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Production Sharing Contracts: Factors Influencing
Petroleum Joint Ventures Performance

Khaled Kesseba

Sheffield Hallam University, UK
Abstract

Production sharing contracts (PSC) are a pervasive fact of economic life in developing countries. They involve
a government-contractor relationship with the aim of exploring, developing and producing oil within a Joint
Venture environment. This public-private partnership form of collaboration often entails conflict in managing
the Joint Venture because of the different strategic objectives between its partners. The rights of the host
government and the obligations of the foreign contractor are central in a PSC. This proposes numerous
complexities and dilemmas in managing the Joint Venture. Joint Ventures although being an increasingly
common direction of corporate strategy over the past two decades have accentuated the problem of measuring
the business performance. Joint Ventures performance determinants are problematic in the sense that both
parties find it difficult to distinguish between bad luck and poor performance. The major difficulty in managing
the performance of a Joint Venture lies in the confusion of how to identify and measure the performance. The
controversy often stems from the lack of clarity of what a determinant of performance is. The development of
key performance factors and indicators receives a considerable attention as being a powerful management tool.
This study will present a conceptual framework of the performance management determinants of non-equity
petroleum Joint Ventures under a PSC contractual agreement. The proposed conceptual framework will
contribute to the academic knowledge in managing non-equity petroleum Joint Ventures, as well as the
contribution to management practitioners in managing oil business within the oil production sharing contract
system.

Keywords: Joint Ventures, Non-equity Joint Ventures, Performance management determinants,
Petroleum Industry.

1. Introduction

Production sharing contracts (PSC), as one of the types of petroleum business contracts, is
widely used to establish a Joint Venture between one or more partners on one side, and the host
country government on the other side. The aim of the Joint Venture is exploring and developing oil
and energy. The host government rights are significantly higher compared to the investor or the
partner (Johnston, 1994; Pongsiri 2004). Governments prefer the non-equity contractual Joint
Ventures to maintain its control over the business operations for that important and strategic source
of income and to keep its sovereignty on its natural wealth (Al-Emadi, 2010).

The petroleum Joint Ventures are different from Joint Ventures between the same industry
partners where it's commonly referred to as “government participation” to reflect a government-
contractor relationship (Johnston, 1994). Various business studies in the literature refer to this type of
partnership as a contractual agreement and they would subtly refer to it as a non-equity alliance (Pan
and Tse, 2000). However, it could be argued that those types of contractual agreements are still Joint
Ventures but from the non-equity side of it. The term Joint Venture was developed to name a business
concept and not a legal one, that is to cater business purposes when a group of domestic companies
combined their skills, resources and operations to run a potentially profitable market (Al-Emadi,
2010). Al-Emadi (2010 p.646) argues that researchers are divided over the legality of the Joint Venture
definition and concluded that “Joint Venture” is an ambiguous term.

This paper develops a conceptual framework to address the identification of performance
management determinants in the petroleum non-equity Joint Venture under such an agreement
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(PSC). The appropriate management of performance is expected to demonstrate proper future
business strategic choices (Vaidya, 2009, Micheli and Manzoni, 2010). Joint Ventures have been
increasingly a common aspect of corporate strategy to different international industries, however,
the performance record of Joint Ventures have been problematic (Glaister, 2004). Accordingly, the
paper will discuss briefly the (1) Joint Ventures importance, then (2) shed the light on the differences
between equity and non-equity Joint Ventures, then (3) discuss the non-equity petroleum Joint
Ventures background in order to lead the discussion about (4) performance management in relation
to the non-equity Joint Ventures, and the proposed performance management conceptual framework.

2. Joint Ventures

Joint Ventures as an organizational form of business are growing in numbers attracting foreign
capital and investments (Matrjit et al., 1995); They have been, and still are, the optimal business mode
of foreign direct investment in developing countries. That is evident by the record of eighty percent
in some less developed countries and the rapid growth of Joint Ventures in the last three decades has
been well documented (Beamish and Banks, 1987; Purkayastha, 1993; Gulait et al, 1994; Beamish and
Delois 1997; Styles and Hearsh 2005).

The importance of choosing Joint Ventures rather than other entry modes of business is subject
to the diseconomies of acquisition. Diseconomies of acquisition refer to the mitigation of higher costs
of internal development or managing unrelated activities (Kogut, 1988). The idea of diseconomies of
acquisition is based on transaction cost theory which is founded on cost minimization and the
implications of the control rights over transaction costs when conducting business in imperfect
markets (Williamson, 1975, 1985; Beamish and Banks, 1987; Bai et al., 2004). Other aspects of Joint
Ventures importance are related to the increase of the global environment of an organization or a
company by expanding its business into new international markets. They reduce political risk
between countries by allaying and defusing xenophobic reactions. And are used as devices to
exchange or pool knowledge helping countries and businesses grow their experience and ability to
maximize their wealth and profit (Kogut, 1988, Hennart, 1995).

The partners’ strategic behavior in a Joint Venture is one of the important factors to the choice
of Joint Ventures as a business mode, whether the underlying form of Joint Ventures achieves the
firm’s competitive position which affects its profitability and the firm’s influence and control over its
asset value (Kogut, 1988, Hennart, 1995). The need for a local partner may arise due to several reasons.
Beamish (1994 p. 65) has categorised the need of a local partner into: (1) Items readily capitalised:
capital and raw materials, (2) Human resources needs: labour, (3) Market access needs: using the local
partner experience, (4) Government needs: regulations, (5) knowledge needs: local knowledge. The
organizational learning theory states that Joint Ventures are encouraged when (1) both firms desire
to acquire the other’s know-how and also (2) when one firm wishes to maintain its own knowledge
while pertaining and benefiting from the other partners’ current knowledge or resources (Kogut,
1988, Glaister, 2004).

The concept of cultivating a business within Joint Ventures arrangement has been refuted by the
internalization theory of the multinational enterprises. Beamish and Banks (1987) argues that Joint
Ventures are considered an inferior choice to wholly owned subsidiaries which offer a better business
option than Joint Ventures as the firm would establish its own branch of operations, and accordingly
have a stronger economic incentive allowing higher returns available on its ownership-specific
advantages (Beamish and Banks, 1987). Arguably, the focus of this paper is on non-equity Joint
Ventures in the petroleum sector in developing countries. This business is not accessible for investors
through the option of wholly owned subsidiaries due to the political, economic, and legal systems of
the host countries using petroleum production sharing contracts. Al-Emadi (2010, p. 646) argues that
the historical struggle of the host states in their search for a new type of Joint Venture partnership
with foreign companies is related to the factors of the advancement of technology and knowledge,
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the state of the economy, and the maturity of the political and legal system of those host states. In
addition to the increased bargaining power of oil-producing states through the establishment of
Organization of Petroleum Exporting Countries (OPEC) and the United Nations (UN) resolutions on
permanent sovereignty over natural resources (Al-Emadi, 2010).

Hereby Joint Ventures are an important source of FDI and are the predominant of business by
the force of the legal framework of developing countries. Also, investors or companies will be
involved in a partnership agreement for large-scale or high-risk ventures in order to diversify and
generate profit by accessing or obtaining scarce resources as one of the internal and strategic motives
of a Joint Venture entry mode choice (Harriagin, 1985; Vaidya, 2009). Notably that the Joint Ventures
between industry partners differs from the government-contractor relationship (Johnston, 1994). In
the petroleum business, the state-owned holding company is one of the partners, and the other
partner is the investor, the government intervention is commonly referred to as “government
participation” (Kogut, 1988; Johnston, 1994, Vaidya, 2009, Al-Emadji, 2010).

3. Equity and Non-Equity Joint Ventures

Generally, equity Joint Ventures arise whenever partners bring together given assets and are
expected to embrace capital commitments to the Joint Venture, consequently partners are paid at the
end of a given period according to their contribution from the profits earned by the entity. The foreign
direct investment (FDI) in equity Joint Ventures is directed to minimize transactional costs by
pursuing raw materials or components, pooling knowledge, distribution of costs, or loan capital for
major projects. (Kogut, 1988; Hennart, 1995). However, in a non-equity based Joint Venture partners
are not required to be involved in future decision making beyond the life of the project or the contract.
They involve contractual agreements where the key dimension of the Joint Venture is the exchange
of performance within a stipulated contract. Non-equity Joint Ventures usually cover a wide array of
contractual agreements. Those agreements form a strategic alliance where contracts provide
incentives within underlying contingencies and complexities. Both parties share the residual value of
the venture without identifying the performance requirements (Kogut, 1988; Zahra and Elhagrasey
1994; Hennart, 1995).

When forming a Joint Venture, negotiators tend to work out an agreement between the
prospective partners with the aim to control future contingencies to the extent where they can be
visualized (Parkhe, 1993; Contractor and Reuer, 2014). And regardless of their governance structure,
the legally drawn up agreement for organizing the joint relationship between partners, would not
clearly provide a clear differentiation whether it is an equity or non-equity based Joint Ventures
(Vaidya 2009; Contractor and Reuer, 2014). The field has been overly restricted to the generic
categorization of international strategic alliances and collaborations such as relational or contractual,
equity or non-equity, without probing the specifics of the agreement structure of international
alliances or Joint Ventures. Leaving the field without a profoundly detailed dissection of the
anomalies or commonalities between its distinct types. (Schilling, 2009).

Additionally, from the reviewed literature, scant attention has been given to the ex-ante details
of agreements to identify the difference between the Joint Ventures types, compared to the post
formation and governance of a Joint Venture and how it is managed between its partners. Some
studies have addressed the agreement details of the contingency planning, specific controls,
monitoring, cooperation and coordination mechanisms (Argyres et al.,, 2007, Faems et al., 2008;
Lumineau and Malhotra, 2011). Other studies covered contractual provisions regarding the divisions
of decision making between each partner within a Joint Venture, the procedures of making these
decisions, and the ways of resolving disagreements or conflicts (Reuer and Arifio, 2007; Robinson
and Stuart, 2007; Ryall and Sampson, 2009; Adegbesan and Higgins, 2010; Lumineau and Malhotra,
2011; Arino et al., 2014).
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In sum, most studies haven’t exposed a clear distinction between equity and non-equity based
Joint Ventures. Accordingly, the following three sections discuss the difference by highlighting
numerous factors affecting the potential choice between equity and non-equity Joint Ventures. Those
factors are discussed from the governance structure perspective, whether that entails partners’
opportunistic behaviour, partners’ relationships, knowledge transfer, or the distance between the
partners’ location.

3.1 The potential opportunistic behaviour between partners.

Originally, the formation of a Joint Venture as a strategic alliance is grounded on the transaction
cost theory. Within that theory, the threat of opportunism is affected by the characteristics of the
transaction, the partner, and the relationship (Contractor and Reuer, 2014). However, there is a
distinction between the consequences and the likelihood of opportunism. Contractor and Ra (2002),
Woolthuis et al. (2005), and Shah and Swaminathan (2008) argue that the problem of the
consequences of opportunism lies within its impact on the firm’s business goals within the Joint
Venture. If the consequences are of high impact, then it could be considered a severe one. However,
if the partner is not capable to behave opportunistically or is a trustworthy partner, then opportunism
is of less consequence. However, both confidence and trust will negate or minimize the perceived
risk of opportunism (Lui and Ngo 2004). Arguably, confidence and trust are not enough if there is no
stipulation of an adequate control in place. Therefore, firms have to deal risks that arise from both
potentially opportunistic partners and /or uncertain institutional and legal environments
(Williamson, 1985; Geringer and Hebert, 1991; Parkhe,1993; Parkhe, 1998).

In a non-equity or contractual Joint Venture environment, contractual safeguards are a crucial
component in strategic alliances business. Opportunism can be curbed through the reduction of
monitoring cost by increasing partners' relationship transparency, and by strictly clarifying in
contracts the business objects and purview, or by using a pay-off structure with stipulated penalties
for opportunistic behaviours (Parkhe, 1993; Reuer and Arifio, 2002). However, non-equity Joint
Ventures have weaker control mechanisms than equity Joint Ventures (Poppo and Zenger, 2002).
Firms under equity Joint Venture usually obtain more alignment of incentives through equity
ownership leading to more administrative monitor and control rights rather than non-equity Joint
Ventures (Pisano, 1989; Oxley1997; Reuer and Arifio, 2007).

Another aspect from the control angle, which mitigates opportunism, is the equity Joint Venture
board of directors. It has long been considered as an important management tool in the core theories
and applied research based on equity ownership rights (Balakrishnan and Koza, 1993; Bamford et al.,
2004; Bamford and Ernst, 2005; Hewitt, 2005). Arguably, in non-equity Joint Ventures, contracts
stipulate steering committees derived from legal establishments which are attributed similarly as the
equity Joint Venture board of directors. However, these steering committees have been also criticized
as some in the non-equity Joint Ventures can be more hierarchical than others, and as such, there is
no fixed form for these committees (Williamson, 1991; Hoetker and Mellewigt, 2009; Reuer and
Devarakonda, 2014; Contractor and Reuer, 2014)

3.2 Knowledge transfer, the distance between partners, and partners’ relationship and involvement.

From the previous discussion, transaction cost theory and its profound angle of opportunism
were the notion of Joint Venture governance structure, probing some insights of the legal or
contractual form of the equity and non-equity alliances. However, the formation of the governance
structure can also be affected by the partners’ relationship and involvement drivers and not only the
partners’ opportunistic behaviour and the need to control it. A recurring criticism of the transaction
cost approach that it fails to acknowledge the role of non-transactional or the relational capital
attributes in which they significantly influence the choice of Joint Ventures governance mode
whether equity or non-equity (Globerman and Neilsin 2007).
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Relational capital encompasses trust, respect, and friendship between partners in a business
collaboration. Few studies tried to establish a link between the operations of a relational capital
alliance to the perceived risks of opportunism, especially with the environmental attributes of the
host country, given the legal and regulatory regimes of the alliance location (Thuy and Quang, 2005;
Globerman and Neilsin 2007). In partnerships, contractual complexities based on opportunism risk
has been suggested to be detrimental as the safeguarding clauses might negatively hurt the partners’
relationship, where trust between partners has been a positive indicator for better governance and
alliance performance than contract provisions (Dyer and Singh, 1998; Malhotra and Murnighan, 2002;
Woolthuis et al., 2005). However, it was proven through studies that the strength of such
relationships is not inconsistent with contract complexity and that some contractual provisions that
enhance alliance performance through communication, and joint work could be categorised
positively (Mayer and Argyres, 2004; Weber and Mayer, 2011; Arifio et al., 2014).

Partners experience with alliances and their familiarity of the counter-partner enables deep
understanding of relevant challenges and contingencies needed to be considered in a Joint Venture,
which may allow them to add more contractual details to the governance structure leading to better
alliance performance (Kale et al., 2002). It was also found that in more complex and hierarchical
alliances, the need for partner's involvement and interaction is highly required, where the process of
interaction and intensity of inter-partner involvement is necessary to coordinate operations and to
improve efficiency. Accordingly, knowledge can be transferred with the strategic aim to maximize
joint synergistic value. (Gulati and Singh 1998, Kale et al., 2000; Contractor et al., 2011). In a relational
based strategic alliance with partner's positive involvement and interaction, knowledge and
technology transfer are proved to be more efficient (Lee and Cavusgil, 2006; Contractor et al., 2011).

However, in the context of international collaborations, other factors need to be considered.
Countries have different legal and institutional foundations; these foundations are classified by
foreign investors whether they are strongly or weakly matching their own property rights when
taking the decision of investing in those countries. In addition, the decision-making process will take
into consideration that monitoring international alliance is more difficult and costly bearing the
appropriation hazards within the potential institutional environment. Also, the geographical and
cultural distance and difference, thus affecting the quality of information and knowledge transfer
flows regardless of the partner's involvement level (Davidson and McFetridge, 1985, Oxley, 1999;
Ghemawat 2001; Hagedoorn et al., 2005; Phene et al., 2006).

Accordingly, and based on the country-specific approach, firms tend to use non-equity Joint
Ventures with deeper inter-partner involvement in technology based relationships fostering
beneficial control and learning atmosphere, rather than equity Joint Ventures, to negate the
geographical distance cost. However, under weak property rights protection in the country where
the Joint Venture business is based, equity Joint Venture collaboration is preferred given that
appropriation hazards are of higher concern regardless of the level of the partners' relationship or
involvement (Gulati, 1998; Van Kranenburg et al, 2014).

3.3 The Choice between Equity Vs Non-equity based Joint Venture

Generally, the academic and business wisdom calls for equity based Joint Ventures rather than
non-equity Joint Ventures, the reason behind the choice, is to monitor and control potential
opportunistic behavior of partners through ownership rights, and to mitigate the property rights
hazards, under the conditions of high investment, market risk, and technological uncertainty
(Contractor and Reuer 2014). Studies about the deal-specific alliances which involve intrinsic
developed technology and assets specificity showed that partner's relational based involvement and
commitment is highly required. Occasionally, firms tend to use equity Joint Ventures to ensure that
partners are committed and to monitor their interests under the condition of weak property rights
environment (Contractor and Ra, 2002; Helm and Kloyer, 2004; Parmigiani and Rivera-Santos, 2011).

Pacific Rim Management Conference



Page 6 of 14

Conference Paper

However, with strong property rights environment, non-equity Joint Ventures might be used, as this
choice will reduce the geographical monitoring cost. Firms have recently codified or distilled
manuals and procedures in which knowledge can be more readily transferred, rather than being
resident in the minds of engineers and analysts (Gulati, 1998; Contractor and Lorange, 2002; Van
Kranenburg et al, 2014; Contractor and Reuer, 2014).

There are other environmental or institutional variables closely relate to the country or industry
context when studying how Joint Ventures operate. Contractor and Reuer (2014) hypothesised that,
based on the changes of the global business environment, the choice of a non-equity Joint Ventures
could be favoured over the equity Joint Ventures alternative. Expropriation hazards have
significantly and recently diminished over the past 20 years especially as agreements in the
international strategic alliance context includes arbitration clauses, that serves as a protection of the
foreign partner assets and investment value.

As such, no escape of the institutional fact that Joint Ventures in the petroleum industry in
developing countries are formed as a non-equity Joint Venture where country legal and institutional
differences powerfully influence the strategic choice of the type of Joint Ventures (Tong et al., 2008,
Al-Emadi, 2010). However, despite globalization, firms still tend to form equity Joint Ventures when
the property rights or knowledge protection are weaker in the nation or location of the alliance. The
lower legal protection and higher expropriation risk, the probabilities of an equity Joint Venture
increase over non-equity Joint Venture (Oxley,1999; Delios and Henisz, 2000; Hagedoorn et.al,2005).

4. Non-equity Joint Ventures and the petroleum industry

The petroleum or the oil and energy sector is strategically important, in the sense of maximizing
the economic wealth and welfare of the country through FD], oil production, and the optimization of
the natural and hydrocarbons reserves (Pongsiri, 2004). All Joint Ventures in the petroleum industry
under PSC are formed as a non-equity Joint Venture partnership and within that form, the investor
or the partner in the Joint Venture is mainly seeking profit maximization part of the business
(Johnston 1994; Pongsiri 2004). The government or state owned company assigns its representatives
in the Joint Venture, the investor also assigns counter representatives via a branch office allowed by
the host country. That appointment of representatives of both partners equally constitutes the Joint
Venture’s board of directors or steering committee covering technical operations, financial, and
general management areas (Zoubir, 2000; Pongsiri, 2004).

Oil and gas development projects are characterized by large capital investments. Exploration
and production operations encompass various activities. The range of activities would be from
undertaking geological surveys, identifying hydrocarbon resources, to economically and
commercially exploiting them. Companies in this sector are of a high-risk nature in the physical,
commercial, and political sense as it is difficult to determine in advance the existence, extent and
quality of hydrocarbon resources, as well as production costs and the oil future price in the world
market which will be also affected by host country economy considerations (Bindemann, 1999).
Owing to difficulties in gaining access to risk capital and lack of expertise needed for resources
exploration and development, most developing countries grant development rights to foreign firms
which have adequate capital, technology and expertise, including abilities and competencies to
manage investment risks towards their diversified portfolios (Pongsiri, 2004).

Basically, there are many petroleum fiscal systems that regulate and organize the petroleum and
energy business. There are two main families or systems; (1) PSCs and (2) the concessionary systems
(Nichols, 2010). Typical development rights can be addressed into a PSC contractual arrangement.
The classical form of such agreements is the concessionary system mostly used in the United States
and the United Kingdom. The differences between both systems arise from different attitudes
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towards levels of control granted to companies, compensation and reward-sharing schemes, that
includes the level of involvement by governments (Johnston, 1994; Bindemann, 1999).

Specifically, PSCs are widely chosen in developing and transitional economies, mineral
resources are owned by the state, similar to the concessionary system. The difference here is that the
foreign company as a contractor or investor is invited in to provide technical and financial services
for exploration and development operations. The foreign contractor or company usually bear the
entire exploration cost risk, and receives a specified share of production as a reward of profit and/or
cost recoup for its initial investment and operating expenses which are referred to as “Profit Oil” and
“Cost Oil” respectively (Nichols, 2010).

In strong and active Joint Ventures, both parties benefit from cooperation. The aim of the
partnership as a relational contract is to ensure that they both bring different strengths to that joint
business relationship. That is achieved through utilizing known sources of hydrocarbons in the most
economical and effective way (Luo, 2002). However, in PSCs, the rights of the government are
superior to the rights of the investor/contractor. It is not surprising that the different objectives of the
two partners are most likely to clash (Bindemann, 1999). That often leads to negative outcomes such
as loss of interdependent decision-making and information asymmetry. In addition to cultural and
institutional differences, further disagreements resulting from any change in the existing legislation
consequently affects Joint Venture cooperation and performance (Mikesell, 1975; Provan 1984; Jacobs,
1992).

PSC in the oil and gas sector, as a pervasive fact of economic life in the petroleum industry Joint
Ventures, entails rise of conflict of interest between public and private partners, that conflict might
also involve subjective interests. This problem may result in one or both parties undertaking actions
that are against the interests of the other contracting partner hindering performance and in turn,
would impact both parties (Pongsiri, 2004). Joint Ventures break up when partners have different
goals, incompatible with one another, or when one or both are reneging on their promises, and where
each partner's managers are unable to work together (Vaidya, 2009).

The appropriate management of business performance is expected to demonstrate the proper
future business strategic choices (Vaidya, 2009, Micheli and Manzoni, 2010). Additionally, there are
no prescribed models to measure the Joint Venture performance from all aspects, in order to provide
and submit enough data to help in decision-making proceeds. That is stemmed from the lack of clarity
of what drives performance. The development of key performance indicators receives considerable
attention given the potential to be a powerful management tool (Ozorhan et al., 2011; Tyagi and
Gupta, 2013).

5. Non-equity Joint Ventures performance management

The management of Joint Venture’s performance has been an important research topic for a few
decades for different global industries. There is no consensus on an appropriate definition and
measurement of Joint Ventures performance, determinants and drivers. The validity of the
underlying measures is still questionable, and no attempt has been made to estimate their empirical
integrity (Geringer and Hebert, 1991; Arino, 2003; Choi and Beamish 2004; Ren et al., 2009; Ozorhon
etal., 2010; Ozorhan et al., 2011). And if researchers could agree on how to conceptualize and measure
Joint Venture performance, they are still far from unanimous and a strict consensus about what drives
performance (Ren et al., 2009). In addition, there is a major difficulty in evaluating Joint Venture
success caused by the confusion of the definition of performance and how to measure it, this
controversy stemmed from the lack of clarity about the indicator of performance and what a
determinant of performance is? (Ozorhan et al., 2011)
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In the conceptualization issue, numerous studies focused on the Joint Venture as an independent
entity using the financial output as the ultimate performance indicator (Choi and Beamish, 2004;
Dhanaraj et.al, 2004; Lu and Xu, 2006; Luo, 2008; Robins et.al, 2002; Zhang et.al, 2007). Other studies
used parents’ perspectives only to identify the performance management determinants in a Joint
Venture by considering the extent of their satisfaction (Buckley and Glaister, 2002; Ren et al., 2009).
Furthermore, various studies have focused on the factors affecting Joint Venture performance, such
as survival of the Joint Venture (Dhanaraj and Beamish, 2004; Gaur and Lu, 2007; Kumar, 2005; Lu
and Xu, 2006; Makino et.al, 2007;) and the goal achievement factor, using managerial evaluation of
the Joint Venture parent’s goal achievement (Brouthers and Bamossy, 2006; Child and Yan, 2003;
Krishnan et.al, 2006; Luo, 2008; Robson et.al, 2008; Zollo et.al, 2002).

Another recent study addressed the conceptualization issue of Joint Venture performance by
grouping them into three perspectives. The perspectives include: (1) Investment-specific factors,
covering: ownership distribution, establishment mode, target country uncertainty; (2) Inter-partner
relationship specific factors: as management style, control mechanism, commitment and trust, Age
of Joint Venture’s relationship; and (3) Parent-firm specific factors: Motives of the Joint Venture, FDI
and Joint Venture experience, competitive strategy, and parent size (larimo and Nguyen, 2015).
However, all the mentioned studies were undertaken on equity-based Joint Ventures.

5.1 The development of the conceptual framework

In summary, studies have not reached a consensus or a comprehensive grand theory for Joint
Ventures performance management determinants. The reason is stemmed from the angle that
different studies were fragmented on distinct factors of performance and carrying out the research
approach from different methodological stand points either qualitative or quantitative. In addition
to studying the determinants from different viewpoints: ones from the foreign partner's perspective
and others from the local partners'. Given the nature of a Joint Venture as a social activity with an
economic outcome, it would have different legal, structural and political frameworks within a specific
contextual region. Therefore, the structure of the arrangement must be different, and it is
recommended to carry on studying those different contexts separately (Hersch and Styles, 2001;
Katsioloudes and Isichenko, 2007; Lowen and Pope, 2008; Vaidya, 2009; Bener and Glaister, 2010;
Larimo and Nguyen, 2015).

Nippa et al. (2007) describes Joint Ventures as a separate legal organizational entity held by
partner firms from different countries, where in that form of partnerships parent firms might have
different strategic objectives, and for that reason collaboration may be used as being a tool for selfish
ambitions (Stein and Ginevicius, 2010). This paper offers a conceptual framework of non-equity Joint
Ventures in the petroleum industry. Ying (1996) suggests that research on Joint Ventures should
adopt a multi-perspective approach to consider the dynamic process of Joint Venture management
and the influence of not just economic, legal and political factors, but also social and cultural factors.
The following conceptual framework is taking into consideration the non-equity Joint Venture
management perspective, the inter-partner perspective, the parent to its representative perspective,
and the host country perspective along with the industry related conditions.
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6. Discussions and Conclusions

This paper has developed a conceptual framework for non-equity Joint Venture’s performance
management determinants of the petroleum industry in developing countries. The petroleum
industry business in these countries is governed by PSCs. That form of a partnership involves a
government-contractor (or foreign investor) relationship within the activity of exploring, developing,
and producing oil. There are many disagreements between the Joint Venture partners in operating
the business, because of the prevalent rights of the host country partner, as well as the different
objectives for each partner. To develop this framework, it was important to shed light on the
importance of Joint Ventures. The discussion of Joint Venture’s governance structures was the door
to identify the commonalities and anomalies between the equity and non-equity based Joint
Ventures, the reason behind was to enable the reader understanding the context of the paper relative
to non-equity based Joint Ventures.

Identifying how to better manage the performance of that Joint Venture entails conceptualizing
the internal and external factors affecting the Joint Venture performance. Most studies have

addressed performance management determinants of equity based Joint Venture. And the various
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conceptualizations in these studies were either focused on parents’ overall satisfaction or on the
financial output of the Joint Venture. Furthermore, studies have grouped the determinants into
Investment-specific factors, Inter-partner relationship specific factors, and parent-firm specific factors
to address the conceptualization issue. However, there is a lack of clarity about the indicator of
performance and what drives it.

This paper focused on developing the conceptual framework of non-equity petroleum Joint
Ventures from the conceptualization angle of the factors affecting the Joint Venture performance. The
developed framework was developed to consider not only the economic, legal, and political factors
but also social and cultural factors. It covered three perspectives: (1) the managerial perspective as
how both partners’ representatives manage the Joint Venture as one entity; (2) the operational
perspective considering the inter-partner relationship from one side and the parents-representatives
relationship from the other side; and (3) the organizational perspective focusing on host country
conditions, environment and the industry conditions. A further study will be performed based on
this conceptual framework to identify how to operationalize the framework by using an inductive
analytical approach.
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