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Abstract

Both Pearce and Molm have conducted research in interpersonal trust. Here we
apply their work to international business by deriving hypotheses from their
work, some compatible, some conflicting. We test them with data from
managers in China, the United States, Hong Kong and Thailand using measures
from the World Bank, World Competitiveness Report, and Transparency
International and managerial interviews. We find support for Pearce’s
arguments on the effects of governmental facilitation on managers’ trust in
their business partners, and for extensions of Molm’s work on reciprocal
exchange to international field settings. For the conflicting hypotheses, results
support Pearce’s arguments that the structural assurances of facilitative
governments lead to higher levels of trust in business associates.
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Introduction

Trust has long been central to the many branches of the social
sciences. This wealth of attention has produced a multitude of
conceptualizations and approaches, with this variety imported into
the multidisciplinary multicultural field of international business.
Frustration with this variety has led to calls for many different
solutions, mostly calls for one approach over others (Barber, 1983;
Zucker, 1986; Hosmer, 1995; Lewicki and Bunker, 1996). However,
Bigley and Pearce (1998) suggest that conformity should matter
only when different approaches to trust address the same problem.
We have discovered one such single problem of trust with
conflicting predictions: the effects of structural assurances on
interpersonal trust. The predictions derived from research based on
laboratory experiments are at odds with the context-focused work
of those conducting comparative international research.

The varied perspectives of international management have
enriched our understanding of the complex dynamics involved
in international work, and have made the field a vibrant one.
However, heretofore differing perspectives rarely have been
brought together. Despite Platt’s (1964) call for more strong
inference research based on conflicting alternative hypotheses, in
international management such tests have rarely been performed.
In this paper, we test alternative hypotheses derived from two
theories: one is a comparatively new model in international



Reciprocal exchange and trust g business associates

Alaka N Rao et al i

management that predicts how differences in
governments affect managerial trust, and the other
is laboratory-based research on trust creation in
interpersonal exchange relationships. The former
proposes that weak, non-supportive governments
provide few structural assurances and so undermine
interpersonal trust. Alternatively, the latter argues
that structural assurances that reduce risks in
transactions have the perverse effect of reducing,
not increasing, interpersonal trust. Here we report,
first, the development of better measures of the key
constructs of government facilitation and recipro-
cal social exchange; second, a more complete test of
key predictions of the governmental-effects model
regarding interpersonal trust; third, an extension of
laboratory work on reciprocal exchange and inter-
personal trust to field settings; and finally, a head-
to-head test of these conflicting predictions.

Facilitative governments
Pearce (2001a, b) proposed a way of conceptualizing
differing governmental effects on managerial beha-
vior and organizations that is briefly described here.
She argued that governments may range from those
that facilitate independent organization to those
that impede independent organization. Facilitating
governments are supportive of organizations, and
provide predictable laws and regulations that
these governments are capable of enforcing, that is,
structural assurances supporting exchanges. Govern-
ments that are relatively less facilitative are less
supportive of organizations, more erratic and weaker.
Building on the work of North (1990), Redding
(1990) and Fligstein (1996), Pearce (2001a) suggests
that non-facilitating governments affect organiza-
tions and the behavior of their participants in
several ways. North (1990) proposed that govern-
ments can reduce unpredictability in economic
exchange by establishing stable structures for
human interaction. As economic exchange
increases in complexity - that is, involving more
numerous exchanges among more specialized indi-
viduals, across greater expanses of space and time —
unpredictability increases. @nWhen economic
exchanges are simple, and involve local trade with
repeated same-party dealings among those who
share a common set of values, informal arrange-
ments such as tradition, religious precepts and
ritual are sufficient to sustain them. Yet, as com-
plexity increases, traditions do not suffice. Fligstein
(1996) summarizes these ideas in a model elabo-
rating the importance of governments in provi-
ding stable and reliable conditions under which
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organizations form, compete, cooperate and
exchange. Further, Fligstein (1996) suggests that
governments can vary in their capacity to inter-
vene. That is, some governments cannot maintain
sufficient control over their own officials to ensure
reliable enforcement. Many governments do not
have the capacity to enforce their laws, and such
incapacity can be doubly costly — both in the
absence of this necessary facilitating function and
in the unpredictability of erratic, partial enforce-
ment. An ineffective, or non-facilitative, government
consequently creates an environment characterized
by greater uncertainty, and more political and
financial risk for independent organizations.

Thus, North (1990) and Fligstein (1996) propose
that predictable, strong governments are necessary
to complex organizations. Pearce (2001a) added
‘supportive’ to these two dimensions of govern-
ment facilitation. Many communist governments
were sufficiently strong and predictable, but they
were hostile to independent organization. Indepen-
dent organizations did exist under communism,
often operating in what has been called the black
market, but such organizations are necessarily
different from their counterparts that can operate
within the law (see Pearce, 2001a). It is the case that
non-communist governments also might impose
excessive legislative burdens or create market-
unfriendly policies, producing quite non-suppor-
tive governments for independent organizations.
These differences have been widely noted and
called by different names, such as governance
quality, rule of law or structural assurances, among
many others. Here Pearce’s (2001a) term ‘facilitative
government’ is used because it focuses on govern-
mental effects on organizing.

Facilitative governments and personal
relationships

How to organize if governments are non-suppor-
tive, erratic or weak? Pearce (2001a) proposed that
if governments create a hostile environment hin-
dering independent businesses, managers will
develop networks of mutually committed personal
relationships to manage the critical dependencies
created by non-facilitative governments. While
there are many reasons why governments may
impede or fail to facilitate independent organiza-
tion, when such failure occurs it is proposed to lead
to organizations that are dependent on personal
relationships. Without facilitative government,
impersonal relationships are insecure, and when
government does not support impersonal dealings,
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organizing is more likely to depend on personal
relationships. A hallmark of modern societies has
been the institutional arrangements that can
produce impersonal transactions among strangers
- when the scope of business activity expands
beyond what can be accommodated by a friendship
or kinship circle (Weber, 1947; Parsons and Smelser,
1956; Zucker, 1986). If governments are unwilling
or incapable of providing the infrastructure to
support extensive impersonal exchange, indivi-
duals have no choice but to continue to rely on
the only means available to them - the personal
relationships they build themselves. Without the
structural assurance provided by facilitative govern-
ments, individuals need to rely on a return to
traditional practices, albeit with organizations that
may superficially look like modern, complex orga-
nizations (Pearce, 2001a).

Dependence on personal relationships in organiz-
ing under less facilitative governments serves
several purposes: protection, information and
dependence management. First, if laws and regula-
tions are not reliably enforced, cultivating personal
relationships with government officials is the only
way to protect oneself from governmental power.
This argument is supported by the research of
Gambetta (1988), who describes how the personal
ties characteristic of the Sicilian Mafia served to
protect those living under a weak government.
Unpredictable government officials may expropri-
ate businesses, and levy unexpected taxes and fees,
as well as possibly threaten one’s personal safety.
Personal relationships with the powerful, often
government officials, provide the only protection
available under non-facilitative governments.
Furthermore, reliance on those embedded in one’s
kinship, youth or friendship circle lends greater
assurance and stability when conducting business
exchange. By contrast, those who live under the
protection of a more facilitative government are
freer to work with strangers who might help with a
new market or provide funds; they do not need to
cling to those who can protect them from the
threats posed by erratic governments unable to
control their officials.

In addition to protection, facilitative govern-
ments support organizing by providing useful
information. When that information is not freely
available to all, personal relationships with those in
a position to know are particularly useful. As
Khanna and Palepu (1998) argue, a valuable
supporting action of governments is the mainte-
nance of conditions supporting information flows

useful in organizing. In emerging markets there are
problems with inadequate financial disclosure, and
an absence of intermediaries such as investment
bankers, venture capitalists and an active business
press. In societies with facilitative governments,
credit and capital suppliers can rely on extensive
databases and regulatory bodies allowing a more
accurate assessment of risk. In countries without
facilitative governments personal introductions
mean that the introducer stands behind the people
being introduced, providing information about
their reliability. Those with personal relationships
know one another, producing information about
their performance unavailable elsewhere.

Finally, when governments are non-facilitative
they become a critical dependency that must be
managed to ensure the organization’s survival
(Pfeffer and Salancik, 1978). When government
officials administer laws in personal, rather than
impersonal ways, they make the government
officials themselves a critical dependency. Their
benevolence and goodwill must be maintained if
the organization is not to be mired in audits,
seizures of assets or other interference at the
discretion of these officials. If government weak-
ness means that officials can use the coercive power
of government for their own interests, those
organizing become dependent on the personal
beneficence of officials. Such relationships are built
and sustained by such practices as sharing profits
through partnerships, paying officials ‘special fees’
or through providing a scholarship for the official’s
daughter to attend college in California.

Thus, Pearce (2001a) proposed that mutually
committed personal relationships come to domi-
nate organizations under non-facilitative govern-
ments. Personal relationships secure protection, are
a reliable source of information, and can be used to
manage the critical dependence on weakly con-
strained government officials. Xin and Pearce
(1996) reported that government officials are more
likely to be listed as executives’ most critical
business relationships for privately owned busi-
nesses under the less facilitative government of
China. The increased importance of personal
relationships under less facilitative governments
has been further found by Whiteley et al. (1996),
Pearce and Branyiczki (1997) and Pearce (2001a).

To summarize this argument, the greater man-
agers’ dependence on others, the more likely they
are to cultivate a personal relationship with those
on whom they depend. Under non-facilitative
governments, personal relationships became more
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critical because they become the primary available
way to build and sustain organizational work.
Individuals rely on those whom they have known
for a long time through youth, family or communal
ties. Facilitative government and other structures of
modernism are intended to build substitutes for
personal relationships when complexity and scope
require extensive impersonal exchanges with stran-
gers. When those substitutes are not available,
personal relationships are all that is left. Relation-
ships provide protection and needed information,
and convert asymmetric dependence to mutual
dependence. Although personal relationships are
useful for virtually any dependency, they are
particularly well suited to managing the insecurity
posed by non-facilitative governments. Such envir-
onments are significantly more threatening and
opaque, and so the protection and information that
relationships with the powerful provide become
indispensable. While less facilitative governments
have implications for many aspects of organization
and management, here we focus on their effects on
trust.

Facilitative government and reciprocal exchange
What is the nature of these mutually dependent
relationships? Insight can be gained by drawing on
the work of social exchange theorists, who have
long distinguished two types of exchange: recipro-
cal and negotiated. They were introduced by
Emerson (1981), and have been subject to extensive
theoretical development and empirical research
(e.g., Bacharach and Lawler, 1981; Cook and
Yamagishi, 1992; Lawler and Yoon, 1996; Molm
et al., 1999, 2000). In reciprocal exchange, acts are
performed without knowing if and when the other
will reciprocate in the future: ‘contributions to the
exchange are separately performed and non-nego-
tiated... exchange relations develop gradually - or
fail to develop - as beneficial acts prompt reciprocal
benefit’ (Molm et al., 2000, 1399-1400). Alterna-
tively, negotiated exchanges are agreements, often
explicitly negotiated. Further, Molm suggests that
negotiated exchange is a reflection of a larger
system of structural assurance in which the part-
ners’ expectations are based on ‘knowledge of an
incentive structure’ (Molm et al.,, 2000, 1397).
Molm et al. (2000) further developed this typology
by undertaking to test Blau’s proposal that social, or
reciprocal, exchange would produce more trust and
commitment to the relationship than would nego-
tiated exchange; they found support in a series of
laboratory experiments. They argued that this is
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because the explicit assurances of negotiated
exchange reduce opportunities to display trust-
worthiness, and so provide little potential to
produce trust.

Social psychologists, such as Molm and her
colleagues, have examined the relationship
between reciprocal social exchange and trust
through controlled laboratory experiments. The
two types of exchange — negotiated and reciprocal
- were experimentally manipulated in otherwise
sterile environments, isolating the causal relation-
ships between reciprocal exchange and trust. We
propose that patterns of business relationships in
different national settings can be characterized by
differences in the extent to which they are
dominated by reciprocal or negotiated exchanges.
The mutually dependent reciprocal relationships
should be more prevalent under less facilitative
governments. This is because reciprocal relation-
ships should be more particular and more open
ended, existing over a longer period of time. With
foundations in youth and kinship ties, rather than
more impersonal business associations, reciprocal
relationships among business associates should be
more common under non-facilitative governments.
Sahlins (1972) and Ekeh (1974) have argued that
sharing and helping behavior and a long-term
reciprocity orientation occur in ultrasocialized
exchange environments where Kinship, clan or
communal ties are strong. In these exchanges,
reciprocity is frequent, indirect and repeated
(Kachra and White, 2003). Kollock (1994) found
some support for this in a series of bargaining
experiments, where a condition of greater uncer-
tainty (in the quality of goods being sold) created
greater trust and commitment among trading
partners. In addition, the weakness and unpredict-
ability of non-facilitative governments means that
negotiated exchange would produce few structural
assurances. Following the previous arguments, we
propose that reciprocal exchange is more character-
istic of business relationships under less facilitative
governments.

H1: The less facilitative the government the more
likely managers will be to characterize their most
important business relationships as reciprocal
exchanges.

When working relationships are more reciprocal,
then, following Molm and her colleagues, we
would expect the participants to have relatively
more trust in one another. They suggest this is
because ‘the risk and uncertainty of [reciprocal]
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exchange provide the opportunity for partners to
demonstrate their trustworthiness’ (Molm et al.,
2000, 1396). She and her colleagues who have
studied reciprocal exchange in laboratory settings
report that reciprocal exchange does indeed pro-
duce more trust than does negotiated exchange,
because the incentive structures of negotiated
structural assurances mean that partners’ actions
are attributed to the incentives, rather than to the
trustworthiness, of the partner. Here we propose to
see whether these relationships are replicated in
international field settings. If so, this would open
the rich social exchange theory and research to
international managerial applications.

H2: The more reciprocal the exchange, the
greater will be managers’ reported trust in their
business associates.

Facilitative government, reciprocal exchange and
trust

In contrast, those working in international settings
have reported that the weaker structural assurances
of non-facilitative government result in less inter-
personal trust. While organizing dependent on
personal relationships has long been recognized,
and has been called organizing by trust (Arrow,
1974; Bradach and Eccles, 1989), many who have
observed behavior in relationship-dependent socie-
ties have remarked on the lack of interpersonal
trust among the participants. For example, Yang
(1994) describes the long process of testing that her
fellow students underwent in establishing their
relationships with one another in the People’s
Republic of China. She argues that the slow
development of relationships and self-disclosure
among Chinese students was sustained by living
under a government in which betrayal by one’s
fellows at the time was a real possibility. Similar
descriptions of wary, distrustful relationships are
found in scholarly descriptions of workplaces
operating without facilitating governments: Ban-
field (1958) in Southern Italy; Voslensky (1984) in
the Soviet Union; and Haraszti (1977) in a Hungar-
ian factory in the communist period. Pearce et al.
(2000) reported that employees working under the
non-facilitative government of transitional Lithua-
nia reported less trust in one another than did
comparable employees working under the more
facilitative United States government. Thus, those
who have described their observations of interper-
sonal relationships in organizations dependent on

personal relationships in societies without facilita-
tive governments describe these relationships as
wary and distrustful. It seems that participants’
mutual dependence on one another is not necessa-
rily, or even particularly, associated with trust in
one another.

Why should those working in organizations
under non-facilitative governments distrust others
more than those working under facilitative govern-
ments? Pearce et al. (2000) suggested it is because
the absence of universalistic organizational prac-
tices fosters organizational fragmentation into the
mutually suspicious and distrustful ‘fiefdoms’
described by Boisot and Child (1988). Further,
Gambetta (1988) proposed that unpredictability in
sanctions leads to distrust and restricted coopera-
tion. Personal relationships are partial, incomplete
and unsatisfactory solutions to the organizational
problems posed by non-facilitative governments,
producing distrust and wariness among those who
must work in these organizations. Pearce (2001a)
suggests that such relationships are better described
as relationships of mutual dependence rather than
of trust. This echoes Yamagishi and Yamagishi’s
(1994) proposition that those bound in mutually
committed relationships have less trust in one
another. In this way they can account for the
persistent finding of lower interpersonal trust in
Japan (with more managers bound by mutually
committed business relationships) compared with
managers and employees in the United States (who
are less bound to one another). In addition to the
descriptions of distrust under non-facilitative gov-
ernments provided by Boisot and Child (1988),
Gambetta (1988) and Redding (1990), Pearce
(2001a) and Pearce et al. (1998, 2000) reported that
co-workers’ trust in one another was lower among
those working in the less facilitative governments
of China, Southern Italy, Hungary and Lithuania
than in the United States, respectively.

Banfield (1958), Gambetta (1988) and Putnam
(1993) propose that such environments produce
what psychologists would call generalized distrust.
They provide rich descriptions of how the absence
of impersonal governmental assurances fosters a
general distrust of others that becomes self-perpe-
tuating. Putnam’s (1993) classic study provides a
detailed analysis of how new regional governments
became subordinated to the powerful patrons in
Southern Italy, in which distrust was general. Other
organizations would be expected to reflect this
generalized distrust as well. More formally, distrust
among co-workers is proposed to reflect the
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societal-level distrust associated with non-facilita-
tive governments described by Banfield (1958),
Gambetta (1988), Redding (1990) and Yang
(1994). The strong relationship between general-
ized trust in others and the trust in institutions of
law and order (a central feature of non-facilitative
governments) has been found by LaPorta (1997),
Inglehart (1999), Inglehart and Baker (2000) and
Rothstein (2002). Indeed, Rothstein (2002) has
argued that if people believe that institutions
responsible for handling treacherous behavior are
fair and effective, then they will believe that the
chance of others getting away with treacherous
behavior is small. Thus, individuals will believe that
more people can be trusted.

While such consistent results are suggestive, these
researchers did not test their underlying arguments
that generalized distrust drives personal distrust
among organizational participants. Most of the
above work was descriptive. The one exception,
Pearce and her colleagues, studied trust among co-
workers, with facilitative government left unmea-
sured and inferred based on fairly gross categoriza-
tions among countries. Here we provide a more
comprehensive test of these arguments by directly
measuring government facilitation, drawing on the
large databases compiled by the World Bank,
Transparency International and the World Competi-
tiveness Report, as well as directly measuring the
generalized trust that non-facilitative governments
are proposed to induce. Here we directly test the
effects of relative government non-facilitation on
generalized trust. This allows a testing of the means
by which non-facilitative government affects work-
related interpersonal attitudes and behavior.

H3: The less facilitative the government the
lower generalized trust in others.

The above hypotheses, if supported, present us
with a logical contradiction. The less facilitative the
government, the greater managers’ reliance on
reciprocal exchange in their business relationships
(Hypothesis 1). Molm and her colleagues have
found that reciprocal exchange is associated with
higher levels of trust (Hypothesis 2). Greater
government facilitation is exactly the kind of
‘mechanism that reduces risk in transactions’ that
Molm argued reduces interpersonal trust: ‘As our
results show, however, assurance has a price: a
decline in trust’ (Molm et al., 2000, 1425). Thus, she
and her colleagues propose that the structures
designed to reduce risk have the perverse effect of
reducing trust by restricting opportunities to dis-
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play trustworthiness. This conflicts with the argu-
ments of Banfield (1958), Gambetta (1988), Putnam
(1993) and Pearce (2001a), studying international
settings, who have argued that an absence of
assurance structures such as facilitative govern-
ments will foster distrust, not trust.

While employees under the non-facilitative gov-
ernments of transition Lithuania and Hungary
report lower co-worker trust than their American
counterparts (Pearce et al., 2000), co-worker rela-
tionships may not be the only, or the most
important, relationships characterized by distrust.
Redding (1990) and Pearce (2001a) both empha-
sized that personal relationships were strategically
critical to operating businesses under non-facilita-
tive governments, suggesting that trust among
business partners, suppliers and customers would
be more heavily affected by non-facilitative govern-
ments. After all, co-workers are in more frequent
personal interaction, which can build a personal
trust that overpowers the generalized distrust in the
environment. Some support for the greater impor-
tance of executives’ external relationships was
provided by Xin and Pearce (1996), who found
that the comparatively less protected independent
company executives in transition China did rely
more on their personal relationships for protection
than did state-owned company executives. While
reciprocal personal relationships are critical to
providing the minimal protection and information
when facilitative governments cannot, following
Yamagishi and Yamagishi (1994) and Pearce
(2001a), we would not expect that these mutually
dependent personal relationships would necessarily
be trusting ones. As Pearce suggested, they are more
aptly characterized as mutual hostage-taking rather
than as trust-based. Here this argument is tested.

H4a: The less facilitative the government the
lower managers’ trust in their most important
business associates.

Thus, we have contradictory alternative predic-
tions. Pearce proposes that facilitative governments
produce trust among those who must conduct
business with one another, whereas Molm and her
colleagues and Kollock (1994) have found that
assurance structures, such as facilitative govern-
ments, result in lower levels of interpersonal trust
among partners. If these authors are correct we
should expect that trust in business associates
should be higher, the less facilitative the govern-
ment.

Journal of International Business Studies
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H4b: The less facilitative the government the
greater managers’ trust in their most important
business associates.

Hypotheses 4a and 4b are directly contradictory,
allowing what Platt (1964) calls the ‘crucial experi-
ment’, one that allows us to get the sort of clean
result that best advances our understanding.

Method

The data for these tests were gathered from three
sources. First, the Facilitative Government Index
(FGI) was created for 49 countries developed from
archival data from the World Bank, Transparency
International and the World Competitiveness Report.
Second, Generalized Trust was taken from data
from the World Values Survey for 32 countries. Third,
a second sample consisting of managers’ self-
reported reciprocal exchange and trust in their
business associates was gathered through structured
interviews. Drawing on data from these varied
sources, we constructed two different samples to
test the hypotheses.

First sample: archival data

The first sample consists of those 32 countries for
which we had World Bank, Transparency Inter-
national, World Competitiveness Report and World
Values Survey data, and consists of two variables, FGI
and Generalized Trust.

Facilitative government index (FGI)

We drew on archival data from the World Bank
(Kaufmann et al.,, 2000), Transparency Interna-
tional (2001) and the World Competitiveness Report
(WEFIMD, 1995) to create a measure of government
facilitation based on the broadest possible range of
sources and methods. Cross-country measures of a
wide range of aspects of the quality of governance
were collected from these three sources. Researchers
at the World Bank compiled over 300 indicators to
measure the fundamental governance concepts of
voice and accountability, political instability and
violence, government effectiveness, regulatory bur-
den, rule of law and graft (Kaufmann et al., 1999,
2000). Their data were drawn from several types of
sources: polls of experts, country ratings produced
by commercial-risk rating agencies and similar
organizations, and cross-country surveys of resi-
dents carried out by international non-governmen-
tal organizations. These aggregate indicators
permitted cross-country comparisons of 173 coun-

tries. (See Kaufmann et al., 1999, 2000, for more
complete description of the methods and samples.)
Transparency International (2001) constructed a
composite index measuring the perceptions of
corruption within countries by surveying aca-
demics, country analysts and business managers
and leaders. The Corruption Perceptions Index
(CPI) draws on 14 surveys from seven independent
institutions, such as the Freedom House, the
Political and Economic Risk Consultancy, Hong
Kong and the Economist Intelligence Unit. (see
Lambsdorff, 2001, for a more complete description
of the methods and samples.) Lastly, we drew on
statistical indicators and survey data from the World
Competitiveness Report (WEFIMD, 1995). Researchers
at the World Economic Forum and Institute for
Management Development assessed a country’s
competitiveness by combining statistical indicators
from international and regional organizations,
private institutions and national institutes with
survey data of executives in top and middle
management in 49 countries. A 130-item ques-
tionnaire was distributed to 21,000 executives who
were representative of the business structure in
their country (see (World Economic Forum and
Institute for Management Development), 1995, for
a more complete description of the methods and
samples). After combining archival data from
Transparency International and the World Competi-
tiveness Report with World Bank measures, complete
data measuring government facilitation were
obtained for 49 countries. As these archival sources
contained broad measures of governance quality,
we factor-analyzed 39 items from the three sources
together to identify a distinct, internally consistent
factor that reflected the concept of facilitative
government. We first conducted an exploratory
principal components factor analysis with oblique
(direct oblimin) rotation, which accounted for the
expected intercorrelations. Conducting an EFA
comprising 39 items across n=49 would normally
capitalize on chance and sampling error. However,
in this study n=countries (and not individuals). The
49 countries represent a virtual population census
of countries with complex organizations.
Exploratory factor analysis results revealed that
the first three factors (of the seven factors that were
produced) accounted for 79.14% of the variance in
the data. After eliminating items that cross-loaded
and factors containing a single item, we conducted
another principal components analysis of 24 items,
resulting in three factors (Appendix Al). All three
factors had eigenvalues greater than 1, and moderate
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intercorrelations (with the highest being 0.41
between factors 1 and 2). The first factor conformed
to the theoretical concept of facilitative govern-
ment and so was identified as the FGI. The other
two governance factors are not used. To construct
this index, all items were first standardized, and
then an average score was computed for each
country. Appendix A1l provides the factor loadings
and interitem consistency coefficients for the
scales, with FGI having an 2=0.98. Appendix Bl
reports the FGI score for all countries for which we
have complete data.

The final 13-item FGI consisted of three measures
of the perception of corruption, specifically ‘graft’
from the World Bank data, ‘CPI score’ from
Transparency International and ‘the prevalence of
improper practices in the public sphere’ from the
World Competitiveness Report. These items measure
the extent to which public officials exercised
government power for private gain and reflect
weak government. Next, predictability is captured
by assessments of the extent to which citizens of a
country are able to participate in the selection of
governments, indicators of political instability and
violence, and political risk rating measuring per-
ceptions of the likelihood that the government in
power will be destabilized or overthrown by
unconstitutional or violent means. Finally, the
FGI includes an overall indicator of government
weakness captured by reports of the quality of
bureaucracy and public service provision, the
competence of civil servants and the credibility of
government’s commitment to its policies. FGI
contains items measuring the perceptions of rule
of law, confidence in the fair administration of
justice, the protection of intellectual property,
measures of regulatory burdens, price controls and
financial risk ratings for each country as well.

Generalized trust

Generalized trust was assessed using secondary
survey data gathered from the World Values Survey
(World Values Survey Group, 1994). The data
collection for this survey was designed to enable
cross-national comparison of values and attitudes
of mass publics in 43 countries around the world.
In our study, we used data on only those 32
countries for which we also had measures of
relative government facilitation.

Random and quota sampling techniques were
used to survey adult citizens 18 years of age and
over. The average age of respondents was 41.29
years (s.d.=16.79). The majority of the sample was

m

female (52%) and employed (60%). The socio-
economic status of the interviewees ranged from
upper-middle class (45%) and skilled manual work-
ers (33%) to unskilled workers (22%). A total of
44,994 individuals across our sampled 32 countries
responded to this single-item measure, which asked
individuals: ‘Generally speaking, would you say
that most people can be trusted or that you can’t be
too careful in dealing with people?’ (World Values
Survey, 1994). Responses were coded O=‘can’t be
too careful’ and 1=‘most people can be trusted’. In
all, 36.7% of respondents reported that ‘most
people can be trusted’. This single-item measure
undoubtedly has limitations (Norris, 2001) owing
to its double-barreled construction. However,
researchers have argued that it nonetheless ‘taps
feelings about the trustworthiness of the general-
ized other’ (Putnam, 2000, 137), and have con-
tinued to use this item as a standardized measure of
generalized or societal trust in multiple surveys,
including the NORC General Social Survey (1972~
1998), National Election Survey (1969-1998) and
Mentoring the Future (1976-1998) (Paxton, 1999;
Inglehart and Baker, 2000; Putnam, 2000; Norris,
2001; Uslaner, 2002). Thus, validation of this
measure has been provided by its use in numerous
studies over the past 20 years. Individuals’ general-
ized trust scores at the country level are combined
with the FGI score for each country to constitute
the first sample, used to test Hypothesis 3.

Second sample: structured interviews with
managers

The second sample, used to test Hypotheses 1, 2, 4a
and 4b, was constructed by first surveying 399
managers from China, Hong Kong, Thailand and
the United States, and then assigning country-
specific FGI scores to each respondent in the

~sample. For example, the FGI for China is —0.539

(see Table 1), and so this value was assigned to all
168 Chinese business relationships. To collect
structured interview data, executive-education

Table 1 FGIs and trust in business associates for sample 2
countries

Country FGI Trust in business associate
China —0.539 3.673
Thailand —0.249 3.716
Hong Kong 0.917 3.868
United States 1.187 4.102

R=0.21, p<0.01.
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students who worked as managers in each country
were asked to provide demographic and work
history information and complete a questionnaire
about their three most important business associ-
ates, excluding their subordinates. All of those
asked to complete the surveys did so. Respondents
included supervisors and directors from a broad
range of organizations and industries, including
financial services, telecommunications, pharma-
ceuticals, manufacturing and medical services. In
this sample, 42% worked in publicly traded com-
panies, 32% worked in privately held and 13%
worked in state-owned companies. These organiza-
tions ranged in size from 30,000 employees and
$100 billion in total annual revenue to eight
employees and $5000 in annual sales. The average
age of the respondents was 31.67, their mean
tenure in the organization was 5.31 years and they
were predominantly male (71%). Since two of the
countries (Hong Kong and China) share the
Chinese culture (and many of the Thai managers
were ethnic Chinese), this sample helps to isolate
culture from relative government facilitation.

Each respondent was asked to identify three non-
subordinate business associates who were most
useful to them in either solving day-to-day pro-
blems or achieving long-run career success. Inter-
viewees then completed a series of 39 questions
about each relationship that they had identified,
resulting in data on 1187 business connections. The
English version of the survey was translated into
Chinese, with the back-translation independently
confirmed (Brislin, 1986). This instrument has been
validated in a previous study (Xin and Pearce, 1996)
as well as used in two field tests with business
students in China.

Reciprocal exchange

The concept of reciprocal exchange is prevalent in
the laboratory-based social-exchange literature, but
this construct has yet to be measured in a field
setting. To measure the extent to which the
exchange relationship was characterized as recipro-
cal, we conducted a principal components factor
analysis with varimax rotation with items reflecting
both reciprocal and negotiated exchange. We
proposed a two-factor structure rather than
extremes of the same dimension based on Blau’s
and Molm’s theoretical arguments, which contend
that both forms of exchange can coexist in the
same social context, where some exchanges are
negotiated and others left implicit. We attempted a
comprehensive sampling of aspects of reciprocal

exchange. Sahlins (1972), Blau (1964) and Ekeh
(1974) have argued that reciprocal exchange occurs
in ultrasocialized exchange contexts, such as
families, clans and communities where reciprocity
is ongoing and unending, and the relationship
consequently develops over long periods. We
attempted to capture these ideas in our scale by,
first, measuring the long-term nature of the
relationship by asking respondents how long they
had known their business associate. Next, items
that captured the close kinship and communal
basis on which the relationship had been founded
were included by asking managers whether they
had known their business associate through youth
and family networks rather than solely through the
course of business. These items were dichotomous
in nature. Lastly, we measured the extent to which
reciprocal exchanges are characterized by helping
and sharing behavior and close emotional ties,
because previous research (Blau, 1964; Sahlins,
1972; Ekeh, 1974; Molm et al., 2000) has indicated
theoretical support for this aspect of reciprocal
exchange. As an example, we asked respondents
five questions measured on a five-point Likert scale
that captured the close personal nature of their
relationships (such as, ‘This associate provides help
without me having to ask for it’). In contrast, items
in the negotiated exchange scale measured the
extent to which the relationship was characterized
by bargaining and conflict, as suggested by the
work of Blau (1964) and Molm et al. (2000).
Figenvalues for these two factors were 2.82 and
1.86, accounting for 36% of the variance. All items
loaded on one of two factors, ranging from 0.70 to
0.44, but only the reciprocal exchange scale
demonstrated an acceptable «=0.72 in this sample.
To construct this measure, all items were first
standardized by creating standard scores (z-scores)
using SPSS. The mean z-score was O, and the
standard deviation was 1 for all items. Next, the
nine standardized items were averaged to compute
the scale. The mean for this scale is negative owing
to the large variance present in the item ‘length of
time the respondent has known the business
associate’. Appendix C1 lists all items composing
reciprocal exchange. This measure consists of both
continuous and dichotomous items. To determine
reliability, we used the coefficient alpha statistic,
which is usually based on the Pearson’s correlation
coefficient. Other coefficients of association (such
as the n coefficient or point-biserial correlation) are
simplified versions of the Pearson’s correlation and
mathematically equivalent to it, according to
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Cohen et al. (2003). These coefficients of associa-
tions did not display any distributional anomalies
and so seemed appropriate for use in computing
the coefficient alpha.

Trust in business associate

The measure of trust in business associate was
assessed by a single interview item asking respon-
dents about the extent to which they trusted each
business contact (1=deeply distrust to S=trust
completely). The mean level of trust was 3.92
(s.d.=0.84). This questionnaire-based measure was
taken from Xin and Pearce’s (1996) structured
interview question. Their earlier variant was asso-
ciated with other variables as predicted, providing
some confidence in its validity.

Analyses

To test Hypothesis 3 — the impact of facilitative
government on generalized trust — we regressed FGI
on Generalized Trust in the first sample. To test
Hypotheses 1-4b, we conducted three separate
regressions in the second sample. In each analysis
we sought to determine the nature of the relation-
ship between the single independent variable and
the dependent variable.

Results

Tables 2 and 3 present descriptive statistics and
intercorrelations among variables used to test
Hypotheses 1-4b.

Table 2 Means, standard deviations and correlations for the first
sample

Variable Mean s.d. 1

1. FGI 0.42 0.80

2. Generalized trust 36.7% 0.143**
n=44,994.

*p<0.01.

Table 3 Means, standard deviations and correlations for the
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Hypothesis 1 states that the less facilitative the
government, the more managers will rely on
reciprocal exchange relationships with their most
important business associates. In Table 4, we see
that FGI was negatively related to reciprocal
exchange, as predicted. Thus, the less facilitative
the government the more likely managers are to
characterize their relationships with their most
important business associates as reciprocal
exchanges. Similarly, the data in Table 4 indicate
support for Hypothesis 2. Reciprocal exchange and
trust in managers’ most important business associ-
ates were positively related. In fact, there is a
striking 25.3% common variance between trust in
the associate and the extent to which the relation-
ship is characterized as reciprocal. This supports the
generalization of Molm et al.’s (2000) research on
reciprocal social exchange to these cross-national
comparisons of managerial trust.

For Hypothesis 3, it was expected that the
less facilitative the government the lower
would be generalized trust in others. Results
in Table 5 indicate support for this hypothesis.
Facilitative government was positively associated

Table 4 Regression of facilitative government and reciprocal
exchange on interpersonal trust®

Variables® Reciprocal  Trust in business Trust in business
exchange associate associate

FGI —0.12** 0.21**

Reciprocal 0.50"

exchange

Adjusted R? 0.014 0.253 0.042

F 17.93** 399.88** 52.5%*

n 1187 1187 1187

**p<0.01.

#Values are standardized regression coefficients.
bTaken from our sample of executives (sample 2).

Table 5 Regression of FGI on generalized trust®

second sample Variables Generalized trust®
Variable® Mean  s.d. 1 2 FGI 0.143*

1. FGI 0.58 0.72 Adjusted R? 0.02

2. Reciprocal exchange —0.002 5.01 —-0.12* F 934.27**

3. Trust in business associate  3.92 0.84 0.21** 0.50** n 44,994
n=1187. **p<0.01.

**p<0.01. 2Values are standardized regression coefficients.

Variables were constructed from standardized items.

PTaken from the World Values Survey.
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with generalized trust in others (§=0.143, P<0.01).
Citizens from the relatively less facilitative govern-
ments reported lower trust in others in society
across the 32-country first sample. This provides
independent confirmation for the idea that non-
facilitative government is associated with general-
ized distrust, and supports the argument that
generalized distrust, itself, plays a part in the
reported lower levels of trust in co-workers reported
by Haraszti (1977), Boisot and Child (1988),
Gambetta (1988), Redding (1990), Yang (1994),
Pearce et al. (2000) and Pearce (2001a).

Hypotheses 4a and 4b are the conflicting alter-
native hypotheses. Hypothesis 4a proposed that
relatively less government facilitation would be
associated with lower managers’ trust in their most
important business associates. As can be seen in
Table 4, facilitative government was positively
related to managers’ trust in their business associ-
ates. Hypothesis 4b was refuted; not only was the
assurance of facilitative government not associated
with lower trust but also managers were signifi-
cantly more likely to trust their most important
business associates when working under facilitative
governments. Taken together, the results of the
tests of these two hypotheses provide support for
the government-effects model that non-facilitative
government is associated with less generalized
trust in others as well as less trust in managers’
most important business associates, and that Molm
et al.’s (2000) findings do not generalize to inter-
national differences in governmental structural
assurance.

Discussion

We found support for all of the unopposed
hypothesized relationships between government
facilitation, generalized trust, reciprocal exchange
and managers’ trust in their most important
business associates, with the competing hypothe-
sized positive relationship between facilitative
government and interpersonal trust supported. As
expected, a representative sample of those living in
countries with more facilitative governments repor-
ted greater generalized trust in others. Managers
reported greater reciprocal exchange relationships
in non-facilitative governments, and the greater
the reciprocal exchange in these relationships
the greater their trust in their business associates.
However, reciprocal exchange relationships with
associates were insufficient to overcome the more
powerful effects of facilitative government on
managers’ trust. Non-facilitative governments

contributed to managers’ distrust in their business
associates in ways that could not be completely
overcome by building close, open-ended, long-term
reciprocal relationships.

The results presented above suggest three major
conclusions. First, our results demonstrate empiri-
cal support in the field for the association of
reciprocal exchange and trust in others. The causal
relationship from reciprocal exchange to trust has
been established in laboratories. Yet, as Molm et al.
(2000) acknowledge, actual relationships can be
complex blends of reciprocal and negotiated
exchange. This demonstration that managers
reported substantially greater trust in their most
important business associates if they also character-
ized the relationships as ones of reciprocal
exchange helps to establish the practical applica-
tion of social exchange typologies in international
management. This opens the way for further
research on managerial relationships with their
business associates to draw on the rich social
exchange literature.

Second, these results provide insight into the role
of governmental differences in the development of
exchange relationships and trust. In this four-
country sample, we found that managers seek to
mitigate their relative lack of government facilita-
tion by building reciprocal-exchange relationships
with business associates. These relationships are
ones in which reciprocal acts of help, advice
and approval are exchanged over time. These
exchanges, where the nature of the return is
unspecified and future obligations are diffuse, allow
managers to organize under the unfavorable con-
dition of non-facilitative governments. Managers
create mutual dependence and webs of favors that
build at least the minimal levels of predictability
they need to conduct business.

Third, we did not find that structural assurances
such as facilitative governments reduce interperso-
nal trust, but rather the reverse; this generalization
from the experimental laboratory to the field is
refuted in this four-country sample. An environ-
ment with a weak rule of law and high levels of
corruption obstructed the development of trust,
despite managers’ attempt to build reciprocal
exchange relationships. The pernicious effects of
non-facilitative governments on managerial trust
continued to hold despite the power of reciprocal
exchange. Surrounding oneself with close network
connections built up over time, or from one’s youth
or family, fails to suppress the detrimental trust
consequences of non-facilitative governments.
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These results support the idea that managers will
seek to build relationships of mutual dependence to
create sufficient trust to do organizational work,
but that such efforts do not completely overcome
the trust-damaging effects of non-facilitative gov-
ernments.

These results are a refutation of Molm et al.’s
(2000) provocative generalization that structural
assurances reduce trust. While their laboratory
findings are irrefutable, their generalizations to
field settings, particularly to assurances from gov-
ernments with their life-or-death consequences, are
not. We found that in countries such as China and
Thailand, with comparatively less facilitative gov-
ernments characterized by weak rule of law, high
levels of corruption, and greater political and
financial risk, individuals were less trusting of
others. High levels of trust were highly correlated
with low levels of corruption and a high degree of
judicial efficiency, echoing the work of LaPorta
(1997), Inglehart (1999) and Inglehart and Baker
(2000). This study, when added to the many other
descriptive works, strongly suggests that the case
was overdrawn. After all, laboratory settings are
themselves strong settings, ones with substantial
structural assurances. In the practical matter of
conducting business, managers have ample oppor-
tunities to demonstrate trustworthiness, and no
structural assurances are ever complete enough to
make trust irrelevant (Arrow, 1974). Organizational
work under non-facilitative governments is peri-
lous, and the building of whatever trust might be
possible via reciprocal personal relationships
appears to be the only viable way to conduct any
business at all. While such reciprocal personal
relationships allow sufficient trust to take some
actions, they appear not to be sufficient to
completely compensate for the generalized-
trust-destroying effects of non-facilitative govern-
ments.

Others who have noted the lower levels of
generalized trust in some societies (e.g., Banfield,
1958; Gambetta, 1988; Redding, 1990; Putnam,
1993) have suggested that culture accounts for
these differences. Pearce (2001a) argued that such
cultural adaptations are strongly influenced by
government facilitation. These results, using a
culture-neutral measure of government facilitation
developed from economics and polity-based mea-
sures in settings in which two of the samples came
from the same Chinese culture (but with differing
levels of government facilitation), lends support
for the centrality of governments in managerial
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behavior. After all, Inglehart and Baker (2000) also
reported that changes consistent with the develop-
ment of more, and of less, facilitative government
in the past decades resulted in shifts in values. In
the past decades, there have been numerous
momentous government changes, and the way
governmental changes may change cultures
appears to be a promising topic for scholars of
international business. Certainly, culture is a multi-
faceted concept (Geertz, 1973), and the role of
governmental facilitation is worthy of additional
exploration.

Our study is not without its limitations. Single-
item measures of unknown reliability were used to
assess generalized trust and managerial trust in
business associates. While both have successfully
reflected their nomological network in previous
studies, multi-item scales would give us more
confidence in these measures. In addition, we
relied on a new scale to assess reciprocal exchange.
As with any new measure, further tests in addi-
tional samples would help to establish our con-
fidence in it. Lastly, data for our study were based
on a small sample of only four countries to test
Hypotheses 1, 2 and 4. Future research might focus
on broadening the sample of countries, which
would allow more sophisticated statistical tests of
our hypotheses, such as multilevel modeling
(HLM), and increase the generalizability of our
findings.

In spite of these limitations, the results of our
study have important implications for those who
study international management. The first contri-
bution is the development of a reliable and
comprehensive index of relative government facil-
itation. Pearce (2001a) has argued that government
facilitation affects a host of managerial and orga-
nizational practices, beyond the trust in associates
studied here. The complete country listing in
Appendix B1 allows other researchers to test
their own ideas regarding the role of relative
government non-facilitation. This work also
contributes to the literature on social exchange by
directly measuring the types of exchange character-
istic of exchange-based personal relationships.
Drawing on the theoretical arguments of Blau
(1964), Sahlins (1972) and Emerson (1981), and
the laboratory work of Molm and her colleagues
(1999, 2000), we constructed a scale to measure
reciprocal social exchanges. These supportive find-
ings suggest that the application of social exchange
ideas to international management holds great
promise.
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Finally, this study sheds light on the pervasive
effects of governments. These tests supported the
arguments of those who contend that ineffective
governments with a weak rule of law, high levels of
graft and low levels of accountability create uncer-
tainty and undermine the development of trust
throughout society, reflected in working organiza-
tional relationships. Not only are citizens cautious
about engaging with strangers in the public sphere
in these opaque environments but also even trust
in close business associates is compromised. Form-
ing mutually reciprocal relationships with business
contacts does lend the modicum of trust and
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Appendix A1
Factor loadings for FGI (pattern matrix) can be seen
in Table 6.

Item FG/ Internal organization Nationalism/
effectiveness traditionalism
Graft? 0.97 -0.01 0.07
Government effectiveness® 0.94 0.04 0.06
CPI score” 0.91 0.09 0.10
Rule of law® 0.89 0.17 —0.06
Political instability and violence® 0.90 —-0.03 —-0.10
Voice and accountability® 0.94 —-0.27 -0.24
Political risk rating in country© 0.87 0.05 -0.22
Intellectual property is adequately protected in your country® 0.78 0.27 0.00
Regulatory burden® 0.84 —-0.01 0.37
Improper practices (bribery/corruption) do not prevail in public sphere® 0.75 0.26 0.14
Full confidence in the fair administration of justice in the society® 0.66 0.35 0.00
Financial risk rating® 0.66 0.40 -0.19
Price controls affect pricing of products® 0.69 —-0.03 0.52
Managerial rewards encourage long-term orientation® 0.02 0.89 —0.09
Retraining willingness® —0.01 0.88 —0.05
Companies enjoy public trust® 0.07 0.79 0.17
Society values competitiveness® —0.05 0.85 0.09
Companies invest sufficiently in the training of their employees® 0.26 0.77 -0.29
Industrial relations between managers and employees are generally productive®  0.33 0.73 0.01
Employees truly identify with company objectives® 0.25 0.76 -0.10
Fiscal policy encourages entrepreneur® -0.20 0.73 0.21
Foreigners are treated equally to citizens in all respects® -0.17 —0.04 0.86
Women have similar career opportunities as men© —-0.03 0.14 0.71
National protectionism does not prevent foreign products/services from being ~ 0.47 0.01 0.69
imported®
Eigenvalues 13.18 3.43 2.39
Alpha 0.98 0.94 0.71
“World Bank.

PTransparency International.
“‘World Competitiveness Report.
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Appendix B1
For a complete FGI country listing, see Table 7.

Table 7 Complete FGI country listing

Country FGF Country ranking
Argentina* —0.064 34
Australia 1.243 11
Austria* 1.155 15
Belgium* 0.670 22
Brazil* -0.528 141
Canada* 1.283 9
Chile* 0.684 21
China* —0.539 43
Colombia —0.668 45
Czech Republic* 0.172 30
Denmark* 1.480 3
Egypt -0.274 38
Finland* 1.441 4
France* 0.790 19
Germany* 1.233 12
Greece 0.072 32
Hong Kong 0.917 18
Hungary* 0.357 27
Iceland* 1.066 16
India* —0.465 39
Indonesia -0.913 47
Ireland* 1.166 14
Israel 0.601 24
Italy* 0.262 29
Japan* 0.749 20
Jordan -0.102 36
Korea, Rep.* 0.100 31
Luxembourg 1.023 17
Malaysia 0.294 28
Mexico* —0.558 44
Netherlands* 1.403 5
New Zealand 1.569 1
Norway* 1.316 8
Peru —0.529 42
Philippines —-0.509 40
Poland* 0.006 33
Portugal* 0.655 23
Russian Federation* —1.351 49
South Africa* —0.067 35
Singapore 1.389 6
Spain* 0.504 26
Sweden* 1.34 7
Switzerland* 1.517 2
Taiwan 0.584 25
Thailand -0.249 37
Turkey* -0.761 46
United Kingdom* 1.269 10
United States* 1.187 13
Venezuela, RB -1.075 48
Mean 0.425

s.d. 0.810

Range 2.920

Median 0.584

*Countries for which the WVS measure of generalized trust was also
available.
2Values are standardized FGI scores.

Appendix C1
Items in reciprocal exchange scale (¢=0.72) is
provided in Table 8.

Table 8 Items in reciprocal exchange scale («=0.72)

1. This associate and | have a strong personal relationship.
2. The associate provides help without me having to ask
for it.

3. No matter whether it would benefit me or not | would
continue to work with this associate.

4. | really feel that this associate’s problems are my own.
5. My relationship with this associate is more social than work
related.

6. Number of years you have known this associate.

7. | know this associate through my family network.

8. | know this associate through my youth network.

9. | know this associate through business (reverse coded).
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