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Abstract

This thesis investigated factors predicting trust in business executives’ relationships
with their strong and weak ties, and the structure of business trust values among
executives in the UK and Hong Kong. Relationships between individualism-
collectivism and business trust values were also addressed. The research draws on
Zucker’s (1986) definition and production of trust, Butler’s (1983) reciprocity of trust,
Blau’s (1964) social exchange theory, similarity-attraction theory, Granovetter’s
(1973) tie strength, and literature concerning friendship, individualism-collectivism
and trust in order to develop hypotheses in three studies.

The first study examined the notion of trust through measures of expectations of
trusting behaviours that predicted dyadic trust between UK business executives and
their strong and weak ties. Expectations of honesty, reliability and discretion were
found to be the fundamental expectations that influenced trust in both types of ties.
Expectation of reciprocity of trusting behaviours between actors was also investigated
but no evidence was found for their influence.

The second study explored antecedents of trust between UK business executives and
their strongest business ties. Findings differed depending on whether strongest
business ties involved friendship. Common ground (e.g. similar education, interests
and work place) had an indirect effect on trust in strongest business friendship ties but
not in strongest business ties. These findings suggest that dyads in strongest business
relationships shared less in common than relationships that contained friendship.

The third study developed a multidimensional scale of business trust values and
explored its relationships with individualism-collectivism in the UK and HK. Trust
values were found to be discretionary in both groups. Intolerance of questionable
business practices was found in the UK group.

The research was multi-method as it combined qualitative semi-structured interviews
with quantitative surveys. The thesis concludes by discussing cultural implications for

the formation of trust among business people in the UK and China, and future
research directions.

(This thesis is approximately 79,800 words in length.)
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Extended Abstract

The increasingly integrated global economy creates demand for cross-cultural
understanding of the psychology of interpersonal trust among business executives in
the course of networking and conducting business transactions. This thesis examines
interpersonal trust between business executives and their business relationships in
Southern England and Hong Kong (HK). Because of a diversity of interpretations of
trust from different approaches, this thesis investigates three topics of interpersonal
trust in three studies, which are presented in Part A, B and C respectively. The UK
data were collected from business executives who were small business owners and
senior executives (such as bankers, accountants and lawyers) in breakfast clubs and
business dinners organised by professional institutions. The HK data were mainly
collected from counterparts in business luncheons organised by chapters of the Rotary
Club in HK. Techniques of structural equation modelling were employed in order to
perform confirmatory factor analyses, and examine causal constructs and mediating

effects simultaneously in predictive models of trust.

Chapter One introduces the three topics of interpersonal trust examined in this thesis.

The first study examined fundamental expectations of trusting behaviours that

predicted dyadic trust between UK business executives and their strong and weak ties,

11



and expectations of reciprocity of trusting behaviours between actors. The second
study explored antecedents of interpersonal trust between UK business executives and
their strongest business ties, and compared predictors in their ties with and without
friendship. Since trust was measured as a single variable in the first and second study,
the third study investigated domains of business trust values as a multidimensional
trust scale in the UK and HK. Further, the topic of entrepreneurship through social
networks and typologies of network ties are also introduced with the objective of
highlighting the importance of entrepreneurship even among small business owners

and relevant typology of social networks.

Part A - Trust as Expectations in Strong Ties and Weak Ties

Chapter Two seeks to develop a theoretical model of trust by addressing what trust
means between UK business executives and their strong and weak ties in doing
business with each other. This was achieved by expanding Zucker’s (1986) definition
of trust as a set of expectations shared by all those involved in an exchange to
incorporate three other concepts. First, Emerson’s (1981) distinction between
negotiated and reciprocal exchanges suggested that expectations of trusting
behaviours in the context of the present thesis would fall into these two types of
exchanges. This thesis posited that expectations of honesty, reliability and discretion
with reference to Butlers’ (1991) conditions of trust and Rotter’s (1967, 1971)
generalised expectances were fundamental in negotiated exchanges, and influenced
business executives’ trust in their strong and weak ties. However, expectations of
mutual benefits and reciprocating favours might be important to reciprocal exchanges

following Blau’s (1964) view of social exchange involving favours and returning
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received benefits, but were not fundamental expectations. Second, this thesis proposed
a notion of meta-trust to signify a meta-cognitive process underlying reciprocity of
trust (Butler, 1983, 1986). Third, this thesis further assessed whether there is a norm
of reciprocity that serves as a mechanism to motivate both actors to reciprocate
trusting behaviours in an exchange. A theoretical model of trust for strong and weak
ties (see Figure 2.3), a revised definition of interpersonal trust and a set of hypotheses

were then proposed.

Chapter Three presents a study to test the proposed theoretical model of trust and the
hypotheses proposed in Chapter 2. Five pairs of measures were structured to compare
scores of expectations of honesty, reliability, discretion, mutual benefits and
reciprocation of favours from strong ties and weak ties. Another five pairs of item
scores of strong ties and weak ties expecting honesty, reliability, discretion, mutual
benefits and reciprocation of favours from participants were also compared. In
addition, structural equation modelling was performed to examine which expectations
influenced trust in strong and weak ties, and the notion of meta-trust. The key results
showed that honesty, reliability and discretion influenced business executives’ trust in
their strong and weak ties, and also influenced how they perceived their ties’ trust in
them. However, the trust level between business executives and strong ties was higher
than for weak ties. Further, it was found that business executives’ expectations of their
ties and their ties’ expectations of them, as perceived by them, were correlated,
supporting Deutsch’s (1958) notion of mutual trust. Evidence of expectations of
reciprocating honesty, reliability and discretion was not found. Implications of the
findings were discussed. In particular, Blau’s (1964) social exchange theory was

questioned because of its limited applicability to business contexts. Moreover, the



reciprocal effect of expectations of trusting behaviours can be explored by using a
different approach of considering implicit and explicit expectations communicated

between actors.

Part B — Trust in Strongest Business Ties With and Without Friendship

Chapter Four aims to explore what variables might predict interpersonal trust
between UK business executives and their strongest business ties, and to compare
predictors in their ties with and without friendship. Three direct predictors were
posited to influence business executives’ trust in their strongest business ties with and
without friendship. They were Relationship Association, business value similarity and
how often business executives have been let down. The construct of Relationship
Association was proposed as an extension of Granovetter’s (1973) measures of tie
strength in order to reflect contents of strong business relationships that differed from
those of close social relationships. By drawing on similarity-attraction theory, this
thesis posited that sharing business values might be a significant predictor of trust in
business ties, irrespective of whether or not there is friendship in the relationship.
However, Relationship Association and levels of trust were predicted to be stronger
between business executives and their strongest business ties with friendship than
with strongest business ties without friendship. Furthermore, a review of literature
concerning attitude (Kandel, 1978; Busch & Wilson, 1976; Nicholson, Compeau &
Sethi, 2001), activity (Werner & Parmelee, 1979; Fink & Wild, 1995; Sprecher, 1998)
and social environment similarity (Allan, 1989; Fehr, 1996; Shulman, 1975; Fischer et
al., 1977) in friendship suggested that sharing similar interests might be conducive to

the ongoing development of friendship, whether or not similar interests preceded

VI



friendship. Similarly, shared environments such as work place or university would
provide physical proximity facilitating the formation and development of friendship.
Thus, common ground (sharing similar interests, education, and social environment at
work, school or university) was postulated to be an additional predictor that
influenced levels of trust in strongest business ties with friendship. Further, this thesis
also posited that the effect of common ground on trust in ties with friendship would

be mediated by the construct of Relationship Association.

Chapter Five presents a study to examine the antecedents of trust in strongest
business ties with and without friendship, testing the hypotheses developed in Chapter
4. A number of measures relating to business values similarity were created based on
iterative interviews with business executives, while other items were generated on the
basis of a review of literature concerning homophily (LLazarsfeld &Merton, 1954),
relational demography (Tsui & O’Reilly, 1989; Pelled & Xin, 2000), similarity and
Granovetter’s (1973) tie strength. The results confirmed that Relationship Association,
how often business executives have been let down, and the sharing of perceived
similarity in business values of ideas/visions and business principles were three direct
predictors of trust in strongest business ties with friendship. Sharing a combination of
common ground in similar education, social cultural environment in the past and
hobbies/interests indirectly influenced the level of trust through two complete
mediators of Relationship Association and similar business values. The more common
ground shared between a dyad, the stronger the business relationship between them
was found to be, and therefore the stronger the level of trust in the strongest business

friendship ties.
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However, findings observed for strongest business ties without friendship differed. In
addition to Relationship Association, a combination of sharing common native tongue,
cultural identity and business values directly predicted trust. The indirect effect of
common ground was not significant for strongest business ties without friendship.
These findings suggest that dyads in strongest business relationships shared less in
common than relationships that contained friendship. The chapter concludes by
discussing practical implications for building networks among business executives,
and theoretical implications for investigating business tie strength and business

friendship.

Part C — Business Trust Values: A Comparative Study of Business Executives in

Southern England and Hong Kong

Chapter Six seeks to investigate domains of trust values and develop a
multidimensional scale of business trust for UK and HK business executives in
conducting business transactions. Relationships between domains of trust values and
individualism-collectivism (Hofstede, 1980) and independence-interdependence
(Singles, 1994) were also explored. A rationale of four possible trust domains was
developed by reviewing literature concerning reciprocation of favours (Redding. 1982,
Bond & Hwang, 1986; Shariff & Lee, 1988), social networking in Chinese (Yeung &
Tung, 1996), Zucker’s (1986) process-based trust, characteristic-based trust and
institution-based trust, law and contract (Lane & Bachmann, 1997), trust in uncertain
situations (Heimer, 2001; Tyler, 2001), and business ethics (Stewart, 1995; Allinson,
1995; Dolecheck, 1992). The four posited trust domains were Reciprocation Trust,

Institution-based trust, Discretionary Trust and Ethical Trust. Further, different factor
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structures were predicted for the two countries under investigation: Discretionary
Trust and Ethical Trust for UK business executives, and Discretionary Trust and
Reciprocation of Favours for HK business executives. The domain of Institution-
based trust was examined specifically for the UK. Further, It was suggested that UK
business executives might have similar scores on Discretionary Trust to those of HK
business executives. Moreover, a possible association between individualism-

independence and the domain of Discretionary Trust in the HK group was predicted.

Chapter Seven presents a study to examine the two predicted factor structures
between UK and HK business executives, the postulated relationship between
individualism and Discretionary Trust, and concurrent validity of Discretionary Trust
in the UK group. Items assessing business trust and cultural values were created on
the basis of the literature review, qualitative interviews conducted in the UK and
Shanghai, and Collett, Emler and Fielding’s unpublished self-description inventory.
The results confirmed the predicted factor structure in the UK group, but not in the
HK group. Only Discretionary Trust emerged in the HK data. Reasons for the future
to recover a Reciprocation Trust Factor were considered. A business trust scale
comprising of three different domains of Institution-based Trust, Discretionary Trust
and Ethical Trust was developed. Because items of Institution-based Trust were not
included in the HK questionnaire, the study provided no evidence concerning its
relevance to this sample. In tests of concurrent validity of Discretionary Trust and
Ethical Trust, it was found that Discretionary Trust values were highly correlated with
expectation of strong ties being honest and reliable, but Ethical Trust values were
negatively correlated with these expectations of both strong ties and weak ties. In

conducting business dealings, UK business executives held a discerning trust attitude
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in deciding whom they wanted to trust. It seems more plausible that Discretionary
Trust would influence their trust expectations of honesty and reliability in their strong

ties than the reversed causal relationship.

The results did not confirm the prediction of similar scores of Discretionary Trust in
both groups. UK business executives scored significantly higher in Discretionary
Trust than their HK counterparts. This suggested that UK business executives had a
greater tendency to be discerning in deciding whom to trust and were possibly more
risk averse than HK business executives. A correlation between individualism and
Discretionary Trust among HK business executives, but not in the UK group, further
revealed that the discerning trust attitudes of HK business executives were related to
individualistic values, even though Hong Kong is a collectivistic society. Possible
relationships between the trust domains and three other cultural dimensions: power-
distance, uncertainty avoidance and masculinity-femininity (Hofstede, 1980) were
also discussed as potential avenues for future research. The rationale for investigating
Institution-based trust in HK in a future study was addressed. The theoretical
implications of studying trust in contexts of business dealings that differ from
contexts of trust between superiors and subordinates were highlighted. The chapter
concludes by discussing practical implications for UK business executives to respond
to the grey area of business ethics that may arise in cross-border business dealings

between the UK and HK.

Chapter Eight integrates the key findings of this thesis and evaluates their
contributions to the understanding of interpersonal trust in business relationships.

Because of its exploratory nature, the theoretical and methodological aims of the



thesis were revisited in order to assess aspects of the aims that were met or not met.
The limitation of the present sample sizes at around 100 was discussed. Three
strategies were identified for future studies. They included a minimum number of 4
indicators per factor (March et al., 1998). The chapter also discusses cultural
implications for the formation of trust among business people in the UK and China.
For example, common ground may be orientated towards sharing different similarities,

such as kinship, and hometown, called guanxi bases (Tsui, Xin & Cheng, 1998).

In spite of its limitations, research achievements in the new investigations of the trust
models and the business trust scale were summarised. The chapter concludes by
proposing future research directions that could solve certain outstanding questions,
and also open up new areas of investigation. In particular, the content of strongest
business friendship may differ from close social friendship. Because of differences in
the composition of men’s and women’s strongest ties, gender effects on trust should
be investigated. Finally, the present research on interpersonal trust models in the UK

should have shed some light on future research on trust models in China.
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Chapter 1

Overall Introduction

Several researchers see trust as critical to human existence and essential to the
effective functioning of relationships on all levels: individuals, dyads, groups,
organisations and nations (Erikson, 1963; Rotter, 1967; Wrightsman, 1974; Fehr,
1988). Rotter (1967, 1971) and Wrightsman (1974, 1992) described trust as a
generalised expectancy that other people are reliable and honest, thereby minimising
uncertainty. Within communities, trust promotes cooperation, maintains social order
and encourages long-term exchanges (Cook & Cooper, 2003; Simpson, in press). In
exchanges between individuals or organisations, the existence of trust manages

uncertainty and risks underlying exchanges (e.g. Kellock, 1994).

Theoretical foundations of trust have been analysed at three different conceptual
levels: distal (ultimate), ontogeny, and proximal causation (e.g. Sherman, 1988). The
distal analyses address the influence of human selection on trust in evolutionary
perspectives, whereas developmental processes across the lifespan of individuals in
current time give ontogenetic explanation of trust. Neither distal nor ontogeny
causation of trust is the focus of this thesis. However, the approach of proximal
causation is central to the research on the antecedents of trust in this thesis. Simpson
(in press) has made an excellent account of this topic. Each level of analysis is

summarised below before an explanation of the present research is presented.

Theories in evolutionary psychology argue that at the distal level of analysis, the
capacity to trust others who were or were not biologically related in the same tribe

was explained by traditional genetic evolutionary models. In the early years of
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humans’ existence as hunters and gatherers, most tribe members were biologically
related (Foley, 1987). Encountering complete strangers was rare, except during
intertribal war or trading (Wright, 1994). For survival, learning to cooperate in
hunting with other tribe members who were both kin and non-kin was compulsory.
Reciprocal altruism existed between two biologically unrelated individuals when they
allowed each other to gain mutual benefits (Trivers, 1971). As tit-for-tatlexchanges
persisted among those ancestors who recognised this survival strategy, they developed
cognitive abilities to judge when trust was warranted in cooperative behaviours, or
when trust was violated in non-cooperative exchanges. Over time, genes of those who
cooperated with non-kin could have been selected through evolution of humans

(Simpson, in press).

At the ontogenetic level, how a particular behaviour or trait develops and changes
across the lifespan is addressed. It has been argued that early social experiences in
childhood influence individuals’ tendency to develop trusting versus distrusting
relationships in adulthood (Erikson, 1963). For example, children who have positive
and satisfactory experiences in interacting with others gain confidence in building
relationships with others in adulthood, whereas those who experience conflicts and
betrayal became distrustful (Erikson, 1963). According to this analysis, trust serves as
the basis of personality and social development (Simpson, in press). Researchers such

as Bowen (1976, 1978) have adopted this lifespan perspective to explain the

" In a 2-person interaction, tit-for-tat calls for a strategy for each person to consider making cooperative
or non-cooperative moves. When an opponent has cooperated on the previous move, the other would
cooperate on the next move. However, if the opponent chooses to defect, the other defects too.
Whoever makes the first non-cooperative move tends to be perceived by the other as aggressive or

exploitative. There is mutual gain when both make cooperative moves. Tit-for-tat induces cooperation.
(Axelrod, 1984).
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development of dyadic (interpersonal) trust, whereas Belsky, Steinberg and Draper
(1991) explored some developmental antecedents of dispositional (individualistic)
trust. These two conceptualisations of trust, dispositional and dyadic trust, will be

elaborated later in the text.

At the proximal level, specific stimuli, situations or events in the current environment
that influence the extent that people trust others at certain points in relationships are
examined. Various theories and models have examined proximal factors that
influence the development of trust in relationships. For example, based on the
interdependence theory (Kelly & Thibaut, 1978), Kelly et al. (2003) identified four
trust situations in an exchange between two partners: (1) both partners cooperated and
received equal benefits; (2) neither partners cooperated and received no benefits; (3)
partner A chose to cooperate but partner B defaulted causing unfair benefits received;
and (4) the reverse of pattern of (3). These trust situations pose problems to both
partners in selecting either cooperative or non-cooperative choices. The question is
whether both partners can trust each other to make cooperative moves and jointly get
tasks accomplished. In fact, these trust situations are very similar to those faced by the
2-person prisoner dilemma games in which the desirable move is to remain
cooperative as long as the other partner continues to make cooperative choices

(Axelrod, 1984).

Another examination of proximal causes of trust is found in Holmes and Rempel’s
(1989) study. In studying close relationships, the researchers posit that the
development of trust at early stages of relationships involves a process of uncertainty

reduction as each partner learns the other’s values, motives, goals and intentions. The
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researchers suggest that as dependency on each other increases, and each partner’s
involvement becomes reciprocal and balanced, their equal and mutual involvement

produces higher level of trust.

Deutsch (1973), one of the founders of trust research (e.g. Deutsch, 1958),
demonstrated further proximal conditions for trust, including that of liking. In his
conception, trust is based on the expectation that one will find what is expected rather
than what is feared about others’ underlying intentions and needs (Deutsch, 1949,
1958, 1960, 1973). He posited that individuals are likely to infer positive intentions
when they believe others like them (Deutsch, 1973). In turn, an individual’s
perception of his/her partner’s positive intentions or motivations to perform a future
action or behaviour in a desired event would strengthen trust in the relationship. These
kinds of proximal processes are compatible with the causal approach adopted in the

present thesis.

Dispositional and Dyadic Trust

Earlier in the text, dispositional and dyadic trust was briefly mentioned. These two
conceptions of trust are further examined here. There is a diversity of interpretations
of trust from different approaches and with different methods in the disciplines of
sociology, psychology, management, anthropology, philosophy and economics. In
psychology, some earlier researchers conceptualised trust from a dispositional
(individualistic) perspective on human nature (e.g. Rotter, 1971; Sato, 1988;
Wrightsman, 1991, 1992). They viewed trust as generalised beliefs and attitudes about

other people who were likely to be cooperative, or reliable irrespective of contexts or
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situations. Rotter (1967) developed scales of generalised (dispositional) trust to
identify differences between people who were more versus less trusting of others in
general. Other measures such as the Machiavellianism? Scale (Christie & Geis, 1970)
and Philosophies of Human Nature Scales (Wrightsman, 1974) were developed to
differentiate individuals who had a more collective and kinder views of others from
those who were more individualistic and sceptical perceptions of others. (Simpson, in

press).

However, trust is the vital basis for the development of any relationships. In the early
1980s, this dispositional perspective progressed to a dyadic (interpersonal)
conceptualisation of trust, particularly measuring trust between friends (Fehr, 1996),
romantic partners (Rempel, Holmes & Zanna, 1985; Larzelere & Huston, 1980), or
superiors and subordinates (Butler & Cantrell, 1984). In dyadic trust, Hardin (2003)
summarised its dyadic and context-specific property as “I trust you to do X’. From
this perspective, trust is, therefore, “a function of properties and characteristics of the
self (I), the specific partner with whom one is interacting (you), and the unique
features, requirements, or constraints of the current situation (to do X)” (Simpson, in
press). Behaviours of X vary widely even in the same context. For example, some
individuals in close relationships may define X as a combination of behaviours such
as to be honest, to be respectful, to be faithful, and so forth. However, some others

may trust their partners given a specific behaviour such as to be honest, or to be

* Machiavellianism is a personality trait of individuals who seek to achieve self-interest goals
irrespective of morality. In Christie and Geis’s (1970) scale, high scorers (high Machs) were found to
be consistently more successful than low Machs in winning points in coalition games. Low Machs
were apparently hindered by moral feelings that refrained them from making profitable agreements.

However, high Machs behaved like individualists and adopted whatever approach that would offer
them the most reward.
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respectful, but not both (Simpson, in press). Thus, the construct of trust becomes

multifaceted and complex for operationalisation.

When relationships are interdependent, this further complicates operationalisation.
For example, by referencing to Interdependence Theory (Thibaut & Kelley, 1959;
Kelley & Thibaut, 1978), researchers such as Holmes and Rempel (1989) and Rempel
et al. (2001) empirically demonstrated differences in how partners involved in high,
medium, or low trust relationships responded to negative relationship experiences in
situations such as conflicts and threats. When resolving conflicts, high trust
individuals tend to show more positive affect and evaluations of their partners than

medium or low trust individuals.

Given the description of dispositional and dyadic trust above, the present thesis
focuses on measures of dyadic trust instead of dispositional trust in business
relationships outside organisations. Strong business relationships would be
interdependent, which will be examined in the thesis. An example of business
relationships would be a business owner (I) trusts his/her business associates (you) to
be honest in business dealings, and X relates to behaviours in the context of doing
business with each other, following Hardin’s (2003) three components of the dyadic

trust function.

Trust in Business Relationships

Why is trust important in business relationships? With an increasingly integrated

global economy, there is a demand of cross-cultural understanding of similarities and
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differences in the psychology of interpersonal trust among executives within their
social networks in business dealings. Understanding of what factors influence
interpersonal trust between business people and their social network contacts within a
single society represents an initial step towards the goal of establishing similarities

and differences across cultures.

Interpersonal trust in relationships has been studied in the context of close
relationships among partners (Larzelere & Huston, 1980; Johnson-George & Swap,
1982; Rempel, Holmes & Zanna, 1985; Holmes, 1991; Boon & Holmes, 1991). From
the perspective of marketing, Nicholson, Compeau and Sethi (2001), and Donny and
Cannon (1997) are two studies that examine antecedents of trust in buyer-seller
relationship and provide useful insights and understanding of trust. In management,
researchers such as Gabarro (1978), Butler and Cantrell (1984), Butler (1991) and
Mayer et al. (1995) explored conditions or factors of trust between superiors and
subordinates within organisations. However, in the field of psychology, interpersonal
trust has never been empirically studied in the context of social network relationships

in business.

In spite of a lack of past research studies of interpersonal trust in business relations,
trust conceptions can be drawn from the discipline of sociology. This thesis uses
Zucker’s (1986) theoretical notion of trust production as an initial framework for
expanding trust conceptions by including other orientations to be drawn from other
researchers. Zucker’s (1986) extensive study of three modes of trust production was
based on a review of the conditions under which institutional trust emerged at the time

of high rates of immigration, internal migration and instability of business enterprises
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from the mid-1800s to early 1900s in the U.S. The three modes of trust production
are: (a) process-based trust, where trust is tied to past or expected future exchange
such as in reputation or gift-exchange; (2) characteristic-based trust, where trust is
tied to a person, depending on characteristics such as family background or ethnicity;
and (3) institution-based trust, where trust is tied to formal societal structures,
depending on individual or firm-specific attributes (e.g. certification as an accountant)
or intermediary mechanisms (e.g. third party insurance in transactions). Moreover,
Zucker (1986) defines trust as a set of expectations shared by all those involved in an
exchange. This thesis expands Zucker’s definition of trust, and examines fundamental
expectations that influence interpersonal trust in network contacts. This forms the
basis for the first study. Furthermore, the notion of characteristic-based trust suggests
that types of characteristics shared between two actors in business relationships may
predict trust of trustors in their trustees. This forms the basis for the second study.
Since trust is a complex topic, this thesis focuses on these two aspects of interpersonal

trust that are relevant to network contacts of business people.

Moreover, trust values may be culturally embedded. Business behaviours perceived to
be acceptable in one country could be perceived to be unethical or immoral in another
country (Stewart 1995). The potential for misunderstanding based on different
expectations is therefore greater when business relationships cross cultural
boundaries. In the discipline of management, Stewart and Donleavy (1995) give a
qualitative review of business values and cross-cultural perspectives in some Asian
countries including Hong Kong. However, in psychology, there have been no
empirical research studies that explore business trust values among business

executives in England and Hong Kong. Thus, this thesis also focuses on underlying
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trust values that executives hold in their business transactions outside organisations in
the UK and Hong Kong, and development of a business trust scale. Further, Hong
Kong was chosen for comparison with the UK for two reasons. First, there are social
network structures in Hong Kong where executives can form network contacts, and
that they are similar to ways that English executives network. Second, in cross-
cultural comparative studies, the culture of Hong Kong has been regarded as
collectivistic (Hofstede, 1980), which is on the opposite continuum of the
individualistic culture such as that of England. Even though researchers such as
Triandis et al. (1990), and Kim et al. (1994) challenged the simplicity of the
dichotomy by proposing co-existence of collectivism and individualism in a culture,
the operationalisation of individualism and collectivism on a bipolar continuum

allowed the present research to examine effects of culture on trust values.

Therefore, there are in total three topics of trust to be explored. This thesis is divided
into three parts: A, B and C. Three studies are respectively designed to address
research questions about, meanings of trust, what factors may influence interpersonal
trust between executives in different organisations within their social networks in
southern England, and to compare business trust values between executives in the UK
and HK. The purpose of the present introduction chapter is to introduce readers to the
individual topics in the following section. A more detailed literature review of each
topic and relevant research questions are presented separately at the beginning of Part
A, B and C. The concepts of entrepreneurship and network ties, the theoretical and

methodological aims of the thesis will be presented later in this chapter.
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Furthermore, this thesis focuses on small business owners and senior executives (such
as bankers, accountants and lawyers) who network regularly at, namely breakfast
clubs and business dinners organised by professional institutions such as Federation
of Small Businesses, various Breakfast Clubs, Business Network International and
Business Exchange Referral in southern England. In this thesis, the term “business

executives” 1s used to refer to these executives or business people.

1.1.  Three Topics of Trust

Trust has been discussed in many different ways. In this section, I consider two
different ways of conceptualising trust that provide the basis for two studies of trust
presented in this thesis. These studies examine trust in the context of business
relationships in social networks. The third topic of trust explores a business trust scale
that measures factors of trust values that are relevant to UK and HK business
executives in business dealings. Below is an introduction to conceptualisations of two
aspects of trust and business trust values as discussed mainly by sociologists and

psychologists.

Trust as Expectations. The first formulation sees trust as an expectation. For
example, Barber (1983) defines trust in terms of the content of the expectations that
social actors have of one another. Similarly, Zucker (1986) defines trust as a set of
expectations shared by all those involved in an exchange. Hardin (2002) sees these
expectations as arising from interest: “ I trust you because I think it is in your interest
to take my interests in the relevant matter seriously ... You value the continuation of

our relationship, and you therefore have your own interests in taking my interests into
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account... Any expectations I have are grounded in an understanding (perhaps
mistaken) of your interests specifically with respect to me.” (p. 1). For many trust
relationships, there are other considerations beyond monetary benefits that are the
incentive to sustain the relationship. For example, they are the favours that the parties
do for each other and the mutual supports giving to each other (Hardin 2002). In this
sense, two parties (or actors) engaged in an exchange relationship have an interest in

fulfilling each other’s expectation and thereby trust.

In fulfilling each other’s expectations, there may be an element of reciprocity of trust.
Very few researchers have studied the notion of reciprocity of trust. An early study by
Zand (1972) suggested that one person’s trust in another strongly influences the
other’s trust in that person. The experiment involved groups of managers who
discussed solutions to some business problems in a thirty-minute meeting in the
context of a management development program. Half of the groups were briefed to
expect trusting behaviours and the other half to expect untrusting behaviours. Results
showed that the managers’ rating of level of trust in a management team as a result of
the meeting was higher when trusting rather than untrusting behaviour was expected.
Moreover, the managers said in the debriefing interviews that “after their meeting had

started, their level of trust varied in response to the behaviours of the other managers”

(Zand, 1972, p. 236).

Butler (1983, 1986) further studied reciprocity of trust in dyads between professionals
and their secretaries, and in close male-female relationships. Both studies show that
trust is reciprocal. For example, secretaries’ trust in their bosses directly influences

bosses’ trust in their secretaries. Similarly, bosses’ trust in their secretaries has a
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significant effect on secretaries’ trust in their bosses (Butler, 1983). The same
reciprocal effect was found between woman’s trust in the man and man’s trust in the

woman in close male-female relationships (Butler, 1986).

Furthermore, Larson (1992) shows a back-and-forth motion of reciprocity of trusting
behaviours in relationships between organisations in a case study of seven highly co-
operative inter-firm alliances. It was noted that “reciprocity became an unwritten rule.
If one side extended itself in a special effort to deliver on a promise, the other side
responded in kind at the next opportunity...A cycle of reciprocity and mutual gain
had begun” (Larson, 1992, p. 90). If trust is reciprocal in dyadic relationships, we may
predict that expectations of trusting behaviours may be reciprocal too. This
anticipation forms one of the research questions. Among other expectations, this
thesis also examines expectations of reciprocity of trusting behaviours in a business

context.

Based on this first conception of trust, Part A of this thesis examines what trust means
between business executives and their strong and weak relationships. The study
explores expectations of trusting behaviours to be fulfilled by them. A more detailed

account of this conception is presented in the literature review of Part A.

Characteristic-based Trust. A second orientation toward trust suggests that trust is
dependent on characteristics of the trusted person (Zucker, 1986). The first study
referred to above will offer an understanding of meanings of trust as expectations of
trusting behaviours in strong and weak business relationships. However, the focus of

the second study is to explore factors that influence trust of business executives in
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their strongest business relationships. One of the factors to be examined in the second

study is characteristic-based trust.

To my knowledge, there have been no empirical studies of characteristic-based trust
by psychologists, but studies on homophily (defined as “the principle that a contact
between similar people occurs at a higher rate than among dissimilar
people”’(McPherson, Smith-Lovin & Cook, 2001, p. 416)) by sociologists are
numerous. They study how the homophily principle affects network ties of every type,
including friendship, work, marriage, and so forth. In this sense, similarity breeds
connection (McPherson, Smith-Lovin & Cook, 2001). For example, an early study by
Lazarsfeld and Merton (1954) of the three closest friends of residents in “Hilltown”

and “Craftown’”

showed that same race and gender were the predominant similarities
whereas similarities in educational status was least important in each community.
However, the degree of selectivity differed between the two communities. The more
cohesive community members of Craftown tended to select closest friends who
shared acquired statuses, resulting from the individual’s own choice or achievement,

as well as ascribed statuses such as race and age, which were fixed at birth. In the bi-

racial community of Hilltown, selectivity was more in terms of ascribed statuses.

In business contexts, Aldrich et al. (1989, 1997) found that men tended to have more
gender-homophilous networks than women did. However, women appeared to have
cross-gender networks, dealing with mostly men and a high proportion of women.

Thus, there was a gender bias in the composition of the women’s networks. In

* Hilltown and Craftown were two housing communities. Hilltown was a bi-racial low-rent project of
about eight hundred families in western Pennsylvania, and Craftown was a project of about seven
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workgroup relations, Ammeter’s (2001) longitudinal study showed that ethnic (or
race) similarity was the only demographic similarity that determines initial
evaluations of trust between members of a MBA project team. Overtime, social
contact, perceptions of ability, and perceptions of value orientation had a positive
effect on evaluations of trust. Thus, the effect of similarities in ascribed characteristics
(such as race and gender) or acquired characteristics may differ in different contexts.
This thesis aims to examine what shared similarities are antecedents of trust in dyadic

business relationships.

In psychology, most of the relevant studies concentrate on value or personality
similarities. An early study by Richardson (1940) demonstrated the influence of
similar value patterns (measured by the Allport-Vernon’s Study of Values, Vernon &
Allport, 1931) in the formation of friendship between adult women. Jones, Couch and
Scott (1997) interpret Rotter’s (1967) interpersonal trust as ‘generalised trust’. They
suggest that “generalised trust is circumscribed by social identity; that is, one trusts
people in general so long as they are in some way similar to oneself, for example,

like-minded or belong to the same group, nationality, or race” (Jones et al. 1997, p.

470).

In general, when asked whom we trust in various ways, we would typically name
certain relatives, friends and close associates. It is generally those with whom we have
ongoing trusting relationships. The richer an ongoing relationship and the more

valuable the relationship is to us, the more trusting we are likely to be in that

hundred families in New Jersey. The eliciting question was to designate three closest friends, whether
they lived in Hilltown (Craftown) or not.
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relationship (Hardin, 2002). Aldrich et al. (1997) suggest that strong tie* networks are
critical to the success of small business. The terminology of strong tie network will be
discussed in the following section. There have been no studies that allow us to
understand similarity of dyadic relations between business executives and their
strongest ties. Therefore, the second experiment in this thesis aims to explore what
could be the similarities shared between them that may produce trust in the strongest
business ties. The similarities that are of particular interest in this thesis are ascribed

and acquired characteristics, business values, and attitudes about social networking.

Moreover, friendship is valued in a form of reciprocity of dependability, caring,
commitment and trust (Tesch & Martin, 1983). We may expect that trust may differ
between a business friendship tie and a business tie without friendship. A more
detailed literature review will be presented in Part B of this thesis in order to explore
influences on trust of business executives in their strongest ties, comparing in

particular the strongest business ties with and without friendship.

Measuring Trust as a Factor Scale. The two studies introduced above will measure
trust as a single variable. The third study will explore trust as a multidimensional

scale as factors of trust values among business executives in business dealings.

When the other person is perceived as untrustworthy, there is uncertainty about what
he or she will do, leading to a sense of vulnerability. Heimer (2001) asserts that
uncertainty and vulnerability are the core elements of trust relations. She analysed

these problems of trust using the scenario of women between 1940s and 1960s who

) “Strong ties” is termed by Granovetter (1973, 1982). They are relationships with frequent contacts
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sought 1llegal abortions. The women were faced with the risk of death or bad health
when the competence and trustworthiness of abortionists, who operated outside the
law, might not be trusted. The abortionists would face legal sanctions such as prison
terms and threats to their jobs and reputations. Participants in this scenario were both

uncertain and vulnerable.

Parties to business relationships are similarly vulnerable. Some people may be
motivated to take advantage when the interests of the parties do not coincide. In
Kollock’s (1994, p. 318) experiment, which simulated transactions between buyers
and sellers, one of the findings suggests that when faced with “a situation in which
one can be taken advantage of, the natural response is to restrict one’s transactions to
those who have shown themselves to be trustworthy”. Ring and Van de Ven (1992)
suggest that because of risk in transactions, trustors must be concerned with the
trustworthiness of trustees. This thesis posits that people may tend to be discerning in
deciding with whom to conduct business dealings. They may choose others whom
they believe to be honest. This is the starting premise that this thesis posits a domain

of business trust values in the context of business dealings.

In reality, people in one culture may attempt to impose their values on people in
another culture. What is being viewed right and wrong, honesty and cheating would
be agreed differently among business people from different cultures (Stewart, 1995).
Projection of own values to others invariably creates miscommunication and
misunderstanding in business dealings. Thus, trust attitudes towards questionable

business practices is another facet of trust values that this thesis aims to explore.

such as close “business associates” and close “friends”. This topic is covered in following section.
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Further, the role of culture in influencing trust values has not been explored in past
research. As mentioned earlier, trust values may be culturally embedded. For
example, Yamagishi and Yamagishi (1994) suggested that the individualistic culture
explained the more trusting attitudes towards people in general in the US than in
Japan. There is scope to investigate whether Hofstede’ (1980) cultural dimension of

individualism-collectivism has an effect on business trust values in the UK and HK.

Therefore, this thesis attempts to examine the area of trust values with an aim of
developing an exploratory business trust scale, comparing trust values in both
countries, and exploring cultural effects on trust values. A more detailed literature
review will be presented in Part C of this thesis in order to develop a conceptual

framework for a business trust scale.

1.2 Entrepreneurship and Network Ties

At the beginning of this chapter, the need for understanding interpersonal trust of
business executives in business relationships within their social networks was
highlighted. The present section introduces the topic of entrepreneurship through
social networks and typologies of network ties that are relevant to Part A and Part B
of the thesis. The aim is to explain the rationale of exploring dyadic trust in network
ties with whom business executives network. First, this thesis investigates “business
executives”’, who are small business owners, managers or partners with professions as

bankers, lawyers and accountants, rather than entrepreneurs as defined by Carland et

al.’s (1984, p. 358) below:
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“An entrepreneur is an individual who establishes and manages a business for the
principal purpose of profit and growth. The entrepreneur is characterised principally
by innovative behaviour and will employ strategic management practices in the

business”

However, “a small business owner is an individual who establishes and manages a
business for the principal purpose of furthering personal goals. The business must be
the primary source of income and will consume the majority of one’s time and
resources. The owner perceives the business as an extension of his or her personality,

intricately bound with family needs and desires” (Carland et al., 1984, p. 358).

This thesis originally set out to study the trust values of entrepreneurs in southern
England. However, it proved to be impractical to recruit them as experimental
subjects when personal introduction to individual entrepreneurs was required. It was
subsequently found that the most effective way to recruit subjects was to promote the
current research topic to business people who attended breakfast clubs or business
dinners in the areas within reasonable driving distance of Oxford. The subjects were
small business owners, mostly solo-self-employed, and senior executives who were
managers or partners working at banks, or small-medium size accountancy or legal
firms. They were active in networking at breakfast clubs and business dinners.
Although they did not fit the definition of entrepreneurs offered above, it does not
mean that entrepreneurship spirit is lacking among them. Granovetter (1985), Aldrich
and Zimmer (1986) and Dunini and Aldrich (1991) offer an understanding of

entrepreneurship from the perspective of social networks.
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Entrepreneurship through Social Networks. Granovetter (1985) suggests that “social
relations, rather than institutional arrangements’ or generalised morality®, are mainly
responsible for the production of trust in economic life” (p. 491). In his analysis, the
embeddedness of ongoing social relations in networks generates standards of expected
behaviours, and thereby trust, and discourage misconduct. He further explains that
“even with complex transactions, a high level of order can often be found in the
market — that is across firm boundaries...Small firms in a market setting may persist
because a dense network of social relations is overlaid on the business relations
connecting such firms and reduces pressures for integration” (p. 502, 507).
Granovetter’s (1985) insight into the embeddedness of social relations in networks
was a major influence on research in the study of entrepreneurship. Traditional views
of entrepreneurship emphasised psychological and economic models, and social-
cultural aspects of entrepreneurs. Aldrich and Zimmer (1986) summarised the
deficiencies of each model and proposed to view entrepreneurship “as embedded in
networks of continuing social relations” (p. 8). “A great advantage would be an ability
to mobilise resources to pursue opportunities. Such action requires entrepreneurial
contacts, knowledge, confidence, and also involves asking others to raise money,
human resources, and effort for a venture. Entrepreneurship is thus inherently a
networking activity” (Dubini & Aldrich 1991, p.306). In this sense, the studies in Part
A and Part B of this thesis address trust between business executives and their

entrepreneurial network contacts.

Z Institutional arrangements are mainly elaborate explicit or implicit contracts (Okun, 1981).

Arrow (1974) suggests that societies “in their evolution have developed implicit agreements to certain
kinds of regard for others, agreements which are essential to the survival of the society or at least
contribute greatly to the efficiency of its working” (p. 26).
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Personal Network, Strong Ties and Weak Ties. There are various network typologies
that exist in the field of social networks. Below is a summary of the key typologies

that are relevant to the thesis topic.

As Dubini and Aldrich (1991) point out, “the starting point for studying
entrepreneurship through networks is a relation or transaction between two people.
Relations between pairs of individuals — entrepreneurs, customers, suppliers,
creditors, investors” (p. 306). In this sense, an entrepreneur (including small business
owners and senior executives) could have direct relations with strategic alliance
partners, co-owners or partners of the firm, suppliers, customers, venture capitalists,
investors, bankers, distributors, friends and/ or family members to form his or her
personal network. Some researchers such as Blau et al. (1991) have adopted the
typology of ego-centred network. That is the “ego’” is the focal person of his/her ego-
centred network (personal network) and the “alters” are his/her associates in the

network.

Further, a relation may be considered as either strong or weak, with frequent contacts
such as close “friends” or close “business associates” called strong ties, and
“infrequent contacts” such as “acquaintances” called weak ties (Granovetter, 1973,
1982). “Strong ties carry with them a history of past dealings in or out of a business
setting that can form a basis for trust” (Aldrich & Zimmer, 1986). If individuals only
interact with strong ties, with whom they have gained enough experience to grant
trust, their business world will be too narrowly circumscribed. “In their everyday

business dealings, owners must go beyond their personal networks and interact with
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strangers or mere acquaintances” (Staber & Aldrich, 1995, p.464). Granovetter’s
assertion of the strength of weak ties summaries that “the weak tie between ego and
his/her acquaintance becomes not merely a trivial bridge between two densely® knit
clumps of close friends... It follows that individuals with few weak ties will be
deprived of information from distance parts of the social system and will be confined

to the provincial news and views of their close friends.” (Granovetter, 1982, p. 106).

The current thesis focuses on the core personal networks of business executives, who
have strong ties inside the core, and weak ties outside the core personal network. In
this thesis, strong ties are defined as the people with whom the participant has a strong
or close relationship in business contexts, such as business co-owners, key customers,
key suppliers, strategic alliance partners, friends or relatives. Weak ties are defined as
the people known directly by the participant but with whom the relationship is more

distant, i.e. where business encounters are more peripheral in nature.

While consensus exists on networks being organised sets of relationships, there is less
agreement on the different types of networks that exist. Hence, there are various
network typologies proposed by researchers depending on the context of their studies.
Although other typologies are not the focus of the present thesis, it is worthwhile to
point out the key terminology so that we can be clear about the typology of personal
networks. For example, Birley (1985) uses the differentiation of formal and informal

networks to study the entrepreneurial process of entrepreneurs starting a new firm.

" The meaning of an “ego” in social networks does not refer to the meaning of one’s ego as a sense of
self.

® Granovetter (1982) suggests that close friends (strong ties) are more likely to be socially involved
with one another and that the personal network consists of strong ties will be densely knit (i.e. many of
the relational lines connecting one another).
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The formal network “includes all the local, state, and Federal agencies such as banks,
accountants, lawyers, realtors, Chamber of Commerce, which offer help to new firms
as part of their service...The informal network includes family, friends, previous
colleagues, or previous employers, a group which is more likely to listen and to give
advice” (Birley, 1985, p. 109). Johannisson (1987) presents three network types. They
are production networks that link within and between trading organisations relating to
transactions and contracts; personal networks of ad hoc friendship ties that are based
on trust; and symbolic networks formed by social bonds based on community ties and
conformity to collective values. Moreover, Mitchell (1973) offers the typology of
exchange network, communication network and social network, taking account of the
social and interorganisational dimensions of network analysis that Szarka (1990)
adopts in his study of small business networks. The exchange network is defined as
the companies and organisations with which the (small) firm has commercial
transactions. In Johannisson’s term (1987), this is the production network. The
communication network is the collective of consultants, advisors, local and central
government and its agents that have non-trading links with the firm but official and
semi-official information flows in the network. The social network is formed by
family, friends and acquaintances. The communication network is the same as
Birley’s (1985) formal network and that the social network is the same as Birley’s
informal network (Szarka, 1990). This thesis uses the typology of social network,

which includes business and personal relationships.
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1.3 The Present Research

Having introduced the relevance of entrepreneurship through social network and
network ties to the present thesis, I present below a brief outline of the three studies in

this thesis.

Earlier in Section 1.1, the concepts of trust as expectations and reciprocity of trust
were briefly introduced. The purpose of the first study is to explore the fundamental
expectations that may have a direct influence on trust formation between business
executives and their strong and weak ties. Further, the study also explores whether
there is a norm of reciprocity that serves as a mechanism to motivate two actors to
reciprocate expectations of trusting behaviours to each other that are beyond the
mutual obligation to reciprocate merely benefits in an exchange. A number of
research questions will be raised in the course of reviewing various relevant concepts
in this topic in the next chapter. A theoretical model of interpersonal trust between
business executives and their strong and weak ties will be suggested for testing. The
model depicts reciprocity of expectation of trusting behaviours, and types of
expectations that will predict trust in their strong and weak ties. Empirical results will

be presented in Chapter 3 in order to examine the hypotheses suggested.

The second study is an attempt to explore which similarities shared between business
executives and their strongest ties influence business executives’ trust in their ties, in
particular comparing their strongest business ties with and without friendship. The

similarities to be examined relate to business values, common ground including
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ascribed or acquired characteristics. Part B of the thesis begins with a review of the
literature concerning relationship strength, similarity and attraction, friendship and
their associations with trust in order to explore the possible antecedents of trust other
than similarities in characteristics and business values. This study collected data from

business executives reporting on characteristics of their three strongest ties.

The first and second studies are theoretically based and derive from reviews of the
relevant literature. Given a lack of previous studies, the third study is more of an
exploratory study examining factors of business trust values in southern England and
HK. In this study, I also attempt to develop a multidimensional business trust scale,
and examine cultural effects of individualism-collectivism on trust values in both
groups. Part C of the thesis will begin with a proposal of four domains of trust values,

and a rationale of which domains will respectively emerge in factor analyses in the

UK and HK.
A multi-method approach to explore the conceptions and antecedents of interpersonal
trust was adopted. Qualitative semi-structured interviews with senior executives and

business owners in southern England and China were combined with quantitative

surveys for empirical operationalisations.

1.4  Aims of the Thesis

There are six aims with which this thesis is concerned as a guide of the focus:
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(1) To develop psychological models of interpersonal trust in strong business ties and

weak business ties.

(2) To develop psychological models of interpersonal trust in strongest business ties

with and without friendship.

(3) To develop a scale measuring business trust in the context of UK and HK business

dealings.

(4) To develop studies incorporating independent and dependent variables that had

not been studied in past research.

(5) To examine a number of predictors of trust simultaneously by using structural

equation modelling.

(6) To sample business executives who regularly network at business networking

meetings.

These aims will be revisited in the final chapter. Please note that conceptual
framework of model evaluation in structural equation modeling is outlined in Section
3.2.2 of Chapter 3, and interpretation of AMOS output figures is provided in
Appendix A under A.7. Appendix D outlines the most commonly used fit indexes in
structural equation modeling. Readers may need to refer to the appendices when the

results of the studies presented in Part A, B and C are read.
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PART A

TRUST AS EXPECTATIONS IN STRONG AND WEAK TIES

Literature Review and a Theoretical Model of Trust

Chapter 1 introduced a conception of trust as a set of expectations shared by all those
involved in an exchange, and the notion of reciprocity of trust. The present chapter is
a literature review of the key concepts relating to expectations of trust between actors
involved in an exchange. These are concepts drawn mainly from psychology,
sociology and minimally from management. Relevant research questions are raised as
the literature review proceeds, and a theoretical model of trust as expectations
between business executives and their strong ties and weak ties will be proposed later
in the chapter. A notion of meta-trust to signify a meta-cognitive process underlying

reciprocity of trust will be proposed.

This chapter has ten sections. First, the basic framework of social exchange and its
relationship with trust are introduced. Second, the concepts of negotiated and
reciprocal exchanges are distinguished, and their relevance to the present study is
discussed. Third, a more detailed account of the conception of trust as expectations is
presented to extend the earlier coverage in Section 1.1 of the general introduction.
The fourth section reviews what bases of trust have been researched. Fundamental
expectations between business executives and their strong and weak ties are explored.
Next, the meaning of the norm of reciprocity is examined before proposing an
extended formulation intended to incorporate reciprocity in trusting behaviours

between actors. In the sixth section, a theoretical model of trust will be proposed by
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incorporating a notion of meta-trust. The seventh section addresses questions
concerning whether different trust models are applicable to strong and weak
relationships. Then, Zucker’s (1986) definition of trust will be re-defined in the
context of the present study. The relevance of the psychology of morality to the
theoretical model of trust will be discussed. The final section summarises the

hypotheses to be examined in the following chapter.

2.1 Social Exchange and Trust

Within an ego’s personal network, the ego and his/her alter in a two-actor relationship
would have some kinds of social exchange whether ongoing or on an ad hoc basis.
The premise of investigating a theoretical model of trust between business executives
and their strong and weak ties begins with Blau’s (1964 ) social exchange theory, and
Emerson’s (1981) further classification of exchanges into negotiated and reciprocal
exchanges. The concept of social exchange and the idea that trust seems to be a major

function of social exchange are introduced in this section.,

Social exchange theory studies how the relations between actors are created by the
benefits and costs they provide for one another (Blau, 1964, 1968; Emerson, 1972a,
1972b; Homans, 1974). The basic assumption is that people have needs, such as love,
social support, recognition, status, wealth, etc. that can only be met in interaction with
others. To satisfy these needs requires social exchange. Thus, people associate with
others in order to obtain the rewards engendered by need satisfaction. In such
associations, rewards may be intrinsic to the association itself, as in love and other

emotional satisfaction, or extrinsic, such as advice or help from a friend (Blau, 1968).
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Blau (1964, p. 89) offers the basic principles underlying the conception of exchange,
“an individual who supplies rewarding services to another obligates him. To discharge

this obligation, the second must furnish benefits to the first in turn”.

The simplest form of social exchange involves two actors (dyads), A and B, each of
whom possesses at least one resource” that the other values. The mutual exchange of
benefits between A and B is called a transaction. An ongoing series of transactions
between members of the same dyad establishes an exchange relation. When exchange
relations are connected to one another, dyadic relations as individual units form larger

exchange networks of varying size and complexity (Emerson, 1972b).

Thibaut and Kelly (1959), Homans (1974), Blau (1964, 1968) and Emerson (1972 a,
1972b) were the main writers to develop theories of exchange. Although they
approached the topic somewhat differently’, Cook and Whitmeyer (1992, p.114) note
that “exchange theory is really the name of a class of theories all of which have much
in common. Exchange theory can be seen as an approach to interaction and structure
based on two principles: (I) The actor can be modelled as motivated by interests or
rewards/punishments- i.e. all behaviour can be seen as so motivated; (II) most

interaction consists of the exchange of valued (though not necessarily material)

2 A resource is the capacity to provide some benefit to another (Emerson, 1981, p. 32).

3 Homans’ theory drew upon the disciplines of behaviouristic psychology and elementary economics to
give an explanation of social behaviour as involving an exchange of rewards and costs. Thibaut and
Kelly’s theory of interaction outcomes in dyads and triads is similar to Homans’ theory since they both
attempted to explain social behaviour based on rewards and cost incurred in interaction. Blau did not
base his theory of exchange upon behavioural principles; instead he introduced micro-economic
reasoning into his analysis of social exchange (Heath, 1976). Emerson’s (1972 a, 1972b) exchange
theory expands on his earlier work of power-dependence theory (Emerson, 1962) to address social
structure in larger networks of exchange relations beyond dyadic exchange. His work marked the
turning point of a new stage of exchange theory development.
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items.” However, critics® of exchange theory (except that of Emerson, 1972 a, 1972b)
have argued that it is only relevant to dyadic relations and does not account for more
complex structure of social relations involving three or more actors (Yamagishi et al.,
1988). Since the present study focuses on expectations of trusting behaviours of
dyadic relations between an ego and his/her strong ties and weak ties, this potential
limitation does not undermine the relevance of exchange theory. Emerson’s (1981)
distinction between negotiated and reciprocal exchanges will be used to supplement
Blau’s (1964, 1968) approach to help develop a theoretical framework of fundamental

expectations in an exchange. This distinction will be discussed in the next section.

In the context of a dyadic exchange between an ego and a strong or weak tie, valued
items or resources enter exchange transactions. Such resources might include
materials (good and services), social-emotional (advice and support), or cognitive
(information) resources. Further, resources that provide instrumental help are valued

by each actor in the dyad and are exchanged in the form of favours (Stolte, 1988).

In mutually dependent relations’, “each actor values some outcomes that are under the
control of the interaction partner” (Molm, 1994, p.165). In Figure 2.1, Ego A values
alter® B’s resources (e. g. referrals). Conversely, alter B values Ego A’s resources (e.g.

information and ideas). Each provides the other with benefit through exchange. When

* Writers, for example, Emerson (1972a, 1972b), Coleman (1972, 1974), Cook and Emerson (1978),
Cook et al. (1983) and Marsden (1981, 1983), have responded to the shortcoming of the exchange
approach by encompassing other factors, such as power, that influence social exchange in more
complex network structures. This is beyond the scope of this thesis.

> Molm (1994) presented an argument to distinguish between dependence and interdependence in the
context of social exchange. Dependence: each actor depends solely on the behaviour of another actor or
actors. Dependence is the defining structure of exchange relations and exchange networks (Figure 2.1).
Interdependence: Each actor’s outcomes depend on the behaviours of all actors in the social unit.
Interdependence is the defining structure of groups.
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the recipient of benefit reciprocates directly to the giver, the exchange i1s named direct
(restricted) exchange according to Molm (1994). It follows that in an exchange
relation, actors produce mutual benefit through exchange (Emerson, 1972b). The
focus in this thesis is on direct exchange relations. When the recipient returns benefit
to another actor in the social circle, exchange becomes indirect involving at least three

actors in a network (Molm, 1994) (see Figure 2.2). This is not covered in this thesis.

Alter (B) Ego (A)

(a strong or weak tie)

Figure 2.1 Direct (Restricted) Dyadic Exchange

Figure 2.2 Indirect Exchange

Further, the recipient of benefit is the one who decides when and how to reciprocate,

or whether to reciprocate at all. Therefore, social exchange requires trusting others to
reciprocate and others need to prove themselves trustworthy. As individuals regularly
discharge their obligations, they prove themselves worthy of further trust. “Since

exchange obligations promote trust, special mechanisms exist to perpetuate

¢ Alter is a terminology in social networks. It represents a relationship tie within a social network of an
ego.
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obligations and thus strengthen bonds of indebtedness and trust” (Blau, 1964, p.99).
This thesis will examine the norm of reciprocity, and whether this norm serves as a

mechanism to discharge obligations later in the chapter.

2.2  Negotiated and Reciprocal Exchanges

In developing a proposition of fundamental expectations, this thesis draws on
Emerson (1981)’s distinction between negotiated and reciprocal exchanges although it
is not the purpose of the thesis to measure trust in both forms of exchange. This
section discusses both kinds of exchange in order to examine which expectations are

respectively important in each form of exchanges.

Contemporary theorists have further differentiated between unspecified obligations in
reciprocal exchanges and specified terms of exchange through explicit bargaining

process in negotiated exchanges (Emerson, 1981; Molm, 1994, 2001).

In negotiated exchanges, two actors agree on benefits for both exchange partners
whether or not there is a formal written binding contract. The flow of benefits is
bilateral. Most economic exchanges’ fall into this category of exchange. In reciprocal
exchanges, two actors initiate exchanges (e.g. with a small act of consideration or an
offer of help) individually by doing something beneficial for the other with the

expectation of future reciprocity being left implicit. Exchange relations develop over

7 A number of theorists, including Blau (1964), Emerson (1981), have attempted to distinguish between
economic exchange and social exchange. The major difference is that neo-classical economic theory
assumes “‘that transactions are independent events...the absence of long-term relations between
exchange partners. Obligations, trust, interpersonal attachment, or commitment to specific exchange
partners are all alien topics for neo-classical economic theory.” (Emerson, 1981, p. 35)
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time, “taking the form of a series of sequentially contingent and individual acts”
(Molm, 2001, p.262). Reciprocal exchanges are typical of many social exchanges and
are uncharacteristic of economic exchanges (Molm, 1994). In the context of the
present thesis, exchanges with strong ties in business, which are typically on-going
exchanges (Granovetter, 1973; Aldrich & Zimmer, 1986), would indicate that more

negotiated exchanges may take place with strong ties than with weak ties.

Both forms of exchange entail risk and uncertainty although they differ in kind
(Molm, 1994; Molm et al., 2000). For example, terms of agreement in negotiated
exchanges may not be honoured (Heckathorn, 1985) and quality of the goods or
services being traded may be uncertain (Kollock, 1994). Actors in reciprocated
exchanges risk not receiving sufficient benefits. Once the relation is established, an
actor may be able to infer the other’s intention and make predictions about future

reciprocity.

In a laboratory study with students, Molm, Takahashi and Peterson (2000) showed
that reciprocal exchanges produce stronger trust and affective commitment® than
negotiated exchanges after controlling for a number of variables including
assumptions of exchange conditions that eliminate sources of risks, positions in a
network structure and gender. The study examined the effect of power on behavioural
commitment and equality of exchange by producing systematic variations in two
network structures, a high-power network and a low-power network. For control

purposes, the high-power network and the low-power network consisted of same-sex

® Molm, Takahashi and Peterson (2000, p. 1406) define affective commitment “as feelings of liking for,
and attachment to, a specific exchange partner, which are indicated by expressions of commitment to
the partner and positive evaluations of the partner.”
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subjects, with gender balanced. The exchange conditions were also controlled such
that the values of benefits received from both exchanges were known, certain and

equal, and agreements in negotiated exchanges were binding.

However, it 1s important to point out that in the real business world, both forms of
exchange have their own sources of risks as briefly described above. Further, Kellock
(1994, p. 317) summarises one source of uncertainty: “in the language of game
theory, we are often faced with information asymmetries: you and I have different
bundles of information. This lack of information about the motivation of others and
the quality of what is exchanged can open one up to serious risks and lead to
unfortunate outcomes”. Furthermore, we may anticipate that institutional systems
such as enforceable warranties or contracts (e.g. Heimer, 1985) or legal regulations
and formal rules (Zucker’s institution-based trust, 1986) may help alleviate risks in
business transactions. However, these methods have their own limitation and risks
(Coleman, 1990; Shapiro, 1987). For example, Lane and Bachmann’s (1997, p. 249)
cross national study of the relationship between trust, power and law of Britain and
Germany suggests that “British economic individualism renders the presence of law
in business relations less widely and uniformly accepted. Law is invoked as a last
resort, and more freedom is left to individual managerial initiatives in the regulation

of business relations.”

For this reason, even though there is a binding agreement, some actors may still void

their agreements. They may fail to keep their promises, for example. Although this

thesis does not explicitly distinguish between negotiated and reciprocal exchanges, it
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is worth considering the relevance of the present arguments for both kinds of

exchange.

In the context of trust between business executives and their strong ties and weak ties,
this thesis suggests that both negotiated and reciprocal exchanges exist in the direct
exchange transactions involved in doing business with each other. Such a claim may
lead us to question which expectations are more salient in negotiated exchanges than
reciprocal exchanges, and which expectations are more important in reciprocal
exchanges than negotiated exchanges. Further, there may be expectations that are
equally important in both forms of exchanges. These questions will be addressed later
in the chapter after reviewing literature concerning expectations and bases of trust in

the following sections.

2.3 Expectations and Generalised Expectancies

The conception of trust as expectations was briefly introduced in Chapter 1. This
section 1s a more detailed review of literature on expectancies and expectations.

Possible distinctions between expectancies and expectations are also considered.

Rotter (1967, 1971) defines interpersonal trust “as an expectancy held by an
individual or a group that the word, promise, verbal or written statement of another
individual or group can be relied upon” (p. 651). The concept of trust as expectancies

is also adopted by some other researchers, for example, Deutsch (1949, 1958, 1960)
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as an expectation of interpersonal events' (not people) and Heretick (1981) as those
expectancies one holds about others’ underlying intentions and motives. Further,
Barber (1983) argues that trust means expectations in its most general sense. They are
“the meanings social actors attribute to themselves and others as they make choices
about which actions and reactions are rationally effective and emotionally and
morally appropriate” (p. 9). When people say, ‘I trust my fellow man to be good, kind
and decent’, such expectations are indeed necessary for effective and moral human
action to continue (Barber, 1983). Similarly, Zucker (1986) views trust as a set of

expectations shared by all those involved in an exchange, as mentioned in Chapter 1.

In the trust literature, the term “expectations” has been used by researchers as having
the same meaning as “expectancies” although Zucker (1986) has found that
‘expectations’ is by far the more commonly defined term in social sciences. In
cognitive psychology, expectancies are beliefs about a future state of affairs. The idea
is that we use past experiences and knowledge to make assumptions about others’
anticipated responses to our actions (Olson, Roese & Zanna, 1996). Olson et al.
(1996) particularly refer to subjective probabilistic expectancies or perceived
contingency likelihoods (i.e. what might happen). This resembles Rotter’s (1954)
definition of expectancies as perceived probabilities that particular reinforcements
will occur following specific behaviours. It seems, therefore, that some researchers
draw a distinction between expectancies and expectations, whereas others make no

such distinction. This thesis adopts the meaning of expectation used by Barber (1983)

! Deutsch (1958, p. 266) defines trust as follows: ”An individual may be said to have trust in the
occurrence of an event if he expects its occurrence and his expectation leads to behaviour which he
perceives to have greater negative motivational consequence if the expectation is not confirmed than
positive motivational consequence if it is confirmed.”
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and Zucker (1986), and will use the term ‘expectation’ instead of ‘expectancies’ in

proposing a theoretical trust model later in the chapter.

Further, Rotter’s (1967, 1971) offered his view of generalised expectancies that other
people in general are reliable and honest. However, this thesis examines his view
below, and suggests that standards of expected behaviours in strong ties may differ

from those in weak ties.

Generalised Expectancies

According to Rotter (1967, 1971), trust is a generalised response derived from the
reinforcement history of previous social interactions. According to his social learning
theory, individuals differ in their generalised expectancies that the oral or written
statements of other people can be relied upon. He notes that an extensive number of
our everyday decisions, such as “buying gasoline, paying taxes, going to the dentist,
flying to a convention” involve trusting someone else (Rotter, 1971, p. 443). One of
the key findings is that people who trust others are regarded themselves as being
trustworthy (dependable). Further, being trustworthy is regarded as a more desirable
trait than popularity or friendship (Rotter, 1967). In articulating philosophies of
human nature, Wrightsman (1966, 1972) states that people develop a personal
philosophy about how other people will behave. The first dimension of this personal
philosophy of human nature is how one would view trust. That is “the extent to which

one believes that people are basically trustworthy’, as opposed to believing that

’In Wrightsman (1992, p. 78), trustworthiness *“deals with beliefs about people and about actions that
may or may not directly affect the respondent. Would most people cheat on their income tax if they
thought they could get away with it? Whereas, interpersonal trust deals with the credibility of specific
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people are untrustworthy” (Wrightsman, 1992, p. 65-66). In a similar sense, he also
describes trust as a generalised expectancy that other people in general are reliable

and honest.

However, the concept of trust as generalised expectancy seems too simple. Other
definitions move beyond expectations to specify the key situational or contextual
parameters that describe or define situational risk. For this reason, an example of a
more complete definition of trust is “a state involving confident positive expectations
about another’s motives with respect to oneself in situations entailing risk” (Boon &
Holmes, 1991, p. 194). Kellock (1994) investigated how different exchange
conditions could lead to different levels of trust between trading parties in a controlled
laboratory experiment. One of the findings was that participants (students) ranked
their most frequent exchange partner (also a student) as more trustworthy than their
least frequent exchange partner regardless of their certainty about the quality of the
goods being traded. In addition, subjects in the uncertain-quality condition on average
rated their trading partners as more trustworthy than subjects in the certain-quality
condition. An implication is that there is a positive relationship between ongoing
exchange interaction and trust whether or not there is significant uncertainty (Kellock,
1994). The higher the frequency of exchange, the higher the trust in exchange
partners. This finding supported Granovetter’s (1985) notion of embeddedness of
ongoing social relations that generate standards of expected behaviours and hence
trust. Further, ongoing relations signify strong ties (Granovetter, 1973). A relevant
research question is whether standards of expected behaviours in strong ties are higher

than those in weak ties. This question will be revisited later in the chapter.

people, group, or institutions regarding specific actions — actions that have an influence upon the
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2.4  Bases of Trust, and Fundamental Expectations

While expectations and expectancies were clarified in the previous section, this
section addresses the terminology of conditions and bases of trust adopted by other
researchers, and posits three fundamental expectations that influence trust level in

strong and weak ties.

Studies of bases or conditions of trust between executives and their subordinates
within organisations are covered in the discipline of management. For example,
Gabarro (1978) identified nine bases of trust by interviewing executives about their
perceptions of trust, and how they thought trust had developed. These included
integrity, motives, consistency of behaviour, openness, discreetness,
functional/specific competence, interpersonal competence, business sense and

judgement.

In Butler’s (1991) review of several factor analytic studies of trust, it was suggested
that Gabarro’s bases of trust should be viewed as conditions for building trust rather
than factors relevant to the understanding of the construct of trust. He claimed that
they are conditions that activate and sustain trust in a specific person. Through content
analysis of interviews with managers, Butler inferred ten conditions of trust between
managers and their subordinates. They were availability, competence, consistency,
discreetness, fairness, integrity, loyalty, openness, promise fulfilment, and receptivity.
Subsequently, an 11-scale inventory called the Conditions of Trust Inventory (CTT)

was developed and validated. Apart from fairness and receptivity, these ten conditions

respondent. Will my friend pick me up when he said he would?”
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were conceptually similar to most of the trust bases identified by Gabarro (1978). This
thesis argues that Butler’s conditions of trust are more appropriately described as
expectations of trusting behaviours. This is because the associated measures concern
expectations held by one party of another. For example, one of the questionnaire

items under discreetness is “If I give confidential information, he/she

keeps it confidential.” This item is measuring expectation of discretion in keeping
information confidential. This thesis uses the terminology of expectations to replace

the terminology of trust bases or conditions.

In a sense, Butler’s (1991) conditions of trust between superiors and subordinates
were expectations of each other to behave with competence, consistency, discretion,
integrity and so forth. These expected behaviours could be perceived as core
expectations between them. This thesis attempts to determine what the core or
fundamental expectations influence trust levels between business executives and their
strong and weak ties. This question is best addressed using the framework of
negotiated and reciprocal exchanges, and considering the research question raised at
the end of Section 2.2 regarding which expectations are more salient in negotiated

exchanges than reciprocal exchanges, and vice versa.

In answering these questions, this thesis posits that the fundamental expectations that
influence trust level in strong and weak ties are expectations of honesty, reliability
and discretion, and that these expectations characterize negotiated exchanges in
particular. However, expectations of mutual benefits and reciprocation of favours are
not fundamental expectations, and do not influence trust level in strong and weak ties.

They exist particularly in reciprocal exchanges. The rationale is summarised below:
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Because of the uncertainty and risk involved in exchanges, egos'® may tend to avoid
being taken advantage of by restricting their transactions to those strong ties who have
shown themselves to be trustworthy, and to those weak ties whom they believe meet
their expectations of trusting behaviours. This thesis proposes that the fundamental
trusting behaviours are honesty, reliability and discretion in keeping sensitive matters
confidential in business exchanges. Therefore, it is further suggested that expectations
specifically related to honesty, reliability (Rotter, 1967) and discretion (Butler, 1991)
are the fundamental expectations that influence the trust level between business
executives and both their strong ties and weak ties irrespective of the strength of the
relationship. Questions concerning whether expectations of these trusting bahaviours
will vary with the strength of the relationship will be addressed later on in this
chapter. This thesis also posits that these three expectations correlate with each other
and form a factor since they are expectations concerning qualities of strong and weak

ties.

Further, among Butler’s (1991) ten conditions of trust between managers and
subordinates, the conditions of fairness, openness and integrity are not considered as

fundamental expectations in the present thesis for the reasons outlined below.

In the context of conducting business transactions, fairness is the quality of being
reasonable and just. Openness refers to telling others what you think and what is on
your mind (Butler’s Condition of Trust Inventory, 1991). During interviews

conducted for the present thesis in the UK and Shanghai, some participants tended to
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see expectations of fairness, openness and honesty as so closely inter-related that
these expectations did not seem to be worth judging separately. The participants
suggested deletion of the items on fairness and openness in favouring a shorter
questionnaire, but focusing on honesty, reliability and discretion as the core

expectations of strong and weak ties.

Furthermore, in Butler’s (1991) Conditions of Trust Inventory, questions under
integrity are X tells me the truth, deals honestly with me, would not lie to me and
sometimes X does dishonest things (reverse coded). In fact, these questions are related
to honesty. Collin’s Cobuild English Dictionary (1995) defines integrity as being
honest and firm in your moral principles. Therefore, this thesis does not consider

expectations of integrity as well as fairness and openness for the above reasons.

Having proposed the notion of the three fundamental expectations, this thesis now
examines expectations that may be important to reciprocal exchanges, and whether
they are also part of the fundamental expectations that influence trust in strong and

weak ties.

If we link the notion of trust as expectations and Blau’s (1964) view of social
exchange involving favours and returning received benefits, this thesis can identify
two other relevant expectations that characterise reciprocal exchanges. They are
expectation of mutual benefits and expectation of reciprocation of favours. The
former expectation is understood to be an expectation of an actor receiving some

benefits after the other actor has received benefits from him/her. In the context of this

' The terminology of “Ego” in social networks was previously defined in Chapter 1 under section 1.2.
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thesis, favours are related to network resources being reciprocated between two
actors. They are information, contacts, referrals, new business, advice and so forth
(Stolte, 1988). The research question now becomes whether expectations of mutual
benefits and reciprocation of favours are part of the fundamental expectations that

influence trust in strong and weak ties.

Because of lack of past research materials to help us respond to the above question,
this thesis draws on materials derived from qualitative semi-structured interviews that
were designed to assess expectations in order to develop ideas for experimental
testing. In total, there were 20 semi-structured interviews in southern England
conducted for the thesis, which were iterative in nature as the focus of the research
was explored. Interviewees were recruited mainly on the basis of personal
introductions to small business owners or senior executives managing their
organisations. At the beginning exploratory stage, the interviews were focused on
individual characteristics of strong ties in their core networks, whom they networked
with, and understanding their trust values and business ethics. As the interviews
progressed, new items such as those related to expectations of strong and weak ties
were added in trial questionnaires. Most items were modified in order to ensure
comprehensibility. Tentative hypotheses were tested by asking interviewees their
reasons for choosing certain responses after they had completed trial questionnaires.
At the end of the interview process, final versions of the questionnaires for each study

of the thesis were constructed for empirical testing.

For the present study, this thesis predicts that irrespective of strength of relationship,

expectations of reciprocation of favours and of mutual benefits may be viewed as
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expectation of additional bonus of the relationship after having the fundamental
expectations of honesty, reliability and discretion being fulfilled by the trusted person.

The interview quotes are summarised below to support this prediction:

One business executive'' noted what he observed firstly with strong ties, “mutual
benefits and reciprocation of favours are added benefits as a result of having trust
established... as consequences of the expectations of honesty, reliability and

discretion being met.”

Furthermore, the same business executive also said that: “There is a common saying
between close associates in business, ‘you owe me one or I owe you one’. Such
expression implies that ‘you owe me a favour not now but sometime in the future. If I
were in need of your help in the future, you would make a special effort to help me. I
could put moral pressure on the other to reciprocate sometime in the future...Mutual
benefits - even right now there may not be a mutual benefit. There is a time delay.”
This perspective coincides with McCall and Simmons’ (1966) view of reciprocity
over time. The researchers suggested that in ongoing relationships, as the dyad
members develop mutual trust, it is possible for them to reciprocate in future (i.e.
provide rewards now in the hope of future returns). They need not reciprocate in each
separate encounter (transaction or dealing), because they trust each other to
reciprocate over future encounters. The researchers also viewed that reciprocation is

just as important in close relationships as between strangers.

"' The business executive was interviewed in year 2000 for the purpose of extrapolating from his
experience of trust in business dealings in order to construct the present theory of trust. He is a self-

43



Chapter 2

These conclusions about reciprocity over time in longer-term relationships are

consistent with equity theory, which was developed by Walster et al. (1978) based on

Homans’ (1961) original social exchange theory. The equity principle states that
people will consider relationship to be satisfactory only if they gain as much as they
put in. Cate et al. (1988) further suggest that equity seems to be important at early
stages of relationships, but actors seem to trust the other’s good intentions and do not
monitor the relative contributions too closely once the relationship is well established.
For this reason, it becomes less necessary to monitor equality of inputs into

relationships on a moment-by-moment basis once “trust” expectations are established.

However, with weak ties, the executive noted, “it is by chance that I may receive a
favour from them. It is because the relationship is weak and the person may not
remember to reciprocate in the future. You don’t immediately expect mutual benefits.
You learn to trust them over time after having repeated positive experiences. The

stronger the tie then becomes.”

Another business executive'? commented: “mutual benefits and reciprocation of
favours come secondary. They are a bonus of the relationship after the trust is built.
That is a proof to you that you have done the job properly and that you have built a
relationship... I expect reciprocation of favours from both strong ties and weak ties to
be fairly even and see no difference. It depends more on the person and not the

strength of the ties.”

employed management consultant who had an extensive network of contacts and had been in his field
for over 30 years.
' The business executive managed a training centre and had been in business over ten years.
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Although comments from two business executives are not representative of the
business population, their views seem to coincide with each other. This thesis
proposes that it is likely that weak ties would reciprocate benefits or favours in an
indeterminate manner because of the weak relationships. That is when weak ties
remember to reciprocate benefits or favours in a foreseeable future interaction.
Further, increasing closeness or trust in an ongoing relationship does not reduce the
obligation or need to reciprocate, but rather extends the time frame over which

reciprocation may be honoured.

Therefore, this thesis suggests that expectation of reciprocation of favours and
expectation of mutual benefits may characterise exchanges, particularly reciprocal
exchanges, between business executives and strong ties and weak ties. It is posited
that these expectations may not be crucial to the trust established when doing business
with either strong ties or weak ties. That is there may be no direct influence on the
trust level between them. Further, this thesis posits that these two expectations
correlate with each other and form a factor since they are expectations involving
strong and weak ties to return benefits and favours, characterising interaction in an

exchange.

Having proposed the fundamental expectations of honesty, reliability and discretion,
this thesis proceeds to explore whether there are expectations of reciprocation of
trusting behaviours between business executives and their strong and weak ties by
reviewing literature concerning mutual trust and the norm of reciprocity in the

following section.
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2.5  Norm of Reciprocity

This section addresses how mutual trust is formed, and whether there is a norm of
reciprocity that serves as a mechanism to motivate both actors to reciprocate received

benefits.

Tyler (2001) expands the conception of expectancies to include predictability: an
estimate of the future behaviour of others. Estimating the future behaviours of others
means predicting whether others will reciprocate any cooperative behaviours that a
person may undertake. “If people believe that others will reciprocate their own
cooperative behaviours, they are more willing to engage in cooperative exchanges
with these others” (Tyler, 2001, p 287). In slightly different terms, Deutsch (1958, p.
267) explains the specific implication of the term “trust” in interpersonal situations as

follows:

“When we say that person I trusts person II to do something, we usually imply that II
is aware of I’s trust. When II does not behave in accordance with I’s trust, II is letting
I down; II has caused harm to L. That is, person I does not merely trust that person 11
will perform certain behaviour; he feels that II is, in some way, obliged to fulfill his

trust”

Moreover, Deutsch (1958, p.267) suggests that “mutual trust may be said to exist
when person I and person II have complementary social trust with regard to each
other’s behaviour. I trusts II to behave in a certain way and is willing to do what Il

trusts him to do; the same is true for II. Each perceives that the other person is aware
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of his intent and his trust”. As in Hardin’s (2002, p. 17) definition of trust as
encapsulated interests, “I trust you because it is in your interest to do what I trust you
to do, and you trust me for the reciprocal reason”. He also stresses that mutual trust at
the interpersonal level involves an ongoing interaction that is part of a long sequence

of exchanges between two parties (Hardin, 2002).

However, when there is no pre-existing socialised basis for mutual trust between
person I and person II, Deutsch (1960) suggests that a mutual exchange can still be
profitable to each other. The researcher contended that “the initiation of cooperation
requires mutual trust”, and “the subject with a cooperative orientation would be both
trusting and trustworthy” (Deutsch, 1960, p.124 and 127). Under different
experimental conditions, Deutsch (1960) further examined the notion of mutual trust
in a study of effects of motivational orientation (cooperative, competitive, and
individualistic), psychological simultaneity of choice (full psychological simultaneity
of choice, simultaneous choice, and non-simultaneous choice), communication, and
one-trial versus ten-trial games upon the likelihood to choose cooperatively in paired
subjects. The gains or losses of this two-person non-zero-sum game (Luce & Raiffa,
1957) presented to the paired subjects were similar to that of a Prisoner’s Dilemma
Game'? (PDG). To cooperate will bring rewards to both players even though the sum
of one person’s loss and another’s gains need not be zero. Both can win with

cooperation, but both can lose if both choose to be competitive. The purpose of the

" A Prisoner’s Dilemma Game is a paradigm supposedly utilised by district attorneys (DA) in order to
get one of the two suspects to confess to a crime for which conclusive evidence of guilt is lacking. This
dilemma was first described by A.W. Tucker in Luce and Raiffa (1957). The DA would create a
dilemma between the two suspects by offering them individually the same deal to each: if you confess
while the other does not, you will get a reduced charge carrying a sentence of three months for turning
state’s evidence, while the other serves twenty years. The DA does not tell them that if they both
confess, each will get a ten-year sentence. The dilemma facing the two suspects is whether to cooperate
by remaining silent, or to defect by confessing. This situation brings out fears of betrayal by the other.
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study was to identify whether different experimental conditions would change the
likelihood of cooperative, competitive, or individualistic behaviours among the paired
subjects. As expected, under all experimental conditions, cooperative orientation led
the subjects to make cooperative choices as induced by the condition of cooperative
orientation. Cooperative subjects did not require communication to make cooperative
choices. However, under the condition of communication, full psychological
simultaneity, and the one-trial game, the individualistically oriented subjects, who
were induced to win as much money as possible for self, were particularly faced with
the decision to use a tit-for-tat strategy (introduced earlier in Chapter 1). The findings
showed that the tendency to choose cooperatively increased significantly among
subjects with individualistic orientation when they were allowed to communicate with
each other before making choices. The full psychological simultaneity of choice
allowed the paired subjects to change their choices after the subjects had both chosen
secretly and simultaneously, and the experimenter had announced their choices. The
individualistically oriented subjects chose to cooperate, reacting similarly to the
cooperatively oriented subjects. These results confirmed Deutsch’s (1960) hypotheses
that mutual cooperation would likely occur if individualistically oriented subjects
could commit themselves to the choice of cooperation, or were simultaneously aware

of the other’s choice of cooperation as they made their own choices to cooperate.

To play a tit-for-tat strategy in a PGD such as that in Deutsch’s (1960) study 1is to
reciprocate both cooperation and defection. Contflict arises when one party that
entirely fails to reciprocate defections get exploited. Only when both reciprocate
cooperation, both take advantage of opportunities for mutual profit. For this reason,

mutual cooperation is an act of reciprocity that induces mutual trust. If each person
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has a built-in incentive to be trustworthy, a reciprocal trusting relationship is mutually
reinforcing for each actor (Coleman, 1990). Such a reciprocal relationship can be
further explained by Gouldner’s (1960) norm of reciprocity, which is central to
exchange processes. That is “what one party receives from the other requires some
return, so that giving and receiving are mutually contingent” (Gouldner, 1960, p.169).
In an example of a simple social exchange, the norm of reciprocity holds that “people
should help those who help them and, therefore, those whom you have helped have an
obligation to help you.” (Gouldner, 1960, p. 173). Gouldner states that the generalised
norm of reciprocity may contribute to social system stability. He further explains that
such an obligation towards others to reciprocate is based on their past behaviour, for
example “what they have previously done for us or the history of previous interaction
we have had with them” (p.171). When two parties in an exchange conform to one
another’s expectations that are often mutually compatible, they reciprocate benefits as
a result of a commonly internalised moral norm. In other words, reciprocity is a moral
norm that governs the exchange of benefits or gratifications between two parties and

entails some kind of obligation to repay the benefits received.

Therefore, if we link the concept of mutual trust and the notion of the norm of
reciprocity, we may draw the following conclusion. The norm of reciprocity can be
interpreted as the internalised moral code that nurtures mutual trust between two
parties who reciprocate co-operative behaviours to each other in an exchange
relationship. In this respect, this thesis explores whether there is a norm of reciprocity
that serves as a mechanism to motivate both actors to reciprocate trusting behaviours
to each other, which are beyond the obligation to reciprocate merely benefits in an

exchange. In addressing this research question, this thesis re-examines Blau’s (1964)
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social exchange theory, proposes a notion of meta-trust to signify a meta-cognitive
process underlying reciprocity of trust, and a theoretical model of trust in the next

section.

2.6 A Theoretical Model of Trust

Classical social exchange theorist, Blau (1964), emphasises that social exchange
requires trusting others to reciprocate benefits received, and that others need to prove
themselves trustworthy. As individuals regularly discharge their obligations, they
prove themselves worthy of further trust. In this sense, reciprocating benefits or
favours received is a trusting behaviour to prove one’s trustworthiness. Below is an
attempt to expand Blau’s claim to include other trusting behaviours in the context of

business dealings.

Earlier, it was suggested that negotiated and reciprocal exchanges exist in business
dealings between business executives and their strong ties and weak ties. If we think
beyond the realm of the obligation to reciprocate benefits received in social
exchanges, and try to encompass negotiated exchanges including the types of
resources'? involved, we can include other behaviours of reciprocity in trust.
Behaviours such as delivering goods or services according to what has been promised,
being honest with foreseeable failures of proposed actions, or being open to share
essential information are trusting behaviours in the business context. Thus, this thesis

argues that Blau’s social exchange theory of reciprocating benefits (or favours) in

" Stolte (1988) suggests that resources might include any valued objects, actions or conditions,
whether materials (good and services), social-emotional (advice and support), or cognitive
(information).

50



Chapter 2

establishing trust can be extended to include reciprocating other trusting behaviours.
The conception of trust as expectations, and the notion of reciprocity of trust logically
lead us to think of a meta-cognitive process that further underlies the process of
reciprocity of trust. That is the cognitive process of expectations of reciprocating
trusting behaviours. Here, this thesis introduces a notion of meta-trust and draws a
distinction between trust and meta-trust. In this thesis, trust is a set of expectations
shared between actors involved in an exchange. The dynamics behind reciprocity of
trust 1s “I trust you to trust me”. Similarly, the same dynamics may exist in meta-trust.
That is “I expect reciprocity of trusting behaviours in you when I fulfill my perception
of your expectations of trusting behaviours in me”. This thesis posits that there is
meta-trust that signifies expectations of reciprocity of trusting behaviours, which
further underlies the cognitive process of trust being reciprocated, and therefore
mutual trust is established between two actors. Within the scope of this thesis, trusting
behaviours are those behaviours that are congruent with the business executives’
expectations of honesty, reliability and discretion. Thus, when behaviours of strong
ties that match with business executives’ expectations are also similar or compatible

with strong ties’ expectations, we may say there is mutual trust between the actors.

Cooperative behaviours may also be regarded as trusting behaviours. Tyler (2001)
suggests that people are motivated to maximise their resources and minimise their
losses by predicting what others will do in response to their own behaviours. Hence,
he states that “people focus on the probable behaviour of others so that they can
behave strategically” (Tyler, 2001, p. 287). In essence, this is what Hoagland (1969,
p. 38) means when he writes: “we do unto others just about what we think they would

do to us if they have the opportunity”.
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Further, in capturing the core of reciprocal trusting relationships, Hardin (2001, p. 19)
contends that “a good way to get me to be trustworthy in my dealings with you, when
you risk trusting me, is to make me reciprocally depend on your trustworthiness...I
want to be trustworthy in part to induce you to be trustworthy”. The reciprocal nature
of trust relationships, and the fundamental expectations of honesty, reliability and
discretion proposed earlier are features of the proposed model of trust shown in
Figure 2.3. This model focuses particularly on trust with strong ties. Trust with weak

ties will be considered later.

For reciprocation of high trust, Hardin’s contention can be interpreted as follows: for
you to trust me, not only should I fulfil your expectations of me as perceived by me
(path A of Figure 2.3), but also it is in my interests to respond with reciprocal
expectations of you for you to prove your trustworthiness. In other words, if I have
lower expectations of you being honest and reliable than my perception of your
expectations of me, it is likely that you have doubts about how much you can trust
me. Thus, my expectations of you influence your trust in me (depicted in path B of

Figure 2.3).

Furthermore, if you demonstrate trusting behaviours by meeting my expectation, not
only do I trust you (depicted in path C of Figure 2.3), but also I will respond to you
and demonstrate my trusting behaviours by reciprocating in kind in order for me to
prove my trustworthiness. That is if I perceive that you have low expectations of me

being honest and reliable, I would have doubts about how much I can trust you. Thus,
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my perception of your expectations of me influences my level of trust in you

(depicted in path D of Figure 2.3).

Therefore, it is posited that the principle of “do as you would be done by”
characterises reciprocal trusting relationships between two actors, an ego and an alter,
in an exchange (path B and D in Figure 2.3). In this sense, we may expect that path B
and path D are additional respective influences on ‘I think my STs trust me’ and ‘I
trust my STs’. These influences depict the process of expectations of reciprocating

trusting behaviours. In other words, meta-trust underlies reciprocity of trust.

In path C, there may be an intricate dynamic that governs the process of “I trust my
strong ties when they fulfil my expectations of them”. There is a possible role of
expectancy effects, such as the self-fulfilling prophecy identified by Rosenthal (1964,
1966, 1969). Rosenthal suggested that our expectations could alter the way others
actually behaved as opposed simply to our perception of them. The researcher showed
that experimenters’ expectations could unintentionally influence the individuals they
studied. This expectation may act as a self-fulfilling prophecy. That is, experimenters’
behaviours tend to affect behaviours of subjects in ways that may lead them to
confirm the expectancies they hold about them. Similarly, Snyder, Tanke, and
Berscheid’s (1977) study of men students believing that beautiful women were
desirable also confirmed the self-fulfilling prophecy. Their beliefs lead them to speak
on the phone to women students in such a way that influenced the women to speak
more warmly, fulfilling their stereotype of beautiful women. In the present context, it
is conceivable that ego’s expectations of his/her strong ties to be honest, reliable and

discrete lead the strong ties to behave in such a manner. As a result, ego trusts them.
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The present research did not examine this expectancy effect since this was outside the

research scope.

Path C: I trust my STs when they fulfil
my expectations of them

I expect
honesty,
reliability +
discretion
from my STs

—5 | Itrustmy STs

Path D: My perception of my STs’ expectations
of me influences my level of trust in them

Path E: I project
my expectations
onto my STs

Path B: My expectations of my STs
influence their trust in me

I perceive that

my STs expect \
honesty, I think my STs trust me
reliability + —>

discretion

Path A: I behave in accordance
with my perception of their
expectations of me

Key: STs are strong ties

Figure 2.3 A Proposed Theoretical Model of Trust between Business Executives and
their Strong Ties

Furthermore, this thesis suggests that an ego, for example, may tend to infer an alter’s
expectations of trusting behaviours based on the ego’s own set of expectations. In
other words, the ego may tend to project his/her own levels of expectations onto the
alter, and respond according to what he/she perceives the alter’s levels of expectations
of honesty, reliability and discretion to be, for example. We may therefore envisage

that the ego’s expectations of the alter to behave honestly and reliably are correlated
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with the expectations of the alter as perceived by the ego (depicted in path E of Figure

2.3).

The above analysis of expectations of reciprocating trusting behaviours raises a
question. In business, do people tend to have business dealings with others who are
believed to share similar or compatible levels of expectations of honesty, reliability
and discretion in exchanges? This thesis suggests that for mutual trust to exist,
respective expectations of both actors involved in an exchange must be similar or
compatible following Deutsch’s (1958, p. 267) meaning of “person I and person 11
have complementary social trust with regard to each other’s behaviour”. This
proposition raises the further question of whether business ties who are already
perceived as trustworthy are selected, or trust is developed as relationships proceed.
The present thesis focuses on investigating what trust means between business
executives and their existing business relationships. It is outside the scope of the
thesis to explore selection criteria of strong and weak ties at the beginning of forming
relationships, or how trust is developed over time as relationships proceed. The latter
context requires a longitudinal study, capturing data at the beginning of relationships,

and again some time after relationships have developed.

Thus far, the underlying cognitive process of expectations of reciprocating trusting
behaviours to each other in an exchange has been examined. It is now time to consider
whether the norm of reciprocity serves as a motivating mechanism to govern the
reciprocation of trusting behaviours between two actors. The meaning of the norm of

reciprocity has been reviewed in the preceding section.
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In essence, Gouldner’s (1960, p. 170) reciprocity is a moral norm that governs the
exchange of benefits or gratifications between two parties and entails some kind of
obligation to repay the benefits received. He also suggests that the generalised moral
norm of reciprocity may contribute to social system stability. In encompassing
negotiated exchanges in business dealings, this thesis suggests that the norm of
reciprocity can be interpreted as an internalised moral code that nurtures mutual trust
between two parties who reciprocate trusting behaviours to each other in an exchange
relationship. The internalised moral norm may govern a reciprocity process of mutual
reinforcement. That is “Ego’s conformity with Alter’s expectations reinforces Alter’s

conformity with Ego’s expectations” (Gouldner, 1960, p. 174).

Therefore, it is posited that there may be a norm of reciprocity that serves as a
mechanism to motivate both actors to reciprocate trusting behaviours to each other,
which are beyond the obligation to reciprocate merely benefits in an exchange. With
the notion of meta-trust being proposed in this thesis, the internalised moral norm may
also govern a reciprocity process of expectations of trusting behaviours. Hence, a
norm of reciprocity may govern both processes of reciprocity of trust and expectations

of reciprocity of trust.

2.7 Reciprocity and Strength of Relationship

According to the researchers whose work was discussed in the previous section, trust
relationships are typically reciprocal. For good reason, the most stable and compelling
trust relationships are likely to be mutual (Hardin, 2001). This thesis raises two

related questions: Does reciprocity in mutual expectations between two actors vary
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with the strength of the relationship? Are expectations of trusting behaviours in strong
ties higher than those in weak ties because of the differences in the strength of the
relationship? The latter question was raised earlier in Section 2.3. This section
examines these two questions that continue to form part of the theoretical framework

of the trust model presented in the preceding section.

In general terms, relationships with strong ties entail ongoing interactions but
relationships with weak ties are based on ad hoc or sporadic interactions
(Grannovetter, 1973). Strong ties and weak ties are on a continuum of relationship
strength. In business contexts, we may argue that relationships with strong ties and
weak ties only differ in strength and importance from those with weak ties. We are
basically comparing two strengths of business relationships of the same kind, strong
and weak, but not comparing family and business relationships, which are two very
different kinds of relationships with different expectations. If this argument holds, we
would expect that the cognitive process of reciprocating trusting behaviours and the
expectations thereof between two actors in an exchange, described earlier, should
exist between an ego and an alter, whether the alter is a strong tie or a weak tie. We
would therefore expect that reciprocity in mutual expectations does not vary with
relationship strength. Thus, expectations of honesty, reliability, discretion,
reciprocation of favours and mutual benefits are mutually reciprocated between
business executives and their strong ties and weak ties irrespective of the relationship
strength. Therefore, the trust model presented in Figure 2.3 above is proposed to be
applicable to trust between business executives and their weak ties. However, the
level of expectations between business executives and their weak ties is expected to

be lower than the level with strong ties. This is because exchange theory suggests that
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actors come to know each other more, find each other’s behaviour more predictable,

and believe that they have similar orientations to the exchange situation (Emerson,

1981; Cook & Emerson, 1978).

Further, this thesis expects that the level of trust between business executives and
their weak ties is lower than for strong ties. i.e. the levels of trust in both dependent
variables in Figure 2.3, ‘T trust my WTs’ and ‘I think my WTs trust me’, are expected
to be lower than the trust levels in the model of strong ties. This is because trust
should increase with the development of frequent and stable exchanges with strong
ties following Granovetter’s (1985) proposal that embedded on-going social relations

can contribute to the production of trust.

2.8 The Definition of Interpersonal Trust for a Theoretical Model of Trust

This thesis adopts Zucker’s (1986) view of trust as a set of expectations shared by all
those involved in an exchange. However, after a trust model for strong and weak ties
was proposed with the rationale outlined above, Zucker’s (1986) definition is re-

defined to reflect a more in-depth meaning of interpersonal trust as follows:

Interpersonal trust is defined as mutual expectations that drive trusting

behaviours to be reciprocated between two actors, an ego and an alter,

involved in an exchange, whether it is negotiated or reciprocal.
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2.9  Psychology of Morality

Gouldner’s (1960) notion of reciprocity carries a strong sense of moral norm. Trust
and trustworthiness also have a strong moral salience. This section highlights the
relevance of the psychology of morality to the theoretical model of trust in the present

study after the theories are introduced below.

Piaget’s work (1932) on logical reasoning in children’s problem-solving centered on
his belief that children advanced through a sequence of cognitive levels during
socialization. Once a higher level of reasoning is obtained, it will be maintained. He
argued that younger children operated with reference to a morality of constraint at the
stage of heteronomous morality (i.e. compliance with rules), whereas, older children
operated on a morality of cooperation at the stage of autonomous morality (i.e. rules
can be made and changed through discussion). Kohlberg (1969, 1976) extended
Piaget’s basic framework to include a third level labeled post-conventional. He argued
that moral judgment was developed through a sequence of six stages on these three
levels. Colby, Kohlberg and colleagues (1981) showed that boys aged 10, 13 and 16
proceeded through these stages of moral reasoning in a 20-year longitudinal study of

moral judgment development. The six stages are summarized in Table 2.1 below:
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Table 2.1 - Kohlberg’s (1976) Six Stages of Moral Judement

Level and Stage

Socio-moral Perspectives of Stages

Pre-conventional Level

Stage 1: Heteronomous morality

Stage 2: Individualism,
instrumental purpose, and
exchange

Moral codes based on self-serving interests

Individuals avoid breaking rules, punishment, and
physical damage to persons and property. An act is
considered wrong if one is caught and punished.

Rules are conformed to in order to meet one’s
immediate self-interests and needs. Recognition that
others have their self-interests. Right is what is a
fair, or an equal exchange in individualistic sense.

Conventional Level

Stage 3: Mutual interpersonal
expectations, relationships, and
interpersonal conformity

Stage 4: Social system and
conscience

Morality of conventional rules and conformity

Meeting expectations of people close to an
individual, such as those of relatives and friends, 1s
important. “Being good” is important in the eyes of
others and self. Showing concerns about others, and
having good intentions define morality.

Laws are accepted except in cases, which are in
conflict with other social duties. Individuals strike a
balance between societal points of view and
interpersonal motives. Morality is defined by
contributing to society, the group, or institution, and
maintaining social order.

Post-conventional Level

Stage 5: Social-contract or utility
and individual rights

Stage 6: Universal ethical
principles

Morality of self-accepted moral principals

Individuals are aware of values and rights prior to
their sense of social contractual commitment and
social attachments. Laws are seen as required for
the welfare of all, and for the protection of all
people’s rights. However, unjust rules are
recognized, causing conflicts in integrating them.

Universal ethical/moral principles are those of
justice, the equality of human rights, and respect for
the dignity of human beings as individual persons.
A rational individual recognises the nature of
morality, and has a sense of personal commitment
to moral principles.
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The relevance of Kohlberg’s levels of moral reasoning to the present study is three
fold. First, expectations of reciprocating favours and mutual benefits elicit an implicit
social rule of “you scratch my back and I’'ll scratch your back™ in an equal exchange.
Conforming to this social rule allows egos to attain desired rewards, corresponding to

Stage 2 on the pre-conventional level.

Second, the desire to preserve relationships with strong ties requires personal
intentions in meeting their expectations in order to be seen as a good person. Being
good also means maintaining trust, loyalty, respect and gratitude. Thus, fulfilling
strong ties’ expectations of being honesty, reliable and discrete in order to be trusted
by strong ties as depicted by the trust model in Figure 2.3 above calls for egos’ moral

judgment at Stage 3 on the conventional level.

Third, Gouldner’s (1960) norm of reciprocity requires individuals’ moral orientation
to maintain social order by taking this moral norm as a social rule governing people’s
conformity. In other words, the act of reciprocating expectations of trusting
behaviours elicits ego’s respect for rules, corresponding to moral reasoning at Stage 4

on the conventional level.

In essence, the trust behaviours depicted in the proposed trust model involves the
three stages of moral judgment on the pre-conventional and conventional levels, but
not beyond. The logical progression from one stage to another would not fit the
hypothesised cognitive behaviours of dyadic trust in the present context. People may
draw on different levels of moral reasoning in their judgments of right or wrong in

different situations (Perlman & Cozby, 1983). Therefore, this thesis suggests that in
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the present context of maintaining mutual relationships and contributing to social
order, business executives’ moral reasoning may reflect a mixture of somewhat less or

somewhat more mature levels up to Stage 4 on the conventional level.

How culture may affect moral judgment will be discussed in Chapter 7. In particular,
Shweder’s theories of cultural transmission of morality could be relevant to cultural

differences in trust values between UK and HK business executives.

2.10  Summary

Since strong ties are on-going relations with repeated exchanges, we may expect that
expectations of trusting behaviours for strong ties and weak ties would differ.
However, the same qualitative structure of the trust model was proposed for strong
and weak ties in Figure 2.3, but the quantitative measures of levels of trust and
expectations were predicted to differ. This implies that the same trust processes apply
to both types of ties. This thesis has posited that the same fundamental behaviours of
honesty, reliability and discretion are expected in strong and weak ties tie.
Nevertheless, the thesis has argued that trust in strong ties is higher than in weak ties,
and therefore expectations of trusting behaviours will also be higher in strong ties.
Theoretically, it is important to compare strong and weak ties as well as levels of trust
and expectations for both types of ties in spite of a lack of qualitative differences in

the trust model’s structure.

The central predictions of this thesis, shown in Figure 2.3 and discussed above can be

summarised in the following hypotheses:
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H1
Ego’s expectations of strong ties being honest, reliable, discreet, valuing mutual
benefits and reciprocating favours will be higher than ego’s expectations of weak ties.

(Ego = business executive)

H2 It follows from HI that:
Ego’s perception of strong ties’ expectations of ego being honest, reliable, discreet,
valuing mutual benefits and reciprocating favours will be higher than ego’s

perception of weak ties’ expectations of ego.

H3
The trust level between business executives and their strong ties will be higher than

that for weak ties.

H4
Expectations of honesty, reliability and discretion will be the fundamental
expectations that influence business executives’ trust in their strong ties and weak

ties, and will also influence how they perceive their ties’ trust in them.

HS
Ego’s expectations of alters (strong ties or weak ties) and alters’ expectations of ego

as perceived by ego will be similar i.e. correlated.
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H6

A cognitive process of reciprocating expectations of trusting behaviours may exist
(refers to path B and D in Figure 3.1); an internalised moral norm of reciprocity may

explain the motivating mechanism governing the process.

Thus far, a trust model between business executives and their strong ties and weak
ties has been proposed together with a set of hypotheses outlined above. The next

chapter describes a study designed to test the theoretical trust model and the

hypotheses.
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A Study to Test the Theoretical Model of Trust

The preceding chapter proposed a theoretical model of trust between business
executives and their strong and weak ties. The trust model was posited to expand
Blau’s (1964) concept of reciprocating benefits or favours received in building trust
and Butler’s (1983, 1986) notion of reciprocity of trust to include reciprocity of other
trusting behaviours. The trust model in Figure 2.3 depicts six relationships for
experimental testing. This thesis posits that business executives’ expectations of
honesty, reliability and discretion will be the fundamental expectations that influence
trust in their strong and weak ties, and may also influence how they perceive their ties’
trust in them. Expectations of mutual trust and reciprocating favours will not be the
fundamental expectations in this context. Following the notion of reciprocity of trust,
this thesis proposes that a notion of meta-trust denotes expectations of reciprocity of
trusting behaviours. i.e., reciprocating expectations of fundamental trusting
behaviours, namely honesty, reliability and discretion, exists between business
executives and their strong and weak ties. Moreover, it is proposed that business
executives’ expectations of strong ties being honest, reliable, discreet, valuing mutual
benefits and reciprocating favours will be higher than their expectations of weak ties.
Similarly, business executives’ perception of their strong ties” expectations of them
having these five aspects will be higher than their perception of weak ties’
expectations of them. Further, we may expect that business executives’ trust in their
strong ties will be higher than their trust in their weak ties. Finally, it is posited that
business executives’ of their strong ties (or weak ties) and strong ties’ expectations of

business executives perceived by them will be similar.
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This chapter presents an empirical study to test the set of hypotheses derived from the
theoretical trust model. It begins by describing the research method, outlining the
demographic profile of the participants, how the measures were designed to test the
hypotheses and the trust model, and the analytic procedures. The research findings are
then presented in three major sections. The first section presents analyses of levels of
expectations. The second section describes the factor structure, and the third section
presents results of structural equation modelling to test the hypothesised model fit to
the data. The conceptual framework of the process of model fitting is summarised in
the section of factor structure before the results are presented. Explanation of most

commonly used fit indexes is presented in Appendix D.

3.1 Research Method

A self-report questionnaire was used to test the hypotheses. The participants recruited

were given a choice to complete either a paper-and-pencil questionnaire or an

electronic form on the Internet. Please see Appendix E for a copy of the questionnaire.

The items that are relevant to the thesis are reported in the section below.

3.1.1 Measures

ltems were generated on the basis of the theoretical framework developed from the

literature review presented in the preceding chapter. The questionnaire was piloted on
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a small set of business executives in southern England to ensure that the measured

items were comprehensible.

The final items consisted of 24 measures. Examples of the questionnaire items are
listed in Table 3.1 below. The participants responded to a nine-point scale, anchored
by “no expectation” (1), “moderate expectation” (5), and “extremely high
expectation” (9). The items measured their expectations of their strong ties and weak
ties and their perception of both their strong ties’ and their weak ties’ expectations of

them. The core questions are highlighted as follows:

The proposed theoretical model of trust depicted in Figure 2.3 (see Section 2.6)
guided the creation of the items. Zucker’s (1986) definition of trust as a set of
expectations shared by all those involved in an exchange played a major influence of
redefining interpersonal trust in Section 2.8 for the present study, and thus, developing
the items. For example, the question stem “How much do I expect the following from
my ties?” preceded five pairs of measures. The first pair assessed expectations of
“reliability from my strong ties” and “reliability from my weak ties”. Similar pairs of
items were structured for expectations of honesty, discretion, mutual benefits and
reciprocation of favours. These items allowed direct comparison of expectations

concerning strong and weak ties.

Similarly, the question stem “how much do my ties expect the following from me?”
preceded five pairs of measures assessing the same five expectations. These ten items

were intended to solicit participants’ perception of their ties’ expectations of them
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being reliable, honest, and so forth. For example, a pair of measures was “my strong

ties expect reliability” and “my weak ties expect honesty”.

Further, trust was measured by single items. For example, the item assessing trust in
strong ties was “my level of trust in doing business with my strong ties is”. Responses

were on a nine-point scale, from “none at all” (0) to “extremely high” (9).

The instructions of the questionnaire included definitions of strong ties and weak ties
(see Appendix E). Participants were asked to respond to the items in the context of
medium or large business transactions. They were also asked to complete a checklist
concerning demographic information including two items assigning them to the

following categories:

Category 1 = Business owners who own an equity stake of at least 5% or more in a

business

Category 2 = Senior executives who have important external business relationships

either with customers, suppliers, creditors and so forth but do not have an equity stake

of 5% or more.
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Table 3.1 Examples of Questionnaire Items Measuring Trust as Expectations

How much do I expect the following from my ties?
1 = no expectation .... 5 = moderate expectation .... 9 = extremely high expectation

Reliability from my strong ties

Reliability from my weak ties

Honesty from my strong ties

Honesty from my weak ties

Discretion from my strong ties in keeping sensitive matters confidential (e.g. about
competitors, company or personal matters, etc.)

Discretion from my weak ties in keeping sensitive matters confidential

Mutual benefits from my strong ties

Mutual benefits from my weak ties

Reciprocation of favours from my strong ties (e.g. information, contacts, referrals, new
business, advice, etc.)

Reciprocation of favours from my weak ties

How much do my ties expect the following from me?
1 = no expectation .... 5 = moderate expectation .... 9 = extremely high expectation

My strong ties expect reliability
My weak ties expect reliability

Trust was respectively measured with a single item asking participants on a nine-point
scale: l=noneatall .......... 9 = extremely high

My level of trust in doing business with my strong ties is
My level of trust in doing business with my weak ties is

I think that my strong ties trust me
I think that my weak ties trust me
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3.1.2 Research Participants

Research participants were small business owners and senior executives (such as
bankers, accountants and lawyers) who networked regularly at breakfast clubs and
business dinners organised by professional institutions such as the Federation of Small
Businesses, various Breakfast Clubs, Business Network International (BNI) and

Business Referral Exchange (BRE).

The sample consisted of 110 participants who were recruited after promoting the
present research at over fifty of these networking events within one hundred miles of

Oxford. Data were collected from Jun 2000 to Aug 2001.

Of the 110 participants, there were 78 males with a mean age of 45.47 (SD = 9.38),
and 32 females with a mean age of 42.66 (SD = 9.64. They all identified their main
cultural identity as British with English as their native tongue. There were no gender
differences' in the measures. Most of the 110 participants were reasonably educated.
31.8% of them had attained bachelor degrees, 27.3% had attained post-graduate
qualification and 39.1% had attended secondary schools. Moreover, 77 of them were

in category 1 and 33 were in category 2. 70% of them were small business owners.

' There were gender differences in the means of five items: (1) “I expect reliability from my weak ties”
[t (108) = -3.60, mean of males = 4.33, mean of females = 5.63, p < 0.01], (2) “I expect honesty from
my weak ties” [t (108) = -2.35, mean of males = 5.54, mean of females = 6.53, p < 0.05], (3) “I expect
mutual benefits from my weak ties” [r (108) = -2.44. mean of males = 3.94, mean of females = 4.94, p <
0.05], (4) “My weak ties expect reliability” [ (108) = -2.45, mean of males = 6.73, mean of females =
7.69, p < 0.05], and (5) “My level of trust in doing business with my weak ties” [# (108) = -2.15, mean
of males = 5.69, mean of females = 6.53, p < 0.05]. However, by applying a Bonferroni correction on
24 multiple comparisons, the significant level for the individual test became 0.002. Thus, these five
items were not significant.
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3.1.3 Analytic Procedures

The analyses included paired-samples t-tests, confirmatory factor analysis, and
structural equation modelling (SEM) using a maximum likelihood approach to

evaluate hypothesised models. Before the data were analysed, three procedures were

carried out:

First, since the data was captured through a research web-site on the Internet and a
paper-and-pencil survey, independent samples t-tests were carried out on all measured
items to assess if there were any significant differences in the means of the scores
collected using these two different methods. It was found that there were no

significant differences when comparisons were made using the Bonferroni method.

Second, seven missing data were found in various unrelated parts of different
questionnaires. Participants with missing data were recontacted to complete the

missing data.

Further, participant case 22 did not reply and had one missing data point on the
variable of ‘I expect honesty from my weak ties’, which was replaced by a mean score
of 5.87. Replacing missing values with mean scores is one of the standard practices

reviewed by Byrne (2001, p.290).
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Third, it is important to ascertain if data violate the assumptions of multivariate
normality2 and measures of a continuous scale when using multivariate analyses such
as factor analysis, multiple regression and structural equation modelling3 (Tabachnick
& Fidell, 1996; Bentler & Chou, 1988). The assumption of multivariate normality of
the data was checked by examining pair-wise plots for linearity* and
homoscedasticity’, skewness and kurtosis of the individual variables for normality,
screening the measured variables for outliersG, both univariate and multivariate, and

finally evaluating variables for multicollinearity’ (The detailed steps are referred in

chapter 4 of Tabachnick & Fidell, 1996).

In addition to the screening steps above, the AMOS software, which runs structural

equation modelling, checks normality and assesses whether any departure from

2 Multivariate normality is the assumption that each variable and all linear combinations of the variables
are normality distributed (Tabachnick & Fidell 1996, p. 70)

3 SEM takes a confirmatory approach to the analysis of a structural theory, which is represented by
causal relationships between observed variables and unobserved latent variables. In the modelling
procedure, the causal processes under study are represented by a series of structural (i.e. regression)
equations, which takes account of factor analysis and multiple regression simultaneously. In other
words, SEM uses regression models to specify causal relationships among latent variables or between
latent variables and observed variables. The aim is to test statistically the extent to which the
hypothesised model is consistent with the data (Bentler, 1988).

* Linearity assumes that there is a straight-line relationship between two variables. It is assessed by
inspection of bivariate scatterplots. If a scatterplot shows an oval-shape, both variables are normally
distributed and linearly related.

> The assumption of homoscedasticity for normality is that the variability in scores for one continuous
variable is roughly the same on all values of another variable. If the assumption of multivariate
normality is met, the bivariate scatterplots between two variables are of roughly the same width all over
with slightly wider width toward the middle.

% Univariate outliers are cases with an extreme value on one variable and multivariate outliers are cases
with an unusual combination of scores on two or more variables. Bivariate scatterplots of various
combinations of two variables can help identify multivariate outliers.

’ Multicollinearity occurs when variables are very highly correlated (say 0.90 or above) in a correlation
matrix. When this happens, two variables are measuring two similar things. Multicollinearity increases
the uncertainty around the parameter estimates and therefore increases the standard errors. It poses
logical and statistical problems unless one is doing analysis of structure using factor analysis, principal
component analysis and structural equation modelling. If it is not analysis of structure, Tabachnick and
Fidell (1996, p. 86) suggest that if two variables with a bivariate correlation of say 0.70 or more exist,
one variable should be excluded in the analysis. Some programs (such as AMOS) compute squared
multiple correlation (SMC) for the variables. SMC is calculated when it serves as a dependent variable
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normality in the sample is statistically significant. For simplicity, the normality check
is reported here after checking all other steps. A.1 in Appendix A shows Mardia’s
(1970) coefficient of multivariate kurtosis of 117.681 with a critical ratio® of 33.67,
and the six multivariate outliers with their respective Mahalanobis distances’ for the
strong ties variables. A.2 shows the respective figures for the weak ties variables.
Mardia’s coefficient for weak ties was 43.580 with a critical ratio of 12.47. It was
concluded that the strong tie data set was slightly to moderately multivariate non-
normal because of six multivariate outliers, and the weak ties data set was slightly

multivariate non-normal because of two multivariate outliers.

Case 67 was a common multivariate outlier in both strong and weak ties data. A
combination of scores of case 67 posed the most serious problems of multivariate
non-normality in six different bivariate scatterplots. The rest of the five outliers were
relatively moderate in extremity in different sets of two or one scatterplots. Case 67
was a business owner/founder of a distributor company with 7 employees. Its new
business was mainly generated on the Internet. His trust values of strong ties and weak
ties were very different from the rest of the participants. Another participant (case 9)
among the 110 cases also relied on the Internet to obtain new business. However, this

participant’s pattern of scores was within the normal distribution. It was decided to

with the rest of the variables as independent variables in multiple correlation. If SMC is high, the
variable is highly related to the others in the analysis and there is multicollinearity.

® The critical ratio here is the Mardia’s coefficient divided by its standard error. If the appropriate
distributional assumptions are met, this statistic has a standard normal distribution under the null
hypothesis that the parameter has a population value of zero. For example, if an estimate has a critical
ratio greater than 2.00, the estimate is significantly different from zero at the .05 level.

® Mahalanobis distance is the distance of a case furthest from the centroid of all remaining observations.
The centroid is the point created by the means of all the variables. In the present data set, any case with
a Mahalanobis distance in A.1 and A.2 greater than Xz (12) =32.909 at p < 0.001 is a multivariate
outlier. Note: 12 is the degree of freedom being equal to the total number of variables in each strong tie
and weak tie data set (Tabachnick & Fidell, 1996, p. 94).
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delete case 67 without loss of generalisability of results to the intended population.
Other multivariate outliers were retained in the data set. For the revised sample of 109
cases, Mardia’s coefficient of multivariate kurtosis dropped by 36% to 74.787 (critical
ratio = 21.30, see A.3) for strong ties and by 28% to 31.288 (critical ratio = 8.91, see
A 4) for weak ties variables. Hence, after deletion of case 67, the data set of strong ties

was slightly multivariate non-normal and the extent of non-normality of the weak tie

data set was even less.

Problems of Multivariate Non-normality

West et al. (1995) highlight the problems of moderate to severe non-normality. Since
the extent of non-normality for the variables here were slight, three foreseeable
problems are summarised. First, it may lead to slight underestimation of fit indexes
such as Normed Fit Index (NFI, Bentler & Bonett, 1980), the Tucker-Lewis Index
(TLI, Tucker & Lewis, 1973) and the Comparative Index (CFI, Bentler, 1990). The
conceptual framework for these fit indexes is best presented later in this chapter under
model evaluation of factor structure. Second, it may lead to slight underestimation of
standard errors of the parameter estimates. If the underestimation is moderate to
severe, the regression paths, and factor and error covariances will be statistically
significant although they may not be in the population. Finally, the maximum
likelihood estimator may yield y” values that are slightly inflated when the sample size

1s small.
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One common approach to handling the presence of multivariate non-normal data is to
use a procedure called the bootstrap10 (West et al., 1995; Zhu, 1997). Hence, the
bootstrapping procedure was applied in structural equation modelling using maximum
likelihood estimator requested in AMOS. Interpretation of the bootstrapped standard

errors will be presented where it is relevant.

3.2 Results

Three types of results are presented in three sections. The levels of expectations were
first compared between strong ties and weak ties. The results relating to the first three
hypotheses are presented first, followed by other findings that were outside the three
hypotheses. All the five expectations were then factor-analysed before an empirical
assessment of the hypothesised trust model with strong ties and weak ties was carried

out using structural equation modelling.

3.2.1 Comparison of Levels of Expectations and Trust Levels

Comparison of Expectations between Strong and Weak Ties

Differences between expectations of strong ties and weak ties (and of strong and weak

ties’ expectations of participants) were analysed using paired-samples t-tests.

10 Byrne (2001, p. 268) explains that “the term bootstrap derives from the expression ‘to pull oneself up
by the bootstraps’, reflecting the notion that the original sample gives rise to multiple additional ones”.
The bootstrapping procedure involves randomly taking multiple subsamples of the same size from the
original sample, with replacement, and providing data for investigation of the variability of parameter
estimates and indexes of fit. The re-sampling procedure creates a large number (say 500) of multiple
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Table 3.2 shows the first set of the results. The mean scores of all the five variables
measuring business executives’ expectations of their strong ties were significantly
higher than those mean scores of their weak ties (¢-values varied from 10.36 to 14.69,
df = 108, p <0.001). For example, ‘I expect reliability from my strong ties’” was
significantly higher than ‘I expect reliability from my weak ties’ [z (108) = 14.69, ST
mean = 7.08, WT mean = 4.74]. Hence, business executives’ expectations of their
strong ties being honest, reliable, discreet, valuing mutual benefits and reciprocation

of favours are higher than their expectations of their weak ties as predicted by

hypothesis one (H1).

The second set of results is summarised in Table 3.3. Again, the mean scores of all
five variables measuring business executives’ perception of their strong ties’
expectations were significantly higher than the mean scores for their weak ties (df =
108, p < 0.001). For example, ‘my strong ties expect reliability from me’ was
significantly higher than ‘my weak ties expect reliability from me’ (see table for
relevant means). Hence, business executives’ perception of their strong ties’
expectations of them being honest, reliable, discreet, valuing mutual benefits and
reciprocation of favours are higher than their perceptions of their weak ties’

expectations of them supporting hypothesis two (H2).

subsamples of the same size as the parent sample with replacement. The mean and variance of the
bootstrapped sampling distribution can be estimated.
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Table 3.2 Means, Standard Deviations and Mean Differences of the Paired Samples of
[ Expect...from My Strong Ties and My Weak Ties

Variables Mean Mean t
Differences
Pair | I expect reliability from my STs 7.08 2.34 14.69%**
(1.26)
1 expect reliability from my WTs 4.74
(1.77)
Pair 2 1expect honesty from my STs 7.69 1.82 10.59%***
(1.17)
I expect honesty from my WTs 5.87
(2.01)
Pair 3 Iexpect discretion from my STs 7.99 2.34 11.46%***
(1.17)
I expect discretion from my WTs 5.65
(2.35)
Pair 4 I expect Mutual benefits from my STs 6.25 1.99 10.60%**
(1.81)
I expect mutual benefits from my WTs 4.26
(1.98)
Pair 5 I expect reciprocation of favours from STs 5.94 2.06 10.36%**
(2.16)
I expect reciprocation of favours from WTs 3.89
(1.94)

Note: Numbers in parentheses are standard deviations. ***p < .001

Table 3.3 Mean, Standard Deviations and Mean Differences of the Paired Samples of
My Strong Ties and My Weak Ties Expect ...

Variables Mean Mean t
Differences
Pair I My STs expect reliability from me 8.14 1.07 6.82%**
(0.89)
My WTs expect reliability from me 7.06
(1.82)
Pair 2 My STs expect honesty from me 8.29 .82 5.62%**
(0.92)
My WTs expect honesty from me 7.48
(1.69)
Pair 3 My STs expect discretion from me 8.36 1.08 7.20%**
(1.08)
My WTs expect discretion from me 7.28
(1.85)
Pair4 My STs expect mutual benefits from me 5.75 1.26 5.99%*x*
(2.37)
My WTs expect mutual benefits from me 4.50
(2.34)
Pair 5 My STs expect reciprocation of favours from me 5.13 94 4.90%**
(2.40)
My WTs expect reciprocation of favours from me 4.18
(2.17)

Note: Numbers in parentheses are standard deviations. ***p < .001
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Furthermore, the mean score of ‘my trust level of doing business with STs’ (M = 7.89,
SD = 0.99) was significantly higher than the mean score of ‘my trust level of doing
business with WTs’ (M =5.97, SD = 1.86, t (108) = 12.38, p <0.001). Moreover, the
mean score of ‘I think my STs trust me’ (M = 8.10, SD = 0.90) was also significantly
higher than the mean score of ‘I think my WTs trust me’ (M = 6.67, SD = 1.62, ¢ (108)

=10.31, p <0.001). Therefore, hypothesis three (H3) was supported.

Perceived Trust and Expectations

Table 3.4 shows a comparison of ‘My level of trust in doing business with my STs’
and ‘I think that my STs trust me’ and also that of weak ties using paired-samples t-
test. The result suggested that the participants perceived their strong ties and weak ties
trusted them significantly more than they trusted their ties (pair 1: - 1 (108) = 2.16, p <

0.05; pair 2: - £ (108) = 4.02, p < 0.001).

Table 3.4 Comparisons of Trust Levels between Alters’ Trust in Egos Perceived by
Egos and Egos’ Trust in Alters

Mean Mean t
Differences

Pair 1 My level of trust in doing business with my ST's 7.89 -0.21 -2.16*
(0.99)

| think that my strong ties trust me 8.10

(0.90)

Pair 2 My level of trust in doing business with my WTs 5.97 -0.70 -4, 02 %**
(1.86)

[ think that my weak ties trust me 6.67

(1.62)

Note: Numbers in parentheses are standard deviations. *p < 0.05, ***p < .001.
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Furthermore, differences in mutual expectations between business executives and
their strong ties were reviewed by subtracting the expectation score of ‘strong ties

expect... from me’ from ‘I expect... from my strong ties’. The same procedure was

applied to the data of weak ties.

Table 3.5 shows that the participants perceived that their strong ties had significantly
higher expectations of reliability (/A mean =-1.06, t = -9.18, p < 0.001), honesty (A
mean = -0.66, t = -5.95, p < 0.001) and discretion (/\ mean =-0.37,t=-2.97, p <0.01)
of them than they expected of their strong ties. The same phenomenon was observed
with weak ties. Participants perceived weak ties as having higher expectations (see
Table 3.6) of them than they had of their weak ties. This finding may suggest that the
business executives were presenting themselves in an unrealistically positive light as
people who could be trusted more than their ties. Alternatively, it may be that they

were unreasonably suspicious of their ties.
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Figure 3.5 Differences in Mutual Expectations between Business Executives and their
Strong Ties

Variables Mean Mean t
Differences
Pair I Iexpect reliability from my STs 7.08 -1.06 -9.18***
(1.26)
My STs expect reliability from me 8.14
(0.89)
Pair 2 Iexpect honesty from my STs 7.69 -0.66 -5.95"**
(1.17)
My STs expect honesty from me 8.29
(0.92)
Pair 3 1expect discretion from my STs 7.99 -0.37 -2.97*
(1.17)
My STs expect discretion from me 8.36
(1.08)
Pair 4 I expect Mutual benefits from my STs 6.25 0.50 2.46*
(1.81)
My STs expect mutual benefits from my me 5.75
(2.37)
Pair 5 I expect reciprocation of favours from STs 594 0.82 4.22***
(2.16)
My STs expect reciprocation of favours from me 5.13
(2.40)

Note: Numbers in parentheses are standard deviations. *p < .05, **p < .01, ***p < .001
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Table 3.6 Differences in Mutual Expectations between Business Executives and their

Weak Ties
Variables Mean Mean t
Differences
Pair 1| [ expect reliability from my WTs 4.74 -2.32 -12.12***
(1.77)
My WTs expect reliability from me 7.06
(1.82)
Pair 2 Iexpect honesty from my WTs 5.87 -1.61 -7.87**
(2.01)
My WTs expect honesty from me 7.48
(1.69)
Pair 3 Iexpect discretion from my WTs 5.65 -1.62 -8.18"**
(2.35)
My WTs expect discretion from me 7.28
(1.85)
Pair 4 I expect mutual benefits from my WTs 4.26 -0.24 -1.01
(1.98) n.s.
My WTs expect mutual benefits from me 4.50
(2.34)
Pair 5 I expect reciprocation of favours from WTs 3.89 -0.29 -1.42
(1.94) n.s.
My WTs expect reciprocation of favours from me 4.18
(2.17)

Note: Numbers in parentheses are standard deviations. ***p < .001, n.s. is non-significant.
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3.2.2. Factor Structure

Before the results of the factor structure are presented, a conceptual understanding of
factor structure and model evaluation using the XZ goodness of fit statistics and fit indexes
is essential in the context of structural equation modelling. The concept of factor structure

in a measurement model is presented below.

Measurement Model and Structural Model

A general structural equation model combines elements of both factor analysis and path
analysis, and consists of two components, a measurement model and a structural model
(Byrne; Agresti & Finlay, 1997). The measurement model resembles factor analysis,
defining a set of unobserved factors from the observed variables. The covariation among
a set of observed variables is examined in order to derive their underlying latent
constructs (i.e. factors). The structural model resembles path analysis, specifying
regression models for the factors derived in the measurement model and identifying
hypothesised causal relationships among the factors. A general structural model specifies
how a particular latent variable directly or indirectly influences or causes changes in the
values of other latent variables based on a theory hypothesised by a researcher. Such a
structural model is then evaluated for goodness of fit tests in a confirmatory approach.
Moreover, one or more of the latent variables are specified as dependent (response)
variables and the others are specified as independent (explanatory) variables. A structural
model differs from ordinary path analysis in that the structural model approach allows the

fitting of models with two-way causation, in which latent variables may be regressed on
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each other (Agresti & Finlay, 1997). Hence, structural equation modelling is a powerful

approach to the analysis of factor structures and path analysis simultaneously.

Further, there are two types of factor analysis that may be used for deriving a
measurement model, exploratory factor analysis (EFA) and confirmatory factor analysis
(CFA). EFA proceeds in an exploratory manner to determine how and to what extent the
observed variables are related to their underlying factors. This exploratory approach is
used when we have no prior knowledge that the items measure the intended factors. In
contrast, CFA is considered when we have some knowledge of the underlying latent
variable structure. This prior knowledge can be based on theory, previous empirical
research or both. A priori specification of a CFA structure can then be tested statistically

in a confirmatory approach.

Confirmatery Factor Analysis for the Present Study

In the preceding chapter, this thesis posited that the expectations of reliability, honesty
and discretion correlate with each other and form a factor since they are expectations
concerning qualities of strong and weak ties. Moreover, this thesis also posited that the
expectations of mutual benefits and reciprocating favours correlate with each other and
form a factor since they are expectations involving strong and weak ties to return benefits

and favours, which are characteristics of interaction in an exchange.
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Thus, we would expect the three measures relating to “I expect reliability from my strong
ties”, “I expect honestly from my strong ties”, and “I expect discretion from my strong
ties” to form a factor, and the three measures relating to “my strong ties expect reliability
from me”, “my strong ties expect honesty from me”, and my strong ties expect discretion
from me” also to form a factor. Similarly, correlations of the corresponding measures for
weak ties are also predicted. Figure 3.1 shows the hypothesised factor structure for strong
ties in a path diagram'!, which comprises four factors: (1) I expect of my STs as factor 1
(labeled F1) with three independent measures of reliability (X1), honesty (X2) and
discretion (X3), loaded on the factor, (2) I expect of my STs as factor 2 (labeled F2) with
two independent measures of mutual benefits (X4) and reciprocating favours (X5), (3)
My STs expect of me as factor 3 (labeled F3) with two independent measures of mutual
benefits(X6) and reciprocating favours (X7), and (4) My STs expect of me as factor 4
(labeled F4) with three measures of reliability(X8), honesty (X9) and discretion (X10).

Some conventional notation for SEM that appears in the Figure 3.1 is highlighted below.

The circles represent unobserved latent variables (i.e. factors) and the rectangles
represent measured variables. A line with a single-headed arrow indicates a hypothesised
direct relationship, assuming that the variable at the base of arrow ‘causes’ the variable at
the head of arrow. A line with a double-headed arrow signifies unanalysed association
between two variables for the purpose of model testing. In model specification, every

variable, latent or measured, is either an independent variable or a dependent variable.

"' A path diagram is a pictorial representation of a system of simultaneous equations. It presents a picture of
the relationships between variables, observed or unobserved, that is assumed to hold (Bollen, 1989).
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Shading indicates that the variable is a dependent variable'?, which has at least one line
with a single-headed arrow pointing to it. The independent variables are F1, F2, F3, F4,
the residual" terms of the latent variables (“disturbances” labeled D1, D2, D3 and D4)
and all the error terms (labeled E3 for example) for the measured variables. The asterisks
indicate parameters to be estimated. These are the regression coefficients, the variances
and covariances of the independent variables. These parameters were freely estimated or
fixed to a value of 1. The number 1 in the diagram indicates that a regression coefficient

was set to the value of 1 for scaling purpose'*.

Further, Figure 3.1 depicts possible correlation between the four factors for the purpose
of model fitting using AMOS. It was also assumed that error terms (E3 to E12) were

uncorrelated.

'2 At the matrix algebra level, a set of simultaneous equations according to the path diagram can be
generated. Without going into the details of the matrix algebra, it is important to understand that the
construction of structural equation models or path analyses is to measure the relative contribution of
different independent variables to some dependent variables (Bollen, 1989).

" A residual term is a measure of error of prediction, which is the difference between the predicted and
obtained values. There is an important distinction between a disturbance (e.g. D1) and an error term (e.g.
E3) although they are both unexplained variation in the prediction. A disturbance signifies errors in the
equation prediction of a latent variable from another latent variable. An error term is associated with
observed variables and represents measurement errors, which can be random due to psychometric
measurement or non-random due to the uniqueness of the characteristics of the measured variable (Byrne
2001). For example, people may lie about their age in certain surveys.

“In Figure 3.1, the first equation on the diagram is X1 = a * F1 + path coefficient * E3. Similarly, the rest
of the nine equations are written in the same manner by taking the respective variable names (see A.7 in
Appendix A under Interpretation of AMOS Output Figures). Since raw scores do not exist for latent
variables, it is a common option to assign an arbitrary value of 1 to a path linking the latent variable to one
of its observed variable for scaling reason. As a result, the latent variable is expressed in units based on the
observed variable (Loehlin, 1998, p. 31). Hence, a is equal to 1 in this equation. Another common option is
to solve for the latent variables in standard score form, but this is not the approach being taken here.
Moreover, the path coefficients of all the error variances such as E3 in the diagram are also fixed to the
value of | for the same scaling reason. Any variation in the path coefficients will be distributed to their
respective error variances.
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Conceptual Framework of Model Evaluation

The hypothesised factor structure models for strong ties and weak ties were
respectively evaluated by structural equation modeling using AMOS graphic
employing the maximum likelihood (ML)" estimation method. SEM analyses the
covariance structure of the measured variables, utilising the correlation coefficients

and the standard deviations. Table 3.7 displays all correlation coefficients between the

measured variables for strong ties and weak ties.

1% Use of maximum likelihood (ML) method assumes four conditions to be met. (1) The sample is large
(i.e. asymptotic), (2) the distribution of the observed variables is multivariate normal, (3) the scale of
the observed variables is continuous, and (4) the hypothesised model is valid (Byrne, 2001, p. 71).
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At this point, it is important to capture the essential statistical framework of the model
fitting process using chi-square as a goodness of fit statistic. SEM is sometimes called
covariance structure modelling. It evaluates how well the restricted covariance matrix
[Z (0)] implied by the hypothesised model fits the sample covariance matrix (S) of
observed variable scores. X (sigma) is the population covariance matrix and 0 (theta)
is a vector that comprises the model parameters. In SEM, the null hypothesis (Hp)
being tested is that the postulated model holds in the population where the sample is
drawn, i.e. £ =X (0). Any discrepancy [i.e. X - £ (68)] between the two is represented
by the residual covariance matrix. When Hy is true, £ - £ (6) = 0. The objective of the
i test identifies the extent to which all residuals in T - £ (0) are zero. Since on
average, the sample covariance matrix S equals the population covariance matrix X
(Bollen, 1989), in practice a specified model is fitted to a sample covariance matrix
(MacCallum et al., 1996). Hence, the y° test is effectively testing how far the
discrepancy of S - ¥ (0) departs from zero. The objective is to minimise the
discrepancy function, Fyy,, such that Fy, = [S - £ (8) = minimum]. Smaller values of
xz indicate better fit. When xz = zero, Fo;q = zero and that the residual matrix would
contain all zeros. The evaluated model becomes the perfectly fitted saturated model'°.
The % value of zero indicates a perfect fit. Moreover, the 2 test uses the test statistic
T such that T = (N — 1) Fuin, Where N is the sample size. The T statistic has an
asymptotic (large sample) +* distribution. The Ho: £ = X () is rejected if the +* value
exceeds a y* value in the y* distribution at an a level of significance. The a level of

significance is generally set at 0.05. Hence, the probability value in the xz test

represents the likelihood of obtaining a x2 value that exceeds the x2 value when Hy is

' The saturated model is one in which the number of estimated parameters equals to the number of
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true. The higher the p value (p > 0.05), the closer is the fit between the postulated
model and the sample data. If p < 0.05, there is a significant discrepancy between the
model and the data, and the x2 value is significant (Byrne, 2001). The model should be

rejected and modified for further evaluation.

Furthermore, the T statistic can be derived from various estimation methods that vary
in the degrees of sensitivity to the assumptions of the distribution. Hu and Bentler
(1999) note that the T statistic derived from the maximum likelihood (ML) method"’
under the multivariate normality assumption is the most widely used statistic for

assessing model fit. The ML method was employed in the present thesis.

In the present experiment, the sample size of 109 is not large. Although the
assumption of the T statistic [i.e. £ = X (0)] is one of arbitrary large samples, this is
not true in practice (Hu & Bentler, 1995, p. 87). As Tanaka (1987, p. 135) points out,
“ ‘large sample’ results buy some degree of confidence (but not certainty) where N is
large, but do not provide a guideline about when sample sizes are large enough”.
Strategies for dealing with relatively small samples will be discussed after introducing

a number of fit indexes below.

In determining the overall fit of the hypothesised model to the sample data,

researchers have developed a number of goodness of fit indexes in the past two

variances and covariances in the covariance matrix. It is the least restricted model.

" The likelihood is the probability of the data given the model, which is the product over all the rows of
the probability of each row of data, say A, A;, ...to Anin a vector. This depends on path coefficients
and variances. We find the coefficients and the variances, which give us the biggest likelihood. Those

90



Chapter 3

decades after recognising the limitations of the y* test. Since the y” statistics equals
(N = 1) Fpin, the value of « tends to be substantial when the model does not hold and
the sample size is large (Byrne, 2001). That is to obtain p > 0.05 is unlikely for large
samples. Therefore, additional fit indexes are reported to supplement the % statistics.
A summary of the acceptable levels of the most commonly used fit indexes is listed

below. Detailed explanation of the indexes is provided in Appendix D under D.1.

% per degree of freedom ratio ( v? | df)

The ratio should be close to one for correct models. When y* / df = 1, the model is

well fitted.

Goodness of Fit Index (GFI)

GFI is an absolute index that directly assesses how well a predicted model reproduces

the sample data. GFI greater than 0.9 indicates an acceptable fit.

Normed Fit Index (NFI)

NFI is obtained by computing the ratio of the ¥’ of the model being evaluated and the
x2 of the independence model'? as the baseline model, which is then subtracted by one.

NFI greater than 0.9 indicates an acceptable fit.

However, Hu and Bentler (1995, p. 89) note that NFI is not a good indicator for

evaluating model fit when the sample size is small. NFI tends to give lower values

values are our estimates. Thus, maximum likelihood estimate is to make this probability the biggest
possible by changing the parameters of the equations.
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under conditions of small N. In the present thesis, NFI is reported but the values tend
to be around 0.90. Less reliance was placed on the NFI value than other fit indexes in

model evaluation.

Comparative Fit Index (CFI)

CFl is calculated by computing the noncentrality parameter estimate for the model
being evaluated and that of the independence model as the baseline model. There is no
systematic bias when the sample size is small (Bentler, 1990). CFI values close to 1

indicate a very good fit. Hu and Bentler (1999) propose a cut-off value of 0.95.

Tucker-Lewis Index (TLI) or NNFI

TLI is also known as Bentler-Bonett non-normed fit index. A cut-off value close to
0.95 indicates a good fit, and a value close to 1 indicates a very good fit (Hu & Bentler,

1999).

Root Mean Square Error Approximation (RMSEA)

RMSEA provides an error of approximation that increases as the covariance matrix
implied by the model being evaluated and the population covariance matrices
progressively differ from one another. RMSEA is expressed per degree of freedom.
RMSEA of about 0.5 or less would indicate a close fit of the model, and of about 0.8

or less would indicate a reasonable error of approximation (Brown & Cudeck, 1993).

'* The independence model is one in which all correlations among the variables are zero. All relational
paths are fixed to zero and only variances are estimated (Hoyle, 1995). It is the most restricted model
and most typically used as a baseline model. It is sometimes called a null model (Hu & Bentler, 1995).
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Strategies for Dealing with Relatively Small Samples

The main concern here is the sensitivity of the fit indexes to the sample size. Fan,
Thompson and Wang (1999) carried out a simulation study to investigate the effects
of sample size, estimation method and model specification on fit indexes. They found
that “sample size' condition strongly influenced GFI. GFI tends to be smaller when
sample size is small. However, RMSEA, CFI and TLI (or NNFI) were the least

sensitive to sample size” (p. 73). Overall, there are strategies to be taken to overcome

the issue of the small sample size:

First, both the statistical x2 test and a combination of descriptive fit indexes are
assessed in evaluation of competing models preferably as nested models. In model
testing, AMOS allows two models to be evaluated as nested models at the same time.
An example of such model nesting may involve the specification of two models that
differ from each other only with respect to the addition or deletion of a single path
(Tanaka, 1987). Joreskog (1974) originally suggested the strategy of nested competing
models. However, assessment of competing models was not applied in the present

thesis. The two approaches outlined below are more useful.

Second, simpler rather than complex models are postulated. The general aim is to find
a parsimonious model, which explains the most variance in the dependent variable
containing the fewest number of independent variables. Browne and Cudeck (1993, p.
138) explain that “in multiple regression, it is known that if the sample is small,

overall error is generally reduced by making use of a smaller number of predictors

" The sample sizes were 100, 200, 500 and 1,000 in the simulation study.
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than if the sample is large. A similar principle applies in the analysis of covariance
structures. If the sample is small, a more accurate representation of the population
covariance matrix can be obtained from an oversimplified model than from a more

complex model”.

Third, Hu and Bentler (1995) suggest an additional descriptive fit index, the

standardised root mean square residual®

(SRMR), to accompany reports of model fit.
SRMR is the average discrepancy between the observed correlation matrix?' and the
model-reproduced correlation matrix. They note that if the SRMR is very small, say
0.05 or less, “the model is good at accounting for the correlations, no matter what the
X2 test or fit indexes seem to imply” (Hu & Bentler 1995, p. 98). If the discrepancy is
0.10, it means that the model is only marginally wrong for some variables. If the
discrepancy is 0.40, it explains the correlation matrix to within an average error of
0.40 and that the model is not explaining some of the correlation well at all (Hu &

Bentler, 1995). Hu and Bentler (1999) recommend a cut-off value close to 0.08 for

SRMR.

Therefore, the present thesis will report the +* test statistics and several fit indexes for
each estimated model under assessment. The fit indexes are * / df, Goodness of Fit

Index (GFI), Normed Fit Index (NFI), Comparative Fit Index (CFI), Tucker-Lewis

? The standardised root mean square residual (SRMR) is produced in AMOS macro and the
unstandardised RMR is automatically produced in AMOS table output. The unstandardised RMR is the
average residual value derived from the fitting of the variance-covariance matrix for the hypothesised
model Z(0) to the variance-covariance matrix of the sample data S. It is difficult to interpret
unstandardised RMR. On the contrary, SRMR is the average value across all standardised residuals and
ranges from zero to 1.00 (Hu & Bentler, 1995).

94



Chapter 3

Index (TLI), RMSEA, and standardised root mean square residue (SRMR), although

NFI values were mostly around 0.9 in model fitting in the present thesis.

Model Evaluation of Hypothesised Factor Structures for Strong and Weak Ties
The conceptual framework of model evaluation and strategies of dealing with small
sample size have been explained. The present section proceeds to assess the
hypothesised factor structure models for strong ties and weak ties. Both hypothesised
models were slightly modified after deleting the correlation path between factor F3
and factor F4 (in Figure 3.2) that was non-significant for reasons of parsimony (Byrne,
2001, p. 76). Two estimated factor structure models were obtained, one for strong ties
and another for weak ties. Both models had an adequate fit to the sample data. The
bootstrap procedure was applied on 1,000 samples initiallyzz. Below is a summary of

the essential fit statistics for each estimated model.

Factor Structure for Strong Ties

Figure 3.2 shows the estimated factor structure model for strong ties with a non-
significant xz (31)=37.76, p = 0.19, xz /d.f. = 1.22, Goodness of Fit Index (GFI) =
0.94, Normed Fit Index (NFI) = 0.94, Comparative Fit Index (CFI) = 0.99, Tucker-
Lewis Index (TLI) = 0.98, root mean square error of approximation (RMSEA) = 0.045

(the lower bound was 0.000 and the upper bound was 0.089 at 90% confidence

! Hu and Bentler (1995, p. 98) explain that evaluating residuals is “best done in the metric of the
correlation matrix, not the covariance matrix, because correlations are always in the range of +1 and -1
and, therefore, are easily interpreted.”

2 In the bootstrap procedure, a bootstrap sample of 1,000 is normally chosen initially and AMOS will
advise how many bootstrap samples within 1,000 that the model fits better. Then, the bootstrap
procedure is re-run on the new sample number in order to give the AMOS output figures with new
standard errors.

95



Chapter 3

interval), and standardised root mean square residual (SRMR) = 0.08. The relevant

AMOS outputs are presented in Appendix A as A.5 and A.6.

Interpretation of the key AMOS output figures including the Bollen-Stine p value and

the bootstrap critical ¥ value is presented in A.7.

Overall, the bootstrap procedure slightly changed the result of the model fit. The
double-headed path between F1 and F2 was found to be near significant (the
bootstrapped p = 0.054%%). Therefore, the estimated factor structure for strong ties
(Figure 3.2) differed from the hypothesised factor structure (Figure 3.1) by having the
two double-headed paths between F1 and F2, and between F3 and F4 being non-

significant.

Factor Structure for Weak Ties

Figure 3.3 shows the estimated factor structure model for weak ties with a non-
significant ¥ (31) = 42.64, p = 0.08, y° /d.f. = 1.38, Goodness of Fit Index (GFI) =
0.93, Normed Fit Index (NFI) = 0.94, Comparative Fit Index (CFI) = 0.98, Tucker-
Lewis Index (TLI) = 0.97, root mean square error of approximation (RMSEA) =0.059
(the lower bound was 0.000 and the upper bound was 0.099 at 90% confidence
interval), and standardised root mean square residual (SRMR) = 0.08. The relevant

AMOS outputs are presented in Appendix A as A.8 and A.9.

2 After the bootstrap procedure, a new z score for significant test was calculated. The bootstrapped z
score = bootstrapped mean / bootstrap SE = 0.228 /0.118 (in A.6) = 1.93. Reading from the normal
curve probability table, we have the bootstrapped p = 0.0536.
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Again, the bootstrap procedure slightly changed the result of the model fit with the
double-headed path between F1 and F2 to be found non-significant with the
bootstrapped p = 0.08%. Similarly, the estimated model for weak ties (Figure 3.3)
differed from the hypothesised model (Figure 3.1) by having the two double-headed

paths between F1 and F2, and F3 and F4 being non-significant.

* The bootstrapped z score = 0.504 / 0.290 = 1.74. From the table, the bootstrapped p = 0.08.
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3.2.3 Empirical Testing of the Theoretical Model of Trust

The estimated models of the factor structures for strong ties and weak ties were
presented in the previous section. This section aims to examine the theoretical trust
model by firstly proposing a hypothesised trust model of strong ties and weak ties to
be evaluated by using the ML estimation method and applying the bootstrap

procedure.

The Hypothesised Trust Model

In order to test the theoretical model of trust proposed in the previous chapter, a
hypothesised model for the strong tie data is specified in a path diagram in Figure 3.4.
The factor structure of strong ties presented above is shown in the path diagram. Since
the double-headed path between F1 and F2 was found to be near significant, the path
was left in the hypothesised model for the purpose of evaluation. The hypothesised
model for weak ties is identical to Figure 3.4 and is not drawn here. In order to test
hypothesis four (H4)®, the two paths from the latent variables of F2 and F3 to the
respective dependent variables of ‘my trust level in doing business with STs, X11”
and ‘I think my STs trust me, X12’ are not drawn in the hypothesised model. In other
words, the path coefficients were assumed to be zero. By convention, zero path

coefficients are represented by the absence of a line in the diagram.

% Ha. Expectations of honesty, reliability and discretion will be the fundamental expectations that
influence business executives’ trust in their strong ties and weak ties, and will also influence how they
perceive their ties’ trust in them.
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Model Evaluation

The two paths being tested for significance (F2 to X11 and F3 to X12) were found to
be non-significant in the model evaluation. Factors F2 and F3 were, therefore, deleted
for reasons of parsimony (Byrme, 2001) in order to derive the final estimated model.
After further minor modification of the hypothesised model, two estimated models of
strong ties and weak ties respectively were obtained, which had an adequate fit to the

sample data.

Trust Model for Strong Ties

Figure 3.5 shows the estimated trust model for business executives and their strong
ties with a non-significant xz (18) =21.65,p=0.25, xz / df = 1.20, Goodness of Fit
Index (GFI) = 0.95, Normed Fit Index (NFI) = 0.95, Comparative Fit Index (CFI) =
0.99, Tucker-Lewis Index = 0.99, root mean square error of approximation (RMSEA)
=0.043. (The lower bound was 0.000 and the upper bound was 0.100 at 90%
confidence interval), and standardised root mean square residual (SRMR) = 0.05. The

relevant AMOS outputs are presented in Appendix A as A.10 and A.11.

Overall, the bootstrap procedure did not change the result of the model fit. The
estimated trust model of strong ties (Figure 3.5) differed from the hypothesised trust
model (Figure 3.4) by deleting factors F3 and F4 as explained earlier and deleting the

two paths, m and n, which were found to be non-significant.
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The estimates of the path coefficients in Figure 3.5 are presented in standardised
coefficients®®. The R square figures are the square multiple correlations®’.
Accordingly, the present model explained 36% of the variance associated with ‘my
trust level in doing business with strong ties’ and 28% of the variance associated with
‘I think my strong ties trust me’. Moreover, 60% of the variance associated with ‘I
expect honesty of my STs’ was accounted for by the factor of ‘I expect of my STs’.
Similarly, 83% of the variance associated with ‘My STs expect honesty of me’ was
accounted for by the factor of ‘My STs expect of me’. In comparison with the
expectations of reliability and discretion, expectation of honesty was the expectation
that gave the highest variance accounted for by the two factors, F1 and F4.
Expectation of reliability gave the second highest variance of 40% and 79%

respectively accounted for by the two factors.

Trust Model for Weak Ties

Figure 3.6 shows an estimated model between business executives and their weak ties
with a non-significant ¥* (15) = 15.89, p = 0.39, ° / df = 1.06, GFI = 0.97, NFI = 0.97,
CFI =0.99, TLI = 0.99, RMSEA = 0.023 (The lower bound was 0.000 and the upper
bound was 0.095 at 90% confidence interval), and SRMR = 0.03. A.12 and A.13 in

Appendix A show the AMOS output figures.

21 oehlin (1998, p.28) notes that standardised path coefficients are particularly useful when
comparisons are made across different variables, whereas unstandardised path coefficients are used
when comparisons are made across different populations (or studies) particularly with different sample
sizes. In Figure 3.5, the standardised coefficient of 0.63 beside a straight arrow from the factor F1 to
the variable, Reliability, means that, other things being equal, people in this particular population who
are one standard deviation above the mean in ‘I expect of my STs’ tend to be 0.63 standard deviation
above the mean in ‘I expect reliability of my STs’.

* The logic of the square multiple correlation is shown in Appendix A as A.7 under Interpretation of
the AMOS output figures.
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Again, the bootstrap procedure did not change the result of the model fit. The
estimated trust model of weak ties (Figure 3.6) differed from the hypothesised trust
model (Figure 3.4) by deleting factors F3 and F4 as explained earlier and deleting
only one path, n, although both paths, m and n, were found to be non-significant. This
was because the model fit better to the sample data when path m*® remained in the

model giving an improved value of y* / df from 1.21 to the present value of 1.06.

The model explained 25% of the variance of ‘my trust level in doing business with
weak ties’ and 36% of the variance of ‘I think my weak ties trust me’. Again, in
comparison with the expectations of reliability and discretion, expectation of honesty
gave the highest variance of 75% and 84% respectively accounted for by the two

factors, F1 and F4.

Fundamental Expectations that Influenced Trust

Both estimated trust models of strong ties and weak ties (Figure 3.5 and Figure 3.6)
verified that there were no path relationships between factor F2 “I expect mutual
benefits and reciprocating favours of my STs” and X11 “my trust level in doing
business with STs”, and between factor F3 “STs expect mutual benefits and
reciprocating favours of me” and X12 “I think my STs trust me” (see Figure 3.4).
Instead, factor F1 showed a significant (p < 0.001) influence on variable X11, and F4
on variable X12 (p < 0.001). In this sense, expectations of honesty, reliability and
discretion are the fundamental expectations that influence business executives’ trust in
their strong ties and their weak ties, and their perception of their ties’ trust in them.

However, expectations of mutual benefits and reciprocation of favours are not the

2 Path m was marginally non-significant before bootstrapping with p = 0.06. After bootstrapping, p
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fundamental expectations that influence trust in this context. Therefore, Hypothesis

four (H4) was supported:

was revised to 0.14.
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Ego’s expectations of Alters and Alters’ Expectations of Ego

Figure 3.5 shows that factor F1 and F4 was highly correlated (beta = 0.73, p < 0.001)
in the model of strong ties. Similar relationship was also found in the model of weak
ties (beta = 0.54, p < 0.001 in Figure 3.6). Therefore, hypothesis five (HS) was
supported: Ego’s expectations of alters (strong ties and weak ties) and alters’

expectations of ego perceived by ego were similar i.e. correlated.

Reciprocation of Expectations of Trusting Behaviours

Both Figure 3.5 and 3.6 show that the path (m) from F1 to X12 and the path (n) from
F4 to X11 were non-significant. In this sense, expectations of trusting behaviours of
honesty, reliability and discretion were not reciprocal. In other words, there was no
evidence of reciprocation of trust expectations in this study. Therefore, hypothesis six

(H6) was not confirmed.
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33 Discussion

Thus far, this chapter has examined six hypotheses related to expectations of trusting
behaviours between business executives and their strong ties and weak ties. Five of
them were confirmed. Ego’s (i.e. business executives’) expectations of strong ties
being honest, reliable, discreet, valuing mutual benefits and reciprocating favours
were found to be higher than ego’s expectations of weak ties. It followed that ego’s
perception of strong ties’ expectations of ego being honest, reliable, discreet, valuing
mutual benefits and reciprocating favours was higher than ego’s perception of weak
ties” expectations of ego. The finding of trust levels between egos and their strong ties
being higher than that for weak ties supported the prediction. Expectations of honesty,
reliability and discretion were confirmed to be the fundamental expectations that
influenced egos’ trust in their strong ties and weak ties, and also influenced how egos
perceived their ties’ trust in them. The hypothesis that ego’s expectations of alters
(strong or weak ties) would be correlated with alters’ expectations of ego as perceived
by ego was confirmed. However, expectations of trusting behaviours were not found

to be similarly reciprocal.

This section discusses the findings of the study reported in the previous section. It will
begin with discussion of the limitations of using the small sample size and non-
normality of the data. The results are then discussed. The definition of interpersonal
trust will be revisited in the light of the findings. The unconfirmed prediction of
reciprocating expectations of trusting behaviours is discussed in more detail. The
dichotomy of strong and weak ties will be re-examined in considering power positions

ranked within hierarchical social structures. The theoretical and practical implications
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of the present study will be summarised before revisiting moral judgment of business
executives in the context of preserving mutual relationships. Future research

directions will be discussed in the final chapter.

Limitations

The concern about the sample size and non-normality is related to the testing of
hypothesis four, five and six using structural equation modelling. The small sample
size decreases the power of the fit tests and the reliability of the estimated models.
Below is an analysis of the extent of the issue and hence, the power of the test for

these three hypotheses.

The inherent problem of the small sample size and non-normality in the present
experiment is not uncommon. Bentler and Yuan (1999, p. 181 and 182) point out that
“in practise, high dimensional non-normal data with small to medium sample sizes are
very common...Psychological data often are nonnormal.” In developmental
psychology, Tanaka (1987) also notes that the number of subjects available to test is
small relative to the complexity and the size of the assumed model. The same problem

was cited in the present thesis when business executives proved difficult to recruit.

Further, researchers have developed another statistical test, called the Satorra-Bentler
scaled chi-square statistics, Tsg (Satorra & Bentler, 1988). This statistic corrects the
normal theory-based T-statistics (y°) derived from the maximum likelihood estimation
method, called Ty, such that Tsg is > Tymr. In non-statistical description, Tsg

multiplies Tnmp by a correction factor that depends on the data and the model. Such
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correction should minimise type II error. It occurs when Hy: £ =3 () 1s not rejected29

even though it is false. Ty was reported in the preceding section in the present thesis.

However, this corrected statistic would not necessarily solve the present problem of
small sample size and non-normality conditions. In Bentler and Yuan’s (1999)
investigation of the robustness of Tsp in conditions of small sample size®®, normality
and non-normality3] at the same time in a confirmatory factor model (with 33
parameters and df = 87), the Tsp statistic created type I errors>> while its object was to
minimise type II errors. For a simpler model of 13 parameters, Chou et al. (1991)
found that the Ty and Tsp statistics are equally robust under all conditions of non-
normality. Although the present models (21 parameters with df = 15) were slightly
larger than Chou et al.’s (1991) model (13 parameters with df = 8), and the weak ties
data was slightly non-normal, we may possibly draw a parallel conclusion from Chou
et al.’s (1991) study that the Ty statistics were robust for both estimated trust models.

The overall results are reliable for interpretation. A more detailed review of the

® Because of sampling error, decisions in tests of hypotheses always have some uncertainty. There are
two types of potential errors, type I and type II errors. Type II error occurs when the model does not fit
the population, but we test the null hypothesis that the model fits well. The correct outcome is rejection
of the null hypothesis. If the true parameter value is nearly equal to the value hypothesised in Hy, the
probability of a type II error might be quite high. However, it would be smaller for more distant values
of the true parameter. When the sample size is small, the probability of a type II error may be quite
high. The test does not have a very high chance of detecting the actual deviation from Hy (Agresti &
Finlay, 1997, p.175-177). In the present context, Hy: £ = Z (0) is not rejected at p > 0.05 even though
the model does not fit the population.

30 The sample sizes in Bentler and Yuan’s (1999) study were 60, 70, 80, 90, 100, 110 and 120.

* Four distribution conditions are tested. (1) Data is with a multivariate normal distribution, (2) data is
elliptically symmetric with no skew but moderate kurtosis, (3) data is asymmetrically distributed with
moderate skew and substantial kurtosis but the common factor still follows a multivariate normal
distribution before rescaling and (4) data is more than moderate skew and extremely heavy kurtosis.
Both the common factors and unique factors are asymmetric in distribution (Bentler & Yuan, 1999).

ZA type I error occurs when Hj is rejected, even though it is true. The probability of a type I error is
the a level of the test (Agresti & Finlay, 1997, p.175-176). In the present context, Hy: £ = Z () is
rejected at p < = 0.05 even though the model fits the population. Further, Agresti and Finlay (1997, p.
176) note that “the probability of type I error and the probability of type II error are inversely related.
The smaller the o level and hence the probability of type I error, the larger the probability of type II
error...For a fixed probability of type I error, we can decrease the probability of type II error by
selecting a larger sample.”
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literature concerning investigation of the Tgp statistic is presented in Appendix D as

D.2.

Discussion of Main Results

The study addressed the question of what trust means between business executives
(egos) and their strong ties and weak ties (alters) in the context of doing business with
each other. The importance of the question lies in the fact that egos in a dyadic
exchange may expect a number of trust behaviours to be fulfilled by their alters for
egos to trust their alters. Moreover, this thesis suggests that expectation of trusting
behaviours may be reciprocal. Not only do egos trust their alters when the alters
demonstrate their trusting behaviours by meeting the egos’ expectations of them, but
the egos will also reciprocate in kind by meeting their alters’ expectations of them, as
perceived by them, in order to prove their trustworthiness. Such a process may be

governed by an internalised moral norm of reciprocity.

In responding to the main research questions, the findings of the present experiment
showed that expectations of honesty, reliability and discretion influenced business
executives’ trust in their strong ties and weak ties, and also influenced how they
perceived their ties’ trust in them. However, expectations of mutual benefit and
reciprocating favours were not found to influence trust in strong and weak ties.
Theoretical and practical implications will be discussed later in the section. In spite of
the small sample size, these findings were supported under hypothesis four (H4) with

p <0.001 in the present study.
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Further, the findings did not confirm that expectations of trusting behaviours were
reciprocal. The notion of meta-trust proposed in this thesis was not confirmed either.
In this sense, it was concluded that trusting strong ties and weak ties means that those
ties fulfil one’s expectations of them, in particular, with regard to honesty, reliability
and discretion. This unconfirmed prediction will be discusses further later in this

section.

Correspondingly, ‘I think my strong ties and weak ties trust me’ means that I perform
the trusting behaviours in accordance with what I perceive their expectations of me to
be, with regard to honesty, reliability and discretion. It was found that business
executives’ expectations of their ties and their ties’ expectations of them, as perceived
by them, were correlated. This may suggest that perceived expectations of their ties
could be the projection of their values onto their ties in the form of expectations.
Mutual expectations could be created at some stage of the relationships. This finding
supported Deutsch’s (1958, p. 267) meaning of “person I and person II have
complementary social trust with regard to each other’s behaviour”. For mutual trust to
exist, respective expectations of both actors involved in an exchange must be similar
or compatible. Again, in spite of the small sample size, these findings were supported

under hypothesis five (HS) with p < 0.001 in the present study.

Moreover, the trust level between business executives and strong ties was higher than
for weak ties. This finding supports Granovetter’s (1985) notion of embeddedness of
on-going social relations that can contribute to the production of trust. Frequent and

stable relationships characterise strong ties’ relations.
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The results also showed that expectation of honesty was the most important
expectation in influencing business executives’ trust in their strong ties and weak ties,
and perception of their trust by their ties. This finding will be linked to the design of
the third study in Part C of the thesis, which aims to explore a number of trust

domains in a multidimensional trust scale.

Why are expectations of honesty associated with trust in weak ties? With strong ties,
there would have been a history of transactions and a series of ongoing-social
relations that generate standards of expected behaviours and thereby trust
(Granovetter, 1985; Aldrich & Zimmer, 1986). However, interactions with weak ties
are usually sporadic and infrequent (Granovetter, 1973). Perhaps some level of
generalised expectancy is necessary not only for a normal and satisfying life (Rotter,
1971), but also for dealings in a business context. Moreover, business executives
might rely on their intuitions to guide their emotions when deciding whether or not to
trust their weak ties. They might be able to judge their weak ties’ levels of honesty
based on, for example, comments from mutual associates and their reputations in their

industries.

Revisiting the Definition of Interpersonal Trust

The definition of interpersonal trust in this thesis was derived from Zucker’s (1986)
notion of trust as a set of expectations shared among actors involved in an exchange,
and Butler’s (1983, 1986) notion of reciprocity of trust to be expanded by including
reciprocity of expectations of trusting behaviours. Since all exchanges involve both
negotiated and reciprocal exchanges, interpersonal trust was therefore defined by

encompassing all these aspects as follows:
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Original: Interpersonal trust is defined as mutual expectations that drive
trusting behaviours to be reciprocated between two actors, an ego and an

alter, involved in an exchange, whether it is negotiated or reciprocal.

In the light of the findings, the above definition is now changed in order to reflect the
fact that the fundamental expectations that influence trust in strong and weak ties
were specifically related to honesty, reliability and discretion, but expectations of
these trusting behaviours were not found to be reciprocal. The revised definition is

shown below:

Revised: Interpersonal trust is defined as mutual expectations of honesty,
reliability and discretion shared by two actors, an ego and an alter, involved

in an exchange, whether it is negotiated or reciprocal.

Theoretical implication of this revised definition will be discussed later in the section.

Perceived Expectation and the Unconfirmed Hypothesis

Business executives perceived their strong ties as having higher expectations of them
than they had of their strong ties. The same phenomenon was observed with weak ties.
Since trust was a measure of expectations, business executives perceived that their
strong ties and weak ties trusted them more than they trusted their ties. This seems
simply to reflect a self-serving (or self-presentational bias) — I am more trustworthy
than most other people. Alternatively, the business executives could be unreasonably

suspicious of their ties. A relevant question for future research is whether their strong
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and weak ties themselves would have responded in a similar way if their responses
were solicited. The absence of any direct measure of ties’ responses represents a
limitation in the research design. This limitation is also relevant to the measure of

reciprocity of expectations of trusting behaviours, which is discussed below.

With regard to the unconfirmed hypothesis six (H6), the present study found that the
expectation of reciprocating trusting behaviour was not a significant predictor of trust
in the path models of strong ties and weak ties. What could explain the non-
significant paths in the trust models (Figure 3.5 and 3.6)? One reason could be the
small sample size. Given the acknowledged limitations of using a small sample, these
two trust models might not be the final models. With a bigger sample size, the near
significant path in the model of weak ties (Figure 3.6) may be significant, or the
reciprocal effect of expectation of trusting behaviours (hypothesis six) may be

significant in either or both models.

Another possible reason could be the experimental design. Butler’s studies (1983,
1986) asked a) professionals and their secretaries, and b) men and women in close
relationships how much they trusted one another. They examined the reciprocity of
trust by collecting data from both actors in dyads and using regression analysis. In
such a design, trust was found to be reciprocal: one person’s trust in another strongly
influences the other’s trust in that person. In the present study, data concerning strong
and weak ties’ expectations were not collected from the ties themselves. In future
studies, such data could be compared across parties to each business relationship.
However, it was impractical in the present study to get questionnaires to the ties. This

thesis suggests that future research should explore reciprocity of trust between
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business executives and their strong and weak ties, and then re-examine whether
expectations of honesty, reliability and discretion are reciprocal. We may expect that
assumed reciprocity (Kenny, 1994, Chapter 6) is high for expectations of
reciprocating trusting behaviours. In the present context, assumed reciprocity is the
extent to which business executives think that if they expect trusting behaviours of
their ties, these ties would reciprocate similar expectations. However, we may also
expect that strong and weak ties’ actual expectations of business executives may
differ from what business executives perceive their ties’ expectation of themselves
possibly due to distorted perceptions of one-way relationships (Kenny, 1994). For
example, an ego may perceive that an alter has higher trust in the ego more than what
the alter actually trusts the ego. In examining expectations of reciprocating trusting
behaviours, similarities and differences in perception between egos and alters or

perceivers and targets in Kenny’s (1994) terminology must be addressed.

Nevertheless, the present findings still raise questions about a method of examining
expectations of reciprocation of trusting behaviours. An earlier qualitative study by
Gabarro (1978)** showed that the development of trust in a subordinate or superior
was affected by how mutual expectations had been worked out with that person and
how well that person had met those expectations. His interviews suggested that “trust,
like mutual expectations, developed over time and the nature of this trust became
more concrete and differentiated as people came to know each other better” (Gabarro
1978, p. 295). The study further showed that some mutual expectations evolved
implicitly but others were negotiated explicitly. With hindsight, this thesis had not

considered the possibility that participants might follow norms of reciprocity
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implicitly, or participants might not be consciously aware of the norms. This may be a
reason why the hypothesis was not confirmed. For example, to say overtly ‘if you
trust me, I will trust you in return’ may not be a social norm in business interactions
for a number of reasons. To be judged as suspicious of others would be undesirable.
Indeed, to explicitly refer to reciprocation of trust may instantly create a feeling of
doubt in the relationship. Perhaps this expectation of reciprocating trusting behaviour
may be one of the unwritten rules in business interactions regarding the earning of
trust from others or trusting others. There is more scope than allowed in the present
study to examine how expectation of reciprocating trust behaviours such as honesty,
reliability and discretion is communicated or mutually understood between business
executives and their business associates. Possible future research into this issue will

be suggested.

Revisiting Strong and Weak Ties in Social Network Structures

The present study followed Granovetter’s (1973) dichotomous notion of ties as either
strong or weak. However, relationships are not simply judged as “strong” or “weak”
in a business world. Perceived differences in power, influence or status within a
hierarchy may also affect how business executives relate to their network ties and
how much they trust them. However, the present research did not address these
possible perceived differences that might affect interpersonal trust within the
categories of strong and weak ties. Two perspectives on how ties are embedded in

social structures may give us a further understanding of possible power influencing

33 . . :
It was a study of the development of trust, influence and expectations between four newly appointed
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relationships between weak ties, but not strong ties. If this is the case, the present
study opens up future research direction. The viewpoints are presented below after

summarising the relations between power and influence.

Power and influence are often used synonymously. In the present context of network
ties, the power bases of influence may stem from egos’ or alters’ occupational
positions (or titles) in their organisations, the number of people working for them,
reputations in their fields, their expert knowledge, or their access to information that

is instrumental to the recipient who perceives power in them.

As Granovetter (1985) points out, social relations are embedded in networks that are
responsible for the production of trust in economic life. Structural network analysts
view the nature of interpersonal relationships as a consequence of social structure, and
that it depends on factors such as power, influence and resources, but not
psychological factors such as interpersonal attraction. Hall and Wellman (1985, p. 30)
suggest that “structured access to scarce resources determines opportunities and
constraints” for normative social behaviour whereby people behave similarly in
response to shared norms. “Although interpersonal attraction often affects the
intensity and breadth of relationship ties, the ties themselves are a consequence of
social structure and not the cause” (Hall and Wellman 1985, p.31). This view is
further substantiated by Berscheid (1985), who along with other attraction researchers,
recognised the importance of the social context surrounding the relationship that
could impose constraints upon attraction to another. In particular, the frequency of

interaction, the availability of interaction between two actors embedded in a larger

presidents and thirty-three subordinates over a three-year period in the U.S.
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multiple-person network, and the extent of reciprocal rewards between two actors

would likely affect their mutual attraction.

Lin’s (1982) theory of instrumental action adds another perspective to the
understanding of social structure, and how that structure may explain why certain
instrumental actions, such as looking for a good job, are more successful than others.
She proposes that social resources are embedded in a pyramidal social structure of
direct and indirect ties whose positions are ranked according to certain valued
resources such as wealth, status, and power. The higher one’s position in terms of
occupational status in the social structure, the more likely it is that one will have
access to better-valued resources embedded in the structure. Lin quoted Laumann’s
(1966) investigation of the homophily and the prestige principles. It was shown that
individuals tended to interact with others who shared similar characteristics
(homophily), and to name others of higher prestige and status as preferred interaction
partners (prestige). Both principles suggest preferred interactions with others at
similar or higher positions in the social structure. Further, Lin’s (1982) three studies
suggest that instrumental behaviour would dictate vertical linkages between people
with lower occupational status and those with higher occupational status, and that
these vertical linkages are likely to be weak ties. However, sharing similar
characteristics would promote horizontal linkages among individuals, who are likely
to be strong ties and share similar positions in the social structure. Therefore, weak
ties rather than strong ties tend to lead to better social resources occupied by people
with higher occupational status. The mix of these two linkages among individuals will

determine stability and change in the social structure of a society (Lin, 1982).
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By following the argument above, power differences would likely be embedded in
relationships between egos and their weak ties who are likely from different social

class™. Future research should assess this possibility.

Theoretical Implications

In Section 2.1 of Chapter 2, the relationship between social exchange and trust was
highlighted. Blau’s (1964, p.93-94, 99) theory is the central rationale for predicting
such a relationship: “social exchange ... involves favours that create diffuse future
obligations, not precisely specified ones, and the nature of the return cannot be
bargained about but must be left to the discretion of the one who makes it ... Since
there is no way to assure an appropriate return for a favour, social exchange requires
trusting others to discharge their obligations... Since exchange obligations promote
trust, special mechanisms exist to perpetuate obligations and thus strengthen bonds of
indebtedness and trust”. In other words, Blau (1964) suggested that returning of
benefits or favours received promotes trust between two actors involved in a social
exchange. However, this thesis has demonstrated that returning a favour does not
influence trust between business executives and their business relationships
irrespective of the strength of relationships in business exchanges, although reciprocal
exchanges exist in all kinds of exchanges (Emerson, 1981; Molm, 1994, 2001). An
example of a reciprocal exchange in business (or a social exchange in Blau’s terms) is
reflected by an old English cliché “If you scratch my back, I scratch your back™. The

present results further suggest that negotiated exchanges are central in business

* Social class may be viewed as an ascription factor based on family background such as father’s
occupational status or socio-economic position, or an achieved factor of own occupational status (Lin,
1982).
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dealings, and that the fundamental expectations of honesty, reliability and discretion
influence trust between actors. Reciprocal exchanges may be peripheral in business
transactions, and thus do not produce trust. Practical implications in business dealings

are discussed in the next section.

Moreover, the present results have further theoretical implications. Blau’s (1964)
theory of social exchange has its own limitations with respect to the context. It may
not apply to business relations. Perhaps, trusting someone in business contexts is more
complex than trusting someone in social contexts where reciprocal exchanges are
essential. Although this comparison is outside the scope of the present thesis, the third
study in Part C of the thesis will explore in more depth trust values held by business
executives as a multidimensional trust scale. The study will demonstrate that to trust
someone in business dealings require business executives to actively choose those
who they believe to be honest. Moreover, the question of whether reciprocating
favours may emerge as an important trust values in a collectivistic culture such as

Hong Kong will also be explored in the study reported in Part C of the thesis.

Earlier in the section, the rationale for revising the definition of interpersonal trust
was presented. This thesis therefore prefers the definition of interpersonal trust

between business executives and their strong and weak ties as follows:

Interpersonal trust is defined as mutual expectations of honesty, reliability and
discretion shared by two actors, an ego and an alter, involved in an exchange,

whether it is negotiated or reciprocal.
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This revision has theoretical implications. Rotter’s (1967, p.651, 1971) definition of
interpersonal trust “as an expectancy held by an individual or a group that the word,
promise, verbal or written statement of another individual or group can be relied
upon” did not specify the context of trust, whether trust in social or business
relationships. Similarly, Zucker’s (1986) definition of trust did not refer to a particular
context of relationships. However, the present study was an attempt to examine these
two well-known theoretical definitions of interpersonal trust by empirical testing of
trust between business executives and their strong and weak ties in business. The
present revised definition of interpersonal trust further articulates Rotter’s expectancy
as expectations of honesty and reliability, and Zucker’s set of expectations to be three
fundamental expectations of honesty, reliability and discretion in the context of trust
in business relationships. In this sense, definitions of interpersonal trust may be
dependent on context. Indeed, a review of literature concerning interpersonal trust in
personal relationships will be provided in Chapter 6 in Part C of the thesis, and the
relevance of the personal relationship context to the present thesis will be further

considered.

Practical Implications

The customary expression “If you scratch my back, I scratch your back” may be
understood implicitly in business without any explicit recognition of its application.
Indeed, there may be social pressure not to verbally express this cliché. This may
explain the present finding that return for a favour received does not produce trust

regardless of the strength of business relationships.
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What are the practical implications of these conclusions for business executives in the
UK? Business executives may be culturally conditioned to be conservative and not to
express their expectations of reciprocating favours as a means of building trust
between actors in business dealings. Moreover, individuals may act in a self-
interested way, seeking own benefits rather than mutual benefits. This may further
influence them to keep business relationships restricted to the business sphere, i.e.
individuals may tend to keep their business and social life separate. This divisive
preference was revealed in some of the iterative interviews conducted in the present
study in the UK. Discussion about possible differences between social friendship and
business friendship will be presented in the final chapter, after taking account of the
findings of the second study in Part B of the thesis. Future research should explore
attitudinal differences between social and business friendship, particularly addressing

whether expectations of reciprocating favours influence trust between actors.

Business Executives’ Moral Judgment in Building Trust

Although the present study did not empirically examined the relevance of Kohlberg’s
(1969, 1976) stages of moral reasoning to the various trust behaviours, the findings
suggested that intentions of fulfilling strong and weak ties’ expectations of honesty,
reliability and discretion defined business executives’ morality within society at Stage
3 on the conventional level. To reciprocate favours and mutual benefits might be
regarded by executives as an individualistic moral right to be fair and equal (Stage 2)
on the pre-conventional level. This may be a possible reason to explain why
reciprocation of favours and mutual benefits were not found to influence trust in

strong and weak ties. In a sense, it might be more important for them to be seen
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“being honest” in the eyes of others and self in order to preserve relationships (Stage

3).

Further, the present experimental design did not confirm whether business executives
reciprocated expectations of trusting behaviours with either strong or weak ties. It is
possible that reciprocity of expectations may be implicit or an unwritten rule. Some
would take advantage of this implicit social rule to protect their self-interests.
However, most would cooperate with others in the way depicted by the prisoner
dilemma game, i.e. to reciprocate cooperation or defect. Otherwise, social order
would be destroyed. For this reason, business executives might operate at a relatively
basic level of moral reasoning at a mixture of Stage 3 and Stage 4 on the conventional
level for them to be trusted by strong and weak ties, even though the relevance of

Stage 4 was not directly confirmed in the present study.

Furthermore, the post-conventional level implies that more mature individuals can
differentiate between social rules and moral principles. In particular, at Stage 5, the
legitimacy of social rules is defined by social welfare and views of the majority. Laws
may be unjust, but must be obeyed until they can be changed by social consensus. At
Stage 6, one’s conscience determines what is right or wrong, based on ethical
principles. Violation of one’s principles may result feelings of guilt. The post-
conventional level was not examined in the present study. Further investigation of
whether business executives are obliged to conform to institutional rules and laws is
therefore required. The third study in Part C of the thesis touches on these issues by

comparing HK and UK business executives.
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In summary, the notion of trust has been empirically investigated through measures of
expectations in the context of business executives’ trust in their strong and weak ties.
The results offered us further understanding of the meaning of interpersonal trust as
expectations, specifically related to honesty, reliability and discretion. Definitions of
interpersonal trust may be context-bound. The reciprocal effect of expectations of
trusting behaviours can be explored by using a different approach of considering
implicit and explicit expectations communicated between actors. Whether ties can
simply be classified as strong or weak was discussed in the context of social network
structures. The core meaning of Blau’s (1964) social exchange theory was questioned
because of its limited applicability to business contexts where negotiated as well as
social exchanges take place. Finally, the relevance of Kohlberg’s (1969, 1976) stages

of moral reasoning to the present findings was considered.
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PART B

TRUST IN STRONGEST BUSINESS TIES WITH
AND WITHOUT FRIENDSHIP

Literature Review

The experiment in Part A of the thesis examined the nature of interpersonal trust
between UK business executives and their strong ties and weak ties. In that context,
this thesis defined trust in terms of mutual expectations between actors in a social
exchange, and examined expectations of reciprocation of trusting behaviours between
actors. Although the findings provided little evidence of reciprocation of trusting
behaviours, we gain an understanding of the three fundamental expectations of
honesty, reliability and discretion in trusting strong ties and weak ties. Part B of this
thesis moves on to explore a different area of interpersonal trust. That is what
variables might predict interpersonal trust between UK business executives and their
strongest business ties, and to compare predictors in their ties with friendship and

without friendship.

The current chapter presents a review of relevant literature, with the experiment being
described in Chapter 5. The objective of this literature review is to examine various
theories and concepts concerning possible antecedents of interpersonal trust between
business executives and their strongest business ties. This will enable us to develop a
set of testable hypotheses. In the first chapter, the notion of characteristics-based trust
and homophily in sociology was related to the present topic of trust with business ties.

Some aspects of these concepts have parallels with similarity-attraction theory in
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psychology. A few possible antecedents of trust will be explored and posited using the
notions of similarity-attraction, social network structure, and friendship. The chapter
begins with a summary of a number of postulated predictors of trust. Each possible
predictor will then be examined in turn through a literature review of relationship
strength, similarity-attraction theory, attitude and activity similarity, ascribed and
acquired similarity, and friendship. Why and how these possible predictors may
impact on trust, including mediation effects, will be postulated. Since interpersonal
trust in this particular type of dyadic relationship remains relatively under-explored in
social psychology, some relevant literature is drawn from the allied disciplines of

management and sociology.

4.1  Possible Predictors of Interpersonal Trust

This chapter begins with a brief introduction to a number of possible predictors of
interpersonal trust between UK business and their strongest business ties with or
without friendship. Because of the complexity, a diagrammatic representation1 of the

regression relationships between possible predictors of trust is shown in Figure 4.1.

Each possible predictor will be examined in the following sections. Why and how

they might impact on trust, including mediating effects, will be considered.
This thesis suggests that relationship strength, business value similarity and how often

business executives have been let down are direct predictors of the level of trust in

strongest ties with or without friendship. Such relationships with strongest business
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friendship ties are depicted by the single arrows pointing from X1 to Y1, X2 to Y1,
and X3 to Y1 in Figure 4.1 (a). The single arrows pointing from X1 to Y2, X2 to Y2,
and X3 to Y2 in Figure 4.1 (b) show the direct influence of these variables on the

level of trust in strongest business ties without friendship.

In Figure 4.1 (a), sharing common ground between business executives and their
strongest ties with friendship is postulated to influence indirectly the level of trust in
strongest business friendship ties through two mediators, relationship strength and
value similarity. Therefore, such mediation relationships are shown in the single
arrows pointing from Ul to X1 and Ul to X2, then X1 to Y1 and X2 to Y1 in the
Figure. Sharing common ground may directly influence the level of trust. The single
arrow pointing from Ul to Y1 in the Figure depicts such a possible relationship.
Therefore, the diagram in Figure 4.1 (a) shows sharing common ground as the first
predictor of trust in the first column, the predictors of relationship strength and value
similarity as mediating variables and the predictor of how often business executives
have been let down as an independent variable in the second column, and the variable

of trust as the dependent (response) variable in the final column.

| .. . : : 1
Wermuth and Wermuth (1996) explain in details the use of diagrammatic representation to show
regression relationships among variables.
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Figure 4.1 Predicted Relationships Between Variables

Sharing Common Ground Relationship Strength
Ul X1

c— —0
§\ \ Level of Trust
Business Value Similari : 0O
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(a) Trust in Strongest Ties with Friendship

Relationship Strength

X1
O
\ Level of Trust

Business Value Similarity o
X2 | —F
O——] Y2
Let Down
X3
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(b) Trust in Strongest Ties without Friendship

Y1, Y2 - Interpersonal trust in strongest ties with or without friendship as response

variables.
X1, X2 - Mediating variables.
Ul, X3 — Explanatory variables.
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42  Trust and Relationship Strength

Among the possible predictors outlined above, this thesis starts by examining the
relationship between trust and relationship strength. Research into associations
between trust and relationship strength has been conducted in the disciplines of
psychology in close relationships, management, and marketing in business
relationships. The intention in this section is to focus on previous quantitative
research in this area that 1s relevant to the concerns of the present thesis. Different
terms, such as relationship strength, closeness and quality, and tie strength have been
used in measuring strength of relationships. This section begins with a review of the
differences between these conceptualisations. A new construct called Relationship
Association is then proposed to measure tie strength or relationship strength to reflect

the business rather than social relationship context in the present thesis.

Relationship Strength, Closeness and Quality

It is important to highlight a subtle difference between relationship strength, closeness
and quality. Past researchers have used one of these terms in their own research with
little consistency in characterising a strong, warm and positive customer relationship
with service personnel (Bove & Johnson, 2001). Bove and Johnson (2001) suggest
that “relationship strength” should be used to describe the depth of a relationship
between two individuals (e.g. a customer and salesperson), and that “relationship
closeness” is best applied to a personal context that describes romantic, friendship or
family relationships. Further, they suggest that “relationship quality” is most
appropriate to describe the strength of a relationship between a customer and a firm

that provides services, or between two organisations. In this sense, the term
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“relationship strength” best characterises business relationships between two actors,
(Bove & Johnson, 2001). The terms “relationship closeness” and “relationship
quality” can be interpreted in many different ways (e.g. “closeness” as love, or
“quality” as attributes or features of relationships). Therefore, the term “relationship
strength” rather than “relationship closeness” or “quality” reflects best the context of

the present thesis.

Based on their literature review, Bove and Johnson (2002, p. 194, 195) further suggest
that “relationship strength can be conceptualised as a higher order construct, made up
of the components of trust and commitment...There is a need for empirical studies to
validate the suggested relationship strength construct”. As the researchers implied,
trusting someone might also be an antecedent of a strong relationship with them, and
one of the aspects of the strength might be trust. This thesis suggests that trust can be
measured as an outcome of having relationship strength as an antecedent, or that trust
as an antecedent may exert a positive effect on relationship strength. This thesis
focuses more on the former effect of relationship strength among other possible

antecedents on trust.

A review of studies of relationship quality and closeness, such as Crosby et al. (1990),
Legace et al. (1991), Wray et al. (1994), Bejou et al. (1996) and Barnes (1997), shows
that relationships between trust and relationship quality and closeness were not
measured. Thus, these studies are not relevant to present concerns. However, a study
by Gwinner et al. (1998) is the research that has the most direct relevance to the
current thesis. Gwinner et al. (1998) find that a construct measuring customer benefits

(containing an item measuring trust in the service provider), is rated highest by
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consumers who have strong relationships with their service providers. Although their
study is not about dyadic buyer-seller relationships, but rather it is about a consumer-
service provider company, it stills provides evidence of an association between trust

and relationship strength.

Given the inconsistent operationalisation of relationship strength, none of its available
measures were considered appropriate for the present research. However, measures of
tie strength used by social network researchers seem to be more relevant to our

present focus. Tie strength is reviewed in the following section.

Tie Strength

When assessing strong ties in social networks, network theorists operationalise
relationship strength as tie strength using some observable measures. Granovetter’s
(1973) conceptual contribution has been most substantial. He suggested that the
strength of a tie is “a (probably linear) combination of the amount of time, the
emotional intensity, the intimacy (mutual confiding) and the reciprocal services which
characterise the tie” (Granovetter, 1973, p. 1361). In this sense, tie strength can be
measured as a latent construct that consists of variables such as duration of
relationships, degree of intimacy in terms of mutual confiding, and types of services
reciprocated in exchange relations. An example of reciprocated services in buyer-
seller relations would be the buyer obtaining quality services that exceed expectations,

and the seller gaining referrals from the buyer.

Further, Marsden and Campbell (1984) construct-validated the measure of tie strength

using Granovetter’s definition and data from three surveys on three closest friendship
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ties. They found that a measure of closeness® or emotional intensity of a friendship
relationship was the best indicator of tie strength when compared to other measures of
duration of a relationship, frequency of contact, mutual confiding, and breadth of
discussion topics. The last two measures were viewed more as a “depth” construct of
a relationship than as tie strength. Following Marsden and Campbell (1984), Frenzen
and Davis (1990) used four indicators of tie strength. They were closeness, intimacy,
support and association in a study of purchasing behaviours at home parties of direct
sales, where 59 percent of the buyers-sellers relations were classified as friends, close
friends or relatives. Therefore, measures of tie strength in the context of strong social
ties tend to emphasise closeness, intimacy and support as measures of depth of
relationships. This thesis considers that the terms of relationship strength and tie
strength have similar meanings. They both measure strength and depth of
relationships. However, the measures of tie strength used by past researchers,
particularly that of Granovetter (1973), are more relevant, and can be customised to
suit the present context of strong business relationships, rather than close social
relationships. A new construct, called “Relationship Association”, is therefore
proposed to measure tie strength in strongest business relationships in order to reflect
adequately the underlying measures of the construct. The construct of Relationship

Association is introduced below.

Relationship Association
This present research measures “Relationship Association” as an extension of tie
strength or relationship strength. The proposed measures include other measures of tie

strength in addition to duration of relationship and the reciprocal services that

2 . .y .
Closeness was measured by asking respondents to indicate that whether each friend was an
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characterise the tie (Granovetter, 1973). This allows assessment of the degree of
overlap between the lives of business executives and their strongest ties, which may
have an independent influence on trust. Areas of overlap may relate to how much an
ego has worked with an alter, how well s/he knows his/her alter, his/her close family
members, how often they interact outside office hours, and the extent of network
dependency. Mutual confiding as a measure of intimacy is not included in the present
study because it applies more to close social relationships than to business

relationships. Thus, the following measures are proposed to form a latent construct:

1. How many years you have known each of the strongest ties? (Duration of
relationship, Granovetter, 1973)

2. How often do you interact with each person outside office hours? (Frequency
of interaction, modified from Granovetter, 1973)

3. To what extent do you and your strong ties both depend on this relationship in
terms of utilising each other’s network resources? (Based on Social Exchange
theory)

4. How much have you worked with each person?

5. How well do you know each person?

6. How well do you know each person’s close family members?

Contact outside office hours is included in order to assess the possibility that
relationships may be strengthened in outside-office activities, such as over meals,
drinks or sports. The extent of network dependency reflects more adequately the
reciprocal services that characterise the tie in the present context (Granovetter, 1973).
This measure is reviewed below, and issues concerning power—dependence are

considered.

acquaintance, a good friend, or a very close friend.
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The Extent of Network Dependency

In responding to Granovetter’s (1973) definition of tie strength, it is necessary to
include a measure of mutual resource dependency between the respondent and his/her
chosen strong ties as part of the relationship association construct. In Chapter 2, it was
highlighted (under social exchange and trust in Section 2.1) that mutually dependent
relations exist between two actors whereby network resources are exchanged in order
to provide mutual benefits (Molm, 1994). However, the relative dependence between
two actors in an exchange relationship determines their relative power (Emerson
1962). Power derives from having resources that the other needs and from controlling
the alternative sources of the resources. Cook and Emerson (1978) note that “power
cannot be studied meaningfully in the dyad and that it is fundamentally a social
structural phenomenon.” For the present thesis, including power at the exchange
network level would require extra data about the exchange relations between each pair
of alters, i.e. pairs of strong ties (refer to Appendix B — a measure of structural power
imbalance). Since the context of the thesis is trust in dyadic exchange relations, the
aspect of power-dependence involving more than one other alter is not addressed.
However, the present research focuses on the extent to which mutually dependent
relationships between an ego and an alter may affect strength of relationships between
the actors. Relationships that entail power imbalance will involve different research
design such as that of studying power dependency between an ego and three alters as
depicted in Figure B.1 presented in Appendix B. This is outside the scope of the

present study.
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Nevertheless, a possible method to measure power inequality perceived by egos was
explored during a pilot trial in the semi-structured interview process with business
executives. All the intended trial procedures are outlined below. Step one of the trial
procedures was tested, but step two and three were never carried out due to

difficulties encountered in step one.

First, two items were created in the proposed construct of Relationship Association in
order to measure an ego’s perception of power inequality in the dyadic relation. They
were (1) “to what extent do you depend on the relationship with your strongest tie (e.g.
alter A) in terms of utilising each other’s resources?” (2) “to what extent does your
strongest tie (alter A) depend on the relationship with you in terms of utilising each
other’s resources?”” Both items were measured on a nine-point scale with 1 being not
at all and 9 being the greatest extent. A difference score could then be obtained by
subtracting the score on item (2) from the score on item (1). The third step was to test
whether the difference scores might correlate with the level of trust in the strongest tie
(alter A). Based on Deutsch’s (1973) assertion, a negative correlation would suggest
that egos perceived themselves to have power over their alters, and egos trusted them
less. The reverse would be true for a positive correlation. Deutsch’s (1973, p. 165)
suggested that “the more power an individual perceives himself to have over other
individuals, the less likely he is to perceive that they have altruistic intentions when
they benefit him, and, hence, the less likely he is to trust them in situations where his
power is irrelevant or cannot be applied”. In other words, more powerful individuals
would less likely assume altruistic motives and intentions in their partners and, thus,
less likely to trust them. However, the first step of the operationalisation was found to

be cognitively demanding by the interviewees during the pilot trial. Due to this
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perceived complexity, the issue of power inequality in dyads was not investigated in
the present thesis. The influence of power imbalance on dyadic trust will be revisited

in the discussion section of the following chapter.

For now, this thesis emphasises the extent of mutual dependency perceived by egos,
i.e. the extent to which business executives perceived that they and their strongest ties
both depend on the relationship in terms of utilising each other’s network resources,
such as information, contacts, and referrals such that mutual dependency may be part

of the construct of Relationship Association.

Since the rationale of the construct of Relationship Association has been presented
above, this thesis proceeds to postulate its relationship with trust. In view of the fact
that the only study (Gwinner et al., 1998) to examine the issue showed an association
between trust and relationship strength, I predict that trust will be associated with

Relationship Association. It is therefore hypothesised that:

Hl
Relationship Association will be a significant predictor of trust between business

executives and their strongest business ties.

Relationship Association in the Context of Friendship

Since strongest business ties can also involve friendship, Relationship Association in
the context of friendship is discussed here. However, the present research focus is not
on measuring friendship strength, but rather concerns possible differences between

predictors of trust in business relationships with and without friendship.
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Intuitively, we would expect higher Relationship Association to exist in friendship
relationships. Thus, we would expect Relationship Association is stronger between
business executives and their strongest business ties with friendship than strongest
business ties without friendship. Fehr (1996) suggests that regular and frequent
interaction is an important correlate of friendship formation and maintenance, and that
shared environment promotes structured opportunities for interaction. In the proposed
construct of Relationship Association, frequency of interaction outside office hours as
one observed variable would therefore be expected to be higher for strongest business
friendship ties than strongest ties without friendship. Another observed variable, how
much the ego and the alter work together, would also be expected to be higher for
strongest business friendship ties. That is the more they work together, the more likely

that this structured interaction would promote the development of friendship.

Furthermore, in the context of service provider-client relationships, Price and Arould
(1999) have studied commercial friendships as a type of friendship. Their view is that
“commercial friendships may be anchored more tangibly in instrumental goals than
work relationships are” (Price & Arnould, 1999, p. 40). Some factors favouring
commercial friendship formation would be regular contact, interdependent outcomes,
and the need to co-operate in producing them (Adelman, Ahuvia, & Goodwin, 1994).
In this sense, achieving outcomes that are interdependent would be instrumentalised
as the utilisation of each other’s network resources. Hence, people use friends to
achieve a variety of objectives including that of serving an instrumental action (Allan

1989). We may therefore expect that one of the measurable variables, “dependence on
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each other’s network resources”, in the Relationship Association construct, would be

higher for strongest business friendship ties than strongest ties without friendship.

If these three observed variables of the Relationship Association construct, frequency
of interaction, how much business ties work together and the extent of network
dependency, are expected to be higher for strongest business friendship ties than
strongest ties without friendship, it 1s logical to expect the overall construct of
Relationship Association to be higher for strongest business friendship ties. It is

therefore hypothesised that:

H2
Relationship Association will be stronger between business executives and their
strongest business ties with friendship than with strongest business ties without

friendship.

4.3  Trust and Business Value Similarity

The rationale for Relationship Association being a possible direct predictor of trust
was explained in the previous section. This section explains why business value
similarity may be another antecedent of trust by providing an introduction of
similarity-attraction theory. The relationship between trust and attitude similarity will
be discussed before business value similarity is postulated as a predictor of trust in

strongest business ties.
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Similarity-Attraction theory

The literature concerning similarity-attraction is vast. The objective of this section is
to provide a general understanding of the theory and the mutually reinforcing effects
of interaction, similarity and liking within the scope of this thesis. The relationship

between trust and attitude similarity will be reviewed in the subsequent section.

Social psychologists have identified a number of characteristics associated with
attraction, such as propinquity, similarity or difference on various dimensions,
physical attractiveness and intelligence (Crano & Messe, 1982). Attitude similarity
appears to have received the greatest attention. Researchers (namely Newcomb, 1956
and 1961; Byme, 1961, 1966, 1969, 1971; Insko & Wilson, 1977) have studied the
relationship of attitude similarity and interpersonal attraction, and have concluded that
individuals tend to be attracted to others perceived to be similar to them. The theory
of similarity-attraction suggests that two individuals who perceive that they think
alike tend to feel comfortable in each other’s company. They may be able to
anticipate one another’s patterns of behaviour more easily than those of other people,
and hence have more confidence in each other (Byrne, 1971). Newcomb (1956) posits
that attraction between individuals varies with the degree of perceived similarity, and
that attraction corresponds to the extent of reciprocal rewards being present in their
interaction. This proposition is in agreement with social exchange theories (Homans,
1950; Blau 1964) claiming that interaction with similar peers is rewarding to both
members of a dyad. Tesser’s (1988) Self-evaluation Maintenance Model’ assumes
that people are motivated to maintain or increase their positive evaluation of

themselves. Relationships with others influence self-evaluation through reflection and
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social comparison. Perceived similarity of attitudes allows a positive evaluation of
one’s self-concept, fosters an interaction that is rewarding, and therefore a positive
relationship. Further, when similarity enables positive sentiments between two
individuals, conflicts are avoided, thus reducing cognitive dissonance® (Festinger,

1957).

Similarity encourages interaction, and interaction increases liking. “Birds of a feather
flock together”5 suggests that people tend to interact with similar others. For example,
Insko and Wilson’s (1977) study of the acquaintance process between same-gender

dyads without prior ties to each other revealed that social interaction increased liking,
and that when participants interacted, they discovered more similarities of beliefs and
attitudes. In the course of getting to know each other, participants tended to search for

common friends or acquaintances, interests or activities.

Furthermore, similarity, liking and inferred liking are associated. Condo and Crano
(1988) experimentally manipulated both attitude similarity and the inferred positive
evaluation by strangers. They found that although both variables were associated with
attraction, partial correlation analyses indicated that the similarity-attraction
association was strongly mediated by participants’ inferences of the strangers’
positive evaluation of them (liking). That is, people assume that a person who agrees
with their attitudes (similarity measure) will also like them; people like those who are

similar to them; and people infer those they like are similar to them. In this sense,

> The Self-evaluation Maintenance Model is related to self-theory, which suggests that persons tend to
see themselves with positive attributes (Tesser, 1988). The notion was first discussed by James (1907).

Festmger s (1957) theory of cognitive dissonance holds that cognition about any person or object is
dissonant when they are psychologically illogical or incompatible. Dissonance is uncomfortable, and
attempts are made to reduce or eliminate it.

142



Chapter 4

similarity and liking feed on each other, creating reciprocal liking. This study also
suggests that such an inference of being liked leads to attraction, perhaps even more

than does similarity.

Therefore, similarity, interaction and liking all tend to influence one another
(Berscheid & Reis, 1998). We interact with similar rather than dissimilar others. We
like those who are similar to us. We seek interaction with those we like. We like those
with whom we interact. We discover similarities when we interact. Thus, similarity-
attraction theory suggests that attitude and activity similarities would encourage
interaction. Given the focus of the present thesis, the relationship between trust and
attitude similarity is reviewed below. Activity similarity will be reviewed in the

following section.

Moreover, similarity of attitudes (Kandel, 1978) and leisure interests (Werner &
Parmelee, 1979) is important in the development of friendships. Shared interests or
activities invariably create opportunities for positive interaction, and positive
encounters are likely to increase chances of developing friendships (Dwyer, 2000). A
number of studies have found greater similarity among friends than non-friends (such
as Richardson, 1940; Newcomb, 1956; Kandel, 1978). The relationships between trust
and friendship will be reviewed in the following section about sharing common

ground.

5 Lazarsfeld and Merton (1954) noted that this proverb was quoted in Burton (1927 [1651], p. 622).
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In business contexts, we may expect that people who share similar attitudes, interests
or hobbies tend to interact more. However, friendship is not necessarily nurtured.

There is more for us to examine about friendship formation in the following section.

Trust and Attitude Similarity

In psychology, there have not been any empirical studies that explore the association
between trust and similarity in the context of dyadic relationships between business
executives and their strong ties. However, dyadic relationships between buyers and
sellers have been examined by a few empirical studies in the discipline of
management and marketing. First, attitude similarity has been found to be
significantly related to trust in buyer-seller dyadic relationships (namely, Busch &
Wilson, 1976; Nicholson, Compeau & Sethi, 2001). Busch and Wilson’s (1976)
laboratory experiment was an early attempt to examine the relationship between
perceived trustworthiness of an ostensible salesman by participants and the attitude
similarity between participants and this salesman using Byrne’s (1961) survey of
attitudes. The 26-item survey measured a variety of topics, ranging from fraternities

and sororities to premarital sexual relations.

Second, Nicholson, Compeau and Sethi (2001) examined some variables that are
close to the scope of the present experiment. Their study built on Doney and
Cannon’s (1997) findings concerning the salesperson’s perceived likeability and
similarity to members of the buying firm, which have a positive influence on the
buying firm’s trust of the salesperson, to include the effect of the length of the dyadic
buyer-seller relationships. Nicholson, Compeau and Sethi (2001) find that when the

relationship has a short history, liking partially mediates the effect of similarity of
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business values, and fully mediates the influence of frequency of personal interaction
on interpersonal trust in the supplier’s rep. When the relationship has a longer history,
liking fully mediates the effects of both similarity of business values and frequency of
interaction on trust. The findings suggest that cognition-based trust may exist early in
the buyer-seller relationship, but trust may become more affect based over time when
liking is cultivated (Nicholson, Compeau & Sethi, 2001). Overall, their study shows
that liking directly produces trust, and similarity of business values directly and

indirectly influences trust depending on the length of the relationship.

Although Nicholson, Compeau and Sethi (2001) have found evidence that liking is an
important determinant of trust in dyadic buyer-seller relationships, this thesis views
Relationship Association as a more comprehensive measure of attraction in exploring

effects on trust between business executives and their strongest business ties.

The relationship between trust and similarity of business values has been ascertained
(Nicholson, Compeau & Sethi, 2001). However, it is important to point out that there
is a difference in measuring the effects of perceived and actual value similarity in the
process of interpersonal attraction. Curry and Kenny (1974) conducted a longitudinal
study of value and personality similarity among college students being allocated to
clusters of living units. They measured actual value agreement and perceived value
agreement by asking participants (students) to first rank-order a set of values for
themselves and then for each of their fellow cluster-members. The results showed that
actual value similarity appeared to influence perceived value similarity, and that both
perceived and actual value similarity influenced attraction, with actual value

similarity becoming increasingly important 8 weeks after moving into the cluster.
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They suggested that perceived value similarity acted as a mediating variable, although
partial correlation analysis was not applied to demonstrate the mediating effect. In the
present thesis, perceived similarity will be measured. Measuring actual similarity

would involve input from the subject’s strongest ties, which would unduly complicate

the present study.

At this stage, a relevant question to raise is whether sharing perceived similarity in
business values between business executives and their strongest business ties is a
significant predictor of business executives’ trust in their strongest business ties,
irrespective of whether or not there is friendship in the relationship. By following the

argument above, it is hypothesised that:

H3
Sharing perceived similarity in business values will be a significant predictor of trust

between business executives and their strongest business ties.

4.4 Trust and Common Ground

Thus far, two possible antecedents of trust in strongest business ties, Relationship
Association and business value similarity, have been suggested. The third possible
predictor of trust is common ground. In the present thesis, common ground refers to
sharing a combination of ascribed and acquired characteristics, and activities such as
mterest or hobbies. This section begins with a review of ascribed and acquired

characteristics. Trust and similarity in the context of friendship will be reviewed,
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before common ground is proposed as a direct and indirect predictor of trust in

strongest business ties involving friendship.

Ascribed and Acquired Characteristics

The concept of ascribed and acquired characteristics was briefly reviewed in the
Chapter 1. This area of research has been given attention by sociological and
management researchers. Examples of ascribed characteristics are gender, ethnicity,
age, national origin, family background and kinship. In addition, some researchers
(e.g. Tsui & O’Reilly, 1989; Pelled & Xin, 2000) adopt the term “relational
demography”. This phrase refers to the degree to which individuals are similar in their
demographic attributes such as gender, race and age (Tsui & O’Reilly, 1989). In this
sense, relational demography is a subset of ascribed characteristics. Further, the
central organising principle in ascribed similarities is homophily, the propensity of
individuals who share common bases and therefore certain norms, perceptions and

values to make contact with each other (Ruef, 2002).

Acquired characteristics have been termed “functional” characteristics, and their
impact may reflect a tendency for individuals collectively possessing achieved
characteristics such as higher education, social status (or social class), professional

expertise and leadership to work with each other (Ruef, 2002).

There are very few studies that examine the relationship between ascribed
characteristics and trust. Smith (1998) found that gender similarity relates positively
to trust in buyer-seller dyadic relationships. Similarity in work attitudes and life stage

has an indirect effect on the trust/satisfaction outcome that is mediated by relationship
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management variables. This finding suggests that “buyers and sellers put more time,
effort, and energy into managing homophilous relationships, and are more open and
forthright in dealing with homophilous others”. Such a result is consistent with
similarity-attraction theory (Smith 1998, p. 15), which was reviewed in Section 4.3 of

this chapter.

Another relevant study is Pelled and Xin’s (2000) cross-country comparison of
demographic similarity between supervisors and subordinates in the US and Mexico.
With reference to Hofstede’ (1980) four cultural dimensions®: power distance,
uncertainty avoidance, masculinity-femininity, and individualism-collectivism,
Mexico is regarded to have greater power distance than the US in the study (literature
on culture and trust will be reviewed in the third study in Part C). That is subordinates
in Mexico are more susceptible to power and authority lying with their supervisors.
On the masculinity dimension, they suggest that attitudes of patriarchy and machismo
in Mexico may lead us to expect stronger effect of gender similarity on trust than in
the US. The findings provide a measure of support for the prediction. Moreover, the
results also show that there are positive associations between race similarity and trust

in the US sample. Both findings are again consistent with similarity-attraction theory.

Gender characteristics have been found to be some of the most consistent bases for

network homophily in face-to-face groups (McPherson & Smith-Lovin, 1987,

% Hofstede (1980) develops four cultural dimensions: power distance, uncertainty avoidance,
masculinity-femininity, and individualism-collectivism. Power distance refers to how acceptable it is to
have power inequality within the work place. Uncertainty avoidance refers to the level of tolerance
people have for ambiguity and the need for formal rule. The masculinity-femininity dimension refers to
the preference of masculine goals (e.g. assertiveness) over feminine goals (e.g. nurturing). The fourth
dimension, individualism and collectivism, was based on six work values Hofstede found in a
multinational firm (IBM) among forty nations. Three values - personal time, freedom, and challenge
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Mayhew et al., 1995). For business founding teams, Aldrich (1999, p. 85-86) shows
that men’s business discussion networks have commonly excluded women and
contributed to gender homogeneity. Women’s business groups are often formed as a
reaction to male dominance in entrepreneurial activities, and may further enhance the
effects of similarity on attraction. However, Ruef’s (2002) study of group
composition of new business start-up entrepreneurs finds that ascribed characteristics
such as gender are subordinated to acquired characteristics, on the basis of functional
considerations such as skills in procurement, research and development or operations.
The need to have diversity of functional skills in founding teams leads to mixed-
gender teams. Because it was difficult to recruit a large enough sample of women for
comparison purposes in the present study, I do not directly address the effects of
gender. Nevertheless, the gender issue in network composition and trust will be

addressed at the end of the final chapter.

At this stage of the literature review, a relevant question to raise is whether ascribed
or achieved characteristics have a direct or indirect effect on trust between business
owners and their strongest ties. Given a lack of previous research, making specific
prediction of which ascribed or acquired characteristics, or which combination of
these characteristics, will have a direct or indirect effect on trust is difficult. Thus, the
study is largely exploratory in nature. However, some tentative hypotheses may be

derived from the literature on friendship reviewed below.

constituted the individualism end of the dimension. Work goals of physical conditions, use of skills and
training form the collectivism end of the dimension.
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Trust and Similarity in the Context of Friendship

Social psychological research on friendship has been carried out as part of the
investigation of interpersonal attraction. Aboud and Mendelson (1996) give a
comprehensive review of issues around the measures of characteristics associated
with established friends for adults and adolescence. In particular, Aboud and
Mendelson (1996, p. 96) note that “perception of similarity may be more important
than actual similarity, that similarity may be confounded with an assumption about
being liked.” The present study concentrates on exploring which perceived similar
characteristics (including attitudinal or related to activities/interests, ascribed and
acquired characteristics) predict dyadic trust between business executives and their
strongest business ties, and explicitly compares ties that involve friendship with those
that do not. Initial friendship selection is not covered in this thesis. Neither does this
thesis aim to predict friendship between business ties. However, the literature review
below focuses on the relationship between trust and friendship, and any similarity in
attitude, activity, ascribed or acquired characteristics necessary for friendship
formation, and friendship strength. Although friendship has been explored as a
dependent variable in past research, we could still draw some insight in relevant

studies for the present context.

Trust and Friendship

There have been very few studies that show associations between trust and friendship.
An early study by Tesch and Martin (1983) on lay conceptions of friendship
employed content analysis of responses to two open-ended questions: “what does
friendship mean to you?” and “what do you value in your friendships?” Participants

were in their late twenties and came from a university alumni organisation, or were
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college students. The results showed that the largest proportion of friendship items
were in the domain of reciprocity (33%). Reciprocity in the form of dependability,
caring, commitment, and trust were the key elements in friendship. A more recent
study by Arunkumar and Dharmangadan (2001) explored the nature of
close/intimate/best friendship relations in Kerala, India. A 60-item Friendship
Intensity Measurement Scale (FIMS) with four sub-scales of viability, support,
intimacy and harmony was constructed, based partly on Davis’ (1985) 74-item
friendship questionnaire. In FIMS, viability includes trust, respect and acceptance.

Both of these studies confirm that trust 1s an important aspect of friendship.

Olk and Elvira’s (2001) laboratory study is the only research that shows a direct
association between trust and friendship in a business context. The study examined
the role of friendship and discretion in negotiating strategic alliances using executive
and non-executive MBA students as participants. The researchers defined discretion
as the extent to which individuals are able to act for themselves or for the organisation.
The results showed that friends have higher levels of trust than non-acquaintances.
When friends negotiate, regardless of whether each side acted for themselves or for
the organisation, there is a high level of trust. The results suggest the importance of
friendship in creating trust in negotiating strategic alliances. In business relationships,
as two actors develop interdependence around mutual benefits, they may grow to like
each other and develop a strong friendship. Therefore, it seems likely that business
relationships that involve friendship will be characterised by a higher level of trust

than those relationships without friendship. It is therefore hypothesised that

151



Chapter 4

H4
Trust will be higher for strong business ties with friendship than for strong business

ties without friendship.

Having proposed this hypothesis, this thesis now explores what kind of common
ground would predict trust in strong business ties with friendship. Therefore, gender
and race similarity, and then attitude and activity similarity in friendship are reviewed

below

Gender and Race Similarity in Friendship
In understanding friendship formation, most of the research attention has focused on
the role of similarity, reciprocity of liking and intimate self-disclosure (Fehr, 2000).

However, similarity is a more central concern in the present thesis.

Kandel’s (1978) study of friendship formation showed that school children mostly
chose other children of the same gender and race as their best friends. Similarly, in
Verbrugge’s (1977) study of adult friendship choices in two cities, similarities in
demographic characteristics such as age, gender, marital status, political preference,
religious preference, and length of residence in the same area were important

predictors of friendship choices.

Gender or race dissimilarity in a triadic structure (three people in a relationship with
each other) may give us further understanding of friendship choices in a dyad within
the triadic structure. A study of the formation of intransitive friendships by Hallinan

and Kubitschek (1990) revealed that there were two stages in the process of friendship
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choice. Hallinan and Kubitschek (1990, p. 518) explained that “an intransitive
friendship triplet, ABC, is one in which A chooses B as a friend, B chooses C as a
friend, but A does not choose C as a friend. A transitive triplet is one in which A
chooses B, B chooses C, and A chooses C”. The first stage involved choosing an
individual as a friend and the second involved deciding to continue the friendship.
Hallinan and Kubitschek (1990) found that if the original transitive triad was
characterised by gender or race dissimilarity, students were more likely to change to
an intransitive triad in order to create gender or race homogeneity. In other words,
when three people who were friends with one another did not share gender or race,
one person would break friendship with one of the two friends who did not have the
same gender or race in order to have gender or race similarity with the remaining
friend. They also concluded that Caucasians avoid cross-race friendships by not
making them in the first place. A more recent longitudinal study of friendship
networks by Gibbons and Olk (2003) sampled two groups of MBA students to
explore the association between attribute similarity (in ethnicity, gender, years of
work experience, years of education beyond high school, and professional background
in 11 categories) and structural similarity (when two people share exactly the same
friend(s), they are considered to be structurally similar in the friendship network). The
results showed that dyads with similar ethnic identification and structurally similar
positions in the friendship network at the end of the first quarter in the program had
stronger friendships 18 months later for sample 1 and 30 months later for sample 2.
These findings suggest that similarity in ethnicity enhances friendship development,
and influences structural position in the network. Having a structurally balanced state
in either the transitive or intransitive triad, for example, therefore reduces cognitive

dissonance between the triad members (Hallinan & Kubitschek, 1990). However,
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similarity of demographic characteristics such as gender or race may be considered to
be a rather superficial similarity, which may be used as preliminary criteria for
seeking or rejecting friends (Aboud & Mendelson, 1996). Lea and Duck (1982)
showed that accepted values are shared between friends at the beginning of a
friendship. After four to 6 months of friendship development, friends are significantly
more similar in their accepted values. It appears that the association between value
similarity and friendship choice may be more important than the association between

gender or race similarity and friendship choice.

Further, similarity that facilitates interaction is likely to be of most importance (Curry
& Kenny, 1974), and shared interests or activities invariably create opportunities for
positive interaction (Dwyer, 2000). A review of effects of attitude, activity and social
environment similarity will be presented in the following section. In the context of
this thesis, gender or race similarity is not expected to influence friendship choice to

the same extent as attitude and activity similarity.

Attitude, Activity and Social Environment Similarity in Friendship

Individuals are more likely to choose people as friends who share their values (Kandel,
1978), or who hold similar preferences in the spheres of leisure or activity (Wermner &
Parmelee, 1979; Fink & Wild, 1995; Sprecher, 1998). Kandel’s (1978) study of real-
life adolescent friendship pairs showed actual similarities of behaviour relating to the
use of psychedelic drugs rather than the more traditional adolescent activities, such as
dating and attending parties. However, Werner and Parmelee (1979) found that real
activity similarity was significantly greater than real attitudinal similarity among

student friendship pairs. While friends perceived similarity in attitude as well as
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activity, they were in actuality only similar in activity. This finding implies that
activity similarity may prompt individuals to develop and maintain friendships, but

that strong friendships may be formed when certain attitudinal values are also shared.

Furthermore, Sprecher (1998) studied differences between three groups of students
respectively in romantic relationships, non-romantic cross-gender friendships and
same-gender friendships. The results revealed that perceived similarity in interests
and leisure activities, instead of perceived similarity in attitudes and values, was a
more important determinant of attraction in same-gender friendships than in either
cross-gender friendships or romantic friendships, and that such similarity is
particularly important for men’s same gender friendships. Although the present thesis
does not examine gender effects, it is important to point out possible gender

differences, and this topic will be discussed further in the final chapter.

The few studies reviewed above were related to friendship and similarity among
students. Johnson (1989) studied non-collegiate population of middle-class, middle-
aged adults. He showed that the predictors of close friendship as opposed to mere
acquaintance were actual educational similarity, residential similarity (proximity), and
similarity in hobbies. Johnson (1989) concluded that there are differences in the
predictors of friendship in the younger and older sections of the population, mainly
relating to physical proximity and attractiveness (which are better predictors in
student samples). Johnson’s (1989) participants were mostly middle-class and middle-
aged like the participants in the present experiment, although the context of the

present study is business relationships rather than social relationships. My contention
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here is that similarity in education and hobbies or interests, which are acquired

characteristics, will be predictors of friendship relationship in business.

Although effects of friendship selection and socialisation are outside the scope of the
present thesis, Kandel’s (1978) and Fink and Wild’s (1995) studies show some
interesting results that further support the role of activity similarity as a predictor of
friendship relationship. Kandel (1978) suggested that similarity could become greater
as a result of a process of mutual influence in the course of friendship development.
Fink and Wild (1995) investigated the relative influences of selection and

socialisation on similarity in interest activities among friends during their leisure time.
That 1s whether people were selected as friends because of interest similarity, or
whether interest similarity developed during the course of ongoing socialisation. They
found that there was no significant effect of interest similarity on the selection of
friends, but there is a higher degree of similarity in forty-two leisure interests between
friends six months later, supporting the influence of socialisation rather than selection.
We may therefore expect that sharing similar interests may be conducive to the
ongoing development of friendship, whether or not similar interests precede

friendship.

Moreover, in Allan’s (1989) sociological review of friendship, he suggests that
friendship patterns and choices are shaped by the immediate social environment in
which the network of social relationships is embedded. In this respect, the social
environment affects not only the opportunities that individuals have for meeting other
people socially and forming relationships, but also the content of the relationships, for

example, the kind of activities engaged in, the frequency of interaction, and the
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emotional closeness of the relationship (Allan, 1989). Shared environments such as
work place and university provide physical proximity or propinquity that brings
individuals into contact with one another (Fehr, 1996). Friendships are more likely to
form when the work and school environment fosters interaction, and interdependence
between people. Shulman (1975) found that friends were typically recruited from
work, school and through other friends and kin. The study by Fischer et al. (1977) of
men living in the Detroit area in 1965-1966 showed that the source of their closest
friendships were work (26%), the neighbourhood (23%), childhood and juvenile
friends (20%), kinship (7%), and voluntary organisations (7%). In this sense, we
would expect that sharing a similar social environment such as work, school or
university would be a common ground shared between business executives and their

strongest business friendship ties.

Earlier in the preceding section, it was argued that trust and friendship are associated.

It is further hypothesised that:

H5
Common ground, such as interests and hobbies, education, and social environment at
work, school or university will be a reliable direct predictor of trust between business

executives and their strongest business ties with friendship.

Furthermore, earlier in the section of gender and race similarity, this thesis posited
that the association between value similarity and friendship choice may be more
important than the association between gender or race similarity and friendship choice.

A study by Deutsch et al. (1991) on self-descriptive trait similarity of 58 pairs of
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female first-year roommates revealed that trait overlap was greater for friends than

that for non-friends. Examples of self-descriptive traits were cheerful and adventurous.
Their findings further suggested that “it is specifically exposure to a friend’s way of
thinking that should be key in the development of self-concept and in the resulting
similarity between friends” (Deutsch et al., 1991, p. 410). In this sense, development
of attitude similarity might have caused self-concept trait overlap between friends,
although the causal relationship was not tested in their study. Nevertheless, we may
expect that attitude overlap influences friendship formation. The more important an
attitude is to the individual, the more it will influence choice of friends (Kandel, 1978).

It is therefore hypothesised that:

H6
Sharing similar business values will be stronger between business executives and
their strongest business ties with friendship than the strongest business ties without

friendship.

Thus far, common ground has been hypothesised (H5) as a direct predictor of trust
between business executives and their strongest business ties with friendship. A
relevant question to raise here is whether common ground, will be a direct or indirect
predictor of trust between business executives and their strongest ties with friendship
independent of the influence of Relationship Association and sharing similar business
values. As a consequence of sharing similar education, hobbies or interests, and
similar social environment in the past at work, school or university, people may feel
more affinity towards each other, and thus the chances of forming friendship will be

increased. If they interact outside office hours, have worked together, and have known
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each other well, it is likely that the relationship will be stronger. Consequently, trust
between dyads will become stronger. We may expect that the more common ground
shared between members of a dyad, the stronger the relationship between them will be,
and the more they will trust each other. Therefore, we would expect that the effect of
common ground on trust in the strongest ties with friendship would be mediated by

the construct of Relationship Association. It is therefore hypothesised that:

H7
The effect of common ground on trust level with the strongest business friendship ties

will be indirect and mediated by the construct of Relationship Association.

Further, by the same logic, it might be expected that the more common ground and
the more similar business values are shared, the stronger will be the level of trust

between business executives and their strongest business friendship ties. It is likely
that the effect of common ground on trust may also be mediated by sharing similar

business values. It is therefore hypothesised that:

H8
The effect of common ground on trust level with the strongest business friendship ties

will be indirect and mediated by sharing similar business values.

4.5  Trust and Reliability

Thus far, three possible predictors of trust, Relationship Association, value similarity

and common ground, have been proposed. The fourth possible antecedent of trust is
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how often business executives have been let down by their strongest business ties.
This section examines the relationship between trust and reliability, which will lead to

a hypothesis.

The experiment in Part A of this thesis explored trust in terms of expectations, and the
expectation of reliability was found to be fundamental. In Gabarro’s (1978) study of
trust bases (conditions) between new presidents and their executives in four
companies, they used terms such as reliability, predictability and so forth to describe
how much consistency mattered to both parties. When trust is tied to “a generalised
expectancy held by an individual that the word, promise, oral or written statement of
another individual or group can be relied on” (Rotter, 1967, p. 65), violation of this
expectation is understood through concepts of morality. The consequence would
invariably be feelings of being let down (Kahn & Turiel, 1988). Further, Zucker’s
(1986) process-based trust emphasises histories of consistently reliable exchanges or
transactions. The past history of reliable business dealings and incidences of
disappointments would influence how much an individual would trust his business
associates now. In the context of the thesis, I predict that trust will be negatively
associated with the frequency of being let down in incidents when strongest ties fail to

keep a promise or exaggerate what can be delivered. It is therefore hypothesised that:

H9
How often business executives have been let down by their strongest business ties will

be a significant predictor of trust level.

160



Chapter 4

46  Study Hypotheses

Thus far, this literature review has explored various possible antecedents of trust with
the strongest business ties with and without friendship as a comparing contrast.
Possible indirect effects of common ground on trust have also been predicted. Below

is a summary of all the hypotheses being proposed:

H1
Relationship Association will be a significant predictor of business executives’ trust in

their strongest business ties with or without friendship.

H2
Relationship Association will be stronger between business executives and their
strongest business ties with friendship than with strongest business ties without

friendship.

H3

Sharing perceived similarity in business values will be a significant predictor of trust
between business executives and their strongest business ties with or without

friendship.

H4

Trust will be higher for strongest business ties with friendship than for strongest

business ties without friendship.
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H5

Common ground, such as interests and hobbies, education, and social environment at
work, school or university will be a reliable direct predictor of trust between business

executives and their strongest business ties with friendship.

H6
Sharing similar business values will be stronger between business executives and
their strongest business ties with friendship than the strongest business ties without

friendship.

H7
The effect of common ground on the trust level in the strongest business friendship
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