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Chapter 3

Trust building of Japanese companies in international joint ventures in Europe:
Case studies of intercultural collaboration in quality improvement*

Naoki Wakabayashi (Associate Professor, Tohoku University)

Abstract

The rapid rise of internetiona strategic aliances (ISAS) including internationa joint ventures
(1vs) and their fragility lead to provoke inquiries about developing factors of mutua commitments in
intercultural collaboration. Interorganizationa tust based on goodwill in 1JVs becomes a significant
issue for such cross-culturd partnership management because it is an evolutionary cue to alliances
However, goodwill trust relationships are difficult to grow inintercultura collaborations since recognition
of a partner’s goodwill is so culturaly different that each partner is often unable to recognize other’s
goodwill cross-culturdly (Ring, 1997). In this paper, usng viewpoints of socid conditutionism and
socid network theory, we atempt to examine why and how Jgpanese companies have difficulties in
recognizing trustworthiness of European or US partners and how they develop mutua commitments with
partners, while we investigate Six case studies of cooperation in quaity management in internationa joint
ventures between Japanese and European or US companiesin Britain, Germany and Italy.

As trust relations based on goodwill are diffused and particularistic commitments based on

informal consensus, for growth of them, socia bass facilitating consensus making between boundary
spanning managers is critical.  Frequent socia exchanges among boundary spanning managers provide
dynamic circulation of information and knowledge about each other between organizations, which help
them to flexibly make consensus. Conditions of sharing and safeguarding reciprocity norms are needed
for frequent socid exchange. Frequent socia exchanges provide high expectations of reciprocity and
socid inditutions generaly safeguard reciprocity.
However, reciprocity norms and governing mechanisns between them are culturaly different between
Japan and Europe. On one hand, regarding domestic interorganizationa cooperation such as Keiretsu,
Japanese companies Uutilize collective, longterm and dense networks as (1) consensus-making
mechanisms and (2) socid control mechanisms that restrain opportunistic behaviors and safeguard their
consensus with partners.  But Japanese companies can hardly have such socia networks between
organizations in Europe, because European managers basically have individual, short-term and functiona
socid networks between organizations. Under such lack of networks in Europe, Japanese organizations
are often unlikely to assure trustworthiness of European or US partner’s goodwill. Rather Japanese rely
on trustworthiness based on contracts and forma agreements, which socid ingtitutions such as contract
law safeguard.

1 This paper was presented at the 7th International Conference on Multi-Organizational Partnerships and Cooperative Strategy,
Kathorlieke Universiteit, Leuven, Belgium, 6-8 July, 2000.
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1. Introduction®

International strategic aliances (I1SAS), including joint ventures, licensing and consortium, are so
fragile that many of these terminate in the short period, therefore, evolution of mutual commitments of
partners in ISA becomes a discussion issue in research of 1SAs (Child & Faulkner, 1998). Internationa
joint ventures (1Vs) are typicd 1SAs and dso tend to bresk up within seven years. Characterigtics of
Japanese interorganizational cooperation based upon goodwill trust relationships are diffused and
particularistic commitments (Dore, 1983; Sako, 1992) and Japanese companies 1JVs have run longer than
US dliances (Parkhe & Ungson, 1997). However, Japanese companies frequently have difficulties to
build trust relationships upon goodwill or evolutionary mutua commitments with different cultural
partners such as European and US companies. As Hagen & Choe (1998) argue, Japanese companies
cannot enjoy mutual commitments with foreign partners in foreign countries because of lack of
indtitutional settings to support them in Keretsu relaionships.  Although researchers have studied
partnerships in 1JVs of Japanese companies (Johnson et al., 1996; Kidd & Teramoto, 1998; Lam, 1997;
Parkhe & Ungson, 1997; Wakabayashi & Gill, 1998), there is ill a further point of dynamics of trust
relaions based upon goodwill between Japanese and Europe or US partners that need be investigated.
The question is why Japanese companies have so much difficult in developing trust relationships based
upon goodwill with the Western companies.

Japanese companies develop mutua commitments and build goodwill trust relationships as they
shape and change consensus for cooperation, exchanging information and resources in long-term, dense
and collective exchange networks between organizations, typicaly in Keretsu rdationships.  But
Japanese companies are often unlikely to recognize trustworthiness about Western partrers’ goodwill and
develop mutual commitments because they cannot have such exchange networks between companies.
Rather, Japanese companies choose to build on trust relationships upon contracts and forma agreements
as they judge partners' trustworthiness of keeping agreements and rules, using the safeguard of laws and
globd busness cusoms. The main point of this paper is to discuss how Japanese have networks with
European managers and European or US partners and recognize the “ trustworthiness” of them, examining
internationa joint ventures of Japanese companies in Europe.

We attempt to discuss Japanese assessment of trustworthiness of Western partners' goodwill and
development of mutua commitments with partners examining interorganizationa cooperation in
organizationd reforms for quaity improvements in internationd joint ventures of Japanese companies in
Europe. Our paper contains the following three parts. Firs, we argue that Jgpanese companies
recognize trustworthiness about goodwill of partners, making consensus based on socid exchange
networks between organizations. To do this, we dso examine a framework of socid congdtitutiona
process of interorganizationd trust. Secondly, we examine that Japanese companies recognize
trustworthiness based on contracts and formal agreements with European and US partners and develop
mutua commitments based on not goodwill and reciprocity but forma agreements and role performance
in IJVsin Britain, Italy and Germany. Finaly, we will discuss the implication of these case studies and

2 The former version of this paper was presented at the international symposium: “Global Standardsin Multi-Culturalisnt,
Rikkyo University, Tokyo, Japan, during 8-10, July, 1999. We wish to show our appr eciationfor valuable comments from
Rondd Burt, James R. Lincoln, Y oshimichi, Sato, and Yuki Y asuda. In terms of this research, we wish to thank Richard Butler
and Jas Gill at the University of Bradford Management Centre, the United Kingdom, in valuable support and insightful
discussion about the research project of theinternational joint ventures. We also wish to express our gratitude to Mayfawin
Trueman for valuable advice on the early version of this paper.
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make a conclusion.

2. Interorganizational Trust in International Joint Ventures across Cultures
2.1 Stability of International Joint Ventures and Interorganizational Trust

International joint ventures tend to easily terminate in severa years as the dissolution rates are
from 30 to 60% according to conducted researches (Bleeke and Erngt, 1991; Inkpen and Beamish, 1997,
Killing, 1983). This indability of International joint ventures has let researchers focus on the
development of mutuad commitments between organizations. Although partners in 1SAs such as
internationa joint ventures naturaly lack a bads for trust and rely on contractual agreements (Powell,
1996), however, it favors the development of their recoverable and evolutionary relaionships that they
share a high level of goodwill between partners (Child & Faulkner, 1998; Ring, 1997). Therefore,
discussion about interorganizational collaboration in 1SAs has recently brought about growing interests of
interorganizationd trust.

Interorganizational trust means that between organizations each partner can have confidence in
the other’s action in the future (Gill and Butler, 1996; Sako, 1992). It is conddered that, in trust
relationships, social relations reduce transaction costs among organizations (Granovetter, 1985).
However, comparing interpersonal and interorganizational trudt, the latter is different from the former
because interorganizationd trust relationship has collectivity. Development of persona tust between
boundary spanning managers drives interorganizationa ones athough organizations have a hierarchical
process in which managers assess and judge a partner’s trustworthiness from persona reciprocity with
partners and legitimatize organizational ones.

Further recognition of trustworthiness may be different across cultures because trustworthinessis
socialy congtructed (Child & Faulkner, 1998; Lane & Bachmann, 1996). When each partner judges that
the other’s contribution is enough for his own contribution according to forma agreements or informa
consensus about reciprocity, then each is likey to recognize the other’s trustworthiness in 1JVs.
However, as Olk and Earley (1996) point out, reciprocity norms among managers are often different and
unsuitable for each other across cultures. Therefore, managers across cultures have some difficulties in
exchanging and communicating if they do not understand each other. To take a Smple example, Beldona
et d. (1998) argue that Japanese managers tend to have more long-term tendency than US managers.
Japanese managers may have some cultura differences about reciprocity norms from European and US
managers, in terms of Japanese long-tendency, collectivity and frequency. Then we shal discuss how
such gaps in reciprocity are caused by culturd differences in modes of exchanges and structures of
networks.

2.2 Social Constitution of Interorganizational Trust

Trust relations develop when each organization in a partnership highly evaluates each other's
reciprocity and expects the other's future commitment, which means each recognizes the other's
trustworthiness. In cooperation across cultures, the key developing factor of mutual commitmentsiis that
each partner understands the other’s culture and al partners have experience to solve common problems
over differences of cultures (Child & Faulkner, 1998). Child & Fakner (1998) further point out that,
when trugt relationships in 1SAs is considered, it is very important to understand that interorganizational
trust between partnersacross cultures are socialy condtituted in the Situation of relative lack of reciprocity
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norms, socid characterigtics and socid inditutions. In particular, trustworthiness of goodwill may be
differently defined from culture © culture. Therefore, it is noteworthy to examine cultura differences
about trustworthiness and the social congtitution of this.

Based on new sociologicd ingdtitutionalism, Lane and Bachmann (1996) argue a cross-cultural
viewpoint of socia constitutionism of interorganizationd trust. There are two advantages of this. Firs,
based on this, we can recognize cultura differences of reciprocity norms and different cultural pressures.
Secondly, we can aso recognize the process that reciprocity norms and semantic frameworks are socialy
condtituted in everyday life as condtitutive rules are shaped, recognized and legitimized in a society (Scott,
1995).

Trusworthiness between organizations can be socidly condituted from the two man
dimensions. the persond and ingtitutional dimension. Zucker (1986) arguesthat there are three sources
of socid production of trustworthiness such as socia exchanges, socid characteristics and socia
ingtitutions. However, direct agents producing trustworthiness are persons and ingtitutions. On one hand,
a boundary-spanning manager is a person who can provide trustworthiness based on socia exchanges and
common characteristics with partners, although social characteristics are typicaly different form culture to
culture.  On the other hand, socid inditutions safeguard fulfillment of expectations as contract law
restrain deviant behaviors from a contractua agreement with positive legdistic sanctions.

Interorganizational cooperation devel ops after assessing past contributions and trustworthiness in
formal role performance and informa sense making. According to Ring and Van de Ven (1994),
organizations develop their cooperation in such a circular process. negotiation of joint expectations,
commitments for future actions and executions of commitments and renegotiation through assessments of
the partner’s contributions in each step. In that process, managers formally recognize trustworthiness
about role performance based on formal contracts and informally examine trustworthiness about persond
interaction or socid exchanges based on psychologica contracts or consensus.  Through both processes,
managers eva uate the partner’s trustworthiness and decide the collective assessment of it in the hierarchy.

A partner's trustworthiness is generdly considered to grow in three stages: cdculative, mutua
understanding and mutual bonding (Child & Faulkner, 1998; Lewicki & Bunker, 1999 Incaculaive
trugt, a partner can calculate the other’s action course. In the mutual understanding stage, partners
mutually know and understand the other’s strategies and culture. In the mutua bonding stage, managers
identify managers of partners and have emotiond ties.

Proposition 1. After each organization in the partnership assesses the other’s role performances and
socid exchanges between boundary spanning managers, each judges the other’s trustworthiness in three
levels: cdculative, mutua understanding and mutua bonding.
2.3 Interorganizational Trust and Social Embeddedness across Cultures

Sociad exchanges among boundary spanning managers in ISAs is influenced by culturd
differences (Olk & Earley, 1995). Culturd differences in reciprocity norms cause mismatches and low
performance of socid exchanges between managers, because the kind of information and goods in
exchanges and frequency of exchanges are often different from cultures to cultures (Foa & Foa, 1976).
Socia exchanges shapes socia networks of managers, therefore, cultura differences of norms and socid
control mechanism of reciprocity can be considered as cultura differences of governing mechanisms of
interorganizationa networks.
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Socid network theory discusses about it from the viewpoint of socia embeddedness.
Culturdly different reciprocity comes from differences of embeddedness of interorganizationa networks.
Granovetter (1992) propose “socid embeddedness” to show how dyadic exchanges and overdl structures
of exchange networks influence economic action and outcome. Exchanges and structure of exchange
network control the other’s behavior informaly while they distribute information and reputation about
organizations and managers (Jones et d., 1997). Culturdly different modes of exchanges and structure
of networks may provide different ways to socialy constitute trustworthiness by different informal control
and reputation didribution. To discuss difficulties about development of mutua commitments in
goodwill, it is important to examine what structure of interorganizational networks Japanese maregers
exchange information with partners in Europe and how they recognize trustworthiness of their partners
through them.

Differences of network formation between Eastern and Western organizations influence
reciprocity through different control systems. When Olk and Earley (1995) argue cultura differences
between Asa and the West in 1JVs, Asian managers have a collective and longterm reciprocity norm
while Western managers have individua and short-term reciprocity norms. In Eagt Asa, collective and
long-term reciprocity norms tend to arise because collective, long-term and dense networks between
managers control managers to keep such reciprocity. On the other hand, in the Wegt, functional and
individua networks such as professona networks make managers keep individua and short-term
reciprocity norms.

Culturd differences of network governance and reciprocity norms lead to low performance of
socid exchanges and mismatches of mutua expectations between Japanese and European or American
boundary spanning managers and organizations. It leads to difficulties in flexible consensus making
between Japanese and Western organizations because frequent information exchanges between them
cannot always be expected.

2.4 Goodwill Trust Relationships in Japanese Interorganizational Networks

Dore (1983) and Sako (1992) show Japanese characteristic of interorganizationarelationships as
“goodwill trust” in buyer-supplier relations. They argue that goodwill trust contains mutual expectations
for other partners to commit cooperation beyond written contracts in a diffused, particularigtic and
long-term manner.  Jgpanese companies can make such mutuad commitments based on socid control
mechanisms as Hagen and Choe (1997) suggest. Yamagishi (1988) points out that Japanese tend to
create agenera assurance system restraining individual opportunistic behaviors as it reduces uncertainty
through congtructing long-term commitments among members.

Japanese companies control their corporative relaionships based on collective, long-term and
dense networks between organizations, typicdly in Keretsu relations.  First, Japanese organizations
flexibly make consensus about common goas, common strategies and joint control mechanisms through
frequent socid exchanges in dense networks. Secondly, Japanese companies safeguard this consensus
about cooperation, using socid sanction and reputation for the other’s opportunistic behaviors in
organizationd fields. If some companies commit opportunistic behaviors againg consensus, their
partners can reduce future chances to corporate with others by the spreading of a bad reputation in
networks of an organizationa fidd. As for Jgpanese companies, the development of mutud
commitments is fecilitated by mutua understanding and manitoring of gods, directions and ways of
thinking between them, based on socid networks between organizations in cooperation or in an
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organizationd field. Japanese prefer informa flexible consensus making to formd rigid contractua
agreements in developing mutual commitments because they can easily revise consensus in frequent social
exchanges. Japanese companies make consensus about their role changes, distributions of benefits after
an event, usng long-term and dense networks of social exchanges. On the other hand, European
companies prefer to make forma contractua agreements for the development of mutual commitments as
Lane and Bachman (1996) argue that European companies tend to trust partners based on contractua laws
and rules.

If Japanese companies cannot make flexible consensus with their partnersin collective and dense
networks, then they are unlikely to recognize the partner’s willingness to contribute to collaboration in a
diffused and particularistic way. Then Japanese are likely torely on the partner’s willingness to keep the
contractua agreement and safeguard the partner’s promise by socid ingditutions. In other words, many
Japanese want to rely on the partner’s trustworthiness safeguarded by socid indtitutions, which is
generally based upon contacts and formal agreements.

Proposition 2: Japanese companies are likely to recognize trustworthiness about a partner’s goodwill if
they flexibly make and change consensus about cooperation based on frequent socid exchanges in
collective, long-term and dense networks between organizations.

2.5 Cultural Compatibility of Japanese Companies in Interorganizational Trust in Europe

One of the main successful conditions of internationa joint ventures is to create cultura
compatibility between managers (Lane & Beamish, 1990). It is important that socia networks and
communication between boundary spanning managers aso become culturally compatible across cultures.
Japanese companies have different culturd characteristic of socid networks.  Their networks are
collective, long-term and dense dthough European and US companies have individua, short-term and
functional ones. Because Jgpanese boundary spanning managers do not have networks in
person-to-person but group-to-group relations, and a boundary spanning manager does not change in two
or three years, o, interorganizational relations are not so changesble. However, in Europe, boundary
spanning managers networks are individua and functiond so that they sometimes start from zero if even
one of them changes in the short term. Japanese networks are long as many Japanese companies review
their relatiionship not every four months but every one or two years. Japanese managers tend to have
frequent and, if needed, immediate contacts with other companies. If one company shows collective ties,
long-term stability and frequent contacts in interorganizational networks, then a partner fed ther
willingness of cooperation and recognize the trustworthiness about goodwill in Japan.

However, European companies recognize trustworthiness of a partner, which is provided by
socid inditutions such as legd systems or is judged from competency, as Lane and Bachman (1996) argue
in discussion of system trust. Long-term and collective socid networks between companies are not so
common in Europe. Socid exchanges related with partner organizations are more limited to top
managers or specid managers different form Japanese. Therefore, in the European business environment,
socid exchange networks between organizations are not long-term or collective or dense but short-term,
individual and functional so that Japanese companies are limited to making consensus with boundary
spanning managers with partners in Europe. Therefore, an gpproach to grow mutua commitment by
developing forma agreements successively is culturaly competible, rather than the Japanese approach to
revise informa consensus.  Japanese companies tend to develop mutua commitments with partners,
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making and revising forma agreements @ contracts in 1Vs in Europe. However, as Sitkin and Roth
(1993) argue, such legalidtic trusting is suitable in well-defined situations but it is not suitable in chaotic
situations. In such situations, Japanese companies prefer to rely on trustworthiness based on ca culability
of a partner’s future action, which depends on contractua agreements and socid ingtitutions, rather than
mutua understanding and bonding with partners.

Proposition 3: If Japanese companies cannot make consensus in collective, long-term and dense networks
of socid exchanges with partners, then Japanese prefer to rely on trustworthiness based upon cal cul ability
of partners’ actions more than mutua understanding and bonding with partners.

3. Trustbuilding of Japanese Companies in International Joint Ventures in Europe
3.1 Quality Management of Japanese Companies in International Joint Ventures in Europe

Japanese manufacturing companies are highly evauated as practioners of continuous
improvement even in Europe (Glaister et d., 1994; Lillrank, 1995), as the improvement of quality of
products and service becomes much more crucid with global competition (Welford & Prescott (eds.),
1994). JETRO (1998) reports that 102 Japanese companies operate internationd joint ventures for locd
production in Europe and 36 % locate in Britain, Germany and Italy. Jgpanese companies provide not
only products and technology but aso know-how of quality management. As qudity improvement can
be considered as incremental innovation, transfer d quaity management from Japan to Europe requires
basc conditions of continuous organizetional reforms, which congtruct a condition of sequential
organizationd learning of European workers. We conducted six case studies of dynamics of mutua
commitments about these organizationa reforms for quaity management between Japanese and European
or US partners, in order to examine how Japanese recognize trustworthiness of European and US partners.
We conducted in-depth interview with Jgpanese and European managers of dx internationd joint
ventures’, which engage in production activities localy, in Britain, Germany and Italy, while we studied
two companies each in each country (Table 2). These six IJVs are in different businesses such as
manufacturing of automotive parts, meta materiads, textile, machinery, pulp and chemicd materias,
however they operate their production in Europe. Jgpanese companies have European or US partners
with them®. Japanese companies provide technology and know-how of quality management, while
European and US partners take responsibility of adminigtration and labor management.

Japanese companies have difficulties in direct transfer of know -how of qudity management to
Europe, because there are four main differences regarding work organization between Japanese and
European companies (Lillrank, 1995; Nishiguchi, 1994; Sako, 1994). First, European manua workers
hardly have the communication custom of sharing information and knowledge about quality problems and
improvement methods with each other and tend to have information gaps among them in the work
organization because of individud specidization In comparison to it, Japanese workers share

3 All Japanese managers are liaison managers from Japanese headquarters although European managers are directors of

international joint ventures and are not fully partner's side.

4 All interviews were conducted from August 1997 to February 2000. Interviews in Britain were conducted by J. Gill and N.
Wakabayashi and parts of results were published (Wakabayashi & Gill, 1998). Interviewsin Italy are done by K. Inagaki and N.
Wakabayashi in January, 1999. Interviews in Germany were conducted by N. Wakabayashi, February, 2000.
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information and knowledge with each other in a work group. Secondly, European workers are unlikely
to overlap ther jobs and touch on qudity problems among them, compared with Japanese workers.
Thirdly, they avoid faults that happen in solving quality problems, because severd faults often lead to
their pendty or discharge in the short term.  On the other hand, such trids of Japanese workers are
evaluated over the long term within their longterm job security. Fourthly, European managers are
reluctant to commit quality improvement and invest in it because its achievement appears over the long
term and are ambiguous (Lillrank, 1995). Further, quality improvement is continuous innovation that
needs organizationa conditions for continuous learning by workers (Tedd et d., 1998). Because these
European conditions are obstacles to orgarizational learning in quality improvement, organizationa
reforms are needed for quality improvement when Japanese companies adapt their methods of quality
management into European organizations. Therefore, some joint ventures introduce organizationa
reforms;, project management in quality improvement, getting 1SO 9000 certification and organizing
quality management systems, longterm investment and fixed additiona return from turnover for Japanese
consulting.

Japanese and European or US partners commit to these organizational reforms but there are
dynamics of mutual commitment. In this process, Japanese companies revised their recognition of the
trustworthiness of their partners. In sum, we examined the development of mutua commitments in six
case studies, investigating (1) role interactions and socia exchanges between Japanese and the partner’s
boundary spanning managers, (2) Japanese assessment and revision of trustworthiness of partners, and (3)
its influence to mutua commitments. We aso examine the characteristics of six Japanese parent
companies commitmentsin categories of caculability, mutual understanding and mutua bonding.

3.2 Interorganizational Cooperation about Organizing Quality Management

Roughly viewing our six case studies, we see that athough Japanese boundary spanning
managers are reaching a high level of understanding socid ingtitutions such as contract law, business law
and rules of human resource management, however they have different reciprocity norms and socidizing
customs with European and American managers.  Japanese and their partners agree that they use English
as a common language and US business cusoms as a globd plaiform of business communication,
athough their joint ventures often have few American managers.

Japanese companies dways send their liaison managers to joint ventures and need information
exchange with European managers and partners via these managers, dthough European or US partners
often entrust generd managers of their joint ventures. Cultura differences in socidizing customs let
Japanese boundary spanning managers tend to lack long-term, collective and dense networks of socid
exchanges with those of partners (See Table 3). Boundaries spanning managers of Japanese and their
partners have limited chances of communication because of only having a few board meetings in a year.
Japanese boundary spanning managers tend to lack dense communication in flexibly making consensus,
because of differencesin socidizing customs, athough they can enpy relative dense communication with
their domestic partners.

Rather, Japanese companies come to expect that European and US partners commit to quality
improvement according to explicit goas and assessment in contracts or formal agreements. Many
Japanese boundary managers fed ‘that is the way in a contractua society.” European and US partners
consider that mainly Japanese have a responsibility for quality improvement since they regard quality
improvement as a part of technology transfer obligation in @ntracts. Japanese companies aso expect
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their partners to evauate Japanese contribution in quality management according to contracts and formal

agreements beforehand.  Japanese companies want to formalize contribution of their consulting and
practice of quality improvement in internationa joint ventures and define fixed return for them as a
technologica consulting fee in contracts, athough they frequently agree on ex post facto distribution

benefits from quaity improvement.

3.3 Development of Mutuality in Six Cases

However, from country to country, we can see different Stuations of Jgpanese revison of
trustworthiness.  These differences depend on national contexts. We shall look a these in detalls.
(1) British Cases: Adaptation to Short-termism

Compared to the time-span of management between Japan and Britain, Japanese boundary
gpanning managers tend to orient long-term management of partnerships and profitability while
short-termism in Britain forces British managers to make short-term decisions because of more direct
influence from pressures from financial markets than Japanese (Hutton, 1995; Lane & Bachmann, 1996;
Marsh, 1990). Such gaps regarding the time-span of management consder disagreement as being
norma in building long-term conditions for quality improvement. Taking an example of JP-ELEC,
Japanese managers want much investment for facilities, much training and longterm employment for core
workersof quaity management, although British managers want to flexibly change investment plans and
restructure work organizations according to the low performance of internationd joint ventures.
Japanese boundary spanning managers have few socia exchanges with corresponding a British partner
and congder " a British partner want to squeeze dl profitsin a joint venture in the short term and want to
leave nothing," while a general manager of this I3V from the British partner consider "Japanese want to
invest much more than needed.” Japanese come to trust partners in a caculative manner.

(2) German Cases: Corroboration with Overengineering Tendencies

Japanese companies in our cases respect the high leve of technology of German partners and
have long higtory of information exchange with them. Japanese companies are very satisfied with the
long-term tendency of drategic management of German companies. Further, German companies and
managers are strongly proud of their production technology based upon profound theory. It is so caled
German “ overenginegring” tendencies. Therefore, Japanese companies should entrust German engineers
to transfer Japanese methods to German plants.

Japanese boundary spanning managers do not have dense and collective networks with their US
and Dutch partners, dthough Japanese fed more close to German managers in 1JVswho are moved from
ex-German partners dter M & A of them. On the technologicd side, they collaborate for taking 1SO
9000 certificates but do not share common long-term strategy with partners. Japanese managers and new
management of partners build long-term and functiond collaboration based on formd agreements. In
sum, many Japanese could have mutua understanding in technological matters but they have caculative
cooperation with partners based on contractua agreements at present.

(3) Itdian Cases:. Individud versus Collective Networks

Itdian managers regard interpersona trust as important.  In northern Itay, business networks
between individuals extend based on kinship, friendship and relationd ties (Lazerson, 1988). However,
ther trust building is not based on collective networks between organizations but individua networks
eventually going beyond organizations. Their networking is likely not to be often based on relations in
their organizations but on their individud ties. As Japanese managers regard collective networking as
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important and consider individua networking as very changeable and insgnificant, so, they come to
partialy develop individua consensus with Italian partners.

Italian partners are eager to operate production and highly evauate Japanese technology and
know-how of quality management. Japanese managers consider top managers on the Italian side to be
very eager to develop ties with Japanese managers and to commit to problems. In the case of 1V-GEAR,
a representative manager of IT-GEAR supports the organizing of project management in quality
improvement. However, Japanese boundary spanning managers are unsatisfied with commitments of
middle managers and workers in both 1Vs. Japanese consider their sociad networks only with top
managers but it is not a collective and dense network. Therefore, they recognize they can have partia
mutua understanding with partners.

3.4 Cultural Compatibility with Contractual TrustBuilding

As areault, in our viewing of sx case studies, Japanese boundary spanning managers can have
fewer long-term, collective and dense networks of socid exchanges with European and US partners than
ones with Japanese domestic dliances. Japanese have low expectations to flexibly make consensus with
their European and US partners, and adso have low expectations of mutual commitments of European or
US partners regarding quality improvement. Rather, Japanese companies want to formalize conditions
and define fixed returns for their contributions based on contracts, long-term planning and forma
agreements.  They introduce ‘ American standards’ to their European business and take an approach to
development of mutua commitments based on contracts and forma agreements in order to adapt to “the
contractud society.” It leads to Japanese recognition of caculative trust or partid mutua understanding
with partners. In contrast to this, Some European and US partners have expectations that Japanese
companies regard short-term low profitability, as unimportant and Japanese liaison managers are not
responsible for strategic management. It causes European and American partners reluctance to develop
mutua commitments.

4. Concluding Discussion

Japanese boundary spanning managers not only have the prdolem of the language barrier but
aso enjoy few networks of socid exchanges with their European or US partners in our six case studies,
athough Japanese highly evauate role interactions. They fed there are fewer possibilities to flexibly
make consensus than Japanese partners in domestic dliances. Therefore, Japanese do not recognize
trustworthiness of a partner’s goodwill but depend on trustworthiness based upon contracts and formal
agreements.  However, their mutua commitments remain of the caculative level or partid mutua
understanding and do not reach mutual bonding. Socia exchanges for flexible consensus making are one
of the main sources of trustworthiness of goodwill for Japanese companies. If Japanese can enjoy them
in the long-term, collective and dense networks, then they can easily recognize partners’ long-term and
collective willingness to contribute in finding common problems, sharing common goals, making common
srategies and jointly solving them in fluent communications. Rather, Japanese boundary spanning
managers take an approach to assure their partner’s trustworthiness according to contracts and formal
agreements, athough there are limits to the development of flexible collaboration.

Across culturd differences, Japanese companies attempt to construct cultural compatibilities
with European and US partners in their joint ventures, adapting mutual commitments based on contacts
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and formal agreements. However, we should carefully look at and understand differences of reciprocity
norms, cultural characteristics and indtitutional mechanisms, when we consider development of mutual
commitments in internationa joint ventures. As Zucker (1986) and Lane and Bachmann (1996) argue
that European and US companies regard their partners trustworthiness based upon socid ingtitutions more
than that upon socia exchanges, Japanese companies adapt to such an environment, recognizing partners
trustworthiness upon socia inditutions. So far as European management is concerned, there may be a
European style of development of mutual commitment based upon goodwill so that we should carefully
compare it to the East Asian style. Asa German manager commented in our interview that if a boundary
manager change between companies in Germany, they should dart to build their relations from zero.
However, in Japan, boundary-spanning managers remain in their positions for at least afew years and tend
to take over their rdations with new managers over the long term. European and US companies are
likely b recognize the partners’ trust worthiness and develop mutua commitments with partners in
srategic dliances through a process of making formal agreements, evauating the partners competence
and achievement of their collaboration in the short term, having minor equity and sharing common
srategies. We need to intensively focus on the socia congtitution process of trustworthiness within one
culture and across cultures.

*The research in this paper was supported in part by a grant from the Japanese Sciety for the Promotion of Science. (Researcher:
Naoki Wakabayashi. Research project: “Research about roles of interorganizationd trust in the outsourcing behavior of Japanese

companies.” grant period: 1999-2000, project grant number: 11730058).



Table 1 Comparison of social networks and trustworthiness between Japan
and Europe
Japan Europe
Socia networks of Boundary | Collective Individual
Spanning Managers between | Long-term Short-term
Organizations Dense Functional
Dominant Interactional Factor | Social exchange and making Role performance and
of Development consensus revising contractual
agreements
Development of Mutual Making consensus Making contractua
Commitments agreements
Advantages Flexible mutual adjustment of | Well-defined tasks,
tasks and distributions distributions and equity
Disadvantages -Continuous investment to -Not so flexible mutual
relaionships adjustment
-Ambiguous equity -Lessinvestment to
relationships

Trustworthiness Sources

Respecting informal
consensus in socia exchanges

Keeping formal agreementsin
role interaction

Trust Relationship

Goodwill trust

Contractual trust




Table 2 Profiles of International Joint Ventures in Case Studies

1) *1 & *2: Date are as of Feb. 2000.
2) Interviews for our research were conducted from Sep. 1997 to Feb. 2000.

Case 1 2 3 4 5 6
Operation Country | Britain Britain Germany Germany Itay Itay
Japanese Main JP-PARTS JP-ELEC JP-PULP JP-CHEMI JP-FASHION JP-GEAR
Parent
Name of |V |V-PARTS |V-ELEC IJV-PULP [JV-CHMI |JV-FASHION |JV-GEAR
Partner USPARTS BR-ELEC (BRT) | GE-PULP (GER) | GE-CHEMI IT-FASHION IT-GEAR (ITA)
USA (HOL) (ITA)
Established Year 1986 1989 1990 1993 194 1986
Industry Automotive Parts | Electronic Material| Pulp Chemical Fashion Machinery
Operation Purposeof | Loca supply for Productionin EU | Productionin EU | Productionin EU | Productionin EU | Productionin EU
Japanese companies | main customer
Reason for Joint Lack of know-how | Lack of know-how | Lack of know-how | Lack of know-how | Lack of know-how | Lack of know-how
Ventures of adminigrationin | of administration of adminigtration of adminigtration of adminigtration of adminigtration
EU in EU in EU in EU in EU in EU
Reason for Selecting | Experience of Joint | Tie with ex-owner | Technology Technology Marketing Power | Marketing power
Partners Venturesin US Management Experience of Brand Brand, Technology
policy licensing
Exchanges before | Yes Yes Yes Yes No No
MY
Mediation by No Yes Yes No Yes Yes
Trading Company
Profit Profit from 94 Profit from 93 Profit from 99 Profit form 96 No profit Profit from 95
agan
Japanese Plan of No No No No if a partner No No
Termination * agrees
Agreement to Yes Yes Yes No Yes Yes
continue
Notes




Table 3 Japanese Recognition of Trustworthiness of Partners about Collaboration in Quality Management

Case 1 2 3 4 5 6
Operation Country Britain Britain Germany Germany Itay Itay
Japanese Main Parent JP-PARTS JP-ELEC JP-PULP JP-CHEMI JP-FASHION JP-GEAR
Name of 13V IJV-PARTS IJV-ELEC 1IJV-PULP IJV-CHMI IJV-FASHION IJV-GEAR
Partner USPARTS BR-ELEC (BRT) | GE-PULP (GER) | GE-CHEMI IT-FASHION IT-GEAR (ITA)
USA (HOL) (ITA)
Commitment of Partner | Entrust Japanese | -Entrust Japanese | -Offer German -Entrust Japanese | -Entrust Japanese | -Entrust Japanese
about Qudity Sde Sde know-how and Sde Sde sde
M anagement -Restructuringfrom | engineers -Offer German -Itdian
Short-termism know-how and representative’s
Management engineers commitment
Interaction | Socia -Low -Low level among | -Low -Low -Low - Medium leve
with Exchange | -Mainly board liason managers | -Mainly board -Mainly board -Mainly board between liaison
Partners mestings mestings mestings mestings managers
Role -Mainly -Restructuring -Support for -Restraining -Support for -Representative’s
Interactions | participation to -Criticsfor adminigration investment Adminigtration high commitment
board meetings | Consulting Fee -Decrease of equity | -Offer German-9de| -Once waiting for | -Support for project
manager to IJVs | increase of capital | management
Changeof | -Set uptheir own | -Againg additiond | -Withdrawal form | -US company’s -Proposdl of -Joint sales and
Partner’s | production Stein | investment (Y acquisition of joint-merchandisin | marketing
Strategy EU —Return their | -Suggestion of partners and g
permanent withdrawal decrease of
representatives significance of 1V
Japanese | Revison of | -Based on -Based on contracts | -Outsourcing -Based on contracts | -Based on contracts | -Based on contracts
Revised Trust contracts and and formal contract of and formal and formal and formal
Recognitio | -worthiness | formal agreements personnel agreements agreements agreements
n of agreements -Cdculative-bass | management -Partia -Partia -Partia
Partner -Cdculative-bass understanding understanding understanding
Developme | -No -No -No commitments | -Low -Noin qudity -Partia
nt of after termination -Recent Investment | management development in
Japanese from only Japanese | -Development in project
Commitme Marketing management
nt
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Chapter 4

Networking and Trust-building of Japanese Boundary Spanning Managers:
Comparison of Quality Control Managers’ Networks for Interorganizational Quality
Improvement Between Japanese and British Automotive Component Companies’

Naoki Wakabayashi (Associate Professor, Tohoku University)

Abstract

Evolution of interorganizational cooperation is considered to be an important issue of
drategic aliances, however, it remains an unsettled question how organizations share their goodwill of
contribution beyond contracts and develop their mutual commitments in their interorganizational
networks (Child & Faulkner, 1998; Jones et a., 1997; Ring, 1997). Dore (1986) and Sako (1992)
argue that Japanese interorganizational networks in buyer-supplier relations have mutual open
commitments or “goodwill trust.” Between Japanese organizations in cooperation, collective and
dense socia networks of boundary spanning managers contain strong cohesion so that this structura
embeddedness favors boundary spanning managers to have frequent information exchange, flexible
consensus-making and socia sanction for opportunistic behaviors, although it needs much relationa
investment and reduce opportunities to switch partners. Because strong cohesion in socia networks
of boundary spanning managers provides social pressures for standard reciprocity norms, that
promotes high mutual commitments. This paper attempts to examine that this cohesion helps
development of mutual open commitments and trust relationships between companies, comparing
interorganizational networks of quality control and related managers between Japanese and British
automotive component companies.

Traditionally, quality control managers are consider to devote to consulting inside
organizations, however, they have become boundary spanning managers and developed their networks
between organizations in Japanese car industry. For a few decades, ingtitutional arrangement such as
supplier associations and regular quality inspection and coaching to suppliers have provided chances
of interorganizationa networking of quality control and related managers between large customers and
suppliers in car industry, athough high cost for these arrangements urges Japanese car makers to
restructure it in this economic sump. However, Japanese quality control and related managers till
continue to have direct, immediate contact and relatively diffused commitments, having unique socia
cohesion in their interorganizational networks. Their interorganizationa networks are still governed
by common norms of reciprocity and socia sanction mechanisms in car industry.

British suppliers start to introduce quality control managers networking as British national
and local governments and industrial associations promote a new industrial policy establishing
supplier associations for networking of boundary spanning managers of British suppliers in car
component industry (Mair, 1998). However, these British interorganizational networks have
difficulties to grow strong cohesion of quality control and related managers between companies and

1 This paper was presented at the session of Sub-Theme 12: Interorganizational Relations and Networks: Theory at Worksin
Practice, the 16th EGOS Colloquium, Helsinki School of Economics, Finland 2-4 July, 2000.
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are formed based on contractual agreements and mediation of independent consultants, since their
interorganizational networks are traditionally ‘arm’'s-length’ (Sako, 1992) and lowly dependent to
special customers. From a viewpoint of social embeddedness, they have lowly structured with weak
cohesion; therefore, their networks are less governed by common reciprocity norms and social
sanction mechanisms among special customers and suppliers but more by contractual laws or genera
business customs than Japanese. Strong cohesion in networks of quality control and related
managers across border of organizations is the key condition to facilitate diffused and particularistic
mutual commitment or goodwill trust for interorganizationa learning about quality improvement,
athough its maintenance needs high cost and decreases opportunities to switch partners.



1. Introduction?

Evolution of interorganizational cooperation is considered to become an important issue of
strategic aliances, however, it remains an unsettled question how organizations in strategic alliances
share goodwill and develop mutual commitments in interorganizational networks (Child & Faulkner,
1998; Jones et al., 1997; Ring, 1997). It becomes a growing issue in strategic alliances how partners
develop partnerships beyond calculative predictability of partner and reach mutual bonding among
partner organizations, while characteristics of evolutionary collaborations are considered to be
“reslient” or highly shared predictability of goodwill (Ring, 1997) or mutual bonding (Child &
Faulkner, 1998) or identification-based trust (Lewicki & Bunker, 1996). Granovetter (1992, 35)
argues that structural embeddedness, which refers to network overall gructure, helps more efficient
distribution of information with which members can know other’s behavior and make sense of others
intention. Aslong as formation and structure of network influence exchanges and consensus making,
strong ties can provide a key channel of them. In this sense, strong ties of boundary spanning
managers among organizations easly facilitate mutual bonding of them, although they need high and
continuous investment to their relationships and decrease possibilities to change partners.  This paper
focuses on the establishment of strong and dense ties among boundary spanning managers, or strong
cohesion, in their networks helps the development of mutual commitments and trust relationships.

Japanese companies are well known that they have strong ties within their collective and
dense interorganizational networks such as keiretsu. Dore (1986) and Sako (1992) argue that
Japanese interorganizational networks in buyer-supplier relations in keiretsu have long-term, diffused
and particularigic mutual commitments, which is called ‘goodwill trust’ by them, as large customers
and suppliers expect each other to contribute to their cooperation beyond written contracts. Between
Japanese organizations in cooperation, collective and dense socia networks of boundary spanning
managers contain many strong cohesive subgroups so that this structural embeddedness facilitates
frequent information exchange, flexible consensus-making and socia sanction for opportunistic
behaviors. Since strong cohesion in networks of boundary spanning managers provides to them
socid pressure for standard reciprocity norms, and promotes high mutual commitments. This paper
attempts to examine that strong cohesion in interorganizational networks of boundary spanning
managers helps devel opment of mutual open commitments and trust relationships between companies,
comparing interorganizational networks of qudity control and related managers for quality
improvement between Japanese and British automotive parts companies.

In terms of interorganizational quality improvement in Japanese car industry, quality control
managers between large customers and suppliers do not only devote themselves to activities inside
factories, but also take part of boundary spanning managers to exchange information about quality
problems and collaborate for interorganizational learning. Continuous quality improvement among
buyers and suppliers depends on such networking of quality control managers between companies.
Typical institutional arrangements such as supplier associations and a large customers' regular quality
inspection and coaching to suppliers facilitate such networks, athough many Japanese major

2 | would like to specially thank to very kind advice for this research from Andrew Mair and fruitful suggestions from my
interviewee who cannot be written here because of the promises. | would also like to appreciate supports for my overseas
research in the United Kingdom from Professor Andrew Pettigrew and supportive staffs of the Centre for Creativity,
Strategy and Change, University of Warwick, United Kingdom.
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customers come to restructure these arrangements because of their high cost and continuing economic
depression in 1990's.

I will divide this paper into three parts to discuss how strong cohesion in boundary spanning
managers networks for quality improvement develops mutua commitments and trust relationships in
interorganizational collaboration while it facilitates frequent information exchange, flexible
consensus-making about reciprocity and sharing social control mechanisms. The rest of this paper is
set out as follows. Firgt, | will discuss strong cohesion in dense networks can provide developmental
conditions of mutual commitments and trust relationships between companies, following arguments of
socia network approach that structural embeddedness in networks influences making consensus about
reciprocity, sharing of common reciprocity norms and socia sanction mechanisms. Secondly, | will
examine that Japanese large customers and suppliers in car component industry form strong cohesion
in interorganizational networks of quality control and related managers because they can share
reciprocity norms and socia sanctions through cohesive subgroups and develop diffused and
particularistic commitments in interorganizationa quaity improvement. To do it, | internationally
compare cases of a Japanese and two British companies, since a British industrial policy, ‘supplier
association policy favors British customers and suppliers in car component industry to introduce
interorganizational networks of quality control managers and grow their mutual commitments in
quality improvement. Findly, | make a concluson that formation of strong cohesion helps
companies deepen mutual commitments through making consensus and sharing reciprocity norms and
socia sanctions, athough they decrease possibilities to flexibly change partners because of high
relational investments to their collaborations.

2. Interorganizational Networks and Trustbuilding of Japanese Boundary Spanning
Managers
2.1 Interorganizational Networks and Goodwill Trust-building of Japanese Companies

Japanese large customers and suppliers in car industry have long-term, diffused and
particularistic mutual commitments in buyer-supplier relationship in keiretsu as Dore (1983) and Sako
(1992) argue in terms of goodwill trust relationships. As it involves obligational contract
relationships (Sako, 1992), companies diffusedly contribute to their collaboration beyond written
contracts with safeguard from socia institutions and business customs. However, their discussion
only describes commitments based on goodwill trust and focus on reduction of fransaction cost in
concurrent engineering between buyers and suppliers. In other words, they mention little how
interorganizational network structure helps such mutual commitments, athough it influences ways of
information exchange and consensus making among large customers and suppliers. It leads to a
question how Japanese interorganizational network structure of customers and suppliers shapes and
evolves goodwill trust relationships.

Japanese interorganizational relationships consist of collective and dense networks while
European and American consist of individua and functional networks (Child & Faulkner, 1998).
Boundary spanning managers generally mediate relationships between companies, making and using
their networks. In particular, Japanese mmpanies have relatively collective and dense networks of
boundary spanning managers as these managers have frequent contacts, make many social exchanges
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and shape strong ties with others in their frequent visit to other companies and many socializing
opportunities after 5 O'clock. If members have strong, direct, intense, frequent or positive ties with
others in networks, then their networks are considered to have socia cohesion from a viewpoint of
sociad network analysis (Wasserman & Faust, 1994, 249). Because socia cohesion in networks
contains frequent and direct interactions with or without intermediaries, it creates social pressures to
uniform members to group standards of behavior and homogeneity between them can be created
(Friedkin, 1984).

Interorganizationa networks of Japanese boundary spanning managers have much density or strong
cohesion, which shows high information exchanges and flexible consensus-making about reciprocity
and come to share common sharing reciprocity norms and socia sanction mechanisms. Strong
cohesion in Japanese dense interorganizational networks of boundary spanning managers provides
socia pressures to uniform them to their reciprocity norms and bring out homogeneity between them.
In such Japanese interorganizational networks, large customers and especially suppliers are expected
to keep reciprocity norms. If one of them do not keep reciprocity, it is likely to be seen as an
uncooperative partner and given exclusion from transaction networks as penalty®.

Thus, social cohesion in networks of Japanese boundary spanning managers provides social
pressures for homogeneity of collaboration standards so that these pressures increase high
predictability of goodwill to collaborating companies. However, a level of homogeneity depends on
strength of cohesion or ties between boundary spanning mangers of companies. Strength of cohesive
subgroups is valued in four measurements. mutuality of ties, reachability of subgroup members,
frequency of ties among members and relative frequency of ties among subgroup members compared
to non-members (Wasserman & Faust, 1994, 251-2). Based upon this measurement, comparison of
strength of cohesion in Japanese networks to those in networks in other cultures may bring us to
further discussion of Japanese goodwill trust relationships.

2.2 Interorganizational Trust-building and Structural Embeddedness

Sako (1992) argues that Japanese and British buyer-supplier relationships commonly have
specific and discrete commitments due to contractual agreements, which are *“contractua trust”
relationships athough only Japanese have diffused and particularistic mutual commitments based
upon goodwill, which is *goodwill trust.”  Incomparing differences of these commitments, it is useful
to pay attention to network structure of boundary spanning managers, because this structure may shape
socia exchange process to make these commitments.

In mutual commitments of only contractual trust relationships, boundary-spanning managers
tend to have less face-to-face a intermediary contacts than they have goodwill trust relationships,
since they mainly collaborate in issues written in contractual agreements. As Ring (1997, 120-1) call
such commitments as ‘fragile’ trust, partners mainly rely on institutional and formal mechanisms to
govern their relationships and are supposed to depend on ingtitutional guarantors such as courts,
mediators and arbitrators. Managers often consider that daily interactions with others from partner
companies are not so crucid and monitoring activities. On the other hands, in goodwill trust
relationships, boundary spanning managers have much stronger cohesion in their networks between

3 Because Japanese large customers naturally have bigger bargaining power in their industry, they may control social
sanctions for their suppliers.
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companies and more chances of frequent social exchanges than ones in contractua trust relationships
because they can have more mutuality, more frequencies and more closedness of ties between
companies than those in contractua trust relationships. Strong cohesion involves frequent
information exchanges, facilitates flexible consensus making about reciprocity and gives socia
pressure for keeping reciprocity norms. Such social control mechanisms with socia sanction and
reputation may govern collaborations in interorganizational networks (Jones et a., 1997). Thus,
strong cohesion in boundary spanning managers’ networks facilitates highly sharing reciprocity norms
and sociad sanction mechanisms. It constructs and safeguards predictability of willingness to
contribute beyond contractual agreements, so-called goodwill among boundary spanning managers
between organizations.

Proposition 1: If an interorganizational network of boundary spanning managers contains many
strong cohesive subgroups, then this strong cohesion favors these managers in this network to share
reciprocity norms and rely on socia control mechanisms, which safeguards high predictability of

goodwill.

Furthermore, goodwill and contractual trust have different in mutual commitments or
different in nature of organizational trustworthiness. Ther trustworthiness is considered to be
divided into three levels. cdculative predictability, mutual understanding and mutual bonding (Child
& Faulkner, 1998; Lewicki & Bunker, 1996). In caculative trust, one have a expectation for the
other, which the other takes a certain course of action based on calculus that deviance from it gives to
the other more penalty than benefits. In a level of mutua understanding, partners have common
cognition to each other and have a predictability based on it.  Furthermore, in a level of mutual
bonding, partners enter into further commitment that they can recognize common value and norms of
obligations. To share goodwill does not smply mean to rely on a partner in calculative predictability
but mean mutual understanding or bonding. In particular, strong cohesion provides socia pressures
to let managers share and keep reciprocity norms between companies®. If boundary spanning
managers in an interorganizationa network violate norms, he or she will have bad reputation and
following sociad sanction or excluson from business opportunities under of such socia control
mechanisms in this network (Hagen & Choe, 1997; Jones et al., 1997). These socia control
mechanisms guarantee flexible consensus between companies and boundary spanning managers.
This leads to development of mutual commitments from calculative predictability of collaboration to
mutua understanding and bonding between partners, or sharing goodwill.

Proposition 2: If an interorganizational network of boundary spanning managers have cohesion in
interorganizational networks of boundary spanning managers, this cohesion is likely to promote
mutual understanding or bonding between organizations under social control mechanisms in this
network.

4 If A company helps B company’s difficulties, then it put B under a debt of gratitude. Then A is supposed to be able to
require B's return for this debt over long term, guaranteed by social control mechanismsin their dense networks. In
addition to it, such exchanges are social and their reciprocity standard is not well defined as economic exchanges (Blau,
1986) so that clearance of debts and credits cannot easily be completed.
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2.3 Networking and Trust-building of Japanese Boundary Spanning Managers in Quality
Improvement

Japanese major car assembler and their suppliers practice interorganizational quality
improvement with multiple networks of variety of boundary spanning managers. They conduct
continuous interorganizational learning about quality improvement with diffused and particularistic
mutual commitments, which are promoted by such strong cohesion.

Japanese car industry iswell known to provide high quality cars to the global market with
their unique interorganizational quality improvement. Japanese large customers and suppliers
continuoudy collaborate for it, while they jointly and incrementally revise product design, component
design and production process. Japanese large customers in car industry frequently give to suppliers
their coaching to refine suppliers quality control, while suppliers devote themselves to solve problems
and improve quality immediately and diffusedly in quality troubles (Cusumano & Takeishi, 1991).
Sako (1998) argues that buyer-supplier relations in car industry have unique social embeddedness that
Japanese car assemblers and suppliers develop societal norms about their diffused collaboration in a
path-dependent way and organize associational networks which moderate competition with
cooperation.

Furthermore, Sako (1992) suggests that multiple networks of boundary spanning managers
enable their high mutual commitments. Japanese buyer and supplier relations in car industry have
multiple and dense networks of boundary spanning managers. Japanese large customers and
suppliers have three characteristics of interorganizational networks of boundary spanning managers in
terms of quality improvement: (1) multiple interorganizational networks of boundary spanning
managers, (2) especiadly of those of quality control managers and (3) ingtitutional arrangements to
create frequent and multiple contacts. In terms of boundary spanning managers networks, Sako
(1992, 129) shows two characteristics of Japanese buyer-supplier relaion in car industry, comparing to
British ones. First, Japanese large customers and suppliers in car industry have multi-networks in
which many boundary spanning managers involve, while British buyers and suppliers have smple
networks in which buyer’s purchasing department and supplier’s marketing department.  Secondly,
Japanese have frequent communication, which develops from simple business relations to intimately
socializing between boundary spanning managers, while British tend to minimize communication and
try to let their social relations not influence their business relations. Furthermore, it is a characteristic
of Japanese car industry that quality control managers, who have been traditionally considered to
devote themselves to activities indde companies, become boundary spanning managers like
purchasing managers and have outer networks with quality control and other related managers in other
companiesin cooperation.

Regarding to ingdtitutional arrangements of interorganizational networks of boundary
spanning managers, they have four main ingtitutional settings for these networking. First, Japanese car
assemblers and major suppliers organize suppliers association (kyoryoku kai) with their suppliers so
that, through workshops and socializing events, boundary spanning managers have many opportunities
to create and maintain their multiple networks which facilitate quality management. Secondly,
Japanese large customers give their quality inspection in delivery and coaching their suppliers, which
facilitate contacts of quality control managers. Thirdly, quality control managers of large customers

-50-



and suppliers have immediate contacts, information exchanges and problem solution in their quality
problems. Fourthly, quality control managers of suppliers make efforts to prepare for good quality of
components while they join process of product development of their customers to assure a certain
level of quality from start-up of production.

Japanese large customers and suppliers share reciprocity norms and social control
mechanisms through multiple networks of their boundary spanning managers. From a viewpoint of
social networks, Japanese buyer-supplier relations in car industry establish much strong cohesion in
multiple networks of purchasing, sales and quality control managers by those four institutional settings.
They share common purposes as qudity control managers of a large car component company told to
me “suppliers are working with car assemblers in order to avoid stops of production lines of car
assemblers.”  In interorganizational networks of Japanese large customers and suppliers, they have
common reciprocity norms and socia control mechanisms, which help their joint quality improvement,
athough these need high investment to these relations. |f one company breaks such reciprocity
norms, then thisis likely to have pendty and be exclude from transaction networks.

Proposition 3: If, for interorganizational collaboration, Japanese large customers and suppliers create
strong cohesion in interorganizationa networks of variety of boundary spanning managers with costly
institutional settings, then they can develop mutual commitments in alevel of mutua understanding or
bonding.

| attempt to examine that Japanese large customers and suppliers in car component industry
dtill have strong cohesion in multiple interorganizational networks of boundary spanning managers,
especially, quality control managers for interorganizational quality improvement because this cohesion
dill provide more frequent information exchange, more highly shared information, immediate
consensus and more mutual monitoring about quality problems than British, owing to differences of
network environment.

3. Comparative Studies of Boundary Spanning Manager’s Networking for Interorganizational
Quality Improvement

3.1 Comparison of Interorganizational Networks of Boundary Spanning Managers between
Japan and Britain

Multiple interorganizational networks for quality improvement between customers and suppliers are
quite effective when institutional arrangements facilitate frequent information exchanges and help
them to solve quality problems.

Japanese major car assemblers and their suppliers have developed several unique
ingtitutional settings of networking of boundary spanning managers for quality improvement from
1960's to 1980's; supplier association, inspection and coaching about quality management, immediate
direct contacts and suppliers’ join to product development. However, Japanese industries suffer from
continuing economic sump in 1990's so that many companies in Japanese car industry continue to
restructure their interorganizational collaboration about quality improvement. Some large customers
dtart to select suppliers and keep longer distance from suppliers than before. At current, many
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Japanese companies consider that their relational investments to their deegp commitments in their
keiretsu are much more than their benefits.

On the other hand, British customers and suppliers in car industry have arm's-length
contractual relations, which are specific and discrete commitments to each other and avoid familiarity
with each other, as Sako (1992, 9) argues. Customers and suppliers seek for autonomy of ther
business and prevent from dense and particularistic commitments with special companies so that
boundary-spanning managers tend to have simple ties. In particular, there are only ties between
purchasing managers of customers and sales managers of suppliers but few ties between quality
control managers of customers and suppliers traditionaly. Quality control managers of customers
and suppliers devote themsalves to ties inside their own companies. Sako (1992) argue that such low
commitments between customers and suppliers cause many problems about quality in the British car
industry.

Comparing to interorganizationa ties of boundary spanning managers in Britain, Japanese
are unique that quality control managers have many opportunities to set up multiple
interorganizational ties with customers and related companies. From a viewpoint of social networks,
Japanese customers and suppliers are likely to have stronger cohesion in interorganizational networks
of quality control managers, purchasing managers and sales managers than traditional British (Seefig.
1).

Fig. 1 Comparison of Social Cohesion in Interorganizational Networks of Boundary
Spanning Managers for Quality Improvement Between Japanese and British
Automotive components Industries
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However, European Union, British nationa and loca governments and industrial
associations practice an industrial policy, 'supplier association policy,' to introduce supplier association
into British regiona automotive industry in West Midland or Wales from the middle of 1990's (World
Class Supplier Base Unit. 1997) and to encourage customers and suppliers to make interorganizationa
ties of quality control managers (Mair, 1998). In West Midland around Birmingham and Coventry,
the European Union funds such industrial policy, the "West Midland Accelerate programme,” which is
practiced by a partnership among national and loca governments such as Birmingham, Coventry, a
vocationa training authorities, Training and Enterprise Council, with supports from local universities
(World Class Supplier Base Unit, 1997). This policy actually encourages maor companies in
automotive component industries in West Midland to make regiona supplier associations with their
smal and medium sized suppliers. | studied such networking of qudity control managers in two
leading automotive component companies in West Midland, Britain, which try to make regiona
supplier association in the West Midlands, in order to compare British networking of quality control
managers to Japanese in car component companies’. | conducted in-depth interviews with supplier
development managers of two companies BR-COMP and BR-PART in West Midland, Britain, and
quality control managers in a Japanese car component company JP-COMP. Although "artificid"
networks of quality control managers are added in buyer-supplier relations of interviewed companies
in West Midland, however, Japanese companies still show strong cohesion in networks embedded in
common norms of Japanese car industry owing to Japanese network environments even after Japanese
restructuring of such networks.

3.2 Japanese Interorganizational Networks for Quality Improvement

Until 1980's Japanese car industry has developed strong cohesion in interorganizational
networks of boundary spanning managers in terms of quality improvement, institutionalizing
networking in supplier association, large customer's inspection in delivery and coaching to suppliers,
frequent contacts and problem-solution and supplier's joining to production development. However,
in latter in economic slump in 1990's, Japanese car assemblers and mgor car component companies
have restructured such activities of interorganizational quality improvement to seek for 'adequate
quality in reasonable price,' because they consider that traditional interorganizational activities need
excessive relationa investment with suppliers than their benefits. ~ Some large customers
disorganized supplier associations or decrease these activities. Some stopped much of coaching and
training suppliers. For example, certainly JP-COMP drastically restructured their interorganizational
quality improvement as JP-COMP disorganized their supplier associations in 1997 and stopped regular
workshops with suppliers.  JP-COMP only shows their quality standard in their quality manuals.
Japanese car assemblers and large car component companies believe at a current that suppliers are
believed to have to grow their core competence of quality management almaost by themselves. A
quality manager of JP-COMP told, "we do not coach al suppliers and they should make efforts to
grow their ability to improve quality by themselves because good ability of quality control aready
become their necessary conditions in the competition of our industry." Thus, strong cohesion in their
interorganizational networks is being loosened.

5 Both companiesin West Midland produce car components. BR-COMP is owned by a British company and BR-PART was
ajoint venture between a Japanese and a US company. An interviewed Japanese company also produces car components.
Interviews in West Midland took place in March 1999 and those in Japan did in April 2000.
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But Japanese companies Hill have relatively strong ties of quality control managers. For
example, drastic J>-COMP till continues regular quality inspection in delivery to suppliers factories
and till give coaching to around 18 key suppliers which are selected from their around 250 suppliers
in one of JP>-COMP factory. JP-COMP till requires immediate contacts and problem-solution of
quality control managers in supplier if they have quality trouble. All suppliers of J>COMP should
report their quality control managers name to JP-COMP.  When JP-COMP starts production of new
products, JP-COMP practice intensive contacts and joint problem-solution about quality control with
related suppliers.  JP-COMP 4till highly evaluates suppliers long-term contribution or goodwill to
decrease troubles in period of haf a year or a year, while JP-COMP regards a few misses of suppliers
as not so important.  If suppliers have bad reputation in quaity improvement from JP-COMP, this
reputation take them to the stuation that these suppliers are likely to lose their business with
JP-COMP and, further more, this loss leads to their low evaluation from other large customers.

3.3 New Institutional Arrangement of Networks in Britain

In terms of quality improvement, British car component companies traditionally have few or
weak ties of boundary spanning managers, in particular, quality control managers. Regarding to it, a
Japanese quality manager of BR-COMP express that British customers often deliver clams of quality
a few months after troubles happen, while Japanese customers give such clams to suppliers
immediately. However, British nationa and local governments and industrial associations practice an
industrial policy to encourage customers and suppliers in British car industry to create supplier
associations and to make ties among quality control managers among them (See fig.2). The West
Midland Accelerate programme (WMAP) is one of such policy practice and provides to customers and
suppliers specia fund for their workshops among quality control managers and also provides to them
consultants and specialists about interorganizational quality improvement. Under the fund of WMAP,
BR-COMP and BR-PART are leading car comportment companies that organize joint quality
improvement projects with their suppliers in West Midland. BR-COMP has three projects to supplier
association with twenty five suppliers. In a group, BR-COMP and their suppliers have a six-month
project of interorganizational quality improvement with fund of thirty thousands starling pounds and
consultant's helps from WMARP, while they have several workshops or seminars with al (collaboration
meetings) and severa diagnosis with a few of their suppliers in order to discuss quality problems,
exchange information and solve problems. BR-PART aso has a project to establish Kanban system
with eight suppliers, while BR-PART and suppliers have several seminars with suppliers and meetings
with two or three suppliers.

Supplier development managers of BR-COMP and BR-PART stressed "British customers
traditionally have had few contacts with their suppliers and had gave final drawings to them without
discussing.” However, in projects of these supplier associations, customers start "networking
meetings’ with engineers of suppliers to "discuss several matters' with engineers of suppliers, while
engineering and designing levels in BR-COMP and BR-PART as customer-side join these meetings to
help supplier's engineers.  Supplier development managers of BR-COMP and BR-PART vist
supplier's factories if needs but not so frequently. Doing such 'collaboration seminars with suppliers,
supplier development managers of BR-COMP and BR-PART commented that engineers of suppliers
"get involved " much in their production and ‘have networking among supply chain managers (quality
control managers, sales managers and related managing directors).

-54-



Fig.2 New British Institutional Arrangement of Interorganizational Networking in
Supplier Association Policy

Engineer

P

Qudity Control Manager

[ Supply Development Manager ’ | Makina Ties Consultants
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However, there are several problems in their practices, because some elements of British
business environment obstacles formation of strong coheson in multiple and dense networks of
boundary spanning managers as Mair (1998) argues’. First, while many Japanese suppliers depend
on specia ones, many British suppliers do not depend on special customers and have multi-customer
policy so that some d them are not positive to join such networking activities.  Secondly, some
British directors or top managers of suppliers are very suspicious to accept customer's managers to
visit and inspect their factories, because they do not expect customers to really contribute to them from
experiences. Thirdly, collaboration is mainly based upon contacts or forma agreements and
intermediated by consultants from outside consulting companies because customers and suppliers
want to keep most information of their business confidential based upon contracts, while Japanese
customers and suppliers have direct contacts. In sum, in Britain, formation of multiple networking of
quality control managers and related boundary spanning managers needs forma basis and
intermediaries such as contractual agreements or consultants' aids.

3.4 Comparison Institutional Arrangements of Boundary Spanning Managers

We saw Japanese interorganizational networking of quality control and related managers
between customers and suppliers is different from that of British even after British introduce new
ingtitutional arrangement owing to their industrial policy. Japanese customers and suppliers still have
stronger cohesion in interorganizationa networks in quality control managers and related managers

6 | specially thank to Andrew Mair who kindly suggests that these environmental differences influence networking of
boundary spanning managers in this supplier association policy.
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than British, because Japanese still more highly share reciprocity norms and social sanction
mechanismsin ther long-term and dense ties.

Japanese ties of quality control managers are being loosed through customer's restructuring
coaching activities to suppliers. Many Japanese large customers in car industry come to believe that
suppliers should make efforts to grow capability of quality improvement by themselves and thisis a
basic current competition condition. However, Japanese customers and suppliers till have strong
cohesion in interorganizationa networks of quality control managers, purchasing managers, saes
managers, designing managers and engineers, showing frequent contacts and immediate response and
joint problems solution in a start-up of new products. In Japan, mutua commitment between large
customers and suppliers is based on particularistic reciprocity norms and socia control mechanisms
that are shared in their dense individud interorganizationa networks.

British customers and suppliers in car component industry introduce interorganizationa
networking among quality control managers, engineers. However, their ties do not grow so much
based on goodwill because, under British environment of interorganizationa networks, British
supplier lowly depend on specia customers in their transaction and some of their managers are
suspicious of such networking and they need forma contractual agreements and consultants
intermediary to keep secret of their business. British interorganizationa ties of quality control
managers and related managers between customers and suppliers require formal basis of contractua
agreements and mediation by consultants, because they till have relatively low levels of reciprocity
norms in particularistic buyer-supplier relations. However, they have future opportunities with
further experiences.

4, Conclusion

If there is strong cohesion in interorganizationa networks of boundary spanning managers, it
involves frequent information exchanges, facilitates informa consensus making of reciprocity and
gives socia pressures for uniformity to reciprocity norms. Strong cohesion of variety of boundary
spanning managers between customers and suppliers are il Japanese characterigtics although their
ties ae being loosed through restructuring these. Japanese large customers and suppliers in car
component industry have developed dense networks for interorganizationa quality improvement with
such intermediaries as supplier associations, quality management workshops with suppliers, coaching
and training to suppliers. Even after restructuring, Japanese interorganizational networks still share
reciprocity norms and socid sanction mechanisms in a relatively high level. On the other hand,
athough British interorganizational networking increases their ties by policy initiatives such as the
West Midland Accelerate programme, however, their ties are rather formal and not so dense. Their
ties are based upon contractual agreements and intermediated by third party consultants because some
of these cannot succeed in creation of many cohesive subgroups.

Japanese large customers and suppliers in automotive industry have developed diffused and
particularistic mutual commitments based upon multiple networks of boundary spanning managers in
terms of interorganizational quality improvement, because strong cohesion in networks are likely to
facilitate mutual understanding and bonding between organizations. Quality control managers in
customers know quality problems in suppliers and can coach suppliers, while suppliers know
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customer's long-term assessment of contribution and avoid bad reputation of reluctance to
continuoudly improve quality. British practice in West Midland shows that customers and suppliers
can start from assurance of calculative predictability and move to mutual understanding although they
still remain in reliance on calculative predictability because of insufficient sharing of reciprocity
norms and socia sanction mechanisms.

However, Burt & Knetz (1996) show that third parties distribute reputation of actors and help
one to trust the other based upon it, since this distribution system enable socia sanction mechanisms
to function based on this reputation. Thus, further research about distribution of bad reputation and
social sanction on it are still needed. Regarding to it, Hagen & Choe (1997) argue that Japanese
companies tend not to enjoy diffused and particularistic mutual commitments in foreign institutional
settings because they cannot retain social sanction mechanisms there.  More attention to socia
embeddedness and sociad control mechanisms of Japanese interorganizationa networking is
significant even when we consider restructuring of trust relationships of Japanese keiretsu.

*The research in this paper was supported in part by a grant from the Japanese Society for the Promotion of Science.
(Researcher: Naoki Wakabayashi. Research project: “Research about roles of interorganizational trust in the outsourcing

behavior of Japanese companies.” grant period: 1999-2000, project grant number: 11730058).
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