
partly fill the gap in the existing literature on partnership in the Chinese context.
Although the study concentrates on the special context of Sino-Finnish partnerships in
China, a broad summary of the theoretical framework and abundant data is provided to
explain the process of the partnership formation and management in the study. The results
of the study are useful for other Western companies to develop their business in China
and for academic researchers who are engaged in the study of Sino-Western partnership.
In terms of applicability, the primary purpose is to provide understanding and
guidelines for those novice Sino-Western companies raising the odds of success through
partnership strategy. Understanding here means that both Chinese and Finnish companies
would pay special attention to certain activities when planning and implementing
partnership strategy; as well as predicting some problems and preparing for that. Through
studying the process of partnership development between Finnish and Chinese
companies, this research aims to provide some guidelines so that partner companies
would know how to adapt quickly and put the partnership on the right track to achieving
strategic goals in the Chinese context.

1.5 Outline of the study
This study consists of six chapters (Fig. 2).
Chapter 1 begins with the background of the study. The process and challenges of the
partnership development are briefly introduced. The research questions and research
objectives are defined.
Chapter 2 sets out the definitions and forms of the partnership in the literature and the
theoretical rationales on partnerships. The purpose of this chapter is to define the
partnership in this study, and also to introduce the theories used in partnership study and
establish a theoretical background for the preliminary research framework.
Chapter 3 reviews the literature on partnership formation and management. The
critical activities related to the two stages of the partnership development are summarized
respectively as the answers to the research question Q1 and its sub-questions. A research
framework is developed based on the general review of JVs and strategic alliances
studies, as well as JV studies in the Chinese context, which is an explanation-building
base for the following case analysis in the empirical study.
Chapter 4 presents the research methodology in this study. The study is defined as
qualitative research, and a multiple case study methodology is selected to apply to the
study. The case companies, interviewees, and the process of data collection are
introduced. The bias in data collection is discussed.
Chapter 5 presents the empirical study. This part describes the cases in the study. The
cases are classified into two groups which are JVs and manufacturer-distributor
partnerships. Each case is subject to the same analysis according to the research
framework. Cross case discussions are carried out on the two groups of partnership. The
purpose of the empirical study is to find the answers to the research question Q2.
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Chapter 6 summarizes the findings of the theoretical and empirical studies, as well the
theoretical contributions and managerial implications of this study. The validity and
reliability of this study are discussed as well as the research limitations, and suggestions
for further studies are made.
Chapter 1: Introduction
Background to the research
Research questions and objectives

Chapter 2: Strategic partnership and theoretical rationales
Definition of strategic partnership
Rationales of strategic partnership
Preliminary consideration of the research framework

Chapter 3: Towards a conceptual framework
Literature review on the process of partnership development
Answer to Q1: what are the key activities in the process of partnership
development which are related to performance of the partnership?

Chapter 4: Research methodology
Methodology choice
Case companies and interviewees
Data collection and bias in data collection

Chapter 5: Case study
Case analysis according to the research framework
Answer to Q2: How do the partners perform these activities in the process of
partnership development?

Chapter 6: Conclusions
Theoretical and empirical findings
Theoretical and managerial implications
Validity and reliability of the study
Research limitation and further studies

Fig. 2. The outline of the study.

2 Strategic partnership and theoretical rationales
2.1 Strategic partnership: definition and types
This research focuses on the partnership phenomenon between Finnish and Chinese
companies. However, partnership as a concept is frequently used in the area of
development cooperation, even though the term itself is seldom defined. It is often not
clear what precisely is meant by partnership, and what the practical approaches for it are.
(Alasuutari 2005). Therefore, it is necessary to begin the study with a definition of
partnership.
To describe an inter-firm relationship, many terms are used in the literature, such as
strategic alliance (Devlin & Bleachley 1988, Willcocks & Choi 1995, Teegen 2000),
cooperation (Mead 1976, Buckley & Casson 1988, Anderson & Narus 1990), and
partnership (Hendrick & Ellram 1993, Mohr & Spekman 1994, Ellram 1995). These
terms are widely used with a variety of definitions for different purposes of the research.
Sometimes, they are even synonymous in the literature for indicating an inter-firm
cooperative arrangement. Table 1 lists the definitions of the terms given by different
authors. The similarities and differences between these terms are clearly identified.
According to these definitions, strategic alliance, cooperation and partnership are not
essentially distinguished from each other in practice. The nature of these terms describes
the relationships established between companies for mutual benefits which involves a
commitment process to the long-term strategic goals. The relationships may involve more
than two companies.
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Table 1. The definitions of different terms to describe inter-firm relationships.
Relationship term Definition
Strategic alliance

Strategic alliances take place in the context of a company’s long-term strategic plan and
seek to improve or dramatically change a company’s competitive position (Devlin &
Bleachley 1988).
Strategic alliances are partnerships between two or more independent organizations
(Teegen 2000).
Strategic alliances are collaborative inter-organizational relationships involving voluntary
efforts and significant resources of two or more organizations to create, add to, or
maximize, their joint value (Willcocks & Choi 1995).
Strategic alliance is defined as a long-term cooperative arrangement between two or more
independent firms that engage in business activities for mutual economic gain (Tsang
1998a).
Strategic alliances are partnerships between firms whereby their resources, capabilities,
and core competencies are combined to pursue mutual interests in designing,
manufacturing, or distributing goods or services (Combs & Ketchen 1999).

Cooperation

Cooperation is defined as the act of working together to one end (Mead 1976).
Cooperation is coordination effected through mutual forbearance. (Buckley & Casson
1988).
Cooperation as similar complementary coordinated activities performed by firms in a
business relationship to produce superior mutual outcomes or singular outcomes with
expected reciprocity over time (Anderson & Narus 1990).

Partnership

Partnership as an ongoing relationship between two organizations which involves a
commitment over an extended time period, and a mutual sharing of the risks and rewards
of the relationship (Hendrick & Ellram 1993).
Partnership is a two-way relationship involving a mutual exchange of ideas, information,
and benefit (Ellram 1995).
Partnership is purposive strategic relationship between independent firms who share
compatible goals, strive for mutual benefit, and acknowledge a high level of mutual
interdependence (Mohr & Spekman 1994).

The relationship between companies must involve the contributions from the partner
companies on the various resources needed. The way to organize these resources must be
taken into account so that the relationship can be effectively managed to achieve the
targets the partners desired. The type of the relationship between the partner companies
reflects the way to organize the resources, and also indicates the management style in the
ongoing relationship because the commitment level of the partners is usually determined
by the resources they contribute to the relationship. The types of the relationship between
the partners companies are also provided in the study according to the different
definitions (Table 2). Segil (2004) suggests the types of strategic alliance according to the
human and capital resources involved. With more human and capital resources involved
in the alliance, more risks will be confronted by partner companies. Contractor and
Lorange (1988) argue that different cooperative types exist in a continuous scale between
low extent of inter-organizational dependence and high extent of inter-organizational
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dependence. Vilkamo and Keil (2003) consider partnership as an umbrella concept which
includes different types from equity cooperation to non-equity cooperation.
Table 2. The types of strategic alliance, cooperation and partnership.
Relationship

Types of inter-firm relationship

term
Strategic

Segil (2004):

alliance

Low risk-human-capital resources
Joint marketing/distribution/supplier/
channel/customer/outsourcing
OEM/licensing/private label
R&D/Tech transfer/integrated planning manufacturing
Joint venture, equity investment
Mergers& acquisitions
High risk-human-capital resources

Cooperation

Contractor & Lorange (1988):
Low extent of interorganizational dependence
Technical training/start-up assistance agreement
Production/assembly/buyback agreements
Patent licensing
Franchising
Know-how licensing
Management/marketing service agreement
Non-equity cooperative agreements in
Exploration
Research partnership
Development/co-production
Equity joint venture
High extent of interorganizational dependence

Partnership

Vilkamo & Keil (2003):
Partnering can be considered as an umbrella concept that may include basic elements
(equity, licenses) of other forms of cooperation (licensing, minority investment).

For the purposes of the study, the term – strategic partnership – is used to depict the
cooperation takes place in dyadic relationship, which is a bilateral cooperation between
two independent companies. In this study, a strategic partnership is defined as an
interactive relationship of strategic development between two independent companies for
mutual benefits in the long-term. Two points are addressed in this definition. One is that
the relationship should be interactive. Since the partnership concept rests on the notion
that performance can be significantly improved through joint, mutually dependent action
(Henderson 1990), one-sided contribution may not make the partnership work well
because the purpose of the partnership is mutual benefits. Another point is the strategic
development. An arm’s-length relationship between the partner companies is obviously
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ruled out by this study. Since the goals of such relationship are not suitable for the partner
companies’ development in the long run, no management issues are involved.
As to the type of partnership, joint venture and manufacturer-distributor partnership
are the two types are studied in the research. The two types are common ways of
partnership while they have distinctive differences. A joint venture often implies the
creation of a separate corporation, whose stock is shared by Chinese and Finnish partners,
each expecting a proportional share of dividends as compensation. A manufacturerdistributor partnership involves joint activities on Chinese market exploration without the
creation of a new corporate entity.

2.2 Theoretical rationales of strategic partnerships
Although there is an extensive amount of literature dealing with partnerships, a
comprehensive theory of inter-firm cooperation has not yet emerged. The research on
partnerships is characterized by considerable diversity in conceptual framework, applied
methods, empirical data and findings. (Hoffmann & Schlosser 2001). There are five main
theories to explain the rationales of strategic partnerships in existing literature. These
theories are transaction cost theory, resource-based theory, knowledge-based theory,
organizational learning perspective, and sociological approaches. The following sections
give the main rationales of strategic partnership by different theories.

2.2.1 Transaction cost theory
Transaction cost theory is a theory of the firm that explains the existence of a firm.
Williamson (1975, 1985) suggests that the existence of a firm (a type of hierarchy) is the
direct result of “asset specificity”: the degree to which an asset is more valuable to a user
that will employ the asset in a particular manner, than to other users with different
intended uses for the asset. As such, the demand for the specific asset will eventually be
reduced to a small group of regularly transacting parties. The point of view can also be
understood as transactional difficulties and transaction costs increase when transactions
are characterized by: (1) asset specificity (that is, transactions require investments which
are specific to the requirements of a particular exchange relationship); (2) uncertainty
(that is, ambiguity as to transaction definition and performance), (3) infrequency (that is,
transactions which are seldom undertaken) (Williamson 1985).
Therefore, organizations will seek governance structures that economize on
transaction costs under competitive conditions, and then the choice of governance
mechanism influences efficiency (Reve 1990). The basic rule is that when the marginal
costs of using markets (transaction costs) are higher than the costs of running the
company (managing costs), the transaction should be organized within the company and
vice versa (Coase 1937). In detail, the governance structure among organizations is
determined by the properties of transaction in transaction cost theory (Williamson 1985).
When asset specificity and uncertainty is low, and transactions are relatively frequent,
transactions will be governed by markets. High asset specificity and uncertainty will
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produce transactional difficulties which lead transactions to be internalized within the
firm. Medium levels of asset specificity suggest bilateral relations, for example through
various types of cooperative agreements between the transacting parties, to be the more
efficient governance structure (Reve 1990). To attain strategic goals, a firm may need
complementary skills to support. The complementary skills, which by definition are of
medium asset specificity, are efficiently governed by bilateral relations (Reve 1990).
Conclusively, the major governance mechanisms, building on Coase’s (1937) work on
institutional form, are the market or the firm, with a range of intermediary forms of
bilateral relations (Williamson 1979). Therefore, transaction cost theory provides a
powerful general theory of partnership formation (Varis & Conn 2002). It is used to
explain the formation of strategic alliance in some research (Hennart 1988, Kogut 1988).
Hennart (1988) shows that the transaction cost framework can provide a unifying
paradigm that accounts for the common element among seemingly dissimilar joint
ventures and provide new insights into their complex phenomena. Kogut (1988) discusses
the motivation of joint ventures from the perspective of transaction cost theory, and
explains why this particular mode of transaction is chosen over such alternatives as
acquisition, supply contract, licensing or spot market purchase.
Moreover, Williamson (1975) posits that transactions are costly to perform, due to
behavioral and external factors. The primary factors producing transactional difficulties
include that the organizations are bounded rationality and opportunism (Williamson
1985), which means the organizations have cognitive and perceptual limitations on the
part of the actors, and may seek self-interest with guile (Reve 1990). In addition, the
organization may be impacted by the asymmetrical distribution of information among the
exchanging parties, and face a small number bargaining under oligopoly conditions (Reve
1990). Therefore, transaction cost theory also provides the managerial implications on the
partnership management.
To sum up, transaction cost theory regards a strategic alliance as one type of
organization, lying between the market and hierarchy with medium asset specificity,
which minimizes transaction costs under certain circumstances. Transaction cost theory
also recognizes the risks in managing strategic alliances because of the opportunism of
partners.

2.2.2 Resource-based theory
Wernerfelt (1984) begins to look at firms in terms of their resources rather than in terms
of their products. The resourced-based theory explains firm as bundles of resources,
which consist of the total assets, capabilities, knowledge, organizational structure,
procedures, and so forth that are possessed and controlled by the firm (Wernerfelt 1984,
Tsang 1998a). Grant (1996) argues that the resource-based view of the firm is less a
theory of firm structure and behavior than an attempt to explain and predict why some
firms are able to establish positions of sustainable competitive advantage and in doing so
earn superior returns. The resource-based view perceives the firms as a unique bundle of
idiosyncratic resources and capabilities where the primary task of management is to
maximize value through the optimal deployment of existing resources and capabilities,
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while developing the firm’s resource base for the future. There are different ways of
classifying these numerous firm resources. Barney (1991) believes the resources are
grouped into three categories, namely physical resources, human resources and
organizational resources. Physical resources include tangible assets such as the land,
plant, equipment, finished and semi-finished goods, as well as intangible assets such as
the brand name, copyright and patents. Human resources include the education, training,
experience, relationships, skills, and intelligence of individual staff in a firm. Finally,
organizational resources include the corporate culture, organizational culture,
organizational structure, rules, procedures, management information systems, as well as a
firm’s relationships with external institutions. (Barney 1991). The resource-based view of
the firm suggests that organizations can derive sustainable competitive advantage by
acquiring and structuring their resources and relations in a manner that is both longlasting and inimitable. Resource heterogeneity can be a source of sustainable competitive
advantage, if resources and their related activity systems have complementarities
(Eisenhardt & Martin 2000). From this perspective an alliance arises when a firm needs
additional resources that cannot be purchased via market transaction and cannot be built
internally with acceptable cost and risk, or within an acceptable amount of time
(Eisenhardt & Schoonhoven 1996).
A study which applies the resource-based theory to alliances is Das and Teng’s (2000)
research. The researchers systematically apply the resource-based view to strategic
alliances to analyze the various aspects of strategic alliances which are the rationale,
formation, structure and performance of alliances with resource characteristics as
influencing factors. The researchers believe the inducement of alliance formation is
influenced by the mobility, imitability, and substitutability of resources. They also claim
that the alliance structure is selected on the basis of whether resources are property-based
or knowledge-based. Das and Teng further analyze the relationship between alliance
performance and inter-partner resource alignments. Resource alignments between
partners are classified as supplementary, complementary, surplus and wasteful
alignments. The researchers propose that alliance performance is positively related to
supplementary, complementary, and surplus alignments respectively, while negatively
related to wasteful alignment. This research shows that the resource-based view can be
applied to the study of the whole process of partnership development by exploring how
the partners organize and manage the resources they have.
There are several studies which compare the resource-based theory and the transaction
cost theory to explain strategic alliances. Yasuda (2005) compares the two theories in
their suitability to explain firms’ formation of strategic alliances under high-technology
business environments. In his empirical analysis he recognizes that the primary
motivation of strategic alliances is to access resources, followed by the shortening of the
time required for development or marketing. The research reaches the conclusion that the
resource-based theory prevails over the transaction cost theory to explain alliance
activities in high-technology industries. Das and Teng (2000) contend that the rationale
for entering into an alliance is based on the two theories. Based on the resource-based
theory, the alliance rationale is value maximization of firms through pooling and utilizing
valuable resources. Firms consider strategic alliances as strategies used to access other
firms’ resources, for the purpose of garnering otherwise unavailable competitive
advantages. On the other hand, firms’ ownership decision concentrates on minimizing the
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sum of transaction costs and production costs based on the transaction cost theory. An
alliance will be preferred when the transaction cost associated with an exchange are
intermediate and not high enough to justify vertical integration. Tsang (1998a) argues the
motivation and instability of alliances by comparing the two theories. According to the
resource-based theory, firms maximize profits through using and developing their
resources. Based on this theory, the fundamental motivation is to maximize the long term
profit and the inherent source of instability is the imitation of resources by partners. On
the other hand, the transaction cost theory assumes that the fundamental motivation for
alliances is to economize on transaction cost and the inherent source of their instability is
due to the opportunistic behavior of partners (Table 3). Chen and Chen (2003) compare
the two theories for the selection of governance structure of strategic alliances. They
separate governance structure into EJVs (equity joint ventures) and contractual alliances.
Contractual alliances are further delineated into integration alliances and exchange
alliances. Empirical analysis clarifies that the transaction cost theory is more relevant in
choosing between EJVs and contractual alliances, whereas the choice between exchange
and integration alliances is based on the resource profile of the partners.
Table 3. A comparison of transaction cost theory and resource-based theory (Tsang
1998a).
Element

Transaction cost theory

Level of analysis

Firm

Firm

Unit of analysis

Transaction

Resource

Primary object of

Existence of different governance

Sources of competitive advantage

explanation

structure

Central premise

Resource-based theory

Different governance structures are

Firms are heterogeneous in terms of

suitable for handling different

resource endowments

transactions
Fundamental motives

Economizing on transaction costs

Maximizing long-run profits through

for strategic alliance

through choosing an appropriate

using and developing firm resources

governance structure
Inherent source of

Opportunistic behavior of partners

Imitation of resources by partners

alliance instability

2.2.3 Knowledge-based theory
Knowledge-based theory of the firm has grown out of resource-based theory on the
nature and existence of firms. It focuses upon knowledge as the most strategically
important of the firm’s resources in terms of its contribution to value added and its
strategic significance (Grant 1996, 1997). Grant (1996) identifies the characteristics of
knowledge which have critical implications for management for the purpose of
developing a theory of the firm. These characteristics include transferability, capacity for
aggregation, appropriability, specialization in knowledge acquisition, and the knowledge
requirements of production. Grant (1996) believes these concepts establish a rationale for
the existence of firms. He argues that knowledge is created and held by individuals but

32
not organizations. The primary role of the organization is knowledge application rather
than knowledge creation. Firms apply knowledge to the production of goods and service.
Firms exist because markets are incapable of coordinating the knowledge of individual
specialists, which is the role of management within a firm (Grant 1996). Hence, a firm
plays the role that permits individuals to specialize in developing specialized expertise,
while establishing mechanisms through which individuals coordinate to integrate their
different knowledge bases in the transformation of inputs into outputs. These mechanisms
include (1) rules and directives – these include etiquette, social norms, and procedures,
(2) sequencing – each specialist’s input occurs independently in own time slot, (3)
routines – also called coordination by mutual adjustment – can support a high level of
simultaneity of individuals performing their own specialized tasks, (4) group problem
solving and decision making – unlike the three points above which seek efficiency
through minimizing communication, tasks high in complexity and uncertainty require
more personal contact and communication (Grant 1996, 1997).
Foss (1996) concludes that knowledge-based view explains firms as heterogeneous
knowledge-bearing entities from the works of Conner (1991), Kogut & Zander (1992),
and Dosi et al. (1992), which is a different perspective on the pure contractual
interpretation on the nature of the firm. A firm is not only an efficient contractual entity,
but also functions as a repository of distinct productive (technological and organizational)
knowledge, and as an entity that can learn – and grow – on the basis of this knowledge
(Dosi et al. 1992). From this perspective, Grant (1997) believes knowledge-based theory
yields insight on the role of a strategic alliance in terms of its implications from
management practices. Since market is inefficient for coordinating knowledge, by
resorting to cooperation with other firms, a firm is able to both better utilize its internal
knowledge resources and access the knowledge resources of outside firms. As the
knowledge boundaries of individual industries become increasingly fluid, such inter-firm
collaboration also avoids the long time lags in developing new capabilities internally, and
allows firms “strategic options” on new technologies in the face of uncertainty over
future knowledge requirements (Grant 1997). Thus, alliances provide the best context for
creating value by exchanging or combining dispersed knowledge. Firms that face high
environmental uncertainty especially can utilize alliances to enhance and speed up
organizational learning, reshape their environment and reduce strategic uncertainty
(Hoffmann & Schlosser 2001).
Furthermore, Grant and Baden-Fuller (2004) believe that the development of an
effective knowledge-based theory of alliance formation has been inhibited by a simplistic
view of alliances as vehicles for organizational learning in which strategic alliances have
presumed to be motivated by the firms’ desire to acquire knowledge from one another,
since knowledge-based explanations of the formation of strategic alliance have their roots
in resource-based theory on alliances. Their work develops a more precise theory
concerning the role of knowledge in alliances, emphasizing the role of alliances as
mechanisms for knowledge accessing. Grant and Baden-Fuller (2004) argue that the
primary advantage of alliances over both firms and markets is in accessing rather than
acquiring knowledge. Hence, they show that alliances contribute to efficiency in
knowledge application rather than knowledge generation. However, Grant and BadenFuller (2004) also suggest that there is a clear need for further theoretical development.
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The dichotomy between knowledge accessing and knowledge acquisition in strategic
alliances is not clear-cut and requires further clarification.

2.2.4 Organizational learning perspective
Fiol and Lyles (1985) believe that organizational learning is assumed to improve future
performance. Their work distinguishes organizational learning from organizational
adaptation. They define organizational learning as the development of insights,
knowledge, and associations between past actions, the effectiveness of those actions, and
future actions; while organizational adaptation is defined as the ability to make
incremental adjustments as a result of environmental changes, goals structure changes, or
other changes. Fiol and Lyles (1985) indicate that organizational learning is not simply
the sum of each member’s learning. Organizations, unlike individuals, develop and
maintain learning systems that not only influence their immediate members, but are then
transmitted to others by way of organization histories and norms. Fiol and Lyles believe
four factors – corporate culture, strategy, organizational structure and environment –
affect the learning.
The organizational learning perspective assumes that the goal of strategic alliances is
to acquire the knowledge of alliance partners (Grant & Baden-Fuller 2004), which is
widely acknowledged by many researchers. Eisenhardt and Schoonhoven (1996) argue
that transaction cost theory can explain the formation of alliances. However, the logic of
transaction cost minimization does not capture such an advantage as learning in strategic
alliances. The organizational learning perspective is of the view that firms must undertake
changes in its structures, processes, and portfolio of knowledge and skills to continue to
function successfully and redefine industry or respond to shifting industry boundaries
(Westney 1988). Since knowledge has become the most crucial component in the struggle
for competitiveness (Richter & Vettel 1995), the organizational learning perspective
suggests that firms, especially those in knowledge intensive industries, seek partnership
and networks to speed up their growth and rapid internationalization by rapid learning
process (Saarenketo et al. 2004). Furthermore, alliances have emerged as organization
designs that enable organizations to deal with the increasing complexity of building and
learning new sources of competitive advantage to compete in the global economy. In
principle, all strategic alliances may be thought of as co-alignments between two or more
firms in which the partners seek to learn and acquire from each other products, skills,
technologies, and knowledge that are not available to other competitors (Lei et al. 1997).
Such an interpretation leads to the conclusion that firms should have the skills and
capabilities to absorb and employ the knowledge by learning from their partners in the
alliances so as to gain competitive advantages (Richter & Vettel 1995).
Several studies shed light on the distinctive rationale of strategic alliances between the
organizational learning perspective and knowledge-based theory (March 1991, Koza &
Lewin 2000, Grant and Baden-Fuller 2004), which is knowledge creation and knowledge
application in alliances. March’s (1991) work argues for the exploration of new
possibilities and the exploitation of old certainties in organizational learning, Koze and
Lewin (2000) believe the alliances formed within the learning perspective with strong
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exploration intents, and with limited or no explicit or hidden exploitation intents.
Learning alliances seek to reduce information asymmetry among the parents and may
also involve the joint creation of new knowledge. However, Grant and Baden-Fuller
(2004) argue that alliances contribute to the efficiency in the knowledge application
(exploitation) from a knowledge-based view rather than knowledge generation
(exploration). They believe alliances could improve the efficiency by integrating
knowledge into the production of complex products and services, or by utilizing
knowledge.

2.2.5 Sociological approaches
Along with the above economic rationalities, sociological approaches describe and
explain inter-firm collaboration by focusing on “human” factors. Varis and Conn (2002)
suggest that two main sociological approaches are applied for the alliance, especially for
alliance formation, which are embeddedness and socio-psychology.
Embeddedness refers to the environment in which an organization finds itself. More
specifically, embeddedness is defined by the multitude of ties and relationships, on both
the organizational and interpersonal levels, which are the result of an organization’s
constituents, activities and history. (Varis & Conn 2002). Eisenhardt and Schoonhoven
(1996) find that social opportunities are one of the underlying logics of alliance formation
besides strategic needs. They show that those firms with strong social position (i.e., large,
well-connected, and high status top management team) have more opportunities to form
the alliances, because extensive personal relationships create an awareness of
opportunities for alliancing as well as knowledge and trust among potential partners. In
addition, strong social positions lead to alliance formation because high status and
reputation signal the quality of the firm and attract partners who want to associate with
the high-status of others (Podolny 1994). Gulati (1995) suggests that the social context in
which firms are embedded affects inter-firm alliance formation patterns. The social
context emerging from prior alliances and considerations of strategic interdependence
influence partnership decisions between firms. This social network facilitates new
alliances by providing valuable information to firms about the specific capabilities and
reliability of potential partners. Meanwhile, Kanter (1994) argues that relationships
between companies begin, grow, and develop or fail much like relationships between
people. A successful alliance not only contributes to the financial terms but also to the
human terms.
As for the socio-psychology approaches, Eisenhardt and Schoonhoven’s (1996)
research also shows that firms may cooperate when an alliance is a popular strategy as
well as when there is a need to do so. Similarly, Reid and Zyglidopoulos (2004) identify
urgency as a feature of multinational enterprises making decisions to enter China,
because they are under pressure with the message coming down from the top in many
organizations that China was the business opportunity of a lifetime. In addition, factors
such as trust, “chemistry”, reputations, history, and interpersonal affinity might play
major roles in partnership formation and success in many studies (Choi et al. 1993,
Barney & Hansen 1994, Kanter 1994, Inkpen & Currall 1998, Luo 2002). Luo (2002)
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examines the trust-performance link in international strategic alliances (ISAs). Trust is
defined as a psychological state comprising the intention to accept vulnerability based on
the positive expectations of the intentions or behavior of another (Rousseau et al. 1998).
Luo (2002) summarizes the role of trust in ISAs in existing literature as follows: (1) with
a foundation of trust, ISA partners will be more willing to exercise tolerance and
perseverance necessary to see the ISA through difficult times (Beamish & Banks 1987);
(2) trust creates a flourishing and fruitful environment for developing relationshipspecific assets, which may be in the form of personal skills or organizational routines,
assets, and technologies within an ISA (Buckley & Casson 1988); (3) partnership
structures may change as the relationship takes on more hierarchical characteristics, but
trust building allows for less emphasis on formal coordination and compliance measures
(Parkhe 1993). This helps ensure ISA growth while avoiding the substantial bureaucratic
costs that come from internalizing cross-cultural management; (4) according to economic
sociology, social trust within firms can institutionally undergird market activities and
reduce vulnerability toward external threats (Granovetter 1985, Powell 1990); (5) the
inter-partner resource sharing spurred by inter-partner trust decreases an ISA’s
dependence on external resources (Pfeffer & Salancik 1978), and reduces its economic
exposure to environmental disturbances in a foreign market (Hill 1990); (6) trust
nourishes transformation of a cooperative input into a collaborative output within an ISA
(Buckley & Casson 1988); (7) trust has a significantly positive influence on profitability
(Mohr & Spekman 1994). Moreover, Luo’s (2002) research suggests that trust plays a
stronger role in improving ISA performance such as sales and profitability when an
alliance is younger, risk is more commensurate between parties, market is less volatile,
inter-partner dependency in resources is greater, and commitment to the ongoing
partnership from each party is higher. Cultural distance between alliance parties does not
moderate the trust-performance link but influences the level of trust.
In addition to the two approaches mentioned above, the culturological approach was
widely used by many scholars, which studied the cultural elements in the international
alliances (Hofstede 1997, Worm 1997, Fang 1998, 2001, Vihakara 2006). These studies
argue that the behavior of partners in international alliances are heavily influenced by
their own social culture. Consequently, the cultural background directly impacts on the
interaction between alliance members such as understanding, communication, and
collaboration in the process of alliance development.

2.3 Preliminary consideration of the research framework
These theoretical rationales offer bases with which to study strategic partnership from
different stances such as the economic-rationale transaction costs to the socially-driven
embedded and interpersonal psychology approaches. As the different theoretical
rationales explain the partnership phenomenon in a certain way with some limitations, it
is unlikely that the adoption of any one of these views is sufficient to study the complex
partnering process between companies. Contractor and Lorange (1988) comment that the
different perspectives should be treated as complementary instead of substitutes. Under
certain circumstances, one perspective may be better than others, but none of them is the
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best at all times. I adopt an exploratory and open-minded attitude in the beginning stage
of the research. In this way, I intend to combine the rationales as a robust foundation
upon which the researchers explain the dynamics of strategic partnership. However, the
research focus was not clear in the beginning. Therefore, the literature on JV and strategic
alliance study was extensively reviewed.
The five theoretical rationales are used to explain the various reasons that the partners
enter the partnership. What do the rationales indicate to the ongoing relationship
management process, if the partnership is formed based on one of the certain rationales?
Since the theoretical rationales concentrate on some special aspect of the partnership,
what importance do they have on the management process? (Fig. 3) To pursue this
question, the application of rationales in the management process of partnership was
reviewed in the literature.
With regard to transaction cost theory, the partners may form an alliance to reduce the
transaction cost and uncertainty. However, transaction cost theory acknowledges that
opportunistic behavior of the partners may threaten the stability of the partnership. In
Tsang’s (1998a) study, he points out that duplication of resources by partners may also
destabilize the partnership based on resource-based theory. Do the partners perceive this
kind of risk? How do the partners deal with the risk if they are facing opportunistic
behavior of the other party? Does the partnership only encounter the risks of
opportunistic behavior and resources imitation? Does the partnership suffer from other
risks? What are they? How do the partners avoid or minimize the risks they identified?
This line of questions suggests that risk management may be necessary in the
management process of a partnership. Combining resource-based and knowledge-based
theories, the purposes of partnership formation is to align the resources of the partners in
order that they can achieve some mutual benefits. From the two rationales, knowledge is
identified as one of the important resources that partners want to obtain through a
partnership. As Hoon-Halbauer (1994) notices in her exploratory study, the transfer of
know-how constitutes an important activity in the establishment of JVs. However, this
leads to further questions: what kind of knowledge do the partners want to gain in the
partnership? How do they transfer their knowledge to meet the performance requirements
of partnership? The organizational learning perspective explains that partners enter a
partnership for the purpose of learning from the other organizations. How do they achieve
this objective in the management process? These questions seem to indicate that
knowledge management is possibly one element of concern to the partners. Considering
resource-based theory again, each partner is an organization with heterogeneous resource
classified as physical resources, human resources and organizational resources (Barney
1991). Lorange and Roos (1993) systematically analyze the process of partnership
development, and clearly suggest that human resources are a strategic resource that
should be managed in an explicit and proactive manner in the management process of a
strategic alliance. As this study focuses on Sino-Finnish partnerships, it is interesting to
find out whether the partners apply Finnish or Chinese ways in the partnership, or a blend
management style. What are the difficulties when the partners involve Finnish and
Chinese personnel working together? Therefore, human resource management and
management style are taken into consideration in the management process. Finally,
sociological approaches indicate that there is cross-cultural management in international
joint ventures, as cultural differences are inevitable because of the difference cultural
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background of the partners. What do the partners perceive as the different aspects of the
other parts when Finnish and Chinese employees work together? How do they handle
such differences? Are they willing to adapt to the other parts? Does the Finnish partner
adapt to the Chinese business culture since the partnership is operating in China? All
these questions are included in the issues of cross-cultural management in the
management process.
Therefore, the indications of the five theoretical rationales on the management process
of partnership development are taken into account, which comprise risk management,
knowledge management, human resource management or management style adaptation,
and cross-cultural management.
Transaction
cost theory

Resourcebased theory

Risk
management

Human

Providing
rationales

Indications on
management

Knowledgebased theory
Knowledge
management

Management stage

Formation stage

resource
management

Organizational
learning
perspective
CrossSociological
approaches

cultural
management

Fig. 3. The indications of theoretical rationales on the management stage.
The five theoretical rationales provide the reasons for partners entering a partnership,
which may be summarized as transaction cost minimization, resource or knowledge
acquisition, and partnership formation based on the past association between partners.
Are the partners limited to the three categories to develop a partnership? Do they have
other driving forces to enter a partnership? What are they? The aim of this study is to
identify the key activities in the process of partnership development. Furthermore, what
activities are critical to the formation stage of partnership? Referring to the process of
partnership development and significant literature on the study of alliance construction,
Stafford’s (1994) work is particularly useful. He systematically analyzes the key elements
to foster a foundation of the partnership. These elements are consistent with the three
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steps of partnership formation, which are: (1) the partners analyze their strategy to form
the partnership, (2) the partners seek and screen the candidates in order to find the right
one, and (3) the partners design a cooperative form – equity or non-equity partnership.
Therefore, Stafford’s (1994) work provides a good guide to the three steps as key
activities in establishing a foundation of partnership.
From the literature, one concept “control” is noticed and mentioned in the research on
the management of JVs and strategic alliances (Harrigan 1986, Lorange & Roos 1993).
The researchers use control as a mechanism to manage the alliances. For instance,
Harrigan (1986) argues that the JV is governed by terms of a bargaining agreement
between partners that specify the (1) nature of information sharing; (2) personnel
contacts; (3) representation by owners in the venture’s performance; (4) reporting
mechanism; and (5) other details of the management system created to support owners’
strategy objectives. However, Lorange and Roos (1993) consider the partners should take
non-financial strategic control and financial control in the management as a strategic
alliance can break up for a variety of unforeseen reasons. Notably, control of the
management of JVs or alliances is related to the ownership of the partners. It refers to the
fact that the majority partner might bind the management system of the venture to its
perspective (Harrigan 1986, Lorange & Roos 1993). Initially, control is taken as one of
the activities in the management of the partnership. I list such a question to learn how the
partners control the management to achieve the goals of the partnership. However, an
unexpected situation is met in the pre-tests with some informants. Some informants
believe the questions on control are ambiguous. Moreover, one of the informants points
out that “what do you think you need to control? Are there any special things needed to
control in the partnership?” His questions remind me that I must clarify “control what”
before knowing “how to control”. I return to the initial mindset to consider the objects of
control. In other words, it is necessary to check the elements which are important to the
management in the partnership.
With this in mind, a research scheme is developed in which the key activities are
identified according to the formation and management stage of partnership development.
A premise for this is that a successful partnership is achieved if some key activities are
identified and taken care of by the partners in the process of partnership development.
Simultaneously, a literature review of the studies of strategic alliances and JVs situates
my development of the research framework. In the next chapter, relevant literature is
presented in order to illustrate the positive relationship between the activities and the
performance of the partnership. A detailed research framework is generated from the
literature and presented at the end of the chapter.

3 Towards a conceptual framework
In chapter 2, five theories describe and explain partnerships from the perspectives of
transaction costs, resources, knowledge, organizational learning, and sociological
perspective which provide a comprehensive view of the rationale of partnership
formation. With respect to the process of partnership development, these theories are
seldom applied in the study of the management of partnerships.
In this chapter the conceptual framework, used in later chapters to analyze the case
studies, is presented. The framework is developed on the basis of a combination of the
five theoretical rationales for partnership (presented in chapter 2) and the relevant
literature. The conceptual framework appraises the application of the five theoretical
rationales with respect to the process of partnerships, especially the management process
of partnerships. The literature review mainly focuses on two theoretical areas – strategic
alliance studies and management studies. The literature review presents the (1) strategic
alliance theories in general; (2) studies on Sino-Western alliances in the Chinese context;
and (3) different issues of management studies. The literature review contributes to the
conceptual framework by clarifying the critical elements in partnerships which may
determine the favorable performance of partnerships. Additionally, the literature review
shows the existing studies on these elements in the Chinese context, which may provide a
pattern-matching logic (Yin 1994) and a descriptive theory which covers the scope and
depth of the object being described (Yin 1993) for the subsequent case analysis.
Slowinski et al. (1993) identify a strategic partnership as a process rather than an
event. The literature review shows that good-performing partnerships consist of two
parts: a well-founded strategic partnership, and a well-planned management process.
Therefore, the conceptual framework in this study focuses closely on two parts of
partnership development: (1) the formation stage of the partnership; (2) management of
the ongoing relationship. In the first part of this chapter, the key activities in the
formation stage are identified. The second part examines the key activities in partnership
management and their impact on the partnership performance. A conceptual framework
for analysis of the case studies is presented at the end of this chapter.
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3.1 The formation stage of strategic partnerships
A good foundation is vital for the further development of a strategic partnership because
an efficient and effective cooperation must be created from the very beginning
(Hoffmann & Schlosser 2001). Otherwise, the whole process of strategic partnerships is
endangered from the outset. Several researchers contribute to the literature on the
foundation of strategic partnerships. Based on empirical evidence, many researchers
suggest that the strategic fit of the partners, partner selection, and the chosen
configuration of the partnership together form the foundation of a strategic partnership
(Stafford 1994, Saxton 1997, Lasserre 1999, Lasserre & Schütte 1999, Douma et al.
2000, Koza & Lewin 2000, Hoffmann & Schlosser 2001). Therefore, the following
section examines the three elements of partnership formation which are partnership
strategic fit, the type choice of partnership, and partner selection.

3.1.1 Identifying the motives of the partners
Lasserre (1999) and Douma et al. (2000) confirm that strategic fit – in the form of goal
congruence, or goal compatibility – is almost unanimously recognized as a key factor of
success in joint ventures. Strategy is generally viewed as a patterned stream of important
decisions that (1) guides the organization in its relationships with its environment, (2)
affects the internal structure and processes of the organization, and allocates a set of
resources, and (3) centrally affects the organization’s performance (Hambrick 1980, Tan
& Litschert 1994). Partnership strategy is a decision that partners adopt to enter a
partnership for mutual development.
This section discusses the reasons why companies enter a partnership. Bearing in mind
it is a costly and time-consuming process to establish a successful partnership and both
partners need more commitment, mutual adaptation, learning and resource contribution.
So it would seem there must be very tangible and intangible benefits to be achieved only
by partnership. Those benefits are the reasons for forming a partnership.

3.1.1.1 General overview of motives of partnerships
Combining transaction costs and social reasons for partnership formation, Eisenhardt and
Schoonhoven (1996) find that the underlying logic of partnership formation lies with
strategic needs and social opportunities. A partnership is formed when firms are in
vulnerable strategic positions either because they are competing in emergent or highly
competitive industries or because they are attempting pioneering technical strategies. In
these conditions, the underlying logic of formation is strategic needs. Meanwhile, a
partnership is formed when firms are in strong social positions and led by large,
experienced, and well-connected top management teams. According to this approach, the
underlying logic of formation is social opportunities.
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Koza and Lewin (2000) suggest that the main reason for entering a partnership is to
augment and support the adaptation strategies of parent companies. Successful companies
understand that a strategic partnership can be one powerful means for adaptation in
turbulent or uncertain environments. March (1991) distinguishes between exploration and
exploitation as motives for organizational adaptation. Exploitation refers to the
elaboration and deepening of existing capabilities and to incremental improvements in
efficiencies. Exploration refers to experimenting with or establishing new assets and new
capabilities. The strategic intent of exploitation is to obtain residual revenue and
incremental enhancement of other competencies from the extension and elaboration of
existing assets and capabilities. The strategic intent of exploration is the discovery of new
opportunities, with the potential to dramatically affect a company’s performance.
Building on March’s (1991) work, Koze and Lewin (1998) advance the co-evolution
theory of strategic partnership which distinguishes between two basic logics for entering
a partnership: exploitation and exploration. Exploitation partnerships can offer a source
of incremental revenue from pooling complementary resources that neither partner is
interested in developing on its own. Exploitation partnerships generally are implemented
as joint equity ventures. Exploration partnerships can be useful as the strategic and
organizational vehicle for probing or co-developing new markets, products or
technological opportunities. Exploration alliances are generally implemented as openended co-development joint venture projects.
Stafford (1994) believes that the marketing of a product can be viewed as a stream of
“value chain activities”, ranging from upstream tasks such as inbound logistics,
developing, and securing raw materials, and manufacturing, to downstream tasks such as
selling and customer servicing. In terms of partnership, each value chain activity can be
accomplished with the help of a partner. Firms can engage in three generic kinds of cooperative strategies involving value chain activities: hand-over strategy, trade strategy,
and pool strategy. A hand-over strategy involves a one-way transfer of a resource or value
chain activity where one partner literally “hands over” a resource to another. In a handover strategy the partners carry out different value chain tasks, firms benefit by
specializing and developing distinctive competences. A trade strategy is a two-way
exchange between partners trading complementary outputs or value chain activities with
one another. Partnering organizations typically counter-balance each other’s strengths and
weaknesses, and partners rely on each other’s distinctive competences. A pool strategy is
where partners share the same value chain activity or share a common resource. Pooling
typically evolves among firms with similar strengths, weaknesses, and marketing
objectives.
Some researchers notice that the motives of partnership formation derive from the
strategy of the partners’ companies (Eisenhardt & Schoonhoven 1996, Koza & Lewin
2000, Hoffmann & Schlosser 2001). Their studies show that the partnership is viewed as
an instrument to implement and augment the strategies and achieve the strategic goals of
the parent companies, such as gaining strategic resources, or adaptation in turbulent or
uncertain environment.
Hitt et al. (2001) argue that the reasons for partnership differ based on three types of
basic market situations: the slow cycle, standard cycle and fast cycle (Table 4). Slowcycle markets refer to markets that are sheltered or near monopolies, such as railroads
and, historically, telecommunication companies and utilities. Often, these companies
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cooperate to develop standards (e.g., to regulate air or train traffic), but because they can
also collude to reduce competition, the government usually provides regulations to avoid
consumer price discrimination. Firms in slow-cycle markets tend to seek entry into
markets that are restricted or try to establish franchises in new markets. For instance,
many firms in slow-cycle markets consider cooperative strategic alliances in emerging
markets that usually have restricted entry. In emerging markets in Eastern Europe, Russia,
China, India and elsewhere, utility firms from developed countries are strongly motivated
to form strategic alliances with local partners. Standard-cycle market cooperation can
result from firms trying to avoid overcapacity, rather than attempting to increase their
opportunities. These cooperative arrangements often focus on increasing firms’ markets
power. In standard-cycle markets, which are often large and oriented toward economies
of scale (e.g., automobile and commercial aerospace), alliances are more likely to be
between partners with complementary resources, capabilities, and core competencies. In
markets where economies of scale are important for competitive parity or advantage,
large international alliances are useful because national markets may be too small to
support the scale-efficient nature of the businesses. Firms in standard-cycle markets may
form alliances to overcome trade barriers and to learn new business techniques. Firms
may also cooperate in standard-cycle markets to gain market power and pool resources to
meet capital needs. Fast-cycle markets frequently involve entrepreneurial firms offering
new goods or services with short life cycles that are imitated quickly. In these markets, a
cooperative strategy is used to gain strategic competitiveness by increasing the speed of
product development or market entry. Fast-cycle markets, which have short product
cycles, such as those in the electronics sector, create incentives for cooperation because
the development, manufacture, and distribution of a new product or service can happen
more quickly. Thus, an important benefit of using alliances in fast-cycle markets is rapid
entry into new markets. In addition, since firms’ competition in the fast-cycle markets
leads to significant levels of uncertainty, cooperative arrangements can help to develop
the standard products.
Contractor and Lorange (1988) provide a comprehensive view on the benefits that
cooperative arrangements can achieve (Table 5). These benefits are: (1) risk reduction,
(2) economies of scale and production rationalization, (3) technology exchanges, (4) coopting or blocking competition, (5) overcoming government-mandated trade or
investment barriers, (6) facilitating initial international expansion of inexperienced firms,
and (7) vertical quasi-integration advantages of linking the complementary contributions
of the partners in a “value chain”. Table 5 lists these major potential benefits that might
be associated with each of these rationales.
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Table 4. Reasons for strategic alliances by market types (Hitt et al. 2001).
Market

Reason

Slow cycle

Gain access to a restricted market
Establish franchise in a new market
Maintain market stability (e.g. establishing standards)

Standard cycle

Gain market power (reduce industry overcapacity)
Gain access to complementary resources
Overcome trade barriers
Meet competitive challenges by other competitors
Pool resources for very large capital projects
Learn new business techniques

Fast cycle

Speed up new products or service entry
Speed up new market entry
Maintain market leadership
Form an industry technology standard
Share risky R&D expenses
Overcome uncertainty

Contractor and Lorange (1988) state that cooperative ventures can reduce a partner’s risk
by (1) spreading the risk of a large project over more than one firm, (2) enabling
diversification in a product portfolio sense, (3) enabling faster entry and payback, and (4)
cost sub-additivity (the cost to the partnership is less than the cost of investment
undertaken by each firm alone). Another dimension of risk reduction has to do with
reducing some of the political risk by linking up with a local partner. In some lessdeveloped countries, especially, it may be that joint ventures come about as a result of the
host government’s industrial policy. Second, economies of scale mean that certain
components or subassemblies are no longer made in two locations with unequal costs.
Production of this item is transferred to the low-cost location which enjoys the highest
comparative advantage, thus lowering sourcing costs. At the same time, because volume
in the more advantageous location is higher, further reduction in the average unit cost is
possible due to the economies of large scale. Third, JVs, production partnerships, and
licensing agreements may be formed to pool the complementary technologies of partners.
In general, it is important to consider JVs as vehicles to bring together complementary
skills and talents which cover different aspects of state-of-the-art know-how needed in
high technology industries. Fourth, potential (or existing) competition can be co-opted by
forming a JV with the competitor or by entering into a network of cross-licensing
agreements. Clearly, the majority of these are defensive strategic moves. On the other
hand, an offensive joint venture may put pressure on the profits and market share for a
third competitor. Fifth, in many instances, the host government policy makes the joint
venture the most convenient way to enter a market, particularly in developing countries.
Sixth, for medium or small-sized companies lacking international experience, initial
overseas expansion is often likely to be a joint venture. Since it is an expensive, difficult,
and time-consuming business to build up a global organization and a significant
international competitive presence, joint ventures offer significant time saving in this
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period. Seventh, some cooperative ventures involve each partner making essentially
similar contributions. However, JVs, co-production, research partnerships, and
management or marketing service agreements can also be a form of vertical quasi
integration, with each partner contributing one or more different elements to the
production and distributor chains. The inputs of the partners are, in this case,
complementary, not similar.
Table 5. Major potential benefits of cooperative arrangements (Contractor 1986).
Cooperative rationales

Benefits

Risk reduction

Product portfolio diversification
Dispersion and/or reduction of fixed cost
Lower total capital investment
Faster entry and payback

Economies of scale and/or rationalization

Lower average cost from larger volume
Lower cost by using comparative advantage of each
partner

Complementary technologies and patents

Technological synergy
Exchange of patents and territories

Co-opting or blocking competition

Defensive joint ventures to reduce competition
Offensive joint ventures to increase costs and/or lower
market share for a third company

Overcoming government-mandated investment

Receiving permit to operate as a “local” entity because

or trade barrier

of local partner
Satisfying local content requirements

Initial international expansion
Vertical quasi integration

Benefit from local partner’s know-how
Access to materials
Access to technology
Access to labor
Access to capital
Regulatory permits
Access to distribution channels
Benefits from brand recognition
Establishing links with major buyers
Drawing on existing fixed marketing establishment

Teegen (2000) believes that risk, cost, and technology access motives for alliance
formation are as relevant domestically as they are internationally. For international
business, market access for technology firms is a critical impetus for alliance formation.
Permission to enter a market and a relationship with, or knowledge about, key customers
is often an impenetrable entry barrier for firms operating independently in seeking
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overseas market. Since many foreign markets are protected by tariff barriers, licensing
requirements and local content laws, a firm can acquire local firm status and thus be
permitted to operate in the market by partnering with a local firm. Technology-providing
firms tend to be more welcome entrants, particularly in the case of developing countries
that promote economic development via enhancements in the local technology base. Even
where a firm is welcomed into a foreign market, the use of a foreign partner that is
familiar with the rules and regulations can greatly speed the time to initiate business in
the market and improve the firm’s likelihood of success there. Perhaps of greater concern
to firms entering foreign markets is the lack of knowledge about the market and its
consumers (industrial or final). A local partner that has existing commercial relationships
with viable customers/clients is invaluable for quickly tapping those opportunities. In
addition, a local partner can provide useful information on technological adaptations to
improve the diffusion rate of the technology in the market. In many cases, these
adaptations are then transferred back to the home country where they may enhance the
use of technology there as well.

3.1.1.2 Motives for partnerships in China
This section discusses the motives for partnerships in China from the Chinese and foreign
companies’ perspectives.
China began its open door policy for FDI in 1979. At that time, no Chinese enterprises
could autonomously seek partnerships with foreign companies as they were all stateowned enterprises controlled by central or local governments. Due to this extensive
government ownership, a high political profile and rapid resource mobilization are
characteristic of China (Zhang & Van Den Bulcke 1996). In these conditions, the motives
for partnership with foreign companies come from the Chinese government. From the
Chinese perspective, the primary objectives for opening China up to foreign investment
are to bring in foreign capital, advanced technology, management skills and urban
construction, and generally to catch up with the developed countries. Preference is given
to foreign projects consistent with the long-term development plans of the Chinese
national economy, and priorities assigned to specific sectors such as machinery and
electronics, export-oriented products, import substitutes, and communication products,
energy and transportation. At that time, the foreign companies are permitted to develop in
Special Economic Zones (SEZs). The Chinese partners normally supply the land, plant,
labor, infra-structure and some machinery, as well as the materials. The foreign partners
are expected to provide technology, capital, marketing and management expertise, and
possibly some raw materials also. (Woodward & Liu 1993). In addition, the Chinese
government plan that the investments should expand the domestic market and reduce
imports on the one hand, and facilitate the entry of Chinese enterprises into foreign
markets on the other hand (Shapiro et al. 1991). Vihakara (2006) argues that the biggest
change in recent years has been in directing investment projects from coastal areas to
mid-west provinces based on her study of the laws of foreign equity joint ventures. At the
same time, foreign direct investments are encouraged to develop more projects
(www.mofcom.gov.cn 2003) for example: (1) projects for new agricultural technology,
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comprehensive agricultural development of agriculture, and for energy, transportation and
key raw materials industries; (2) projects for new and high technology, advanced and
applicable technology which can improve performance of products and increase the
techno-economic efficiency of enterprises or produce new equipment and new material
that domestic capacity is deficient; (3) projects that meet market demands, and can
promote the quality of products, enter into new markets, or strengthen the competing
capability of products in international markets; (4) projects adopting new technology and
new equipment for saving energy and raw materials, for comprehensive utilization of
resources and renewable resources, and for preventing environment pollution; (5)
projects that can make full use of manpower and resources in the mid-west region and are
in line with the State’s industrial policies.
Several studies reveal the motives for partnerships of the foreign partners. Glaister and
Wang (1993) identify the main motives for seeking JVs in China for the UK partners
were (1) a large potential Chinese market; (2) low cost labor; (3) good export base for
foreign markets; (4) natural resource availability; and (5) attractive tax regime/financial
incentives. Fung et al. (2003) concludes that Japanese firms invest in China for cost
reasons as well as to expand their market shares based on their use of a regional data set
from 1990 to 2000. Moreover, their research indicates that the Chinese government has
been attempting to lure foreign direct investments to the interior and western regions with
relatively little success. They suggest that the Chinese government needs to effectively
implement in the interior regions preferential policies similar to those in the Economic
and Technological Development Zones (ETDZs). The policies which could attract
Japanese multinationals to invest are: an increase in the size of regional markets,
improvement of human capital, continuing low wage structure and improved
infrastructure. Si and Bruton (2005) examine the motives of international joint ventures
and identify them as knowledge acquisition, transaction costs saving and strategic
behavior. They find that the three motives are present in the Chinese emerging economy
in a study of Sino-American IJVs in China.
According to the literature, the foreign partners’ motives for partnership are similar
and mainly based on lower costs and expansion to the larger Chinese market. However,
the Chinese motives for partnership may change with the Chinese national development
and domestic demands, as the open door policies for FDI have so far been guided by the
Chinese government. Therefore, it is important to identify in advance the motives of both
Chinese and foreign firms before they plan to form a partnership in order to have goal
compatibility.

3.1.2 Choice of types of partnership
The types of partnership are a carrier for achieving the strategic goals of both partners. In
other words, it is important to both partners to choose an appropriate type when they
make a partnering decision. Different types of partnership involve different resources,
commitment, and risks.
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3.1.2.1 General classification of types of partnership
Stafford (1994) says that the types of inter-firms relationship can be visualized along a
continuum, ranging from infrequent “arm’s length” transactions to closer long-term
relationships to fully integrated relationships involving mergers and acquisitions.
Strategic partnerships represent the middle ground of this continuum. Stafford (1994)
identifies three basic types of relationship which can tie partners closely together for the
long-term. They are contracts, creative joint ventures, and acquisitive joint ventures.
Contracts are non-equity agreements specifying the cooperative contributions and
powers of each partner. Within the bounds of the contractual provisions, partners are able
to assume greater decision-making autonomy from each other. However, if the
partnership fails to meet its objectives, dissolution of the partnership is easier because no
equity is involved. Therefore, contracts are best when the strategic necessity of the
relationship is no more than moderately important. Creative joint ventures involve
partners contributing resources to the formation of a new separate subsidiary, jointly
owned by the partners. Although the new entity may have its own assets and management
team, its “parents” typically take an active role in the venture’s strategic decisions. Joint
operation of a separate entity creates a stronger commitment for partner cooperation.
However, if the arrangements grow ineffective, dissolution of the partnership is difficult.
Acquisitive joint ventures differ from the equity joint venture in that while the partnership
involves exchanged equity between the partners, no separate firm is created. Rather, one
partner acquires a partial interest of the other, and the partners work together with joint
management teams and joint-owned assets. An acquisitive joint venture requires an
intensive resource commitment to establish it, creating a strong obligation for partners to
cooperate. One primary concern of acquisitive joint ventures, however, is the delicate
power balance established between partners. Ineffective handling of power can lead to the
resignation of key personnel from within the partially acquired partner, jeopardizing the
partnership’s competitive advantage. (Stafford 1994).
Stafford (1994) further indicates that the design of the partnership must take both the
potential advantages and disadvantages of the cooperative strategy and relationship
available to them into consideration. Synergies are created by combining cooperative
strategies with relationships (Fig. 4). The partners must carefully assess both prospective
partner needs and the marketing environment to select the most appropriate synergies
which partnership opportunities provide.
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Fig. 4. Partnership design – synergies of partnership strategy and types (Stafford
1994).
Based on the exploration and exploitation logic, Koza and Lewin (2000) argue that there
are three types of strategic alliances: the learning alliance, business alliance, and hybrid
alliance (Fig. 5). Learning alliances join companies with strong exploration intents, and
with limited or no explicit or hidden exploitation intents. Learning alliances can reveal
new information and insights about (1) markets, including local competition, regulations,
customer tastes and habits, marketing infrastructure, and the like; (2) new core
competencies such as just in time processes, negative working capital, one on one
marketing, and mass customization; and (3) new technologies, such as competency
destroying innovations, new complementary technologies, as well as franchising
capabilities. Regardless of the specific learning outcomes, learning alliances seek to
reduce information asymmetry among the parents and may also involve the joint creation
of new knowledge. Thus, many market access alliances actually begin as a learning
alliance in which companies unlock information about local context prior to fully
committing to an entry approach, such as Greenfield investment, equity joint venture, or
outright acquisition.
Business alliances link companies with strong exploitation intents, but with limited or
no exploration intent. Typically, these alliances seek to establish a position in a
geographic or product market or market segment. Typically the overriding objective of a
business alliance is to secure new incremental revenues from the combination of specific
assets unique to each parent. Many successful business alliances are structured as equity
joint ventures (EJVs) and produce a child, which is a distinct legal or administrative unit,
designed to pursue the goals of the alliance.
Hybrid alliances join companies with strategic intents that include strong exploration
and exploitation objectives. In these alliances the companies seek to simultaneously
maximize opportunities for capturing value from leveraging existing capabilities, assets,
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and the like, as well as from the opportunity to create new value through their joint
learning activities. Hybrid alliances begin as a combination of business and learning
alliances. Early success of the exploitation alliance in the marketplace facilitates the
longer learning process of the exploration venture.

High

Hybrid
alliance

Learning
alliance

Exploration
Business
alliance

Low

Low

High
Exploitation

Fig. 5. Three types of strategic alliances (Koza & Lewin 2000).

3.1.2.2 Types of partnership in China
According to the Chinese government’s classifications, international strategic alliances
(ISAs) include the following: (1) equity joint ventures (EJVs), which involve the creation
of limited liability companies with equity and management shared in negotiable
proportions by the foreign and Chinese partners; (2) contractual (or cooperative) joint
ventures (CJVs), which refer to a variety of arrangements and are looser associations of
partners (although they may still involve the establishment of a limited liability company)
who agree to pursue a joint undertaking. The Chinese and foreign partners cooperate in
joint projects or other business activities according to the terms and conditions stipulated
in the venture’s agreement. Technology transfer and long-term licensing agreements are
also included in this type; (3) joint exploration projects (e.g., offshore oil exploration
consortia) in which the exploration costs are borne by the foreign partner, with
development costs later shared by a Chinese entity. Although such arrangements allow
foreign firms to manage projects, this type of alliance does not result in the establishment
of new limited liability enterprises. Among all types of ISAs, equity and contractual joint
ventures predominate and account for 97.52% of total investments of ISAs (Luo 1999).
In terms of entry mode of FDI in China, Wei et al. (2005) classify four types: a
wholly-owned enterprise (WOE), EJV, CJV, and joint stock company (JSC). Based on
transaction cost economies, their study suggests that the choice of entry mode for foreign
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companies in China is influenced by the host country experience in attracting FDI, the
specific locations in the host country, the foreign firm’s financial commitment, cultural
distance, and asset intensity in the host industry. Since location-specific conditions vary
in China, a preferable location means that it is not only prioritized but more importantly
has traditionally been a commercial and industrial centre, with a better infrastructure and
high market demands (Pan & Tse 2000). Concluding from the large sample evidence, Wei
et al. (2005) show that foreign investors seem to prefer the WOE mode given the large
investment commitment, high level of the host country’s experience in attracting FDI, the
good specific industrial location, and high asset intensity in the host country. If the
conditions of the host country’s experience and good specific location are not met, the
EJV and the JSC modes seem to be preferred. A good specific location also makes the
CJV a preferable entry mode. Compared with overseas Chinese investors from Hong
Kong, Macao, and Taiwan, all other foreign investors prefer EJV mode over WOE and
CJV.

3.1.3 Selecting the right partner
The importance of selecting the right partner for the success of the partnership is widely
recognized. However, because of opportunity and existing costs, finding the right partner
is not an easy task. Much literature contributes to partner selection (Geringer 1991,
Brouthers et al. 1995, Cavusgil et al. 1995, Dacin et al. 1997, Luo 1997, Al-Khalifa &
Peterson 1999, Hitt et al. 2000). The right partner may include the attributes of
commitment, coordination, and trust; communication quality and participation; the
conflict resolution technique of joint problem solving (Mohr & Spekman 1994); a
compatible strategy and culture; a comparable contribution; compatible strengths and no
conflict of interest (Logange & Roos 1993). Geringer (1991) claims that the process of
partner selection is considered to be of crucial importance to the formation and operation
of JVs. Local partner selection is even more critical to JVs success in the context of
newly emerging economies which are characterized by dynamic and complex
environments as the right partner can increase the JV’s adaptability, improve the strategyenvironment configuration and reduce uncertainty (Luo 1997). Moreover, partner
selection criteria in the process of internationalization may change over time with the
changing global business environment and different industries involved (Varis & Conn
2002). The next section concentrates on the literature on partner selection in the context
of international joint ventures and manufacturer-distributor partnerships.

3.1.3.1 Partner selection in joint ventures
Stafford (1994) claims that strategic planners should evaluate the candidate partner in
terms of its strategic goals, resources and the nature of its corporate culture. He suggests
a shared vision of strategic goals between partners is essential for success. It is critical for
alliances to establish fairness in resource allocations within the partnership and mutual
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dependency. Corporate cultures must be carefully considered when assessing prospective
alliance partners as many problems within can be attributed to cultural incompatibility.
Saxton’s (1997) study shows that a partner’s reputation, degree of shared decision
making, and strategic similarities have a significant and positive relationship on the
alliance outcomes. Reputation can reflect a partner’s characteristics in the areas of
management, product quality, and financial position. According to the resourced-based
view, a positive reputation is a valuable intangible asset that may allow a firm to establish
a sustainable competitive advantage. Additionally, according to transaction costs, a
positive reputation can reduce the monitoring costs and lessen fears of “moral hazard”
and “adverse selection”, thereby lowering the overall transaction costs involved. Shared
decision-making means that there is commitment of the partners and mutual trust
between the partners. Strategic similarities include a strategic fit and organizational fit.
Strategic fit means that the organizations are similar in terms of technology, products, and
markets. Organizational fit means that organizations are similar in terms of organizational
processes, such as culture, human resource policies, and administrative systems.
Harrigan (1988) contends that ventures are more successful where partners are related
(in products, markets, and/or technologies) to their ventures or horizontally related to
them than when they are vertically related or unrelated to their ventures. His research also
suggests that ventures last longer between partners of similar cultures, assets sizes,
venturing experience levels, and relative activities (in products, markets, and/or
technologies).
Geringer (1991) argues that partner selection criteria in international joint ventures are
based on two dimensions which are partner-related and task-related dimensions. Partnerrelated dimensions refer to those variables which become relevant only if the chosen
investment mode involves the presence of multiple partners. Examples include a partner’s
national or corporate culture, the degree of favorable past association between the
partners, compatibility of and trust between partners’ top management teams, and a
partner’s organizational size or structure. Partner-related dimensions are those associated
with the efficiency and effectiveness of partners’ cooperation. It is explained that partnerrelated dimensions are only relevant once a partner is engaged, as they relate specially to
the efficacy of that specific partner’s cooperation (Varis & Conn 2002). Task-related
dimensions refer to those variables which are intimately related to the viability of a
proposed venture’s operations regardless of whether the chosen investment mode
involves multiple partners. The variables could be tangible or intangible, human or
nonhuman, in nature. Examples include patents or technical know-how, financial
resources, experienced managerial personnel, and access to marketing and distribution
systems. In other words, task-related dimensions are those that are specifically necessary
for the success of the proposed venture, irrespective of any potential partner.
Furthermore, Geringer reveals that the importance of task-related dimensions in the
selection process is contingent upon the partners’ perceived importance of the dimensions
for the IJV’s success, the partners’ competitive position with respect to the dimensions
and the difficulty of the internal development of these dimensions.
In their thorough research on the evolution of partner selection criteria, Varis and Conn
(2002) conclude that Geringer’s (1991) typology is a significant progress in the studies on
partner selection. Geringer’s study represents a clear transition from exploratory
elicitation to studies that use more sharply-defined criteria in categories that give them
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both meaning and contextual pragmatic value. Two principles arise from Geringer’s
work: (1) organizations assess a universally applicable set of context independent criteria
to determine whether they can work effectively with a proposed partner, and (2)
organizations seek partners that have specific complementary skills, knowledge or
resources that they wish to acquire to combine with their own in the context of a
particular venture. Several researchers study the partner selection in strategic alliances
based on Geringer’s typology (Cavusgil & Evirgen 1997, Al-Khalifa & Peterson 1999,
Tatoglu 2000).
Cavusgil and Evirgen (1997) develop an expert system to aid the partner selection in
international cooperative venture based on partner-related and task-related criteria. They
break down partner-related criteria into six sub-dimensions: (1) partner characteristics,
(2) compatibility, (3) motivation, (4) commitment, (5) reliability, (6) property rights
protection. Task-related criteria were also examined along six sub-dimensions: (1)
financial resources, (2) marketing resources, (3) customer service, (4) R&D and technical
resources, (5) organizational resources, (6) production resources. The expert system was
suggested by the authors to be utilized as a screening tool for potential partners in
cooperative ventures. However, their study does not test the expert system in a real case.
Therefore, the applicability of the expert system in partner selection cannot be discussed.
Al-Khalifa and Peterson (1999) indicate that the motives for establishing a joint
venture should be clearly differentiated from the motivating factors involved in partner
selection. They identify 14 variables from their research on 42 IJVs in Bahrain, which are
important in partner selection criteria. These variables are categorized into four factors
and are: local reputation and contacts, managerial competence, marketing and technical
competence, and personal compatibility (Table 6).
From these factors, partner-related factors are identified as local reputation and
contacts, managerial competence, and personal compatibility. Only marketing and
technical competence is identified as a task-related factor. Al-Khalifa and Peterson (1999)
show that although the literature suggests that task-related factors are dominant in the
decision to engage in a JV as a strategic device, the choice of partner to implement the
decision is dominated by partner-related factors. They also suggest that the decision
factors in partner selection cannot be regarded as fixed in relative importance or
magnitude. Their importance in a given situation depends on the function and the size and
experience of the company, and of the education and experience of CEO (Chief
Executive Officer).
Tatoglu (2000) investigates partner selection in JV between organizations in developed
(Europe, UK, USA) and developing countries (Turkey) using the typology suggested by
Geringer (1991). Tatoglu finds that foreign partners recognize the same partner selection
criteria despite different nationalities. The most important partner-related criteria are:
partner’s knowledge of the local market, trust between top management teams, reputation
of the partner, and partner’s ability to negotiate with Turkish government. The most
important task-related selection criteria are to access: knowledge of the local market,
knowledge of the local culture, and distribution channels. However, Tatoglu’s criteria in
two categories are inconsistent with Geringer’s (1991) definition. Hence, the results are
valid for the individual criteria on partner selection, but the categorization is probably not
valid.
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Table 6. Critical factors of partner selection in IJVs (Al-Khalifa & Peterson 1999).
Factor name

Major identifying criteria

Local reputation and

Their reputation in the market

contacts

Their contacts in the market
Their knowledge of the host/local market
Enthusiasm and commitment for your products

Managerial competence

Their financial status/capability
Number of their other JVs (prior JV experience)
Previous success in JVs
Their technical competence
Recommendation/reference from embassy, bank, etc.

Marketing and technical

Their ability to cover the territory

competence

Their staffing level to market the product effectively
A compatible organization
Their technical competence

Personal compatibility

Recommendation/reference from embassy, bank, etc.
Prior trade relationships (agents, license, etc.)
Similarity in goals, objectives and aspirations

These are also some other studies on partner selection that do not refer to Geringer’s
work. Lasserre and Schütte (1999) consider four different types of fit for the criteria of
partner selection in Asia-pacific countries: strategic, capabilities, cultural, and
organizational (Fig. 6). They argue that strategic fit exists when long-term objectives or
motives of the partners are compatible. Capabilities fit means each partner must be
willing and able to contribute to the resources, assets, and competences needed to ensure
competitive success in the joint venture. Cultural fit addresses the partners’ understanding
of each other, holding the same business logic, and ability to communicate with each
other. Organizational fit means establishing a mechanism that integrates the local joint
venture into the network of other subsidiaries of the Western firms which together pursue
regional or global strategies.
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• Are the respective objectives
Strategic fit

compatible?

• For how long?
Are the partners willing and able to
contribute to the critical resources, assets

Capabilities fit

Partner
Analysis

and competences needed for competitive
success?
• Can they understand each other?

Cultural fit

• Can they communicate?
• Do they share the same business logic?

Are the decision-making and control
Organizational fit

mechanisms used by partners conducive
to good communication and effective
monitoring of the joint venture?

Fig. 6. Partner analysis (Lasserre & Schütte 1999).

3.1.3.2 Partner selection in manufacturer-distributor partnerships
Although the selection of an effective international distributor is an age-old problem,
which has defied solution (Fram 1992), many researchers have made efforts to provide
suggestions on distributor selection by developing a distributor selection process (Fram
1992), identifying the import motivations of distributors (Katsikeas & Kaleka 1999), and
exploring industrial distributors’ expectations of benefits (Ghosh et al. 2004).
Cavusgil et al. (1995) develop an expert system, namely a distributor evaluator, based
on exploratory interviews. This system provides criteria for systematically selecting
foreign distributors, which includes dimensions such as financial and company strengths,
product factors, marketing skills, commitment, and facilitating factors (Fig. 7). The goal
of the system is to assist in the selection of a suitable foreign distributor. The system
improves the overall quality of the foreign distributor decision by providing a more
consistent and well-defined methodology for decision making, sensitizing decisionmakers to factors they might otherwise overlook, and reducing the time it takes to arrive
at final decisions. Summarizing the advice of experienced executives, Cavusgil et al.
(1995) suggest some “best practices” in addition to using such a system as a screening
device. One such practice is to take the time to visit the facilities of the final candidates
prior to making a decision. Another good practice is to ask the prospective distributor for
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a local marketing plan and competitive analysis to use as a basis for evaluation. Third,
smaller firms may rely upon a combination of networking among industry peers and
selective telephoning to recommend contacts in the target market. Finally, when there is
doubt about a prospective candidate’s ability, the manufacturer is better off proceeding
cautiously.
Fram (1992) develops a framework which can help industrial manufacturers select
better international distributors. The framework includes four major steps: informationgathering actions, information-refinement actions, verification actions and negotiation
action. In the information-gathering step, five dimensions are listed as priority. They are:
(1) writing letters to contacts and candidates; (2) reviewing own needs for sales, catalog
exposure, competitive position, etc.; (3) tailoring the selection process to take into
account the cultural, ethnic, and religious variations in the market; (4) recruiting at trade
shows, exhibitions; and (5) reviewing catalogs of distributors handling complimentary
products to determine if products fit exists. In the information-refinement actions, firms
agree that they must assess the English language capabilities of prospective distributors,
as well as the nature of market and/or customer needs with regard to each candidate.
Additionally, visiting the distributor candidates in their own locations is regarded as
advisable. In the verification step, manufacturers should assess the distributor candidates’
communication capabilities (e.g., telex, fax availability), industry experience, market
coverage, technical expertise, product lines, financial stability, business plans, and
customer relationship. In the negotiation step, several actions are considered important in
developing domestic distributor agreements, such as agreeing on promotional efforts,
defining exclusive territories, setting minimum inventories, establishing first-period sales,
personnel training. Fram’s exploratory study tends to suggest that agreement exists on
what needs to be done to engage quality distributors. His research indicates that business
executives know what to do when they search for a capable distributor. However,
probably the lack of special budgets undermines the searching process.
Both Cavusgil et al. (1995) and Fram’s (1992) studies attempt to provide a
comprehensive framework on distributor selection. They suggest the dimensions the
business executives “should” follow to choose a competent distributor. There is no case
study in their studies to report the selection result if their guidelines are followed. Fram
realizes that there is a distance between the theoretical suggestions and real practice.
However, their study gives an overall view on distributor selection. Compared to the
partner selection in JV discussed before, the criteria on distributor selection appear to
concentrate on the task-related dimensions according to Geringer’s (1991) categories.
Katsikeas and Kaleka (1999) notice that while there is a plethora of studies focusing
on manufacturers’ marketing activities, there is a lacuna of knowledge on the distributor
side in the international exchange process. Little research has focus on how distributors
choose manufacturers in the distribution partnership. This study tries to fill the gap by
exploring the factors considered by the Chinese distributors when selecting a Finnish
manufacturer for cooperation.

56
Overall
Qualifications

Financial &
company
strengths
 ability to finance
initial sales and
subsequent growth
 ability to raise
additional funding
 ability to provide
adequate
promotion and
advertising funds
 product and
market expertise
 ability to maintain
inventory
 quality of
management team
 reputation among
current and past
customers
 ability to
formulate and
implement 2 to 3
year marketing
plans

Product factors
 familiarity with
the product
 complementarity
of product lines
 quality and
sophistication of
product lines
 condition of
physical
facilities
 patent security

Marketing
skills
 experience
with target
customers
 geographic
coverage
 customer
service
 on-time
deliveries
 sales force
 market share
 participation
in trade fairs
 member in
trade
association

Commitment
 volatility of
product mix
 percent of
business
accounted by
a single
supplier
 willing to
keep sufficient
inventory
 willing to
commit
advertising
dollars
 commitment
to achieving
minimum
sales targets
 undivided
attention to
product
 willing to
invest in sales
training
 willing to drop
competing
product lines

Facilitating
factors
 connections
with
influential
people
 working
experience
with other
exporters
 track record
with past
suppliers
 knowledge
of U.S.
business
 proficiency
in English

Fig. 7. Criteria for evaluating foreign distributors (Cavusgil et al.1995).

3.1.3.3 Partner selection in China
Ambler (2000) argues that the Western companies should firstly know what type of
partner they need before they choose Chinese partners. According to the Economist
Intelligence Unit (EIU) (1995), there are three types of partners: (1) the “nut and bolts
partner”. The primary function of this partner from the Western companies’ point of view
is to help solve problems of access, to land, resources, labor, government, distribution or
other factors. The usual quid pro quo is technology transfer or skills’ training. The EIU
notes that these tend to be set up with a short-term focus, and problems can arise once the

57
immediate problems have been solved. Nevertheless, this can be an ideal type of partner
for a first-time entrant; (2) the “well-endowed godfather”. These are more powerful
partners, and the EIU identifies them primarily as government authorities, such as the
different Chinese industrial ministries. Slow and bureaucratic, these partners are also very
powerful and have access to resources. Their primary contributions are during the start-up
phase, and as powerful “godfather” who can help sort out problems down the road; they
normally take minority stakes and have little direct involvement in day-to-day
management; (3) the “four hands on the wheel partner”. This is a more strategic
partnership in which the Chinese partner is interested not just in technology transfer but
also in building its own strategic position. Not surprisingly, this type of partnership is
believed to have a higher chance of survival. Ambler (2000) suggests five key factors to
consider when choosing a partner in China: (1) technical expertise. What skills does the
prospective partner have? Can the Western firm provide the missing skills, and at what
cost? (2) facilities. What facilities (production, distribution, etc.) does the prospective
partner have or have access to? Will these need to be modernized or upgraded, and what
will be the cost? (3) location. Is the Chinese partner geographically well placed to exploit
marked opportunities? This is particularly important given the physical problems
associated with distribution in China. (4) relationships. This is the big one. How good is
the Chinese partner’s guanxi1 with other firms in the supply chain, with customers, and
with government? (5) partner goals. What do partner want? Are they “nut and bolts”
partners, or might there be a true strategic vision in their thinking?
Glaister and Wang (1993) conduct a survey on partner selection of UK-Chinese JVs.
They identify five types of the Chinese partner in the JVs: (1) state-owned enterprise; (2)
provincial government/authority; (3) central government/authority; (4) privately-owned
enterprise; and (5) industrial and trade corporation. Their research find thirteen specific
skills and characteristics are considered by UK companies when selecting a Chinese
partner (Table 7). Although Glaister and Wang (1993) suggest that the firms could
identify potential partners by considering organizations with which they already have a
relationship, only a minority of UK firms in the sample had a past association with
current partners. Their research shows that a distinctive characteristic is the partner’s
ability to negotiate with the host government when selecting a Chinese partner. However,
the results of the research are based on the samples from the period 1979-1992, and the
types of the Chinese partners are mainly state-owned enterprises, and provincial and
central government or authorities. Moreover, the JV was the favorable form to enter the
Chinese market at that time. Therefore, the applicability of the results may be questioned
because the business environment (i.e., laws, policies, and governmental regulations, etc.)
has changed since then. A contingency perspective may be a characteristic of such a
study.

1

A Chinese term, which usually refers to personal relationships and social relationships in China.
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Table 7. Necessary skills or characteristics of Chinese partners (Glaister & Wang 1993).
Skills or characteristics

Rank

Ability to negotiate with the host government

1

Relatedness of business

2

Trust between top management

3

Financial status/resources of partner

4

Established marketing and distribution system

5

Reputation

6

Complementary resources

7

Experiences in technology application

8

Favorable past association

9

Partner company’s size

10

Management in depth

10

International experience

12

Access to technology

13

Luo (1997) believes that MNCs (Multinational Corporations) have to face the challenges
of structural reform, weak market structure, poorly specified property rights, and
institutional uncertainty in a Chinese emerging economy. The right local partners can
help MNCs boost their market expansion, obtain insightful information, mitigate
operational risks, and provide country-specific knowledge. Luo (1997, 1998a) argues that
the success of IJVs in China largely depends on the selection of local partners. He
suggests that the potential partner should possess complementary skills and resources,
and share compatible goals and a cooperative culture. Using reliable sources of
information, foreign companies should examine the following attributes of a local partner
candidate: (1) strategic traits, including marketing competence, relationship building,
market position, industrial experience, strategic orientation, and corporate image; (2)
organizational traits, including organizational leadership, organizational rank, ownership
type, learning ability, foreign experience, and human resource skills; and (3) financial
traits, including profitability, liquidity, leverage, and asset efficiency (Fig. 8). Luo (1997)
suggests that both the strategic and organizational traits of the Chinese partners are
significantly associated with some individual dimensions of IJVs’ performance. Among
the strategic traits, absorptive capacity, product relatedness, and market power are
favorable to IJVs’ market and financial outcomes. Market power and experience
significantly reduce IJVs’ operational uncertainties. Of the organizational traits,
international experience and organizational collaboration are important for IJVs’ for their
profitability and stability as well as market expansion and export growth. The
organizational form and size influence IJVs’ local market performance.
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Local partner attributes

Operation
related

Strategic attributes
Marketing
competence
Relationship building
Market position
Industrial experience
Strategic orientation

Strategic fit

Coopertion
related

Cash flow
related

Organizational

Financial attributes

attributes

Profitability

Organizational

Liquidity

leadership

Leverage
Assets efficiency

Organizational rank
Ownership type
Learning ability

Organizational fit

Financial fit

International joint ventures
success

Fig. 8. Local partner attributes and joint venture success: three-fold classification
scheme (Luo 1997).
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3.2 Managing the process of strategic partnerships
Partnership formation is the first step, rather than an end for the partners. Although
different theoretical rationales are used to explain the partnership formation, they are little
applied to explain the management process of partnership. In this section, the four
activities of the partnership management – human resources management, knowledge
transfer, risk management, and cultural differences, are identified by taking the five
theoretical rationales (in chapter 2) into consideration.

3.2.1 Human resource management
As this study focuses on the issues on human resource management (HRM) in a
multicultural management context, HRM is defined as a distinctive approach to
employment management which seeks to achieve competitive advantage through the
strategic employment of a highly committed and capable workforce, using an integrated
array of cultural, structural and personnel techniques (Storey 2001). The following
sections describe the importance of HRM in partnership and HRM in Sino-Western
partnerships.

3.2.1.1 General overview of HRM in partnerships
The importance of HRM in business activities has been widely addressed. Every aspect
of a firm’s activities is determined by the competence, motivation, and general
effectiveness of its human organization. Of all tasks of management, managing the
human component is the central and most important task, because all else depends upon
how well it is done. (Pieper 1990).
Kanter (1994) points out top executives devote more time to screening potential
partners in financial terms than to managing the partnership in human terms. Following
the resource-based theory, knowledge-based theory and organizational learning
perspective, human resources are the active resources in the partnership as well as the
individuals bearing, learning, and transferring the knowledge owned by the partner
companies. Therefore, human resources are the key element to be managed in order to
make their behavior able to assume the responsibilities of JV operations.
Slowinski et al. (1993) suggest that partnering is a dynamic, ongoing process that is
strongly people-oriented. They believe that the relationship between operating managers
is a critical factor that is often undervalued. The partnership can be traumatic if some key
person loses. Lorange and Roos (1993) find that human resource management is an
important area in the management process of the partnership. They posit that human
resource management involves two types of tasks in partnership. First, it must attempt to
assign and motivate people in appropriate ways, so that there is value creation within the
partnership. Second, human resources have to be managed strategically in order to sustain
and enhance their competencies.
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Many studies carried out on Sino-Western JVs also show the importance of human
resource management. The survey conducted among 70 foreign multinationals in China
shows that HRM and strategic vision are regarded as the two most important factors for
businesses to succeed in China (Economist Intelligence Unit and Andersen Consulting
1995). Hoon-Halbauer’s (1999) study indicates that the problems encountered within JVs
in China are, in most cases, attributable to managerial relationships and human
interaction. Ambler and Witzel (2000) point out that unsuccessful JVs are characterized
by a lack of investment in key areas, especially in the critical area of human resources.
Notably, Björkman and Lu (1999) argue that the management of human resources
tends to be the single biggest challenge for Western companies in China. After examining
the relationship between HRM and organizational performance in sixty-two
manufacturing Chinese-Western JVs and wholly owned subsidiaries located in different
parts in China, Björkman and Fan (2002) confirm that firms using a “high-performance”
HRM system and HRM-strategy integration positively impact on the firms’ performance.
High-performance HRM practices refers to rigorous recruitment and selection processes,
performance-contingent compensation system, extensive development and training
activities and commitment to employee involvement. HRM-strategy integration refers to
the extent of the firm’s adherence to HRM policies and practices of the firm’s strategy.
(Becker and Huselid 1998).

3.2.1.2 Human resource management in Sino-Western partnerships
Verburg’s (1996) study shows that designing suitable strategies of HRM in China is not
just a matter of implementing well-established HRM-practices but a process of shaping
such designed practices to the specific context. Applying HRM in Sino-Western JVs
requires Western companies paying attention to the influence of cultural values,
organizational structure and legislative regulations in China. Verburg notices that,
although Confucian values are still rooted in the Chinese society, exclusive explanations
in terms of Confucian values will not necessarily lead to a good understanding of the way
things are organized in China. Verburg’s research is conducted based against the
background that the Chinese organizations are characterized by a dual power structure in
which the executives and representatives of the Communist Party of China share the
responsibilities of management. However, it may be misleading to the Western companies
because the power of the Communist Party is being severed from the management and
administration which is bringing a great change in the political structure and the
administrative system in enterprises and other organizations (Wang 1990). Verburg
introduces the changes in Chinese legislations such as replacement of lifetime
employment policy, establishment of a social security fund and creation of a labor market
and so on. His empirical study shows that the central theme in HRM of JVs in China is to
achieve high commitment among local personnel. The current HRM practices of JVs are
limited to maintaining the workforce rather than developing employees. There is a great
scarcity of well-educated personnel at middle management level who are able to master a
foreign language. Verburg actively recommends that companies planning to do business
in China should be aware of the current laws and regulations. As China undergoes fast
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development, several of the former rules and laws are changing rapidly and, especially in
the area of labor law, several new regulations are being enforced. Western companies
employing a Chinese workforce should have a more “open” attitude towards their
employees rather than defer to traditional Chinese values which are in many cases no
longer valid.
Björkman and Lu (1999) conducts the HRM research in Chinese-Western JVs based
on the central features of the Chinese culture and by comparing the personnel practices
typically found in Chinese state-owned enterprises. They believe the two factors may
impact on the HRM of JVs in China because the Chinese culture may restrict the
transferability of Western management practices to China, and Chinese personnel
practices are likely to influence the kind of HRM policies accepted by the Chinese parent
organization in the JV. Björkman and Lu’s research studies the local managers and
professionals in Chinese-Western JVs, since the recruitment, development, motivation,
and retention of competent and high-performing Chinese professionals and managers is a
major challenge for foreign companies operating in China. The result of their research is
in Table 8.
Björkman and Lu (1999) compare the HRM practices in Chinese state-owned
enterprises, Western companies, and Chinese-Western JVs in terms of recruitment,
development, motivation, and retention of competent and high-performing Chinese
professionals and managers. The results show the HRM practices become more similar to
those in Western MNCs with a higher trend towards MNC standardization. The
researchers believe this phenomenon is caused by the following reasons: (1) the business
executives spread ideas of efficient HRM practices in the social and professional
networks in China; (2) Western partners put more emphasis on introducing the
international practices to its Chinese partner; (3) most JVs are Western partner
dominated; (4) enterprise reforms in China have some effects on the Chinese partner’s
attitude toward HRM practices in JVs. However, Björkman and Lu note that HRM
practices must adapt to the Chinese context instead of making a total transfer of HRM
policies and practices of the Western companies’ home country to China. Their research
also indicates that the criteria for selection, performance appraisal and promotion may be
relatively similar to those used in Western countries, whereas the method used for
selection and appraisal must be essentially localized to fit local cultural values and norms.
Leung and Kwong (2003) review the major human resource functions such as
recruitment, compensations, performance appraisal, training and development, and exit in
IJVs in China. The sources of disagreement between the Chinese partner and the foreign
partner in each of these human resource practices are analyzed from a justice perspective.
Their study shows that the Chinese and foreign partners often diverge on what constitutes
a legitimate rule of justice and criteria upon which these rules are applied in HRM
practices
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Table 8. HRM practices in Chinese state-owned enterprises, Western Companies, and
Chinese-Western JVs (Björkman & Lu 1999).
HRM

Chinese

Western

Sources of

Often from school or

All sources

recruitment

university

Chinese-Western JVs

practices
Many sources but often directly
from university or from foreign
firms; decreasingly from local
partner
Selection

No references, often tests,

Often references & tests;

Extensive interviews,

methods

interview/informal talk

extensive interviews

sometimes tests

Selection

Nepotism common

Impersonal relationships;

Impersonal relationships; prefer

prefer experience

no experience or experience

criteria

from foreign firms
Training and

Relatively limited; mostly

Rather extensive;

Extensive technical &

development

technical in-house &

technical general

increasingly general

external

management; in-house

management; mostly in-house,

& external

key people overseas

Appraisal

By colleagues and

Mostly by superiors,

Increasingly common, mostly

subordinates, written

personal interviews, direct

discussions with superiors,

self-appraisal, limited

feedback on performance

cautious feedback on

direct inter-personal

performance

feedback
Promotion

Performance, personal

Predominately

Predominately

criteria

relationships, political

performance

performance

attitude, age
Compensation Small salary differences;

Retention

Considerable salary

Increasing differences;

bonus important but small

differences; often

increasingly individual

differences and limited

individual financial

performance incentives

individual incentives

incentives

Limited job mobility

Competitive salaries, career Competitive salaries; career
planning and development

discussions, housing schemes

Leung and Kwong (2003) identify various differences across all the main areas of HRM
practices between Chinese and Western partners. They trace all the differences back to
three fundamental differences (Table 9). The first difference is the scope of the two
partners. The Chinese side takes into account the socio-economic factors and IJV
environment, such as unemployment rates and government policies, whereas the Western
partner is mostly concerned with the effectiveness of the IJV. Second, different rules of
justice are often applied. With regard to distributive rules, the Chinese favor equality and
need, whereas the expatriates favor merit-based rules. As for procedures, the Chinese
favor rules that take into account contextual demands and mutual agreement, whereas the
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expatriates favor procedures that are contractual and legalistic. Third, the different criteria
are often applied by the two sides in decisions of justice. As for distributive rules, group
performance, seniority, previous contributions, and guanxi are often used by the Chinese,
whereas individual performance and current contributions are often used by expatriates.
With regard to procedural rules, flexibility and room for reinterpretation are often used by
the Chinese, whereas clarity, enforceability, and consistency are often used by the
expatriates.
Table 9. Differences between Chinese and foreign in HRM (Leung & Kwong 2003).
Differences in HRM

Chinese partner

Foreign partner

Scope

Holistic

Instrumental

Socio-economic policies

Profitability of IJV

Social stability

Efficiency

Family
Justice rules

Distributive

Distributive

Equality

Equity

Need

Merit based

Preserve face and harmony
Procedural

Criteria

Procedural

Contextual

Contractual

Mutual agreement

Legalistic

Distributive

Distributive

Group performance

Individual performance

Seniority

Current contributions

Previous contributions
Guanxi
Procedural

Procedural

Flexibility

Clarity

Room for subsequent interpretation

Enforceability
Consistency

Leung and Kwong (2003) state that human resource practices in IJVs in China are
dynamic and changing rapidly, and suggest several legal issues are critical in HRM
practices. First, the differences in HRM practices may be a source of conflict that
hampers the effectiveness of the IJVs. To bridge this gap, it is important for the two sides
to openly discuss these issues right from the beginning, and to negotiate a set of
organizational policies and practices that both sides can accept. Second, both partners
should be sensitive to different rules of justice and criteria used in assessing what
constitutes a fair arrangement. Otherwise, there will be a problem when one partner feels
something is unfair while the other regards it as reasonable. In practice, the power of
control is associated with the equity share (Yan & Gray 1996, Child & Yan 1999). As a
result, it is often recommended that the foreign partner should hold 67% or more of the
equity of an IJV (Meier et al. 1995). Control of the IJVs by the Western partner, however,
does not guarantee that the locals will regard the decisions made by the Western partner
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as fair and acceptable. Both sides should learn about their respective viewpoints on issues
of justice and work toward an optimal, fair arrangement to settle their differences. Third,
treatment differences between local and expatriate employees usually cause feelings of
injustice in IJVs. Localization at all levels of the personnel is a long-term solution to
reducing the sense of injustice in HRM of IJVs (Wong & Law 1999).
However, HRM practices in Sino-Western JVs are under two significant but
contradictory pressures – global integration (standardization) versus local responsiveness
(localization) (Lu & Björkman 1997). The hybridization of practices is already noted as
one way in which IJVs may balance standardization and localization requirements for the
partner companies (Lu & Björkman 1997). Lu and Björkman (1997) conclude that the
full range of HRM practices, recruitment and training are more compatible between
MNC standardization and localization than those of promotion, performance appraisal,
and financial compensation. At the same time, they suggest that besides the ownership of
MNC in JVs, the contribution of critical resource of MNC, such as technology, skills,
knowledge, local contacts and strategic materials, appears crucial to a standardization of
an MNC’s HRM practices in terms of promotion, performance appraisal, and financial
compensation. Chen and Wilson (2003) explore the characteristics of IJV partners and
their ability to influence whether IJV adopts standardized or localized HRM practices.
They propose four strategic drivers which impact on the HRM practices and policies in
IJVs, and they are HRM expertise, HRM consistency, resource power, and
internationalization experience. Although hybridized HRM is increasingly present in
Sino-Western JVs (Björkman & Lu 1999), Chen and Wilson’s empirical study
demonstrates that HRM practices in JVs differ depending on whether there is either
standardization with slight hybridization, or complete localization; and some components
of the partner’s experience and relative bargaining strength do affect the operational
outcomes, and can control the choices of systems and procedures in the joint venture.
Despite the argument between standardization and localization, there is a belief that
HRM practices of different ownership enterprises (e.g. state-owned, privately-owned,
collectively-owned and foreign-invested enterprises) are congruous with the Western
HRM practices in China (Zhu & Dowling 2002, Zhu et al. 2005). A free labor market is
emerging in China. Staffing practices are gradually changing from a politicized and
highly centralized labor allocation process to an economy-focused and market-directed
recruitment and selection process. Staffing practices tend to emphasize more job-specific
information, such as personal ability and skills, rather than political factors (Zhu &
Dowling 2002). A strategic role for the human resource function and implementation of
Western HRM practices is becoming more prevalent in China, although the legacy of
traditional practices endures and new challenges are emerging (Zhu et al. 2005).
In sum, the literature review shows that HRM in a cross-culture context is a main
challenge for both partners engaged in JVs and is positively related to the performance of
JVs. These studies analyze the divergences of HRM practices between Chinese and
Western partners. They also reveal that Western HRM practices are gradually being
accepted by the Chinese enterprises, severe conflicts between Chinese and Western
partners may be avoided in the process of adaptation. Since the “path dependence” of
Chinese enterprises on traditional HRM still exists, the studies emphasize that a complete
copy of HRM from Western partners should proceed with caution in Sino-Western
partnerships. The practices and strategies of HRM of the Western partners should adapt to
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the Chinese culture, contemporary legislations, and changing business environments. In
the early stages, a HRM mechanism should be established and accepted by both partners.

3.2.2 Knowledge transfer
Knowledge-based theory states that knowledge is a critical resource to the sustainable
development of organizations. Effective knowledge management is regarded as one of
the main sources of competitive advantage for firms (Grant 1996). Knowledge
management is defined as a dynamic interactive process which involves the conscious
and active management of creating, disseminating, evolving and applying knowledge to
strategic ends. The process consists of three flows of transfer, transformation and
harvesting (Berdrow & Lane 2003). In this study, knowledge transfer is regarded as a
narrower term of knowledge management. Based on Berdrow and Lane’s (2003) work,
knowledge transfer is defined as managing the flow of existing knowledge between
partners and from the partner companies to the partnerships.

3.2.2.1 General overview of knowledge transfer in partnerships
Zack (1999) points out that alliances, such as IJVs, offer a means to access knowledge
which is not yet widely distributed or exploited. Bowker and Star (1994) classify existing
knowledge into two types in an IJV, which are firm-specific knowledge - that supports the
IJV’s internal activities - and market-specific knowledge - that supports the firm’s
activities within a particular market or country. Berdrow and Lane (2003) add that partner
companies also have opportunities to develop resource-integration knowledge and
partnering knowledge through alliances. They believe that integrating the knowledge
embedded in firm-specific knowledge resources with the knowledge embedded in local
business practices is a necessity for effective use of resources within IJVs. The four types
of knowledge together contribute to improving the performance outcomes of IJVs.
Osobe et al. (2000) argue that technology transfer was one of the determinants for
foreign direct investment to attain superior performance in emerging regions. By
investigating over 220 Sino-Japanese joint ventures in China, Osobe et al. (2000)
concluded that the degree of resource commitment to technology transfer and the timing
of entry had significantly positive impacts on the perceived economic performance of a
JV. In their study, technology refers to technological knowledge which is generally
defined as knowledge on how to produce a cheaper or better product at given input
prices, or how to produce a given product at a lower cost than competing firms (Caves
1996).
Kanter (1994) claims that alliances cannot be controlled by formal systems but require
a dense web of interpersonal connections and internal infrastructures that enhance
learning. Organizational learning is an important aspect to facilitating the process of
knowledge transfer because the learning involves the constant improvement of both
individual and collective competencies to meet internal and external environmental
demands (Cyr & Schneider 1995). Much research on knowledge management in the JV
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context is conducted from an organizational learning perspective (Inkpen 1995, Richter &
Vettel 1995, Tsang 1999, Luo & Peng 1999, Berdrow & Lane 2003). Inkpen (1995)
examines various issues of IJV management from an organizational learning perspective.
He argues that the efficiency and extent of learning by organizations may become the
essential factor that determines long-term competitive success as international
competition intensifies. Learning through alliances and IJVs provides an important
platform for achieving that success. Richter and Vettel (1995) affirm that firms can
acquire the knowledge of their partners through a process of organizational learning in
JVs. They suggest that companies must undergo a learning sequence consisting of the
perception, internalization and abstraction of the partner firm’s knowledge resources to
expand their own corporate knowledge base. Only the permanent extension of the
corporate knowledge base guarantees the organizational renewal of the cooperating firms.
Organizational learning is also identified as the important factor for obtaining knowledge
of a business environment characterized by resource scarcity and high complexity such as
China (Luo & Peng 1999), and enhances the performance of Sino-foreign JVs (Child &
Yan 2003). Diverse knowledge can be learned by and from the partners involved in the
IJVs, such as knowledge about products, skills, technologies, and even knowledge of the
partners’ culture, management style, goals and values can also be learned in the process
of forming and maintaining an IJV (Storey 2001), as well the knowledge about the
foreign market (Eriksson & Chetty 2003) and business environment (Luo & Peng 1999).
However, alliances and JVs have also been described as a “competition for learning”
where each alliance member seeks to learn at a faster rate than its partner in order to
achieve a positive balance of trade in knowledge (Hamel 1991). This can destabilize the
relationship (Inkpen & Beamish 1997), unless the alliance partners are successful in
building “relational capital” that can reconcile reciprocal learning with the protection of
core knowledge assets (Kale et al. 2000).

3.2.2.2 Knowledge transfer in Sino-Western partnerships
Luo and Peng’s (1999) study suggests that knowledge about a certain host country is
accumulated in the intensity and diversity of experiences through a process of
organizational learning, and positively influence the performance of MNCs in China.
Consequently, MNCs can enhance the performance by being aware of local customers,
suppliers, competitors, and government (Child 1994), establishing marketing and
distribution networks (Shenkar 1990), being familiar with culture-specific business
practices (Luo 1997), and having a greater ability to reduce operational uncertainties and
financial risks (Luo 1998b). Moreover, MNCs may gain rich experiences to increase
competitive advantages by dealing with various business areas, handling different
customers (Barkema & Vermeulen 1998), and operating in diverse circumstances (Huber
1991).
Based on Luo and Peng’s (1999) suggestion, Child and Yan (2003) assess the
performance of Sino-foreign IJVs in terms of both “goal” and “system” criteria. Goal
performance is defined as the extent to which the objectives each partner company has in
forming an IJV are realized in practice. System performance is defined as the extent to
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which an IJV performs well as a business unit. Their study finds that the parent
companies’ experience of international business and joint ventures through organizational
learning are more significantly associated with system performance and goal
performance. The previous experience helps the companies to set realistic expectations
and avoid major mistakes so as to achieve satisfactory goal performance, as well as
effectively manage IJVs as business unit to achieve desirable system performance.
The goals of IJVs in China go beyond mere economic benefits, because China is a far
more complex environment than elsewhere in the world for Western firms with a
potentially confusing montage of business classes within any given industry, each
regulated by different laws (Si & Bruton 1999). IJVs in China are regarded as a vehicle
for knowledge transfer between Chinese and Western partners, in which Western firms
seek to learn about the Chinese market and how to compete in it, while Chinese firms
seek technology and management expertise. Si and Bruton (1999) believe the lack of
understanding of each partner’s knowledge needs may be the root cause of IJVs’
performance problem in China. They conduct research into group IJVs’ goals of
knowledge acquisition in China in the following three categories: knowledge of
government issues, knowledge of culture, and knowledge of market characteristics (Table
10). Si and Bruton suggest that Western firms must think through their own, and their
Chinese partners’, knowledge needs which is a practical way of reducing the
dissatisfaction of IJVs’ performance. Culture is conceived as a knowledge resource and a
factor of core competency in cross-culture management (Holden 2002), as well a factor
which influences the process of knowledge transfer (Chow et al. 2000, Voelpel & Han
2005).
Table 10. Knowledge acquisition goals of IJVs in China (Si & Bruton 1999).
Knowledge categories

Knowledge acquisition goals

Knowledge of government issues

Understanding government behavior
Learning national policies, rules and relevant laws
Understanding the partner’s economic system

Knowledge of culture

Learning more about the partner firm’s national culture
Learning the negotiation styles of the partner’s nation
Gaining knowledge of new management types and
styles

Knowledge of market

Gaining knowledge of partner’s market characteristics
Gaining understanding of labor resources
Gaining understanding of capital resources
Learning new technologies

Chow et al. (2000) conduct a comparative study on the behavior of knowledge sharing
between American and Chinese organizations based on the culture dimensions of
individualism/collectivism (Hofstede 2001), Confucian dynamism (Hofstede 1991),
concern of face (Ho 1976), and in-group/out-group distinctions in interpersonal
relationship (Triandis 1989). They find that Chinese and American employees are equally
willing to share knowledge so long as there is no conflict between the self and collective

69
interests. However, if the knowledge sharing involves a conflict between the self and
collective interest, the Chinese show a greater willingness to share than do their American
counterparts because of their higher level of collectivism as compared to their American
counterparts. Moreover, Chow et al. (2000) also find that the Chinese, in comparison to
their American counterparts, shared knowledge significantly less with a potential
recipient who is not a member of their “in-group”. Their research contributes to the belief
that JVs should design systems and processes of internal knowledge sharing so that JVs
would increase the competitive advantage through openly shared knowledge by their
organizational members.
Voelpel and Han (2005) study the activities of knowledge sharing in Siemens
ShareNet in China. They find that knowledge management should consider the cultural
dimension, as culture decisively influences knowledge-sharing behavior. The potential for
knowledge sharing in the emerging market of China is higher than expected, if the
necessary cultural adaptation can be made. At the same time, Voelpel and Han define the
barriers of knowledge sharing in the Chinese context. These barriers include language
barriers, cultural barriers (face saving, in-group/out-group distinction), unreliability of the
incentive system (changes of reward on encouragement to use the system of knowledge
sharing), operative barriers (complexity of the system and structure of knowledge
sharing), and miscellaneous barriers such as lack of time, and wondering inaccuracy
information. However, Voelpel and Han’s research is based on a single case, and the
results may have limited generalizability.
Compared with the studies of Chow et al. (2000) and Voelpel and Han (2005), the
results of Ramasamy et al.’s (2006) study can be transferred more easily in practice to
enhance knowledge transfer in strategic alliances in the Chinese business context with
respect to the culture dimension. Ramasamy et al. (2006) study the role of guanxi
(personal relationships) in knowledge management because guanxi is regarded as the
lifeblood of Chinese business communities and acts as a lubricant in business activities.
Ramasamy et al. examine three components of guanxi which are trust, relationship
commitment and communication. The relationship commitment is interpreted as the
desire to continue the business partner relationship and the willingness to put in an effort
to ensure its long-term continuance. Ramasamy et al. find that trust and communication
are the two main channels of knowledge transfer. However, the two elements both have a
negative moderating effect upon the opposite channel of knowledge transfer. Ramasamy
et al. explain this finding in two ways. On the one hand, when there is a high level of
trust between a knowledge receiving firm (KRF) and knowledge sending firm (KSF), the
KRF may assume the KSF will provide quality knowledge even without much
communication and interaction. In this situation, the KSF may regard such behavior as a
lack of initiative on the part of KRF, thus reducing the willingness of knowledge transfer
from the KSF to the KRF. On the other hand, the Chinese partners, in an environment
where knowledge transfer between firms is high, may interpret frequent communication
between firms as a sign of a good relationship. Such assumptions by the Chinese partners
(KRF) may lead to a lack of initiative in establishing the required trust in the relationship
with the foreign partner (KSF). Ramasamy et al. suggest that trust and communication
can be used to build the right bridges of knowledge transfer in the Chinese context.
To sum up, the literature review proves that technology transfer is positively related to
the financial performance of a JV. It further shows that good knowledge transfer between
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partners in partnerships improves the performance of partnerships, through the transfer of
knowledge of partnering, resource integration, access to and taking advantages of the
partners’ knowledge about the markets, culture, and governmental issues. Besides
economic benefits of the partnership, the performance of partnership is also measured by
the partners’ satisfaction with the knowledge gained from the organizational learning
perspective. The literature classifies the different types of knowledge which can be
acquired in Sino-Western partnerships. Culture may influence the behavior of knowledge
transfer in its roles of facilitator or barrier. The effectiveness of trust and communication
may also affect knowledge transfer in the Chinese context.

3.2.3 Risk management
Cooperative strategies are not risk free. Darlington et al. (2001) define risk as the threat
that an event or action will adversely affect an organization’s ability to maximize
stakeholder value and achieve its business objectives and business strategies. Risk arises
as much from missed opportunities as it does from possible threats. In this study, risk
management is defined as the partner’s activities in identification and minimization of the
risks which threaten the performance of the partnership.

3.2.3.1 General overview of risk management in partnerships
Transaction cost theory states that alliances are usually confronted by risks from
opportunistic behavior and uncertainty (Williamson 1985). Hitt et al. (2001) add that the
main risks in cooperative strategies may include the opportunistic behavior of the
partners, misrepresentation of competencies by the partners, failure to use their
complementary resources, and holding the partner’s investments as hostage. Hitt et al.
(2001) also suggest that cooperative strategies may create values by two approaches to
manage the risks, one of which is to draw up detailed contracts and monitor the behavior
of the partner; another way is to develop a trust relationship with the partner so that the
cost of monitoring is reduced and the business opportunities are maximized.
Das and Teng (1996, 1998, 1999, 2001a, 2001b) contribute significant research to risk
management in strategic alliance on the basis of resource-based and risk-based views.
They systematically review the risks in strategic alliances, analyze the risks involved in
each stage of alliance management process, and suggest ways to cope with them. Das and
Teng (1996, 1998, 1999, 2001a) state that relational risk and performance risk are two
distinctive, yet equally important, types of risk in a strategic alliance. Relational risk is
concerned with the probability and consequences that a partner firm does not commit to
the alliance in the desired manner. In other words, it encompasses those relational
problems that may hinder the achievement of strategic objectives. Das and Teng (2001a)
identify a typical source of relational risk – i.e. opportunistic behavior of the partners –
some firms and people pursue their own interests at the expense of others. Moreover,
cultural differences in dealing with business partners may sometimes be interpreted as
opportunistic behavior (Horng 1993), because a perception of opportunism may be
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attributed to a lack of cultural understanding and responsiveness in international alliances
(Lane & Beamish 1990). Another source of perceived relational risk may arise from
expected inequities regarding payoffs in alliances. The need for equity can seriously
affect the relationship between the partners because one partner may begin to commit less
if it feels the other partner gains too much from the alliance, compared to its own gain.
Performance risk refers to the probability of the intended strategic goals of an alliance not
being achieved, even though cooperation between the partners is satisfactory. The sources
of performance risk include environmental factors, such as government policy changes,
war, and economic recession; market factors, such as fierce competition and demand
fluctuation; and internal factors, such as a lack of competence in critical factors, or sheer
bad luck (Das & Teng 1999). Das and Teng (1998) argue that relational risk and
performance risk are conceptually independent because relational risk is created when
forming a strategic alliance, performance risk can be shared and mitigated by the alliance
(Das & Teng 2001a). Das and Teng (1998) examine the alliance making process in terms
of the interactive effects of resources and risk on the orientation and objectives of the
prospective alliance partners. Das and Teng (2001a) propose a model of strategic alliance
structuring with managerial risk perception as its core. They suggest that the structural
preferences of partners are based on their perception of relational risk and performance
risk, and the overall objective is to minimize the total risk. Importantly, Das and Teng
(1999) argue that the two types of risk may affect alliance success. They discuss the roles
of risks in alliance management process, which are related to partner selection fitting,
structuring flexibility, operation collaboration, and planning for future in performance
evaluation. Das and Teng (2001b) construct a framework to examine the interrelationships between trust, control and risk in strategic alliances. They break trust into
goodwill trust and competence trust, and distinguish three types of control: behavior
control, output control, and social control. Das and Teng (2001b) argue that trust and
control can effectively reduce and manage the two types of risks in strategic alliances.
Furthermore, they suggest that relational risk can be minimized through goodwill trust,
behavior control, and social control, while performance risk can be minimized through
competence trust, output control, and social control.
Das and Teng’s (1998, 1999, 2001a, 2001b) contribute a theoretical framework and
propositions as elaboration of the model. However, no empirical research is done on the
basis of their model by either Das and Teng themselves or other researchers. Only Tyler
and Steensma (1998) use the risk types in empirical research on how executives perceive
the potentials of prospective technological alliances.

3.2.3.2 Risk management in Sino-Western partnerships
The success of FDI is largely contingent on how a company copes with unforeseeable
forces and consequential risk in a host country (Yeo & Lai 2004). Much of the literature
focuses on the business and environmental risks in Sino-Western partnerships because
Western partners in such partnerships may easily perceive risks in the Chinese
transitionally dynamic environment. This section reviews the studies on risk management
in Sino-Western partnerships.
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Several researchers believe that risk exposure for foreign companies operating in
China go far beyond business risks. They also confront the political risk (Liu & Bjornson
1998, Zhuang et al. 1998, Ma et al. 2003). Political risk is the exposure to unanticipated
changes in political factors (Liu & Bjornson 1998). The impact of political risk on the
safety and profitability of FDI is often far greater than the normal cost disadvantages
associated with overseas investments, especially in the Chinese emerging economy, as
well the previously centralized economy and communist countries (Ma et al. 2003). Ma
et al. (2003) summarize the political risks in China by reviewing existing literatures.
They believe the first political risk in China to be a greater degree of political instability
and ideological swings (Daniels et al. 1985, Chen et al. 1991, Gupta et al 1991). Second,
foreign JVs in China may suffer ownership-related risk such as expropriation, currency
conversion impediments, and intervention risk (Haner & Ewing 1985, Simon 1990,
Gupta et al. 1991). Third, there is still uncertainty from the inadequate Chinese legal
framework governing foreign joint ventures (Daniels et al. 1985, Chen et al. 1991).
Fourth, entering the Chinese market is costly to gather information, given the lack of
prior business experience in this market (Gupta et al 1991, Tu & Coy 1991). Finally, FDI
in China is also concerned with the state relationship between its government and the
Chinese government (Daniels et al. 1985). However, these studies were carried out in the
middle of the 1980s and in the early 1990s. It is questionable whether that the
contingency perspective of the literature applies to the Chinese circumstances nowadays,
as the economic growth and social development in China have changed.
Liu and Bjornson (1998) suggest that MNCs could take advantage of the specific
assets and tacit knowledge to manage the political risks in the long term. JVs with a host
country partner are widely adopted to avoid the political risks. On the one hand, a JV
obliges the foreign companies to invest in the host country with medium asset specificity
so as to avoid creating an exit barrier because of high assets specificity in the host
country. On the other hand, the host partner as one of the shareholders has the incentive
to protect the JV from the political risks in the management process.
Haley (2003) proposes an integrated framework to assess the business risks for FDI in
China. The framework assumes that a business risk constitutes a multidimensional
concept and incorporates the inter-related variables of macro-environmental, industrial
and corporate levels (Table 11). In the macro-environmental level, the sources of business
risks include political variables such as war, revolution, and governmental changes;
regulatory variables such as fiscal and monetary reforms, price control, and governmental
regulation; and macroeconomic variables such as inflation, foreign exchange rates, and
terms of trade, social variables such as social unrest, changing demographics, and
corruption, and natural variables such as natural disasters, variations in rainfall, and
climatic conditions. Business risks on an industrial level consist of supply side variables
such as quality and market supply; demand side variables such as consumer tastes,
market sizes, and availability of substitutes; and competition-related variables such as
product and process innovations and rivalry. The two levels of business risks may impact
on FDI in China while cannot be controlled by foreign companies. On a corporate level,
the foreign companies may take some measures to manage the effects of production risks
such as raw material shortages, labor unrest, and spare part restrictions; technology risks
such as patent infringement and adaptability of R&D; finance risks such as collectibles
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and debts; and management risks such as employee motivation, satisfying stakeholders,
and developing core competencies.
Haley (2003) highlights some representative risks at macro-environmental, industrial,
and corporate levels that affect foreign companies’ performance in China. He believes
that regulatory risks are typical risks at the macro-environmental level, because there is a
lack of knowledge about which faction or interest groups will make what governmental
policies in the future. This phenomenon is quite common in industries still restricting
foreign investment in China, such as the telecommunication industry. There are several
factions or interest groups in the current Chinese regime which strongly influence the
policy-making and market reshaping. However, multinationals involved in such restricted
industries can expect the promised policies to shift. Furthermore, demand side risks are
identified as the risks in industrial level, especially in China’s auto industry. The main
reasons are because most Chinese people still view cars as luxury items; and the
protectionist policies such as exorbitant sales and license taxes reduce the demand
because of the high price of cars (Haley 2002). Moreover, market information is difficult
to collect because publicly available information is not updated swiftly. Finally,
technology risks at the corporate level result from the lack of sufficient protection of
intellectual property right (IPR) in China. The foreign companies usually suffer losses
because of rampant counterfeiting of products.
Table 11. Sources of business risks for FDI (Haley 2003).
Macro-environment

Industry

Corporation

Political

Supply side

Production

Regulatory

Demand side

Technology

Macroeconomic

Competition

Finance

Social

Management

Natural

For the Chinese emerging market with high uncertainty and high potential for profits,
Haley (2003) suggests using heuristics to evaluate business risks in China, and manage
them through controlling market entry timing, refining market information, cooperating
with local partners, imitating the successful strategies of pioneering companies, and being
flexible about product and market diversification.
Zhuang et al. (1998) focus on the external sources of business risks, and conclude
from a survey there are two categories of risks, namely political and economic risks, for
FDI in China. Political risks refer to the inconsistent policies and governmental
intervention. Economic risks are identified as foreign exchange control, import/export
control, and high inflation. Zhuang et al. (1998) suggest political risks could be handled
by taking advantage of the bargaining power such as reducing the degree of dependence
on the domestic market, as well as increasing the Chinese market reliance on the strength
of new technology, management know-how, and essential resources out of China, given
that the FDI is expected to establish a market presence in the Chinese market. They
further suggest economic risks should be minimized through product diversification, and
combining flexible marketing and manufacturing strategies.
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Yeo and Lai’s (2004) work provides more practical skills for managing the risk for
SMEs investing in China. They classify the risk from the view of predictability and
manageability, and put forward the strategies to mitigate the negative impacts (Table 12).
Table 12. Risk taxonomy and corresponding strategies (Yeo & Lai 2004).
Risk type

Technique

Strategy

Examples

Type A

Avoid

Roadmap creation

Cultural risk, internal risk caused

Predictable and

Cultural training

by mismanagement or loss of

manageable

Organizational learning

managerial control

and knowledge transfer
Type B

Accept/ Mitigate

Predictable and

Countermeasures

Competitive risk, relationship

Competitive analysis

based business practices

unmanageable
Type C

Mitigate/Transfer

Unpredictable and

Industrial and trade clusters Logistics risk, market
Contingency planning

manageable
Type D
Unpredictable and

penetration, demand fulfillment
risk

Mitigate/Transfer

Diversification

Political and economic policy

Insurance

risk, natural disasters

unmanageable

In summary, the above literature review indicates that risk management in the partnership
management process may enhance effective performance of the partnership with closer to
attention to both resources and risks (Das & Teng 1999). Different risks are identified as
possible threats to the Western firms operating in China. The literature presents the
different views on assessing and better managing these risks. As China is in a transitional
process, it is necessary to heed the business environment because the business
environment is being restructured with new markets emerging, laws and policies being
changed, and economy growth. In this study, Das and Teng’s (1999) classification of risk
is used in the empirical study to unravel the partnering firms’ practices in risk
management.

3.2.4 Cultural differences
Culture is regarded as the collective programming of mind that distinguishes the
members of one group or category of people from another (Hofstede 2001). In the
process of internationalization, firms have to confront cross-cultural issues when the
partner companies come from different countries. Cultural differences are defined as the
sum of factors creating, on the one hand, a need for knowledge, and on the other hand,
barriers to knowledge flow and hence to other flows between the home and the target
countries (Luostarinen 1980).
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3.2.4.1 General overview of cultural differences in partnerships
Hofstede (1983) notes that national culture has significant implications for management
culture and practices because of political, sociological, and psychological reasons.
Lasserre and Schütte (1999) also argue that the lack of cultural fit brings about
considerable scope for misunderstanding. All empirical evidence on international joint
ventures shows that cultural differences lead to numerous problems and conflicts within
partnerships.
Culture is identified in different aspects of partnership. Since it is an important force
for determining managerial attitudes and practices, it is considered as an essential tool for
understanding the process of doing business (Williams et al. 1998); it is identified as a
source of knowledge transferred between partners (Si & Bruton 1999); and is believed to
be an obstacle in knowledge transfer (Voelpel & Han 2005) and HRM practices transfer
(Björkman & Lu 1999). Moreover, culture per se is even seen as part of the firm’s
resources, leading to a competitive advantage (Porter 1991, Dunning & Bansal 1997).
Porter (1991) adds that the competitive advantage of firms could be derived from the
most rapid accumulation of specialized assets and skills, sometimes due solely to greater
commitment. Dunning and Bansal (1997) further suggest that this greater commitment
might well be based on cultural values observed in some countries, and not in others.
When a social culture offers its firms advantages over those of others, the nation may be
said to have a culturally competitive advantage. Specifically, many individualistic
cultures, such as that of the US, may have an advantage in technological assets, while
many collectivistic cultures, such as that of Japan, may benefit from the ways in which
they organize their workforce and establish relations between contractors, suppliers and
joint venture partners (Dunning & Bansal 1997). Based on the view of culture as a
resource, Li et al. (2001) discuss that culture affects the behavior and performance of
firms in their large sample of 898 joint ventures in China. They find that Oriental culture
is valuable for East-Asian firms in terms of efficiency and rapid market entry. JVs
established by partners from East-Asian cultures might find it easier than their East-West
counterparts to manage human resources in China. Moreover, Martinsons and Tseng
(1995) suggest bridging cultural differences as a critical success factor for a JV in China.
Therefore it can be concluded that understanding cultural differences is important to
survival in intercultural cooperation (Hofstede 1991).

3.2.4.2 Cultural differences in Sino-Western partnerships
Partnerships provide opportunities for Western partners to strengthen the competitive
advantages through leveraging their core competencies with local Chinese firms, but a
culture clash is inevitable since the partners work together with different aspirations,
expectations, and beliefs based on their cultural background, and individual personality.
This section reviews the literature on Chinese culture and cultural differences in SinoWestern partnerships.
Many researchers believe the Chinese society is characterized by Confucian values
(Hofstede & Bond 1988, Hofstede 1991, Zhao 1993, Ambler & Witzel 2000). Confucius
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lived in the fifth century BC (551-479 BC) and is well-known for his moral teachings.
Strictly speaking, Confucianism is not a religion, but it establishes a pragmatic set of
guiding principles for daily life in Chinese society. The impact of Confucian ideas on
traditional Chinese values and beliefs can be summarized in the following four principles
(Zhao 1993): (1) the family is the key unit in society and loyalty to it should be stronger
than any other relationship; (2) a hierarchical view of society is central to Confucianism;
(3) leaders have an obligation to provide their subordinates with decent living conditions,
but subordinates must respond with loyalty and obedience; and (4) power should only be
exercised by those people who have been thoroughly educated in the proper way. These
values are traced by the researchers back to four typical practices in the living and
working life, which are mianzi (face), guanxi (personal relationship), collectivism, and
hierarchy (Lockett 1988, Verburg 1996, Ambler & Witzel 2000, Uhlen & Lubatkin 2001).
The idea of mianzi is related to “a reputation achieved through getting on in life
through success and ostentation” (Uhlen & Lubatkin 2001). Mianzi also focuses on
questions of prestige and dignity, and it reflects surprising vulnerability in self-esteem
(Ambler & Witzel 2000). Great emphasis is placed on reaching a consensus within the
work group, and on not causing somebody to ‘lose face’. For instance, a manager who
criticizes a subordinate or colleagues, especially if this is done in the presence of others,
can cause this person to lose face. A loss of face may lead to a break-down of personal
relationships that in turn may harm the internal management processes. The issue of face
may, for instance, complicate the direct feedback between managers and subordinates that
is often assumed in Western HRM practices such as performance appraisal. The Chinese
communication style is indirect, as individuals try to minimize the loss of face and
preserve harmonious relationships (Gao et al. 1996). On the one hand, it may be
extremely difficult for Western expatriates to detect nonverbal communication clues and
to second-guess local subordinates. On the other hand, highly sensitive to social face,
Chinese partners are easily upset that their Western partners have been inattentive to their
need for respect (Tjosvold et al. 2001).
Guanxi, a Chinese term referring to interpersonal connections, is perceived as a key
factor for doing business in China (Tai 1988, Björkman & Sock 1995, Ambler & Witzel
2000, Yeung 2000, Si & Bruton 2005), and even as a source of sustainable competitive
advantage (Tsang 1998b). Björkman and Sock (1995) state guanxi is important in China
because of a (1) lack of codified and diffused public information; (2) general distrust
towards strangers; (3) reciprocity within social relations as the norm; and (4) the
importance of trust development prior to business and information exchange, in particular
in relations where illegal elements are part of the interaction. Si and Bruton (2005) argue
that the role of guanxi in the IJVs is still important for achieving superior performance in
the Chinese market. It plays the role of lubrication in Chinese business activities and can
be applied to different levels of the management practices. For instance, a good personal
relationship between the top management levels can promote a more open and frank
communication so that the problems can be immediately checked to reduce conflict, or
the agreement can be easily reached in the partnership. A close relationship between
managers and their subordinates and colleagues can act as informal mechanisms for
creating ties and loyalty between employees and top managers. Moreover, Yeung (2000)
suggest foreign companies should develop guanxi – meaning the art of cultivating a
personal relationship with those in power – to reduce the uncertainties of business in
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China. Ambler and Witzel (2000) mention that Western companies use systems to control
relationships, while Chinese organizations use relationships to control systems. However,
the use of Chinese management seems to be the best way of avoiding conflict between
work practices and management styles when establishing trust, managing human
resource, and making decisions (Woodward & Liu 1993).
The third characteristic of Chinese culture is high collectivism (Hofstede 2001).
Chinese individuals tend to identify themselves as part of a specific group, team, or unit,
and an important distinction is made between ‘insiders’ and ‘outsiders’ (Bond 1996).
Communication with outsiders tends to be impersonal and closed, while with insiders the
Chinese are much more personal and open (Gao et al. 1996). Psychologists claim that
Chinese socialization emphasizes the development of the self in the context of others;
individuals should promote the development of others as well as themselves and protect
them from suffering (Ho 1998). Imbued also with a strong sense of duty and hierarchy,
Chinese people are expected to see themselves in the context of others and understand the
need for reciprocity and obligations. Combined with the strong sense of duty and filial
piety, this emphasis results in an authoritarian moralism where rule-following is required
and in a subdued self, not the self-actualized self of the West (Tjosvold et al. 2001).
Finally, there is a sense of hierarchy in the Chinese culture. It is defined by Hosftede
(2001) as large power distance, i.e. the hierarchy of the organization is accepted naturally
by the Chinese. Respect for authority tends to result in centralized decision-making, and
it is common that the top management personnel, especially the No.1 person has the right
of final decision in Chinese organizations. With large power distance cultural values,
Chinese people accept their superior’s unilateral decision-making and quickly dismiss
their Western partners’ complaints about the lack of participation (Tjosvold et al. 2001).
Furthermore, respect for hierarchy tends to hinder the development of individual
responsibility and initiative, which are central ingredients in Western management
practices (Lockett 1988).
According to Hofstede’s (2001) study, Chinese culture is also characterized by longterm orientation, which means the Chinese people prefer to focus their efforts on the
future instead of the present. Ambler and Witzel (2000) note that Chinese organizations
are strongly permeated by Confucian values which do not always match short-term
business interests. JVs in China are not for those who only think short-term, as
negotiations can take years, and the Chinese expect commitment to be long term.
Moreover, the Chinese market is not for everyone. Only those strong companies with
long term objectives and can afford to wait a number of years to make profits should
consider entering the market (Tai 1988). For instance, Coca-Cola was the first US
company to distribute its products in China. It decided to enter the Chinese market within
three hours of the US and China establishing diplomatic relations in 1979. Coca-Cola
established its first JV in China in 1984. However, Coca-Cola achieved a balance of
revenue and expenditure in 1990. Nowadays, Coca-Cola occupies 53% of the market
share in the Chinese soft drink market. Coca-Cola's long-term strategies of localizing
production and building infrastructure through partnerships with the Chinese government
and domestic companies have allowed it to establish nationwide operations and generate
a strong market presence (Weisert 2001, www.zaobao.com 2004).
Martinsons and Westwood (1997) cite different studies on culture in their comparison
of work-related values between Anglo-American and Chinese perspectives on cultural
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dimensions (Table 13). Their study encourages Western companies to learn about Chinese
culture by comparing their own cultural background, and identifying the different
management practices arising from varying culture perspectives. Some culture
dimensions are the same as those mentioned above, such as Chinese collectivism, i.e.
large power distance. More explanations are presented to describe the culture dimension
listed in Table 13. The implicit Chinese value is to create harmony so as to avoid
conflicts. In practice, the Chinese find it difficult to say “no” directly, or to refuse or deny
the others. Martinsons and Westwood (1997) conclude that the Chinese may rely on their
intuition and experience to handle the problems instead of conducting a rational analysis.
The Chinese also have a “situation accepting” tendency rather than a “problem-solving”
orientation which prevails in Western societies. Trust is mainly built through personal
relationship (guanxi). The Chinese also view all things as interdependent so that they
believe in cause and effect in a multi-causal and non-linear manner. The high context
Chinese culture also features more implicitly and indirectly in communications.
Table 13. Comparison of Anglo-American and Chinese cultural values (Martinsons &
Westwood 1997).
Culture element

Anglo-American perspective

Chinese perspective

Relationship to the

Dominance

Harmony

Fundamental social unit

Individual

Collective-the family or a similar grouping

Power distance

Small

Large

Basic form of governance

Mechanistic democracy

Organic autocracy

Problem-solving approach

Analysis

Synthesis

environment

Primary basis for trust social Universal or systemic rule by law

Personal rule of man

order comes from
Primary basis for power

The position

The person

Uncertainty tolerance

Low (problem-solving orientation)

High (situation-accepting orientation)

Nature of communications

Explicit/low context/ function-

Implicit/high context/relationship-oriented

oriented
Causality and time

Linear cause and effect/single cause

Non-linear cause and effect/multiple causes

monochronic time

polychronic time

Notably, Worm (1996) makes a comprehensive comparison between Chinese and
Scandinavian in terms of culture, politics, and management. Worm’s work on cultural
comparison was built on Hofstede’s (1991) research. His study demonstrates vast and
multiple differences between Chinese and Scandinavian behavior, traditions, and values,
as well as the general cultural dimensions which do not suffice to describe actual cultures.
With respect to the management in Sino-Scandinavian JVs, Worm suggests that smooth
communication and positive feelings between the managers of IJVs are imperative for
constructive cooperation between Chinese and Scandinavian management. Many of the
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problems mentioned can be overcome by creating particularistic trust-based relationships
with Chinese colleagues. Essentially, trust-based relationships are established in China as
anywhere else, that is by keeping one’s promises, but in addition (superficial) harmony is
more important in China than in Scandinavia. Since expressing human feeling is
relatively more important to the Chinese than to Westerners, Worm argues that
communication can be more efficient if Scandinavians can adapt their communication
styles to Chinese norms, such as face-giving, showing respect for the Chinese, building
trust-based personalized relationships with the Chinese staff. Worm’s empirical study
shows that interpersonal relationships between Chinese and Scandinavians are better in
firms that yield profits than those operating with a deficit for many years. He therefore
adds that good interpersonal relationships assist in making the Chinese more willing to
try Scandinavian managerial methods. Furthermore, Worm suggests that management in
Sino-Scandinavian JVs can be conducted according to Western traditions by making the
necessary adaptations to the Chinese traditions so as to avoid problems, which involves
the Western expatriate being more sensitive to the traditional Chinese way of
communication. Fang’s (2001) study completely corroborates Worm’s study (1996), and
further adds that the Chinese do business with persons, not organizations. In the Chinese
eyes, inter-firm adaptations are essentially interpersonal adaptations. Furthermore,
adaptation by the Chinese to the other party in inter-firm relationships may not be based
on any rational thinking but on the Chinese value of reciprocity. In other words, how the
Chinese adapt themselves to the other party depends on how the other party adapts to the
Chinese (Fang 2001).

3.3 Summarizing the conceptual framework
The literature review identifies the key activities for achieving effective performance in
the process of partnership. The process of partnership consists of two stages: (1)
establishing the foundation of the partnership (formation); (2) managing the ongoing
relationship (management). A well-established foundation can help raise the odds of
success of the partnership. In the first stage, both partners must clarify their own and their
partners’ strategic intents for entering the partnership. Partnership design determines the
types that the partners are willing to adopt. The types potentially define how the resources
are to be organized and the management mechanism for future partnership development.
Obviously, the right partner is widely recognized as an essential element of the
foundation. The formation of partnership is not the end of the process. Mutual benefits
can only be achieved through both partners’ commitment to the management process.
Consequently, the literature recommends human resource management, knowledge
transfer, risk management, and knowledge of cultural differences to enhance the
performance of the partnership.
Partnership performance refers to the degree to which partner firms’ objectives are
achieved in a partnership (Das & Teng 2001). Satisfaction is the global evaluation of
relationship fulfillment by the firms (Dwyer & Oh 1987). Anderson and Narus (1984)
define satisfaction as “an affective state resulting from the appraisal of all aspects of a
firm’s working relationship with another firm”. Successful performance of the
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partnership is understood as having two parts in this study: (1) an enhanced performance
level from which both partners believe they can achieve their goals (e.g. gain financial
benefits, increase market share, implement project, etc.), and (2) partner satisfaction with
their cooperation.
In this study the activities related to the performance of the partnership are examined.
The approach in this study is that successful performance of partnership can be
understood by identifying the performance-related activities and then carefully managing
them in two stages, i.e. formation and management. This is also the approach for studying
the setting up of a successful partnership through firstly identifying the key elements in
partnership, and then the management of the partnership. Therefore, the framework of the
study arises from the literature review. It is an audit of the key activities for better
performance in the process of partnership development. Consequently, the issues are
studied in the context of Sino-Finnish partnerships; what the Chinese and Finnish
partners’ perceptions of these elements are, and how they appear in the actual practices of
partnership development. Many sub-topics are arose in the case study, such as why they
enter a partnership, how they select each other to fulfill the business goals, what their
HRM practices are, how they manage knowledge to support the activities, what risks are
identified by partners, and how do the cultural differences influence the performance of
the partnership; and how all these factors contribute to the performance of partnership.
Therefore, the aim here is to provide theoretical and practical knowledge of the
establishment of a successful partnership through reviewing the partnership studies and
experiences of Sino-Finnish partnerships in China. The collection of such data increases
the understanding of both Western and Chinese partners, so as to become more efficient
and effective in forming and managing such partnerships.
The research framework is set out in Fig. 9. In the partnership formations stage, the
partner firms should not only identify their own motives, but also the motives of their
partners so that they can correctly assess the fitness of their goals. Partners should choose
an appropriate commercial type. As discussed early, equity joint ventures and contractual
joint ventures are the two main types of Sino-Western partnership. Selecting the right
partner is important but not an easy task. Firms should have a clear view of the types of
partner they need, and have the criteria to assess the right partner. In the management
stage, firms should pay more attention to coordinating the HRM practices, and
identifying the key issues in HRM practices. Firms have the opportunities to access their
partners’ knowledge. The issue of knowledge transfer refers to the knowledge flow
between partners, how knowledge is transferred, and the contribution of knowledge to the
partnership. In risk management, the focus is on the risks identified by the partners, the
influence of the risks on the performance of the partnership, and their reactions to
minimizing the risks. Finally, the issues of cultural differences address what cultural
differences are in the partnerships, their influence on the partnerships, and partners’
practices to minimize the cultural differences. The framework provides a pattern for the
case analysis. The following chapter will demonstrate the “what” and “how” practices of
partners in Sino-Finnish partnerships.
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Motives
Partner selection

• Learning partner’s motives
• Assessing motives fit

• The types of partner
• Selection criteria

Partnership
formation
Type’s choice
• EJV or CJV
Risk management
• Risk identification
• Risk minimization

HRM
• HRM practices adaptation
• Key issues in HRM

Partnership
management

• Perception of cultural

Knowledge transfer

differences

• The flow of knowledge

• Influence on partnership

transfer

• Adaptation to cultural
differences

• The ways of knowledge
transfer
• Problems in knowledge
transfer

Cultural differences

Successful
performance

Fig. 9. The framework of the partnership study.

4 Research methodology
This chapter presents the research methodology in this study. The chapter begins with the
choice of research methodology. Then it introduces the case companies and interviewees
in the study. The process of data collection is described. Finally, the bias in the data
collation is discussed.

4.1 Choice of research methodology
Research methodology refers to the procedural framework within which the research is
conducted (Remenyi et al. 1998), which is formally defined as an operational framework
within which the facts are placed so that their meaning may be seen more clearly (Leedy
1974).
As research can be performed by different methods, there are various classifications of
research methodology according to different taxonomies. In discussions of research, sets
of terms are often used to distinguish research methods: examples are experimental
versus descriptive, quantitative versus qualitative, and positivist versus post positivist.
These reflect not only ways of doing research but also strongly hold opinions about the
value of evidence and interpretations achieved by the methods (Davis & Parker 1997).
Davis and Parker (1997) also claim that the research methodology should fit the research
problem, research aims, and theory base. Although most problems can be approached
using experimental, quantitative, positivist methods, certain research is best approached
using descriptive, qualitative, post-positivist methods.
Quantitative and qualitative methods are often used in research. Quantitative research
examines the phenomenon through employing the statistical techniques such as
regression, variance analysis, and estimation to analyze the correlations of the variables
in the phenomenon. Quantitative data is obtained by instruments such as questionnaires,
measurements of responses to stimuli, and financial or economic reports. Conceptually,
the quantitative researcher is independent of the phenomena and the measurement. (Davis
& Parker 1997). Qualitative research, broadly defined, means "any kind of research that
produces findings not arrived at by means of statistical procedures or other means of
quantification" (Strauss & Corbin 1998). Qualitative research uses interviews and
observations, the researcher may be an uninvolved observer or a participant observer.
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From a rich set of observations, the research develops interpretations. The interpretations
either relate to theory or provide a basis for developing theory. (Davis & Parker 1997).
Strauss and Corbin (1998) claim that qualitative methods can be used to better
understand any phenomenon about which little is yet known. They can also be used to
gain new perspectives on matters about which much is already known, or to gain more indepth information that may be difficult to convey quantitatively. The principal aim of this
study is to give a comprehensive view of the issues associated with partnership
development between the Finnish and Chinese companies in the Chinese context. The
phenomenon of partnership is too complicated to be measured only by some variables. A
holistic view is needed to clearly describe the process of partnership development and the
activities which influence the performance of the partnership. Therefore, qualitative
methods are appropriate for its research, because it can yield rich information not
obtainable through statistical sampling techniques (Hoepfl 1997).
A case study is a typical method of qualitative research. A case study is an ideal
methodology when a holistic, in-depth investigation is needed (Feagin et al. 1991). In
general, a case study is the preferred strategy when “how” or “why” questions are being
posed, when the investigator has little control over the events, and when the focus is on a
contemporary phenomenon within some real-life context, especially when the boundaries
between phenomenon and context are not clearly evident (Yin 1994). This research
examines the partnership phenomenon in the Chinese context. The research question is to
explore how a partnership will succeed. The case study method is appropriate for this
study. This approach is chosen because it yields a rich amount of information on a
particular case so that a holistic and in-depth view of the partnership phenomenon in the
Chinese context is generated.
Yin (1994) mentions that case studies can be used for exploratory, descriptive, and
explanatory purposes. The reason for utilizing the various research strategies is to identify
the type of research question being posed. This study reveals the practices of the partners
in the critical activities in the partnership phenomenon. Therefore, this case study is used
for descriptive purposes, as a descriptive case study can present a complete description of
a phenomenon within its context (Yin 1993). The five research strategies are experiment,
survey, archival analysis, history, and case study (Yin 1994). In addition, Yin (1994)
mentions that the development of causal explanations has long been associated with
historiography. “How” and “why” questions are likely to favor the use of histories as well
as case studies and experiments. Therefore, a retrospective study is applied to the case
study in this research so that historical events are retrieved to reveal the process of
partnership.
There are four types of case design classified by Yin (1994): (1) single-case (holistic)
designs, (2) single-case (embedded) designs, (3) multiple-case (holistic) designs, and (4)
multiple-case (embedded) designs. Different research designs reflect different design
situations. Meanwhile, within single and multiple-case studies, there can be unitary or
multiple units of analysis. A multiple-case study is used in the research. The logic
underlying the use of multiple-case study is either (1) predicts similar results (a literal
replication) or (2) produces contrasting results but for predictable reasons (a theoretical
replication) (Yin 1994). The multiple-case study helps the researcher to collect detailed
and rich data so that a holistic view of the partnership in the Chinese context can be
generated. At the same time, an “embedded design” (Yin 1994) is used to analyze the
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data collected, and several elements are analyzed in each case partnership. This kind of
design provides the researcher with ideas on the elements closely related to the
performance of the partnerships so that the results of analysis can be generalized.

4.2 Case companies
The case companies are taken from two sources: (1) a list of companies provided by the
Finnish-Chinese Trade Association, and (2) a list of Finnish projects in China from the
website of the Economic and Commercial Consulate of the Embassy of the People’s
Republic of China in Finland. Firstly, the author tries to find some companies who have
already established partnerships in China as a base for the empirical study. The
companies in the two lists are contacted to inform them about the research purpose.
Secondly, the partnerships have to be in existence for several years so that both partners
have already enough experience of partnership formation and management. Originally,
nine case companies satisfy the research setting and are willing to participate in this
study. Of these nine case companies, one of the Chinese partners declines an interview.
The Finnish partner in case B suggests two interviewees for the questions from the
Finnish side; and the Finnish partner in case E recommends two Chinese partners as
interviewees from the Chinese side. Since this research attempts to identify the
perspectives from the Chinese part, as this perspective is seldom examined in the
previous studies, the study is based on the eight paired answers of both Finnish and
Chinese partners.
In this study, eight Sino-Finnish partnerships are involved. The kinds of partnership
comprise joint ventures and manufacturer-distributor partnerships (Appendix 2).
Horchover (1991) distinguishes distributors from agents as follows: an agent is appointed
by a principal, acts for and on behalf of the principal, and either enters into direct contract
with a buyer or introduces the buyer to the principal. A distributor is appointed by the
principal. The principal sells the goods to distributors, who then sell those goods on their
own account. There are four main types of distributor agreements, which are sole,
exclusive, non-exclusive, and selective. Therefore, according to Horchover’s definition,
three of the case Chinese partners are regarded as distributors of the Finnish
manufacturers, although one of them is called an agent in the interviews by both the
Chinese and Finnish partners. One case Chinese partner is regarded as an agent of the
Finnish manufacturer. In the study, the names of these case companies are not disclosed
to respect their confidentiality.
The case Finnish companies involved in the partnerships include SMEs and large
companies. These case companies represent different industries, such as the paper
industry, manufacturing industry, biochemical industry and IT (Information Technology)
industry. The case Chinese companies involved in the partnerships include both listed
state-owned and privately-owned enterprises.
Of the eight Sino-Finnish partnerships, most of the Finnish and Chinese partners are
satisfied with their cooperation and believe the partnerships achieve their initial goals.
One of the partnerships was dissolved in 2004. One of the partnerships is one in which
neither the Finnish nor the Chinese partner is satisfied with the cooperation, although
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their reasons for their dissatisfaction differ. The other six partnerships are perceived as
satisfactory by the partners.

4.3 Interviewees
The study consists of eighteen interviews (see Appendix 2) all of which are taped. Ten
Chinese2 persons and eight Finnish persons are interviewed.
The majority of the Finnish interviewees are top and middle management level
personnel in the Finnish parent companies. In the four joint ventures, the interviewee in
case A is the President of the Finnish parent company who has over two years experience
of collaboration with his Chinese partner. The Finnish interviewee in case B is the
Director of Operations and NPI (New Product Introduction) in APAC (Asia Pacific Area
Country), who spent more than two years working in China. He had been the General
Manager in the JV in China for four years. The interviewee in case C is the Production
and Logistics Manager, who spent two years in China as Assistant General Manager in
the JV. The Finnish interviewee in case D is the Vice President of the Finnish parent
company. Although the interviewee has not lived in China permanently, he has extensive
experience of dealing with his Chinese partner for more than 15 years. The interviewee
described his experience as follows:
“I have many years’ experience (in China). I am able to adapt. I have the
experience to judge what you can say, and what you cannot say.”
The majority of the Chinese interviewees in the JVs are the top management in both the
Chinese parent companies and JV companies. The Chinese interviewee in case A is the
General Manager of the Chinese parent company and the Chairman of the Board in the
JV. Partnering with the Finnish company is the Chinese interviewee’s first experience of
international collaboration. One Chinese interviewee in case B is the Deputy General
Manager in the JV, who has previous partnering experience with Finnish and other
foreign companies. Another Chinese interviewee in case B is the Business Controller of
the Asia Pacific area in the Finnish parent company, who had worked as the main contact
person for the Finnish part in the initial stage of the partnership. The Chinese interviewee
in case C is the General Manager of the JV, who had been the Chairman of the Board in
the JV. The Chinese interviewee in case D is the Director of the Chinese institute, who
had been the Chairman of the Board of the JV.
In the four manufacturer-distributor partnerships, the Finnish interviewee in case E is
the Sales Manager, who is responsible for the sales in Asian countries, and has experience
of cooperating with the Chinese distributor for more than four years. The Finnish
interviewee in case F is the Managing Director, who has experience of exporting to China
through a distributor for more than ten years. The Finnish interviewee in case G is the
Administration Manager, who has been involved in the issues of partnering with the

One Chinese person in case B is Hong Kong Chinese, who is employed by the Finnish parent
company. Therefore, he presents his perspectives from the Finnish part in the partnership.
2
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distributor for some six years. The Finnish interviewee in case H is the Key Accounts
Manager who has cooperated with his agent for ten years.
One Chinese interviewee in case E is the CEO of the Chinese partner, whose company
had cooperation with more than twenty suppliers in Europe and the U.S. Another Chinese
interviewee in case E is the President of the Chinese partner, whose company had more
than twenty foreign partners. The Chinese interviewee in case F is the Executive Director
of the Chinese partner. The Chinese interviewee in case G is the General Manager in the
Chinese partner, who had trading experience with foreign companies for more than
fifteen years. The Chinese interviewee in case H is the Vice President of the Chinese
partner, who has been in charge of the cooperation with the Finnish partner for about five
years.
The majority of both the Finnish and Chinese interviewees had been personally
involved in the formation and management process of the partnerships. They had taken
part in the daily operations of the partnerships and contacted each other for more than
two years. The interviewees are present throughout the process of partnership formation
and management. They are all in the top and middle management levels, they know the
holistic process of the partnership, and are able to influence the strategic thinking in the
partnership development. Therefore, they are suitable persons as informants for the study
because they are able to provide experience and meaningful perspectives on the research
questions.
This study presents both the Finnish and Chinese perspectives on the process of
partnership development. The Finnish and Chinese managerial personnel in the
partnerships are suitable persons because of their background and, in order to balance the
study, because the views of one informed interviewee from each company are required.

4.4 Data collection
The conceptual framework for identifying the critical activities of partnership formation
and management is mainly based on the literature review. A preliminary interview
guideline is developed according to the conceptual framework.
Three pre-tests of the interview guideline are conducted before the formal interviews.
There are several reasons for the pre-tests. One purpose is to check that the questions can
be well understood by the interviewees. One problem with interviews is that
misunderstandings may occur because the same question can be asked in different ways.
The questioning technique can be adjusted according to the answers of interviewees. If
the answers are off the question, the researcher can adjust the question so that the
interviewees can really understand the topic and the purpose of the question. One way to
compensate is to always use the same question for the different interviewees. A second
purpose of the pre-tests is to help the researcher refine the questions. Sometimes, the
interviewees in the pre-tests directly point out that some questions are ambiguous or they
have too wide a scope. In this situation, the question is broken down into several
questions so that the interviewee could give clear answers so as to meet the research
purpose. In the end, the pre-tests provide a practice-run for the researcher. Yin (1994)
suggests that the investigator in a case study must have some skills such as being able to
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ask good questions, being a good listener, adaptable and flexible, having a firm grasp of
the issues being studied, and unbiased. These skills could also be practiced in the pretests. At the same time, the researcher mentally prepares for unexpected behavior, for
example, what to do if some questions are not answered by the interviewees. In fact, this
situation happens in later formal interviews, e.g. some interviewees refuse to give
information about the company’s turnover or marketing skills. However, as these
questions are designed to learn about the partners’ company, a failure to gather all this
information does not affect the data analysis because they relate only marginally to the
research question. In addition, factors such as the nervousness of the researcher could be
overcome before formal interviews by practice in the pre-tests.
The interview guideline is modified several times after the pre-tests. The interview
guideline consists of several parts. The first part of the interview guideline is to obtain
basic information about the interviewees, such as their positions in the case companies,
the time they have been working in the case companies and partnerships, and their
current duties in the companies or partnerships. The purposes of the first part are to
identify the experience and point of views of the interviewees and help retrieve the whole
process of partnerships. Therefore, top management level personnel with long experience
in the case companies and partnerships usually offer the information on decision-making,
management problems or solutions in a holistic perspective. The second part is general
information about the interviewees’ companies and their counterparts. The aim of the
third part is to collect data on partnership development, which includes the stages of
partnership formation and management. Several sections focus on this part, such as
analysis before partnership decision-making, partner selection issues, human resource
management, knowledge management, risk management, and evaluation of partnership.
In the third part, the data are collected from different aspects of partnerships so as to
collect a holistic view of partnerships. On occasions, the interviewees could not give a
thorough exposition of a question because of the passage of time. However, as many
questions combined and interlinked, this aids the interviewees’ recall of events. The
interviewees also give supplementary information to previous questions when answering
the later questions. The fourth part of the interview guideline is to consider the impact of
the business environment on the partnerships. In this study, the Chinese business
environment is investigated. In international partnerships, the issues of cross-cultural
management cannot be avoided and the purpose is to identify the influence of cultural
elements on the partnerships. Finally, the interview guideline asks the interviewees to
summarize their comments on the partnerships. The purpose of the part is to have the
interviewees finally draw conclusions about partnerships. This last part also helps the
researcher easily identify the main points and gather clues which may throw further light
on the whole interview.
Firstly, the formal interview questions are sent to the Finnish interviewees before the
interviews. Before the Finnish partners give the interviews, they all provide their
companies’ website. Some of them even provide previous records of business with their
Chinese partners. The websites of the companies are reviewed in order to gain a general
view of the companies and information about the partnerships. This enables the
researcher to become familiar with some information about the Finnish case companies
so that the researcher is able to concentrate on the cases. For example, in case B, the
Finnish company establishes three JVs with two different Chinese partners in China.
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However, two of the JVs were newly established in 2003 through acquisition and were
the result of a takeover. So as this is not a “typical” case for the research questions, the
researcher asks the interviewees from the Finnish side to focus only on the first JV in
China. After the interviews with the Finnish interviewees, they recommend one person
who is suitable to do another such interview from the Chinese side, and provide some
documents and websites of the Chinese partners. Consequently, these Chinese
interviewees are contacted by emails, fax and phone. They accept the interview and
propose a time schedule for the interviews. All the applicable documents and websites are
reviewed to learn about the Chinese partners before formal interviews with them. The
interview outline is translated into Chinese and sent to the Chinese interviewees by email
or fax before the formal interviews.
Between November and December 2004, eight face-to-face interviews with Finnish
interviewees are conducted in Finland. Then, between February and March in 2005, ten
face-to-face interviews with Chinese interviewees are conducted in China. Interviews
with the Finnish interviewees are conducted in English. Interviews with the Chinese
interviewees are conducted in Mandarin to facilitate a dialogue. Most interviews last
between two and four hours. A detailed list of the interviews is presented in Appendix 2.
All the interviews are taped and later transcribed. One transcript is sent for approval to a
Finnish interviewee because of the poor quality of the tape as the interviewee speaks in a
low voice in the interview. The interviews in Chinese are transcribed in Chinese and only
some quotes from those are translated into English.

4.5 Bias in data collection
There are probably two sources of bias in the process of data collection in this study. One
is the bias of the researcher. Another is the bias of the interviewees. It is necessary to take
the bias into account as they may impact on the validity of the research.
The case researcher is Chinese. Therefore, it is natural that the Chinese values and the
way of thinking are embedded in this study. As Worm (1997) notes, the Chinese culture
indicates a strong retrospective orientation. The Chinese want to learn from history. The
Chinese believe that they draw wisdom from stories about legendary characters in former
times. The empirical study in this research is a retrospective study. Like the two sides of
the coin, a retrospective study may have its advantages and disadvantages. From the
Chinese perspective, a retrospective study retrieves the historical events in the process of
partnership development so that the experiences and lessons from the case companies are
a valuable reference. In other words, a retrospective study goes beyond accepting the
author’s conclusions. Detailed information is described in retrospect so that the readers
can extract useful data for their own purposes. In this sense, the bias of the researcher in
the study can be partly reduced because of the wider scope of the data. Since a
retrospective study seeks causes from the present result, it helps explore the causality
between the partnership performance and the partnership activities. Moreover, for the
purpose of completing a quality doctoral dissertation in a reasonable time limit within a
budget (Davis & Parker 1997), a retrospective study has an obvious advantage that it is
time and cost effective compared to a longitudinal study. However, the major
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disadvantage of a retrospective study is that it heavily relies on complete and reliable
data. Data for a case study may come from six sources: documentation, archival records,
interviews, direct observation, participant-observation, and physical artifacts (Yin 1994).
The data from observation are difficult to obtain in a retrospective study. The data from
documentation, archival records and physical artifacts are limited to the company
portfolio, contracts, business records, and photos for partnership activities such as the
banquet for celebrating the partnership establishment, customer profiles and so on. These
data with a contingency view are not enough to describe the dynamic process of the
partnership. Since the case data are collected mainly from interviews, the interviewees in
the data collection are very important and are often critical to the success of a case study
(Yin 1994). The interviewees must be persons who have witnessed the historical events
and were involved in the whole process so that they are able to credibly retrieve the
events of the partnership. Therefore, the disadvantage of the retrospective study can be
overcome by finding the key persons involved in those historical events. This study is
designed to collect data from the key persons on both the Finnish and Chinese sides.
Therefore, there are here at least two interviewees in each case. As mentioned before,
these interviewees are in the top and middle management levels and are personally
involved in the process of the partnerships so that they are able to retrieve the historical
events. Chinese collectivism is linked to in-groups (Worm 1997). This cultural baggage
inevitably influences the author, who understands that each interviewee represents the
group rather than their individual opinions when describing the historical events, because
they are understood to be members of in-groups. This is the second bias of the researcher
in this study. This is also the reason only one person from each part is interviewed, as it is
assumed that more interviewees from the same group would hold the same views.
Considering the nature of this research, the study aims to extract the answers from the
historical events. Like a testimony in court, one witness is enough to reveal the truth of a
real situation.
Nevertheless, Yin (1994) points out that interviews are subject to the common problem
of interviewees’ bias, poor recall, and poor or inaccurate articulation. The interviewees’
biases in this study are probably from their Finnish and Chinese cultural backgrounds.
Furthermore, the interviewees may give answers that they think the researcher wants to
hear rather than their own opinions. Cultural bias is inevitable but is somewhat reduced
as the majority of the interviewees have several years’ experience of cross-cultural
environment. Several measures are taken to reduce this kind of bias. One is to carry out
face-to-face interviews in this study. Yin (1994) suggests that listening includes observing
and sensing more generally and is not limited to the aural modality. The researcher can
observe the interviewees’ non-verbal behaviors such as tone, expression, and posture to
judge the truthfulness of the interviewees’ answers in the face-to-face interviews.
Secondly, the interviewees are guaranteed that their names and their companies’ names
will be kept anonymous in this research. This is an effective means of promoting a
response and minimizing the response bias (Fink 1995). The problem of poor recall is
remedied by sending the interview outline to the interviewees before the interviews so
that they can have enough time to be familiar with the questions, and time to recall the
process of partnerships and the key events. Meanwhile, the interviewees are persons
concerned with the topics and personally involved in the historical events. Their
willingness to be interviewed reveals their willingness to share their views and opinions.
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The terminology in the field of partnership is familiar to both sides. The questions are
open-ended. The interviewees answer these questions based on their experience of
partnership development and experience of working with each other. The researcher as an
outsider does not compromise the objectivity of the data.

5 Case study
This chapter examines two types of partnership, which are Sino-Finnish JVs and Finnish
manufacturer-Chinese distributor partnerships in China. According to Luo (1999), a JV
refers to an equity joint venture, while manufacturer-distributor partnership belongs to a
contractual joint venture. JVs are studied in the first part from case A to case D.
Manufacturer-distributor partnerships are studied in the second part from case E to case
H. Each case is subject to the same analysis according to the research framework. The
issues of case analysis focus on the motives for partnership, choice of partnership, partner
selection, HRM, knowledge transfer, risk management, and cultural differences. These
issues are presented from the perspectives of both the Finnish and Chinese partners in
each case. When the issues of partner selection are discussed with the Finnish
interviewees, the answers are mainly about the factors for selecting the Chinese partners.
Whereas when the same issues are discussed with the Chinese interviewees, two aspects
of the issues are considered: (1) What factors are considered when the case Chinese
partners select the Finnish partners (R1)? (2) What factors should be considered when
foreign companies try to find a partner in China (R2)? In each case, the two aspects of
partner selection from the Chinese interviewees are illustrated.

5.1 Case A
Case A is a joint venture established in 2002. According to the agreement, the term of the
joint venture is ten years. During this period, the JV’s profits are to be paid to the Finnish
partner in return for its equity investment and the interest of the investment. After ten
years, the Chinese partner will gain 100% ownership of the joint venture plant.
In case A, the Finnish partner is a very small size firm (see Appendix 3). The firm
works in the reduction of pollution from industrial waste water. The novel technology
developed by the Finnish partner can be applied to sewage disposal in paper mills using
non-wood as a raw material for papermaking. At the same time, this novel technology can
retrieve industrial material from the sewage and recycle the thermal energy when it
disposes of the sewage. It aims to apply the innovative technology in developing
countries because there are many paper mills using non-wood as materials for
papermaking.
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The Chinese partner is a subsidiary of a state-holding corporation, which is a mediumsized company (see Appendix 3) located in the northeast of China. The Chinese partner is
a paper mill which uses straw as a raw material for paper pulp. China is the world’s
biggest producer of non-wood pulp for papermaking, because of a shortage of forest
resources. In China, the straw pulp production provides approximately 74% of the
country’s pulp requirement (Shen & Wu 1998). Straw pulp mills discharging sewage into
rivers are one of the largest sources of water pollution in China. In recent years, the
Chinese government has strengthened the implementation of the environmental
legislation to protect the environment and sustain the economic growth. In this
environment, the Chinese partner urgently needs solutions for sewage disposal to avoid
being shut down by local governments for environmental offences. In 2001, it came
across the advertisement of the Finnish partner in a magazine about forest and paper
industry of Finland. The Chinese partner contacts a shareholder of the Finnish partner in
Beijing in order to learn the applicability of the technology in the mill. Then the Chinese
partner becomes the first client in China to adopt the novel technology of the Finnish
partner.

5.1.1 Motives and choice of partnership
There are three main motives for the partnership from the perspective of the Finnish
partner (Table 14). As a new technology provider, the Finnish partner develops new
technology which can be applied to sewage disposal in paper mills using non-wood as
raw material for papermaking. The Finnish partner seeks a suitable partner whose
technical situation suits the new technology application so that the new technology can be
effectively applied to the industry. Originally, the Finnish partner tries to sell the
equipment with its know-how to the Chinese partner. Although the paper mill believes the
novel technology is reasonable in theory, the Chinese partner still has questions about the
practical application of the technology. In the end, the Finnish partner agrees with the
paper mill to establish a joint venture to use this technology so that it can reduce the
technological and financial risk for the Chinese part. Therefore, the Finnish partner’s
second motive for the partnership is to lower the technological and financial risks when
they cooperate to use this new technology. Meanwhile, for the Finnish partner the joint
venture is its first step into the Chinese market. The third motive is that the Finnish
partner expects to enter the Chinese market on a bigger scale, once the new technology is
successfully applied in the first joint venture plant.
The main motive of partnership from the perspective of the Chinese partner is to apply
the novel technology for sewage disposal to reduce environmental pollution. The paper
mill uses straw as a raw material which seriously pollutes the environment in the sewage
produced. The Chinese partner tries to maintain the business in a sustainable development
way so that it can avoid being shut down by the local government for environmental
offences. In addition, one industrial material can be retrieved from the sewage when the
innovation is used to dispose the sewage. The industrial material can be reused in the
production of paper mills. Therefore, another motive is to gain additional profits by using
the new technology to recycle the material from sewage.
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Table 14. Motives and partner selection in case A.
Case A

Finnish partner

Chinese partner

Product/service

New technology service

Paper mill

Motives for

New technology proven

Sewage disposal

partnership

Risk lower

Profit from new technology

Chinese market entry
Factors in

Strategic goal fit

partner

Technical situation match

Technology applicability

Technology

selection

Financial strength

Risk share

applicability

Have experience of cooperation

Reputation

Reputation

Answer to R1:

Answer to R2:

with foreign companies

5.1.2 Partner selection
The issues of partner selection are presented in Table 14. The JV is the first experience of
the Finnish company cooperating with the Chinese partner. Although there are other
alternatives at that time, the Finnish partner selects the Chinese partner because the paper
mill has a serious attitude to urgently solving the problem caused by sewage disposal.
Moreover, the Finnish partner takes the technical and financial aspects of the Chinese
partner into consideration. The Finnish partner ensures that the technical state of the
Chinese partner matches its technology. The Chinese partner uses straw as its sole
material for papermaking, which satisfies the Finnish partner’s requirements for its
technology application. The Finnish partner examines the financial status of the Chinese
partner, its ownership, balance sheet, and financial figures.
Based on its experience, the Finnish partner suggests that the partnership development
should match the company’s own strategic goal, i.e. to subsequently enter the Chinese
market on a wider scale with new technology which has been effectively tested and
applied in China. Therefore, it is important to select the right Chinese partner to meet this
strategic goal. Second, the technical aspects are an important factor in the case, and the
core technology of the company must be applied in the cooperation. If the partnership is
successful, the joint venture would be a good demonstration plant where the novel
technology could be exhibited for potential business in the future. Thirdly, financial
strength as one factor of risk sharing should be considered to ensure the cooperation is
smooth. The selected partner must be able to provide financial support for investing in the
joint venture establishment. Finally, the Finnish partner considers that it is better to select
a partner with experience of cooperation with foreign companies so that cultural
problems would be fewer. Even though the partner does not have such experience, it is
important that the partner can understand and accept the cultural differences between the
European company and the Chinese company so that it is able to adjust its way of
working. The Chinese partner says that it is the first paper mill to use the new technology
of the Finnish partner in China which had not been tested in industrial application before.
The Chinese partner considers the partner selection must be based on the principle of
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improving the benefits of its company in the long run. Therefore, the first consideration is
to check that the foreign partner has the technical capability to solve the existing
problems in the existing conditions. Secondly, the foreign partner must be ready to share
the risks involved in the technology application, and have financial resources to assume
the business risk. Nothing would happen if the foreign partner does not want to take risks
with the Chinese partner. Thirdly, the reputation of the foreign partner should be
considered. Although it is a little difficult to assess the reputation of a foreign company in
advance, the Chinese partner can always monitor the foreign partner’s behavior during
the process of cooperation, e.g. to check if it keeps its promises. A foreign partner with a
good reputation always complies with contracts and keeps its promises.
Some suggestions are made by the Chinese partner for foreign companies trying to
find partners in China. Firstly, the technology must be needed in the Chinese market. It is
necessary for the partner to have a technical situation which can really fit the technology
application. Secondly, the reputation of the Chinese partner should be taken into account.
In this case, both the Finnish and Chinese partners take about one year to research each
other before the formal joint venture contract is signed. Both partners have on site
visiting as well as desk studies. The financial position, technological situation, and
attitudes to cooperation are studied through observation and discussion. For the Finnish
partner, the successful result of the first project is critical for its Chinese market entry in
the future. Furthermore, a partner with a good reputation can commit to the cooperation
also, and help realize the strategic goals of the foreign partner.

5.1.3 Human resource management
Human resource management in case A is regarded as the responsibility of the Chinese
partner, because the JV will be totally owned by the Chinese partner after the cooperation
term is over. At the same time, the product of the JV is intended for reuse in the
production of the Chinese partner instead of selling to the market. Under these
conditions, neither the Finnish nor The Chinese partner makes any special efforts to
establish a HRM strategy and regulations distinct from the HRM of the Chinese parent
company. All the local resources and personnel needed in the JV are mainly arranged by
the Chinese partner. The Chinese partner makes all the efforts to ensure smooth operation
of the joint venture by assigning appropriate personnel to the positions of the JV.
In order to be successful and to secure the plant works well, the Finnish company
trains the Chinese personnel so they understand the basic ideas of the technology applied
in the JV. It provides computerized lectures to imitate the processing procedure taking
place in the plant. With the computer-aided program, the Finnish partner can easily
explain the technical issues so that the Chinese personnel are able to understand what is
happening and why it is happening in the process of sewage disposal. Moreover, some
Finnish personnel go to China to work in the JV in order to show the Chinese personnel
how to control the panels for dealing with different situations when the equipment is in
use. The Chinese personnel learn to regulate a particular process through controlling
some important elements of the process.
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Since many of the Chinese personnel cannot speak English, two Chinese persons in
Finland are employed by the Finnish partner in order to establish a better communication
channel with the Chinese partner. One Chinese person is a pulp engineer who had studied
in Finland and was a summer employee in the company of the Finnish partner. The
Chinese engineer is expatriated to closely work with the Chinese partner. The main task
of the Chinese engineer is to help train the Chinese personnel until they have enough
knowledge to operate the plant independently. In addition, the Chinese engineer works as
a mediator between the Finnish and Chinese partners. He coordinates the operation of the
JV and is responsible for reporting the problems arising in the pilot stage. Another
Chinese employee is working with the Finnish partner in Finland who is responsible for
checking the accounting reports and the documents of the JV. These two Chinese
employees help both partners easily coordinate and communicate in the partnership. The
Finnish interviewee said:
“It is better to have some Chinese employees working with us. If we do not have
people with the knowledge of the Chinese language, and communication skill, we
would be in trouble dealing with the information exchange with the Chinese
partner.”

5.1.4 Knowledge transfer
In case A, the Finnish partner is responsible for making sure the equipment with its patent
technology could be successfully applied in the plant. The Chinese partner is in charge of
the installation of the whole system according to the requirements of the Finnish partner.
Therefore, the Finnish partner transfers the know-how so that the Chinese partner could
independently control the procedure and equipment in the future. However, the Finnish
partner finds that not all the Chinese personnel are active when it carried out the training
program. The Finnish interviewee recalled:
“We find some Chinese personnel are active in the process of knowledge transfer,
but some of them are passive. They do not take part in the training lectures and
learn anything. …So we suggest to the Chinese part that we prefer to train those
persons who are key and going to operate the equipment and control the process in
the future.”
Another problem is the language. The expatriate Chinese engineer helps to solve the
problem to a large extent. The Finnish partner is not concerned about the problem of core
competency protection in the partnership because the know-how of the equipment is the
key element instead of the equipment itself. The Finnish interviewee said:
“Even if somebody could fully copy the equipment, the control process would not be
possible without the know-how.”
During the cooperation with the Chinese partner, the Finnish partner learns about the
technology for non-wood paper-making which is different to the technology of
papermaking with wood pulp used in Finland. This kind of knowledge would help the
Finnish partner improve its technology in real application and increase its experiences in
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dealing with the problems to develop best practices. The Finnish partner also gains some
knowledge of Chinese business culture, such as the role and the base of local Chinese
authorities. The Finnish interviewee said:
“I know the appropriate level to deal with when I want to have international
cooperation with the Chinese partner.”
The Chinese partner pays more attention to the application of the knowledge transferred
by the Finnish partner rather than the know-how of the Finnish partner. The Chinese
interviewee said:
“We had this knowledge before, but we do not have the equipment to realize the
know-how. …so far, there has been success in separate stages, but the final result is
unknown.”

5.1.5 Risk management
Both partners consider that the main risk in the partnership come from the technology
aspect. Although the technology is valid in theory, it had not been proven effectively in
the real industry application so far. The Chinese partner is worried that too much time
would be taken to test the technology applicability. Meanwhile, it is the first time that the
Finnish partner applies its technology to the paper mill using straw pulp. The Finnish
partner has to go to the plant many times in order to adjust operations according to the
some unexpected problems. The adjustment would be a financial risk to Finnish partner
because it is costly and caused a heavy burden. Additionally, the Finnish partner has to
face the exchange rate risk. The investment of the Finnish partner is to be returned in US
dollars. The Finnish partner believes the fluctuation of exchange rate is a risk to its
financial benefits.
Both partners collaborate to minimize the technology risk. On the one hand, the
Chinese partner carries out the operations in the pilot stage according to the rules set by
the Finnish partner and it informs the Finnish partner as soon as there are some problems.
In response, the Finnish partner is able to quickly and fully understand the problems and
find an effective solution. This process also helps to mature the engineering skills of the
Finnish partner in the first industrial application. The expatriate engineer plays an
important role in providing immediate feedback to the Finnish partner. Since the engineer
is permanently and closely working with the Chinese partner, the actions could be
immediately reported to the Finnish partner to deal with these problems, which also help
to minimize the financial risk by reducing the travel expenses. However, no special
measure is taken to minimize the exchange rate risk in the case.
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5.1.6 Cultural differences
The Finnish partner recognizes that cultural differences in the partnership are related to
the different management mechanisms of the two partners. The Finnish interviewee
described it as follows:
“Our personnel always have a very wide responsibility to do whatever needed since
we are a small company. However, the Chinese personnel have strict limitations on
their responsibilities. If the something is out of their responsibilities, the Chinese
personnel will not do it.”
In addition, the Finnish partner mentions the different time schedules and unexpected
delays. The Finnish interviewee said:
“How flexible the time is. We are less patient than the Chinese.”
The Finnish partner tries to understand the time schedules after its Chinese employee
helps to explain the situations. The Finnish partner tries to adapt to the way of its Chinese
partner. It hopes to keep the cultural differences small so that they could continue
working.
It is surprising that the Chinese partner does not mention any cultural differences
between the two partners. The Chinese partner does not feel there are any difficulties in
cooperating with the Finnish partner. It thinks the important thing is to bear one’s
responsibilities well.

5.1.7 Overview of the performance in case A
Both the Finnish and Chinese partners commit themselves to the partnership. The JV is in
the pilot running stage. Both partners are satisfied with the scheduled progress of JV and
expect the technology application would be successful.
Both partners have a good understanding of partnership. They clearly know the
counterparts’ benefits and goals in the partnership. The Finnish partner is interested in the
success of the partnership, while the Chinese partner pays more attention to the benefits
of the partnership. That is reasonable because the Finnish partner expects to break
through an entry to the Chinese market by the partnership, whereas the Chinese partner is
eager to solve its existing problem.
The partnership is established based on the trust between the top levels of the two
parties, and the level of the trust is raised during the process of cooperation as both
partners could take care of their responsibilities well. Open communication is believed to
be the best way to make the partnership work.
The Finnish partner is able to understand the Chinese business culture and tries to
adapt to it. It can clearly analyze the Chinese business environment and find its direction
in the business development. The accumulated experiences in the first partnership in
China help the Finnish partner to know how to carry out the business development with
more potential Chinese clients. This is another success for the Finnish partner through the
partnership.
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5.2 Case B
Case B is a JV established in 1999. The Finnish partner is a globally large company. It is
one of the leading companies in Electronics Manufacturing Service (EMS). In 1997, the
Finnish partner began to develop its strategy to become a global company and serve its
customers locally in the current competitive business environment. At that time, one of
the company’s main customers, which is also a Finnish and global company, had already
started its business in China. Thus, the Finnish partner tries to invest in China and support
its customer locally. In addition, production costs are the most important and competitive
factor in the EMS industry, therefore access cheap labor resources is one of the incentives
for the company investing in China. The growing domestic market in China attracts the
Finnish company to seek potential customers there. At the same time, the stable political
conditions in China provide good conditions for the company to develop its business
there. It is easy for the Finnish partner to find the Chinese partner because it is introduced
by one of its own main customers (one Finnish company mentioned above), who was
also a partner of the customer. It is quite natural to take the same partner because they are
familiar with the business.
In this case, the Chinese partner is a large company located in the south of China, and
is a major state-owned company. The Chinese partner tries to utilize the existing facilities
and plant after the former Finnish partner adjusted its business strategy to quit the
partnership. Through the introduction of the former Finnish partner, the Chinese partner
begins to contact the Finnish company, and learn the business area of the Finnish
company. Based on the market analysis, the Chinese partner realizes that it will enter a
new industry in China called outsourcing, although the industry has developed in Western
countries. The Chinese partner believes that EMS has good industrial prospects in China
and the Finnish partner is a competitive company. Consequently, the Chinese partner
decides to invest in the industry for profit.

5.2.1 Motives and choice of partnership
The Finnish motive of partnership stems from the strategy of the company to become a
global company. The Finnish partner prefers to cooperate with a Chinese partner than
work alone in China. Several reasons are considered when they make this investment
decision (Table 15). Firstly, it is the first time for the company to operate in China. It feel
it would be very difficult to operate alone as they know nothing about the new business
environment. Therefore, it decides to work with a partner to reduce certain risks.
Secondly, the Finnish partner does not want to own the manufacturing facilities. It hopes
to get the facilities and related services from the local partner. Additionally, it hopes the
Chinese partner can also take the responsibility for local logistics. Thirdly, the Finnish
partner hopes to get some government support through the Chinese partner with good
relations with the local government. This is a critical factor for the Finnish partner
seeking a partnership. The Finnish company explains that they need assistance from the
Chinese partner to interpret the governmental regulations and laws so that they could
concentrate on their expertise, as China’s emerging economy involves significant
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institutional transition and is characterized by highly uncertain yet dynamic markets.
Therefore, good relationship with local government is a leverage to help the Finnish
partner reduce the uncertainty of “grey area” arising in the changes of laws and
regulations.
In this case, the main motive of the Chinese partner is to make profits by investing in a
promising industry. As described before, the former Finnish partner introduced the
present Finnish partner to the Chinese partner after it planned to quit the partnership
because of its strategic adjustment. The Chinese partner believes the business area of the
Finnish partner would be profitable in China, and it could still utilize the existing plant
and equipments. The Chinese partner operates as a logistics support and mediator in
business with the local Chinese government; as well its background gives it the
knowledge to understand the business of the Finnish partner. Therefore, the Chinese
partner has only one motive in the partnership which is to make profits from the joint
venture.
Table 15. Motives and partner selection in case B.
Case B

Finnish partner

Chinese partner

Product/service

Electronics manufacturing service

Communication and electronics manufacturer

Motives for

Reduce risk

Make profits

partnership

Get service
Get assistance with local
government

Factors in

Have facilities necessary for

partner

production

Prospects of partner’s

Have a good relationship

selection

Have a good relationship with

industry

with local government

local government

Reputation

Familiar with the laws

Understand the business

Size of company

and regulations relating to

Answer to R1:

Trust

Answer to R2:

the business

Good reputation

5.2.2 Partner selection
The issues of partner selection are presented in Table 15. According to its business
strategy, the Finnish partner seeks the Chinese partner who has the necessary facilities for
production because it does not want to own or establish a totally new plant in China.
Secondly, the Chinese partner should have a sufficiently good relationship with the local
government so that the partnership will benefit from the good relationships. The Finnish
partner could concentrate on its expertise of EMS, while its Chinese partner could be
responsible for the local business matters. It was believed to be a value-added point of the
Chinese partner. Additionally, it would be a benefit if the Chinese partner could
understand the business. There is a trust base because one Finnish company introduced
the Chinese partner to the Finnish partner. Thus, trust is believed to be a very important
issue when working with the Chinese partner. Trust accelerates the two partners to know

100
each other well and quickly. The Finnish partner also learns that the Chinese partner has a
good reputation from the introduction of the former Finnish company.
Since the Chinese motive is to make profits, the Chinese partner considers selecting
the Finnish partner with good industrial prospects in China as well as globally. The
Chinese partner believes that long-term interests would result from the promising
industry of Finnish partner. Secondly, the reputation of the Finnish partner is also taken
into account. Finally, the Chinese partner would prefer to cooperate with a large company
so as to fully utilize the existing infrastructure of production.
Based on its experience, the Chinese partner believes that a foreign partner needs the
Chinese partner like a traveler needs a tour guide in a new place. In practice, the Chinese
partner plays the role of informing the foreign partner, about what can be done; what
cannot be done; when it will be done; when it can not be done, and so on. Therefore, the
Chinese partner is in charge of these practical responsibilities so that the foreign partner
could concentrate on the work of its core competency and market exploration. Therefore,
two necessary skills are required by the foreign partner. One is to have a good
relationship with the local government so that the foreign company could get the support
and help through local partner. Another is to be familiar with the laws and regulations
regarding the business, which is critical to the business associated with the laws and
regulations transforming. If the Chinese partner could help to clearly interpret the relative
laws and regulations in time, the foreign partner would gain the pre-emptive
opportunities to invest in a newly opened industry or secure its business in China.

5.2.3 Human resource management
Both the Finnish and Chinese partners have very clear and different responsibilities in the
partnership. Both partners realize that selecting a competent person for the management
level was important. Meanwhile, keeping the competent personnel and the management
level stable is also a difficulty in the HRM of the partnership. The General Manager
usually is appointed by the Finnish partner, because of the majority in the partnership. So
far four General Managers had been assigned, of whom two are Finnish and two others
ethnic Chinese. The frequent change of the General Manager is harmful to the regular
operations and sustainable development of the JV, partly because of the competitive
environment. Both the interviewees from Finnish and Chinese sides described it as
follows:
“The experienced personnel, especially with the experience of an international JV
in China, are valuable for the partnership because they create most of the values in
the company. However, keeping such experienced personnel is difficult because
they also have many opportunities to choose in the competitive companies. And
there is a lower level of salary in the south of China than in the east of China. This
problem is not only for our case, but also for all the joint ventures in China.”
Therefore, the personnel motivation of the JV is another important task in the HRM.
Firstly, creating a suitable management style is one way to motivate all levels of the
personnel. Although there are no Finnish personnel working in the JV nowadays, the
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management style of the JV is characterized by the core ideas of the globally operational
model and values of the Finnish partner with some dimensions of Chinese culture. This
kind of management style is easily accepted by the Chinese personnel because it creates a
fair working environment for every employee in the company. The Chinese interviewee
elaborated on the above:
“Chinese like the management model of the Finnish partner because it pays more
attention to the human beings in the work. The personnel in the plant feel they are
treated as equals in spite of the different positions and personal background.
Everyone has fair opportunities for development and competition.”
At the same time, the Chinese partner believes a pure Finnish management model is not
suitable for the HRM in the JV. The Chinese interviewee expresses it as follows:
“Here is the Chinese place after all. We must make a little adjustment to meet the
culture and the way of thinking of the Chinese. Otherwise, management cost will be
increased while the effectiveness of the decision will be reduced.”
Secondly, multiple ways of the economic and cultural leverage are used to motivate the
personnel in the JV. The Chinese interviewee described it as follows:
“We provide a competitive salary and welfare to motivate the key personnel.
Moreover, we encourage the key personnel to adapt their professional goals to the
company development through communicating the long-term plan and strategy of
the plant with them. The company provides some educational opportunities to meet
the needs of the personal and company development simultaneously. We try to
continuously assign the new responsibilities to the key personnel so that they can be
attracted and inspired by these new challenges. Additionally, we create an
attractive corporate culture which makes many employees feel homely in the
plant.”
As to the problems in HRM, only the Chinese partner mentions the frequent change of
management level of the JV as a potential cause of some barriers to the trust. The Chinese
interviewee explained it more precisely:
“So far four General Managers were assigned by the Finnish part during six years.
This is a quite frequent rotation. …These managers are not members of the Board.
In the daily operations of the plant, the persons of the Chinese part contacting with
the General Manager are the members of the Board. This situation causes some
problems because we consider things from different angle. The General Manager
wants to achieve the goals in his tenure from the managerial stance. However, the
Chinese part wants to protect the benefits from the shareholders’ stance. Moreover,
the successor could not fully understand and carry out the agreements decided by
the Board because of frequent change. The successors only take care of the
managerial targets appointed by the Finnish part in their tenure. Therefore, there is
not common interest between the General Manager and the Chinese part.
Consequently, a trust crisis may take place.”

102

5.2.4 Knowledge transfer
Although the Chinese partner also engages in the production of communication and
electronic products, two partners in the case do not combine the manufacturing
advantages together in the JV. Therefore, there is no production technology transfer
between the two partners.
There is knowledge flow about the legal issues from the Chinese partner to the Finnish
partner. The purpose of the knowledge transfer is to explain the relative laws so that
Finnish partner could be aware of them and avoid illegal behavior in the business. The
partnership also provides a context that both partners could exchange the information on
the business environment and management experience. The Finnish partner gradually
understands the Chinese business environment which is quite different to the Finnish
business environment. On the one hand it is difficult to do business in China as many
aspects should be taken into consideration; on the other hand it is easy in China if the key
elements are taken care of. The Finnish partner realizes a completely Finnish way is not
practical in the Chinese business. Some adaptations are necessary. The JV also provides a
good platform for the Chinese partner to learn the managerial knowledge of the Finnish
partner through taking part in the daily practices, the Chinese interviewee said:
“The Finnish partner has a rigorous attitude to the work and always keeps their
promises.”
The Chinese partner was benefited by accumulating managerial knowledge on
international cooperation.
Language and cultural differences are regarded as the barriers in knowledge transfer.
An interpreter helps to reduce the problems caused by the language, since some of the top
management level of the Chinese part cannot understand English. However, dismissing
the cultural differences in knowledge transfer usually needs more explanations and
communication between the two partners. The Finnish partner would naturally
understand the legal issues based on the Finnish culture, the high level of trust helps to
dismiss the doubts of the Finnish partner.

5.2.5 Risk management
The Finnish and Chinese partners identify different risks in the partnership management.
From the perspective of the Finnish partner, one risk is to have different strategies in the
business development. The Finnish interviewee described it as follows:
“We want to get more customers so that we want to use more money for investment,
while they do not want to do it. They want to maximize their profits in the short
term, but we want to maximize our profits in the long term.”
The second risk might be trust crisis. Although the Finnish partner believes this kind of
risk does not cause any problems nowadays, it might be a potential risk. The Finnish
partner thinks the risk may result from the competition. The interviewee for the Finnish
part said:

103
“We know many competitors asked our Chinese partner about the possibilities of
cooperation. So far, they refused them and told us each time. But we do not know
what will happen in the future.”
The third risk comes from the institutional transition in China. The Finnish interviewee
described it as follows:
“…Experience in China, you cannot estimate exactly what is going to happen. We
have three JVs in Dongguan, Beijing and Shenzhen. However, there might be
different interpretation of the same law in Beijing and Guangdong province.
Additionally, the same law may have different dates of enforcement in the two
places. At the same time, some changes on the law, such as increasing the valueadded tax (VAT) rate on exports, have a strong influence on our customers. The
customers may place the orders of EMS in India instead of in China because of the
increased VAT.”
From the perspective of the Chinese partner, the first risk is the loss of the Chinese
partner. The Chinese partner explained that:
“The JV is a typical manufacturing company with the tendency to “purchase and
make sales outside China” (liang tou zai wai), which means the materials in the JV
are purchased from overseas and all the products are sold to overseas. The Chinese
part does not know the real cost structure of materials and sales prices.”
The above situation is a common practice in China as it is believed to avoid tax by
foreign investors in China (www.zaobao.com 2005). Foreign investors may transfer most
profits out of China by “purchasing and making sales outside” in order to avoid tax. It
happens that the raw materials are purchased at a high rate by importation while the
products are sold at a low rate by exportation so that the foreign investor can avoid tax. In
this way, the profits of manufacturers in China are thus reduced and may even incur
losses. Therefore, the Chinese partner wonders whether the profits of the plant could be
reduced in this way.
The second risk is to make wrong investment decisions. The Chinese partner described
it as follows:
“The JV will invest in new equipment such as production lines when it tries to
introduce new customers. However, if there is not enough analysis of such
investment, it is possible that the investment may not be returned.”
The third risk is the competition, because the competitors are always threats in the
struggling for the market share. The final risk is the exchange rate. The Chinese
interviewee explained:
“The exchange rate fluctuation may embezzle the profits and create losses for the
plant, because most of the raw materials are purchased and products sales are
calculated in foreign currency including US currency, European currency, and
Japanese currency. Hence, the profits of the JV can make losses if we are not able
to pay full attention to the foreign currency management.”
Both partners have different measures and expectations for minimizing the risks. On the
one hand, the Finnish partner tries to switch some production to other countries such as
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India in APAC in order to scatter the business risks. As the Finnish partner said “we do
not put all the eggs in the same basket.”
The Finnish partner expects the Chinese partner to help with the changes of the laws
and regulations so that it would have the foresight to avoid big losses. However, the
Finnish partner also realizes that it is very difficult to anticipate everything in advance. As
to the trust crisis, the Finnish partner considers the best way to minimize the risk is to
have open communication between the two partners. They have joint discussions about
the long-term plans with the Chinese partner so that they could have common
understanding and targets of the business development.
On the other hand, the Chinese partner tries different ways of minimizing the risks. As
to the risk of profits loss, the Chinese partner consults some experts and tries to take
some legal precautionary measures. In addition, the Chinese partner expects the Finnish
partner would disclose all the financial information in order to remove any doubts of the
Chinese partner. The Chinese partner expressed it in this way:
“We do not have all the financial information such as the cost and profits in the
plant. Although the Finnish partner gave some explanations when we asked for
that, there is no sufficient evidence to convince us about the explanation from the
Finnish partner. We think it is unfair, and we also feel Finnish partner does not
respect us on this issue. Compared to other Chinese companies in the same
industry, the profit margin of the JV is too meager.”
As to the risk of investment, the Chinese partner hopes both partners continuously have
open communication before any new investment in order to make an overall analysis of
the business development so as to reduce the investment risk. The Chinese partner tries to
establish a medium or long-term financial strategy by consulting some financial experts
in order to minimize the loss of exchange rate fluctuation. To minimize the competition
risk, the Chinese partner believes the practical way is to improve the core technology
advantages from the Finnish partner.
Surprisingly, both partners do not believe there are many risks in the business
environment in China. The Finnish interviewee said:
“The Chinese business environment becomes better and better, and much easier for
foreign investment. The laws and regulations gradually lifted the limitations for
foreign investment after China joined the WTO. The regulations and laws in China
will be standardized and internationalized.”

5.2.6 Cultural differences
In the early stage, cultural differences mainly mean having a different understanding of
Chinese situations, such as the national conditions, business environment, laws and
regulations, the working ways and habits of Chinese government. The Chinese
interviewee gave the following example:
“If a new business law or regulation comes into effect on January 1st. Then, two
partners have a different understanding of this issue. The Finnish partner believes
that: ok, we can get the benefits of the new law from that day. However, we think
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that: ok, the government begins to reduce the limitations on the business area. The
bureaucracy is inevitable in such a big centralized country as China. It may take a
long time and process from the promulgation to the implementation of a new law. It
is difficult for the Finnish partner to understand this as it is used to a rule-based
country. We usually need to give more explanation to the Finnish partner about
such issues.”
Moreover, the Chinese business culture is not strictly rule-based as much as it in Western
countries. One Chinese proverb described the situation as “the rules are fixed; the people
are flexible” (Ambler & Witzel 2000), which could be explained that the rules may be
adapted to the specific and holistic context in the implementation, although there are
many rules in the business area. The Finnish interviewee also mentioned that:
“Although there are same laws or regulations in China, it is different in practice
because the local authorities may have different interpretations in different places
of China. Additionally, the same law may be enforced at a different time. This
situation creates some difficulties in our operations because we have JVs located in
different places in China.”
The Chinese business culture emphasizes highly guanxi (social/personal
networks/relationships). Especially the personal relationship (siren guanxi) may play a
critical role in the business activities, such as marketing and sales. Good relationships
with some key persons will make it easier to achieve the business goals. However, it dose
not mean all the problems can be solved by guanxi in the business. Some
misunderstanding of guanxi occurred in the partnership. The Chinese interviewee said:
“The Finnish partner heard that everything can be solved through guanxi in China.
Since you have a good relationship with local authorities, you can easily deal with
any problems in the business. This is a misunderstanding.”
Cultural differences are reflected in the different communication styles. One distinct
difference is the Finnish prefers to say what it means, while the Chinese tends to
approach a subject in a roundabout way. This kind of difference causes some problems of
understanding the same thing. Both the Chinese and Finnish interviewees mentioned,
(The Chinese interviewee) “If one governmentl official said there should not be big
problems for getting the approval of our application. The Finnish partner will
understand as: ok, no problem. However, we read the latent meaning of the
official’s words as saying that there are still some problems, and some things need
to be done.”
(The Finnish interviewee) “Therefore, we must really understand whether they
mean yes or no when the Chinese say yes.”
Both partners experience a mutual adaptation process so that they believe there are fewer
cultural differences in the partnership nowadays. In this process, the Finnish partner
carried out some cultural training at the beginning, and the Chinese partner was invited to
Finland to learn the corporate culture and values of the Finnish partner. The previous
experiences with one Finnish company also help the Chinese partner easily handle some
problems caused by cultural differences. Moreover, fewer cultural differences are

106
attributed to an increasing level of trust and localized human resources in the partnership.
The Finnish interviewee described it this way:
“The Chinese business culture is characterized by trust. There must be trust before
the partnership can work. Trust plays a very important role in the partnership.
However, it will take a long time to build up this kind of trust with the Chinese
partner. Trust can be built through having a very good personal connection or
personal relationship with the Chinese culture.”

5.2.7 Overview of the performance in case B
Both partners in this case can well understand the purposes of the partnership and their
responsibilities in the partnership. Both partners believe the common strategy, common
interests, trust and open communications are important factors in a successful
partnership. They are satisfied with the work of the counterparts. Both partners gain the
economic benefits in the six-year cooperation. The technology of the JV has been
improved from low-end production to high-end production. The JV gains competitive
advantages to provide a broad service to its customers. The customers are expanded from
two to twenty nowadays. The joint venture plant has established a good reputation from
customers’ perspective and won high status in the industry and local society, which are
valuable for the JV in the future business development.
However, both partners have a different evaluation of the partnership. The Finnish
partner is satisfied with the stability of operations and business expansion. The Chinese
partner evaluates the joint venture as “basically satisfied”, and it believes that there are
still some problems existing. The Chinese partner believes the profits should not be a sole
measurement to evaluate a successful partnership. The key issues concerning the Chinese
partner are the true situations of the JV profitability and decision-making sharing. If these
two issues are not reasonably solved, the trust between the two partners will be
endangered which may have an influence on the sustainability of the partnership. Since
both partners hold an identical view on the win-win result of the partnership, a
satisfactory answer to these issues is a key factor for maintaining the partnership and
extending their cooperation to new areas.

5.3 Case C
In this case, the Finnish partner is a medium-size company and a well-known clothes
manufacturer. In the beginning of the 1990s, the Finnish partner realized that production
costs were too high and will become too high in Finland because clothes industry is a
labor intensive industry. Consequently, it tried to move its production out of Finland as
well as satisfied with the requirements of production and cost reducing. The Finnish
partner took China into consideration because of cheaper labor resources as well as the
political stability. The Finnish partner asked a consultant who had been in China for a
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long time to help find suitable candidates in China. The consultant introduced the
Chinese partner to the Finnish partner.
At that time, the Chinese partner was a state-owned group corporation which mainly
manufactured chemical fiber. The Chinese partner had a single product and faced fierce
competition in the market. In the beginning of the 1990s, the Chinese partner, like many
other state-owned enterprises, was forced to reform in order to improve its efficiency and
profitability. One of the ways was to seek foreign investment so as to broaden its product
line and explore a new business area. The Chinese partner found the Finnish partner
through the Sub-Council of Textile Industry (www.ccpittex.com CCPIT TEX) of China
Council for the Promotion of International Trade (www.ccpit.org CCPIT). The CCPIT
TEX and the consultant of the Finnish partner contacted each other and the JV was
established in 1993.
After six-year business running the joint venture, the Chinese partner faced
bankruptcy because no production in the parent company led to a difficult financial
situation. The Finnish partner was worried about the uncertain future of the JV and
changes caused by the new owners of the Chinese part. The Finnish partner and one
company in Hong Kong bought the shareholding owned by the Chinese partner in 1999.
Although the ownership changed in this case, the operation of the JV continues in the
same way (e.g., the production is not changed, the products are same as before, and the
personnel in the management level is almost the same.).

5.3.1 Motives and choice of partnership
The motive of the Finnish partner for partnership is mainly cost saving (Table 16).
Because of this motive, the Finnish partner believes that it is important to choose the
location carefully as China is such a big country. For instance, its factory is located near
Hangzhou in Zhejiang, which is one of the fastest economic growing provinces and
coastal regions in China. The location means the factory has easy access to the harbor for
shipping purposes. Moreover, there is a lot of garment and yarn production in the area so
that the factory can easily source materials locally. At the same time, the labor pool is
good because there are a lot of related industries. Although it is near Shanghai, the cost of
labor is not so high in Hangzhou, which reduces the production costs.
Table 16. Motives and partner selection in case C.
Case C

Finnish partner

Chinese partner

Product/service

Clothes manufacturer

Cloth manufacturer

Motives for

Cost saving

Broaden product line

partnership

Explore new market

Factors in

Business related

partner

Geographic location

Partner’s technology

Contemporary policies in China

selection

Trust

Partner’s market

Geographic location

Have a good relationship

Partner’s brand of

Trust

with local government

product

Unity and coordination

Answer to R1:

Answer to R2:

108
Because of the promotion of state-owned reforms, the motives of the Chinese partner are
to broaden its product line and explore a new business area so as to gain competitive
advantages. At that time, the Chinese partner had a single product and faced fierce
competition in the market. This situation forced the partner to seek a new investment
area. In the beginning of the 1990s, the joint venture was a favorable mode to enter
China. The local government also actively helped local enterprises to seek and support
foreign investment at that time. Therefore, the partnership with the Finnish partner
resulted from the cooperative needs of both partners.

5.3.2 Partner selection
The Finnish partner considers four factors when selecting a partner in China (Table 16).
Firstly, the business of the Chinese partner must be related to its products. If the Chinese
partner has related knowledge of the business, it is a benefit to the long-term
development of the partnership because some values are added to the existing knowledge
of the Finnish partner. Usually, Western companies choose the location of the Chinese
partner to establish the joint venture. Therefore, the geographic location of the partner is
the second important factor to be considered. An optimal location in this case has easy
access to (1) the materials needed; (2) skilled workers for reasonable pay; (3) a wellestablished local infrastructure. Such a location helps to save on production costs for
achieving the strategic goal of the Finnish partner. Thirdly, trust is as important in
partnership as in marriage, which is a basis for partnership survival. However, the Finnish
partner comments it is a difficult process to develop trust between the two partners. It
suggests that trust can be generated with some key persons involved in the partnership.
Fourthly, it would be a benefit if the Chinese partner has good relations with the local
government. The Finnish partner comments this is an important factor at the beginning of
a joint venture. If the partner has good public relations, it helps the Finnish partner
integrate into the local environment easily.
There are three factors for the Chinese partner in selecting the Finnish partner. The
first factor is that the core technology of the Finnish partner has its competitive
advantages. The JV is established as the production base of the Finnish partner in China.
The competitive advantages of core technology secure the development of JV in the
markets. Secondly, because the JV only provides production services to the Finnish
partner, e.g., all the products are exported to Finland; the Chinese partner considers the
existing market of the Finnish partner. Thirdly, the Finnish partner has its own brand of
clothes. These three factors are considered to give key advantages when the Chinese
partner selects the Finnish partner, as they help the Chinese partner achieve its investment
goals through the partnership.
Based on the long time successful partnership, the Chinese partner summarizes that
“Tian Shi, Di Li, and Ren He” is a principle when Western companies try to find a partner
in China. First, Tian Shi refers to the Western investment is encouraged by the Chinese
policies at the time the foreign partner tries to invest in China. It is important the Western
partners studies these policies, especially studying the policies of the Chinese partner
located, to see whether their investment is needed by local economic development.
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Sometimes, preferential treatment would be gained because of favorable investment
encouraged by local government, such as getting cheaper land, or tax reduction. Di Li
refers to an appropriate geographic location of the Chinese partner. Since China is a huge
country, the location of the Chinese partner should be suitable for the business
development when considering the factors such as the local infrastructure, transportation,
communication system. Ren He refers to the partners’ level of trust, as well as their joint
business values and goals, and coordination of the operation. Ren refers to the people and
this is distinguished from the other two factors as an active factor because everything
must be carried out by people in the business. The principle of Tian Shi, Di Li, and Ren
He is a golden rule for a successful partnership from the Chinese perspective.

5.3.3 Human resource management
There is a changing process in the development of HRM in the partnership. In the early
stage of the partnership, the Finnish and Chinese personnel were mixed on all the levels
of operation and management in the partnership. The Finnish partner tried to transfer its
operation model and management system in the JV so that it could totally meet the
requirements of the production and make it the same as the previous factory in Finland.
Nowadays, there are no Finnish personnel working in the factory. The Finnish partner
evaluates the HRM of the JV as “a Chinese vision of Finnish management system”. The
Chinese interviewee described it as follows:
“I feel very lucky that we can find a partner like the President of the Finnish
partner. He trusts me very much. …At the same time, he is able to be free from the
prejudice that many foreign companies hold when recruiting personnel for the
factory. He told me that: ‘this is China. The Chinese know better than us how to
select a competent person.’ Therefore, the management team in the factory
nowadays is selected in a pure Chinese way, and human resource management in
the factory is fully done by the Chinese personnel. There are no Finnish personnel
working in the factory.”
Although both partners realize HRM is an important dimension in the partnership
management, they have a different focus on HRM. The Finnish partner believes selecting
the key persons of the top management team is important in the HRM of the JV. The
Finnish interviewee recalled:
“We are very lucky to find the persons who had worked in the original factory of the
Chinese partner. We have had these key persons from the very beginning.”
The Finnish partner sometimes feels there is limited communication because of the
language barrier with the Chinese partner. However, the management team in China has a
freehand to operate the factory as it desired.
From the point of view of the Chinese partner, the purpose of HRM is to develop the
JV well. Therefore, the Chinese partner thinks recruitment, motivation and training are
important for all the levels of personnel in the factory. Recruiting a qualified person who
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meets the requirements of the factory development is not easy in human resource
management. The Chinese interviewee said:
“Many Chinese students cannot do practical work after they graduate from the
universities because they lack many skills in practice. It will take some time to train
these students adapting to the requirements of the factory.”
Besides the sources of graduate students, the Chinese partner also recruits skilled and
experienced persons from the labor markets.
However, keeping the qualified personnel stable is another key issue in the HRM. The
Chinese partner tries to motivate the personnel in the JV through creating a comfortable
atmosphere for working and studying in the factory. The Chinese partner believes the
nature of the HRM is to manage the human resources meeting the development of the
company, as well necessarily make the company suitable for the personal development.
The Chinese interviewee elaborated on the above,
“We treat all the personnel with goodwill honesty. We create a very easy
circumstance in the factory to encourage all the personnel to commit to the factory,
as well to learn some skills in the work. Even though some persons leave the
factory later; they have gained valuable experiences and knowledge in the factory.
The personnel feel at ease in the factory so that they can keep their mind on their
work.”
The characteristic of the HRM in the partnership was teamwork. It was important to the
factory development that the top management level had a backup plan to train candidates
in order to deal with the shortage of qualified team members. The plan should keep a
balance on the problem of motivating the present managerial personnel while training the
potential successors. The Chinese interviewee described it this way:
“We try our best to keep the skilled and experienced personnel as long as possible.
At the same time, we also know the factory development must not depend on several
persons only, whereas it needs all the strengths from all the personnel. We try to
establish a team morale in the factory. As the General Manager in the factory, I
must pay more attention to fostering the candidates and motivating the enthusiasm
of the available team members at the same time.”
Finally, this case shows a well-organized management in the JV attributed to a regular
mechanism with both partners’ commitment. The Chinese interviewee expressed it as
follows:
“Our company is strictly operated according to the regulations established so that
we could develop the business well in the long term. So far, only a few local JV
companies have survived, which were established in the same year as our company
established. Why is that? The key reasons are there is no stability in the
management. And they have a loose management strategy with poor means of
implementation.”
The management mechanism plays a role to regulate the obligations and rights of the
partners so that it could help to effectively reduce the conflicts in the partnership.
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5.3.4 Knowledge transfer
There are two flows of knowledge transfer occurred in the different stages of the JV
development. In the early stage, the flow of the knowledge transfer is from the Finnish
partner to the Chinese partner. The Finnish and Chinese personnel are working together
on all the levels from managerial personnel to the operational workers in the JV. In this
process, management and operation knowledge needed in the JV are transferred from the
Finnish personnel to the Chinese personnel through practical training in daily work. The
poor educational level of the Chinese workers was once a barrier in knowledge transfer.
The Finnish interviewee recalled:
“More patience is needed to teach the workers who have a very basic level. Even
the language can be a big problem in communication with them. …We did not give
up and asked the Finnish workers to teach the Chinese workers in their daily
work.”
This is a hard process but has fruitful results. After several years, the JV is able to
independently produce the clothes and meet the quality requirements of the Finnish
partner. The Finnish partner is very satisfied with the JV. The Finnish interviewee
described it this way:
“We broke down our factory in Finland. All the machines were shipped to China.
All the knowledge about the management system and operation model was
transferred to our Chinese partner. Now we have a new factory there. …Some of us
were worried about the factory in the beginning, but now we feel the factory is a
part of us.”
Nowadays, the JV not only makes stable development but also has the capability for
expansion. There is another flow in knowledge transfer from the Chinese partner to the
Finnish partner. The Finnish interviewee said:
“There is an oppositional flow in knowledge transfer nowadays. Our Chinese
partner is bringing new technologies, management models, and materials to the
partnership. They transfer the information to us about local environment and
potential business opportunities, even the fresh ideas about product development.”
Two flows of the knowledge transfer contribute to improve the performance of the
partnership. The Chinese partner is able to utilize the knowledge well, such as factory
management, market exploration and quality management that come in the knowledge
transfer. Both partners believe that it is very important to share all the information and
knowledge in the partnership. Both Finnish and Chinese interviewees agreed:
“Nothing can be done if we keep secrets.”
Cultural differences are identified as the barrier by the Chinese partner in the early stage.
However, it does not have a strong influence on the partnership since the Finnish
personnel learn some knowledge about the Chinese culture when they are working in
China.
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5.3.5 Risk management
Two partners identify different risks in the partnership management. The Finnish partner
realizes the risks mainly come from the business environment such as country risk. The
Finnish interviewee expressed it in this way:
“Although the conditions are stable and the development is very good now, China is
still in a huge and fast developing process. You never know the risks such as
currency, or geographic risks (such as flood).”
The Finnish partner believes the risks would stem from unpredicted dimensions in the
Chinese transitional process. To minimize the risk, the Finnish partner has production in
other countries. The Finnish interviewee said:
“The JV in China is not the only source of the production.”
At the same time, it believes the Chinese partner would help to avoid some risks in
advance. The Finnish interviewee explained:
“The production is happening there. The Chinese partner must be aware of the
risks. They play an important role to keep us informed so that we can discuss and
solve the problems early enough.”
The Chinese partner identifies the main risk as being in the realization of the business
development. The Chinese interviewee elaborated on this:
“Originally, we only provided the production services to the Finnish partner.
Nowadays, we are able to provide qualified production service to the other
customers. In the next step of our plan, we will try to develop the marketing
competency in our factory. But how will we do that? We must be very careful to
make each step.”
To minimize the risks in business expansion, the Chinese partner makes the plan based on
the market demand and the capacity of the factory. In addition, the Chinese partner begins
to carry out the marketing practices. The Chinese interviewee said,
“We cannot do it blindly. We must consider our capacity. At the same time, we are
actively taking part in the Guangzhou Trade Fair (now named Chinese Export
Commodities Fair, www.cantonfair.org.cn) from 2004, and try to find new market
information.”
Both partners face the risk of business development. The Chinese partner mentions that
the development plan is still regulated by the management mechanism in the partnership.
Further coordination would be needed in the implementation of the plan.
On the contrary, the Chinese partner does not believe there were any risks in the
business environment. The Chinese interviewee described it as follows:
“The business environment is becoming better and better. Even the government is
willing to provide more services for us. It helped us to deal with concrete problems
instead of discussing principles. Nowadays, the business is much easier than
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before. The elements such as regulations, local infrastructure, and material markets
are much better than ten years ago.”

5.3.6 Cultural differences
The Finnish partner believes that the cultural differences are mainly visible in decisionmaking. One is the speed of the decision-making. The Finnish interviewee expressed it as
follows:
“The Chinese partner considers more and changes opinions later. You have to be
patient with the Chinese partner when they are making decision, especially in the
early stage.”
Another is the mechanism of the decision-making. The Finnish partner always is puzzled
by this difference because the two partners have different ways to reach agreement. The
Finnish interviewee described it as follows:
“The Finnish always do as agreed, but Chinese culture is not simple. In Finland,
we sit here for an hour and write the contact. So everything is set down. But in
China, we write the contract. It has no meaning. It is just a paper there, and then
the persons do the things in their own way. We do not know how and when the
things are really agreed.”
The Chinese partner believes it is natural there are cultural differences in the partnership
because of the different values and mindsets between Eastern and Western cultural
backgrounds. The more important thing is to learn and overcome the cultural differences.
The Chinese interviewee suggested the proper way is:
“We should not believe the things are always wrong when they are not known or
understood by ourselves. Firstly, it is important to learn the true reasons. We trust
our counterpart must have their reasons with goodwill. Even if something cannot
be understood immediately, we should put aside the prejudice to carry out the
decisions so long as the decisions are beneficial to the partnership development.
Otherwise, the business opportunities might disappear if both partners are too
tangled up to unravel some problems of cultural differences.”
Trust between top management levels is seen to play a very important role in
minimizing the influence of the cultural differences on the partnership. The problems of
the cultural differences intensively appear in the beginning stages of the cooperation. It
takes time for two partners to adapt to the partner’s culture and overcome the problems
caused by the cultural differences. Nowadays, there are fewer cultural differences through
their long time working together. Both partners could understand each other very well.
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5.3.7 Overview of the performance in case C
This case shows a well-functioning partnership. Both partners have clear responsibilities
respectively and are able to take care of the responsibilities well. Both partners clearly
know their business goals and could commit to achieve them. In the over ten-year
cooperation, the JV develops steadily and begins to expand to new business areas. Both
partners are satisfied with the cooperation. The fruitful achievement results from a stable
management team, a regular management mechanism, a high level of trust and open
communication in the partnership.

5.4 Case D
Case D is a JV established in 1999. The JV is established on the historical non-equity
cooperation between two partners. The Finnish partner is a large IT company which
specialized in consulting projects and software products. Before the joint venture is
established, there had been a long-term agreement about cooperation in technology,
science and finance between the Finnish and the Chinese governments since the early
1980s. During this process of governmental cooperation, the Finnish partner had made
acquaintance with the Chinese partner. The Finnish and Chinese partners progressively
understood the expertise, products and the mindsets of each other. They began a nonequity cooperation to develop a software product. The Finnish partner believes there
would be a potential growth market for the software product from its market study. It
expects to establish a company to do such business in China, as well as to gain
experience of the Chinese market for potential business expansion in the future.
Therefore, the Finnish partner begins to discuss the possibility of a joint venture with the
Chinese partner.
The Chinese partner is not a business company but a state-owned research institute
(shiye danwei) located in Beijing. In China, shiye danwei is defined as a public institution
or social service organization with special status. Most of them are state-owned but are
non-profit organizations. However, shiye danwei can gain income by taking advantage of
its expertise in some special areas. The main areas of shiye danwei involved are
education, science, culture, and public health. (Ren 2004). According to the Chinese laws,
shiye danwei cannot establish a joint venture with foreign investor. Therefore, on behalf
of the Chinese partner, a subsidiary company owned by the Chinese partner is entitled to
register a joint venture in practice3.

The ownership of shiye danwei becomes complicated after being reformed and opening up (Ren
2004). shiye danwei is reorganizing itself and faces many challenges. Some shiye danwei are forced
to transform from non-profit organization to profit or partly-profit organization. For example, the
state cut down the budget of shiye danwei so that shiye danwei has to sustain itself by developing
some profitable business activities. In its internal organization, there are some subsidiaries set up as
companies which are permitted by relevant regulations and laws in China.
3
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5.4.1 Motives and choice of partnership
The JV tries to develop business in the area of survey and mapping services. However,
the Finnish investment is involved in an area restricted by the regulations on foreign
investment (www.china.org.cn 2004), because of official secrecy regarding mapping
activities. This is the main reason the Finnish partner needs a Chinese partner to help
them get the information needed and government approval for the JV (Table 17). The
Finnish partner recalled:
“The Chinese partner controls the map data. It is entitled to give the licenses for
using the map data for different purposes. As a foreign company, we cannot develop
the business in mapping area without a Chinese authorized partner.”
Therefore, the main motive of the Finnish partner is to enter the Chinese market through
partnership. In addition, the Finnish partner expects to understand the Chinese market so
that it could further develop the business in the future.
Table 17. Motives and partner selection in case D.
Case D

Finnish partner

Chinese partner

Product/service

IT service

Surveying and mapping service

Motives for

Chinese market entry

Support partner’s investment

partnership

Business development

Gain a reputation

Factors in partner Clarify own business goal
selection

Answer to R1:

Answer to R2:

Understand mutual benefit

Partner’s technology

Market in China

Have complementary skills

Market of product

Contemporary policies in

Partner’s financial

China

strength

Core competency strength
Financial strength

As mentioned early, the Chinese partner is not a real business company. It does not hold
an optimistic view of the investment area of the Finnish partner because of the strict
regulations in the area. However, the Chinese partner considers supporting the Finnish
partner’s investment in China because of their friendship built in past cooperation. This is
a motive with a little political color because the Chinese partner does not want to disrupt
the good relationships between the two government authorities. Another motive of the
Chinese partner is to gain reputation if the jointly developed product became a success.

5.4.2 Partner selection
Based on the long experience with the Chinese partner, the Finnish partner provides
valuable suggestions on partner selection in China (Table 17). The first one is that a
company must clarify its purposes if it wants to go to China. The company should know
the business idea would be useful and have opportunities of development in China. Then,
the company has to decide whether it needs a partner or can do it alone. If a Chinese
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partner is needed for this business idea, the partner should be one that can clearly
understand the mutual benefits from this partnership. The Finnish partner believes this is
the most important factor because both partners could realize the benefits expected could
only be gained through partnership. They must understand that both partners must
commit to the partnership. Therefore, it is critical that the skills needed from the Chinese
partner are previously defined so that a partner with the necessary skills is found.
There is no partner selection process in the case when the two partners decide to set up
a JV. However, three factors are considered by the Chinese partner. Firstly, the technology
of the two partners should be similar so that they could work together to develop some
product. In addition, they should be interested in the same business area, which facilitated
the continuity of the cooperation. Secondly, the product they developed together should
have prospects in both the Chinese and global markets. The Chinese partner believes that
this is a good business idea. Thirdly, the Finnish partner has the financial strength to
sustain the business. The Chinese partner realizes that the activity would be doomed from
the very beginning because the business area of partnership is limited by the Chinese
government for confidential reasons. This situation prevents the business from
developing. However, it suggests that the Finnish partner set up a JV as a learning
platform for the Chinese market, and then develop other business by taking advantage of
its technology in a less-restricted business area. Therefore, the Chinese partner considers
the Finnish partner should have sufficient financial support to sustain a transitional period
i.e. the cost of learning about the Chinese market, and getting information for business
development, as well as potential development in another business area.
The Chinese partner gives some advice for foreign companies wishing to find a
partner in China. The first is to clarify that the market situation is expected to develop in
China. It is important to make sure there is an existing market or potential demand in
China. This is the biggest factor for the foreign companies. At the same time, foreign
companies should pay attention to the contemporary policies in China. The business is
endangered from the very beginning if it is in a restricted area. Moreover, it is better to
choose a business in which the foreign companies have superiority in their core
technology in order to keep a competitive advantage. Finally, foreign companies should
have enough financial resources to maintain the business in case of failures in the early
stage. Foreign companies should dismiss the idea of making immediate profit from the
Chinese market. Their investment strategy should have a long-term view of the business
development and profits rather than a short-term return of investment.

5.4.3 Human resource management
Although both partners realize human resource management is important to the
partnership, they have different focuses on HRM practices. From the Finnish perspective,
the Finnish partner believes the obligations and rights of the personnel must be clearly
defined in the partnership. It is also important to establish the regulations of the JV.
Otherwise, there would be some misunderstandings in the Chinese personnel in the
partnership. The Finnish interviewee gave an example:
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“The Chinese personnel may have some expectations that they will get a certain
percentage of the value of the projects if they do hard work. However, nobody
promised that at all. We did not clarify such kind of things before. It is very
important for the staff and employer to clearly define everything, such as company
regulations, obligations, rights and labor agreement in advance and write them
down.”
One problem is there are no clear common regulations on human resources in China,
which makes it difficult for the Finnish partner in making company regulations and labor
agreements. The Finnish partner has to agree to the labor regulations of the Chinese
partner. However, the regulations do not work well in the partnership.
The Finnish partner thinks it fails to recruit the personnel with desired skills in the
partnership, which is the direct reason for the poor performance of the partnership. The
Finnish interviewee explained it as follows:
“We have experience in marketing and sales with no such experience in China. Our
Chinese partner has experience in China while it has no experience in marketing
and sales. Therefore, we have to do the work on marketing and sales together. The
two partners did not have complementary skills and abilities. However, it is very
difficult to recruit a qualified person in marketing and sales. If we could find such a
competent person, then the other things would be much easier.”
From the point of view of the Chinese, the Chinese partner thinks it is most important to
select a competent manager of the partnership. It believes the poor performance of the
partnership is due to the Finnish partner not being able to find good top management. The
Chinese interviewee described it as follows:
“The first General Manager is Finnish. The Finnish management system was
copied in the JV. There was a big loss in the first year. The second manager is
Chinese who had studied in Finland. …Too much attention is paid to the Finnish
background of the managers. Although these managers can easily learn the Finnish
context, they are not easily able to learn the Chinese context nowadays.”
The Chinese partner believes it is a failure that the Finnish partner always insists in
selecting the top manager by its criteria. In his opinion, a competent candidate should be
as follows:
“He must be specialized in the relevant technology background of the organization
so that he has credibility in the personnel. At the same time, he must be good at
dealing with the relationships of the personnel so that everyone is properly
motivated to fully play its role in the organization.”
In addition, the Chinese partner thinks another key factor in HRM is to organize the
management team. The team members could share the responsibilities in the JV. The
Chinese interviewee said:
“The Finnish partner failed to select the persons who are able to take the
responsibilities in the JV.”
The Chinese partner suggests it is necessary to adopt an appropriate mechanism of HRM
which is suitable for the Chinese culture and business environment. A pure Western
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management style transplanted in the Chinese business environment could not work well.
It is better to combine the Finnish and Chinese management styles together in the JV so
as to facilitate efficient and effective management.

5.4.4 Knowledge transfer
Technology is naturally exchanged in the process where two partners developed a
software product together. Both partners bring its technology to the product development.
However, the two partners do not believe there is an obvious technology transfer between
the two partners. The Finnish interviewee said:
“In IT area, the knowledge and expertise of the software development is quite high
level in China. It is not difficult that two partners discuss the technological
questions. Since we develop the software together, it is difficult to define what we
really have, what we want to transfer, and in which form we transfer the
applications and rights.”
The Finnish partner believes the Chinese partner learns some Western management style
in the JV. The Chinese partner agrees with the Finnish partner and recalled as follows:
“I find the Finnish partner has very careful management of documentation. They
have a clear procedure for doing everything. We are more disorganized in this
aspect. This is a significant strength of the Finnish partner.”

5.4.5 Risk management
Both partners identified different risks in the partnership. The Finnish partner identifies
the first risk is the business risk because the market is not ready yet. The Finnish
interviewee concluded later:
“Since the mapping industry is not fully opened to the foreign companies, it is not
an appropriate time to go to China and start such a big business. We have to be
patient waiting for an opportune time and favorable conditions.”
The second risk comes from the competition. The third risk is the customers’ funding.
The Finnish interviewee explained that:
“Governmental organizations are our main customers. They do not have enough
money from their budget to buy our products. They should take a loan from the
World Bank or some funding organizations. Therefore, the JV is very dangerous if
there is no funding for the customers.”
The Finnish partner tries to do some
However, it finds it is difficult to get
opinions are available but it might not
market. The partnership is believed as
Finnish interviewee said:

market analysis to reduce the business risk.
the market information or statistics. Personal
be reliable to show the true situations in the
a means to reduce the competition risk. The
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“We need the partnership with the Chinese partner because mapping data are
secret in China nowadays. …However, it will be opened to free use in the future.
…We want to get the advance benefits with this partner. Then, we would know more
about the technology and market than our competitors do.”
To minimize the risk of the customers’ funding, the Finnish partner helps their customers
to get funding from some international funding association.
Additionally, a potential risk may be identified as an opportunistic risk. The Finnish
partner described it as follows:
“…but this (Chinese) partner was not so active to develop our common business as
we expected. The probability was they were more eager to get the idea, and to
develop their own.”
The Chinese partner believes the first risk in the partnership is the business area involved
in the restriction of the governmental regulations. It endangers the business development
in the very beginning. However, the Finnish partner does not have enough insight into the
difficulties because it could not understand the Chinese market and situations well. The
second risk is the Finnish partner does not have the superior core competency to do such
business in China.
To minimize the influence of the two risks, the Chinese partner persuades the Finnish
partner to develop in some other business area instead of developing in the restricted
area. At the same time, a Chinese manager is appointed to prevent more loss in the
partnership. However, the Chinese partner is always not very actively in the risk
management.

5.4.6 Cultural differences
Cultural differences have a strong influence on the performance of the partnership. The
two partners have serious divergence on the key elements of the partnership, such as
product and business development, strategy, and management level assignment. As
mentioned above, the Chinese partner is a research organization rather than a business
company. The partners have different business orientation in product development. The
Finnish interviewee said:
“The top level of the Chinese part is a professor so he has a lot of ideas on product
development. However, we are more customer-oriented. We hope to find the
customers and their needs so that we could tailor the solutions to customers based
on the technology.”
Additionally, the Finnish partner feels the Chinese partner lacks understanding of
business growth. The Finnish interviewee explained that:
“The Chinese partner expects to get profits or other benefits by directly dividing the
share of profits. However, we expect to make profits, as well as have growth in
China. Therefore, we will use the part of the profit to invest so that it would
guarantee the continuous growth and the profits of the owners. It is probably a lack
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of experience of the joint venture that the Chinese partner could not clearly
understand these matters from the perspective of the owner.”
The second difference is their different views on the business strategy. The Finnish
partner hopes the company would grow and occupy the market share by pre-emptive
investment earlier than its competitors. On the contrary, the Chinese partner believes the
investment is doomed if the Finnish partner insists on developing such a business in
China. The third difference is that both partners cannot reach agreement on the
appointment of management level because they have different criteria for selecting the
management personnel.
Moreover, cultural differences also result from the different social culture or values
between China and Finland. The Chinese interviewee gave the following example:
“The Finnish partner does not seem to understand that some companies in China
are very willing to rent the rooms of our building, so that they could easily gain the
business opportunities because their customers would believe those companies had
some relationship with us as an authoritative organization. … In the early days of
the JV, we intended to lease a floor of our office building. …However, the Finnish
partner misunderstood why we tried to rent these rooms, and it refused our wellintentioned suggestion. At the Finnish suggestion, the JV was then re-located to
another premise in an expensive area downtown”

5.4.7 Overview of the performance in case D
The JV is established on a good basis because of the past association between two
partners. There is trust between the top levels of the two partners. They are even good
friends with open and close communication. The Finnish partner commits to learning
about the Chinese market and national situation. It is a trial and error process where the
Finnish partner tries to find the business focus and change the working ways of the
partnership. However, there is a lack of complementary skills and common interests in
the business strategy in the partnership. The Chinese partner has too little ownership to be
active in the partnership. The Finnish partner has difficulties exploring the Chinese
market in a restricted business area.
The JV is not profitable. In 2004, a Swedish company acquired majority ownership of
Finnish company. The Swedish company adjusted the business strategy of the Finnish
company as subsidiary which made it give up all international cooperation. Therefore, the
JV was wound up in the summer of 2004.
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5.5 Cross case discussions on joint ventures
5.5.1 Motives and choice of partnership
In these cases, although the Finnish and Chinese partners have different motives for the
partnership, both parties have a need to form a partnership. The motives of the
partnerships stem from the partners’ strategy of business development. The partners try to
leverage their existing assets and capabilities with the counterparts’ resources to increase
the competitive advantage together.
Based on the analysis of the motives in the cases, the empirical study of Finnish
partners corroborates Contractor’s (1986) view of motives for companies entering
partnership, while the empirical study of the Chinese partners, such as case D, does not
corroborate this view so closely. One of the reasons for case D is that the economic
benefits in the partnership are reduced because the JV is established on the basis of long
time cooperation between the Finnish and Chinese governments. Secondly, the Chinese
partner is not a business company; hence it does not operate like a company.
The case study shows that the partners with better performance (as in case A, B, and
C) clearly know the motives of their counterparts. The purpose of learning the motives of
the partners is to know the measurable benefits the counterparts can get through the
partnerships, which may influence the partners’ commitment to the partnerships. Case D
is counter-evidence of this. The Chinese partner in case D believes the Finnish partner
cannot understand the local context well, yet the Finnish partner wants to cooperate with
it. Learning from failure, the Finnish partner realizes both partners must understand the
benefits they get in the partnership. At the same time, the benefits must be measurable.
Therefore, it is important to learn and match the motives of the partners so that both
partners can estimate the possibility that all or most of their goals will be achieved
through the partnership. Furthermore, the partners with strong incentives usually
committed themselves to the partnerships. Otherwise, the partner may not be active as the
Chinese partner in case D without many measurable incentives.
Besides the consideration of strategic fit of the two partners, one indication from the
cases is that the Finnish partners should also assess their business goals fit with the
contemporary policies and regulations in the Chinese transitional environment, which
should not be ignored by Western companies in the stage of partnership formation. In the
Chinese transitional economy, fundamental and comprehensive changes to the formal and
informal rules of the game affect organizations as players (Li et al. 2005). Although many
Western companies come to explore the Chinese market, most of them might not know
why China opens its market to foreign investment. The case study shows that the
contemporary policies and regulations are perceived as opportunities or threats to the
investment strategy and performance of the partnership. Case D illustrates a partnership
involved in an area restricted by regulations on foreign investment, although there is a
potential market to the business. The restrictions endanger the investment strategies in the
early stages, and in the subsequent performance of the partnership. On the other hand,
case A shows that the enforcement of regulations can create a new market and push the
process of the market needs. Therefore, Western companies should ensure that their
investment strategy is not only in line with the current market and resources in the
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Chinese business environment, but that it also is in line with the contemporary
regulations and policies.
The third indication in the cases is that the foreign companies should regard the
partnership as one part of long term strategy of business development in China. Ambler
and Witzel (2000) suggest that JVs in China are not for those who only think short term.
One reason is that Chinese organizations are strongly permeated by Confucian values and
commitment is expected to be long term, which do not always match short-term business
interests (Ambler & Witzel 2000). In practice, negotiating a partnership may take a lot of
time. Some Finnish interviewees expressed it as follows:
“You should be patient in the early stage. Some delays may occur.”
“There is quite a different process of decision making. You must be patient.”
Furthermore, a long-term strategy allows the partners have enough time to adapt to each
other, and the business goals will be probably achieved by seeking opportunities and
adjusting organizations in the long term. Therefore, it is necessary to have sufficient
financial backing to sustain the business development in the initial stages.
From the Finnish perspective, the reasons for choosing JV as a partnering type are
mainly (1) to accelerate the Chinese market entry, (2) reduce uncertainty, (3) seek
governmental support from the local partner, and (4) JV is a favored mode at the time of
investing in China. From the Chinese perspective, JVs have gained favor because (1) they
reduce the technology risk, (2) make profits for shareholders, (3) headed by the
government or local authority. The findings in the Finnish partners are consistent with the
previous studies that Western partners prefer EJVs when they have little knowledge and
experience of the host country. They choose JV to secure their investment by taking
advantage of the Chinese partners’ knowledge and resources. They show more marketorientated intention when they choose this type of partnership. The findings from the
Chinese partners indicate that some Chinese partners choose a JV as a means to achieve
their objectives. But Case D shows that JV can be the result of government guidance
rather than the Chinese partner’s own strategic development. This may be one of the
reasons that the Finnish partner complained the Chinese partner lacked “owner sense” in
the JV. It reminds again that Western companies should clearly identify the motives of
their Chinese partners when they are deciding to make a JV.

5.5.2 Partner selection
In these cases, the factors of partner selection are closely related to the motives for
partnership. The motives of partnership determine what kind of partner is needed in the
process of mutual screening. The factors in partner selection are based on the
expectations of the partners. Both partners select the counterparts according to their
companies’ business strategy. At the same time, these factors are strongly influenced by
the experience and knowledge of the persons involved in the partner selection.
The case JVs show that the case companies find their partners with a similar
background in a common business. Business agility can be achieved by securing
complementary resources quickly in this way. The case studies demonstrate that the
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classification of Geringer’s (1991) partner-related and task-related dimensions is applied
by both the Finnish and Chinese partners when selecting a partner. Moreover, task-related
dimensions are addressed in the partner selecting process. An interesting finding is that
some Finnish partners prefer to select a Chinese partner with a good relationship with
local government. The indication is that the government is an important stakeholder
(Brooks & Weatherston 2000) in the Chinese business environment. In China’s emerging
economy, it is often a critical factor to cultivate good relationships with the Chinese
government to ensure a good business start (Woodward & Liu 1993, Ambler & Witzel
2000, Yeung 2000). Yeung (2000) argues that the successful establishment of
international business ventures in China is highly contingent upon an appropriate
understanding and leveraging of local politics, and the collusion/rivalry tendencies of
local governments. It is easier to obtain assistance from the Chinese government if the
joint venture is favored with an appropriate partner (Glaister & Wang 1993, Woodward &
Liu 1993). Ambler and Witzel (2000) suggest that good relations with the government
can make the wheels of bureaucracy turn faster, even allowing you to “jump the queue”
and get approval more quickly than you might expect. However, once the initial stage of
the business is past, the foreign companies have to face the fierce competition in the
market (Chi & Kao 1995). Case D shows that foreign direct investment on the basis of
governmental cooperation does not guarantee a successful business. Government support
can make life easier from the beginning and during the running of the company. If
government support is needed, foreign companies can give these tasks to the local
partners.
An obvious observation is that the Chinese partners in JVs are mainly state-owned
companies. One reason for the situation is the requirement for resources and financial
strength are important factors when selecting a partner to form a JV. Most privatelyowned companies in China are usually developed in 20 years after the open door policy is
carried out (Asian Development Bank 2003). Compared to state-owned companies, most
privately-owned companies are weaker in terms of finances than state-owned companies.
Another reason is most privately-owned companies in China depend more on domestic
and local markets, rather than international markets, so the demand for
internationalization is still at a lower level (Asian Development Bank 2003).
The case study indicates that ownership plays the role of hostage by tying the partners
together in order to add value to the partnership by leveraging own resources under their
responsibilities. It is worth considering dividing the ownership between the two partners,
which may motivate the partners to be more active in the partnerships. Case D shows that
the Chinese partner with a much lower share of the ownership is less active and commits
little to the performance of the partnership. Moreover, case B proves that the power of
control is determined by the ownership. Therefore, the consideration of ownership should
keep a balance between partner motivation and power of control.
The case study also indicates that partnerships with better performance have a
complementary partner, which means the partners have complementary resources,
capability, and responsibilities in the partnerships (as in cases A, B, and C). However, in
case D there is no complementary cooperation. In the partnership, the two partners
contribute to developing the products with similar technology. Both of them lack the
marketing skills in the Chinese market.
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In sum, the case study shows that the management of JVs starts from the beginning of
the partnership formation. It is exactly like a Chinese proverb that “a good start is half the
success”. The dissolution of the JVs is not easy so both partners must be careful to check
their own strategy and clearly define the targets they expect from the partnerships.
Besides learning the motives of the partners and selecting the partners, successful
management includes strategy management and business environment scanning.

5.5.3 Human resource management
All the partners in the cases realize HRM is important in the performance of the
partnerships. The partnerships with better performance reveal some factors in common in
their HRM: (1) they have a competent top executive and management team in the JVs,
and (2) they establish a stable mechanism of management.
The case study shows that it is the critical resource in HRM in JVs if the partners’ top
management teams hold identical views about HRM. The individual capability of the top
executive strongly affects the performance of the partnerships. Moreover, both the
Finnish and Chinese partners believe the management team is the key source to support
and create value in the partnerships. Therefore, selecting the top executive and organizing
the management team are important tasks, which is also a difficulty in HRM. The case
study shows that the top leader selection is usually decided by the majority part of the
partnerships. In case A, the Finnish and Chinese partners agree to follow the HRM
practices of the Chinese part as the JV would belong to the Chinese partner after their
cooperation ends. Therefore, the Chinese partner regards HRM in JV as a part of its own
management. There is no different strategy or regulations on human resource
management in the JV. In case B and D, the top personnel are appointed by the Finnish
partners. From the perspective of the Finnish partners, the expatriate managers are well
able to understand the global strategy of the Finnish partners. However, there are some
problems in the management. One problem is that the Chinese partners wonder whether
the top personnel could defend the benefits of the Chinese part as one of the shareholders.
Moreover, the frequent changes in the top personnel cannot keep JV management in a
stable situation which may be harmful to the benefits of the shareholders. Another
problem is the conflict between the appointment of expatriate management and local
management. Some Chinese partners believe the expatriate managers from the Finnish
partners cannot understand the Chinese national situations and business environment.
Moreover, the expatriate managers cannot adapt to the management system of the
Chinese companies because of the language and cultural differences. Therefore, some
conflicts are unavoidable in this respect. Case C has a better solution for the management
team appointed. There is a blend management team involving the Finnish and Chinese
personnel in the early stage. After the JV had accomplished the production model to meet
the quality requirements of the production through the organizational learning, all the
personnel in the JV are totally localized.
Besides a competent management team, the case study shows that an appropriate
mechanism in HRM contributes to the performance of the JVs. Most Finnish and Chinese
partners in the cases reach an agreement on this point. An appropriate mechanism is
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characterized by (1) clarifying the obligations and rights of the partners. The case study
shows that the good performance of the partnership is determined by identifying clear
responsibilities of the partners, and taking care of the responsibilities by the partners. The
responsibilities are complementary in the management of the partnership. At the same
time, the partnerships have better performance if the partners are able to adapt to some
new responsibilities with the business development over time; (2) adapting to the Chinese
culture and business environment. The case study shows that a complete transfer of HRM
policies and practices from the Finnish partner is not suitable for JVs in China because it
may increase the management costs or reduce the effectiveness of decisions. It is
necessary for the JVs to adjust the HRM practices according to the goals of partnerships,
the Chinese culture, and business environment; (3) creating corporate culture to motivate
all levels in the company. One Chinese interviewee elaborated it as follows:
“The Finnish partner helps to establish the corporate culture which attracts the
Chinese personnel. The corporate culture is homely which makes the employees
feel integrated in the company.”
Besides these characteristics, it is also important to keep the mechanism stable and
manage the JVs strictly by the mechanism.
The case study shows that HRM practices are either localization (as in cases A and C),
or hybridization (as in cases B and D). Interestingly, the Finnish partners in cases A and C
are SMEs, while the Finnish partners in cases B and D are MNCs. Lu and Björkman
(1997) state that equity ownership and non-financial contributions are two categories of
resources which have been identified as the most important factors to controlling IJV
management. Although the Finnish partners in cases A and C are majority owners with
non-financial contributions to the JVs, the case study shows that Finnish SMEs are more
flexible in their HRM practices in JVs without pushing the HRM practices consistent
with their parent companies’ practices. However, the Finnish SMEs pay more attention to
transferring their technological operation models to the JVs. Compared to the Finnish
SMEs, Finnish MNCs like other Western MNCs, like to transplant their global strategy,
HRM practices, and operational models in JVs with only some adaptation to the Chinese
culture.

5.5.4 Knowledge transfer
Knowledge transfer improves the performance of the partnership by supporting the
operations of JVs. The case study shows that JVs have easy, mutual exchange of
information and knowledge because both partners have close cooperation in their daily
work. The knowledge transferred between the Chinese and Finnish partners is consistent
with the studies of Bowker and Star (1994), and Berdrow and Lane (2003). The flow of
knowledge from the Finnish partners to the Chinese partners consists of knowledge of
technology, managerial experience, and Finnish partners’ operational model, which
mainly is firm-specific knowledge that supports the JVs’ internal activities. The flow of
knowledge from the Chinese partners to Finnish partners mainly consists of knowledge of
Chinese business environment, which mainly is market-specific knowledge that supports
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the JVs’ activities within China, and partnering knowledge with Chinese firms. The case
study demonstrates that knowledge transfer is an accumulating process of teaching and
learning from daily operations and contact between two partners. In the partnerships with
better performance (as in case A, B, and C), the flows of knowledge transfer are obvious.
Each partner provides complementary knowledge to sustain the internal and external
operations of the partnerships. However, case D does not show obvious knowledge
transfer. The partners work within the same responsibilities of the partnership.
The case study shows that knowledge transfer between Finnish and Chinese partners is
mainly related to the purposes of the partnership. The partners exchange and take
advantage of their knowledge to support the operations of JVs in China. It is only a
knowledge accessing process rather than a “learning race” to acquire the partners’
knowledge. In this sense, the case study indicates that Finnish and Chinese partners
acquire the knowledge as a resource from the partners.
Since the partners have close activities in the JVs, the case study demonstrates that the
ways of the knowledge transfer may be various, such as documentary, training, on-thejob learning, and observation.
Consistent with Ramasamy et al.’s (2006) study, the case study shows that trust and
open communications are important to facilitate knowledge transfer in JVs in China.
With a high level of trust, knowledge transfer is more effective and efficient, especially in
the process of market-specific knowledge from the Chinese partner to the Finnish partner.
Moreover, cultural differences and language are perceived as two main obstacles in the
knowledge transfer between the partners. A language barrier is usually overcome by
using an interpreter. Cultural differences may cause misunderstanding in the marketspecific knowledge transfer. Hence, trust development is necessary for knowledge
transfer.

5.5.5 Risk management
The risks identified by the partners come from the internal operations of the partnerships
and business environment of the partnerships (Table 18). According to the risk
classification of Das and Teng (1996) in strategic alliances, the main risks in the cases are
believed to be performance risk, except in case D where the Finnish partner thinks there
might be some element of relational risk. The partners mostly commit themselves to the
mutual cooperation. Both the Chinese and Finnish partners are satisfied with their
counterparts’ commitment. However, there are still performance risks from the
environment, market and internal cooperation, which may cause economic loss for both
partners.
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Table 18. Risks identified in the joint ventures.
Cases

Finnish partner

Chinese partner

Case A

Technology risk

Technology risk

Financial risk
Exchange rate risk
Case B

Investment strategy

Loss of Chinese shareholder

Institution transition

Investment decision

Potentially relational risk

Exchange rate risk

Case C

Natural disaster

Business development

Case D

Market risk

Regulations risk

Competition

Technology risk

Customers’ risk
Opportunistic risk

The case study differs from some existing studies on identifying the political risks when
doing business in China, especially the intervention from the Chinese government
(Zhuang et al. 1998). The political risk is not identified in the case study. One reason is
that the Chinese government always makes an effort to keep a stable business
environment and improve the business environment in order to attract more foreign
investment. With the economic growth, the government gradually hands over its role in
enterprise management. Another reason is the business of partnerships is not related to
any political issues. Some Finnish interviewees expressed it as follows:
“We are not worried about political risk. I think the risk is very low.”
“I think the business environment is becoming better and better. It is much easier
for us than before.”
“The business environment is good. …We have business there because of the
changes.”
An obvious observation is that most of the Finnish and the Chinese partners do not
identify the same risks in the partnerships. The reason is that the partners always identify
the risks from their own stance of benefits in the partnership.
The exchange rate risk is mainly identified as the risk of the business environment.
However, the case study shows that the partners regard the risk as out of control. They
notice it, but no measure is adopted to minimize the risk. One study suggests that JV
partners reduce the exchange rate risk by buying and exporting some Chinese products
that are in demand instead of converting the profits directly to foreign currencies (He
1995). However, the suggestion should be taken cautiously because it is not a general rule
that can be applied to the different situations in the cases. The partners should go through
their conditions and then adopt some suitable measures. For example, in case A, using
Euro or RMB (Ren Min Bi, Chinese currency) as the account currency instead of the US
dollar minimizes the exchange rate risk from the Finnish partner in the situation where
the value of the US dollar is always lower. However, the measure must be adopted based
on the correct estimation in a ten-year term of cooperation. Moreover, it may be a risk for
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the Chinese partner if the account currency is changed to Euro. One measure is to use
RMB as the account currency which possibly minimizes the risk for both partners. The
reason is,
“I (the Finnish interviewee) plan to establish a JV with another Chinese partner,
instead of the paper mills in China, in order to manufacture the equipment used in
the paper mills, …if the first reference project succeeds.”
If the strategy of the Finnish partner is not changed in the future, the return of the
investment in Chinese currency can also benefit its next investment strategy, as well as
minimize the present risk.
In terms of the different risks in the level of mutual cooperation, the case study shows
that partners could actively adopt remedies to ensure the desired performance of
partnerships when they identify the risks affecting the internal operations. For risks from
external environments, the partners try to reduce their effect on the performance. Since
the partners identify different risks, the case study does not demonstrate the partners
minimize the risks by taking joint activities. However, the partners realize that help from
the counterparts is a benefit for managing the risks.

5.5.6 Cultural differences
Many partners in the cases identify cultural differences in the partnerships, except the
Chinese partners in case A (Table 19). The reason is the Chinese partner regards the JV as
a part of its parent company. All the personnel appointments and management
mechanisms are transferred from the Chinese partner. Consequently, it is reasonable that
the Chinese partner in case A does not experience any cultural differences in the
partnership.
Cultural differences in JVs appear on two levels: organizational culture differences
and personal cultural differences. Organizational culture differences arise from
organizational mechanism on management, decision making, and HRM practices, and
perception of the business strategy, and the Chinese business environment. The Finnish
partners are used to a rule-based business environment so that they are easily puzzled by
the Chinese transitional business environment. Personal cultural differences are mainly
based on the Chinese and Finnish different social cultural backgrounds. The case study
indicates that inter-organizational adaptation of culture differences contribute to the
management performance of JVs, while interpersonal adaptation of culture differences is
associated with the satisfaction of the personnel in their work.
The case study shows that organizational culture differences usually have a certain
influence on the beginning stage of the partnerships. Both the Chinese and Finnish
partners undergo an adaptation process until a suitable mechanism is put in place for the
JVs. The case study demonstrates that organizational culture differences could be
minimized by inter-organizational adaptation. Trust-building helps minimize the
misunderstandings arising from personal cultural differences. Misunderstandings caused
by the cultural differences may be reduced but not avoided. It requires a process of
interpersonal adaptation to minimize the cultural differences.
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Table 19. Cultural differences in the joint ventures.
Case

Finnish partners

Chinese partners

Case A

Different management mechanism

No cultural differences

Case B

Case C
Case D

Difficult in understanding the Chinese

Different values

business environment

Different ways of doing things

Different mechanism on decision making

Different values

Different business orientations

Different intention

Different social culture

Different criteria on recruitment
Difficult in understanding Chinese customers’
needs

The case study shows that it minimizes the social cultural differences if Finnish partners
have some training on Chinese culture before the partnership formation. All the Finnish
partners invited the Chinese partners to visit their parent companies or factories in
Finland in order to help the Chinese partners understand their management system or
operational model. This measure helped facilitate inter-organizational adaptation.
The case study shows that mutual adaptation in the cooperation is an effective way of
reducing the conflicts caused by cultural differences. Trust between top management
levels plays an important role in minimizing the influence of cultural differences in the
partnership. One Chinese interviewee described it as follows:
“The President of our Finnish partner trusts me very much. …Even if some
managerial personnel in lower level make different comments, both of us are able
to dismiss the differences. …We have very clear ideas on how to regularize the
operations of the companies. Even though we have different opinions sometimes,
the president respects my opinions very much even if the opinions are proved later
to be wrong sometimes. It also takes time to realize problems exist. But, nowadays,
the cultural differences are fewer.”
One indication from the words of the Chinese partner is that cultural differences can be
minimized by respecting the Chinese partners, which is also consistent with Worm’s
(1997) study that commutation is more effective if the Western partner can adapt to the
Chinese norm. The Chinese are strongly influenced by the mianzi (face) culture. Saving
face (liu mianzii) is important in the Chinese daily life which requires that respect is
shown to a person, especially when somebody makes a mistake. The persons highly
appreciate the behavior of saving face and feel they owe the persons who saved face for
them. They usually show more respect to those who respect them. A Chinese proverb
described this phenomenon more precisely that is “if you honor me one foot, I will honor
you ten feet in return” (Fang 2001). Therefore, respect for the Chinese partners will lead
to a reduction of cultural differences in partnership management. Moreover, the role of
trust is regarded as more important than the role of contract by the Finnish partners,
because trust is a more common approach in the Asian countries to assist people or
organizations achieve cooperation (Choi et al.1993). Trust actually takes place on the
personal level of those persons who represent the partners, especially the top level of the
management of both partners.
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Additionally, the case study shows that cultural differences can be reduced if the
Chinese partners have some accumulated experiences with other foreign companies. Both
the Chinese and Finnish interviewees mentioned that:
(One Chinese interviewee) “We can easily handle the problems caused by the
cultural differences in the partnership, because we have experience of other foreign
companies, even with one Finnish company before.”
(One Finnish interviewee) “Cultural differences cause some headache for us.
Maybe it is better to choose some Chinese partners with previous cooperative
experience with some foreign companies.”
The case study shows that the partnerships with better performance had better interorganizational and interpersonal adaptation (as in cases B and C). Case D shows poor
inter-organizational adaptation in the cooperation, although the top level of two partners
had a good personal relationship and high level of trust.

5.6 Case E
The case Finnish partner is a medium-size company working in the biochemical sector.
The Finnish partner goes to the Chinese market with a quite naïve and open mind in the
very beginning. It tries to find some distributors to establish a marketing channel and
collect market information in China. There are two Chinese distributors for different
product lines of the Finnish partner. One distributor is located in Beijing, another in
Shanghai. Both distributors are privately-owned companies.

5.6.1 Motives and choice of the partnership
In 1999, some customers of the distributor in Beijing had used the products of the Finnish
partner. The Beijing distributor is asked to provide these products when it deals with
these customers. This is how the original contact with the Finnish partner is triggered. A
non-exclusive distributorship is agreed initially and an exclusive contract is signed after
one year. The distributor in Shanghai is met at an industrial exhibition. The Finnish
partner participated in the exhibition to introduce their innovative products. The Shanghai
distributor is interested in the introduction and begins to discuss the possibility of selling
the products in the Chinese market. The formal manufacturer-distributor partnership was
established in 1998. The Shanghai distributor signs an exclusive contract with the Finnish
partner. At the beginning, there is no existing market in China for the product line of the
Finnish partner. Both the Finnish partner and Chinese distributor put in a lot of effort to
explore the market so as to introduce and promote the products.
The motives for partnership in case E are presented in Table 20. Obviously, the
Finnish partner tries to enter the Chinese market through partnership. The Chinese
distributors’ motives are to extend the product lines to increase customer options and to
make profit. The Chinese distributors believe that mutual profits are the basis of the
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partnership and only if both partners are able to get the benefits from the business, the
partnership would continue to be a success.
Table 20. Motives and partner selection in case E.
Case E

Finnish partner

Chinese partner

Product/service

Biochemical products

Sales and service

Motives for

Chinese market entry

partnership

Extend product line
Make profit

Factors in

Product interest

partner

Non-Chinese traditional

Partner’s product

Product competitivity

selection

company

Honest and reliable

Honest and reliable

Geographic location

Good communication

Good communication

Answer to R1:

Answer to R2:

Qualification of partner
Well-organized partner

5.6.2 Partner selection
The issues of partner selection in case E are presented in Table 20. The Finnish partner
selects the distributors for three reasons. Firstly, the partner is really interested in the
products so that the partner would use resources and put efforts into marketing the
products. Secondly, the Chinese distributors are companies owned and run by young
people to minimize cultural differences and facilitate starting the business. Thirdly, the
geographic location of the distributors is taken into account.
The Finnish partner believes it is an easy way to enter the Chinese market through the
local distributors. The Finnish interviewee described it as follows:
“The first step is to find someone for market exploration. Then you can start
collecting market information. If you fail with this partner, then switch to another
and try again. …You accumulate such experience for partner selection and
information about the Chinese market. …You should not bind yourself too much at
first. …It is important to have an open mind in China.”
The Chinese distributors consider three factors in selecting the Finnish manufacturer. The
first one is the partner’s product. Working as an exclusive distributor, it is quite important
that the product has a competitive advantage over similar products with a viable market.
Secondly, the partner is honest and reliable in both personality and its product. One of the
Chinese interviewees explained:
“Some foreign manufacturers provide the first batch of the products with good
quality, but they cannot keep up the supply of quality goods later. This kind of
partnership is not sustainable.”
Thirdly, good communication is necessary to deal with market information and customer
demand. Four suggestions are given by the Chinese distributors regarding the choice of a
Chinese distributor. Besides the above three factors, such as product competitive ability,
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honesty and reliability, and good communication, the qualification of the Chinese
distributor must be considered for industries with special requirements. The Chinese
distributors also suggest that the distributor must be a well-organized company so that
there are enough personnel to handle different matters.

5.6.3 Human resource management
Although there is no common human resource management in the case manufacturerdistributor partnership, the Finnish and Chinese partners notice that the HRM of the
distributor part is important for the performance of the partnership. The Finnish partner is
satisfied with the HRM of the distributor part which employed similarly-aged personnel
who worked well as a team.
The products of the Finnish partner are one of the product lines in the distributors’
trade. Teamwork is the usual way for the marketing and sales work. The team members
shared different responsibilities. The distributors believe this is an efficient and effective
way to carry out the work. One Chinese interviewee expressed it as follows:
“The basic model of the management is one team is responsible for one product,
which easily motivates the personnel to work hard because their jobs will be lost if
the products cannot be sold to the customers.”
The distributors believe the factors such as the right persons, the right teams and wellestablished regulations are important to the marketing performance. Therefore,
recruitment, training and motivation are the main tasks in the HRM. The distributors’
companies are founded based on the technology background of the distributors.
Therefore, one Chinese interviewee defined the right persons as follows:
“We must consider the specialty of the personnel in recruitment as we are
professional companies. They must have related knowledge of the products being
sold so that they are able to be familiar with the products and they work quickly.”
In addition, keeping the personnel stable is important to the HRM of the distributors.
They have several ways of motivating the personnel in the company. One is to increase
the loyalty of the personnel. One of the Chinese interviewees elaborated on this:
“We prefer to recruit the graduated students with a related knowledge background
instead of hunting experienced persons from the competitors or the labor market.
Some personnel are recruited by the recommendation of the persons working in our
company. They usually have some personal relationships, such as classmates or
friends. The purpose is to increase the loyalty of the employees to the company.”
The second way is to provide a competitive salary to the personnel. The third way is to
provide training and challenges for the personnel. One of the Chinese interviewees
described it as follows:
“We provide training for the new employees through learning by doing. When they
become qualified, we will create more chances for the personal development so that
they are inspired by the new challenges. They tend to stay when they realize the
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potential in their work, or the opportunities such as becoming team manager to
organize the team development.”
However, there also are difficulties in the HRM of the distributors. One of the Chinese
interviewees described it as follows:
“We cannot employ incompetent persons, although they usually have no loyalty
problems. The very capable persons may have a lot of ideas, as well many
opportunities to work for more competitive companies. It is very difficult to find a
balance between the two ends.”

5.6.4 Knowledge transfer
Knowledge transfer is determined by the products. In this case, there is little knowledge
transfer between the Finnish partner and the distributor in Beijing, which is limited to
learning the technical specification of the product. The Chinese interviewee recalled:
“This is a very mature product. We know the product well. Even the customers are
familiar with the products also. There is no more technical service or support
needed after-sales. Only some market information is exchanged, such as the focus
of the customers.”
However, the distributor in Shanghai sells another product line of the Finnish partner.
This kind of product is an innovation of the Finnish partner. There is no existing market
in China. Therefore, there are two flows of knowledge transfer in the partnership. One
flow is from the Finnish partner to the distributor and the customers. The purpose of the
knowledge transfer is to make the distributor understand the products so that it could find
more application areas for the products and supply more services to the customers. The
Chinese interviewee described it as follows:
“One the one hand, the product is quite new. Some new concepts are created with
the product development. On the other hand, there is no clinical practice in China
because of relatively low level of benchmarking. Therefore, we have to provide
many services to the customers. For example, explaining these concepts to make
the customers understand, and then accept the products; teaching the customers to
use the new products; and helping to solve the problems the customers encounter.”
This kind of knowledge transfer intensively happens in the early years of market
exploration. Besides the distributor, the target of the knowledge transfer also includes the
potential customers. Both partners invite some well-known Chinese and Finnish medical
doctors to give lectures on the concepts and introduce the products to the Chinese
customers.
Another flow of the knowledge transfer is from the distributor to the Finnish partner.
The purpose of this knowledge transfer is to improve the end product in line with the
requirements of the end users. The Chinese interviewee described this as follows:
“The design idea of the product cannot include all the situations when the product
is being used. Sometimes the product may not be useful in China because of
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different habits and values. For example, one of the Finnish products is used to
forecast the time of baby birth. This concept is quite useful in Finland because
many children are born in a natural way. On the contrary, many babies are
delivered by caesareans in China. Since there is only one child in Chinese family,
many doctors and parents do not want to take any risks in the delivery process.
Therefore, this product is not used by Chinese doctors. Another example in the case
of medical treatment is that there may be different flu viruses in China. Therefore,
some modification must be done to meet the Chinese market needs.”
Such situations are reported to the Finnish partner. Both partners have to reconsider the
application area of the product in China, or make some changes to meet the requirements
of Chinese customers. Nowadays, the Chinese distributor can well understand the
products, while the Finnish partner has become an expert on product adjustment for the
Chinese markets.
Both the Chinese and Finnish partners do not believe there are any problems in the
knowledge transfer because they had enough communication to share the knowledge.

5.6.5 Risk management
The Finnish partner identifies the risks in the partnership mainly in the business
environment. Infringement of the intellectual property rights (IPR) by local or other
foreign companies is common in China. Market information is difficult to follow. There
is fierce competition in the Chinese market as more and more foreign companies enter
China with new technologies. The Finnish partner believes the dependence on the
distributors is the only choice to minimize the risks. The Finnish interviewee said:
“The distributors are in the Chinese market so that they can help monitor the
changing market. They collect market data so as to keep us aware of events.”
To protect the IPR of the Finnish partner, legal measures have to be adopted by the
Finnish partner if the distributor discovers imitations in the Chinese market. The Finnish
partner has suggested to its distributor in Shanghai to establish a JV so that they could
increase the competitive advantage by reducing the cost of the product. However, the
distributor refused the proposal because it believed a JV could not work well.
Two distributors in this case have different views of the risk management. The
distributor in Beijing does not identify any risks because the marketing style in this case
is based on customer demand. There are also no risks in the business environment. The
Chinese interviewee in Beijing said:
“We will ask for the orders from the Finnish partner after the customer places the
orders. …Even if we find that no customers complain about the higher prices
because of the exchange rate fluctuation. I think the reason is the Finnish partner
always focuses on the high-end products. Therefore, the price has little influence on
the customer demand.”
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The distributor in Shanghai believes the main risk in the partnership comes from the
product, such as the quality of the product, the clinical practice of the product, and the
cost of the product. The Chinese interviewee explained as follows:
“The product is designed for the European markets. Therefore, it is quite a big risk
if the product cannot be approved by the Chinese doctors in the clinical practices.
Thus the control of quality and cost is worth considering if the Finnish partner
improves the product according to the requirements of the Chinese market.”
In addition, the exchange rate and trade barrier are the risks in the business environment.
The distributor believes the risks in the business environment are out of control. It tries to
minimize the loss caused by such risks by lowering the stock and closely monitoring
market information. Above all, the distributor believes the business risks would be
significantly lowered if the Finnish partner could take care of the products and adapt the
products to the new situations.

5.6.6 Cultural differences
Cultural differences are realized and obviously exist in the different ways of doing
business in the partnership. One difference is the quality products did not automatically
mean a satisfactory sales result in the Chinese market. Marketing activities and customer
segment are important considerations in the Chinese market. The purpose of the
marketing activities is to convince the customers about the products. The purpose of the
customer segment is to adopt different price policies for the different customers.
Ownership and sub-culture of the customers would be criteria of customer segment. The
Chinese interviewees explained it as follows:
“The foreign companies usually believe a good quality product is enough and not
necessary to do much work on the marketing. In fact, the good quality product is
not the most important factor in the Chinese market. The most important thing is to
understand how the Chinese customers to accept the product at a certain price as
well in certain conditions. For example, it is quite common in China for customers
with different ownership to have different concerns about the product. A stateowned customer may care about the personal benefits when it buys the products,
while a privately-owned customer may pay more attention to the product itself.
Therefore, the state-owned customer would accept the product with normal quality
at a higher price, whereas the privately-owned customer would accept the product
with high quality at a lower price. It is necessary to know the customers’ priorities,
and then handle them accordingly.”
“Chinese business culture is complex because of different sub-cultures in different
areas. For example, the customers in Shanghai are more cautious and conservative
and take more time before making decisions. They will not buy it unless they really
realize the value of the products. On the contrary, the customers in Beijing are
more radical. They would like to take the risk to have the first trial. It is better to
know the preference of the customers before dealing the customers.”
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Another difference is the way of doing business of the Finnish partner in the partnership.
One Chinese interviewee expressed it as follows:
“The Finnish partner is not as utilitarian as the American businessman. They like
to know your thinking and agenda about market exploration.”
Both the Finnish and Chinese partners agree that the cultural differences are mainly at the
beginning stages of the partnership. A process of mutual adaptation is needed through
trust building and open communication. Once the mutual trust is established, there would
be fewer problems caused by cultural differences in the partnerships. Moreover, the
distributors help to deal with the cultural differences between the Finnish partner and the
Chinese customer. The Chinese distributors believe that it is important that the Finnish
partner is willing to coordinate and be flexible in the Chinese market.

5.6.7 Overview of the performance in case E
The partners have a good understanding of the partnerships. The partners commit to the
partnerships and they are satisfied with the performance of the partnerships (e.g.
satisfactory sales volume, product profitability). The Finnish partner suggests that it is
necessary to have clear targets but also an open mind in Chinese market exploration.
Otherwise, it is easy for the business development to lose direction. Moreover, it is
necessary to do preparation work in detail in order to clarify the business targets and
opportunities. The Finnish interviewee said:
“China is a very big market, but that does not mean you just go there to pick up
money. You’d better to think twice whether there really is a business. If you cannot
make a decision, it is more reliable to use local consultants instead of Finnish
consultants because they are not able to deal with many special cultural aspects.”
Trust, open communication, and keeping promises are believed to be the critical factors
to a successful partnership. Both partners believe the changes in the Chinese business
environment have some positive influence on the performance of the partnerships,
because a new emerging industry brings more business opportunities to the products
application. It may take a long time to explore the market for innovative products.
Unremitting efforts with a strong mindset are vital to the Finnish partner and the Chinese
distributor. One Chinese interviewee elaborated on this as follows:
“It was quite hard in the beginning to explore the market because of no
profitability. …Persistence is important so long as both partners realize the
products have promise in the market. Many partnerships fail because they give up.”
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5.7 Case F
The case Finnish partner is a small but creative company which provides environment
protection products and services to construction projects. It began to explore the Chinese
market in 1993. The Finnish partner asked one Chinese person who had worked part-time
in its company to do a preliminary study on the Chinese market. It decided to enter the
Chinese market in 1994. The Finnish partner has several distributors that are located in
Beijing, Shanghai and Shenzhen and are responsible for different areas of China. These
distributors also have sub-distributors in different cities in China. Nowadays, the Finnish
partner is trying to develop more distributors in west areas of China. In this case, the
issues in interview mainly concerned the partnership with the distributor in Beijing. The
distributor in Beijing is a privately-owned company. It provides the Finnish products and
services to the Chinese market with the support of the Finnish partner.

5.7.1 Motives and choice of the partnership
The motives for partnership in case F are presented in Table 21. Entry to the Chinese
market is the motive of the Finnish partner which came from the strategy of the company
to become market leader everywhere it operated. The Finnish partner explains market
leader as the best chance to make profitable business. It expects to become a market
leader in China by providing as many services as possible.
The Chinese partner establishes a company after it is appointed distributor. The motive
of the Chinese partner is to explore a new market in China, as the area of environmental
protection of construction projects is a totally new business area in China. The Chinese
partner believes there must be a big potential market in China because the Finnish
products provide a good solution for the potential customers’ needs. At the same time,
there is a need for the after-sales service and technical support locally.
The formation process is a quick response to an unexpected situation. Before the
cooperation with the present distributor in Beijing, the Finnish partner had successively
appointed two distributors who later disappeared with the customers’ payments. The
present distributor worked as a translator for the second distributor. After the second
distributor disappeared, the Finnish partner asked for help from the translator who was
the only one they knew at that time. Then the translator offered to work as the distributor.
The Finnish partner agreed and immediately began very close cooperation. This was an
unexpected decision at that time, even the Finnish partner had little time to consider
whether it was right or not. The Finnish partner just hoped somebody in China would
help to look after the projects for the customers since the customers had paid for the
products and services. However, the Finnish partner feels it is also a very lucky decision.
Since the third distributor is appointed, everything goes very smoothly. The distributor
takes full responsibility for the projects well. So far, the Finnish partner is satisfied with
this distributor and their business is doing well in China.
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Table 21. Motives and partner selection in case F.
Case F

Finnish partner

Chinese partner

Product/service

Environmental protection

Sales and service

service
Motives for

Chinese market entry

New market exploration

Factors in

Persistent activities

Answer to R1:

partner

Financial strength

Prospect of partner’s

Similarity in values

selection

Female partner

product

Commitment

Reliable

Honest and reliable

partnership
Answer to R2:

5.7.2 Partner selection
The issues of partner selection in case F are presented in Table 21. Based on the
experience of partner selection, the Finnish partner believes that persistence is the most
important factor because its services are new solutions for traditional ways of doing
things, and need persistence to sell these new ideas. Secondly, it is essential for the
partner to have enough financial backing to support the projects in the business. Not
surprisingly, the Finnish partner in this case suggests selecting a female partner in China
after several failure experiences with male partners who disappeared with the customers’
payments. The Finnish interviewee expressed it as follows:
“Chinese young men are not reliable or loyal to the company, whereas young
women are honest and reliable. …The women take things more seriously and learn
new things quickly. They even continue to learn things to develop themselves and
for the company they are working in.”
The Chinese distributor believes that the first important factor in partner selection is the
prospect of the partner’s product in the Chinese market. The Chinese interviewee
elaborated on the above:
“The (Finnish) product is an innovative way to resolve traditional problems, there
was zero market for this product at that time in China. So I believe the product has
a lot of potential which inspired us to explore the potential market.”
Meanwhile the partner must be reliable so that the partnership would be sustainable. As
to the foreign company selecting the Chinese partner, the distributor suggests it is
important to find a Chinese partner with similar values, which is beneficial to building
trust in the partnership. The Chinese distributor regards the partnership between the
manufacturer and distributor as a kind of cooperation between the top levels of both
partners. The Chinese interviewee describes it as follows:
“It is important that the top managers of both partners have the same values and
the capability of communication. If the top levels of both partners are able to trust

139
each other, the other resources in the partnership such as technology, personnel are
relatively easy to set up.”
Secondly, it is worth observing the commitment of the Chinese partner rather than the
size of the company. The Chinese interviewee explained the commitment as follows:
“The distributor is willing to accept the product and identify the product as a part
of its business. It is willing to contribute its energy and resources to the marketing
work.”
Finally, it is vital that the Chinese partner is honest and reliable, which is a benefit to the
foreign company and customers.

5.7.3 Human resource management
Both partners hold the view that the HRM of the distributor is important to sustain the
development of the partnership in the long run. Training and keeping the personnel stable
are the two main tasks in the HRM practices. The Finnish partner regards the distributor
as its human resource because it realizes it is difficult to find a good distributor.
Therefore, the Finnish partner actively participates in the HRM of the distributor part. It
put a lot of effort into training the technical engineers in the distributor’s company. The
Finnish interviewee said:
“The quality and quantity of the human resources of the distributor’s personnel are
key elements to our business. …We have trained and motivated them. …Our
business is such an area in which it takes time to accumulate the know-how and
experience in practice. And in this way it is possible for the engineers to
understand the products well and provide suitable solutions to the customers.”
Keeping on the personnel, especially the technical personnel, is important to the
performance of the partnership. Even the Finnish partner discusses this and provides
some suggestions to the distributor on this issue. The Finnish interviewee recommended:
“… (I) tell the distributor to get the business as money motivates the personnel best.
Once your (company) earns well, the personnel earns well.”
Recruitment by the distributor is an important factor. The personalities of the candidates
are firstly taken into consideration in the recruitment because both Chinese and Finnish
partners realize the loyalty of the personnel is important to the stability of the partnership.
Both Finnish and Chinese interviewees commented as follows:
(The Finnish interviewee) “Unfortunately, this is a problem in China (that) people
are not very loyal (to company). They change jobs fast. That kind of rotation of
personnel is very expensive, and it is quite harmful to the company. …When
experienced engineers leave, the cumulated knowledge is lost. Everything should be
restarted from the very beginning. The business cannot grow in such a way.”
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(The Chinese interviewee) “The recruitment is an important step in the HRM which
will seriously affect the stability of the personnel in the company. It is better to
choose persons with dedication, a sense of responsibility and stability.”
In addition, the distributor believes it is also important to ensure the personnel accept the
products. Consequently, it is possible to keep them because they would be confident
about the business development and willing to commit to the work. Motivation is another
way to keep on the personnel. Besides the competitive salary and company welfare, the
distributor believes a set of regulations is critical to the HRM. The Chinese interviewee
commented as follows:
“The regulations help to organize the operations of the company. We provide many
training opportunities to the personnel with different responsibilities in order to
improve their skills and knowledge. We award excellence in the personnel in the
company. Above all, we adjust the regulations according to the demand of the
personnel in order to keep them stable and active in the work.”

5.7.4 Knowledge transfer
Knowledge transfer in this case has significantly improved the performance of the
partnership. There is an obvious flow of knowledge transfer from the Finnish partner to
the Chinese distributor in the beginning stage of the partnership. The Finnish partner
sends its engineers to China and provides valuable training to the Chinese engineers. The
Finnish partner transfers all the product and technical knowledge to the distributor. The
Finnish interviewee described it as follows:
“If we do not transfer any knowledge to our distributor, they cannot be active and
able to work at all without the know-how. Otherwise we would have to do
everything by ourselves and take all the responsibilities for every project, which
will make everything quite complicated in the partnership.”
All the knowledge is transferred through lectures and on the job learning. The goal of
knowledge transfer is achieved that the distributor is able to do the design work
independently. With the knowledge and experiences accumulated, the distributor is able
to provide such training to new personnel in the company. Additionally, the Chinese
distributor provides significant market feedback to the Finnish partner in their years of
cooperation. This flow of knowledge transfer contributes to improving the technical
knowledge and products’ function so that the solutions would be better to meet the
requirements of Chinese customers.
A high level of trust and open communication are found to be very important in the
knowledge transfer in this case. The Finnish interviewee said:
“Since the distributor is able to do the design work for the customers by itself, we
may suffer the loss of our core competency if the distributor violates the contract
someday. …However, I fully trust the distributor because they take their
responsibilities well. Our cooperation is quite a smooth process.”
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One flow of knowledge transfer is from the partners to the Chinese customers. The
purpose of the knowledge transfer is to convince the customers about the new products.
This kind of knowledge transfer helps the distributor in the market exploration. The
Finnish interviewee described it as follows:
“Our competitors’ products use the traditional ways of doing the same things. ...We
participate in seminars and customer meetings organized by the distributor to
explain the new ideas of the products. We help convince the customers understand
the values of our products and the new ways, and then accept them.”
Marketing experiences are accumulated by the Finnish partner in the cooperation process.
Cultural differences are the barrier in this organizational learning. The Finnish partner
believes that it is necessary to be flexible when doing business in China. The Finnish
business style does not apply to the Chinese market. The Chinese interviewee expressed
it as follows:
“It is impossible to get any business if the Chinese customers’ culture and habits
are not respected.”

5.7.5 Risk management
Two partners identify different risks in the partnership. The Finnish partner believes that
the biggest risk is the whole business relies on the distributor in Beijing too much. The
Finnish interviewee explained:
“Although we have some distributors in other areas of China, the distributor in
Beijing has done 95% of the business in the Chinese market. It will be a big risk for
us if the distributor suffers any accident. I hope the distributor keeps healthy and
safe to continue the business.”
At the same time, another risk might come from competition with the distributor. The
Finnish interviewee said:
“(Since) the distributor has enough knowledge to do the design work for the
customers and manage the projects, the distributor is able to compete with us if we
lose the trust and mutual interests in the future.”
However, the Finnish partner does not take any special measure to minimize the risks. It
does not believe the risks threaten the present partnership and endanger the business
development. Both partners still have a good relationship with a high level of trust,
especially in the top levels of the partners.
The Chinese distributor identifies the main risk is financial risk from the customers.
The Chinese interviewee described it as follows:
“The customers can suddenly be declared bankrupt so that we cannot get payment.
Some customers may deliberately not pay or postpone payment. These situations
create our financial risks.”
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The distributor has to enforce the payment time with the customers and minimize the
financial risk. The second risk identified by the distributor is the resources bottleneck in
the business development. The resource bottleneck is firstly embodied in the marketing
activities. The Chinese interviewee said:
“It seems the Finnish partner cannot provide more support to conduct some big
scale advertising activities in order to promote the technology and products in the
Chinese market. …They might be limited by their financial and technology so that
they are not able to make the market more dynamic.”
The distributor believes there would be more potential customers in the Chinese drastic
changing market. Therefore, it would carry out public promotional activities such as
organizing advertisements and seminars, to demonstrate the technology and products in
order to gain more market share. Another embodiment of the resource bottleneck is the
R&D of the Finnish partner which is slower than the distributor’s market exploration in
China. The Chinese interviewee explained as follows:
“We are struggling in the Chinese market which is developing at an amazing speed.
The Finnish partner really has some difficulty in catching up with this kind of
development. …Although the Finnish partner is able to understand our suggestions
on upgrading the products to better meet the Chinese market needs, their working
pace hasn’t quickened, probably because of limited resources such as technology,
capital, and human resources.”
Another risk identified by the distributor is the further development of the partnership.
The Chinese interviewee expressed it as follows:
“The lifecycle of the products and the technology may determine the lifetime of the
partnership. If the products cannot be innovated or upgraded to meet the customers
demand, the markets of the products will shrink gradually. Consequently, the
partnership may also come to a standstill.”
The distributor expected to jointly participate in the R&D process of the Finnish partner
in the future in order to fill the gap between the Chinese market demand and the function
of products. At the same time, the distributor tried to motivate the Finnish partner through
taking more orders from the customers.

5.7.6 Cultural differences
There are cultural differences between the Finnish partner and the Chinese customers
rather than between the two partners. The Finnish interviewee said:
“The manager of the distributor part has an international business study
background from the university. She has the attitude to adapt to the Western rules in
the business from the very beginning. This made the cooperation much easier with
fewer cultural differences.”
The case shows that cultural differences with the Chinese customers would affect the
performance of the partnership because there are some conflicts between the companies’
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value and business targets in the business development. Some values and ideas of the
Chinese customers could not be understood and accepted by the Finnish partner. The
Chinese interviewee described it as follows:
“The Chinese customers usually prefer to bargain on the price, and always offer a
low price. Some Chinese companies would accept the price in a flexible way by
changing the standard model to the economical model. However, the Finnish
partner would rather give up the projects than accept a more flexible price.”
The distributor explains the situation is caused by the tough competition in the Chinese
market. The Chinese interviewee elaborated on the above:
“In this market, all the companies have to make full efforts in order to meet the
requirements of Chinese customers. These companies are very flexible in competing
for the market share to survive, whereas the Finnish partner would insist on its
design with its values. In this situation, we will lose the competitive advantage.”
The distributor usually mediates such a situation in two ways. On the one hand, the
distributor explains the advantages of the design suggested by the Finnish partner. If the
customers insist on changing the design with the price they offer, the distributor would
ask the customers to take responsibilities for the design in case of any problems. On the
other hand, the distributor suggests the Finnish partner purchase some materials in China
to meet the requirements of the customers. Usually, the Finnish partner would respect the
suggestions because the distributor directly handles the Chinese customers.
Cultural differences are shown in the working rhythm between Finland and China.
Many Chinese companies are used to overtime work in order to meet the customers’
requirements as soon as possible, especially when facing competitors. The distributor
believes the Finnish partner could not satisfactorily meet the time requirement of the
Chinese customers in most cases. The distributor mentions this point also has some
effects on the performance of the partnership. The Chinese interviewee gave an example,
“Our customers would require the timing of our design plan when we bid for a
project. Usually, ten days are needed to get a reply from our Finnish partner. The
customers usually cannot understand why we need such a long time. …The
business opportunities are probably lost when our competitors can reply the
customers in four days.”
The distributor suggests that it is not enough to struggle in the Chinese market only with
“hardware” such as good technology or product. It still needs some “software” such as
competitive services so that it is possible to win the market. The good technology/product
must be presented in a favorable way so that it will be accepted by the Chinese
customers. The Chinese interviewee suggested as follows:
“It is better that foreign companies can directly communicate with the Chinese
customers sometimes. They will be directly and strongly impressed by the cultural
differences with the Chinese customers. Consequently, it is easy for the foreign
companies to understand the different requirements of the customers, which
benefits the partnership and business development.”
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There are social cultural differences in the case partnership. The Finnish partner notices
that trust is more important than the contract in Chinese business. The Finnish
interviewee said:
“In China, you cannot trust your written contract. The trust built on personal
relationship is more reliable.”
In addition, the Finnish partner finds the Chinese are very often diplomatic to say no. It
suggests understanding the real meaning when the Chinese say “yes”.

5.7.7 Overview of the performance in case F
Both partners in this case well understand the partnership based on trust, common
interests and mutual benefits. They hold an identical view of added value to the
partnership. Two partners commit themselves to the partnership with full resources. Both
partners have quite open communication on technology and market information because
of a high level trust between the top managers. They are satisfied with the fruitful
business results they achieved. The distributor partner started from scratch with the
selfless support of the Finnish partner. Not only is it able to independently do the design
work for the customers, but it also becomes a leading company in this business area with
a big market share in China. The Finnish partner gives enough freedom to the distributor
to manage the Chinese markets, and is willing to assist without any intervention.

5.8 Case G
The Finnish partner is a medium-size company engaging in the energy industry, and is a
leader company specialized in certain energy technology. The company has been selling
to Chinese customers for 10 years through some local distributors. The sales were not
satisfactory all the time. The sales office of the Finnish partner is established later in
mainland China. Considering the business development in China, it is difficult to only
depend on one sales office. Therefore, the Finnish partner finds a Chinese partner who
has a wide marketing network in China.
The Chinese partner is a privately-owned company located in Guangzhou, which
always works as a distributor with a good reputation and strong financial clout in the
energy industry. The Chinese distributor only sells the standardized product lines of the
Finnish partner in the company. The sales office of the Finnish partner in China is
responsible for selling the non-standardized product lines. The Chinese distributor is
allowed to sell the non-standardized product lines, but it does not have the right of sole
distributorship on non-standardized product lines. In the management of the marketing
channels, the Chinese distributor is required to contact the sales office if there are any
problems in the Chinese market. The marketing channel of the Finnish partner is
illustrated in Fig. 10.
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Fig. 10. Marketing channels of the Finnish partner in China.

5.8.1 Motives and choice of partnership
The motives of partnership in case G are presented in Table 22. The Finnish partner have
two motives for forming the partnership. One is to expand its areas in China to new areas
where nobody has sold the product before. Another is to try to work closely with selected
main customers.
Originally, the Chinese partner worked as the distributor of another foreign energy
machine manufacturer. However, the established marketing network became vacant
because of the termination of the cooperation. At that time, the Finnish partner was also
looking for the distributor to expand its marketing channel in China. Thus it was
introduced to the distributor. The two partners established a formal partnership in 2002.
The motive of the Chinese partner is to fill up the existing marketing network through the
partnership.
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Table 22. Motives and partner selection in case G.
Case G

Finnish partner

Chinese partner

Product/service

Energy machine

Sales and service

manufacturer
Motives for

Cover more areas

partnership

Work closely with main

Fill up marketing network

customers
Factors in partner

Area coverage

selection

Customer contacts

Partner’s product

Well-known partner

Technical ability

Long term strategy

Familiar with industry

Answer to R1:

Answer to R2:

Corporate culture

Corporate culture

Financial strength

Loyal to product

5.8.2 Partner selection
The issues of partner selection in case G are presented in Table 22. The Finnish partner
conducted an in-depth analysis for alternatives before it made the decision to choose the
Chinese distributor. The Finnish partner tries to find a distributor who satisfies five
factors. The first one is the geographical area covered by the distributor. The Finnish
partner seeks a distributor who has a marketing network wide enough to cover more areas
in China. Secondly, the distributor should have good contacts with the main customers.
Thirdly, the distributor should have the technical ability required for the technological
background of the products. Otherwise, there would be problems in learning about the
products and understanding the customer needs. Fourthly, the distributor’s corporate
culture should suit the Finnish partner’s values, working culture, and management style.
Fifthly, the distributor should have the financial strength to sustain the business
development.
The Chinese distributor considers two factors in partner selection. The Chinese
distributor believes that the partner’s product must have its own advantage in the Chinese
market. At the same time, the cooperation should have a long-term strategy. It is
particularly important to establish a brand image with long-term benefits. Based on its
experience, the Chinese distributor suggests four factors to be taken into account when a
foreign company is selecting a Chinese distributor. Firstly, the distributor should be wellknown in the industry so that it could help the product to be accepted by the public
quickly. Secondly, the distributor should be familiar with the industry so that sales would
increase in a short time. Thirdly, it is better to have similar corporate cultures for longterm cooperation. Finally, the distributor should be loyal to the product so that it will
commit itself to the business.
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5.8.3 Human resource management
The Finnish partner appears willing only to share ideas rather than create a common
human resource management, because both partners are independent companies. Aside
from providing some training to the personnel of the distributor part in the beginning
stage, the Finnish partner does not involve itself in the HRM practices of the distributor.
The Chinese distributor believes the HRM is important to the performance of the
partnership. The distributor believes the role of the HRM is to take advantage of the
initiation of the personnel. The distributor put a lot of effort into motivating the personnel
of the company. Firstly, it is important to make the personnel confident about the product,
so that it is possible to participate actively in the marketing activities. The Chinese
interviewee recalled:
“After I decided to cooperate with the Finnish partner, one fourth of the personnel
left the company because they were not confident with the products, including some
skilled sales personnel.”
Therefore, the distributor believes the first step is to boost the confidence of the personnel
in the product. Secondly, since the products have a strong technical background, technical
training is provided to the personnel. The distributor organizes some basic training to the
new employees, and some advanced training to the skilled personnel. Moreover, there are
some meetings organized to exchange experiences between personnel. Thirdly, the
distributor provides financial benefits to motivate the personnel. It could provide the
competitive salary to the personnel in order to keep the personnel in the company. At the
same time, the distributor tries to create a good corporate culture so that more capable
persons would be attracted to join the company.
Keeping the skilled and experienced personnel is the biggest problem in the HRM of
the distributor part, which heavily influences the marketing activities of the partnership.
One difficulty is a long time need to produce a skilled person in this industry because
there must be a process of knowledge accumulated. The Chinese interviewee described it
as follows:
“There is no specialty of this industry in the Chinese universities, and no such
energy machine manufacturing industry in China. …New personnel must be trained
for a certain time before they are familiar with the industry and products. …
(Although) this is a small industry, there is a big shortage of professional
personnel. …The experienced persons are working in different companies in this
industry.”
Another difficulty is to keep the skilled personnel because they have better opportunities
to work in other higher profitability industry. The Chinese interviewee said:
“We have difficulty in keeping competent personnel. (One reason is) the margin of
this industry is small. The profitability of the industry is weaker than some other
industries. (Another reason is) this is a small industry so that we cannot provide
more development space for the personnel. These situations also confuse me a lot.”
However, the distributor tries to motivate its personnel. Besides economic incentives, the
distributor provides challenges for such skilled persons so that they would feel better

148
about personal development. The distributor also hopes to cooperate with the Finnish
partner in the long term, which would help to increase the working stability of the
personnel. The Chinese interviewee explained as follows:
“If we have long-term cooperation with the Finnish partner, it is a long way to
develop the brand in China. I can say this cooperation is stable. This stability also
helps to attract the personnel to stay (because they will be confident about the
future development of the company).”

5.8.4 Knowledge transfer
There are two flows of knowledge transfer in the partnership. One flow from the Finnish
partner to the distributor is mainly product concerned. In the beginning stage of the
partnership, the Finnish partner transfers significant product knowledge to the distributor.
The Finnish interviewee said:
“Our products are equipments that do not run alone like a car. The products must
be connected to some peripheral equipment when they are working. Therefore, the
distributor must know where the products can be connected, and what customer
needs the products can fulfill.”
The Finnish partner provides technical training to the Chinese personnel through
seminars, lectures and documentation. The purposes of the training are to make the
distributor understand the products’ operation in different situations so that it could
introduce technical advantages to the customers, as well as recommend suitable products
to meet the customer needs. Additionally, some successful marketing experiences are
introduced in the annual meeting organized by the Finnish partner for its worldwide
distributors. The knowledge of market management and sales personnel training are
exchanged by the distributors. However, the Finnish partner finds the problem of
knowledge transfer is that the Chinese personnel do not have enough technical
background to assimilate and understand everything it transferred, although they are
willing to learn about the products.
Another flow of knowledge transfer is from the Chinese distributor to the Finnish
partner. The knowledge is mainly customer-based. The distributor would provide
customers’ feedback to the Finnish partner so that the Finnish partner has more
understanding of the Chinese market and the customers’ needs. Some modification of the
products had been done by the Finnish partner to better meet the Chinese customer needs.
However, different business values are the main barriers in the second flow of knowledge
transfer. The distributor believes it is important to meet the customers’ desired needs
rather than insisting on the values of the Finnish partner. The Chinese interviewee gave
the following examples to illustrate the problem.
“The product has some necessary accessories. Sometimes, the Chinese customers
asked to break the core products and these accessories separately. One reason is
the customers do not need some technical functions. The cost will be increased if
they buy a set of products. Another reason is the customers believe the accessories
are expensive. They would like to find some cheap substitutes to meet the same
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function. However, the Finnish partner might be concerned about the function
stability of the products so that they never accept such customer requirements. The
Finnish partner would prefer to give up the customers.”
Additionally, the trust problem between the Finnish partner and the Chinese distributor
creates some difficulties in the second flow of the knowledge transfer. The Chinese
interviewee elaborated on the above:
“Sometimes we gave the customers’ feedback to the Finnish partner and asked them
to do some modification on the products. But the Finnish partner always felt that its
products could be sold well in many other countries without any problem, and the
customers were satisfied with the products. So why do the products have some
problems in the Chinese market? …Although the Finnish partner would modify the
problems after the problems arose repeatedly, I feel our Finnish partner does not
trust us. Sometimes, we tried to solve the problems by ourselves, and did not tell
them about problems at all. If the problems are too difficult or beyond our
capability, we have to ask for their help. …This is not a pleasant process having to
deal with such problems in the partnership.”

5.8.5 Risk management
Both partners identify financial risk in the partnership. However, they have different
views on the reasons causing the financial risks. The Finnish partner believes the
distributor lacks the technical ability so that it is not able to show the technical benefits of
the products over the competitor’s products to the customers. Consequently, it would
cause financial risk for both partners because the sales targets could not be achieved to
cover manufacturing and sales costs. The Finnish interviewee described it as follows:
“The net sales are the only measure of success in any profitable company. Although
more customers know the brand of our products, it is not enough since the sales
result is not very satisfactory. We are trying to replace the existing products of our
competitors. However, the customers are satisfied with the present solutions. It is
difficult to have superior advantages to be able to replace the competitors’
products. We managed to convince customers that our products have more
technical advantages than the competitors’ in the same situation.”
Therefore, the Finnish partner believes that it is very important that the distributor has
enough technical ability to explain its solutions with more technical benefits. Although
the Finnish partner tries to provide the suggestions and help the distributor, it thinks the
independent management style between the two partners is deficient to compensate for
the missing technical ability of the distributor. The Finnish partner enables its sales force
to do some marketing activities in order to minimize the financial risk. The Finnish
interviewee explained as follows:
“We will not give up the cooperation with the distributor as yet. However, the
cooperation has been somewhat modified and we take more effort to increase the
sales volume, because we do not see the distributor making an effort to improve
their technical know-how.”
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From the point of view of the distributor, it believes the financial risk is firstly caused by
the product. The Chinese interviewee described it as follows:
“We pay the Finnish partner when we purchase the products from the Finnish
partner. However, the customers sometimes will find corresponding problems
between the product and the operation environment. In this situation, we have a
financial risk because we have to provide many technical services so that we can
get payment from the customers.”
In addition, the distributor has to reduce its margin because the exchange rate fluctuation
causes the product to be more expensive. Above all, the distributor regards the time of
cooperation as the main cause of financial risks. The distributor finds there are different
strategies of business development between two partners. If two partners could not have
long-term cooperation, the distributor would suffer loss in the end. The Chinese
interviewee elaborated on the above as follows:
“Considering the brand of the Finnish partner is not well known by the Chinese
customers, we made a three-year plan to promote the brand of product. The
purpose of the strategy is to have the product accepted by the potential customers.
It is hard to expect a good financial return during the period of market exploration.
But we believe there must be good profitability in the future through product
promotion. However, the Finnish partner is not patient and expects to increase the
sales volume as soon as possible. This is our biggest financial risk if the Finnish
partner terminates the cooperation after market exploration.”
The second risk identified by the distributor is competition. The Chinese interviewee
expressed it in this way:
“There is fierce competition in the energy machine markets. More and more
competitors are in the markets, and the Chinese customers have more and more
options and information about the products. This is a buyer’s market. According to
our knowledge, we do not believe the standardized product lines of the Finnish
partner have superior advantages, such as technical advantage, price advantage
over the competitors’ products. At the same time, the Chinese customers are
familiar with the products of the competitors. In this condition, it is not a reality to
expect a quick and high increase of the sales volume in the short term.”
The distributor makes different strategies in the segment markets to minimize the
competition risk by taking comparative advantage over the competitors’ products. The
Chinese interviewee said:
“We will sell the products which have more technical advantages than the
competitors’ at a higher price. Otherwise, we will sell the products with the similar
technical advantages at a lower price.”
The third risk identified by the distributor is the trust crisis caused by the benefit conflicts
with the sales office of the Finnish partner in China. The distributor has the sole right to
sell the standardized product lines of the Finnish partner. However, it finds that the sales
office sometimes also sells the same product lines to the customers. Some customers have
doubts about the distributor’s right to be the sole distributor of the Finnish partner;
because the customers do not know the marketing channels of the Finnish partner (see
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Fig. 10). This problem causes a trust crisis because the distributor wonders whether the
Finnish partner would change the strategy to withdraw its rights of distributorship.
Hence, the distributor even stopped the marketing activities for one year because of this
lack of trust.
At the same time, there are some management conflicts between the distributor and
the sales office. The Chinese interviewee gave the following examples:
“We received the order information of non-standardized products from the
customers sometimes. But from the management, we can only get non-standardized
products from the sales office. The sales office would make profits by raising the
price of the products supplied to us. Our sub-distributors are not satisfied with the
situation. …Some sub-distributors refused to provide any information about the
non-standardized products even if they know the customers have such needs. We
feel it is a pity to lose many potential customers, but we have no way of persuading
the sub-distributors to give up their behavior. …If we complain to the Finnish
partner, the sales office will in turn create more difficulties in the later work. …At
the same time, there are temporary personnel in the sales office. Some new
personnel do not even know we have sole distributorship rights on standardized
product lines.”
The distributor believes the conflicts with sales office are a big barrier to its marketing
activities. There is a lack of trust and necessary communication between the distributor
and the sales office. The distributor expects the Finnish partner to change the present
management system in marketing channels so that it could directly communicate with the
sales manager of the Finnish partner. The Chinese interviewee said,
“We are independently taking the business risks, but we are controlled by the sales
offices in some marketing activities. …We are eager to directly contact the top level
of the Finnish partner, so that both partners can really know the problems in the
partnership. …In the present condition, our personnel are losing confidence and
initiative in the marketing activities of the product.”
The distributor believes the top level support from the Finnish part would help to
eliminate the trust crisis so that they could concentrate more on the marketing activities
rather than be involved in such conflicts with sales office.

5.8.6 Cultural differences
Both partners notice that there are cultural differences not only between the Finnish
partner and the distributor but also between the Finnish partner and the Chinese
customers. The differences are mainly shown by the different ways of dealing with the
business. The Finnish interviewee expressed it as follows:
“We believe that it is important to sit down and discuss with the customers for the
technical details so that the customers could understand the products have more
technical advantages than the competitors’ products. The distributor thinks it is
important to have fun with the customers in the marketing process, (such as
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drinking and having dinner together). And then, the customers would probably buy
the products.”
Moreover, the Finnish partner finds the way of Chinese marketing has two opposite
elements which are short term and long term benefits at the same time. The Finnish
interviewee elaborated on the above:
China is a big and difficult market. The market is characterized by short term and
long term benefits to the customers at the same time. For the short term benefits,
the Chinese customers are quite price-oriented. Cheap prices are important to the
Chinese customers. If the products cost more money, the Chinese customers prefer
to choose an immediate solution with cheap price in the alternatives without
considering the tenure of use and maintenance. And then, they would like to change
a new one again with a cheap price. (In this sense), Chinese customers seek short
term benefits. However, under this kind of short term benefits, it is necessary to
keep long term relationship with the Chinese customers (in order to do the potential
businesses with them).
The Finnish partner tries to accept and adapt to it, but it does not believe the Chinese way
is useful to the business development. On the contrary, the distributor believes it has to
accept the implicit rules in the Chinese market rather than using the Finnish way to
handle the Chinese customers. The Chinese interviewee said:
“There are some non-regular ways when handling the Chinese customers. We have
no choice but to accept them. …The Finnish partner is hardly to understand this. It
is difficult to satisfy the values of Finnish partner as well as the demand of the
Chinese customers (at the same time).”
The distributor hopes the Finnish partner could accept the realities in the Chinese market,
and give more freedom to handling the Chinese business relationship in its own way.
In addition, the distributor believes the cultural differences are a big barrier to jointly
solve the problems in the partnership. The distributor believes cultural differences cause
some difficulties in the open and deep communication between the two partners. Then the
communication difficulties lead to different views of the problems. Consequently, both
partners have their own way to deal with the problems instead of jointly solving the
problems. In fact, the problems still existed. These accumulated problems would be
harmful to the partnership in the end.

5.8.7 Overview of the performance in case G
Both partners could well understand the partnership based on trust, open communication,
common targets and mutual benefits. The two partners commit to the business
development so that the sales volume increased by 500% in the first two years. The
product brand becomes well known by the Chinese customers through the distributor’s
promotion strategy. However, both partners are not satisfied with the cooperation because
of the undesired sales result. Moreover, both partners have different points of view on the
unsatisfactory results. The trust crisis is caused by the managerial problems in the
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marketing channels of the Finnish partner, which heavily influenced the ongoing
relationship and business development. Long-term cooperation is desired by the two
partners, but it probably relies on jointly solving the existing problems satisfactorily to
both.

5.9 Case H
The Finnish partner is a medium-size company specialized in logistics automation. The
Chinese partner is a privately-owned company which works as the agent of the Finnish
partner based on a commission agreement.

5.9.1 Motives and choice of the partnership
In this case, the partnership formation is a quick response to the first business in 1995.
The Chinese partner had worked as an agent of a Swedish company. The Swedish
company found a business opportunity in China but it could not handle that business by
itself. At that time, the Finnish partner was one of the subcontractors of the Swedish
company and the Swedish company asked the Finnish partner to go to China to set up the
business. In the project site, the Finnish partner met the Chinese agent by chance who
quickly realized the Finnish partner had a good solution in this kind of business. The
Finnish partner made a deal with the Chinese agent and immediately began cooperation.
The motives for partnership in case H are presented in Table 23. The motive of the
Finnish partner for partnership is to get a first big deal in China. But after that, the
Finnish partner realizes that they should have planned to enter the Chinese market while
they already exist there. Similarly, the Chinese agent’s motive is to enlarge its market in a
new business area through the partnership.
Table 23. Motives and partner selection in case H.
Case H

Finnish partner

Chinese partner

Product/service

Logistics automation

Sales and service

product
Motives for

Get the first big deal

Market enlarge

Factors in

Customer contacts

Answer to R1:

partner selection

Ability to source business

partnership

Enough human resources

Partner’s product

Answer to R2:
Honest and reliable
Enough human resources
Technology background
Communication and coordination
skills
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5.9.2 Partner selection
The issues of partner selection in case H are presented in Table 23. The Finnish partner
comments that they have been very lucky in China because they had a quite easy and
profitable start when they sealed a big deal early on. Based on the long term experience
of working with the agent, the Finnish partner believes that it is critical to the business
that the Chinese partner already has some contacts with many customers in China,
especially on a personal level. The partner should also have a good ability to source
business and to make business. Finally, the partner should have enough human resources
to develop the business effectively and efficiently.
In the opinion of the Chinese partner, the main factor in partner selection is the
product of the foreign partner. It assesses the demand in the Chinese market; the nature
and scope of the customer; the number of the target customers the Finnish products
possibly covered. In short, the product of the foreign partner is a critical factor from the
agent’s perspective when selecting a partner. But for a foreign company selecting a
partner in China, the Chinese agent suggests that a foreign company should select an
honest and reliable one. Secondly, the partner should have enough human resources to
develop the business. Thirdly, the partner should have an adequate background in
technology for the work. Finally, there should be good communication and coordination
between the partners. Therefore, it is necessary that the partner has such skills so that the
communication and coordination is optimal in the partnership.

5.9.3 Human resource management
Although the Finnish partner mentions both partners do not have a common HRM in this
partnership, it notices that the human resources of the agent are important to the business
development. Since the agent sells many products for foreign companies in the Chinese
market and has adequate human resources, it could handle the marketing activities for the
Finnish partner.
The Chinese agent regards the HRM as importance in the partnership because its
HRM built the communication bridge between the Finnish partner and the Chinese
customers. Therefore, recruitment is regarded as the first important step in the HRM. The
Chinese interviewee commented as follows:
“We must select the right person to play the role of the bridge. This person must be
able to simultaneously take care of the needs of Chinese customers and the business
of the Finnish partner.”
Since the agent believes marketing is their core competency, it expects the right person is
one who has the necessary technical background and is familiar with the products.
Moreover, good communication skills are essential for the sales personnel so that they
would be able to understand the customers’ needs, and convince the customers to use the
products they promoted. Thirdly, stability in the personnel is the key element of the
HRM. The Chinese interviewee recalled:
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“In these years, there is little change in the personnel responsible for the product of
the Finnish partner. The personnel are familiar with the personnel of the Finnish
partner involved in the business.”
In this respect, the personnel accumulate a lot of knowledge of the products and have a
better understanding of the customers by keeping good relationships with the customers
for long time. The agent provides financial or material benefits to motivate the sales
personnel improving their performance in the work. At the same time, it tries to create a
harmonious atmosphere in the company which would be benefit the operations of the
company.
Recruitment and training are believed to be the difficulties in the HRM of the agent.
The Chinese interviewee described it as follows:
“It is a little difficult to find the right person who meets all the requirements. Even if
we find potential candidates, it will take a lot of resources to train the candidates.
…The knowledge of the products and the marketing experience must be learned
and accumulated in the practical process. At the same time, we hope the person
will hold the same values as our corporate culture so that all the personnel will
make efforts in the same direction with fewer internal conflicts.”
The agent asks the existing personnel to play a model role for the new personnel in the
company to fulfill the training purposes of the HRM.

5.9.4 Knowledge transfer
Two-way knowledge transfer exists in the partnership. The Finnish partner explains to the
agent how the equipment works. Sometimes, it provides brochures and drawings to
explain the technical specifications. The knowledge is transferred mainly through
learning by doing. The Finnish interviewee said:
“The agent learned about our equipment in the process of installation. The Chinese
personnel spend several weeks with our personnel in the installation site to provide
a translation service. The Chinese personnel see how the equipment is built from
the very beginning. And then, they see the equipment in operations under the
control system.”
The Finnish partner believes the agent is able to understand the equipment and system
well nowadays. With the knowledge accumulated, the agent is able to explore many
business opportunities where the equipment and system could be applied in China.
Knowledge transferred from the agent to the Finnish partner is mainly about the
customer information. The Finnish interviewee explained as follows:
“Our business is not only to find new customers, but also to satisfy the existing
customers because they will ask to adjust the system and the equipment according
to different situations. Therefore, our agent does some business analysis for the
customers we dealt with in order to find their potential needs in different
situations.”
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In addition to this information, the agent also explains in detail the process of the
decision-making in the Chinese companies so that both partners could collaborate well to
increase the possibilities of getting a deal from the customers. The agent believes the
Finnish business way does not work well in handling the Chinese customers. It is
important to know the persons who have the right to make decisions and save face for the
Chinese customers.
The Finnish partner does not believe there are any problems in the flow of knowledge
transfer to the agent. However, the agent believes cultural differences are the main barrier
in the flow of knowledge transfer to the Finnish partner. The Finnish partner could accept
the differences in the collaboration with the agent so long as they handled the Chinese
customers. Therefore, both partners benefited from the partnership.

5.9.5 Risk management
The exchange rate risk is identified by the two partners in the partnership. However, the
two partners have different views on the result of the exchange rate risk. The Finnish and
Chinese interviewees respectively explained it as follows:
(The Finnish interviewee) “We are in a difficult situation now because the Euro
value has risen a lot making our product more expensive. Since our agent helps
many foreign companies to sell the products in China, this situation also reduces
their interest in our products because it is difficult to find business opportunities.”
(The Chinese interviewee) “The increased value of the Euro makes the price of the
Finnish products more expensive than the products of competitors. We lost some
business opportunities for this reason.”
The second risk identified by the Finnish partner is competition. The Finnish partner
mentions there are more and more foreign companies who are eager to explore the
Chinese market because of the amazing economic growth. It faces tough competition
from the Korean and Japanese companies, and even the local Chinese companies. The
third risk comes from the inflation in Finland which causes the price of the equipment to
be more expensive because the production costs increase. Consequently, these risks make
the business more difficult in recent years.
The Finnish partner considers two possible ways of minimizing the risks. One would
be to establish a joint venture with some Chinese companies so that it could produce
some components in China to reduce the production costs. In that way, the Finnish
partner would have more competitive advantage in the price of the equipment. Another
way would be to motivate the agent by paying him for the marketing activities for the
Finnish partner. The Finnish partner expressed it this way,
“It is very expensive to set up a sales office in China. If we pay a certain amount of
money to the agent, we may have one person in the agent’s company, who working
for us all the time.”
Besides the exchange rate risk, the agent believes there is a market risk which mainly
comes from the customers. The Chinese interviewee described it as follows:
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“The Finnish product is a set of equipment controlled by a system. A lot of
preparation work is needed before the customers make a decision to buy them. Both
of us will visit the customers many times to learn the customers’ needs so that the
Finnish partner is able to provide suitable solutions. And then we will explain the
solutions to the customers in detail to make them understand it; even if we invite
the customers to see a demonstration of the solution in Finland. However, all the
efforts may be in vain if the customers do not buy the Finnish products in the end.”
Moreover, the payment problem of the customers is a part of the market risk. Since the
products are made for the special purposes of the customers, both partner would have to
bear a big loss if the customers could not pay for the products. Another risk is the
industry risk which put the business development in a very difficult position. The Chinese
interviewee described it as follows:
“The products of the Finnish partner are mainly applied to the CRT (Cathode Ray
Tube) manufacturing industry. However, this industry is facing serious shrinking in
the global economy.”
In this situation, the agent is hardly to develop any business in the industry. To minimize
the market risks, the agent tries to correctly analyze the market information so that both
partners could avoid the traps in the markets. The agent believes the exchange rate and
industry risks are out of control. However, it tries to explore the market for another
product line of the Finnish partner.

5.9.6 Cultural differences
Both partners notice that there are cultural differences between the Finnish partner and
the Chinese customers which may cause some influence on the performance of the
partnership. The cases of cultural differences are mainly embodied in the negotiation and
installation process with the Chinese customer. The Finnish interviewee recalled the
situation as follows:
“We take more time to discuss with the Chinese customers than we do in other
Western countries, such as Germany. And there are many persons of the Chinese
customers involved in the negotiation. It is necessary to reserve more time for the
business discussion because everything will be gone through carefully. On the other
hand, once the agreement is reached with the Chinese customers, the practical
work is smooth because everything was already fixed by enough detailed
discussion.”
The Chinese agent mentions the Finnish partner is used to the Finnish way to making a
quotation with little discount margin for the customers. However, the Chinese customers
always like to bargain for a big discount in the business. This situation would make the
negotiation process a little difficult because there is not enough room to satisfy the
expected discount of the customers.
The case of cultural differences in the installation process is illustrated by the
following example.
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Chinese customers sometimes find there is more stuff needed in the installation. It is
quite common in Chinese business culture that the sellers usually provide these
parts for free if these are not very expensive parts in order to satisfy the customers
and keep a good relationship with the customers. However, it is quite different with
the Finnish business culture. The Finnish project managers always checked the
contract again and refused the requirements of the customers because they could
not find mention of this in the contract. The Chinese agent helped to make the
trade-off and explained to the project managers. The Finnish project manager
complained the agent was silly to give everything for free to the customers.
These cultural conflicts are solved by the adaptation of the Finnish partner. The Finnish
interviewee described it as follows:
“The (Finnish) project manager will call here (Finland). We agree to provide some
components for free or for a little bit money in order to make the customers happy
and more satisfied.”
The second case of cultural differences is to learn the real customer’s needs instead of
providing everything best. The agent explains the Finnish partner always wants to meet
the customers’ needs “as best as possible”, which naturally increases the price of the
products. The Chinese interviewee expressed it as follows:
“It is necessary to find out the real needs of the customers. …We suggest the
Finnish partner keeps the core product set of equipment and give up the
accessories with low technical requirements so that they could meet the customers’
needs and reduce the cost of the equipment.”
The third case of cultural differences is the issues should be considered from the Chinese
customers’ stance. The Chinese interviewee gave the following example.
“One time, the Finnish partner provided the equipment with sensors to the
customer. The customer asked the Finnish partner to provide a list of sensors so
that it could buy them itself. The Finnish partner gave the list. …However, the
Finnish partner found later the customer bought the sensors without cables so that
it could not be connected to the equipment. The Finnish partner thought it was
obvious to buy cables with the sensors although it did not say that in the list. The
Chinese customer was very unhappy because it did according to the list. …Strictly
speaking, the Finnish partner was not wrong in this case, but they had not fully
considered the matter from the stance of the customer.”
The agent explains that the Chinese customers usually depend on the equipment
manufacturers once the supplier-customer relationship has been established, because the
Chinese customers regard the supplier as the experts in dealing with this kind of technical
products. The Chinese customers believe it is reasonable the supplier should consider the
customer’s perspective as much as possible.
Both partners have to adapt in dealing with the Chinese customers. The agent plays an
important role to reduce the conflicts caused by the cultural differences between the
Finnish partner and the Chinese customers. The agent suggests that keeping the trust is
the first critical factor when dealing with the Chinese customer in the long term.
Moreover, it is necessary to learn some tips to increase the customers’ satisfaction, such
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as giving a big discount on non-core products. This kind of small loss would help to
maintain a good relationship with the Chinese customers so that it increases the
possibility of the future businesses. Finally, saving face (mianzi) to the customers is one
of the Chinese business cultures. The foreign companies should not always persist in
understanding and doing the business in their usual ways in the Chinese market. It is
better to listen to the opinions of the Chinese partners and respect their suggestions in
these matters.

5.9.7 Overview of the performance in case H
Both partners are able to take their responsibilities well in order to achieve the common
targets for mutual benefits. A good working and personal relationship is established
between the two partners in the cooperative process. There is open communication and
information sharing based on the high level of trust. Both partners are satisfied with the
cooperation since they start the first business in China. The Finnish partner comments it
is lucky to enter the Chinese market so easily with a capable partner.

5.10 Cross case discussions on manufacturer-distributor partnerships
In this section, cross case discussions begin with a comparison between case F and case
G. Those two cases have some similarities in the partnership even though the partners
have a different evaluation of the performance, and the comparison will help give insight
on the problems and activities in the process of the partnership development. The cross
case discussions are carried out according to the research framework.

5.10.1 A comparison of case F and case G
There are some similarities in case F and case G. (1) Case F and case G have a similar
background in the partnership. In both cases, the Finnish partners tried to enter the
Chinese market in the early 1990s. Before cooperating with the present distributors, they
had a failed experience in selecting distributors. (2) The products in the two cases have a
similar background. The products have a strong technical background which requires the
distributors having a certain technical ability to understand the products’ operations and
operational environment, because the products cannot be operated separately and must be
connected with other equipment and match the operational environments. (3) The
distributors in the two cases only sell the products of Finnish partners in the Chinese
market. All the human resources in two Chinese companies commit to the Finnish
products. (4) The Finnish partners in both cases are market and technology leaders in the
industry. The Finnish partners have a worldwide distribution network.
The performance of the partnerships is quite different. The partners in case F are
satisfied with the cooperation because of the good results in the Chinese market. The
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partners in case F are disappointed with some aspects of the partnership and are not
satisfied with the poor performing sales volume. Table 24 lists the main differences
between the two partnerships.
Firstly, the situations of the distributors in the two cases are quite different. In case F,
the distributor’s firm is established after the two partners decided to cooperate in the
business area. The distributor’s firm grows in line with the business growth. However, the
Finnish partner commits a lot in the beginning stage of the business development. In case
G, the distributor’s firm is an experienced company engaged in the energy industry for
many years.
In case F, both the Finnish partner and the Chinese distributor have the same strategy
to develop the business. The Finnish partner has a long-term strategy in the Chinese
market. The Finnish interviewee said:
“Our technology and products could not make immediate money in the short-term. I
also told our distributor there would be a lot of basic works needed before making
profits.”
Both partners in case F concentrate their efforts on exploring the market and
accumulating know-how all the time. In case G, the Finnish partner and the Chinese
distributor have different strategies to develop the business. The Finnish partner is eager
to increase the sales volume quickly. The Chinese distributor plans to build the brand
market so that the Chinese customers accept the products and the sales volume will be
increased in the future.
Table 24. A comparison of case F and case G.
Element

Case F

Case G

Distributor

Newly-established firm

Experienced firm

Operation strategy

Common strategy

Different strategy

Management

Direct communication

Indirect communication

Respect the distributor’s suggestions

Insist on own values

Same opinions on the problems

Different opinions on the problems

High level of trust

Trust crisis

Trust building through top levels of the

No trust building base

Trust

partners
Human resource

Cultural differences

Training for accumulating the know-how

Lack knowledge accumulation

Distributor as extended human resource

Independent companies

Fewer cultural differences

More cultural differences

There is a different management mechanism in the two partnerships. (1) In case F, the
partners have direct communication. The market feedback or the problems in the
partnership can be smoothly communicated in the different levels from top to bottom. In
case G, since there is a sales office of the Finnish partner in China, the Chinese distributor
is asked to exchange information with the sales office. However, the Chinese distributor
complains this communication channel cannot work well because there is no trust or open
communication between the distributor and the sales office. (2) In case F, the Chinese
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distributor believes the Finnish partner respects its suggestions on market exploration
very much. The Finnish partner gives a free hand to the distributor to develop the
business in the Chinese market. The distributor commits itself too much so it will not fail
to live up to the support of the Finnish partner. In case G, the Chinese distributor thinks
the Finnish partner holds its own values to understand the Chinese market. The
distributor believes some Finnish ideas are not practical in the Chinese market as it is
quite different to the Finnish market. The Finnish partner cannot take the distributor’s
opinions into consideration, and hopes the distributor would act according to the Finnish
values. (3) In case F, both partners are able to reach an agreement on the problems in the
partnership and try to jointly find the solutions. The Chinese distributor is proud that both
partners share the responsibilities rather than blame each other when facing the problems
in the partnership. In case G, the Finnish partner and the Chinese distributor hold different
views on the unsatisfactory sales result. The Finnish partner believes the failure is due to
the lack of technical ability of the Chinese personnel. The Chinese distributor believes it
must take some time to make the brand of the products well known to the Chinese
customers. The Chinese partner hopes the Finnish partner will give thought to the future.
In addition, the case conflicts with the sales office adversely affect the initiative of the
distributor. Unfortunately, the distributor does not believe the Finnish partner is aware of
these conflicts and will pay more attention to them.
Trust is regarded as the basis of the partnership. In case F, there is goodwill trust
between the two partners. There is a high level of trust between the top levels of the
partners. Both partners are open to sharing the knowledge and information in the
partnership. In case G, since there is a lack of direct communication between the top
levels of the partnership, many problems cannot be solved immediately. A trust crisis
arises because of the cumulated conflicts in daily work and different values in the market.
The Finnish partners in two cases have different views on the human resource
management in the partnerships. In case F, the Finnish partner regards the distributor as
its own human resources. It believes the HRM of the Chinese part is important to the
performance of the partnership. The Finnish partner implements a lot of training for the
technical personnel of the distributors. It transfers all the know-how to the distributor so
that the distributor can independently work for the customers. Both partners make many
efforts to keep the Chinese personnel stable in order to achieve knowledge accumulation.
In case G, the Finnish partner does not get involved in the HRM of the Chinese part
because it thinks it is the distributor’s independent responsibility. Although the Finnish
partner also provides some training for the Chinese technical personnel, the accumulation
of the knowledge does not achieve a satisfactory level. Both partners realize the situation.
However, the situation is not significantly changed nowadays.
Cultural differences exist in the two partnerships. However, cultural differences per se
are not a problem. The problems exist in the partnerships due to the different ways of
dealing with cultural differences. In case F, there are fewer cultural differences between
two partners. Both partners can admit the values and culture of each other and respect the
opinions of the counterpart. Even though there are some cultural differences between the
Finnish partner and the Chinese customers, the Finnish partner can respect and adopt the
suggestions from the distributor to handle the business. In case G, there are cultural
differences not only between the Finnish partner and the Chinese distributor, but also
between the Finnish partner and the Chinese customers. The distributor believes the
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cultural differences cause the problems in communication in the partnership. The Finnish
partner persists in doing business its own way by explaining the technical advantages of
the customers rather than having fun with them. However, the distributor thinks it is a
necessary to establish the customer relationship in China by socializing with the
customers.

5.10.2 Cross case discussions
5.10.2.1 Motives and choice of the partnership
In these cases, the Finnish and Chinese partners adopt partnerships to jointly explore the
Chinese market potential for the Finnish products. One surprising finding in cases E, F,
and H is that partnership formation is quite a short process often in quick response to
variables such as customer demand, an unexpected encounter and a potential market. In
the three cases, two partners do not take in-depth analysis before the partnership
formation.
It is quite clear that the driving motive of the Finnish manufacturers is to enter the
Chinese market. The Chinese distributors have different motives for the partnerships, but
it can be broadly stated that they leverage their marketing competency to be profitable
through partnership. From the case study, the motives principally show company
development strategies for both the Finnish manufacturers and the Chinese partners. This
empirical study corroborates Contractor’s (1986) view of the motives of companies
entering partnerships.

5.10.2.2 Partner selection
From the perspective of the manufacturers, they agree that a good distributor is important
to the performance of the partnerships. From the perspective of the distributors, to a large
extent, they select the product before they select a partner. The distributors agree that the
competitive ability of the product in the Chinese market is important to the performance
of the partnerships.
The four cases indicate that the expert system developed by Cavusgil et al. (1995) can
be used as a decision support tool, but it is not the final answer in practice. In practice,
the factors in distributor selection are strongly influenced by the experience and
knowledge of the persons involved in the distributor selection. The empirical study also
indicates that partner-related and task-related dimensions identified by Geringer (1991) in
partner selection in joint ventures can also be applied to distributor selection in
manufacturer-distributor partnerships. However, from the distributors’ perspective on
manufacturer selection, the task-related dimension can be described as a product-related
dimension. This finding indicates that the competitive ability of the manufacturer’s
product is a critical basis for the future commitment of distributors in the partnerships.
When comparing the suggestions on distributor selection from the manufacturers and
distributors, one interesting finding is that the case manufacturers concentrate on the task-
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related dimension while the distributors concentrate on the partner-related dimension.
The reason for this can be that the distributors do not doubt their marketing competency,
and are confident about their financial and technology strength to sustain the business.
However, the manufacturers are always concerned about the task-related dimension of the
distributors before the decision-making and the sales results materialize.
Regarding the selection of Chinese distributors, one distinctive factor recognized by
the Finnish manufacturers is that distributor should have an existing good personal
relationship with the customers. Since China is a relationship-driven society (Liu & Wang
1999), maintaining good relationships with customers, especially on a personal level, is
one way of building trust. Chinese customers usually prefer to deal with the persons they
know well when there are many choices. Customer contact is a competitive advantage for
distributors in the face of so many competitors. The second distinctive factor recognized
by the Finnish manufacturers is that the distributor should have enough quality and
quantity of human resources. On the one hand, enough human resources will allow a part
of personnel to take care of the Finnish products and cover more market area in China.
On the other hand, the well-organized HRM of the distributor part is important for
enhanced performance of the partnerships. In this sense, it also indicates that HRM is a
critical factor when the foreign manufacturers select a distributor.
Among the suggestions from the Chinese distributors on foreign companies selecting
distributors in China, the defense of brand image should be given more attention. In the
case study, both partners agree that their relationship is based on long-term cooperation.
The role of brand image defense is to create a new market and gain acceptance from
potential customers. The role of the distributor is not only to sell the product to the
market, but also to build up the market when there is no existing market for the
manufacturers’ products. An experienced distributor should have the skills to develop
insight into the potential business, and commit itself to persisting in a non-existing
market.
Surprisingly, only the distributor selection in case G is subject to an in-depth analysis
before deciding to enter the partnership. An in-depth analysis of distributor selection is
undoubtedly advisable prior to partnership formation, even though (as in case G) it is no
guarantee of a satisfactory partnership.
One final observation is that the Chinese distributors and agents are mainly privatelyowned companies. Most privately-owned companies in China have been developed in the
20 years period since the open door policy (Asian Development Bank 2003). These
privately-owned companies have more market orientation and are sensitive to the market
changes and customer needs. On the other hand, privately-owned companies sometimes
are limited by their technical capability if the products require the distributors with a
strong technical background. Two solutions for this problem can be the recruitment of
employees with the necessary technical background in the distributors’ companies (as in
cases E, G and H), and intensive training and education from the manufacturers in the
beginning stages (as in case F).
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5.10.2.3 Human resource management
Although the case partners are not involved in a common HRM in the manufacturerdistributor partnerships, the case study shows that the HRM of the distributor part
influences the performance of the partnerships. HRM practices of the distributor part,
such as recruiting, training and motivating the personnel in technical and marketing
positions, help improve the performance of the partnerships.
The distributors may be regarded as an extended organization of the manufacturers,
especially in the marketing and sales function of the manufacturers’ organizations. Two
types of manufacturer-distributor partnerships are identified in the case study. One is
called a closely-tied partnership which means the distributor only has the manufacturer’s
product to sell. In this type of the partnership, all the human resources of the distributor
are committed to the marketing activities of the manufacturers’ product. The other is
called a loosely-tied relationship which means the manufacturer’s product is just one of
the distributor’s product lines. In this type of partnership, the teamwork of the distributor
is usually used as management model to handle the manufacturers’ products. The case
study cannot conclude that these two types of relationships lead to different performances
on the part of distributors. On the contrary, the HRM of the distributors in two types of
partnerships contributes to the success of the partnerships. These findings are
summarized in the next paragraphs.
Firstly, the case study shows that competent distributors have a well-organized HRM
in their own organizations. These distributors have a clear organizational structure,
company strategy and regulations. Recruitment, training and motivation are the main
tasks in the HRM of the distributor part. These distributors have strategies to manage the
human resources, although these companies were established in the 1990s’. The reason is
the distributors are all entrepreneurs who grew up mostly during the era of Social Reform
(1977-present), a period of relative openness and freedom when somewhat greater
exposure to Western societal influences is permitted (Ralston et al. 1999). Some of them
usually have a well-educated background. They easily accept the advanced managerial
values and practices. They are willing to adopt some Western practices to develop their
business. The case distributors have finished the stage of primitive accumulation of
capital. Besides making profits through the partnerships, they expect to strengthen their
competitive advantages in a certain industry and seek opportunities for business
development. Therefore, the distributors pay more attention to the HRM based on their
development strategy because they realize they cannot achieve the business goals alone.
On the one hand, HRM relieves the distributors from concrete marketing and sales
activities so that they can concentrate on the business development of the companies. On
the other hand, they must find the competent persons to share the responsibilities with the
company development. Therefore, the distributors well understand the importance of
HRM. One indication from the study is that the manufacturers should check the HRM
situation of the distributors when they are in the selection process.
Secondly, the case study shows that personnel stability of the distributors is important
to the performance of the partnerships because the knowledge and experience of the
product and market information can be accumulated so that the distributors well
understand the product application and the customers’ needs. In that way, they are able to
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be active in the market exploration and take more initiative. Keeping the personnel stable
is a difficulty of the HRM for the case distributors. A high turnover of personnel directly
leads to the loss of knowledge, which may affect the performance of the partnerships.
The finding indicates that personnel stability of the distributors contributes to the
knowledge accumulated so that it is possible to sustain the partnerships with satisfactory
results.
In the cases, two ways are used to reduce turnover in the personnel. One is to increase
the personnel’s loyalty by recruiting personnel from the graduate students or finding new
staff members through personal contacts, because the recruitment of employees through
personal contacts are seen to be more loyal to the organization (Björkman & Lu 1999).
Another way is to employ female personnel. The explanation is that females are usually
rated less highly than males among the Chinese (Bond 1991), and they are severely
discriminated against in the Chinese labor market. Since there are some difficulties to
find jobs, the females with the appropriate education are generally more intelligent and
hard-working than males (Björkman & Lu 1999), as well as willing to stay on jobs.
Thirdly, the case study shows that the commitment from the manufacturer part to the
HRM of the distributor part will significantly improve the performance of the
partnerships, especially for those distributors who sell the products with more technical
background. The key element to support the HRM of the distributor part is the training of
the technical personnel. This is a knowledge accumulating process which needs both
partners’ commitments. The finding is worth paying more attention to by manufacturers
in partnerships, since some manufacturers believe the HRM is independent of their
relationship with the distributors.

5.10.2.4 Knowledge transfer
The case study shows that knowledge transfer enhances the performance of the
partnership by improving the partners’ joint activities. There are two flows of knowledge
transfer in the partnerships. One flow of the knowledge transfer from the manufacturer to
the distributor is mainly product concerned. The purpose of the flow of the knowledge
transfer is to make the distributors understand the products and the relevant technology so
that the distributors can determine how and where the products should be applied in the
Chinese market. In the case study, the distributors believe products’ knowledge learning
helps improve their performance in the partnerships. The distributors take more initiative
in market exploration because they are can match the products with the real customers’
needs. Moreover, the distributors are able to provide more after-sale services and
technical support for the customers locally.
Another flow of knowledge transfer from the distributor to the manufacturer is mainly
customer and culture-related. Obviously, the case study shows that the distributors
provide feedback on the products from the customers. The purpose of the knowledge
transfer is to meet the special requirements of the Chinese customers through some
modifications to the products. Through this knowledge transfer, the Finnish
manufacturers are well aware of the needs of Chinese markets, and apply this knowledge
to further supply. One further indication from the case study is that product replacement
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and innovation on the part of the manufacturer are ways of motivating the distributor and
improving the performance of the partnership, which has been seriously overlooked in
the management of manufacturer-distributor partnerships. The manufacturer-distributor
partnership can be called a product-tied relationship. Much distribution literature
concentrates on performance improvement of distributor relationships by process and
relationship management (Smith & Barclay 1997, Bello & Gilliland 1997, Tate 1996,
Gentry 1996, Frankel et al. 1996), while ignoring the product itself. Nevertheless, the
empirical study shows that sales results in the Chinese market are closely related to
product improvement and the original idea of the product design. Even the lifecycle of
the product determines the lifetime of manufacturer-distributor partnership. One Chinese
interviewee expressed it as follows:
“The cooperation becomes looser and looser as time goes on, even to the point of
termination, if there is no innovation in the products, or the product innovation
does not keep pace with the market development.”
In the second flow of knowledge transfer, nearly all the distributors suggest the Finnish
partners do not persist in imposing their way of doing business in the Chinese market.
Adaptation on the part of the Finnish partners to the Chinese market is necessary.
The case study shows that partnering knowledge gained by partners in collaboration
contributes to improving the performance of the partnerships. Partnering knowledge
enhances the partners’ practices in collaboration with each other. It does not directly
contribute to the financial performance, but it may enhance the partners’ satisfaction
because the other part shows an attitude of collaboration.
Cultural differences are regarded as the main barrier in the second flow of the
knowledge transfer. The case study shows the distributors act as mediators for the Finnish
partner to learn about Chinese market, Chinese customers and the business culture. The
case distributors also introduce knowledge about the psychology and behavior of the
Chinese customers to the Finnish partners. This kind of knowledge helps the Finnish
partners have a better understanding of dealing with the Chinese customers so that both
partners can have better coordination in the partnership.
The case study also demonstrates that a high level of trust between two partners
encourages knowledge transfer. This finding proves Argote’s (1999) point of view that
the quality of the relationship among organizations also affects knowledge transfer. A
poor relationship makes it more difficult to transfer best practices. Trust facilitates the
knowledge transfer between two partners which is a benefit to the problem solving and
information sharing. The case study illustrates that trust between two organizations is
built on the persons who have long experiences of working together. The trust between
the top personal levels of the partners will especially support the durability of the
partnership. Moreover, the case study shows that trust may determine the efficiency and
effectiveness of the knowledge transfer between two partners.
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5.10.2.5 Risk management
The case study illustrates that the Finnish partners and the Chinese distributors identify
different risks in the partnerships (Table 25). According to Das and Teng’s (1998)
classification, there is no relational risk identified in the partnerships. The two partners
commit themselves to the partnerships. The risks identified by the partners are mainly
performance risks from the inside partnership on collaboration level and the business
environment of the partnership. The case study shows that partners mainly identify
environment risk in the partnerships with better performance (as in cases E, F, and H),
whereas the partners mainly identified internal collaborative risks in the partnership with
relatively poor performance (as in case G).
On the level of mutual collaboration, the main risk is financial risk, which means the
partner company has difficulty in meeting its operating expenses. However, two partners
may have different views on the reasons for financial risk. From the distributors’
perspective, the financial risk may result from the customer’s payment, such as
customers’ bankruptcy or delay in payment because of product problems (as in cases F,
G). From the manufacturers’ side, the financial risk may result from the competency
problem of the distributor (as in case G), e.g. the distributor fails to achieve the sales
volume because of a lack of technical ability. A perception of financial risk from the
manufacturers may cause it to lose confidence to the partnership. In this situation, it is
better that two partners communicate openly to find out the reasons for the financial risk.
In that way, measures can be taken to minimize financial risk.
The main risks in the business environment are the exchange rate and competition.
Moreover, the fluctuation of the exchange rate may aggravate the competition in the
Chinese market. The partners believe this kind of risk is usually out of control. One
effective measure is to closely monitor the business environment so as to minimize the
loss from these risks. Another measure is suggested by the partners that some components
or products can be produced in China in order to reduce the exchange rate risk and
increase the competitive advantage. However, that suggestion is not adopted by the
partners in the cases. The case study shows that the Chinese distributors’ belief in the
product per se is a good means to endure the fierce competition. If the Finnish product
has many technological advantages, or there are few substitutes in the Chinese market,
the market demand will become solid and the partnership will confront fewer risks from
exchange rate and competition.
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Table 25. Risks in the manufacturer-distributor partnerships.
Cases

Finnish partner

Chinese partner

Case E

Infringement on IPR

Product risk

Market information risk

Exchange rate risk

Competition

Cost risk
Trade barrier

Case F

Distributor risk

Financial risk

(over-dependence on one distributor)
Case G

Case H

Distributor risk

Financial risk

(lack technical ability of the distributor)

Exchange rate risk

Financial risk

Competition

Exchange rate risk

Industry shrink

Competition

Exchange rate risk

In the manufacturer-distributor partnerships, the case study shows that the partners
perceive more risks in the business environment than in the mutual cooperation. The case
study also indicates that the product is the key to minimizing the risks in the
manufacturer-distributor partnerships. The competitive advantages of the product can
reduce the competition and exchange rate risk in the business environment, because the
Chinese customers are able to accept high-end products at higher prices. At the same
time, competitive advantage can be gained by innovating or modifying the product to
meet the needs of the Chinese market in the process of partnerships.

5.10.2.6 Cultural differences
The case study shows that cultural differences exist on two levels of the partnership,
which influences the joint activities. One level is the cultural differences between the
Finnish partner and the Chinese distributor. Another level is the cultural differences
between the Finnish partner and the Chinese customers. In a partnership with better
performance (as in cases E, F and H), there is fewer cultural differences between two
partners whereas considerable cultural differences is experienced between the Finnish
partners and the Chinese customers. The cultural differences mainly result from the
Finnish manufacturers’ inability to understand the Chinese customers’ behavior and
psychology. Good communication between the Finnish and Chinese partners helps reduce
this kind of differences. The distributors must provide many explanations on these
aspects to reduce the conflicts caused by the cultural differences between the Finnish
partner and the Chinese customers. The Finnish partners usually can accept the
differences, and are willing to adapt to the suggestions by the distributors. With relatively
poor performance, Case G shows that cultural differences exist not only between the
Finnish partner and the Chinese distributor but also the Finnish partner and the customer.
The Finnish partner questions the way of doing business of the distributor, and find it
difficult to understand the behavior of the Chinese customers. Cultural differences are
regarded as one of the reasons for difficulty in the collaboration by the distributor.
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Unfortunately, both the Finnish and Chinese partners do not have open communication
on this point. Cultural differences result in some conflicts. The conflicts then cause a
crisis of trust. In turn, communications between the two partners are not effective to take
joint activities because of a trust crisis.
The case study indicates that communication is an effective means to reducing the
cultural differences in the partnership. Open communication helps the Finnish partners
recognize the cultural differences which may lead to different ways of doing business. In
this way, the Finnish partners see the need to adapt to the Chinese business culture in
order to facilitate the collaboration of the partnerships. Most of the case distributors
indicate that the Finnish partners should not persist in transposing their values to the
Chinese markets and the Chinese customers. Respecting the suggestions from the
Chinese distributors help reduce the two levels of cultural differences so that the
collaboration can be smooth, because how the Chinese adapt to the other party depends
on how the other party adapts themselves to the Chinese (Fang 2001). In this sense,
cultural differences are reduced through interpersonal adaptation in the manufacturerdistributor partnerships.

5.11 Equity joint ventures versus contractual joint ventures
The case study includes two types of partnerships in China, namely equity joint ventures
and manufacturer-distributor partnerships. In the cases, both the manufacturers and
distributors have joint activities to explore the Chinese market according to contracts and
agreements. A contractual joint venture here only refers to the manufacturer-distributor
partnership in this study. The distinction between the EJV and CJV is that a new legal
entity is created in an EJV, while no entity is created in a CJV. JVs and manufacturerdistributor partnerships are often utilized as the types of partnerships. Hence, this section
will compare the two types of partnership based on the research framework (Table 26).
The case study shows that the formation of a CJV is easier than the formation of an
EJV. The case study demonstrates that the preparation for an EJV takes time so that the
two partners may do an in-depth analysis of each other. On the other hand, the formation
of a CJV may involve a short process in quick response to a market situation. The
following reasons may cause the formation difference between the two types of
partnership. Firstly, the motives of the Finnish partners entering the EJVs are various and
comprise market entry, access the resources of local partners, cost saving, and reduction
of the uncertainty operating in a Chinese business environment. However, the motive of
the Finnish partners entering the CJVs is quite simply for Chinese market entry. There are
different motives for an EJV. It takes time for the Finnish partners to select the local
partners to meet their objectives. Secondly, the case study demonstrates that the Chinese
partners in the EJVs are mainly state-owned enterprises, while the Chinese partners in the
CJVs are privately-owned firms. The different ownership may influence the decision
making process. The institutional tradition of most Chinese companies, especially for
state-owned enterprises, is centralized political control through a bureaucratic hierarchy
(Ambler & Witzer 2000), which is illustrated by Fig. 11. However, the privately-owned
firms are set up in the last 20 years with the principles “running autonomously, assuming

170
the responsibility for its profits or losses”, and without complex bureaucratic
administration. The structure and background of state-owned enterprises may prolong the
decision-making process. The decision-making process may include the discussion
between the state-owned enterprises and their bureaucratic hierarchy, followed by
meetings with the Western partners. That is why some Finnish partners in the EJVs feel
their Chinese partners are slow in decision-making. In this respect, privately-owned firms
have more advantages because the owners of the firms are directly involved in the
operating and decision-making activities. However, with constraints on resource
acquisition and the business environment, most privately-owned firms are small. They
operate at low technology levels, have difficulties in recruiting professional personnel,
and obtaining “market-industry-technical information” and information on “government
policies and regulations” (Asian Development Bank 2003). Therefore, considering the
various motives of the Finnish partners, they mostly select state-owned enterprises to
meet the requirements for resources and information in the EJVs. In the CJVs, the
Western firms may select privately-owned firms to realize Chinese market entry because
the privately-owned firms are more dynamic and market-oriented since they are built to
survive competition.
Central government
National People’s Congress
State Council

State-owned Assets Supervision and
Administration Commission (SASAC)

SASAC of local
governments

Administrative and
regulatory relationship

State-owned enterprises
governed by central government

Central industrial ministries

Local industrial
bureaus

Primary administrative responsibilities
of SASAC on SOE:
• Manager assignment and management
• Decision making on important issues
of management
• Supervision and assessment on

Primarily an administrative
relationship: industrial
policies and regulations,
technical advisor, industrial
standardization

performance of state asset
• Making laws and regulations on the
management of state asset

State-owned enterprises governed by
local governments or related industries

Fig. 11. The administrative structure of state-owned enterprises in China.
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With regard to the selection criteria of partners, the case study shows that Geringer’s
(1991) classification of partner-related and task-related dimensions apply to partner
selection not only in the EJVs but also in the CJVs. With a slight difference, the
distributor in the CJVs choosing its partner on the task-related dimension can be called
product-related dimension. The case study demonstrates that the product is the most
important factor considered by the distributor when selecting a partner.
In terms of HRM, the partners in the EJVs perceive the HRM as important to the
performance of the partnerships. The HRM practices in the EJVs are either localization or
hybridization using a Finnish management model with Chinese cultural adaptations. The
difficulties of HRM practices in the EJVs are to recruit the competent personnel on the
management level and keep them stable. Although there is no common HRM in a CJV,
the HRM practices of the distributor are perceived as important to the performance of the
partnerships. The case study shows that enough human resources on the part of the
distributor is beneficial to dealing with the marketing activities efficiently in the vast
Chinese market, such as covering more market areas, or organizing a team to serve the
Finnish product. The difficulties in the distributors’ HRM practices are to recruit the
technical personnel and achieve personnel stability in the firms. Training the technical
personnel is identified as an important dimension in HRM practices and it is a joint
activity between the distributors and the Finnish partners.
With regard to knowledge transfer in the partnership, the case study shows that
knowledge transfer supported the operations in the EJVs and joint activities in the CJVs.
There are two flows of knowledge between the partners. In the EJVs, the firm-specific
knowledge that supports the EJVs’ internal activities is mainly transferred from the
Finnish partners to the Chinese partners, which includes technology, managerial
experience, and an operational model. The market-specific knowledge that supports the
EJVs’ activities within China is transferred from the Chinese partners to the Finnish
partners, which consists of the knowledge of the Chinese business environment,
governmental policies and regulations. With close cooperation in the daily work, two
partners learn the partnering knowledge from each other. In the CJVs, one flow of
knowledge transfer from the Finnish partners to the Chinese partners is mainly product
concerned, which helps the distributors understand the product so that they are able to
learn the applicability of the products in the Chinese market. Another flow of the
knowledge transfer from the Chinese partners to the Finnish partners is mainly customer
and culture related, which enables the products meet the requirements of the Chinese
customers, and keeps the collaboration process smooth. Cultural differences are regarded
as the main obstacle of knowledge transfer in the both EJVs and CJVs.
Different risks are identified by the partners in the EJVs and CJVs. According to Das
and Teng’s (1998) classification, there is little relational risk in the partnerships. Most
risks come from the performance risks in the business environment, market factors, and
internal cooperation. In contrast to that previous study, in the cases no political risk is
identified by the Finnish partners in the EJVs. The Finnish partners believe the Chinese
business environment has improved and become easier for the EJVs. The exchange rate
risk is identified as the major risk in the business environment by the partners in the EJVs
and CJVs. Competition is another risk in business environment identified by the partners
in the CJVs on the level of mutual cooperation, the risks perceived by the Finnish and
Chinese partners are different. These risks may lead to financial loss in the partnership.
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However, this kind of loss is regarded as financial risk by the partners. For the internal
risks, the case study demonstrates that the two partners take remedies to minimize the
risks. For the risks in the business environment such as exchange rate risk, most partners
believe it is difficult to control. Partners in the EJVs mostly adopt contingent remedies
when they identify risks in the partnerships. Partners in the CJVs, especially the Chinese
distributors, believe that it is effective to reduce the risk through increasing the
competitive ability of the Finnish products. Joint activities help improve the product by
meeting the requirements in the Chinese market.
Cultural differences exist in the both EJVs and CJVs. In the EJVs, cultural differences
are twofold: organizational culture difference and personal culture difference. Therefore,
the case study indicates that cultural differences minimization in the EJVs need both
inter-organizational and interpersonal adaptation. Inter-organizational adaptation
contributes to establishing a mechanism that blends the Finnish and Chinese partners’
management models. Interpersonal adaptation helps reduce misunderstandings in daily
operations. In the CJVs, there are usually two levels of cultural differences. One is
between the Finnish and Chinese partners. Another is between the Finnish partners and
the Chinese customers. Cultural differences in the former level are illustrated by the
different ways and values of the partners in the business development. Cultural
differences in the latter level are mainly illustrated by the difficulties in understanding the
Chinese customers’ behavior and psychology by the Finnish partners. Since the partners
are independent organizations in the CJVs, cultural differences are reduced through a
process of interpersonal adaptation by both partners. Trust and open communication are
regarded as effective ways of reducing cultural differences in the EJVs and CJVs.
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Table 26. A comparison of the EJVs and CJVs.
Activities

Equity Joint Ventures

Contractual Joint Ventures

Motives and

Motives are various.

Finnish motives are mainly Chinese market

formation

Formation stage may be longer because of in- entry.
depth analysis and complex administrative

Chinese motives are to leverage marketing

structure of Chinese partners.

competency.
Formation may be easier because both partners
can quickly respond to market situation.

Partner

Both Finnish and the Chinese partners apply

selection

the selection criteria: task and partner-related related dimension.

Finnish selection criteria: task-and partner-

dimension.

Chinese selection criteria: product and partner-

Chinese partner: state-owned enterprises.

related dimension.
Chinese partner: privately-owned firms.

Human

HRM is perceived important.

HRM of distributor part is important.

Resource

HRM adaptation: localization or

Difficulties: recruitment on professional

Management

hybridization.

personnel and retention.

Difficulties: recruitment on management

Training collaboration is necessary when

level and retention.

needs.

Knowledge

Role: support the operations of JV.

Role: support the joint activities.

transfer

From Finnish to Chinese: firm-specific

From Finnish to Chinese: product knowledge.

knowledge.

From Chinese to Finnish: customer and culture

From Chinese to Finnish: market-specific

knowledge.

knowledge.

Difficulty: cultural differences.

Both gain partnering knowledge in
cooperation.
Difficulty: cultural differences.
Risk

No political risk and business

Exchange rate risk.

management

environment becomes better and easier.

Financial risk.

Exchange rate risk.

Risk minimization: increasing product

Financial risk.

competitive ability.

Risk minimization: contingent remedies.
Cultural

Twofold: organizational cultural differences

Two levels of cultural differences:

differences

and personal cultural differences.

Between Finnish and Chinese partners.

Adaptation: inter-organizational adaptation

Between Finnish partners and Chinese

and inter-personal adaptation based on trust

customers.

building and open communication.

Adaptation: inter-personal adaptation based on
trust building and open communication.

6 Conclusions
This chapter summarizes the findings and the contributions of the study on successful
partnership development. The contributions of the study add value to the existing body of
knowledge with further theoretical contribution and managerial implications from the
case research on Sino-Finnish partnerships. The following sections review the theoretical
and empirical findings, and then present the theoretical contribution and managerial
implications from the study of Sino-Finnish partnerships. The validity and reliability of
the study are discussed. Finally, the research limitations are described and some
suggestions for further research are provided.

6.1 Theoretical and empirical findings
This study focuses on the establishing successful partnerships in China. The starting point
of this study is to identify the key activities which relate to the performance of the
partnership. The literature review reveals that a successful partnership can be fostered in
two stages: (1) a well-designed foundation for partnership formation, and (2) a wellmanaged process for the ongoing relationship. The literature review shows five
theoretical rationales which explain why firms enter a partnership and they are:
transaction cost theory, resource and knowledge-based theory, organizational learning
perspective, and sociology approaches. This study combines the five theoretical
rationales and applies them to the management process of partnerships. The indications
yielded from the rationales are human resource management, knowledge transfer, risk
management, and cultural differences, which are the activities in the management process
of the partnership. On the basis of the literature review, the four factors are related to the
performance of the partnership. Therefore, they are regarded as key activities in the
management process. In the formation process of the partnership, three activities are
concluded from the existing literature to be critical in a well-designed foundation, which
are the partners’ motives learning and assessment, the type choice of partnership, and
partner selection. A research framework is developed based on these key activities, and is
applied to study Sino-Finnish partnerships in order to see the partners’ practices to
improve the performance of partnerships.
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By way of recapitulation, this following section presents the empirical findings of the
study.

6.1.1 Motives and choice of partnership
In terms of the motives of partnerships, this study shows that the JV partners’ motives
stem from the development strategy of the partners’ companies, although the motives of
the partners are various. Both partners have a need to achieve their goals through
partnership. The case study demonstrates that partners in the partnerships with better
performance know the motives of their counterparts to enter partnerships. They have a
long-term strategy to develop the business. At the same time, it is important that the
motives of partners can be measured. Besides motive fit, the case study indicates that
better performance means the strategies of the Finnish partners must fit the contemporary
policies and regulations as well as the market in China.
In the manufacturer-distributor partnerships, the motives of the Finnish partners are
mainly Chinese market entry, and the motives of the Chinese distributors are mostly to
leverage their marketing competency to make profits. The case study shows distributors
believe market fit between the product and the Chinese market is a decisive element for
the better performance of manufacturer-distributor partnerships. This study concludes
that a manufacturer-distributor partnership is a product-tied relationship. Without creating
a new legal entity and less resource commitment, the formation of the distribution
partnerships is easier than the formation of JVs. The empirical study corroborates
Contractor’s (1986) view of the motives for companies entering partnership.
The case study shows the type choice was related to the motives of partners and their
anticipated partnership management in the future. The case study demonstrates that the
Finnish partners’ knowledge of the Chinese business environment and their motives will
affect their choice of the type of partnership. They prefer to choose an EJV when they
have little knowledge and experience in China. At the same time, the Finnish partners are
motivated to form an EJV with local partners to reduce uncertainty, present in the
Chinese market, and establish a network with the local government and related industries
to facilitate their operations in China. The case study shows a manufacturer-distributor
partnership is usually formed when the Finnish SMEs are motivated about Chinese
market entry and want to find a local marketing channel. The manufacturers and
distributors have joint activities for exploring the Chinese market on a contractual basis.

6.1.2 Partner selection
The case study confirms that partner selection is related to the performance of the
partnerships. With regard to partner selection, a new finding from the case study is that
Geringer’s (1991) task-related and partner-related dimensions of partner selection apply
not only to international joint ventures, but also to manufacturer-distributor partnerships.
In the JVs, the case study shows that the partners’ contributions are complementary in
the partnerships with better performance. The criteria of partner selection are closely
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related to the motives for partnerships. Task-related elements are paid more attention to
than partner-related dimensions when the partners select the counterparts. Some Finnish
partners select the local partners who have a good relationship with the local government
in order to get the pre-emptive opportunities of investment, since there are some markets
not fully open to the foreign companies.
In manufacturer-distributor partnerships, the study explores the criteria of
manufacturer selection from the Chinese distributors’ perspective. It shows that the
Chinese distributors rank the product as the most important criterion when they select the
Finnish partners. The Chinese distributors pay close attention to the manufacturers’
products to consider the suitability of the product to the Chinese market and
technological advantage over the competitors’ products. In this sense, the task-related
dimension from the perspective of the distributor can be more closely labeled “productrelated dimension”. As for distributor selection, some Finnish partners use the existing
guanxi between the distributor and customers as the selection criterion, because it brings
competitive advantages in the Chinese market since China is a relationship-driven society
((Liu & Wang 1999). A distinctive criterion suggested by one of the Finnish
manufacturers is to select female partners because they are more willing to stay on and
they work harder than the Chinese males.
The Chinese partners in the case JVs are all state-owned enterprises, while the Chinese
partners in manufacturer-distributor partnerships are all privately-owned firms. However,
the case study does not mean that Western firms are limited to choosing state-owned
enterprises as JV partners, and privately-owned firms as distributors. On the contrary, it
would be wise for Western firms to consider the Chinese private sector because, to a large
extent, the driving force behind the PRC’s spectacular economic gains has been the reemergence of a dynamic private sector (Asian Development Bank 2003). The study of
Chinese private enterprises by the Asian Development Bank (2003) reports that Chinese
private enterprises engage in wide-ranging industries from manufacturing to services with
several exceptions such as excavation, cigarette manufacturing, petroleum processing,
and legal services. The Chinese private enterprises are not only limited to work as
distributors, but also as potential JV partners.

6.1.3 Human resource management
The case study proves that HRM is an important activity in the performance of two types
of partnerships studied.
In JV cases, the case study shows that the partners believe two factors in HRM are
critical to the performance of the partnerships. One is to select a top executive and keep a
stable management team with competent persons. One finding in the cases is that Finnish
SMEs are more flexible to adapt to the HRM localization. For instance, Finnish SMEs in
JVs use the same top executive as the Chinese partners and apply the Chinese partners’
HRM practices in the JVs. On the contrary, the Finnish MNCs in JVs prefer to choose an
executive independent of the two partners. The explanation may be the SMEs are
constrained by their resources so that they would like to maximize the available human
resources. The case study shows that keeping stability in the management level is a
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challenge in the HRM of JVs. Motivation of the management team goes beyond the
economic incentives. Providing the opportunities for personal development is important.
Another finding is to establish an appropriate mechanism of management and strictly
execute it in the operations of the JVs. The management mechanism comprises (1)
clarifying the obligations and rights of the partners; (2) adapting to the Chinese culture
and business environment; (3) creating a corporate culture to motivate all levels in the
company.
In manufacturer-distributor partnerships, the HRM of distributor significantly
influences the performance of partnerships, even though there is no common HRM
between the manufacturers and distributors. Moreover, the manufacturers can contribute
to the HRM of distributors by training the Chinese technical personnel, which helps to
improve the performance of partnerships. The case study demonstrates that a competent
distributor has well-organized HRM practices. The case study also shows that the
stability of the technical personnel on the distributors’ part is important to the
performance of partnerships, so that the knowledge and experience can be accumulated to
serve the marketing activities.

6.1.4 Knowledge transfer
The case study shows that knowledge transfer contributes to the performance
improvement by supporting the operations or joint activities of the partnerships.
In the JVs, the case study shows that the partnerships with the better performance had
complementary knowledge transfer between two partners. The case study indicates the
Finnish partners usually contribute the firm-specific knowledge, such as technology,
managerial experience, and the Finnish operational model, to support the JV’s internal
operations. The Chinese partners usually contribute market-specific knowledge, such as
the knowledge of the Chinese business environment, to support the JV’s operations
within China. Both the Finnish and Chinese partners accumulate the knowledge of
partnering with each other. Both the Finnish and Chinese partners access and take
advantage of each other’s knowledge to support the operations of JVs in China. The
partners in JVs closely cooperate in daily work so that the knowledge can be transferred
in different ways such as learning by doing, training in practices, and observation.
In manufacturer-distributor partnerships, there are two flows of knowledge transfer.
The knowledge flow from the Finnish manufacturers to the Chinese distributors is mainly
product-related. The purpose of the knowledge transfer is to make the distributors
understand the products so that the distributors can find more application areas for the
products and provide more technical services to the customers locally. The knowledge
flow from the distributors to the manufacturers is mainly about the Chinese customers’
requirements and business culture. One purpose of the knowledge transfer is to give
feedback from the customers so that the manufacturers will adjust the products to meet
the Chinese customers’ needs. Another purpose is to make the Finnish partners
understand the Chinese customers’ behavior and psychology so that both partners can
collaborate well to handle the customers.
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In the two types of partnership, trust and open communication are believed to be
important to the efficiency and effectiveness of knowledge transfer. A high level of trust
between the two partners encourages the partners to openly exchange knowledge and
information.

6.1.5 Risk management
The case study shows that partnerships always confront risks. According to Das and
Teng’s (1996) classification on the risks in strategic alliances, the case study demonstrates
that the main risks identified by the partners in the two types of partnership are
performance risks, such as technology risk, exchange rate risk, and regulation risk and so
on. The case study demonstrates that most partners commit themselves to cooperation,
which means there is no relational risk, such as opportunistic behavior in the partnership.
The performance risks may prevent the partners realizing their goals of partnerships and
cause financial loss to both sides.
In the case JVs, both the Chinese and Finnish partners believe the Chinese business
environment has become better and easier for the business. The main risk from the
business environment is the exchange rate risk. Most previous studies on business risks in
China point out that the political risk, such as intervention from the government, is a big
risk for foreign investment in China. The case study does not show this kind of risk.
However, another risk related to the Chinese government that it may restrict some
business areas through some policies and regulations. This kind of risk will affect the
performance of partnerships. The Finnish partners always try to get pre-emptive
opportunities through the collaboration of the local partners.
In manufacturer-distributor partnerships, the main risks are from the collaboration
level and the business environment. On the level of mutual collaboration, the main threat
comes from financial risk, by which the partner company may have difficulty meeting its
operating expenses. However, the Finnish and Chinese partners do not identify the same
reasons for the financial risk. In the business environment, the Finnish and Chinese
partners mainly identify risks such as exchange rate risk and competition in the Chinese
market. No special measures are taken to minimize the external risks as the partners
regard them as beyond their control.
In the two case types of partnership, the Finnish and Chinese partners identify the risks
from their own stance so they have a different view of the risks in the partnerships. As a
result, they cannot undertake joint activities to minimize the risk. With regard to
managing the risks, the partners usually adopt remedies to solve the problems in their
control. Trust and immediate communication are beneficial for minimizing the risks of
the partnership, because the partners can get enough information to realize the real
situation they confront before deciding to adopt any remedy.
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6.1.6 Cultural differences
The case study clearly demonstrates that the performance of the partnerships will be
improved if the partners deal well with the cultural differences in the collaboration.
In the case JVs, cultural differences are mainly in the early stages of the partnerships.
Cultural differences appear mainly in the form of organizational cultural differences, such
as different management systems, understanding of Chinese business environment, and
personal cultural differences in social values. The case study shows that cultural
differences can be reduced in the JVs by a process of inter-organizational and
interpersonal adaptation. Once the management mechanism adapts to the Chinese culture
in the organization, and trust is built between personnel, cultural differences and their
impact on the operations of the partnership are reduced.
In the manufacturer-distributor partnerships, the case study demonstrates that cultural
differences are twofold: one is between the Finnish manufacturers and Chinese
distributors; the other is between the Finnish manufacturers and Chinese customers. The
case study shows that the former cultural differences seldom exist in the partnerships with
better performance. However, two levels of cultural differences appeared in the case
partnership with relatively poor performance. Cultural differences are usually overcome
by inter-personal adaptation involving joint activities by both sides. Open communication
based on trust effectively resolves misunderstandings caused by the cultural differences.

6.1.7 Summarizing a framework for partnership development in China
According to the theoretical and empirical findings in the study, a framework to develop
partnership in China is suggested based on the framework in chapter 3 (Fig. 12). This
framework is designed to establish the basic view of partnership development, especially
for JV development in China. Besides concentrating on the motives of learning and
assessment, partner selection and the type choice in the formation stage of the
partnership, the Western partners should pay close attention to matching the investment
strategy to the business environment in China, such as the current policies and
regulations, and emerging markets. In the management stage, the key activities are human
resource management, knowledge transfer, risk management, and cultural differences
adaptation. Trust building and open communication play a role of lubrication to facilitate
the collaboration between two partners in the key activities of management. They help
create a harmonious working atmosphere in the partnerships to facilitate the adaptation
between two partners. It is especially important for the Chinese partners if the Western
partners are willing to adopt a flexible attitude in the collaboration, and for the Western
partners to be able to build a relationship of trust on a personal level and a channel for
open communication in the partnerships.
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Fig. 12. A framework for partnership (JV) development in China.

6.2 Theoretical contributions
This study contributes to the theories on JVs and strategic alliances. This study
concentrates on the activities in the process of partnership development related to the
performance of partnerships. It introduces a framework for the study of partnership
development by combining the indications of transaction cost theory, resource and
knowledge-based theory, organizational learning perspective, and sociological
approaches to the management process of partnerships. This study identifies the key
activities in partnership development, and proves these activities are positively related to
the performance. Furthermore, this study applies the framework to Sino-Finnish
partnerships in the Chinese context in order to gain some insight into how the partners
perceive these activities and their practices. On this basis, this study suggests a
framework for partnership development in China.
This study provides a methodological contribution to the study of partnership. HoonHalbauer (1994) argues that there is little voice from the Chinese partners, although there
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are many studies on the Sino-foreign JVs. The perceptions of the Chinese partners on
partnership development are neglected in previous studies. Katsikeas and Kaleka (1999)
indicate that although there is a plethora of studies focusing on manufacturers’ marketing
activities, there is a lacuna of knowledge in the business literature on the distributor side
in the international exchange process. This study contributes to filling this gap by
simultaneously collecting data from the Chinese and Finnish partners in the partnership.
Partnerships are established for mutual benefits. Therefore, this study provides a neutral
way of examining the perceptions of each partner in creating a successful partnership.
Moreover, with this methodological consideration, this study supplies abundant
information which is valuable for further study on Sino-Western partnerships.
Björkman and Fan (2002) suggest a “high-performance” HRM system and HRMstrategy integration would relate to a better performance of the JVs, but the finding in this
study implies that the partners perceive the selection of a top executive and management
team, as well a management mechanism, as the key factors which bring better
performance of the partnership. The explanation can be: Björkman and Fan (2002) take
an “internal” management view of studying the relationship between HRM practices and
the performance of JVs. The Finnish and Chinese interviewees may also take an
“external” view, such as from the owners’ point of view to assess the relationship
between the management level and the performance of the JV. The leadership teams are
crucial to the success of JVs (Hoon-Halbauer 1994, Li et al. 1999), but it is unknown
what characteristics of the management team contribute to optimal performance of the
partnership. This opens an interesting research route for the future.
This study contributes to partnership theories by introducing Finnish SMEs’ practices.
One finding from their practices may challenge some conventional ideas on management
control through core competence protection in the partnership. For example, cases C and
F are strategic partnerships with positive achievements. In those two partnerships, the
Finnish SMEs transfer all the knowledge to their Chinese partners so that they are able to
work independently in China. In the light of the two cases, the good performance of the
partnerships is attributed to the Finnish partners’ successful transfer of their core
competency to the partnerships. This finding is contradicted by some existing literature
on partnership management. Lorange & Roos (1993) suggest that partners should keep a
“black box” to protect their unique competence so that they can control the alliances. The
partners are usually under pressure to protect their own core competency in the
collaboration. On the contrary, in the case study these two cases show that if the Finnish
partners kept such a “black box”, the partnerships would not work at all. The explanation
of this finding is beyond the scope of this study, but further research may be carried out
on the related problems and challenges in SME partnerships.
Few previous studies have paid attention to the non-equity cooperation in China,
although it is one of the important modes for foreign investment. This study contributes
to the manufacturer-distributor partnerships between the Finnish firms and Chinese
privately-owned firms. It helps broaden the view of previous studies mainly focused on
Sino-Western JVs. Moreover, the study compares two types of partnership – equity joint
venture and contractual joint venture, in terms of the key activities in the process of
partnership development (in chapter 5). Chinese privately-owned firms are introduced in
this study and this study indicates there is a potential trend that Finnish and Chinese
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partners consider a shift from CJVs to EJVs. If this is the case, what are the problems and
challenges in this process? This would be worth some further study.
This study finds that the HRM of the distributors significantly influences the
performance of the manufacturer-distributor partnerships, especially in the case of a
product with a strong technical background. The performance in the partnership will be
improved if enough training is provided by the manufacturer to the distributor. This study
concludes that the manufacturer-distributor partnership is a product-tied relationship. The
competitive advantages of the product determine a good performance of the partnership.
Instead of concentrating on relationship management in previous studies of
distributorship, this study provides a completely new platform to commence future
research on manufacturer-distributor partnership management through joint activities in
product management.
Studies on Sino-Western partnerships face the challenge of temporal relevance, as
China is in a transitional process. This study contributes fresh view on the Chinese
business environment. With the application of multiple-case study methodology, the case
partnerships in this study were established between 1995 and 2000. The case study
provides information on environmental scanning in the process of partnership
development. Moreover, the insights of the Chinese partners are provided in this study, as
they are more sensitive to the changes in the business environment. Therefore, this study
helps to formulate a relatively balanced view of the contemporary Chinese business
environment.

6.3 Managerial implications
Nowadays the high economic growth and huge market in China urges many Western
companies to consider the investment opportunities in China. However, investing in
China still needs a cool head to confront the fever of the China phenomenon. This study
aims to provide guidelines to novice Western managers about planning and managing a
partnership in China. The managers of SMEs, particularly, can gain insights into starting
partnership in China, because this study provides significant information on Finnish
SMEs.
In practice, this study firstly guides managers to consider and identify the activities
related to the performance of the partnership. They should pay special attention to these
activities when planning a partnership. This study provides empirical data – on JVs and
manufacturer-distributor partnerships – on the partners’ practices in several partnerships
with different performance results. As the Chinese believe wisdom can be drawn from
history, this rich information is provided so the managers can reach their own conclusions
by drawing on the practices and experience of these pioneering companies. The case
study describes each case in detail. The information includes the whole process from the
partnership formation to the management, as well as the evaluation on the performance of
the partnerships in the end of each case. Each case is independent and can be easily read.
The Western managers can learn the perspectives of the Chinese by reading the cases, and
gain information on Chinese business environment. Although this study aims to define
the essence of successful partnerships, it provides cases with unsuccessful performance

183
(e.g. unsatisfactory between partners, and failure to achieving the goals of partnership)
for contrast with the partners’ activities in the partnerships with better performance. The
managers can compare the partners’ practices to reach their own conclusions by combing
the cited practical experience.
In the course of this study, several Finnish and Chinese managers share their
information and experience in this study and with open minds. The managers all seize
their chances to start the first step of a journey to partnering. For the managers, this study
suggests that success requires persistence. The managers are ready to confront
unexpected failures and remain confident. Sometimes, success is just persistence and
things will eventually come your way, as the Chinese say “the best one is the last one still
smiling”.

6.4 Validity and reliability of the study
Yin (1994) provides four criteria for judging the quality of research design: construct
validity, internal validity, external validity, and reliability. Construct validity means to
establish correct operational measures for the concepts being studied. Internal validity
refers to establishing a casual relationship, whereby certain conditions are shown to lead
to other conditions, as distinct from spurious relationships. External validity is to
establish the domain to which a study’s findings can be generalized. Reliability means
demonstrating that the operations of a study, such as the data collection procedures can be
repeated with the same results.
To increase construct validity and reliability, Yin (1994) mentions three tactics which
are: (1) the use of multiple sources of evidence, (2) creating a case study database, and
(3) establishing a chain of evidence. With reference to Yin, the case data are mainly
collected from interviews by asking the same questions to both Chinese and Finnish
interviewees at high management level of the organizations. These persons are directly
involved in the process of partnership development so that they are able to provide rich
answers to the questions.
With regard to the second tactic, every interview is recorded and later transcribed. The
transcription is entirely reviewed again according to the recording to confirm some
ambiguous information. The transcription is also stored to keep the interviews from both
partners in one profile so that it is easy to check convergence or divergence in the
information on the same questions. This two-way checking helps to easily find the
authenticity and validity of the information, as well as easily analyze data when special
issues are focused on. For example, the different issues may include the case motives of
partnership; partner selection, and so forth. Additionally, comparing the information
collected from both partners also helps identify the problems or solutions in the process
of partnership formation and management, which can make the data analysis easy and
clear.
Yin posits that the objective of maintaining a chain of evidence is to determine the
reliability and construct validity. He believes “the principle is to allow an external
observer, such as the reader of the case study, to follow the derivation of any evidence
from initial research questions to ultimate case study conclusions. Moreover, this external
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observer should be able to trace the steps in either direction (from conclusions back to
initial research questions or from questions to conclusions)”. As described earlier, the
main data are collected in interviews with a list of open-ended questions. The rich
information provided by the interviewees give a line to each case’s process in partnership
formation and management, as well as to the topics of the research questions. Since the
goal of reliability is to minimize the errors and bias in a study (Yin 1994), the information
is collected from two perspectives of a story – that of the Chinese and Finnish actors.
Although the process of data collection may not be repeated by the readers, this part of
the case study provides abundant information so that the readers may examine the results
of the study by using the information to make their own conclusions. This is also another
way of increasing the reliability of the study.
As to the internal validity, this study provides many compilations of existing literature
on partnership study in the Chinese context. It increases the internal validity by providing
an explanation-building base for the case analysis (Yin 1994). The design of a multiplecase study also strengthens the internal validity because the results can be identified
through iteration. Moreover, the validity of interviews depends on the willingness of the
interviewees to candidly reveal their views and opinions, and the researcher’s ability to
understand them correctly. In the interviews, the interviewees have a lot of experience of
partnerships and/or are personally involved in the partnership formation and
management. The terminology in the field of partnership is known by the two parties.
The interviewees answer these questions based on their experience of partnership
formation and experience of working with each other. In addition, the researcher as an
outsider does not compromise the objectivity of the data.
A case study typically falters under the criticism of external validity of the research
results – i.e. to what extent do the results readily generalize to a larger universe (Yin
1994). Can the empirical findings in this study be applied to other partnerships in China?
Is the framework of partnership development in this research applicable to partnerships
elsewhere? In terms of the relevance of the results to other partnerships in China,
although the empirical findings are based on the Sino-Finnish partnerships, they reveal
the main elements in the partnership formation and management in the Chinese context.
Hence, the results should be applicable to the specific Chinese context. At the same time,
the relevance is strengthened by the multiple-case study design of this study. This
research studies eight partnerships of two types, namely joint ventures and manufacturerdistributor partnerships. The partnerships span different industries. The common views
from the case study can be generalized to apply to the Chinese context. Moreover,
considering the large cultural distance between the Chinese and Finnish, the broad views
generated from the study should also be applied to the partnerships between Chinese and
Western partners which have a similar cultural background, product, technology and
financial conditions with Finnish companies.
With regard to the question of the applicability of partnership development framework
in this research, this framework includes several activities identified as crucial for a
successful partnership. In the part of the literature review, a general overview of these
activities is provided. The scholars in the area of strategic alliances study prove that these
activities affect the performance of the partnership in different context. Therefore, this
framework can be used to examine the partnership in other contexts.
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6.5 Research limitations and future studies
Although much information and many suggestions are yielded in the study, the results of
the study are based on two types of partnerships with limited numbers. Besides two or
three interviewees in each case, more interviewees – such as managers from different
management levels – could be included in the data collection. At the same time, the
research framework is developed mainly based on the existing literature on JVs, which is
also applied to the study of manufacturer-distributor partnerships.
The framework developed in this study could be examined on a larger scale. Further
research could be carried out on JVs between Western firms and Chinese privately-owned
firms. Special attention can be placed on Western SMEs developing JVs with Chinese
privately-owned firms. The JVs between Western SMEs and Chinese privately-owned
JVs may include different challenges and problems compared to JVs between Western
MNCs and Chinese state-owned enterprises, which have not been studied here. The
empirical study on this part would provide reference experience and improve the
cooperative capabilities of both Western SMEs and Chinese privately-owned enterprises
in the process of globalization.
With regard to the study of JVs, the management level is believed to be the main
source of value creation in JVs, which may strongly affect the performance of
partnership. Future research could embark on seeking the characteristics of management
level contributing to the performance of the partnership. Moreover, further research could
be carried out on HRM practices on the management level of Sino-Western JVs in the
Chinese dynamic changing environment, as it is commonly perceived as a difficulty in
Sino-Western JVs.
With regard to the study of manufacturer-distributor partnerships, it needs more data
on the results in the Chinese context, or in other countries where the HRM of the
distributor significantly influences the performance of the partnership. As the study
concludes that a manufacturer-distributor relationship is a product-tied relationship, it
would be interesting to carry out a study on how to improve the performance of
manufacturer-distributor relationships by joint activities in product management.
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Appendix 1 Interview guidelines
Number of interview
Date of interview
Time of interview
Interviewer

Lingyun Wang

From

Department of Industrial Engineering and Management, University of
Oulu, Finland.

Interviewee Information
Company
Name
Title/Position
Joined the company (year)
Involved in partnership (year)
Current duties in the
company/partnership
General information
Your company

Product/Service?
Turnover in 2003?
Personnel? (the whole company/the unit involved in partnership)
Customers?
Competitors in China?
Annual report, brochure available?

Your partner

Ownership, cities of operation in China?
Product/Service?
Turnover in 2003?
Personnel?
Website, annual report, brochure available?

Partnership development
Analysis and partner

When did it begin? How long did it take from first idea to partnership

selection

formation?
How did you find the partner? Initiator?
Objectives? Own? Partner? Common?
Any analysis before partnership decision (market, potential partners…)?
Other alternatives for partnership? Why?
Preparation for partnership (product, marketing, production, personnel,
experience, education, language skill, training on expertise of Chinese
business…)? How?
Important factors when select a partner in China (reputation, technology,
products, markets, geographical location, strategic goal, company size,
corporate culture, human resource policies, administrative system…)?
Evaluation on your partner?
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Partnership formation

How would you define partnership in general (objectives, time orientation…)?
Key/critical events? Person involved?
Structure/ownership of partnership? Any changes?
Base of partnership (written contract or…)? Content?
Legal aspects: which law employs (Chinese/Finnish)? External law expertise
involved? Who prepared the draft of contract/letter of intent?
Financial matters: practical arrangements for money transaction? Any
problems/surprises? Need of extra arrangements inside your company?
Doing yourself/using experts: pros/cons. Help from outside experts? At which
stage? In what extent? Advice on whom to trust/avoid?
Commitment? Own? Partner? Other party?

Partnership management

Management style in partnership (Finnish/Chinese/blend style)?
Who have more control on partnership (Finnish partner, Chinese partner, equal
status)?
Main activities in partnership? Own? Partner?
Trust building important? How? The role of trust?
How to contact with your partner? Who involved? How often?
Employee involvement? Their attitude to partnership?
Objective of partnership shift over time? How to adapt to?
Existing/ potential conflicts (planning, profits, input, staffing, technology,
process, control…)? How?
What did you do to improve performance of partnership (short term plan,
budget plan, shared decision making, joint problem solving…)? Examples?

Human resource

HRM important in partnership? The role of HRM in partnership?

management

Important factors in HRM (key personnel selection and assignment,
recruitment, people motivation, training and education…)? How?
Problems in HRM? How?

Knowledge management

Knowledge transfer between the partners?
The way for knowledge transfer?
Core competencies protection? How?
Outcomes of knowledge transfer? Own? Partner?
Barriers to knowledge transfer?

Risk management

Risk in partnership/from investment environment? What?
How to avoid/minimize these risks?
The role of partner in risk management?

Evaluation on partnership

Outcomes of partnership so far?
Evaluation on present partnership (satisfied/not satisfied,
successful/unsuccessful…)?
What is well-functioning partnership? Unsuccessful partnership?
Future expectation on the partnership?

Failure/termination

Failure experience on partnership in China? Why?
Conditions to terminate partnership?
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Chinese business

Guanxi (social relationship, interpersonal relationship), importance in your

environment

partnership (very important, important, less important, not important, no
consideration)?
The role of guanxi in partnership (conflict solving…)? How establish?
Attitude to guanxi in partnership?
Government contact? Who (own/partner) contact? How?
Government role/help to partnership? What?
Culture differences in the partnership? Any adaptation to these differences?
Examples?
Culture difference influences on partnership (big influence, influence, little
influence, no influence, no consideration)?
A good understanding on Chinese business culture? Important? What?
Business environment changes affect on partnership?

Summarize commentaries

Problem/difficulties on partnership in China? How?

on partnership in China

Looking back, was it worth to form partnership? Compare to do it alone,
benefits from partnership?
What would you do otherwise?
In your opinion, what are the critical success factors in partnership with
Chinese partner?

Appendix 2 Lists of case companies interviewed
Case

Interviewees

Interview Size of

Type of

Partnership Business area

time

partnership

founded

partner
companies

A

President, Finnish 11. 2004

Micro-

Location

(year)
JV

2002

Paper industry Shenyang

JV

1999

EMS

Dongguan

JV

1993

Clothes

Hangzhou

company
General Manager, 2. 2005
Chinese
B

Director of

Medium
company

11. 2004

Operations and

Large
company

NPI, Finnish
Business

3. 2005

Controller, Chinese
Deputy General

3. 2005

Large

11. 2004

Medium

Manager, Chinese
C

Director of

company

Production and

company

industry

Logistics, Finnish
General Manager, 3. 2005
Chinese
D

Vice President,

Large
company

11. 2004

Large

Finnish

company

Director, Chinese 2. 2005

Large

Sales Manager,

Medium
company

JV

1999

IT industry

Beijing

Manufacturer- 1999

Biochemical

Beijing

distributor

(Beijing)

industry

Shanghai

partnership

1998
Beijing

institute
E

11. 2004

Finnish
CEO, Chinese
F

G

2. 2005 2. Small
company

Managing

Small

Manufacturer- 1997

Construction

Director, Finnish

company

distributor

environmental

Executive Director, 2. 2005

Small

partnership

protection

Chinese

company

Administration

12. 2004

Medium

Manufacturer- 2002

Energy

Manager, Finnish

12. 2004

company

distributor

industry

General Manager, 3. 2005

Small

Chinese
H

(Shanghai)

President, Chinese 2005

Key Account

Chinese

partnership

company
11. 2004

Manager, Finnish
Vice President,

Guangzhou

2. 2005

Medium

Manufacturer- 1995

Logistics

company

agent

automation

Small

partnership

company

Beijing

Appendix 3 SMEs definition in Finland and China
There are different definitions of SMEs in Finland and in China. In Finland, SMEs are
defined as enterprises with a personnel fewer than 250. SMEs can be further classed into
three groups according to their number of personnel: medium-sized enterprises (50-250);
small enterprises (10-49); and micro-enterprises (fewer than 10) (Ministry of Trade and
Industry of Finland 1996). In China, the definition of SMEs varies according to the
dimensions such as the workforce, sales, and total assets in the different industries. In the
governmental regulation, the definition of SMEs in industrial enterprises is that an SME
must satisfy the following conditions: employees fewer than 2000, or sales lower than300
million RMB, or general assets below 400 million RMB. Here, a medium-sized
enterprise must simultaneously satisfy the following conditions: employees 300 or more
persons, sales above 30 million RMB or more, and general assets 40 million RMB or
more; the rest are small-sized enterprises. The industrial enterprises include
manufacturing, electricity, gas and water producing and supplying industry. The
definition of SMEs in industrial enterprises is not suitable for the other industries, such as
construction industry, communication and transportation industry, post industry,
wholesale and retail industry, hotel and restaurant industry (www.sme.gov.cn 2004). In
this study, all of the Chinese enterprises belong to industrial enterprises. Therefore, only
the definition of SME in industrial enterprises is listed in Table 27.
Table 27. Different definitions of SME in Finland and China (1€ ≈ 10 ¥).
Company size
Medium
Small

SME in Finland

SME in China

Personnel

Personnel

Sales (¥)

General assets (¥)

50-250

300-2000

30,000,000 --

40,000,000 --

300,000,000

400,000,000

Fewer than

Fewer than 40,000,000

10-49

Fewer than 300

30,000,000
Micro-

Fewer than 10

enterprises
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