Organizational Culture, Alliance Capabilities 

and Relationship Performance

Sjoerd Beugelsdijk*, Carla Koen and Niels Noorderhaven

Tilburg University

Dep. of Organization and Strategy

Warandelaan 2

PO Box 90153

The Netherlands

* corresponding author: s.beugelsdijk@uvt.nl

Paper prepared for the EIBA Conference 2003

Copenhagen, Denmark.

ORGANIZATIONAL CULTURE, ALLIANCE CAPABILITIES AND

RELATIONSHIP PERFORMANCE

Abstract

Few studies focus squarely on organizational characteristics in relation to alliance capabilities and relationship performance. This paper explores the relationship performance of firms with embedded ties, extending the research on alliances and networks by developing an explanation of differences in performance in embedded relationships. Our main thesis is that relationship performance depends on a firm’s alliance capabilities, which in turn depend on internal characteristics, particularly a number of dimensions of organizational culture. Data from 127 Dutch interfirm relationships lend partial support for our thesis. A firm’s alliance capabilities are especially relevant when the firm wants to use cooperative relationships to gain new contacts, learn from a partner, or promote innovation. In contrast, a firm’s alliance capabilities are not related to direct financial gain from interfirm relationships. 

ORGANIZATIONAL CULTURE, ALLIANCE CAPABILITIES AND

RELATIONSHIP PERFORMANCE

Successful external relationships are increasingly recognized as critical to the survival and success of organizations. Particularly when embedded in a network of inter-organizational relationships, firms have better access to technologies and resources— and thus improved opportunities for learning, as well as increased legitimacy. Although embeddedness undeniably also entails constraints (Adler & Kwon, 2002; Uzzi, 1997; Portes & Sensenbrenner, 1993; Yli-Renko, Autio & Sapienza, 2001), it is generally regarded as something that helps organizations enhance their competitive position (Dyer & Singh, 1998; McEvily & Zaheer, 1999; Nohria & Eccles, 1992). 

Much effort has therefore been put into identifying the distinctive features of embedded exchanges. Three features are mentioned in many contributions to the network literature (e.g., Gulati & Gargiulo, 1999; Powell, 1990; Uzzi, 1996), as well as in the marketing channel or relationship marketing literature (e.g., Mohr & Spekman, 1994; Naudé & Buttle, 2000; Sivadas & Dwyer, 2000; Wilson & Jantrania, 1996): trust, fine-grained information exchange, and joint problem solving. An organization can thus be said to be embedded if the relationships with its transaction partners (buyers, sellers, service providers, as well as competitors with whom the firm cooperates in the context of, for example, research and development) are recurring and characterized by the above-mentioned features.

The question, however, of what factors influence the ability of firms to benefit from embedded ties, remains unanswered. The network literature focuses largely on the general network context and its consequences, rather than on the antecedents of network embeddedness or its differential impact on firm competitiveness. Gulati (1999), for example, explains the proclivity of firms to enter new alliances on the basis of their existing network positions. Uzzi (1996) points to third-party referral networks and previous personal relations as sources of further embeddedness. Both contributions use existing network characteristics (at the organizational or individual level) to explain newly emerging network characteristics. Although these approaches reveal path dependencies in network development, they shed no light on factors driving the initial differentiation of embeddedness or the ability to benefit from embedded relationships. It is obvious, however, that if all organizations in a particular field would become equally embedded, reaping the benefits thereof to the same extent, network embeddedness would have no consequences for their relative competitive positions. As the available literature suggests that embeddedness variance does, in fact, influence competitiveness, this issue must be addressed. 

To a certain extent, one may assume that firms are able to shape and deliberately design their network relations (Hung, 2002; Lorenzoni & Lipparini, 1999). Yet, factors at the firm level—beyond managerial deliberation—may also cause differences in network embeddedness. The literature offers a number of important clues in this respect. Recent research in the alliance tradition, for example, not only points to "soft" factors such as trust, mutual commitment, and altruism as important for alliance success (Heide & Miner, 1992; Hoffmann & Schlosser, 2001), but also suggests that the success of interfirm collaborations may be a function of partner characteristics (Sarkar, Echambadi, Cavusgil & Aulakh, 2001; Hitt, Dacin, Levitas, Arregle & Borza, 2000; Madhok, 1995; Saxton, 1997). Factors contributing to certain types of interorganizational cooperation— or, more specifically, to embedded forms of network relationships— seem to be strongly associated with internal organizational characteristics.

Building on the limited literature that has explored this issue, we theorize in this paper about the relationship between benefits derived from embedded ties and (what seems to us to be) one particularly important factor causing differences in network embeddedness: organizational culture. Specifically, we propose that a number of dimensions of organizational culture identified in the literature may be related to the alliance capabilities of a firm, which, in turn, affect the relationship performance in embedded network ties. Compared to other organizational traits, organizational culture is both specific to an organization (Barley, 1983; Gregory, 1983; Smircich, 1983) and relatively constant (Bloor & Dawson, 1994; Christensen & Gordon, 1999; Leonard-Barton, 1992), which makes it an attractive candidate if we want to identify organizational characteristics to be linked to alliance capabilities and relationship performance. Furthermore, the behavior of organization members will be driven by ‘the norms prescribing and sanctioning these behaviors and the values in which the norms are embedded’ (Katz & Kahn, 1978:43), also when they are dealing with other organizations. Organizational culture will thus influence interorganizational relations. The concept of alliance capabilities is equivalent to Ritter’s (1999) ‘network competence’, and is defined here as the extent to which a given firm is capable of handling, using and exploiting embedded relationships. Relationship performance is a broad concept encompassing the realization of both immediate benefits (e.g., of a financial nature) and less direct benefits (e.g., in the form of enhanced innovation capabilities) (Hogan, 2001; Walter, 1999).

Our hypotheses specifying the links between organizational culture dimensions, alliance capabilities and relationship performance are tested on data from 127 interfirm relations between Dutch small- and medium-sized companies (SMEs).  

THEORY AND HYPOTHESES

Few studies focus squarely on organizational characteristics in relation to alliance capabilities and relationship performance. The most promising contributions come from the industrial marketing and purchasing literature. Takeishi (2001), for example, explores why some firms benefit more than others from outsourcing and collaborative supplier relations. Using data from buyer-supplier relations in the Japanese automobile industry, Takeishi concludes that an integrated problem-solving process of supplier and buyer, together with frequent face-to-face communication between the two firms, facilitates successful collaboration. Interestingly, Takeishi (2001) also finds that integrated problem solving by buyer and supplier is related to effective internal coordination inside the automaker’s organization. Takeishi thus points to an organizational characteristic (internal coordination) as an important factor for success in interfirm collaboration. Referring to the importance of organizational culture, he points to the vital role played by powerful project leaders in cross-functional, intra-organizational and interorganizational coordination and in problem solving. This strategy worked at some automakers, but not at those with ‘traditional values,’ where project leaders could not yield sufficient power (Takeishi 2001: 418). This finding confirms the fact that organizational procedures and culture guide organizational behavior in interorganizational relations (Nooteboom, 2002).

Brock Smith (1997) studies ‘selling alliances,’ collaborations in which complementary sales organizations join forces. Open communication, trust, and perceived interdependence are found to be important determinants of the effectiveness of selling alliances. Factors like trust, cooperation, open communication, constructive conflict resolution, commitment and fairness were emphasized in company interviews as important ingredients of a ‘partnering culture’ (Brock Smith, 1997: 155). A ‘partnering culture,’ in turn, can be regarded as an aspect of organizational culture.

Organizational characteristics that lead to network embeddedness are the focus of Ritter’s (1999) contribution. Ritter defines ‘network competence’ as “the degree of network management task execution and the degree of network management qualification possessed by the people handling a company’s relationships”. Studying a sample of German companies operating in the mechanical and electrical engineering, measurement technology, and control engineering sectors, Ritter found that four organizational antecedents account for a company’s network competence: the availability of (financial, physical, personnel and informational) resources, the network orientation of human resource management, the integration of intra-organizational communication, and the openness of the corporate culture. Three of the four antecedents of network competence distinguished by Ritter are related to organizational culture, broadly defined.


Hewett, Money & Sharma (2002) explored buyer-seller relations in the manufacturing sector. They found that those buyers with an organizational culture characterized by a high degree of ‘smoothing’ activities and internal integration were more often in relationships with sellers responding with a repurchase intention to trust and commitment than were buyers with an organizational culture focused on external positioning and competition. Thus, certain cultural orientations seem to reinforce relationship quality and therefore also the overall embeddedness of a firm.

In essence, these studies suggest that firm-level characteristics—such as effective internal coordination leading to integrated problem-solving processes (Takeishi, 2001), open communication and trust (Brock Smith, 1997), the integration of intra-organizational communication (Ritter, 1999), and internal integration and ‘smoothing’ (Hewett et al., 2002)—account for a firm’s relational effectiveness and thus affect the benefits derived from embedded ties. These studies seem to confirm the findings of the network literature regarding the main components of embeddedness: trust, fine-grained information exchange and joint problem solving. They also support our assertion that differences in organizational characteristics—specifically, differences in organizational culture—affect a firm’s alliance capabilities and subsequently contribute to differences in relationship performance.   

The Importance of Organizational Culture
The literature discussed above offers important indications regarding the role that organizational culture can play in explaining alliance capabilities that contribute to embedded network ties. As discussed above, embedded relationships are characterized by three main features: trust, fine-grained information exchange, and joint problem-solving arrangements (Gulati & Gargiulo, 1999; Mohr & Spekman, 1994; Naudé & Buttle, 2000; Powell, 1990; Sivadas & Dwyer, 2000; Uzzi, 1996). Trust enables organizations to engage in uncertain exchanges of resources that are difficult to value and transfer over a market interface (Uzzi, 1996: 678). Fine-grained information exchange reduces the uncertainty faced by the firm (Johnson & Sohi, 2001) and offers timely access to scarce opportunities (Burt, 1992; Gulati, 1999). Finally, joint problem solving allows organizations to respond to unforeseen circumstances without having to renegotiate contracts, thus enabling them to concentrate more on adding, rather than redistributing value (Takeishi, 2001: 416). Thus, trust can be said to form the basis for effective interfirm relations, fine-grained information exchange helps to achieve predictability and dependability within the relationship, and joint problem solving allows the relationship to be adapted when necessary. Any theory of factors that influence network embeddedness should consequently explain how these factors promote trust, fine-grained information exchange and joint problem solving.
We have chosen to focus on organizational culture as the principal explanatory factor. This choice evokes two questions: why focus on an organizational-level phenomenon, and why organizational culture, in particular? While we choose to concentrate on organizational level factors to explain differences in alliance capabilities, we do not deny that factors at other levels of analysis may also play a role. For instance, we may expect that firms conducting activities crucial to a particular production process become more strongly embedded than other firms. (Vanhaverbeke & Noorderhaven, 2001). Furthermore, firms may have scarce resources that make them so much sought-after that they become strongly embedded (whether they dispose of alliance capabilities or not). This is, for instance, the case with the national oil companies in many oil-producing countries (Van der Linde, 2000).  A firm may also benefit from first-mover advantages that bolster its position in the network subsequently developed. In this final case, however, the question would still have to be answered why this particular firm, and not another, was the first mover. The behavior of a first-mover can be characterized as ‘alliance proactiveness’ (Sarkar, Echambadi & Harrison, 2001), which in itself could be an aspect of organizational culture. Finally, a combination of chance events followed by path-dependency may cause embeddedness variance. In this case, no organizational characteristics exist that can be meaningfully linked to network embeddedness. But in empirical research such cases would constitute the noise, rather than the signal to be interpreted. 

In our view, organizational-level phenomena cannot be completely reduced to either industry effects or incidents of history coupled to path-dependency. Organizations differ, and the issue of how these differences are related to outcomes (such as alliance capabilities and relationship performance) must be addressed. Looking in the other direction, organizational-level phenomena can also not be completely reduced to the level of individual actors within the organization, as ‘organization members interact not only as individuals, but also as actors performing organizational roles’ (Lane & Lubatkin 1998, 465). In this vein, Johnson & Sohi (2001) point to the necessity of examining organizational features that influence interfirm relationships. The development and management of an interfirm relationship depend not only on the particulars of the interfirm relationship, but also to a great extent on firm-level characteristics or predispositions. Firm-level predispositions are derived from phenomena at the collective level (Johnson & Sohi, 2001).

We argue that organizational culture is an important determinant at the collective level that can shape organizational predispositions. At the heart of the factors mentioned in the literature discussed above we find what can best be described as elements of organizational culture, conceptualized as organizational practices. We thus propose a broad definition of organizational culture that encompasses not only values and beliefs shared by organization members, but also less value-laden perceptions of organizational processes typical of a given organization (Hofstede et al., 1990). Organizational culture has been identified as essential for the successful outcomes of relationships (Ritter, 1999; Dyer, Kale & Singh, 2001; Sarkar et al., 2001; Jemison & Sitkin, 1986; Hedlund, 1994; Teece, 1977), and of particular importance during the assessment of whether or not partnering companies will be able to work together effectively (Dyer, Kale & Singh, 2001). However, there is as yet little systematic evidence concerning the specific elements of organizational culture that play a role.

In linking organizational culture to alliance capabilities that promote relationship performance in embedded ties, we refer to characteristics of cultures that are reflected in multiple studies, irrespective of their precise focus or methodological approach—although it is unavoidable that we lean more on those contributions that identify particular dimensions or characteristics of organizational cultures across organizations, than on studies that emphasize the idiosyncrasies of the culture of specific organizations (Smircich, 1983). Our eclectic reference to the organizational culture literature is endorsed by the view that although values, beliefs, symbols and practices are different aspects of cultures, they are manifestations of the same phenomena (Christensen & Gordon, 1999; Schein, 2000). The essential point for the purpose of this research is that organizational culture, in its different manifestations, is considered to capture the essence of what the organization is and how it operates as a social collectivity (Meek, 1988; Schultz, 1992).

In discussing organizational culture in relation to a firm’s alliance capabilities, we will refer predominantly to three research instruments considered by Rousseau (1990) to be among the most established measures of organizational culture: the Organizational Culture Inventory (Cooke & Lafferty, 1989), the Organizational Beliefs Questionnaire (Sashkin, 1984), and the Organizational Culture Profile (O’Reilly, Chatman & Caldwell, 1988). We complement these with two recent studies focusing on cultures operationalized as perceived organizational practices: Hofstede et al. (1990) and Christensen & Gordon (1999). Taken together, these five studies can be seen as largely representative of the quantitative approach to organizational culture. Xenikou & Furnham (1996) empirically demonstrated that the dimensions distinguished by the first two of these instruments overlap substantially. Inspection of the dimension descriptions reveals that some of the dimensions distinguished by the other studies are also conceptually similar to those of Cooke & Lafferty (1989) and Sashkin (1984). 

With regard to the influence of organizational culture on alliance capabilities and, subsequently, on network embeddedness, two possibilities should be taken into account. First of all, the cultural characteristics of an individual organization may make it more or less likely for that organization to develop alliance capabilities and thus to become successful in embedded relations. Particular organizational cultures, it seems, are conducive to the formation of alliance capabilities and, hence, to trust relations, fine-grained information exchange, and joint problem solving or to network embeddedness. This is the route we will follow below. 

There is, however, an alternative that should also be discussed: to focus on the ‘fit’ between the organizational cultures of two or more firms that already have or aim to establish a strong cooperative relationship. Organizational culture fit has been identified as important for alliance success (Douma, Bilderbeek, Idenburg & Looise, 2000; Medcof, 1997). In contrast, cultural dissimilarity has been found to impede the development of trust in channel relationships (Anderson & Weitz, 1989), and conflicts result from misunderstanding each other’s organizational cultures (Brock Smith, 1997). Consequently, although we emphasize the impact of characteristics of the focal organization’s culture, issues of culture fit cannot be denied, as they may stymie identification of these effects. We thus suggest a combined study of the impact of culture dimensions and of culture fit, which may reveal how both possible interrelated mechanisms work.

When selecting culture variables to be discussed, one must bear in mind that it is difficult, if not impossible, to completely specify organizational culture (Schein, 2000). It makes more sense to try to identify the variables that are relevant to the particular phenomenon that is studied in relation to organizational culture (Denison, 1996). In our case, we must ask which aspects of organizational culture can be assumed to be most important to the management of the external relations of the organization. We limit our discussion to organizational culture characteristics that can be linked to the development of alliance capabilities that contribute to network embeddedness. We thus formulate propositions regarding the link between alliance capabilities and those organizational culture variables that seem, in our estimation, to explain most of the embeddedness variance. 

Hypotheses

Our general thesis is that certain dimensions of organizational culture are related to a firm’s alliance capabilities to promote embedded ties.  These capabilities, in turn, influence the outcomes of the firm’s cooperation with its partners. Hence, we have two main hypotheses: one pertains to the relationship between alliance capabilities and relationship outcomes, and the other pertains to the relationship between organizational culture and alliance capabilities. The second hypothesis is subdivided into six more specific hypotheses, each focusing on a particular dimension of organizational culture.


Hypothesis 1 captures the central thesis of this paper, which asserts that benefits from interfirm relationships are reaped by those firms possessing alliance capabilities that contribute to network embeddedness:

Hypothesis 1: Firms with strong alliance capabilities will obtain better outcomes in their interfirm relationships.

The following hypotheses reflect the expected relations between dimensions of organizational culture and the alliance capabilities of a firm. The first cultural dimension, outcome or results orientation (identified in Christensen & Gordon, 1999, Hofstede et al., 1990, and O’Reilly et al., 1991), may be expected to be negatively related to the quality of external relations, since an organization focusing too much on results might lack the patience and understanding necessary for developing inter-firm relationships. Hofstede (2001) already showed at the national level that there is a positive relationship between long-term orientation as a cultural dimension and the focus on stakeholder value (instead of a more narrow result orientation, such as shareholder value). This is relevant to our research, as it suggests that a results orientation in a firm might limit the development of the long-term view that is often needed in developing and finally exploiting relations with partner firms. Hence:

Hypothesis 2a: Organizational cultures that emphasize results will be negatively related to alliance capabilities. 

The second dimension is employee or people orientation (identified in Sashkin, 1984; Cooke & Rousseau, 1988; Hofstede et al., 1990; O’Reilly, 1991; and Christensen & Gordon, 1999). An organization is said to be employee- or people oriented when it is concerned with the growth, development and wellbeing of its employees. Organization members are expected in turn to be supportive, constructive, and open to influence in their dealings with others. At face value, there may seem to be no reason to hypothesize a direct effect on a firm’s alliance capabilities and thus network embeddedness. However, an atmosphere within organizations that fosters good interpersonal relationships will also help to attract and retain employees who are good at establishing and maintaining relationships with external constituencies (Walter, 1999). Conversely, an organizational culture that de-emphasizes the importance of the employee and of personal relations (and emphasizes the task dimension, in the bipolar scale of Hofstede et al., 1990) may find it difficult to pay sufficient attention to the maintenance of relationships with representatives of customers, suppliers, and other business relations. A strong employee/people orientation may be expected to help the organization maintain open communication and fine-grained information exchange with its network partners. A strong employee-oriented organizational culture could arguably be expressed in a human resource policy that is focused upon the broader needs of employees rather than solely upon task performance. This focus, in turn, promotes an open, flexible and spontaneous atmosphere that facilitates open communication. Employees are not only encouraged to discuss problems and issues related to their specific task in the organization, but are also relaxed about expressing more personal and individual problems and desires. Hence, we expect a positive relation between this dimension and a firm’s alliance capabilities.

Hypothesis 2b: Organizational cultures that emphasize employee or people orientation will be positively related to alliance capabilities.   

The third dimension encompasses Hofstede et al.’s (1990) open versus closed system and Christensen & Gordon’s (1999) confrontation orientation. In both cases the connotation of the dimension is the willingness and ability to engage in open and, if necessary, critical communication. For Hofstede et al.’s dimension, this is particularly so in Verbeke’s (2000) rendering of the dimension. The open versus closed system/confrontation dimension may be assumed to be positively related to the ability to build and maintain high-quality external relations, as a climate of open critical communication enables the organization to learn from mistakes without having to resort to self-defensive tactics. In this respect, ‘self-reflectiveness’ has been identified as a social competence that is essential for organizations in successful management of business relationships. ‘Self-reflectiveness’— which can be seen as related to the ability to deal with (self)criticism—is essential in motivating relevant actors to cooperate with an organization, to resolve conflict situations, and to be able to carry responsibility (Walter, 1999). Moreover, open communication facilitates realization of mutual benefits by allowing exchange of fine-grained information and by reducing misunderstandings and uncertainty (Sarkar et al. 2001).

Hypothesis 2c: Organizational cultures that emphasize an open system/communication orientation will be positively related to alliance capabilities.

Dimension number four is innovation orientation (identified by Christensen & Gordon, 1999, and O’Reilly et al., 1991). This dimension reflects the attitude towards innovation and risk-taking. Worth consideration is how well employees can be expected to evaluate their own organizations on this issue. Measurements may be subject to a strong social desirability bias, given the positive connotations of innovativeness. In general, however, the dimension seems to be relevant, the more so since one of the potential benefits of embedded relations is joint innovation (Gemünden, Ritter, & Heydebreck, 1996). Innovation-oriented companies have a high R&D intensity and are eager to increase their internal technological know-how through cooperation with external innovation partners (Walter, 1999; Gemünden, Heydebreck & Rainer, 1992; Gemünden, Ritter, & Heydebreck, 1996). The organizational structure and culture of these companies are argued to be marked by high flexibility and to encourage risk-taking behavior. Innovation orientation is the notion of openness to new ideas, products, processes or services (Walter, 1999: 542). Moreover, employees in innovation-oriented companies are faced with conditions that enable and motivate them to perform boundary-spanning activities and to develop relational power sources (Ibid.). These characteristics of an innovative organizational culture seem to be conducive to joint problem solving. The innovative organization is not only strongly motivated to cooperate with knowledgeable partners, but also exhibits flexibility and risk-taking behavior, which equip the firm to solve unexpected problems in a cooperative manner. A positive relationship between the innovation dimension of organizational culture and alliance capabilities that promote network embeddedness may be hypothesized. However, care should be taken in measuring this dimension to avoid items that may be expected to lead to a strong social desirability bias.

Hypothesis 2d: Organizational cultures that emphasize an orientation towards innovation will be positively related to alliance capabilities.

The fifth dimension, stability orientation, was identified only in O’Reilly et al.’s (1991: 505) study, with items like ‘rule oriented’, ‘stability’, ‘predictability, ‘security’ and (negatively loading) ‘no rules’. In a sense, this dimension can be seen as the opposite of innovation, as it reflects predictability and rule-orientation. It can also be seen as the opposite of a loose control orientation (Hofstede et al., 1990). However, the dimension can also be seen as independent. Good external relations will normally entail some relinquishing of control, which may be difficult for the organization geared to tight control. In particular, building up trust is possible only if the representatives of the organizations involved are able and willing to relinquish some control (Saxton, 1997; Butler, 1991; Mohr & Spekman, 1994). On the other hand, stability may also lead to predictability, thereby increasing trustworthiness. Nevertheless, we hypothesize initially that stability orientation blocks the formation of trust-based relations, and may harm the firm’s ability to form and maintain cooperative external relations.

Hypothesis 2e: Organizational cultures that emphasize stability will be negatively related to alliance capabilities.

Dimension number six, team orientation, reflects the extent to which employees are encouraged to cooperate across intra-organizational boundaries. This dimension, found by both Christensen & Gordon, 1999, and O’Reilly et al., 1991, is probably positively related to the quality of external relations, as the management of these relationships often calls for coordination across functions. Team orientation involves the development of trust, cooperation and involvement. The benefits for organizations from intra- and inter-organizational cooperation have been widely documented (see Smith et al., 1995). Alliance research has found that the degree to which partners trust each other and are committed to a relationship is a result of their investment and involvement in that relationship (Parkhe, 1993). This paper hypothesizes that a team-oriented organizational culture within firms, which stimulates the generation of a behavior or attitude of trust and involvement, helps to develop the same attitude in external relationships and could, therefore, be positively related to the firm’s ability to enter and maintain successful interfirm relations. This dimension of organizational culture may contribute equally to the formation of trust, fine-grained information exchange, and joint problem solving, and is hence expected to be a key dimension in explaining network embeddedness.

Hypothesis 2f: Organizational cultures that emphasize a team orientation will be positively related to alliance capabilities.

Our analysis concentrates on the effects of organizational culture on alliance capabilities, and those of alliance capabilities on alliance outcomes. However, there are also a number of other factors that have been shown to influence alliance outcomes; these must also be taken into account. Hence, our explanation of alliance outcomes will also look at the effect of trust, which has been found to exert a positive influence on network outcomes (Hoffmann & Schlosser, 2001; Heide & Miner, 1992). We will also examine partner importance and relationship advancement. Partner importance is an important control variable, for the more important an interorganizational relationship is, the more a firm will be prepared to adapt to its partner and to expend the energy necessary to make the relationship a success (Ping, 1997). Likewise, relationship advancement, defined as the willingness to invest in a relationship and to view it in a long-term perspective (Ritter, 1999), should also be taken into account. These two factors together may be expected to have an important impact on a focal firm’s commitment to a relationship, and hence the likelihood of its success, regardless of possible barriers stemming from cultural differences (Hewett, Money & Sharma, 2002; Morgan & Hunt, 1994). As already indicated, we include a measure for this factor in order to take account of the possible effects of organizational culture fit on alliance success. We further include a control variable for the size of the focal firm, as it is possible that larger firms can control relationships by other means than smaller firms can.

METHODS

The dataset consists of 127 relations between Dutch SME firms. These firms form a convenient sample from various industries including biotech, construction industry, food and agricultural products and service firms. Data collection took place between November 2001 and November 2002. In gathering relation-specific information, we used a ‘hub-and-spoke’ approach. We approached a boundary spanner in a firm (the ‘hub’) and asked for five important partners with whom it cooperates. These relations (the ‘spokes’) might be clients, suppliers, competitors or service providers. Subsequently, we asked the boundary-spanning individual in this hub firm a number of questions relating to these relations. On average, these interviews lasted about one hour. In addition to this hub-and-spoke analysis, we asked the participating firms to cooperate in a study of their organizational culture. We measured organizational culture by means of a survey instrument developed on the basis of the existing literature. For both surveys (the organizational culture- and relation-specific hub-and-spoke surveys) we pre-tested our questions in different groups. The organizational culture survey was pre-tested among colleagues from a Dutch university. The relation-specific survey that aimed at measuring characteristics of relations between firms was pre-tested through in-depth interviews with managers in the field. In addition, suggestions for improvement were made by a number of academic specialists on buyer-supplier relations. After these comments were included and the pre-analyses completed, we started the actual interviewing process. We interviewed 30 hub firms, asking each to identify five specific relations. Our analysis was performed on the 30 hub * 5 spokes = 150 relations, although missing data reduced the number of actual usable observations to a maximum of 127. The unit of analysis is the inter-firm relationship.

Measures
Where possible, measures validated in previous studies were adapted to the context. Appendix A gives details of the items, scales and reliability of these scales. In operationalizing our dependent variable relationship performance, we identified several measures. These are all based on the perception of the boundary-spanning individual. Besides more direct measures (such as the financial success of a specific relation, as perceived by boundary-spanning employees), also indirect relationship performance was measured by exploring the degree to which a firm benefited in terms of increased competitiveness, whether the relation yielded new clients or contacts, and the extent to which the specific relationship resulted in learning. As we expect relationship performance to be a multidimensional concept, we used factor analysis to test the multidimensionality and generate our dependent variable(s). Applying factor analysis on the seven items for the 127 relations, we obtained two dimensions (see table 1 in appendix A). Whereas the first dimension containing the last five items captures the indirect performance of the relationship, the second dimension comes closer to a measurement of the direct performance measure of the relationship. While this latter construct includes the financial performance, the first dimension measures non-financial performance. The Cronbach alpha for the indirect relationship performance equals .74; for direct relationship performance this is only .57. However, given the explorative nature of our study, we decided to use the scale for direct relationship performance. The low alpha can be caused by the fact that the scale consists of only two items and by the relatively small sample. 

To explain direct and indirect relationship performance, we use several variables that are constructed from multiple items. Where possible, we built on existing measures in order to stay as close as possible to the three features of embedded ties (as discussed earlier). To check if the selected items converged into one scale, as we theoretically assumed, we performed factor analysis and also measured reliability by using Cronbach’s alpha. The first independent variable is partner importance, measured by three items. Factor analysis shows that these three items fit into one scale, explaining 64% of the variation in the mean scores on these items. Calculating a measure for reliability, we come to a Cronbach’s alpha of .70 (see Table A2). The willingness of a firm to ‘invest’ in a relationship is measured by three items that form the variable relationship advancement. Factor analysis indicates that all three items fit into one scale, explaining 60% of the variation. These items and the corresponding factor loadings are shown in appendix A (Table A3). Cronbach’s alpha of this three-item-based dimension is 0.64. To measure trust, we aimed to use five items, described in the appendix. Factor analysis indicated that these fit into two dimensions (see Table A4). The first dimension contains the second, third and fifth items, whereas the second dimension contains only the first and fourth items. Cronbach’s alpha for the first dimension is .69, whereas the second dimension scores .12. As the latter Cronbach’s alpha is very low, we choose to measure trust only by the three items included in the first dimension. Next to partner importance, relationship advancement and trust, we measure the degree of fit between the organizational culture of the hub and its partners. We asked two questions. The first explored the general overlap in organizational culture. The second more specifically probed the fit between work procedures. This reflects the view that organizational culture is embodied in organizational practices. The two items are described in the appendix (Table A5). The results of the factor analysis indicate that both items can be included in one factor, measuring cultural fit. However, calculating Cronbach’s alpha yields a score of only .38. Given this low reliability, we chose to include the two separate items, rather than the constructed scale, in our analyses. Our hypothesis is that relationship performance depends on a firm’s alliance capabilities, which (as explained) we expect to be determined by dimensions of organizational culture. Following this line of reasoning, we operationalized the hub’s alliance capabilities, as perceived by the hub itself. We measure alliance capabilities by seven items, which do not fit into one scale. Factor analysis indicates that there are two dimensions (see Table A6). The results of the factor analysis led us to choose to measure alliance capabilities by the four items loading on factor 1. This factor reflects various general aspects of alliance capabilities, whereas the second factor more specifically relates to the speed of response. The reliability of the scale based on the four items loading on the first factor (Cronbach’s alpha .72) is also superior to that of the second factor (Cronbach’s alpha .47). 


As explained in our theoretical framework, we expect the alliance capabilities of a hub firm to depend on dimensions of organizational culture. Following the existing literature described above, we operationalized organizational culture by means of six dimensions (which we theoretically argued to be related to alliance capabilities). The results of our analyses are shown in the appendix, in Table A7. Following Gordon (1991), we control for level of industry competition. The reason is that in industries with fierce competition, there may be less leeway for firms to develop a distinctive culture and to consistently translate this into organizational action. We measured industry competition by asking our key informant to indicate the perceived level of competition in the industry in which he is active.

Furthermore, we control for size by including the sales (in mln euros) of each hub firm. Due to pronounced skewness, we transformed this measure into a logarithmic term. Finally, we control for type of relationship by including dummy measures for the type of partner—client, supplier or service provider (the default category being that of ‘other’ relationships). The correlation matrix of all variables used in the analysis is shown in Table 1.

[Insert Table 1 about here]

As many of our variables are perception-based, we tested for common method bias by performing a factor analysis on all of the items mentioned above. This factor analysis does not indicate that there is a single background factor that could be seen as an indication of a common method influencing our results. In fact, the factor analysis results in eight factors with an eigenvalue above 1 and a first dimension explaining 24% of the variance, if we look at the non-rotated loadings. In addition, we performed a factor analysis and included the scores of additional background questions that were posed to each respondent in the hub firm (these variables were not used in the analysis reported in this paper). This makes sense when checking for a possible common method bias. Now we obtained 14 factors with eigenvalues above 1, with the first factor explaining 15%. These results allow us to conclude that our results are rather robust and that the danger of a potential common method bias is limited.

Analysis

The model. We use a 2SLS-approach in order to test the hypothesized relationship between relationship performance, alliance capabilities and organizational culture. Relationship performance is estimated by characteristics of the relationship, among which the firm’s own alliance capabilities, which are in turn explained by the dimensions of organizational culture. Figure 1 presents a graphical representation of our model test. The unit of analysis is the relation. Hence, the maximum number of observations is 127, because we have complete information on 127 relations between the focal firm and its partners. Because of missing data, the actual number of observations varies between the analyses.

[Insert Figure 1 about here]

RESULTS

In the first step of our analysis (reported in the lower half of Table 2) we related dimensions of organizational culture to a firm’s alliance capabilities. The three culture dimensions that are significantly related to a firm’s alliance capabilities are innovation orientation, stability orientation and results orientation. Innovation and stability are positively related to a firm’s alliance capabilities. Results orientation was negatively related to a firm’s alliance capabilities.

[Insert Table 2 about here]

These findings confirm hypotheses 2a and 2d. Counter to hypothesis 2e, stability orientation is positively related to alliance capabilities. The organizational culture dimensions employee orientation, communication and team orientation are statistically unrelated to a firm’s alliance capabilities. 

The upper part of table 2 summarizes the results of the second stage of our two-step procedure. Relationship performance is related to a number of relation-specific independent variables, including the alliance capabilities of the hub firm (which are based on the estimated value stemming from the first stage). By relating a firm’s organizational culture to its alliance capabilities, and subsequently linking these capabilities to the actual outcome of the cooperation, we test our most important hypothesis 1.

We estimated two base models that did not include the alliance capabilities (models 1 and 3). In line with our expectations, partner importance, relationship advancement and trust are significantly and positively related to relationship performance (partner importance related positively only to indirect relationship performance). The two measures of cultural fit are not significant. Models 2 and 4 include our measure for alliance capabilities. Relationship advancement is significantly related to direct relationship performance, but not to indirect relationship performance. Partner importance, in contrast, is significantly related to indirect performance, but not to direct relationship performance. In both models, trust in the partner is significant and is positively related to relationship performance.

Most important are our findings with respect to the alliance capabilities of a firm. A firm’s alliance capabilities are significantly and positively related to indirect relationship performance, but not to direct relationship performance. The coefficient in this model is even negative, albeit insignificant. Hence, a firm’s own alliance capabilities are important in terms of learning from a partner, creating new innovations through this partner, and yielding new clients via this partner. But the financial performance in the relationship and the attainment of stated goals (which are measured by the scale of direct relationship performance) are unrelated to alliance capabilities. These findings will be discussed in the next section.

DISCUSSION AND CONCLUSION

This study extends the research on alliances and networks by developing an explanation of differences in performance in embedded relationships. It does so by formulating and testing hypotheses about the relationship between dimensions of organizational culture, alliance capabilities, and relationship performance. 

Organizational culture is put forward here as a promising independent variable. Organizational characteristics— many of them pointing in the direction of organizational culture— have been shown in the empirical literature to be related to the ability of firms to engage successfully in embedded relationships. Organizational culture, being relatively stable in time, hard to change, and unique to an organization, can, from a theoretical point of view, be plausibly related to embeddedness characteristics.

We found general support for our thesis that certain aspects of organizational culture are important sources of alliance capabilities, which in turn explain variance in relationship performance. The alliance capabilities of a firm are correlated with three dimensions of organizational culture: innovation orientation, stability orientation, and results orientation. The finding that an innovative orientation in the organizational culture is related to stronger alliance capabilities is consistent with the idea that employees in innovation-oriented companies are faced with conditions that empower and motivate them to perform boundary-spanning activities and to develop relational power sources.

We also found a strong positive link between a stability orientation in the organizational culture and the alliance capabilities of a firm. In our discussion of this dimension, we put forward arguments in two directions. A stability orientation can impede the formation of trust-based ties, as building up trust always entails some relinquishing of control. On the other hand, organizations that are more stability oriented are also more predictable, which may cause them to be perceived as trustworthier. Our findings suggest that the latter effect is more important, and that a stability-oriented organizational culture is positively related to the ability to maintain successful inter-firm relations. Predictability and accuracy may increase internal trustworthiness, which subsequently also permeates relations with entities outside the organization. An important element in the alliance capabilities of firms is the keeping of promises and the ability to live up to the expectations of the partner. It could be argued that a stable and predictable culture positively affects alliance capabilities. More research is needed to further substantiate this reasoning.

The results orientation dimension of organizational culture is significantly negatively associated with alliance capabilities, corroborating our hypothesis. This negative relationship between results orientation and alliance capabilities suggests that an organization focusing too much on results may lack the patience and interest it needs in order to develop inter-firm relationships. Hofstede (2001) already showed at the national level that there is a positive relationship between long-term orientation as a cultural dimension and a focus on stakeholder value (instead of a more narrow result orientation, like shareholder value). This finding is relevant to our research, as it suggests that an organizational culture that emphasizes results may limit the development of the long-term view that is often needed in developing and finally exploiting relations with partner firms. We found no statistical relation between the dimensions of employee orientation, open communication, team orientation, and alliance capabilities. 

The alliance capabilities estimated in the first stage of our 2SLS analysis were related to direct and indirect relationship performance in the second stage. In our sample, alliance capabilities are unrelated to direct relationship performance, but are positively and significantly related to indirect relationship performance. A possible explanation for these contrasting findings is that the achievement of direct relationship performance requires other capabilities than the realization of indirect relationship performance. In the case of indirect relationship performance, the firm must be willing to learn from its partners and must be open to possible advantages that are neither initially anticipated nor easily quantified in monetary terms. On the other hand, to achieve direct relationship performance, as defined in our study, a company can more rigidly stick to its initial goals in the relationship, and if necessary put pressure on the business partner to ensure financial success. Thus, although direct and indirect relationship performance need not be negatively related (in fact, the correlation matrix in Table 1 shows a significantly positive correlation between the two), achievement of both types of performance may hinge on different capabilities. It may also be the case that firms concentrate more on direct or indirect results in different types of relationships. This is suggested by the finding for partner importance. In the regression with indirect relationship performance as the dependent variable, partner importance is significantly positive. In contrast, the variable is insignificant in the regression on direct relationship performance. Perhaps alliance capabilities become relevant only in relationships that are seen as important, while in other relationships the firm concentrates on direct performance. Our data do not, however, allow us to check the direction of causality between partner importance, alliance capabilities and relationship performance.

Next to these core results, our analysis suggests that trust is an important variable in explaining the result of a cooperative venture between firms. This fits the common idea on the importance of trust in inter-firm relationships (Nooteboom, Berger & Noorderhaven, 1997). We also found that cultural fit between two firms was not significantly related to either direct or indirect relationship performance. One reason for this counterintuitive result may be that the majority of the relationships in our sample can be considered embedded relations and not pure contract-based agreements. In our interviews with boundary-spanning individuals we frequently heard the following reasoning when we enquired into the importance of similar working procedures: ‘well, we both know that we are different. But as long as we recognize this and respect each other there is no problem’. This suggests that if relations between partners are based on trust and are well developed, there need not be a perfect cultural fit. 

The findings from our analysis present a first step towards an understanding of the factors that cause some firms to be better than others at managing, using and exploiting external relationships. We have thus begun to fill an important gap in management theory pertaining to causes of variance in relationship performance in networks. 

Future research directions

In future research we aim to develop a more dyadic approach to our research question. It would be interesting to confront the alliance capabilities of a firm (as perceived by its managers) with the partners’ perceptions of their alliance capabilities. Also, it might be interesting to investigate (the potentially differentially perceived) relationship performance as seen from both sides of the relation, and to explore why there might be diverging views of performance. 

This paper concentrated on the link between organizational culture, alliance capabilities and relationship performance. But as we discussed before, there is an alternative that must also be taken into account: to focus on the ‘fit’ between the organizational cultures of two or more firms that have or aim to establish a strong cooperative relationship. While cultural fit (operationalized using two items directly measuring the perceived cultural similarity) was insignificant in our analyses, it would be interesting to repeat the analysis using a more sophisticated operationalization. It is possible that organizational culture differences in some dimensions are more important than in others. If the same instrument was used to measure the organizational culture of each of the firms in a dyad, this question could perhaps be answered. This is yet another avenue of research we hope to explore in future work.  
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Table 1: Correlations between variables
	Variable
	mean
	St. Dev.
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	1. Indirect relationship performance
	0
	1
	1
	
	
	
	
	
	
	
	
	
	
	

	2. Direct relationship performance
	0
	1
	.29***
	1
	
	
	
	
	
	
	
	
	
	

	3. relationship advancement
	0
	1
	.50***
	.32***
	1
	
	
	
	
	
	
	
	
	

	4. trust
	0
	1
	.36***
	.45***
	.27***
	1
	
	
	
	
	
	
	
	

	5. partner importance
	0
	1
	.53***
	.17*
	.46***
	.24***
	1
	
	
	
	
	
	
	

	6. client
	.31
	.46
	.19**
	.07
	.21**
	.05
	.24***
	1
	
	
	
	
	
	

	7. supplier
	.36
	.48
	-.20**
	-.08
	-.04
	-.05
	-.17**
	-.51***
	1
	
	
	
	
	

	8. service provider
	.25
	.43
	-.07
	-.05
	-.28***
	-.03
	-.12
	-.39***
	-.44***
	1
	
	
	
	

	9. sales (mln euro)
	173
	386
	-.09
	-.02
	.03
	-.10
	.01
	-.07
	.16*
	-.14
	1
	
	
	

	10. organizational culture is similar
	2.57
	1.24
	.018
	0
	.24***
	.15*
	.05
	-.01
	.18**
	-.14*
	.08
	1
	
	

	11. way of working is similar
	3.82
	1.45
	.06
	-.06
	-.01
	.18**
	.05
	-.08
	.12
	-.05
	-.03
	.24***
	1
	

	12. alliance capabilities
	0
	.58
	.18*
	.01
	.11
	.11
	-.06
	-.06
	.05
	-.09
	-.32***
	-.09
	-.27***
	1


* 10%, ** 5%, *** 1% significance

Table 2: Organizational culture, alliance capabilities and relationship performance

2nd Stage 
	Model
	(1)
	(2)
	(3)
	(4)

	Method
	OLS
	2SLS
	OLS
	2SLS

	Dependent variable


	Direct Relationship Performance
	Indirect Relationship Performance

	Constant
	  -.55 (.89)
	   .59 (1.09)
	  -.17 (.77)
	 -1.10 (.98)

	Size
	   .05 (.04)
	   .01 (.05)
	   .03 (.04)
	   .06 (.05)

	Client
	  -.13 (.33)
	  -.01 (.34)
	  -.12 (.28)
	   .01 (.30)

	Supplier
	  -.24 (.32) 
	  -.20 (.33)
	  -.32 (.28)
	  -.30 (.29)

	Service provider
	  -.14 (.35)
	  -.12 (.38)
	  -.13 (.30)
	   .09 (.34)

	Relationship advancement
	   .25 (.10)*
	   .42 (12)*
	   .25 (.09)**
	   .18 (.11)

	Partner importance
	  -.08 (.10)
	  -.03 (.10)
	   .32 (.08)**
	   .33 (.09)**

	Trust
	   .45 (.09)**
	   .46 (.10)**
	   .22 (.08)**
	   .22 (.09)*

	Similarity culture
	  -.11 (.07)
	  -.12 (.07)
	  -.08 (.06)
	  -.09 (.07)

	Similarity work procedures
	   .04 (.06)
	  -.07 (.07)
	   .03 (.05)
	   .10 (.06)

	Alliance capabilities
	_
	  -.25 (.17)
	_
	   .40 (.15)**

	R-squared

F
	    .27

  4.77
	   .35

  4.86
	   .40

  8.50**
	.43

6.66**

	N
	126
	103
	127
	101


1St Stage
Dependent variable:
Own alliance capabilities


Independents: Organizational culture dimensions

	Results orientation
	 -1.10 (.49) *

	Employee orientation
	    .20 (.22)

	Communication
	    .15 (.39)

	Innovation
	    .97 (.23)**

	Stability
	    .64 (.19)**

	Team orientation
	    .01 (.39)

	Level of industry competition
	   -.46 (.22)

	R-squared

F
	    .62

  3.34*

	Standard errors are in parentheses. * p < .05, ** p < .01. The unit of analysis is the relation.


Appendix A

The following tables show the statistical details of our operationalization of our dependent and independent variables. The numbers in the columns are the factor loadings obtained by applying principle-components analysis. In case of more than one dimension, these reflect the loadings of the (varimax) rotated component matrix. Below each table the reliability scores of the obtained factors are shown. The unit of analysis is the relation. N = 127. In case the analysis yields multiple factors, the items included in a specific construct are printed in bold face.

Table A1: Dimensions of Relationship Performance: direct and indirect

	Factor 1
	Factor 2
	

	 .033
	.809
	With this partner we reached the full 100% of the goals we initially wanted to achieve

	 .093
	.816
	The co-operation with this partner is a financial success

	 .758
	 .263
	Our organization learnt a lot from the cooperation with this partner

	 .658
	 .436
	By co-operating with this partner we considerably improved our competitiveness

	 .728
	 -0.084
	By co-operating with this partner our organization gained valuable contacts

	 .767
	 .147
	The co-operation with this partner helps us in the achievement of innovations

	.529
	 -0.026
	The co-operation with this partner yields new clients


Cronbach’s alpha factor 1: 
.74

Cronbach’s alpha factor 2: 
.57

Table A2: Partner Importance Scale

	Factor 1
	

	 .863
	This partner is very important for the continuity of our organization

	 .781
	This partner is very important for the future development of our organization

	 .732
	It would be very difficult for us to replace this partner adequately if the relation would for some reason be ended


Cronbach’s alpha factor 1:
.70

Table A3: Relationship Advancement Scale

	Factor 1
	

	 .831
	We are prepared to do something extra for this partner



	 .770
	In this relation we are prepared to make investments that pay-off only in the long run

	 .680
	In case of problems, these are solved in close co-operation with this partner


Cronbach’s alpha factor 1:
.63

Table A4: Dimensions of Trust

	Factor 1
	Factor 2
	

	 .362
	 .749
	With this partner we exchange confidential information

	 .808
	-.114
	This partner can be trusted

	 .793
	.023
	This partner does what he promises

	-.474
	 .692
	We sometimes doubt if the information this partner gives us is correct

	 .673
	 .145
	We have a lot of confidence in the expertise of this partner


Cronbach’s alpha factor 1: 
.69

Cronbach’s alpha factor 2: 
.12

Table A5: Cultural Fit Scale (NB: scale not used in analyses)

	Factor 1
	

	 -.786
	The organizational culture of this partner clearly differs from ours

	.786
	This partner’s way of working closely resembles our way of working


Cronbach’s alpha factor 1:
.38 

Table A6: Alliance capabilities

	Factor 1
	Factor 2
	

	.172

.775

.012

.639

.657

.823

.383


	.786

.272

.856

-.0029

.255

-.046

.303
	We always react quickly when our partner needs us

We always give our partner clear and full information

It is not difficult for our partners to find the right person in our organization

We inform our partners in time in case of problems

We systematically keep information of our most important partners

We organize collective activities for and with our partner

Our organization promotes informal contact between our employees and those of our partner


Cronbach’s alpha factor 1:
.72

Cronbach’s alpha factor 2:
.47

Table A7: Dimensions of organizational culture

	Results Orientation

	Factor 1 (65%)
	Where I work ...

	 .860
	there are high demands concerning the results of what I do

	 .681
	employees are responsible for the results of their work

	-.767
	It is not clear to the employees what results are expected (R)

	 .900
	employees do their utmost

	Employee Orientation (lack of)

	Factor 1 (47%)
	Where I work ...

	.341
	Employees are allowed to follow seminars only it this benefits the organization

	 -.711
	there is considerable attention for the internal promotion opportunities of employees

	.742
	there is limited attention for the personal problems of employees (R)

	.652
	newcomers have to find their own way (R)

	 -.880
	In case of a vacancy on the managerial level, well-qualified people from inside are first considered to fulfill this vacancy

	Communication Orientation (lack of)

	Factor 1 (64%)
	Where I work ...

	 .830
	employees share their criticism with direct colleagues, instead with their managers (R)

	-.841
	there is good communication from the top-management to lower echelons

	 .793
	conflicts are ignored instead of openly discussed (R)

	-.781
	critique of employees is personally discussed with them by their managers

	 .762
	employees tend to keep information to themselves (R)

	Innovation Orientation

	Factor 1 (71%)
	Where I work ...

	 .821
	employees are encouraged to make all kinds of proposals for change

	 .807
	employees are expected to look for new opportunities for the organization

	.880
	employees come up with ideas themselves to improve the organization

	Stability Orientation

	Factor 1 (53%)
	Where I work ...

	 .722
	employees are expected to give full detailed declarations of any costs they incur

	 .819
	employees are expected to be dressed properly when they work for the organization

	-.648
	people do not always follow the strict guidelines (R)

	Team Orientation

	Factor 1 (73%)
	Where I work ...

	 .897
	there is good cooperation in case of projects that concern different departments

	 .882
	trust and good cooperation between departments is considered normal

	-.782
	employees identify more strongly with their own department than with the organization as a whole (R)
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