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The Impact of Language and Interaction Ties on Interunit Social Capital in the MNC

The concept of social capital, which has recently gained ground in a range of social science disciplines (Adler and Kwon, 2002), offers great potential to increase our understanding of the multinational corporation (MNC). A central proposition of social capital theory is that networks of social relationships constitute a valuable resource for the conduct of social affairs (Nahapiet and Ghoshal, 1998). This proposition has obvious parallels with the view of the MNC as an interorganizational network (Ghoshal and Bartlett, 1990), the competitiveness of which is based on successful sharing and transfer of resources (Hedlund, 1986; Bartlett and Ghoshal, 1989; Zander and Kogut, 1995). In an important paper, Tsai and Ghoshal (1998) showed that high levels of social capital within an MNC promoted interunit resource exchange and combination, which in turn had a significant effect on product innovation. It thus seems that social capital may contribute to MNC competitive advantage. This raises an important question, yet one asked by few researchers to date: Which factors contribute to the accumulation of social capital between MNC units? 

Nahapiet and Ghoshal (1998) conceptualized social capital in terms of three dimensions – structural, relational and cognitive. Drawing on Granovetter's (1992) distinction between structural and relational embeddedness, the structural dimension denoted the pattern of social interaction ties between actors, while the relational dimension included qualitative aspects of personal relationships, such as trustworthiness and trust, obligation and identification. The cognitive dimension, finally, referred to shared representations, meanings and interpretations among actors in a social network. While these dimensions are interlinked, Tsai and Ghoshal (1998) argued that the structural dimension serves as a driver of the two others. This line of argument is followed also in the present paper.

Although the social capital concept as a whole has not yet been much used in MNC research, issues associated with its three dimensions have been examined separately. There is a long tradition of research on how MNCs use integration mechanisms such as interunit transfers, teams, and meetings (Edström and Galbraith, 1977; Martinez and Jarillo, 1989; Harzing, 1999; O’Donnell, 2000), which correspond to the structural dimension of social capital (Nahapiet and Ghoshal, 1998). The assumption (though largely untested) has been that the interpersonal interaction in such mechanisms is important for inculcating different MNC units to shared visions, goals, values, and beliefs (Nohria and Ghoshal, 1994), i.e. manifestations of the cognitive dimension of social capital (Nahapiet and Ghoshal, 1998). There is also some research on the development and impact of trust and trustworthiness in the MNC (e.g., Szulanski, 1996; Tsai and Ghoshal 1998), important aspects of the relational dimension of social capital (Nahapiet and Ghoshal, 1998). In sum, the limited empirical findings support the hypothesis that structural social capital contributes to the development of relational and cognitive social capital in MNCs.

As for language, good communication has been argued to be an important source of MNC cohesion (Ghoshal et al., 1994), and the importance of language skills has occasionally been mentioned in the literature on MNC management (Hedlund, 1986; Govindarajan and Gupta, 2001). However, it is only recently that researchers have explicitly focused on the role of language in the MNC (Marschan-Piekkari et al., 1999a; 1999b). This omission is notable for several reasons. First, MNCs are unusual organizations in being multilingual almost by definition, making language an area where researchers can heed calls to concentrate on issues specifically related to MNCs’ international nature (Ghoshal and Westney, 1993). Second, and highly interesting from a social capital perspective, limited interunit language fluency has been shown to be a significant barrier to cohesion and collaboration in the MNC (Marschan-Piekkari et al. 1999a), and research on social identity and social categorization has shown that differences in accent may create and maintain in-group preferences (Erez and Earley, 1993). Finally, language plays an important role in some central thinking on social capital (Bourdieu, 1986; 1999). There are thus good reasons to examine the role of language fluency in the accumulation of cognitive and relational social capital between MNC units.

The study examined the influence of language fluency and structural social capital on cognitive and relational social capital in the relationship between foreign-owned subsidiaries located in Finland and China and 307 of their intra-MNC sister and parent units. Data were collected from the general managers of the subsidiaries. Our study contributes to the MNC literature by showing that interunit language fluency seems to play a crucial role in the development of cognitive and relational social capital among MNC units. Implications of the findings for MNC executives are discussed and avenues for future research are suggested.

Social Capital

Scholars generally agree that the core idea of social capital theory is that networks of social relationships are a valuable resource for the conduct of social affairs, but beyond this, approaches differ. For example, some researchers have focused on the structure of network relationships and focal actors’ utilization of external linkages (e.g. Burt, 1992), while others have concentrated on the nature of the internal relationships among actors in a collectivity. Consequently, several definitions of social capital have been offered (for a recent review, see Adler and Kwon, 2002). In this paper we adopt Nahapiet and Ghoshal’s (1998: 243) definition, based on Bourdieu (1986; 1993) and Putnam (1995), of social capital as ‘the sum of the actual and potential resources embedded within, available through, and derived from the network of relationships possessed by an individual or social unit.’ 

Nahapiet and Ghoshal (1998) distinguish between three interrelated but distinct dimensions of social capital: the structural, the relational, and the cognitive. The structural dimension is concerned with impersonal linkages between people or units, such as the existence of network ties between actors; the pattern of ties in terms of e.g. density, connectivity, or hierarchy; and the existence of networks created for one purpose that may be used for another. The relational dimension focuses on those personal relationships, friendships, and relations of mutual respect individuals have developed through a history of interactions, and so includes such concepts as trust and trustworthiness, norms and sanctions, obligations and expectations, and identity and identification. Finally, the cognitive dimension encompasses organizational phenomena such as shared representations, interpretations, language, codes, narratives, and systems of meaning among parties. Nahapiet and Ghoshal (1998) suggest that interfirm differences on these dimensions will eventually result in performance differences.

Tsai and Ghoshal (1998) provided the first empirical application of the social capital concept to the MNC context. They termed the cognitive dimension shared vision, the relational dimension trust and trustworthiness and the structural dimension social interaction ties. This terminology is attuned to current usage within the field of MNC studies and was therefore – albeit with minor modifications – adopted also in this paper. Below, the content of and the linkages between the dimensions of social capital are discussed in greater detail. 

Shared vision

For MNC competitiveness it is essential to achieve efficient sharing of resources, including knowledge, among globally dispersed units. However, this type of cooperative behavior does not occur automatically, and scholars have suggested a range of barriers to knowledge sharing (Forsgren, 1997; Gupta and Govindarajan, 2000; Lane and Lubatkin, 1998; Szulanski, 1996). Intraorganizational cooperative behavior can be facilitated by what Ouchi (1979) refers to as clan control. In firms characterized by a high level of clan control, individuals identify with the organization and their organizational identification is over time converted into internalization of the organization’s goals and values (Ouchi, 1979). In firms with a high degree of identification and shared goals, visions, values and beliefs, employees are more likely to engage in behavior compatible with the interests of the overall organization. Also MNC scholars have forcefully argued that organizational identification and internalization are important predictors of resource sharing and transfer across units (Hedlund, 1986; Bartlett and Ghoshal, 1987; Martinez and Jarillo, 1989). Bresman et al. (1999: 442) argue that ‘individuals will only participate willingly in knowledge exchange once they share a sense of identity or belonging with their colleagues.’ Hence, the effective dissemination of knowledge across units that is considered crucial for the competitive advantage of the MNC can be significantly facilitated by shared visions, values, and beliefs. 

In this paper we follow Tsai and Ghoshal (1998) in using the term shared vision, which embodies the collective goals and aspirations of the focal MNC units. A shared vision can thus be viewed as ‘a bonding mechanism that helps different parts of an organization to integrate or to combine resources’ (Tsai and Ghoshal, 1998: 467).

Trustworthiness

The distinction between trust and trustworthiness demands a comment. Intra- and interorganizational trust can be conceptualized in numerous different ways (see e.g. Kramer and Tyler, 1996; Bigley and Pearce, 1998; Rousseau et al., 1998). Central to most of these however are the notions of risk and vulnerability (Mayer et al., 1995; Rousseau et al., 1998). In the absence of risk, trust is irrelevant because there is no vulnerability. Rousseau et al. (1998: 395) defined trust as a ‘psychological state comprising the intention to accept vulnerability based upon positive expectations of the intentions or behavior of another.’ The level of trust in the relationship between two parties is commonly viewed as a function of two factors: the perceived trustworthiness of the trustee and the trustor’s general propensity to trust others (Mayer et al., 1995). 

The objective of this paper is to augment our understanding of how interunit structural social capital and language fluency impact on relational (as well as cognitive) social capital in the dyadic relationship between MNC units. Our aim is to identify determinants of how a unit perceives the trustworthiness of another MNC unit, while the trustor’s general propensity to trust others is outside the scope of the study. The latter is unlikely to be directly impacted by factors specific to the focal dyadic relationship. Therefore, the object of the present study is the subjective evaluations of MNC unit trustworthiness rather than the trust (i.e., the focal unit’s intention to engage in risk-taking behavior) or the actual risk-taking behavior of the focal MNC unit that may result from these evaluations. 

Although there is a rapidly growing literature on intra- and inter-organizational trust that includes a number of studies on trust in international alliances (e.g., Aulakh et al., 1997; Inkpen and Currall, 1997), few attempts have been made to investigate factors that explain the level of perceived trustworthiness within the MNC. For example, a subsidiary may perceive a risk that another unit does not have the ability, integrity or benevolence (Mayer et al., 1995) to match its own contribution to a joint development project. In this case the collaboration may drain the focal subsidiary of resources that (at least from its own viewpoint) could have been spent more productively elsewhere. We will now proceed to the development of the hypotheses tested in this study. 

Hypotheses

Interaction ties

The interaction between managers in different MNC units has been investigated in a number of studies. Research on the management of foreign subsidiaries has shown that the use of international teams, committees, training programs, visits and employee transfers have increased over time as MNCs have grown larger and more complex (Martinez and Jarillo, 1989). These ‘normative integration (or ‘social control’) mechanisms’ are closely related to the concept of social interaction ties as used in the social capital discussion of Tsai and Ghoshal (1998), with one important distinction: the normative integration mechanisms in the MNC literature refer to contexts for interaction that may comprise both professional and social elements.

Edström and Galbraith (1977) emphasized long-term personnel transfers among MNC units as a strategy for achieving normative integration. More recently, scholars have focused more on other practices that increase the interpersonal interaction and, thereby, normative integration between MNC units. Short-term visits, participation in joint training programs and meetings, and membership in cross-unit teams, task forces and committees give rise to various forms of contacts and communication between managers in foreign subsidiaries and headquarters. Similar activities facilitate continuous interaction among managers of different foreign subsidiaries (O’Donnell, 2000). The contacts and communication may focus on work-related and/or social aspects. Our choice to use the term interaction ties in the present paper, rather than social interaction ties suggested by Tsai and Ghoshal (1998), reflects this dual function of practices like short-term visits, and programs, committees, teams, and task forces in which there are participants from the focal units.

The interpersonal and interunit relationships that develop as a result of the interaction ties between managers from different units provide contexts within which shared visions may be created and reproduced (Nohria and Ghoshal, 1994). Tsai and Ghoshal (1998) also hypothesized a positive relationship between social interaction ties and shared vision but although the results were in the expected direction the relationship was not statistically significant. Similarly, perceptions of trustworthiness are the results of the history of the relationship between the parties (Meyerson et al., 1996) and develop when the parties interact and communicate with each other (Becerra and Gupta, forthcoming). Affection, that in turn may positively affect perceived trustworthiness, is more likely to develop among people who engage in interpersonal interaction (Mayer et al., 1995; McAllister, 1995). Different forms of interunit interaction ties contribute to people from the focal units getting to know and potentially understand each other better, which then may lead to increased perceived trustworthiness (Govindarajan and Gupta, 2001). The possibility to interact face to face may also allow the parties to identify and develop more commonalities, so that a sense of trustworthiness can be reinforced (Das and Teng, 1998). Finally, Tsai and Ghoshal (1998) found that the level of social interaction was a strong determinant of interunit trust and trustworthiness. Therefore, the following hypotheses are forwarded:

Hypothesis 1a: The greater the use of interunit interaction ties, the higher will be the degree of shared vision.

Hypothesis 1b: The greater the use of interunit interaction ties, the higher will be the degree of perceived trustworthiness.

Shared language

Most scholars today share the assumption that interunit communication is important for MNC competitiveness. Gupta and Govindarajan (1991), for example, argue that extensive, open communication allows subsidiary units to exchange knowledge across borders. Similarly, Ghoshal et al. (1994) emphasize that extensive intra-MNC communication helps corporations exploit and further develop the specialized assets and capabilities in their network of subsidiaries. The positive impact of communication on trust has also been noted (Govindarajan and Gupta, 2001). In spite of the attention paid to intra-MNC communication and collaboration, it is only recently that scholars have begun to explore the influence of language on MNC-internal communication and collaboration in general.

Based on an in-depth case study of a Finland-based MNC, Marschan-Piekkari et al. (1999a) reported that the linguistic competencies of subsidiaries and employees significantly influence interunit collaboration and integration through several different mechanisms. Firstly, limited language skills on the part of employees involved in interunit communication constitute an obvious communication barrier. The existence of different languages within the same organization forces information to be filtered and translated, often leading to misunderstandings, a low degree of normative integration, and potentially to a vicious circle of distrust among the units involved (Marschan-Piekkari et al., 1999a).

Secondly, variations in language skills may lead to the emergence of informal language-based relationships and networks. Marschan-Piekkari et al. (1999a) suggest that MNC employees skilled in relevant languages find it easier to develop broad contact networks and be more involved in communication with sister units and headquarters, and therefore have better access to various kinds of information. In their study, even though the MNC in question was highly internationalized with English as the corporate language, there was evidence of a network of managers who were fluent in Finnish. Non-Finnish-speaking managers felt excluded from this network, which some of them dubbed ‘the Finnish mafia’. This effect was not restricted to the home country language: tight social networks stretching across several units based on other shared languages, such as Spanish or German, were also reported (Marschan-Piekkari et al. 1999a; 1999b).

Thirdly, organizational members are more likely to categorize their colleagues as ‘out-groups’ if their ability to communicate orally and/or in writing is restricted. Social identity theory and social categorization theory suggest that the adoption of a social identity based on e.g. situational factors, race, or accent, may reinforce perceived intraclass similarities and interclass differences and result in the creation and maintenance of in-group preferences (Erez and Earley, 1993). 

The potential consequences of these findings for social capital are obvious. As Williams (2001) has pointed out, social categorization may significantly influence the development of perceived trustworthiness: people tend to associate positive beliefs and feelings with the own group and be more likely to have a negative category-based perception of out-group members’ trustworthiness. To the extent that their ability to interact in a common language is limited, a low level of shared understanding and trustworthiness is likely to prevail. The findings also indicate that when there is a high degree of language fluency among the people who engage in communication between two MNC units, there is a fertile basis for the development of shared understandings. This leads us to the following hypotheses:

Hypothesis 2a: The greater the interunit language fluency, the higher will be the degree of shared vision.

Hypothesis 2b: The greater the interunit language fluency, the higher will be the degree of perceived trustworthiness.

Methods

Sample and data collection

Data for this study were collected through structured face-to-face interviews with top managers of Finnish and Chinese subsidiaries of foreign MNCs. Finland and China were chosen so as to test the hypotheses with data from two different contexts, one advanced small industrial country (Finland) and one large developing country (China). In both cases the data collection was begun by sending a letter to the subsidiary president – in Finland to the 150 largest foreign-owned subsidiaries, in China to some 200 foreign-owned subsidiaries whose contact information was available to us. The letter described the project and emphasized the confidentiality of individual responses. The subsidiary presidents were then contacted by telephone to book interviews. 129 subsidiaries (89 Finnish, 40 Chinese) agreed to participate in the study, resulting in a sample of 35 US-owned, 53 Scandinavian-owned, and 41 European-owned units. They had been part of their parent corporations for an average of 17 years, had a mean of 388 employees, and average annual sales of 81,2 million US $. On average, their parent companies had an annual turnover of 11,428 million US $ and operated in 71 countries.

The interviews, which lasted 45-120 minutes, were conducted in 2000-2001. During the interviews, the respondents and the researchers went through a pre-tested questionnaire together and filled it out. The questionnaire language was English; any terms respondents had difficulty understanding were explained to them in another language they felt comfortable with (Finnish, Swedish, or Mandarin). The questionnaire began with a set of questions about the focal subsidiary and its parent organization followed by an exploration of the focal subsidiary’s bilateral relationships with certain sister units. These sister units were chosen by the respondents, who were asked to focus on the unit in a specified geographical area with which they had the most intense knowledge transfer relationship. In Finland, these units were: the focal subsidiary’s headquarters (defined as the unit to which it reported), one Nordic unit, one European unit, and one overseas unit. The corresponding units in China were: the focal subsidiary’s headquarters, one other Chinese unit, one Asian unit, and one overseas unit. Only some of the studied subsidiaries were involved in all four types of relationships. After elimination of relationships that contained missing values, the final data set covered 307 relations (197 Finnish, 110 Chinese) of the theoretical maximum of 516. 

Measures

Dependent variables

Shared vision and values. The following questions, graded on Likert-type scales ranging from 1=not at all to 7=very much, were used:

1. ‘The business practices and operational mechanisms of the two units are very similar’; 

2. ‘The organisational culture and management style is very coherent and similar across the two units’;

3. ‘Your unit shares the same ambitions with the unit in question’;

4. ‘Together with the other unit, you have a shared understanding of doing business’. 

Similar questions have been used by Nohria and Ghoshal (1994) to measure normative integration, and by Tsai and Ghoshal (1998) and Simonin (1999) to measure the closely related concepts of, respectively ‘shared values’, and ‘organizational distance’. The Cronbach alpha of the construct was 0.84.

Perceived trustworthiness. We followed Tsai and Ghoshal (1998) in using the following two questions, graded on 7-point Likert scales (range: 1=‘No, not at all’, 7=‘Yes, absolutely’), to measure the extent to which the focal subsidiary perceived the other MNC unit as trustworthy: (1) ‘Your unit can rely on this unit without any fear that they will take advantage of your unit even if the opportunity arises’; and (2) ‘In general, people from this unit will always keep the promises they make to your unit.’ The Cronbach alpha of the construct was 0.78. 

Independent variables

Interaction ties. The following types of interaction ties were included in our operationalization: (1) interunit trips and visits; (2) interunit committees, teams, and task forces; and (3) training involving participants from both units. These practices are similar to those used in previous research on intra-MNC interaction. However, while the respondents in previous studies typically have been asked to estimate the use of a certain type of tie on a scale from ‘very rarely’ to ‘very frequently’ (e.g., Roth et al., 1991) or answer yes or no to whether a specific type of tie is used (e.g., Ghoshal and Bartlett, 1988; Gupta and Govindarajan, 2000), we used objective estimates of the volume and frequency of interaction. For each type of interaction, respondents were asked to provide data on the number of managers interacting with people from the other unit. The number of managers involved in each type of interaction tie was divided by the subsidiary’s total number of employees, providing measures of the relative number of managers involved in each type of tie, and these measures were then added up to a construct measuring interunit interaction ties. The Cronbach alpha value of the construct was 0.78. 

Language fluency. For each relation to a foreign unit, respondents were asked to grade the ability of the people involved in the communication with the other unit to express themselves fluently a) orally, and b) in writing in the language in which the communication with that unit took place. The responses were graded on 7-point Likert-type scales ranging from 1 (=low) to 7 (=high). The two items were combined into a construct with a Cronbach's alpha of 0.83.

Control variables

Length of the relationship. It is conceivable that units over time come to see the other as more trustworthy and there may also be some convergence in terms of visions. Therefore, for each dyad the interviewee was asked to estimate when some kind of knowledge transfer between the units had started to take place. This moment indicates when the two focal units started to be involved in a relationship that went beyond only belonging to the same MNC, i.e. the kind of relationship that might have an impact on the development of a high degree of shared vision and perceived trustworthiness. The log of the number of years was used.

Vertical versus horizontal relationship. The determinants of perceived trustworthiness and shared vision may differ depending on whether the relationship is between two subsidiaries or between a subsidiary and its headquarters. Relationship type was controlled for with a dummy variable (coded as 0=sister subsidiary, 1=headquarters).

Value chain integration. In a similar vein as concerning the length of a relationship, the extent to which the value chains of the two parties are integrated may have a bearing on interunit shared vision and perceptions of trustworthiness. Therefore, the relative importance for the focal subsidiary of supplies from and sales to the other party were included as control variables. The respondent were asked to provide data on how many percent of the focal unit’s sales were sold to the other unit, and how many percent of the subsidiary’s purchases were bought from that unit. These two measures were combined to a measure of value chain integration.

Cultural distance. On top of the potential language-related difficulties that may exist between individuals from different cultures, the cultural distance between two units may hamper the development of trustful relationships. Individuals may for instance have negative stereotype notions of people from a distant culture and be less likely to share cognitive structures. Interunit cultural distance is therefore a natural control variable in this study. Hofstede’s (1980) seminal research identified four cultural dimensions: power distance, collectivism versus individualism, femininity versus masculinity, and uncertainty avoidance. Kogut and Singh (1988) used Hofstede’s cultural value scores to construct a composite index of the cultural distance between headquarters and foreign subsidiaries: 

CDjk + ln ( {(Dij – Dik)2/Vi)}/4, 

where CDjk = the cultural distance between countries j and k, Dij = the score for parent country j on cultural dimension i, Dik = the score for subsidiary country k on cultural dimension i, and Vi = the variance of the index for cultural dimension i. The formula corrects for the variance of each cultural dimension and averages across the four dimensions. This index has been used in a variety of studies and was utilized also in the present study.

MNC home region. Certain MNC characteristics have been shown to vary across home countries or regions, supporting arguments of the impact of mimetic isomorphism (DiMaggio and Powell, 1983) and national business systems  (Ferner and Quintanilla, 1998) on MNC practices. The limited previous research on perceived trustworthiness and shared vision in the MNC context does not permit us to present any a priori predictions on how these variables may be influenced by MNC home region, but controlling for them nonetheless seems motivated. All MNCs in the sample were headquartered in the United States, Scandinavia, or the rest of Europe. In order to control for home region effects, Scandinavia was treated as the base case and dummy variables were created for the two other regions.
MNC size. Parent company size may influence both the resources available for developing interunit social capital, and the practical possibilities for doing so. It was therefore included as a control variable, operationalized as the log of the corporate annual turnover in millions of US dollars. 

Job rotation. Job rotation could be thought of as an interaction tie among others. However, due to the limited number of individuals affected by this type of tie in our data set (especially among the Finnish cases), we used job rotation as a separate control variable only. It was operationalized as the number of managers transferred for at least a month to the other focal unit.

Subsidiary home country. Subsidiary home country (in the form of a dummy variable coded as 0=Finland, 1=China) was included as a control in analyses that included subsidiaries from both countries. 

Table 1 contains summary statistics of the variables used in this study, including means, standard deviations, and their Pearson correlation coefficients.

-----------------------------------

Please insert TABLE 1 here

-----------------------------------

Results

Three sets of four stepwise regression analyses were performed to test our hypotheses. In step 1, only the control variables were regressed on shared vision and trustworthiness. In step 2, the independent variables were added. These regressions were performed on a) the full sample, b) the Finnish subsidiaries only, and c) the Chinese subsidiaries only. The results of these analyses are presented in Table 2.

-----------------------------------

Please insert TABLE 2 here

-----------------------------------
While only one of the models with the control variables was significant at p<0.05, of the six full models, four were statistically significant at p<0.001, one at p<0.01, and one at p<0.05. Hypothesis 1a was supported: the level of interunit interaction ties was positively correlated with shared vision at the 0.1 significance level in the Finnish subsidiaries, at the 0.01 level in the Chinese subsidiaries, and at the 0.001 level in the full sample. Hypothesis 1b received somewhat weaker support. Interaction ties and perceived trustworthiness were positively related at the 0.01 significance level in the Chinese subsidiaries and at the 0.05 level in the full sample, but the Finnish data did not support the hypothesis. By contrast, hypotheses 2a and 2b were strongly supported by the data, the relationship being statistically significant at the 0.001 level in all cases except for perceived trustworthiness in Chinese subsidiaries, which was significant at the 0.05 level. In sum, while the results concerning the influence of language fluency on both shared vision and perceived trustworthiness were consistently significant across the two sub-samples of foreign subsidiaries in Finland and China, there were some differences across the sub-samples in terms of the impact of interaction ties.

As for the control variables, the results for the full sample showed weakly significant positive relationships between perceived trustworthiness and relations to HQs (as opposed to relations to sister units), and between shared vision and MNC size. A significant negative relationship was found between shared vision and cultural distance. Both perceived trustworthiness and shared vision were lower in subsidiaries owned by European MNCs than in those owned by Scandinavian ones. In the Finnish subsample, levels of perceived trustworthiness were higher in HQ relations than in sister sub relations, but lower in European- than in Scandinavian-owned MNCs. In the Chinese subsample, shared vision levels increased with MNC size, but decreased with increasing cultural distance and European (as opposed to Scandinavian) ownership; levels of perceived trustworthiness were higher in HQ than in sister relations but decreased as value chain integration increased.

Discussion

The study examined the influence of MNC interunit interaction ties and language fluency on cognitive and relational social capital in the relationship between foreign-owned subsidiaries located in Finland and China and their intra-MNC sister and parent units. To the best of our knowledge, this is the first large-scale examination of the consequences of language in a MNC context. Our results indicate that fluency in the language of communication is much more important for interunit relationships than has previously been acknowledged in the MNC literature. While extensive interunit interaction ties were found to be statistically related to shared vision, there was only a relatively weak indication that interaction ties serve as a determinant of perceived trustworthiness. 

All in all, our research indicates that managers need to be aware of the role that language plays in the development of social capital among MNC units. To invest in language training in order to increase perceptions of trustworthiness is an obvious implication of these findings. However, we are not entirely convinced of the sufficiency of this as a stand-alone measure. Individuals from different countries have different conventions of communication (Mueller-Jaquier and Whitener, 2001), which complicate cross-cultural communication and thus the development of trust. For example, the use of the word ‘please’ when making a request is expected by the English but much less common in the Nordic countries. British colleagues may perceive their Scandinavian counterparts as unfriendly and aggressive, thereby undermining the development of a trustful relationship. We suspect that such misattributions may have contributed to the strong effect of interunit language fluency, especially on perceived trustworthiness. The implication for companies is to complement language training with communication training that also includes linguistic analysis (Mueller-Jaquier and Whitener, 2001).

In this study, only relatively weak support was obtained for the hypothesized positive relationship between interaction ties and perceived trustworthiness. In the Finnish sub-sample no statistically significant relationship was established between these constructs, whereas a relationship statistically significant at p<0.01 was found when the Chinese sub-sample was analyzed separately. Our overall results differ from those obtained by Tsai and Ghoshal (1998), who found a strong positive relationship between social interaction ties and trust and trustworthiness, but not between the former and shared vision. In the MNC management literature, scholars have assumed – but very seldom empirically tested – that practices like short-term visits, participation in joint training programs and meetings, and membership in cross-unit teams, task forces and committees significantly contribute to the normative integration of the whole organization. Our results together with those obtained by Tsai and Ghoshal (1998) imply that the proposed effects need to be scrutinized in further empirical studies. More work is also needed on the impact of geographical context on this relationship.

While this study makes important contributions to our understanding of how interunit cognitive and relational social capital accumulates in MNCs, it is clearly only a first step. Extensive additional research is needed and could follow several avenues. An obvious start would be to alleviate the chief limitation of the present study, namely that data were provided by only one respondent in the focal Finnish and Chinese subsidiaries. This restricted the validity of e.g. the data on language fluency. It would be useful in future studies to collect data from other respondents to minimize the risk of common method bias.

Additional research is also needed to shed light on the effects of shared vision and perceived trustworthiness (and trust) on interunit resource exchange, especially knowledge transfer and development. Finally, another fruitful avenue for future research would be to explore further the topic of language in the MNC. As language skills are competencies possessed by individuals, not organizations, future studies on this topic would probably benefit from a qualitative, in-depth approach focusing on key actors. Such an approach would seem to gain further relevance from the recent calls for more research focusing on the individual level of analysis and the role of key individuals in MNCs (Gupta et al., 1999; Tsai and Ghoshal, 1998). 
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Table 1: Means, standard deviations and correlations of the studied variables

	Means, standard deviations, and Pearson correlation coefficients among variables under study (decimal points omitted from correlation coefficients due to space constraints)

	

	
	Mean
	Std
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13

	V1: Shared vision
	4.97
	1.17
	...
	
	
	
	
	
	
	
	
	
	
	
	

	V2: Trustworthiness
	5.34
	1.26
	49**
	...
	
	
	
	
	
	
	
	
	
	
	

	V3: Interaction ties
	0.13
	0.20
	20**
	17**
	...
	
	
	
	
	
	
	
	
	
	

	V4: Language fluency 
	5.46
	1.04
	35**
	29**
	07
	...
	
	
	
	
	
	
	
	
	

	V5: Relation length
	0.75
	0.49
	03
	-04
	-07
	01
	...
	
	
	
	
	
	
	
	

	V6: Relation type (HQ/sister)
	0.40
	0.49
	04
	16**
	05
	-00
	09
	...
	
	
	
	
	
	
	

	V7: Value chain integration
	17.2
	31.8
	00
	-02
	21**
	-03
	20**
	25**
	...
	
	
	
	
	
	

	V8: Cultural distance
	1.41
	1.12
	-04
	11
	14*
	04
	-16**
	18**
	10
	...
	
	
	
	
	

	V9: US MNC
	0.31
	0.46
	11
	04
	05
	-09
	24**
	-05
	-00
	-12
	...
	
	
	
	

	V10: Euro MNC
	0.31
	0.46
	-09
	-16**
	-08
	21**
	10
	-03
	08
	-01
	-45**
	...
	
	
	

	V11: MNC turnover
	3.45
	0.92
	06
	-16**
	-30**
	01
	27**
	-07
	-06
	-22**
	26**
	28**
	...
	
	

	V12: Job rotation
	0.37
	1.23
	01
	-07
	03
	-06
	-05
	-01
	08
	-06
	-00
	02
	08
	...
	

	V13: Sub home cntry
	0.36
	0.48
	06
	16**
	28**
	15**
	-37**
	-05
	01
	54**
	-19**
	-03
	-28**
	08
	...

	**. Correlation significant at the 0.01 level (1-tailed)

*. Correlation significant at the 0.05 level (1-tailed)


Table 2: Regression analyses

	Multiple regression analysis

Language fluency and interaction ties on shared vision (SV) and trustworthiness (TW)

	
	ALL SUBSIDIARIES
	FINNISH SUBSIDIARIES
	CHINESE SUBSIDIARIES

	
	SV
	TW
	SV
	TW
	SV
	TW
	SV
	TW
	SV
	TW
	SV
	TW

	Controls
	
	
	
	
	
	
	
	
	
	
	
	

	Relation length
	.027
	.031
	-.006
	.000
	-.006
	.031
	-.011
	-.015
	.111
	-.026
	.107
	-.008

	Relation type

(0=sister, 1=HQ)
	.026
	.130*
	.024
	.132*
	-.017
	.120+
	-.006
	.142*
	.169
	.234*
	.090
	.199+

	Value chain integration
	.010
	-.063
	-.012
	-.083
	.003
	-.035
	-.018
	-.049
	-.029
	-.103
	-.039
	-.174+

	Cultural distance
	-.154*
	-.062
	-.141*
	-.044
	-.049
	.035
	-.034
	.040
	-.319**
	-.157
	-.243*
	-.111

	U.S. MNC
	.060
	.023
	.024
	-.010
	.183+
	.001
	.080
	-.071
	-.137
	.101
	-.094
	.112

	Euro MNC
	-.083
	-.055
	-.178**
	-.138*
	.001
	-.011
	-.142
	-.157+
	-.160
	-.131
	-.193*
	-.122

	MNC turnover
	.065
	-.115+
	.160*
	-.046
	-.012
	-.129
	.063
	-.064
	.079
	-.102
	.255*
	.024

	Job rotation
	-.038
	-.027
	-.014
	-.007
	-.019
	.023
	-.002
	.047
	-.076
	-.139
	-.037
	-.134

	Sub home cntry (0=FIN, 1=PRC)
	.207**
	.198**
	.097
	.097
	
	
	
	
	
	
	
	

	Independents
	
	
	
	
	
	
	
	
	
	
	
	

	Interaction ties
	
	
	.206***
	.149*
	
	
	.127+
	.074
	
	
	.342**
	.317**

	Language fluency
	
	
	.391***
	.327***
	
	
	.353***
	.401***
	
	
	.419***
	.179*

	R
	.208
	.266
	.476
	.436
	.180
	.182
	.409
	.435
	.333
	.347
	.596
	.469

	R2
	.043
	.071
	.227
	.190
	.032
	.033
	.167
	.189
	.111
	.120
	.355
	.220

	Adjusted R2
	.007
	.035
	.190
	.152
	-.019
	-.018
	.112
	.135
	.017
	.028
	.266
	.113

	F
	1.19
	1.99*
	6.21***
	4.97***
	0.63
	0.65
	3.02**
	3.50***
	1.19
	1.30
	4.01***
	2.05*

	+one-tail p<0.1; * one-tail p<0.05; **one-tail p< 0.01; ***one-tail p< 0.001

Data in the table present standardized regression coefficients.
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