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Summary

Trust plays a significant role for business success of international companies in China.
Without trustful relationship the international companies can’t recruit and retain
qualified local managers, who play an essential role for successful implementation of
strategical and operational business practices.

Trust building is a complicated issue. It could cover many factors. This Study
concentrates on figuring out how the difference of national culture, the centralization
degree of headquarter and the hierarchy level of staff localization influence trust
building in international companies in China. This study has chosen these three
influencing factors of trust mainly because their international context, the high
relevance and the personal experience of the researcher.

This research contains both theoretical and empirical studies.

In the theoretical study it has been argued that communication, cooperation and
commitment are the indicators of trust. As trust is a soft factor which is very difficult
to measure, we can indirectly measure the relation between trust and its influencing
factors (difference of national culture, the centralization degree of headquarter and the
hierarchy level of staff localization) through measuring the relation between the
indicators of trust (communication, cooperation and commitment) and the influencing
factors.

The empirical study is undertaken through an online survey. A questionnaire will be
designed in both English and Chinese language. The probands are local staff of
middle management level in subsidiaries of international companies, who play a
significant role for the success of the strategical and operational implementation in the
company. With the help of the computer assisted data analysis software SPSS it can
be proved that:

e There is a negative relation between trust and difference of national cultures. The
bigger the difference of national culture is, the more difficult it is for international
companies to build up trust in the local companies in China.

e There is a negative relation between trust and centralization degree of
headquarter. The higher the centralization degree of headquarter, the lower the
trust in local company in China is.

e There is a positive relation between trust and hierarchy level of staff localization.
The higher the hierarchy level of staff localization, the higher the trust in
international companies in China is.

By means of the results of the empirical research the methods and measures of
building trust of local staff in international companies in China have been inferred in
this study.






Contents

Contents
L 0318 V06 L 1o 5 o) 3 FO SRR 1
1.1 Trust as a theoretical Problem ..........cceeviiiiiiiiiiiiiirieeeeee e 1
1.2 Trust as a practical Problem ..........ccccvueieiiieiiiieeiieeeee e 2
1.3 Importance of trust building of local staff in international companies in China3
1.4 MethOdOIOZY ...cooiniiiiieiieiee et e e e 4
0 b ] SRR 6
2.1 Definition and SCOPE ......c.ueeriuiiiiiiiieiiiteeite ettt ettt e et esiree s 7
2.2 CALBEOTICS ..veeureeeirieereteeeriteeeitteeentaeeesteessaeesssreessseeessseeessseeessseeessseeensseesnssesesees 10
2.2.1  CalculatiVe TrUSE.....ceoueiiiierieeieeete ettt 10
2.2.2 Knowledge-based truSt ........ceeviieeriiieeiiieeiie ettt 12
2.2.3 Deterrence-based trust: The role of safeguards ............ccoecveerviiinneennnenn. 13
2.3 Two-component conceptualization Of trust........cccceecveereiieercieeerieeeiee e 15
3 Indicators Of trUST........cooiiiiiiiieiiiie e 17
3.1 Communication (Info/knowledge transfer) .........ccocceevviiiniiiiiniiieinieenieeneeee 18
3.1.1 Definition of COMMUNICAION. .......eiiuiiriiiiiiniiiiienieeite e 18
3.1.2 The relationship between communication and trust...........cceeceeeevveennnen. 19
3.1.3 Trust and communication: experimental evidence...........c.cccecveeeruveennnenn. 22
3.1.4 Trust and information CharacterisStiCs ..........covvueeeruieenieeenieeerieeeiee e 24
3.1.5 Trust and learning in international COMPANIES .........cccveerveeerveeereveenrnnenns 26
3.1.5.1 Knowledge Transfer and Organizational-level Trust ...................... 28
3.1.5.2 Knowledge Assimilation and Individual-level Trust............c.......... 29
3.2 COMMILMENT . ...ciiutiiiieriieieeetteeit ettt ettt et e sttt et e bt e e e s b e saeeesreesaneennee 32
3.2.1 Three-component conceptualization of organizational commitment....... 32
3.2.2 Two bases of organizational commitment..............ccevcueeerveerneeerneeennnnenn. 33
3.2.3 Commitment and trUSE .....c...eerueerieriieenieeieeree ettt 34
3.2.4 Commitment-Trust TREOTY ........coovuiiiiiiiiiiiiiiiieeieeeeeee e 37
3.2.5 Employees’ organizational cCOMmMIitment...........cccovveerueeerveeerveeenveesnnenns 39
3.2.5.1 Western studies on employees’ organizational commitment........... 39
3.2.5.2  Organizational commitment and Hofstede’s value structure........... 41
3.2.5.3  Chinese culture and organizational commitment...........cc.cccceevuvenne 43
3.2.5.4  Cultivate employees’ commitment in China............cccccveeerveeerineennn. 44
3.3 COOPETALION ...enevieeiiieeiiieeeitee et ee et e ettt e et e e et e e s abeeesabeeesabeeesabeessabeessbeesnseeens 51
3.3.1 Cooperation as a theoretical problem ............cccceeeieerciieeriieeniieeieeeene 51
3.3.2 Transaction COStS ECONOIIIICS ....cc.eerrueerurerueenreenreenreereenreereesireeneesseesanes 52
3.3.3  COOPEration @S AN ASSCL.....c.ueeerurrerrirreriureenieeenreeeaseeesseeessseesssseeessseesnsneens 55
3.3.4  TTUSE @S AN @SS .c.uveiuririieriieeiteeite et e sttt et etee st et e ree s e e e eanee 55
3.3.5 Trust and COOPETALION ......ccuueeeiuieeeiiieeiieeeiieeeieeesteeesreeesereeensreeenaaeesnnneens 56
3.3.5.1 Trust and R&D cooperation between headquarter and subsidiary ..59
3.3.5.2  Trust, cooperation and globalization..............cccceeereveeerieeenieeenireenns 62
3.3.5.3  Trust, cooperation and timMe ...........c.eeeerueeeriieeeniieeenieeeneeeeeeeeieeeeane 64
3.3.5.4  Trust, cooperation and reputation ............cccveervuveerveeesiveeerveeerveeenns 65

-1-



Contents

3.3.5.5  Trust, cooperation and €CONOIMICS .........eeerveeerieeerieeenreerieeesrieeenane 66
3.3.5.6  Trust and moral CONtIaCES........cc.eeevurreeiireeriiieenieeesieeeneeeerreeeiaeeenns 67
3.4 CONCIUSION.....eiiiiiiiiiieitie ettt ettt ettt e st e e st e e abeeesabeesbbeesabeeeas 68
4 Influencing factors of trust in international companies....................... 69
4.1 Difference of national CUltUTIe...........cceerriiieriiiiiiiieeie e 71
4.1.1 Definition, levels and dimensions of national culture. ............ccccccoevvevee... 71
4.1.2 National culture and Value ...........ccccveeviiiiniiieeniieeiee e 76
4121 ValUC ettt s 77
4.1.2.2  Shared valUe........ccceoiieeiiieeiieeeieeeeee et e 81
4.1.3 Difference of national culture and communication/ information and
Knowledge transSter ..........eeecuiieeiiieeieecee e e 82
4.1.4 Difference of national culture and commitment............cceeeveevrieeriueeennne. 83
4.1.4.1  Culture, organizational identification and integration ..................... 83
4.1.4.2  Organizational identification and employees’ commitment............ 84
4.1.5 Difference of national culture and cooperation ............ccceeeveeeruveerruveennnen. 85
4.1.5.1  Social networks in different national cultures ...........cccceervveennneen. 85
4.1.5.2  Chinese social NEtWOTK .......cccceevvuiieriiiieiiieeriie e 88
4.1.5.3  Cross-cultural cooperation and trust .........cccceeeevveeeneeenneeenniveenineen. 90
4.2 Centralization degree of headquarter ............ccceevvieeiieeeiieeeie e 91
4.2.1 Centralization & decentraliZation.............cccueeevueeerieernieennieeeiee e 91
4.2.2 Decentralization and communication / knowledge transfer ..................... 93
4.22.1  Knowledge transfer COSES .......uiiriiiiniiiiniiiiniieiieeeiee e 94
4.2.2.2  CONLIOL COSES 1uuvviriaiiiiieeiiiitee e ettt e eeee et e e et e e e e ire e e s eabaeeeenanee 95
4.2.2.3  Specialized and non-specialized knowledge.........ccccceevveeriiennnneen. 95
4.2.3 Decentralization and COMMITMENL.........c..ccevvreerireerireeerieeerieeerereeeereeenenes 97
4.2.3.1 Participative decision making and job satisfaction...........c....cc........ 97
4.2.3.2  Decentralization and effectiveness ..........ccceeeeerveeerveecnveessveennnne. 100
4.2.4 Decentralization and cooperation between headquarter and subsidiary. 104
4.3 Hierarchy level of staff localization ............ccccveeviieeiiiieeniiecciee e 105
4.3.1 Staff 10CaliZation........cooiuiiiiiiiiiiiieie e 105
4311 TIENA .o e 105
4.3.1.2  REASOM.couiiiiiiiieeitieete ettt ettt et et 106
4.3.2 Staff localization and cOMMUNICALION .........ceeervieerrieerieeerieeereeeiieeenne 108
4.3.3 Staff localization and cOMMItMENL...........cccueeevieeeriierniiieinieenireeeiieeae 109
4.3.4 Staff localization and COOPETAtION ..........ceevvieeriuieeriieerieeerieeereeevee s 110
S Empirical research .............cooooiiiiiiiiiiii 111
5.1 Research method and questionnaire design .........ccccceeevueeenieennieennieeniieenae 111
5.2 QUESHIONIAITE .....coeeevrrrrieeeeeeeiieirreeeeeeeeeeeiearreeeeeeeeeeesisarrreeeseeeeesssasrrreeeseesenns 113
6 RESUIL ...ooiiiiieee e 117
6.1 Relationship between single influencing factor and trust ............ccecceeevuneennne 117
6.1.1 Correlations between all single variables ...........ccccceeveiveeriieenieecnieeennee, 117
6.1.2 Correlations between summarized variables ..........ccocceevviieiiieennieennnee. 157
6.2 The interaction between the influencing factors .........cccccveeveveeeriieenieeeiieenns 163
6.2.1 The interaction between hierarchy level of staff localization and
difference of national Culture............ccceeeiiieriiieniie e 164
6.2.2 The interaction between centralization degree of headquarter and
difference of national Culture............ccceeeiiieriiieniie e, 165

-1I -



Contents

6.2.3 The interaction between centralization degree of headquarter and

hierarchy level of staff localization ............cccoeecvveeviieiniieiniieceeeees 167

6.2.4 The interaction between all three influencing factors .........ccccccecueeneee. 169

6.3 CONCIUSION. ...eiutiiiiieiie ettt et ettt e ebe e as 171
6.4 DISCUSSION «..eniiiiiieiieeieenie ettt ettt ettt ettt e e s sneesaeeeneenane s 172

7 Management IMPlICAtION .........cociuiiiiiiiiiiiiieeieiiiiee e 175
7.1 Conditions for building truSt .........eeeeviieeiieeeiieeeiee et e eaeeeiae e 175
7.2 Strategies to heal MISIIUSE .....eeeiiiiiiiiiiieiiieeii ettt 176
7.3 Building trust in OrganiZatioN..........ccueeerireeeiuieeniieeenieeenieeesneeesreeessveesssneesnns 178
7.4 Trust building in international COMPANIES..........c.eeevveeerieeeriieeeiieeeieeeeiieenane 181
RETEIENCES .....oiiiiiiiiiiii i 185

- 1II -



Figures

Figure 1:
Figure 2:

Figure 3:
Figure 4:
Figure 5:
Figure 6:

Figure 7:

Figure 8:
Figure 9:

Figures

The Zame Of tTUSE....ccccuiiiiiiiiiiie e

To be argued relations between trust and its indicators in international

COMIPANIES ..vveevvreeireeerireeeriteeesereeessreeasreesssaeesseeesssesassseeessseesssseeessseesssseens
The role of trust in international 1earning............ccceecveeevvieerniieeeneeenneeennne
The trust/commitment CYCIE .......cc.eeiriiiiiiiiiiiieiieeeeceee e

The reciprocity of trust and COMmMItMent...........ccceeeceeeriiveerireeerveeereeeenne

Bi-directional positive relations between trust and communication,

COOPEration, COMMUITMENT ........eeerrureerireerieeerieeerieeerireeesireeesireessareesnieeens

To be proved relations between trust and its influencing factors in

international companies in China ..........cccceeeiiieriiieenciieeniee e
Trust measuring through trust indicators...........cccveeeeieeriieeniiieeriee e

Centralization and decentralization of decision making ..............ccecuuenne

Figure 10: Relations between trust and its influencing factors in international

Figure 11: Research results - Relations between indicators and trust & influencing

companies iN ChiNa..........ccviiiiieiiiieeieecee e e e e

factors and trust in international companies in China..........cccccceevuveennnee.

-1V -



Tables

Table 1:
Table 2:
Table 3:
Table 4:
Table 5:
Table 6:
Table 7:

Tables
Theory Y’s Six Basic Assumptions about People ........c..ccoceevieniiiiniinnennee. 49
Matrix of influencing factors Of truSt.........ccccveeeiiieiiiieeie e 70
Levels of culture observed in the present Study..........ccoceeeviieiniieinieennieenne 74
England’s findings on primary Orientations .........c...ccceecveeerieeeneeeeneeensieeennne 80
England’s value scores on selected firm’s objectives........ccccveevveeerveeeniveenns 80
Action that VIOIAtES tIUST...cc..iiruiiiiiiiieeieerie ettt 177
Reaction tO dISTIUSE ..c...eeiuiiriieiieeieeieeeteeee et 179




-VI-



1 Introduction

1.1 Trust as a theoretical problem

The classic economic theory gives little attention to the trustful expectations of firm
managers. Within newer theory, much of the debate on trust is flawed, partly because
it threatens the perspective of transaction costs as an overriding determinant of
organization forms (Williamson, 1975, p. 255; 1985, p. 15-16). The new institutional
economics based on trust arguments has encountered a large critique since its rise
(e.g. Granovetter, 1985, p. 487; Lorenz, 1988, p. 194; Craswell 1993, p. 487; Ghoshal
& Moran, 1996, p. 13-15), and surely, if we accept that the fear of opportunism is
overstated by economic theorists and that cooperation may be achieved within and
between organizations and on the market without costly contracts (Macaulay, 1963,
p- 55), the whole transaction cost argument is on the verge of collapse. This is
probably why to Williamson (1993, p. 454-455), trust is a "sociological" notion, not

for economists to explain.

Trust is a problematical and complicated term due to its close relation to the classic
economics/sociology distinction. Some economists from within the more orthodox
camp (e.g. Maskell, 1990, p. 3) maintain that trustful behavior doesn't mean trustful
attitude/mind. When managers seem to act trustfully, it is nothing but a "behavioral
symptom" of real, underlying economic causes (i.e. agents do not really trust, they

just maximize, as if it is most rational to act as one trust each other, so be it).

But for all that, within economic organization theory, it has now become a central
issue to incorporate the empirical fact that managers do seem to trust each other in
many cases. Some economists find the importance to investigate the origin of trust

and even want to broaden their scope and cross some trenches in order to do so.
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Empirically, economists who have strived to incorporate institutional perspectives
into economics, have but failed to give a theoretical basis for institutions. With the
growing impact of (and body of work within) "modern" institutional perspectives
within economics, there is a better chance of coming to grasp with institutions and

understand their implications for single agents’ behavior.

1.2 Trust as a practical problem

B Retaining local talent

"There are marked shortages of suitably trained employees in China. Many local
companies prefer to 'poach’ talent from leading international firms rather than develop
it in-house" (Fryxell, Dooley & Li, 2004, p. 515). Organizations operating in China
must build up positive long-term relationships with their local employees to retain
them. Trust is a basic factor of building long-term relationship. However, due to
different reasons it is a quite difficult issue for many foreign firms in China to build

up trustful relationships effectively with their local employees.

B Decentralization and staff localization in the globalization economy

The globally intensified competition leads to cost pressure. And the rapidly changing
market conditions require speedy and flexible reaction. In order to save cost and time,
many firms deepen the process of staff localization and decentralization of decision
making, authority and responsibility over resources. These activities require high
levels of trust for them to be successfully undertaken. Above all, the trust in the
competence and commitment of the local manager, which is not assured due to the

cultural, educational difference and the big geographical distance, is essential.

.



B Trust gap between executives and local employees

Rapidly changing market conditions and the consequent instability in the work
environment coupled with the different cultural backgrounds have created a trust gap

between executives and employees in international firms in China.

B Good relationship as success factor for business in China

Consistent with Chinese business practices, trust is component of relationships that is
necessary for both short term and long term success. Compare to west culture, the
building of relationship in China is more emotional and less rational. A trustful

relationship can smooth both private and business activities.

Due to the problem mentioned above and the essential role of trust for the business
success in China it makes sense to find out the methods and measures of building trust
of local staff in international companies in China. Thus the goals of this study is to
figure out how and by what factors the trust of local staff in their foreign
employers/firms or foreign supervisors be influenced. On the basis of the research

result the advices of how to build trust of local staff will be deduced.

1.3 Importance of trust building of local staff in international
companies in China

Trust plays a significant role for business success of international companies in China.
Without trustful relationship the international companies can’t recruit and retain
qualified local managers, who play an essential role for successful implementation of

strategical and operational business practices. Without trustful relationship it’s not to
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expect that the local managers will donate their full commitment to their foreign
employer. They will not utilize all of their local resources to serve their company and
will keep their valuable local knowledge just for their own benefit. Trust is also a
critical factor of long term relationship. If the local managers cannot trust or be
trusted by their foreign employer, most likely they will leave the company for other
employers, their know-how and experience will strengthen the competitors. Trust is
also a precondition in China for smooth cooperation. Due to cultural difference and
being unfamiliar to the local market situation the expatriates / foreign supervisors
necessitate the close cooperation and support from the local managers. If the foreign
supervisors fail in building up trustful relationship with their local staff, his career in
China will likely not be very successful. Communicational problem will also arise in
case of lack of trust. The local staff will not always express what they really think and
know, or they keep hold of what they know and have. These behaviors make the

communication intransparent and inaccurate.

In summary, whether an international company can effectually build up trustful

relation with their local staff is crucial for its business success in China.

1.4 Methodology

Trust building is a complicated issue. It could cover many factors. This Study
concentrates on figuring out how the difference of national culture, the centralization
degree of headquarter and the hierarchy level of staff localization influence trust
building in international companies in China. This study has chosen these three
influencing factors of trust mainly because their international context, the high

relevance and personal experience of the researcher.

This research contains both theoretical and empirical studies.
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As trust is a soft factor which is very difficult to measure, it will be argued in the
theoretical study that communication, cooperation and commitment are the indicators
of trust. It will also be proved, whether there is a bilateral positive relation between

each indicator and trust, which is the theoretical basis for the empirical research later.

The empirical study is undertaken through an online survey. A questionnaire will be
designed in both English and Chinese language. The probands are local staff of
middle management level in subsidiaries of international companies, who play a
significant role for the success of the strategical and operational implementation in the
company. As it is very difficult to measure trust directly, several questions have been
designed for each influencing factor (difference of national culture, centralization of
headquarter and hierarchy level of staff localization) and each indicator
(communication, commitment and cooperation). With the help of the computer
assisted data analysis software SPSS it can be proved, whether there is a positive or
negative relation between the influencing factors and the indicators. On the basis of
the result of the theoretical study before, it can be deduced what kind of relation

between trust and each influencing factor.

By means of the result of the empirical research the methods and measures of building

trust of local staff in international companies in China can be inferred.




2 Trust

The successes of organizations could depend more on nurturing human capabilities
rather than structural configurations, programs and standing rules (Senge, 1990, p. x-

Xi).

Trust is an old idea but never gets outdated. We believed that proper management and
information systems, a correctly designed organizational structure, and constantly
optimized processes will solve the firms' problems and facilitate the achievement of
our objectives. However, these factors are just part of the preconditions of the success.
We shouldn't forget the fact that people have deep psychological needs for trust and

fear of mistrust.

Trust as a kind of social capitals is more essential for people and organizations than
financial capital as money and human capital as knowledge. Strong trust facilitates
people to realize higher efficiency with less resources. Otherwise, if human
interaction is based on strong mistrust, even amount of money and knowledge are
useless to unify their difference in interest and other fields. The stronger people trust
each other, the easier it is for management to lead, practitioners to develop, and
employees to work efficiently and creatively. With trust conflicts can be solved
without troubles or bad aftertaste. Customers are likely to favor companies in which
they trust. Trust opens possibilities, mistrust closes them. Trust motivates, energizes

and empowers.

In the globalization economy, the dominant forces in the environment compel many
firms to deepen the process of decentralization of decision making, authority and
responsibility over resources (Shaw, 1997, p. xiii). Every one of these activities

requires, in turn, high levels of trust for them to be successfully undertaken.

In many corporations, rapidly changing market conditions and the consequent

instability in the work environment coupled with policies that widen job disparities
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and prevent company information disclosure have created a trust gap between
executives and employees (Portales, Costa & Rosanas, 2000, p. 399-400). Thus, trust

building is one of the most challenging tasks of management.

2.1 Definition and Scope

There are different ways to define trust. Herewith we introduce three different

approaches of trust definition with different emphasizes.

The most intuitive way of trust definition is rather indirect and common. Instead of
interpretation and analysis of trust this definition simply states that trust is an
important factor for inter-individual and inter-organizational relations without direct
mentioning any attribute or quality of trust (e.g. Lipset & Schneider, 1983, p. 108-
109; Kouzes & Posner, 1995, p. 163-164). Authors and researchers who use this
definition generally suppose that people usually already know what trust is, how it
functions and what kind of outcomes it produces. In this sense trust is simply the

essential condition for cooperation and durability of the relationship.

As trust in the first way is defined and considered as the significant factor with strong
influence on cooperation and relationship, the second way of defining trust
emphasizes how trust to be created and be influenced by other factors, such as certain
behavioral traits and skills. This approach is also one of the earliest ways to study
leadership (Yukl, 1998, p. 180). As mentioned earlier, the stronger people trust each
other, the easier it is for management to lead, and employees to work efficiently and
creatively. It began when scholars believed in their abilities to recognize the traits and
skills that could differentiate leaders form followers and make the former achieving

and effective (Yukl, 1998, p. 182). The trait or skill approach has maintained its




popularity because researchers have believed in their ability to recognize a relatively

stable correlation between certain behavioral traits and managerial success.

According to this type of definition, there are certain traits and skills that could help
people to win other people’s confidence. For instance, people are inclined to trust
people who are honest, inspiring, forward-looking, responsive and professionally
capable in their tasks (e.g. Kouzes & Posner, 1995, p. 13-14; Zakaria, 1999, p. 62;
Annison & Wilford, 1998, p. 5-6; Whitney, 1996, p. 16; Bidault & Jarillo, 1997, p.
85). Conversely, they will lose confidence in people and organization that resort to
telling lies, breaking promises, avoiding responsibilities and being disloyal to each
other. Skills that create trust are technical, interpersonal and conceptual (Yukl, 1998,
p.- 198-200). If people want to be trusted they must also be capable of working
competently and expertly (Harisalo & Stenvall, 2001b, p.62-64).

The third definition can be labeled as a situational definition that emphasizes the
dynamic interaction between trust and environments. Trust manifests itself differently
in different situations. According to this deliberation, for instance, employee may rely
on their colleagues. Family members are probably trusted for different reasons than
members of the community. It is possible that some buyers could have more trust in
the personnel serving them than in the companies they work for. People may trust
products and services differently from ethical principles. In all these cases there are
many different causal, intervening and situational variables affecting the level of trust

(Yukl, 1998, p. 420-421).

"Specifically, we define trust as the willingness of one party (the trustor) to be
vulnerable to the actions of another party (the trustee) based on the expectation that
the trustee will perform a particular action important to the trustor, irrespective of the
ability to monitor and control that other party. Trust is a psychological state
characterized by positive affect toward qualities of the partner and confidence that the
partner will perform certain actions. It includes confidence in the partner’s capability
and integrity, and faith in the partner’s benevolent intentions" (Nguyen, Weinstein &
Meyer, 2005, p. 214). The definition we prefer emphasizes human interaction as a
foundation of trust and mistrust. Consequently, trust is a function of the intensity,

quality and durability of human interaction (e.g. Harisalo & Stenvall, 2001a, p. 147-
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149; Bidault & Jarillo, 1997, p. 81; Gomes, 1997, p. 3; Valla, 1997, p. 107). In these
terms we can understand trust and mistrust by exploring the interaction between
people in different organizational roles and positions and interaction between people
and organizations with their value systems, cultural backgrounds, policies and
structural configurations. As an outcome, trust may be direct or indirect, personal or
impersonal, purposeful or unintentional. Organizations are full of different kinds of
real and potential relationships that could increase or diminish trust between people.

The kernel of human interaction is a concrete behavior.

We hypothesize that people measure their mutual trust by three dimensions, which
are: promises, commitments and contracts (Reina & Reina, 1999, p. 144-145).
Promises are what people give to each other almost every day. Common examples of
promises are: “I will attend the meeting,”, “l promise to write this paper for
tomorrow,” and “I will take care of this for you.” Sometimes the number of promises
may be quite large in an ordinary working day. To the extent people do what they
have promised will help them to earn the confidence and trust of their fellow men.

People quickly learn to mistrust people who do not keep their promises.

By commitments, we mean to what extent people accept and follow the values,
principles, guidelines, policies and norms of their organizations. Commitment means
profound dedication to common causes based on a long-term relationship. Committed
people are excited about their work, take pride in their accomplishments, and
contribute to their colleagues’ doing the same (Rosen, 1996, p. 11-12). Research
shows that companies to which people are deeply committed can outperform their
competitors (Rosen, 1996, p. 18). Commitment is two-way process fueled by mutual
trust and undermined by mistrust. In order to earn their management’s trust, people
must work faster, more smartly, and more efficiently. In order to earn their
personnel’s trust, management must be committed to developing a mature and

motivated workforce (Rosen, 1996, p. 18).

Although the power of contracts or of the implementation of contracts vary in
different culture, contracts, written or unwritten, are meant to be fully implemented in
letter and in spirit. They are an essential element in business and politics. Probably it

would be impossible to draw up a contract that would be perfect and foolproof against
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all potential misinterpretations. If partners do not trust each other, they will meet the

rising costs of making mutual contracts.

Trust is a complex concept. First, it is a multi-level construct in that trust as the
individual level is thought to relate to trust at the firm level (Zaheer et al., 1998, p.
143; Jefferies & Reed, 2000, p. 873). Second, trust is multidimensional. With respect
to the question of in what we trust, scholars have converged on the notion that
partners can trust in each other’s capabilities and benevolent intentions (Mayer et al.,
1995, p. 716). With respect to the question of why we trust, several bases have been
identified: calculation, knowledge, and deterrence —based trust (Williamson, 1993, p.
453; Lewicki & Bunker, 1995, p. 133; Shapiro, 1987, p. 625-626; Ring & Van de
Ven, 1992, p. 488-489). Third, trust can play multiple causal roles, as outcome,
antecedent, and mediator (Rousseau et al., 1998, p. 393). For example, trust can be
outcomes of the partners’ past collaboration, and the antecesdent of their future

collaboration.

2.2 Categories

2.2.1 Calculative trust

Even trust needs a plausible reason. Trust has generally been studied following a
“rational choice” approach (Stigler, 1950, p. 309; Laver, 1981, p. 18) characterized by
calculative and self-interested individuals or organizations. This concept occurs
particularly in game theory (Dasgupta, 1988, p. 70 ; Kreps, 1990, p. 100). According
to the view of game theory, trust can be expressed in the following terms. In situations

where the risk an individual X takes depends on the behavior of another person Y, X
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will trust Y if the expected net gain of X from placing himself at risk is positive and

greater than the possible losses of that decision.

Some researchers deny that trust is based on calculation. For instance, Williamson
(1993, p. 479) proposes that trust should not be used to explain the action of rational
actors, since trust has an inherently non-calculative character. However, Dibben
(2000, p. xiv) proposes that calculated trust can be seen as the first step towards trust
based on repeated interaction. According to them, powerful actors build trustful

relationships with weaker actors as this might be more profitable for them.

Time or the numbers of repeated interaction is a fundamental variable to understand
the concept of calculative trust. According to game theory, calculative trust does make
sense in a situation where an unlimited number of interactions among individuals are
projected. Kreps (1990, p. 100-101) analyzes this problem starting with what he calls
a “one-sided version” of the prisoner’s dilemma (figure 1). If the game is played only
once, no trust relationship is possible between individuals exclusively motivated by
self-interest. Individual X has to choose whether or not to trust Y; if X decides not to
trust Y, then both X and Y get $0. If in turn, X chooses to trust Y and Y knows this,
he can either honor that trust or abuse it. If Y decides to honor that trust, both X and Y
get $10. If, on the contrary, Y chooses to abuse that trust, Y gets $15 and X loses $5.
Therefore, if this game is played only once, X will not trust Y. In fact, if X trusts Y,
the latter must choose between honor, which nets $10, and abuse, which nets $15.
Obviously, Y will choose to abuse; and X, knowing this beforehand will choose not to

trust. However, both parties would be better off if X had chosen trust and B honor.

According to Kreps (1990, p. 101-103) when parties in an exchange move from a one-
time game situation to a highly probable repeated game setting, some form of trust
can arise. If there is high probability that the game is going to be played repeatedly,
both X and Y will be better off placing and honoring trust respectively. The
discounted value for Y of repeating the exchange and obtaining $10 each time is
much greater than the possible $15 he could obtain by abusing just once. X, in turn,

will be willing to trust only when the trust is not abused.
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Figure 1: The game of trust

PAYOFFS
h X's trust X v
onor X's trus , 810 810
trust Y Y
X abuse X's trust R &5 815
D Y
0 not trust . 20 80

Source: Kreps, “Corporate culture and economic theory”, p 100

2.2.2 Knowledge-based trust

The repeated action of a number of times makes it feasible for one party to observe
the other party's rule of behavior and whether he is trustworthy. And the other party
will also try to build good reputation and pursuit of a long and durable relationship
with this party . Therefore, time coupled with experience, allows calculative trust to
exist (Bidault & Jarillo, 1997, p. 81). In this way, information about Ys past behavior
may help X to estimate, the probability of future behavior of Y and gains and losses
derived from a mutual relationship. A history of repeated and multifaceted
interactions with regular communication allows a trustor to gather enough information
and develop a generalized expectancy that the other’s behavior is predictable (Rotter,
1971, p. 443; Lindskold, 1978, p. 772; Shapiro, Sheppard & Cheraskin, 1992, p. 365;
Lewicki & Bunker, 1996, p. 114; Sheppard & Tuchinsky, 1996, p. 140). Moreover,
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information may not only from the trustor’s repeated interactions with a particular
trustee but also from what the trustor may observe in the trustee’s interactions with
third parties. If the trustor, thus, calculates both that the other party will not cheat, and
that his net expected gains will be positive, he will be willing to place trust (Tyler &

Kramer, 1996, p. 1).

A classical example of this type of trust is well illustrated by Coleman’s (1990, p.
103) interpretation of Werchsberg’s (1966, p. 22) story about the relationship between
a Norwegian shipowner (who on a Friday afternoon, desperately needed a £200 000
loan to release his ship that had undergone repairs in Amsterdam), and his merchant
banker, Hambros’, in the City of London. Within three minutes the Hambros’ man
had arranged for an Amsterdam bank to deliver the payment. Immediately after that,
shipowner in Norway was told that his ship would be released. Neither signed

contract for guarantees were involved in the operation.

This case clearly involves knowledge-based trust. The amount to be lost was well
known by the manager in London: £200 000. The potential gains, which were less
precisely calculable, were future business from the shipowner. The least well known
of the three quantities involved making a decision about whether to place trust was the
probability that the trustee (Norwegian shipowner) will keep his word. But then,
knowledge about the other party comes into play. For the manager at Hambors the
risk was not as terrible as it might seem to an outside observer. He knew the company,

the ship, and even the cargo (Coleman, 1990, p. 103).

2.2.3 Deterrence-based trust: The role of safeguards

Besides analytical calculation and knowledge/information collection in order to
minimize the risk of trust other party, in many circumstances, the trustor’s high

probability that the trustee will not violate trust may come from the presence of
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safeguards that might deter the trustee’s potential cheating (Deutsch, 1973, p. 146;
Shapiro et al., 1992, p. 365). Several game theorists (Kreps, 1990, p. 106-108;
Dasgupta, 1988, p. 70) argue that reputation effects within the social network where
the exchange takes place may be considered themselves as a specific type of

safeguard.

As a safeguard reputation keeps track of those who violate what was previously
agreed and consequently future business opportunities are lost for the breaching party.
If in any specific transaction trust is violated, the trustee’s reputation will be hurt and,
consequently, potential gains of future interactions and cooperation will vanish. How
inclined Y will be to breach X’s trust will depend on how competitive Y’s market is.
We suppose within this context reputation is the only factor for differentiation. Where
various Ys exist, competition among them would limit the extent to which they can
take advantage of the Xs they deal with. In relatively competitive environments,
therefore, individuals “calculate” that investing resources for the purpose of building
reputation for honesty will be highly profitable (Dasgupta, 1988, p. 70). This means
that even if an individual is not an honest person, having a reputation for honesty -or

trustworthiness- is a valuable asset that any person would want to maintain.

Besides reputation which is rather a soft factor, there are also many other institutional
instruments as hardware which can be adopted as safeguard deterring cheating.
Transaction cost economists, particularly through the work of Williamson (1993, p.
476-478), have suggested, apart from reputation, a wide variety of safeguards that
individuals incorporate into their calculations before placing trust in another

individual.

Transaction-specific safeguards (governance mechanisms), in the form of severance
payments, penalty for premature termination, arbitration, and combined ownership,
may be provided by the trustee. Even when no transaction-specific safeguards are in
place, the political, economic, social, or corporate contexts in which the exchanges are
embedded may also provide their own safeguards -not only reputation- different in
nature from the governance mechanisms. These environmental safeguards are
exogenously given and take the form of (1) cultural values, (2) political values, (3)

regulations, (4) professional sanctions, (5) networks, or (6) corporate culture
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(Williamson, 1993, p. 476-478). These norms and sanctions, in tandem with
governance devices, may prevent potential violations of contracts on the part of the

trustee.

2.3 Two-component conceptualization of trust

Trust, the first major component of relationship capital, is based in beliefs about how
an alliance partner will behave in the relationship. Can our alliance partner be trusted?
Are they reliable? Would they do something to harm us? Will they take care of the
relationship and us? While these questions capture the general essence of trust, most
experts believe that trust in alliances is rooted in two distinct bases, one rational and
the other emotional (Kramer, 1999, p. 569; Moorman, Deshpande and Zaltman, 1993,
p- 400-401).

Credibility trust is the rational component of trust. It is the confidence that the partner
has the intent and ability to meet their obligations and make their promised
contributions to the alliance (Johnson, Cullen, Sakano and Takenouchi, 1996, p. 983).
It is the practical side of trust. It concerns beliefs about whether or not a partner can
really deliver what they promise. Can the partner be relied upon in alliance activities
and operations? Does the partner have the expertise and resources they say that they
have? Beyond this, lie questions about whether or not the partner will use and apply

that expertise and those resources in alliance activities and operation.

Benevolent trust is the belief that an alliance partner will behave with goodwill
toward the alliance and the partner (Johnson, Cullen, Sakano and Takenouchi, 1996,
p- 983). Benevolence is the subjective or emotional side of trust. It has more to do
with one’s beliefs regarding a partner’s caring about the relationship. Can the partner
be trusted not to harm the alliance? Can the partner be trusted to protect and preserve

the alliance even when conditions change?
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Credibility trust is more rational than benevolent trust. It’s based on the confidence of
the competence of the partner to realize the promise. Compared to credibility trust the
benevolent trust is more emotional. It’s based only on the believe on the goodwill of
the partner. We can also say, benevolent trust trusts more than credibility trust and
therefore faces bigger risk. In the course of the time with repeated actions benevolent

trust can develop into credibility trust.
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3 Indicators of trust

Trust is a soft factor and very elusive. Thus, it will be very helpful and makes sense to
find out what the indicators of trust are and then it makes easier and feasible to
measure trust. Based on the theoretical study in the following chapter we will argue
that there are bi-directional positive relationships between trust and communication,
cooperation and commitment. Deduced from the theoretical research communication,

cooperation and commitment can be considered as the indicators of trust.

Due to the international context, high relatedness and the personal experience of the
researcher the influence of the national cultural difference, the centralization degree of
parent company and the hierarchy level of staff localization on trust building will be
researched in this study. On the base that communication, cooperation and
commitment can be defined as the basis indicators and embodiment of trust, this
research can be built up on defining the relation between national cultural difference,
centralization degree of parent company, hierarchy level of staff localization and
communication, cooperation, commitment. Then the influence of the national cultural
difference, centralization degree of parent company and hierarchy level of staff
localization on trust building can be indirectly figured out and measured. Due to the
fact that communication, cooperation and commitment are less elusive than trust, it

makes the research easier, feasible, much more accurate and comprehensible.
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Figure 2: To be argued relations between trust and its indicators in international

companies
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3.1 Communication (Info/knowledge transfer)

3.1.1 Definition of communication

Communication may be seen as having the facets of frequency, direction, modality

and content (Mohr and Nevin, 1990, p. 37), or measured along dimensions of
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direction and intensity (Van de Ven, 1976, p. 27), although communication may be
viewed more generally as “meaningful and timely information” shared between
persons, both formally and informally (Anderson and Narus, 1990, p. 44).
Communication is also similar to the concept of information sharing or information
exchange in the marketing literature (Cannon and Perreault, 1999, p. 441; Lusch and
Brown, 1996, p. 24; Heide and John, 1994, p. 37). Here the distinction is that
information exchange or sharing is treated as a relational norm, an expectation of a
degree of communication, whereas communication (‘“‘collaborative communication’)
itself is generally treated with respect to the qualities and /or quantities of

communication behaviors (Mohr, Fisher and Nevin, 1996, p.105).

3.1.2 The relationship between communication and trust

Whether the parties in a relationship are willing to share key information with each
other plays a determining role for the trust level between them, therefore
communication is also critical in relationship formation and people will trust the other
easier when the communication between them is transparent. Communication is
modeled by Morgan and Hunt (1994, p. 22) as an antecedent of trust, and as such, as
having an indirect relationship with commitment. According to Dwyer, Schurr and Oh
(1987, p. 17), “a relationship seems unlikely to form without bilateral communication
of wants, issues, inputs and priorities.” Anderson and Narus (1990, p. 44-45)
comment on lack of consensus as to the directionality of the communication-trust
relationship. However, they propose a static model, which limits communication to
the past and therefore as antecedent to trust. Anderson and Weitz (1989, p. 315) state
that communication enhances trust through dispute resolution, alignment of
expectations and perceptions between parties, and reduction of role ambiguity,
particularly since much communication is informal. Studying market research
relations, Moorman, Zaltman and Deshpande (1993, p. 405) hypothesize that the

perception of timely communication heightens trust. While Anderson and Weitz

-19-



(1989, p. 311) also model communication as positively related to trust, they also
model the relationship as bi-directional. Gulati, Khanna & Nohria (1994, p. 64) argue
that, the effect should be viewed as bi-directional. Generous knowledge sharing on the
part of partners demonstrates their commitment towards each other and is likely to
reinforce trust between them. Learning and trust between the partners are thus
mutually reinforcing mechanisms. Mohr and Nevin (1990, p. 42-43) theorize that in
“mutually supportive and trusting climates” (i.e., in relational channels, as opposed to
marketing channels) communication is more frequent and bi-directional, and uses
more informal modes and indirect content. They propose that a fitting of a
“collaborative” communications strategy with the aforementioned combination of
characteristics with a climate of support and trust yields an outcome of higher
commitment, satisfaction and coordination than would an “autonomous” strategy of
lower frequency, greater unidirectionality, more formal modality and more direct
content. Anderson and Weitz (1992, p. 21), in a study of distribution channel dyads,
do not include trust in their model, but include communication as an exogenous
construct positively related to reinforcing dyad commitment. Similarly, Mohr, Fisher
and Nevin (1996, p. 110-111) empirically model a direct effect between

communication and commitment, but not trust.

Morgan and Hunt’s (1994, p. 25) findings confirmed their hypothesis regarding the
positive relationship between communication and the development of trust within a
relationship. The findings of Palakshappa and Gordon (2005, p. 5) also suggest the
positive relationship between communication and trust. It's clearly to observe if the
organizations encountered bad, inefficient and difficult communication, consequently,
they had experienced lower performance and demonstrated lower level of trust and
commitment. By contrary, the successful organizations with high performance
demonstrated open disclosure and transparent communication, often facilitated by key
individuals in the respective organizations. Such communication between key
individuals as opposed to organizations per se was regarded as crucial to the
relationship: “Trust ... comes from personal knowledge and experience with one

another...” (Palakshappa and Gordon, 2005, p. 6).

Human behavior within and between organizations is the foundation of social capital.

Personal relationships developed over time enable such human interaction that can
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provide the basis for networked organizational activities. Trust develops within these
networks. These networks are unique to an organization. Therefore, human
relationships from the basis for collective action and facilitate the exchange of
resources and information flows (Nahapiet & Ghoshal, 1998, p. 254-255). Thus,
differences in types and levels of trust may result in different levels of resource
exchange and flows. Social capital is owned jointly by the actors in a relationship.
Therefore, it encourages collaboration and enables the development of new forms of
association and innovative organization. Moreover, the basis for institutional
dynamics, innovation and value creation is formed by human contacts in these
relationships. If the actors in a relationship trust each other, their ability to cope with
complexity and diversity increases their potential to combine knowledge for
innovation (Nahapiet & Ghoshal, 1998, p. 255; Tsai & Ghoshal, 1998, p.467). Trust

also plays a crucial role in turning personal knowledge into organizational knowledge.

The relationship between trust and communication has also been examined in notable
detail. Generally, it has been found that the existence or nonexistence of trust
influences the quality, level content, and directionality of communication. In the
absence of trust communication cannot be open and accurate. Several authors have
found evidence that upward communication is severely limited by the employee's
perception of the trustworthiness of his superior who would act as the communication
receiver (O'Reilly, 1978, p. 176-177; O'Reilly and Roberts, 1974, p. 253; Lorey, 1976,
p. 70-72). In addition, the trustworthiness of the sender is also important in the
effectiveness of the communication with respect to motivation and facilitation of
further communications (Griffen, 1967, p. 44). Klauss and Bass specifically state that
communication is the basis for channel motivation, direction and cooperation.
Furthermore, they continue, channel communications are complicated by trust and

where differing perspectives on this exist, communications become strained.

According to Mellinger (1965, p. 309), trust is such an important element in effective
communication that, if it is not developed, a person who lacks trust in others tends to
conceal his own attitudes about an issue when communicating instead of to present
his true mind for example regarding different interests or perspectives. This

concealment is often accomplished by evasive, complaintive, or aggressive

-21 -



communication. This type of communication behavior prohibits the establishment of a

healthy relationship.

The one-directional relationship between trust and communication has been supposed
and confirmed by numerous scholars. The conclusion that trust is a basic necessity for
effective communication is well documented. However, it may be equally relevant to
address the proposition that better quality communication may increase the level of
trust among individuals. The need for this type of research has been emphasized by
Klauss and Bass, as they demonstrated that this issue has not been fully dealt with in
the research to date. Examining and studying the link between communication and
trust can contribute to figure out the method to provide useful information, improve

the communication skills of the managers and avoid over- or undercommunication.

3.1.3 Trust and communication: experimental evidence

The trust or investment game of Berg, Dickhaut and McCabe (1995, p. 124), gives
two randomly assigned proband endowments of 10 units, letting A send none, any or
all of her 10 to B, tripling the amount sent, and letting B send none, any or all of the
amount received back to A. The conventional economic prediction for this game is

that A sends nothing since B would return nothing received.

In laboratory experiments, pre-play communication has been a powerful way of
increasing cooperation (Ledyard, 1995, p. 54; Sally, 1995, p. 69). But two-way pre-
play communication has yet to be made available to trust-game participants. We let
subjects play trust games with pre-play numerical proposals sometimes preceded by
chat room communication. We also gave our proband opportunities to enter into
costly binding and non-binding contracts to investigate when subjects prefer trust over
contracts, and to what effect (Bohnet, Frey and Huck, 2001, p. 131; Andreoni 2005, p.
19).
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Probands were assigned to a room with typically 15-20 others with whom no
communication was permitted, and were matched for each of a series of interactions
with a new anonymous partner seated in a similar room in a different building.
Endowments and payouts were in units called experimental dollars (E$), which
converted to real dollars at the rate E$1 = $0.14 at the end of the session, generating
average earnings of $28.25. Four consecutive interactions are analyzed here. The
result of each of the four interactions shows that cooperation between A’s and B’s
was on average smallest in the first interaction; that cooperation was higher in the two
interactions allowing proposals but not verbal messages; and that cooperation was
highest in the interaction with chat. Behavior by B's does not seem to differ as much
across the first three interactions, with the proportion returned being around 46%, but
B’s average return proportion jumps to 59% after chat. We find that 12.6% of
interactions 2 — 4 were without agreement, 71.8% with agreement but no contract,
9.5% with a non-binding contract, and 6.1% with a binding contract, contradicting the
prediction that all would select binding contracts (Bohnet, Frey and Huck, 2001, p.
131; Andreoni 2005, p. 19-21)

Ben-Ner and Putterman (2006, p. 4) investigate the statistical significance of the
methods of communicating using GLS regressions (including individual fixed
effects). They also examine the impact of reaching agreement, taking possible
endogeneity into account by controlling for proposal terms. The first two regressions
show that A’s both sent and earned significantly more in interactions with chat and
when their counterpart agreed to their proposal. The last two regressions suggest that
B’s sent more and thus earned less when they agreed to A’s proposal, and when they
engaged in chat with their counterpart, while multiple proposals had the opposite
effect on proportion returned. In sum, many B’s act as if committed to their
agreements, especially if they have chatted. Further analysis of the data shows that
A’s who sent more earned significantly more (trust paid off), that A’s sent and B’s
returned more with non-binding contracts than with agreement but no contract, and
that chat significantly increased sending and returning conditional on agreement and

controlling for choice of contract.

In the aforementioned experiment we can see different communication channels have

different impact on the result and quality of deals and exchanges. The opportunities to
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chat and exchange proposals / share and exchange information heighten trust between
A's and B's significantly. And conversely, the increased trustwillingness of trustors
and trustworthiness of trustees will facilitate the further communication and deals

between A's and B's.

It can be proposed that with trust and efficient communication organizations can save
on transactions costs and reach higher performance with less resources. On a well-
founded basis of trusting and trustworthiness the agencies often decide for exchanges
/ interactions without costly contracts, therefore, the costs of setting agreement,

implementation and monitoring can be saved.

3.1.4 Trust and information characteristics

Information is an essential feature in nearly everything that happens in organizations.
No group can exist without the communication of information, the transference of
meaning among its members (Robbins, 1998, p. 316). Findings from different studies
indicate that the greater the interconnectedness of the network with information, the
higher the general levels of satisfaction of the members and the faster their ability to
solve their problems (Mullins, 1996, p. 280-281). When an organization assigns a new
task or duty to its employees, it must provide them with sufficient information to act
humanely, efficiently and creatively — and at the same time they will become a new

source of communication to the organization.

Comprehensive information has at least three important benefits for the managing an
organization: It motivates people to make use of if, it rewards them by increasing the
possibility of accuracy in decisions and it provides protection against distrust and

fears (Huotari & livonen, 2004, p. 5).
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Cannon and Perreault (1999, p. 441) theorize “sharing proprietary information is
unlikely to occur in the absence of trust”. Moore (1998, p. 27) theorizes both direct
and indirect (through the mediating effects of trust, risk of opportunism, relationship
effectiveness and relationship conflict) relationships between information exchange

and commitment.

Effective communication may be influenced by the extent to which people perceive
the source to be reliable. Trust in information sources influences the way in which

risk information influences risk perceptions (Frewer and Miles, 2001, p. 402).

The importance of source characteristics such as credibility and honesty has long been
recognized in social psychological models of communication and attitude change
(Petty and Cacioppo 1984, p. 668). Two major dimensions have emerged as being
important in determining trust, that of "competence" (the expertise held by the
communicator and the extent to which they are able to pass on information about a
particular subject area), and "honesty", (the extent to which a communicator will be
truthful in communication of information). Expertise without honesty is unlikely to
result in long term changes in attitude formation (Eagly et al. 1978, p. 424).
Moreover, trust appears to be linked to perceptions of accuracy, knowledge and
concern with public welfare. In contrast, distrust is associated with perceptions of
deliberate distortion of information, being biased, and having been proven wrong in
the past. In addition, sources which are perceived to have a vested interest in
promoting a particular view or merely protecting themselves and their interests are not
trusted to the same extent as sources which are not associated with these attributes.
Perceptions that a source is not accountable and is likely to sensationalize information

may also lead to distrust (Frewer et al. 1996, p. 473).
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3.1.5 Trust and learning in international companies

The building of trust is important whenever staff work together within international
organizations, bringing meaning and a firm basis for the development of effective
learning relationships (Ring and Van de Venn, 1994, p. 93; Ottati, 1994, p. 530).
Buckley and Casson (1998, p. 11) argue that learning in collaboration involves a high
level of trust between partners which also helps organizational effectiveness and
promotes continuing relationships between the firms. Peng and Heath (1996, p. 494)
argue that trust is especially important in transformational ventures because of the
uncertain nature of the business environments. As the venture evolves, then, trust can
be build up through a range of personal contacts and reinforcing of those contacts

over time, involving an exchange of knowledge, mainly tacit in nature.

The link between learning and trust was alluded to earlier in the context of sharing
information in groups; trust helps the transfer of knowledge and information over
company boundaries and out to collaborating firms. In the same way, a life-cycle
approach would perhaps show trust developing alongside learning in itself - the trust
of employees in their working environment, trust in partners in sharing technology,
and trust when dealing with other managerial colleagues (Pollard, 2001, p. 86).
Learning between partners is a crucial aspect of inter-firm or inter-personal
cooperation in such form (Hamel 1991, p. 88; Kogut 1988, p. 323), whether it is
perceived as an opportunity or a liability. The existing literature points to trust as an
important variable in interorganizational cooperation. More specifically, a trusting
relationship between partners has been suggested to have a positive influence on
organizational learning processes (Kostova, 1999, p. 318-319). In general, the notion
of trust emerges as an important factor for understanding human nature and exchange
relationships of market participants, while the notion of universal opportunism,
posited by transaction cost economics (Williamson, 1985, p. 15), is subjected to much
criticism (Ghoshal & Moran, 1996, p. 18; Noorderhaven 1995, p. 5). Furthermore,
understanding how trust influences learning is of practical importance, as the level of
trust is not necessarily given, but can be influenced by managers’ actions (Parkhe,

1998a, p. 237-238; Parkhe, 1998b, p. 419).
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Huotari and Chatman (2001, p. 351) claim that trust has an impact on knowledge
creation processes. They show that insiders’ lived experiences are shaped by a
common cultural, social and occupational perspective by applying the concept of
localized integration. Moreover, they argue that accepted social norms give insiders a
standard to gauge normative behavior, for example, when collecting information. This
means that insiders hold a common worldview when forming strategic partnerships
and clusters of collaboration, whereas outsiders may be opposed to this worldview.
This indicates that it would be important to distinguish and elaborate on the impact of
the different types of trust on information and knowledge-related processes.
Furthermore, in today's globalization situation the concept of swift trust should be
examined in future studies, because knowledge creation in circumstances where
people have no common history of working together requires fast trust building to
minimize vulnerability, uncertainty, and risk. However, due to the deep psychological
root of trust it's quite doubtable that whether trust can be built up speedily among the
people with different social background. Nevertheless, it's worthy to study on it, and
it's conceivable that to certain extend the process of trust building can be facilitated by
identifying, developing and training of certain traits and skills. So, in sum, in
international organizations and for international interactions it's very beneficial and

necessary to examine trust clearly from the social network theory perspective.

Knowledge may be explicit or tacit. The former is systematic, formalized and can be
transferred without loss of integrity (Kogut & Zander, 1992, p. 388). The latter
embodies knowledge that is nonverbalizable, intuitive and unarticulated, and thus
cannot be easily transferred (Kale, Singh & Perlmutter, 2000, p. 43). Szulanski (1996,
p- 32) argues that success of tacit knowledge exchanges will strongly depend on the
quality of communication between the partners and their “intimacy” level. Due to the
high level of intimacy and intensity of interactions that they offer, joint ventures are
argued to be especially suitable for transferring organizationally embedded
knowledge, highly ambiguous and tacit in nature (Lane & Lubatkin, 1998, p. 461).
Representatives of the transaction cost paradigm posit that the market for tacit
knowledge is likely to fail, as its value cannot be reliably evaluated before its transfer
(Hennart, 1988, p. 366). Compared to contract-based agreements equity joint
ventures, combining features of the markets and hierarchies should be superior

conduits for the transfer of difficult to grasp, company-specific, experiential
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knowledge (Gulati, 1995, p. 85; Kogut, 1988, p. 323; Mowery, Oxley & Silverman,
1996, p. 79).

In considering organizational learning one needs to account both for the acquisition
and internalization of the strategically important capability possessed by a partner
(Kale et al., 2000, p. 37). No organizational learning can take place without the
knowledge being acquired first. Similarly, not until the acquired knowledge has been
assimilated, can the learning be said to be complete. The focus is thus on the
acquisition of knowledge (from an outside party) and its subsequent assimilation
within an organization. Hence, Janowicz and Noorderhaven (2002, p. 7) investigate
the link between trust and the interorganizational transfer of knowledge as well as that
between trust and assimilation of the knowledge. It’s argue that organizational-level
trust conditions the amount of knowledge transferred between two organizations,
while the subsequent assimilation of the knowledge is affected primarily by the

individual-level trust between interacting organizational members.

3.1.5.1 Knowledge Transfer and Organizational-level Trust

The quality and quantity of knowledge transfer between organizations depends on
how much knowledge the partners are willing to make accessible to each other and
how intent each of the organizations is on appropriating it. Starting with the latter,
since learning happens only by intention and hardly ever by default (Hamel, 1991, p.
92), strategic intent is an “essential ingredient in the commitment to learning” (Hamel
et al., 1989, p. 134). Bhatt (2000, p. 23) argues that, “if the source is not trustworthy
and its intentions are perceived as ‘less than clear’, receivers need to check the
authenticity and the veracity of the knowledge communicated”. Thus, more trust in
the partner organization’s perceived competence (competence trust) will result in

higher intent to acquire knowledge from that organization and thus, all else constant,
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positively affect the amount of knowledge transferred. Higher perceived
trustworthiness of the partner will also result in higher openness to its knowledge and
more susceptibility to its influence on the focal organization’s part, therefore, higher

interorganizational trust can lead to more knowledge transfer.

Furthermore, the more transparent the partners are, the more learning is possible
(Hamel, 1991, p. 93; Kale et al., 2000, p. 43). Transparency reflects the level of
partners’ openness and accessibility and is negatively correlated with the degree of
protectiveness that each of them elevates vis-a-vis the other (Hamel, 1991,p. 93). The
concept of transparency encompasses therefore both the attitude and the structural
outcomes. The attitude will be stronger where the competitive overlap between the
partners is high (Inkpen & Dinur, 1988, p. 305). Trust helps to curb the motivation of
the partners to behave opportunistically and allows making the organizational
interface more leakage-proof (Kale et al., 2000, p. 42). Therefore, governance based
on trust provides partners with proper incentives to share information and know-how
with each other (Dyer & Nobeoka, 2000, p. 352; Dyer & Singh, 1998, p. 670). In
other words, trust is a “lubricant for potentially useful and important information to
travel quickly and accurately through the network™ (Kale et al., 2000, p. 42). More
trust between partner organizations should therefore foster higher transparency, which
in turn would result in more knowledge transferred between them. Summarizing,
since the transparency of the partners and their intent to acquire knowledge from each
other depend on the level of trust between them, it can be concluded that higher
interorganizational and interpersonal trust will result in more efficient knowledge

transfer.

3.1.5.2 Knowledge Assimilation and Individual-level Trust

Knowledge can only be transferred and absorbed by persons, for instance, individual

organization members. To have any use for the organization as a whole this
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knowledge needs to be “transformed from individual to collective state” whereby
organizational knowledge is created (Nonaka & Tekeuchi, 1995, p. 56). This is
accomplished through the process of dissemination that organizational members share
the knowledge with each other, gradually internalize it and customize it into own
organization. When individually held knowledge is “amplified and internalized as part
of the organization’s knowledge base” (Nonaka, 1994, p. 38), the assimilation process
has taken place and only then can the learning process be said to be complete. Thus,
knowledge assimilation implies its dissemination throughout the organization, being
customized for the organization and internalization by its members. This suggests that
the process of internal dissemination will depend on how efficiently the acquired
knowledge is shared between the organization’s members, units and levels. In practice
it happens in some organizations - especially very big organizations with complex
structure and amount of units- that the individuals or the units try to possess their
knowledge or information for themselves instead of sharing them with other
organization parts. The highly competitive organizational culture and value are the
main reason of this phenomena. Similarly as at the organizational level both intent to
learn and transparency have a pivotal role in that process, a higher level of individual-
level trust between interacting actors will be conducive to superior knowledge

assimilation.

The intent to learn of organizational members will be an important factor in
knowledge dissemination. Ambiguity of intentions vis-a-vis a knowledge source is
often reflected in resistance to internalize its knowledge, which may surface due to the
not-invented-here syndrome (Szulanski, 1996, p. 31). This resistance can be partially
overcome if the source of knowledge is perceived as trustworthy. According to Porter
(1997, p. 45), “people who trust, accept more influence from others in selection of
goals, in choice of methods, and in evaluation of progress”. Perceived expertise of the
partner’s boundary spanners’ should, by increasing competence-based trust, positively
affect the willingness to internalize knowledge they provide and the speed of its
dissemination. Another outcome of trust in the source of knowledge is susceptibility
to the influence it exerts (Chiles & McMackin, 1996, p. 89). Therefore, it can be
concluded that trust has positive effect on the intent to learn of individuals, and
consequently, can facilitate knowledge dissemination and internalization within the

organization.
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A further important factor influencing knowledge dissemination is individual
transparency. Individuals who view knowledge as a source of power or advantageous
resource may resist sharing it (Kim & Mauborgne, 1998, p. 329; Szulanski, 1996, p.
31) or even erect barriers to prevent its incidental leakage. Unwillingness to share
knowledge with the partner will clearly constitute an obstacle to its transfer
(Szulanski, 1996, p. 36). Trust between partners may foster free exchange of
information, as they do not feel the need to guard themselves against opportunistic
behavior of the other party (Jarillo, 1988, p. 37). "From an organizational learning
point of view, trust can be seen as a decision to place resources (i.e. knowledge) at
other’s disposal" (Edmondson & Moingeon, 1999, p. 34-35). If one party trusts the
other, it perceives less risk in divulging relevant, comprehensive, accurate and timely
or proprietary information to the other (Chiles & MacMackin, 1996, p. 89). In
contractual relationships lacking in trust, on the other hand, information exchanged
may be inaccurate, incomprehensive and untimely (Chiles & McMackin, 1996, p. 89;
Zand, 1972, p. 238). Both the willingness to share knowledge and the eager seeking of
knowledge among individuals and units will result in more openness and diligence in
disclosing one’s knowledge and thus increasing the individual level transparency.
Summarizing, higher individual-level trust should result in more efficient
dissemination and assimilation of individually embedded knowledge in the

organizations.
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Figure 3: The role of trust in international learning
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3.2 Commitment

3.2.1 Three-component conceptualization of organizational

commitment

Organizational commitment has been conceptualized and measured in various ways.

The view of commitment taken here is based on a three-component model

incorporating the major conceptualizations described in the literature (Allen and

Meyer, 1990, p. 1; Meyer and Allen, 1991, p. 61). Specifically, the model proposes

that employees remain with an organization because of their: (1) desire to remain

(affective commitment), (2) recognition that the costs associated with leaving would

be high (continuance commitment), and/or (3) feelings of obligation to remain
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(normative commitment). Each component is considered to develop independently
and to exert different effects on work behavior. Affective commitment is expected to
develop on the basis of work experiences that increase the employees’ feelings of
challenge and “comfort” in the organization. Continuance commitment, on the other
hand, develops as a function of the number and magnitude of investments employees
make in their organizations (e.g., pension contributions) and the degree to which they
feel they have employment alternatives. Finally, it is argued that the antecedents of
normative commitment include early socialization experiences (e.g., parental
emphasis on loyalty to an employer) as well as those that occur after organizational

entry.

In this study we consider the commitment as feeling comfort and belong to the firm
and as the consequence the willingness to serve the firm with considerable effort and

strong desire of long-term work relation.

3.2.2 Two bases of organizational commitment

Commitment is a major component of social capital. In general, commitment in an
international joint venture or strategic alliance concerns a partner’s intention to
continue in a relationship. Does the firm intend to stay in the relationship and put
forth effort for the relationship to succeed? As with trust, commitment in a joint
venture or a strategic alliance stems from two bases: one is rational and instrumental,

the other is referred as attitudinal or emotional (Becker, 1960, p. 40).

All business dealings need methodical base before they taken place. That is,
businesses do not enter alliances to make friends; they enter alliances to gain some
form of economic reward. Evaluations, expectations and concerns about the future
potential for gaining rewards in and from an alliance relationship provide drive
instrumental commitment. For a relationship to continue there must be a positive

benefit/cost analysis for the partners. Managers must see a potential for returns and /or
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a need to avoid switching costs. only when these prerequisites are fulfilled, the

rational or instrumental commitment can arise.

Similar to trust, commitment also has an emotional or affective component. In this
context, commitment in a joint venture or an international strategic alliance means
that partners, in a sense, internalize the alliance relationship. The partnership assumes
a position of status and importance; the partners are willing to nurture and care for it.
There is a fairly deep psychological identification with the relationship and a pride of
association with the partner and with the alliances. This type of commitment is called
attitudinal commitment. It means giving extra effort voluntarily to make the venture
work and a willingness to go beyond mere contractual obligations. Committed

partners dedicate resources and effort and face more risks to make the venture work.

In general, the calculative commitment can be seen as the first step to entry a
partnership and with positive experience could develop into affective commitment
which with deeper psychological root and more enthusiasm of the parties. With the
same principle, the commitment of the employees to their potential employers could
also be rational and affective. In the rational context they will calculate the monetary
reward of their work, the develop possibilities and the opportunity cost to work for the
potential company before join the company. And if the company is his / her dream
employer through the information from media or other people, or its reputation and
famousness, or he / he has already gained very positive experience within the
company, they will develop affective commitment to the company with strong belong

feeling and value identification.

3.2.3 Commitment and trust

No matter in which kind of culture or society, trust is an essential factor in generating

commitment. However, the major driver of commitment seems to differ in west from

-34 -



in east. For U.S. firms it was more rational and less emotional credibility trust. In
contrast, the Chinese responded with higher levels of commitment when their trust
was benevolent, that is, based more on the emotional, nonrational component of trust
(Cullen, Johnson and Sakano, 2000, p. 236). It is supposed that a linkage exists
between the type of commitment and the social, cultural institutions of the respective
nations. Therefore, in Chinese society, commitment to a relationship arises only after
the close personal contact have been set up. Through really knowing the potential
partners and more frequent contacts the affective side of trust is growing. In contrast,
in the individualistic U.S. society and a society with mature legal system, reliable
performances backed by sanctity of contracts provide a stronger basis of commitment.
The Chinese trust the power and the force of contract much less than American,
because the total implementation of the contract content is not only very costly but

also ineffective in China.

On the individual level, trust provides a foundation for commitment. The two trust
dimensions, benevolence and credibility, are highly correlated and develop in parallel.
Firm managers develop beliefs about their partner’s reliability and delivery on
expectations in cooperation activities, the credibility side of trust. Simultaneously,
they develop beliefs that the partner will act with good intentions and will not harm
them, the benevolence side of trust. From the individual partner’s perspective, once
established, the trust dimensions appear to contribute significantly to the development
of commitment. Particularly, once in place, credibility and benevolence lead to the
instrumental dimension of commitment. That is, calculative commitment. Attitudinal
commitment, the more emotional side, is the more evolved form of commitment and
may take longer to develop. In addition, whereas attitudinal commitment develops out
of both dimensions of trust, it appears to be rooted more deeply in the emotional
component of trust relative to the rational component. Thus, trust — both credibility
and benevolence — of the partners builds and leads to commitment toward the
cooperation first in the more rational or instrumental form and then likely later at the

deeper attitudinal level. Figure 5 shows us the trust/commitment cycle.
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Figure 4: The trust/commitment cycle
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Trust is rather a psychological term. However, the trust attitude can be embodied
through corresponding behaviors, and therefore it can be observed and nurtured by
trust-signaling behaviors. Such signals include, for instance, meeting obligations and
expectations, performing relevant tasks competently and reliably, sharing information,
consistently delivering expertise and resources, and generally nurturing the
relationship. Trust —signaling behaviors in turn motivate the partner to feel and expect
trust. The partner is then more likely to reciprocate with similar behaviors, which
signals trust back to the other partner. This feedback pattern of behaviors is likely
reinforced by cooperation managers’ verbal statements of their confidence in partners.
Similarly, when a partner is committed to the relationship, he signals his commitment
with extra effort and work for the cooperation. In essence, when a person trusts its
partner or is committed to the relationship, trust and commitment become manifest in
behaviors that communicate these values to partners and encourage the partners to

reciprocate similarly. Figure 5 shows the reciprocity of trust and commitment.
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3.2.4 Commitment-Trust Theory

Morgan and Hunt (1994, p. 23) define commitment as the belief that “the relationship
is worth working on to ensure that it continues indefinitely” and trust as existing when
“one party has confidence in an exchange partner’s reliability and integrity”. They
theorize that trust influences commitment, and that commitment and trust are key
mediating variables in relationship marketing, which they define as “all marketing
activities directed toward establishing, developing, and maintaining successful
relational exchanges” (p. 22). They identify nine different types of relational
exchanges comprising various forms of supplier, buyer, lateral, and internal
partnerships, and propose that the reasons the combined presence of commitment and
trust are important in these relationships are that they encourage cooperation to
preserve relationship investments, a focus on long-term relationship benefits, and

taking risks without fear of opportunism.

The commitment-trust theory suggests that shared values positively influence both
relationship commitment and trust, and that relationship benefits and termination
costs also positively influence commitment. Communication is proposed to positively
influence trust, while opportunistic behavior is proposed to negatively influence trust.
Both trust and commitment positively affect cooperation, according to the
commitment-trust theory, and commitment is suggested to positively influence
acquiescence while trust is suggested to positively influence functional conflict.
Negative relationships are proposed between commitment and the propensity to leave

the relationship and between trust and uncertainty.

In the empirical test of their theory, Morgan and Hunt (1994, p. 33-34) found almost
complete support for the proposed commitment-trust theory. All proposed
relationships were significant based on correlations, and all but one (between
relationship benefits and relationship commitment) was significant based on a

structural equation model.
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Figure 5: The reciprocity of trust and commitment
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Morgan and Hunt’s (1994, p. 22) commitment-trust theory built on previous research
(e.g., Moorman, Deshpande and Zaltman 1993, p. 399-400) on the role of these

constructs in marketing relationships, and other researchers have since tested the
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commitment-trust model in other contexts or conceptualized the role of commitment
and trust in marketing relationships slightly differently (e.g., Garbarino and Johnson
1999, p. 70-71; Cullen, Johnson and Sakano 2000, p. 223); however, space constraints
do not permit a discussion of the full body of marketing literature pertaining to

commitment and trust.

3.2.5 Employees’ organizational commitment

3.2.5.1 Western studies on employees’ organizational commitment

Organizational commitment has received extensive research attention in Western
countries since this construct was proposed by Porter, Steers, Mowday and their
associates (e.g., Mowday, Steers and Porter, 1979, p. 224; Porter et al., 1974, p. 603).
According to these researchers, organizational commitment represents an employee’s
(a) strong belief in and acceptance of the organization’s goals and values; (b) a
willingness to exert considerable effort on behalf of the organization; and (c) a strong
desire to maintain membership. Although this definition has been refined by more
recent researchers (e.g., Allen & Meyer, 1990, p. 1; Meyer & Allen, 1991, p. 64), its
basic concepts of the employee’s identification with and attachment to the

organization’s values and practices have been accepted by most researchers.

The researches on organizational commitment conducted by western can be divided
into two periods. Before the 1990s, Western researchers concentrated their efforts in
identifying the antecedents and consequences of organizational commitment. For
antecedents, organizational attributes (e.g., extent of decentralization, compensation
practices), job details (e.g., job complexity) and personal characteristics (e.g., gender,

age, tenure, personality and values) have been proposed and investigated (e.g.,
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Bateman and Strasser, 1984, p. 95-96). As consequences, turnover and job
performance have been investigated as results of organizational commitment
(Mathieu and Zajac, 1990, p. 171). Similar studies have been conducted in Chinese
societies and similar results have been found (e.g., Wong, 1991, p. 45; Wong, 1997, p.
26).

In the second period, during the 1990s, Western researchers have developed three new
lines of research on organizational commitment. The first concerns the dimensionality
of organizational commitment that enriches our understanding about the exact bases
of this construct. These dimensions are “affective commitment” (i.e., commitment as
an affective attachment to the organization), ‘“continuance commitment” (i.e.,
commitment as a perceived cost associated with leaving the organization), and
“normative commitment” (i.e., commitment as an obligation to remain in the
organization) (Allen and Meyer, 1990, p. 1; Meyer and Allen, 1991, p. 61). The
second line of research concerns foci of commitment. It investigates the commitment
towards specific constituencies such as supervisor, work group, top managers and the
overall organization (e.g., Becker, 1992, p. 232; Becker et al., 1996, p. 465). Some
researchers have carried this line of research to Chinese societies and they have
demonstrated that Chinese employees’ commitment towards their supervisors will
develop faster and have effects on their overall organizational commitment (e.g.,
Chen, Farh and Tsui, 1998, p. 98; Wong and Kung, 1999, p. 1). Finally, in the 1990s,
Western researchers have attempted to examine the psychological process through
which employees develop their organizational commitment. Perceived fairness, job
security and trust have been proposed and investigated as important underlying
factors contributing to organizational commitment (e.g., Davy, Kinicki and Sheck,
1997, p. 323). This line of research has been applied later to Chinese societies and
with similar results that for a sample of PRC employees, trust mediates the effect of
perceived fairness on organizational commitment, which in turn affects job

performance and turnover intention.
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3.2.5.2 Organizational commitment and Hofstede’s value

structure

The by Hofstede developed model of cultural dimensions are used most widely. The
model contains four dimensions: Power distance, uncertainty avoidance,
individualism-collectivism and masculinity-fenmininity. Randall (1993, p. 102) has
developed an organizational commitment questionnaire (OCQ) and researched what
kinds of relations exist between each cultural dimension and organizational

commitment.

In addition, a fifth independent dimension long-term orientation has been found and
similarly validated since the publication of the above four dimensions (Hofstede 2001,
p- 353). Because the study of Randall was conducted before the finding of the fifth
cultural dimension, he has merely researched the relations between the four cultural

dimensions and organizational commitment.

The results of his study are as following:

Power distance

Findings regarding the power distance dimension were generally consistent with
expectations. Countries with lower power distance (notably, Canada) reflected higher
organizational commitment levels than those countries with higher power distance

(Japan and South Korea).

Uncertainty avoidance

It was supposed that countries with the highest uncertainty avoidance scores of the

countries studied, such as Japan and South Korea, would have higher organizational

commitment levels than the countries with lower uncertainty avoidance scores.
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However, Canada, with an obviously lower uncertainty avoidance score, report higher

organizational commitment levels among workers.

Individualism-collectivism

According to the findings of the organizational commitment questionnaire it appears
that level of attitudinal commitment may be lower in more collectivist countries (i.e.,
South Korea and Japan) than in some of the more individualistic countries (i.e.,

Canada).

Masculinity-femininity

Findings regarding the Masculinity-femininity dimension has no explicit trend and
pattern. While Japan has highest masculinity score and South Korea has the lowest
masculinity score among the countries studied, both had roughly equivalent
organizational commitment levels. Canada, with a high commitment level, only had a

median level on the masculinity index.

Long-Term Orientation

It refers to a culture’s valuing persistence or perseverance over quick results. As
mentioned above, this cultural dimention was found later than the study of Randell.
Thus the relation between long-term orientation and organizational commitment

wasn’t the object of his research.

The results of this research on the relations between each cultural dimension and
organizational commitment by means of an organizational commitment questionnaire
are regrettably highly tentative due to the limited number of countries available for
comparison. The findings regarding uncertainty avoidance are particularly interesting
as they are contrary to expectation. Unfortunately, data are not available to draw any

conclusions about the value structure of the studied countries and the level of
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organizational commitment using calculative measures or other affective commitment

scales.

3.2.5.3 Chinese culture and organizational commitment

Generally most organizations pursuit to develop durable relationship with the their
employees through providing good compensation packages and training and
development opportunities to achieving benefit in the long run (e.g., Ippolito, 1991, p.
533; Kirrance, 1988, p. 70; McManis and Leibman, 1988, p. 53). However,
multinational corporations in China may wonder these benefits can materialize
because of the specific environment in China. They may be led to ask, “Should
organizations invest more in cultivating Chinese employees’ commitment to the
organization?” From the point of view of traditional Chinese culture, the answer to
this question should be positive because a positive relationship between two parties

has important effects on the positive attitudes and behaviors of both parties.

There are several reasons for these positive attitudes and behaviors. First, Chinese
traditional culture emphasizes loyalty and commitment which are regarded as
common moral standards for everyone. As common moral standards, these concepts
are not limited only to the subordinates’ loyalty to their superiors. They represent
appropriate attitudes and behaviors towards other people and organizations (Wong
and Kung, 1999, p. 1). Thus, this concept has profound effects on Chinese attitudes
and behaviors. However, it's also necessary to mention here, in comparison to
traditional Chinese culture the value system in today's Chinese society is much more
materialistic, at least at the surface level. Therefore, many multinational corporations
hesitate to invest much in the Chinese employees because they are often poached by
the competitors just with higher salary. But these phenomenon can't repudiate the
deep influence of the traditional culture in the long Chinese history on every Chinese's

value identification, which is rooted deeply in Chinese mentality.
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Second, the Chinese culture puts specific emphasis on relationships. This emphasis on
relationship (in Chinese term, “guanxi”) has received a lot of research attention in
recent years (e.g., Law et al., 2000, p. 751; Xin and Pearce, 1996, p. 1641). In general,
empirical studies conducted so far support the important impact of specific forms of
guanxi (e.g., relationship with supervisors) on employees’ behaviors and attitudes
toward an organization. Furthermore, Beamer (1998, p. 56) found that Chinese
managers favor organizations which nurture friendships among their employees,

indicating the importance of relationships in Chinese culture.

Third, another important concept in traditional Chinese culture is reciprocity (in
Chinese, “Bao”). The concept of Bao (i.e., paying back those who treat you well) is a
form of human emotional debt and has significant influence on one’s behaviors and
attitudes (Chang and Holt, 1999, p. 351). In Chinese culture, one is expected to
remember others’ good deeds and to return the good deed through similar action. It is

morally wrong for someone to forget others’ good deeds or not pay them back.

More or less are these traditional Chinese cultural values (i.e., loyalty, guanxi and
bao) still maintained in Chinese societies what is beneficial to organizations if
employees perceive their employers as treating them well. Summarizing, building up
friendly relationships and nurturing employees’ commitment toward the organization

will benefit the organization in the long run.

3.2.5.4 Cultivate employees’ commitment in China

There are marked shortages of suitably trained employees in China. As a result,
multinational corporations must allocate substantial resources for training. However,
once these investments in human capital have been made, the firm faces an even more

difficult challenge in retaining its best local talent because many local companies
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prefer to “poach” talent from leading firms rather than develop it in-house (Fryxell,
Dooley & Li, 2004, p. 515). Meeting this challenge is all the more compelling
because of the high differential cost of expatriate managers who may lack insights
into the workings of the local market as well as lacking the “guanxi” (i.e.,
relationships with strong reciprocity norms) which is so necessary to facilitate
transactions (Goodall and Malcomb, 1999, p. 22). As a result, well-trained local
employees are extremely precious resource in China (Fryxell, Dooley & Li, 2004, p.

515). Therefore it’s essential to cultivate local employees’ commitment in China.

Organizations operating in Chinese societies should give their best to build up
positive long-term relationships with their employees. Once organizational
commitment of the Chinese employees is cultivated, they will have long-term positive
attitudes and behaviors towards their organizations. They will perceive their job
situation as better, are satisfied with the working conditions and will not leave their
organizations. Moreover, they will work with more enthusiasm and delivery higher
performance. Based on the understanding and the aforementioned analysis of
organizational commitment and the specifical characteristics of Chinese employees,
the following recommendations will be effective in cultivating employees’

commitment in China.

B  Employers’ long-term perspective

Long-term perspective is commended when organizations invest in Chinese
societies. As mentioned before, Chinese value the concept of "Guanxi", “Bao”
and mutual commitment. If investors are looking for fast money and don't plan to
invest time and monetary resources in their relationships with Chinese local
staffs, they probably cannot gain commitment from their Chinese employees. The
foreign investors have different perspectives. Some of them still regard China as a
source of cheap labor with high business risks. Thus, they try to minimize their
expenses in providing better training opportunities to their Chinese managers and
benefits to their production workers such as housing and recreational
arrangements. Some other investors are taking a longer perspective and are

willing to provide much more training and benefits to their employees beyond
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what the laws and regulations in China require. Another important reason for
employers to take a long-term perspective is that organizational commitment
requires time to develop. Organizational commitment can be developed only
when the person forming this attitude has a chance to understand the
organization, not only on the business level but also at the value basis, and thus a

long-term perspective of the employer is essential (Wong, 2000, p. 1).

B Invest in cross-cultural training

In multinational corporations managers with cross-cultural sensitivity and language
competence will have more success in understanding partner needs and interest
(Pucik, 1988, p. 496). And for instance, in China the local staff will perceive such
foreign managers with understanding and sensibility of Chinese culture as less strange
and more familiar, and consequently the trust and sympathy would arise faster and
easier than usual. The high quality of cross-cultural interactions between partners’
employees will avoid conflict, distant feeling and misunderstandings, facilitate
friendly and harmonic relationship, accurate commitment signaling and lead to greater

trust and commitment between partners.

B Fair human resource practices

Recent studies in Chinese societies have found that both distributive and procedural
justice has positive effects on employees’ organizational commitment. Furthermore,
trust plays an important role in determining employees’ organizational commitment
(Wong, 1991, p. 45). Thus, foreign investors may benefit by incorporating more
human management practices that emphasize more transparent, open and fair
procedures for communicating with employees and for allocation of material rewards.
Some foreign investors use extremely harsh regulations and disciplinary practices to
prevent employee misconducts such as stealing or fighting. Although these practices
may be effective in the short-run, it is impossible to build up a trusting relationship in
the long run if these practices become the norm. It may be worthwhile for

organizations operating in China to invest more in education programs and in creating
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communication channels to prevent employees’ misconduct rather than harsh

disciplinary regulations (Wong and Law, 1999, p. 26).

B Invest in direct communication

In order to overcome national, commercial, organizational and cultural differences,
it’s more successful at building trust and commitment when the issues are dealt with
face-to-face (Cullen, Johnson and Sakano, 2000, p. 239). Direct communication can

avoid misunderstanding and save time.

B Supervisors’ training

A recent study has determined that commitment to supervisors has a direct effect on
organizational commitment and Chinese employees may establish their commitment
to their supervisors before developing commitment to the whole organization (Wong,
2000, p. 1; Wong and Kung, 1999, p. 1). Thus, supervisors may play a salient role in
cultivating employees’ organizational commitment. Research also indicated that
supervisor-subordinate guanxi may affect their administrative decisions such as bonus
allocation (Law et al., 2000, p. 756). Thus, it is recommended that organizations
operating in China provide better training to supervisors about the organizational
culture and the importance in treating their subordinates fairly to cultivate employees’
organizational commitment. This should be targeted and implemented at all levels of
supervisor-subordinate relationships so that employees at all levels will develop their

commitment towards their supervisors and the organization.

B  More flexible forms (modular structure, temporary assignments, nonlinear

structures and temporary structures)

- Modular structure
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The employees' needs to experience the attraction and excitement of pursuing a
shared mission and self-fulfillment should not be ignored. The new approaches aimed
at gaining commitment and changing behavior are participative management, Theory
Y (s. table 1) (McGregor, 1960, p. 47) styles of supervision, management by
objectives, sensitivity training, job enrichment, leadership and human relations
training etc.. In comparison to the traditional organization structure, there is creatively
designed new structure as flexible alternative to the permanent staff structure, which
is objective, task and problem oriented. Project management, task forces, management
cells, project clusters and what Warren G. Bennis has called “organic populism” are
examples of such ad hoc organizations to cause change. Bennis predicts that
organizations of the future “will be adaptive, rapidly changing temporary systems,
organized around problems-to-be-solved by groups of relative strangers with diverse
professional skills...they will evolve in response to problems rather than to

programmed expectations...” (Harris, 1970, p. 48)

The concept “modular structure” is intended to express the idea of a unit that is small
but complete, autonomous yet united with other units, and whose mission is explicitly
stated. The purpose of using such structures is to repair the emotion-neglecting effect
of divisionalization of functions. Trust and commitment both have emotional root.
And emotion is practically the main objective of modular structuring. We observe that
the president of a company of division is more emotionally involved and committed
than other employees; it is no coincidence that his job also has the clearest and most
acutely felt accountability and is the only one not divided. So modular structuring
aims for many whole units, many “presidents,” and more keenly felt accountability
throughout the organization. In small, organic, complete, mission-oriented groupings
members can more easily grasp and identify with the mission and individually
influence the results. Each employee can more clearly feel the necessity of carrying
his load and the indispensability of his contribution to the whole task. Failure stands
out more obviously and rapidly and so does success. Peer respect becomes a powerful
motivator. The employee experiences his function as organic to the whole. And
accountability becomes a factor for all members in the groups, not merely
management employees. These are all strong social and psychological forces that
engage the employee’s emotional being and motivate the employee's commitment to

the corporation.
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Table 1: Theory Y’s Six Basic Assumptions about People

Theory Y’s Six Basic Assumptions about People

1. The expenditure of physical and
mental effort in work is as natural as
play or rest. The average human being
does not inherently dislike work.
Depending upon controllable
conditions, work may be a source of
satisfaction (and will be voluntarily
performed) or a source of punishment
(and will be avoided if possible).

2. External control and the threat of
punishment are not the only means for
bringing  about  effort  toward
organizational objectives. Man will
exercise self-direction and self-control
in the service of objectives to which he
is committed.

3. Commitment to objectives is a
function of the rewards associated with
their ~ achievement. @~ The  most
significant of such rewards, e.g., the
satisfaction of ego and self-
actualization needs, can be direct
products of effort directed toward
organizational objectives.

4. The average human being learns,
under proper conditions, not only to
accept but to seek responsibility.

Avoidance of responsibility, lack of
ambition, and emphasis on security are
generally consequences of experience,
not inherent human characteristics.

5. The capacity to exercise a relatively
high degree of imagination, ingenuity
and creativity in the solution of
organizational problems is widely, not

narrowly, distributed in the
population.

6. Under the conditions of modern
industrial  life, the intellectual

potentialities of the average human
being are only partially utilized.

In summing up these points, Dr.
McGregor sags:” Above all, the
assumptions of Theory Y point up the fact
that the limits on human collaboration in
the organizational setting are not limits of
human nature but of management’s
ingenuity in discovering how to realize the
potential represented by its human
resources.”

Source: McGregor, “The human side of enterprise”, p47-48.

- Nonlinear structures

In today's business practice, especially in big international corporations exists such
staff structure: a staff has two bosses, one is his disciplinary boss and the other
functional boss. In such concept there is clear division of the responsibility of the two

kinds of boss. Even the employee has two supervisors, he has only one job with one
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set of purposes and objectives. A more radical concept departure from the one-boss
principle is suggested to give the employee two sets of purposes, objectives and
duties, having him report for each set to a different supervisor and making sure he has
sufficient time to perform both jobs. This would make him a member of two groups.
When he has more than one job and report to more than one supervisor, the result is
no longer the single-structured pyramid but a network of jobs and job relationships.
Occasionally suspending the one-boss rule would permit us to introduce diversity into
the organization. Employees would have more opportunities for development,
involvement and fulfillment at work. Commitment, in these circumstances, would be
more readily given. However, it should also be considered in such structure that the
conflict in resource allocation to different jobs could probably occur. How to set the
priority is a new central point of such work structure. It could lead to more effort and

time input for the communication and coordination between two task groups.

- Temporary assignments

Although permanent assignments can build up and develop deeper functional
expertise in certain fields, it could also result in a lack of movement that stifles
commitment. Therefore, it make sense to compensate permanent assignments with
temporary assignments. Temporary assignments would of course increase position
turnover. Boredom with jobs that have become dull, routine and automatic from
having been held too long would doubtless decrease. The additional job experiences
would sustain a rising learning and development curve. Most important, giving an
employee opportunities to master successive challenges would increase his self-

confidence and the desire to grow and more initiative contribution to the new tasks.

- Temporary structures

Similar to modular structure, temporary structure provides a flexible alternative,
especially suitable for temporary tasks which need of professional and speedy
solution. In certain innovative branches such as multinational oil/ energy corporations

they have very flexible structure, on the basis of traditional structure allowing many
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temporary structure or units. It can give the employees a very free feeling. They enjoy
dealing with the changes and themselves to initiate to change. In such organizational
culture you can feel strong creativity and dynamic. In contrary, the specialization of
work, the one-man, one-boss principle and permanent assignments establish a single,
fixed, strong relationship of people-to-people and people-to-work. So strong are these
relationships that the work belongs to the employee and the employee belongs both to
his supervisor and to his department. If concept of temporary structure is not
promoted by the top manager level and internalized by the employees of a company, a
manager of middle level who wants to use a temporary or ad hoc structure utilizing
people outside his jurisdiction must get the concurrence of too many of his fellow
managers, convincing them of their mutual interest in the problem, and achieving
some kind of consensus with them on the team’s charter and chairmanship. And after
the temporary group is formed, he must contend with the independence of the
members, who remain oriented toward their supervisors in their permanent

departments, probably due to their interest in a long run.

3.3 Cooperation

3.3.1 Cooperation as a theoretical problem

Cooperation, as a common concept at individual, organizational and social levels in
real life, however, is not as easily grasped within organizational economic theory as
should be expected, because of the predominating assumption of agents' maximizing
behavior and moral hazard. The necessary information about market contingencies
and technological possibilities etc. are in most cases asymmetrically distributed
between business firms (managers); and they know little about each others' incentives

and goals before they initiate cooperation. The danger of the partner acting
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opportunistically (i.e., shirking; holding-up; terminating the cooperation before time;
stealing business ideas; etc.) withstanding, So, what's the reason that the agents

choose to enter into cooperation and risk their investments?

Even if one proposes that agents have no incentives towards acting opportunistically
when they expect future pay-offs (Roscher, 1989, p. 35), one cannot explain how
cooperation is initiated if one maintains the assumptions of imperfect information and
maximizing behavior: Why should agents at all dare to initiate a cooperation; given
the risk that their partner might escape with the entire profit? The most possible
causes may be gaining potential higher market share, good know-how complementary

each other or scale effect through cooperation.

3.3.2 Transaction costs economics

Transaction cost economics (TCE) focus primarily on the costs involved in making
transactions rather than the costs of producing a product. TCE thus emphasizes the
elements that govern transactions. Here the term ‘governance’ is defined broadly as
the ‘mode of organizing’ (Williamson, 1991, p. 79-80). Governance is viewed in
terms of the design of the particular mechanisms supporting an economic transaction
where there is an exchange of property rights. TCE tries to derive the optimal
governance mechanism under a certain set of situational contingencies (Barney and
Hesterly, 1999, p. 144). Three assumptions underlie decisions on a given governance
mechanism. First, individuals in any economic system have a bounded rationality.
This means that while people intend to be rational, in reality their cognitive
capabilities are limited. Second, at least some individuals are inclined to be
opportunistic or to act in self-interest with guile. Third, information is asymmetrically
distributed. Thus, the parties of many transactions have access to only incomplete,

imperfect or imbalanced information (Williamson, 1985, p. 30). Based on these three
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assumptions, TCE explicitly considers the efficiency implications of adopting

alternative modes of governance in transactions.

In the TCE framework, the costs of any transaction comprise the costs of planning,
adapting and monitoring operations (Williamson, 1996, p. 379), also known as
"coordination costs" among organizational theorists (Douma and Schreuder, 2002, p.
7). Transaction-specific investments involve human and physical assets that are
dedicated to a particular relationship and cannot easily be redeployed. The
idiosyncratic nature of these assets gives rise to a safeguarding problem, and
consequently a mechanism must be designed to minimize the risk of subsequent
opportunistic behavior (Anderson, 1988, p. 258). According to Williamson (1996, p.
136), transaction-specific investments are so critical that they transform the nature of
the exchange; rendering firms both valuable and vulnerable positions. In a valuable
position, the investments allow for coordination of activities and exploitation of
complementarities of assets. In a vulnerable position, transaction-specific investments
can create a situation in which the number of potential partners is small and a firm

becomes dependent on its counterpart (Kemp, 1999, p. 25).

The ramifications of the decision to create specific transactional assets are the
principal focus of transaction cost economics (TCE) (Williamson, 1985, p. 42). TCE
has focused attention on the accumulation of assets — that is, any tangible or
intangible of value — that are difficult and costly to shift from one transactional
partner to another. Such assets are rather customized and idiosyncratic and are
therefore of considerably less value outside the focal relationship (Heide and John,
1990, p. 27). Specificity arises in different ways, particularly in human knowledge
and skills and in physical specificities. An example in the physical realm is when
machinery is designed to have optimal value only for a particular application.
Bensaou and Anderson (1999, p. 5) described some examples, such as enormous
oceangoing cargo ships fitted especially for crossing the Pacific and for the loading
and unloading of Honda cars. While such a ship is clearly of great value to the car
manufacturer, it is far less efficient in other applications, and overcoming these

inefficiencies would involve expensive retrofitting.
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Initially, the central proposition was that high levels of transaction-specific
investments (TSI) would affect the relationship negatively by fostering dependence
and other governance hazards, such as opportunism (e.g. Williamson, 1985, p. 3;
Anderson, 1988, p. 258). However, research has proven that TSI might enhance
coordination and cooperation between partners (Bensaou and Venkatraman, 1995, p.
1475; Dyer, 1996, p. 271). In strategic management, investment in specific assets can
be a source of competitive advantage (Dyer and Singh, 1998, p. 660). In an
increasingly complex, dynamic and competitive environment shaken by rapid changes
in consumer wishes, technology and international trade, it has become more difficult
for any single firm to ‘go it alone’ in all of its products and markets (Ohmae, 1989, p.
143). Thus, many firms (e.g., a supplier that sells directly to end consumers) must
reduce their range of activities and concentrate on a few core competences (Prahalad
and Hamel, 1990, p. 79), at the same time increasing the frequency and magnitude of
collaboration with other firms (Contractor and Lorange, 1988, p. 3). Firms can focus
on their own distinctive core competences (i.e., specializations) while investing in
specific assets. Collaboration enables them to benefit from a counterpart’s other,
complementary assets, which might be difficult to appropriate, and still pursue a

multitude of markets and technologies (Powell, 1990, p. 316).

TSI is an important mechanism for achieving closeness in a relationship. The
deliberate creation of specific assets for the purpose of making it difficult for a partner
to exit the relationship confers a sufficient reason for the collaborators to continue to
work closely together (Williamson, 1985, p. 53). This self-imposed exit barrier
provides incentive for an investor to live up to its promises, suggesting that TSI acts
as a safeguard against opportunistic behavior. Additionally, TSI reassures the
counterpart about the intentions and integrity of the investor. Creating specific assets
is known as creating credible commitments (Heide and John, 1988, p. 27) or pledges

(Anderson and Weitz, 1992, p. 312).
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3.3.3 Cooperation as an asset

With a growing dominance on many markets of strategies of continuous
specialization, flexible coordination (Piore & Sabel, 1984, p. 51; 1990; Sayer &
Walker, 1992, p. 1; Schoenberger, 1988, p. 254) and inter-firm technological learning
(Lundvall, 1985, p. 9), cooperation between firms is - seen in the "resource-based"
perspective (e.g. Wernerfelt, 1984, p. 171; Winter, 1988, p. 169; Chandler, 1992, p.
85) crucial for achievement of capabilities. For groups of firms, realizing external
economies (Krugman, 1995, p. 15); cooperation gives rise to "higher-order"

capabilities (Foss, 1996, p. 5).

3.3.4 Trust as an asset

If managers trust each other not to act opportunistically, economic action
(cooperation) is "lubricated" (Arrow, 1974, p. 26). Such trust is of economic value,
because it allows agents to initiate and maintain cooperation - without making costly
safeguards. If trust is common or "social" amongst a whole group of agents (Coleman,
1984, p. 85), widespread, flexible cooperation (with possibilities to shift between
partners or combine different cooperations) is a real option. The importance of trust
for economic action and cooperation applies both on principal-agent relationships
within firms; relationships between firms and customers; and between managers of
independent business firms (both in vertical and horizontal firm relations). Because
trust is valuable, commonly desired and specific, it can be seen as a capability or even

a higher-order capability.
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3.3.5 Trust and cooperation

Cooperation is a necessary form of accomplishing tasks within and among
organizations. It's also an action form which social capitals take and strongly related
to trust and networking. Cooperation is related to all three dimensions of social
capital. Through the cognitive and relational dimensions it also has a strengthening
impact on the structural dimension. Cooperation can be defined as human behavior,
sharing of meaning and completion of activities with respect to a common goal that
takes place in a particular social or work setting (Sonnenwald & Pierce, 2000, p. 461).
Similar to trust, cooperation enables the conversion of individual knowledge into
organizational knowledge. Trust has an effect on cooperation and the development of
the structural dimension because it produces more interactions between the
interdependent members of an organization or a network. Therefore, the enhancement
of trust in cooperation is very advantageous for knowledge creation and network

building.

Problems in cooperation may be caused by factors in the cognitive dimension. For
instance, partners’ different background and expertise may increase their cognitive
distance and inhibit collaborative efforts. Sonnenwald (1995, p. 859), who studied
cooperation in a design project, claims that problems such as impeding collaboration
appear because the partners bring not only their models of work and organizational
and personal beliefs, but also their own world lives to the collaboration process. We
can assume that trust strengthens the cognitive and rational dimensions and has a
crucial role as a communicative sense-making process in such a situation. Especially
in today's globalization economy, in which the international cooperation becomes
common business action, trust is essential to avoid false and even hostile
interpretation of different opinions and views which leads to the lost of benefits of

cooperation.

In many organizations there may be both visible and invisible borders to be crossed.

The difference in relational and cognitive dimensions of social capital could result in
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both visible and invisible borders within or among organizations which impede the
cooperation. The strategies applied should include incentives to boundary spanning
behavior because these organizational borderlines prevent human contacts and,
consequently, information flows. Thus, they also impede the development of the
structural dimension of social capital. Visible borderlines can be found, for example,
between various units and departments, invisible ones, in turn, between generations,
genders, or individuals with disparate educational backgrounds, worldviews and
mental models. Cognitive distance exists where invisible borderlines are strong.
Knowledge sharing and building mindset of openness, tolerance and treasuring of
diversity help to decrease cognitive distance and enhances knowledge creation and

use within organizations.

Trust has also an impact on the structural dimension of social capital. Trust in
collaborators’ relationships allows frequent contacts and sharing of knowledge in
practice for the generation of new knowledge. Trust can emerge in relationships of
this kind because there activities may be heavily routinized in nature and also have
evolved informally. This signifies the role of knowledge sharing that requires and
communication will also be established, maintained, and facilitated between experts

and novices (Blair, 2002, p. 1022).

Nooteboom suggests that governance involves four elements that come into play in
cooperations. First, controls refer to the extent to which bureaucratic or legal
regulation and monitoring mechanisms are put into place to deal with threats of
opportunism. Legal forms of contracting, he argues, are costly and inflexible and do
little to foster trust (de Laat, 1997, p. 146). This is particularly true in the high-context
cultures of Asia (Hall, 1987, p. 129) where, as we will see, agreements between
people are based on relational trust and are “spoken” rather than “written”. After a
contract has been signed in China or Japan the partner may request further changes.
This, Hall points out, causes Western indignation, particularly he says to Americans
who “regard a contract as binding, a stable element in a changing and uncertain
world” (Hall, 1987, p. 128-129). Second, he mentions loyalty, based on particular
norms and values, habituation or bonds of family, kinship, friendship and clans that
help build trust-based relations and help reduce opportunism. Third, he mentions that

the extent and unity of partner values can ensure stronger dependence in cooperation
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and greater mutual understanding. Lastly, he mentions binding, which is affected by
exit barriers or how easy these are to enforce and at what cost, and the cost of losing

one’s reputation from behaving opportunistically.

“We are concerned with trust and trustworthiness because they enable us to cooperate
for mutual benefit. Cooperation is the prior and central concern. Trust is merely one
reason for confidence in taking cooperative risks, and trustworthiness is merely one
reason such risks can pay off.” (Hardin, 2002, p. 240). Social psychologists have
stressed the link between trust and cooperation early on (e.g., Deutsch, 1958, p. 435;
Dawes, 1980, p. 169). The social psychological “goal/expectation theory” (e.g., Pruitt
and Kimmel, 1977, p. 376; Yamagishi, 1986, p. 111) and more recent economic
experiments on conditional cooperation are, as well, consistent with this
interpretation. According to the goal/expectation theory, “mutual trust is the key to
actual cooperation” (Yamagishi, 1986, p. 111). Pruitt and Kimmel (1977, p. 376)
argue that “Simultaneous cooperation is assumed to arise if and when both parties
have a goal of mutual cooperation and an expectation that the other is ready to
cooperate.” Apart from a few unconditional cooperators (‘“‘altruists”), most people are
only willing to cooperate if they expect others to cooperate as well, because they do
not want to be the suckers. Therefore, conditional cooperators who make a
contribution decision can gain from cooperation but face the risk of being exploited
by the free riders. Consequently, people who contribute apparently trust the others

(Sugden, 1984, p. 783; Croson, 2002, p. 209; Fischbacher et al., 2001, p. 401).

The notions of trust and cooperation are often related to each other in literature in the
sense that, on the one hand, authors see trust as absolutely conditional to come to any
form or degree of cooperation. On the other, trust is considered as a result of
cooperation; cooperation refers to the process in which people work together for a
particular purpose. This causality, one way or the other can be found in fields like
socio-biology (Ridley, 1996, p. 2), pragmatic organization theory (Alter & Hage,
1993, p. 777) and game theory (Axelrod 1984, p. 8; Sandler, 1992, p. 20). In all three
fields trust and cooperation are linked, connected through a process of mutual
reciprocal obligations that are met within a certain time frame. Reciprocal processes
presuppose in the first place that actors must have the possibility, to a certain extent,

to anticipate the future conduct of the other to be able to formulate their own line of
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action. Secondly, actors must trust each other, again to a certain extent, that they share
fundamental conceptions of reality; that they share social constructions of good and
bad; of a shared interpretation, or at least understanding of the mutual benefits of
cooperation. It also extends to the expectation that the other has a will to do well

(Smets, Wels and van Loon, 1999, p. 15).

The relationship between cooperation and trust is a two-way relationship. Cooperation
will not take place without pre-supposed trust, as trust can be developed, enforced and
stabilized through repeated cooperation. When people work together, they can learn to
trust each other and find that they will win and succeed simultaneously with their
partners. Because trust is based on our own experiences, we need opportunities to
learn it in our own lives. Real, honest collaboration offers such an opportunity. As
Fukuyama (1995, p. 27) says, “... people who do not trust one another will end up
cooperating only under a system of formal rules and regulations, which have to be
negotiated, agreed to, litigated, and enforced, sometimes by coercive means.” Instead,
if they trust each other, they will appreciate collaboration that they are involved in and

thus also their commitment to it.

3.3.5.1 Trust and R&D cooperation between headquarter and

subsidiary

Arrow (1963, p. 946) first established the classic theory that firms tend to under-
invest in R&D, when knowledge spillovers are high, or when competitors can capture
any new knowledge that is created, easily and cheaply. However, firms can internalize
such spillovers through R&D cooperation and appropriate higher returns than under
non-cooperation. Such R&D consortia involve cooperation in terms of cost sharing,
information sharing and technical expertise sharing. They allow firms to realize
higher returns from R&D expenditure through non-duplication of research and enable

learning through sharing of information. R&D cooperation is increasing in the high-
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tech sectors due to growing research costs and rising technological and market
uncertainty. This trend has stimulated an extensive game theoretical literature

concerning incentives for inter-firm R&D cooperation.

This literature may lead us to believe that R&D cooperation between firms is quite
common and that collaboration once initiated between any set of firms, is unlikely to
fail. However, in reality, neither of these two predictions is entirely valid. Even in
high tech sectors, where R&D consortia are definitely multiplying, cooperation at the
R&D level is still more the exception than the rule. Furthermore, a large number of
R&D cooperations break down before completion of the project (Kogut, 1989, p.
197). Though some of these breakdowns can be explained by mistaken ex-ante
perceptions of the costs and benefits associated with cooperation, others are cited as
having broken down due to manifestations of opportunism (Deeds and Hill, 1998, p.

157).

Firms entering into a relationship via a common R&D project often do not fix the
details about what the partners expected to do during the course of the cooperation ex-
ante. Given such incomplete contracts, the harmonization of firm motivations is
imperfect, and the efficiency of cooperation is limited. Moreover, third party
verifications of R&D efforts are usually impossible. Therefore, trust becomes

necessary to justify the engagement of collaborators.

Trust, whenever it appears, is the result of a repeated interaction between agents.
However, not all R&D contracts are implemented in the context of a repeated game.
How then can we explain the emergence of R&D cooperation in a static context,
when the partners are confronted with the problem of opportunism and they cannot
formulate a complete contract that protects them against such a risk? Some elements

are offered for an answer.

When opportunism cannot be entirely eliminated through some monitoring or
incentive mechanism, the success or failure of R&D cooperation depends on the
motive of the collaborators, the configurations of trust and the level of spillovers.
When two firms consider whether or not to initiate an R&D cooperation, one of the

following outcomes is possible:
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B No initiation of R&D cooperation: For low levels of trust, under any level of

given spillovers, when at least one of the partners is a non-opportunist.

B [Initiation of R&D cooperation without manifestation of opportunism: When two
non-opportunists initiate a cooperation for sufficiently high levels of trust under

any given level of spillovers.

B Satisfactory R&D cooperation with manifestation of opportunism: When two

opportunists initiate a cooperation and the spillovers are high.

B Unsatisfactory R&D cooperation with manifestation of opportunism: Whenever
an opportunist initiates a cooperation with a non-opportunist. This also occurs

when two opportunists initiate a cooperation and spillovers are low.

Therefore, the initiation of R&D cooperation depends not only on the level of
spillovers, but also on the type of firms involved and their trust in each another.
Furthermore, the higher the degree and the possibility of spillovers, the higher is the

requirement on trust.

It also has implications for some of the ongoing debates on trust and cooperation at a
sectoral or regional level. For instance, recently, there have been a number of studies
comparing interfirm cooperation in the USA, Europe and Japan. They indicate that
American firms are more hesitant to initiate cooperation than their Japanese
counterparts (Casson, 1991, p. 12; Dunning, 1995, p. 478). The reason most often
evoked is that Japanese firms exhibit a higher level of trust (Sako and Helper; 1998, p.
395). Furthermore, Hagan and Choe (1998, p. 595) put forward the notion that trust
in Japan is simply a social norm regarding to the sanction and punishment system in

case of cheating on commitments.

In summary, trust facilitates the initiation of R&D cooperation, but is neither
necessary nor sufficient to ensure higher payoffs than from non-cooperation. The
level of trust required to initiate R&D cooperation depends on the type of the firms

and on the level of spillovers.
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In the context of R&D outsourcing in subsidiaries in China trust in the commitment
and the competence of local staff is essential for the success of the outsourcing. In
many business practices the local staffs have no access to the core technology. The
main reason is lack of trust of the headquarter in the long employment and the
commitment of the local staff to keep their business discretion. It’s like vicious circle,
the local staff feel not be trusted by their employer and it leads often to short

employment.

3.3.5.2 Trust, cooperation and globalization

Nowadays, globalization becomes common reality with both positive and negative
effects on our life and business activities, such as the rapidly increasing uncertainty
and insecurity as well as of a seemingly unbridled growth in new possibilities and
opportunities. From around the world, academics, politicians and business leaders
have presented optimistic as well as pessimistic forecasts of how we might sustain a
future for ourselves and our children, in the face of increasing poverty, ecological
degradation and the catastrophic potential of new technologies and industries (Beck
1992, p. 12). Against what is often referred to as the “postmodern” swing to
relativism, the majority of today's leading commentators still cling on to a belief in
possibilities of judgement, on the basis of merging “truth” and “justice”. Indeed, in
the wake of this new world order of global risk and opportunity society has also been
characterized by a search for new values, which often turns out to be a rediscovery of
old ones. Trust is one such term that has re-emerged as a concept endowed with the
burden of anchoring ethics into the social world (Misztal 1996, p. 33). In its shadow,
cooperation is often seen as a particular operationalization of trust, specifically
catered to bridging the worlds of political-economic interests (i.e., the business of

globalization) and moral values (i.e., the philosophy of globalization).
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By referring to processes of globalization it is often assumed that the concepts of trust
and cooperation are sufficiently put in context. From there on sweeping and
generalized statements can be made about trust being the grease, which enables
processes to function properly. Trust is, for example, seen as a solution to enable a
good functioning of the world economy (Fukuyama 1995, p. 151); or a means for
coping with the world (Giddens 1995, p. 79); to smoothen the operation of an
organization; to understand networks of relations (Gambetta 1988, p. 31); and

especially to let their cooperation succeed.

We need, however, to stop making speculative claims based on grand, but rather
unsubstantiated, theorizing if we are to make any proper sense out of trust and co-
operation. Trust and cooperation are more than philosophical concepts; they are
cultural measures that are applied and used in social practices, in the service of
political, economic and indeed sometimes also moral objectives. Trust and
cooperation then are part of processes of socialization and conditions of interactions
and exchanges. These need to be studied and analyzed in their own, culturally
specific, empirical and practical contexts, which, we shall argue, defy any sweeping
generalizations about the conditions of the world we live in. For example, the
operations of trust and cooperation in the setting of a Chinese society (Yan, 1996, p.
74; Yang, 1994, p. 123) are very different from the working of trust and cooperation
in telematics (Van Loon, 1999, p. 63). Trust can include a range of different elements
in the Western business context (as the extensive literature on networking reveals),
but might have different meanings in cooperative or collaborative arrangements in
other countries (Fulop and Richards, 2002, p. 275). Elements such as reputation, prior
association, reciprocity and fair dealing are considered as the key to explaining how
trust underpins network formation in Western societies (Ring and Van de Ven, 1994,
p- 94), but might have completely different meanings, or even meaningless, in other
cultures (Fulop and Richards, 2002, p. 279). Therefore we must question the
appropriateness of such concepts in cultural research, as they are predominantly born
out of particular traditions, especially western and modernist. Moreover, they don't
need to have direct bearing on how people conduct their affairs in other parts of the
world. However, we must be equally cautious with embracing the particularism and
cultural relativism that such a shift often implies. In other words, globalization is

neither exclusively the imposition of homogenizing and universalizing forces, nor is it
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completely indifferent to particular localities. As Appadurai (1990, p. 49) noted,
globalization is best referred to as an ensemble of disjunct forces, which operate at
variable speeds with variable impact and are formative of an increasingly dense and
complex "web" of flows and connections. Although the elements and meanings of
trust in different countries could differ, it is equal trust smoothes and facilitates

cooperation and cooperation is often seen as a particular operationalization of trust.

3.3.5.3 Trust, cooperation and time

The time frame leads us to another important angle that brings trust and cooperation
together, which is that all trust relations involve a time lag (Bourdieu 1997, p. 190).
Coleman (1990, p. 91) notes that there is a time asymmetry, which creates uncertainty
or risks' as he formulates it, which makes trust a form of Bourdieu's social capital,
because the trust mechanism reduces the costs of monitoring and sanctioning
activities. This utilitarian approach to trust is unable to explain of the norms that are
irreducible to profit maximizing rationality, but are also inherent in trust relations.
However, time as a liaison between trust and cooperation can open our eyes to both
the more utilitarian aspects of trust relations as well as the more normative ones. If we
trust someone in the sense that we are willing to cooperate, it can be that our
trustworthiness extends as far as a certain time-limit in which our own goals must be
rewarded through cooperation with others. The period of time we give the other
participant to cooperate to prove himself to be trustworthy in terms of goal realization
can be interpreted as an indication of the level of trust we were willing to put into the
relationship. This is a utilitarian explanation for the linkage of trust and cooperation
through time. On the other hand, the time lag granted in cooperation is also an
indication of the moral commitment of the participants (Smets, Wels and van Loon,

1999, p. 151). Again, the concept of reciprocity is relevant here as “a gift or service
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received which creates for the recipient, a reciprocal obligation to return a gift or a

service of at least comparable value at some future date” (Scott, 1976, p. 167).

3.3.5.4 Trust, cooperation and reputation

Trust can be built up through a learning process of repeating actions. Good reputation
arises can be observed when the agent acts very honestly, keep his promises and meet
the contractual obligations in his history with repeated interactions with his
cooperators. The importance of time and experience in deciding whether or not to
cooperate points to the limits of the argument that reputation alone can account for the
success of long-term contractual relations. The client firms were certainly concerned
about the reputations of their suppliers - they refrained from initiating relations with
suppliers that had sullied their reputations as regards quality or delivery. In this sense,
reputation played an important role by providing certain basic assurances upon which
a long-term partnership might be constructed. However, given the impossibility of
specifying in advance exactly what they expected from a subcontractor if a good
reputation was to be maintained, the clients felt the need to learn how the
subcontractor would respond to the unanticipated situation before undertaking the risk
of a long-term commitment. It seems that the clients appreciated the reciprocal nature

of this learning process.
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3.3.5.5 Trust, cooperation and economics

On a macro and global basis, sensibility to cultural difference , political interests and
historical specificities are needed to understand the relationship between cooperation
and trust. One specifically important domain in which these particularities are evident
is that of economics. It is the particular connection between trust and economics that
has given a new impetus to theorizing what Cheal (1988, p. 15), for example refers to
as moral economy. This also shows how a seemingly abstract and metaphysical
concept such as trust suddenly comes to life in the most material and instrumental
practices of everyday life. Fukuyama (1995, p. 151) explicitly connects the concept of
trust with macro-economic processes and developments. According to Fukuyama the
level of trust, amongst other factors, is an important prerequisite for economic
success. The higher the level of trust, the more economic development might be
expected, because trustful relations “lubricate” economic cooperation and trade. In
this respect he follows the trend-setting work of Fox (1974, p. 103), which makes a
distinction between “high trust” and “low trust” countries. High trust countries are
Germany and Japan in his perspective and for instance China and Taiwan belong to
the low trust countries. These set different contexts and conditions for the formation
of negotiation and cooperation strategies, with high-trust environments having the
advantage of being able to subvert the prisoner's dilemma more easily. Fox's model
thereby allows us to explain why the Chinese and Taiwanese economies are
inherently more volatile than the German and Japanese; the latter being more rigid
and less flexible in their responses to drastic changes, but also far more reliable and

robust for operating in uncertain economic climates.

- 66 -



3.3.5.6 Trust and moral Contracts

As aforementioned there are different concepts of trust, and accordingly, there are
also relevant tools to avoid opportunism as safeguard of trust. Many firms argued that
the build-up of trust helped them to cope with different risks. The need for trust is
related to the fact that they regulate their relations with what they termed "moral
contracts" (contras moraux) rather than with detailed written contracts. The moral
contracts are also written documents, but less detailed and served as a reference point
for ongoing discussions. In comparison to past, the market nowadays is changing
faster and becoming more complicated. With such a background, they are reluctant to
specify their obligations in formal, which need to specify in advance exactly what
clients expected to their subcontractors. It was understood that adaptations to
unanticipated contingencies is necessary for sustainable business success and
continuing relationship. might have to be made if the relationship to continue and the
business successful . This required a foundation of trust as a basis for arriving at

acceptable terms.
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Figure 6: Bi-directional positive relations between trust and communication,

cooperation, commitment
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3.1 Conclusion

As displayed in the figure 6 and argued in the chapter 3.1, 3.2 and 3.3 there are bi-
directional positive relations between trust and its indicators communication,
cooperation, commitment. This conclusion has set up the methodical foundation of
the following study: what kind of relations are there between trust indicators and trust

influencing factors?
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4 Influencing factors of trust in international
companies

There are many factors influencing trust building in organizational circumstances. In
this study we will focus on the international context and research the influence of the
national cultural difference, the centralization degree of headquarter and the hierarchy
level of staff localization on trust building in international companies in China (s.
figure 6). In the previous chapter it has been proved that communication, commitment
and cooperation are the basic indicators of trust (s. figure 6). To be deduced the
following study task is to demonstrate the impact of the influencing factors of trust
(national cultural difference, the centralization degree of headquarter and the
hierarchy level of staff localization) on the indicators of trust (communication,
commitment and cooperation) (s. figure 7). Table 2 shows us what kind of influences
the national cultural difference, the centralization degree of headquarter and the
hierarchy level of staff localization have on these three trust indicators. In following

chapters we will explain each influence in detail.
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Figure 7: To be proved relations between trust and its influencing factors in

international companies in China
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Figure 8: Trust measuring through trust indicators
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Table 2: Matrix of influencing factors of trust

Trust of local staff (Communication Commitment Cooperation
Difference of B Cognitive B Identification B Cognitive
national culture difference B [ntegration difference
B Behavioral B Behavioral
difference difference
B Misunderstand- (different
ing management
B Tacit knowledge styles/ practices)
transfer B Chinese social
networks
Centralization B Communication B Participative B Control
degree of process for decision making atmosphere
headquarter decision making B Job satisfaction B Relationship
B Control between
atmosphere headquarter and
local managers
Hierarchy level of B Communication B Fair employer B No behavioral
staff localization in Chinese style image difference
B Career B Chinese social
opportunity for networks

local staff

Source: own table

4.1 Difference of national culture

4.1.1 Definition, levels and dimensions of national culture

The fact that the word ,,culture® is used in two quite different senses often leads to

confusion. This can be noticed in discussions as well as in journalistic publications.

There is culture as “civilization™: arts, craftsmanship, and scholarship, which we

could call “culture in the narrow sense”, and there is culture as acquired patterns of
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thinking, feeling and acting: “culture in the wider sense”. In this research we deal with
culture in the wider sense, which is the way the word is used by anthropologists. A
practical working definition of ‘“culture” in this sense is that it represents the
“collective programming of the mind which distinguishes one category of people
from another” (Hofstede, 1993, p. 68). We all belong to several categories at the same
time, each of which contributes a component to our mental programming: our nation,
region of origin, language group, generation, sex, religion, education, occupation and
even the organization for which we work. Thus, our cultural baggage is composed of
these various components, completed by our personality, which is the truly unique
part of our programming, not necessarily shared with members of any category to

which we belong.

As mental programming, culture is software; it is invisible by itself but becomes
visible in its consequences, which maybe hard enough. When organizations move
abroad, such as in the case of multinationals, we recognize that their culture has partly
been shaped by the nationality of their founder or founders, so that organizational and
national cultures do, in fact, overlap. Managers or students sometimes want to know
which is more powerful, the national or the organizational component of culture.
However, this question cannot be answered; apart from the fact that they may overlap,
they also affect different programs in our minds. For example, ways of dealing with
authority carry primarily a national component which the organization can modify but
not entirely change; ways of dealing with innovation carry primarily an organizational
component, secondary to the national presence. In all cases, the origins of the mental
programming which we call culture lie in the past: culture, whether national, regional,
occupational or organizational, represents the crystallization of history in the thinking,
feeling and acting of the present generation. It is transferred to future generations

through education and socialization (Hofstede, 1993, p. 68).

The concept of culture having many levels or multiple dimensions has been proposed
by several theorists (Schein, 1984, p. 69; Martin and Siehl, 1983, p. 52; Sathe, 1986,
p. 234; Deal and Kennedy, 1982, p. 107). Sathe (1986, p. 235) states that looking at

culture in terms of levels culture is something an organization is rather than has.
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According Rousseau (1990, p. 157), culture “has many elements, layered along a
continuum of subjectivity and accessibility”. The deeper and more unconscious the
element of the culture the more difficult it is to uncover the surface. These layers or
levels range from artifacts through to fundamental root, which are the deepest most
inaccessible levels. In between these levels are the patterns of behavior, behavioral
norms and values. Artifacts are the material objects which represent or reflect the
physical manifestations of culture (e.g., logos). The patterns of behavior are the
functions of organizations that are observable to outsiders and whose purpose is to
solve basic organizational problems. The behavioral norms are the members’ beliefs
regarding acceptable and unacceptable behavior. This may be observable to outsiders
but would need information directly from members. The values are the priorities of
certain outcomes. This requires information directly from members. The unconscious
assumptions are not obvious, even to members. This level is the most difficult to

study, for it is not manifest under normal circumstances (table 3).

For this study it can be assumed that the bigger the difference of the deeper and
deepest levels of cultures, the more difficult to build up trust between the different
cultures. It is a long term issue to change or accept the difference in the deepest level

of culture.

The definition of national culture most cited in social sciences research asserts:
,Culture is the collective programming of the mind*“ that distinguishes members of
one group from another (Hofstede, 2001, p. 9). Researchers have modeled national
culture assuming that societies vary along specific cultural dimensions (Newburry &
Zeira, 1999, p. 272). For example, Trompenaars (1994, p. 39) identified universal
problems that lead to corresponding cultural dimensions: universalism vs.
particularism; individualism vs. communitarianism; specific vs. diffuse; affective vs.
neutral; achievement vs. ascription; sequential vs. synchronic; and internal vs.
external control. Triandis (1994, p. 156) argued that cultures differ in the kind of
information they receive from the environment. His culture types include: simple vs.

complex; tight vs. loose; and individualist vs. collectivist.
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Table 3: Levels of culture observed in the present study

Level, from the manifest Characteristics
to the deepest

The material objects that reflect the physical,
Artefacts

Behavior norms

Values

Unconscious basic assumptions

observable manifestations of culture (i.e. Physical
symbols, logos)

Beliefs regarding acceptable and unacceptable
behavior. Native-views are needed to understand
these

The priorities of certain outcomes (i.e. Whether or
not take risks). Native-views are needed to
understand these

Taken-for-granted and the deepest level of
culture which is not manifest under normal
circumstances

Source: Thorsdottir, ,,Merging organizational cultures: Lessons for international joint

ventures”, 2001, p109

The most widely used cultural dimensions, however, are those of Hofstede (2001, p.

29), whose model is generally accepted as the most comprehensive (Kogut & Singn,

1988, p. 422) and cited (Chandy &Williams, 1994, p. 722) national culture

framework, for which validity, reliability, stability and usefulness have been

confirmed over time and in various settings. Oyserman et al. (2002, p. 71) pointed out

that their meta-analysis results suggest more stability in Hofstede’s individualism

scores over the past 20 years than even Hofstede himself would have expected. By

choosing this framework, we can more easily compare our results with prior research

(e.g., Vasquenz & Taylor, 1999, p. 441; Wu et al., 2001, p. 324).

In his study over 88,000 employees from over forty countries and regions of a

multinational corporation based in the U.S., Hofstede (2001, p. 69) finds variation

among national cultures along four dimensions:

-74 -



Power distance, which concerns the handling by a society of human inequalities of
prestige, wealth and power. It represents the extent to which the less powerful people
in a culture accept and expect that power is distributed unequally. A high index of

power distance is found for a country where large inequalities exist.

Uncertainty avoidance, which denotes “the extent to which members of a culture feel
threatened by unstructured, ambiguous situations, and try to avoid such situations by
strict rules of behaviour, intolerance of deviants, and a belief in absolute truths.” A
culture with a high index of uncertainty avoidance is highly rule-oriented, encourages

employment stability, and strongly favors technological solutions.

Individualism-Collectivism describes the relationship between the individual and the
collective organization or society. The index is called individualism, and a high value
indicates that a given nation’s culture emphasizes, for example, the importance of
employees’ personal time and freedom and challenge in the workplace (as opposed to
training and the use of job skills). In individualist cultures, people are supposed to
look after their own interest and that of their immediate family (husband, wife and
children). In collectivist cultures, on the other hand, people remain, throughout their
lives, members of larger but close-knit in-groups which protect them in exchange for
unquestioning loyalty, and which compete with other in-groups (families, tribes, clans

or villages).

Masculinity-Femininity, like individualism, is comprised of a two-pole continuum.
Societies rated as more masculine attribute more importance to goals such as careers
and money. Men are expected to be ambitious, assertive, concerned with money, and
to admire whatever is big and strong. Women are supposed to care and serve. In
feminine cultures, men and women are both expected to be non-competitive, modest,
concerned with relationships, and to sympathize with whatever is small and weak.
Such cultures rank social goals such as relationships, lending help to others, and the

physical environment more highly.

These four dimensions have been validated in many studies (Sondergaard, 1994, p.
450; Morris, 2005, p. 6). Since the original study, the scope has been expanded to

over fifty different countries and regions. In addition, a fifth independent dimension
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has been found and similarly validated since the publication of the above four

dimensions (Hofstede 2001, p355):

Long-Term Orientation refers to a culture’s valuing persistence or perseverance over
quick results. Societies with high long-term orientation indices, for example, favour
the ordering of status in relationships; place a low value on leisure time, and
emphasize the building of relationship and market position in business over “the

bottom line.”

Although there are different levels and dimensions of national culture, this study
assumes it is impossible to define or measure the bigness of the difference of national
culture as a whole quantitatively. Because culture contains unconscious level, the
culture difference is more an individual perception than a standard definition.
Generally it is considered that the national cultures of the countries from the same
continent or with small geographical distance are similar. However it is only an
assumption by trend. Therefore, this study will not define or measure how big the
cultural difference between two nations, that’s also not the research object of this
study. The relative bigness of the difference of two national cultures will be asked in

the questionnaire. The proband can define it according to their own perception.

4.1.2 National culture and Value

In a conceptual paper discussing trust and corporate alliance, Arino et al. (2001, p.
114) write: "National differences in value systems, cultural traits and institutions are
bound to have a significant impact on both the degree of trust initially accorded
economic actors as well as on the rate at which relational quality improves or

deteriorates."
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The impact of national culture is so widespread that it permeates a nation, including
its industries, corporations and people. Hofstede’s (1980, p. 19) study illustrated the
effect of national culture on the values of individuals. Trompenarrs (1993, p. 193)
highlighted the diversity of corporate culture that emerged from different national
systems whereas Gray (1988, p. 158) and Perrera (1989, p. 42) discussed the impact

of national culture on accounting culture.

Every nation has some values that are more central and important; these values are
core values as they take priority among the values that the nation possesses and
permeate aspects of business strategy. Managerial conceptual maps and firm
capabilities across nations are predominantly cultural phenomena, and are shaped by
core cultural values. As values are the deepest manifestation of a nation’s culture, the
divergence of national culture will be conceptualized as the differences between the

core values among nations.

4.1.2.1 Value

Value is the sense of what “ought” to be. This means that an individual’s values do
not represent how he or she wants to behave, but represent his or her internalized
interpretations about how he or she should behave. Value is a concept that has been
applied in anthropology, theology, sociology, psychology, philosophy and politics as
well as business; for instance, researchers have focused on areas that cover cultural
value, social value, business value, work value, occupational value and individual
value (Lipset 1963, p. 595; Hofstede 1980, p. 20; Inglehart 1981, p. 881). Social
scientists have also examined the impact of values in the recent past. For instance,
Parsons propounded the view that social action could be linked with individual

values.

Kluckhohn (1951, p. 395-396) described values embedded in a culture as the

conceptions of the desirable that influenced the ways individuals selected or evaluated
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behavior and events. He elaborated as follow: “Values are not directly observable any
more than culture is. Both values and culture are based upon what is said and done by
individuals but represent inferences and abstractions from the immediate sense data. ..
any given value is in some sense ‘built into’ the appreciative mass or neural nets of
the persons who hold that value — in the same way that a culture is ‘built into’ its
carriers. A Value is not just a preference but is a preference which is felt and /or
considered to be justified — morally or by reasoning or by aesthetic judgments, usually

by two or all three of these.”

Values have been used interchangeably with attitudes and beliefs, yet one can argue
that there is a fine distinction among these terms. At the individual level, beliefs are
non-evaluative and simply represent one’s knowledge about the world. Attitudes, on
the other hand, are evaluative statements concerning the objects, people or events one
has knowledge about; they can be considered as a blend of beliefs and values.
Rokeach (1968, p. 160) pointed out “... a value, unlike an attitude, is a standard or
yardstick to guide actions, comparisons, evaluations and justifications of self and
other”; in addition, he stated that an individual “probably has tens or hundreds of

beliefs, thousands of attitudes, but only dozens of values” (Rokeach, 1968, p. 124).

England’s (1975) profile of values comprised 66 concepts that impeded on managers’
acceptance of firm’s objectives or their views on groups and individuals. The value
profiles were derived from more than 2,500 managers from the US, Japan, Korea,
India and Australia who answered his personal value questionnaires. The reasons for
this work, as explained by England, were to investigate the important implications of
values, which: “influence a manager’s perceptions of situations and problems he

(X3

sees”, “influence a manager’s decisions and solutions to problems *“ as well as
“influence the extent to which a manager will accept or will resist organizational
pressures and goals” (England, 1975. p.1). Examples of England’s concepts within the

five areas of value profiles are:

B Firm objectives — organizational stability, high productivity, organizational

efficiency, organizational growth.

B Personal goals — achievement, creativity, success, job satisfaction
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B Groups — my company, me, customers, employees, my boss, my subordinates

B Interpersonal relationships — loyalty, ambition, trust, skill, cooperation

B General ideas — rational, competition.

England asked the managers to judge the value concepts in terms of high importance,
average importance and low importance. Value concepts that were rated as high
importance and corresponded to managers’ primary value orientations (i.e. pragmatic,
moralistic, affective and mixed) were most central to managers and therefore would

exert the greatest impact on their behavior in their firms.

England found that national culture (as approximate