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We examine the determinants of
trust in 453 supplier-automaker re-
lationships in the U.S., Japan, and
Korea. We define trust and derive a
model of its determinants drawing
upon (1) an embeddedness (rela-
tionship-based) perspective, (2) a
process-based perspective, and (3)
an economic (hostage-based) per-

spective. Our findings indicate
strong support for the process-
based perspective in all countries;
embeddedness was only important
in Japan, and the economic hos-
tage-based variable (stock owner-
ship) was not important in any
country.

A central issue in the literature on
strategic alliances and interfirm co-

operation is how firms create trust and
control opportunism, particularly when
the transactors have made investments
in transaction-specific assets.1 Under
these conditions, trust has been de-
scribed as an important antecedent to
interorganizational cooperation and eco-
nomic efficiency (Sako, 1991; Smith,
Carroll, and Ashford, 1995). In fact, re-
cent research suggests that trust in sup-

plier-buyer relations may be an impor-
tant source of competitive advantage be-
cause it: (1) lowers transaction costs
(Sako, 1991; Barney & Hansen, 1994;
Dyer, 1996b; Zaheer, McEvily &Perrone,
1998), (2) facilitates investments in rela-
tion-specific assets (Asanuma, 1989; Dyer,
1996a), and (3) leads to superior infor-
mation sharing routines (Aoki, 1988;
Fruin, 1992; Clark & Fujimoto, 1991;
Nishiguchi, 1994). Moreover, some schol-
ars claim that national economic effi-
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THE DETERMINANTSOF TRUST

ciency is highly correlated with the ex-
istence of a high trust institutional envi-
ronment (North, 1990; Casson, 1990;

Hill, 1995; Fukuyama, 1995). For exam-
ple, Fukuyama (1995:7) argues that the
economic success of a nation, "as well as
its ability to compete, is conditioned
by . . . the level of trust inherent in the
society." The findings from these, and
other, studies have increased our atten-
tion to the important role of trust in eco-
nomic exchanges.

A natural response to these studies has
been to exhort companies to build trust
with their trading partners (Business
Week, 1986, 1992) and to call for in-
creased research on the role of trust in
coordinating economic activity (Smith,
Carroll, and Ashford, 1995). However,
despite considerable academic and man-
agerial interest in trust between trading
partners, to date there has been little em-
pirical research on the determinants of
interorganizational trust (e.g., between
supplier-buyer). As Zucker (1986:59) has
observed, "For a concept that is ac-
knowledged as central, trust has re-
ceived very little empirical investiga-
tion." Further, there has been little re-
search examining whether or not the
determinants of trust differ in different
institutional (i.e. country) environments.

The purpose of this paper is to exam-
ine the determinants or antecedents of
supplier trust in a buyer in a sample of
supplier-automaker relationships in the
United States, Japan, and Korea. We de-
fine trust and derive a model of its deter-
minants drawing upon (1) a sociological/
embeddedness perspective, (2) a pro-
cess-based perspective, and (3) an eco-
nomic (hostage-based) perspective. In
doing so, we address the following key
question: What variables influence the
development of supplier trust in sup-
plier-buyer relationships and which per-

spective best explains the production of
trust in these different countries? Given
the recent attention on the importance of
trust in exchange relationships, a large
sample empirical examination of the de-
terminants of trust is, by itself, a useful
undertaking. However, due to the glob-
alization of industries and a dramatic
increase in international collaborative
ventures, a study of the determinants of
trust in different institutional environ-
ments is, we believe, particularly useful.
Such a study allows for an examination
of those factors that are important deter-
minants of trust both within, as well as
across, countries.

THEORETICALFRAMEWORK
AND HYPOTHESES

Defining Trust
Among organizational scholars, trust

has received attention as a mechanism of
organizational control, and more specif-
ically as an alternative to price, con-
tracts, and authority (Ouchi, 1980; Bra-
dach & Eccles, 1989; Powell, 1990). The
literature on interorganizational rela-
tions offers two general definitions of
trust: confidence or predictability in
one's expectations about another's be-
havior, and confidence in another's
goodwill (Ring & Van de Ven, 1992; Za-
heer, et al. 1998). We draw on the previ-
ous literature in defining trust as one
party's confidence that the other party in
the exchange relationship will not ex-
ploit its vulnerabilities (Dore, 1983; Sako,
1991; Ring & Van de Van 1992; Sabel,
1993; Barney &Hansen, 1994). This con-
fidence (trust) would be expected to
emerge in situations where the "trust-
worthy" party in the exchange relation-
ship: (1) is known to reliably make good
faith efforts to behave in accordance
with prior commitments, (2) makes ad-
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justments (i.e. as market conditions
change) in ways perceived as "fair" by
the exchange partner, and (3) does not
take excessive advantage of an exchange
partner even when the opportunity is
available. Thus, our definition character-
izes interfirm trust as a construct based
on three components: reliability, fair-
ness, and goodwill. Our definition of
trust is similar to the "goodwill trust"
description given by Sako (1991) and the
trust definitions offered by numerous
scholars (Sabel, 1993; Ring & Van de
Ven, 1992; Barney & Hansen, 1994).
Thus, trust, as defined here, is not based
upon contracts or third party sanctions
but rather is based on non-contractual
mechanisms.

Conceptually, organizations are not
able to trust each other; trust has its basis
in individuals. Trust can be placed by
one individual in another individual or
in a group of individuals, such as a part-
ner organization. However, individuals
in an organization may share an orienta-
tion toward individuals within another
organization. From this perspective, "in-
terorganizational trust describes the ex-
tent to which there is a collectively-held
trust orientation by organizational mem-
bers toward the partner firm" (Zaheer et
al. 1998).

It is this collectively-held trust orien-
tation that we focus on in this study of
trust by an automotive supplier in its
automaker customer. This research set-
ting is an unusually good test site be-
cause it is important to study a set of
transaction relationships in which trust
might be important and valuable. Many
scholars have argued that risk, or having
something invested, is requisite to trust.
The need for trust only arises in a risky
situation (Deutsch, 1958; Mayer et al,
1995). The automobile is a complex
product with thousands of components

that must work together as a system.
Components are often tailored to specific
models and as a result suppliers must
make automaker-specific investments
(Asanuma, 1989; Dyer, 1996a). Since
these investments are not easily re-de-
ployable, suppliers are at risk if auto-
makers choose to behave opportunisti-
cally. Furthermore, the auto industry is
characterized by a high degree of market
uncertainty (Pine, 1993), which increases
both the risks associated with transact-
ing as well as the importance of informa-
tion sharing (Lorenz, 1988; Aoki, 1988).
Thus, a supplier's trust in the automaker
is of particular importance in the auto
industry due to supplier investments in
customer-specific assets and market un-
certainty which places suppliers in a
vulnerable position.

The Determinants of Trust
A firm may trust trading partners to

refuse to break confidences and exploit
vulnerabilities for a variety of reasons.
Previous research suggests that trust in
inter-organizational settings is likely to
be produced through: (1) social relation-
ships and embedded ties, or relation-
ship-based trust (Dore, 1983; Granovet-
ter, 1985; Powell, 1990; Gulati, 1995;
Uzzi, 1997), (2) institutionalized pro-
cesses or routines for fairly and reliably
dealing with a partner organization, or
process-based trust (Zucker, 1986; Za-
heer &Venkatramen, 1995; Zaheer, et al.
1998), or (3) an alignment of economic
incentives through hostages, or economic
hostage-based trust (Klein, 1980; Wil-
liamson, 1983,1993). In the following
section we explore each of these per-
spectives in greater detail and derive hy-
potheses.

Social/Embeddedness Perspective. Ac-
cording to the sociological perspective,
trust emerges through social interactions
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between exchange partners (Granovetter,
1985; Powell, 1990; Uzzi, 1997). As
stated by Granovetter (1985:490), "The
embeddedness argument stresses the
role of concrete personal relations and
structures (or 'networks') of such rela-
tions in generating trust and discourag-
ing malfeasance." He further argues that,
"Social relations, rather than institu-
tional arrangements or generalized mo-
rality, are mainly responsible for the pro-
duction of trust in economic life"
(Granovetter, 1985:491). If a transaction
is embedded within a broader reciprocal
social relationship, then transactors may
rely on social sanctions to protect their
interests. Various types of social sanc-
tions may control opportunism: with-
drawal of love, respect, prestige, and/or
(worst of all) banishment from the social
community (Light, 1972; Smith, 1983;
Ellickson, 1991). Thus, individuals that
take unfair advantage of a trading partner
may find any of a number of sanctions
imposed by other members of the social
network.2 In summary, the social per-
spective (Granovetter, 1985; Dore, 1983;
Powell, 1990; Uzzi, 1997) suggests that
trust will emerge due to social interac-
tions between exchange partners. As the
duration and intensity of interactions be-
tween transactors increases, we would
expect bonds of attraction to develop
and social sanctions to be more effica-
cious. This may explain why Kogut
(1989) found that cooperative ventures-
even between competitors-are more
likely to endure when they are part of a
larger web of agreements among the ex-
change partners.

Length of Relationship. Various schol-
ars have suggested that trust takes time
to develop and can only be built slowly
over time (Arrow, 1974; Sako, 1991). Em-
bedded ties rely on the formation of
dense and stable relationships among in-

dividuals and it takes time for exchange
partners to develop the "concrete per-
sonal relations" necessary to "generate
trust and discourage malfeasance" (Gra-
novetter, 1985; Larson, 1992). Related to
this view is the notion that social knowl-
edge, or knowledge gained through long
term interactions, may be the basis for
trustby allowing economic actorsto un-
derstand and predict others' patterns of
behavior (Sohn, 1994). For example,
Sohn (1994) found that in-depth social
and cultural knowledge facilitates coor-
dination of transactionsby making a po-
tential partners' behavior both under-
standable and predictable. Moreover,as
social knowledge between transactors
increases, information asymmetries de-
crease, thereby reducing behavioral un-
certainty. Higher levels of trust are be-
lieved to develop when information
asymmetries are low and there is less
behavioral uncertainty. Further, acquir-
ing social knowledge through long-term
interactions provides insights into the
moral character of trading partners,
thereby allowing transactors to screen
more accurately for "honest" partners
(Hill, 1990; Barney & Hansen, 1994). Fi-
nally, when transactorsengage in long-
term exchange relationships, they de-
velop a history together. Most individu-
als are less likely to take advantage of
those with whom they have had long
and stable past interactions (e.g., family
members, friends, etc.) because these
parties can impose social sanctions on
the offending individual. Through long-
term interaction, a "social memory" is
created and transactorscan achieve "se-
rial equity" (equity/reciprocity over a
longerperiod of time) ratherthan requir-
ing immediate or "spot equity" (Ouchi,
1984; Dyer, 1997). Thus, we would ex-
pect higher levels of trust to emerge in
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exchange relationships where the trans-
actors have a long history of interacting.

Hypothesis 1: The longer the duration
since the first supplier-buyer transac-
tion, the higher the supplier's trust in
the buyer.

Intensity of Relationship (Face-to-face
Communication). Various studies have
found that face-to-face interactions are
likely to lead to the development of pos-
itive feelings of attraction (Lorenz, 1988;
Argyle, 1991). Further, cooperation and
trust between individuals has been found
to emerge in laboratory settings when
individuals can see and talk to each
other and engage in social interaction
(Argyle, 1991). Face-to-face communica-
tion has been described as having a high
knowledge-carrying capacity because it
presents immediate feedback opportuni-
ties and makes use of both visual and
audio channels of communication (Daft
& Lengel, 1986). Thus, it is considered
useful for developing trust because it of-
fers more cues for interpreting a trading
partner's behavior and motivations. More-
over, face-to-face contact is viewed as an
effective means of developing personal
ties, thereby increasing the efficacy of
social sanctions. Accordingly, we would
expect face-to-face communication to in-
crease supplier-buyer trust by (1) facili-
tating the development of personal ties,
thereby increasing the efficacy of social
sanctions, and (2) providing superior in-
formation to assist transactors in detect-
ing trading partners that are the untrust-
worthy "type." Thus, we would expect
that as the frequency of face-to-face con-
tact between transactors increases, so
does trust.

Hypothesis 2: The greater the face-to-
face interaction between the supplier
and buyer, the higher the level of sup-
plier trust in the buyer.

Process-based Perspective. The pro-
cess-based perspective differs from the
relationship-based perspective in that
the trust orientation that individuals in
one firm maintain toward a trading part-
ner is not based on personal relation-
ships, but rather on a set of institution-
alized processes and routines employed
at the partner organization. These would
necessarily be inter-organizational pro-
cesses for interacting that suggest that
individuals within the trading partner
will behave in a trustworthy manner. Za-
heer et al (1998) refer to this as "an in-
stitutionalized pattern of dealings" and
speculate that "the institutionalized
practices and routines for dealing with a
partner organization transcend the influ-
ence of the individual boundary span-
ner." Thus, the process-based perspec-
tive recognizes that interorganizational
trust may be built upon impersonal pro-
cesses and routines that create a stable
context for exchange. Individuals may
come and go at the two organizations but
the trust orientation will not be affected
because trust is not based on individual
relationships. One may logically ask
what processes would likely influence
supplier trust in a supplier-buyer rela-
tionship? Our interviews with automo-
tive suppliers indicate that the buyer's
processes or routines for selecting sup-
pliers as well as the buyer's processes for
responding to supplier problems (e.g.,
the extent to which they provide assis-
tance to help the supplier fix problems
and improve their operations) were pro-
cesses that influenced the production of
trust.

Supplier Selection Processes. The pro-
cesses that buyers use to select suppliers
for business on an upcoming car model
influence supplier trust. In some in-
stances, buyers use a competitive bid-
ding process whereby incumbents are
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not given any advantage in ensuing
rounds, regardless of past performance.
This is an arms-length competitive bid-
ding process typically used by U.S. com-
panies such as General Motors. In other
instances, buyers may select suppliers
based upon their track record for perfor-
mance and give incumbents the first op-
portunity to get new business. This is a
selection process that favors incumbents
and is often said to typify Japanese sup-
plier-buyer relationships (though recent
data suggest that U.S. firms, notably
Chrysler, are increasingly using this ap-
proach; see Dyer, 1996c). Consequently,
in addition to length of relationship,
continuity in the supplier-buyer rela-
tionship may contribute to the develop-
ment of interorganizational trust. It is
possible for trading partners to have had
a long-term relationship (i.e. many years
have passed since the initial transaction)
even though the relationship may not
have been continuous. For example,
some U.S. suppliers reported that al-
though they began selling parts to a par-
ticular automaker 50 years ago, there
have been occasions when they have lost
the component business to competitors.
In other instances, the supplier contin-
ues to re-win the "contract" year after
year due to selection processes that favor
the incumbent.3 Thus, there is a high
degree of continuity in the relationship
due to the nature of the buyer's supplier-
selection routines. We expect supplier
trust to emerge under conditions of con-
tinuous repeated exchange (Gulati, 1995)
due to buyer purchasing routines that are
predictable and consistent and which do
not switch (perhaps opportunistically)
business to competitors (Butler, 1991;
Heidi & Miner, 1992). Repeated ex-
change is particularly important in situ-
ations where suppliers have invested in
relation-specific assets. Under these con-

ditions, a buyer's willingness to stay
with the same supplier is likely to be
interpreted by the supplier as a signal of
commitment and trustworthiness. In
contrast, we would expect frequent com-
petitive switching of suppliers to be as-
sociated with low trust because, as Cas-
son (1990:113) argues, the buyer "will
use price comparisons to back up threats
to switch trade away unless it gets a bet-
ter deal." Thus, we expect supplier trust
to be higher when the buyer has a history
of continuous, repeated exchange with
the supplier.

Hypothesis 3: Supplier trust is higher
when the buyer has a track record of
continuous repeated exchange with
the supplier (e.g., the supplier's his-
tory of re-winning the contract at the
model change is high).

BuyerAssistance-givingRoutines. Zucker
(1986:61) argues that "firms make invest-
ments in process-based trust by creating
positive 'reputations'." She further ar-
gues that one method (process) for build-
ing a reputation for trustworthiness is
the offering of assistance or gifts to ex-
change partners. The importance of gift
exchange in creating trust and reciproc-
ity in exchange relationships has long
been argued by a distinguished line of
anthropologists and sociologists (Mali-
nowski, 1932; Mauss, 1967; Gouldner,
1963). Gouldner (1963) suggested that a
norm of reciprocity begins with a start-
ing mechanism, which may take the
form of a gift or other acts of assistance.
These actions are particularly likely to
produce high levels of trust if they are
viewed as routine behavior. For exam-
ple, in the automotive industry, Toyota
and Nissan have long maintained a divi-
sion of internal "consultants" who are
responsible for helping suppliers solve
various technical and managerial prob-
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lems on a regular basis. According to the
suppliers we interviewed, the buyer's
processes for providing regular assis-
tance to suppliers (in many cases help-
ing suppliers fix operational problems)
were likely to influence the degree of
trust in the buyer. The rationale behind
the trust-creating value of assistance-giv-
ing routines is that an auto maker's offer
of "free" assistance serves as a signal of
goodwill and commitment because it
suggests that the automaker is genuinely
concerned with the well being of the
supplier. Also, the assistance may be
viewed as a signal that the giving party
does not have opportunistic intent (is the
honest "type") and feels benevolently to-
wards the receiving party. Benevolence
is the perception of a positive orientation
of the trustee toward the trustor and has
been hypothesized to be positively asso-
ciated with trust (Larzelere & Huston,
1980; Mayer et al, 1995). When a buyer
routinely offers "free assistance" to a
supplier (i.e. if assistance is not fully
costed), the supplier is likely to interpret
such actions as a manifestation of com-
mitment by the buyer, and may be the
basis for trust (Sako, 1991).

Hypothesis 4: The greater the assis-
tance provided by the buyer to the
supplier, the greater the supplier's
trust in the buyer.

Economic (Hostage-Based) Perspec-
tive. Transactors may also behave in a
trustworthy manner due to "credible
commitments" that they have made with
a trading partner (Klein, 1980; William-
son 1983). Williamson (1993) refers to
this as "calculative trust." For example,
trading partners may make financial or
investment arrangements (stock swaps,
equity participation) that are purpose-
fully designed to align their economic
fortunes. These arrangements are often

referred to as credible commitments or
an exchange of hostages. There is a rela-
tively large literature that suggests that
stock ownership, in particular, aligns
transactors incentives and may get them
to behave in a more trustworthy fashion
(Cusumano, 1985; Gerlach, 1992; Pisano,
1989; Dyer & Ouchi, 1993; Bolten et al,
1994). Some may argue that this does not
really produce trust, as we have defined
it, because trust involves goodwill and
the complete suspension of "calcula-
tion." Indeed, with calculative trust, ex-
change partners behave in a trustworthy
behavior because they have created con-
ditions that make it in their economic
interest to do so. However, stock owner-
ship may produce trustworthy behavior
that, over time, results in higher levels of
trust of the non-calculative sort. In many
instances, the stock tie acts as a symbol
of the relationship, thereby encouraging
individuals to develop a trust orientation
towards the partner organization (Gerlach,
1987). Shared equity may create condi-
tions for informal trust to develop.4 Thus,
partial equity ownership may build trust
by both aligning the trading partners' in-
centives and creating conditions for in-
formal trust to develop.

Hypothesis 5: The greater the buyer's
ownership of supplier stock, the higher
the level of supplier trust in the buyer.

RESEARCHMETHODS

Research Setting
We chose to study supplier-automaker

relations in Japan, Korea, and the United
States for a number of reasons. First, the
automotive industry is a large and im-
portant industry in each country and, as
previously mentioned, is an industry
where trust is likely to be important.
Studying supplier-buyer relationships in
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the same industry across different insti-
tutional environments allows for some
control of extraneous variation. Second,
studying supplier trust in a cross-na-
tional setting allows us to test the extent
to which our findings are robust across
national settings. We chose Japan be-
cause it has been described as a high
trust environment where interfirm trust
is a key factor that facilitates exchange
and creates competitive advantages for
Japanese firms (Dore, 1983; Sako, 1991;
Casson, 1990; Hill, 1995). In contrast, the
United States has often been character-
ized as a low trust environment relative
to Japan (Dore, 1983; Casson, 1990;
Shane, 1994), though recently Fukuyama
(1995) has questioned that view. He ar-
gues that the U.S. is actually a high trust
environment (at least compared to other
economically less developed countries).
Our data allow us to examine whether
levels of trust are reported as the same or
different, and whether the determinants
of trust are the same, or different, in both
the U.S. and Japan. Finally, Korea was
added because Korea's culture is similar
to Japan's, and yet the management prac-
tices have been influenced by U.S. firms
(Dubinsky et al, 1994; Hamilton & Big-
gart, 1988). This is particularly true in
the auto industry where long-standing
partner relationships have been formed
between Daewoo and General Motors
(GM owned 50 percent of Daewoo until
1994) and Kia and Ford. We were inter-
ested to see whether interfirm trust lev-
els in Korea were similar to Japan's (per-
haps due to cultural similarities) or sim-
ilar to the U.S. (perhaps due to similar
management practices). In summary, by
examining supplier-buyer relationships
in three countries, we can determine
which factors influence supplier trust
across all countries, as well as which are
country-specific.

Sample and Data Collection

The sample consisted of three U.S.
(General Motors, Ford, Chrysler), two
Japanese (Toyota, Nissan), and three Ko-
rean (Hyundai, Daewoo, Kia) automakers
and a sample of their suppliers. The au-
thors visited each company's purchasing
department and asked the department
manager to select a representative sam-
ple of suppliers which included both
partners (i.e. keiretsu/chaebol suppliers)
and non-partner (i.e. independent) sup-
pliers. We interviewed 30 purchasing
managers at the eight automakers' pur-
chasing departments to obtain feedback
on the appropriateness, completeness,
and clarity of the questionnaire, and to
gain a better understanding of the issues
arising in automaker-supplier relations.

We also interviewed sales and engi-
neering vice-presidents at 70 suppliers
(30 U.S., 20 Japanese, 20 Korean), during
which the survey was developed and
pretested. The survey was translated into
Japanese and Korean by a team of 2 Ko-
rean and 3 Japanese Ph.D and MBA stu-
dents, some of whom had worked in the
automotive industry. To ensure an accu-
rate translation, the Japanese survey was
backtranslated by a Japanese MBA stu-
dent (a Nissan employee) and the Korean
survey by the second author. The inter-
views with supplier executives helped
us to gain a better understanding of the
industry and the nature of the supplier-
automaker relationship. To minimize
key-informant bias and follow the gen-
eral recommendation to use the most
knowledgeable informant (Kumar et al,
1993), we asked the purchasing manag-
ers at each automaker to identify the sup-
plier executive who was most responsi-
ble for managing the day-to-day relation-
ship. This person was typically the
supplier's sales vice-president, sales ac-
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count manager, or in some cases, the
president. The final survey was then sent
to the key supplier informant identified
by the automaker.

One may question whether a single
informant has sufficient knowledge and
ability to assess the trust orientation of
individuals at multiple levels between
his/her supplier organizationand the au-
tomaker. Although responses from mul-
tiple informants would have been pre-
ferred (with a cost of a smaller sample),
we believe that our informantswere well
positioned to make this assessment for
the following reasons. First, key infor-
mants had been employed at their re-
spective organizations for an average of
16 years and thus had a long history of
workingwith the automaker.These indi-
viduals had primary responsibility for
managing the day-to-day relationship
with the customer and were well aware
of the variety of interactions between
their, and their customer's, employees.
Further, in approximately 15 of our in-
person interviews with suppliers, the
key informants brought 2-3 other top
supplier executivles to the interview
(e.g., vice president of engineering, key
sales representatives) who had previ-
ously filled out our questionnaire sepa-
ratelyfromthe key informant.Duringthe
interview, the group of supplier execu-
tives would look at each other's answers
and come to a consensus on the "group"
answer (we were able to see their indi-
vidual responses). The degree of similar-
ity in their responses was remarkable;
rarely did the responses vary more than
one point on a seven point Likertscale.
In the few cases where there was some
discussion, the key informant typically
brought more information to the discus-
sion than the other members. Conse-
quently, we believe the key informant
responses to reliably represent the re-

sponses we would have received had we
surveyed multiple indi'viduals at the
supplier.

Usable responses were obtained from
135 U.S. (66% response rate), 101 Japa-
nese (68%response rate)and 217 Korean
(55% response rate) suppliers. The data
collection was done between 1992 and
1994. The U.S. and Japanese data were
collected in 1993, reflecting data for
1992, and the Koreandatawere collected
in 1994, reflecting data for 1993. We do
not believe this will bias the results since
our analysis focuses on rather stable
measures (i.e. length of relationship,
stock ownership, trust) which Korean
suppliers indicated had not changed in
any significant ways since 1992.

Operational Measures
Recall that the survey was adminis-

tered to the suppliers. Therefore, the
measures reflect the perceptions of sup-
pliers regardingthe supplier-automaker
relationship. However, during our inter-
views with the purchasing managers of
the automakerswe discovered that both
the supplier and automakerperceptions
regarding the relationship were very
similar in specific cases we discussed.
There were no instances where the per-
ceptions of suppliers and automakers
were dramatically different. Our anec-
dotal findings are similar to those of
Anderson and Narus (1990) who found
that suppliers' and buyers' perceptions
of levels of trust were quite consistent.

Trust. Consistent with previous stud-
ies we operationalized trust using multi-
ple scale items designed to measure the
extent to which the supplier trusted the
automaker not to behave opportunisti-
cally (Anderson & Narus, 1990; Heide
& John, 1988; Zaheer & Venkatraman,
1995). Trust (TRUST)was operational-
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ized as the sum of the following submea-
sures.

1. The extent to which the supplier
trusts the manufacturerto treat the sup-
plier fairly.
2. The extent to which the automaker
has a reputation for trustworthiness (fol-
lowing through on promises and com-
mitments) in the general supplier com-
munity.
3. If given the chance, the extent to
which the supplier perceives thatthe au-
tomakerwill takeunfairadvantageof the
supplier (reverse scored).

Our trust construct includes key ele-
ments of our definition of trust, includ-
ing fairness, reliability, and goodwill (a
willingness to forego opportunistic be-
havior even when the chance is avail-
able).Eachscale item was measuredon a
7-point Likert scale (1 = Not at all, 7 =
To a very great extent). The Chronbach
alpha for this construct was .84, indicat-
ing high reliability.

Lengthof the Relationship. This mea-
sure (LENGTH)was operationalized as
the number of years since the supplier
first began selling products to the auto-
maker. This measure represents the
length of the business relationship with
the assumption that the longer the busi-
ness relationship, the longer the oppor-
tunity for individuals at the supplier and
buyer to develop "concretepersonal re-
lations" through social interaction.

Face-to-faceCommunication.This mea-
sure is operationalized as the annual
"man-days"that the supplier-automaker
spent in face-to-face contact during the
past year. This measure (FACE)includes
face-to-face contact between supplier
sales and engineering personnel and au-
tomaker purchasing and engineering
personnel. Days of contact was calcu-

lated by having the key informantsiden-
tify the number of sales people that
worked directly with the particular au-
tomaker. Then, s/he indicated the aver-
age number of days per week that the
typical salesperson would spend having
a face-to-face meeting with automaker
personnel. Key informants provided the
same information for engineers. Thus,
the measureconsists of face-to-facecom-
munication that occurs between sales
and purchasing employees, as well as
between engineers from the two respec-
tive organizations.We acknowledge that
this is a measure of interfirmcommuni-
cation, not social communication be-
tween individuals at the supplier and
automakerin a social setting. However,
we would arguethatthis communication
takes place between individuals and that
"concrete personal relationships" be-
tween individuals develop largely as a
result of these communications. Social
interactionoutside of work is likely to be
highly correlatedwith face-to-faceinter-
action in a work setting. As one supplier
executive noted, "Whenyou workclosely
with somebody, you get to know them.
You're more likely to strike up a friend-
ship and get togetherfora beeroutside of
work." In summary, the assumption be-
hind this measure is that as the number
of days of face-to-facecontact increases,
personal relationships aremore likely to
develop-which in turn should result in
higher levels of trust.

Continuityof the Relationship. Conti-
nuity of relationship (CONTINUITY)
was operationalized as the percentageof
time the supplier's business had been
renewed when there was a model
change. In the automotive industry, the
model change is a naturaltime forbuyers
to re-evaluate suppliers and make a
change if deemed appropriate.Suppliers
who have a history of "re-winning"the
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business at the model change would be
expected to have greater continuity in
their relationship with the automakers
when compared with suppliers with a
low "re-win"percentage. This is reflec-
tive of the supplier-selection processes
used by the buyer. Buyers that employ
competitive bidding routines will likely
have suppliers that experience a lower
re-win percentage, and thus lower conti-
nuity in the relationship.

Automaker Assistance to the Sup-
plier. Ourinterviews with suppliers and
automakers prompted us to classify as-
sistance (ASSISTANCE)into three types:
assistance with the supplier's product
quality, assistance with cost cutting ef-
forts, and assistance with inventory
management. The degree of assistance
offeredby the automakerto the supplier
was measured through three items:

1. The extent to which the automaker
provides assistance to help the supplier
improve product quality.
2. The extent to which the automaker
provides assistance to help the supplier
reduce manufacturingcosts.
3. The extent to which the automaker
provides assistance to help the supplier
improveinventorymanagement/delivery.

A 7-point Likertscale was used to indi-
cate the degreeto which the supplier felt
that these three types of assistance were
provided by the automakeron a regular
basis. The total amount of assistance was
the sum of the three respective sub-mea-
sures. The Chronbach alpha for the
buyer assistance construct was .79.

Stock Ownership. We used the percent
of supplier stock owned by the auto-
maker as our measure of an economic-
based hostage. Since suppliers are typi-
cally more at risk than automakers,sup-
pliers arethe ones that requirea credible

commitment, which may come in the
form of stock ownership by the auto-
maker.

The Model/Data Analysis
The model that was estimated is

shown in Figure 1. We estimated this
model for the pooled sample as well as
by country. The following linear OLS
regressionmodel was run in orderto test
the hypotheses:

Model: TRUST = a + b1 LENGTH
+ b2 FACE + b3 CONTINUITY+b4
ASSISTANCE+ b5 STOCK

A linear regression model was used be-
cause there was no reason to assume a
non-linear relationship among the vari-
ables. The use of a linear model was later
justified by an examination of the resid-
ual distribution, which was homoske-
dastic and indicated no problems with
serial correlation. We also analyzed the
datausing a Tobitmodel due to concerns
that the dependent variable (which in
this case is bounded between 3-21) may
violate the basic assumptions of ordinary
least squares (OLS)and, therefore, OLS
may be a biased estimator (Maddala,
1983; Greene,1993). However, we found
that results were unchanged so we only
report the results from the OLS regres-
sion analysis.

We acknowledge that the direction of
causality between trust and the indepen-
dent variables LENGTHand FACE is
open to debate. For example, one can
argue that high trust leads to long term,
continuous relationships and face-to-
face contact ratherthan vice versa. This
is a common problem with empirical
studies on trust. We have offered theo-
retical arguments which explain why
these particular independent variables
may lead to high trust. However, we
would expect some degree of reciprocal
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causality with these variables-in effect,
a circle of mutual causality where the
independent variables both influence,
and are influenced by, trust.

RESULTS

Overview
The simple descriptive statistics

shown in Table 1 indicate that supplier
trust is significantly higher in Japanthan
in Koreaor the United States.The length
of the supplier-automaker relationship
was highest in Japan (41.4 years), fol-
lowed by the U.S. (32.6 years) and Korea
(12.4 years).We would expect this result
given the long history of the automobile
industry in the two former countries
comparedto that of Koreawhere the in-
dustry is less than 30 years old. Ourdata
also indicate that there is more face-to-
face communication between suppliers
and automakersin Japanthan in the U.S.
or Korea.We conjecturethat face-to-face
contact among Japanese automotive
transactors may be facilitated by the
physical proximity of suppliers and au-
tomakers in Japan.5 These descriptive
datasuggest thatJapanesesupplier-auto-
makerrelationships are characterizedby
embedded ties to a much greaterextent
than U.S. or Koreansupplier-automaker
relationships.

We find similar country variance in
the process-based independent vari-
ables. There is much greatercontinuity
in the supplier-automaker relationship
in Japanthan in the U.S. or Korea.Japa-
nese suppliers re-win the "contract"over
91 percent of the time (with very little
variance) at a model change whereas
U.S. and Korean suppliers re-win the
contract 71 and 77 percent of the time
respectively (with much greater vari-
ance). These findings areconsistent with
previous studies which have shown that

Japaneseautomakersdo not switch sup-
pliers nearly as often as do U.S. auto-
makers (Helper, 1991; Dyer & Ouchi,
1993). Automakerassistance to suppliers
is highest in Koreaand Japan,with U.S.
automakersofferingsignificantly less as-
sistance to suppliers. The high degree of
automakerassistance in the Koreansam-
ple may reflect a lack of technological
capability on the partof Koreanautomo-
bile suppliers, who still need large
amounts of assistance from the auto-
maker in order to meet the automakers'
minimum quality standards.The degree
of assistance in Japanis high, despite the
strong capability of Japanese suppliers.
In the U.S., the degree of assistance is
still ratherlow, presumablybecause U.S.
automakersand their suppliers have tra-
ditionally maintained arms-length rela-
tionships and automakershave not de-
veloped assistance-givingprocesses.6Fi-
nally, Japanese automakers are most
likely to hold minority stock ownership
positions in suppliers. Koreanautomak-
ers rarely held stock in suppliers and
U.S. automakers did not own stock in
any of the suppliers in the sample.

Table 2 presents the pooled sample
correlationmatrixforthe dependent and
independent variables. We were con-
cerned that there might be interaction
effects(multicollinearityproblems)among
the independentvariables-that we would
simultaneously see embedded ties de-
velop in situations where there were par-
ticular processes in place for selecting
and assisting suppliers and where there
were economic ties (e.g., stock owner-
ship) between firms.However,the pooled
sample correlation matrix (see Table 2)
showsreasonablyhighcorrelationsbetween
LENGTHand TRUST,CONTINUITYand
TRUST, and ASSISTANCEand TRUST
but not particularly high correlations
among the independent variables. An
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TABLE1

DESCRIPNIVESTATISTICS:POOLEDSAMPLEANDBYCOUNTmRY

Variables Pooled U.S. Japan Korea Sig. Diff.

(n = 453) (n = 135) (n = 101) (n = 217)
Trust 14.11 13.63 16.37 13.35
Length 21.61 32.56 41.4 12.44
Face 2042.56 1245.01 4989.54 1413.41
Continuity 0.78 0.71 0.91 0.77
Assistance 9.83 7.39 10.15 10.51
Stock 0.04 0.00 0.11 0.03

Note: 1. The last column indicates whether the country means are significantly different
fromeach other (F-test).
***Country samples are significantly different at a = 0.01.

examination of Table 2 indicates that
there areno substantialmulticollinearity
problems: all of the 10 pairwise correla-
tions between the independent variables
are less than 0.33, with only one corre-
lation being greater than 0.30. While
there may be strong interactive.effects
among these three perspectives, there
need not necessarily be strong interac-
tive effects. Embedded ties can exist be-
tween two firms without economic ties
and particularprocesses can be in place
to select and assist suppliers without
necessarily requiringthat embedded ties
develop between the two firms. Al-
though there is some correlation in the

expected direction among the indepen-
dent variables, the low correlations sug-
gest that it is possible to separate these
perspectives and their effects.

The regression results for the pooled
sample and for each country are pre-
sented in Table 3. The results show that
our model was reasonably effective at
predicting supplier trust as demon-
stratedby an adjusted R2of 0.259 which
was significant at the p < .001 level.

Three of the five variables in our
model were found to have a significant
positive effect (p < .001 level) on sup-
plier trust in the pooled sample, includ-
ing one embeddedness variable (length

TABLE 2

CORRELATION MATRIX

Variables 1 2 3 4 5 6

TRUST 1.000
LENGTH .27 1.000
FACE .14 .19 1.000
CONTINUITY .40 .15 .05 1.000
ASSISTANCE .30 -.10 .11 .16 1.000
STOCK .01 .07 .16 .01 .03 1.000
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TABLE3
RESULTS:POOLEDSAMPLEANDBYCOUNTRY

Variables Expected Sign Pooled Sample U.S. Japan Korea

H1: Length -*Trust + .24*** -0.02 0.25*** -0.10
(0.04) (0.08) (0.10) (0.06)

H2: Face -+ Trust + .05 -0.09 0.08 -0.02

(0.04) (0.08) (0.10) (0.06)
H3: Continuity -Trust + .32*** 0.53*** 0.05 0.21***

(0.04) (0.08) (0.10) (0.06)
H4: Assistance Trust + .27*** 0.04 0.34*** 0.35***

(0.04) (0.08) (0.10) (0.06)
H5: Stock -* Trust + -0.02 0.04 -0.02 -0.07

(0.04) (0.07) (0.10) (0.06)
R-Square: .27 .26 .12 .20
Adj. R-Square .26 .23 .08 .18
F Value 32.2*** 9.1*** 3.7** 10.7***

***Significant at p < .01.

**Significantat p < .05.

of relationship) and both process vari-
ables (continuity of relationship, auto-
maker assistance to the supplier). The
relationship between stock ownership
and trustwas positive in the pooled sam-
ple but only because of high stock own-
ership in Japan,a high trust sub-sample.
In fact, we were surprised to find that
there was a negative relationship be-
tween stock ownership and trust in both
Japanand Korea.Total face-to-facecom-
munication was not useful as a predictor
of supplier trust.

In summary,fromTable 3 we may con-
clude the following:

Lengthof the supplier-automakerrela-
tionship had a significant positive effect
on supplier trust in the pooled sample,
but the relationship held true only in
Japan. Therefore, Hypothesis 1 is sup-
ported in the pooled sample and Japa-
nese sub-sample.

Face-to-face communication did not
have an effect on trustin the pooled sam-

ple orwithin any of the individual coun-
tries. Therefore,we did not find support
for Hypothesis 2, which proposed a pos-
itive relationship between face-to-face
contact and trust.7

Continuity in the supplier-automaker
relationship (i.e., history of re-winning
the contract) had a significant positive
effect on supplier trust in the pooled
sample and in the U.S. and Korea.Thus,
Hypothesis 3 is supported.

Automaker assistance to the supplier
is positively associated with supplier
trust in the pooled sample as well as
Japan and Korea. This relationship did
not hold in the U.S where U.S. automak-
ers have historically not offered much
assistance. Thus, Hypothesis 4 is sup-
ported.

Stock ownership did not have a signif-
icant relationship with trust in the
pooled sample or within any of the indi-
vidual countries. Thus, we did not find
support for Hypothesis 5.
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Individual CountryResults
An importantreason for doing this re-

searchwith samples fromdifferentcoun-
tries was to examine how the determi-
nants of trust may differ across coun-
tries. As previously mentioned, some
researchsuggests thattrustbetween trad-
ing partnerswill vary not only with the
attributes of the transaction, but may
also vary due to differences in societal
culture, politics, networks, and business
norms in the institutional environment
in which the transactions are embedded
(Granovetter,1985; Hill, 1995). Conse-
quently, a brief discussion of the coun-
try-specific differences in our results is
warranted.

Japan. Supplier trust was universally
high in Japan and there was very low
variance on the trustmeasures as well as
many of the independent variables (See
Table 1). These findings offer empirical
support for Dore's (1983) observation
that "moralized trading relationships of
mutual goodwill" generally pervadeJap-
anese transaction relationships. Of the
variables in our model, the most impor-
tant determinant of supplier trust in Ja-
pan was assistance from the automaker
to supplier. Length of relationship fol-
lowed assistance as the second most im-
portantexplanatoryvariable in the Japa-
nese sample. Interestingly, continuity of
relationship was a less important ex-
planatoryvariablein Japanthan in Korea
or the U.S. It is worth noting, however,
that the "re-win"percentagewas univer-
sally very high in Japan with very low
variance. Thus, it was not as useful at
predicting supplier trust. However, this
does not necessarily mean that it was not
importantin developing trust,but rather
that it was simply not as useful in dis-
criminating between higher and lower
levels of supplier trust. Finally, we were

surprised to find that stock ownership
had a negative, though not significant,
effect on trust in the Japanesesample. In
Japan, stock ownership has been de-
scribed as an important symbol of a re-
lationship (Gerlach,1992). One interpre-
tation of this finding is that stock own-
ership has continued for such a long
time in Japanthat it has lost its signifi-
cance as a governance mechanism and
thus doesn't affect "trust"anymore. An-
other interpretationis that stock owner-
ship is simply a substitute fortrustand is
not an importantdeterminantof supplier
trust in Japanese supplier-automakerre-
lations. Lincoln et al (1992:4) have ar-
gued that in Japan firms "purchase
shares in suppliers to increase their con-
trol over pricing and production" and
that they dispatch personnel to monitor
their investment. Although these prac-
tices may result in cooperative interfirm
behavior, they do not necessarily result
in high trust as we have defined trust in
this study. The fact that we do not find
that high trust is correlated with stock
ties suggests that stock ties are not the
key to explaining high levels of interfirm
trust in Japan.

Korea. We were somewhat surprised
to find that trust levels in Korea were
much lower thanJapanand even slightly
lower than trust levels in the United
States. This was surprising because Ko-
rean culture is more similar to Japanese
culture and because previous research
suggests that Koreansuppliers and auto-
makers have an exclusive relationship
with 72 percent of all suppliers supply-
ing to only one automaker (Oh, 1995).
One plausible reason for this finding is
the Korean government's policy of nur-
turing large conglomerates (chaebols)
and its failure to set up laws and regula-
tions to protect small-to-medium sized
businesses in their dealings with the
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powerful chaebols. As a result, many
small businesses have been at a relative
disadvantage in trading with the
chaebols which have been in a position
to dictate the terms of trading agree-
ments and the relationship in general.
During our interviews, Korean supplier
executives confirmed that they are in a
very weak relative bargaining position
and are essentially forcedto be loyal to a
single customer. Thus, this may explain
the lower levels of supplier trust in Ko-
rea. Like Japan, the most important
determinant of trust in Koreawas assis-
tance from the automaker to the sup-
plier. Continuity of relationship fol-
lowed assistance as the second most sig-
nificant explanatory variable in the
Koreansample. Thus, the production of
trustseemed to be process-based.Re-win
rates, and trust, were generally lower in
Koreathan Japan,with greatervariance
on both variables. Lengthof relationship
and face-to-face contact were unimpor-
tant as predictors of trust in Korea.Inter-
estingly, stock ownership had a negative
(though not significant) relationship in
the Koreansample. Consistent with Lin-
coln et al (1992), some Koreansuppliers
indicated that they thought the auto-
maker used their stock ownership posi-
tion to exert control over the supplier.
Overall, our findings suggest that stock
ownership is not a determinant of trust
and perhaps is more appropriately
viewed as a substitute for trust.

United States. In the United States,
continuity of relationship was the only
variable significantly correlated with
trust. The relationship between auto-
makerassistance and trust was positive,
but not significant. One plausible expla-
nation for the lack of significance (of-
fered by suppliers we interviewed) is
that U.S. automakershave only recently
been offering assistance to suppliers. As

U.S. automakersprovide increased assis-
tance to suppliers, supplier trust may
increase. Interestingly, the relationship
between face-to-face contact and trust
was slightly negative in the U.S. sample.
Some U.S. suppliers claimed that they
spent a considerable amount of their
face-to-face interaction time with U.S.
automakers on unproductive activities,
such as negotiatingcontractsand assign-
ing blame for problems. Thus, quantity
of face-to-facecontact appearsto be less
importantto developing trust than qual-
ity of communication(Roberts&O'Reilly,
1974; Sako, 1992). U.S. suppliers also
offered a possible explanation for the
lack of a relationship between length of
relationship and trust. Many suppliers
claimed that length of relationship did
not have a bearingon trust.Indeed, some
suppliers suggested that the longer they
had workedwith a particularautomaker,
the more time they had to learn that the
automaker was not to be trusted. In-
creases in time and experience with a
particular partner may only mean that
one can better trust one's own judge-
ments about a partner's attributes and
behaviors-and this knowledge may in-
dicate that the other party is not trust-
worthy. Thus, the impact of duration
and intensity of interactions between
transactorson developing trust between
them is likely to be moderated by the
attributesof the partners,orwhat Zucker
(1986) called "characteristic-basedtrust."
Homogeneity of attributesand character-
istics between partners may lead to so-
cial knowledge which may allow parties
to better understand and predict others'
patterns of behavior, thereby leading to
trust. However, interfirm diversity and
differences on key attributesmay result
in social knowledge that lowers trust
(Parkhe,1991).
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DISCUSSION

As reported in Table 1, we found sig-
nificant differences in levels of supplier
trust by country. We also found signifi-
cant country effects which suggests that
the institutional/country environment
plays an important role in influencing
inter-firmtrust. The differences in levels
of trust across countries raises an impor-
tant issue, notably, how importantis the
institutional environment in allowing
for, or fostering, interfirm trust? One
view is that the institutional environ-
ment is critical for the development of
trust between supplier and buyer. Ac-
cordingto this view, trustis a by-product
of norms, embedded in social networks,
and rarely brought about through pur-
poseful action (Granovetter, 1985; See
Sabel, 1993 fora discussion). If true,Jap-
anese transactorsshould only be able to
develop high levels of trust with other
Japanese transactors embedded within
the same social and economic network.
A process-based perspective would sug-
gest, however, that the ability to create
trusting supplier relations is a function
of the processes and routines employed
by firms (perhapsfostered by a support-
ive institutional environment) that is
transferableacross national and cultural
boundaries.

To test whether or not trusting sup-
plier relations can be purposefully cre-
ated across national boundaries, we sur-
veyed a sample of U.S. suppliers who
worked with both U.S. automakers and
Japanese "transplants" in the United
States.8By surveying U.S. suppliers sell-
ing the same component to both U.S. and
Japanese automakerswithin the United
States, we are able to control for cultural
and component (technical) differences
that might influence interfirmtrust. The
sample consisted of only U.S. suppliers

with at least three years experience and
five percent of their total sales to Japa-
nese automakers. This was done to ex-
clude U.S. suppliers without significant
experience working with Japanese auto-
makers. These 20 suppliers were ran-
domly selected from the U.S. supplier
sample.9 These suppliers were then in-
terviewed and surveyed regarding their
relationship with both U.S. and Japanese
automakers.

Table 4 provides a summary of the
sample means (for the sample of U.S.
suppliers selling to both Japanese and
U.S. automakers) for a number of the
independent and dependent (trust)vari-
ables used in this study. The results in-
dicate that Japanese automakers have
developed significantly higher levels of
trust with U.S. suppliers than U.S. auto-
makers.10These data suggest that trust
can be developed relatively quickly and
perhaps consciously and intentionally.1"

The question of how Japanese auto-
makers were able to quickly develop
trusting relationships with U.S. suppli-
ers is an importantone. An examination
of these results in light of ourhypotheses
provides further insights into the deter-
minants of supplier trust. First, we
should note that stock ownership was
not a factor in these relationships and
thus we can rule out stock ownership as
a determinant of trust in these relation-
ships. Second, U.S. suppliers' relation-
ships with Japanese automakers were
only of short duration, 6 years versus 22
years with U.S. automakers. Clearly a
long-termrelationship is not a prerequi-
site forhigh trust.With regardto face-to-
face contact, the sample engaged in 1475
man-days of face-to-face contact with
Japanese automakers versus 1657 man
days with U.S. automakers.On an abso-
lute basis there are no significant differ-
ences.12 Further, these exchanges are
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TABLE4
SURVEYOF U.S. SUPPLERS SELLINGTO BoTH U.S.

AND JAPANESEAUrOMAKERS

U.S. Supplier/ U.S.
U.S. Automaker Supplier/Japanese

N = 20 Automaker N = 20

Trust
The extent to which the supplier trusts

the automakerto treatsupplier fairly* 4.1 5.7***
If given the chance, automakermight

try to take unfair advantageof supplier* 4.0 1.7***
The extent to which the automaker

might try to take unfair advantageof
supplier* 4.0 5.6

Length
Lengthof relationship 22 years 6 years***

Continuity
Percent of time the supplier re-wins the

business at a model change .77 1.00**
Face

Annual man days of face-to-facecontact 1654 1475
Assistance

Extent of cost reduction assistance* 1.7 4.1***
Extent of quality improvementassistance* 2.5 4.5***
Extent of delivery/inventory management

assistance* 1.5 2.9***

*Answers are on a 1-7 LikertScale: 1 = Not at all; 4 = To some extent; 7 = To a very great
extent.

**In each of five cases where the model changed, suppliers re-won the business forthe next
model.

***Tests of group differences are one-tailed t-tests assuming unequal variances;p < .01
level.

conducted in the United States, an insti-
tutional environment that was not found
to produce high trust in ways similar to
the Japaneseinstitutional environment."3
These findings suggestthathigh supplier
trust can exist without embedded ties
and without the support of community
or society-wide norms.

Given the short-termnatureof the rela-
tionships, therewas not enoughhistoryto
accuratelyassessthe "re-win"ratesof U.S.
supplierswith Japaneseautomakers.How-
ever, in five cases where suppliers were

faced with a model change, suppliers re-
ported re-winning the business in each
case. Moreover,our interviews with U.S.
suppliersrevealedthat they believed that
theywould re-wintheirbusinesswith Jap-
anese customersbecause:(1)Japaneseau-
tomakershad told them that they would
re-win the business if they performed
well, and (2) Japaneseautomakershad a
reputationfor not switching suppliers at
the model change.Thus,suppliershadthe
expectationof a high degreeof continuity
in the relationship.
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The variable that seemed to be partic-
ularly critical to the Japanese automak-
ers' ability to develop trusting relation-
ships with U.S. suppliers was offering
assistance. U.S. suppliers indicated that,
compared to U.S. automakers, they re-
ceived more assistance from Japanese
automakersin reducing costs, increasing
quality, and improving delivery. Some
U.S. suppliers indicated that they re-
ceived more help from the Japanese au-
tomaker than they felt they deserved
given their short termrelationship. They
were surprised at the willingness of the
Japaneseautomakerto send consultants,
free of charge,to help them improve. As,
Tom Luyster, V.P. of Planning for Sum-
mit Polymers, a supplier of plastic inte-
rior parts, stated,

I couldn't believe it but Toyota sent
approximately 3-4 consultants every
day for a period of 3-4 months as we
attempted to implement Toyota Pro-
duction System concepts in a new
plant. They gave us a valuable gift [the
Toyota Production System]. Naturally
we feel indebted towards Toyota and
view them as a special customer;they
sincerely want to help us improve (In-
terview, November 19, 1996).

This type of helping behavioron the part
of Japaneseautomakersseemed to be the
catalystfor creating,in Gouldner's(1963)
terminology,"anormof reciprocalobliga-
tion."9

Ourinterviews with U.S. suppliers re-
vealed another important factor not ex-
plicitly captured in our model but re-
lated to the ideas of relationship/process
continuity and embeddedness. U.S. sup-
pliers indicated that one reason they did
not trust U.S. automakers was because
U.S. automakerswere perceived as con-
stantly changing management, person-

nel, and policies. One supplier executive
described the "problem"as follows:

We cannot trust U.S. automakers as
much as Japaneseautomakersbecause
whenever they bring in new manage-
ment, we get a whole new set of pro-
curementrules and policies. The rules
of the game are constantly changing.
With Japanese companies we don't
seem to have the same problems be-
cause their policies and personnel are
consistent and stable (Interview, Sep-
tember 12, 1992).

The predictable consequence of frequent
changes in purchasing management and
policies is that suppliers realize that im-
plicit, and even explicit, promises made
by the automakermay be broken when
new management arrives.

Supplier executives indicated that the
deleterious effect of personnel changes
on interorganizational trust occurs not
only at the management level, but at the
buyer level as well. As one supplier ex-
ecutive put it,

It's not that I don't trust the person
sitting across from me at [the U.S.
automaker]. In fact, I may feel more
comfortable with him than his Japa-
nese counterpartat Toyota. I may trust
him completely. But what I don't trust
is that he will be sitting there a year
from now. U.S. automakers are con-
stantly rotating their people through
purchasing (Interview, September 11,
1992).

U.S. suppliers claimed that Japaneseau-
tomakers were more trustworthy than
U.S. automakersdue to their lifetime em-
ployment and "promotion from within"
policies which foster stability in person-
nel and policies. To test these assertions
we examined employee tenure in two
Japanese and two U.S. automakers. We
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surveyed 100 U.S. employees and 100
Japaneseemployees to determinethe av-
erage tenure of employment of purchas-
ing and engineering employees. We
found that employees at the Japaneseau-
tomakers had been with their employer
for an average of 16.2 years, while U.S.
automakeremployees had only been at
their company for 8.8 years. Helper and
Sako (1994) found similar results among
472 executives of Japanesesuppliers and
671 executives at U.S. suppliers; Japa-
nese supplier executives had been with
their companies an average of 22 years,
while U.S. executives had only been
with their companies for 11 years. These
data suggest significantly greater em-
ployment stability at the Japanesefirms,
both automakers and suppliers. Greater
employment stability may lead to higher
levels of supplier trust due to: (1) greater
confidence that inter-organizationalpro-
cesses will not change, and (2) embed-
ded ties that develop between execu-
tives, thereby increasing the efficacy of
social sanctions to deter opportunistic
behavior. This may explain why we
found embeddedness (length of relation-
ship) to have a significant relationship
with trust in the Japanese sample, but
not in the U.S. Indeed, these results are
consistent with Casson's (1990:109) ar-
gument that there is an inverse relation-
ship between social mobility and trust
between economic actors in a society.

In summary, the ability of Japanese
automakersto build high levels of trust
with suppliers in the United States sug-
gests that the institutional environment
may be less important than firm-level
practices in influencing trust. An exam-
ination of the specific practices em-
ployed by the most trustworthy(i.e. Jap-
anese) automakerssuggests that they are
effective at building supplier trust be-
cause they have created inter-organiza-

tional routines that serve as credible sig-
nals of long term commitment to suppli-
ers. In particular,their assistance-giving
routines (which signal a commitment to
an ongoing relationship) and their sup-
plier-selection routines (which promote
continuity in the relationship) provide
credible assurances to suppliers that the
buyer is committed to the exchange rela-
tionship. These findings suggest that
supplier trust may be based largely on
trustworthybehavior that is institution-
alized within the buyingfirms'processes
and routines.

We should note, however, that these
findings come from a sample of very
large companies (suppliers of roughly
$400 million in sales, automakerswith at
least $5.0 billion in sales). Some previ-
ous studies, such as Uzzi (1997) and Lar-
son (1992) have found support for the
embeddedness (relationship-based)per-
spective in the United States. However,
these studies were of much smaller firms
(the averagefirmin Uzzi's study had less
than 50 employees) and therefore we
might expect personal ties to be much
more important. We also acknowledge
that these findings are based largely on
our qualitative data from a relatively
small sample of U.S. suppliers selling to
both U.S. and Japaneseautomakers.Fur-
ther research might rigorously test our
observations and examine the question
of inter-personal versus interorganiza-
tional trust in greaterdetail. We do not
mean to suggest that individuals are un-
important in the creation of interorgani-
zational trust. Indeed, suppliers are
much more likely to believe that the in-
terorganizational routines are credible
signals of commitment when they have
confidence in the stability of intra-orga-
nizational routines-notably the stabil-
ity of personnel. But we would argue
that embedded ties will likely be less
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instrumental in building trust-based re-
lationships between large organizations,
in cross-borderalliances orpartnerships,
or in organizations or institutional envi-
ronments where there is a high degree
of labor mobility (such as the United
States). Under these conditions it is less
likely that trust will emerge from prior
social ties or an existing social structure
and, therefore, it may be necessary for
trustto be based on processes ratherthan
individuals.

CONCLUSION

Our findings indicate that supplier
trust is highly correlatedwith stable and
consistent buyer processes/routines that
represent credible commitments toward
long term interactions-notably assis-
tance-givingroutines and supplier-selec-
tion routines that promote relationship
continuity. Thus, our findings offer sup-
port forthe process-basedperspective. A
high degree of stability of organizational
personnel at both organizations may be
necessary to produce relationship-based
trust (embedded ties) as evidenced by
the fact that length of relationship was
only a predictor of trust in Japan. We
found no support that trust can be pro-
duced through economic ties/hostages.

Our findings also suggest that the in-
stitutional environment has an impor-
tant influence on the development of in-
terorganizationaltrust. The absolute lev-
els of supplier trust differed by country,
with Japanese supplier-buyer relations
characterizedby relatively high levels of
trust when compared with their Korean
and U.S. counterparts.However, the key
role of the institutional environment
may be one of influencing the develop-
ment of firm-level practices which influ-
ence trust. Indeed, the set of practices
employed by Japanesefirms-which we
found were effective at producing high

levels of supplier trust-are arguablythe
product of a distinctive national culture
and a unique set of evolutionary and his-
torical events (Nishiguchi, 1994). How-
ever, the ability of Japanese automakers
to build high levels of trust with suppli-
ers in the United States suggests that the
institutional environment may be less
important than firm-level practices in
producing supplier-buyer trust.

Finally, we should note that buyers
(i.e. automakers)incur real costs in de-
veloping high trust supplier relations.
These costs come in two forms. First,
buyers must expend resources in provid-
ing assistance to suppliers. In 1995, Nis-
san and Toyota supported largeteams of
morethan 60 internal consultants to pro-
vide assistance to suppliers. Although
Japanese automakers get a "return"on
their investment in the form of more ef-
ficient suppliers, they still must incur
the expense of maintaining a large staff
of qualified individuals to assist suppli-
ers. Furthermore,there is an opportunity
cost associated with maintaining long
term,continuous relationships with sup-
pliers. The cost of maintaining continu-
ity includes the opportunity cost of not
taking advantage of one's suppliers and
the loss of the opportunity to use lower
cost suppliers if they came along. The
fact that building supplier trust imposes
costs on buyers suggests that trust-build-
ing behavior should be carefully consid-
ered with an analysis of both the costs
and benefits.

NoTEs
1. Investments in transaction-specific

assets have been found to enhance inter-
firm coordination and maximize joint
performance (Perry, 1989; Parkhe, 1993;
Dyer, 1996a).

2. This assumes that exchange part-
ners are part of the same social network.
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3. In the language of game theory,
contractrenewal may serve as a signal to
the supplier that the automakeris play-
ing a long-run "cooperative equilibri-
um." The logic for how repeated games
result in more cooperative behavior is
well documented in the game theory lit-
erature (Axelrod, 1984; Fudenberg and
Maskin, 1986).

4. Of course, it is also possible for
stock ownership to be inversely corre-
lated with trust. To the extent that stock
ownership serves as a credible signal of
long-term commitment, it may promote
goodwill trust. However, stock owner-
ship may also be viewed as a substitute
for goodwill trust. We assume a positive
relationship between stock ownership
and trust because in every case in our
sample, the buyerhad owned the suppli-
er's stock for at least 10 years, thereby
providing enough time for informaltrust
to develop.

5. In our sample, the averagedistance
between supplier plants and automaker
plants was 82 miles in Japan,129 miles
in Korea, and 477 miles in the United
States.

6. Ourinterviews with suppliers con-
firmed this presumption. As one sup-
plier executive observed, "if you have a
problem, you'd better fix it yourself be-
cause [U.S.automaker]surewon'thelp.
They just say, 'if you can't fix the prob-
lem, we'll find another supplier who
can."

7. Our face-to-face contact measure
did not takeinto account personnel turn-
over. Two sets of exchange partners
could engagein the same numberof days
of face-to-facecontact, but the quality of
those days of contact could be differentif
one set of trading partners experienced
personnel turnover while the other did
not. We would expect social interactions
and face-to-facecontact to be more effec-

tive at establishing trust when turnover
is low. It is also possible that our face-
to-face contact (embeddedness)measure,
which measured inter-firmcommunica-
tion ratherthan personal social commu-
nication, was not effective at capturing
social interaction outside of a work set-
ting.

8. Koreanautomakerswere excluded
because they did not have plants in the
United States.

9. There was no particularreason for
choosing 20 relationships other than
there were not a largenumber of suppli-
ers that had significant experience work-
ing with both U.S. and Japanese auto-
makers.

10. These findings areconsistent with
those of a marketresearchfirm,Planning
Perspectives Inc., who conducted a sur-
vey of 700 U.S. suppliers for Chrysler
and Ford in 1992. This largesample sur-
vey found that U.S. suppliers had signif-
icantly higher trust in Toyotaand Honda
than they did in the U.S. automakers.

11. There is some debate about
whether or not trust can be purposefully
created in exchange relationships. Sabel
(1993:1134) presents the argument as fol-
lows, "the burden of experience and re-
flection is that trust can be found, but
never created.. .trust is a byproduct of
events which, to the extent they are
planned at all, did not have the creation
of trust as their goal. Seen this way, trust
is one of those states, like drowsiness-
... which cannotbe produced directlyby
willing them, and hence at firstblush are
inaccessible to individual or collective
acts of volition." Our findings suggest
that it may be possible to consciously
and purposefully engage in behaviors
(e.g., employ particular processes) that
create trust in exchange relationships.

12. However, when we adjust for the
volume of transactions (sales) between
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the supplier and automaker,we find that
U.S. suppliers engagein 50 percent more
face-to-face contact (per dollar of sales)
with Japaneseautomakers.

13. By and large, Japanese automak-
ers claimed that they only made a couple
of modifications to their supplier man-
agement practices to suit the U.S. insti-
tutional environment and cultural
norms. First, they claim they are "prob-
ably more patient"with their US suppli-
ers than their Japanese suppliers with
regard to the US suppliers' rate of im-
provement after assistance has been of-
fered. In short, they have lower expecta-
tions of U.S. suppliers and aremorewill-
ing to allow, and expect, mistakes (this is
likely due, in part, to political pressures
they have had to increase "local content"
and use U.S. suppliers). Second, they
have been more willing to write legal
contractswith suppliers at the beginning
of the relationship (these types of more
detailed legal agreementsarenot written
in Japan). They are willing to provide
more written contractualguaranteesif it
makes the supplier more comfortable;
however, over time these more detailed
contracts tend to be replaced with oral
guarantees as the supplier develops a
higher level of trust and comfortin deal-
ing with the Japaneseautomaker.
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