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ABSTRACT

Although relationships, interaction and networks in business markets have been well
documented (Tumbull and Cunningham, 1981; Hakansson, 1982), there is a lack of
research analysing relationships between international joint venture partners. A jomnt

venture parent company needs to understand how to interact with their partner, together

with the impact cultural values have on performance, in order to prevent possible conflict.
Many of the empirical studies into joint venture performance have focused on measures
such as control, financial data and partner satisfaction (Killing, 1983; Beamish, 1984;
Geringer and Herbert, 1991; Yan and Gray, 1994). China’s recent entry into the World

Trade Organisation, underlines the importance of understanding the influence cultural

values have on performance.

This project is an empirical study into inter-partner relationships and performance in

Western and Chinese jomnt ventures. The research primarily focuses on the Western parent
perspective. Most of the relationships studied featured British firms. Measures are used to
examine how interaction constructs, exchange episodes, and cultural values in these
relationships impact joint venture performance. China’s accession to the WTO is also
addressed as a possible change factor to existing joint venture relationships. This project
draws on literature on inter-firm relationships from the IMP tradition in industrial
marketing, from Chinese management studies, and from the field of cultural analysis. Since
the research is cross-cultural, emic and etic constructs that can be used in the measurement

of the joint venture have been applied in order to attain conceptual equivalence.

Methodological triangulation is used to address the research questions. First, a total of 25

interviews were conducted with mostly British parent company managers responsible for

establishing, and/or involvement with the joint venture. Second, a questionnaire survey

was administered to ‘“fill in gaps’ identified by the qualitative study. This produced a total
of 57 responses.



Findings suggest that cultural values, in particular guanxi, continue to be regarded as an
important part of relationships in Chinese and Western joint ventures. Based upon the case
findings, the author proposes an empirically testable model of factors impacting joint
venture performance. These factors include (1) Commitment; (2) Cultural understanding;

(3) Control; (4) Communication; (5) Co-operation and (6) Consensus.

The research contributes to the three bodies of literature: IMP, foreign direct investment

and Chmese cultural values, by illustrating how combining elements of these disciplines

can be applied in the context of joint venture performance.
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CHAPTER ONE: INTRODUCTION

1.1  Background to the study

Since opening its economy to the world in 1979, China’s ‘open door’ policy has allowed
the country to emerge as a major market for multinational companies, and also one of the

largest recipients of foreign direct investment (FDI). It remains the largest recipient of FDI
among all developing countries. Many Western companies, such as GEC, Volkswagen,
Chrysler and British Petroleum, have developed international joint ventures (1JVs),
manufacturing sites and other forms of business relationships with Chinese State Owned
Enterprises (SOEs). Not only large multi-nationals, but also SMEs are finding China an

attractive market place. For example, Cherry Valley Farms Ltd is a medium sized duck

producer based in Lincolnshire, UK. The company has overcome elements of hostile

protectionism to become a major player in China’s duck market. A remarkable

achievement considering the long established popularity of Peking duck!

Table 1.1 shows the leading FDI countries in China. Although Hong Kong returned to

China in 1997, under the Chinese governments ‘one country - two systems’ policy, it still
produces its own figures. The UK continues to be Europe’s leading investor in China. The
close relations between the two countries reflect this. This rapid growth in co-operative
arrangements in China, an overwhelming majority of which are equity joint ventures
(EJV), presents a challenging opportunity to study international alliances in a new
institutional context (Child, 1991) and thus has led to a growing literature on foreign
direct investment in China. However, the majority of empirical research has either focused
on macro environmental issues or the joint venture development process. There are a
number of empirical studies into joint venture performance (Killing, 1983; Geringer and

Herbert, 1991; Yan and Gray, 1994), yet very few studies focus on the influence of

cultural values. These cultural values play an important part in Chinese business. For

example, Yeung and Tung (1996) identify guanxi (interpersonal connections) as one of the

most important key success factors in doing business in China. This is particularly
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important for those Western firms engaged in international joint ventures (1JV). Each
parent company in the joint venture has a portfolio of exchange relationships, which must
be managed effectively in order to sustain a co-operative working partnership. The
effectiveness of these relationships can be measured in different ways and are influenced by

cultural, environmental, political and social factors. Relationship building takes time, but 1t

is vital to doing business effectively in China (Osland and Bjérkman, 1993).

Foreign

Table 1.1: Top 10 leading FDI countries in China
investment $

Position Major investing countries (Jan-Sept, 2002)
Million

T e el
I S R
L R
I . L
L - R R

* Source: MOFTEC = from China Monthly Statistics, December 2002

The importance of business relationships in business markets has been well documented by
the Industrial Marketing and Purchasing (IMP) group. Founded in 1976 in order to carry
out research into the nature of buyer-seller relationships, rather than concentrate on
traditional marketing perspectives, early research focused on the patterns of interaction

between the two partners to a relationship (Hakansson, 1982). IMP focuses on business-
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to-business (B2B) relationships. This body of literature is both relevant and important for

this study, as it also looks at B2B relationships in the context of jomt ventures.

As a result of extensive research using a case study approach the IMP group proposed a

framework to guide the development of buyer-seller relationships in business markets.
This approach is known as the interaction approach (see appendix B) (Turnbull and

Cunningham, 1981; Hékansson, 1982). The interaction approach takes the relationship as
its unit of analysis rather than the individual transaction. The focus of the IMP model is on
the factors, which lead to close relationships between buyer and seller. It is concerned with
the process of product, informational, financial and social exchange episodes between
parties. The resulting cooperation between members of both firms often results m

adaptations which either firm may make in the elements exchanged or the process of

exchange. Companies choose to engage in relationships to improve efficiency of
transactions. However, one partner may decide to dictate the level of cooperation,

commitment and future direction as buyers and suppliers have different levels of

bargaining power (Porter, 1980).

Although there has been substantial research on buyer-seller relationships conducted by
IMP researchers, inadequate attention has been paid to the dyadic interactions between
IJV partners. In particular, how interactions impact joint venture performance. The
majority of research into IJVs is based on American firms in China, which come under the
heading of ‘Western’ firms. Obviously UK firms adopt different business and cultural
practices; therefore a gap needs to be filled that explores UK firms in particular. Relatively
little systematic data exist, however, on the motivation and partner selection of Chinese
joint ventures from the UK firm’s perspective (Glaister and Wang, 1993, p.15). Although
this project falls under the title of ‘Western’, it aims to fill this gap by mainly examining

how interaction constructs, exchange episodes, and cultural values in these relationships

impact joint venture performance.

Performance measures are based on achievement of partner strategic objectives (Yan and

14



Gray, 1994). The authors argued that the extent to which these have been achieved 1s the

most appropriate measure of IJV performance, as traditional measures such as market

share; profit and growth are fairly meaningless for new ventures in the China market. This
view is echoed by Hatfield et al. (1998), who noted financial and objective measures are
often difficult to come by, and do not take into account non-financial measures. Other

researchers that have shown a preference for subjective measures include Killing (1983)

and Beamish (1984). Methods used to measure IJV performance will be discussed In
3.3.1.

The need to increase empirical research into Western-Chinese joint ventures is endorsed
by China’s entry into the World Trade organization (WTO), hosting of the Olympics and
closer relations with the West. Combine this with continuing year on year impressive
economic growth; it is no wonder that an increasing number of companies are seeking a
presence in China. An illustration of one market experiencing massive growth is the car
industry. Beijing alone now has in the region of 2 million cars, with many Chinese seeing
car ownership as a key indicator of social status. However, increased demand does not
necessarily guarantee success. Ultimately this requires an insight into China’s business,
social and economic environments. Another example of how the country is not only
opening up to the West, but adopting Western values was the hosting of the 2003 Miss
World Contest in the historical city of Xian, home to the Terracotta Warriors. For such an

event to take place would have been unthinkable even 20 years ago.

Like many Western countries, the UK government recognises ‘the importance of

maintaining successful relations with China. Political and business relations between the

two countries remain strong. March 2002 marked the 30" anniversary of diplomatic

relations between the two countries.
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1.2  Statement of the problem

The research problem is the specific problem or issue, which will be addressed by the
research (Hussey and Hussey, 1997). The purpose of this study is to examine how
interaction constructs, exchange episodes, and cultural values impact jomnt venture
performance. The focus is primarily on the Western parent company, although one

Chinese case is included — A leading Chinese bank. The relationship between parent firms
can have a critical bearing on the venture’s performance (Child and Lu, 1996). The
relationship is vital for both parties, since neither can achieve long-term strategic
objectives operating alone. Comparisons will also be made with previous research into
joint venture relationship studies. There has been very little research into joint venture
relationships, particularly between UK and Chinese companies. The majority of research
has concentrated on creating a joint venture in China (Davidson, 1987, Aiello, 1991) or
buyer-seller relationships (Ford, 1980; Wilson and Mummalaneni, 1989; Frear, et al.
1992). A few studies have examined channel relationships between UK and Chinese
companies (Li, 1997; Buttery and Leung, 1998). A number of prior studies of UK-Chinese
1JVs have been identified: (Glaister and Wang 1993; Glaister and Wang 1994; Glaister
1995; Glaister and Buckley 1998 and Glaister et al. 1998). For example, Glaister and
Wang (1998) compared measures of performance in UK international alliances. They
considered the relationship between objective and subjective measures of alliance
performance. Of the objective performance measures the authors found survival had the
strongest and most significant set of correlations with overall subjective performance
measures. However, objective performance measures of duration and stability were found
to be weak and non-significant. It is worth noting given that Glaister and Wang’s study 1s
based on UK international alliances, that the findings are particularly relevant to this study.
However, unlike Glaister and Wang’s study, this research focuses on 1JV performance,
rather than the relationship between measures. There appears to be only one study into the
trends of UK IJVs — Glaister et al. (1998) suggests characteristics of UK 1JVs with triad

(North America, Western Europe, Japan) and non-triad partners (China included). These
are as follows:
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1. The flow of new UK I1JVs rose slowly in the early part of the 1990s before

growing more strongly to reach a peak in 199J.

2. The majority of IJVs were formed with partners from the Triad of advanced
economies, particularly partners from Western Europe and North America.

3. Just over half of the IJVs were formed in the tertiary sector, with the leading
industry categories of IJV formation being 'other services', financial services, and

'other manufacturing', which together accounted for about half of the 1JVs.

4. In the majority of cases there is only one foreign partner in the IJV, with no 1JV

having more than four foreign partners.

5. Where the UK partners' equity shareholding is known, in about 28 per cent of

cases there is an equal division of equity between partners, with the UK partner

having at least a half share 1n about 70 per cent of cases.

In today’s global environment, an increase in takeovers, mergers and joint ventures i1s
resulting in many industries becoming concentrated. Joint ventures may have special
characteristics, which include levels of cooperation, company interaction and impact of
cultural values on performance. They are often regarded as a high-risk mode of
internationalization with high levels of dissolution; therefore research into this type of
market entry method 1s of particular importance. In recent years, joint ventures appear to

be falling out of favour with a number of Western companies, although not a primary

objective, this issue will be addressed as part of the qualitative study.

The research draws on my own experiences having worked for the Chinese Government
Travel Firm - China Travel Service (CTS), and subsequently travelled within China. Also,
my wife is from Beijing, and has many business dealings with companies based on the
mamnland and in Hong Kong. Therefore, I have first hand knowledge of China and am

fortunate to have access to companies suitable for this study. Finally, I have a lower-

intermediate level of Mandarin Chinese. This has proven to be a very effective ‘ice-
breaker’!
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1.3

Objectives of the study

A common form of FDI in China continues to be the joint venture (see tfable 1.2);
therefore it is important for those firms considering entering the country to have a greater

insight into interpartner relationships. A joint venture becomes an international joint
venture when at least one parent is headquartered outside the venture’s country of

operation, or if the JV has a significant level of operations in more than one country

(Geringer and Herbert, 1989). Most IJVs only have one foreign partner in the joint
venture (Glaister et al. 1998), so it is the responsibility of each parent to have a fuil
understanding of his or her partner before establishing a joint venture relationship. Both

parent firms need to interact on a regular basis, as well as understand each other’s cultural

values and strategic objectives.

Table 1.2: FDI by type of investment,
1992 1996

Type of Noof | Value(§m)| % of Noof | Value($m)| %of
ol | e | wms | | v | A | W

Sources: SSB, China Statistical Yearbook, 1994 and 1997

These figures clearly indicate the popularity of the joint venture. Later in the study (3.5)

more up-to-date figures show how operational mode preference has changed over time.

As Europe’s leading investor in China, research into the relationships between British and
Chinese companies are particularly important. Therefore, although the purpose of this
study 1s to examine the impact of interaction, exchange episodes and cultural values on

Westemn-Chinese joint venture performance, this involves examining largely British firms.
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Although the ventures are evaluated from the parent perspective, there are a number of
different opinions involved in an 1JV. For example, an 1IJV may consist of more than two
parent companies; also the IJV management needs to be considered. The EJV may be
performing well, but at the expense of one parent’s interests, for example because the EJV
chooses not to source mnputs from this pa;rent. From one parent’s perspective the EJV 1s
performing poorly, with the venture being rated differently depending on the parent
viewpoint adopted (Glaister and Buckley, p.93, 1998). In principle, therefore, performance
evaluation should incorporate multiple viewpoints. Ideally, this would involve a dyadic
perspective, incorporating managers from the IJV and both parent companies. In reality
this is very difficult to do when conducting cross-cultural research, particularly in Chma.
Not having appropriate contacts ‘guanxi’ makes it near on virtually impossible to access
‘certain individuals and/or data. This view is echoed by Geringer and Herbert (1991) n
their study into measuring performance of IJVs. They argue that in circumstances where
pursuit of respondents from more than one of the entities mn an 1JV represents an
impossible or extremely difficult proposition, the use of a single respondent per 1JV
appears to allow researchers to obtain fairly reliable and efficient data for overall IJV
performance. Reliance on a single parent company respondent as a data source appeared

to be a justifiable option when the respondent represented one of the key stakeholders

(i.e., the parent company executive with direct responsibility for the 1JV). -

Cases were selected for the qualitative part of the rescarch. Selection was made on the
basis of location, industry, time of IJV formation and willingness to participate in the
study. The purpose of selection of cases was to provide a range of experiences from which
insights may be drawn, rather than to provide the basis for a representative survey. The

cases are therefore diverse in terms of IJV size, location, industry and time of IJV

formation. Child (2002) used the same approach in the study of 20 Sino-UK joint ventures

and their parent companies.

Given the ‘gap’ in terms of research into UK-Chinese 1JVs, the selection for the qualitative

study was largely based on UK parent companies (all bar one — Chinese parent). This was
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then followed by primary data collection that involved responding to an e-mail survey. A

total of 57 Western parent company managers participated, all of which were responsible

for establishing and/or involvement with the IJV. In many studies this may be regarded as
a small sample, however, in joint venture research this is a reasonable size. For example,
Beamish (1987) based his study into joint ventures in less developed countries on 46
interviews and 18 questionnaires. Hatfield (1998, p.359) illustrate the difficulty in
developing a reasonable sample size ‘identifying joint ventures in the population base was

complicated by the fact that firms are not required by law to report their jomt venture

activity. Therefore, such activity may or may not be reported in a firm’s financial .

statements or the business press.’

The nature of the sample was established using snowball sampling. Reasons for this are
fully explained in the methodology. A total of twenty-five semi-structured interviews with
managers/directors responsible for setting up and/or actively involved with the 1V were
undertaken, representing a total of twenty-one companies. These were conducted both in
the UK and China and were based on a combination of face-to-face and telephone
interviews. Ideally, all interviews would have been based on face-to-face, however, due to
time constraints and limitation of resources, this was not possible. In some cases
representatives for UK parent firms were based in China. This was mainly because they
were posted to their company’s Chinese office, and/or playing an active role in the LJV.
Qualitative data analysis involved developing a coding frame, then analysing the data in
order to apply the various codes. This allowed for data reduction, the determination of
frequency, along with establishing patterns in the data. Content analysis was also applied,
as it is a means for analysing qualitative data (Easterby-Smith et al. 1991). The majority of
IJV research is based on quantitative studies (Beamish, 1987; Luo, 1995, Hatfield et al,

1998). However, Child (2002) illustrated the effectiveness of qualitative research for
exploratory research into Sino-UK IJVs. This study follows this approach by ‘principally

analysing relatively qualitative information and is based on comparisons between cases. Its

intention is exploratory in nature, aimed at advancing tentative propositions rather than

drawing generalized inferences (Child, 2002).

20



The objectives for this study are as follows:

e Understand why each party wanted to establish the joint venture (strategic objectives)

e Determine to what extent these objectives have been achieved

o Examine how exchange episodes impact joint venture performance

e Leam how different IMP constructs and cultural values in these relationships impact

joint venture performance

e Examine the impact of China’s WTO entry on the joint venture relationship

Achievement of the aim requires the following:

e Establish the impact of culture on the joint venture relationship

e To understand the FDI development process for both UK and Chinese partners

e Compare findings of FDI relationships with previous research into inter-organisational

international relationships, and draw relevant conclusions from this analysis

e Establish the impact of micro and macro environmental factors on the relationship

o Assess the changing government regulations due to WTO entry

1.4 Layout of the study

This study firstly reviews the literature on the development of relationship research. It
exammes the development of relationship theory, the input the IMP Group has on
interaction, networks and relationships and existing empirical studies on foreign direct
mvestment relationships. The key IMP constructs: cooperation, trust, commitment and
satisfaction are also discussed. There has been much research on the interactions between

business relationships by the IMP group, although this has tended to focus on buyer-seller

relationships rather than different forms of business relationships e.g. joint ventures,

strategic alliances, and franchising. Buttery and Leung (1998) suggest proponents of the

IMP Group are likely to move towards eastern methods of negotiation and an empathy

with concepts like guanxi. Key IMP constructs — trust, commitment, and co-operation are
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examined in terms of their relationship to performance. Following Morgan and Hunt’s

(1994) seminal paper, trust and commitment have been examined by a large number of
researchers as important factors in maintaining positive relationships between partners.

When both commitment and trust — not just one or the other — are present, they produce

outcomes that promote efficiency, productivity, and effectiveness (Morgan and Hunt,
1994). Interestingly, there has been limited research on how trust and commitment impact

IJV performance. Given the large number of IJVs established in China, research into this
area is important. This study aims to ‘fill the gap’ in this area by establishing how IMP

constructs (independent varnables) impact the dependent variable — jommt venture

performance.

The second part of the literature chapter discusses the important business and cultural
factors Western firms need to consider before doing business in China. Each manager
needs to take into account cultural differences. In particular, they need to pay special

attention to the importance to the Chinese concept of ‘Guanxi’ in order to maintain, and

build effective relationships. Other Chinese cultural values will also be discussed. These

include — mianzi (face), renqging (favour-for-a-favour) and xinyong (trust). The second
half of the chapter focuses on the management and environmental issues facing Western
firms entering Chimna. In particular the impact of political factors and China’s recent

accession to the WTO. Evidence suggests WTO entry may be having an impact on
existing and potential 1JV formation. In recent years, the wholly foreign owned enterprise
(WFOE) has exceeded the joint venture as the favoured mode of market entry. These have

been set up to avoid complicated management issues, but they, to, have limitations.
WFOEs have difficulties winning contracts and forging alliances. China’s local

governments have routinely favoured state owned enterprises over foreign ventures,

especially since 1999, when the industrial ministries in Beijing were abolished
(Vanhonacker, 2000).

The chapter following the literature review goes onto explain the research design of the
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study. An important aspect of this research is that it employs a range of data collection
methods and examines a number of different variables as determining factors of

performance. Hu and Chen (1996) stress the importance of incorporating a range of
variables, and of using survey and interview data since this allows a better understanding

of relationships between variables. The qualitative and quantitative research is largely
based around semi-structured interviews and an e-mail questionnaire. The approaches used

are fully described within the chapter, along with the cultural implications and how these
were addressed. Recognising cultural differences is very important when conducting cross-

cultural research. Failure to do so may severely affect reliability and validity of the
findings.

Chapter five analyses the empirical findings from the research. These are presented using a
range of qualitative and quantitative techniques. For example, qualitative findings are
analysed using a wide range of quotations from respondents and content analysis. Not only

do these address the objectives set, but provide an interesting insight into interviewee’s
opinions that go beyond ‘tick box’ responses found in a quantitative study. Quantitative
data is discussed in conjunction with a range of statistical methods. These include finding

the mean for key constructs, ranking data, frequency tables, and correlation analysis. The

quantitative findings build on those from the qualitative study. Reference is also made to
how the findings compare to existing papers based on FDI in China. For example, Glaister

(1995); Buckley and Casson (1998); Yan and Gray (1994); Geringer and Herbert (1991)
and Luo (1997, 1999) have been identified as key authors in the field.

The final chapter discusses how the findings from this study ‘fill a gap’ within the existing

IMP and FDI literature. The research findings are also important from a practical

perspective. They provide a useful insight into management implications for IJVs currently
operating in China, and those Western companies considering market entry. Next,
Iimitations of the study are highlighted. This study raises a number of caveats. An obvious
example is the research 1s based on Western parent companies, largely focusing on UK

firms. For a foreign researcher it i1s very difficult to gain access to Chinese companies.

23



Attempting to conduct interviews is especially difficult. In spite of the open door policy
and decentralization, the Chinese system still consists of huge bureaucracies where they’re
seemed to be a strong tendency to avoid being interviewed by a foreigner. Therefore, like
the majority of Western studies into IJVs, the main focus is on the foreign parent.
However, this research adds to the existing literature by examining Western companies
and considers the cultural aspect of the relationship. Cross-cultural research has a number
of limitations, simply because of the complexity of the study. In the case of China, an
obvious limitation is one of time. Because the country is going through a period of rapid

change, a longitudinal study may produce a different set of findings.

Finally, a discussion is based on possible areas of future research. These include research

into relationship performance and the number of IJV partners, as well as a comparative

analysis of entry modes and IJV performance. Recommendations are made for the benefit

of researchers in the field in order to take the research a stage further.

1.5 Framework

Identifying key success factors for joint ventures in China is a typical multi-attributes
multi-criteria problem (Yang and Lee, 2002). This study recognises that a number of

attributes may impact 1JV performance by drawing on three theoretical perspectives -

Chinese Cultural Values, IMP and FDI.

First, cultural values appear to be one of the leading factors likely to impact 1IJV
performance. According to O’Keefe and O’Keefe (1997, p. 7) “Since the Westerners are
seeking business ventures in China, they are the guests. It is to their advantage to bccome
more sensitised to cultural history and the practices of their Chinese counterparts.” The
advantage that greater sensitivity and willingness to adapt to Chinese culture may bring 1s
a closer working relationship between IJV partners. Undoubtedly many western

organisations have limited knowledge on the complexities of Chinese culture; therefore
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this study provides a useful insight into Chinese cultural values and their impact on the IJV

relationship.

Second, the majority of research conducted by IMP has tended to focus on buyer — seller
relationships in a business-to-business context. This research contributes to the existing

IMP literature by analysing relationships in relation to IJVs. The IMP constructs of trust,
commitment, satisfaction and co-operation will be discussed in relation to 1JV

performance along with the various exchange episodes.

Finally, this study draws on secondary research into FDI in China. The main theme within

this body of literature is 1JV performance, obviously a key aspect of this particular

research.

Figure 1.1 shows the three theoretical perspectives adopted for this study. IMP is closely

linked with buyer-seller relationships; Chinese cultural values tend to be explored on the
basis of a social and business context, while 1JV performance is the main research area In

FDI literature. A star in each box alongside PhD thesis indicates that this research draws

on, as well as contributes, to all three bodies of hterature.
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Figure 1.1  Framework for this study
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1.6  Usefulness of the study

Chinese cultural FDI

values

This study fills a gap that provides a worthwhile contribution to both practical and

theoretical application:

Contribution to management practice and policy

e It will give existing Western and Chinese companies a better understanding of

the factors that impact joint venture performance.
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e It will provide answers to the necessary measures needed to build/manage

those relationships.

e It can be used as a benchmark to those Western companies considering

entering the Chinese market.
e The UK is Europe’s largest foreign investor in China; foreign investment is
likely to grow rapidly given Chinas recent entry into the WTO.

o This is important for firms who currently have an 1JV and those firms, which

are considering FDI in China.

Contribution to academic knowledge

e It contributes to academic theory by testing relationship theory and the guanxi

base to Western-Chinese companies in a joint venture relationship. Previous
research has concentrated on buyer-seller relationships, using Western models.
 There 15 little research on Western-Chinese company relationships due to

difficulty in accessing information.

o It highlights the impact cultural values may have on Western/Chinese 1JV

performance.

e It fills a void in the literature by primarily focusing on UK/Chinese 1JV

performance.

* The majonty of previous studies focus on U.S. companies that predominantly

fall under the heading of ‘Westemn’.

* It provides an insight into the wider range of market entry options in China,

especially the growing demand for WFOEs.

¢ There 1s currently very little comparative research between WFOE and IJV in

terms of market entry methods.
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CHAPTER TWO: DEVELOPMENT OF RELATIONSHIP
RESEARCH

2.1 Introduction

This chapter discusses the development of research into relationships, interaction and

networks. There is a huge body of literature and theories used to describe relationships.
Understanding relationships and their importance is of great significance in Chinese
culture, and has resulted in a growing Western literature on the subject (Vanhonacker,
1997; Strange, 1998; Child, 2000; Stuttard, 2000). First, a brief overview of the IMP
Group’s key empirical findings illustrates the work of IMP and how it links to this study.
Second, relationships will be discussed. There are many definitions of relationship. It must

be emphasised that this study focuses on inter-organisational rather than inter-personal
relationships. Third, interaction and networks will be examined, in particular work

conducted by the IMP group. Finally, FDI relationships and the key constructs

commitment, trust, and cooperation will be considered.
2.2 The IMP Group and Inter-organisational Relationships

Background to the IMP Group has already been discussed in the introductory chapter.
However, before discussing inter-organisational relationships it is important to provide a

clearer insight into the research undertaken by IMP members. Hakansson and Snechota

(2000,p.75&79) provide an excellent illustration of what they refer to as ‘major

cornerstones’ that come from empirical findings, these are concepts shared by most IMP

researchers:

1. ‘Between buyers and sellers exist relationships. These are built from interaction

processes 1 which technical, social, and economic issues are dealt with.

Relationships are organised patterns of interaction and interdependence with their

own substance. They are important phenomenon in the business landscape and
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have to be recognised and handled by management both as problems in themselves

and as marketing or purchasing means. They are as often problems as they are

solutions’

2. ‘Business relationships are connected. That makes them elements of a wider
economic organisation that takes a network form. Companies are embedded in

multi-dimensional ways into their counterparts. This embeddedness affects

companies’ discretion in contradictory ways. First, it provides serious limitations;

any company can only pursue things that are accepted by a number of its
counterparts. However, it also offers a company the opportunity to influence its

counterparts, and that can be done in a number of dimensions both directly and

indirectly’

The above ‘cornerstones’ will be discussed in greater detail under the headings of

‘interaction’ and ‘network’ approach later in this chapter.

Before comparing the concept of relationships between the IMP and Chinese Management
perspectives, it is important to define the term ‘relationship.” The Oxford Englsh

Dictionary of English (1989) defines relationship as 'the way in which two pcople, groups
or countries behave towards each other or deal with each other.’ This would suggest that
relationships could be viewed at the individual and organisational level. Much of the
interaction and networks approach literature focuses on the relationship between two
firms. Hékansson and Snehota (1995) define relationship as ‘a mutually orientated
interaction between two reciprocally committed parties.” Ford er al. (1998) describes
relationships and networks as ‘existing at multiple levels within industrial markets.” The

first of these levels is the individual level, for example participation between work

colleagues. Second, at the functional level within an organisation, for example the

relationship between marketing and finance. Finally, at the business unit level, where the

actors are firms engaged in working relationships, such as a buyer and supplier.
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Relationships, networks, exchange and trust are important elements of both concepts.

However, it has been noted by Buttery and Leung (1998) that the main difference between

the two perspectives is that the Chinese view relationships (guanxi), and networks
(guanxiwang) at the personal level as well as being essential for effective business
negotiation. Buttery and Leung (1993, p. 8) observed, ‘Two streams of research which are
currently emphasising relationships rather than transactions are the Nordic School which
looks at marketing from a service perspective and the IMP Group influenced by
Hakansson (1982) which takes a network and interaction approach to understanding

industrial businesses. The emphasis on relationships is likely to lead proponents of these

schools to move more towards Eastern methods of negotiation and on empathy with

concepts like guanxi’.

Certainly IMP researchers (Kriz, ef al. 1999; Fang and Kriz, 2000) have now recognised
the importance of culture. Also, the IMP Group (Kriz ef al. 1999; Fang and Kriz; 2000;
Purchase and Kris; 2000) have distinguished between Western and Chinese firms as
Organisational (Western) and Personal (Chinese). However, UK firms also place strong
emphasis on personal links (Burchell and Wilkinson 1996). Concepts such as networks

and business relationships are certainly affected by culture, but dichotomizing these as

either Chinese or Western does not take into account other influences e.g. type and size of

the firm, sub-culture and ethnocentric or polycentric approaches to international markets.

Marketers now recognise the importance of relationships. In recent years there has been a
shift from a transaction-based approach to relationship marketing. Evert Gummesson

(1985) extended the notion of the 4P's into the 30R's and argued that marketing had
shifted from McCarthy’s (1964) four P classification of marketing mix components.

Gummessons 30Rs are split up into four main areas. The first two involve market

relationships, which are:

Classic market relationship (R1-R3) this involves the relationship between the supplier,

customer and competitors.
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Special market relationships (R4-R17) this area concentrates on relationships such as

the customer as a member of a loyalty programme.

The other two types are non-market relationships:

Mega relationship (R18-R23) not all relationships are made by organisations.

Government, legislation, external influences and others can have a big impact on customer

relationships and determine whether or not they will buy your product. The media also

have a big influence in that they determine whether or not customers buy certain products.

Nano relationship (R24-R30) this section involves relationships between internal

customers and between internal markets.

Gummesson argued that marketing is more centered on customers and is becoming less
mass marketed and less manipulative. Relationship Marketing contends that marketing

over the last 20 years has significantly changed to become more relationship, network and

interaction focused.

Relationship marketing is viewed as an interactive process in a social context where
relationship building is a vital concern (Yau et al. 2000). Shani and Chalasani (1992, p.

44) define it as ‘an integrated effort to identify, maintain and build up a network with
individual consumers and to continuously strengthen the network for the mutual benefit of
both sides, through interactive, individualised and value-added contacts over a long period
of time.” Berry (1983) refers to it as ‘attracting, maintaining and enhancing customer
relationships.” It is an essential part of developing and maintaining successful relational
exchanges in both business and consumer marketing. The main justification for relationship
marketing comes from the need to retain customers. Gronroos (1990) states that it

requires a mutual exchange and fulfillment of promises. Evans et al. (2004, p. 210), noted

that the key elements of relationships marketing include:

(1) The purpose is to satisfy the objectives and enhance the experience of parties involved;

(2) the focus is on key customers and other partics; (3) the process involves the
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identification, specification, initiation, maintenance and dissolution of relationships; (4) the
key elements include mutual exchange, fulfillment of promise and adherence to
relationship norms’. It is important to retain customers as loyal customers are seen to be
more profitable in the long run than new customers are. These key elements can equally

apply to busmess marketing (B2B) and consumer marketing (B2C). For example, ‘key

customers’ can apply to a consumer or business context.

Although relationship marketing is a Western phenomenon, many of the important
attributes highlighted are appropriate in Chinese culture. For Western marketers who want
to develop a market in China, it is advisable to understand similarities and differences
between modern Western theories of relationship marketing and ancient Chinese practices
(Yau ef al. 2000). A number of researchers have compared the Western concept of
relationship marketing with the Chinese concept of guanxi (Arias, 1998; Yau et al. 2000;
Wong and Leung, 2001). They argue that there are two key differences between the two
approaches. First, relationship marketing is at the organizational level. It is a company-
based approach to maintaining and developing customers. Guanxi is regarded as personal
relationships between individuals. Second, relationship marketing is concerned with
management of a business; where-as guanxi can have a serious effect on a business if
someone leaves. ‘Good’ guanxi may have been built over a long period of time, meaning if

someone with extensive guanxi were to leave a business, this may have negative
implications.

Yau et al. (2000) suggest companies entering the Chinese market should consider

developing relationship marketing as an investment, just like building a bridge before
crossing a river. However, in order for a foreign firm to do this it needs to have an

understanding of the cultural differences that exist with China. In particular emphasis on

personal relationships at the social and business level.
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The concept of relationship marketing does have its critics. For example, Rosen and

Surprenant (1998) state that relationship marketing research has the following

shortcomings:

e Tends to focus on the antecedents or characteristics of customer relationships and little

research on the consequences of forming relationships and the processes through

which relationships change.

o Research that does exist tends to focus on satisfaction or quality as the principal

measure of relationship outcome.

 Paucity of information on relationship consequences leaves the field with an

incomplete model of relationship marketing.

The authors go on to suggest the need to identify the variables that can be used to access
the success of a relationship. This is something that will certainly be addressed in this
study. It 1s hoped key variables such as trust, commitment and Chinese cultural values will

provide a key indication to the extent they impact 1JV performance.

Despite the merits of adopting relationship marketing, many firms still treat marketing as a

‘transaction’ orientated approach. Bruhn (2003) compares the distinctive features of

transactional marketing versus those of relationship marketing:

e Assessment horizon — transactional marketing is short-term in character, while
relationship marketing is primarily long-term orientated
* Purpose of marketing activities — the seller’s products and scrvices are at the focal

pomnt of transaction marketing measures, whereas relationship-marketing actions

relate to both the outcome and the customer.

Key concepts — transactional marketing relates to the 4Ps, segmentation and

branding. While relationship marketing key concepts are interaction, relationships

and networks.
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e Marketing goals — transaction marketing aimed at solely acquiring new customers,

relationship marketing also concerned with retention and recovery.

e Marketing strategy — transactional marketing involves presenting the product.
Relationship marketing aims to achieve a dialogue with the customer in order to

align the seller’s products and services with specific customer needs.

e Promotional strategy — transaction marketing uses non-personal advertising,

relationship marketing is characterized through personal interaction.

e Profit and control ratios — under relationship marketing customer-specific

indicators such as the customer profit contribution or the customer value enhance

classic economic profit and control ratios.

The above points are very much linked to a ‘Western® approach to relationship marketing.
For example, on a number of occasions Bruhn refers to ‘the customer’. This is a clear
indication that relationship marketing in the Western sense is linked to business
relationships. Again, Chinese business relationships often require personal/social

relationships to be established first, before business relationships can follow.

Chnistopher et al. (2002) p.80 take a markets orientated view of relationship marketing.
They argue that ‘the mainstream marketing literature has neglected the important issue of

understanding and building long-term relationships with both customers and other

stakeholder groups.’ They illustrate the following key stakeholder markets where

companies need to review their performance:

e Intermal markets

e Referral markets

e Influence markets

¢ Recruitment markets

o Supplier/Alliance markets

e (Customer markets
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Christopher et al. (2002) argue that these markets are interdependent and must therefore

be integrated to increase overall company performance and to deliver the best possible

offers to the customer market. This certainly goes beyond the earlier view expressed by

Bruhn (2003), in that it addresses the importance of relationships with all stakeholders, not

only customers.

A number of authors have gone beyond the parties involved in a relationship, in order to
focus on key criteria that help maintain it over the long-term. Moller and Wilson (1995)
suggest that the glue that holds a relationship together and allows it to develop 1s the
constructs. Two of the most important constructs of relationships are co-operation and
trust. This is echoed by Yan and Gray (1994), who refer to interpartner relationships as
the quality of co-operation and trust between the partners while co-managing the jomnt
venture. In this study, these two constructs are included and will be examined to discover
their impact on joint venture performance, along with satisfaction and commitment. As

with much of the IMP research into interactions and networks, this study is based on inter-

organisational relationships.

2.3  The Interaction Approach

The interaction approach developed by the IMP Group (Turnbull and Cunningham, 1981;
Hakansson, 1982) recognised that both suppliers and buying firms are often involved n
close, long-term relationships within which episodes of exchange determine the nature of
the relationships through adaptation. The interaction paradigm moves away from previous
research into business markets in that it takes the relationship as the unit of analysis rather
than the individual transaction. The approach focuses on the interactions that take place

between two actors, these actors can be individuals or companies, and are involved in

exchange episodes.

Méller and Wilson (1995) suggest buyer-seller interaction can be described through three

basic processes: exchange, adaptation, and coordination. The exchange process can be
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further divided into exchange of resources and social resources exchange. An episode can

be a social, financial, product or informational exchange (Hakansson, 1982). The
interaction approach has resulted in a series of studies demonstrating the importance of
business relationships (Turnbull and Cunningham, 1981; Hakansson, 1982; Turnbull and
Valla, 1986). Research undertaken includes finding appropriate variables (see below) to

describe relationships; how relationships evolve over time; the atmosphere within which

interaction takes place; and the bonding, which occurs between companies. The
relationship is itself seen as a dynamic process that is partially determined by the

environment in which the parties operate and also by the atmosphere of the relationship.

Extended list of relationship variables that have been used with success in modelling

different relationship situations. Adapted from Han and Wilson (1993):

Commitment

Trust

Co-operation

Mutual goals
Adaptation

Social bonds
Satisfaction
Performance satisfaction

Shared technology

Dwyer et al. (1987) suggests that a relationship does not necessarily refer to the individual
level, by describing it as 'the total relationship between companies as being made up of

interactions, in the form of exchange episodes’. Thus, social, informational, product or
financial exchanges contribute to the total relationship. The interaction concept of social

exchange has an important function in reducing uncertainties between the two parties
(Hékansson and Ostberg, 1975). The Chinese societal concept follows this view, although

social relationships are very much linked to business. As part of exchange in Chinese
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business practice, it is also common practice to exchange gifts from your hometown or
country with new business partners. Guanxi relationships are not solely commercial, but
also social, involving the exchange of social or humanised obligation renqing, and the

giving of 'face' in society, or social status (Luo and Chen, 1997).

However, the interaction approach does not take into account the impact of culture on the

relationship. Understanding cultural differences is an important success factor in business
relationships. For example, the negotiation process between companies with two diverse
cultures such as the West and China can easily collapse through misunderstanding.
Particular differences include body language and relationship building. This lack of
knowledge of cultural values can easily lead to conflict between 1JV partners.
Compatibility between partners is the most important factor in the endurance of a global
alliance. Differences betiween national cultures, if not understood, can lead to poor
communication, mutual distrust and the end of the venture (Lane and Beamish, 1990). For

this study, interaction constructs, exchange episodes and Chinese cultural values will be

measured to determine their impact on 1JV performance.

24  The Network Approach

Before discussing networks, and conceptual equivalence between the IMP and Chinese

management perspectives, it is worth examining some of the many definitions for the term

'network'.

Thorelli (1986) refers to networks as 'two or more organisations involved in long-term

relationships’. Moller and Wilson (1995) list ten different theories of networking. The
industrial approach, adopted by the IMP Group is one of these.

The IMP approach to analysing business network's focuses on the actors-activitics-
resources (AAR) model (Araujo and Easton 1996). The AAR model describes a business

relationship as consisting of three substance layers: activity links, actor bonds and resource
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ties (Hakansson and Snehota 1995). Actor bonds connect actors and influence how the

two actors perceive each other, activity links concern technical, administrative and
commercial and other activities of a company that can be connected in some way. Fnally,

resource ties connect resource elements of two companies (Ford, 1997).

The industrial network approach portrays industrial markets as networks of relationships

between firms (Johanson and Mattson, 1986). An industrial network is thus a web of
relationships where one actor is connected to others through exchange relationships.
These relationships may have different values, depending on the connections between
resources, the complementarities of activity structures and the bonds established between
individual actors. A change in one of these relationships may have important repercussions
on other relationships. In the industrial network approach, relationships are one form of
economic co-ordination and are often long-term, rather than based on a short period of
time. This long-term interaction is likely to lead to trust and commitment. However, like

the nteraction approach, the network model fails to recognise the importance of culture in

business relationships.

Research conducted by Kriz et al. (1999) and Purchase and Kriz (2000) compared the
concept of business networks between the West and China. They describe the Western
network perspective as focusing on networks at the firm level, whereas Chinese business
networks operate on two levels: firm and individual. The authors went on to adapt the
AAR model to include individual as well as organisational actors. Individual networks
(guanxiwang) are an essential ingredient of Chinese business. Unlike networks in the
interaction and networks perspective, Chinese networks are largely based on family ties.
These networks are also built on business-to-business relationships. So called ‘networks’
n Chinese business practice are at the individual, rather than focusing on the
organisational level. In China they substitute for the laws and legal systems of the West.
Instead of signing a contract — a mere piece of paper — time, effort and money are used

building up and eaming trust (Waters, 1991). However, are these personal networks

exclusive to Chinese business? Do business networks in Western culture relate largely to
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the firm? According to Swierczek (1994) the Chinese style of management involves
guanxi, family like links that are used by small firms and linked together in networks. The

traditional concept of Western networking is at the individual level (or establishing
connections within a business context). This is sometimes compared to the Chinese

concept of ‘guanxi’. However, Luo and Chen (1997), suggest there are some key

differences between the two concepts:

‘Guanxi primarily relates to personal, not to corporate, relations, and. exchanges that
take place amongst members of the guanxi network are not solely commercial, but also
social, involving the exchange of renqging (social or humanised obligation) and the giving
of mianzi (face in the society), or social status. This feature often leads guanxi to be
named 'social capital'. In contrast, networking in Western marketing and management

literature is the term primarily associated with commercially based corporate-to-

corporate relations’

There are however other types of networks that have been distinguished in Western
busmess. For example, the 'old boy network’, which combines social and corporate
relations. This is a system by which men, who went to the same school, use their influence
to help each other, especially in their work; all through their adult lives. O'Neal and
Thomas (1995) in their study of director networks found that most had been offered board

seats through networking. The origin of these networks was varied and included social

contacts, school ties and family ties.

In this study, interactions will be analysed from the Western parent company perspective,
rather than looking at business networks. There are two reasons for this. First, it is
important to understand how Western-Chinese firms interact before looking at wider
networks. Second, analysing Western-Chinese joint venture networks is an extremely

difficult task. This is largely due to the fact the government plays a significant role within

the network. Although China’s reforms have accelerated at a rapid pace in recent years,

the government still plays a highly active role both in business and in Chinese people’s
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hives. This is to such an extent that it would be hard to imagine for many Westerners. As a
result of this, unless the researcher has excellent connections (guanxi), it is very difficult to
research Western-Chinese joint venture networks. Even then, access to accurate data and

legal restrictions make it a real challenge for any researcher.
2.5  Foreign Direct Investment (FDI) Relationships

Houdard (1998) states the importance of relationships between joint venture partners by
using the following case example ‘The Managing Director of Shenzhen’s Caltex Langton,
a 60:40 joint venture in the retail petrol sector between Caltex of the U.S. and Langton of
Hong Kong, maintains that he spends 70% of his time — not including evenings and
weekends cultivating relationships.” There has been much written on the importance of
relationships between Western and Chinese joint venture partners (Davidson, 1987; Aicllo,

1991; Glaister and Wang, 1993; Child and Lu, 1996 and Tsang, 1998).

A number of researchers have highlighted successful interpartner relationships as going
beyond fulfilling the terms of the contract. Harrigan (1986) states that *Alliances fail
because operating managers do not make them work, not because contracts are poorly-
written.” According to Moller and Wilson (1995), ‘a strategic alliance or partnership may
be defined as a relationship where a synergistic combination of individual and mutual goals
encourages the partners to invest time, effort, and resources to create a long-term

collaborative effort that achieves individual and partnership strategic advantage.’

In comparing the conceptual equivalence of 'relationships' between the two perspectives, it
1s evident that 'relationships' based on the interaction and networks approach relates

largely to the organisational level, i.e. relationships between organisations. As previously

highlighted, the Chinese view relationships as combining both a social and business
context, very often 1t 1s essential to build social ties, before going onto establish a working
business relationship. The emphasis on relationships is a result of China being a

collectivist society, lacking legislation. These business relationships are largely built on
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trust, which will be discussed later in this paper. However, business relationships are not
always associated with the organisational level in Western culture. Research into trust,
business relationships and the contractual environment among UK, German and Italian

firms by Burchell and Wilkinson (1996) found UK firms consider personal links an

essential part of business relations.

Some researchers view relationships as following a series of stages. Scanzoni (1979)
suggests relationships evolve through five general phases — 1) awareness, 2) exploration,
3) expansion, 4) commitment, and 5) dissolution. However, evidence suggests that not all
relationships end in dissolution. This can certainly be said of many Japanese firms and their
relationships with their suppliers. The same suppliers may be used for generations. Ford ef

al. (1998) also view relationships in business marketing as consisting of a stage process —
1) pre-relationship, 2) exploratory, 3) developing, 4) stable stage. The authors liken the
pre-relationships stage to inertia. That is to say that a business or consumer ‘knows what
they are getting’ and are unlikely to change. This situation is unlikely to occur for a
foreign company seeking to establish a relationship with a Chinese partner. The reason i1s
that many foreign firms do not have a pre-existing relationship. However, this stage will
certamly involve extensive research on the part of both parties. Perhaps the most
important question that needs to be answered at this stage is ‘What can our prospective
partner do for us’? Ford explains exploratory as consisting of negotiation and serious
discussions with a view to developing commitment. These are certainly important factors
In the relationship process, however; arguably this stage is more complex when dealing in
an nternational context i.e. Western and Chinese negotiations. Cultural understanding and
a willingness to adapt, as well as taking a patient approach have been citied by researchers
as essential qualities when dealing with the Chinese. Intensive mutual learning, increased
commitment, and possible acceptance of adaptations characterizes developing.
Demonstrating commitment is essential for an 1JV. Different cultural backgrounds may
make 1t more problematic. For example, a Chinese firm may wish to learn foreign
companies’ latest technologies. The foreign firm is unlikely to share this information over

the short-term, as trust and commitment to the relationship needs to be developed. Finally,
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stability refers to companies that have reached certain stability in their learning about each
other. IJVs may experience problems with over stability. For example, 1f one partner
becomes over-dependant on the other, it may find that dissolution is likely to occur. The

reason being an IJV only functions if each partner feels they are ‘gaining something’ from

their partner.

Certain aspects of the stages models can be applied to the development process of
Western-Chinese IJVs e.g. negotiation, trust and commitment building, adaptation etc.
However, these models are rather ‘generic’ in nature in that they do not take mnto account
cultural factors. Culture could be linked to every stage of the relationship process. It 1s a

key element in determining the extent to which a Western-Chinese 1JV is successful.

For this study, FDI relationships analysed will be in the form of both equity and
cooperative joint ventures (EJV/CJV). How Western parent firms in the jomnt venture
interact, together with the possible effect of IMP constructs and Chinese cultural values on
performance will be discussed. There is strong evidence to suggest that those parent firms
that are compatible in practicing the constructs of trust, commitment, cooperation and
satisfaction, together with adapting to Chinese cultural values and following shared
strategic objectives will show good performance. Similarly, Chinese parent firms also need
to have a willingness to adapt to Western culture. This may involve adopting a Western
working structure of management or staff appraisal system. Therefore, IMP constructs and
Chinese values maybe important antecedents of joint venture success. This is echoed by
Kanter (1988) who argues that compatibility in and an ability to adapt to each other’s
cultures, management practices, and procedures are likely to lessen the probability of
fallure. For example, Chinese firms may find it difficult to understand Western
management processes, in particular delegation of tasks and decision-making. The reason

for this 1s many Chinese state owned enterprise employees rely on managers to make every

day decisions and do not question this decision-making.
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Value is considered to be an important constiuent of relationship marketing. According to
Wilson and Jantrania (1994, p.63) it can be referred to as ‘a problematic concept, which
cannot be ignored’. These researchers have studied how value could be measured m
relationship development. They conclude that an assessment of relationship value should

begin with the economic value, proceed to strategic value and finally estimate qualitatively
the value of behavioural elements. IMP researchers Walter et al. (2000) define customer

relationship value as ‘the trade off between the multiple benefits and sacrifices perceived
by a customer, regarding all aspects of the business relationship with a supplier’. Although

each of the above-mentioned studies is based on business markets, they do not address

relationship value in a joint venture context.

Measuring relationship values in IJVs maybe based on the ability of parent firms to
overcome disagreement. Given this study is largely based on the Western parent
perspective, managers will be asked how they value the relationship with their Chinese
partner. A company that considers a relationship to be one of high value to the firm 1s
more likely to make sure that the relationship works. To foreign companies, what
determmes high relationship value with their Chinese partner is likely to be the ‘possible
rewards.” For example, if investing in China is a small extension of existing operations,
relationship value may be low. However, if a firm is aiming to be a ‘first mover’ in China,
the possible rewards may be perceived as being vital to future growth. Very often
relationship value may be down to ‘what can you do for us?’ If a Western parent company

believes the benefits of being in an IJV are becoming less overtime, their perceived

relationship value is also likely to reduce.

A good example of a foreign company that regards its relationship with its Chinese partner
as one of high value is Volkswagen. The German car manufacturer has invested millions of
Euros into its China operations. This has helped it capture a 50% market share of the
Chinese automobile market. The company has recently promised to make further

Investments, in order to maintain its position as the country’s leading foreign car producer.
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2.5.1 Trust

Trust is probably the most common construct in relationship models and has been a key

feature in work conducted by the IMP Group. IMP researchers Hékansson and Snehota
(2000,p.77) recognise trust as ‘built up over time in a social exchange process whereby the

parties learn, step by step, to trust each other’. However, given trust is a popular topic for

researchers, it has resulted in a large number of different definitions (see fable 2.1), and
the definition used will have an effect on the measurement of the construct. It has been
widely used by researchers of the IMP Group, and is seen as a social exchange context

between individuals and between organisations (Méller and Wilson 1995). Trust has been

identified as an important issue in partnerships and alliances (Parkhe 1993).

Moorman et al. (1993) define trust as a willingness to rely on an exchange partner mn
whom one has confidence. Fukuyama (1995) defines trust as 'the expectation that arises
within a community of regular, honest and co-operative behaviour, based on commonly
shared norms, on the part of other members of that community.” The conceptualisation of
trust, indicators of trustworthiness and the relative importance of social relationships are
not universal, but vary between Western, Japanese and Chinese culture. There is already a
comprehensive literature on trust in Western culture that shows how Western capitalist
market systems are based on legal contracts and ownership rights rather than long-term
personalised trust relationships (Child, 1998). The Japanese word for trust is 'shin-yo’
meaning literally: sincere business, it is based on a compound of shin, a character for
sincerity and 'yo' which means literally 'something to do, a business' (Sakade, 1982). The

English concept of trust is the reliance on and confidence in the truth, worth and reliability

of a person or thing (Usunier, 2000).

Development of a trustworthy partnership has been argued to be the most effective way of

prolonging a business relationship. Research has shown that the Chinese tend to place

great emphasis on developing relationships built on trust. They appear to be quite
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suspicious and cold towards strangers with whom relationships have not been established
(Yau, 1988).

Trust in the Chinese culture has been described by Fukuyama (1995) as 'in-group’ trust at
the personal level, whereas trust in Western culture is 'system trust' built up at the
organisational level (impersonal). This systems trust is tied to formal, societal structures,
which have an existence separate from the material preferences, motivation and actions of
individuals. What underlines systems trust in many respects is the contract. Companies
may refer to a relationship with their partner as a ‘trusting’ relationship in the knowledge
that 1if anything should go wrong, they can always rely on the contract to fall back on.
Systems trust in Western society has been severely tested in recent months in light of the
well-published events surrounding the collapse of Enron and WorldCom. Many investors
and customers are asking the question ‘who can we trust?” WorldCom in particular was a

major shock to many in the U.S. As one of America’s largest companies, it filed the largest

lawsuit in American history.
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Table 2.1: Comparing definitions of trust in inter-firm relationships.

Anderson and Weitz (1989) ‘One party’s belief that its needs | Sales agencies and manufacturers
will be fulfilled in the future by

actions undertaken by the other
party’

‘Degree of confidence the

in the electronic components

sector

Aulakh et al. (1996) Inter-organizational relationships

individual partners have on the
reliability and integrity of each

other’

Chow and Holden (1997)

‘The level of expectation or Buyer-seller in the circuit board

degree of certainty in the industry

reliability and truth/honesty of a

person or thing’

Doney and Cannon (1997) ‘Perceived credibility and
benevolence of a target of trust’

Ganeson (1994) “Trust 1s the willingness to rely

Buyer-seller in manufacturing

Retail buyers and vendors from

on an exchange partner to whom | department store chains

has confidence’

Morgan and Hunt (1994)

‘Trust exists when one party has | Relationships between

confidence in an exchange automobile tyre retailers and

partner’s reliability and integrity | their suppliers

Sako and Helper (1998)

‘An expectation held by an agent | Supplier-manufacturer

that its trading partner will | relationships in auto industry

behave in a mutually acceptable

manner’

Source: Adapted from Raimondo, M (2000)

Kumar et al. (1995) argues that trust is a multi-dimensional construct and that two
dimensions are trust in credibility and trust in benevolence. Sako (1992) discussed three

different dimensions of trust in interfirm relationships: contractual based trust,

competence based trust and good will based trust. Contractual based trust refers to the

expectation a partner will carry out a task as it is underwritten by the contract. In other
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words, if a company were to comment ‘we trust our partner to deliver on time.’ It 1s in the

knowledge that they have an obligation to do so under the terms of the agreement. Fatlure

to fulfil their responsibility under these terms, may lead to the partner referring to the

contract or possibly taking legal action. As mentioned, this type of trust 1s very much
linked to Western business. Chinese firms tend to view trust at a personal level rather than
linked to a contract. Competence based trusts refers to an expectation that a company will

perform its role competently. For example, in the case of an IJV car manufacturer,
expectation on behalf of the foreign firm that their Chinese partner will produce motor
vehicles adhering to safety regulations. The third dimension, goodwill-trust is explained by
Sako as follows: ‘The key to understanding goodwill trust is that there there are no
explicit promises which are expected to be fulfilled, as in the case of contractual based
trust, nor fixed professional standards to be reached, as in the case of competence based

trust.” A possible illustration of this is a foreign partner showing commitment to an IJV by

increasing its investment in the project.

Trust is an important factor in establishing relationships (Gronroos, 1990). It has been
identified as a key construct in relationship marketing, and has also shown to lead to
cooperation (Morgan and Hunt, 1994). A number of authors have looked at trust between
different types of partners. Ganesan (1994) used components of trust based on credibility
and benevolence in a study of retail buyers and vendors from department store chains.
Ganeson defines trust as follows: ‘Trust is the willingness to rely on an exchange partner
in whom one has confidence.” Sako and Helper (1998) compared trust between supplier
and manufacturer organisations within the car industry. They define trust as ‘An
expectation held by an agent that its trading partner would behave in a mutually acceptable
manner’. Measures used for their study were based on Likert Scale questions, and

included ‘We can depend on our customer to help us in ways not required by our

agreement with them’ and ‘We can depend on our customer always to treat us fairly.”

Trust between Western and Chinese firms probably carries greater importance than trust

between purely Western alliances. Gill and Butler (2003) argue that trust is an important
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factor in business relationships across national cultures. The authors note the actions that

would damage trust vary between national cultures. For British managers trust is likely to

be damaged by the failure of the other party to meet its contractual obligations. Chinese
managers would be concerned by a lack of goodwill, poor personal relationships and

failure to provide practical help and support. The Chinese concept of trust is very much
centred on establishing personal trust. Subsequently the issue of the contract carries much

less significance in Chinese culture. Cullen et al. (2000) suggests trust is important for the
following reasons 1) Managers must default to trust since the contract cannot allow for
every contingency. It is not feasible to constantly re-write the contract. 2) An alliance of
two or more companies creates a strong potential for dysfunctional conflict and mistrust.
3) Trust involves learning, for example, exchanging information on technologies.
Theretore, a high level of trust and norms of exchange might be crucial for joint venture
success (Beamish, 1987). It is often very difficult to build trust between two companies
that oniginate from very different cultural backgrounds. For example, Cousins and Stanwix
(2001) found that the absence of ‘goodwill trust’ was a difficulty in Japanese inter-firm

relationships. In the absence of trust, the UK partner in a Chinese/British IJV may fear that
the Chinese partner will act opportunistically, by taking the proprietary technology in the

business venture and exploiting it for their own ends.

Currall and Inkpen (2002) define IJV trust as ‘the decision to rely on another party (i.€.,
person, group or firm) under a condition of risk.” They argue that trust can be measured at
the person, group and firm levels. By adopting a multilevel approach to trust,
methodological rigour can be enforced. The authors criticise studies that base trust at the
personal level, then subsequently claim trust exists at the firm level (sce Parkhe, 1993).
They stress the importance of measuring trust using appropriate methodology. Multi-level
trust measures examples are given as follows: 1) trust between persons (IJV managers)
can be measured using content analysis of IJV board meeting minutes or actual

observation of the meetings. 2) Trust between groups (of 1JV managers) can be measured

using a group discussion procedure in which members provide a single response as a

group to a specific set of questions. 3) Measures used for trust between firms (IJV
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partners) can be based on archival data relating to corporate statements, or 1JV

shareholder agreements.

Trust has been identified as an important factor in determining IJV success. In his study
into co-operation and conflict in IJV relationships (Kemp, 1999) describes long-term

relationships and trust as ‘encouraging the development of exchange norms, which lead to

effective communication, sharing of information and a strong social bond.” They describe
norms of exchange as being based on mutual investment in the relationship and therefore
increase the exit barriers. Exchange in this context largely relates to the sharing of

information, if Western and Chinese firms express a keen interest to share information on a

regular basis, it would appear this leads to increased levels of trust. Kemp and Ghauri

(1998) echo this claim by concluding the levels of trust and norms are very important for a

successful IJV. Findings suggest high trust and norms leads to better performance of the

1JV and lower levels of conflict between 1JV partners.

It appears that foreign companies have what can be described as a poor level of pre-

conceived trust over their Chinese partner. In their qualitative study into Sino-Amecrican
joint ventures, Walsh ef al. (1999) stress the superstition that secms to hang over these

relationships. They include the following comments from American 1JV senior managers:

‘There’s a lot of mistrust between the Chinese and the foreigners.’
1 was very trusting in the beginning, I am very cautious now.’

‘People in the United States are trained to have a ‘play fair’ mentality. It is not the same

here, it is not uncommon for someone to say, ‘Oh we’re negotiating with your competitor

— perhaps we forgot to mention it.’

Although, Currall and Inkpen (2002) acknowledge that decisions at the firm level are

made by the corporate board, their proposed measures of trust between firms are
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inappropriate when measuring trust between Western and Chinese parent companies. First,

the Chinese concept of trust (xinyong) is based on personal trust. This cannot be measured

using written documents such as shareholder agreements. When measuring trust m China

an emic (culture specific) approach needs to be adopted. Corporate statements and
shareholder agreements will not contain every detail of a joint venture relationship. The
only means of empirical research into trust in China is to adopt the survey and/or interview

method of data collection and analysis. Ideally interviews based on a number of parties

involved in a joint venture e.g. parent company managers, joint venture general manager,
local government should be carried out. This will allow for methodological reliability and
validity. Finally, it is unrealistic to measure 1JV firm relations using corporate documents -
in China. Unless one has excellent ‘guanxi’, it is near on impossible to access this kind of
information. Particularly, for academic researchers. One reason the majority of research

conducted into 1JV performance is based on smalV/medium-sized samples is due to

difficulties in accessing 1JV data.

Boersma et al. (2003, p.1033) developed a process model of trust building in IJVs. The
authors argue the main problem is ‘how can trust be developed between parties within IJV

relationships?’ They suggest that trust in IJV relationships develops through four different
stages:

Previous history — this is the stage before the parties meet to negotiate the joint

venture. During this stage one party may construct an initial mental image of the other

party with whom they will create the joint venture.

Negotiation — The partics come together in order to negotiate.

Commitment — The will of the parties meet, when they reach an agreemcnt on the

obligations and rules for future action in the relationship.

Execution — the commitments and rules of action are carried into effect.

Renegotiations may take place after each period of execution during official board

meetings. When one or both parties cannot maintain the commitment; the 1JV relationship
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will cease to exist. It is at this point that the Boersma et al. (2003) stages model fails to

stress the consequences in relation to trust as a result of IJV dissolution. It 1s 1n the
interest of both parties to finish an IJV relationship on good terms. If this can be achieved

it maybe possible for a high level of trust to remain intact.

For this research project, trust will be used as a key construct to determine the possible

effect it may have on IJV performance. Trust will be measured based on benevolence and
credibility following similar measures to those used by Ganeson (1994) and Sako and
Helper (1998). For the purpose of this study, trust is defined as ‘the willingness to rely on
a JV partner and expect it to behave in a mutually acceptable manner.” This definition 1s

adapted from existing studies on interorganisational trust (Ganesan 1994; Sako and

Helper, 1998; and Zaheer et al. 1998)

2.5.2 Commitment

This construct has been identified as being closely linked to trust. For example, Hakansson
and Snehota (2000,p.77) argue commitment is related to trust but has a specific content ‘a
high degree of trust can exist between parties without there being much feeling of
commitment. Commitment has to do with priorities and can be built up between parties

over time if they have demonstrated that they give each other a certain level of prionty’.

Cullen et al. (2000) describe trust and commitment as the ‘social fabric’ of the
relationship. Anderson and Weitz (1992) suggest commitment in channel relationships 1s
modelled as a function of 1) each party’s perception of the other party’s commitment, 2)
self reported and perceived pledges made by each party, and 3) other factors such as
communication level, reputation and relationship history. Commitment is an essential
ingredient for successful long-term relationships (Walter et al. 2000). A number of authors
stress long-term commitment as being one of the main reasons for the prolongation of
Joint ventures (Killing, 1983; Beamish, 1987; Buckley and Casson, 1998) like trust; it has

become an important part of relationship marketing research (Morgan and Hunt 1994). It
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has been described as a lasting intention to build and maintain a long-term relationship

(Dwyer, et al. 1987). In their study of the impact satisfaction, trust, and relationship value

have on commitment; Walter ez al. (2000) found these constructs represent the most

important aspects of business relationships.

Hu and Chen (1996) conducted one of the largest studies into IJV performance and

commitment. The authors analysed 2,442 IJVs from various countries. These included
Japan, U.S. and Europe. They argue that performance of Sino-foreign joint ventures is
more dependent upon partner-related factors such as partner commitment, and number of
partners, than joint venture-or environment related factors such as product/industry
characteristics and location of joint ventures. An IJV cannot exist if the parties are not
committed to the shared objectives as prescribed in the agreement. A lack of commitment
will often lead to an ill-defined set of objectives and lack of overall direction for the
organisation. As a result, the whole organisation will suffer (Hu and Chen, 1996). Beamish
and Banks (1987) suggest commitment is positively related to the amount of contribution

made by each partner — greater contribution leads to higher level of performance.

Gundlach et al. (1995) describe commitment as having three different dimensions. These

include: affective commitment, which describes a positive attitude towards the future
existence of the relationship. Instrumental commitment is shown whenever some form of
investment in the relationship is made. Finally, the temporal dimension of commitment
indicates that the relationship exists over time. In the case of joint ventures, it may be the
case that the longer a joint venture continues to exist, the greater the commitment to the
relationship. However, this is perhaps a simplistic measure, since other factors e.g. legal

regulations may mean it is difficult to terminate an existing 1JV. Also, it may not be high

on the agenda for foreign firms in terms of business priority.

Since China’s accession to the WTO, many existing Western companies involved in 1JVs
with Chinese firms now have the option of becoming WFOEs. Those that continue to

prefer to stay in a joint venture, indicates their commitment to the relationship.
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Consequently, both parties may display their commitment to a relationship simply by

continuing with the venture.

In terms of a joint venture, if a partner does not show evidence of 100% commitment to

the partnership, this is likely to have a negative effect on the relationship. Commutted
partners will consider long-term gains rather than short-term advantages. In such cases the

frequency and intensity of conflicts can be expected to be relatively lower; and, therefore,
higher levels of commitment should positively affect JV performance and partner’s

satisfaction with JV activities. For this study it is believed commitment is an important

antecedent of joint venture performance. The obvious example of commitment between

Western and Chinese partners is the intention to maintain a long-term relationship. The

majority of Western companies in China have yet to make a profit; they understand they
are in it for the long-term. This research includes measures used for commitment that pay

particular attention to affective commitment, in other words, positive attitude. The

measures used reflect the dimensions proposed by Gundlach et al. (1995), in that they

provide a more in-depth analysis of the construct.

In their well-known paper ‘The Commitment-Trust Theory of Relationship Marketing’
Morgan and Hunt (1994) theorise that ‘the presence of relationship commitment and trust
is central to successful relationship marketing successes instead of failures.” They suggest
both commitment and trust are important factors that lead directly to relationship
marketing success — not just one or the other. Similarly, fo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>