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ABSTRACT

Risto Seppénen
Trust in inter-organizational relationships

L appeenranta 2008
200 p.

Acta Universitatis L appeenrantaensis 328
Diss. Lappeenranta University of Technology
ISBN 978-952-214-660-1, ISBN 978-952-214-661-8 (PDF), ISSN 1456-4491

Trust in inter-organizational collaborative relationships has attracted substantial research
interest among academics and practitioners. Previous studies have concentrated on the
benefits of trust to business outcomes and economic performance, as it is considered to be a
source of competitive advantage. Despite this increased level of interest, there is no
consensus, much less overall agreement, about how it should be conceptualized or about the
number of dimensions it incorporates. On the inter-organizational level there is an obvious
challenge in defining both the trusting party and the objects of trust. Thus, the notion of trust
as an under-theorized and poorly understood phenomenon still holds. Hence, the motivation
of this study was fuelled by the need to increase our knowledge and understanding of the role
and nature of trust in inter-organizational collaborative relationships. It is posited that there is
a call for more understanding about its antecedents and consequences, as well as about the
very concept in inter-organizational collaborative relationships.

The study is divided into two parts. The first part gives a general overview, and the second
part comprises four research publications. Both qualitative and quantitative research
methodology is utilized. A multi-method research design was used because it provides
different levels of data and different perspectives on the phenomenon. The results of this
study reveal that trust incorporates three dimensions on both the individual and the
organizational level: capability, goodwill, and self-reference. Trust develops from the
reputation and behavior of the trusted party. It appears from this study that trust is clearly
directed towards both individual boundary spanners and the counterpart company itself —i.e.
not only to one or the other. The trugting party, on the other hand, is always an individual, and
not the organization per se. Trust increases collaboration benefits and lowers collaboration
drawbacks, thus having a positive effect on relationship performance.

The major contribution of this study lies in uncovering the critical points and drawbacks in
prior research and thereby in responding to the highlighted challenges. The way in which
these challenges were addressed offers contributions to three major issues in the emerging
theory of trust in the inter-organizational context: firstly, this study clarifies the trustor-trustee
discussion; secondly, it conceptualizes trust as existing on both individual and organizational
levels; and thirdly, it provides more information about the antecedents of trust and the waysin
which it affects relationship performance.

Keywords: Inter-organizational trust, collaborative relationships, trustor, trustee, relationship
performance
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PART I: OVERVIEW OF THE DISSERTATION



1INTRODUCTION

1.1 Background and motivation

Globalization, the pace of change, and environmental uncertainty have fostered tightening
competition between companies. At the same time, the knowledge-based economy and the
ever-increasing amount of information has caused a situation in which companies can no
longer produce and manage knowledge on their own. As a result, they are forced more and
more to concentrate on developing their core competences and to seek flexibility through
leveraging their strengths and competences in collaborative arrangements with other
companies. Relying on collaboration with other companies is thus unavoidable, but it is also
an opportunity for coping with the tough competition through the creation of value, and even
competitive advantage, from the ability to share, absorb, and utilize diverse knowledge.
(Inkpen 1996; Contractor & Lorange 2002; Norman 2002; Van de Ven & Ring 2006) The
leveraging of external complementary knowledge through collaboration is a key asset in
continuous innovation (Miles et al. 2000), and thus innovation could be considered a product

of collaboration between companies (Van de Ven & Ring 2006).

Given the above it is not surprising that interest in both horizontal and vertical collaborative
arrangements has increased significantly during the last few decades. The focus has changed
from transactional and short-term-oriented relationships to closely integrated collaborative
and longer-term relationships, which are seen as a means of increasing flexibility, agility, and
value creation (Ganesan 1994; Anderson 1995; Coote et a. 2003). Consequently, the firm's
capability to establish inter-organizational relationships such as partnerships and alliances has
become a critical source of knowledge-based competitiveness.

Collaboration between companies is not always easy and successful, however. In fact, a
considerable number of strategic aliances have turned out to be unsuccessful and have failed
(e.g., Park & Ungson 2001; Kale et al. 2002). One crucial reason for these failuresis alack of
trust between the parties involved (e.g., Arifio & de la Torre 1998). If there is no trugt, the
perceived risk of confronting opportunistic behavior may make decision-making under
conditions of bounded rationality (Teece 1998) or radical uncertainty (Nooteboom 2002)
untenable, and thus lead to withdrawal from the collaboration.
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Consequently, trust in both horizontal and vertical inter-organizational collaborative
relationships has attracted substantial research interest (e.g., Grey & Garsten 2001; Van de
Ven & Ring 2006; Currall & Inkpen 2006; Poppo et a. 2008) among academics and
practitioners. Previous studies in several disciplines have concentrated on the benefits of trust
to business outcomes and economic performance (Zaheer & Harris 2006; McEvily & Zaheer
2006; Poppo et a. 2008), as it is considered to be an organizing principle and a means of co-
ordinating relationships (Bachmann 2001; McEvily et a. 2003). It is aso considered essential
in coping with interdependence, uncertainties, and risk within and between organizations
(Luhmann 1979; Sydow 2006), and thus even a source of competitive advantage (Barney &
Hansen 1994; Mohr & Spekman 1994; Jarillo 1988). Furthermore, trust is assumed to have a
positive effect even on the functioning and prosperity of larger social systems, nations, and
national economies (Hosmer 1995; Fukuyama 1995). Some studies argue that it has
straightforward positive effects, such as improved task performance (Carson et al. 2003) and
higher return on investments (Luo 2002), while others take the view that it affects economic
performance indirectly through certain mediating effects, which in turn evoke better
relationship performance (Dirks & Ferrin 2001; Zaheer & Harris 2006, 169-190).

Despite this increased level of interest in trust and its acknowledged positive effects, no
consensus has been reached about the nature and definition of the concept (e.g., Nooteboom
2006). Studies conducted so far take very different approaches depending on the researcher’s
theoretical background and the chosen empirical context (e.g., Blomgvis 1997).
Consequently, prior research offers dozens of definitions of trust alone (e.g., Castaldo 2007).
It is widely agreed that it is a multidimensional phenomenon, given the fact that no single
dimension properly describes the whole concept (e.g., McAllister 1995; Lewicki et al. 1998;
Das & Teng 2001). Neither is there any consensus, much less overall agreement, about how it
should be conceptualized or about the number of dimensions it incorporates, and their nature
(see e.g., Zaheer & Harris 2006). Further, given the apparent causal relationships between
trust and related concepts, for example, there is no overall agreement about the factors that
evoke it, or its consequences (for a detailed review of definitions of trust and its dimensions,
antecedents, and consequences, see Castaldo 2007). On the organizational and, especially,
inter-organizational levels there is an obvious challenge in defining both the trusting party and
the objects of trust (Janowicz & Noorderhaven 2006). It is thus clear that Child’s (2001)

notion of trust as an under-theorized and poorly understood phenomenon still holds.
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Given the lack of a commonly agreed and applied conceptualization of trust, the problems
with empirical research are apparent. Solid measurement of constructs and hypothesis testing
are, in any event, essential means of facilitating the development, generalization, and
diffusion of knowledge (Churchill 1979; Bacharach 1989), and the rigorous testing of theories
(Currall & Inkpen 2002).

All in all, research on trust in an inter-organizational context has progressed significantly in
the last ten years or so, but there is still much confusion and ambiguity in conceptualizing,
operationalizing, and measuring trust and its origins and effects on this level (e.g., Curral &
Inkpen 2002; Zaheer & Harris 2006; Currall & Inkpen 2006; Poppo et al. 2008). Hence, the
motivation of this study was fuelled by the need to increase our knowledge and understanding
of the role and nature of trust in inter-organizational collaborative relationships. It is posited
that there is a call for more understanding about its antecedents and consequences, as well as
about the very concept. Systematic and rigorous empirical testing of the theories is needed in
order to reach a more solid stage in the research process. Moreover, practitioners would
clearly benefit from clarifying the connection between trust and its causes and effects:
identifying the factors causing and developing trust between parties would obviously ease the
targeting of efforts and investments. Similarly, solid and reliable measures would, for their
part, be of substantial assistance to managers in terms of sensing possible threats in the

company’s collaborative relationships.*

1.2 Research objectives

The objective of this study is to explore the role and nature of trugt in inter-organizational

relationships. Accordingly, the main research question is:

How istrust manifested in inter-organizational relationships?

! This topic is considered highly relevant in Finland, for example the Technology Industries of Finland
Association’s Trio development project sponsored the InnoSpring Access research project (Lappeenranta
University of Technology), of which this study is a part. The Trio development program concentrates on
improving business know-how and developing shared networking methods among its c.a. 1200 member SMEs.
Technology Industries of Finland, in turn, is an association comprising companies operating in the top industries
(the technology industries represent 60% of the whole export, and 75% of al R&D investmentsin Finland).
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Finding an answer to this question requires a systematic and critical analysis of prior research
ontrugt in an inter-organizational context. In other words, the theoretical approaches, levels of
analysis, research contexts, conceptualizations, operationalizations, and measurement issues
should be examined. Assessment of the state, i.e. the advances and setbacks, of prior research
is needed in order to clarify the research gap and to specify the necessary steps in the concept-
measurement process. Consequently, the first sub-question to be answered is:

1) How hastrust been empirically studied in inter-organizational research?

Further, there is a need to identify and investigate the actual trustors and trustees in an inter-
organizational context. The goa is thus to establish whether the trusting and trusted parties,
i.e. the subject and the object of trust, are on the individual or the organizational level, or
both. As noted above, these are questions to which prior research gives contradictory answers.

The second and third sub-questions are thus:

2) Who isthe trusting party in inter-organizational settings?
3) Whoisthetrusted party in inter-organizational settings?

Although there is a consensus that trust is a multidimensional phenomenon, research so far
lacks overall agreement about the conceptudization and the number and content of its
dimensions. Therefore, a further goal of this study is to identify the dimensions of inter-
organizational trust and thus to arrive at a conceptualization of trust in these settings.

Accordingly, the fourth sub-question is:

4) How can inter-organizational trust be conceptualized?

There are also somewhat ambiguous and controversial interpretations of the linkages between
inter-organizational trust and the factors that precede it. Again, there is an obvious challenge
in conceptualizing the level of analysis. Furthermore, given the interrelationship between trust
and its causes and effects, for example, the direction of causality seems to be an apparent
problem. Accordingly, another aim of this study is to explore the factors that evoke trust in
the other party, especialy in an inter-organizational context. Thus, the fifth sub-question is:

5) What are the antecedents of inter-organizational trust?

16



Finally, the results of prior research offer contradictory interpretations about the effects of
inter-organizational trust on relationship performance. Thus, the final goal of this study is to
identify the effect of trust on the relationship and its performance. The aim is to examine,
whether its effect on relationship performance is straightforward, or whether it is mediated by
certain effects, which then evoke better performance. Consequently, the sixth sub-question to

which this study seeks an answer is:

6) What is the connection between trust and relationship performance?

1.3 Scope and limitations of the study

There are certain deliberate limitations to the scope of this study. The focus is on relationships
between organizations. Consequently, intra-organizational trust relations, such as superior-

subordinate and subordinate-organizational systems, are left aside.

Furthermore, the study is targeted on companies functioning in business environments. Thus,
governmental institutions, and public-utility, non-profit and charity organizations fall beyond
its scope. The concept of an organization is understood here according to the assumptions of
the positivigt paradigm, in other words in an objective, real, and apprehensible view of reality
(Guba & Lincoln 1994; Sobh & Perry 2006). It is thus conceptualized as a coalition of people,
bound together with both legal and social ties. It is, in other words, a systematic and
manageabl e entity with clear boundaries.

Inter-organizational relationships are considered here not as entirely arms-length, but as more
close and, at least to a certain extent, collaborative. A variety of different types are covered:
both vertical such as buyer-supplier, supplier-manufacturer and industrial-marketing
relationships, and horizontal relationships such as partnerships, strategic alliances, joint
ventures, and closer and longer-term R&D cooperation. Nevertheless, it is recognized that
companies almost inevitably belong to different kinds of networks (Ford et al. 1998;
Vesalainen 2002). This study concentrates especialy on dyadic business relationships,
however, i.e. on the interaction between two actors in a network.
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The performance of an inter-organizational exchange relationship refers here to its perceived
effectiveness and quality (Zaheer et al. 1998). It reflects, in other words, the extent and degree
to which one party is satisfied with the business outcomes (Smith & Barclay 1997). Hence,
relationship performance is defined in this study as the extent to which the parties involved

perceive that the relationship has been effective in realizing performance objectives.

Finally, there are relevant context- and relationship-specific factors that obviously might
affect perceived trust or the relationship performance. The decision to leave such factors
beyond the scope of the study was made in order to smplify this complex phenomenon with
its multifaceted connections. Hence, narrowing down the set of explanatory factors made the
theoretical model manageable and understandable.

1.4 Outline of the study

The study is divided into two parts. The first part gives a general overview, and the second
part comprises four research publications. The outline of the study is depicted in Figure 1
below.
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Part Il of the thesis: research publications

Review of prior empirical studies:

"Measuring inter-organizational trust —
A critical review of the empirical
research in 1990-2003"

Empirical (qualitative) study:

"Who trusts who? Examining the
nature of inter-organizational trust ”

/

.

Empirical (qualitative &
quantitative) study:

"Trust and its antecedents in inter-
organizational relationships”

Empirical (quantitative) study:

"The effects of trust on value creation
in inter-organizational relationships”

Part | of the thesis:

Results and conclusions

Figure 1. The outline of the study

Starting point: Sub-
question 1

Level of analysis —
discussion: Sub-
questions 2 & 3

Antecedents and
consequences —
discussion: Sub-
questions 4,5& 6

Answering the main
research question

Part 1 consists of five chapters. The first chapter covers the background, motivation,

objectives, scope, and outline of the study, and the second gives the theoretical background.

Chapter three describes the research strategy, methodology, and data sampling used, while

Chapter four gives summaries of the publications and reviews the results. The fifth chapter

introduces the conclusions and the contributions of the study, and discusses its limitations and

further research suggestions.

The second part of the study comprises four research publications. The first is a review and

analysis of prior quantitatively-oriented empirical research on trust. The second describes a

qualitative study, focusing on the level of analysis. in other words, it contributes to the

discussion on trust concerning whether the trustor and the trustee exist on the collective,

organizational level. A model of trust and its antecedents in inter-organizational settings is

developed and quantitatively tested in the third publication, and the fourth introduces a study
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examining the effect of trust through several mediating factors in the performance of a

relationship between two organizations.
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2THEORETICAL BACKGROUND

This chapter introduces the broader theoretical foundations of the study. The first section
describes the multi-disciplinary nature of the trust concept, and the second discusses studies
on trust in the context of this study, i.e. inter-organizational relationships. The two theoretical
approaches most commonly used in explaining trust, i.e. the economic and the socio-
psychological approaches, are then reviewed. The chapter ends with a summary and a

synthesis of the theoretical foundations.

2.1 The multi-disciplinary nature of trust

The roots of research on trust lie in the individual, and hence the first studies were conducted
in the disciplines of psychology and sociology in the context of human behavior and inter-
personal, i.e. social, relationships (e.g., Deutsch 1960; Blau 1964; Rotter 1967; Erikson 1968;
Luhmann 1979; Lewis & Weigert 1985; Lewicki & Bunker 1995). The focus in the studies
was on “basic trust”, i.e. on parent and child relationships, and the nature and development of
trust between relatives and friends (see e.g., Misztal 1996, 160). Trust in these studies is
viewed mostly in terms of bowing voluntarily in a vulnerable position and in the goodwill of
the trusted person (Blomqvist 2002). Trust has also aroused interest in the discipline of
philosophy, in which it is seen as an unconscious and non-rational option (Baier 1986;
Herzberg 1988; Lagerspetz 1992).

It was not long before interest in trust and its benefits on the group and organizational levels
(e.g., Argyris 1962; Gambetta 1988; Hosmer 1995, Kramer & Tyler 1996) extended to the
field of organization and management, e.g., organizational psychology, organizational
behavior, and behavioral economics (Tyler 2003). It has been argued that trust is a central
factor in understanding organizational dynamics (ibid.) and functioning (Kramer 1999; Dirks
and Ferrin 2001), linking the individual and inter-personal aspects to economic transactions
and organizational performance (Hosmer 1995). Accordingly, trust is considered important in
avariety of areas: communication and information sharing (Giffin 1967; Boss 1980; O’ Reilly
1978); management, leadership, and organizational citizenship behavior (McAllister 1995;
Konovsky & Pugh 1994; Davis et al. 2000); psychological contracts between employees and

the employer (Robinson 1996); and unit performance (Dirks 2000). For a comprehensive
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review of the literature on trust in organizational settings, see Dirks and Ferrin (2001), and
Bijlsma and Koopman (2003) for common conceptualizations of the topic. Later the literature
also focused on trust between employees and their organizations as an institutionalized entity
(McCauley & Kuhnert 1992; Costigan et al. 1998)°.

Given the above, it is obvious that trust has also attracted increasing attention in areas of
research on inter-organizational relationships such as marketing and strategic management
(e.g., Sako 1992; Ring and Van de Ven 1992, 1994; Lane and Bachmann 1998; Child and
Faulkner 1998; see also Zaheer & Harris 2006): it is argued to enhance the “coordination of
economic activities’ (Zaheer et al., 1998; 141) on the inter-firm level, and to be an essential
factor in economic exchange (Arrow 1974; Granovetter 1985). In the context of economics,
when it is recognized it is considered important in terms of its effect on performance (e.g.,
Axelrod 1984; Chiles & McMackin 1996; see also Nooteboom 2002). Its function as a
lubricant facilitating interaction and collaboration is stressed (Arrow 1974; Gambetta 1988).
One of the mgjor arguments in the literature on inter-organizational trust is that it reduces
transaction costs (e.g., Gulati & Singh 1998; Y oung-Y barra & Wiersema 1999; Dyer & Chu
2003; see also Zaheer & Harris 2006), and improves performance (Zaheer et al. 1998; see also
McEvily & Zaheer 2006). On an even broader scale, it is considered to affect the prosperity
of regions and even nations (Fukuyama 1995; Hosmer 1995), “general trust” being an
essential precondition for social relations (Mdllering 2006; Kautonen 2005b). In recent years,
economists have studied the role of trust in the transitional phase of former socialist

economies into market economies.

2.2 Trust in an inter-organizational context

In the context of inter-organizational relationships, the areas in which trust most often features

include organization studies, strategic management, and marketing.

Organization and management studies concern, in addition to intra-organizational issues, the
benefits of trust in managing, coordinating, and governing inter-organizational collaborative

relationships such as strategic aliances, partnerships, and joint ventures. Trust in these studies

2 The term ingtitutional trust has been introduced as an organizational member’s trust in the efficiency and
fairness of the structures and organizationa systems (such as the strategy, HR policies, and technology) of
his/her organization (McCauley & Kuhnert 1992; Costigan et a. 1998).
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has been linked to reducing transaction costs (e.g., Gulati & Singh 1998; Dyer & Chu 2003;
McEvily et al. 2003), cooperation and satisfaction (Anderson & Narus 1990), partnership
success (Mohr & Spekman 1994), risk in arelationship (Nooteboom et al. 1997), performance
(Sako 1998), social control (Fryxell et al. 2002), as well as the clan culture and organizational
traits (Perrone et al. 2003).

The research on strategic management emphasizes trust as a means of improving financial
performance, thus being a source of competitive advantage (e.g., Barney & Hansen 1994;
Hosmer 1994; Mohr & Spekman 1994; Lane et al. 2001; Poppo & Zenger 2002). Here, trust
is related to the choice of governance form, and is considered a substitute for control and
governance mechanisms such as contracts, or a complement of other governance mechanisms
as such (e.g., Ring & Van de Ven 1992; Zaheer & Venkatraman 1995; Kale et al. 2000;
Poppo & Zenger 2002; Luo 2002; see also Castaldo 2007, 73-77). In these approaches it is
related to reputation (Dollinger et al. 1997; Weigelt & Camerer 1988; Roberts & Dowling
2002), for example, and is acknowledged to be a source of relational capital (e.g., Kale et al.
2000), commitment (Hosmer 1994), and joint action (Zaheer & Venkatraman 1995), leading
to learning and know-how transfer (Kale et al. 2000; Lane et al. 2001).

Inter-organizational trust has a notable role in the field of marketing, especialy in the
literature on relationship marketing (e.g., Dwyer et al. 1987; Morgan & Hunt 1994; Doney &
Cannon 1987; Smith & Barclay 1997; Coote et a. 2003; Andersen & Kumar 2006; see also
Castaldo 2007, 84-85). The so-called interaction approach, and later especially the industrial
network approach developed by the IMP group, deal with trust in industrial buyer-supplier
relationships (Halinen 1994; Svahn 2004; Casgtaldo 2007, 7) and conceptualize it as a means
for coping with uncertainty, and as a prerequisite for relationship commitment (Ford et al.
1998; Gadde & Hé&kansson 2001; see also Ayvéri 2006). It is thereby viewed as a source of
great benefit for companies (Naude & Buttle 2000; Gadde & Snehota 2000; Batt & Purchase
2004) in that it enables longer-term-oriented cooperation. The interaction and industrial-
network approaches emphasize socia interaction, which is considered the primary driving
force of trust development (Gadde & Hakansson 2001, 107).
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2.3 Theoretical approachesto inter-organizational trust

In the context of this study, i.e. inter-organizational relationships, trust is usually theorized in
terms of either economics or social psychology, or both (see e.g., Castaldo 2007). Theories of
economics, such as the Transaction cost approach (Williamson 1975, 1985; 1993) and
Rational choice theory (see e.g., Elster 1983; Sugden 1991), are often applied in studies of
trust on the organizational and inter-organizational levels. On the socio-psychologica side,
the most relevant approaches for understanding trust in inter-organizational exchange are the
Social capital approach (e.g., Coleman 1972; 1988; Nahapiet & Ghoshal 1998) and Social
exchange theory (e.g., Homans 1958, 1974).

2.3.1 Economic frameworks

Transaction cost economics

A dominant economic framework explaining the effects of trust in inter-organizational-
relationship performance is transaction costs economics (TCE). The original work of Ronald
Coase (1937) was developed by Williamson (1975, 1985, 1991) for analyzing the costs of
economic exchange. The TCE framework is based on the transaction characteristics, not on
the relationship itself, in the analysis of interaction between organizations (Nooteboom 2002).
Its basic premises are in analyzing the boundaries of the organization, i.e. in make-or-buy
decision-making (Robertson 1996; Vesalainen 2002; Kohtaméki et al. 2006). The costs of
transactions and economic exchange are, according to TCE, attributable to governing and
coordinating the exchange, i.e. negotiating, contracting, monitoring, and controlling (Gulati
1995; Kautonen 2005a). The most substantial transaction costs in inter-organizational
relationships result from the threat, or at least the possibility, of opportunistic behavior by the
other party (Williamson 1975, 1985; Gulati 1995; Kohtaméki 2005). Not all actors involved
in interactions are opportunigtic, and according to the premises of bounded rationality
(Williamson 1975; Teece 1998), or radical uncertainty (Nooteboom 2002), one cannot know
in advance who are. Therefore, it is safest to assume that everyone is opportunistic
(Nooteboom 2002; Kautonen 2005a, 2005b; see also Ghoshal & Moran 1996).
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Trust was originally totally — at least explicitly® - neglected in the TCE framework. Later,
Williamson (1993) criticized the concept, claiming that, due to its vagueness, it was
inappropriate in economic analyses (Castaldo 2007). One of the first times that trust was
acknowledged as belonging to the domain of transaction cost economics was in an article by
Bradach and Eccles (1989) suggesting that it was not only related to price and authority, but
was also a governance mechanism in a relationship. Thereafter, the argument that trust is an
essential means of reducing transaction costs has perhaps most often been used in the context
of its effects on organizational performance. The focal point in this argumentation isthat there
isinevitably uncertainty and the risk of opportunistic behavior on the part of the other party in
every relationship. Therefore, companies dealing with an uncertain, complex, and risky future
need trust as a mechanism for making the other party’s behavior more predictable. Coping
with uncertainty and the risk of opportunism, again, is considered to reduce transaction costs.
(Bradach & Eccles 1989; Gulati 1995; Nooteboom 2002; Kohtaméki 2005; Kautonen 2005b;
Castaldo 2007)

It is not only a question of lowering transactions costs, however: trust also came to be
perceived as a factor in increasing transaction value (for an introduction of this concept, see
Zgjac & Olsen 1993 and Dyer 1997) and transaction benefits (see e.g., Blomgvist et al. 2002).
This discussion suggests that trust facilitates cooperation, innovation, and learning by
increasing the sharing of confidential and sensitive information, for example. Thus it may be
that it is through increasing transaction value that it enhances performance and economic
outcomes (e.g., Zaheer et al. 1998; Dyer & Chu 2003; McEvily et al. 2003; see also McEvily
and Zaheer 2006).

Rational choice theory and Game theory

Whereas the TCE framework recognizes the evident presence of bounded rationality and
uncertainty in all interaction, rational choice theory, and game theory as its tool, emphasizes
humans as rational actors, i.e. capable of calculating the best possible ways of dealing with
the threatening images of the future. Rational choice theory is a central framework for
explaining individual behavior in neoclassical and “mainstream” economics (Sugden 1991;
Ruuskanen 2003). In following their own preferences individual actors show “manifestations

of reasoning” while acting so as to satisfy their own interests by rationally considering the

3 Williamson (1975) refersto the transactional atmosphere, which could be interpreted as the recognition of trust
in TCE (Kautonen 2005b, Castaldo 2007).
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available alternatives and choosing the option that maximizes their own individual
satisfaction and utility (Misztal 1996, 77-88). Free will, consistent elaboration, and the
execution of decisions and choices are, in other words, the key factors of rational-choice
theory (Elster 1983, 1; Sugden 1991).

The framework of game theory is salient in the analysis of decision-making processes and
situations according to the theory of rational choice (Misztal 1996, 78; Elster 1983, 13). The
original assumption behind both theories is that individuals are interested only in their own
welfare and aim, therefore, to maximize their own — financial in particular — profits in
strategic-decision-making situations (Chaudburi et a. 2002). A common game-theoretical
experiment is that of the prisoner’s dilemma’, in which the two parties in the game have to
decide whether to collaborate with the other party and thus expose themselves to
opportunistic behavior (e.g., Axelrod 1984). This kind of experiment is called the trust game®
in trust-related studies based on game-theoretical methods (see e.g., Berg et al. 1995; Glaeser
et a. 2000; Chaudburi et al. 2002).

Thus, while emphasizing the relationship between trust and rationality, rational-choice theory
suggests that individuals — as rational actors —trust only if the potential gains are bigger than
the potential losses. In other words, trust is purposive behavior resulting from the rational
pursuit of self-interest and aiming at utility maximization under risk. Consequently, studies on
trust based on rational-choice theory and game theory tend to view trusting as a conscious
decision, and hold that trust is, in fact, arational expectation. (Misztal 1996, 78-85; Kautonen
20053a) The term calculative trust (Williamson 1993), used in these settings, thus refers to the
rationality and wisdom of both ‘to trust’ and ‘not to trust’ decisions. The above-mentioned
prisoner’ s-dilemma model predicts that rational actors choose the ‘not to trust’ mode but,
according to studies based on rational-choice theory, it may be the opposite. For example,
Dasgupta (1989) uses game-theoretical modeling to support the proposition that trusting

creates economic value because of its connection to reputation.

* In the prisoner’ s dilemma the players have to decide whether to expose themselves to possible betrayal by the
other player by collaborating (when thereis, on the other hand, also the possibility of a win-win or non-zero sum
outcome). If either of the players makes a betrayal, the game ends up in a win-lose outcome. Game theory
predicts that players, as rationa and opportunistic individuals, choose the not-to-collaborate mode, in which
thereisnorisk of being betrayed but thereis a zero-sum outcome.

5 Consistent results of these trust-game experiments demonstrate, however, that humans do not, in fact, behave
as argued in rational-choice and game theory. According to Chaudburi et a. (2002), these results show that the
actua behavior of humans as “homo economicus’ is also affected by emoational factors such as reciprocity and
trust.
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In sum, the economic frameworks used for explaining the role and nature of trust in inter-
organizational interaction deal with transactions and choices in decision-making situations.
Transaction cost economics tends to neglect trust on the basis that it is too vague a concept for
economic approaches, and thus assumes that a calculative decision is ‘not to trust’ the other
party due to the risk of facing opportunistic behavior. Rational-choice theory, on the other
hand, emphasizes the relationship between trust and rationality, i.e. the choice to trust or not
to trust is aresult of a careful and rational weighing-up of the consequences of that decision.
Both frameworks thus emphasize a calculative approach to the role of trust in interaction

between relationship parties.

2.3.2 Socio-psychological frameworks

Social capital

Social capital is undoubtedly one of the most relevant approaches for examining trust in inter-
organizational contexts. In bringing the consequences of sociability and the functioning of
social networks — i.e. socia capital - into the discussion on other forms of capital, it has
succeeded in reducing the distance between the social and economic perspectives in the
examination of organizational advantage (Portes 1998; Nahapiet & Ghoshal 1998; Adler &
Kwon 2000). In particular, Coleman’s (1998) article stresses that combining the economic
and sociological approaches gives the social-capital argument enhanced explanatory power.
The sociological approach allows description of activities in their social environments and
explains how this environment limits and redirects individuals' actions. Economics, on the
other hand, postulates clear and consistent determinative grounds for individuals' activities: in
assuming that actors are independent and self-interest seeking —i.e. bent on maximizing their
own advantage - it provides an unambiguous starting point for the analysis, and reduces
speculation about the interpretation of the results. Accordingly, Coleman criticizes
sociological approaches for neglecting economic motives, and economic approaches for

neglecting the social-functioning context. (ibid.)
The origins of the social-capital approach lie within the social sciences — initialy in

community studies from where it has spread to several other fields, including organization
studies (Nahapiet & Ghoshal 1998; Adler & Kwon 2000). The basic premise of this approach
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is that relationships — or networks of relationships, to be precise — form a valuable resource
for conducting all social affairs (Nahapiet & Ghoshal 1998). In other words, the focus is on
the positive consequences of sociability and the social relationships between the actors (Portes
1998). Networks of social relationships are seen as capital because they are, like other forms
of capital, productive and they enable the achievement of goals that would otherwise be
impossible (Coleman 1988). Social capital is thus a resource that can be invested in with the
expectation of returns (Gulati 1998; Adler & Kwon 2000; Toivola 2005).

Prior research offers severa definitions for the concept of social capital. Those given by
Fukuyama (1995) and Portes (1998), for example, concentrate on the ability of actors, i.e.
people, to work together for common goals and to secure benefits in groups, organizations,
and networks. Putnam (1995), on the other hand, refers to the features of the “social
organization” in facilitating cooperation for mutual benefit. Similarly, Coleman (1988), while
noting that “social capital is defined by its function”, refers to the entities facilitating the
actions of individuals. Nahapiet and Ghoshal (1998) define social capital in terms of both the
network and the assets that it can mobilize (for a review and a list of definitions, see e.g.,
Adler & Kwon 2000).

The concept of trust is inherent in the discussion on social capital, yet their precise
relationship is seen somewhat differently. Putnam (1993, ref. Adler & Kwon 2000) refers to
trugt as a source, and Coleman (1988) as a form of social capital. Moreover, Ruuskanen
(2003) sees trust as a mediating mechanism between social capital and its effects, while
Fukuyama (1995) equates the two. Nahapiet and Ghosha (1998) define social capital as
consisting of structural, cognitive, and relational dimensions, and suggest that trugt is a
component of the relational dimension. Adler and Kwon (2000), on the other hand, propose
that trust is both a source and an effect of socia capital, and furthermore that they are
mutually reinforcing. In any case, the literature on the social-capital approach is unanimousin
stressing the importance of trugt in the functioning of social networks. Consequently,
researchers have also used this approach as a theoretical framework in examining trust and its

outcomes within and between organizations.

Social exchange theory
Another relevant socio-psychological framework within which to investigate trust is social

exchange theory (SET), the aim of which isto explain social exchange and interaction, and to
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consider the changes and permanence between the parties in a relationship. The roots of the
SET approach are in socio-psychological studies of child-parent and marriage relations. The
early work was based on the concept of social behavior as exchange and on the reciprocity
norm (e.g., Homans 1958; Gouldner 1960). Later on, the focus in the literature expanded to
include the factors of relationship development and maintenance (e.g., Cook & Emerson
1978).

According to the SET approach, all relationships between actors are formed on the basis of
subjective cost and profit analysis, and by comparing the available aternatives. It is thus
predicted that in a situation in which an actor finds that the costs related to the relationship
exceed the profits (i.e. benefits), he or she chooses to withdraw. When the costs and profits
are even, the relationship could be considered evenhanded and fair. The concepts of fairness
and equitability are at the core of the SET approach. Another key assumption is that the actors
are self-interested and thus interact with other self-interested actors in order to achieve goals
they cannot achieve alone. A rational consequence of this assumption is that the actors in the
relationship are interdependent. (Ekeh 1974; Emerson 1976; Lawler & Thye 1999)

The four essential concepts in the SET approach are reciprocity, the long-term relationship,
dyadic exchange, and rationality. The concept of reciprocity in this connection “insists’ that
the partiesin arelationship return areceived favor. In other words, either one constantly owes
the other a favor. Moreover, the party receiving the favor can never fully return it, and thus
the exchange goes on and leads to a long-term relationship. Even though the actors inevitably
belong to a network or networks, the SET approach focuses on the dyadic relationship — the
exchange process takes place between two entities. Even though originally concentrated on
the individual level, the analysis may nevertheless be conducted on the organizational level.
The parties in a relationship assess their choices logigtically and rationally, and aim at
maximizing their benefits. The relationship is maintained — or exited — based on this rational
cost-profit calculation. (e.g., Emerson 1976; Cook & Emerson 1978; Westphal & Zajac 1997,
Lawler & Thye 1999)

While assumptions of reciprocity, fairness, equitability, and long-term relationships are
connected to social motives, the emphasis on rationality and the calculative comparison of
aternatives link the SET approach directly to economic frameworks in that it includes the

core assumptions of rational-choice and game theory. On the other hand, assumptions of
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equity, actors’ social identity, and social motives link it to the social-capital approach and

differentiate it from the rational-choice paradigm.

The assumption of reciprocity and norms of fairness are the points that link the SET approach
to the concept of trust (eg., Blau 1964). The expectation, or obligation, of reciprocity
suggests that the parties in a relationship expect the not-yet-returned favors to be returned in
the future. At this point, it is a question of whether to trust the other party to be reciprocal or
not. Be it a rational and conscious, or an irrational and not calculated decision, it is about
dealing with an uncertain future. Consequently, the SET approach is used as a theoretical
basis in several studies on trust in inter-organizational settings (e.g., Ganesan 1994; Zaheer &
Venkatraman 1995; Aulakh et a. 1996; Y oung-Y barra & Wiersema 1999).

In sum, both of the socio-psychological approaches discussed above have close links to the
economic approaches introduced in the previous sub-chapter. The social-capital approach sees
social interaction and relationships in terms of capital, and as having similar outcomes to all
other forms of capital, while the SET approach assumes that individual actors behave
rationally and have self-interested goals when making decisions concerning their
relationships. Y et, both also have socio-psychological aspects that separate them from purely
economic frameworks. Further, both are inherently linked to the concept of trust. Table 1
below summarizes the key characteristics of the four theoretical frameworks introduced
above.
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Table 1. A summary of the most commonly used theoretical approaches in the literature on

inter-organizational trust

Transaction cost Rational choice Social capital Social exchange
economics theory theory
&
Game theory
Origins Economic theories; | Economic theories, | Socio- Socio-
firm-level neoclassical & psychological psychological
exchange, mainstream theories, theories, child-
boundaries of the €conomics; community studies; | parent & marriage
firm individual behavior | social-network relationships; socia
analysis analysis exchange and
interaction analysis
Biology,
mathematics
Key Coase (1937); eg., Homans 1961; | eg., Coleman e.g., Homans
authors Williamson (1975, | Axelrod 1981, (1988); Putnam (1958); Gouldner
1985, 1991) 1984 (1995); Nahapiet & | 1960); Emerson
Ghoshal (1998) (1976); Cook &
Emerson (1978)
Level of Individual Individual Individual Individual
analysis Organization Organi zational Organization Organization
Network Networks Network Network
Focus Transaction Individual actors Consequences of Rational, long-
characteristics behavior in social relationships | term, and
between the parties | decision-making between the actors | reciprocal dyadic
situations & social social interaction
relationships as a between individual
form of capital actors
Relationto | Neglects/ theother | Emphasizestrust as | Emphasizes trust as | Embedded in the
trust party is not to be purposive behavior | asource, form, reciprocity
trusted / calculative mechanism, and assumptions
trust effect of social
capital
Basic Individuals are Individuals are Individuals are Individuals are self-
assumption | boundedly rational. | rational and usually considered | interested, logical,
about Some (not all) are | calculativeactors, | sociable, and rational; yet
humans opportunists maximizing their communal, interdependent,
own satisfaction trustworthy, and equitable, and
and utility proneto helping reciprocal in their
each other and actions
working for the
common good
Areas of Organization Organization Organization Strategic
research on | studies, strategic studies, strategic studies, strategic management,
trust where | management management management marketing
used
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2.4. A synthesis of the theoretical foundations

2.4.1 A summary of the theoretical frameworks

In sum, the economic and socio-psychological frameworks introduced above offer different
yet relevant grounds and perspectives for research on trust in exchange relationships between
organizations. Economic frameworks embody views of trust as a rational and self-interested
attitude or an expectation, held by calculative actors seeking their own utility and satisfaction.
The transaction cost approach emphasizes bounded rationality, causing a situation in which
the actors cannot know whether the other party to the exchange is opportunistic or not.
Rational-choice and game theory, on the other hand, view actors as capable of arriving at
rational and tenable solutions to ‘trust or not to trust’ questions. The TCA assumption
concerning long-term relationships is embedded in the notion that the risk of opportunism is
bigger than in short-term market transactions. Rational-choice theory and its game-theoretical
approaches, on the other hand, treat exchanges between parties as more or less one-time

transactions.

Socio-psychological frameworks, athough sharing some premises with economic
frameworks, differ from them in emphasizing the equitability, fairness, sociability, and
trustworthiness of actors. The social-capital approach posits that individual actors work for
the common good and are prone to helping each other without any calculative and self-
interested expectation of getting services or favors in return. Social-exchange theory views
individuals as self-interested and capable of making rational judgments about their social
relationships, and thus shares some common ground with economic frameworks. Y €, like the
social-capital approach, SET aso emphasizes reciprocity, fairness, and equity among actorsin
an exchange relationship. Both approaches also share the basic long-term-relationship
premise: it is one of the four explicit and basic assumptions in the SET approach, whereas in
the social-capital approach it is embedded in the assumption that building and forming social
networks do not happen quickly.

As noted above, the economic and the socio-psychological approaches have different yet

obvious advantages in research on trust in exchange relationships between organizations.
Consequently, some studies use both (e.g., Heide & John 1992; Ganesan 1994; Gulati 1995;
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Zaheer & Venkatraman 1995; Aulakh et al. 1996; Sako & Helper 1998; Young-Y barra &
Wiersema 1999): combining the tenets of the two frameworks gives a more comprehensive
picture of the phenomenon. Y et, although incorporating the most relevant assumptions as far
as research on trust is concerned, they still merely serve as a theoretical background in
building up the emerging theory. There are, in fact, certain vital questions in the research on
inter-organizational trust to which they cannot offer answers — or at least they have not yet
done so. These are discussed next.

2.4.2 Issues to be resolved in developing a theory of inter-organizational trust

The subject and object of trust

One of the most crucial questions in studies on inter-organizational-level trust is to identify
who are the actual subjects and objects of trust. As noted earlier, trust was originally
considered an individual-level phenomenon, the obvious justification for this argument being
that only individuals are capable of having subjective mental states, expectations, and
attitudes (e.g., Aulakh, Kotabe & Sahay, 1996; Currall & Inkpen 2002). Yet, inter-
organizational relationships inevitably exist on both individual and organizational levels.
Consequently, treating a substantially individual-level phenomenon on the organizational
level is an apparent challenge in exploring trust in inter-organizational settings (Zaheer et al.
1998; Janowicz & Noorderhaven 2006). Some studies conducted on this level conceptualize it
as an organizational-level phenomenon, in other words the subject may be an individual (e.g.,
Zaheer et al. 1998; Jeffries & Reed, 2000) or an organization (e.g., Anderson & Narus 1990;
Doney & Cannon, 1997; Das & Teng 1998). Similarly, the object of trust is defined as either
an individual (e.g., Zaheer et al. 1998; Jeffries & Reed, 2000) or a whole organization (e.g.,
Nooteboom, Berger & Noorderhaven, 1997; Zaheer, Loftrom & George, 2002). In addition to
facing challenges in determining the level of inter-organizational trust, prior studies tend to
mismatch the levels of theory and analysis: some are theoretically on the organizational level
but are operationalized on the individual level (see Currall & Inkpen 2002 for more on this
discussion).

Definitions and dimensions of trust

Secondly, there is not yet overall agreement about the nature and conceptualization of trust in

inter-organizational settings (e.g., Nooteboom 2006), partly due to the different approaches
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taken from various backgrounds and disciplines, as discussed earlier (see eg., Blomgvist
1997, 2002). As pointed out in the first chapter, there are dozens (over 70, to be more precise)
of definitions of trust in the existing literature (e.g., Castaldo 2007). It is most commonly
conceptualized as an expectation, a belief, willingness, confidence, or an etitude (see
Castaldo 2007, 142-148, 245-250). There is obviously, therefore a lack of consensus in the

discussion about the number of dimensions trust incorporates.

One of the most often used dimensions in prior research is competence-based trust (e.g.,
Mishra 1996, Blomqvist 1997, Saparito e a. 2004), also called expertise (Hovland et al.
1953), ability (Deutsch 1960, Andaleeb 1992), expertness (Giffin 1967), and capability
(Blomgvist 2002). It refers to skills and characteristics (Mayer et. a. 1995), and to a
perception of, or a belief in, the other party’s ability to perform, meet its obligations, and
produce the desired outcomes (Andaleeb 1992; Doney & Cannon 1997). Another frequently
used dimension is goodwill trust (Ring and Van de Ven 1992, Sako, 1992; Blomqvist, 1997;
Lui & Ngo 2004): smilar constructs include benevolence (Strickland 1958), intentions and
motives (Deutsch 1960; Mishra 1996), fairness (Butler 1991), and altruism (Frost, Stimpson
& Maughan 1978). Goodwill trust refers to the expectation held by one party that the other
party intends to behave in a mutually beneficial way (Gulati 1995; Nooteboom 1996; Norman
2002). It thus includes the extent to which one party is believed to want to respect and act in
the interests of the trusting party and to be loyal, honest, fair, understanding, and responsible
(Mayer et a. 1995; Blomqvist 2002).

Among the several other suggested dimensions of trust are confidence (Aulakh et al. 1996),
reliability (e.g., Chow & Holden 1997; Smith & Barclay 1997), credibility (e.g., Ganesan
1994; Doney & Cannon 1997), contract trust (Seko & Helper 1998), calculative trust
(Gassenheimer & Manolis 2001), honesty (e.g., Chow & Holden 1997; Smith & Barclay
1997; Coote et al.2003), judgment (Smith & Barclay 1997), dependability (Smith & Barclay
1997; Young-Ybarra & Wiersema 1999), and self-reference (Blomqvist 2002). For a review

of definitions and dimensions of trust, see Castaldo (2007), for example.

The causes and effects of inter-organizational trust
Thirdly, previous research has produced somewhat controversial results about the linkages
between trust and its causes and effects in inter-organizational contexts. It has been argued

that trust is the result of information sharing and exchange (Plank et. al. 1999; Denize &
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Young 2007), familiarity (Gefen 2000), conflict reduction (Leonidou et. al. 2008), and
reputation (Anderson & Weitz 1989; Ganesan 1994; Doney & Cannon 1997), for example.
Furthermore, shared values (Morgan & Hunt 1994), transaction-specific investments
(Ganesan 1994), and honesty, integrity and reliability (e.g., Swan et. al. 1985; Moorman et. al.
1993, Doney & Cannon 1997) are also considered to engender inter-organizational trust.
Some studies suggest, however, that these constructs describe the effects of trust, or even
dimensions of the trust construct (again, see Castaldo 2007).

In a similar vein, the discussion on the effects of inter-organizational trust draws somewhat
ambiguous conclusions. On the one hand, trust is considered to have a straightforward
positive effect on business outcomes, i.e. on financial performance (Zaheer & Harris 2006),
thus leading to competitive advantage (Barney & Hansen 1994). These direct effects include
improved task performance (Carson et al. 2003) and higher return on investments (Luo 2002).
On the other hand, it is also claimed that trust exerts its effect through various mediating
factors (Dirks & Ferrin 2001; Zaheer & Harris 2006, 169-190), which either reduce
transaction and relationship-specific costs such as those related to negotiation and severe
conflicts (e.g., Zaheer et al. 1998), opportunism (Smith & Barclay 1997), and control (Smith
& Barclay 1997), or increase the positive effects of exchange such as communication and
information sharing (e.g., Dyer & Chu 2003; Szulanski et al. 2004), flexibility (Aulakh et al.
(1996; Young-Ybara & Wiersema 1999) and commitment (Tellefsen and Thomas 2007).
Hence, prior studies obviously lack an overall view of the ways and links through which trust

affects relationship performance.

In summary of the above discussion, there are still several issues to be examined and
guestions to be answered in the field of research on inter-organizational trust. Further
development of a contextual theory of trust in inter-organizational relationships requires
investigation and clarification of issues connected to the subject and object, the
conceptualization, and the antecedents and consequences of trust in inter-organizational
exchange relationships. Hence, the aim of this study is to make a contribution by examining

these above-mentioned and not-yet-clarified issues.
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3 EMPIRICAL STUDY

The chosen research strategy and methodology, and the data-generation process, are discussed
in this chapter.

3.1 Research strategy and methodology

Part 11 of this dissertation consists of four research publications addressing the six research
sub-questions. The first publication is areview and critical analysis of prior research, aimed at
answering the first sub-question concerning how trust has been empirically studied in inter-
organizational research. The other three consigt of empirical analyses of trust in inter-
organizational relationships. The second one is a qualitative study dealing with the sub-
guestions concerning who is the trusting party and who is the trusted party in the relationship.
The third utilizes both qualitative and quantitative data, and addresses the sub-questions of
how inter-organizational trust can be conceptualized, and what its antecedents are. A
quantitatively oriented research approach is taken in the fourth publication, which deals with
the relationship between trust and relationship performance.

The decision to utilize a multi-method design and data triangulation was based on the research
objectives and questions, and also on the results derived from the theoretical phase of the
study. It seemed that in order to enhance understanding of the complex phenomenon at hand,
qualitative studies should be carried out prior to any quantitative testing. Consequently,
gualitative methods were used in the development of the quantitative measures (Creswell et
al. 2003, 209-214). Quantitative approaches, on the other hand, were considered essential
because valid and reliable measurement methods facilitate the development of knowledge
(Churchill 1979), the generalization and diffusion of produced knowledge, and more rigorous
theory testing (Currall & Inkpen 2002). The development and verification or falsification of
theories are dependent on hypothesis testing — which, again, is dependent on the solid

measurement of constructs (Bacharach 1989).
A multi-method research design was used because it provides different levels of data and

different perspectives on the phenomenon. In other words, the idea was to inductively develop
the theoretical model and then to test it in the deductive phase. (Morse 2003, 202-205) A
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summary of the methods and data used in each publication is given in Table 2 at the end of
this chapter.

3.2 Data collection and analyses

3.2.1 Review and analysis of prior studies

In addressing the first research sub-question, the research process began with an extensive
literature review and a systematic and critical analysis assessing several studies in the field of
trust. Even though this study is strictly focused on the inter-organizational context, the review
phase started with an examination of the literature on trust on several levels and in various
disciplines. The aim was to gain an overall understanding of this phenomenon, which was
originally studied on the individual level in the field of psychology, and later on expanded to
incorporate the group, organization, inter-organizational, and even nation-wide levels in the
disciplines of organization research, strategic management, economics, and marketing, for

example.

Following a general examination of the literature, the analysis turned to prior research on
inter-organizational trust. Given the nature of the research problem, the focus was on
empirical, and especially quantitative, studies. The review covered studies published in
scientific journals in 1990-2003, not including conference proceedings and working papers.
An article search in international journal databases identified 107 articles. At this point,
studies related to trust within organizations and to organization-consumer relationships were
excluded. Artificial laboratory experiments, role-plays, trust games, and studies among
students were also left out of the analysis. Further, given the focus on private business
organizations, studies on governmental institutions, for example, were excluded. These
restrictions led to the selection of 15 quantitative studies for deeper content analysis, the aim
of which was to produce an objective assessment of the state of empirical research on trust,
thus seeking to answer the first research sub-question. Three researchers were involved in this

review phase, and they all participated equally in the data searching, reviewing, and analysis.
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3.2.2 Qualitative study

The results of the analysis of previous research revealed that there was still much ambiguity
and haziness on the conceptual level. Therefore, the next step was to adopt an explorative
research strategy and a qualitative approach. The goal of this phase was to answer the second
and third research sub-questions concerning the subjects and objects of trust in inter-
organizational settings. Two separate daa-gathering methods were utilized: focus-group
interviews and individual interviews. Focus-group interviews allow the exploitation of group
dynamics (Rubin & Rubin 1995; Morgan 1998; Krueger & Casey 2000), give speedy results,
and facilitate low-cost sampling among fairly large populations (Berg 2004, 126-128). Semi-
structured individual interviews, in turn, provide the possibility to gather more in-depth data
(Berg 2004, 128). Both methods have their advantages and both were therefore used for the
purposes of data-triangulation, i.e., to obtain both a broader and a degper understanding of the

topic.

The focus-group and individual interviews were carried out during 2006. The interviewees for
the focus groups were selected with a view to forming homogenous groups in order to avoid
hierarchical influences between the participants (Krueger & Casey 2000; Krueger 2002). The
interviewees were from multiple industries and companies of varying sizes. A tota of 22
interviewees were segmented (Morgan 1996) into four groups, each of which consisted of
worker, expert, leader, and manager levels. The discussion topics were based on the literature
review discussed above. There were two moderators in al four interviews, each of which
lasted approximately 150 minutes. They were tape-recorded, with the permission of the
interviewees, and afterwards fully transcribed for analysis. A dataset of 146 pages was
produced as a result of the transcription. The number of focus-group interview sessions was
determined by data saturation (Morgan 1996; Berg 2004).

Six individual interviews were also conducted in order to deepen and clarify some of the
findings and insights that arose from the focus-group data. These interviews were semi-
structured, i.e., there was a combination of open-ended and structured questions (Snow &
Thomas, 1994). The participants were from two multinational companies (one in the ICT
industry and one in machinery and equipment manufacturing). They were all key boundary-
spanners in their firms, i.e. they were people who dealt with inter-firm collaborative
relationships on a daily basis. They represented upper- and middle-level managers, and people
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on the operational level. One of these interviews was conducted by telephone, and the
remaining five were conducted face-to-face. They, too, were all tape-recorded and fully
transcribed for analysis. The interviews lasted from 50 to 120 minutes. As a result of this
phase, a dataset of 114 pages was created.

Atlas/Ti qualitative-analysis software was used to code and analyze the resulting datasets. It
assists the coding process in facilitating the maintenance and tracking of the chain of evidence
during the analysis process. Template analysis (King 1998, 2004) was used for organizing,
reducing, and analyzing the data in a thematic and hierarchical manner. This method allows
modification of the initial code set during the analysis process, and thus supports the
reflexivity of the research process. (King et al. 2002; King 2004) The foundations and the use

of Template analysis are described in more detail in the second publication.

3.2.3 Quantitative study

The quantitative phase of this study was conducted in order to find answers to the research
sub-questions dealing with the conceptualization, antecedents, and consequences of inter-
organizational trust. The interview data gathered in the qualitative phase was also utilized in
the hypothesis-development process in this phase. The empirical survey data, i.e. for both the
pre-testing phase and for the actual analyses, was collected in spring 2007 with the help of the
developed survey instrument. It was gathered from multiple companies of varying sizes in the
field of technology. The selected companies were members of the Technology Industries of
Finland association who were participating in its TRIO development project. The respondents
were selected together with two experts in the association. The respondents represented
various organizational levels, yet they al dealt with at least one of the inter-firm collaborative
relationships in which their firms were engaged. As is common in organizational studies, the
key-informant technique was also applied here. Janowicz and Noorderhaven (2006) suggest
that single key informants may well be used as data sources.

In the pre-testing phase the preliminary questionnaire was sent to 142 people in 14 companies
who were involved in inter-organizational collaborative relationships, and 43 usable
guestionnaires were returned. Principal component analysis (PCA) was used for testing the
data. Given the modest response rate, the PCA analysis was conducted with oblique rotation
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for each factor separately. A number of items (communalities < .5 and items that had either
cross-loadings or poor loadings on the right factor) were dropped. Some modest changes in
wording were made as well, based on the verbal comments of the pre-test respondents.
Following the pre-testing phase, the final survey instrument consisted of 91 items, of which
22 concerned antecedents of trust, 35 concerned trust, 30 the consequences of trust, and four
the performance of the relationship. In addition, respondent-, company-, and relationship-

level questions were used for collecting descriptive data

An e-mail invitation to participate in the study, including information about the research
project, response instructions®, and a personal link to the web-based questionnaire, was sent to
1,079 respondents. A reminder message was sent to those who had not replied after five days,
and this procedure was repeated twice, i.e. three reminder messages were sent. A total of 266

responses were received, of which 263 were usable: this gave a response rate of 24.7%.

The companies comprising the final data sample were mainly small and medium-sized, i.e.
over 70% had less than 250 employees, and about two thirds had an annual turnover of less
than 20 million euros. Over two thirds of the firms were in the machinery-engineering and
metal industries, and the rest were in ICT, and in electronics and electrical engineering. The
majority (about 80%) of the respondents were either department or company directors, while
the rest were experts and staff or team supervisors. The great majority of the company
relationships were buyer-supplier or R& D-related. Most of them were at quite a mature stage:
in almost 50% of the cases they had been going on for between two and ten years, and in 46%

of the cases for over 10 years.

The aim in the next phase was to gain a holistic understanding of trust and its antecedents and
consequences. Causal explanatory logic was used, and the research approach was
quantitatively oriented. A conceptual model consisting of the hypothesized relationships
between trust and its causes and effects was developed based on the prior literature and the
gualitative phase of the study. The constructs in the model were then operationalized as a
survey instrument. Standard psychometric scale-development methods were used in the
measurement-building process (Churchill 1977; DeVellis 2003). The majority of the measures

were adapted from prior research, but they were nevertheless modified to suit the context of

5 The respondents were asked to choose one collaborative partnership from all the partnerships their company
had, and to respond accordingly about that partner company and the key boundary person.
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this study. In addition, some measures were specially generated. The language of the survey
instrument was Finnish, and therefore the adapted items were trandated from English and
then back-tranglated into English for reporting purposes.

Following the gathering of the data via the final survey instrument, the developed conceptual
model and formed hypotheses were tested using quantitative methods. First, following the
normality checks, non-response bias was tested according to the procedure suggested by
Armstrong and Overton (1977), by means of analysis of variance with one-way ANOVA.
Next, the theoretical model was tested and the validity and reliability assessed by means of
Structural equation modeling” (Confirmatory factor analyses - CFA) using LISREL 8.5.
software with Maximum Likelihood (Joreskog & Sorbom 1996). The CFA analysis — rather
than exploratory factor analysis — was chosen in order to obtain a strict assessment of
unidimensionality (Gerbing & Anderson 1988). The results of the CFA analyses revealed
extensive shared residual variance or large modification indices in some items. As a result of
further specification, these items were excluded one-by-one. The remaining items are listed in

the appendices of the two relevant publications.

Once the content, convergent and discriminant validity, and the construct reliability of the
model and the required psychometric properties of the measures (Fornell & Larcker 1981,
Hair et al. 1998; Diamantopoulos & Siquaw 2000) were assured, the hypotheses were tested
by means of linear regression analysis, with SPSS software. The variables were added to the
model according to the enter method. The Mediated Regression Technique (Baron & Kenney
1986; Pierce et al. 2004)® was used for testing the hypothesized mediating effects of
collaboration benefits and drawbacks between trust and performance. The progress of each

guantitative analysis is described in more detail in the two relevant publications.

7 Structural equation modeling is an umbrella term for a group of methods used for modeling the covariance
structure between variables. Structural equation models, in other words, aim at depicting the structure of the data
and the relationship between the variables using linear groups of equations. The target is to create a group of
equations that depicts the structure of the data as well as possible. Confirmatory factor analysis with LISREL-
software is one of the most commonly used means of conducting structural equation modeling in testing whether
the previoudly created, fairly complex theoretical mode fits the data. (Hair et a. 1998; Diamantopoulos &
Siquaw 2000; Nummenmaa 2004)

%The aim is to obtain more detailed information about the causal relationships than could be gained with simple
regressions or correlations. The mediated regressi on technique includes the modeling of regression in three steps:
1. regressing the mediating variable on the independent variable (z = & + byx); 2. regressing the dependent
variable on the independent variable (y = a, + byx); and 3. regressing the dependent variable simultaneously on
both the independent and the mediating variables (y = as + bsz + bsX).
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Table 2. A summary of the methods and analysis in relation to the publications

Publication

Methods

Data

Publication 1:

Measuring inter-organizational
trust — A critical review of the
empirical research in 1990 -
2003

Systematic review and critical
analysis (context, level of
analysis, theoretical approach,
conceptualization,
operationalization, and
measurement issues) of prior
quantitative studies of trust in an
inter-organizational context

15/107 studies, focusing on trust
in inter-organizational business
context, published in
international scientific journals

Publication 2:

Who trusts who? Examining the
nature of inter-organizational
trust

Quialitative: open-ended focus-
group interviews & semi-
structured individual interviews,
Template analysis

22 interviewees - workers,
experts, leaders, and managers -
in 4 focus-group interviews &

6 individual interviewees -
organizational key boundary
spanners - in individual
interviews

Publication 3:
Trust and its antecedents in
inter-organi zational

Qualitative: open-ended focus-
group interviews & semi-
structured individual interviews,

22 interviewees - workers,
experts, leaders, and managers -
in 4 focus-group interviews &

relationships Template analysis 6 interviewees - organizational
key boundary spanners - in
& individual interviews
&
Quantitative: survey; PCA, 43/142 organizational key
Confirmatory factor analysis & | informants as respondents in the
Linear regression analysis pre-testing of the survey
instrument
263/1,079 organizational key-
informants as respondents
Publication 4: Quantitative: survey; PCA, 43/142 organizational key
The effects of trust on value Confirmatory factor analysis& | informants as respondents in the

creation in inter-organizational
relationships

Linear regression analysis,
Mediated regression technique

pre-testing of the survey
instrument

263/1,079 organizational key-
informants as respondents

Both the qualitative and quantitative data for this study were collected as a part of the

Technology Business Research Center (TBRC) research project ‘Collaborative Innovation
and networked R&D’ (InnoSpring Access).
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4 SUMMARIES OF THE PUBLICATIONS AND A REVIEW OF THE RESULTS

This chapter presents the overall objectives and main contributions of each publication. They
all deal with separate yet related research objectives and questions. In combination they build
up a holigtic and general view of trust in inter-organizational relationships, thereby answering
the research questions posed earlier. The questions and the main results reported in the

publications are summarized in the last section of this chapter.

4.1 Measuring inter-organizational trust —a critical review of the empirical research
between 1990 and 2003

4.1.1 Overall objective

Numerous studies on trust have been conducted and published during the last few decades,
yet thereis still no consensus about its true nature. The first publication (Seppéanen, Blomavist
& Sundqvist 2007), a literature review of prior empirical studies on trust in inter-
organizational settings, addressed this issue. The objective was to evaluate the advancements
and setbacks in quantitative research aiming to measure trust. The ultimate goal was to
establish the possible reasons behind the different approaches taken in the studies conducted
so far. Accordingly, the review covered the research contexts and levels of analysis, the

theoretical approaches, conceptualizations and operationalizations, and measurement issues.

4.1.2 Resaults and main contribution

The findings revealed major conceptual and methodological challenges in studying the
complex concept of trust in inter-organizational settings. There are mgjor inconsistencies in
terms of conceptualization, operationalization, and measurement. The differences in
conceptualization cover the very concept of trust as well as its antecedents and consequences.
The fact that constructs suggested as antecedents in some studies are referred to as
consequences or even dimensions in others indicates the causal and reciprocal nature of trust
and related concepts. Furthermore, the theoretical level on which inter-organizational trust is

dealt with varies: both the trusting and the trusted parties are conceptualized on either the
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individual or the organizational level, or both. In addition, there is, in some studies, apparent
confusion between the levels of theory and measurement: while trust is conceptualized on the

organizational level, it is operationalized and measured on the individual level.

The variation in the study contexts — i.e. industry and relationship type — is not different
enough to justify the use of fundamentally different approaches. As a conclusion it is
suggested that researchers first need to conduct more theoretical studies, and only then to
embark upon empirical research in order to improve the theoretical coverage of trust as a
concept. A further suggestion is to carry out qualitative studies prior to conducting
guantitative surveys. More attention should be paid in particular to the level of analysis in
future studies on inter-organizational trust, and there is a need for replication in different

types of contexts.

The main contribution of the first publication thus lies in the critical analysis and assessment
of the advancements and setbacks of prior research, and accordingly in the suggestions put

forward for future research directions and approaches.

4.2 Who trusts who? Examining the nature of inter-organizational trust

4.2.1 Overall objective

The main objective of this second study (Seppénen 2008) was to find out whether trust could
exist as a collective-level phenomenon. The goal was, in other words, to clarify who is the

subject and who is the object of trust in inter-organizational relationships.

The findings of the first study revealed a lack of, conceptual distinction between inter-
personal and inter-organizational trust in many of the earlier studies. Further, when a
distinction is made, the levels of theory and empirical treatment are often mis-specified. Prior
research identifies four types of trustor-trustee situation: one individual trusts another
individual; an individual trusts an organization; an organization trusts an individual; or one
organization trusts another organization. Figure 2 below illustrates these four varying

conceptualizations in a two-by-two matrix.
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Figure 2. Conceptualizations of trust in inter-organizational settings in prior research (adapted
from Janowicz & Noorderhaven 2006)

There is, in other words, an ongoing debate for and against the existence of trust on the
collective level. Clearly, defining the trustor and the trustee on the inter-organizational level
is a challenging task. This conceptual inconsistency is one of the main reasons for the
ambiguity, the variations in approaches, and the different interpretations in previous studies,
however. Accordingly, this paper contributes to the trustor-trustee discussion in the context of

relationships between organizations.

4.2.2 Reaults and main contribution

The results of this study revealed that no collective or generic and shared trugt in an
organization exists: it is rather a question of the sum or mean of trust that organizational
members have in the other party. The role of key boundary persons in the formation of trust
among other organizational members in the other party is obvious. The unanimous and
uniform perceptions and opinions of the other party do not, therefore, represent a
manifestation of collective, organizational-level trust. Further, the study findings strongly
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support the argument that trust can be targeted both on the key boundary persons and on the
organization itself. Complementing the above arguments from prior research, the results offer
strong support for the argument that the trustee is not either an individual or the organization,
but is inherently both.

The conclusions derived from the results are set out in the form of six propositions for further
research. They stress, firstly, that the trusting party in inter-organizational relationships is not
the organization itself, but the individuals who congtitute it. Secondly, the trustee in inter-
organizational settings is both the individual boundary spanner and the organization, i.e. both
individuals and organizations inherently have to be taken into consideration as objects of trust

when it is conceptualized, operationalized, and measured in inter-organizational relationships.

It is further proposed that studies on trust on the organizational level could justifiably ask a
well-informed organizational key informant to answer questions on behalf of the whole
organization about trust in the other organization. In other words, it is maintained that single-
informant bias is not a serious threat to validity and reliability in studies on organizational-

level trust.

The main contribution of this publication is hence to the discussion on levels of trust in terms
of clarifying the subject and the object of trust in relationships between organizations. The
results of the study are depicted in the form of propositions to be hypothesized and tested in

future research.

4.3. Trust and its antecedentsin inter-organizational relationships

4.3.1 Overall objective

Prior research almost unanimously agrees that trust is a multi-dimensional construct. Yet, the
number and the content of the dimensions till remain to be agreed on. There is also an
evident lack of consensus about the antecedents of trust. Accordingly, the objective of this
third study (Seppénen 2008) was two-fold: the first goa was to examine the dimensions of

inter-organizational trust, and the second was to explore the factors that evoke trust of one
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party in the other party. The aim was to hypothesize, operationalize, and empirically test a

conceptual model explaining the antecedents and dimensions of trust (see Figure 3 below) .

REPUTATION
INTER-PERSONAL TRUST
- of a counterpart person H1 N
q - Capability
- of a counterpart company )
H3 - Goodwill

- Self-reference

EXPERIENCE

- of acounterpart person

- of a counterpart company

) H2
- of other partnerships
H4
INTER-ORGANIZATIONAL
TRUST
BEHAVIOR -
H6 - Capability
- of a counterpart person » - Gooduwill

- of a counterpart company Self-reference

Figure 3. The hypothesized model

The results of the first and second studies were utilized in the development of the conceptual
model. Accordingly, the relationships in the model are depicted in hypotheses suggesting that
the reputation, experience, and behavior of both the counterpart person and the counterpart
company have an effect on their trust in the other party. In other words, the model shows
reputation, experience, and behavior as independent variables, and trust as a dependent
variable. As suggested in the propositions of the second study, both individual and
organizational levels were modeled as the targets of trust.

On the basis of the prior research and the empirical data that was utilized in the second
publication, it was hypothesized that on both individual and organizational levels, trust
consists of capability, goodwill, and self-reference. This study started from the commonly
agreed definition of trust put forward by Rousseau et al. (1998, 395; see also e.g., Gambetta
1998; Bradach & Eccles 1989; Sako 1992; Mayer et al. 1995; Mollering 2006): trust is “a
psychological state comprising the intention to accept vulnerability based upon positive
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expectations of the intentions or behavior of another”. On the basis of this and of Blomqgvist’s
(2002) conceptualization, the definition used in this study was thus: “an individual actor’'s
expectation of the capability, goodwill, and self-reference of both the counterpart persons and
the counterpart company”. In addition, prior research stresses the importance of making a
conceptual distinction between the concepts of trust and trustworthiness (e.g., Mayer et a.
1995). Hardin (2001, 18), on the other hand, makes the simple observation that when we
perceive some people as trustworthy we then also perceive that they can be trusted (see also
Mdllering 2006, 14). In a similar vein, trustworthiness is conceptualized in this study as a
result of the determination of the characteristics and actions of the trustee by the trustor (Good
1988; Ring & Van de Ven 1992; Mayer et al. 1995).

4.3.2 Reaults and main contribution

Overall, the study introduced in this publication supports the developed model. The findings,
firgtly, further confirm that trust is a multi-dimensional concept incorporating the dimensions
of capability, goodwill, and self-reference, and is applicable on both the individual and the
organizational level. Whereas the capability and goodwill dimensions are discussed in several
prior studies, self-reference as a dimension of individual and organizational-level trust is quite
a novel insight, which is seldom dealt with. Secondly, the results of this study support the
notion that reputation and behavior are antecedents of trust in inter-organizational
relationships. The finding that a good reputation enhances trust in inter-organizational settings
supports earlier research, but there is scant reference to the construct of behavior as affecting
trust. On the other hand, experience was, unexpectedly, not found to have an effect on

perceived trust in the other party.
Hence, the main contribution of this publication lies in conceptualizing, operationalizing, and

empirically testing a model of antecedents of trust together with a three-dimensional trust
model.
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4.4 The effects of trust on value creation in inter-organizational relationships

4.4.1 Overall objective

The objective of this fourth paper (Seppanen 2008) was to explore the consequences of trust
in the performance of inter-organizational relationships. There is similar ambiguity
surrounding the consequences of trust in previous research as there is in the very construct of
trust and its antecedents. There are two different ways of viewing the effect of trust on the
performance of inter-organizational relationships: it is either straightforwardly positive, or
takes place through certain mediating factors. Accordingly, the aim is to find out whether the
effect is direct, or whether it occurs indirectly through mediating effects, which in turn
positively affects the relationship and thus improves its performance. Here, too, the goal is to

develop and hypothesize a conceptual model, and to test it accordingly (see Figure 4 below).

i Collaboration
H i benefits
i \ COMMUNICATION ) i

INTER-PERSONAL TRUST
CAPABILITY
GOODWILL
SELF-REFERENCE

RELATIONSHIP
PERFORMANCE

INTER-ORGANIZATIONAL TRUS
CAPABILITY
GOODWILL
SELF-REFERENCE

Collaboration
: drawbacks

Figure 4. The hypothesized model

49



The model depicts trugt as an independent variable, relationship performance as a dependent
variable, and collaboration benefits and drawbacks as mediating variables. In other words, the
developed hypotheses suggest that there is a relationship between individual and
organizational trust, and between collaboration benefits and drawbacks. In other words, it is
suggested that trust increases communication, commitment, and flexibility in arelationship. It
is further proposed that it reduces opportunistic behavior, negotiation costs, conflicts, and
control. Finally, it is hypothesized that the increase in collaboration benefits and the lowering

of collaboration drawbacks, in turn, have a positive effect on relationship performance.

4.4.2 Reaults and main contribution

Overall, the findings reported in the fourth publication offer support to the argument that trust
indeed has clear positive effects on performance and value creation in inter-organizational
dyadic relationships. This conclusion is in line with the results of several theoretical and
empirical studies. It was also shown that both individual and organizational trust have an
effect on relationship performance. The findings also supported the three-dimensional trust
model introduced in the third publication. Furthermore, it seemsthat trust affects performance
through the mediating effects of increased collaboration benefits and reduced collaboration
drawbacks: it does indeed improve the level and quality of communication and commitment
between the parties. In addition, trust and relationship performance are also mediated through
the reduction of negotiation costs and conflicts. These factors, in turn, affect relationship
performance. Some of the findings in this study were unexpected: the data did not support the
mediating effect of flexibility, conflicts, control, and opportunism between trust and

relationship performance.

The contribution of this publication is thus, firstly, in pointing out the relationship between
trust and the performance of inter-organizational relationships, and in confirming that this
occurs through the mediating effect of increasing collaboration benefits and decreasing
collaboration drawbacks. Secondly, it contributes to the discussion on levels of trust in inter-
organizational relationships in stressing the importance of both individual and organizational
trust in improving performance. Thirdly, in that it supports the three-dimensional

conceptualization of trust it also contributes to the discussion on the whole phenomenon.
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4.5. A summary of theresults of the whole sudy

The main research questions and the results reported in each publication are summarized in
Table 3 below.
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On the whole, the results of this study support the developed conceptual model. Some of the
hypothesized relationships in both the antecedent and mediating variables, however, were not
supported by this data. On the other hand, the three-dimensional model of trust was supported
on both individual and organizational levels. Figure 4 below summarizes the results of the

whole study.
Publication 1
Publication 4
Antecedents The two levels Mediating effects
of trust of trust of trust

Collaboration

Reputation Inter-personal trust

-Capability, Goodwill,
Self-reference

benefits

 fof a counterpart person

Communication

-of a counterpart firm

Commitment

PERFORMANCE

Behavior

Inter-organizational Collaboration

! fof a counterpart person trust drawbacks
-of a counterpart firm -Capability, Goodwill, Negotiation costs
Self-reference Conflicts

Publication 2

Publication 3

Figure 4. A summary of the results of the whole study
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5 DISCUSSION AND CONCLUSIONS

5.1 Answering the resear ch questions

The overall objective of this study was to answer the question of how trust is manifested in
inter-organizational relationships. In order to achieve this, six sub-questions were posed.
The first of these was: How has trust been empirically studied in inter-organizational
research? Answering this question shed light on the major drawbacks of prior research. The
conclusions of the study emphasize the need for researchers to focus more on the theoretical
level, and only then to carry out empirical studies: this will improve the theoretical coverage
of the trust concept. It was also concluded that more qualitatively oriented studies are needed
before quantitative surveys are carried out. Furthermore, it was stressed that future studies
should pay much more attention to the level of analysis, and that there is a need for replication
in different contexts. The main contribution in response to this research question is thus in
revealing the major limitations of prior studies, and consequently in suggesting future

research avenues.

The second and the third sub-questions were: Who is the trusting party in inter-
organizational settings? Who is the trusted party in inter-organizational settings? Several
conclusions were drawn. Firstly, there is no such thing as organization-level, i.e. generic or
collective, trust. In other words, the trustor is an individual, and not an organization per se,
and trust in the other party within an organization is merely a matter of the sum or mean of
the trugt of its members towards the counterpart-firm. This finding is in line with earlier
research conducted by Blois (1999), for example. Secondly, the findings strongly support the
argument put forward by Janowicz and Noorderhaven (2006) and the empirical results of the
studies by Ganesan and Hess (1997) and Zaheer et al. (1998) that trust can be targeted both on
the key boundary persons and on the organization itself. In addition to the arguments from
prior research mentioned above, the results of this study strongly support the idea that the
trustee is not either an individual or the organization, but inherently both: thisis in line with
the arguments presented in Blomgvist (2002). Thirdly, it was concluded that an
organizational key informant could justifiably be used as a respondent, in other words as

representative of the whole organization, in matters to do with trust in another organization.



This conclusion also supports the theoretical argument raised by Janowicz and Noorderhaven
(2006).

The fourth sub-question was: How can inter-organizational trust be conceptualized? In
response it is concluded that trust indeed is a multi-dimensional concept comprising the
dimensions of capability, goodwill, and self-reference on both the individual and the
organizational level. This conclusion is strongly in line with the findings of prior research.
Moreover, the modeled dimensions of capability and goodwill confirm the results of several
earlier studies (e.g., Ring & Van de Ven 1992; Sako 1992; Mayer et al. 1995; Doney &
Cannon 1997; Blomgvist 2002). Goodwill as a dimension of organization-level trust is a new
and therefore a most interesting insight. Another novel aspect, dealt with only once
(Blomgvist 2002) in prior research, is the identification of self-reference as a dimension of

individual and organizational trust.

The fact that a good reputation and behavior were found to precede both inter-personal and
inter-organizational trust offers an answer to the fifth sub-question: What are the antecedents
of inter-organizational trust? The conclusion that a good reputation enhances trust in inter-
organizational settings supports earlier findings (Anderson & Weitz 1989; Ganesan 1994,
Doney & Cannon 1997), but the construct of behavior (Blomqvist 2002) as an affecting factor
israrely noted in prior theoretical and empirical research. The lack of an effect of experience
on trust was a somewhat surprising result in the light of previous research results (e.g.,
Anderson & Weitz 1989; Doney & Cannon 1997).

The sixth sub-question was. What is the relationship between trust and relationship
performance? The results of this study reveal, firstly, that trust has a positive effect on the
performance and value creation of inter-organizational relationships. This is in line with the
findings reported in numerous theoretical and empirical studies. Further, both levels of trust
were shown to have an effect on relationship performance, which is in line with the results of
Zaheer et al. (1998). Support was also found for the three-dimensional model of trust
introduced in the third publication: its effect was mediated by communication and information
sharing, and by increased commitment to the relationship. For example, Szulanski et al.
(2004) and Denize and Young (2007) produced similar results on the connection between
trust and communication. The identified effect of trust on commitment also supports prior
research (e.g., Ganesan 1994; Tellefsen & Thomas 2007). In addition, trust and relationship
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performance was mediated by reducing collaboration drawbacks such as negotiation costs and
conflicts, which reflects the results reported by Zaheer et al. (1998) and Coote et al. (1998). In
the light of prior research, some of the findings in this study were unexpected: the data did not
support the mediating effect of flexibility, conflicts, control, and opportunism between trust
and relationship performance. In the case of flexibility, this may have been caused by
problems in operationalizing the construct, and in the case of control and opportunism it may
have been attributable to the respondents conceptualizations. The data in the conflict variable

was somewhat skewed, and this may have caused the unexpected result.

The answers to the above six sub-questions shed light on the main research question of this
study: How is trust manifested in inter-organizational relationships? In summary, trust
indeed matters in relationships between organizations: it increases collaboration benefits and

lowers collaboration drawbacks, thus having a positive effect on relationship performance.

Inter-organizational trust also incorporates three dimensions on both the individual and the
organizational level: capability, goodwill, and self-reference. It develops from the reputation
and behavior of the trusted party. It appears from this study that trust is clearly directed
towards both individual boundary spanners and the counterpart company itself —i.e. not only
to one or the other. The trusting party, on the other hand, is always an individual, and not the

organization per se.

5.2 Theoretical contribution and managerial implications

This study contributes to the developing research on trust in several ways. The major
contribution lies in uncovering the critical points and drawbacks in prior research and thereby
in responding to the highlighted challenges. The way in which these challenges were
addressed offers contributions to three major issues in the emerging theory of trust in the
inter-organizational context: firgtly, this study clarifies the trustor-trustee discussion;
secondly, it conceptualizes trust as existing on both individual and organizational levels; and
thirdly, it provides more information about the antecedents of trust and the ways in which it
affects relationship performance. The contribution of this study lies, in other words, in both
developing and testing of the emerging theory of trust. It also offers foundations and premises

for further development and generalization of knowledge of the research area.
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5.2.1 Clarifying the theoretical level

This study contributes to the theoretical discussion related to inter-organizational trust in
offering a clear conceptualization of both the trusting and the trusted parties. The results
demonstrate, firstly, that the subject of trugt, i.e. the trustor, in inter-organizational
relationships is inherently an individual, not an organization. Furthermore, key boundary
spanners or opinion leaders in an organization develop a level of trust and diffuse their
perceptions in their organization. This is, however, not the same as saying that organizations
trust.

The results reveal, secondly, that both the counterpart persons and the whole organization are
objects of trust, i.e. trustees in inter-organizational relationships. However, trust in the
individual counterpart and in the organization may vary a any given point of time. It may
well be that the trusting person trusts an individual counterpart, but not the organization, or
vice versa. Collaborative inter-organizational relationships may function well even though
trust on either level is lacking, provided that trust in the other entity exists. Thus, both
individuals and organizations have to be taken into consideration as inherent objects of trust

in this context.

5.2.2 Introducing a three-dimensional definition of trust

Another major contribution of this study to trust research is in offering support to the
conceptualization of trust as a multi-dimensional concept on both individual and
organizational levels. The results give support to the notion that trust is a multi-dimensional
concept incorporating capability, goodwill, and self-reference. In terms of the capability and
goodwill dimensions, the findings confirm the results of prior research, but organizational
goodwill as a dimension of inter-organizational trust is a new and interesting finding. In
addition, sdlf-reference in particular, as a dimension of trust on both levels, brings a new and

significant insight into the research.
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5.2.3 Revealing the antecedents, consequences, and performance effects of trust

The third mgjor contribution of this study to the emerging trust theory lies in revealing of the
causes and effects of trust in inter-organizational settings. The results emphasize that a good
reputation and behavior are factors enhancing both inter-personal and inter-organizational
trust. In particular, the construct of behavior as such is seldom mentioned as an antecedent in

the theoretical or empirical literature.

Furthermore, it was found that trust affects relationship performance through the mediating
effects of increased collaboration benefits and reduced collaboration drawbacks. It improves
the level and quality of communication and information sharing, and increases commitment to
the relationship. These two constructs, in turn, improve the performance of the relationship.
Moreover, trust reduces negotiation costs and conflicts. All in all, the effect of increasing the
collaboration benefits to performance was higher than the effect of decreasing the

collaboration drawbacks.

In addition to the three major contributions discussed above, it is worth noting that this study
also contributes to the emerging theory of trust in terms of developing and validating
measures in an inter-organizational context. In sum, the theoretical contribution lies in
providing, i.e., developing and empirically testing, a conceptual model of trust and its causes
and effects, thereby helping to overcome the challenges inherent in prior research on trust in

inter-organizational relationships.

Finally, in the light of the results of this study, and following Coleman’s (1988) discussion
about social capital, it could be suggested that a combination of economic and socio-
psychological theoretical frameworks is needed for analyzing the role and nature of trust in
inter-organizational relationships. Despite sharing some similar assumptions, they do not
match as substitutes, but they do as complements. Economic frameworks offer rational ways
of dissecting trustworthiness — such as evaluating the capability and self-reference of the other
party —which are not given priority in socio-psychological frameworks. However, they ignore
essential elements of social life such as reciprocity and altruism, which are manifested in the
goodwill of the relationship parties. Despite our will and attempts to act rationally, we do not

have enough information to be rational when making decisions concerning our relationships.
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Hence, it could be said that trust explains part of human interaction in relationships, which
economic frameworks cannot. As Luhmann (1979) puts it: “trust begins where knowledge
ends’. Y, it needsto be emphasized here again that not even a combination of economic and
socio-psychological frameworks is sufficient if they remain unconnected to the essential
issues of the theory of trust discussed above.

5.2.4. Manageria implications

The results of this study also have significant managerial implications. Given that trust has
positive effects on both organizational and inter-organizational management and performance,
managers obviously need to pay attention to, and to invest in, the conscious development and

maintenance of the trustworthiness of their company.

This requires an emphasis on maintaining a good reputation by constantly behaving in a
manner signaling one's own capabilities, goodwill, and self-reference. Furthermore, both
levels of trust essentially need to be taken into account in forging relationships between
companies, yet it has to be kept in mind that the actual trusting party is always a person as an
organizational member, and not an organization per se. Trust between parties brings
collaboration benefits such as information sharing and communication, and reduces
collaboration drawbacks such as negotiation costs. All this, in turn, works in favor of positive

performance and economic outcomes in the relationship.

Yet another managerial contribution is the developed measurement tool® for assessing inter-
organizational trust and its outcomes. It should be of help to firms in managing and improving
their collaboration capability, and could be used as a pre-sensing tool in their collaborative
relationships.

9 A dlightly shorter form of the devel oped survey instrument was handed over — as one part of the results of the
above-mentioned InnoSpring Access research project - to the Trio development project for use in its
devel opment activities.
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5.2. Limitations

This study has some limitations that should be noted. Firstly, the context was national, and
therefore caution is needed in generalizing the results throughout different countries and
cultures, and to multinational relationships. Nevertheless, all the large companies and many of
the SMEs in the data sample were either multi-national or operated in international markets. It
could therefore be argued that, despite the national context and study approach, there quite
probably is a multi-national element present (the respondents were not asked to specify
whether the relationships they described in their responses were national or international).

Further, even though the studied relationships were dyadic, the data was gathered from only
one party. It would have been most interesting to find out whether both parties had the same
view about the level of trust and the relationship performance. On the other hand, the
respondents were describing the trust they felt in the other party and, furthermore, the

profitability and outcomes of the relationship particularly on their side.

Trust is clearly linked to several other concepts that are close or even inter-related: these
include relationship-specific factors such as dependence and asset specificity, and context-
specific factors such as environmental uncertainty. These issues were not addressed in this
study. The decision not to include these factors was taken at the beginning of this research
project. The reasoning was that the complex phenomenon of trust was to be studied on two
different levels, and the conceptual model included explanatory factors for both trust and
performance to be explained through several mediating factors. In order to keep the size of the
study manageable, it was decided to keep the research framework relatively ssimple.

An obvious limitation is the exclusive use of subjective measures for studying relationship
performance. This happened because no objective data or archival records covering the
performance of dyadic relationships were available. On the other hand, it is argued in prior
research that subjective measures can reflect objective data quite accurately (Lumpkin & Dess
2001; Jantunen 2005). Subjective performance measures are, therefore, often used in studies
ontrus.
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There are other limitations to be noted. The qualitative data for the study were gathered only
from interviewees employed in large companies, and the number of companies was somewhat
limited. Furthermore, even though the study concerned the field of technology, which is quite
wide, care must be taken in generalizing the results in other fields. Finaly, the focus of the

study was limited to business organizations.

5.3 Suggestions for further research

Researchers are encouraged to take the above issues into consideration in future studies,
which should replicate the results of this one and its conceptual model and measures on
samples from other industries (such as services), countries, and cultures. Further, studies
taking into consideration a broader set of trust-related concepts, and both levels of trust in
inter-organizational relationships, would be welcome. Longitudinal studies would provide
interesting and important insights into changes in objects of trust between the individual and
organizational levels, for example. Suggestions arising from the first publication of this study
(the review of prior research) should be addressed in future studies. It would also be
interesting and fruitful to study further and to deepen understanding about the modeled
relationships for which this study found no support (i.e. experience, flexibility, opportunism,

and control).

Finally, an interesting and potentially fruitful area for future research remains to be pointed
out. Even though this study, among a number of others, revealed that trust indeed is positively
linked to relationship performance, its conceivable downsides cannot be ignored. Some
studies seem to have taken the idealistic view according to which “the more you trust the
better off you are’. Obvioudly, this cannot be the case — neither in personal life, nor in the
business world. Outside of talk about credulity, or about being naive and a gudgeon, there
certainly is a limit at which it is reasonable to note that enough is enough. With regard to
social capital, Portes (1998), for example, argues that it can also produce less desirable
consequences. This “negative socia capital” could lead to discrimination and the restriction
of individual freedom, and may prevent the success of business initiatives. Further, group
solidarity may cause withdrawal from sharing justified criticism and the covering up of other

group members’ mistakes and malpractices.
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The basic argument is that strong ties between group members may be inefficient and cause a
decrease in productivity because they know each other “too well”. It is not difficult to imagine
that when two actors — even if they act in different companies — share a high enough level of
trust, they may avoid negative actions against each other regardless of the justification and
necessity for taking such steps. Wicks et al. (1999) refer to a suitable amount of trust using
the term optimal trust, which, according to them, is a “golden mean” between overinvestment
in trust and underinvestment in human conduct. A distinct yet related and relevant termin this
context is distrust, which Luhmann (1979) defines as a “positive expectation of injurious
action”: he maintains that distrust and trust are coexisting mechanisms for managing and
governing relationship complexity. Even though this is a widely studied area there is no
consensus in terms of whether distrust and trust are, as Lewicki et al. (1998) suggest for
example, separate phenomena, or whether they are merely opposite ends of a single
continuum (e.g., Schoorman et al. 2007). Suggesting a need to further study the concepts of
optimal trust and distrust is not to say that trust is not necessary and beneficial — quite the
contrary. If anything, this call for future research is made with a view to achieving a deeper

and more holistic picture of trust in business relationships.
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