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Abstract

Vulnerability is salient among international managers, who tend to be wary
when operating in transition economies like China. Systematic research is
lacking, though, on how the local environment influences foreign managers’
perception of vulnerability, and how foreign managers can develop trust even
when their perceived vulnerability is high. We conducted in-depth case studies
of two foreign-controlled enterprises in China, and developed a theoretical
model that links perceptions of the macro-level environment to micro-level
management. Our results illustrate the antecedents and consequences of
perceived vulnerability and the processes of trust building in unfavorable
environments. Through comparative analysis of the two cases, we found that
the foreign managers’ perceived vulnerability was shaped by the institutional,
technological, and market conditions of the local environment, and we learned
how this perceived vulnerability influenced their trust in the local workforce
and the joint investment in formal and social control they used in building trust.
The effect of perceived vulnerability on trust was moderated over time when
the implementation of control was combined with active investments in trust,
which led to behavioral changes on the part of the local employees, which in
turn increased their trustworthiness. The implications of these findings are
discussed.
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INTRODUCTION

International business scholars and practitioners are particularly
attuned to the variety of environmental conditions in which
organizations are managed. In foreign and transitional environ-
ments the issue of vulnerability is particularly salient, while trust is
both valuable and difficult to attain (e.g., Zaheer & Zaheer, 2006).
It is not well understood, though, just how varying local
conditions influence the level of perceived vulnerability among
foreign managers and the way in which they can develop trust in
the local workforce (Boisot & Child, 1999). This is relevant to
international managers, who are expected to achieve high
performance with local workforces under varying conditions
(Henisz, 2003; Orr & Scott, 2008).
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Foreign enterprises in transition economies such
as China (Luo & Peng, 1999) represent a prime
example of a practical setting in which macro-level
developments of societal transformation and glo-
balization affect micro-level practices of internatio-
nalization and the management of firms in foreign
countries in the midst of major changes (Boisot &
Child, 1996; Tsui, Schoonhoven, Meyer, Lau, &
Milkovich, 2004). Managers are bound to feel more
vulnerable in such contexts. Fearing a lack of
protection for the interests of foreign enterprises
in China, many foreign managers are wary of
opportunism among the local subordinates, as
manifested in fraud, corporate espionage, piracy,
and product imitation (Boisot & Child, 1999;
Economist, 2003a,b, 2007; Marsh, 2004).

Although the press occasionally highlights per-
ceived vulnerability (Economist, 2004, 2007), there
is a lack of systematic studies on its macro-level
antecedents and micro-level consequences within
foreign enterprises in China. Following Boisot and
Child (1999), organizations are seen as “adaptive
systems” that need to respond to the complexity
of their environment, but the link between ex-
ternal conditions and the development of internal
relations is severely underexplored as a managerial
issue. To address this problematic, we present
in-depth field studies of two foreign enterprises
in China. We examine how their managers per-
ceive the national and regional environments in
China and how they develop trust in their local
workforces. Qualitative research is well suited
to fathom the complex, contextual, and dynamic
nature of these issues (Edmondson & McManus,
2007).

The purpose of our article is to explore the macro-
level antecedents that make foreign managers
feel vulnerable in relation to the local workforce
within their enterprises, and the consequences of
perceived vulnerability for the ways these managers
develop trust in their local workforce at the micro
level over time in an unfavorable macro environ-
ment. The article is organized as follows. First, we
review the relevant literature, specifying the con-
ceptual foundation for our work and the unre-
solved issues it holds. Second, we state our research
questions and describe the research design, case
selection, data collection, and analytical methods
that we have used. Third, we present analyses of
two cases that provide the basis on which to
generate a theoretical model. Finally, we discuss
the theoretical contributions and future research
directions.

LITERATURE REVIEW AND CONCEPTUAL
FOUNDATION

Macro-Level Antecedents of Perceived
Vulnerability

Our analysis of the macro-level antecedents of
perceived vulnerability in China builds on institu-
tional theory and resource dependence theory. The
rationale is that foreign managers may feel more
vulnerable if they lack institutional legitimacy and
protection as well as secure access to key local
resources.

Theoretical insights from institutional perspec-
tives have increasingly been used to study multi-
national enterprises (e.g., Henisz & Swaminathan,
2008; Kostova, Roth, & Dacin, 2008). Institutions
can be defined and conceptualized broadly as the
regulative, normative, and cultural-cognitive rules
that are commonly accepted and followed in a
society (Scott, 2008). These rules can be highly
formalized, as for example in law, or relatively
informal, such as cultural norms of appropriate
behavior and patterns of interpretation learned in
socialization processes (North, 1990; Scott, 2008).

Among the formal institutions, the legal frame-
work is of fundamental concern to foreign enter-
prises operating in emerging economies. Despite
the continuous legal reforms, the implementation
of laws in China remains a primary source of
uncertainty for foreign enterprises (Tsang & Yip,
2007), as the law there is mainly an instrument of
the state apparatus (Lubman, 1995), and is subject
to variations in local interpretation (Boisot & Child,
1999). So far, most authors who discuss the legal
system in China focus on how this perception of
uncertainty affects the strategy of foreign firms.
Few have examined how the institutional environ-
ment affects relationship building after a strategy of
operating in China has been chosen (e.g., Child &
Mollering, 2003). In this article we explore the
interface between the macro-institutional environ-
ment and the micro practices within foreign
enterprises, following up on the acknowledged,
but currently unanswered, research question of
how institutions influence the organization of local
subsidiaries (Henisz & Swaminathan, 2008). This is
the first step toward understanding how micro
practices can be adapted to compensate for unfa-
vorable macro influences.

Institutional theorists argue that cultures change
amid political, economic, and social transforma-
tion, though often slowly and with great resistance
(Child, 2000; Tsui-Auch, 2004). As a result of the
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weakening control of both traditional values and
Communist ideology amid the rapid social and
economic upheaval in China, there have been
ongoing cultural changes (Kwong, 1994; Wang,
2005). Ralston, Egri, Stewart, Terpstra, and Yu
(1999) find evidence of a shift in the attitude of
Chinese people across generations toward the
Western values of individualism and materialism.
They surmise that today’s Chinese managers are
more likely to take risks in the pursuit of profit,
even when these actions conflict with traditional
ways, and to move to where the best opportunities
are perceived to lie. In addition, regional differ-
ences in values may exist. In our study we explore
the foreign managers’ perceptions of the national
and regional socio-cultural environments of China.

Institutional theory is a major point of reference
for gauging foreign managers’ perception of the
Chinese institutional environment, but it has
limitations that we seek to address. First, institu-
tional theory requires further development when it
comes to unfavorable environments such as those
encountered by foreign managers in China. On the
one hand, a typical neo-institutionalist response
tends to emphasize institutional constraints and
downplay the role of managerial agency to deal
with such constraints (for a summary, see Child,
2000). On the other hand, a typical institutional
entrepreneurship stance tends to inflate the role of
managerial agency in changing the environment
(Lawrence & Suddaby, 2006). Although research
has shown that some multinationals are able to
exert a certain influence on Chinese national and
local governments (Child & Tsai, 2005; Krug &
Hendrischke, 2008), most foreign managers in
China might not be in a position to exercise strong
agency in changing institutions in the short and
medium terms (Boisot & Child, 1999; Economist,
2003a,b, 2007). In this study we investigate the
ways in which foreign managers can exercise
managerial agency to deal with the macro-institu-
tional impact within the enterprise, even if they are
not in a position to change their environment. In
other words, if the macro antecedents to perceived
vulnerability are not amenable to managerial
influence, managers may still find ways to make
vulnerability tolerable within their enterprises, that
is, to build trust.

Second, institutional theory has its limitations, as
its primary focus is placed on rules of the game
(North, 1990) with reference to regulative, norma-
tive, and cultural-cognitive elements (Scott, 2008).
Resource dependence theory (Pfeffer, 1982) rightly
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points out that firms not only require the legiti-
macy gained from adhering to rules but also
depend on a variety of resources from their
environments, such as technology, knowledge,
market revenue, and labor (Boisot & Child, 1999).
Essentially, resource dependence theory points to
the task environment of foreign firms in addition to
their institutional environment. This theoretical
stream provides orientation for what makes an
environment more or less favorable according to
the scarcity of the required resources and the
resulting competition over resources between firms.
It also leads us to consider that some firms are more
dependent on local resources than others.

However, resource dependence theory also has its
limitations. First, the approach has been usefully
extended to capture firms’ strategic responses to
environments (Oliver, 1991), but it usually does not
consider the internal organizational implications of
these strategies. Second, an issue that is currently
underdeveloped in this theory, and which is most
evident in the technological and market environ-
ments of China, is the possibility that a firm faces
not only scarce resources in its environment but
also the theft of its own resources. For example,
several authors highlight that foreign companies
fear leakages of unprotected innovations or know-
how when operating in transition economies,
which may eventually threaten their competitive
positions in the local market and even in
their home markets in the longer run (Boisot &
Child, 1999; Steensma, Barden, Dhanaraj, Lyles, &
Tihanyi, 2007). In this study, we explore the impli-
cations of technological and market conditions for
the internal strategies of foreign enterprises.

As the foreign managers in China face unfavor-
able institutional and task environments, possibly
to different degrees, to what extent do they feel
vulnerable in relation to the local workforce? What
managerial agency would they exercise to handle
such externally driven vulnerability and develop
trust in this workforce internal to their enterprises?

Perceived Vulnerability

The concept of perceived vulnerability is central to
our study. It emerged in the research process that
the link between the Chinese macro environment
and the foreign managers’ daily micro challenge of
creating value with the local workforce lies in the
basic human condition of being more or less
vulnerable to others. Although vulnerability has
attracted managerial attention in recent years, not
least because of some dramatic external threats,
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such as terrorist attacks or natural catastrophes
(Busby, 2006; Shetffi, 2005), research on this topic in
international business studies is scarce. The current
literature on vulnerability (exemplified by Sheffi,
2005) mainly examines resilience in response to
exceptional disruptions, but neglects the “more
mundane” (Boisot, 2007: 218) vulnerability en-
countered in everyday organizational life. With
the exception of Lapidot, Kark, and Shamir (2007),
who study the impact of situational vulnerability
on trust empirically, vulnerability is not theorized
as an antecedent to managerial practices. In our
research we examine the environmental impact on
the perceived vulnerability of foreign managers,
and the effect of vulnerability on the development
of trust in the local workforce.

Alwang, Siegel, and Jorgensen (2001) offer a
useful definition of vulnerability (V), which inclu-
des not only the potential magnitude of the loss (L)
but also the probability of the attack (p) and the
victim’s ability to cope with it (C), producing a
simple heuristic where V=pL—C. The values of the
variables may be either ascribed by an observer or
perceived subjectively by the potential victim. We
focus on perceived vulnerability, emphasizing the
part played by subjectivity in the extent to which
foreign managers fear that locals can cause a loss of
company resources or do harm to the firm'’s
competitive position. This means that the same
environmental conditions can be construed differ-
ently by different managers and different firms in
terms of vulnerability. This is because the relevance
of certain environmental elements and the ability
to cope with local threats may vary across foreign
firms (e.g., Henisz, 2003).

Our conceptualization of perceived vulnerability
includes only the perceived magnitude of the
potential loss, mediated by the ability to cope,
and not the expected likelihood that any harm will
occur. This is analytically important, because
managerial agency enters where the externally
conditioned potential harm is averted by internally
managed processes of trust development. People
who trust still feel vulnerable, but the more they
trust the less they expect to actually be harmed
(Mollering, 2006).

Trust

Vulnerability is a precondition for trust to be
an issue, and trust is a way of dealing with
vulnerability (Baier, 1986; Mollering, 2006). Hence
we investigate the interaction of trust and vulner-
ability within enterprises managed by foreign firms

in the Chinese context. When examining trust in
our empirical context, we study the generalized
trust of foreign managers in their local workforce
within their enterprises. We adopt the widely
accepted definition by Rousseau, Sitkin, Burt, and
Camerer (1998: 395) of trust as a “psychological
state comprising the intention to accept vulner-
ability based upon positive expectations of the
intentions or behavior of another”, which sub-
sumes the “willingness of a party to be vulnerable
to another party” highlighted by Mayer, Davis, and
Schoorman (1995: 712), and also Baier’s (1986: 235)
earlier conception of trust as “accepted vulnerabil-
ity to another’s possible but not expected ill will”. It
is important to note that the willingness to be
vulnerable in trust should not be understood as the
willingness to be hurt, but as the expectation that
no harm will be done, although it could be done
(Mollering, 2006).

We recognize that trust concerns the competence
as well as the benevolence of the trustee, building
on Barber’s (1983) distinction between technically
competent performance and fiduciary obligation.
Competence captures the confidence that the
trustee has the required skills, and benevolence
expresses the expectation that the trustee has good
intentions toward the trustor and will not behave
opportunistically. The inclusion of both compe-
tence and good intentions is well established in
trust research (e.g., studies building on Mayer et al.,
1995; Mollering, Bachmann, & Lee, 2004), and is
important for our analysis of foreign managers in
China.

A particularly important question about the
relationship between perceived vulnerability and
trust is whether vulnerability comes before or after
trust, or both (Bigley & Pearce, 1998). In the Mayer
et al. (1995) model, “perceived risk” enters after
trust has been reached, moderating the relationship
between trust and risk-taking behavior. In the
authors’ view, the trustor is assumed to start out
from a neutral position from which he or she
decides to increase or decrease vulnerability.
Lapidot et al. (2007), however, argue that trustors
will not be in a neutral position but sense their
vulnerability in a given context ex ante, which may
affect their readiness to trust. Our study will seek to
clarify the relationship between vulnerability and
trust.

Control
The exercise of control can be seen as an alternative
managerial response to vulnerability besides trust.
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Among the different types of control, a review of
our field data in the initial stage of field research
showed that the enterprises relied largely on
formal control and social control (Cardinal, Sitkin,
& Long, 2004; Inkpen & Currall, 2004). Formal
control mechanisms include officially sanctioned,
externalized, overt mechanisms such as written
rules, standard operating systems, legalistic reme-
dies, and rewards and penalties. In contrast, social
control guides behavior through informal rules,
norms, and values that people have internalized
through socialization, training, and spontaneous
interaction. In the enterprises that we have studied,
control is often evident in human resource manage-
ment (HRM) practices. In particular, the use of
expatriates can be read as a sign of tightening
control, while the reliance on local managers
(referred to as localization by HRM specialists) is a
sign of relaxing controls (Delios & Bjorkman, 2000;
Lu & Bjorkman, 1997).

Whereas the relationship between vulnerability
and control is relatively clear, that between trust
and control continues to be controversial (Das &
Teng, 1998; Long & Sitkin, 2006; Mollering, 2005).
Inkpen and Currall (2004) argue that control that is
based on asymmetric power may be a substitute for
trust that stems from shared values and norms.
Zucker (1986) contends that trust and control are
complementary, and that the implementation of
control may foster trust, and vice versa — with the
resultant managerial challenge being to achieve
a balance (Long & Sitkin, 2006). In the study
reported, we explore how foreign managers use
control and whether, in their Chinese enterprises, it
is a substitute for trust, an enhancer of trust, or
both.

Trust Building
How can trust be developed, even when a trustor
perceives a high level of vulnerability that initially
calls for tighter control instead of trust? Much trust
research has been devoted to analyzing perceived
trustworthiness as an antecedent to trust (e.g., that
based on Mayer et al., 1995), because trustworthi-
ness is supposed to be the mechanism that drives
positive expectations in the face of vulnerability.
Several authors, however, recognize that trust is
not only a passive reaction to the trustworthiness of
trustees, but also the result of an active investment
in trust by the trustors themselves (e.g., Williams,
2007). In their study of Hong Kong managers’ trust
in mainland Chinese staff, Child and Mollering
(2003) find that active investment in trust through
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personal rapport, careful recruitment, and the
transfer of practices promotes trust building. In
our empirical analysis we capture foreign managers’
activities that might shape the perceived trust-
worthiness of the locals and aid the development
of trust.

Prior research also points to the principle of
gradualness (Luhmann, 1979), whereby trust build-
ing starts with small steps that enable actors to
establish each other’s basic trustworthiness and
build deeper trust relationships over time (e.g.,
Lewicki & Bunker, 1996; Rousseau et al., 1998). In a
review of this work, Lewicki, Tomlinson, and
Gillespie (2006) discuss transformational models
of trust development which generally predict that
trust relationships evolve from a more calculative
and control-oriented stance to a more relational
and identification-based form. We build on this
literature and pay particular attention in our
case analyses to the question of whether control
becomes less important as trust increases, and
whether certain phases of transformational models
can be skipped.

RESEARCH QUESTIONS, DESIGN, AND METHOD
As the literature review shows, the processes of
compensating for unfavorable external condi-
tions through internal management in a transi-
tion economy are not yet well understood. We have
therefore aimed to explore two research questions
empirically:

(1) What environmental factors make foreign man-
agers feel vulnerable in relation to the local
workforce within their enterprises?

(2) How do foreign managers in unfavorable envir-
onments handle their perceived vulnerability
and develop trust in their own employees?

Our research has not been designed to test
hypotheses, but to generate a theory to address
the two questions. We acknowledge that our field-
work in the spirit of grounded theory is presented in
a more sequential and theory-driven manner than
it was carried out, owing to conventions on how we
write papers (see Suddaby, 2006). We emphasize
that the theoretical model we subsequently gen-
erate in this article is the outcome, not the premise,
of the empirical work and analysis that we describe
in this section.

Research Design
As vulnerability and trust are highly delicate,
elusive, and sensitive phenomena unfolding in
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processes over time, we believe that a qualitative
study with intensive fieldwork is able to capture
them more effectively than a survey-based study. In
particular, we have chosen a comparative case
study approach because it permits the induction of
richer explanations more than a single-case study
approach (Yin, 2003). In terms of methodological
fit (Edmondson & McManus, 2007), our qualitative
approach matches the nascent state of theorizing
externally caused vulnerability and its relationship
with internal trust and control. It is also an “inside-
out” approach best suited to achieve “contextuali-
zation” (Tsui, 2006).

Case Selection

We looked for cases in China with enough variance
in the institutional and task environments that
might shape perceived vulnerability. In particular,
there might be regional differences (Child &
Stewart, 1997). We succeeded in gaining full access
to two enterprises, namely Kunling and Hyform,
which show sufficient contrast in these environ-
ments. Kunling has been operating in Kunming,
the capital city of Yunnan province in the south-
western part of China. Hyform has been operating
in Dongguan, Guangdong province along the
southeastern coast, which has had a longer history
of foreign direct investment. The former has relied
on the local market, whereas the latter has focused
on exports. The former has possessed advanced
proprietary knowledge whereas the latter has not.

Data Collection
We collected both factual information and more
open-ended narrative data based on an interview
guide; the entire process took us more than 4 years
(from early 2002 to mid-2006) from field prepara-
tion to project completion. Two teams of research
students with three members each - all of whom
were bilingual in Chinese and English - were
guided to conduct the field studies in two phases
over an average period of 20 months for each case.
In the initial phase the research teams conducted
preliminary interviews with managers in the head-
quarters of the two enterprises to identify the
research focus and build rapport in preparation
for the field studies. During this initial exploration
we realized that it was primarily the local manage-
rial and supervisory employees who were given
access to strategically vital assets and hence were in
a position to subject the foreign managers to
vulnerability. We thus confined our focus to
exploring foreign managers’ generalized trust

particularly in this section of the local workforce
rather than the local workforce as a whole, and
identified this group for in-depth interviews in the
latter phase. Both enterprises are small or medium-
sized enterprises (with 250 local employees in
Kunling and 490 local employees in Hyform) for
which field studies of delicate relationships such as
trust at the individual level are feasible.

The latter phase consisted of plant visits, field
observations, the collection of written and archival
materials, semi-structured interviews with selected
respondents in the Chinese operations, and infor-
mal conversations with other local employees,
customers, and government officials. Altogether,
our teams conducted 102 formal interviews with 77
informants, who were selected on the basis of
formal, snowball, and opportunistic sampling
methods. Table 1 summarizes the organizational
backgrounds of our informants and the number of
interviews conducted. We carried out lengthy
interviews of up to five hours each, with many of
them taking place at the informants’ homes or in
restaurants.

We agree with Greenwood and Suddaby (2006)
that often in qualitative research the process of data
collection is not neatly ordered, and hence an
opportunistic approach is required as events unfold
and unexpected insights occur, matching in many
ways the notion of abductive research (see Van
Maanen, Segrensen, & Mitchell, 2007). Our field
research took us on an “iterative, cyclic learning
journey” (Edmondson & McManus, 2007: 1174).
Nevertheless, we observed procedures that would
enhance the validity and reliability of our research
(Schweizer, 2005; Yoshikawa, Tsui-Auch, &
McGuire, 2007). To enhance construct validity, we
relied on the triangulation of the data with other
sources whenever possible. We exercised due dili-
gence by discussing the core issues uncovered from
our field data (while ensuring confidentiality) with
18 foreign investors, managers, and members of
industrial associations, who confirmed that our
data reflected an important part of the organiza-
tional reality in the Chinese operations of foreign
enterprises. The external validity of each case study
was improved by performing a comparative analy-
sis of our findings. The internal validity of each case
study was boosted by conducting multiple inter-
views with the same respondents and maximizing
the internal consistency of the interviews. We
addressed the issue of reliability by enforcing a
detailed case study and interview protocol and
by setting transcription standards. We tackled
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informant bias through the use of both retro-
spective and real-time data (Eisenhardt, 1989). We
also assured the informants of their anonymity in

order to promote candor.

Data Analysis

We guided our research teams to conduct an
interpretive analysis of content in the spirit of
grounded theory (Glaser, 1998; Kotabe, Parente, &
Murray, 2007), which led us to construct a theore-
tical model in four steps. The content analysis of
the qualitative data was performed through an
iterative, interpretive approach of moving between

7

data and literature to identify a chain of evidence
and develop a coherent explanatory framework
(Shapiro, Ozanne, & Saatcioglu, 2008). First, we
uploaded all the transcribed responses from infor-
mants and documents from secondary sources into
a database for each case. Second, we conducted a
within-case analysis to compare data across all
interviews and documents, and we identified
themes and constructs (Miles & Huberman, 1994).
We constantly revisited our data when insights
about the factors shaping wvulnerability and
the process of developing trust emerged in each
case. Third, we conducted a cross-case analysis

Table 1 Organizational backgrounds of formal interview informants and number of interviews

Departments Designations No. of No. of
informants interviews

Kunling Finance Finance controller,* secretary, manager, worker 4 7
Marketing Manager, worker 2 2
Purchasing Manager, secretary, worker 3 2
General affairs Department head of drivers, driver, head of 3 3

canteen

Human resources Manager 1 2
Management information system Manager,* worker 2 4
Production planning and inventory Manager 1 2
control
Production Manager,* worker 2 3
Quality control Head,* manager 2 3
Slitting and packaging Manager 1 1
Warehouse Manager 1 2
Engineering Supervisor 1 1
Public relations Manager,* worker 2 2

Hyform Singaporean headquarters Managing director,* production consultant* 2 4
General manager’s office General manager, vice general manager, 3 11

secretary

Finance Head, worker 2 5
Human resources Head, manager 2 2
Administration Head, manager, supervisor 3 3
Sales Head, manager 2 2
Engineering Head, manager 2 2
Quality control Head, manager, supervisor 3 3
Production Head, manager 2 5
Oil press Head, manager, supervisor, worker 4 4
Spray paint: silicon rubber Head, manager, supervisor, worker 4 4
Spray paint: rubber Head, manager, supervisor, worker 4 4
Laser etching Head, manager, supervisor 3 3
Printing Head, manager, supervisor 3 3
Assembly Head, manager, secretary, supervisor, worker 5 5
Packaging Head, manager, supervisor, worker 4 4
Mold insertion Head, manager, supervisor, worker 4 4
Total 77 102

Note: Those marked * are foreign managers.
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(Eisenhardt, 1989; Tsui-Auch, 2005). We held no
prior hypotheses and compared the cases by
identifying similarities and differences (Kotabe
et al.,, 2007). We found that the Kunling case
illustrates a high level of perceived vulnerability
and a heavy reliance on control, whereas the
Hyform case shows a low level of vulnerability
and a strong reliance on active investment in trust.
The comparative case analysis led to additional data
collection and further analysis. Finally, we formu-
lated a model with tentative arguments to show the
associations between constructs and patterns. Iter-
ating between theory and data, we fine-tuned the
constructs and built the most defensible arguments
(Yin, 2003).

FIELD STUDY RESULTS
In this section we present a summary of the within-
case analysis of each enterprise that provides a basis
on which to conduct a cross-case analysis and to
generate a theoretical model in the next section.

The Company Kunling: A Case of High
Vulnerability

Kunling is a wholly foreign-owned subsidiary of an
Indonesian conglomerate. It was established in
1994 to produce high-quality biaxially oriented
polypropylene (BOPP) film for packaging, which is
marketed throughout the world under the brand
name llene. While Kunling was in a favorable
position to benefit from the rapidly growing local
market, its foreign managers felt that they were
highly vulnerable to their local subordinates in
three respects: the failure to meet production
quality standards, fraud and collusion, and in
particular the leaking of classified information.

Environmental factors shaping the high levels of
perceived vulnerability. All the foreign managers we
interviewed felt that their local workforce was
unreliable when it came to task performance. One
of them illustrated the point:

Don’t expect miracles from operators to managers. Don’t
expect that they come in and can reach the standards.

The foreign managers’ perception of their
local workforce was influenced by their perception
of the institutional environment. They expressed a
low level of confidence in the educational and
human resource training systems, which still bore
the marks of centralized planning and the Cultural

Revolution. A foreign manager explained:

It's the whole system, [and] history of the Cultural
Revolution. In those days, everybody just played a part, or
most people didn’t even play their part and yet they got
food, the same pay, and the same reward. So, why work so

hard? ... The next thing [was] the training provided in
China ... The teachers in China [have] enjoyed a very low
status ... Their pay [has been] among the lowest. They

[only] talked a lot about morale, theory ... People [saw it as
further] propaganda like during the Cultural Revolution... .

All the foreign managers explained that educa-
tion and training remained rather ineffective in
equipping people with reliable competencies and
quality commitment, given the low status of
teachers and the cynicism of trainees toward the
theories and morals imparted.

Besides the educational and training institutions,
the foreign managers were wary of the rise of a
materially oriented culture that might derail indi-
viduals, increasing the likelihood of opportunistic
behavior. One of the foreign managers recalled:

When Kunling was founded, the board members were wary
of being cheated by the locals... . They were worried about
not being able to constantly monitor and supervise the
Chinese managers who might siphon away company funds.

The foreign managers’ perceived vulnerabi-
lity was heightened by cases of embezzlement
and collusion within Kunling. A number of local
informants acknowledged that embezzlement was a
common problem in enterprises operating in their
country.

In addition, the foreign managers were perplexed
to find that the locals did not honor contracts,
which by international standards represent a
structural safeguard. A manager revealed:

In Kunling, there were managers who ... do not honor
contracts ... There is no difference between the younger
and old generation [in this matter]. To a local, the value of
life is to ... live more comfortably, [to have] more money,
[and to be] rich.

Even the local informants admitted that the local
employees were “known for violating contracts”.

The wariness of foreign managers was further
reinforced by the problematic legal framework in
which sanctions against corporate crimes and abuse
might not be reliably enforced, and where pursuing
litigation and claims was time-consuming. One of
them stated:

Even if you go strictly by the law, you would still not be able
to accomplish anything. ... If a contract is violated, there
are usually two types of action. One is to accept it and
choose not to take any action, and the other is to take
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corrective action, which usually involves a lot of time and
effort and may not yield any result.

The perceived vulnerability of the foreign man-
agers was particularly high in relation to the local
subordinates who were exposed to the advanced
proprietary knowledge of the company, that is, the
formulae for mixing the basic raw materials. One of
the foreign managers revealed:

The formulae are our most critical weapons that allow us to
fight better... If our formulae [were] leaked, our local
competitors [would] copy our products and weaken our
competitiveness. Our company [did not file] a patent before
[it introduced] the products to the market [as it had
no confidence in the local patent protection system].
If a competitor got hold of the formulae and manu-
factured similar products, there would be no way that
we could sue [it] for compensation. Our competitors
could sell similar products at cheaper prices by evading
the payment of the value added tax ... China is our major
market. A reduction in sales in this market would affect
our growth.

The perceived vulnerability was heightened by
low barriers to entering the BOPP film industry. The
Yunnan provincial government identified this as
one of the key industries, and financially supported
state-owned or related enterprises to acquire for-
eign technology (Hooghe, 1994). A popular means
for local enterprises to prompt technological learn-
ing was through poaching skilled personnel from
foreign-owned enterprises. The foreign managers
of Kunling were particularly worried about such
risks, because they imported state-of-the-art pro-
duction technology from Germany and were con-
stantly upgrading the skills of the locals. One of
them said:

This industry can easily be entered by anyone. In fact, a
[number] of local bosses have set up factories to run similar
businesses in China ... We [have] very keen competition,
and these competitors really dig up information from our
staff ...

A local human resource manager recalled inci-
dents about the poaching of skilled personnel by
local competitors:

Once, an assistant production manager was poached by a
[local] competitor. There were also workers who [quit
Kunling and joined] a major [local] competitor.

The foreign managers of Kunling felt vulnerable
because the venture supplied products primarily to
local customers with whom its local managers
could probably develop direct contacts and who
could easily be poached by competitors. A foreign
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manager and a local manager illustrated such
anxiety in turn:

If we leave [the information about costing] to the local staff,
eventually they might take away our business ...

If our competitors get to know the information such as the
names of customers, their addresses, and quantities of
orders, it will be easy for them to know which customer to
poach ...

The environmental conditions of Kunling meant
that the locals were in a position to do much
damage to the firm, which explains the high level
of perceived vulnerability on the part of the foreign
managers. Although Kunling belonged to a large
Indonesian conglomerate, it could hardly influence
the local government’s industrial policy. In addi-
tion, it was highly dependent on local resources,
and hence the local conditions had a strong effect
on the perceived vulnerability of its foreign man-
agers. Therefore these mangers started out with a
very low level of trust in the workforce within their
own enterprise.

Use of control supplemented by active investment in
trust. Given the high level of perceived vulnera-
bility and low level of trust, how could the foreign
managers come to trust the locals over time? The
Kunling case shows that trust can be developed
with effective controls that are supplemented by
active investment in trust.

To cope with the vulnerability, elaborate formal
control mechanisms over production, financial
management, and especially over information
sharing were developed at the firm, according to
both foreign and local informants. For example,
with regard to information sharing, the topmost
management positions of departments that dealt
with classified information were not localized till
1999. For the post of material mixing supervisor,
who handled the formulae that constituted the
proprietary knowledge, only one local was trained,
but his full access to these formulae was subject to
approval by a foreign factory manager. During our
plant visits, we read a number of notices such as
“unauthorized personnel are forbidden to enter the
raw materials mixing room” and “unauthorized
personnel are forbidden to enter the office of the
Head of QC/R&D”. The penalty for a violation of
these rules was severe, according to the local
informants. In addition, a company-wide restric-
tion on the use of information technology was
imposed in order to reduce the chances classified
information being leaked.

Journal of International Business Studies



; Wary managers

Lai Si Tsui-Auch and Guido Mdllering

10

Nevertheless, the foreign managers understood
that too much formal control might demoralize
employees, leading to a high turnover of labor. A
local marketing manager gave an analogy: “You
cannot afford to grasp the sand in your hand too
tightly, as the more you grasp it, the faster it seeps
away from you”. In Kunling, formal control was
often supplemented by social control and invest-
ment in trust. To transfer corporate values and
skills, the foreign managers offered in-house train-
ing to all newly hired employees, socializing them
into values of company loyalty and quality com-
mitment. Based on our field observations, social
interactions (at work, in training courses, and
at social gatherings in restaurants and karaoke
lounges) provided the foreign managers with
opportunities to build rapport and gauge the values
of their subordinates. The investment in training
and socialization demonstrates not only the foreign
managers’ intention to exercise vulnerability-redu-
cing control but also their willingness to actively
invest in trust relationships. The resources required
might be wasted in the event of a trained employee
quitting the company to seek greener pastures;
nevertheless, the foreign managers hoped that
these investments would yield positive returns in
the sense that the locals would value the training
and bonding and reciprocate in their behavior by
showing enhanced competence and commitment.

Change in perceived trustworthiness. Over time, the
locals’ behavior changed as they complied with
the formal control and responded positively to
social control and trust building. As a result,
their perceived trustworthiness was enhanced.
One foreign manager said:

We feel that our employees definitely [have become] more
reliable [and] trustworthy over time. This trustworthiness
has slowly increased as we have got to know each other
better. There [are] steps to observing the newly hired ...
They must be [monitored] by assistant supervisors, super-
visors, and managers ... They are now well trained [and]
hardworking. They know what the customers want. After
four to five years’ training and operation, the Chinese [have
improved] the capability of the machines and demonstrated
the new capability to the Indonesians.

The longer the employees served, the more
opportunities they had to receive training and
thereby demonstrate their reliability and willing-
ness to learn, improve their performance, and build
a track record, thus increasing their trustworthiness
in the eyes of the foreign managers and subse-
quently earning their trust. The offer of training

turned out to be popular among the locals, and the
enforcement of monitoring was effective, as seen in
positive behavioral outcomes in terms of meeting
customer demand and reversing the technological
transfer back to the mother country.

The coexistence and interaction of trust and control.
Trust in the local organizational members sub-
sequently increased as a result of an increase in
their perceived trustworthiness, despite a persis-
tently high degree of perceived vulnerability in
relation to the local workforce. However, the increase
in trust did not drive out the use of controls. For
example, whereas the foreign managers removed
some rules on restricting the sharing of classified
information with the local managers, they remained
guarded against the abuse of critical resources. One
foreign manager explained:

Trust in the locals ... definitely increased over time ... But
in my organization, [there is] a lot of corruption going on, a
lot of misconduct going on. The boss will have to [stay] in
China to oversee [the operation, or] there will be a lot of
monkey business going on behind his back.

The Company Hyform: A Case of Low
Vulnerability

A Singaporean firm that manufactures customized
plastic components set up a joint venture, Hyform,
in 2002 with three Chinese partners. The Singapor-
ean firm had an equity interest of 54%, and the
Chinese partners owned the remainder. The mana-
ging director of the Singaporean firm assumed the
post of managing director of Hyform. The Chinese
partners assumed the posts of general manager, vice
general manager, and finance director.

Factors shaping the low levels of perceived vulnera-
bility. Unlike the foreign managers of Kunling, the
two foreign managers of Hyform did not feel highly
vulnerable. First, the company did not have
any advanced proprietary knowledge to protect.
The foreign managers explained that the previously
proprietary knowledge about materials and
methods of production had become common
knowledge to all competitors. In addition, they
did not feel vulnerable about technology transfer.
One of them revealed:

We mainly send our old equipment there ... We [transfer]
the production processes that are more labor intensive
[there].

Moreover, the foreign managers of Hyform felt
secure, owing to the high entry barriers to their
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industries. In Guangdong province, in which they
were operating, there was no industrial policy to
foster local industrial development, and hence it
would have been difficult for the local Chinese to
establish production lines to compete with Hyform.
One of them said:

The [financial] investment is heavy ... They’ve got nothing
to gain if they run [away]. Basically, they [come from the
working class and] don’t have capital to set up [their] own
company.

In addition, the enterprise did not depend on the
local market as it was established for export. In fact,
90% of its customers were outside China. Hence the
foreign managers were not wary of betrayal by their
Chinese partners. One of them elaborated:

The Chinese [partners] ... do not have a direct interface
with [the overseas customers]. [Our] customers are reputa-
ble, big, and established companies. They will not take
advantage of pricing and turn to imitations.

This foreign manager showed confidence in the
tertiary education and human resource training
system in the region. Guangdong province, in his
view, pioneered the attraction of foreign invest-
ment and hence had a more enterprising work
culture than the inland provinces. In addition,
the economic prosperity there generated more
resources to strengthen the educational system
than did the less developed inland provinces. The
foreign manager said:

The university education is up to standard. My managers
and accountants have a sense of professionalism and seek
future prospects and learning [opportunities] other than
focusing on earning money.

Nevertheless, the perception of both foreign
managers toward the legal and larger socio-cultural
environment was far from positive. One of them
expressed the view:

From what I have heard, many of [the Singaporean
companies| face a lot of problems like theft. For example,
their [local] employees give business to someone else as they
can earn commissions ... I heard that in some factories there
were [local employees stealing] the company cars or a few
hundred thousand dollars. Now China’s [legal system], as
compared to [that in developed] countries, is less effective ....

The foreign managers’ perception did not seem to
have come out of paranoia. Two local managers
conveyed similar perceptions. However, the foreign
managers felt much less vulnerable than their
counterparts in Kunling despite the unfavorable
socio-cultural and legal environments. Given the
limited dependence of Hyform on local resources,
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there were few chances for opportunistic behavior
by the local employees.

Active investment in trust supplemented by control.
Given the low level of perceived vulnerability, the
foreign managers had a lot of trust in the local
partners from the company’s inception. The
foreigners actively engaged in trust investment by
letting them run the whole operation. One of them
repeated in different interviews:

The Chinese partners actually run the business themselves
.... I don’t think my partners will want to set up a company
to compete with me.

The wuse of active investment in trust was
confirmed by the local partners. One of them said:

The managing director [i.e., the foreign manager] has a
bird’s eye view of the business. He has a lot of trust in us.
Otherwise, he would manage the company on his own.

It is noteworthy that this seems to be a relation-
ship that started off with a relatively high level of
trust that is supposed to take a lot of time to
develop. Nevertheless, the active investment in
trust was safeguarded by a basic level of formal
control, as one foreign manager revealed:

It is not blind trust. We are also protecting ourselves ... We
are protected by legal documents. We have the shareholder
agreement ... These formal controls are done in Singapore.

He believed that the agreement, which was a
formal, legalistic remedy, would reduce the risks of
opportunistic behavior on the part of the local
partners because its enforcement relied on the
reliable legal system in Singapore rather than the
unreliable system in China. This access to resources
outside China reduced Hyform's dependence on
the local context.

Enhancement of perceived trustworthiness. The foreign
managers’ active investment in trust was reciprocated
by the local partners’ making personal sacrifices to
improve the enterprise. Eventually, this behavior
of the locals demonstrated their commitment
and competence and subsequently enhanced their
trustworthiness, helping them to gain a higher level
of trust from the foreign managers, although the
foreign managers’ perceived vulnerability toward
the larger legal and socio-cultural environment
remained unchanged. One of the foreign managers
explained:

It is hard to enforce legal documents here. If an employee
wants to harm the company, then whatever we sign is
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useless ... [My local partners] are trustworthy ... They have
made sacrifices for the company [and] devoted effort to
improve the company ... These are examples of them trying
to gain our trust.

Initially, I went over to China about twice a month. Now
[I go there only] once a month ... I also have some pre-
signed documents, which also shows that I trust them that
they will do [things] properly.

The coexistence and interaction of trust and control.
Even in this case of substantial trust in the local
partners, control was necessary. One of the foreign
managers clarified:

No matter how much we trust, the primary controls still
have to be in place. Having good relations and high levels of
trust does not mean that there will be a slackening of
control ...

Both the oral clarification and written materials
of rules and regulations confirm that there are
limits to the substitutability of control by trust. A
minimum level of control is actually required to
balance trust.

Case Summary

This comparative study of the two enterprises sheds
light on the environmental drivers of vulnerability
and the different ways for foreign managers to
handle varying degrees of vulnerability (see Table 2).

In the case of Kunling, all of the foreign managers
interviewed felt highly vulnerable to the institu-
tional, technological, and market environments.
Given the high dependence of the enterprise on
local resources, these managers had initially a low
level of trust in the local workforce. They dealt with
their vulnerability by focusing on formal control
and supplementing it with social control and active
investment in trust. In light of the local workforce’s
change in behavior as a result of their compliance
with control and positive reception of foreign
managers’ active investment in trust over time,
the foreign managers revised their initial percep-
tions and came to perceive the locals as trust-
worthy, and subsequently developed trust in the
local workforce. Nevertheless, trust did not drive
out control.

In contrast, though the foreign managers of
Hyform had an attitude toward the larger legal
and socio-cultural environment similar to their
counterparts in Kunling, they felt much less
vulnerable to the local work culture and technolo-
gical and market environments. The lower sense of
vulnerability, mediated by the relatively low level

of dependence on the local resources, given their
access to (legal and market) resources outside
China, allowed the foreign managers to maintain
a high level of trust in the local partners within the
enterprise. The foreign managers actively invested
in trust in the local partners from the company’s
inception. The local partners reciprocated by mak-
ing personal sacrifices for the improvement of the
enterprise, and this enhanced their trustworthiness
further in the eyes of the foreign managers. Never-
theless, active investment in trust was still supple-
mented by formal control. Ultimately, trust and
control coexisted and were not fully substitutable
for each other.

GENERATING A THEORETICAL MODEL FROM
CROSS-CASE ANALYSIS

Overview of the Model

Based on our comparative case analysis, we have
generated a model (Figure 1) that captures the
theoretical insights that emerged from the qualita-
tive study. In contrast to a theoretically derived
model, which can include all kinds of plausible
effects, our empirically grounded model is limited
to observations and relationships that are revealed
in our data (represented by solid arrows in Figure 1).
Our case analysis shows the macro-level antece-
dents of perceived vulnerability and the conse-
quences of such vulnerability for the internal
management and intra-organizational relation-
ships of foreign enterprises in China. Nevertheless,
in the graphic representation of our model, we
include some possible relationships (marked by
dashed arrows) that were not directly evident in our
study but which suggest interesting feedback loops
to be discussed as future research directions.

Our model presents the relationship between
environmental conditions, perceived vulnerability,
and the internal development of trust in foreign
enterprises. The model has two main parts linked
by the concept of perceived vulnerability. The first
part captures the macro-level antecedents (institu-
tional, technological, and market conditions) of
perceived vulnerability among the foreign man-
agers, which is mediated by the foreign enterprise’s
dependence on local resources. The second part of
the model captures the effect that perceived
vulnerability has on the foreign managers’ trust in
the local workforce within the foreign enterprise,
and how this leads to the exercise of managerial
agency through implementing control and invest-
ing in trust. The managerial agency produces
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Table 2 Summary of the cross-case analysis

Constructs considered

Kunling

Hyform

Degree of perceived
vulnerability among foreign
managers

Environmental conditions for
perceived vulnerability

Dependence on local
resources

Effect of perceived
vulnerability on foreign
managers’ trust in local
workforce

Use of control and active
investment in trust

Behavior of local workforce

Change in perceived
trustworthiness

Coexistence of trust and
control

High

Possession of strategically vital proprietary
knowledge

Transfer of the state-of-the-art machinery and
advanced skills

Operation in an industry with low entry barriers
for local competitors

Total reliance on the local market

Unreliability of the legal-enforcement system in a
transition economy

Cultural shift toward the pursuit of personal
wealth and self-interest in a transition economy
Operation in an inland region characterized by a
poor educational infrastructure and a low
commitment to work and quality

Strong dependence on local resources and little
power to change the local conditions

Low confidence in technical competence and
work commitment

Strong fear of the leakage of proprietary
knowledge, fraud, and collusion

Reliance on formal control
Supplementation by social control and active
investment in trust

Higher competence after training
Greater commitment as a result of socialization

Increase in perceived trustworthiness as a result of
the locals’ compliance with controls and positive
reception of active investment in trust

An increase in trust
Relaxation of formal controls but maintenance of
controls over the access of critical resources

Low

The previously proprietary knowledge had
become common knowledge to competitors
Transfer of labor-intensive process and outdated
technology

Operation in an industry with high entry barriers
for local competitors

Heavy reliance on the foreign market
Unreliability of the legal-enforcement system in
a transition economy

Cultural shift toward the pursuit of personal
wealth and self-interest in a transition economy
Operation in a coastal region characterized by a
good educational infrastructure and a high
commitment to work and quality

Access to resources beyond the local despite
little power to change the local conditions

Strong belief in technical competence and work
commitment
Low fear of opportunistic behavior

Reliance on active investment in trust
Safeguard by formal control

Better performance confirms competence
Sacrifices confirm commitment

Increase in perceived trustworthiness as a result
of the locals’ reciprocation to active investment
in trust

An increase in trust
Maintenance of basic formal control

behavioral outcomes on the part of the local
employees, who may (or may not) behave in ways
that present evidence to the foreign managers of
the locals’ competence and commitment. The
behavioral outcomes of the locals will affect the
level of their trustworthiness in the eyes of
the foreign managers, which subsequently moder-
ates the negative effect of perceived vulnerability
on trust.

The model shows not only causal relationships,
but also development processes over time. The
cycle captured in the second part of the model
indicates that variables - including the foreign
managers’ trust in the local employees, managerial
agency and its responses, and perceived trust-
worthiness of the locals — co-evolve so that positive
trust building spirals, as observed in our cases,
are possible.
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Figure 1 Environmental conditions, perceived vulnerability,
and the development of trust: a model.

Macro-Level Antecedents of Perceived
Vulnerability

Institutional conditions. Our data clearly show that
differences in perceived vulnerability among foreign
managers reflect differences in their perception of
the institutional conditions, particularly the local
legal system, the work culture, and the education
system, which broadly match Scott’s (2008) regu-
lative, normative, and cultural-cognitive insti-
tutional pillars. The foreign managers in both cases
felt vulnerable, though to a different degree, refle-
cting a lack of confidence in the legal enforcement
system and social values in the host country to
exercise effective legal and social sanctions against
corporate crimes and abuse. The level of confidence
in the work culture and education system at
the regional level, however, differed between the
foreign managers. The regional work culture and
education system were rated much less favorably
by the foreign managers of Kunling, which was
located in a more remote region, than by their
counterparts in Hyform, which was sited in the
coastal region.

Technological conditions. The different degrees of
perceived vulnerability among foreign managers in
our cases are also related to two technological
conditions - the attractiveness of advanced pro-
prietary knowledge to local competitors, and the
need for investments in equipment and skills as
indicated in the level of technology transferred. In
the Kunling case the possession of strategically vital
proprietary knowledge and a high degree of sophis-
ticated machinery and skills transferred to the
local operation made the foreign managers wary
of corporate espionage. In contrast, the foreign
managers of Hyform did not feel vulnerable, as the
previously proprietary knowledge had become
common knowledge to competitors, and only
labor-intensive assembly based on mature techno-
logy was transferred to the local operation.

Market conditions. The level of foreign managers’
perceived vulnerability also depends on market
conditions. These include entry barriers for local
competitors who might come into the industry in
which the foreign venture is operating, and the
attractiveness of local markets compared with
export markets. In the case of Kunling, the low
level of entry barriers for local competitors, given
regional industry policy and the reliance on the
booming Chinese market, subjected the foreign
managers to greater vulnerability because local
competition for product sales, managers, and
customers was severe. In contrast, the foreign
managers of Hyform did not feel vulnerable, given
that the barriers for local competitors striving to
enter this industry were higher, and the enterprise
was set up for export to customers located outside
China.

It is important to note that the perceptions of
vulnerability among foreign managers in both
Kunling and Hyform were shaped not only by the
national legal environment, but also by the specific
regional environment, especially in relation to the
work culture, the educational system, and indus-
trial policy. As shown by the case data, the foreign
managers in Kunling, which is located inland,
perceived a higher level of vulnerability than their
counterparts in Hyform, who operated on the
coast.

The Mediating Effect of Dependence on Local
Resources

Comparing Kunling and Hyform, we find that the
impact of the environmental conditions on per-
ceived vulnerability is mediated by the firms’ level
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of dependence on local resources. Although both
companies are foreign enterprises backed up by
multinational corporate groups, Kunling was much
more dependent on the local environment than
Hyform and hence became more affected by the
local conditions. Hyform’s lower level of local
dependence is evident from its better access to legal
and market resources outside China compared with
Kunling. Local dependence and its mediating effect
can also be a function of the foreign firm’s power to
influence the local conditions. In our cases, both
firms were not in a position to change the local
conditions in their favor, but the data suggest that
this lack of power was more problematic for Kunling
than for Hyform, which contributes to explaining
their different degrees of perceived vulnerability.

The Effect of Perceived Vulnerability on Trust
Our comparative analysis shows that the level
of vulnerability perceived by foreign managers
has a negative effect on the levels of trust in the
local workforce within the foreign enterprise. In
Kunling, the foreign managers’ high level of per-
ceived vulnerability led to a low level of trust, as
manifested in their policy of refraining from hiring
local managers for most top managerial positions.
In contrast, at Hyform, the foreign managers’ low
level of vulnerability triggered a high level of trust,
as indicated by the foreign managers’ reliance on
local partners to run the operation from the outset.
We note that vulnerability is an antecedent of trust.
Specifically, we find that whether foreign managers
approach their own local partners and employees
with trust or distrust is predetermined by their
perceived vulnerability, which reflects their per-
ception of the environment. Evidently, the higher
the perceived vulnerability, the lower is the will-
ingness to trust (i.e., to accept vulnerability).
The further steps shown in our model capture
how the development of trust is still possible when
operating a foreign enterprise in an unfavorable
environment.

The Subsequent Development of Trust and
Control

The level of trust in the initial phase of each
operation subsequently shapes the agency of for-
eign managers with respect to how they use
internal management activities to compensate for
the unfavorable external conditions. Accordingly,
in the case of low trust (Kunling), formal control
was the focus while social control and active
investment in trust were supplementary. In the
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opposite case of high trust (Hyform), active invest-
ment in trust was applied with the safeguard of
formal control in the background. In the cases we
studied, specific control practices were evident
in the use of contracts and rules, and in HRM
decisions on the reliance on foreign managers
for monitoring. Specific activities that would be
evidence of active investment in trust included
the transfer of skills and practice through training
and socialization, and bonding outside work.

The next step in our model (Figure 1) concerns
the behavioral outcomes of managerial agency.
In both cases the behavioral manifestation of
enhanced competence and commitment in
response to controls and trust building activities
over time subsequently had a positive effect on the
perceived trustworthiness of the local employees.
The foreign managers came to see their local
employees much more favorably in terms of their
competence and benevolence.

Last but not least, we find that the perceived
trustworthiness of the workforce within the foreign
enterprise moderates the negative effect that per-
ceived vulnerability has on trust. Particularly in
the Kunling case, foreign managers’ trust has now
increased - although vulnerability remains un-
changed - because of the increase in the perceived
trustworthiness of the local workforce, which
renders vulnerability less problematic. Vulnerabil-
ity is an indicator of the extent to which locals can
cause a loss of company resources or harm the
firm’s competitive position. Trustworthiness is an
indicator of the extent to which locals are expected
to abstain from doing such harm although they
can. This theorizing matches the concept of trust as
the willingness to accept vulnerability without
eliminating it. The model derived also enables us
to distinguish between managerial agency aimed at
changing external conditions (environmental stra-
tegies), as shown in the literature on institutional
entrepreneurship, and interventions intended to
improve relationships within the organization
(internal strategies), as shown in our case studies.

DISCUSSION AND CONCLUSION

Theoretical Contributions

Our analysis makes several theoretical contribu-
tions to the study of multinational enterprises
in unfavorable environments. First and foremost,
it shows the centrality of the concept of per-
ceived vulnerability that links macro influences
on the management of foreign enterprises to the
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development of internal trust and control over time
at the micro level. Hence our model leads to a
revised theorization of vulnerability and trust.
In contrast to previous studies that framed vulner-
ability mainly as a consequence of trust, or as a
moderator between trust and risk-taking (e.g.,
Mayer et al.,, 1995), we have shown that in the
case of foreign firms in transition economies
perceived vulnerability is an antecedent of trust,
and it is negatively related to trust. This extends
prior findings about situational vulnerability and
trust in the military context of officer training
courses in Israel (Lapidot et al., 2007) to the theory
of international management. In addition, we have
found that the relationship between perceived
vulnerability and trust is actually amenable to
managerial agency, as the effect can be moderated
over time through the joint use of formal and social
control and active investment in trust.

Our proposed model has identified the macro-
level antecedents of perceived vulnerability and
the consequences of vulnerability for managerial
actions. As such, it enriches institutional theory
and resource dependence theory. First, it contri-
butes to a theory of international management
within the institutional perspective that envisages a
broader range of recursive linkages between purpo-
sive action and the unfavorable environments in
which multinational enterprises are operating.
Without denying the possibility that managerial
agency may enact (Boisot & Child, 1999; Henisz,
2003) or partially construct (Krug & Hendrischke,
2008; Kostova et al., 2008) the institutional envir-
onment in many other contexts, we notice that
foreign managers in our cases are either not in a
position to or do not seek to change the institu-
tional environment. As Child, Lu, and Tsai (2007)
highlight, institutional entrepreneurship in China
tends to be driven by the state rather than by other
actors. We therefore propose a less heroic manage-
rial stance that is aimed at limiting the conse-
quences of institutional conditions and focuses on
exercising agency internally. This contributes to the
search for an appropriate concept of agency in
institutional theories (see Lawrence & Suddaby,
2006) that neither overestimates nor underesti-
mates managerial agency within organizational
fields. In line with Boisot and Child (1999),
but focused on vulnerability as a key concern of
management, we find that, in adapting to environ-
mental conditions in China, managers have a
choice between trying to reduce wvulnerability
through control and trying to absorb vulnerability

by building trust. Importantly, this is not an either/
or choice but a matter of finding and adjusting a
balance between trust and control.

Our comparative study singles out an issue about
the theft of a firm’s own resources, given unfavor-
able technological and market environments,
which is currently underdeveloped in the resource
dependence theory. Our in-depth analysis confirms
that the likelihood of proprietary knowledge being
leaked has caused wariness among foreign enter-
prises, as Steensma et al. (2007) highlighted. In
addition, we found that the level of technology
transferred has a role to play in shaping perceived
vulnerability. Other than technological environ-
ments, our analysis sheds lights on the market
environments that shape the perceived vulnerabil-
ity of foreign managers. Unlike most authors on
international business, who focus on the entry
barriers to foreign enterprises in their expansion
into host economies (Chen & Hennart, 2002), we
found that it is the level of entry barriers to the
industry (in which a foreign enterprise is operating)
encountered by the local competitors that shapes
the degree of perceived vulnerability of its foreign
managers. Moreover, we argue that the level of
dependence on local markets also matters. Our
comparative study reveals a relationship between
the degree of dependence on local markets and
the level of perceived vulnerability, which is in
line with resource dependence theory (e.g., Pfeffer,
1982).

Essentially, by adopting a multilevel research
design, we are able to offer a holistic perspective
for analyzing the environmental factors underlying
managerial agency. These include the technologi-
cal, market, and institutional conditions together
with the resource dependence. They shape per-
ceived vulnerability, which leads to the use of
formal and social control over the local workforce,
which subsequently changes the behavior of the
workforce. Hence our study contributes to the
theorizing of macro-micro linkages by highlighting
vulnerability as an important intervening concept.

Moreover, we identify processes of compensating
for unfavorable external factors through internal
managerial activities in a transition economy. The
negative impact of perceived vulnerability on trust
can be moderated by combining formal and social
control with active investment in trust in a way
that matches the underlying perceived vulnerabil-
ity. First, we show how trust at different levels
triggers differentiated controls and active invest-
ment in trust (Long & Sitkin, 2006). Second, we
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empirically support the argument that control can
complement trust (Zucker, 1986). As shown by the
Kunling case, control could indirectly foster trust,
because the locals’ compliance with control helped
to increase the foreign managers’ perceptions of
their trustworthiness, which led the foreign man-
agers to trust them more over time despite their
own perceptions of vulnerability. We reinforce the
view that trust and control are not simply sub-
stitutes for each other (Long & Sitkin, 2006). Even
when trust was high or increasing in our empirical
cases, formal control was still kept in place as
a safeguard. Hence we emphasize that trust and
control often coexist and complement each other
(Mollering, 2005). Last, our study lends partial
support to the transformational models of trust
development over time (Lewicki et al., 2006). The
case of Kunling features the expected pattern of an
initially strong and gradually reduced reliance on
control as relationships mature. However, with the
case of Hyform we also find evidence that relation-
ships can start off with more relational forms of
(high) trust and relatively basic control measures.

Limitations and Future Research Directions

This study has limitations, but they can serve as
stepping stones to future research. As it is based on
just two cases, the generalizability of the theoretical
model remains to be assessed by applying it to
other cases. However, the focus on a small sample
was necessary to explore the causal and dynamic
relationships of unfavorable environments, vulner-
ability, trust, and control. The merit of using a small
sample of cases to generate theories has been
increasingly recognized in international business
studies (Kotabe et al.,, 2007) and management
studies (Edmondson & McManus, 2007; Eisenhardt,
1989).

For reasons of space, we have not spelt out in this
article all the testable propositions, but we have
clearly illustrated the relationship between vari-
ables that are implied by the arrows and boxes in
our model (Figure 1). It will be a valuable exercise
in future work to make all the empirically generated
propositions in our model explicit, to assess them
in the light of prior theory, to suggest operationa-
lizations and methods for testing them, and finally
to design and conduct a large-scale survey of
foreign firms in China and comparative studies of
firms in different emerging economies. Meanwhile,
our model in its current form holds both prelimin-
ary validity and practical value for researchers and
managers in international business.

17

Key opportunities for further research are indi-
cated by dashed arrows in our model (Figure 1),
which express possible feedback loops between
variables in our model that are not directly evident
in our data but may become relevant when much
longer time horizons or different types of enterprise
are studied (Krug & Hendrischke, 2008). The
dependence of some (large) foreign firms on the
local context may well shape the local conditions
over time, for example through investment in local
education, political lobbying, technology develop-
ment, and marketing, and through interaction with
and pressures on the legal enforcement agencies.
Changes in the local conditions that are not caused
by foreign firms specifically but by more general
transformations may also lead to a recalibration of
the variables in the model. For example, ceteris
paribus, an improvement in the local education
system should reduce the perceived vulnerability of
foreign managers.

Moreover, the double-headed dashed arrow
between institutional conditions and the perceived
trustworthiness of the local workforce within the
foreign enterprise suggests that, in the upward
direction, an improved perception of the trust-
worthiness of the local employees within an
enterprise (as a result of their behavioral change
in response to managerial agency) may spill over
and produce a more favorable view of the local
workforce and a more favorable assessment of the
local work culture and education system over time.
In the downward direction, which we can observe
to some extent in our data, the arrow in our model
shows the effect that institutional conditions give
rise to stereotypes of local workers’ trustworthiness
in general. For example, if managers think that
most of the Chinese are opportunistic, this will
create perceptual bias against their own employees.
A detailed examination of this two-way rela-
tionship might focus on whether or not foreign
managers see their own employees as exceptions
from the stereotypical view of the locals.

Finally, the feedback arrow from managerial
agency to dependence on local resources suggests
that managerial agency, through an increase in the
localization of managerial positions instead of a
continued reliance on foreign managers, may
increase the dependence on local labor markets,
which may raise the level of perceived vulnerability.
On the other hand, foreign managers’ experiential
learning from the local managers and their local
social-capital building over time may render their
dependence on local resources less problematic,
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making them feel less vulnerable. It is an interest-
ing question for further research to examine
whether experience in the foreign context lowers
or raises perceived vulnerability and, in conse-
quence, promotes or prevents trust development.
In the large-scale survey by Child and Mollering
(2003) the length of time that Hong Kong managers
had been engaged in the Chinese context had a
marginally positive effect on trust. Instead of
merely counting the years of experience, we suggest
that it is more important to qualify whether foreign
managers have had primarily positive or negative
experiences in the transition economy. Bad experi-
ences are likely to lead to a heightened sense of
vulnerability, while good experiences should be
reassuring. Our study has shown that an initially
negative cycle can be broken over time by joint
investments in trust and control.

In our study we have focused on the relationships
between foreign managers and the local workforces
that they work with on a day-to-day basis. We
have not considered very much the relationships
between the owners of foreign controlled enter-
prises. One might ask whether different forms of
ownership have an effect on the motivation of the
foreign managers and local workforces. There is a
difference in this regard between the wholly
foreign-owned Kunling and the 54% foreign own-
ership of Hyform. The distribution of ownership
has been a long-standing topic in the literature on
international joint ventures in China (Child, Yan,
& Lu, 1997), and has recently been explored in the
Chinese context in its effect on trust (Lin & Wang,
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