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CHAPTER 6: THE PERCEPTIONS OF CULTURAL DIFFERENCES AND THE
MANAGEMENT OF CULTURE

6.1 Introduction

When organizations decide to cooperate, they often bring diverse cultures to their
alhhance. The more that the cultures of cooperative partners diverge, the more of a
challenge 1t becomes to achieve a fit between them. A paradox of co-operative activity
between firms is that while differences in culture can create a barrier to effective co-
operation, at the same time cultural diversity provides an opportunity to use the
knowledge embodied in each partner's culture as a valuable resource for the alliance
(Child and Faulkner, 1998: 229). However, until the barriers are removed, mutual
learning, which provides access to the respective partners' culturally embedded
knowledge, cannot occur. Discovering ways of bridging the distinctive cultures which
partners may bring to an alliance i1s viewed as a major management challenge, which

cannot be avoided 1f successful venture performance is to be achieved.

In the case of international joint ventures (IJVs), with evenly distributed ownership,
neither of the partners can unilaterally impose its own cultural values on the venture.
Together the partners must develop what Olie (1994, p. 385) called "a third culture
composed of a combination of the two original cultures or, at least, a strongly moditied
version of one of the original cultures." Faced with this dynamic process ot cultural
interchange or blending, the international joint venture is likely to generate individual and
collective conflicts that can ultimately jeopardize the venture's durability. The absence of
a dominant reference culture requires that a strong cultural congruence should be

promoted among the partners, although such an approach is often neglected (Zahra and

Elhagrasey, 1994).

National and corporate culture differences are related but different from each other
(Brown et al., 1989). The effect of national culture differences is well examined in JV
research, but not that of corporate culture differences, though the latter remains a major
hindrance in managing JVs. For example, the conclusion that national culture differences

alone disrupt collaboration has been questioned, and the importance accorded to national
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cultural differences on JV performance has been suggested as an overstatement, as most
studies have not considered the influence of corporate culture differences (Pothukuchi et
al., 2002). This study incorporates both culture constructs, and investigates their
importance from the perspective of respondent managers, which has potential
contributions to both research and practice in JVs. With a few exceptions (e.g., Black and
Mendenhall, 1990; Johnson et al., 1996), the prior literature on the management of
culture differences in JVs has been limited primarily to the investigation of preparatory
cross-cultural training effectiveness and selection of culturally sensitive boundary-
spanners, who interface between different partner organizations (Newman, 1992), and
has focused on the perspective of multinational enterprises. Consequently, scholars know
little ot the policy of culture management adopted by parent firms, and how it impacts on
managers’ perception of culture differences and the effects of such differences on JV

outcomes (€.g., autonomy, trust and performance).

Dong and Glaister (2007a) considered the effect of national culture and corporate culture
differences on the management of international strategic alliances (ISAs). The findings
were based on the perceptions of a sample of 238 Chinese partner firms in ISAs with
foreign partners. Dong and Glaister (2007a) found that differences in national culture and
corporate culture have contributed to a similar extent to differing views on ISA
management. However, their findings indicated that differences in national culture and
corporate culture have a differential impact on aspects of ISA management. Perception of
national culture and corporate culture differences and the contribution of those
differences to differing views on the management of ISAs were greater in relatively

younger ISAs compared with older ISAs.

Dong and Glaister (2007b) also examined the rationale and consequences of the adoption
of culture management policies by Chinese parent firms in their [ISAs. Dong and Glaister
(2007b) concluded that (i) a policy of active culture management is more likely to be
adopted the more important national and corporate culture differences are perceived to
effect ISA outcomes, such as performance, learning and trust; (ii) the perception of

culture difference between ISA partners is reduced in firms adopting culture management

177



policies, for the perception of both national and corporate culture differences and (111)
firms adopting culture management policies report a much higher degree of trust at
different relationship levels of the ISA compared with firms not adopting these policies
— this was also the case for Chinese firms whose foreign partners have adopted culture

management policies compared with those whose partners have not.

This study in part is a replication of the studies conducted by Dong and Glaister (2007a,
2007b) with some of the same hypotheses examined but with extension to a difterent data
set. First, this study collects empirical data directly from joint venture parent firms and
elaborates the respondent parent firms’ perspective of culture’s role in the management of
joint ventures. Second, the relevance of both perceptions of national culture and
perceptions of corporate culture is examined. Although the attempt is made to be specific
when referring to national or corporate culture differences, it should be noted that in this
chapter “culture” or “cultural” in such terms as “culture differences”, “culture-related
impediments to management”, and “cultural problems” refer to both national and
corporate cultural constructs. Third, the influence of joint venture age is investigated with
particular reference to perceptions of culture. Fourth, the influence ot autonomy granted

to JV management is investigated with particular reference to perceptions of culture.

Specifically, the following research questions are addressed from the perspective of the
respondent parent firms: (1) Is national culture or corporate culture a more important
factor contributing to different views on the management of joint ventures?; (2) Do the
perceptions and the effects of culture differences vary with the age of the joint venture?
In other words, are the respondent managers’ perceptions of culture differences
moderated by time? Further, is there any difference between perceptions of national and
corporate culture differences over time?; (3) Do the importance of culture differences on
TV outcomes differ for those parent firms that have adopted culture management policies
and those that have not?; (4) Does the impact on JV performance vary with the
perceptions of culture differences?; (5) Does the parent firms’ satisfaction of JV
performance vary with the perceptions of culture differences?; and (6) Does the

autonomy granted to the JV management vary with the culture differences contributing to
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different views on the management? The first and the second research questions were
examined by Dong and Glaister (2007a), the third research question was examined by

Dong and Glaister (2007b) and the last three research questions are new to this study.

The chapter is organized as follows. Literature and hypotheses are developed 1n the
second section. The third section sets out the measures of the variables. The fourth

section presents the results and discussion. A summary is provided in the final section.

6.2 Literature Review and Hypotheses Development

Despite different definitions of culture, there is a general consensus among organizational
researchers that culture refers to patterns of beliefs and values that are manifested 1n
practices, behaviours, and various artefacts shared by members of an organization or a
nation (Hofstede, 1980; Trice and Beyer, 1993). Culture has often been considered as "the
invisible force behind the tangibles and observable in any organisation" (Kilmann et al.,
1985). When two or more companies start working together, their respective cultures
come into contact: the local employee must deal with a different, sometimes unknown,
foreign cultural environment, and likewise for the expatriate employee. The cultures
represented in the international joint venture may collide and produce culture shock,

disrupting the entire operation of the newly-formed company.

Hofstede et al. (1990) found that, whereas organizations from different nations differ in
fundamental values, organizations from the same nation differ only In organizational
practices. The authors therefore concluded that when both national and organizational
cultures are examined, the former should be operationalized in terms of values, and the
latter in terms of core organizational practices. As such, although national and
organizational cultures have been regarded as separate constructs, it 1s also widely

accepted that organizational culture is nested in national culture.
The case against cross-border joint ventures is generally based on the simple proposition

that similar cultural values can reduce misunderstanding between partners and that

culturally distant joint ventures experience greater difficulty in their interactions (Brown,
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Rugman and Verbeke, 1989; Lane and Beamish, 1990). The more culturally distant two
firms are, the greater the differences in their organizational and administrative practices,
employee expectations and interpretation of and response to strategic issues (Kogut and
Singh, 1988; Schneider and De Meyer, 1991). Accordingly, communications between
culturally distant partners can be difficult, compounding the coordination problems that
exist in any partnership, leaving such joint ventures vulnerable to managerial conflicts
and early dissolution (Camerer and Vepsalainen, 1988; Lane and Beamish, 1990).
Moreover, environmental uncertainty enhances the transactional difficulties in cross-
border joint ventures (Kogut and Singh, 1988). Poor communication and mutual distrust
can make the transfer of management practices and technologies very costly (Clegg,
1990: Perlmutter and Hennan, 1986). The effects of national culture on behaviour and
management systems can be rather unobtrusive but can still destabilize joint ventures,
prompting Lane and Beamish (1990) to conclude that cultural compatibility between
partners is the most important factor in the endurance of a global alliance. Barkema, Bell
and Pennings (1996) also showed that joint ventures were more susceptible to cultural
distance than wholly owned subsidiaries because the former had to contend with both

national and corporate cultures.

In addition to the distance between partners’ national cultures, partners’ compatibility on
specific organizational attributes also affects the dissolution of joint ventures (Gray and
Yan, 1992; Killing, 1983; Lane and Beamish, 1990). Since a joint venture is typically a
hybrid of two independent firms, dissimilarities in organizational structures and processes
can create problems in coordination that can lead to dissolution of the joint venture. In
contrast, similarity in partners’ organizational structures and processes can facilitate
mutual understanding and collaboration. This view is consistent with that of Bleeke and
Ernst (1993), who found that cross-border joint ventures per se are not as problematic as
joint ventures between companies with strong and weak cultures or those between
companies with asymmetric financial ownership. Brown, Rugman and Verbeke (1989)
argued that the compatibility of organizational processes may be more significant than
the similarity of national cultures in explaining the dissolution and duration of a joint

venture. As dissimilar partners expend time and energy to establish standard managerial
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routines to facilitate communication, they may incur higher costs and mistrust than

stmilar partners. This discussion leads to the first hypothesis:

Hypothesis 1: From the perspective of the parent firms, corporate culture differences will

be a more important factor contributing to different views on the management of JVs

compared with national culture differences.

Organizational history 1s also an important determinant of partner behaviour. Nadler and
Tushman argued that “an organization’s history has a very strong influence on the values
and beliets that develop over time” (1988:151). Specifically, historical forces that
influence organizational culture also reflect the circumstances of the birth of an
organization, the crises it has faced, how those crises have been resolved and the
organizational referents admired or used as ideas in its history. Management problems
and principles are rooted in time and the age of an organization reflects institutionalised

managerial attitudes and beliefs (Baker and Cullen, 1994; Greiner, 1972).

With young organizations, routines are rarely perfected and stabilized, organizational
politics are unstable and links with key actors in the environment are irregular. It takes
time to work out routines and develop trust and smooth working relationships. It also
takes time for an organization to acquire institutional legitimacy among its members and
to become valued in its own right. Older organizations often become overly
bureaucratized, rules are easier to establish than to get rid of so the number of rules
increases over time. Age captures growth strategies as well as implicit organizational

demographic characteristics such as leadership styles, control systems and entrepreneurial

behaviour (Greiner, 1972).

The potential effect of time on the perception of national and corporate culture
differences is ambiguous (Child, 1994; Meschi, 1997). Given the consequences of
learning, adaptation and changes in practices, it is likely that the perception of cultural
difference will moderate over the life-cycle of a joint venture. Managers in recently

established joint ventures are likely to have a different perception of cultural ditferences
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than managers associated with older joint ventures. Further, the effects of cultural
differences on the management of the joint venture and expected outcomes, such as joint
venture performance and levels of trust, are likely to vary with the duration of the joint

venture. Again it i1s expected that such effects will tend to be moderated through time.

This leads to the following hypotheses:

Hypothesis 2a: The perceptions and the effects of national culture differences will be less

in older joint ventures than in younger joint ventures.

Hypothesis 2b: The perceptions and the effects of corporate culture differences will be

less in older joint ventures than in younger joint ventures.

Culture differences impact on a wide range of joint venture outcomes, including overall
performance (Barkema and Vermeulen, 1997), effective management (Lane and
Beamish, 1990), effective learning between partners (Lyles and Salk, 1996; Shenkar and
L1, 1999), and interorganizational and interpersonal trust in ISAs (Zaheer et al., 1998).
Although culture differences can create barriers to effective cooperation, culturally
embodied knowledge can also be a valuable resource, providing partners with learning
opportunities (Parkhe, 1991; Park and Ungson, 1997; Saxton, 1997). In the JV context,
culture management refers to policies, procedures and practices that seek to ‘harvest tfrom
the diversity of partners’ cultures while at the same time building effective bridges
between them’ (Child and Faulkner, 1998: 243). In addition, culture management is
‘active’ or ‘proactive’ if the policies are adopted to effect change (e.g., in the perception

of culture differences and their impacts), rather than simply to respond to change

(Schneider and De Meyer, 1991).

Previous studies have produced mixed findings with respect to the effect of national
culture differences on alliance longevity. Barkema and Vermeulen (1997) examine the
influence of differences in partners’ national cultures on ISA longevity, and find that
differences in uncertainty avoidance and long-term orientation in particular have a
negative relationship with survival. In contrast, comparing US—Japanese alliances with

US-US alliances, Park and Ungson (1997) find that differences in national culture can
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lead to high-level communication and more-sustained collaboration. Active culture
management may point to one missing variable moderating the influence of national

culture differences. Shorter national culture distance between partners does not

necessarily imply better cooperation and performance. Arguably, however, active culture

management gains more significance when partners perceive a greater influence of

culture ditterences on the alliance.

A theme running through the literature is that conflict in general, and cultural conflicts in
particular, can lead to instability and poor alliance management. Cultures differ in their
preferred forms of handling conflicts (Fang, 1999). The adoption of different conflict
resolution strategies not only affects the immediate resolution of a specific disagreement
but also has critical relational consequences. Active culture management provides
cultural cues as to what is deemed appropriate in a cross-cultural context, which
facilitates conflict resolution, effective communication, learning and trust-building. It
represents one proactive use of coping mechanisms that can mitigate the negative impact

of, and simultaneously increase the benefit of, cultural diversity on alliance outcomes.

Culture differences may lead to misperception and misinterpretation of partners’ motives
and behaviours. The perception of what behaviours are opportunistic is compounded 1n
cross-cultural alliances because such perception is based on a culturally determined frame
of reference that is likely to differ between partners. If misunderstandings of this kind
persist, there will be limited potential to learn effectively about each other, particularly
with respect to the benevolence, integrity and competence of the partner (Doz, 1996;
Inkpen and Currall, 1998). Without such knowledge, a firm will be more concerned about
the partner’s opportunism and performance. As a result, more elaborate governance
mechanisms and formal control modes may have to be adopted, significantly increasing
transaction costs and constraining the opportunity for partners to develop effective social
control between them. Active culture management enhances understanding of partners’
behaviours in cross-cultural interactions, thus reducing the problems of uncertainty and
bounded rationality, which in turn economizes on transaction costs and engenders trust.

Without active culture management, trust is more difficult to develop between partners
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due to the perception of heightened risks. Additionally, relational rents that can derive

from the ability of partners to match governance structures and exchange attributes are

more difficult to capture (Dyer and Singh, 1998).

Although the prior literature has examined the impact of culture differences on JV
outcomes, as well as the importance of adopting a wide range of culture management
policies, it 1s unclear whether the adoption of such policies is prompted in some way by
the perception of greater culture differences between partners. Hence, the antecedents of
culture management have been examined only to a limited extent. It 1s argued that the
influence of culture differences on JV outcomes calls for proactive culture management.
The perception of the extent to which culture differences between JV partners impact on
aspects of JV outcomes 1s likely to distinguish between organizations with policies of
culture management and those without. Specifically, the greater the eftect that culture
differences are perceived to have, the more likely it i1s that partners will have adopted
active policies. They will do so in order to mitigate the negative ettects of, and increase

the positive benefits of, cultural diversity in alliances (Child and Faulkner, 1998). Hence:

Hypothesis 3a: National culture differences will be perceived as being more important
for joint venture outcomes in parent firms that have adopted policies of culture
management compared with those parent firms that have not.

Hypothesis 3b: Corporate culture differences will be perceived as being more important
for joint venture outcomes in parent firms that have adopted policies of culture

management compared with those parent firms that have not.

Numerous scholars have noted that more research is needed on the impact of national
culture on IJV performance (e.g. Beamish, 1993; Baran et al.; 1996; Ying, 1996). It 1s
commonly noted that greater cultural distance between a parent company and its desired
location choice of operation will cause the parent to choose a cooperative mode of entry
over a wholly owned subsidiary (e.g. Contractor and Kundu, 1998; Hennart and Larimo,
1998). However, most researchers agree that differences in parent organization national

cultures are related to dissimilarities in basic managerial perceptions, values, practices
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and approaches to trust, all of which make establishing a joint managerial infrastructure
extremely difficult (Cattaneo, 1992; Hoskins et al., 1997; Morris et al., 1998; Doney et
al., 1998). These differences were found to create serious 1JV management problems
(Gregory, 1983; Holton, 1981; Woodcock and Geringer, 1991; D’Andrade, 1984) and

were often the main reason for their failure (Omes et al., 1987; Chikudate, 1991).

Organizational culture differences differentiate partners based on their management
practices, which are deemed essential for the functioning of their respective
organizations. Differences in practices represent conflicting expectations and
incompatible organizational processes. Partners with dissimilar organizational cultures
may expend time and energy to establish managerial practices and routines to facilitate
interaction and may incur high costs and more mistrust than culturally similar partners
(Park and Ungson, 1997). Brown, Rugman and Verbeke (1989) also concur that
compatibility in partners’ organizational cultures and practices could be a significant
determinant of the performance of 1JVs. Research on organizational climate similarity
and performance also indicates that firms selecting a partner that has a similar

organizational climate will have superior performance (Fey and Beamish, 2001).

Differences in the cultural backgrounds of the partners generally have been perceived as
a threat to the survival of IJVs (Brown et al., 1989; Harrigan, 1988b; Shenkar and Zeira,
1992). Wilkof et al. (1995) noted that cultural clash has caused many [JVs to fail due to
the inability of the partners to work seamlessly. Lane and Beamish (1990) argued that
cultural compatibility between the partners is the most important factor in the endurance
of an international alliance. Consistent with this view, various studies (for instance,
Barkema et al., 1996, 1997) have found that the chances of survival of 1IJVs are lower
when the cultural distance between the home country of the expanding firm and the host

country is large. Li and Guisinger (1991) found that US affiliates whose partners came

from culturally dissimilar countries were more likely to fail.

Despite claims that cultural difference is detrimental to 1JV success empirical work

relating to the issue is mixed. For instance, Park and Ungson (1997) examine the ettects
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of partner nationality, organizational dissimilarity, and economic motivation on the
dissolution of JVs. They reported that cultural distance in general did not have an effect
on dissolution, but US-Japanese JVs lasted longer than US-US JVs. Prior relationships
between partners appeared to negate some complexities arising from cultural differences.

Opportunistic threat and rivalry appeared to be a stronger indication of the dissolution of

JVs than organizational variables.

Aulakh and Madhok (2002) found corporate cultural congruence had a significant
positive impact on IJV flexibility, but did not have a direct impact on alliance
performance; they also reported no significant effect of national cultural congruence on
[JV flexibility or performance. They comment that this is notable given that, ever since
Hofstede's landmark study, national psychic distance has commanded the bulk of the
attention in international business research rather than organizational culture. The
assumption that differences in cultures produce lack of 'fit' has been questioned. Shenkar
(2001: 524) notes that not every cultural gap is critical to performance, with different
aspects of culture being differentially critical to operations (Tallman and Shenkar, 1994).

This leads to the following hypotheses:

Hypothesis 4a: The greater the national culture differences perceived by the parent firms
then the greater the impact of national cultural differences on JV performance.
Hypothesis 4b: The greater the corporate culture differences perceived by the parent

firms then the greater the impact of corporate cultural differences on JV performance.

In the context of both mergers and joint ventures, scholars have generally argued that
alliances between culturally similar partners are moré likely to be successful than
alliances between culturally dissimilar partners. Cartwright and Cooper (1993:57) state
that in alliances "selection decisions are generally driven by financial and strategic
considerations, yet many organizational alliances fail to meet expectations because the
cultures of partners are incompatible". Different culture types create different
psychological environments for the joint venture or the merged company, and differences

in practices have a negative influence on performance (Cartwright and Cooper, 1993).
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T'hus, "the degree of culture fit that exists between combining organizations is likely to be

directly correlated to the success of the combination" (Cartwright and Cooper, 1993: 60).

It was found that cultural similarity among parent organizations is positively correlated
with the success of many 1JVs (Goldenberg, 1988; Lin and Germain, 1998). High levels
of cultural dissimilarity may make it impossible for parent companies to achieve a
strategic fit, a fit that is needed for venture success. However, it must be noted that in a
few studies, differences in certain elements of national culture have been found to be
positively related to performance (e.g. Yeheskel, 1993; Zeira et al., 1997). Morosini et al.
(1998) found that national cultural distance between acquiring and acquired firms
actually improved acquisition performance. Park and Ungson (1997, p.279) found that
national cultural distance was positively related to duration for their sample of JVs
(contrary to their hypothesis). Based on these findings, one can argue that since national
culture characteristics are inherent in each culture and hence are imperfectly imitable and

imperfectly mobile, they can help achieve compatibility among potential IJV parents.

Saxton (1997) found that similarities between partners with respect to specific
organizational characteristics, including culture and human resources, were negatively
related to alliance outcomes, and that organizational process similarities were negatively
related to initial satisfaction. Saxton's findings contradict the popular idea that “culture
clash” negatively influences alliance potential. For Saxton the negative relationship
suggests that although similarities in strategic factors such as manufacturing activities
and markets are important to alliance success, it is not as important for a company to pick
a partner that thinks in the same way. Furthermore, Saxton (1997: 456) argues that “It 1s
also possible, perhaps even likely, that these relationships are not linear. A certain degree
of similarity may be necessary and desirable for understanding a partner. Too much

similarity though could limit the benefits because nothing novel is being brought to the

relationship”. This leads to the following hypotheses:

Hypothesis 5a: The greater the national cultural differences contributing to different
views on the management of the JV then the less satisfied will be the parent firms with JV
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performance.

Hypothesis 5b: The greater the corporate cultural differences contributing to different
views on the management of the JV then the less satisfied will be the parent firms with JV

performance.

[t has been widely assumed that the degree of distance between the culture to which a
firm 1s accustomed and that of the environment in which it is planning to invest will
influence the kind of organisational arrangement it is willing to accept for that
investment. However, there are conflicting arguments and inconclusive evidence
concerning the effect that cultural distance will have (Shenkar, 2001). A high cultural
distance 1s likely to generate additional risk and uncertainty in the perceptions ot the

investing company’s decision makers, especially if the other culture 1s unfamiliar to them.

Part of the risk lies in the need, in a culturally different environment, to depend on agents
and partners whom it does not know well. It is therefore argued that a firm will seek to
compensate for this risk by exercising greater control in its dealings with foreign agents
and partners. If the presence of greater cultural distance between prospective alliance
partners is associated with low levels of trust between them, they might be encouraged to
seek managerial as well as legal safeguards for their crucial interests (Shane, 1994). This
implies that in cases of high cultural distance the main investor or provider of key
resources is likely to prefer direct foreign investment rather than licensing and in forming

an IJV to hold a majority equity share that provides the right to managerial control.

The counter argument is that when there is high cultural distance, a firm may prefer to
rely on a local partner to contribute local knowledge and it will therefore be willing to
opt for limited control over their cooperative venture. This may be a particularly
important consideration in the early stages of entering an unfamiliar environment, such
as that of many emerging economies, in which many parameters of doing business are
subject to local negotiation (Beamish, 1988). Also insofar as limited control 1s assoclated
with committing limited investment, this alternative will reduce the company’s financial

exposure in an unfamiliar environment. The inconclusive nature of the evidence on this
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1Issue probably reflects complexities that require further investigation. For example, high
control may be more efficient when the firm entering a new market through a cooperative
alhance enjoys a specific advantage that its partner cannot easily imitate or apply
(Anderson and Gatignon, 1986). A firm that is already experienced in working within
another culture may feel more confident about assuming a dominant control over the

management of an alliance. This leads to the following hypothesis:

Hypothesis 6a: The smaller the national culture differences contributing to differing
views on JV management then the greater the autonomy granted to JV management.
Hypothesis 6b: The smaller the corporate culture differences contributing to differing

views on JV management then the greater the autonomy granted to JV management.

6.3 Measures

Perceptions of national culture differences and corporate culture differences

The respondents were asked the extent to which the national cultures differed between
the partner’s home country and the respondent’s country, measured on a five-point scale
(1 = ‘very small difference’ to 5 = ‘very great difference’). The perceived corporate
culture differences between the respondent firm and the partner firm was measured
following the same procedure as for national culture differences, substituting the word
“corporate” for “national” in the relevant questions. Respondents were also asked how
far they thought (1) differences in national culture and (2) differences in corporate culture
had contributed to different views between the respondent managers and their partner

counterparts on the management of the joint ventures (1= ‘not at all’ to 5= “a great deal’).

Culture-related impediments to the management of JVs

The extent to which the respondent managers had experienced culture-related
impediments to the management of JVs was measured using seven items: differences
between partners’ objectives or priorities, different practices of management, HRM
issues, attitudes and behaviour of partner company managers, national cultural
differences, corporate cultural differences and language barriers, each rated on a five-

point scale (1 = ‘no problem’ to 5 = ‘major problem’).
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Effects of national culture differences and corporate culture differences

Based on a literature review, pre-testing, and pilot test, four JV outcomes were identified:
overall performance of the JV, effective management of the JV, autonomy granted to the
JV and level of trust between the partner firm managers. The effects of national culture
difterences on these outcomes were measured by means of a five-point scale (1= ‘not

important’ to 5 = ‘very important’). The effects of corporate culture differences on the

tour JV outcomes were measured similarly.

Adoption of culture management policies

The respondents were asked whether or not their own firms and their partner firms had
adopted any of the following culture management policies: conducted thorough analysis
to choose a culturally compatible JV partner; provided cross-cultural training to
employees involved with the JV; selected culturally sensitive péople to work 1n the JV;
removed culturally insensitive people from the JV; reviewed cultural problems
experienced by JV managers; adjusted parent company’s procedures or practices that are
culturally incompatible with the partner’s and invested resources to establish or

strengthen cultural compatibility between the partner firms.

Perception of Autonomy
Respondents were asked to assess the overall level of IJV autonomy on a five-point scale
(1 = 'no autonomy' to 5 = 'complete autonomy'). Respondents were also asked the extent

to which JV managers had autonomy across a range of 16 decision making areas (1 = 'no

autonomy' to 5 = 'complete autonomy’).

Perception of Performance

One subjective measure was obtained: the respondent company’s subjective level of
overall satisfaction with the JV’s overall performance. The respondents were asked the
extent to which they were satisfied with the JV performance on a five-point scale (1 =

‘very dissatisfied’ to 5 = ‘very satistfied’).
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6.4 Results and Discussion

Hypothesis I

The results relating to Hypothesis 1, which maintains that from the perspective of the
parent firms, corporate culture differences will be a more important factor contributing to
different views on the management of JVs compared with national culture differences,
are set out in Table 6.1. In this study, corporate culture differences contributed more to
the different views between the respondent managers and the partner managers on the
management of the JV than did national culture differences. The difference was marginal
In the mean responses but significant (p < 0.01). Thus there is strong support for
Hypothesis 1. This is in contrast to Dong and Glaister (2007a) who found that national

culture differences contributed more to the different views between Chinese and foreign
managers on the management of the ISA than did corporate culture differences, however,

the difference was marginal in the mean responses and not significant.

Table 6.1. Culture differences contributing to differing views on JV management
Mean S.D. t-value

1) National culture contributing to diftering 2.60 1.207
views on the management of the joint venture 2.704%**

2) Corporate culture contributing to diftering 3.05 1.125
views on the management of the joint venture

**¥x p <0.01

[t is possible that national and corporate culture differences may have a differentiated
impact on the various aspects of the JV. To explore further the extent to which views
regarding differences in culture were associated with the respondents’ experiences of
cultural problems in managing the JVs, the variables measuring the extent to which
differences in national culture and corporate culture had contributed to differing views on
the management of the JV were correlated with the variables measuring the extent to

which respondents experienced culture-related impediments to managing the JV.
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Respondents were asked the extent to which they had experienced a range of problems in

managing the joint venture. The problems, ranked by the mean value of the response, are
shown 1n Table 6.2. Of the seven problems identified in managing the 1JV, that of
corporate cultural differences is ranked second, indicating that this is perceived as a
relatively important problem compared with most of the other identified problems.
National cultural differences is ranked fourth, indicating that this is perceived as a
relatively less important problem compared with corporate cultural differences. However,
the mean of the corporate cultural differences at 2.80 and the mean of national cultural
differences at 2.61 1s less than the mid-point of the scale. This indicates that while
cultural differences are perceived as problematic to an extent, overall they do not appear

to constitute a major problem for the respondents in managing the sample of [JVs.

The partial correlation coefficients between the extent to which culture difterences
contribute to differing views on JV management and culture-related impediments
experienced in managing the JV are shown in Table 6.3. Several correlations are
significant and positive indicating that the more differences in culture are perceived to
contribute to differing views on the management of the JV, the more problems in
managing JVs have been experienced. For the sample as a whole, comparing difterences
in national culture with differences in corporate culture, the correlations are significantly
stronger for language barriers (p < 0.01) and national cultural differences per se (p <
0.01). In contrast, the correlations are significantly stronger for differences in corporate

culture compared with differences in national culture for corporate cultural ditferences

per se (p < 0.01) and different practices of managers (p < 0.01).

There is thus some evidence to indicate that national culture differences and corporate
culture differences have a differential impact on the perceived -culture-related
impediments to managing JVs. These findings are similar to those provided by Dong and

Glaister (2007b) and support their findings.
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Respondents were asked the extent to which national culture differences and corporate
culture differences had an eftect on JV outcomes. The outcomes, ranked by the mean
value of the response, are shown in Table 6.4. Of the four JV outcomes identified, the
national culture differences had the most effect on the level of trust between the partner
firm managers, indicating that this 1s perceived as a relatively important outcome
compared with most of the other i1dentified outcomes. The corporate culture differences
had the most eftect on the effective management of the JV. Both national and corporate
culture differences had the least importance on the autonomy granted to the JV.
However, the mean of the variables are all less than the mid-point of the scaie. This
indicates that while cultural differences are perceived as important on the JV outcomes to

an extent, overall they do not appear to be important for the JV outcomes.

To explore the issue further, the variables measuring the extent to which differences in
national culture and corporate culture had contributed to differing views on the
management of the JV were correlated with the variables measuring the effect ot culture
differences on the JV. The Spearman correlation coefficients are shown in Table 6.5. The
findings show that the extent to which culture differences contribute to differing views on
the management of the JV is positively correlated with the effect of culture difterences on
the JV. This positive relationship is significantly strong both for perceived differences in
national culture and for perceived differences in corporate culture. The correlations are

marginally stronger for corporate culture differences than for national cultural

differences.

The findings of this study are more significant for perceived differences in national
culture and for perceived differences in corporate culture compared to those reported by
Dong and Glaister (2007a). Even though, corporate culture ditferences contributed more
to the different views on the management of the JV than did national culture differences
as stated in Hypothesis 1, these findings provide evidence to indicate that national culture
difference and corporate culture difference both have an impact on the management and

outcomes of JVs.
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Hypothesis 2a

To measure the eftect of alliance age, the sample was divided into two sub-groups
comprising “Old” joint ventures and “Young” joint ventures. The joint ventures that had
been established for 9 years or less were classified as young, whereas, the joint ventures
that had been established for more than 9 years were classified as old. Choosing the age
of 9 as a dividing point is justified because the mean age for the sample of the IJVs was
9.20. There were 38 joint ventures in the “Old” sub-group i1.e. those formed between
1962-1997 and 71 joint ventures in the “Young” sub-group i.e. those formed between

1998-2006. An examination of the results for other adjoining cut-off points, largely
supported the findings reported here.

Table 6.6 shows that except for one case (autonomy granted to the joint venture) the
means are higher for Old joint ventures than for Young joint ventures. The perceptions of
national culture differences (p < 0.1) and of effective management (p < 0.05) have
significantly lower mean scores for Young joint ventures compared to Old joint ventures,
contrary to expectations. There are no statistically significant difference in means is
found between these two joint venture groups for the other measures of JV outcomes,
indicating that joint venture duration does not moderate the perceptions of the effects of
national culture differences on JVs. Hypothesis 2a is not supported. These findings are 1n
contrast to Dong and Glaister (2007a) who found that the perceptions of national culture
differences and of national culture differences contributing to different views on JV

management have significantly lower mean scores for Older alliances compared to

Younger alliances, providing partial support for this hypothesis.
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Iable 6.6 Perception and effects of national culture differences — alliance age

Perception of national culture differences

National culture differences contributing to
different views on JV management

Overall performance of the joint venture
Effective management of the joint venture

Autonomy granted to the joint venture

Level of trust between the partner firm
managers

#%% 5 < 0.0] ** p<0.05*p<0.1

Hypothesis 2b

Group

Young
Old

Young
Old

Young
Old

Young
Old

Young
Old

Young
Old

Rank Mean S.D.

|

D

2.97
3.42

2.50
2.79

2.39
2.71

2.41
2.92

2.43
2.42

2.64
2.71

1.274
1.106

1.213
1.189

1.322
1.206

1.161
1.217

1.187
1.030

1.404
1.431

t-value

-1.832*
1,103
-1.257
2.130%*
0.033

-0.238

Table 6.7 shows that the means are higher for Young JVs than Old JVs. The perceptions

of corporate culture differences (p < 0.1) have significantly lower mean scores for Old

joint ventures compared to those of Young joint ventures. Although not significant, the

four items measuring the effect of cultural differences on the JV have lower means for

Old joint ventures compared to Young joint ventures. These tinding suggest that there 1s a

sense of a closer corporate cultural affinity between partners in older joint ventures

compared to those in younger joint ventures, and that the effects of corporate culture

differences on the JV varies by joint venture age. So the findings provide weak support

for Hypothesis 2b. This provides some support to Dong and Glaister (2007a) who found

that the perceptions of corporate culture differences and corporate culture differences

contributing to different views on ISA management have significantly lower mean scores

for Older alliances compared to those of Younger alliances.
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Table 6.7. Perception and effects of corporate culture differences — alliance age

Group Rank Mean S.D. t-value
Perception of corporate culture differences Young 346 1.012 1.873*
Old 3.08 1.050
Corporate culture differences contributing Young 3.07 1.138 0.310
to difterent views on JV management Old 3.00 1.115
Overall performance of the joint venture Young 3 2.80 1.238 0.367
Old 3 271  1.271
Effective management of the joint venture  Young 1 2.89 1.115 -0.032
' Old 1 2.89 1.203
Autonomy granted to the joint venture Young 4 277 1.136 0.620
Old 4 2.63 1.172
Level of trust between the partner tirm Young 2 2.85 1.215 0.424
managers Old 2 2.74  1.369

¥*¥* p<0.01 *p<0.05*p<0.1

Hypothesis 3

Table 6.8 displays a contingency comparison in the mean value of the perceived effects
on JV outcomes of culture differences between the respondent firms with culture
management policies and those without. The results are ordered by the frequency of
adoption of such policies. The most adopted policy is ‘selected culturally sensitive people
to work in the joint venture’ (n = 70), while the least is ‘conducted thorough analysis to
choose a culturally compatible partner’ (n = 35). Panel (1) shows the results based on the

effect of national culture differences and panel (ii) the results based on the effect of

corporate culture difterences.

Hypothesis 3a

Panel (i) shows that, as expected, in general the mean measure of importance for JV
outcomes is greater for firms that have adopted culture management policies compared to
those that have not. A total of 24 out of 28 means are greater for adopting firms, with 12

(about 42%) of these statistically significant (at p < 0.1 or better), indicating support for

Hypothesis 3a.

198



In firms that have not adopted the policy of “conducted analysis to choose a culturally
compatible partner”, the perceived effects of national culture difference are significantly
higher for two JV outcomes. It 1s noteworthy that the extent and degree of significance
between means varies according to the nature and frequency of the specific policy
adopted. Almost 64% of firms in the sample have selected culturally sensitive people to
work in the joint venture, yet there 1s no significant difference in the mean importance ot
national corporate culture on JV outcomes between the two groups of firms. In contrast,
the importance of the effect of national cultural difference on JV outcomes is particularly
apparent in those firms that have reviewed cultural problems experienced by joint venture

managers (about 52% of the sample firms) and those that have removed culturally

insensitive people from the joint venture (about 44% of the sample).

While most firms in the sample have engaged in some form of culture management,
policies that tend to be more specific, demanding of resources and highly interventionist,
tend to be adopted by firms perceiving a greater importance in the effects of national
culture differences on JV outcomes than those that do not. Where the importance of
national culture difference is considered to be relatively important, as the data shows,
firms are more likely to conduct a thorough analysis, invest resources and actually
remove culturally insensitive people from the JV. One managerial implication from these
findings is that where firms consider that national culture differences will have a

relatively important impact on JV outcomes they will adopt culture management policies.

Hypothesis 3b

Panel (ii) shows that, again as expected, in general the mean measure of importance for
JV outcomes is greater for firms that have adopted culture management policies
compared to those that have not. A total of 21 out of 24 means are greater for adopting
firms, with 8 (about 33%) statistically significant (at p < 0.1 or better), indicating some
support for Hypothesis 3b. In a similar manner to that for national culture differences, the
extent and degree of significance between means varies according to the nature and

frequency of the policy adopted, that is, where corporate culture difference on JV
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outcomes is seen as being relatively important, policies that are more specific, demanding

of resources and highly interventionist, tend to be adopted.

There are two culture management policies, however, where there are noticeable
variations in findings between national and corporate culture. In firms adopting the
policy of “provided training to employees involved with the joint venture”, the perceived
effects of national culture differences are significant for two JV outcomes, but there is
only one significant difference for the perceived effects of corporate culture differences.
Similarly, in those which have adopted the policy of “adjusted company’s procedures or
practices that are culturally incompatible with the partner’s”, the perceived effects of
national culture differences are significantly greater for two JV outcomes, but there is
only one significant difference for the perceived effects of corporate culture differences.
In firms adopting the policy of “removed culturally insensitive people from the joint
venture”, the perceived effects of national culture differences are significantly greater for
three JV outcomes, but there are two significant differences for the perceived effects of
corporate culture differences. However, for one culture management policy, there are
similarities in findings between national and corporate culture. In firms adopting the
policy of “reviewed cultural problems experienced by joint venture”, the perceived
effects of national culture differences and the perceived effects of corporate culture
differences are significant (p < 0.01) for all four JV outcomes, with all means higher for
firms that have adopted this policy.

This finding suggests that at the initial stage of joint venture formation, differences 1n
national culture may feature more saliently in thé perception of managers compared with
differences in corporate culture; consequently, this particular policy is adopted to ensure
that national cultures are relatively compatible between partners prior to joint venture
formation. Measured crudely, the effects of national culture differences is perceived as
being more important for JV outcomes than corporate cultural differences — with 14
statistically significant differences in means for national culture compared with eight
statistically significant differences in means for corporate culture. This suggests that
culture management policies are generally adopted for the potential impact of national

rather than corporate culture differences.
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Hypothesis 4
The results relating to Hypothesis 4a and Hypothesis 4b are set out in Table 6.9. Table

6.9 shows the Spearman correlations between the perceptions of culture differences and
the mmpact of culture differences on JV performance. There is a significant correlation
between the perceptions of national cultural differences and the impact of national
cultural differences on JV performance (p < 0.01), providing strong support for
Hypothesis 4a. Therefore, the greater the perceptions of the national cultural differences
then the greater the impact of national cultural differences on JV performance. There is
also a significant correlation between the perceptions of corporate cultural differences
and the impact of corporate cultural differences on JV performance (p < 0.01), providing
strong support for Hypothesis 4b. Hence, the greater the perceptions of the corporate
cultural differences then the greater the impact of corporate cultural differences on JV
performance. It is worth noting that the correlation coefficients are greater for pefceived
corporate culture differences than perceived national culture differences, indicating
perceived corporate culture differences have a greater potential impact on JV
performance than perceived national culture differences. These findings provide strong

support for Hypothesis 4a and 4b.

Hypothesis 5

The evidence relating to Hypothesis 5a and Hypothesis 5b 1s set out in Table 6.10. Table
6.10 shows the Spearman correlations between the culture differences contributing to
different views on JV management and the extent of satisfaction with JV performance.
There is a significant negative correlation between the national cultural difterences
contributing to different views on JV management and the extent of satisfaction with JV
performance (p < 0.1), providing support for Hypothesis Sa. There is also a significant
negative correlation between the corporate cultural differences contributing to ditferent
views on JV management and the extent of satisfaction with JV performance (p < 0.01),
providing strong support for Hypothesis 5b. It is notable that corporate cultural
differences have a stronger negative relationship with the satisfaction of parent firms with
JV performance than do national cultural differences. These findings provide strong

support for Hypothesis Sa and 5b.
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Hypothesis 6
The results relating to Hypothesis 6a and 6b are set out in Table 6.11. Table 6.11 shows

the Spearman correlations between the national culture differences contributing to
ditfering views on JV management and the extent of decision-making autonomy granted.
There 1s a significant negative correlation between national culture differences
contributing to differing views on JV management and autonomy granted to JV
management for R&D (p < 0.05). The smaller the national culture differences
contributing to differing views on JV management then the more the autonomy is granted
to JV management for R&D. There are no other significant correlations for the national
culture differences contributing to differing views on JV management and this indicates a
lack ot willingness of increasing decision-making autonomy. These findings indicate that
there 1s no support for Hypothesis 6a and the respondents appear to be reluctant to grant

autonomy to IJV managers even when the national culture differences contributing to

differing views on JV management are small.

Table 6.11 also shows the Spearman correlations between the corporate culture
differences contributing to differing views on JV management and the extent of decision-
making autonomy granted. There is a significant negative correlation between corporate
culture differences contributing to differing views on JV management and degree of
autonomy granted to JV management (p < 0.05). There are also several negative
correlations across a number of dimensions of decision-making areas reported in Table
6.11. This ‘is the case for: marketing (p < 0.01), pricing (p < 0.05), day-to-day
management (p < 0.05), cost control (p < 0.05), deciding capital expenditures (p < 0.05),
distribution (p < 0.1) and process technology (p < 0.1). A key finding is that in general
greater IJV autonomy is negatively associated with the corporate culture difterences
contributing to differing views on JV management, providing some support for
- Hypothesis 6b. It appears that the respondent firms allow IJV management autonomy as
long as less corporate culture differences contribute to differing views, but only in certain
areas of decision-making. Corporate culture differences contributing to differing views
on JV management are more significantly correlated with autonomy granted compared to

national culture differences contributing to differing views on JV management.
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6.5 Summary

This study considers the relative importance of both national culture and corporate
culture differences on the management of the joint venture. There is strong support for
Hypothesis 1, which maintains that from the perspective of the parent firms, corporate
culture differences will be a more important factor contributing to different views on the
management of JVs compared with national culture differences. This is in contrast to
Dong and Glaister (2007a) who found that national culture differences contributed more
to the different views between Chinese and foreign managers on the management of the
ISA than did corporate culture differences, however, the difference was marginal in the
mean responses and not significant. There i1s some evidence to indicate that differences in
national culture and corporate culture have a differential impact on aspects of the joint
venture. Managerial implications can be drawn towards designing effective cultural
management practices which have a focus on enhancing either national culture fit or

corporate culture fit. These findings support those provided by Dong and Glaister
(2007a).

Prior studies have reported inconsistent findings regarding the effect of joint venture age
on the perception of cultural differences. The findings show that the perception of
national culture and the contribution of those differences to differing views on the
management of JVs were more in relatively older JVs compared with younger JVs.
However, no statistically significant difference in means was found between these two
joint venture groups, indicating that joint venture duration does not moderate the
perception of the effects of national culture differences on JVs. Thus, Hypothesis 2a,
which maintains that the perceptions and the effects of national culture differences will
be less in older joint ventures than in younger joint ventures, is not supported. These
findings are in contrast to Dong and Glaister (2007a) who found that the perceptions of
national culture differences and of national culture differences contributing to different
views on ISA management have significantly lower mean scores for Older alliances

compared to Younger alliances, providing partial support for this hypothesis.

On the other hand, the perceptions of corporate culture differences and the contribution
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of those differences to differing views on the management of JVs were less in relatively
older JVs compared with younger JVs. The findings provide weak support for
Hypothesis 2b, which maintains that the perceptions and effects of corporate culture
ditferences will be less in older joint ventures than in younger joint ventures. This
provides some support to Dong and Glaister (2007a) who found that the perceptions of
corporate culture differences and corporate culture differences contributing to different
views on ISA management have significantly lower mean scores for Older alliances
compared to those of Younger alliances. This study finds that alliance age appears to

moderate the relationship between cultural diversity and JV management for corporate

culture differences, but not for national culture differences.

A key ftinding of the study is that the more that national and corporate culture differences
are perceived to impact on JV outcomes, including performance, effective management,
autonomy granted to JV management and the degree of trust between partner firms at
various relationship levels, the more likely a policy of active culture management
becomes. The rationale for adopting active culture management, therefore, lies in the

perceived etfect of culture differences on JV outcomes.

The findings show that the perceptions of culture differences are reduced in firms
adopting culture management policies. Prior studies have also focused on the concept ot
national culture differences, so that few have investigated the eftects of corporate culture
differences. This study examines how active culture management can influence
managers’ perceptions of both national and corporate culture differences. There 1s strong
support for Hypothesis 3a, which maintains that national culture differences will be
perceived as being more important for joint venture outcomes in parent firms that have
adopted policies of culture management compared with those parent firms that have not.
One managerial implication from these findings is that where firms consider that national
culture differences will have a relatively important impact on JV outcomes they will

adopt culture management policies.

There is some support for Hypothesis 3b, which maintains that corporate culture
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differences will be perceived as being more important for joint venture outcomes in
parent firms that have adopted policies of culture management compared with those
parent firms that have not. The effects of national culture differences are perceived as
being more important for JV outcomes than the effects of corporate cultural differences.
This suggests that active culture management is found to be rather more effective in

reducing the perceived effects of national culture differences compared with the

perceived effects of corporate culture differences.

The last three hypotheses are new to this study and it appears that corporate culture is
more significant than national culture in terms of findings. There was a significant
correlation between the perceptions of national cultural differences and the impact of
national cultural differences on JV performance, providing support for Hypothesis 4a.
The findings also found strong support for Hypothesis 4b, which maintains that the
greater the corporate culture differences perceived by the parent firms then the greater the
impact of corporate cultural differences on JV performance. However, perceived
corporate culture differences had a greater impact on JV performance than perceived

national culture differences.

There was strong support for Hypothesis 5a, where it was found that the greater the
national cultural differences contributing to different views on JV management then the
less satisfied the parent firms will be with JV performance. The findings also provide
strong support for Hypothesis 5b, concluding the greater the corporate cultural
differences contributing to different views on JV management then the less satistied the
parent firms will be with JV performance. Corporate cultural differences have a stronger
relationship with the satisfaction of parent firms with JV performance than do national

cultural difterences.

There was no support for Hypothesis 6a, which maintains that the smaller the national
culture differences contributing to differing views on JV management then the greater the
autonomy granted to JV management. The findings indicated that the respondents

appeared to be reluctant to grant autonomy to IJV managers even when the national
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culture differences contributing to differing views on JV management are small. There

was some support for Hypothesis 6b, which maintains that the smaller the corporate
culture differences contributing to differing views on JV management then the greater the
autonomy granted to JV management. Corporate culture differences contributing to
differing views on JV management were more significantly correlated with autonomy

granted compared to national culture differences contributing to differing views on JV

management.

This chapter detailed the background literature, the measures of variables, the
hypotheses, the results and discussion related to the perceptions of cultural ditferences

and the management of culture. Next chapter, Chapter 7, examines the antecedents and

consequences of trust between joint venture partner firms.
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CHAPTER 7: THE ANTECEDENTS AND CONSEQUENCES OF TRUST
BETWEEN JOINT VENTURE PARTNER FIRMS

7.1 Introduction

The inherent complexity of having two or more owners who may be both competitors and
collaborators leads to certain difficulties in management. Such problems are magnified
when an international joint venture (IJV) is operating in a risky and uncertain setting in
which political and opportunistic behaviour is rife, as this increases the transaction costs
due to increased monitoring, communication, and negotiation requirements (Beamish and
Kachra, 2004; Frayne and Geringer, 1990). According to Child et al. (2005), firms incur a
number of risks when they enter into strategic alliances. When forming an alliance, it is
ditficult to distinguish between a partner who will behave opportunistically and one who
will not. A joint venture will often involve the exposure of key knowledge and
technology resources to a partner. In this situation, there is risk that a partner will
appropriate the resources as the basis for eliminating partner dependence and making the
JV bargain obsolete. The reputation of the prospect partner firm for reliable behaviour

can therefore be quite a significant factor in deciding whether to proceed turther.

Trust has been shown to increase cooperation and improve flexibility, lowering the cost
of coordinating activities and increasing the level of knowledge transfer and potential for
learning (Smith et al., 1995). Arifio and de la Torre (1998) concluded that, in the absence
of a reserve of trust, IJVs that experience threats to stability often dissolve. Despite this
attention to trust in alliance literature, the majority of research on trust is anecdotal, with
little evidence of economic benefits. Little systematic research has been done in the IV
context and trust ‘‘remains an under-theorized, under-researched, and therefore, poorly
understood phenomenon’’ (Child, 2001, p. 274). One reason for this lack of evidence 1s
the intangible nature of trust, making it hard to define, quantify and measure.

The aim of this chapter is to provide a framework of trust by treating cultural differences

as antecedents to trust, the degree of JV autonomy granted as a consequence of trust and

JV performance as both antecedent to and consequence of trust. The rest of this chapter 1s
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organized as follows. The next section provides a literature review and sets out the
hypotheses of the study. The third section sets out the measures of the variables. The

fourth section presents the results and discussion. The summary is in the final section.

7.2 Literature Review and Hypotheses Development

Trust 1s a willingness to rely on a partner in whom one has confidence (Moorman et al.,
1992). Trust does not mean the "naive belief in the honesty of other actors but rather the
probability of violation of implicit or explicit agreements" (Bromiley and Cummings,
1993: 10). In other words, trust is the perceived likelihood of the other not behaving in a
seli-interested manner. Following Currall and Judge (1995), joint venture (JV) trust is
defined as reliance on another JV party (i.e., person, group, or firm) under a condition of
risk. In a trusting relationship, it is expected that the exchanging party’s words and/or
writings can be trusted (Andaleeb, 1995). According to the trust-centered approach, the
classic ownership-control perspective is rather static and fails to unravel the complexities
in managing the 1JV relationship (Madhok, 2006). For Madhok (2006:9), trust ‘‘provides
another means to the same end as financial equity’’, that 1s, flexibility and efficiency in

managing a relationship.

This section examines the antecedents and consequences of JV trust by integrating the
different perspectives of JV trust. Figure 7.1 shows the conceptual framework of the
study. Figure 7.1 provides a framework of trust by treating the perceptions of national
and corporate cultural differences as antecedents to trust, degree of JV autonomy granted
as a consequence of trust and JV performance as both antecedent to and consequence of
trust. As a starting point, it must be emphasized that negotiating and forming a JV
initiates a dynamic relationship that, to be successful, will have to go through a series of
transitions (Doz, 1996). Over time, as the partners and partner managers learn about each
other and the JV becomes an operating entity, the level of trust will change. Trust
requires familiarity and mutual understanding and, hence, depends on time and context
(Nooteboom, et al., 1997:314). As the relationship ages, previous successes, failures, and
partner interactions will influence the level of trust in the JV. For example, when a JV 1s

formed, there is a subjective probability that a partner will cooperate. Experience will
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lead to adjustment of the probability, which in turn may lead to a shift in the level of
trust. If trust exists between JV partners, the partners will have signified this trust by

engaging 1n trusting action. In the absence of trusting action by the partners, there is no

evidence that trust exists.

Figure 7.1 Model of the Antecedents and Consequences of Trust

Perceptions of Perceptions of
Pertormance of the IJV National Cultural Corporate Cultural
Differences between Differences between

the IJV partners the IJV partners

H2

Trust between the
1JV partners

H5

H3

H4

Autonomy granted to

the IJV management

In the context of strategic alliances, the positive link between trust and performance 1s
validated by several systematic research efforts (e.g. Inkpen and Currall, 1997; Mohr and
Spekman, 1994; Saxton, 1997; Seabright et al., 1992; Tsai and Ghoshal, 1998). Although
it has generally been argued that trust leads to performance (e.g., Harrigan, 1986; Saxton,
1997), the argument that performance leads to trust has merit as well. Using perception of
opportunistic behaviour as a proxy for trust, Parkhe (1993) found a strong relationship
between perception of opportunistic behaviour and alliance performance. Yan and Gray
(1994) suggested that performance may have a feedback etfect on trust. Poor
performance may cause distrust between the partners, which leads to poor long-term JV

performance (Killing, 1983). A firm's review of past JV performance results, in
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comparison with expectations, can lead to a firm's prediction of the extent to which the
partner firm will follow through on its current promises (i.e., is trust in the partner
warranted?). If JV performance is worse than expected, JV partners are likely to question

the competence and capabilities of their partners. The level of trust in the relationship
will therefore suffer accordingly. This discussion leads to the first hypothesis:

Hypothesis 1: The greater the satisfaction with JV performance, the greater the level of
trust between the JV partner firms.

Notwithstanding Shenkar's (2001) critique of the cultural distance construct and the
possible 1ssues with country-level measurement (Mezias et al., 2002), the effects of
differences in culture on various joint venture issues have been widely studied. A higher
level of national cultural distance means greater risk, to the extent that foreign parents
may reduce their shareholding to avoid such risk (Kogut and Singh, 1988). Cultural
misunderstanding i1s a particular problem that can be expected with joint ventures (Baird
et al., 1990), but the risk of this i1s attenuated if there 1s a high degree of trust between the
parent companies. Cross-cultural understanding and adaptation require a substantial
investment which, if delivered by the firm, signals its commitment and suggests the firm
cares about the partner. When the partner feels valued, it will come quickly to trust 1ts
counterpart (Johnson et al., 1996).

Dong and Glaister (2007) proposed that active culture management breeds trust and
suggested that active culture management, which includes ex ante, ex post and on-going
elements, improves the quality of inputs for trust to develop. Cross-cultural traimng
programmes furnish boundary-spanners with cross-cultural diplomacy, substantially
reducing dysfunctional conflicts and contributing to building value-, process- and
affection-based trust. Selection of culturally sensitive boundary-spanners, or removal of
insensitive ones, adds to the assurance that cross-cultural interactions are likely to run
smoothly, and conflicts appropriately resolved. Adjustment of culturally incompatible
procedures and practices shows the responsiveness of one partner to the other, and the

adaptation process enhances relational quality and trust building. It is a manifestation ot
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reciprocity on the part of the firm and its commitment and cooperative mentality to make
the alliance work. Dong and Glaister (2007) concluded that firms adopting culture

management policies report a much higher degree of trust at different relationship levels

of the strategic alliance compared with firms not adopting these policies.

When culture distance between two parties is shorter, cultural blending becomes easier.
Thas helps to develop common values and norms for the alliance and to strengthen much-
needed socialization for maintaining or revitalizing existing trust (Das and Teng, 1998).
In these circumstances, the same amount of trust can save more transaction costs
assoclated with uncertainty, conflict, and opportunism (Williamson, 1993) and create
better interfirm adaptation conducive to JV success (Inkpen and Beamish, 1997).
Similarly, fewer cultural differences between cross-national parties facilitate open and
prompt communication between them. In JVs, only 1f the partners can constantly sound
off on their differences will they be able to avoid fatal conflicts. Communication also
spurs the process in which one party examines the other party’s credibility and
trustworthiness (Madhok, 1995). Further, in JVs with shorter cultural distance between
parties, there are more common foundations upon which to build trust. Chen et al. (1998)
maintain that partners with similar cultural background tend to use a similar trust form.
McAllister (1995) suggests that partners will be more cooperative if they share a similar
trust form and will be more opportunistic if they employ a different form. Elangovan and
Shapiro (1998) further argue that fewer cﬁltural differences reduce the trustee’s
motivation for and the actual likelihood of trust betrayal. This discussion leads to the

following hypothesis:

Hypothesis 2: The smaller the perceptions of national cultural differences between the JV

partner firms, the greater the level of trust between the JV partner firms.

Hofstede et al. (1990) found that, whereas organizations from different nations differ mn
fundamental values, organizations from the same nation differ only in organizational
practices. The authors therefore concluded that when both national and organizational

cultures are examined, the former should be operationalized in terms of values, and the
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latter in terms of core organizational practices. Corporate culture refers to a pattern of
shared basic assumptions about the environment, human nature, social relationships, and
reality that employees have learned as they addressed and resolved problems of external
adaptation and internal integration (Schein, 1992). Since a joint venture is typically a
hybrid of two independent firms, dissimilarities in organizational structures and processes
can create problems in coordination that can lead to dissolution of the joint venture. In
contrast, similarity in partners’ organizational structures and processes can facilitate
mutual understanding and collaboration. This view is consistent with that of Bleeke and
Emst (1993), who found that cross-border joint ventures per se are not as problematic as

joint ventures between companies with strong and weak cultures or those between

companies with asymmetric financial ownership.

Jemison and Sitkin (1986) mtroduced the concept of organizational fit to describe the
similarities between organizations in terms of organizational culture, human resource
policies, and administrative processes. In the JV context, Saxton (1997) argued that
organizational similarities between the partners help establish trust and enhance the
appropriability of knowledge necessary to form the basis for a common frame of
reference. In turn, learning can help offset cultural differences (Barkema et al., 1996) that
often exist in international JVs. Inkpen (1995) found that a lack of compatibility between
JV partners, particularly with regard to expectations about venture profitability, frustrated

learning processes, which, in turn, contributed to breakdowns in trust. This discussion

leads to the third hypothesis:

Hypothesis 3: The smaller the perceptions of corporate cultural differences between the

JV partner firms, the greater the level of trust between the JV partner firms.

Trust ensures a sound and cooperative working relationship between the JV partner firms.
The greater the level of trust, the more efficient the JV will be in transforming an mput of
cooperation into a collaborative output (Buckley and Casson, 1988). Madhok (1995)
suggests a foundation of trust, although time-consuming and expensive to create, can

contribute to the sustained continuation of cooperative relationships. Parkhe (1993)
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argues that as trust increases and the fear of opportunism fades, there is a declining role
for contractual safeguards, leading to lower compliance and coordination costs. A lack of
trust in a cooperative relationship can lead to a situation in which one or both partners
believe their alliance efforts are unproductive, resulting in a downward spiral of poor

performance, and dissatisfaction with the relationship (Smith and Barclay, 1997).

Recently, L1 et al. (2006) also found that the development of trust in overseas
headquarters among local senior managers in uncertain environments is important for IJV
performance, and Wang and Nicholas (2005) suggested that process-based trust affects
the performance of contractual joint ventures. Trust encourages partners to transfer tacit
knowledge, which 1s considered a key contributor to sound IJV performance (Dhanaraj et
al., 2004). Finally, an expectancy effect may accompany the actual impact of trust on
performance: trust in the other party will make the focal party feel secure about positive
outcomes and this evaluation leads to high level of satisfaction (Andaleeb, 1995). This

discussion leads to the following hypothesis:

Hypothesis 4: The greater the level of trust between the JV partner firms, the greater the

satisfaction with JV performance.

Shenkar and Zeira (1992) noted that IJV general managers suffer from serious role
conflict and ambiguities, with over commitment to one parent often leading to the
rebellion of the other parent. Similarly, Frayne and Geringer (1990) reported that foreign
general managers face such challenges as divided loyalty, pressure for a quick response,
the presence of multiple parents, limited preparation and support, and excessive
responsibility. The general manager can be considered to be the agent of the parents 1n
managing an lJV. 'According to agency theory, agents are more risk-averse than
principals, as they have invested themselves wholly in the company, whereas the
shareholders of the parents can diversify their stakes (Eisenhardt, 1989). This situation
may be even worse when there is a high level of uncertainty caused by contlict between
parents. Although experienced executives alone can generate better performance, they

will be more productive still when there is also trust between parents. As many
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experienced executives of IJVs are local people who are culturally more sensitive to the
influence of trust, especially in transitional economies, they are likely to be more

effective when the level of trust between parents is high (Jolly, 2005).

Inkpen and Currall (2004) argue that the greater the initial level of trust between partners,
the more they can rely on informal social controls and the lower will be the initial costs
of monitoring and controlling the JV. If trust develops over time, it should come to serve
as a stabilising influence on relations between the partners, helping them to cope with
shifts 1n bargaining power and other crises. As the fear of opportunism fades because of
the development of mutual trust, there may be a reduction in coordination and monitoring
costs. Dyer (1997) argued that trust itself should be viewed as an efficient governance
mechanism in interfirm relationships. Gulati (1995) made a similar argument, suggesting
that firms may substitute trust for contractual sateguards when they form repeat alliances.
In certain instances, contractual and bureaucratic arrangements may not be as useful as
mutual trust in controlling the opportunistic behaviour of the other party in a business

relationship.

Whereas localization enables local senior managers to enjoy a high degree of task
autonomy and independence, the extensive monitoring of their behaviour and outcomes
by overseas headquarters makes local senior managers unable to make decisions
autonomously (Roth and Nigh, 1992). Overseas headquarters delegate more
responsibilities and decision-making authorities to the local senior managers through
increased localization (Wong and Law, 1999). The local staff is a valuable resource for
foreign firms through which they can gain access to local knowledge and the local
market. Without such knowledge, it is difficult for foreign firms to penetrate existing
personal and business networks in an unfamiliar market (Wong and Law, 1999).
However, with granting autonomy, foreign firms and local staff can gain a better
understanding of each other, which leads to familiarity and the grounds for trust
development (Luhmann, 1988). Localization signals a foreign firm’s commitment to a
local market. Presumably, its willingness to increase its vulnerability by relying on local

managers reflects the firm’s trust in the local staff and should lead to reciprocal trust from
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local employees (Child and Mollering, 2003). There is a paucity of prior studies that have
examined the relationship between autonomy and trust but based on the arguments in the

literature, it is reasonable to argue the following hypothesis:

tlypothesis 5. The greater the level of trust between the JV partner firms, the greater the

degree of autonomy granted to the JV management.

7.3 Measures

Trust measures related to the elements of the respondent firm

This study adopted a multi-item scale to measure the level of trust between the partner
firms along 10 statements. These statements were derived from the prior literature and
discussions based on semi-structured interviews with representative managers during
pilot testing. The respondents were asked to rate the extent to which they agreed with the
10 statements using five-point scales (from 1 = ‘strongly disagree’ to 5 = ‘strongly

agree’). These statements are included in the questionnaire, produced in Appendix D.

Trust measures related to the elements of the partner firm

This study adopted a multi-item scale to measure the level of trust between the partner
firms along 16 statements. These statements were derived from the prior literature and
discussions based on semi-structured interviews with representative managers during
pilot testing. The respondents were asked to rate the extent to which they agreed with the
16 statements using five-point scales (from 1 = ‘strongly disagree’ to 5 = ‘strongly

agree’). These statements are included in the questionnaire, produced in Appendix D.

Perception of national culture differences and corporate culture differences

The respondents were asked the extent to which the national cultures differed between
the partner’s home country and the respondent’s country, measured on a five-point scale
(1= ‘very small difference’ to 5 = ‘very great difference’). The perceived corporate
culture differences between the respondent firm and the partner firm were measured
following the same procedure as for national culture differences, substituting the word

““corporate” for “national” in the relevant questions.
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Perception of Autonomy

Respondents were asked to assess the overall level of IJV autonomy on a five-point scale

(from 1 = ‘no autonomy’ to 5 = ‘complete autonomy’). This perceptual measure of

autonomy across the 1JV system provides information regarding the extent to which the

IJV 1s viewed as autonomous by the parent firm.

Perception of Performance

One subjective measure was obtained: the respondent company’s subjective level of
overall satistaction with the JV’s overall performance. The respondents were asked the

extent to which they were satisfied with the JV performance on a five-point scale (1 =

‘very dissatisfied’ to 5 = “very satisfied’).

7.4 Statistical Analysis

The appropriate measure of association chosen to test Hypothesis 1, Hypothesis 2 and
Hypothesis 3 1s Spearman’s rho. This 1s a measure of the strength of the relationship
between two variables. The coefficient will lie between 0 and 1 indicating the strength of
the relationship. The coefficient will be either positive or negative indicating the direction
of a relationship. The independent variables, perception of performance and perceptions
of national culture differences and corporate culture differences, are ordinal scaled. The

assumption that the data is ordinal scaled indicates that non-parametric analysis 1s

appropriate.

Ordinal Regression was chosen to explore the relationships between the dependent
variables of perception of performance and perception of autonomy and the predictor
variables of trust in order to test Hypothesis 4 and Hypothesis 5. Ordinal Regression 1s an
extension of the general linear model to ordinal categorical data. The predictor
(independent) variables, the factors of trust, are continuous. The dependent variables ot
interest, satisfaction with JV performance and degree of autonomy granted, are
categorical. Ordinal regression assesses how well the set of predictor variables predicts or

explains the categorical dependent variable.
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7.5 Results and Discussion

Due to potential conceptual and statistical overlap, an attempt was made to identify a
parsimonious set of variables to determine the underlying primary dimensions of 10
stattments measuring trust elements related to the respondent firm. Exploratory factor
analysis (EFA) using varimax rotation was used to extract the underlying constructs.
Three of the elements, “both firms provide experienced and capable people to the JV”,
“our partner firm prefers to use power to get its way in the JV” and “our firm is generally
sceptical of information provided to/by partner”, had low factor loadings and therefore
were eliminated from further analysis. The remaining seven variables were again factor
analysed and produced two underlying factors which make good conceptual sense and
explained a total of 70.7 per cent of the observed variance, as shown in Table 7.1. The
two factors had high positive loadings and may be summarized as: “not damage and
trust” and “building trust”. Cronbach alphas for the underlying factors were 0.85 and

0.73 with the values being substantially over 0.70, which suggests a satisfactory level of
construct reliability (Nunnally, 1978).

Similarly, an attempt was made to identify a parsimonious set of variables to determine
the underlying primary dimensions of the 16 statements measuring trust elements related
to the partner firm. Exploratory factor analysis (EFA) using varimax rotation was used to
extract the underlying constructs. One of the elements, “our partner would provide the
joint venture’s management team with a truthful picture of its business”, was eliminated
from further analysis. The factor analysis of the remaining 15 items produced three
underlying factors which make good conceptual sense and explained a total of 74.9 per
cent of the observed variance, as shown in Table 7.2. The three factors may be
summarized as: “partner capable and committed’, “partner deceives” and “partner
cares”’. Cronbach alphas for the underlying factors were 0.91, 0.89 and 0.91 with the

values being substantially over 0.70, which suggests a satisfactory level of construct

reliability (Nunnally, 1978).
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