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WHAT DIFFERENCES IN THE CULTURAL BACKGROUNDS OF 

PARTNERS ARE DETRIMENTAL FOR INTERNATIONAL 

JOINT VENTURES? 

Harry G. Barkema* and Freek Vermeulen** 

Tilburg University 

Abstract. An international joint venture implies that a firm has to 

cooperate with a partner with a different cultural background. In this 

study, hypotheses about which differences in national culture are most 

disruptive for international joint ventures were developed and tested using 

Hofstede's five dimensions. The study focused on how these dimensions 

affect the survival of international joint ventures, as well as their 

incidence relative to wholly owned subsidiaries. The hypotheses were 

tested on longitudinal data about 828 foreign entries of twenty-five Dutch 

multinationals in seventy-two countries between 1966 and 1994. The 

database, which spans almost three decades, was also used to provide new 

evidence on a key assumption of Hofstede's work: that cultural values are 

stable over time. 

Entering a foreign country through an international joint venture (IJV) has 

several advantages, compared to entering through a wholly owned subsidiary. 
The IJV allows the firm to share the costs and the risks of foreign entry and to 

use the local partner's knowledge about the local institutional framework, 

local consumer tastes, and business practices [Agarwal and Ramaswami 1992; 

Erramilli 1991; Erramilli and Rao 1993; Gatignon and Anderson 1988; 

Gomes-Casseres 1989, 1990; Kogut and Singh 1988]. However, IJVs also entail 

unique risks, owing to the potential problems of cooperating with a partner 

from a different national culture [Brown, Rugman and Verbeke 1989; Harrigan 

1988]. The cultural difference may create ambiguities in the relationship, which 

may lead to conflict and even dissolution of the venture [Barkema, Bell and 

Pennings 1996; Shenkar and Zeira 1992; Woodcock and Geringer 1991]. 

However, some differences in cultural backgrounds may be more difficult to 

combine than others. The main objective of this study was to determine which 
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differences in national culture are most disruptive for IJVs. Our study builds 

on Hofstede's research [1980, 1991], which allows for the comparison of a large 

number of different cultures in a quantifiable manner (compare, for instance, 

Lane [1989]), addressing not only the extent to which cultures are different 

(compare, for instance, Ronen and Shenkar [1985]), but also in which respect 

they differ. 

Previous studies on the influence of cultural distance often used an aggregate 

measure based on the four dimensions in Hofstede [1980]: power distance, 

uncertainty avoidance, individualism, and masculinity (see Kogut and Singh 

[1988]). Hofstede's more recently developed fifth dimension, long-term orien- 

tation (or Confucian dynamism) [Hofstede and Bond 1988], has received less 

attention, perhaps because scores were available for only twenty-three coun- 

tries [Hofstede 1991]. The present study builds on Hofstede's five dimensions, 

including long-term orientation. 

Previous empirical studies either examined whether cultural distance affects 

the incidence of IJVs using logit models (for instance, Kogut and Singh [1988]) 

or the hazard rate of IJVs using event-history analysis [Barkema et al. 1996; 

Barkema, Shenkar, Vermeulen, and Bell 1997; Kogut 1989]. The present study 

recognized that both types of analysis provide complementary information on 

the (potentially) disruptive impact of differences in national culture on IJVs. 

Hence, both were used on the same data set, which is another novel feature of 

this study. 

Hypotheses were tested on longitudinal data on 828 foreign entries (IJVs and 

international wholly owned subsidiaries) of twenty-five Dutch multinationals 

between 1966 and 1994. The Netherlands has a long tradition of international 

trade and is currently the sixth largest foreign investor, after the U.S., Japan, 

Germany, the U.K., and France. We nevertheless expect Dutch firms to 

encounter problems when entering foreign cultures through IJVs. 

Finally, we provide new evidence on a key assumption of Hofstede's work. 

Hofstede [1980, 1991] assumes that cultural values are stable over time, which 

implies that distances between national cultures are stable over time as well. 

This assumption has been challenged by various researchers (e.g., Nordstrom 

[1991]) who have argued that practices and cultural values are converging and 

that cultural distance may no longer be relevant. We provide new evidence on 

the validity of Hofstede's assumption, using data spanning almost three 

decades (1966-1994). 

HOFSTEDE'S FIVE DIMENSIONS 

Using survey research carried out between 1967 and 1978 within foreign 

subsidiaries of IBM, Hofstede [1980] found that national cultures differ along 

four dimensions: power distance, uncertainty avoidance, individualism, and 

masculinity. Power distance measures the degree to which people accept the 
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unequal distribution of power inside organizations; uncertainty avoidance 

represents the degree to which people tolerate uncertainty and ambiguity in 

situations; individualism, as opposed to collectivism, stands for the preference 

of people to belong to a loosely versus a tightly knit social framework; mascu- 

linity, as opposed to femininity, represents the degree to which people prefer 

values of success and competition over modesty and concern for others. The 

original research yielded scores for forty countries, but later research [Hofstede 
1983] extended this number to fifty-three countries and multicountry regions. 

However, the popular notion that national cultures are converging (e.g., 

Ohmae [1985]; O'Reilly [1991]) may cast doubt on the relevance of these 

dimensions in more recent times. 

Concerned that the distinction in four dimensions might be the result of a 

questionnaire developed by a biased "western mindset," Hofstede and Bond 

[1988] subsequently used a questionnaire developed by Chinese scientists. They 

found a unique fifth dimension that they labelled "Confucian dynamism," 
which captures the extent to which people have a future-oriented perspective 
rather than a focus on the present. Hofstede [1991] later renamed this dimen- 

sion "long-term orientation." However, Yeh and Lawrence [1995] have recently 

challenged this dimension and questioned whether it adds to the descriptive 
and explanatory power of the original four dimensions. They argue that this 

dimension reflects the same underlying cultural values as individualism and 

should therefore not be treated as a separate dimension. 

Hofstede's initial four dimensions have often been used in research in 

International Business (for overviews, see Chandy and Williams [1994]; 

Redding [1994]; S0ndergaard [1994]). Kogut and Singh [1988] were the first to 

combine the four dimensions into one aggregate measure of cultural distance 
between countries. They found that the mode of foreign direct investment is 
influenced by the cultural distance between the home country of the expanding 
firm and the host country.' Their index of cultural distance has subsequently 

been used in many other studies, including Erramilli [1991], Benito and 

Gripsrud [1992], Loree and Guisinger [1995], and Barkema et al. [1996]. 

However, Shenkar and Zeira [1992] have argued that this unidimensional index 

may oversimplify the rich and complex concept of cultural distance. 

THEORY AND HYPOTHESES 

Many scholars have addressed the difficult concept of cultural differences (for 

overviews, see, for instance, Adler, Doktor and Redding [1986]; Ronen and 
Shenkar [1985]). Culture is often defined as a system of shared values that 
serves two critical functions: 1) to solve problems of external adaptation and 2) 
to solve problems of internal integration (e.g., Schein [1985]; Schneider [1989]). 
External adaptation is associated with defining the objectives and the strategy 

of the organization, and how opportunities and threats in the environment are 
perceived and responded to. These perceptions and responses are influenced by 
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attitudes regarding uncertainty avoidance and long-term orientation 

[Schneider 1989; Schneider and De Meyer 1991]. Internal integration, in 

contrast, bears on the firm's relationship with its employees which, in turn, is 

influenced by attitudes towards power distance, individualism and masculinity 

[Schneider 1989; Schneider and De Meyer 1991].2 

In previous studies, differences in the cultural backgrounds of the partners 

have generally been perceived as a threat to the survival of IJVs (see Brown, 

Rugman and Verbeke [1989]; Harrigan [1988]; Shenkar and Zeira [1992]; 

Woodcock and Geringer [1991]). Consistent with this view, various studies 

[Barkema et al. 1996, 1997; Li and Guisinger 1991] have found that the 

chances of survival of IJVs are lower when the cultural distance between the 

home country of the expanding firm and the host country is large. Below we 

will develop hypotheses regarding which differences in the cultural back- 

grounds of partners are particularly disruptive for IJVs. We first discuss 

differences along the four dimensions in Hofstede's original [1980] study. Next, 

we discuss differences along the more recently developed dimension long-term 

orientation [Hofstede and Bond 1988]. 

IJV Survival and Hofstede's Initial Four Dimensions 

Differences in uncertainty avoidance are difficult to cope with in the case of 

international cooperation [Hofstede 1989]. They imply differences in how 

people perceive opportunities and threats in their environment, and how they 

act upon them [Schneider and De Meyer 1991]. Organizations in countries 

characterized by high uncertainty avoidance tend to respond to uncertainty in 

the environment by building up a system of high formalization and hierarchy 

[Hofstede 1980]. Employees in these countries turn to this system when 

confronted with events in the environment; they feel uncomfortable without 

such a system to hold on to. In countries where uncertainty avoidance is low, 

however, people feel equally uncomfortable with rigid rules and hierarchy. 

They feel much more attracted to flexible, ad hoc structures which leave much 

room for improvisation and negotiation. Uncertainty avoidance, at either pole 

of the dimension, reflects deep psychological needs concerning control and 

security [Hofstede 1989, 1991]. In sum, we expect that differences in un- 

certainty avoidance lead to differences in how partners perceive and respond to 

events in the environment of the IJV, which will likely breed disagreement and 

dispute between the partners, and have a detrimental impact on the IJV's 

chances of survival. 

Power distance and individualism directly bear on issues of internal integra- 

tion and influence relationships with personnel, such as the organization's 

choice of control forms, reward systems and so on [Hofstede 1980; Kim, Park 

and Suzuki 1990; Lebas and Weigenstein 1986]. However, management of 

personnel is usually one of the first activities to be left to the local partner to 

organize [Hofstede 1991; Rosten 1991; Stopford and Wells 1972]. Soeters and 



WHAT CULTURAL DIFFERENCES ARE DETRIMENTAL? 849 

Schreuder [1988] found that U.S. multinationals did not transfer cultural 

values related to power distance and individualism to their Dutch subsidiaries. 

This suggests that tensions between the partners associated with differences 

along these dimensions can typically be avoided. Furthermore, Hofstede 

[1985] and Shenkar and Zeira [1992] suggest that having partners from both 

"feminine" and "masculine" cultures may even benefit the IJV. The aggressive 

attitude of one partner (aimed at individual achievement and performance) 

and the relationship orientation of the other (cf. Hofstede [1980]) may 

complement each other rather than collide. The above discussion suggests the 

following hypothesis: 

HI: Differences in uncertainty avoidance between home and host 

country - rather than differences in power distance, indivi- 

dualism and masculinity - have a negative impact on IJV 

survival. 

IJV Survival and Long-Term Orientation 

Hofstede's fifth dimension, long-term orientation [Hofstede and Bond 1988; 

Hofstede 1991], captures the extent to which people have a pragmatic future- 

oriented perspective rather than a focus on the present. People in societies 

characterized by a long-term orientation know many truths and have a thrift 

for investment. In this sense, they are dynamic in their thinking. Relationships 

are largely ordered on the basis of status. In societies with little long-term 

orientation, people believe there is one absolute truth and expect quick results. 

This represents a more static attitude [Hofstede and Bond 1988].3 

Differences in the long-term orientation of the partners will therefore likely 

lead to differences in objectives and in perceived opportunities and threats in 

the environment of the IJV [Schneider 1988; Schneider and De Meyer 1991]. 

For instance, one partner may have a sense of urgency and favor quick results, 

while the other has a long-term view and is more oriented towards investments 
in financial assets and in building up a relationship with the partner. Such 

differences will likely breed tensions and increase the probability of untimely 

dissolution of the IJV. 

Yeh and Lawrence [1995] recently argued that Hofstede's fifth dimension, 

long-term orientation, is actually strongly related to individualism. Societies in 

which people have a long-term orientation would tend to be collectivistic 

whereas those that are less long-term-oriented are more individualistic. How- 

ever, we believe that the view that collectivism and long-term orientation 

represent the same aspect of culture is too much of a simplification. Research 

on Western IJVs in China - the country with the highest score on long-term 
orientation - suggests that different time perspectives and issues of status [Tai 

1988] rather than different attitudes towards individualism lead to cultural 

clashes [Baird, Lyles and Wharton 1990]. It is difficult for Westerners to 
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understand and handle the differences in time horizon with their Chinese 

partner, yet handling such differences is a prerequisite for successful coopera- 

tion [Beamish and Wang 1989; Davidson 1987]. The above discussion suggests 

that differences in long-term orientation cause problems in IJVs, while differ- 

ences in power distance, individualism and masculinity do not necessarily lead 

to problems. Formally: 

H2: Differences in long-term orientation between home and host 

country - rather than differences in power distance, indivi- 

dualism and masculinity - have a negative impact on IJV 

survival. 

IJV-Incidence and Cultural Differences 

Geringer and Hebert [1991] studied a range of measures of IJV performance. 

They found survival to be the objective measure most closely correlated to 

subjective measures of affiliate success. They therefore argue that in the 

absence of survey data, "survival" as a success measure is justifiable. Mitchell, 

Shaver and Yeung [1994] reviewed various studies documenting a positive 

relationship between the longevity of ventures and their financial performance. 

However, longevity is not a perfect measure of performance. Dissolution may 

not always imply failure and longevity does not always signal success, 

particularly in the case of IJVs, since these are sometimes intended to be short- 

lived from the start. Performance is a multidimensional phenomenon that 

covers financial returns, risks, knowledge transfers, and so on [Barkema et al. 

1996]. Thus, studying "longevity" is useful but provides imperfect information 

on the impact of uncertainty avoidance and long-term orientation. 

When deciding whether to enter a foreign market through an IJV or through a 

wholly owned subsidiary, firms will take not only expectations of future 

returns into account but also risks and knowledge transfers. In fact, numerous 

studies investigating when firms prefer IJVs over international wholly owned 

subsidiaries (IWOSs) have found that firms are more likely to enter through 

IJVs (rather than through IWOSs) when the cultural distance (measured by 

some aggregate index) between the home country and the host country is large 

[Agarwal and Ramaswami 1992; Erramilli 1991; Erramilli and Rao 1993; 

Gatignon and Anderson 1988; Gomes-Casseres 1989, 1990; Kogut and Singh 

1988]. Firms apparently believe that it is attractive to have a local partner when 

they do business in a remote country. The benefits of having a partner with 

knowledge of local networks, consumer preferences, institutional frameworks, 

and so on, apparently outweigh the (potential) hazards of having to deal with 

a partner with a different cultural background. 

However, if firms take expected costs (including the costs of cooperation) and 

gains into account when deciding to enter through an IJV or through an 

IWOS, and if differences in uncertainty avoidance and in long-term orien- 
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tation between the partners are particularly disruptive for IJVs, then we expect 

that the inclination to set up IJVs (rather than IWOSs) is reduced more by 

differences along these two dimensions of national culture than by differences 

in masculinity, individualism and power distance. Formally: 

H3: Differences in uncertainty avoidance - rather than differences in 

power distance, individualism and masculinity - reduce a firm's 

propensity to set up an IJV rather than an IWOS. 

H4: Differences in long-term orientation - rather than differences in 

power distance, individualism and masculinity - reduce a firm's 

propensity to set up an IJV rather than an IWOS. 

Obsolescence of Hofstede's Dimensions 

A key assumption of Hofstede's work (for instance, Hofstede [1980, 1991]) is 

that values - the core of national culture - are stable constructs and have been 

present in the peoples from different nations for a long period of time (see also 

Schein [1985]). The research resulting in Hofstede's four dimensions took place 
almost three decades ago. Although these dimensions have been validated 

since (see S0ndergaard [1994]), various researchers have endorsed the popular 
notion that cultures are converging (e.g., Ohmae [1985]; Levitt [1983]; O'Reilly 

[1991]) and have cast doubt on the explanatory power of Hofstede's dimen- 

sions in later periods (see also Adler et al. [1986]). Indeed, people from 

different nations are unmistakably converging in terms of clothing (Levi's 

jeans), food (McDonalds), beverages (Coca Cola), entertainment (MTV), and 

news (CNN, Business Week). 

However, Hofstede's [1980, 1991] work suggests that such changes concern 

convergences in so-called practices, superficial appearances of culture; they do 

not necessarily signal a convergence in the values embedded in national 

cultures. Thus, Hofstede's work suggests that differences between national 
cultures are still relevant. The implication for the present study is that cultural 

differences between partners are still disruptive for IJVs. We therefore expect 
that cultural differences had both a negative impact on the survival of IJVs 

during the beginning of our period under consideration 1966-1994 (which 
coincides with the period when Hofstede did his original research) and during 
later periods. Formally: 

H5. The impact of cultural distance on IJV survival - measured by 

Hofstede's dimensions - has not disappeared over time. 

METHODOLOGY 

Sample 

The study used data on the foreign expansions of twenty-five large non- 
financial Dutch firms. These firms represent all non-financial firms listed on 
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the Amsterdam Stock Exchange in 1993, except the four largest firms (Royal 

Dutch, Unilever, Philips, and Akzo) because they differed considerably in 

terms of international experience, size and scope. In fact, Royal Dutch and 

Unilever formally have their headquarters both in the Netherlands and in the 

U.K. The database contained all foreign expansions reported in the annual 

reports of these firms between 1966 and 1994. In case of doubt, representatives 

were contacted by telephone and fax to verify information. The total number 

of international ventures was 828: 228 IJVs and 600 IWOSs. The entries 

covered seventy-two different countries. 

Variables 

Longevity. Venture survival was measured by its longevity: the number of years 

the venture persisted, as registered in the firm's annual reports (cf. Barkema et 

al. [1996]; Li [1995]; Mitchell et al. [1994]; Pennings, Barkema and Douma 

[1994]). Forty-nine percent of the IJVs were terminated before the end of the 

period under consideration (i.e., was left-censored in 1994).4 

Cultural Distance. The cultural distance between the host country and the 

home country of the expanding firm (the Netherlands) was measured by 

Hofstede's cultural dimensions. Data on the initial four dimensions were 

obtained from Hofstede [1980, 1991]. If unavailable, scores were obtained 

through personal communication with the author. Scores on the fifth dimen- 

sion, long-term orientation, were only available for eighteen of the seventy- 

three countries (including the Netherlands). Therefore, we used the following 

proxy (cf. Read [1993]): a country's "marginal propensity to save." This proxy 

is a macroeconomic variable measuring a country's marginal propensity to 

save rather than consume incremental, disposable national income. It is 

defined as: 

b(S/n) / b(C/n + Sln), 

where 3(Sln) is the absolute change in real per capita gross domestic saving 

from 1970-1990, and 3(C/n) is the absolute change in real per capita private 

consumption from 1970-1990. Data were obtained from Read [1993]. This 

variable is theoretically appealing since it relates to the element of thrift in 

long-term orientation. Read reports a correlation between long-term orien- 

tation and his proxy of .584. His proxy outperformed two other proxies in a 

test of construct validity. 

For reasons of comparability, scores on all five dimensions were standardized 

for the set of seventy-three countries. Cultural distance was computed in two 

different ways. First, following Kogut and Singh [1988], as the arithmetic 

average of the squared deviations of each country from the ranking of the 

Netherlands.5 Second, in conformity with Euclidean distance, as the square- 

root of the squared deviations of each country from the ranking of the 

Netherlands.6 Algebraically: 
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Kogut and Singh index: CDj= Ei=1,2,3,4,5 ((I1j-I,")2 / Vi) / 5, 

Euclidean index: CDj=\ Zi=1,2,3,4,5 ((IijyI-n)2 / Vi) 

where, 

CDj = cultural distance of the jth country from the Netherlands; 

Iii = index for the ith cultural dimension and j/h country; 

n = the Netherlands; 

Vi = the variance of the index of the ith dimension. 

Control Variables. A firm's experience in a host country influences the survival 

of its ventures [Barkema et al. 1996] and its preference for IJVs over IWOSs 

[Gomes-Casseres 1989, 1990; Hennart 1991]. Therefore we controlled for local 

experience, proxied by the number of previous entries of the firm in the host 

country (cf. Kogut and Singh [1988]). We also controlled for differences in 

Gross National Product per capita since this may correlate with national 

culture [Hofstede 1980]. The three clusters of country risk developed by 

Goodnow and Hansz [1972] were used to control for country risk (cf. 

Gatignon and Anderson [1988]).7 Finally, because a firm's resources may 

influence a venture's ownership structure and survival, we controlled for firm 

profitability and size, using return on equity and the log of the firm's assets, 

respectively. Summary statistics are presented in Table 1. 

Analysis 

The hypotheses regarding venture survival were tested by event history 

analysis. Cox's semiparametric model was used because this model does not 

require us to specify the (unknown) baseline hazard function. Since the time 

scale of survival time is discrete and ties might be extensive, we used the dis- 

crete logistic model. A positive coefficient indicates that the variable enhanced 

the survival of the ventures. 

Hypotheses concerning the incidence of IJVs versus IWOSs were tested using 

conventional binomial logit models. The dependent variable was a dummy 

capturing whether the venture was an IJV or an IWOS. 

RESULTS 

Testing the Hypotheses 

Previous studies have found that cultural distance negatively affects the 

survival of IJVs but that, nevertheless, the greater the distance, the more likely 

the incidence of IJVs (relative to IWOSs). We first determined whether these 

regularities also exised in our data. Models 1 and 2 in Table 2 display the 

results from the event history analyses. Model 1 uses Kogut and Singh's index 

of cultural distance based on Hofstede's initial four dimensions, and Model 2 

uses his five dimensions. The results show that cultural distance - measured at 
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TABLE 2 
Survival and Incidence: IJVs versus IWOSs 

Event History IJVs Logit IJV versus IWOSa 

Variables Model 1 Model 2 Model 3 Model 4 

Intercept -6.526*** -6.361 
(5.97) (5.83) 

Cultural distance 4b -0.133t 0.365*** 

(1.46) (4.35) 
Cultural distance 5 -0.224* 0.388*** 

(1.90) (3.70) 
Host country experience 0.087* 0.090* -0.080** -0.084** 

(2.02) (2.09) (2.67) (2.80) 
GNP per capita -0.018 -0.019 -0.040 -0.045t 

(0.51) (0.56) (1.54) (1.73) 
Medium risk -0.408 -0.396 0.086 0.093 

(1.05) (1.03) (0.29) (0.31) 
High risk -0.360 -0.333 1.059** 0.985* 

(0.80) (0.74) (2.68) (2.48) 
Log assets -0.160t -0.157t 0.394*** 0.391*** 

(1.80) (1.76) (5.12) (5.14) 
Return on equity -1.523 -1.481 - 1.616* - 1.594* 

(1.38) (1.35) (2.28) (2.25) 

Number of observations 228 828 
Percentage censored 51.32 

Log likelihood -370.4 -369.6 -438.0 -440.7 
Percentage correct 74.6 73.8 

a IJV=1 
b Kogut & Singh index 

T-statistics are in parentheses. 

tp<0.10; *p<0.05; **p<0.01; ***p<0.001 (one-tailed if hypothesized, two-tailed if not) 

an aggregate level - does indeed hurt IJV survival, in particular if all five 

dimensions are included in the cultural distance index.8 Models 3 and 4 are 

logit models. The results show that the incidence of IJVs increases with 

cultural distance. The effect is highly significant. In sum, the regularities found 
in previous studies [Agarwal and Ramaswami 1992; Barkema et al. 1996, 1997; 

Erramilli 1991; Erramilli and Rao 1993; Gatignon and Anderson 1988; 

Gomes-Casseres 1989, 1990; Kogut and Singh 1988; Li and Guisinger 1991] 

also apply to our data.9 

H1 and H2 imply that the chances of survival of IJVs decrease in uncertainty 

avoidance and long-term orientation rather than in the other three dimensions 
of cultural distance (individualism, power distance, masculinity). The event 

history analysis results are presented in Model 1 in Table 3. The effects of 

uncertainty avoidance and long-term orientation are negative and significant, 

while the effects of power distance and individualism are not. Differences in 

masculinity have a significant, negative impact on the survival of IJVs but the 
effect is smaller than the effects of uncertainty avoidance and long-term 
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TABLE 3 
Separate Cultural Dimensions 

Event History Logit 

IJVs IJV vs IWOSa 
Variables Model 1 Model 3 

Intercept -6.140*** 

(5.54) 
Power Distance difference 0.005 0.098* 

(0.07) (1.78) 
Uncertainty Avoidance difference -0.255* -0.129t 

(2.01) (1.40) 
Individualism difference 0.068 0.137* 

(0.91) (1.99) 
Masculinity difference -0.110* 0.074* 

(2.34) (2.31) 
Long-Term Orientation difference -0.31 0** -0.189* 

(2.61) (2.30) 
Host country experience 0.086t -0.086** 

(1.87) (2.77) 
GNP per capita -0.000 -0.024 

(0.00) (0.89) 
Medium risk -1.078t 0.079 

(1.82) (0.18) 
High risk -1.118 1.015t 

(1.53) (1.77) 
Log assets -0.143 0.390*** 

(1.59) (5.00) 
Return on equity -1.715 - 1.644* 

(1.52) (2.31) 

Number of observations 228 828 

Percentage censored 51.32 

Log likelihood -364.6 -432.9 
Percentage correct 75.0 

a IJV=1 

T-statistics are in parentheses. 

tp<0.10; *p<0.05; **p<001; ***p<0.001 (one-tailed if hypothesized, two-tailed if not) 

orientation.10 Additional testing of the dimensions against each other showed 

that the effect of long-term orientation is significantly larger than the effects of 

power distance (p<0.01), individualism (p<0.01) and masculinity (p<0.05). 

The effect of uncertainty avoidance is significantly larger than the effects of 

power distance (p<0.05) and of individualism (p<0.05), while the difference 

with the effect of masculinity approaches significance (p<0.12). Thus, the 

results generally support H1 and H2. 

H3 and H4 predict that differences in uncertainty avoidance and in long-term 

orientation, rather than differences along the other three dimensions, reduce a 

firm's inclination to establish IJVs in a foreign country. Model 2 presents logit 

model results. The effects of uncertainty avoidance and long-term orientation 

are negative and significant, which suggests that firms are reluctant to establish 
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IJVs when differences in uncertainty avoidance and long-term orientation are 

large. In contrast, differences along the other three dimensions lead to a 
preference of IJV over IWOS. Additional tests show, not surprisingly, that 
uncertainty avoidance and long-term orientation have a significantly more 
negative impact on IJV incidence than power distance (p<0.05, p<0.001), 
individualism (p<0.05, p<0.01), and masculinity (p<0.05, p<0.001). These 

results strongly corroborate H3 and H4. 

Finally, H5 predicts that the impact of cultural distance on IJV survival has 
not disappeared over time. Table 4 contains estimation results with the effect of 
cultural distance broken up in smaller time spans (using dummies).1" In the 
first two models, cultural distance is measured using Hofstede's dimensions in 

the Kogut and Singh index. In the third and fourth model, those dimensions 
are combined in the Euclidean index. Models 1 and 3 break up the 1966-1994 
period into two parts: 1966-1980 and 1981-1994. The results do not show a 

decrease in the effect of cultural distance over time (i.e., across the two 

TABLE 4 
Cultural Distance in Course of Time 

Kogut & Singh Index Euclidean Index 

Variables Model 1 Model 2 Model 3 Model 4 

Cultural distance 1966-1980 -0.212* -0.418** 
(1.77) (2.34) 

Cultural distance 1980-1994 -0.270* -0.463** 

(1.81) (2.44) 
Cultural distance 1966-1973 -0.230* - 0.461** 

(1.72) (2.41) 
Cultural distance 1973-1980 -0.193t -0.405* 

(1.54) (2.24) 
Cultural distance 1980-1987 -0.264* -0.475** 

(1.76) (2.46) 
Cultural distance 1987-1994 -0.303t -0.506** 

(1.52) (2.32) 
Host country experience 0.095* 0.095* 0.098* 0.098* 

(2.16) (2.11) (2.23) (2.13) 
GNP per capita -0.017 -0.017 -0.020 -0.020 

(0.50) (0.49) (0.59) (0.57) 
Medium risk -0.384 -0.376 -0.394 -0.387 

(1.00) (0.96) (1.03) (0.99) 
High risk -0.324 -0.322 -0.335 -0.329 

(0.72) (0.71) (0.74) (0.72) 
Log assets -0.138 -0.134 -0.137 -0.131 

(1.44) (1.38) (1.43) (1.34) 
Return on equity -1.292 -1.218 -1.237 -1.095 

(1.11) (1.02) (1.05) (0.91) 

Log likelihood -369.5 -369.3 -368.4 -367.9 

T-statistics are in parentheses. 

tp<0.10; *p<0 05; **p<0 01; ***p<0 001 (one-tailed if hypothesized, two-tailed if not) 
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periods). Models 2 and 4 contain more fine-grained analyses using four time 

periods. Again, there is no indication that the effect of cultural distance has 

decreased over time. Formal tests of whether one of the cultural distance 

variables differed from a cultural distance variable in any other period could 

not be confirmed at any reasonable level of significance. Finally, to avoid 

breaking up the observations into different time periods, we defined a con- 

tinuous variable "time" (1966=1, 1994=29) and an interaction between this 

variable and the cultural distance index. The interaction was highly insigni- 

ficant in all models, as was the interaction between cultural distance and the 

logarithm of time. The evidence is consistent with H5. 

Sensitivity Analysis 

Political Context. The choice of entry mode, as well as the survival chances of 

IJVs, might be influenced by factors in the political context of the host country 

other than those captured by our variables risk and GNP per capita (e.g., 

Stopford and Wells [1972]). Therefore we reestimated our models expanded 

with two additional variables which operationalized political context: a time- 

variant political rights indicator, based on publications in Freedom at Large 

and Freedom Review (see Read [1993]), and a time-variant measure of open- 

ness to international trade, using the relative size of a country's imports and 

exports (cf. Read [1993]). The first variable did not have an effect in any of the 

models. In the logit models, openness to international trade indicated a signi- 

ficant preference for IWOS over IJV (p<0.05). However, the effects of the 

cultural distance variables (capturing our hypotheses) in the event history 

analyses and in the logit models did not decrease when the political context 

variables were included in the models. 

Firm-Specific Effects. Since all our observations stem from twenty-five firms, 

the results might be affected by firm-specific effects. Therefore, we reestimated 

all our models with firm dummies. As might be expected, control variables at 

the firm level - host country experience, log assets and return on equity - were 

sometimes affected by the inclusion of the firm dummies. The inclusion of firm 

dummies did not decrease the support for our hypotheses. 

Host Country Experience. We defined the control variable host country 

experience as the number of previous entries of the firm in the host country. 

However, the time the firm has spent in the country might be of influence as 

well. Therefore, we defined an alternative measure of local experience: the 

number of years the firm had been present in the country (cf. Hennart [1991]). 

Models estimated with this variable obtained results highly similar to the ones 

reported above. Finally, models estimated with host country experience 

measured as the number of previous entries weighted with the ventures' 

longevity (which captures both the number of trials in the particular country 

and the learning period associated with these trials) obtained equally 

supportive results. 12 



WHAT CULTURAL DIFFERENCES ARE DETRIMENTAL? 859 

DISCUSSION AND CONCLUSIONS 

Differences in the cultural backgrounds of partners cause problems in IJVs 

[Barkema et al. 1996; Shenkar and Zeira 1992; Woodcock and Geringer 1991] 

but, as this study shows, some differences are more disruptive than others. 

Differences in uncertainty avoidance and long-term orientation (cf. Hofstede 

[1980, 1991]), in particular, cause problems. These differences have a negative 

impact on IJV survival and decrease the likelihood that firms enter a foreign 

country through an IJV rather than through an IWOS. Apparently, these 

differences, which translate into differences in how IJV partners perceive and 

adapt to opportunities and threats in their environment [Schneider 1991; 
Schneider and De Meyer 1991], are more difficult to resolve than differences 

along the other three dimensions. Perhaps cultural differences regarding power 

distance, individualism and masculinity are more easily resolved because they 
are mainly reflected in different attitudes towards the management of per- 
sonnel - something firms can make explicit agreements about before entering 

the partnership. 

A "stylized fact" in the literature (replicated in this study) is that IJV incidence 

correlates positively with an aggregate index of cultural distance [Agarwal and 

Ramaswami 1992; Erramilli 1991; Erramilli and Rao 1993; Gatignon and 

Anderson 1988; Gomes-Casseres 1989, 1990; Kogut and Singh 1988]. How- 

ever, our more fine-grained analysis at the level of the five individual dimen- 
sions shows that IJV incidence correlates negatively with differences in 

uncertainty avoidance and in long-term orientation. Apparently, managers are 
aware of the problems caused by differences along these dimensions (which, as 

our study shows, may lead to early dissolution of IJVs) when evaluating 

whether or not to expand alone or with a local partner; such differences reduce 
their propensity to enter through IJVs rather than through IWOSs. These 
more subtle patterns are confounded when influences of aggregate measures of 
cultural distance are analyzed. 

Our results support a key assumption of Hofstede's [1980, 1991] work: that 
values are stable over time. Various studies have recently cast doubt on the 

validity of this assumption (e.g., Ohmae [1985]; Levitt [1983]; O'Reilly [1991]). 

Indeed, practices such as clothing (Levi's jeans), food consumption (Coca 
Cola, McDonalds), news (CNN, Business Week), and entertainment (MTV), 
are unmistakably converging. However, our results do not show a decrease in 
the effect of cultural distance over the last three decades (1966-1994), which 
suggests that differences in values embedded in national cultures continue to 
lead to untimely dissolutions of IJVs and to influence the strategic choice of 
whether to enter a foreign country alone (i.e., an IWOS) or with a partner (an 

IJV). 

Our results also indicate that, at least in the context of IJVs, Hofstede's fifth 
dimension "long-term orientation" and its proxy "marginal propensity to 
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save" (cf. Read [1993]) are important additions to his original research. The 

effect of long-term orientation was stronger than that of any of the other 

dimensions of culture in all our models. The addition of long-term orientation 

to the other four cultural dimensions led to a significant drop (p<0.05) in the 

log likelihood of these models (results not shown here). Thus, we encourage 

the use of this dimension in future research. 

Our study has various limitations. The most prominent one is that we rely 

solely on Hofstede's [1980; 1991] dimensions to measure cultural differences. 

These dimensions have often been used (see Chandy and Williams [1994]; 

Hickson [1996]), but Hofstede's work has also been criticized (Roberts and 

Boyacigiller [1984]; Triandis [1982]). For instance, using countries as a unit of 

analysis to address cultural differences is an obvious simplification because 

cultural differences do not strictly follow country borders. Furthermore, a rich 

and complex concept such as cultural diversity cannot fully be captured by 

research using surveys [Lane 1989]. Such criticism also applies to our research. 

Future studies using other measures of cultural differences will add to the 

present study. 

NOTES 

1. Kogut and Singh [1988] also found that the mode of foreign entry is influenced by the level 

of uncertainty avoidance of the home country of the expanding firm. 

2. Power distance refers to the relationship between management and subordinates, indivi- 

dualism is the relationship of the individual to the group. These are purely issues of how 

people relate to one another within the organization, irrespective of the environment. These 

two dimensions therefore concern internal integration. Masculinity is reflected in the 

emphasis the organization places on employee achievement versus social relationships and 

welfare. This generally involves internal integration as well because it determines the relation- 

ship between the organization and the employee. 

3. The research [Hofstede and Bond 1988] yielded scores on this dimension for 23 countries. 

Countries in the Far East scored fairly high on long-term orientation, although scores still 

differed considerably, from 75 for South Korea to 112 for China. The Netherlands scored 

highest in the Western world with 44, and Great Britain scored lowest with 25. The African 

countries were among the lowest on long-term orientation. 

4. Executives of a subset of five firms were asked to rate the success of international joint 

ventures in our dataset (N=31) on a seven-point Likert scale. Like Geringer and Hebert 

[1991], we calculated the Spearman correlation between the longevity of these international 

joint ventures and their success as perceived by the managers. The correlation coefficient was 

0.55 (p<0.001), comparable to the coefficient found by Geringer and Hebert (0.46). 

5. Scores on all five dimensions were available for eighteen countries. Yeh and Lawrence 

[1995] report that, with Pakistan excluded from the set, the correlation between long-term 

orientation and individualism is -.70. We found an even higher correlation (for the same 18 

countries) when long-term orientation was replaced by marginal propensity to save: -.84. 

However, the correlation between marginal propensity to save and individualism is only -.16 

for our total set of seventy-three countries. Thus, our data do not support the view that long- 

term orientation and individualism are highly correlated. 

6. Thus, consistent with the notion of Euclidean distance, our Euclidean index computes the 

distance between two points in multidimensional space as the square root of the sum of the 

squares of the distances along the individual dimensions. 
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7. Because Goodnow and Hansz's allocation of countries over the three categories is based on 
the pre-1970 setting, we compared their classification with more recent data on country risk 
published by Euromoney since 1982. For all countries, we computed the average Euromoney 

score. For a few countries, the original classification by Goodnow and Hansz did not seem 
representative for the period we considerated (1966-1994), and was therefore adjusted. 

8. For reasons of comparison, we also estimated the event history models on IWOSs. No 
significant effects of cultural distance were found for these ventures. This suggests that the 
detrimental effect of cultural differences concerns intercultural cooperation (i.e., IJVs) rather 
than mere presence in a strange cultural environment (as is also the case in IWOSs). 

9. The results in Table 3 are based on the Kogut and Singh [1988] index of cultural distance. 
Models using the Euclidean index led to slightly more significant effects in the case of event 
history models, and slightly less significant effects (but still p<0.01) in the case of logit 
models. 

10. Again for reasons of comparison, we also calculated event history analysis results for 
IWOSs. No significant effects were found for uncertainty avoidance and only a weakly 
significant (p<0.I0) effect was found for long-term orientation. Thus, IWOSs appear to be 
less sensitive than IJVs to differences in uncertainty avoidance and long-term orientation 
between the home country of the expanding firm and the host country. 

11. For example, we defined two dummies: First, one dummy valued 1 if the venture was 
established between 1966 and 1980, otherwise it was 0. Second, one dummy valued 1 if the 
venture was established between 1980 and 1994, otherwise it was 0. Next we defined 
interactions between the cultural distance index and the dummy variables, and used those as 
explanatory variables in the event history model. For instance, cultural distance 1980-1994 
measured the partial correlation between the cultural distance index and the survival of 
ventures established after 1980. If national cultures have converged, we would not expect an 
explanatory variable based on Hofstede's dimensions to explain recent IJV survival. 

12. Furthermore, we split up host country experience into experience with IWOSs and 
experience with IJVs. Previous IWOSs increased a firm's propensity to set up IWOSs 
(-0.0125, p<0.0001), and previous IJVs increased a firm's propensity to set up new IJVs 
(0.0135, p<0.01). This suggests that experience with partner firms in a host country teaches 
the company how to cooperate with firms from that particular culture (compare Barkema et 
al. [1997]). The more fine-grained modelling of host country experience did not influence the 
support for our hypotheses. 
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