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ABSTRACT

Tuija Mainela (2002). Networks and social relationships in organizing international joint
ventures. Analysis of the network dynamics of a Nordic-Polish jont venture. Acia
Wasaensia No. 103, 196 p.

The present sludy concerns the organizing of international joint ventures (LJVs) over lime. This means that
the study is about the sidving by the inlernational joint venture managers for establishment of a favourable
business contexi for the firm through relationship building to other aciors in the market, No ficm is Lotally
self-sufficient but is dependent on other organizations in the market for specific resources. Therefore, it
csiablishes relationships with suppliers, customers, authorities, financiers and other erganizations. That
way il becomes embedded in a network of relationships. Through the relationship development and the
interaction in the relationships the managers enact the business of the firm, That is to say. the firm is
organized through merworking behaviour. Simulianeously, the embeddedness of the firm changes. The
concepls ol embeddedness, networking and organizing are connecied with each other in the concepiual
framework of 1he study based on the analysis of Lhe markels-as-networks approach and the research on the
role of networks in entrepreneurial processes of new veriure crealion and development.

The purpose of the present study is to increase our understanding of the dynamics and behavioural aspecis
of networks in international business. The actions of the international joiml venture managers in Lhe focal
nei changes, i.e. their networking behaviour, and the reles of social relationships in the continuous
organizing of he joimt venture and its business network are analysed. In prior research the context
dependence of Lhe inlernational joint ventures seems ofien forgonen. Scldom has the joint venture itsell
been brought into focus or the cmphasis laid on the actions of the individuals when they are organizing the
activities of 1he joint venture in the markeL As a resull we kmow quite a linle about the contexi-dependent
development of the joint ventures through individual actions. The general research question of the siudy is:
How is the business of an internationat joint veniure organized through networking behaviour when its
embeddedness is chonging over time?

The East Eurcpean iransition markels form the empirical context for the siudy, The business context of
transitional Easiern Europe has been noled to make greal demands on relationship building and, especially.
interpersonal relationships have been stated to be of significance in Eastern Europe. For empirical analysis
a Nordic-Polish joint venrure was chosen and its development was followed between years 1989 and 2000.
As a resull the study provides an analysis of the dynamics of relationships in the focal net of the Nordic-
Polish joim vemure over ils len-vear lifelime. The study provides examples of how the interpersonal
relationships of managers are intertwined with the utilization of relationships for business development and
business problem selving. The relationships were seen as characterized by four layers of inlerpersonal
refationships whose existence influences the 1ypes and roles of the relationships. What was evident was that
the joint venture managers preferred interacting in very personal relationships characlerized by personal
trust. Howaver, the managers of an East-West joinl venture seem to interact in two types of networks. In one
of them the interaction is contractually regulated and more formal and consists primarily of supplicr and
customer relationships with western counterparts and of the autherity relalionships. The other network
includes primarily the relationships with the parent companies and the Polish customers. The relationships
are characlerized by a feeling of friendship. reciprocity and mutual respect.

Tuija Mainela, Department of Marketing, University of Vaasa, P.O. Box 700, FIN-65101
Vaasa, Finland

Key words: Business networks, social relationships, international joimt ventures, case study



8 ACTA WASAENSIA
1. INTRODUCTION

“The crucial strategic consideration for the modern-day firm is not choosing the 'best’
hierarchical organizational form within the fixed boundary of the firm or choosing ‘best’
mixture of internal production‘outside purchase. Instead, the crucial consideration must
be 1o build a social and economic coniexi conducive fo spontaneous and varied
imteractions of people inside and outside the firm. The boundary separating the interior
and exterior... is not consiant but is formed and contimiously updated as a result of
interactions. ” (Imai 1989:124, quoted in Grabher 1993:7),

1.1 Research area of the study

During the last couple of decades the intenational business environment has changed its
nature as more and more global, creating new opportunities as well as making the success
and even survival of a firm more difficult. At the same time the tightening competition and
the accelerating speed of technological development have made interfirm cooperation more
and more attractive to firms. Even the big multinational companies (MINCs) may consider
entering a new market too risky to do it alone and see the establishment of a cooperative
relationship” with another firm as feasible (see e.g. Mattsson 2000). For smaller firms
cooperation with others is likely to be almost a necessity or at least very beneficial when
striving for a share in a foreign market (see e.g. Neergaard 1998). As a result, an
international joint venture is often established.

International jeint ventures (IJVs) are among the most prominent modes of today's
international business (Zeira and Newburry 1999). Yet, international joint ventures have
been reported to have high failure rates {e.g. Harrigan 1988, Reuer 1998). The combination
of shared ownership across national borders, relationship institutionalization and formal
independence of joint ventures result in great task and organizational complexity (Killing
1988) that makes an international joini venture a demanding way to organize a business.
Joint venture is commonly seen as an entry mode to foreign markets, as a mode of interfirm
cooperation and as a strategic weapon in global competition (Hellman, Hovi and Nieminen
1993:14-15). If in the establishment of an international joint venture its founders acquire
expertise in products, process, market and/or technology, the resulis are expected beyond
one year, and the joint venture is considered as a new market entrant by its competitors and
as a new source of supply by its potential customers it could also be seen as a new venture
(Gartner 1985). Here, in the establishment of an international joint venture is seen created a
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new business venture that strives to establish a favourable position in its markets of
operation.

That position the joint venture cannot achieve alone but it is dependent on other aciors in
the market to which it needs to establish relationships. Long-term relationships beiween
firms can even be seen as a typical characteristic of industrial markets (Johanson and
Mattsson 1987). Also individuals tend to seek for partnership and social companionship
and, thus, create friendship relationships and interpersonal contacts. These actions make
firms and individuals engage in relationships which are the basis for various kinds of
nerwork structures. An equity joint venture is already by definition a sum of contributions
of at least two separate firms {e.g. Pfeffer and Novak 1976, Killing 1982). Thus, there
exists a triad from the very beginning. Ahough having the parent relationships to support
it, also an international joint venture needs to be in contact with other actors in the market
1o obtain resources and create markets (Johanson 1999:228). Often relationships to actors,
such as governments, municipal officials, or even competitors are vital to make the business
successful (Térnroos and Nieminen 1999}, This way it becomes embedded in a network of
relationships that greatly influences its development over tme.

The development of a joint venture is usually described as a process that develops through
consecutive, although overlapping, stages. For example, Parkhe (1996) presented a fine-
grained perspective with thirteen steps on the life cycle of the international joint ventures.
The process begins from internal analyses and goes through, for example, partner scanning,
negotiations, implementation and learning with either success or failure as an outcome. Yet,
the lines between the various stages are vague and the selection of the most imponant ones
is difficult. Ring and Van de Ven (1994) argued the development of interorganizational
relationships 1o be a cyclical process. The relationships develop as a sequence of cycles
consisting of repeated negotiation, commitment, assessment and execution, The major
problem in both the stages approach and cyclical process is that they concentrate on what
happens in and between the parent companies. In the present study the development process
is named as the organizing of the international joint venture. The organizing concept takes
into accoumt that business takes place in relationship networks, which are constantly
changing (Hékansson and Snehota 1995:10). The changes lead to incessant organizing of
the joint venture’s business as new relationships are built, old decay or existing relationships
change their character, Organizing, as well, emphasizes the role of individuals in
organizational developments (Weick 1979:68): “The human actor does not react ro an
environmen, he enacis it. It is this enacted environment, and nothing else, that is worked
upon by the processes of organizing”.
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Organizing takes place through networking by individuals (Johannisson 1988; Hikansson
and Snehota 1995:4). Individuals acting in the business relationships take actions to change
the positions of the companies as more favourable and create social organizations (Melin
1989), Through relationship-building individuals create access and connect resources and
activities for the firm as well as change their personal positions and get support for their
personal aims. In networks changes also take place which are not intentionally created but
which siill need to be reacted to0. The actions of individuals related 1o relationship building
and maintenance are networking behaviour.

To follow the development of the joint venture in a nerwork context and through actions of
the individuals some boundaries to the network need to be set. The focal net viewpoint
(Salmi 1995) on relationship nerworks provides the possibility of setting any chosen
organization in the centre of the nerwork and looking at the others from its viewpoint. The
focal net consists of the relalionships perceived as relevant by the persons representing the
focal firm. In the present study the relationship networks are examined from the standpoint
of the joint venture, and the perceptions of the international joint venture managers are used
1o construct the focal net.

1.2 Purpose and research questions of the study

The overall purpose of the present study is to increase the understanding of the dynamics
and behavioural aspects of networks in international business by analysing the organizing
processes of an international joint venture in a turbulent context, The networking behaviour
of the IIV-managers and the roles of the social relationships in the development of the ITV’s
focal net are analysed. The general research question of the present study is:

How Is the business of an international joint venture organized through networking

behaviour, when its embeddedness is changing over time?

This leads to three more specific research questions;

a) How and why does the embeddedness of an international joint venture in its
network context change in the course of time?

b} Through what kinds of action is the focal net of the international joint venture
organized?

c) In what kinds of situations and how do the interpersonal relationships of the
managers influence the organizing of the business network of an international joint
venture in the East Evuropean transition markets?
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The above questions are both theoretical and empirical in nature. The answers are sought,
first, through the development of the theoretical framework and the analysis of the key
concepts of the study. Then the concepts are given meaning in the specific empirical setting
of this study. The changes in the business network of the joint venture are covered through
the analysis of the concept of embeddedness, and stability and change in networks. In the
empirical part various change forces are defined and an analysis is conducted of the changes
in the focal net relationships in a Nordic-Polish joint venture case. To answer the second
question the concepts of organizing and networking are analysed and the actions of the
managers in the focal net changes of the Nordic-Polish joint venture are empirically
examined. The concepts of embeddedness, networking and organizing as such can be seen
lo pinpoint the social side of business networks but there is quite little empirical research on
the role of the interpersonal relationships in business networks. Therefore, the third
question is primarily empirical in nature and aims to go beyond the notion of the mere
importance of social relationships by means of thorough empirical inquiry in a single case
study. The specific features of the Polish transition markets of the 1990s, which form the
context of the development of the Nordic-Polish jeint venture under study, are expected 1o
make this side particularly transparent. From the practical managerial viewpoint the main
question of the study is; How can various relationships be utilized to successfully manage
the evolution of an international joint venture?

| Embeddedness, | ! Embeddedness,

L P,

T Networking
Change forces
T ! T, .
Time™

1Ay = joint venture, the focal actor —_— = country border
P,. P. = parenl companies E— = existing/new relationship
00 = organizations in the focal net ~ —-—-—"- = changed relationship
T.T = lime points analysed e = forces beneath Lhe change

Figure 1. Ilustration of the basic research setting of the study.
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The basic research setting of the study is illustrated in Figure 1. The focal actor is an
international joint venture that has relationships with other organizations both in its local
markets of operation and in the international markets. The nature and roles of the
relationships define its embeddedness in the context. Along the development of the joint
venture it is confronted by various kinds of change forces that may initiate change in its
relationship network. The managers of the company take aclion with respect to the
relationship network, i.e. conduct networking as a response to these change forces in order
to successfully organize the business of the joint venture. That way the embeddedness of the
joint venture changes constantly over time. The present study explores both the changes in
the embeddedness and beneath them lying networking of the managers.

1.3 Scope and limitations of the study

The basic conceptual lens of the present study is the “markets-as-networks™ approach (see
e.g. Hammarkvist, Hakansson and Mattsson 1982; Ford 1997). The choice is due to the
interest in the connectedness and dynamics of business relationships (Easton and Araujo
1994). This approach has rarely been used in international joint venture research where the
most commonly used theoretical approaches have been the transaction cost approach, the
strategy-structure approach and organization theories. This choice of the present approach
means that the specific features of joint ventures as governance structures are not covered
in the study. Also the relation of the joint venture to the parent company’s strategies or
other organizational arrangements is covered only to the extent that it is reflected in the
organizing pracesses of the joint venture. The most studied ITV-issues (Parkhe 1993) - ie.
the motives of the parents, the selection of the partner and the determinants of the parental
control and conflict — are examined only to the extent that they are reflected in the focal net
changes of the joint venture along its devetopment. The fourth area, which has received a
considerable amount of research interest, is the performance and the stability of the joint
ventures related to it. This area is slightly touched upon in the present study as every
industrial firm and every manager is seen 1o aim at stabilizing the business at least to some
extent through relationship building, The choice of the theoretical approach is thoroughly
justified in Chapters 2 and 3,

The primary interest of the study 1s in the dynamics and behavioural aspects of nerworks.
The structural changes are followed at the focal net level, but the primary interest is in
examining the mechanisms underlying these changes and not in the analysis of the structures
per se. Therefore, attention is not drawn to the size, density or range of a network
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(Monsted 1993; Anderson, Havila, Andersen and Halinen 1998}, This kind of structural
research is static in nature and can’t capture the dynamic interplay between the firm and its
context nor the actions of individuals.

With respect to the behavioural aspects of networks the present study is especially
interested in the role of the social, interpersonal relationships in the organizing of the
business network. It means that the business relationships are seen as webs of interactive
relationships berween individuals in the companies involved (Hakansson and Snehota 1989),
and this level of analysis is used parallel to the organizational relationship analysis, To
capture the nature and the role of the individual-level relationships and nerworking actions,
the markets-as-networks approach is complemented with the social network research in
entrepreneurship (e.g. Johannisson 1988, Larson 1992). This network research is especially
focused on the interpersonal networks and networking in the emergence of new ventures.
However, the study does not cover all the interpersonal relationships between the
individuals in the focal net companies. A choice has been made to concentrate only on the
viewpoint of the managers and in the empirical study only the managers of the joint venture
have been asked to tell about the relationships in the business network. Without doubt there
exist relationships also between the other employees of the companies. In the present study
they are covered only through the references made by the interviewed maragers. This
means that the study provides only a partial view of the interpersonal relationships in the
joint venture’s business network. This delimitation can be partly justified by the viewpoint
that the organizing of the business is, in the end, a result of the managerial-level action. The
managers can also be expected to have the best insight into the various events in the overall
development of the joint venture.

The present study strives for a deep understanding and interpretation of the subject
phenomenon in a specific setting. The East European transition markets form the empirical
context for studying the development of an international joint venture. For empirical
analysis a Nordic-Polish joint venture established in Poland in 1950 is chosen. The
development process of the joint venture is followed from its initiation in 1989 until the year
2000. The study is contextual and processual in nature (Pettigrew 1997) and uses the
critical event technique (Hedaa and Témroos 1997) to define the incidents included in the
analysis, In the methodological choices the study combines case study as the main research
strategy with qualitative and abductive approaches in data collection and analysis.
Interviews with the Nordic and Polish managers form the main source of data through
which the events in the development process are constructed. A single case study as the
empirical strategy inevitably influences the generalizability of the study results. Yet, this
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choice of research strategy as such means that this is not a hypothesis-testing study aiming
at statistical generalization. Instead it strives for analytical generalizations to theoretical
propositions by applying and giving meaning to the theoretical constructs in a specific
empirical setting (see Yin 1989; Easton 1995). The aim is to discover the ways of acting of
the contingent causal powers inherent in the nature of the things and events concerned
{Easton 1995}, This way the study can increase understanding of the complex phenomenon
under study and provide knowledge of the reality underlying the set of events dealt with.
The research methodology is discussed in detail in Chapter 5.

Moreover, the business context of transitional East Europe has been noted to make great
demands on relationship building and the business networks are expected to have some
special features in that context (Témroos and Nieminen 1999). Especially the lack, or
emerging nature, of institutions in the transition economies creates a need to reduce
uncertainty and manage the ambiguities through nerworking (Johannisson 19935, Salmi
1995; Johanson and Johanson 1999), Particularly, interpersonal relationships are expected
1o be of great significance in Eastern Europe (Salmi and Bickman 1999; Térroos and
Nieminen 1999), Because of this the relationship building and the roles of social
relationships are likely to be especially transparent and explicit in this context. As a result,
the findings of the present study are both contingent on the specific context but can, as well,
aid the understanding of the organizing processes also in other contexts in which the
networking and the roles of social relationships may be more hidden.

1.4 Key concepts of the study

The key concepts of the study are defined below. Further discussion of the concepts and
their definitions is presented in the theoretical Chapters 2, 3 and 4 of the study.

Network

In the present study a network is seen as a governance structure between markets and
fuerarchies. The network consists of interorganizational relationships between customers
and suppliers and other actors, such as financiers, research institutes and public
administration. Related to this markets-as-networks concept is the industrial network
model, which describes actors, resources and activities as separate, although strongly
interretated, networks (see further discussion on p. 47). Here the concept of industrial
network is used to refer to the network of actor relationships through which the actors
coordinate the resources and activities of the production system.
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Focal net

A focal net is a concept that widens the boundaries of the network of interorganizational
relationships from a dyad and direct relationships, but also delimits the network as smaller
than the whole network, A focal net includes both the direct and indirect relationships
which are perceived as relevant by the persons representing the chosen focal firm, Thus, it
also emphasizes the role of individuals as the constructors of the field of activiiies of the
firm. In the present study the focal net is made up of the organizations and relavionships
which the joint venture managers see as having influenced the development of its business.

Joint venture

In this study the focus is on intemnational equity joint ventures. They are defined as formal
cooperative arrangements, concretized in the formation of a new business unit between two
or more legally independent organizations. These organizations, i.e. the parent companies,
are of different nationalities and have pooled resources and shared risks in this jointly
owned business entity to achieve some common goal.

Social relationship

The concept of social relationship brings to the fore the interpersonal level of analysis.
Social relationships are person-level ties between individuals. Organizational behaviour is
always a result of the actions of the individuals representing the organizations. Therefore,
the interorganizational relationships in the focal net of an international joint venture are here
analysed through the analysis of the type of the interpersonal relationships berween the joint
venture managers and the people with whom they interact in business-related issues.

Dynamics

By dynamics is, in the present study, meant the changes that take place over time in the
focal net. The changes may be induced by incidents internal to the focal fim, in its
relationship network or in the wider environment, The changes analysed in the present study
are seen in the number or nature of the relationships in the focal net of the joint venture.

Organizing

Organizing is the concept used to describe the development process of the joint venture.
Organizing sets the development in the context formed by interorganizational relationships
but also emphasizes the enactment of the individuals. An organizing process is defined as
the configuration and collective definition of the nature and roles of the relationships as a
result of interactions in the nevwork of relationships.
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Networking

By nerworking is meant the actions of the individuals in relationship building, maintenance
and disruption. The networking is in the present study seen as the activity of the joint
venture managers who through conscious actions try to coordinate resources and aclivities
and position the joint venture favourably in the market,

Embeddedness

Every organization is dependent on other organizations in the marker. This dependence
makes organizations build relationships with each other. This way they become embedded
in a context consisting of interorganizational relationships of varous kinds. The
embeddedness blurs the boundaries of the organizations because operations in one
organization are dependent on the operations in others, In the present study the
characteristics of the relationships and the roles of them in the operations of the joint
venture are seen to define the type of embeddedness, which can be, for example,
technological, political, market or social in nature.

1.5 Theoretical positioning and contribution of the study

As was mentioned above, the majonity of the previous research on international joint
ventures has focused on the parent motives, partner selection, parental conflict/control, and
performance measurement (Parkhe 1993). Much less we seem to know about the actual
implememtation and management, and the development processes of these business units
{Wathne, Roos and von Krogh 1996, Spekman, Forbes, Isabella and MacAvoy 1998). The
present study shares the interest of the ITV-process researchers (e.g. Woodside and Pitts
1996; Kemp and Ghauri 1998; Bitchel 2001; Hyder and Ghauri 2000} in the determinants of
the joint venture's development over time. However, the concentration of the above studies
100 on the parent relationship means that they take a very partial view of the development
of the new venture itself. Especially equity joint ventures have independent management
organs and as Lorange and Probst (1987) stated: “an organization must adapt and evolve
on its own 1o meel the new environmental circumsiances”. This brings forth two imporrant
aspects of the development of the international joint ventures: the context dependence of
the joint venture’s development and the focal role of the joint venture itself.

In the present study it 1s suggested that the above aspects can be best covered through use
of the network approach 1o examine the development of the joint venture. In the network
approach used, the markets-as-networks approach (e.g. Hammarkvist et al. 1982) is
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combined with the social networks of entrepreneurship research (see e.g. Johannisson
1988). In the network research tradition the present smdy is positioned among the studies
of dynamics and behavioural aspects of networks. Networks are commonly seen as dynamic
and constantly changing. These change processes have been analysed in different contexts
by e.g. Liljegren (1988), Hikansson and Snehota (1995), Salmi (1995), Halinen (1997),
Gadde and Mattsson (1998) and Johanson (2001). However, as Halinen and Témroos
(1998) note on the whole quite few attempts have been made to describe and explain the
dynamics of business nerworks.

When the dynamics of networks has been studied, the changes in the embeddedness of firms
have aroused research interest. Two major contributions lie behind these studies on
embeddedness; The idea of the strength of weak ties by Granovetter (1973} and the notion
of the importance of structural holes by Burt (1992). Andersson (2001) divided
embeddedness into structural and relational. Structural analysis is primarily concerned with
the question whether there is or is not a relationship between certain actors (Nahapiet and
Ghoshal 1998) and describes the impersonal configuration of linkages between people or
units. The emphasis is on how densely the actors in the network are connected with each
other (Andersson 2001). Tt shifts the level of analysis from a dyad or triad to the system
level and looks at the informational role of an organization’s position beyond immediate
relationships.

The structural embeddedness of firms is only of secondary importance to the present study.
The present study is primarily interested in the behavioural patterns behind the focal net
dynamics. The behavioural analysis of nerwork dynamics deals especially with questions of
what kind of relationship exists and how it is utilized (Nahapiet and Ghoshal 1998). Thus,
on one hand, it looks at the relational embeddedness, i.c. the depth and intensity of
interaction in the relationships {Andersson 2001). On the other hand, it looks at how change
comes about within the network structures, As Anderson and her colleagues (1998) stated
about that we seem 1o know very little.

Interest in the behavioural side of networks is related to the individual level of analysis.
Organizational developments are inevitably related to the behaviour of the managers over
time, i.e. the individual-level actions in temporal contexts (Easton and Araujo 1994). Thus,
the study shares the viewpoint of Liljegren (1988:106) that the interaction patterns of
individuals and norms as indicarions of expected behaviour at the individual level can be
seen to influence the organizational structures, strategies and routines. Like Liljegren
(1988) the present study looks for an explanation for organizational changes in the type of
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individual-level relationships and managerial behaviour. In the development of any business
unit a critical issue is seen to be the social nature of all actions (see e.g. Ring and Van de
Ven 1994; Ghoshal, Bartlett and Moran 1999). With respect to the international join:
ventures the behavioural and social side of developments seems to be a neglected area of
research (see criticism e.g. in Parkhe 1993; Ring and Van de Ven 1994). For example,
Spekman et al. (1998:748) claim that “litdle is kmown about the managerial requirements of
the different life cycle stages through which alliances pass” and “t00 little attention is
given to the alliance manager as a central figure in determining the success failure of an
alliance”. Thus, the prior research on joint ventures often leaves out of consideration that
all economuc actions are embedded in relationships between individuals (Granovetter 1985).

Nerwork research has always acknowledged the social dimension of the relationships,
although economic and technological aspects dominate network research too. The social
relationships bring forth especially the person-level interaction required, e.g., to form a
channel for business dealings, to transfer technological skills and create power structures
(Halinen and Tomroos 1998). This means that social interaction often underlies the
organizational market, technological and political interactions (see also Easton and Araujo
1994). For example, Uzzi (1997) studied the properties of the social relationships and how
they are related to information transfer and problem solving in the business network.
Recently, Araujo, Bowey and Easton (1998) have concentrated especially on the actor
bonds and interests with an aim to explore in more detail the interpretation and dynamics of
social structures and economic activity. Sirnilarly, Salmi and Backman (1999), Axelsson and
Angdahl (2000) and Ayviri and Méller (2000) have pointed to the social side of business
networks and the actions of managers in the utilization of their social networks for business
purposes. Halinen and Salmi (2001) have given the social relationships basic and special
functions in business relationships and emphasized both their positive and possibly negative
influences. These studies, thus, share the pimary focus of the present siudy.

The research on interaction and networks in the East European transitionary context is on
the whole quite limited (see Témroos and Nieminen 1999:3). However, especially the
business relationships between Nordic firms and the firms of Russia and the Baltic States
have attracted considerable research interest (see e.g. Ghauri and Henrikssen 1994, Salmi
1995; Ghaun and Holstius 1996; Biackman 1997; Nieminen and Térmroos 1997, Johanson
2001). Bridgewater’s (1999) research on market entries of four MNCs into the Ukrainian
market is one of the few applications of the network approach to other former USSR
countries. Her use of the MNC viewpoint and interest only in the early entry behaviour
differentiates it from the present study. Especially the dissertations by Salmi (1995) and
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Johanson (2001) are closely related to the present study in their search for strategies to
cope with the changes during the transition process. Salmi (1993) focused on the influence
of the transition process in Russia and the Bahic States on the Finnish firms’ operations but
Johanson (2001) adopted a very similar approach 1o the present study when locking at the
relationship netwaork of the local Russian company.

The theoretical contribution of the present study arises from uvsing the viewpoint of an
international joint venture and focusing on the actions of the managers in the continuous
organizing of the cooperative business unit. Firstly, joint ventures are usually analysed from
the viewpoint of one of the parents {see Osland and Cavusgil 1998). Joint ventures have
their basis in the relationships between the parents but they also differ from other kinds of
business relationships as the focal relationship is explicitly and extensively concretized in the
creation of an independent business unit. Like all business ventures a joint venture is also
dependent on its ability to mobilize and utilize the other actors’ resources, most of all the
parents but also others. Secondly, the social aspects have often been given only a secondary
role both in the interfirm cooperation and in joint venture research. Seldom have the social
relationships been given direct business functions in network research, although their
importance has been recognized. Therefore, we know quite a little about this social side of
business relationships.

Yan and Zeng {1999) considered as the real practical value of ITV-research to rest on
providing managers with insights regarding how to manage the joint ventures evolution,
Research should be able to advise on issues like how to reconfigure the joint venture
structures and take adaptive action over time to strengthen its performance and prevent
premature death. In the present study it is seen that currently there is above all a lack of
understanding of how various relationships can be utilized and what kinds of actions are
feasible to successfully manage the development of an international joint venture. This kind
of understanding is suggested to be best reached by setting the joint venture itself in focus,
analysing the joint venture longitudinally as a context-dependent, new business venture and
examining the organizing processes of the joint ventures in relationship networks at the
level of individual actions. This way the joint venture’s capability 10 mobilize and coordinate
the scarce resources and activities of other actors in the network {see Mébller and Halinen
1999) can be discovered, which should be of managerial interest,

In sum, the present study contributes to our knowledge of the relational and social
determinants of the long-term development of international joint ventures. This is done by
looking particularly at the actions of managers and the role of the interpersonal relationships
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in the dynamics of the business nerworks of international joint ventures, The types of the
change forces, which lead to changing focal net embeddedness of an 1TV, are defined and
the behaviour of the managers in relationship building and use is analysed. Certain types of
relationships are expected to be more appropriate to certain activities and the achievement
of certain goals. Moreover, the study considers whether some relationships need to be
developed through specific actions and whether the type of personal interaction can
influence the utility of the relationships, If this is the case the research findings could advise
managers to develop and rely on different kinds of relationships in differen: situations.

1.6 Qutline of the study

The first chapter of this study is an introduction to the research, Above, the aspects of the
subject phenomenon which have been considered as central in this study were briefly
discussed. Then the objectives of the study, its scope and limitations, and the key concepts
were presented. Then the study was positioned within the research formerly conducted in
the nerwork research tradition and within the prior international joint venture research. The
contribution of the study was introduced, as well. These elements can be seen to form the
problem setting of the study (see Figure 2).

PROBLEM THEORETICAL RESEARCH EMPIRICAL CONCLUSIONS
SETTING SETTING METHOD ANALYSIS IMPLICATIONS
I
Chapter 2:
Approaches to Vs
Chapier 6;
Organizing ITvs ; 4
Chapter 1: Chapler 3: En Chapter 3: in Lransition markeis Chapter 8:
Introduc- M| Newwork approaches Methodolo- W B | Conclusions
ton inlo business relationdE | gical choices§ | | Chapter 7: and implications
Case study on the ;
Chapter 4: organizing of an 1TV
Trmamics of relations ;

in business networks

!

Figure 2. Structure of the snudy.
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Because this study concerns international joint ventures, previous research on LIVs is
selectively reviewed and analysed from the viewpoint of the present study in Chapter 2.
Since in this study a theoretical approach thar is uncommon in IJV-research has been
chosen, the deficiencies in previous research as the primary theoretical basis of the present
study are pointed out. In Chapter 3 the main elements and ideas of the markets as networks
and entrepreneurial network approaches are presented, They have been selected as the basis
of the conceptual framework and represent the angle from which the subject phenomenon is
approached. The present study aims at contributing particularly to the knowledge of the
dynamics and behavioural aspects of business netwaorks. In Chapter 4 the network concepts
seen as the most appropriate ones for analysing network dynamics and behaviour of
individuals are thoroughly analysed. On the basis of the theoretical analysis, a tentative
theoretical framework is constructed for empirical study of the organizing of the ITVs in
transition markets.

Chapter 5 provides a bridge between the problem setting, theoretical setting and empirical
setting of the study. In this chapter the methodological decisions which have directed the
research process are discussed, First, the aspects of the research strategy are explained and
then the actual procedures of the case selection, methods of data collection and data
analysis are presented, The chapter ends with considerations regarding the quality of the
study.

In Chapter 6 the specific comext of the study, the transinonary East European market, is
discussed. The specific features of joint ventures and relationship networks in this context
are exarnined based on the findings of previous research. Chapter 7 presents the empirical
study of a Nordic-Polish joint venture and its organizing processes over the time period
from 1989 to 2000. In the final section of the chapter the empirical results of the study are
discussed in relation 1o the findings of previous research, Chapter 8 concludes the study by
summarizing it and discussing its main findings from both theoretical and managerial
viewpoints. Finally, suggestions for further research are presented.
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2. APPROACHES TO INTERNATIONAL JOINT VENTURES

Despite their popularity in today’s business internationat joint ventures have proved difficult
to manage and their development seems hardly predictable. Previous research on
international joint ventures has especially seemed unable to advise managers in leading their
ventures towards successful long-term development (see e.g. Yan and Zeng 1999). In the
present study two specific issues are seen as the key questions to understanding the
development of international joint ventures are seen rwo specific issues: the dependence of
the joint ventures on a network of external relationships, wider than only the parent
relationships, and the nature of the social, person-level interaction between the individuals
in the focal net organizations. In this chapter the research on joint ventures is analysed from
the viewpoint of the above key questions. As a result a new avenue for research is
suggested. There is seen to be a need to set the joint venture itself as the focal actor in a
network of relationships to multiple other actors whose importance vares along its
development. This research sees an international joint venture as a mew venture whose
operations need to be organized through relationship building and considers the social
embeddedness of the joint venture as a critical issue in the joint venture’s development. This
approach avoids the prevailing overemphasis on parent relationship(s), and seeing the joint
venture only as one subsidiary among athers.

2.1 International joint ventures as research ohjects

Mzking a coherent analysis of previous research on joint ventures is complicated, first of all,
by the fact that the concept of joint venture is ambiguous. Joint ventures are often discussed
in terms of strategic alliance or interorganizational relationship, which prior researchers
have used to refer to many other kinds of dyadic or nerwork-like arrangements berween
organizations as well. Wide definitions are common, like “interorganizational relationships
are relatively enduring transactions, flows and linkages that occur among or between an
organization and one or more organizations in its emvironment” used by Oliver (1990;
241). Borys and Jemison (1989) paralleled joint ventures with acquisitions, licensing and
R&D partnerships as hybrid forms of organization. Recently some researchers have seen it
as important to specify the differences between various types and e.g Zeira and Newburry
(1999} compared the international joint venture and acquisition processes to each other.

The view of the present study is consistent with the definition of an international joint
venture proposed by Shenkar and Zeira (1987:547): “An IJV is a separate legal
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organizational entity representing the parrial holdings of two or more parent firms, in
which headquariers of at least one is located outside the country of operation of the joint
venture. This entity is subject to joimt control of its parent firms, each of which Is
economically and legally independent of the other.” Moreover, joint ventures can be either
contractual or equity joint ventures. Here the interest is on the latter ones. In the
establishment of an equity international joint venture a new venture is created, which needs
to be positioned in its markets of operation and whose activities are continuously organized
as a response to various change forces, In an equity joint venture are also emphasized both
the legal independence of a joint venture and its paniial dependence on the parents for e.g,
capital, raw materials, know-how or political support.

For the analytic purposes of the present study a simple two-by-two matrix illustrating the
basic research approaches of international joint venture research can be constructed (see
Figure 3). On one axis there is the role that has been given to the joint venture as a business
unit. Here it is suggested that the joint venture is seen either primarily as a subsidiary of
larger firms (often MNCs) or as a new venture having a more independent role in the
market. On the other axis is the viewpoint to the international joint ventures used in the
research, which is either that of the parent companies or that of the joint venture itself. The
first type concentrates on the action the parents take and on how they use the joint venture.
The latter type of research sees the joint venture as the focal actor, whose activities are of
major interest to analyse.

Raole of the IJV

Subsidiary New venture
Cell 1 Cell 2
Parent’s INTERFIRM ENTRY MODE
COOPERATION STRATEGIC WEAPON
Viewpoint
to the 1JV
Cell 3 Cell 4
IJVs PROFIT CENTRE CONTEXT-DEPENDENT
(SBL) SOCIAL ENTITY

Figure 3. Alternative approaches to international joint ventures (LJVs).

For describing the complex reality of international joint ventures the above classification is
definitely too straightforward. In practice, an international joint venture often combines



24 ACTA WASAENSIA

entry mode, interfirm cooperation, profit centre and emerging new venture considerations.
An international joint venture may be seen as the most appropriate entry mode for a foreign
firm especially because of the cooperative benefits achieved through learning and technical
or other development in the cooperative relationship. This same joint venture may also be
evaluated as a separate profit centre for the parent companies. Besides, it is inevitably
confronted by the challenges of any new venture when it needs to be positioned in its
markets of operation by the managers in charge. However, in research this complexity
needs to be somehow simplified and the above matrix is suggested to illustrate how the
previous researchers have done it by taking specific viewpoints to the phenomenon, Other
kinds of classifications of joint venture research concentrating on the substance or the
primary concepts of the studies can be found in e.g. Parkhe (1993), Spekman et al. (1998)
and Yan and Zeng {1999).

2.2 1JVs as a form of interfirm cooperation

Cell 1 of the matrix can be seen as to a great extent filled with the general studies on
interfirm cooperation and strategic alliances of which joint venture is one type (e.g. Devlin
and Bleackley 1988, Oliver 1990; Lorange and Roos 1992; Ring and Van de Ven 1994).
They give explanations for joint ventures derived from organizational theory and stress
cooperative motivations (Kogut 1988). Often this research on joint ventures emphasizes the
long-term advantages to the parents resulting from learning (see e.g. Hamel 1991). The
learning-based motives for joint ventures include the creation of new products, acquisition
of new technologies and exchange of distinctive managerial skills in a shared organizationat
entity (Anderson 1990). Research on technology transfer via joint ventures also fits this
corner because of, especially, emphasizing the cooperative aspects of interfirm relationships
(see e.g. Farhang 1994; Lan 1996). Joint ventures are noted as one of the principal and
most effective modes of international interfirm relationships aiming at transfer of technical
and other resources on a continuing basis {Contractor 1990).

Interfirm cooperation studies emphasize the complexity and inherent instability of joint
ventures as business units because of the multiparent situation. The analysis is often based
on the notion of resource dependencies between firms, and the joint venture is seen as the
concretization of the dependence relationship between the parents (see e.g. Van de Ven and
Walker 1984). As the initiators of the relationships the swdies emphasize the resource
dependence and knowledge acquisition motives for cooperation and call attention to the
likelihood of changes in the dependencies as a result of the interactions between the parents
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(e.g. Inkpen and Beamish 1997). Kemp and Ghauri (1998} note that symmetry in the
dependence between the parents is especially important for satisfaction in the joint venture
relationship. The dynamics are the result of changes in the dependence of the parents on
each other and of learning.

This research stream has also aimed at capturing the development processes in international
joint venture relationships (e.g. Kogur 1988; Woodside and Pitts 1996, Kemp and Ghauri
1998; Hyder and Ghauri 2000; Biichel 2001). Most often the development of an interfirm
relationship is described as a sequential process (e.g. Ford 1980; Dwyer, Schurr and Oh
1987; Devlin and Bleackley 1988, Lorange and Roos 1992) that develops through
consecutive, but overlapping, stages (cf. cyclical process in Ring and Van de Ven 1994,
Biiche! 2001). The earlier development process studies tended to concentrate only on the
organizational level but recently also individual level issues have been paid attention 1o (e.g.
Arino and Torre 1998; Biichel 2001). Thus, the second important feature in the
development processes is the double structure of the formal organizational developments
and the informal individual interactions (Ring and Van de Ven 1994, cf. Dwyer et al. 1987).

In the development studies a cooperative relationship is taken into consideration when both
partners see the interaction with the other resulting in benefits. The best chances for success
have been proposed for relationships that represent product-market opportunity for both
firms (Woodside and Pitts 1996:5). Partner selection is considered as one of the most
important phases in interfirm relationship development (e.g. Bronder and Pritzl 1992). Yet,
in international joint ventures well-argued decision is often hindered by lack of earlier
experience and distance between the partners situated in different countries. An often
mentioned prerequisite for an effective relationship is a fit between the parent companies
{Thunman 1988:54; Bronder and Pritzt 1992; Lorange and Roos 1992:30). Fundamental fit
is achieved when the partners are complementary with regard to products, activities,
resources and expertise whereas even more important strategic fit needs compatibility of
strategic goals, In implementation operating fit is tested, which refers to the actual means by
which the obligations of the contract are carried out. Some misfit is inevitable in
international joint ventures because they include parents with different backgrounds and the
basic reason for joint ventures is reciprocal strengths and complementary resources (Parkhe
1991). Especially sharp differences in the cultural and political bases and firm-specific
characteristics are likely to lead to conflicts in the relationship (Parkhe 1995). In conflict
resolution the personal relationships between the parent company executives has been noted
as an important mediating variable (Biichel 2001). In all, the development of a cooperative
interfirm relationship is described as a stow, incremenral and dynamic process between the
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parents built on exchanges, individual actions and interpretations, which shape the
relationship (Van de Ven and Walker 1984; Ring and Van de Ven 1994).

Overall, the development process studies are mainly concentrated on parental relationship
development. With respect to the context-dependence of the international joint ventures
almost only in international technology transfer research the general and relational
environments are commonly considered as main elements influencing the joint venture’s
development. Special attention is often paid to cultural differences (¢.g. Kedia and Bhagat
1988; Farhang 1994), which have been seen as critical determinants of joint venture
management e.g, in Chinese-Western joint ventures (e.g. Sharma and Wallstrém-Pan 1957).
Of the other actors in the market especially in relationships between industrialized and either
developing or former secialist countries the governments are seen to have great impact on
the developments (e.g. Farhang 1994; Woodside and Pitts 1996; Nieminen and Tormnroos
1997). Arino and Torre (1998) emphasize external changes in environmental conditions or
in strategic context as possible initiators of re-evaluation of the joint venture relationships.
Hyder and Ghauri (2000) include in their model also the network formation, which
emphasizes the connectedness of firms to other actors in the market. However, also their
focus is on the parent relationship, and the continuous organizing of the joint venture itself
through its local and international relationships is not analysed. The interpersonal level of
analysis has, especially in theory, been emphasized aithough the empirical analyses are
conducted primarily at the firm level,

2.3 1JVs as entry modes and strategic weapons

In cell 2 of the matrix is research that has seen international joint ventures primarily as entry
modes to new foreign markets. The joint venture is looked at from the viewpoint of the
parent(s), usually the foreign one, and the emphasis is on the antecedents of foreign market
entry, e.g. motives for joint venture establishment and partner selection. The entry mode
choice is usually approached from the transaction cost perspective with a view 1o comparing
alternative governance structures, and the increasing efficiency of the global markets is seen
to favour cooperative and contractual forms of entry (e.g. Contractor 1990; Contractor and
Kundu 1998; Taylor, Zou and Osland 1998).

Especially, Hennart (1988) has concentrated on the transaction costs explanations for joint
ventures. Then it is emphasized that a joint venture is a special way of organizing business
activities in a specific market: it is a hybrid form of organization between pure market and
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hierarchy {(e.g. Hellman et al. 1993). Hennart saw joint ventures as the best strategy in a
limited number of specific circumstances where markets fail but full ownership is not an
effeclive way of governance due to, for example, management costs or scale or scope
economies. He has also empirically tested the determinants of joint venture choice (e.g.
Hennart 1991) and noted the transaction costs approach to be generally able to explain the
empirical resuits concerning the choice berween joint venture and wholly owned subsidiary
as the governance structure. Japanese parents were noted to favour joint ventures in the
U.S. market when they need to combine with other firms intermediate inputs, which are
subject 10 high market transaction costs, Kogut (1989) narrowed this research stream down
to the fear motive of joint ventures. Firms are seen to choose joint venture as the mode of
transacting because of failure of any contract to provide effective guarantees for continuing
relationship quality when relying on an outside supplier. The wulnerability of mutual
investment in a joint venture is kept as a hostage that should safeguard against opportunism
(Madhok 1995).

As the entry modes for foreign firms, joint ventures usually aim at advantages in the form of
getting knowledge of local conditions and getting access 10 resources that are controlled by
local firms (Hennart 1991). The primary interest of entry mode researchers is in the early
phases of the joint venture establishment. Country- or area-related studies and comparisons
of joint ventures in different environments with respect to motives or partner selection
issues are common (e.g. Beamish 1985; Anno, Abramov, Skorobogatych, Rykounina and
Vila 1997). In these studies the environment is analysed and its possible influences on the
joint venture are examined. For example, Beamish (1985) compared the joint ventures in
developed countries with those in less developed countries and noted thar their
characteristics differ. Arino and her colleagues (1997) emphasized the operational and
cultural differences between Russian and Western managers as the major sources of
difficulties and pointed to contextual conditions, like bureaucratization, as the determinants
of the early development of the paremt relationship.

Some studies have tried to reveal the key success factors of the joint ventures and set the
focus on specific management issues, like control. They often study this specific issue in
relation to the performance of the joint venture, In their landmark article on control of
international joint ventures Geringer and Hebert (1989) divided control into the three
dimensions of focus, extent and mechanisms. Consistent with the other research in this
comner they saw transaction cost approach, together with strategy-structure approach, as the
most valuable conceptual framework for studying joint venture control, In general, the
interest in control is related to the notion of the researchers that the parent firms often do
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not allow [JVs to function independently. The control by the parents is seen as a critical
determinant of IJV performance and therefore various control strategies ranging from
formal contracts and ownership to personnel placement and consultation are analysed (see
e.g Frayne and Geringer 1990; Johnson, Cullen, Sakano and Bronson 2001). Recently,
Johnson and her colleagues (2001) noted that both the motives for and effects of parental
control differ by the national culture,

As effectiveness of the govermance structure is central to transaction costs analysis,
performance measurement or other kinds of end-result analysis are often related to the
studies of joint ventures as entry modes to foreign markets (Anderson 1990; Inkpen and
Beamish 1997, Hennart, Kim and Zeng 1998). The studies are typically not life cycle or
development studies but represent the deductive/theory-testing approach with beforehand-
specified vartables and statistical analyses. The studies have primarily been motivated by the
notice of high failure or exit rates of joint ventures and researchers have looked for
explanations for these. Hennart, Kim and Zeng (1998) warn of easy interpretations of the
shorter lives of joint ventures in comparison with wholly owned subsidiaries as failures.
They may have been intended for time-limited tasks or they may continue their operations as
wholly owned subsidiaries of one of the parents. Ofien they are very prosperous although
not any more in the form of joint ventures. To avoid this kind of hasty interpretation of
success and failure of international joint ventures, Yan and Zeng (1999) call for
developmental defirutions and studies of joint venture instability.

In general, in these ITV-studies, which concentrate on joint ventures as alternative entry
modes to foreign firms, the long-term development of the joint venture itself does noi
receive much attention, What is analysed is the paren:s’ decisions and satisfaction.

2.4 1YVs as profit centres of MINC

Anderson (1990) already emphasized the need to evaluate joint ventures primarily as stand-
alone entities seeking to maximize their own performance, not the parents. Also Zeira and
Newburry (1999) saw granting autonomy to an equity international joint venture to be
important right after the initial formation. The joint venture should be encouraged by the
parenis to find its own best way although the parents still maintain control and are able to
coordinate the activities.
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In research on international joint ventures the parent firm viewpoint has strongly dominated.
Only quite recently can there be seen to have emerged some research using the viewpoint of
the joint venture or the subsidiary itself. Then strategic business units or centres of
excellence are usually mantined and the subsidiary is analysed as an independent profit
centre of a multinational company (e.g. Andersson 1997, Moore and Birkinshaw 1998;
Birkinshaw and Hood 2000). In this research, located in cell 3 in the matrix (p. 23), no
distinction is usually made between wholly owned subsidiaries and joint ventures, but the
analyses concentrate on the subsidiary level. The viewpoint is more that of the subsidiaries
and to a lesser extent that of the parent companies although the implications are intended to
subsidiary management of the MNCs. In this research stream the explanations for joint
ventures are derived primarily from strategic behaviour theores (Kogut 1988), which
emphasize profit maximization, Kogut (1989) noted as one of the strongest reasons for
creating a joint venture the pursuit of profit. Then joint ventures are primarily seen as profit
centres of the parent firms. In an oligopoly a joint venture may stabilize compeiition and
that way improve industry returns or it may reduce costs and create new products or
technologies improving the competitive positioning of the parent firm (Kogut 1989).

In these strategic business unit and profit centre studies especially the different types and
roles of subsidiaries have received attention. For example, Taggart (1998) defined for
subsidiaries four strategic roles dependent on the extent of coordination and configuration
of their activities, A strategic auxiliary has limited autonomy with highly focused activities.
A confederate subsidiary has also little decision-making power locally but its behaviour in
the subsidiary network is more participative and responsive. An amarchic subsidiary has a
fair amount of autonomy and performs locally a significant number of value-chain acrivities.
Finally, a detached subsidiary Taggart (1998) saw as a transitional type of subsidiary
because its activities are very concentrated but still i1 is given great autonomy,

Also the network approach has lately been used to study the subsidiaries’ roles in the MNCs
and their refationships to the headquarters (e.g. Pahlberg 1996, Andersson 1997). The
studies show the usefuiness of the network approach for the incorporation of the specific
external environment of the subsidiaries in the analysis. They indicate how subsidiaries’
integration in the MNC internal network varies and some units are much more closely
connected with their own external network. Andersson and Forsgren (1995) divided the
subsidiaries on the basis of their embeddedness into four categories, viz. integrated, vertical,
semi-vertical and external subsidiaries, which are very similar to Taggart's classification.
Birkinshaw and Hood (2000) nored that the local network embeddedness is especially
strong in subsidiaries in export-intensive leading-edge industries. These subsidiaries are
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more embedded, more autonomous and more internationally oriented, This emphasizes the
importance of taking into account environmental factors and network characteristics when
analysing the subsidiary roles. Through interaction with suppliers, custorners and other
counterparts the subsidiaries may become controllers of some critical resources for the
whole corporation and then they can also influence the strategic behaviour in the MINC
(Andersson 1997). Birkinshaw (1999) made a similar observation when he found that local
market relationships could be a source of stimulus for subsidiary initiative. He analysed also
the managerial behaviour in pushing their initiatives in the corporate context and noted that
building of distinctive capabilities and personal relationships are the most effective ways to
counter corporate resistance.

To this group also belong the studies of centres of excellence, which can be defined as ‘g
small group of individuals recognized for their leading-edge, strategically-valuable
imowledge and mandated to leverage and/or make that mowledge available throughout
the global firm" (Moore and Birkinshaw 1998). The centres of excellence research
emphasize that many crucial assets, especially intangible ones, are not any more situated in
the headquarters but in the various affiliate companies around the world. New knowledge
often also comes from interactions with clients and team members around the world. For
this reason the person-level interactions between the headquarters and subsidiary executives
and between the subsidiary managers are especially important and the relationships become
characterized by murual interdependence and learning (Q’Donnell 2000). The major
challenge for the top management of MNCs is the development and dissemination of
knowledge on a worldwide basis.

2.5 Towards 1JVs as context-dependent focal actors

The joint venture operation can be seen to be fundamentally a question of the establishment
and development of a new firm even though it happens in a way inside and with the aid of
some existing, usually well-established firms (Gartner 1985). What is important in joint
venture establishment, but often ignored in research, is that this new entity can incur debt,
sign contracts, or undertake other activities in its own name (Pfeffer and Nowak 1976).
Joint ventures are also by definition autonomous organizations and they have their own
management teams, missions, objectives, strategies, cultures, and identities (Johnson et al.
2001). In research these actions and issues seem to be analysed only to the extent that they
concern the parent companies. To the persons acting for the sake of the establishment of the
joint venture it is a new venture that needs to be positioned in the local markets and the
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international business networks, Depending on the actions of the joint venture founders and
managers the new firm becomes differently positioned. The earliest position it gets with
respect to the parents but very soon it also needs other relationships. To successfully
position the venture it is relevant to see it as the focal actor, whose network of relationships
the managers of the joint venture aim at organizing to support its operations. However, the
cell 4 of the matrix (see Figure 3, p, 23), where international joint venture is seen as a new
venture and as the focal actor, is the most unexplored corner.

The relationship-centred approach (Madhok 1995) has started the movement from the
outcome-oriented, relatively static ownership-centred approaches towards research
addressing the role of social phenomena and micro-level process-oriented mechanisms of
control and coordination, The fact that all organizational actions are taken by individuals
who perceive, trust, and commit is well known. Trust is crucial for 2 cooperative venture
(Zeira and Newburry 1999) and the creation of trust usually requires commitment and social
exchange. Thus, the more recent research on international joint ventures has begun to
address these issues too (e.g. Kemp and Ghauri 1998; Biichel 2001, Cullen, Johnson and
Sakano 2000), However, these studies also tend to focus on the parent relationships, leaving
out of consideration the other relationships the joint venture inevitably needs to have in the
markets to be able to operate.

Suill, some studies report the importance of local customer and supplier relationships and
interactions with other actors that serve the joint venture and are managed from it. For
example, Hyder and Ghaun (2000) pointed out the need to analyse the network formation in
the local marker and saw the social network of the individuals as equally important to the
developments as the industrial resource and activity network. In emphasizing the need to get
the viewpoint of the joint-venture executives they also placed emphasis on the joint ventures
themselves and that way moved towards seeing the joint ventures as the focal actors,
Studies of the role of joint-venture general managers and the human resource practices in
international joint ventures have also changed the focus of research in this direction. Killing
(1982) already stressed the importance of balance between the parents and their fair
treatment, of which the general manager needs to take care. Later, researchers have stressed
the joint venture general manager’s challenging task in managing a mew company in
multiparent, typically uncertain settings where in addition to managing the joint venture
itself they must also manage relationships to parents with divergent motivations and goals
(e.g. Frayne and Geringer 1994). With respect to control, Geringer and Frayne (1990)
emphasized that the applied control systems should not prevent the other stakeholders —
particularly the other parents, venture management, employees and the host government —
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from achieving their goals. In addition, they emphasized the role of the general manager (see
also Frayne and Geringer 1994). He needs to have the personality and skills to create
confidence among the parties and employees with different backgrounds and to excel at
networking both internally and externally, to promote the joint venture.

In sum, there exists a rich body of research on the entry or operation-mode choice of firms,
which well covers the characteristics of joint ventures as Bovemarce structures. Also, a
great deal of research has analysed the benefits and problems of international interfirm
cooperation in the form of joint venturing. Although mare recent research on international
Joint ventures has brought up issues like dynamism, development processes, trust and
commitment, it still fails 1o give a holistic picture of the long-term development of joint
ventures. The social embeddedness of economic actions has not been well covered either,

One important reason for this failure may be the heavy etmphasis on the parent relationship
whereas the establishment, development and characteristics of the joint venture itself, and its
relationships to other actors in the markets have been neglected or only superficially
analysed. The entry-mode research includes empirical studies in different environments but
only “faceless” environmental variables are used and the relationships between various
organizations are not covered, The same holds true of interfirm cooperation studies, in
which contextual factors are touched primarily in analyses of culture-based parentai conlicts
and government intervention. Some exceptions can be found particularly in the research on
technology transfer via joint ventures. Then the typically developing or transitionary context
15 given more attention, In all, the profi-centre approaches do best in emphasizing the
dependence of the subsidiaries on their relationships to other actors although the
relationships in the internal corporate network are mostly discussed.

The emphasis on the parent relationships can be seen to be justified because the joint
venture is inevitably influenced by the motivations, decisions and strategies of its founders;,
Through its refationships with the parents it also becomes affected by the wider network
embeddedness of the parent companies. Still, what the present study wants to stress is that
the relationship between the parents and the embeddedness of the joint venture as a
daughter company in this parental network should not receive the major interest, To be able
to understand the development of the joint venture the relationships o the parents as well as
to the other actors should be looked at from the viewpoint of the joint venture itself.

The research on individuals and their actions is very limited. Entry-mode researchers analyse
the factors influencing managerial decisions but do not cover the decision-making process.
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In interfirm cooperation research especially Ring and Van de Ven (1994) have emphasized
the interpersonal level of analysis. Parkhe (1993) concludes that the research needs to move
to analysis of four “core concepts” of joint venture management: Trust, reciprocity,
opportunism and forbearance. These are all based on the capabilities, behaviour and actions
of individuals, But further research is very limited. In profit-centre research individual
aclions receive attention mainly in centres of excellence studies, because the knowledge
transfers from subsidiaries to the MINC network are of primary interest.

Overall, if we consider the context dependence and social embeddedness of the joint
venture itself as the most important issues in its development the theoretical approaches
mostly used in international joint venture research seem not te be the most appropriate
ones. These issues are emphasized especially in the network approaches to business
relationships, which, however, have seldom been used to study international joint ventures.
Therefore, the usefulness of the nerwork approach and its concepts in an attempt to
contribute to the knowledge of the long-term development of international joint ventures
and their business is discussed in the following chapter,
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3. NETWORK APPROACHES TO BUSINESS RELATIONSHIPS

In research on organizations and business, the network as a metaphor and research tool
became in the 1980s and 1990s such a fashionable one that there can be found many
different nerwork approaches in a variety of research areas (see e.g. Easton 1992; Powell
and Smith-Doerr 1994). Two of them, the markets-as-networks approach and the social
network approach in entrepreneurship, have been chosen as the conceptual bases of the
present study. Both view networks as a kind of organizing logic, a way of governing
relations among economic actors (Powell and Smith-Doerr 1994;368). The approaches are
discussed in further detail below, However, let’s begin with some basic features, which are
seen to describe the network perspective on organizations in general.

3.1 Cornerstones of the network approaches

Sociologists and anthropologists have long swdied the linkages berween individuals and
how the relationship networks aid in actions and provide order and meaning in social life
(Powell and Smith-Doerr 1994). In business literature networks are quite a new area of
scientific inquiry. Yet, during the last couple of decades they have attracted growing
interest spreading from studies on interpersonal and inter-group relationships in sociology
(e.g. Granovetter 1973; Cook and Emerson 1978) to applications in entrepreneurship (e.g.
Birley 1985; Johannisson 1987) and from distribution, industrial structural change and
internationalization studies (see examples in Johanson and Mattsson 1994} to industrial
marketing and purchasing research (e.g. Hakansson and Snehota 1989; Ford 1997). The
zrowing scholarly interest in dvadic cooperation and more complex network arrangements
can be seen 1o be a result of increasing use of cooperauve interfirm arrangements in
business life. For example, the International Marketing and Purchasing (IMP) Group
developed the markeis-as-networks approach based on an empirical inquiry into the
behaviour of industrial buyers and sellers and their use of relationships.

The roots of the network approaches that aim at understanding business relationships, are
primasily found in organization theory, social exchange theory, sociology and social
psychology (Johanson and Mattsson 1994; Mansted 1995; Hakansson and Snehota 2000).
All organizations are seen as social networks of recurring relationships whether analysed
at the level of small or large groups, entire organizaticns, regions or even the world system
(Nohria 1992:4-53), Because of the overall social character of networks the informal
relationships, based e.g. on friendship, advice or conversational relationships, are of great
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importance and the interplay between formal and informal structures is of interest for
understanding organizations (Powell and Smith-Doerr 1994:369).

Fundamentally network research can be seen to belong among the approaches that were
developed to emphasize the influence of the environment on the internal development of
firms and the dependence of organizations on scarce resources in the environment.
However, in contrast to the faceless environment of the early organization theorists, the
network researchers began to characterize the environment as a field of relationships with
suppliers, customers, regulatory agencies, competitors and other actors with whom an
organization has to do business (Nohria 1992:6; Powell and Smith-Doerr 1994:369). The
basic assumption is that the character of a certain social unit is possible to define and
understand only in terms of its exchange relations with other social units (Arndt 1983,
Jarilio 1988). Thus, it is seen as insufficient to explain e.g. the strategic behaviour of firms
without paying explicit attention to the network of relationships among them (Nohria
1992:11). Interest should be focused as much on the interaction between different actors as
on what happens within the actors. That way the precise sources of environmental
uncertainty, resource dependence and institutional pressures can be located.

Every firm is seen as a part of a wider economic organization, a network, whose members
are connected by exchanges over time, Therefore, the actions of actors in organizations
can be best explained in terms of their position in the relationship networks (Nohna
1992:6; Powell and Smith-Doerr 1994:369). Thorelli (1986) even considered it possible to
generally view a network as consisting of positions and links manifested by interaction
between these positions, The notion of importance of position has primanly led 10 research
on structural characteristics of networks in which e.g, cohesion and range of networks have
been measured. What is important is that not only the direct linkages but also the indirect
ones can have an impact on organizational developments. The location of the actor in the
network is important because it both empowers and constrains the actions of the actors.

Also the actions to influence and change the network position are imponant. Besides
constraining the actions the networks are constantly shaped by the actions. The networks
are socially constructed by active purposeful actors who establish, develop and end
relationships. This makes networks as much processes as structures. The dynamism has
been seen as inherent in the concept of network (Thorelli 1986:445): “We use network
concepi to connofe a special rype of system, one whose internal interdependencies
generally change over time.” As Nohria (1992:1) notes, the concept of networking has
especially alerted individuals to the importance of being active in building relationships that
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they can use to their advantage From the strategic viewpoint the major issue in networking
is thal 1t allows firms to specialize in the components of the value chain in which they have
competitive advantage (Szarka 1990). They can abandon and farm out those activities in
which they are disadvantaged to network pariners, who have sirengths in the relinquished
areas.

Nohria {1992:8) saw the network approaches methodologically to push for comparisons of
organizations in terms of the overall structure of the relationship nerworks. Yet, networks
are as much processes as they are structures (Easton 1992). What has interested especially
the industrial and entrepreneurial network researchers is dynarnic, process-oriented, field-
based research (cf needed research in Powell and Smith-Doerr 1994) looking both at the
contents and processes in networks of relationships (Mdller and Halinen 1997). 1L can
senerate insight, for example, into how network ties are created, how they are maintained,
what resources flow across these linkages and with what consequences. In general a major
strength of network approach has been seen in its ability to provide a holistic view of
business relationships (Thorelli 1986).

3.2 Industrial and entreprenenrial network approaches in business research

The markets-as-networks approach of industrial markets has been chosen as the basic
conceptual lens of the present study, Yet, industrial network researchers have been
primarity interested in relationships between organizations giving the interpersonal
interactions and actions of managers less atiention. Therefore, it is seen as important to
complement the markets-as-networks approach with some research findings on the
entrepreneurial networks. In entrepreneurial networks the individuals (the entrepreneurs)
are primarily used as the actors, and their intentions and actions are emphasized.

3.2.1 Marketing and purchasing networks of industrial firms

A wide basis for studying relationships between firms is laid by the industrial marketing
researchers (see e.g. Hikansson 1982; 1985; Ford 1997) who since the 19705 have studied
the refationships between industrial sellers and buyers in international markets. In industrial
markets the major uncertainties concern dependence on other actors in the market at least
to obtain resources, create markets and keep up with pace with the accelerating speed of
technological development. Simple market transactions seem not effective enough for
handling the dependence on other actors, but a more feasible solution is seen to be the
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establishment of long-term linkages to other firms in the value chain, Powell and Smith-
Doerr (1994:370) summarized the basic finding of IMP-research by stating that the
industrial firms appear to establish long-term relationships and invest in connections with
other companies and to pool resources and information thus blurring even their identities.

Hikansson and Snehota (2000) have summed up the IMP-research in two generally
accepted basic assumptions of the nature and functioning of industrial markets. The first is
mostly based on the first IMP-project (see Héikansson 1982), whose major conceptual
outcome was the interaction model of buyer-seller relationships. The second proposition is
based on the resulis of the second IMP-project (see e.g. Axelsson and Easton 1992), which
moved from analysis of dyadic interaction processes to a nerwork-level of analysis. The two
IMP-projects have been seen to present different research approaches to interprganizational
marketing exchange (Mdller 1994) but here they are seen as parts of the markets-as-
networks approach. For the present study the interaction model provides tools for analysis
of the dynamics in the contents and processes of the relationship formation, maintenance
and termination of an international joint venture. The network-level of analysis, in turn,
makes it possible to take into account the embeddedness of the joint venture in a network of
relationships and the influence of the interdependencies berween the various actors on the
focal net and managerial behaviour. Studying networks at both overall system level and
relationship level has been emphasized by Easton (1992:3): “The focus of research is,
ultimately, the network and not the firm or the individual relationship, although firms and
relationships must be studied if networks are to be understood.”

The first basic assumption of the IMP-approach is that between organizational units exist
relationships that are organized paiterns of interaction and interdependence (Hakansson
1982; Johanson and Mattsson 1987, Hékansson and Snehota 2000). The core of a
relationship is the interaction process through which the tasks of exchange are carried out
(Mbller and Wilson 1995), The interactions start with short-term episodes of exchanges
with business, social or “informational content between the firms. As a result of an
organization’s exchange processes with other actors, relationships develop that link the
resources and activities of one party with those of another. When connecting the resources
and aclivities the organizations become interdependent, something that is further
strengthened by adaptation processes. The dynamic day-to-day interactions form the basis
of relationships of a more long-term and stable nature, The relationships are characterized
by mutual orientation and dependence, which are the basis for the existence of a
cooperative relationship.
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As a result of interactions the relationships are also characterized by bonds of various kinds
and strengths, They can be based e.g. on economic, technical, legal, social or informational
considerations. The economic bonds consist of the economic consequences and economic
logic of interaction. Business relationships are, of course, primarily developed for ceriain
economic advantages. However, the relationships are costly to both develop and maintain
as well as to break, which is the other side of the coin of possible economic benefits from
the interaction. From the technical point of view a relationship is a way of building together
the technical resources of one company with the technical resources of its counterpart,
which means the emergence of a technical bond. The social bonds are inevitable because
organizational interaction is always performed by individuals. An organizational relationship
i5 actually a complex web of interactive relations berween individuals in both organizations
{Hékansson and Snehota 1989). However, the social bonds are expected to grow stronger
only over time when trust and commitment have been demonstrated and deserved in
organizational exchanges (Easton 1992:12). Legal bonds may also exist e.g. in the form of
contracts, but they are not seen as strong relationship regulators as other bonds. Finally,
information is the common currency of interfirm relationships (Easton 1992:12), The bonds
have an organizing effect on the web of actors, and thus on the business network as a whole
(Hakansson and Snehota 1995:199).
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Figure 4. Main elements of the interaction model (Hakansson 1982:20).

In addition to the interaction process the interaction model is built of three other elements
(Hakansson 1982): parties involved, environment and atmosphere of the interaction as
llustrated in Figure 4. With respect to the parties, characteristics of both the companies and
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the individuals inside them are imporiant, Organizational structures form the framework for
interaction and the technological systems influence all dimensions of the interaction process.
At the individual level interaction is affected by e.g the personalities, experience and
artitudes of the persons involved, Atmosphere is a result of the interaction but, on the other
hand, atmosphere also conditions the interaction. In the concept of atmosphere can be seen
compacled the major social dimensions of exchange (Johannissen 1993} in terms of trust
and commitment, power/dependence, conflici/cooperation, and expectations of the partners.
The environment was in the interaction model described structurally in terms of the
concentration and stability of buyers and sellers and the dynamism of relationships.
Internationalization of markets, position in the manufacturing channel and social system in
the markert formed the wider environment for the interaction process,

The secand IMP-project ended up by suggesting that the industries should be described as
networks of interlinked actors. Business organizations were seen to ofien operate in
environments which include only a limited number of identifiable organizational entities with
which the erganization has relationships (Hikansson and Snehota 1989). Thus, the second
basic assumption of the markers-as-networks approach (Hakansson and Snehota 2000) is
that every business relationship is embedded into a network of relationships with
distributors, subcontractors, governments and other parties. All interactions in a dyad to
some extent mirror this relational context because both are affected by the wider economic
organization and also have the possibility of influencing other members of the network.
Thus, all interactions are influenced by the interdependencies in the network; technological
systems of products and processes and use of resources are dependent on technological
connections, individuals have various roles and functions in different social structures, and
the economic value of a single item depends on its relation to other items.

The embeddedness of organizations in a network of relationships makes the environment
concentrated and structured, and the relationships central determinants of an orgamization’s
identity. Hence, Hakansson and Snehota (1989) saw environment not as a meaningful
concept for describing what defines an organization’s field of operation. They suggested
context as the concept to be used when reference is made to the entities that are related to
the organization. The comext is enacted, created by the organization, but also constitutes
the crganization itself.

The concept of position has received attention within the markets-as-networks approach
especially in attempts to define it. According to Johanson and Mattsson {1992) network
positions describe how the individual actors in the network are related to each other in the
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network structure. Nenvork position is the result of investments in exchange relationships
and characterizes the actor’s current links to the environment as well as forms the base for
its future sirategic actions. The position of a firm i5 an important part of its network
identity as it is the basis for the development possibilities and constraints of the firm
(Johanson and Mattsson 1987). Also the performance of a firm is largely dependent on with
whom it interacts, which makes its position important (Hakansson and Snehota 1989).
Johanson and Mattsson (1992) provided a limited and an extended definition of position. At
the network level the position may be characterized by the type of the exchange
relationships of an actor and the identities of its counterparts in those relationships, i.e. with
which actors the actor has exchange relationships. The extended definition includes, in
addition to the above limited definition, the role of an actor in the production system. The
role is dependent on the functions of the actor in the production system and the relative
importance of the actor’s resources in relation to the resources of the others.

In business relationships it is always a question of actors who perform activities and utilize
resources (Hakansson and Johanson 1992), Thus, the roles of a certain relationship are
related to how it links activities, relates resources and creates mutuality between
autonomous business units. The actor, activity and resource networks may be seen to form
their own networks, which, however, are related to each other in the general structure of
the network as illustrated in Figure 5,

Network of actors

Activilies

Network Wetwork
of activities of resources

Figure 5. Structure of the model of industrial networks (Hikansson and Johanson 1992),

This industrial network, consisting of organizations as actors and production factors of
activities and resources, is both an arena and a tool for the competitive struggte between
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firms (Hakansson and Johanson 1988). However, the fiercest competition may occur
beiween networks rather than within them and cooperation is characteristic of network
processes (Easton 1992:22). But networks are also loosely coupled to maintain flexibility
and adaptability to changing conditions. All the relationships, even if they are very well
established, always retain a feeling of freedom for each party. This emphasizes inevitability
of dynamism in industrial networks. Still, the relationships tend to be quite stable. Changes
in a network are hard because a network is a product of its history and changes need to be
accepted by many parts of the network. There is always some degree of dependence on
both sides, and changing a partner always incurs some costs. As Easton (1992:24) states
these process aspects make industrial networks stable but not static and evolution is the
main mode of change; revolution is possible but unusual.

Methodologically the network approach has been driven by inductive discoveries and the
aim has been description and explanation of the functioning of industrial markets, rather
than normative managenal implications. Market processes are described as interaction
within relationships and market structures as network structures. The industrial network
research is very much concemed with the structure and dynamics of the network
governance at the specific net or markets-as-networks level, Striving for holistic
understanding and dynamism of the models have been important. {(Easton 1992:6; Mattsson
1997, Moéller-and Halinen-Kaila 1997).

Although the markers-as-networks approach was selected as the major conceptual lens for
this study, there are some devialions from the setting of this study. Most importantly the
approach has been developed based on analysis of buyer-seller relationships between
industrial firms from western countries. In this study the question is not only of buyer-seller
relationships but the core relationships are contractually and on the basis of ownership
arrangements regulated as firmer relationships. Thus, it is not a question of pure buying and
selling relationships but the shareholders have made decisions to cooperate more tightly in
the establishment of a jointly owned new business unit. The relationships between the joint
venture and the shareholders are subsidiary-headquarter relationships and thus have
different basic charactenstics than the other relationships in the nerwork, which are ruled
withour ownership ties. Another important difference from the IMP-research projects is the
specific business context in which the organizing processes are analysed. As was pointed
out earlier there is indications that the East European transition context may set different
kinds of requirements for the relationship building and use than the western market
economies (see further discussion in Chapter 6). Finally, the present study follows the
organizing of a business network from the emergence of a new organization, the joint
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venure. The organizational emergence has been seen as the area in which it is always a
question of entrepreneurship (Gartner et al, 1992; Hjorth and Johannisson 1997). Specific
kinds of networks and networking behaviour have been seen as characteristic of
entrepreneurial processes (e.g. Larson and Starr 1993). The entrepreneurial network
crearion and uses are discussed next.

3.2.2 Networks in entrepreneurial processes

In the 1990s the network has been suggested as the major metaphor for entrepreneurship
research due to its capability to connect the research community and the practical world
(Johannisson 1995). Among the various studies of entrepreneurship, network research
belongs to the research that has been interesied in what entrepreneurs do and how they act
(Stevenson and Jarillo 1990). The focus is on understanding and improving the practices in
business start-ups, business expansion in existing firms and solving the critical phases in the
life cycles of the entrepreneuriaf firms. In these activities networks may have important roles
as they combine the social and business concerns and are able to provide support both for
the person and for the firm (Johannisson et al. 1994).

What mostly differentiates entrepreneurship research on networks from industrial network
research is that in the former the interdependence of social and economic, i.e. interpersonal
and organizational dimensions of business networks, has been more emphasized, An
approach that embraces both dimensions has been seen as needed because an emerging new
venture tends to be strongly identified with the entrepreneur while the entrepreneur
identifies him/herself with the venture (Szarka 1990). Many of the changes in small firms,
such as access to resources, the structuring of information and the support structure seem
to be closely tied to personal networks (Mgnsted 1995).

When an industrial network is seen to consist of actor, activity and resource networks the
entrepreneurial network has been constructed of exchange/praduction, communication and
sacial/personal networks (Johannisson 1987; Szarka 1990). Johannisson {1987) maintains
that the markets-as-networks approach takes into account only the first one of these
networks. The exchange network is a firm level network in which take place commercial
transactions that involve monetary exchanges, engender financial costs and generate
income, The communication network includes the organizations and individuals who inform
the business activities through official and semi-official information flows but consists of
non-trading links. The social network is formed of the personal contacts with family, friends
and acquaintances, and friendship between individuals is the building block of this network.
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If a broader definition of social nerwork is applied the personal network is seen to be
underpinned by a broad range of culwral values and references. The communication and
sacial networks susiain exchange nerworks. Although researchers have often separared the
exchange networks from the other two they are, in practice, intertwined and a deep
understanding of the role of networks in business processes needs analysing all,

Larson (1992) studied the development of successful entrepreneurial dyads and especially
illustrated the role of social interaction and personal relationships in the development of an
alliance. She noted that personal reputations, histories and individual friendships are very
important factors in explaining the alliance formation. According to her study, the history of
personal relations between two entrepreneurs could provide a favourable context for new
economic exchange by reducing the risks of going for the possible economic gains. The
enirepreneurs needed to rely on their personal reputations to initiate alliances, since their
company reputations were not well established. It was also of interest to create partnerships
with firms that had strong industry reputations to get product-quality benefits and to
enhance their own reputations. Thus, the smallness, newness and resulting anonymity of the
entrepreneurial firms made it important to the entrepreneurs to both rely on their personal
reputations and legitimate their businesses through well-known partners. Showing
willingness to engage in more cooperative relationship was later on needed for incrementai
investments. ‘The willingness was described to be shown by e.g. “responding to their
requests”, “calling them virtually every day to ask ‘how can I help you?' , i.e. by actively
working to build close relationships. Reciprocity, “we did and he did”, was also extremely
important and “doing always what had said that would do™. These actions led to deepening
of the personal trust, which was the basis for lack of contracts as a means of integration and
control berween the firms. The siralegic development processes became common on the
basis of “being interested in his being a successful business so that we are successful
together”. Achieving this required a lot of communication and close social linkages, but the
result could be an economically productive relationship with commitment and respect
without contracts,

Entrepreneurial networks are situated at the interface of an economic competitive
perspective and a social trust perspective (Monsted 1995). On one hand, networks are
natural, necessary and inseparable parts of entrepreneurship because entrepreneurs create
the images of themselves as well as enact the reality through the personal networks, On the
other hand, networking can be seen to arise out of the realization that an emerging new firm
lacks resources and cannot rely only on its own abilities. The former viewpoint emphasizes
the social aspects of networks whereas the latter stresses the strategic, competitive aspects.
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If the social side is emphasized an entrepreneur's network is a system of relationships
containing information, resources and social support. The main function of the network is
to aid in coping with the environmental ambiguity of a new venture. It serves to assist the
sense-making processes of the entrepreneur and to incorporate others into the created
setting. The network ties are relationships between individuals wha interact to develop
shared understanding as a basis for business exchange. The primary content of exchange is
images and confirmations of them combiming different concerns each time. This is because
of the personal involvement of the individuals in the exchange, not only as representatives
of organizations acting in a mandated role (Johannisson 1987), The ties are based on
personal trust, which usually originates in mutual sympathy and confidence. The emotions
and inuition are emphasized as guiding forces in the interaction. A well-strucrured social
network forms a flexible instrument for an entrepreneur to realize his visions by activating
various parts of the network when needed. (Johannisson 1995)

If looked at from the strategic viewpoint, networks can be intentionally and purposefully
used to acquire competitive advantage for a small firm, Then networks are seen as a mode
of organization between markets and hierarchies which entrepreneurs use to position their
firms in a stronger competitive stance (Jarillo 1988), For new ventures networks are a
means of quick access to resources and know-how that cannot be produced internally
(Powell and Smith-Doerr 1994:376). The ability of entrepreneurs to build contacts and
develop networks is considered essential to achieve information on what js available, advice
on how to proceed, reassurance of the possibilities of the business and achievernent of
resources to realize the venture (Birley 1985). Through systematically applying external
resources Lo grow, the entrepreneurial firm is also able to avoid the loss of flexibility, which
i1s connected with accumulation of resources needed for internal growth (Jarillo 1989). This
networking for growth via creative use of networks instead of investing in internal
hierarchies is suggested by Larson (1992) to account for the success of entrepreneurial
organizations and small firms. In other words, the network of relationships can be seen as a
solution to the paradox (Larson 1991) of the need to stabilize the entrepreneurial firm while
also maintaining flexibility with regard to market changes.

Besides the interrelatedness of the social and economic aspects of business relationships,
entrepreneurship research emphasizes the networking of individuals, Although there is a
great deal of research that has concentrated on strucrural aspects of networks, the interest
In covering the entrepreneurial processes has lead to emphasising networking behaviour.
The individual-level actions for relationship building and use of relationships 1o realize a
new venture are emphasized instead of the organizational activity and resource connections.
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Sull, the major issue is the ability of an individual 1o acquire information, resources and
support 1o be able to create a feasible new business and to solve business-related problems.

Entrepreneunal behaviour has been seen to take place always when it is a question of
organizational emergence (Gartner, Bird and Starr 1992) and whenever an opportunity that
requires resources beyond the control of an individual is pursued (Stevenson and Jarllo
1990}. Characteristic of entrepreneurial behaviour is personal commitment, intentional
interaction and creativity (Hjorth and Johannisson 1997). Therefore, Stevenson and Jarilio
(1990) saw it as typical of entrepreneurial behaviour ‘to find a way’ to access the needed
resources, This can be seen to be primanly connected to “acting-as-if' behaviour (Gartner et
al. 1992) and social contracting (Starr and MacMillan 1990). In both it is a question of
individuals who in the organizing of new ventures use the resources controlled by their
friends or acquaintances to make it look as if they had an existing, well-established business.

Emerging organizations are thoroughly equivocal realities and the aim of entrepreneurial
action is to manage the ambiguities towards non-equivocality (Gartner et al 1992). Because
the entrepreneurs intenticnally bring their relationships to the enactment process of the
venture (Hjorth and Johannisson 1997) they are able to ‘act as if® the equivocal events were
not equivocal. By enacting the realities through dialogue with others they are capable of
suggesting to the stakeholders that specific outcomes will occur from the organizing
process (Gartner et al. 1992). Thus, they create motivation on the part of the stakeholders
1o invest in the venture, although the outcome can only be assumed. This way they get
support from others to get the process going and to organize the production factors.

To find a way through social contracting (Starr and MacMillan 1990), in turn, means social
transactions between individuals based on feelings of future personal obligations, trust and
gratitude, Contrary to more rational economic transactions the agreements about social
ones are rarely explicit and seldom include clear prices or payments in money. Despite the
vague value of social transactions they are considered extremely significant means for an
entrepreneur to achieve asset parsimony, i.e deploying minimum assets to achieve the
desired results at minimum cost. Thus, entrepreneurs mobilize both informal, loosely
structured networks of organizational members and previous work relationships, voluntary
connections, community ties and others to be able to start new ventures. For example
legitimacy is often difficult to achieve for 2 new venture as it lacks a track record to which
to refer. To solve this problem an entrepreneur may co-opt the legitimacy by association
with its social network or by securing endorsement from certain influential people. For the
co-optations the entrepreneur needs to have social assets. Social assets are sets of
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obligations, expectations, mutually developed norms and sanctions that are created in social
interaction (cf. the definition of social capital e.g in Coleman 1990:300-313). They
typically exist in forms of friendship, liking, gratitude and trust, Strategies for building the
assets wclude sharing information, giving and receiving favours and help in problematic
situations and creating opportunities for people to demonstrate their skills. Utilization of
social capital may also require nurturing several networks and leveraging also the
relationships of the relattonships for use.

3.3 Pefining the unit of analysis

The opportunities offered by the network idea for different viewpoints and focuses have
made the concept of network somewhat vague, largely dependent on its application and
hard to define unambiguously. Also the nature of networks as an abstract phenomenon, not
concrete and visible, makes especially an operational definition of the concept complex.
However, to be able to study networks the research object has to be defined and some
boundaries need 1o be established. This presupposes above all determining the units of
analysis. Below are presented various types of networks and some dimensions of them that
have been seen to be of interest by previous network researchers. The discussion is meant
to illustrate the variety of possible research objects and the structural characteristics of
networks, which may be used to concretize the phenomenon and set boundaries for the
network in order to conduct empirical analysis. The aspects chosen to be covered in the
research greatly mfluence the choices of data collection and analysis methods.

Some studies have concentrated on dyads in a network whereas others have endeavoured to
find out all relationships of all members in a network. In the industrial network approach a
distinction has also been made between actor, resource and activity networks, As mentioned
above, networks have also been treated in prior research both as ties between firms and as
lies between individuals. Actually, these dimensions can be seen as parallel aspects of
business networks, which involve two different units of analysis in network research
(Szarka 1990). In the present study both units of analysis are used. The critical incidents in
the international joint venture’s development are defined through following the changes in
its organizational focal net (see conceptual discussion p. 48). Yet, the relationships are seen
to have different characteristics depending on the type of the interpersonal relationships
between the managers in the companies and on their behaviour in the relationships. The
present siudy concerns the actor network and uses the focal net as the unit of analysis,
whose changes are followed over time. These concepts are discussed below.
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3.3.1 Actor network

Commonly networks have been considered as sets or organized systems of relationships and
network ties as sediments of exchange processes and transactions evolving over time
(Szarka 1990; Johannisson 1995). These systems can also be seen to consist of certain
pattern of actors, activities and resources (Hakansson 1985). All the three elements can be
seen to form their own nretworks but they are also related to each other in the general
structure of the network and defined in relation to each other. Actors perform activities and
control resources within a certain field. The role of an actor in a network is defined
according to which activities the actor performs or controls, which resources the actor
controls and what kind of knowledge it has about the network. By activities are meant the
transformation and transaction processes in which resources are combined, developed,
exchanged or created by the use of other resources. Transformation activities are performed
by one actor whereas transaction activities are those that link transformation activities
forming chains of activities and creating relationships with other actors. Together the two
kinds of activities form cycles of interdependent, repetitive activities. Also resource
networks include both transformation and transaction resources consisting of physical,
financial and human assets. The types of resources are murually dependent because the use
and value of transformation resources depend on their connections to transaction ones and
visa versa. (For details see Hakansson 1985; Hikansson and Johanson 1992.)

Hékansson and Johanson (1993b: 35) differentiated social nerworks from industrial
networks, especially based on this triadic structure of industrial networks in contrast to the
actor- and social-exchange-dominated social nerworks. In the present study the primary
interest is in the acior petwork and exchange relationships berween individuals, which
justifies the inclusion of the social-network-based entrepreneurship research in the
conceptual basis of the study, However, resources and activities are the main reasons for
actor nerworks in business markets and thus can't be left without consideration. Activities
and resources also influence the type and functions of relationships and the roles of the
actors. Thus, they can be seen as the basis of the embeddedness of business actors,
\,

Actors can be individuals, groups, company divisions, entire companies or groups of
companies. Actors develop relationships to each other through exchange processes because
no organization is totally self-contained with respect to its resources and organizational
activities. The industrial actors share some basic properties (Hakansson and Johanson
1993a). First, they control resources/activities. Second, they are purposeful in their action,
and they act in order to make economic gain. Third, they have bounded knowledge and are
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aware of this. Therefore, much of their action is related to gaining knowledge. An actor
engages in networking when it uses its experience, knowledge and relationships to achieve
economic gain, to improve its position and to increase contrel of the nerwork.

The industrial actors have mainly been studied as organizations. The net of an international
joint venture is also in the present study seen as constructed of various organizations with
which it has business-related relationships. However, the managers are seen as the real
actors in the change processes influencing the net. Therefore, the actors, whose behaviour is
followed, are the joint venture managers. In the initial phases the establishment team
members are actually acting for the sake of the emergence of the joint venture and their
actions are important for the early organizing of the business network. Afier the joint
venture becomes officially established the managers appointed to the positions in the Jjoim
venture are seen as the primary actors in the organizing.

3.3.2 Focal net

In the attempts to define the relationships selected for study, concepts of organization-set,
action-sel and network have been defined and suggested for use in analysis of different
kinds of network structures {Aldrich and Whetten 1981). An organization-set consists of
the organizations, usually suppliers, customers, distributors, unions and trade associations
that the focal organization has direct relations with. To denote this kind of a relationship
network, it has also been referred 10 as a transaction set (e.¢. Zhao and Aram 1995). An
organization-set is explicitly centred on a single focal organization and often the analysis has
been made through looking at pair-wise interactions of the focal organization with others
(Aldrich and Whetten 1981:386). In the analysis of organization-sets the network is viewed
from inside taking the perspective of an individual member and therefore it can also be
called an egocentric network (see Szarka 1990:15; Mensted 1993:195,197). The network
consists of linkages, which are access routes to other network members,

An alternative research perspective (Halinen and Térmroos 1998) is the dyad-nerwork
where a core dyad is examined as a part of a wider industrial network (e.g. Anderson,
Hakansson and Johanson 1994). The dyadic perspective can be motivated by the argument
that actors perceive their embeddedness in various networks in terms of their interaction
with specific partners. Each actor’s network is expected to include an actor who is
considered as the most important counterpart at that moment. A dyad is also a natural
starting point for nerwork research as it represents a concrete level of business exchange.
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An action-set is a temporal coalition consisting of a group of organizations that have
formed an alliance for a certain period to achieve some limited purpose through collective
action (Aldrich and Whetten 1981:387). The object of analysis is the purposeful behaviour
of the entire aggregate of the organizations. For example, some project operations and
cooperalive arrangements between organizations to fulfil a specific task in a predetermined
time frame could be seen to be conducted by action-sets. A similar construct is the
micronet, which Halinen and Témroos (1998:193) defined as consisting of several
tdentifiable business actors that form a distinct business activity. This micronet, e.g. a triad,
they then set in the comext of macronel, which may be formed of the national and/or
institutional business or non-business actors. The macronet is constituted of the actors who
have a strong influence on the micronet and its activities. The micronet-macronet viewpoint
can be seen to mix the concepts of action-set and nerwork to the extent that the network as
a whole is possible to study.

According to Aldrich and Whetten (1981:387) it is a question of a nerwork when what is
concerned is the totality of all the units that are connected by a certain type of relationship
regardless of membership in organization- or action-sets. In practice the network is always
a construct of the researcher who needs to draw some boundary-lines to be abie to analyse
interorganizational relationships. An attempt towards defining the network boundaries is,
for example, the concept of innovation community (see e.g. Zhao and Aram 1995:356). It
serves for studying both exchange and non-exchange relationships by setting as the
requirement for network membership the ability 1o significantly influence the focal actor, In
studies on whole networks the aim is usually to look at the pattern of contacts that can be
observed outside it, like a spider’s web (Mensted 1993:195,197). This kind of socio-centric
viewpoint has led to research which focuses mainly on the structures and shape of the
network’s dominating relationships. The problem with this viewpoint is its inability to
uncover the multiple contents or purposes of the network and also to respect the dynamics
of network structures, which change as a result of new contacts and challenges.

Of the above-presented concepts organization-set and egocentric network are the closest to
the focal-net concept chosen to be used in the present study. All of them adopt a positional
approach to the network when constructing it from the viewpoint of a single organization,
the focal actor. They can be seen as bridging concepts between focusing entirely on a
company and the dyadic interaction or on the environment and the totality of the network
(Salmi 1995:16). However, when the organization-set includes only the direct linkages of
the focal actor the focal net takes into account also indirect linkages to the extent that the
managers in the focal organization perceive them to influence the business. This
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identification of the relationships and organizations by the individuals in the focal firm is
what differentiates the focal net from the total network. Thus, the focal net can also be seen
to define the set of most important relationships for the focal firm at any point in time
(Cunningham and Culligan 1988). The difference between the focal net and the total
network concepts is illustrated in Figure 6.
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Figure 6. Focal net and network of relationships as different units of analysis in nerwork
research (Salmi 1995:47).

\
Also Halinen et al. (1999:780) note that the network perceived by the individual company is
the most relevant to forming the context for its business operations. Témroos and Halinen
(1998:191-193) named this research perspective the actor-network perspective. A business
network is viewed from the viewpoint of one actor, a company or an individual {or both}.
Especially case studies with personal interviews highlight the actor’s view. The emphasis is
laid on personal dispositions and characteristics because individuals are the organizers and
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change agents of the network as well as parts of it. Salmi (1995:44) notes that companies
seem to be able to identify no1 enly their relationships with direct counterparts but also the
relattonships that those in turn have. The perception of managers is important when the
company is seen as an active player in an environment and the managers are seen to make
strategic choices when handling the company's dependence on the environment. Moreover,
the environment is a result of the enactment of individuals (Weick 1979); their perceptions
define their business-related actions. This makes it important to let the managers define the
network boundaries.

In sum, in the present study the orgamizational focal net is one unit of analysis. Through
definition of the organizations and the relationships that the managers perceive as having
influence on their business making the changing network structures are covered over time.
However, the study emphasizes the role of individuals, here managers, as actors and thus
takes the interpersonal interaction as the second unit of analysis, The organizational
relaticnships are seen to differ on the basis of what kind of interpersonal relationships they
consist of and how the managers act in the relationships. This makes some relationships
stronger and some weaker in comparison with others.

3.4 The network approach in international joint venture research

As was stated in the previous chapters the research on international joint ventures seems to
especially fail to provide insight into and explain the context-dependent and socially-driven
development of international joint ventures. The previous research on international joint
ventures, in general, has concentrated on the parent relationship and its influence on the
development of the international joint venture. This has resulted in lack of knowledge of the
actual organizing of the IJV's business.

For studying the organizing and the long-term development of international joint ventures,
the network approach can be seen as especially relevant for several reasons. First of all,
joint venture is aiready by definition a small network as it is a sum of contributions of at
least two independent organizations in a separate organizational entity. These organizations
form a very small network, a tnad, already in the initiation. This is a specific type of net, in
which legal bonds and long-term cooperative goals play a decisive role. The interaction
mode] by the IMP Group provides the means to go deeply in to the characteristics and
pracesses of these key relationships.
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Second, international joint ventures are said to be inherently unstable business units (e.g.
Inkpen and Beamish 1997) because of the multi-parent situation and the intercultural
interactions required in the operations and organizing of the activities of the joint ventures.
The network structures are expected to be stable but not static: they will constantly change
in response to changes external and intemnal to the network (Easton 1992), These forces are
mediated to the organizations through their relationships and interactions with other actors.
Andersson (1997) notes that embeddedness is especially an approach thar avoids
atomization of actors. It is seen as a useful concept for studying the context dependence of
international joint ventures.

To stabilize the venture and its operations the managers rely on relationship development,
i.e. on networking, although the interactions in relationships tend to simultaneously lead to
changes in the network. The instability of the international joint ventures is likely to share
the equivocality of entrepreneurial new ventures. Like the networking of entrepreneurs, the
networking of the joint venture managers may especially in the early phases of the joint
venture’s development be based on acting-as-if behaviour and social contracting.
Nerworking is another primary concept of the present study.

The social, interpersonal interaction is more and more emphasized as a critical success
factor in joint venture relationships (e.g. Spekman et al. 1998; Cullen, Johnson and Sakano
2000}. The social side of business relationships has in the markets-as-networks approach
achieved attention already in the early interaction model (Hikansson 1982), Interpersonal
contacts are seen, for example, to perform vital roles in problem solving, in exchange of
social values and information, and in demonstrating commitmemnt and credibility, Thus, all
networks have a social dimension characterized by parterns of social contacts between
individuals in the organizations. Deeper understanding of the social side of Organizing
international joint ventures can, it is here suggested, be achieved by acknowledging the
viewpoint of entrepreneurship, which emphasizes the actions of the individuals. The
research on entrepreneurial processes emphasizes both the strong, personal relationships for
social support to the founders of new ventures and strategic use of relationships for
resource cooptation, legitimacy and achievement of competitive advantage,

In the case of an equity joini venture, in which a new business unit is established, the
knowledge of its development can be suggested to be best reached by looking at everything
from the joint-venture viewpoint. The focal-net viewpoint of the relationship networks
offers the possibility of setting any chosen organization in the centre of the network and
looking at the others from its viewpoint. The focal net consists of the relationships
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perceived as relevant by the persons representing the focal firm and emphasizes the
individuals as the organizers and change agents in the network. In compliance with the focal
net approach the present study concentrates on actor relationships at both organizational
and individual levels of analysis. Although the facus of the presemt study is on the managers
and their relationships with each other, these social relationships as such are not, of course,
the desired ends in a business network. Of primary interest is how the social relationships
can be used to exchange resources, acquire and transfer information and coordinate
activities between the actors in order to organize the business of the focal firm.

In sum, in the present study it is suggested thar to understand the organizing of
international joint ventures over time the international joint venture research needs 1o
develop Lowards new avenues. The parent-focus should give room for the viewpoint of the
joint venture itself and for the analysis of wider relationship networks. The basic
assumptions and conceptual developments of the markets-as-networks approach provide a
good basis for that. In nerwork approach is emphasized the basic idea that every actor is
embedded in a network of other actors and the identity and position of an actor is created in
interaction with its various counterparis. All interactions in a dyad are influenced by various
imerdependencies in the nerwork, which a firm aims at influencing through networking,
Networking, in tumn, can be seen as the basic cause of nerwork dynamics. With respect to
networking the analyses of individual-level actions should balance the organizational
emphasis. In this the research on entrepreneurial networking complements the
organizational-action-centred markets-as-networks approach.
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4. ORGANIZING BUSINESS NETWORKS: DYNAMICS AND EMBEDDEDNESS

Networks have been approached from many different viewpoints in prior research. They
may, for example, be seen as relationships, structures, positions or processes (Easton 1992),
In the present study the interest is in the connectedness of international Jjoint ventures in
networks of relationships and in the dynamics of these networks. Therefore, with respect to
the classification by Easton, nmetworks are looked on especially as relationships and
processes. However, the changes in the structures and positions in the focal net are also
defined as the points of departure for the analysis of the underlying processes and varying
relationship characteristics. In this chapter, the organizing of business networks is analysed
through the concepts of embeddedness, which depicts the changes in the types and roles of
relationships, and of networking, which focuses on the actions of individuals in relationship
building and utilization. As the present study is about dynamics in the networks, it is begun
with a discussion of stability and change in business networks,

4.1 Stability and change in networks

Network structures are expected to be stable but not static: they will constantly change in
response to changes external and internal to the network (Johanson and Mattsson 1989
Easton 1992:23). However, change in some part of a network seems to require stability in
other parts or other areas of activity (Hakansson and Johanson 1992). To stabilize the
business unit and its operations the development of the relationships with other actors in the
market is relied on. Simultaneously the interaction processes in the relationships lead to
incessant change in the network (Hikansson and Snehota 1995:10). Relationships and
interactions make change and stability intertwined in the dynamics of business nerworks,
Anderson and her colleagues (1998) suggested thar this intertwined nature of stability and
change is illustrated in the interplay between the position and the role of an actor in the
neiwork. Position characterizes especially the structure of the network. The role is what the
focal actor does in a relationship with other actors. Change in position is caused by the
actions of an actor.

The changes may originate from inside the focal organization, from a dyadic relationship or
the environment perceived as relevant by the focal actor. Melin (1989:166) defined the
change forces as the “basic reasons behind change in the industrial field”. The internal
forces he saw as related to intraorganizational enactment of reality, The strategic forces are
related to interactions inside the network of relationships whereas the external forces
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emerge outside the network of interacting companies. Halinen, Salmi and Havila (199%)
differentiated between incremental change and radical change. The former involves change
in the nature and content of a single relationship. Behind it are actually forces that maintain
stability, manifested in inertia, i.e. the tendency to maintain the deep structure of the
network. They include e.g. technical and resource interdependencies, industrial logic, high
switching costs and risk-reducing strategies as well as various institutional rules for correct
network behaviour. The radical change, in turn, is caused by critical incidents that create
changes leading to the dissolving of relationships or the building of new relationships. The
final definition of what is a critical event is dependent on the interpretations of the business
actors. It may arise from a dyad including e.g. impact of personnel changes. shifts in
organizational struciure or changes in a company’s business, marketing or purchasing
strategies as well as acquisitions, bankruptcies or partner-switching. A critical event may
also arise from the wider business environment and then include, e.g, changes in
technology, industrial structure or economic recession. However, the environmental forces
do not have a general impact on networks but their effects are transmitted within the
neiwork through individual relationships. Incremental and radical change can lead to either
confined or connected change. The confined change remains within a dyad whereas the
connected change means that a change in one relationship is received and acted upon by
other actors in the network.

Firms aim at stable business networks especially because of the economic and technical
interdependencies between the firms, However, there exist many kinds of change forces
creating change either in the character or number of relarionships. How a change force
‘nfluences the network can be seen as closely related to interpersonal relationships. The
stability of interfirm networks and their persistence partly depend on the existence and type
of social networks (Easton and Araujo 1994:75). Early on, Granovetter (1973) noted that
especially the strong ties, e.g. berween kin, friends and close workmates, seem to stabilize
networks. Weak ties, between those less frequently in contact, in turn, seem 10 slimulate
change when adding new information 1o the interaction between the actors.

Also the change in business networks is related to the behaviour of individuals because
change often originates from the networking process (Halinen and Tornroos 1998). The
networking process means connecting actor bonds, activity links and resource ties in the
relationship building by the individuals in the interacting firms. Johanson and Mattsson
{1987) and Easton and Araujo (1994) justified networking activities econormcally through
the concept of investment. In networking investments are made through which resources
are commitred in order to acquire and build up other resources, which can be used in the
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future. In the investment processes relationships may also be used as resources to create
other resources, product adaptations, new ways of doing things or access to third parties.
The investment processes are not random but take effect over a period of time and are path-
dependent (Easton and Araujo 1994:77). Also investments intertwine stability and change in
networks because an organization is rarely willing to commit resources in a relationship
without a prospect of a continuing relationship (Easton and Araujo 1994:78). This means a
need for relationship-specific trust related to strong ties, which cannot be compensated no
matter how tight the contracts are.

The formation of close and long-lasting relationships between the organizations in the
industrial markets, ihe striving for stability, is empirically well validated (Easton and Araujo
1994). Also, it has long been known that networks are influenced by various change forces,
which cause change both in the nature and number of the business relationships. Industrial
networks are also known to consist of exchange relationships berween identifiable,
intentionally behaving actors in the markets (Hakansson and Snehota 1989). This makes the
dynamics of networks both dependent on the history of the relationships and the future
expectations of the interacting parties, and on the social context of the interaction (Grabher
1993:4-5; Easton and Araujo 1994). The contexwal dependence and the social side of
business relationships are discussed through the concept of embeddedness. Networking, in
turn, brings to the fore the intentionally behaving actors and the role of managerial actions
in nerwork changes.

4.2 Embeddedness of firms in networks of relationships

Relationship building is a prerequisite for a firm that wants to get established in a new
market (Johanson and Mattsson 1987). This way it becomes embedded in its context,
Andersson (1997, 2001} emphasized that embeddedness is an approach that avoids
atomization of actors by studying the characteristics of networks and relationships between
the actors, Halinen and Témroos (1998) saw embeddedness as an explanation of change
and development in business networks.

As was stated earlter in section 1.5 embeddedness research can be divided depending on
whether it has been more interested in structural or in relational aspects. Structural
embeddedness describes the totality of the relationships in a network and looks at the
overall network structure (Nahapiet and Ghoshal 1998; Anderson 2001). The primary
intention is to define the positions of various actors in terms of the number of relationships
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they have with other actors in the network and in terms of how connected the other
network actors are to ezch other, According to Burt's {(1992) theory of structural holes, the
best position in the network has the actor which connects two or more nets that are not
connected through any other relationships. This actor has more power in its relationships
because of its access to nonredundant information and new opportunities based on its
interaction with actors in different kinds of networks. As interesting characteristics of
network positions have also been mentioned, for example, reachability and centrality
(Aldrich and Zimmer 1986:13-14). Reachability deals with the existence of a path between
two particular actors. The total distance from the focal actor and the number of actors the
focal actor can reach define the centrality. Those actors who can easily reach many different
parts and are centrally situated have the capability to serve as communication chanrels, to
act in broker roles connecting distant parties or to provide role models and direct the
behaviour of others. Centrality is also closely connected with power and influence because
the central person will be able to control communication and exchanges in the network
(Mansted 1995:203). A recent example of structural embeddedness analysis is the study by
Gnyawali and Madhavan (2001). They related the structure of the network to the flows of
assets, information and stawus among the network members.

However, the present study takes a positional perspective of the networks, analysing a
specific focal net. It focuses on relational embeddedness, meaning that in the focal net the
characteristics of the relationships and their roles, not the existence of the relationships as
such, are seen to be of imporiance for the organizing of the joint venture and its business.
This leads 10 a discussion of the charactenstics and roles of strong and weak ties initially
based on Granovetter's (1973) arguments. Relational embeddedness as such can be seen to
describe the social, interpersonal side of business relationships. Granovetter (1985:490)
stated that the economic action is always embedded in concrete personal relations between
individuals. Similarly, e.g. Hikansson and Snehota (1989, 1995:10) have emphasized that
business relationships are generally built up as a social exchange process in which
individuals become committed beyond the strictly 1ask content, The individuals tend to
weave a web of personal relationships, which appear to be a condition for the development
of interorganizational relationships, Also Araujo et al. (1998) and Salmi (2000) connected
embeddedness with the role of individuals and social relationships in the economic
exchange. Nahapiet and Ghoshal (1998) defined the relational embeddedness as the kind of
personal relationships people have developed in interaction.

Halinen and Tomroos (1998) provided a wider definition of embeddedness and emphasized
that firms are embedded in many separate networks and in the wider industrial settings
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mvolving market, technological, political, social, spatial and temporal embeddedness. The
temporal embeddedness is seen in the influence of the history, the present and the furure
expectations of the actions of the managers in a relationship. This temporal embeddedness
i5 seen in the present siudy as the developments in the network are analysed along a twelve-
year period in time. With respect to the spatial embeddedness the national and intemnational
levels are important to a joint venture that is international in nature but aims primarily to
serve the national market. The spatial embeddedness together with the political/institutional
embeddedness can be seen to emphasize the overall characteristics of the external
environment too (see Fletcher and Barrett 2001). In the present study this general
environment is analysed at the level of the transition markets in Chapter 6,

However, in the present study the focus is on the technological, market, political and social
embeddedness (Halinen and Térnroos 1998) of the joint venture. The embeddedness of
business firms in the first three networks can be seen to vary with respect to the contents of
the exchange and roles of the relationships in the business activities of the focal firm Jeading
to different kinds of dependence relations. The social embeddedness is created through the
individuals who actually interact in the business relationships and create their own contact
networks. Here it is of primary interest to look at how the business relationships are mixed
up with the social ones (Granovetter 1985:495). For this purpose, embeddedness is divided
into two interrelated dimensions. The first dimension, relationships in networks, consists of
the organizations with which the focal firm interacts in its business activities, and the
character of the relationships between the individuals representing the organizations. The
second dimension, dependence. depicts the contems of the interaciions and to that related
roles of relationships from the viewpoint of the focal firm.

4.2.1 Characteristics of relationships

In the markets-as-networks approach relationships are usually discussed at the
organizational level. The major actor groups to which a firm is expected to establish
relationships in new markets are usually considered to be the subcontractors and other
suppliers in the input sector, distributors and customers in the output sector, competilors,
and e.g. government agencies and trade associations in the regulatory sector (Achrol, Reve
and Stern 1983; Johanson and Mattsson 1987). Sull, it is to be noted that the economic
exchange is rarely able to rid itself of the non-economic exchange baggage, such as social
exchange, kinship and friendship networks, altruism and gift giving (Easton and Araujo
1994). The informal character of interaction is an important feature of relationship
development (Johanson and Johanson 1999:49). How a firm can utilize its relationships in
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business depends on their characteristics, which make some relationships more appropriate
for certain purposes than others. For example, old relationships are expected to be more
suitable for acquiring subtle information and are often used for multiple purposes whereas
newer ties are commonly tied to one specific role. Some relationships are purely
instrumental whereas others include strong emotional obligations and are supported by
trust. These kinds of dichotomies are presented in Table 1 for iMlustration. (For further
details see Mansted 1995:197-201).

Table 1. Dichotomies of the personal relationships in dyads (Mansted 1995:197).

Formal V8. [nformal

Universalistic Vs, Particularistic

New Vs, Qld

Commercial Vs, Technical

Professional Vs, Personal

Instrumenial VS, Expressive/affectionate
Directed Vs, Reciprocal
Complememary Vs, Homogeneous

Weak tie vs, Strong tie

Nepative loaded V5. Posilive loaded

The present study picks up the strong vs. weak tie characterization, which ¢an be seen to
encompass also some others of the above characteristics. Granovetter (1973) saw the
strength of a tie in interpersonal networks to depend on the amount of time spent on it, on
the emotional intensity, intimacy and the reciprocal services characterizing the tie. Thus,
stronger ties are suggested to involve longer 1ime and stronger emotional commitments and
often similarity of the connected individuals, which may be further increased through
intentional work to achieve congruency of feelings. Granovetter (1982:105) aiso cannected
weak lies to acquaintance relations whereas strong ties mean friendship relations. At the
interfirm tevet the amount of resource exchange, the number of dyadic role relationships in
the interfirm interaction and the imreplaceability of the parties have been seen as indicators
of the strength of a tie (Easton 1992:11; Johannisson 1995; Zhao and Aram 1995).
N

Uzzi (1997) concentrates especially on individual-level relationships and makes a distinction
between market ties and embedded ties, whose features resemble the weak and strong ties.
The former are arm's-length tes lacking reciprocity and repeatedness and concerning
narrow economic matters. The latter are close ties characterized by trust, reciprocity,
exchange of tacit know-how and joint problem solving with respect to critical business
matters. Very similarly Salmi and Bickman (1999) divided the business relationships in
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Russia, which were all seen as person-centred, into two types: First-circle relationships
were characterized as friendship relationships with people you know and trust. The second
circle consisted of relationships with individuals to whom business relationships are
established and maintained and who are contacted in need for assistance but who are seen
more as acquaintances, and are not trusted like the first-circle persons.

The above characterizations of the types of relationships already relate them to different
uses. The strong ties are characterized by greater trust, even friendship, which makes them
suitable for wransfer of tacit knowledge and critical information. According to Granovetter
(1982:113} the strong ties also lead to greater motivation to be of assistance and are
typcally more easily available whereas weak ties provide access to information and
resources beyond those available in their own soctal circles. Therefore, the desirability or
need for either type of relationship is dependent on the roles the relationship invelves, The
close and reciprocal strong ties are emphasized, e.g. in product development relations when
complex, non-codified and tacit knowledge needs to be transferred in a relationship,
whereas weak ties are important for the search of new opportunities and information (e
Hansen 1999; Andersson and Forsgren 2000; Rindfleich and Moorman 2001), For a firm it
is always a question of a trade-off between a bigger number of weaker ties and fewer but
deeper strong ties because the resources are limited (Andersson 2001). Often it is useful
that the network includes both to be activated ir different needs. Uzzi (1997} described the
integrated network as a hypothesized optimal nerwork structure: the focal firm's direct
relationships comprise primarily embedded (strong) ties and its indirect retationship network
is an integration of embedded and arm’s-length (weak) ties.

4.2.2 Dependence on others

Network as a term implies a special type of a system of interdependence, a system whose
internal interdependencies generally change over time (Thorelli 1986). The interdependence
of the actors is a result of the exchanges and adaptations in the relationships. From an
individual firm’s viewpoint an important issue is the interconnectedness of the most of the
company’s relationships with each other. As Ritter (1999) notes any relationship can affect
other relationships both positively (support or even force)} or negatively (hinder or even
forbid), Thus, a firm should consider these interdependencies while developing and using its
network. However, in accordance with the positional perspective of the present study, the
focus is here on the dyadic dependence relationships between 2 focal firm and its
counterparts. The dependence is described through the contents and roles of the
relationships.
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The importance of the panicipation of an industrial firm in various networks is based on the
interdependences and the variety of roles, which the relationships may entail in the business
(see e.g. Turnbull 1979; Johanson and Mattsson 1987; Szarka 1980; Mansted 1995; Salmi
and Backman 1999). From the strategic viewpoint the relationships may e.g. reduce costs of
exchange and production, promote development of knowledge, give the parties control
over certain parts of the environment, act as bridges to some third parties, or may be used
to mobilize partners against competitors. The resource dependence can be seen as the
primary reason for the existence of industrial networks. Embeddedness of organizations in
relationship networks makes it possible for them to access other actors’ resources needed in
their production processes (Hakansson and Johanson 1992), The dependencies are seen in
the existence of various kinds of bonds between the firms. The economic bonds are the
basis for the industrial networks (Easton 1992:11). The multiple roles and possible uses of
relationships mean that the interactions of the firms have also many other dimensions than
the economic one, Therefore, the contents of the relattonships are multiple including e.g,
technological, economic, social, legal and information exchanges and there exist, e.g.,
technical, logistical, legal, informational and social interdependencies and bonds between
the firms (Hékansson 1982; Johanson and Mattsson 1987).

The nou-economic aspects of a relationship, the social interactions, have been noted to
serve to downplay the contribution of price in determining the behaviour of the two parties
(Uzzt 1997). Indeed the stronger the social bond the less importance economic factors seem
to have in the process of exchange. Thus, although as the organizational rationale for strong
bonding can be seen the trust based on organizational reputation and past performance,
trust is also built by social bonds and friendship, which are established in day-to-day
personal interaction (Thorelli 1986). Experienced managers often cite reputation and
friendship as important decision determinants in business deals (Bonoma and Johnston
1978). Granovetter (1973) already emphasized that the ability of a person to trust another is
hindered if there are no personal ties between them, In this case, any cooperative effort
becomes dependent on the existeace of intermediary personal contact that can assure the
trustworthiness of the other.

Interpersonal relationships have also been suggested to have specific functions in business
processes. In the interaction model (Hakansson 1982) interpersonal contacts are identified
as performing vital rofes in problem solving, in exchanging social values and information,
and in demonstraling commitment and credibility. Personal contacts are also means of
distance reduction (Ford 1980), which is emphasized especially in interaction between firms
of different countries. In the early stages they can help business making by facilitating
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understanding of differences in culture, education and technical and economic factors
between the counterpants (Ford 1998). Granovener (1985) reminds us thar the obligations
inherent in the concrete personal relationships discourage malfeasance and generate 1rust
quite apart from the institutional arrangements. Thus, settlement of disputes is eased by
embeddedness of business relationships in personal relations. The contacts developed by
individuals within business relationships are often significant when a company Etries to
change away from its existing business relationships and its old technologies because they
provide the individuals with the means to pursue their own ideas (Ford 1998:261).
Estabiished social networks can form the means for individuals to achieve the changes they
want in others. But they can also make it very hard for a company to achieve change.

Hallén (1992) concentrated on non-business personal relationships, which he named the
infrastructural networks because they provide underlying preconditions and support for
industrial and business activities, Thus, the infrastructural networks are not designed for
specific business deals including resource or activity connections but are pure actor
connections for acquisition of advance information, for influencing the business framework
or for communication possibilities, They are important in handling links to parties with
whom the company has no direct or indirect business relationships, i.e. no products are
bought, sold or paid for, but the firm is dependent on the actions of these actors (e.g
competitors, government agencies, potential customers or opinion leaders). Turnbull (1979)
and Salmi and Backman (1999}, in tumn, gave the personal relationships and interpersonal
interactions direct business functions. The personal relationships between individuals were
noted to be especially important for the exchange of information and special services, for
the assessment of partners, and they were the normal means of persuasion and negotiation,
Personal relationships may also provide crisis insurance and even ego-enhancement:
personal contacts are established to be used for major problems that cannot be resolved
through formal channels of influence, and some persons establish relationships with high-
ranking individuals in order to enhance their own stats. Personal relationships may also be
the basis for the creation of new relationships and, thus, they form the network capital that
1s the basis for serting up new business as well as maintaining and operating (e.g. by
recruitment) the firm. Halinen and Salmi (2001) divided the roles of personal relationships
into enabling and maintenance roles and crisis mastering roles, which usefully describes the
roles of personal relationships in the life cycle of business relationships. To the above roles
they add the door opening and closing, which means that a third person who knows both of
two possible business partners may help in or even be necessary for the creation of a
business relationship between the parties. They also emphasize the possible negative roles of
personal relationships. The roles of the personal relationships are collected in Table 2.



ACTA WASAENSIA 6

Table 2. Suggested roles for interpersonal relationships in business processes.

ROLE

DESCRIPTION

Disiance reduction

Informatien exchange

Assessment

Negoliation/adapiation

Capital funciion
Services exchange

Crisis-mastering roles
Door opening/closing

Senlement of disputes
Crisis insurance/
CTISIS Creation

Other roles

Social exchange

Ego-enhancement

Business infrastructure

Enzbling and maintenance roles

Through personal interaction social values are exchanged, which helps
business making by facilitating understanding of differences in culiere,
education and lechnical and economic faciors.

Mutual [rusl. respect and personal friendships alfow confidential
information 10 be exchanged, Personal relationships provide especialty
informal markel and technological feedback,

The assessment of the counterpart’s competence is a process usually
involving personal judgment based on inleraction in formal and informal
situations. Personal relationships provide means of demonsirating
commilment and credibility.

Personal contacts are normal mezns of persuasion and negotiation.
Threugh them the other party can be convinced about adaplation
needs and capability.

Personal relationships form the network capital thai is the basis for
setting up new business and maintaining and operating the firm,

Reciprocal exchange of services: a favour is rerurned.

A third party who knows both of two polential business pariners may help
in or ¢vien be necessary for creation of the business relationship.
Recommendations of personal relalionships may be of crucial imporiance.
Good personal relalionships help in ending a relationship without
feelings of unfairness or insult.

Cbligalions in personal relattonships discourage the malfeasance and
generale (rust quite aparn from the institulional arrangements.

The persenal conlaces i2king place between individuals withaut obvious
reason are ofien deliberately esiablished by companies as 2 form of crisis
mnsurance. When a major problem cannot be resalved through formal
channels of influence, these contacts are wilized. They may even substitute
for the absent rule of law. Bad personal relationships or change of the
contact person may also lead o ending a good business relationship,

Some contacts exist purely for private social reasons and are
not necessary for Lhe business objectives of either company,

Establishing relationships in order to enhance one’s own status.

Personal relationships are used for the acquisition of advante information,
influencing the business framework or providing communication
possibilities. They are imponant in handling links to parties with

whom the company has no direct or indirect business relationships,




64 ACTA WASAENSIA

In sum, the establishment of actor nerworks in industrial markets is primarily related to the
interdependencies in the production systems where resources are employed and developed
and activities are performed (Johanson and Matsson 1992). The interdependencies in the
production systems are a basis for the development of economic, technological and legal
bonds between firms. These bonds create organization level, market, technological and
political embeddedness. The embeddedness of business exchange in networks of social
relations leads to the inevitable existence of social structures, rules and norms that both
constitute and shape the business processes (Easton and Araujo 1994). The social
embeddedness of firms brings forth the person-level interaction required, eg., to form a
channel for business dealings, to transfer technological skills and 1o create power structures
(Halinen and Térnroos 1998). Social bonds of more than minimal strength and content
might e.g. be necessary for the development of knowledge bonds, which in turn may be a
prerequisite for strong technical bonds (Mattsson 1984, quoted in Easton 1992:13). This
means that the social interaction between individuals always underlies business interactions,
Actually, it is impossible to understand how business networks function without insight into
the social processes explaining the actions (Tornroos 1997). Therefore, it is mmportaat 1o
know how the social embeddedness of business relationships comes about and functions
when individuals act to organize the business of a firm.

4.3 Networking for organizing

The embeddedness of firms in networks was above described through the discussion of the
strength of ties and roles of relationships, especially interpersonal relationships, in business
networks. However, as Easton (1992:11) reminds us “What is being exchanged may have
little relationship to how it is exchanged” and therefore we shouldn’t expect that the nature
of relationships remains constant even though measures of various flows are the same,
These behavioural dynamics are next analysed through the concept of networking,

4.3.1 Organizing of the relationship networks

On entering a network a new member faces the strategic challenge of positioning itself
among the pre-existing members of the network (Thorelli 1986). In positioning the
organizations operate on the basis of informational inputs that are ambiguous, uncertain and
equivocal and there exist many passible sets of outcomes that might occur. In this sttuation
organizing serves to narrow the range of possibilities as the activities of organizing are
directed towards the establishment of a workable level of uncertainty (Weick 1979:6).
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Happenings that represent a change, a difference or a discontinuity from what has been
going on are always an occasion for organizing (Weick 1979:3-4). Thus, also later on every
change in the perceived context is likely 1o induce a new organizing process. In organizing,
the individuals collectively elaborate, simplify, and pattern the information to connect the
episodes of social interaction in an orderly manner. As business firms are embedded in a
network of other organizations the organizing is commenced through interaction in a
network to create a manageable business context for the firm. Thus, in the processes of
organizing the boundaries of the firm are continuously updated as a result of interactions
between the individuals inside and outside the firm (Grabher 1993:7).

Organizing has often been regarded as an internal process for the creation of organizational
structures, staffing and implementation of the ways of communication (e.g. Ritter 1999),
Here, besides building the organization, organizing is seen to include locating opportunities,
accumulating resources, creating markeis, legittmizing the venture and solving problems
through external relationships. In organizing a firn and its business, an actor aims to
establish a workable level of uncertainty by framing its context. Framing is a social process
in which individuals assume the structural and dynamic properties of the network context
(Hakansson and Snehota 1989). This enacted context constitutes the organizational learning
and guides the behaviour of the individuals within the organization. Hence, organizing
concerns the enactment of workable realities by the individuals in interaction with each
other, QOrganizing can, thus, be seen as the production of a collective view by the focal firm
of its relational context in terms of the members in the network and the functions of its
relationships in is business processes and its own role towards the other actors.

Nerworking is a means of organizing, It is a process of connecting actors through bonding
and commitment, and performing activities to get access to the resources contrelled by
those actors (Halinen et al. 1999; Tomroos and Nieminen 1999). It is also a strategic
process in which the external relations are changed and actions taken to place the firn in a
stronger competitive position in the market (Cunningham and Culligan 1988; Hakansson
and Snehota 1989; Melin 1989). Although organizing can be regarded as a collective,
organizational process it is determined by the actions of and social interaction berween
individuals in relationships (Hikansson and Snehota 1989), Networking is a process that
takes place at the individual level and places the emphasis on personnel because power,
expertise, perceived trustworthiness and social bonds are person-specific rather than frm-
specific issues (Thorelli 1986). Simultaneously the networking of individuals relates an
organization to its context and creates its sirategic identity, which Hikansson and Snehota
(1939) saw even to ultimately determine its effectiveness and strategy,
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4.3.2 Managerial and entrepreneurial networking

Nerworking as a verb emphasizes the interaction that creates, develops and ends linkages
between people (see Melin 1989). Therefore, networking is always an individual-level
process. With respect to networking, the inter-organizational research, in general, has
mostly dealt with relationship establishment and maintenance between firms whereas
entrepreneurship research has focused on personal actions and personal ties between
individuals. Entrepreneurship research has actually focused on the behaviour of individuals
in business networks in the attempt to define entrepreneurship and differentiate
entrepreneurs from managers. This has led 1o a two-edged categorization involving either
managerial or entrepreneurial networking. The basic distinction between the managerial and
entrepreneurial networking is the behaviour either as an organizational agent or ‘qua
persona’ i.e. in role or personal relationships (see Coleman 1990:531-546; Ring and Van de
Ven 1994). Both kinds of networking are usually needed in organizational development and
there can be expected to be a continuum of networking behaviour where these two
represent the ends. However, the two types are here contrasted to illustrate their basic
differences, which are also collected in Table 3.

Table 3. Basic differences berween entrepreneurial and managerial networking.

Entrepreneurial nenworking Marnagerial networking

- Acting as a natural person. "qua persona’ ~ QOrganizational role-acting

- Informal interactions — Formal interactions

~ Actions bevond business asks - Actions focused on business activities

— Personal relationships based on personal trust - Contractual relationships. impersonal trust
~ Initial commitment usually high - Evolutionary commitment

- Imbalances siored for future use - Imbalances immediatelv regulated

- Affeclive and moral considerations - Economic and instrumental considerations
~ Non-hierarchical relaiionships - Hierarchical relationships

— Aclivaled when problems or opportunities arise - Long-lerm/regular exchanges

~ Self-organizing nefwork ~ Created and managed by design

— Accepls episodic use and renting of rescurces - Aims at controlling resources

In managerial networking the personal relaiionships are focused on the company’s business
activities, i.e. created by and related to the company of the person disposing of the contacts
and therefore they can be expected to be transferable to other individuals (cf. Hallen 1992).
An individual represents the organization and behaves according to the expectations
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associated with his role in the organizational setting (Hjorth and Johannisson 1997). Thus
networking consists of interactions among individuals acting in role positions in various
systems involved in the distnbution of goods and services (Turnbull 1979). The major
concern is the acquisition of ownership or control over the required resources and, then, the
strategic implementation of them (Sahlman and Stevenson 1987). Networking behaviour
consists of the attempts by the focal firm to create access channels to sources of resources,
competence and capabilities and to manage these access channels in pursuit of competitive
goals (Cunningham and Culligan 1988). The networking is constrained by the structures of
power and dependency. The fact that building networks involves expenditure of money and
executive talent over many periods of time also justifies seeing all aspects of networking as
strategic market investments (Thorelli 1986). Access to Lhe resources is intended to be
long-term and commitment is evolutionary. The relationships are based on task or role
hierarchies, and contract-based trust. Official contracts regulate the interaction and
managers concentrate on the formal tasks in the interaction (Hikansson and Snehota
1995:8). The networking is usually very formal and rakes place on a high management level.
Hakansson and Johanson (1988) have claimed that this kind of networking does not often
lead to real cooperation relationships.

The entrepreneurial relationships are focused on the persons in their capacity both as
businessmen and private persons (Hallen 1992). The relationships and their use are related
to them personally and created by them at various stages of their career and are therefore
not normally transferable. If acting entrepreneurially (Hjorth and Johanmisson 1997) an
individual takes personal initiatives and performs acts based on personal trust, acquaintance
and liking. Thus, entrepreneurial networking is governed by social controls, like personal
trust, confidence and reciprocity and requires commitment beyond strictly task-oriented
content (see e.g. Larson 1992). In entrepreneurial networking the relationships are also
often used to be able to act “as if”" the equivacal events were not equivocal by enacting the
realittes through dialogue with others (Gartner, Bird and Starr 1992). Existing
strong/friendship ties are used to convince the others to establish a commercial relationship.
Thereby individuals get support from others to organize the venture and solve problems.
Social contracting, based on feelings of personal obligations, trust and gratitude, has been
noted to be effective in resource acquisition at reduced costs and legitimacy cooptation for
new ventures (Starr and MacMillan 1990).

When managerial activities pnmartly concern the planning and controlling of resources,
entrepreneurial actions aim at influencing others for episodic use or rent of resources
(Krackhardt 1995, Sahlman and Stevenson 1987). Thus, the use of relationships is often
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more revolutionary and short-term as a relationship is activated as a response to a current
need. Also Johannisson (1995:227~230) sees that entrepreneurial persons need to have
specific social skills when they activate some network relationships very unexpectedly and
the others need to accept minor attention occasionally. Entrepreneurs seern comfortable
with the productive ambiguity of social capital as a resource. They often mobilize different
networks (¢.g. business contacts, family and friends) for various resources {e.g. information,
capital, business contacts) to translate their visions and business plans into reality. The use
of the same networks for a variety of different purposes and the heterogeneous assemblage
of these links in support of entrepreneurial idea is an imporiant characteristic of this
phenomenon (see e.g. Starr and MacMillan 1990; Johannisson et al. 1954).

An mportant distinction between managerial and entrepreneurtal networking is also the
process through which personal relationships become intertwined with business processes.
In managerial nerworking the social contacts are seen as an inevitable consequence of good
functional contacts (Ford 1998). Through the exchange relationships the actors tearn about
each other and develop some trust in each other (Johanson and Mattsson 1992). Thus,
development of trust in business relationships is a slow process that requires proving the
trustworthiness in business-related interaction. This is the basis for bigger commitments. If a
company tries to restrict personal contacts to avoid some problems that can oceur, a
company may lose the great benefits that come from extensive and intensive interaction. But
the strong personal relationships also make change more complicated because cutting a
business tie would mean cutting a friendship tie between the managers. The entrepreneurial
networking, in tum, is suggested to begin from good personal ties, which provide the first
ground for testing ideas and are the first source for resources (Biriey 1987; Johannisson
1987). The personal ties and friendship relations are in entrepreneurial networking ofien
transformed as good functional contacts. This is what has been noted to fit the behaviour of
entrepreneurs when launching new ventures and to some coumtries, like transition
economies. For example, Salmi and Béckman (1999:163) note that personal relationships
play different roles in Russian and Western contexts because the social bonds are primanly
the origin rather than the result of evolving business relations, The trust is developed first in
non-business relationships and then utilized in business making,

In a large part of the network research the personal and organizational networks merge
(Zhao and Aram 1995) and a distinction may be difficult to make. Yet, some relationships
may be kept quite official by acting in organizational roles and with authority of a formal
position while others are strongly based on personal ties and trust. Networks of social
relations penetrate irregularly and in different degrees in different sectors of economic life
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(Granovetier 1985), As Coleman (1990:541) notes the same person can act in different
capabilities on different occasions. The type of behaviour has, e.g., been seen to vary along
the development of the venture. All emerging ventures, i.e. ventures in their initial stages of
devetopment, should be entrepreneurial and their organizing should require entrepreneurial
behaviour whereas existing organizations need managerial behaviour (Gartner, Bird and
Starr 1992, Hjorth and Johannisson 1997). Also some cultures seem to emphasize either
type more or strengly intertwine them (Bjérkman and Kock 1995; Salmi and Bickman
1999). For this study the above offers an interesting basis for analysing the behaviour of the
imernational joint venture managers. Do they develop organizational or personal
relationships and are they relying especially on either ones in certain situations?

4.4 Conceptual framework of the study

The central theoretical constructs of this study are embeddedness and networking, which
tead to organization of business as presented in Figure 7. The type of relationships, actor
and relationship characteristics, define the basic nature of the embeddedness. The
embeddedness is also defined by the contents and the related roles of specific relationships,
which create dependence between firms. Relationships are created through networking,
whose nature varies with the amount of managerial and entrepreneurial elements in the
behaviour of the individuals. The organizing of the relationship network, and simuitaneously
the firm and its business, becomes acwalized through networking behaviour, which both
influences and is influenced by the embeddedness of the firm.

The nerwork approach emphasizes that every organization is dependent on and its very
identity created in interaction with other actors in the market. This holds true also in the
case of joint ventures, which may be as much dependent on the other external counterparts
as on the parent relations (see e.g. Johanson 1999). The studies of subsidiary embeddedness
kave also indicated how the imtegration of subsidiares into the MNC internal network
varies and some units are more embedded in their local networks, This is closely related to
the personal characteristics and preferences of the managers being responsible for the
subsidiary (see Marschan et al. 1996). Their actions define what kinds of relationships are
established and with whom although the dependence of the firms on the resources linked to
their exchange relationships can be seen as the basis for business relationship development
and gives the relationships specific roles. In the present study the focus is on the actions of
the managers for relationship development and the use of personal relationships in the
organizing processes of the business relationships over time, This idea is emphasized in the
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notion by Granovetter (1992:7): “Economic institutions are constructed by individuals
whose actions are both facilitated and constrained by the structure and resources
available in social networks in which they are embedded ™

CONTEXT
EMEEDDEDNESS
— type of relationships
~ roles of relationships
'y ORGANIZING

2 — the firm and its business via
BEHAVIOUR relationship network

NETWORKING
- managerial/organizational
~ entreprenenrial/personal

Figure 7. Central concepts of the study.

In the nerwork structures stability and change are intertwined. Because relationship
development requires investments of resources, the willingness to commit is dependent on
the expectation of some continuity. However, the interactions in the relationships and the
strategic intentions of the actors lead to continuous change in nerworks. Networks are also
influenced by the general level economic, political and other changes in the environment. In
this study networks are examined from the viewpoint of the joint venture and the changes
are traced in the focal net, i.e. the network consisting of the relationships perceived as
relevant by the joint venture managers. The focal net of an actor is reshaped as a response
to intraorganizational enactment and development, as a result of interactions inside its
network of relationships and because of some events outside the network of the interacting
organizations, i.e. in the external environment. These three sets of change forces are named
internal, relational and external. The classification is the same as that used by Melin (1989)
except for naming the strategic change forces as relational ones. This concept is intended to
stress that not all the changes inside the focal net are a result of the intentional actions of
the focal firm for changing its competitive position, which the term “strategic” seems to
connote. In addition to the strategic change forces, the relational change forces include also
changes which are more haphazard or take place as a result of internal or strategic changes
in the other organizations than the focal one. Some changes are ruled by irertia and hence
tend to lead to incremental change involving change only in the nature or content of a single
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relationship. Ye1, the networks change also because of critical incidents that create radical
change, i.e. dissolving or building new relationships. This is illustrated in Figure 8.

e T
TO: Focal net affected by ’,/’f FOCAL NET "“-\,\\
change forces Pareq ’ Parent e

- 9]
+ + * “"‘--.h._‘______ _--f""/"
EXTERNAL FORCES o
A e I
T1: Resulting changes -~ FOCAL NET T
o Parent’

O = gctar in the network —— = weakened relationship
—_— = existing/new relationship m— = strengthened relationship
e = ended relationship -» = force beneath change

~\
Figure 8. Intemnal, relational and external change forces, and resulting incremental and
radical changes in a focal net.

Through its relationships an orgamization becomes embedded in its context. As was stated
above the embeddedness of a firm depends on the characteristics of the actors, the
relationships and the interdependencies between the firms. In the present study the
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embeddedness is described to be of a political, market, technological or social type (see
Halinen and Témroos 1998). The political embeddedness is created through the existence
and imponiance of poiitical representatives in the network and the involvement of the firm
with the national or lacal political systems. The market embeddedness is defined by the
relationships directly related to the business making, i.e. relationships 10 customers,
suppliers, distributors and competitors. Technological embeddedness, in turn, is created
through relationships including especially technological exchanges and e.g. cooperation
between the actors in technological development. The type and degree of the embeddedness
can be seen to vary with respect to the sirength of the ties the individuals in the interacting
orgamzations have with each other. This way the social embeddedness becomes intertwined
with the other three types. Most often the sirength of the relationships is seen to vary on the
basis of the feeling of friendship and trust of the individuals involved in the interaction. In
the present study it is looked at how the managers of the joint venture describe their
refationships and how the descriptions are related to the specific roles of the relationships.
The embeddedness and the incremental and radical change in the focal net are here seen to
describe especially the structural dynamics of networks.

To capture the behavioural dynamics of the focal nets we need to look at the actions of the
individuals through the concept of networking, Networking emphasizes the communication
creating linkages between people and the networks as social organizations {Melin 1989)
although the organizational aims are related to gening access to the resources controlled by
other actors and creating resource ties and aciivity links. Thus, networking is always a
process of actions by the individuals but it is also a part of the firm’s activity and structure
{see Dubini and Aldrich 1991).

In networking managers establish, maintain and use different kinds of relationships, which
require different kinds of behaviour. Some relationships are handled by acting clearly in the
organizational role and with the authority given by the formal position, They are regulated
by official contracts, and the interactions are related strictly to business issues. This kind of
networking “for business only” can be labelled as the managerial one. The interactions in
other relationships are very personal in nature and may be based on feelings of liking or
friendship between the interacting persons. This is often called entrepreneurial networking,
The networking is regulated by personal trust and requires commitment beyond task
content. In a large part of network research the personal and organizational networks merge
because that is the case in reality also. Yet, if we look at the interactions at the level of the
behaviour of managers, differences can be expected 1o be found differences in the degree of
formality and personal nature of the interactions.
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In sum, an international joint venture becomes embedded in its context through the
relatienship building of the managers, The embeddedness of the firm both facilitates and
constrains the networking actions. The rypes of relationships the managers have and the
firm level dependencies in the relationships define the action possibilities and influence how
the relationships can be used to create and respond to various change forces confronted by
the net. The interactions of the managers in the relationships and their networking actions
may lead to changes in the strength of the relaticnships and dependencies between the firms.
As a result of networking the business of the joint venture becomes continuously organized
in the reconfiguration of its business network. The organizing, then, is reflected in the
changing embeddedness. This cycle of the focal net development is illustrated in Figure 9.

EMBEDDEDNESS %
= aclors in and nature ) CHANGE
of relationships {1 FORCES
{ FOCALNET NETWORKING
-._ CHANGE .~/ = actions of managers in
ORGANIZING T relationship development
= definition of relationship and use

functions in the network r*/’ ]

Figure 9. Cycle of the focal net changes at the level of the key concepis of the study.

The structural network changes are in the present study followed at the level of the focal
net and in the form of both incremental and radical changes. However, what is even more
important in the present study is the search for some underlying logic behind the structural
dynamics at the level of managenal behaviour. How this is accomplished in an empirical
study is discussed next.
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5. EMPIRICAL RESEARCH DESIGN

With regard to the basic assumptions concerning the nature of reality and knowledge this
study adopts the realist epistemological orientation presented by Easton (1995), It is seen
that there exists a reality to be discovered and that reality is independent of us. However,
reality is cognisable and accessible only through human cognition. Reality is not obvious,
self-evident or transparent and therefore the researcher's main project is to discover what
causal powers act in what ways in understanding the nawre of examined objects. The realist
view also takes into account the situational and contingent nature of causal powers, which
means that causal powers depend upon certain conditions in order to operate (Tsoukas
1989). Realism also fits studies which examine unobservable external world phenomena
(Perry 1998}, Individuals having experienced the phenomenon under study are seen to be
able to tell about the reality by describing the events and their experiences of them. The
need to ask several people for descriptions is likely to lead to contrasting views of what
happened there. A challenge for a researcher is to combine these personal accounts to form
a coherent picture of the whole. All social phenomena are accepted to be concept
dependent and theory-laden, which gives understanding and interpretation a central role in
research, Thus, the meanings are seen to be created as an interaction of the researcher’s
concept system and the concept system of the object of the study.

These principles are reflected in the design of the study, which combines case study method
with qualitative and abductive approaches. The methodology is ideographic, which stresses
intensive research by getting close to the subject and letting it unfold its characteristics
during the investigation. Through analysis of subjective accounts the aim is to reach rich
descriptions of real-life situations and to get beyond the directly observable. Universal laws
are not looked for as in nomothetic research design but rather understanding of the
phenomenon under study and the generative mechanisms underlying the examined events.

5.1 Research strategy
N

As Borch and Arthur (1995) noted the choice of the methodological approach of a research
should depend on the nature of the phenomenon to be explored. Yin (1989:17) has for his
part emphasized the type of research questions, extent of researchers control over
behavioural events and degree of contemporary nature of events as determinants of an
appropriate research strategy. This study aims at uncovering and understanding the
mechanisms behind the dymamics of business networks. For studying networks case
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research and a subjectivist or relativist approach have been seen as the most appropriate
(Borch and Arthur 1895; Easton 1993; Perry 1998). In search for knowledge of how and
why the networks have changed in an ongoing joint venture operation of which the
researcher has no control a case study is again 2 preferred research strategy (Yin 1989:21-
23). Easton (1995) thinks network researchers 1o have had goed reasons for favouring case
research. This is because cases make sense of the examined phenomenon, industrial
nerworks, which have characteristics such as indistinct boundaries berween industrial nets,
connectedness among and berween various actors, and constantly changing dynamic form.

On the basis of the above arguments, case study was selected as the empirical research
strategy. Case swudies have been divided into exploratory, descriptive and explanatory ones
(Yin 1989.16; Gummesson 1991:75). With respect to Yin's {1989) division the case of the
present study would be mainly descriptive because the aim is to describe network change
processes and analyse the meanings of the selected conceptual constructs in a specific
context. However, the search for an understanding of the logic behind the particular
network changes fits the realist explanation suggested by Easton (1995:377), which
“requires the researcher to identify the contingent causal powers that are operating in the
particular situations under research and the ways in which they combine and interact in
order to create the particular events observed in the empirical domain”, This kind of
realist case research Easton considered capable of providing valid explanatory knowledge.
However, the explanation is not the type of positivistic research that aims at predicting the
probability that there exists a causal relationship between cenain variables. Instead the
explanation is given at the level of theory when the causal mechanisms underlying the
dynamics in the observed events are searched for (see also the analytical generalization by
Yin 1989). Eisenhardt (1989) and Perry (1998) similarly emphasize the ability of case
studies to contribute in theory building and the development of propositions.

The major advantage of the case study method can be seen in its ability to provide a basis
for acquiring a holistic view of the phenomenon (Gummesson 1991:76). Case study method
allows one to study the subject in its natural setting without focusing in advance on a
timited number of variables. Thus, unexpected changes, different viewpoints and complex
relations can be considered when they occur or if they exist. This results in rich descriptions
of the routines, problematic moments and meanings in the social settings (Denzin and
Lincoln 1994:2). Case study is alse an appropriate research strategy for process studies, i.e.
for understanding the dynamics of a single setting (Eisenhardt 1989; Gummesson 1991:30}).
The analysis of the dynamics actually makes case studies explanatory (Easton 1995)
because the empirical events are described and their links are traced over time,
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Van de Ven (1992) and Pettigrew (1997) have provided definitions of what process
research actually is. The present study is processual in the sense of Pettigrew (1997:338): it
aims to define the sequence of events, actions and activities unfolding over time in context.
This involves that actions drive processes but actions are also embedded in contexts which
shape the actions and are shaped by them. Therefore time and timing are extremely
important aspects in the attempts to explain processes: the past is always shaping the future
and what happens, how and why it happens is dependent on when it happens, Appreciation
of the time in processual analysis also means linking the processes to outcomes of them.
The key dimensions of processual research are presented in Figure 10.

HOLISTIC
UNDERSTANDING

TIME

PROCESS CONTEXT

OUTCOMES

Figure 10. Key dimensions combined in process research.

The present study aims at producing a case study, in contrast to case history, by letting the
research questions and objectives of the study lead the analysis and by looking for patterns
and underlying mechanisms which shape the patierning in the observed change processes
(see Pettigrew 1997). It is aimed ar understanding the sequence and flow of events over
time through reconstruction of the focal net development process and the actions
underlying it. In this attempt an approach that Hedaa and Térnroos (1997) have named the
event-network perspective has been used as the major analytical device, This involves that
the events, i.e. “outcomes of human acts or changes caused by nature” (ibid: 6), affecting
core actors and their acts and the network-change mechanisms, have been traced over time.
The event-based analysis consists of a triangle of events, actors and acts (see Figure 11).
Events need to be perceived by actors. On the basis of the perceptions and the wiilingness
to take actions in response to the stimuli actors, then, act, These acts may be a basis for
new events and acts, or may follow and be passive reactions to the event. An actor may also
ignore the event.
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ACTOR(S)

Context

ACT(S) EVENT{(S)

Figure 11. The triangle of event network relations (Hedaa and Témroos 1997).

The case study research strategy was combined with qualitative methods of data collection
and analysis (the procedure is discussed in detail in the next sections). However, the study
has not adopted a purely inductive approach, which is often connected with the use of
qualitative methods. The approach used could be termed an abductive one, which is a kind
of middle-road between inductive and deductive and allows moving back and forth between
the previous research, empirical evidence and the researcher’'s own reasoning (Grénfors
1982: 33-37, see also systematic combining in Dubois and Gadde 2001). Pettigrew (1997)
considered these kinds of cycles of deduction and induction appropriate for process
research. The move between prior knowledge, gradually collected data and interpretations
provoked by the step-wise study leads to a hermeneutic spiral. This way the researcher gets
farther beyond the surface in search of meaning and can achieve deeper understanding,

In the present study a platform for the study was first made by a selection of background
theories and major conceptual aspects to be covered in order to get some preunderstanding
of the phenomenon. This preunderstanding was seen to be needed to be able 1o get as deep
as possible in the case examination. Some researchers (Grénfors 1982:151; Patton 1990:59;
Gummesson 1991:61) have also stressed both the impossibility of entering the field without
any prejudice and the importance of preunderstanding to be able to find alternative
interpretations. The need for practical responsiveness (Patton 1990:39) has been kept in
mind along the whole research process. This means that the research has not rigidly
followed one route advocated by one approach and chosen at the initiation of the study.
The research issues, the analytical framework and the empirical research strategy have also
along the research process been reoriented when they have been confronted with the
empirical world (e.g. the number of case firms has dropped from two 1o one or the focus
and the theoretical framework of the research have been changed), This is also typical of the
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case research process {Easton 1995), which is not a mechanical cne but takes into account
that what happens in the later stages is dependent on what is found in the previous ones.

Easton (19%5) mentions as the major problem in case research that it in practice often lacks
an epistemological base. This has simply resulted in rich descriptions of events or only in
presentation of examples of dataz that appears to provide partial support of particular
theories when used in a quasi-deductive theory-testing way. As a response to major
cnticism of case siudies about the deficits in generalizability of results based on analysis of
only one or a few cases, multiple case studies have been made to be able to rely on some
notion of statistical generalization, However, a case researcher should not be worried abour
the statistical generalization. Yin (1989:40) emphasizes the aim of analytic generalization in
case studies, which makes the sampling logic and issues related to i irrelevant. In realist
case research one case can create and/or test a theory to the extent that it uncovers reality
(Easton 1995). Also Gummesson (1991:83) suggests that all social phenomena are 100
liable to change and too dependent on circumstances to allow any meaningful statistical
generalization. Therefore, developing a “local theory” which consists of knowledge created
in a certain social context and is applicable when dealing with a specific situation is the
appropriate level of generalization (cf empirical generalizations in Gronfors 1982:31-32).
In all, this study has progressed along the logic presented by Gronfors (1982:31-33) from
empirical descriptions and empirical generalizations to contnibuting to the theory by analytic
generalizations. This is hoped to improve an understanding of the phencmenon and initiate
new ways 10 approach it.

5.2 Selection of the case company

This study represents an embedded single case study. The study auns at understanding and
explaining the causal mechanisms behund the dynamics of one particular net, The empirical
part analyses the development and utilization of relationships in one Nordic-Polish joint
venture over the time period 1989-2000. For understanding the dynamics of a single setting
the multiple levels of analysis have been seen 10 be appropriate (Eisenhardt 1989). This
embedded design is of concern when, for example, analysis is conducted using hoth
organization as a whole and individuals as units of analysis (see Yin 198%:50). In this study
the relationship development is analysed at two levels. Firstly, the changes in the company-
level focal net of the joint venture are analysed. Secondly, the actions of the individuals in
the relationship building as a response to different change forces, leading to changes in the
focal net, are analysed.
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As the experiences and insights of the individuals who have participated in the organizing of
the joint venture were of primary importance for the study, the main concern in the case
selection was access to the company. Therefore, great emphasis was laid on the cooperation
willingness of the key persons in the Finnish parent firm. They had to be able to assist the
access to the joint venture managers and other persons who had had important roles in the
joint venture’s development. When possible solutions were searched for in 1997 the present
case company was found to be suitable on the basis of a lecture on the East European
operations of the Finnish parent firm given by the key person. After the lecture the general
manager was Lold about the research project and asked about the possibility of studying the
joint venture, He proved to be willing and interested in participating the study and on the
basis of this contact the case was initially chosen, He became the key informant to the
researcher especially conceming the first phase of the study. In the second phase the
managing director of the joint venture had this role. As the key informant was named a
manager ¢ccupying a role that makes him/her at the general level knowledgeable about the
issues studied and willing to communicate with the researcher (cf. John and Reve 1982).

The research project actually began with two cases (see Mainela 1999), but the number was
reduced to one in 1999 due to both practical concerns and changes in the overall research
setting. On the basis of the contacts with the key persons in the case of cne firm it seemed
unlikely that the depth of data would be a5 desired with respect to the other case. This was
parily due to the person changes in the Finnish shareholder firm and the expected poor
access to the managers of the joint venture. The other difficulty was related to the change in
the research setting from organization level analysis to the analysis of individual level
actions and the role of social networks, which were considered too delicate issues in the
company.

However, the reduction of the number of cases from two to one can be seen to be
reasonable also from the point of view of the research praclice and the depth of the
empirical analysis,. For example, Borch and Arthur (1995} saw the search for
representativeness and statistical generalizability through analysis of multiple cases in their
study to have led to greater breadth but a1 the expense of depth. In their analysis of the role
of managers in the governance of the interfirm relationships the need to divide the research
efforts berween several cases led o a lack of understanding the social network and criticism
from managers of bias in the description of their actions. Easton (1995} sees research on a
greater number of cases ro often resull in a situation where the number of identified
contingent causal powers may increase but understanding of how they operate is lost. As
this study is especially concerned with social networks and managerial actions and aims at
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explaining the network dynamics through discovering the mechanisms behind them, a single
case study can be considered appropriate and even recommendable.

In addition to the access question, the chosen company was expected to fulfil some specific
requirements, The joint venture should have lived through the transition process quite from
the beginning and have existed for a few years. The transitionary context was expected to
make the organizing processes differ from more stable contexts, particularly to make them
more recurrent over time. The older age of the joint venture would also make it likely that
multiple changes had taken place during the development process. The case selected for the
study has experienced and been affected by the influences of the transition process from the
very beginning of it. Based on its ten-year lifetime it can be expected to well illustrate the
dynamics of the organizing processes in a transition market. A further advantage of this
case-company is that it operates in chemical water treatment for which no markets actually
existed in Poland at the end of the 1980s and the beginning of the 1990s, Especially for
sewage-water-treatment chemicals there existed a heavy need from the environmental point
of view but the commercial markets had to be created from scratch. This aspect is likely to
once more make the organizing activities of the managers multiple, which can make the
case more revelatory with respect to the network organizing than cases in other industries.

The case company analysed in the present study is Kemipol Ltd., a company producing
water treatment chemicals in Poland. It is a joint venture between Kemira Kemi, a Swedish
subsidiary of the Finnish Kemira Group, and the Polish Zaklady Chemiczne POLICE. A
minority shareholder in the company was for the first four years the Nordic Environmental
Finance Corporation, Nefco, and a current shareholder is the Polish National Fund for
Environmental Protection and Water Management. The major partners and the case-
company are described in further detail in section 7.1.

5.3 Methods of data collection

The data collection was aimed at getting rich primary data through interviewing the people
who have been actively involved in the organizing of the joint venture and its business
during 1ts lifetime (See Appendix 1 for the list of interviews). Thus, interviews with the
Nordic and Polish joint venture managers form the main source of information. Yet, they
are supported by secondary data, such as feasibility studies and company documents as well
as published articles in trade journals and newspapers dealing with the case. The multiple
sources of data are used in case studies to increase validity and reliability (Yin 1989). This
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kind of triangulation of data, i.e. combining sources of evidence while moving between
analysis and interpretation may aiso reveal new aspects of the phenomenon unknown to the
researcher (Dubois and Gadde 2001), Easton {1995) has especially recommended the use of
both qualitative and quantitative data in case studies. In the present study quantitative data
has not been used, The only attempt to collect more structured data was a one-page
questionnaire (see Appendix 3) used to get some background information concerning the
Polish interviewees (the management of the joint venture) and their relationships and roles
in the joint venture’s operations 1o make the personal interviews more efficient.

The data collection proceeded as follows. After an initial research framework was
developed through review of previous research the basic ideas were presented to the key
person in the case firm to secure the suitability of the case for the research project and
access to the informants. The initial working knowledge (Borch and Arthur 1995) of the
companies involved was achieved through discussion with the Finnish key informant and
review of some secondary data including annual reports of the Finnish shareholder, its
builetins and newspaper articles, The researcher was also allowed to become familiar with
the feasibility study of the joint venture and the initial joint venture agreement. These
provided an important point of reference when the development process of the joint venture
was traced in time. The collection of primary data was realized in two phases through semi-
structured, focused interviews. (See Appendices 2, 3 and 4 for the question oullines,)

In the first phase four managerial leve! persons were interviewed in June-December 1997.
Three of the interviewees represented the Finnish parent, Kemira Chemicals Oy (one is a
Finn, one a Swede and one a Norwegian), They formed the managerial establishment team
of the joint venture and, thus, have been involved in the earliest steps in Kemipol’s
organizing, The choice of these persons to be interviewed was also based on the fact that
the Nerdic units of the Finnish concern have in cooperation accomplished the joint venture
project. The official owner of the joint venture is the Swedish subsidiary of the Finnish
concern and the Swedish and Norwegian subsidiaries have been responsible for the Central
East European subsidiaries and operations of the business area in question.

In addition to the Nordic managers, the Polish managing director of the joint venture was
interviewed. To be able to conduct a face-to-face interview with her and visit the joint
venture under study a one-week field trip was made to Polang in October 1997, The crucial
importance of this interview was that it brought 1o the study the Polish viewpoint and
insights which are created in a Polish cultural setting. To get as rich data as possible from
this intercultural interview and firm visit, it was joined by another researcher who
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concentrated on observation, After the field tip he wrote observation notes, which
provided an additional source of evidence and a basis for exchange of ideas about these
situations. Discussions were held also right after the interview about the most striking and
possibly unclear points.

The initial analysis of the data from this first phase of the data collection is reported in a
licentiate thesis (Mainela 1999), whose conclusions led to a new formulation of the research
questions and a change in the research focus, To be able to understand what is the central
question in the development process of an international joint venture it was considered
crucial 1o study the joint venture as a context-dependent focal actor. What proved the most
useful contribution of the imerviews in the first data collection phase was that the
interviewees had been asked 10 give an account of the joint venture’s development process.
Their stories were used to find out the chronological order of the events the individual
interviewees considered as critical for the development of the joint venture. Telling about
the joint venture processes in the form of narratives was also thought to help the
interviewees to better remember their experiences and actions in the events that had taken
place as long as eight years ago. Due to the focus of the licentiate thesis the other interview
themes dealt with the characteristics of the technology transferred to the joint venture,
interaction between the parents, and the joint venture and the parents, the role of the other
stakeholders in the joint venture’s development, and the specific features of the
transitionary Eastern Europe as a target for foreign investments. This kind of theme-based
but unstructured interviewing was aimed at covering the aspects seen as important by the
researcher but also at reducing her influence on the way the themes were discussed (see
Gronfors 1982:106, Hirsjdrvi and Hurme 1993:35-37). The questions posed to each of the
interviewees differed considerably from each other as they depended very much on the
experiences of the interviewees and on their personal way of expressing themselves.

Each one of the four interviews took between one hour and one hour and a half and the
interviews were, by permission of the interviewees, tape-recorded. The tapes were
transcribed soon after the interviews and the Lranscripts were sent to the interviewees for
comments. This way they could correct possible misinterpretations and add some details if
needed. Some of the interviewees made comments orally on the phone and some in writing,

As a final point in the first round of data collection the Finnish key informant was met in
October 1998. During an informal conversation, the latest development of the joint venture
and the early research report of the case were discussed. As the first step of the data
pracessing, a report of the process developments based on all the interviews had been
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made. This report was delivered to the key informant some weeks earlier 10 be checked and
could now be discussed, In addition to the possible incorrect information, he was asked 1o
point out if there were issues that he considered of special importance. The researcher also
presented her preliminary ideas of the major findings of the study based on early analysis
and data processing. This was aimed to provoke discussion to get the insights and
reflections of the person who had actvally experienced and participated in the operations,
on the findings.

As a result of this first round of interviews a derailed descripiion of the development of the
joint venture between the years 1989-1997 was got. However, although the interviews
provided undersianding of many events in the development process, they also posed new
questions especially concemning the role of the joint-venture managers and the social
relationships as the delerminants of the organizational-leve] developments. The influence of
other parties than only the parents on the joint venture’s developmerit was also striking,
These findings made the researcher reconsider the research focus and led to the new
research questions presented in Chapier 1 in the present research report. The changes in the
research focus required going back to the theory and findings of the earlier research to
create a solid basis for further data colleclion.

At the beginning of the year 2000 a newly focused research framework was developed as a
basis for further empirical research, The earlier Finnish key informant was contacted again
to secure the possibility of studying the case further (at this point the second case was
dropped), Then the managing director of the joint venture was contacted through a letter
explaining the research purpose and the other basic issues of the study. Her approval for an
interview and possible support for interviews with other managers of the joint venture was
asked. After her approval to participate in the study all the five operative managers of the
joint venture were approached with a letter explaining the basis of the research and asking
for the possibility of interviewing them. Simullaneously, they were sent a one-page
questionnaire to be answered and returned to the researcher before the interviews. The
questionnaire (see Appendix 3) served as a tool for preparation of the once-for-all face-to-
face interviews with the managers by asking them for some information on their
background, history in the joint venture, roles and responsibilities in its operations, and the
relationships they considered most imponant for performing their jobs.

The second round of interviews toock place in the autumn of 2000. Because of the
importance of the viewpoints and insights of the individuals acting in the joint venture and
looking at its development from the inside, the five local managers of the joint venture were



84 ACTA WASAENSIA

interviewed during a one-week field trip 10 Poland in September 2000. These five persons
formed the operational management of the firm_ In addition a discussion was held with one
representative of the Polish parent who was at that time a member of the supervisory
council of the joint venture. The possibility of this interview opened up quite unexpectedly
and was, thus, not as well prepared as the other interviews (the question outline used in the
other interviews was of only limited value in this interview). Still, it brought out the
viewpoint of the other major partner of the joint venture’s development and the
relationships between the parent companies and the Polish parent and the joint venture (see
Osland and Cavusgil 1998). The interviews took between one hour and three and a half
hours and were tape-recorded, Some discussions continued more informally at lunch or
dinner, These more informal discussions added some new aspects to the organizing
processes, and then also covered interesting issues of Polish culture. These situations were,
moreover important for the creation of an open and trusting atmosphere for the interaction
between the researcher and the managers.

The interviews were held in English, which is a foreign language to both the interviewer and
the interviewees. This may have resulted in some misinterpretations and makes it
impossible, for example, to make any discursion analysis of the interviews. However, the
interviewees proved to be fluent in English and no problems were felt in communication.
These crosscultural interviews were also joined by another researcher who made notes
during the discussion and with whom the interviews could be discussed right afier they had
been held. The raw data, transcribed from the tapes, was also again written out as more
fluent stories, which at the beginning of November 2000 were sent to the interviewees to be
commented on, corrected and supplemented with details if needed,

In December 2000 the earlier Finnish key informant was interviewed to complement the
earlier interview data and to get his viewpoint on the current operations of the joint venture.
The procedure of the interview was similar to the above presented ones in Poland, i.e. it
was semi-structured on the basis of the earlier knowledge of the researcher of the case and
the interviewee was allowed to freely tell about the specific events and the crucial
relationships along the joint venture’s development. However, as this person had been
contacted several times before, the interview could be based on the earlier discussions and
more questions were posed on some definite issues which had become of interest to the
researcher during the research process (the same hoids also with the managing director of
the joint venture). The interview was tape-recorded as well. An exception was that the
langnage of the interview was Finnish. The one-hour interview continued with a more
informal discussion at lunch.
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Discussing with all these persons was seen as very useful from two viewpoints, Firstly, they
had been involved in and responsible for different aspects at different times of the
organizing of the joint venture. However, most of them had had good opportunities to
follow the process also outside their own operational responsibilities and proved to be
knowiedgeable of and involved in many key events in the development process. The other
important point in interviewing several managers was that they were all able to give
different, personal views. Taken together these views form a rich picture of the joint
venture’s development. Particularly for research aiming at theory building and concept
development Strauss and Corbin (1994:280) recommend a systematic search for multiple
perspectives. The whole data collection with respect to the period of analysis is itlustrated in
Figure 12,

PERIOD OF ANALYSIS 1989-2000

i WRITTEN MATERIAL 1990-2000
— INTERVIEWS @ 1 @ S
" FEEDBACK —
Tso Poolot T Toos Tow TosTos! o7 Tog P90l 0! o

Figure 12. Empiricai data collection and period of analysis.

As this study is interested in the organizing processes of the joint venture the primary period
of analysis naturally begins from the establishment of the joint venture in December 1990.
However, some analysis is also needed concerning the period 1989-90 when the parent
companies began the planning of the joint venture establishment, since their interaction has
greatly influenced the organizing of the joint venture and the development of its focal net.
The written material begins with the feasibility study and the initial agreements in the year
1990 and after that includes newspaper articles and aricles in internal newsletters
concerning the company. The most relevant and informative secondary materials are the
yearly reports of the managing director of the joint venture covering the years 1992-2000,
The ideal situation for process research would be that the process could be followed in real
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time during the whole development. However, as was explained above, in this study it has
been necessary to rely very much on retrospective data. The interviews have taken place at
two time points, in autumn 1997 and autumn 2600, on which there thus exists in time data.
The description and analysis of the earlier developments are based on retrospective
interview data and various secondary data. In addition, some interviewees made reference
to the latest developments in their comments on the interview transcripts. The feedback
discussion in 1998 also formed an important point of data gathering as the preliminary
research results and ideas were presented to the key informant and subsequent feedback on
them was received. Wider feedback on how acceptable and rruthful the findings and
interpretations of the researcher seem to the managers was received from the managing
director of the joint venture in November 2000. She had the possibility of reading the whole
case-analysis and was asked to give feedback on the suggested research findings.

5.4 Methods of data analysis

In the data analysis the focus was on the main episodes of organizing, which have created
changes in the focal net of the joint venture along its ten-year lifetime (see Halinen, Salmi
and Havila 1999). Interaction between two parties is seen as a stream of acts and a set of
acts that are close in time and related to each other constitutes an episode (Hakansson and
Johanson 1988). Such an episode may concern a negotiation, a delivery, a complaint, a
technical problem, or so on. The analysis of the data aimed at finding the essence and
structure of the phenomenon from the viewpoint of the interviewees and taking into
account the situational factors and conditions (Patton 1990:24,69,84-85). This study is also
a process research, which means that the interest is in a sequence of individual and
collective events, actions and activities, which develop over time in a context (Van de Ven
1992; Pettigrew 1997).

As the interviews were tape-recorded the first task after returning from the field was to
eranscribe the tapes. The interview transcripts formed the raw data of the analysis. The
interviews were transcribed with almost the exact words of the interviewees to maintain the
connections created by them and also to get the more implicit points under examination.
Then, after each round of interviews, they were written as more fluent descriptions, which
were sent to the interviewees. They checked the correctness of these early reports and were
able 10 supplement them with lacking items and details if needed. The outcome was a
description of the development of the joint venture and the organizing of it through various
interaction episades as experienced by each interviewee. After receiving the comments from
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the interviewees and making a few cormrections, detailed reports of the joint venture
processes were constructed based on all the individual descriptions. The reports were
written in the form of stories that progressed in time to reflect the sequence of the major
events and the behaviour of the various actors. These descriptions could then be combined
with all the other data (the secondary data and observation notes) to form the case study
narrative (see Patton 1990:388). This narrative is presented in the next chapter to give the
reader an insight into the development processes.

The time framewerk from the beginning of the joim venture establishment in 1989 to the
final interviews in 2000, the year of the joint venlure’s ten-year anniversary, exposes the
initial chronology, which has been the first organizing mechanism for the further analysis
(see Pettigrew 1997). In the construction of the chronology attention was paid to key
sequences of action and transition points, i.e, interaction episodes and critical events, in the
development of the joint venture and its focal net. This means an event-based analysis of the
process and change as proposed by Hedaa and Térmroos (1997).

Then it was ume for deeper interpretation aiming at attaching significance to paricular
issues, explaining the findings and putting patterns into an analytic framework (Grénfors
1982:32, Patton 1990:375). In the present study the analysis was conducted with the help
of the QSR N'Vivo gqualitative analysis program. The software package is designed to aid
the handling of non-numerical and unstructured data in qualitative analysis. The program is
especially appropriate for identifying, coding and categorizing the primary patterns of the
data, which is the aim of content analysis (Patton 1990:381). All the operations made by the
software in the present study could also have been done manually, The major advantage of
the program was that it made the data more easily accessible and, thus, the analysis faster,
more sysiemic and better reported.

In the present study the content analysis began with an intensive reading of the different
interview reports to get an overview of them. Then the original, word-by-word interview
data were imported to the QSR N’Vivo program and the coding was begun. By coding, the
data are made more organized, which is needed as a basis for drawing conclusions
(Gronfors 1982:161). The basic categories were chosen on the basis of the conceptual
framework of the study developed during the research process, This means that the dara
were arranged on issues of characteristics of the relationships, networking actions of the
managers, relationship types and change forces. The sentences or paragraphs of the original
data were first coded according to these dimensions. However, the *child’ categories and
definitions of them were allowed to rfse from the data to let it reveal its special
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characteristics and 1o describe the reality of the organizing of an international joint venture
through the words of the managers instead of creating the categories on the basis of the
theoretical preunderstanding of the researcher. This was seen as important due to the
dynamic setting of the study and the search for deep understanding of the specific case.
Dunng the coding process so-called free nodes were also constantly created in which were
put data that seemed important for giving meaning to the data but did not fit the existing
coding scheme. Some of them were later arranged in the structured coding scheme when
the understanding of the researcher developed further, Some of the free nodes were
background information nodes, which formed supporting categories for the primary ones.
Hence, in the analysis were combined the etic and emic types of categorization (Alasuutari
1995:100--101): both predetermined categories fulfilling theoretical criteria and categories

arising from the data were used, The major coding categories are presented in the following
Table 4.

The categories are divided into primary categories of ‘relationships’, *actions’, ‘relationship
regulators’ and ‘change forces’ and secondary categories of ‘actors’, ‘shareholders’,
‘persons’ and ‘Kemipol-development’. This means that the primary interest in the analysis
has been, firstly, in defining what kind of relationships the managers describe as existing in
the focal net over time (types of social relationships). Secondly, the type of relationships
was seen to be related to specific actions in relationship development and their utility for
spectfic purposes (networking). The roles of the relationships and their utilization were seen
1o be greatly influenced by the characteristics of the relationships (nature of embeddedness).
Thus, the actions and relationship-regulators categories were cross-checked with the
relationships category to establish the relationship profiles. These elements of the research
problem of the present smdy were then connected with the various change forces and the
chronology of the major interaction episodes to illustrate how the embeddedness and
networking have been related to the evolution of the focal net.

The last four categories al the end of the table were used w support and enrich the analysis
with respect to interesting sounding background issues that provided a context for the
pamary nodes. In practice this meant that the text units belonging to certain basic
categories (e g. actions or relationships) were also coded to some background categories
(e.g. actors). An important aspect of context creation was also the chronology of the events
of which notes were made along the coding process.
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Table 4. The basic coding categories and their data-based definitions.

DIMENSION

DEFINITION

1. Relationships

1.1 Reporting relauonships

1.2 Organizalional contacls

1.3 Personal relationships

1.4 Fricads

1.5 Influence

2, Nerworking

2.1 Resourcing

2.2 Internal organizing

2.3 Leaitimising

2.4 Compromising
2.5 Convincing
2.6 Helping

2.6 Infermation exchange

2.7 Technelogy ranster

2.8 Opening the doors

3. Relationship regulators

3.1 Agreements

Descriptions of the types of the interpersonal relationships between Lhe joinl venture
managers and the peaple with whom they interact in business related issues.

Internal reporting lo shareholders. Also relationships described like the following: "L
need to send then some reporis and papers, but no obligalions or responsibilities on
their side®.

Relaticnships more critical for the business functions, face-to-lace interaclion

important bul relationship as such oflicial/organizational. Interection related to quile
rare occasions such as permission applications, elc.

Personal, Iriendly contacts between Lthe parties. Usually the relationship is more
formal, like an acquainiance. However, relationships are carefully nurtured by
paying attention to the coniect persons but not so theroughly trusted as Iriends.

People vou know and trust. Persons whorm ean be relied on in problems and to whom
personal lavours are done. People tend 1o minimize risks by asking a friend who can
help ¢.g. by giving information. 1 help you, you help me: reciprocity.

The actors to whom here are no direct relationships but whe are known to "exist”
and who are known lo influence the operations of a company, e.2. competitors,
relationships of relationships.

The actions of the managers in relationship building, maintenance and disruption.
How they have approached various netwerk aclors and how they have tried 10
influ¢nce the nature of the relationships and 1he develapment ol Kemipol,

The acquisition of facilities, machines and equipment, raw materials, financing,
cmployees, business relationships, patents, which are external to the local company,
i.e. through interaction in relationships.

Building the erganization and creating preductivity through ¢.g. creation of
oreanizalional structures, stalline, boilding ol the production process and Lhe
internal logistics, improving quality and adding new producls to ollering,
distribution and transport aranpements.

Actions to gain external approval, credibility for the venture, e.g. proven quality of
operalions, image, cood business pariners, reputation. Includes also verv concrele
leghtimizing, like permissions ITom authorities.

Actions 1o achieve a win-win solution in situations of disagreement.
Agtions to persuade the othar party when il is hesilant 2bout meking a decision,

On one hand, business related helping: oplimizing chemical usa, translating
documents, <developing special products, aiding in business nepotiations. On the
other hand, being available in any other problems: providing own netwerks for use
in personal problems, recommending good doctors.

Firslly, formal, organizational type reporting. Secondly, related to the fairs, seminars
and seminer trips where more hidden information on future events are exchanged.

Congems primarily the relationship between Kemipal and Kemwaier, Has child
calegories of lechnical support, adaptaliens and innovations. The {irst two are
related to Kemwaler's know-how and technology transter to Kemipol but the last
concerns the lechnical development made in Kemipol and transierred to Kemwater.

Provision ol access to some new network actor by another.

Major characteristics of the relationships (hal seem Lo regulale and determine the
basic nantre of interactions betwern the aclors.

Motions of how contracts influence the relationships.
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3.2 Reciprocity Notions of the mutual commitment and mutual actions in the relationships.

3.3 Cooperation Really two-sided efforts for crealing wider common interests in Kemipol's
relationships. Also some descriptions of the cooperation inside Kemipol.

3.4 Penalties Authorities have the pessibility of forcing to obedience by monetary measures.

1.5 Dependence Notions especially o dependence on raw malerials or some services of the other

aclors in fulflilment of business deals and business operations. Notions have usually
nepalive connotations,

3.6 Socialisl organisation Notions of how the legacy of the command economy is seen in the behaviour of some
actors and how i1 influences inleraction with them.
3.7 Disappoiniment Nations of how the kind of fieelings thal the other party has let vou dawn or is not
performing as expected have changed the roles of the relationships
3.8 Servicefiechnical aid Examples of very concrete assistance or suppon in some business related prablems.
3.9 Trust Notions ol abilily 1o be able or unable to rely on a certain person in problems.
4. Chunge forces Triggers or change in the relationship nature of sumber in the focal net.

4.1 Intemnel change forces Changes in the oranizational siructure or siralegies and person changes inside
Kemipol. The other type of change forces concems the operational problems and
changes related 10 those inside Kemipol, like (inanciel or management
afrangemenis.

4.2 Relational change forces  Creators of change thal take place inside the focal nel. Most often thay are retated to
the surategic position building ol the Kemipol's managers. But they include alsq the
persen of other changes inside some of the focal net members, which are out of any
control of the joint veniure managers.

4.3 External change lorces  Creators of change outsida the focal net of the joint venture,

SUPPORT CATEGORIES

3. Actors Has categories of authorities, competitors, consullants, cooperation pariners,
customers, distribulers, family. financiers, lawvers, suppliers

6. Shereholders Has categories of Kemwater, Police CW, Neico, National Fund, supervisory couneil

7. Persons Has categories of required choracierislics, roles, teamwork, opponents

E. Kemipol-development Has categaries of initial motivation, growth, markel, problems, success

Ad-hoc notes about the impressions, ideas and questions provoked by the data were made
all the time. The notes iliustrate the thinking of the researcher and are stored in the case
study database of the program. By analysing the contents of the nodes and by cross-
tabulation of them data-based meanings could be assigned to the theoretical concepts, and
relationships between them could be specified. The outcome was an empirically grounded
model of the organizing of an intemational joint venture over a ten-year period in a
transition market. The model describes the major change forces that have caused changes in
the focal net of the joint venture and created a need for organizing the network anew. It
suggests ways n which the networking actions of the managers and the characteristics of
the relationships are related to various types of the social relationships characterizing the
organizational tie. In all, the analysis of the data could be seen to fit the abstraction
proposed by Grénfors (1982:145-146), which means that the final aim was to organize the
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data so that the conclusions could be detached from the individuals and specific instances
and could be iransformed to the conceptual level. Thus, after the detailed description of the
examined evenls (see case study narrative in section 7.2), underlying meanings and logic
were looked for (see sections 7.3 and 7.4). Finally these were related to the nerwork and
joint venture research fields in the conclusions of the study.

5.5 Criteria of quality

The validity of research design is usually seen to be related to the generalizability of the
results implying the extent to which the research findings can be expected to apply also to
other populations than the one studied. In case studies the statistical generalizability has
been seen as irrelevant due to the unique nature of such studies (e.g. Gummesson 1991:85).
The essence of validity could be seen to be in finding as good a fit as possible with the
studied aspects and reality (see Easton 1995). Yin (1989:40—45) discusses the validity of
case study designs in three different parts. Construct validity is achieved through
establishing correct operational measures for the concepts. Internal validity deals with
establishment of causal relationships whereby certain conditions lead to other conditions,
ie. the relationships between the theoretical definitions are logical. External validity
indicates the fit between theoretical conclusions and empirical data (Gronfors 1982:174).

Reliability is the other measure of the quality of the research design Basically a reliable
study can be repeated. Another researcher should be able to do the study again and get the
same results by using just the same research procedures, This requires, for example,
minimizing the researcher's effect. However, to the realist orientation and ideographic
approach adopted in the present study belongs acceptance of the fact that the view of the
reality is created in interaction between the subject and the researcher. This is seen as
crucial for understanding and creating meaning (see Burrell and Morgan 1979:6-7). Also
from the practical point of view repeating a qualitative study based on interviews has been
seen to be impossible because every interview is unique (Hirsjarvi and Hurme 1993:129).

However, there exist several means of improving the overall credibility of the ideographic
and realist studies if the research process as a whole is considered. In the present study
validity and reliability were improved especially through triangulation (see Jick 1979) and
some of the specific tactics suggested by Yin (1989:41). The construct validity was
enhanced through the use of multiple sources of evidence, In addiion, interviewees were
given an opportunity to read the transcripts of the interviews and comment on them. Also,
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the narratives combining all interviews of each case were discussed with the key informants.
Intenal validity was striven for by using previous research and theories as a frame of
reference. With respect to external validity the aim in this study was analytic generalization
and, therefore, the use of only one case is not a problem although small sample size is
considered as a serious impediment to statistical generalization.

In a study which is based on interviewing, validity considerations are also connected with
the evaluation of the extent to which the interviewee has given truthful information
(Grénfors 1982:174). Tn the present study the correctness of information was ensured by
using multiple sources of evidence as well as multiple interviewees. Moreover, the risks of
Incorrect interpretations were big in this study due to the crosscultural setting in all but the
two interviews and the feedback discussion with the Finnish manager. Interviews between
persons from distant countries and different cultures are inevitably confronted by many
possible biases, e.g., due to the need to use a language which is foreizn 10 hoth the
interviewee and the interviewer. Also the different cultural backerounds may create
problems in interaction and result in misunderstandings. To avoid this the interviewees were
in advance sent some basic information on the research project and an interview outline of
the themes to be discussed during the interview. The interview transcripts were also sent Lo
the interviewees for comments to avoid incorrect interpretations. These procedures would
not be enough in the case of a more standardized question outline or survey questionnaire in
which the correct definitions of the concepts and appropriate wording is of primary
importance. However, in the case of informal, face-to-face discussion with the possibility of
asking questions and providing further expianations on the spot this was considered
sufficient. As indications of a relaxed and confident atmosphere during the interviews are
seen the informal discussions at lunches, dinners and in other situations.

With respect to credibility, the subjective judgments which may result when one person is
conducting all phases of the study, are seen as additional risks in quaiitative studies (Yin
1989:41). Then the researcher’s constructs are rarely exposed to examination by others_ In
the present study during the interviews and joint venture visits to Poland the researcher
triangulation was realized. In practice, this meant that the interviews were followed up by
another researcher who made notes, presented some clarifying questions as well as
observed the interaction. As was mentioned above, this procedure provided an important
basis for discussing the various opinions and ideas with a person who could be expected to
have insights, which are less predirected than mine as the developer of the conceptual
framework. Eisenhardt (1989) sees researcher triangulation as very important for both
building confidence and increasing the likelthood of surprising findings.
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The reliability of the case swdy design was improved by developing a case study database
as proposed by Yin (1989). Because the study was conducted by one researcher in a
hermeneutic manner, the strict and wide case study protocol suggested by Yin was not
made. As protocol served the short description of the research, which pointed up the main
issues to be covered in the interviews and could be used 10 present the study to the
interviewees. Due to the intentionally flexible nature of the study design, the exact contents
of every interview became modified and adapted to the personality and experiences of every
individual interviewee. The second round of interviews relied heavily on the findings of the
earlier round and the new theoretical constructs taken up after the first round.

The main ingredients of the case study database are the tapes of the interviews and the
word-by-word transcripts of them. The notes by the other researcher who panicipated in
the interviews in Poland and the first-impression notes by myself are also stored, The data-
base includes the “stories” of the case as well. These were wrirten, first, on the basis of
every single interview and, then, as a combination of all interviews in the case. These more
modified and interpreted documents facilitate following up the development of thinking and
interpretation of the researcher and, thus, could help others to follow the research process.
The N’Vivo database includes also memos and short notes through which the development
of the researcher’s thinking of the subject phenomencon can at least to some extent be
followed in time, The basis for the interpretations and conclusions is also illustrated by
direct citations from the interviews in the following presentation and analysis of the
empirical data. In all, an endeavour has been made to describe the research procedures
above in such a detailed manner that it facilitates evaluation of the research process as a
whole and makes it accessible to readers.

Networks in different countries can be expected to have different characteristics, e.g. as
regards the character of the interaction and relations, the roles of the actors, the
iransparency, power structure, interest structure, stability of the networks, and
interdependencies with networks in other countries (Hakansson and Johanson 1988:
Johanson and Vahlne 1994). That is to say, the networks differ with respect to the degree
and type of embeddedness. Similarly, the networking behaviour is supposed to vary
between cultures and countries (see e.g. Zhao and Aram 1995, Bjérkman and Kock 1996;
Salmi and Backman 1999). Next the specific features of the East European transition
markets are analysed in order to describe the empirical setting of the present study. The
emphasis is on the expected characteristics of the networks and networking behaviour in
these turbulent markets,
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6. ORGANIZING JOINT VENTURES IN TRANSITION MARKETS

The opening of the markets in the former socialist countries of Eastern Europe in the 1990s
and the still ongoing transition processes have made them an interesting expansion area for
western firms, Considerable opportunities in the market exist, especially, for wransfer of new
technologies (Dyker 1997). Yer, the often dramatic ransition process has created turbulent
circumstances where the rules of behaviour are vague and changing. Therefore, entry into
the East European market often happens through interfirm cooperation, especially joint
venturing (see e.g. Témroos and Nieminen 1999). Joint ventures may provide significant
benefits for the partners and have traditionally been preferred by the local governments
(Contractor and Lorange 1988). Yer, they also set great requirements for the managers
responsible for the development and management of them (see Hellman et al. 1993:14).
They need to act in a complex, intercultural serting, and establish relationships to various
actors in unknown markets. In the case of international joint ventures in transition markets
radical changes in the institutional and other environment are added to the complexity of the
multi-parent, intercultural serting of all international joint ventures.

6.1 Change processes in transitionary Eastern Europe

The sudden collapse of the communist regimes in 1989 and the striving for market economy
in East European countries created unstable circumstances, which are very likely to be
reflected in the business establishments. The countries have aimed at creating a market
economy through stabilization of economy, liberalization of trade and prices, privatization
of state enterprises, and restructuring of industries and the basic infrastructure. However,
the transition process is slow and the strong commangd-economy inheritance can be
expected to make the former socialist countries differ from the western market econormies
for quite a long time. In addition to the economic and political changes, totally new
institutions need to be created to govern the behaviour of people (Sjdstrand 1992; North
1997). These institutions do not consist of only a set of legally defined rights and
obligations but are mental constructs created through human interactions and exchanges
(Sjostrand 1992: 1010-11). To illustrate the many-sidedness of the transition Nieminen
(1994) divided it into three dynamic change processes: systemic, structural and behavioural,

The systemic change process concerns the dimension of transition, which aims at meeting
the challenges of a democracy and market economy. It includes political actions, such as the
establishment of new legislative and institutional regulations, The two basic patterns of the
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political and economic transition at the system level have been shock therapy and
gradualism, Poland, for example, adopted the former, which meant very rapid speed of the
reforms. On the 1" of January 1990 the newly elected solidarity sovernment introduced a
very heavy stabilization and liberalization programme (Hardy 1994:28). The result was that
the GDP dropped significantly, inflation was almost 600 per cent in 1990 and still in 1991
about 70 per cent, and the living standard of people decreased constantly. The devaluations
of the Polish zloty in January 1990, in May 1991 and in March 1992 were hard steps
towards convertibility and strengthening of the zloty. Fortunately quite soon at least partial
recovery began. In the political sphere was opened the possibility of a real multi-party
system and democracy that, however, has not yet resulted in strong, stable governments.
The legal framework has tended to be defective, to change rapidly and create contradictory
rules although especially creating more favourable conditions for FDL. (See details on the
economic and political developments in Poland in e.g. Mainela 1999; Wysokinska and
Witkowska 2001).

The structural change process aims at removing the main economic structures from state
control by the restructuring of industries and several elements of the infrastructure. The
modernization of the material- and energy-intensive industries, privatization of the state-
owned enterprises and move from heavy industries to services and from giant enterprises to
smaller ones present some of the greatest challenges in the transition (Nieminen 1999). Also
new ventures need to be launched to make it possible to catch up with the West. The older
enterprises tend to be constrained in innovating because in the socialist economy the
enterprises were only the passive executors of the planning authorities’ decisions, and their
technology bases are out-dated (Dyker 1997; Johanson 2000). To support the business
transformations also the infrastructure, i.e. telecommunication and distribution networks,
logistics, information transfer, legal and banking infrastructures need to be restructured.

The above two change processes concern the macro-level changes in the economy. Besides,
Nieminen (1994) emphasizes the role of individuals and organisations in the implementation
of the transition process. It means change of values and attitudes and ability to implement
behavioural parterns that were not allowed in the previous system. In business networks this
change evolves through interaction of all the connected actors and the resulting institutions
form the new, informal “rules of the game” (Salmi 1995:20). The change of the behavioural
parterns at microlevel is likely to be the hardest and slowest of the change processes
(Nieminen 1994; Mattsson 1999), The informal social norms and cultural characteristics are
not subject to change by laws and regulations. For example, Hamilton and Roszkovski
(1991) believed the social environment of Poland would be characterized as an interesting
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mix of socialist principles and values and new Polish life style. This may lead to situations
where the interactions and behaviour in the market are ruled neither by socialist nor by
market economy principles or where either one or the other is applicable in different
situations. For example, Kostera and Wicha (1996) have described the peculiar problems
that arise from the need to reject the deeply rooted communist principles and adopt market
economy principles especially in the Polish state-owned enterprises,

All these three change processes influence the business practices in a transition economy.
Therefore, they form also the specific context for the development of an international joint
venture and its focal net in the Polish markers. The systemic changes lead to economic and
political structures, laws and regulations, which influence the business ransactions and
which an organization must obey, possibly quite unexpectedly. The structural changes lead
to the emergence of new and the disappearance or restructuring of old actors in the market.
This is likely to influence the network context of an international joint venture. The
behavioural change processes define together with the macrolevel institutions the correct
behaviour in business relationships at the level of organizational and individual interactions.
To understand the business development in this kind of specific context, for example, Salmi
(1995) has seen it reasonable to seek for the emerging network structures.

6.2 Features of international joint ventures in transition markets

In the present study, the interest is in the organizing of a specific type of a business net, in
which the core is a cooperative relationship, concretized in the formation of an international
joint venture, between distant parties, Therefore, here is briefly discussed the parental
determinants of international joint venture development suggested by prior research and the
specificities of the East-West joint ventures.

The joint-venture development usually begins with a realization of an opportunity or a
threat by one of the future parent companies, e.g., in the form of a product-market
opportunily, resource dependence or change in the earlier relationships (Ford 1980;
Woodside and Pitts 1996). To realize the opportunity or aveid the threat the firm begins to
investigate the different options and starts the search for a pariner. In entries into Eastem
Eurcpe the Western managers often rely on contacts with embassies, export councils or
colieagues for early general information about the markets (Seyed-Mohamed et al. 1996).
However, in Eastern Europe even finding a possible partner company may prove difficult.
In Poland in 1990 the finding of a possible partner for the Danish plastics pipe
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manufaciurer, Nordisk Wavin, could not be helped by embassies. Instead, the first step was
taken after a Polish businessman, who by chance was seated next to the managing director
of the company, named five factories in Poland by putting dots on the calendar map of the
managing director (Vestergaard 1999:259). In partner selection, then, the reputation of the
local firm and its possibilities of providing knowledge of business conditions, economic
trends, products and clients have been the major determinants of partner selection (Arino et
al. 1997). The East European firms tend to be very anxious to establish relationships to
Western firms to get financial resources and technological or managerial knowledge
(Nieminen 1999). Uncertainty about the costs and benefits and distance between the
possible partners tend to complicate the early interactions (Ford 1980). In East-West
relationships the distance is inevitably grear because of the differences in the economic
systems, languages, etc, Yet, if the exchanges lead to favourable expectations of reward-
cost ouicome, perception of resource complementarity and fit in strategic goals at the firm
level and sufficient similarity of values at the interpersonal level the process will go on to
negotiations (Lorange and Roos 1992;30; Ring and Van de Ven 1994).

In the negotiations the focus is on the formal bargaining over the terms of the agreement
but also the informal, social-psychological processes of sense-making need to result in
perceived functioning of roles, initial trust, and feeling of fair dealing (Ring and Van de Ven
1994). The general division of responsibilities in the East-West joint ventures may be quite
straight-forwardly agreed on (see e.g. Arino et al, 1997; Fey and Beamish 1999; Steensma
and Lyles 2000): The eastern pariners most often contribute industrial facilities, factors of
production and market access. including especially the authority relationships. The western
partners, in turn, usually contribute knowledge transfers and financial resources. The
agreement-making, however, tends to be complicated because of the incapability of the
eastern and western managers to understand each other’s business practices (see e.g
Mainela 1999). The idea needs also Lo be successfully sold to all the relevant individuals in
the parent firms (Lorange and Roos 1992:34). In the Nordisk-Wavin case (Vestergaard
1999), mentioned above, this meant selling the idea to the Workers' Council of the Polish
factory and convincing the headquarters of the Danish parent with further feasibility studies.
N
The following interactions in the early implementation of the joint venture are mostly based
on agreements. They determine, e.g., the responsibilities and rights of the partners and the
formal division of power, and they create the basis for rules and norms guiding the
exchanges (Ring and Van de Ven 1994). Consistent, mutual inputs are needed as well as
ability to resolve the conflicts and make the learing possible through training or assistance
(Bronder and Pritzl 1992; Farhang 1994). In East-West joint ventures the operation start-up
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is likely 10 be hindered by the cultural and operational differences between the parents
(Arino et al. 1997; Suutari 1998). The conflicts often concern the striving for goal
achievement, time awareness and initiative-taking in problem-solving, which the Eastern
managers ofien lack but which are heavily emphasized by Western managers. Fastern
managers have been noted to experience difficulties in understanding the practices of price
setting, investment policies, cost and quality control and organizational structures,

Often the Western firms initially appoint their own manager 1o avoid these difficulties
(Estrin, Hughes and Todd 1996; Seyed-Mohamed et al. 1996). However, the western
expatriates are also challenged by the need to adopr authoritative leadership styles, strong
supervision and complete responsibility for decision-making in the whole organization
(Viachoutsicos and Lawrence 1990; Suutari 1998). The efforts to transfer managerial
know-how are worth making. Steensma and Lyles (2000) noted especially the managerial
support by the foreign parent to enhance IJV-learning and that way the possibilities of
survival of an East-West joint venture.

Seyed-Mohamed and his colleagues (1996} also report that the completion of an operation
in Eastern markets will take more time than is usual in Western markets. The managers
describe the process as an art to get to the right contact person, 10 go through the right
papers, etc. Bureaucracy is complicated especially if the process includes privatization of a
state-owned company (see e.g. Vestergaard 1999), Due to the high uncertainty of the
markets, the process of commitment is also often slower. The successful implementation of
obligations and resulting satisfactions usually lead to willingness for further commitments
and 1o interactions beyond those formally required (Ring and Van de Ven 1994). The
instrumemal transactions are institutionalized to taken-for-granted expectations of
behaviour, personal relationships increasingly supplement role relationships and informal
contracts substitute for legal ones. Finally, the relationship may be dissolved because of
fulfilment of its objectives, inability to respond to changed circumstances, intemnal conflict
or dissatisfaction, or the cooperation may be widened based on mutual satisfaction.

This is in general the development process of an international Joint venture as it has been
described on the parental level. However, especially in equity joint ventures, in which a new
business unit is established, the joint venture itself begins to have an independent role quite
soon (see e.g. Lorange and Roos 1992:80). This role, and the actions of the IJV-managers
in the organizing of the joint venture, seem ofien to be forgotten in research (Spekman et al.
1998:748). Yet, especially in the East European markets, characterized by great trbulence,
the decisions on the operations can be made only by the local operatives with access to day-
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to-day information flows (Seyed-Mohamed et al. 1996:91), Through the managerial actions
the joint venture is not only internally organized but it is also positioned in the network
consisting of relationships with the suppliers, customers, authorities and other actors, as
well as with respect to the competitors in the market,

6.3 Relationship dynamics in transition markets

The transition process has greatly changed the namure of business relationships in East
Europe. In the command system the formation of all business relationships, both domestic
and foreign, were dictated by the plan authorities (see Nieminen 1999; Johanson 2000). A
well-defined hierarchy was the main foundation of the whole economy and the driving
forces in the networks were not compatible with western networks (Johanson 2000).
Mausson (1999:133) notes, for example, that the connections berween the actors were only
positive since competition did not exist. The interaction, i.e. cooperation, was very limited
as well and direct linkages between the economic actors were more or less non-existent
(Seyed-Mohamed et al. 1996). Kostera and Wicha (1996) describe the business making as
having needed to be extremely extrovert in the political sphere while it simultaneously was
very introvert in the economic sphere. Also the foreign traders were in contact almost only
with the state-owned foreign trade organizations (FTOs), which arranged all commercial
trade issues. As a result, e.g. Salmi (1995) describes the business contacts of the 1980s as
bureaucratic and reutinized. This made the planned economy nerworks very stable,

From the beginning of the 1950s on, the central planning authorities have no longer
controlled trade, and business relationships have been based on voluntary coaperation
between panners, making e.g. the establishment of international joint ventures and other
partnerships possible and common. Besides the freedom of relationship building, the overall
turbulence of the environment and the structure and functioning of the markets in general
have been seen to create a particularly strong need for relationship building among various
actors (Nieminen and Térnroos 1997:192; Johanson and Johanson 1999). This means a
great change in comparison with trade under the communist system. For local firms it has
meant freedom to pursue own strategies, i.e. establish, develop and disrupt relationships in
order to achieve a favourable network position (Salmi 1995:110). Foreign firms have been
confronted by the need to actively seek for business partners in an environment where no
reliable, detailed information on local firms can be obtained nor public information on the
markets exists (Salmi and Béckman 1999).
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For locally operating firms in a transition economy, it has also been seen as a major problem
that the old marker networks have been severely damaged in the transition and their
usability is questionable (Mattsson 1999; Johanson 2000). Also relattonships are difficult to
establish due to the undeveloped state of the input and output sectors and the bureaucratic
regulatory sector. It is not enough 10 build relatienships only the customers when entering
any market. But in transition markets the firm may need to get involved in building torally
new distribution and supplier networks, banking and other service relationships, even the
actors, and the relationships with local authorities are often crucial (Nieminen 1999}, A
large network of relationships helps the firm to cope with the turbulent environment.
However, the turbulence also makes the networks extremely dynamic.

In joint ventures, the network of relationships becomes important already in the partner
selection: due to lack of information, references from known actors in the market about a
possible partner are important means to assess the partner’s capabilities (Arino et al. 1997).
In the early stages of the business establishment, an extensive contact network to public
administration has been noted as important (Témroos and Nieminen 1999), The authorities
are often essential sources of information and particularly the bureaucracy of a business
establishment can be eased and quickened through direct contacts with the authorities and
with political actors (Ghauri and Holstius 1996). An example of this is given in the case
where the Baltic manager of Vautenfall, a Swedish energy company, could use his personal
friendship with the deputy minister of energy to cut through the bureaucracy (see Seyed-
Mohamed at al. 1996). Along the development of the Joint venture the need to be in contact
with the government and other authorities usually diminishes (see eg. Térnroos and
Nieminen 1999). But “own people” in customs, tax bureaus and banks facilitate the
handling of business bureaucracy also later on {Salmi and Béckman 1999). Thus, contacts
based on personal acquaintance with the joint venture’s permanent staff are often the most
beneficial in handling the business bureaucracy in authority relationships.,

Creation of customer relatianships is likely to be problematic in transition economies.
Firstly, as was mentioned above no detailed information on local firms exists. Secondly,
new business typically emerges from old business elationships (Salmi and Bickman
1999:148). Because a new firm does not usually have these contacts, its early relationship
creation needs intermediation from high authority or governmental levels or by local
entrepreneurs (Backman 1997; Ghaur and Holstius 1996; Salmi and Bickman 1599). Then
when some customer relationships are established, they may be directly used as a reference
in new business dealings (see e.g. Salmi 1995:161). Overall, the need for references makes
business friends an important actor group in East European business life. They may be
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customers and suppliers, local entrepreneurs or other businessmen and colleagues, As a
major function of these relationships has also been mentioned the acquisition of market
information (Seyed-Mohamed et al 1996; Backman 1997:46), The most reliable informaticn
18 got by talking to other businessmen because the statistics are contradictive, inconclusive
and out-dated.

As was mentioned above the supplier and subcontractor networks may be very undeveloped
in many East European industries. The few existing local firms may also feel it difficult to
respond to the demands of the multinational producers entering the market. Therefore,
international joint ventures have become common in crucial supply sectors of some global
industries, The MNCs have also encouraged their suppliers in Western markets to follow
them to Eastern Europe (Dyker 1997). However, the local suppliers are ail the increasing in
number and can be expected 10 gradually develop as higher quality producers, The markets
do, as well, lack money for any investment, which is likely 1o bring about various
cooperative financing arrangements. Ghauri and Holstius (1996) emphasized especially the
role of international and national financing when entering the Balric States.

Overall, the business making in Eastern Europe is slowly being transformed from
hierarchies to network-based as it is in the Western countries. However, the East European
markets seem. also to differ from Western markets, especially with respect to the stronger
roles of interpersonal relationships in business networks.

6.4 Interdependence of business and social relationships

The network approach emphasizes especially that the organizational developments in any
business firm are influenced by exchanges and interdependencies in its relationship nerwork
with other actors in the market (see e.g. Johanson and Mausson 1987; Hikansson and
Snehota 1989). In business nerworks also individuals, on different levels and in different
functions, build up their own personal networks of contacts. Some are on strict business
terms but some develop to become personal contacts (Seyed-Mohamed et al. 1996:77).
These webs of interpersonal relationships are the basis for conduct of business transactions.

However, countries have been seen to differ in the refative importance of firm and persen
relationships in business making (Johanson and Vahlne 1994:92). Importance of personal
relationships seems to be a feature of the East-Asian business cultures, particularly Chinese
and Japanese (Bjorkman and Kock 1995; Salk and Brannen 2000). Also in Poland the
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personal relationships belong to the culture. This is pointed out by, e.g., Hamilton and
Roszkowski (1991). They saw the “zalatwik networks”, consisting of personal contacts
with individuals who are able to provide some services, as one of the most significant parts
of Polish life style. Due to the importance of these networks the best way to achieve
support is personal interaction. This can also be suggested 1o have wider applicability in the
East European markets because a similar finding was made by Salmi (1955:193-194) who
noted the crucial importance of personal relationships in business making in the former
Soviet Union. Also Tomroos and Nieminen (1999:293) saw the networks as a prerequisite
for doing business in Eastern Europe and as more personal in character than is typical in
Western countries. It can be seen to illustrate the need for velationships and the complexity
of doing business in the transition markets that lack money, experience of the practices and
structures needed in the market economy, When the State cannot be relied on any more and
new business is emerging, the only stable aspects seem to be the personal relations, which
are used to reduce risks (Johannisson 1993; Salmi and Bickman 1999:148).

The tendency to rely on personal relationships can also be seen to have its roots in the
relationships between the plan authorities and the managers of the command economy
(Johanson 2000). Although the relationships were generally one-sided and anonymous the
managers had some room to manoeuvre. If the manager had close relationships with
individuals in-the ministry he could negotiate for additionat resources, faster deliveries or
reduced quotas in problems 1o achieve the planned production goals. The institutions of the
planned economy did not safeguard the interests of individual partners in business exchange,
which made relying on interpersonal trust as the only option (Mattsson 1999:136).

Trusting relationships between the parents have been emphasized in all international joint
ventures (e.g. Kemp and Ghaur 1998)., However, in Eastern Europe the dramatic
institutional changes make the establishment of a joint venture greatly dependent on
personal relationships and seem to require early development of personal trust between
certain individuals in the parent firms, A great deal of the development of the joint ventures
also culminates in the capabilities of the managing directors to create trusting relationships
with the parents. Unsuccessful joint ventures seem to differ from successful ones (see cases
in Térmroos and Nieminen 1999), especially, due to their failure to win the confidence of
the crucial individuals in the parent companies and, thus, to mobilize their critical resources.

In the positioning of their companies in the East European market the western managers
have been noted to intentionally make use of both their own and corporate contacts (Seyed-
Mohamed et al. 1996:82). The customer-supplier relationships in Russia have been claimad
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to rely as a whole on personal acquaintance and direct personal contacts (Bickman 1997:
Salmi and Béckman 1999) and also the relationships with banks and authorities to be
maintained through the person-centred network system, Knowing someone inside or with a
relationship with the other actor is crucial to all business dealings. Instead of relying only on
the top managers, the relationships to the whole organization can be used (Salmi 1995:1 12).
However, especially in customer relationship creation it is important to find the right person
{Salmi and Béckman 1999:156). Sometimes the decision-maker may not be the obvious one
on the basis of the organisational hierarchy,

As was pointed out earlier (see pp. 63—64) the roles of the personal relationships have been
noted to be especially related to risk reduction, e.g. lowering the buyer-perceived risks and
improving supplier credibility (Turnbull 1979). The risk-reducing roles are very important in
the turbulent transitionary context, In Eastern Europe the personal relationships may even
substitute for the rule of law that is absent (Salmi and Bickman 1999:162) and, hence,
diminish the uncertainty related to the overall functioning of the market (Nieminen 1999).
The other important roles are the exchange of reliable information and special services, the
assessment of pa.rtners,. and the persuasion and negotiation (Tumbull 1979; Salmi and
Béckman 1999:162). Personal relationships may also provide crisis insurance and even ego-
enhancement. Nieminen (1999) adds to their advantages their direct usability as competitive
weapons in Eastern Europe, That is emphasized in the capital and new relationship creation
functions (Salmi and Bickman 1999:162): personal relationships form the network capital
that is the basts for setting up new business as well as maintaining and operating (¢.g.
through recruitment) the firm, and most of the new relationships are created on the basis of
recommendations and information obtained from personal relationships.

6.5 Eastern Europe as 2 context for studying IJV-net dynamics

Previous research on international joint ventures in general, and on the East-West JVs in
particular, has primarily concentrated on the parent relationship and its influence on the
development of joint venture, This has resulted in a lack of knowledge of the actual
organizing of the joint venture’s business through interpersonal interaction in the
relationship networks. Thus, we don’t know much about what international joint venture
managers actually do and how they develop relationships with various stakeholders.

The economies in the former socialist Eastern Europe are gradually changing from centrally
planned systems towards market economies. This means big political changes aiming at the
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establishment of democracies and market-regulated economic systems. The political actions
include e.g. liberalization of prices and trade from governmental control, establishment of
convertible currencies and privatization of state-owned enterprises. The changes in
legislation are also inevitable but the too fast pace of changes has ofien led to confusing,
contradictory and inconsistent laws and regulations. These political actions may be
significant change forces causing changes in the focal net of an intemational joint venture.
The structural changes include restructuring of whole industries, in which the major issue is
the privatization of state-owned enterprises, and building up many sectors of business
infrastructure. Simultaneously business relationships are changing from centrally planned
hierarchies to more network-type refationship structures. The business relationships are
becoming more and more characterized by voluntariness, cooperation and competition.
New actors with new behavioural models are entering the old business networks and the old
actors are changing their nature and also totally disappearing. This means that the old ways
of behaving in business relationships may not be valid any more. Yet, behavioural changes
do not take place quickly but the legacy of communism is likely to be still seen for a long
time in the business practices of many actors. The primary change processes in the East
European transition markets are presented in Figure 13. These change processes are likely
to be reftected in the focal net changes of an international joint venture and the actions of
Joint venture managers.
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Figure 13. Major change processes in a transition economy of Eastern Europe.

The transition processes have also made the formerly very stable business retationships
characterized primarily by dynamism and insecurity. From the beginning of the 1990s on,
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both the local and foreign firms have been confronted with the need to actively seek for
business partners in an environment where no reliable, detailed information of iocal firms
can be obtained. Therefore, the firms are likely to use various risk-reducing serategies in the
establishment of business relationships. One of them is the reliance on personal relationships
and another the establishment of joint ventures. The establishment of East-West joint
venwures could be seen as based on the inefficiencies of the centrally planned economies.
The collapse of the system, on one hand, revealed economies with out-dated technologies
and inefficient organizational systems. On the other hand, it opened up grear business
opportunities and huge potential markets for Western firms capable of risk-taking, Yet, the
further development of the joint ventures has been found to be hindered by both the
trbulence of the environment and the cultural and operational differences between the
parents of different economic systems. In addition, in their attempts to position the joint
venture in the markets the international joint venture -managers have been constrained by
e.g. lack of information, a bureaucratic regulatory sector and undeveloped input and output
sectors with organizations unused 1o business-relationship building. Therefore, the
organizing of joint ventures in Eastern Europe has been suggested to create z need for
entrepreneural individuals. They are able to realize the organizing processes because they
use networks to access resources, information and opportunities and manage environmental
ambiguities through personal relationships,

At the moment the East European context can be seen to provide especially fertile ground
for studying the role of social interactions and personal relationships. This is due, firstly, to
the historically and culturally based importance of the personal relationships in these
countries. Secondly, the context with undeveloped economic and legal institutions and
changing value systems can be expected 0 strongly push the economic actors towards the
use of personal relationships. The reality of an international joint venture in a former
socialist country is concretely very turbulent. With the equivocality connected with every
new venture and, especially, with intercultural international joint ventures, is combined the
huge systemic, structural and behavioural changes in the economy and the institutional
instability when both the formal and informal “rules of the game” are changing. The
turbulence means that the changes are more rapid and more frequent than in more stable
contexts. Therefore, the managers are engaged in recurrent organizing of the joint venture’s
business. Because of the underdevelopment of the institutions they are likely te rely on
personal relationships.
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7. CASE STUDY OF THE ORGANIZING OF A NORDIC-POLISH JOINT
VENTURE

As stated above, this study is an embedded single case study. Below the development of
Kemipol, a Nordic-Polish joint venture, is firstly, presented as a case narrative in which the
major events are seen in chronological order. Especially the changes in the organizational
focal net are pointed out and these structural dynamics are illustrated in the drawn figures.
Secondly, the analysis is focused on the main episodes of organizing, which have created
changes in the focal net of the joint venture, The episodes are analysed with respect to the
triggering change forces, behaviour of the managers and type of embeddedness. Finally,
general-level patterns of how the type of the relationships is related to the behaviour of the
managers in their use, and their relatedness to the focal net changes are looked for.

7.1 Background of the joint venture establishment

Kemira Kemi Ab, the Swedish subsidiary of the Finnish chemicals industry group Kemira,
wnitiated the establishment of the Nordic-Polish joint venture, Kemipof Ltd. for production
of water treatment chemicals. Kemira operates in the chemical industry with four main
businesses: Kemira Chemicals producing industrial chemicals, Tikkurila producing paints,
Kemira Pigments producing titanium dioxide pigments and Kemira Agro producing
fertilizers. In 2000 Kemira had net sales of approximately EUR 2.5 billion and about
10,000 employees. Kemira Chemicals, which js of interest in this study, has three strategic
business units: Pulp & Paper chemicals, Kemwater and Industrial chemicals. Kemwater is
the world leader in water treatment and is here the business unit under study.

At the end of the 19805, Kemira Kemwater was looking for new markets and Poland was
one of the areas which were of interest. At that time there was no chemical sewage water
treatment in Poland, but there was a big government-owned titaninm dioxide producer,
Zaklady Chemiczne POLICE (the PLC), creating 2 vast amount of the basic raw material,
called copperas, for water treatment chemicals, This by-product can be refined to water
treatment chemicals. The PLC produces titanium dioxide and fertilizers including, e.g,
sulphuric acid, phosphoric acid, sodium fluorosilicate, ferrous sulphates and ammonia. The
number of emplayees in the company was about 5,000 in 1990,

In 1989 in total only about 10 per cent of the outlets of the Polish municipalities and
industries were sufficiently purified in accordance with Polish rules. Although in the
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second half of the 1980s the Polish legislation regarding the protection of the environment
had been upgraded and strengthened, only a few companies could fulfil these requiremens.
Due to this fact Poland was heavily polluted and the water could in many places not be
used even for industrial purposes. Not only was there a lack of chemical sewage-water
treatment in Poland, but for drinking-water treatment only aluminium sulphate was used.
For that purpose only one local producer existed in Poland. The opportunities due to the
undeveloped water treatment, the emerging environmental awareness and the cheap raw
material were recognized in Kemira Kemwater. The full utilization of opportunities was
seen Lo require the building of a local production unit and the ability to use Polish raw
materials and labour to get a competitive cost position in the local market.

At once Kemwater was threatened by price competition in its Nordic home market because
the PLC planned to export copperas to the Nordic market and compete with Kemwater's
more processed products. This would have harmed Kemwater's operations in the home
market, To avoid this, Kemwater suggested that the PLC could process the by-product in
cooperation in a joint venture. The PLC had great problems with the copperas that it had
only stored for some 20 years of its operation. Copperas made the PLC an inducer of a big
environmental problem, It was very important to get good and reliable outlets for copperas
because otherwise it would have to stop Litaniurn dioxide production. The joint venture was
a means of getting rid of the waste.

In 1990 Kemira Kemwater and the PLC agreed on the establishment of a joint venture of
which 40 per cent was owned by both Kemira Kemi {the Swedish Kemira Kemwater unit)
and the PLC and 20 per cent by the Nordic Environment Finance Corporation (Nefco). The
joint venture aimed at utilizing the opportunities in the emerging markets for water-
treatment chemicals and contributing to the solving of the water-pollution problems in
Poland. The development of Kemipol over the years 1989~2000 is described below. The
development process is divided into six periods, which were seen to differ with respect to
the major forces (change forces, actors, actions) dnving the development.

7.2 Overall development of the joint venture and its business

1989-1990: Kemipol initiation

Kemira Kemwater started the joint venture project in 1989 by learning more about the
possible new market, At that time getting knowledge of Polish markets was quite difficuit
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because it was the last period of communist rule. In the autumn of 1989 the communist
regimes of the Soviet Union collapsed and in Poland began the transition from a planning
economy towards a market economy. First, the Kemwater team visited the Polish business
development bureau, the Polish embassy and their various symposiums. This resulted in
many initial contacts with the marker. From the very beginning it was known that the PLC
was the partner Kemwater should have in Poland due to the cheap raw material. However,
instead of going directly to the PLC the team visited the Ministry of Industry in Warsaw
and told about looking for a partner in Poland. By listing the characteristics of the desired
partner they got the expected answer: the PLC. The Ministry contacted the PLC. Then
Kemwater’s team was invited to pay a visit there. As a result the PLC managers became

interested in the joint venture establishment and negoliations were commenced during the
second half of 1989

One major issue for Kemwarer’s team was to sell the idea to Kemira board. The entry into
Poland was also a defensive act, which Kemira’s board usually rejects in investment
decisions, The feasibility study and investment proposal had to clearly point out the
opportunities. Additional convincing was needed because this was one of the first Westermn
investments in the East European market about which very little was known and from
which it was generally thought to be wise to stay away. As the major problem was
regarded the lack of money for environmental investments, such as sewage-water
treatment, because the country had severe economic problems, This made direct customer
contacts topical in a very early phase, when the selling of the idea to the board in the
headquarters required commitment from some big customers that if Kemira started to
produce water treatment chemicals in Poland they would buy from the plant. For example,
the city of Gdansk was just about to establish the first international joint venture, a
treatment plant, for managing water and sewage treatment in Poland with a French
company, which made them interested in the modem chemicals of Kemira,

Overall, the risks were considered so big that further risk sharing was required. Therefore,
contacl was taken to the Nordic Investment Bank (NIB), which was about to establish a
new institution for environmental investments, Nordic Environment Finance Corporation
(Nefeo). As a result of Kemwater’s negotiations with the NIB, in September 1990 NIB’s
board decided to recommend Nefco to participate in the Kemipol-establishment with both
share capital and a shareholder loan as soon as the institution is registered, Also the Polish
universities and authorities were contacted to get information about how aware they were
of chemical water treatment and how they regarded the possibilities of its use in Poland.
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The negotiations took in total over one year. The liberalization of East Europe, which took
place at this time, made the situation unstable and the rules of behaviour unclear.
Lepislation was constantly changing and new laws were made all the time, which made the
rules of contract-making unclear and created mutual suspicion. The biggest obstacle in the
bargaining was the inexperience of the two negotiation leams regarding each other’s
business cultures, The Finnish-Swedish team was unaware of the Polish way of doing
business. The incapability of the Polish managers to understand the concepts and the way
of doing business in a market economy created an exceptional problem in the negotiations
as told by one manager: “It was negotiation and education at the same time”. The situation
was further complicated by the language barrier and intenal disagreements in the PLC.
Quite soon the PLC hired a law firm to take care of part of the formal negotiations. During
the negotiations the pariners considered very different issues as the most important ones
but the greater experience of Kemwater's team made them gain. For example, Kemwater
got the exclusive right to sell copperas outside Poland. The inexperience of the PLC was
reflected especially in genting some big concessions through without any questions
whereas deciding a single word in a contract could take hours of negottation,

Finally, the joint venture agreement was signed on the 16th of December 1990. The Polish
government had announced that a new law of investments would be introduced at the
beginning of 1991 and the three-year tax holiday in the then law of investments applicable
to all international joint ventures would be cancelled. Therefore, the sigming of the
agreement had to be in December although all arrangements were not yet clear, Because of
this hurry the company was initially registered as a 50-50 joint venture having as Its
owners only Kemira Kemi and Zaklady Chemiczne POLICE. Nefco was not yet registered
and therefore it was decided to increase the share capital to include Nefco right after it had
its legal body. Kemwater secured keeping the majority of the shares on Western pariners
by option on Nefco's shares, In addition to company agreement, other agreements were
made about all kinds of activities of the company, e.g., raw material supply, marketing and
company formation. As a result seven contracts regulate the operations of the joint venture
and the cooperation between the parents.
~

During this initiation period of 1989-1990 there was no joint venture yet. Therefore, the
early network, illustrated in Figure 14, is the network around the focal dyad of the major
partners. However, the network is already quite large especially with respect to the official
Lies.
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Figure 14. Initial network for Kemipol establishment in 1989-1990.

1991: Kemipol construction

At the beginning of 1991 the implementation of the joint venture agreements was begun.
Nefco was registered and became a shareholder of Kemipol with 20 per cent ownership. It
financed the joint venture with this equity investment and a loan. With respect to operation
start-up the managing director of Kemwater's Norwegian unit took charge. He acted in
practice as the managing director of the company for the first haif a year before Kemwater
could find a managing director to effectuate the two-year perod of the management
contract that Kemwater had made. Kemira Kemi’s Finnish marketing director, in turn, was
responsible for market creation and marketing support for the new company. From the
PLC they were supported by a technical manager who had represented the PLC from the
very beginning, The technical manger was appointed as the production manager. Together
the Kemwater's managers and the technical manager started to look for personnel for the
company and controller was hired in February 1991. The first office of Kemipol was
located in the buildings of the PLC.
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The plant construction was the responsibility of the PLC and it began in March. Because
the PLC had also agreed to supply Kemipol with the basic raw material, copperas, as well
as sulphuric acid, process water, steam and electricity the companies were connected by
pipelines. The technology transferred from Kemwater to Kemipol consisted of the basic
design, process know-how, production licence and management and marketing know-how.
The PLC made the detailed design containing machines and equipment, and acquired the
hardware according 10 instructions from Kemwater. There was also a project group from
Kemwater which took care that everything was in practice made 1o fit the basic design. In
May 1991 Kemipol hired a managing director from Sweden. He was a Swedish citizen and
had acted as a manager of a Swedish company for the last few years. He had lived in
Sweden some 3040 years but was originally Polish, Thus, he was thought to be well
suited as the transferor of management know-how and as leader of the Polish staff.

The plant construction created the first serious conflict in the cooperation between the
partners. The difficulties were generated by low estimates about the costs, for which the
PLC was paid a lump sum by Kemipol. Although the negotiations about the sum had taken
a very long time, already in a meeting in June 1991 the PLC announced that it needed three
times more money than had been agreed on. The numbers calculated by the PLC had
seemed low to Kemwater’s people when compared with the Western costs but it was hard
to estimate the Polish costs. When the construction started the PLC noted that the only way
to construct the plant in accordance with the planned Lime schedule was to buy equipment
from Germany, France and other Western countries. Socn the management became
worried about the time limits and the capability of their own staff to complete the plant in
accordance with Western standards. An East-German company was asked to complete the
plant construction as a turnkey project. Due to the huge increase in the costs the PLC asked
Kemwater to compensate for the costs but Kemwater’s managers were afraid that if they
gave in now the same would be needed in other contracts too. They appealed 10 the joint
venture agreement, which stated the terms approved by both partners. This made the
cooperation in the supervisory council of Kemipol impossible. The situation was made still
worse by the simultaneous change of the top management of the PLC. Finally, Kemwater
gave some concessions and the PLC did not use the East-German contractor. Still the plant
construction became much more expensive than planned.

Simultaneously with the plant construction the market development for Kemipol's water
treatment chemicals was begun. In addition to the fact that the marketing function had
practically not even existed during the communist regime, the challenge was widened by
the need to create the market from scratch, In Poland nobody could apply chemicals in
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sewage-water treatrment; there had not existed coagulants. Also in drinking-water treatment
only aluminium sulphate was used. Introducing ferric coagulants needed different
expertise. Thus, close cooperation was needed, To speed up the market creation Kemwater
made an export marketing agreement with a Czech firm, Precheza, which produced similar
kinds of chemicals as Kemwater, Precheza’'s chemicals were transported to Poland, the
product was presented and many early customer contacts were created. The biggest success
was that the Warsaw water works was this way got as a customer, which was initially
supplied from Pracheza, It meant several thousand tons of yearly coagulant sales.

In sum, 1991 was the year of Kemipol construction during which the facilities were built
and the first employees were employed. The relationships of Kemipol, other than with the
parents, were still mediated by the parents. They got in contact with customers, suppliers
and others. The direct relationships of Kemipol were quite occasional as seen in Figure 15,
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Figure 15. Focal net of Kemipol during the plant construction in 1991.

h
1992-1993: Start-up of Kemipol's operations
The plant construction took about 14 months, which is 2 normal time although somewhat

delayed in relation to the plans. The trial running of the production was in April 1992, The
first operators were employed four months before start-up. Kemwater was responsible for
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starting up the plant based on the know-how and technology agreements. Kemipol’s core
staff was involved from the very beginning in the company’s development as they worked
with Kemwater’s people, who were in Kemipol during the start-up for a couple of weeks,
Due 10 the language barrier the staff was mainly trained by working together with
Kemwater's people. The start-up of the operations was financed by shareholder loans from
Kemira, the PLC and Nefco. Also Swedfund granted a loan in the beginning of 1992,

In the first year of operation Kemipol's marketing efforts were concentrated on the
drinking-water sector, although the future of Kemipol was known to be in sewage
treaument. In drinking-water treatment chemicals were used and Kemipol's iron-based
coagulant, PIX, was competitive in comparison with more expensive aluminium-based
ones. In April 1992 Kemipol signed PIX-supply agreements for drinking-water treatment
with water works in Warsaw and Tomaszow based on the efforts of Kemwater’s marketing
team. Between 1992 and 1993 a special sort of PLX was produced at Warsaw’s request.

In 1992 an oxygen-supply agreement was also signed with a Polish supplier and a
transportation contract with Tankpol Lid for hiring wagon-tanks. However, this required a
railway siding on the customer’'s site, which was seldom available. The truck-tank
alternative became more frequently used and a transportation agreement was signed with
Anneberg, a Polish-Danish joint venture. Based on an agreement between Kemira
Kemwater and a Swedish producer of storage tanks, Hjatmar-Andren, Kemipol, ordered
tanks needed by its customers from Hjalmar-Andren’s Polish subsidiary Metalchem-
Andren. The other equipment needed by Kemipol’s customers came from Kemwater in
Helsingborg. When Kemipol could start the commercial activities the imports from
Precheza were stopped. Because the commercial activities could only start at the end of
May, Kemipol reached only half of its sales budget of the year 1992, but during the autumn
the sewage-water sector began to show signs of development.

In 1992 the devaluation of the Polish zloty caused the second serious crisis in Kemipol.
When the devaluation was combined with inflation of some 40-50 per cent, the loans of
Kemipol, which were all in foreign currencies, generated big extra costs. When the loans
needed to be revaluated the loss of Kemipol became even comparable to its share capital.
The outcome was serious lack of money, which caused a lot of discussion berween the
partners. As a solution the loans by Kemira Kemi, the PLC and Nefco were transferred to
the share capital in 1992. The financial structure was totally changed and a stable financial
situation created. This made the company profitable very quickly, The only loan that had to
be paid back was that from Swedfund. The struggle with financial problems also resulted
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in a decision to offer a share of Kemipol to the Polish financial institution National Fund
for Environmental Protection and Water Treatment (the National Fund hereafter). The
managers of Kemira Kemi and the PLC had already had contacts to the National Fund
earlier because it grants loans to ecological investments in Poland. In September the
shareholders decided to increase the equity of Kemipol by issuing 115 new shares and 15
per cent of Kemipol’s shares were sold to the National Fund. Before the revaluation the
National Fund granted Kemipol a loan of PLZ 6 billion. After this change Kemira Kemi
and the PLC owned 34 per cent and Nefco 17 per cent of Kemipol's shares,

The production of ferric coagulants had started without problems and PIX quality was
noted as good by the Polish Health Authorities in 1992, But more support was needed in
marketing, Kemwater’s managers participated in the selection of marketing personnel and
to Kemipol was hired at first two and at the beginning of 1993 another marketing engineer,
who participated in marketing training in Poland and in Scandinavia to learn the basics.
One of the marketing engineers left soon and Kemipol had only two marketers travelling
around Poland. The Nordic experts from Kemwater spent almost every second week of the
first couple of years in Poland. They realized the marketing support through training the
local engineers on the spot. The marketing manager of Kemira Kemi and the other Nordic
marketers met the potential customers with the Polish engineers in order to transfer
knowledge and to make them able to learn from Kemwater’s experience. To make the
potential customers acquainted with chemical treatment and the firm, Kemipol took part in
fairs, arranged seminars and seminar trips to Scandinavia for the customers during 1993.

In April 1993 Kemipol made an agreement with the PLC about sole agency for selling
copperas on the Polish market, The sale was stable during the year and together with
copperas used for PIX, Kemipol fulfilled the condition of using 20,000 ton of copperas per
year. In the first half of the year 1993, the pollution in copperas caused problems in the
PIX-production but after complaints the second half was better. During the holiday time
Kemipol had also problems with supply of technical steam from the PLC. As a result it
was agreed that the PLC should build an additional steam line as an emergency supply.

During the year the choice of the first managing director of Kemipol proved to be
unsuccessful. Although originally Polish he was not able to understand the situation in
Poland and work in the turbulent conditions in a small firm. This made the cooperation
between himn and the Polish staff, as well as with the shareholders difficult. Due to these
problems Kemwater's Norwegian manager was required to spend a lot more time in
Poland to support him than was expected, During that time he raught Kemipol’s controller
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how to manage the company, to do the reporting and to handle the economic planning and
other managerial issues. In practice, the controller soon became the real partner of
Kemwater's managers. Officially the change of managing director took place in May 1993
when the controller of Kemipol was hired for the pose. The new controller was hired in
June and in November, Kemipol employed three operators. At the end of 1993 Kemipol
had eight operators working in three shifts and in toral the number of the perscnnel was 16,
The period 1992-1993 was the time for the real start-up of Kemipol's operations. It began
to have direct customer and supplier relationships although with respect to the customer
relationships it was still largely supported by Kemwater's experts, The relationship with
the biggest customer Warsaw Water Works became strong because of the heavy
dependence of Kemipol on these sales and the technical cooperation between the
organizations. Due tc financial and management problems the parent companies also
interacted intensively during these years, The focal net 15 illustrated in Figure 16,
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Figure 16. Focal net of Kemipol during the operation start-up in 1992-1993.

1994-1996: Stable grawth

The year 1994 included many internal changes in the organization of Kemipol. After the
new managing director had taken over in mid-1993, the activities of Kemwater's
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Norwegian manager in the management of Kemipol were reduced. The new managing
director could take care of the operational management of the company. At the beginning
of 1994 one of the marketing engineers was promoted as the logistics and equipment
manager and a new person for the logistics was hired. After having imported equipment
packages to the Polish customers from Kemwater for two years, now it was decided to try
to complete the insiallaiions with parts available in the Polish markets. The clients were
such different sizes that il was quite uncomfortabie to arder the installations from Sweden.
Kemipol made agreements for tanks and accessories with Polish companies but could not
find a goed local company to supply dosing pumps. They were imported from Germany.
At the end of the year Kemipol's equipment was used in 60 plants in Poland and there
were also direct sales of equipment without full-scale tests. This made a change of
organization structure reasonable: a two-person equipment department was established to
ensure professional customer service and to be independent of third parties in equipment
installations. During the year the personnel of the company was also increased with two
new marketing engineers (in the end of the year Kemipol had five marketing engineers)
and one person to the financial department, The implementation of the ISO 9002 standard
was begun with assistance from Kemira Miljo.

With respect to the parent relationships, problems were still caused by the almost yearly
change of management in the PLC. This also meant yearly change of the members of the
supervisory counc of Kemipol. The changes created lack of commitment on the part of
the PLC because the people who had initially been committed to the joint venture project
left. This made a development of trusting relationships impossible and relying on
gentlemanly agreements impossible. On the part of Kemira Kemi, in turn, Kemipol's
development was well supported. The management and production of Kemipol was noted
as well organized. On the production side, Kemipol's production manager was asked to
give technical support to Kemwater’s Kemivesi subsidiary in Estonia. Marketing
assistance, however, was still needed. Although the every-other-week visits of the Nordic
experis were not needed any more, the experts still came in problematic cases to help
customers with chemical application. The aim was to help the Polish marketing engineers
to avoid the most common difficulties.

In the supervisory council continuous disagreements were caused by the amount of
copperas use which the PLC all the time considered too small. Yet, the bigger conflict
concerned the amount of exports. When the zloty became normally convertible currency
the earnings in Western currencies were not absolutely needed and when the local market
grew exports diminished. The PLC could not see the development of the local market as
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removing the need to export and saw the exports to be less than Kemwater had promised to
get the exclusive right to sell the copperas abroad. Probably the unclear targets of copperas
use and decrease of exports combined with the exclusivity given to Kemwater to make the
PLC feel tied. When to these was added the belief that it had paid too much for the plant,
the PLC started to export copperas to Germany, thus violating the agreement with
Kemwater. To solve this, in a situation of low trust and lack of understanding of the market
mechanisms by the Polish partner, took a long time, Finally, the PLC stopped the expors
and to compensate Kemwater made a contract for a concrete amount of future exports.

In the Polish market the marketing engineers served without quality problems the current
customers and performed full-scale tests with new customers. In addition to the technical
support and tests, the market creation was intensified through information given in fairs
and conferences arranged all over Poland, Kernipol also organized seminars and seminar-
trips for customers, for design and consulting offices and for professors. Kemipol also got
its biggest export order when German Berlin Tegel ordered half of its yearly need from it.

From 1995 on Kemipol has again had three owners with ownership shares of 51 per cent
by Kemira Kemi, 34 per cent by the PLC and 15 per cent by the National Fund for
Environmental Protection and Water Treatment. At the end of the year 1994, Kemira Kemi
bought the shares of Nefco. The National Fund supported Kemipol by waiving haif of its
loan, I swrengthened Kemipol’s financial situation and that was seen as a big concession.
On the technical side Kemipol developed new technology for oxidizing PIX and trained
operators from Kemwater’s newest Central-European subsidiary, Kemifloc, regarding the
oxidizing of raw matenials. Also Kemwater's intensive marketing support was stopped and
Kemipo! began to be operationally very independent of its parents, However, there still
remained strong dependence on the PLC for the basic raw matenal, copperas.

In marketing one new engineer was employed. The sales of PIX increased by double of the
budgeted amount. However, the sales of PIX for drinking-water treatment decreased and
the increase in sales was the result of a fast-growing number of sewage-treatment
customers. Thus, Kemipol's customer focus was changing in the planned direction.
Kemipol also began the introduction of a new aluminium-based chemical, PAX, through
imports from Kemwater in Sweden. PAX is especially appropriate for dnnking-water
trearment, because it is easier to use and does not give any colour to the treated water. The
exports of Kemipol increased as well remarkably because a two-year contract was made
with Berlin Tegel. The information transfer and position creation continued in 1995 and
1996 with 1aking part in fairs, conferences and seminars and organising seminars by itself.
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Kemipol also started cooperation with Gdansk Water Fund. As a result of the growing
number of customer relationships the number of transport suppliers was increased to four.
Three Polish transporters made the majority of the domestic deliveries. They charged
lower prices than Anneberg, which took care of exports. The railway transports by Tankpol
Ltd were stopped. In 1996 production capacity of Kemipol was increased from 50,000 tons
to 80,000 tons a year. The implementation of the third reactor was finished in September.
Market creation for PAX continued and about 2,300 tons of this aluminium-based
coagulant was imported from Kemwater in Sweden and sold in the Polish market, The
domestic and export sales of PIX increased also significantly compared with 1995. In April
1996 Kemipol reached a new sales record of 5,200 tons of PIX seld within one month.
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Figure 17. Focal net of Kemipol during the growth period 1994-19%6.

Dunng the years 16941996 Kemipol became operationally more and more independent of
the parents and began to have a certain position in the Polish market. Yet, the focal net was
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widening considerably as a result of success in customer creation and a related increase in
transport and equipment suppliers as seen in Figure 17.

1997-1998: Market problems and new strategic focus

Towards the end of the previous period the relationships of Kemipol with the PLC began
to stabilize especially because of the more stable management situation in the PLC. From
1995 on, it had had the same president, which meant that the supervisory council members
were not changed every year either, During both 1997 and 1998 there were some problems
in production due to too much titanium dioxide in copperas delivered from the PLC. These
problems were solved on an everyday basis, On the Kemwater side the Swedish vice-
president of Kemira Kemi and the Norwegian managing director of Kemira Chemicals had
been named as members of the supervisory council from 1995 on. They had been very
much involved in the early development of Kemipol. Also the controller of Kemira Kemi,
the third council member, proved to be cooperative with regard to Xemipol's managers.
PAX imports from Sweden continued and strengthened the offering of Kemipol in the
Polish market. Kemipol acted also as an agent for Kemira Finland by delivering paper
chemicals to Polish customers. Supported by Kemwater in Finland, Kemipol exported also
PAX for a water treatment plant in Kaliningrad for half-year periods in both 1997 and
1998. Based on the smoother interaction between the supervisory council members also the
relationships between Kemira Kemi and the PLC were seen to be finally good.

However, problems were about to arise in customer relationships, For 1997 Kemipol lost
the tender for its most important export customer of the last two and a half years, Berlin
Tegel. In 1997 there was also a big flood in Poland that made Kemipol lose its oldest and
biggest drinking-water customer, Warsaw Water Works, This was a dramatic change in the
focal net because Warsaw Water Works had been a very imporiant customer of Kemipol
from the very beginning. Besides, the chemical dosing at some of the other biggest
customers were optimised, which meant sormnewhat lower consumption. Simultaneously the
modemnization of the water treatment began in several plants. The old mechanical systems
were replaced by biological treatment systems, which again meant lower consumption of
chemicals. As a result, in the second half of 1957 the sales of PIX stabilized at a lower
level than earlier. However, the creation of new customer relationships was successful and
one new transport company, Siergiej Transport, was hired.

The lobbying activities and the relationships to consultants and authorities were noted as
more and more important due 1o the strong pressures from the supporters of biological
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water Lreatment. The designers and consultants seemed to favour biological treatment and
preferred modemising the plants for biological treatment methods. The relationships with
the designers are important because Kemipol's installations must be made according to
their plans. In 1997 Kemipol signed the first agreement with a designing office in Krakow.
As a whole the financial development and the feasibility of the operations were satisfactory
but this was felt as a disappointment after so many years of more rapid growth.
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Figure 18. Focal net of Kemipol during the period of market problems and change of
strategic focus in 1997-1998.

In 1998 Kemipol lost its biggest sewage-water-sector customer when the sewage plant of
Gdansk was modemnized and a biological treatment system was installed. Fortunately,
Kemipol came strongly back to exports as Berlin Tegel came back. However, after the loss
of the two biggest customers, Warsaw Water Works and the Gdansk sewage plant, there
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was seen to be a need to change the market strategy. The marketing efforts were changed
more towards smaller customers to decrease the dependency on a couple of very big ones,
As a result the number of the small and medium sized customers increased considerably
and the company became more securely positioned in the market although their influence
on sales was not sa big. In spring 1998 Kemipol also began its own production of PAX.
The intreduction of PAX provided a safeguard against the competitors' entries, made
Kemipol more flexible and made its product assortment more complete. In 1998 Kemipol
also made agreements with three distributors who began to serve the smallest customers,
Kemipol continued its marketing activities in the form of taking part in international fairs
and seminars and organising seminars for customers both alone and in cooperation with the
Gdansk Water Foundation. Also Scandinavian seminar-trips were arranged. The
development in 1998 the managing director of Kemipol describes as “positive despite the
difficulties connected with the introduction of biclogical methods for the biggest
customers”, The sales of both PIX and PAX increased.

In all, the years 1997-1998 proved to be quite problematic, since Kemipol lost three of its
oldest and biggest customers, As a result the company chose a new strategic focus: it added
the production of PAX 1o its product line and actively widened the custorner basis to small
and medium-sized companies to decrease the dependence on a few very big ones. The
focal net of Kemipol in the years 1997-98 is illustrated in Figure 18 above.

1999-2000: Coming back to stable development with wider focus

The years 1999-2000 finally made the relationship of Kemipol with the PLC primarily
cooperative, The managing director describes them as having good supervisory council
members whom she can consider as partners in the business development. From 1999 on
Kemipol has finally been able to selt PIX to the PLC, which is considered as a great
success in this relationship although they still do not use PIX in the sewage plant. In the
relationships with Kemira Kemi changes occurred in 2000 when two supervisory council
members were changed. Only the Norwegian chairman stayed. As a whole Kemipol had
become well linked to its Kemwater sister companies and Kemipo!'s staff‘cooperates with
many persons from e.g Sweden, Finland, Germany, the Czech Republic, Spain and
Mexico. The relationship with the National Fund became more and more characterized by
disappointment. It had been expected to support the implementation of chemical treatment
in Poland and that way assisting Kemipol’s marketing. Yet, in this respect it was felt to
have done nothing and its supervisory council members were often seen to hinder effective
decision-making. Some managers even thought that there was no need for this partner.
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The preference for biological metheds in building the new sewage treatment plants and for
medernizing the old ones restricted especially the PIX-sales of Kemipol in 1999, and the
menthly growth of sales could not be kept up. The sales of PIX also still suffered from the
loss of Gdansk and Warsaw. PAX-sales, in turn, increased almost twofold from 1998 and
this was a big success of the year, because the competition from the old Polish competitor
Zlotniki was hard. The strong competition meant the necessity of offering different kinds
of PAX (five types in 1999) and demanded larger flexibility in fulfilling customer needs.
The small and medium-sized customers became more and more important. The number of
customers served directly from Kemipol was 242 (207 in 1998). In addition, there were the
smallest customers, which were served by the distributors. In 1999 Kemipol began
negotiations with Cytec, an American producer of polymers for the agency agreement in
Poland. After hard negotiations Kemipol was chosen as the agent in Poland for Cytec's
polymers and a challenge of the year 2000 was the introduction of this new product to the
Polish customers. However, the competition was very hard because in the Polish market
already existed three multinational polymer producers.

In 2000 Poland applied the strict environmental requirements similar to the directives of
the European Union. The phosphorous limits, requiring the use of chemicals also in
biological treatment plants, influenced Kemipol's PIX-sales in about the middle of the
year, Of the previous very important customers e.g. Gdansk began again to use PIX for
sludge handling although in smaller quantities than earlier. In July and August 2000
Kemipol could come for the second and third time to the record line of over 5,000 wons of
PIX sold in one month (the first time was in 1996). Now it was achieved based on the
mediumn-sized customers. The sales of both PIX and PAX rose remarkably and the number
of customers buying over 100 tons per year rose to 128. The number of medium-sized
customers rose by about one third and the distributors served more and more small
customers. Intensive cooperation with customers and striving to fulfil their distinct needs
increased the number of PAX-specialties. In December 2000 the PAX-plant enlargement
was finished. Equipment sales were also growing and the polymers sales began
satisfactorily. As a result of an increase in number of smaller customers and in equipment
sales two new persons were employed in the equipment and logistics department.
Cooperation was started with two new distributors, and the number of transport companies
was increased to seven. Kemipol also continued the participation in fairs and seminars, and
the arrangement of seminars for both customers, authorities and Kemwater-subsidiaries.

In sum, during the years 1999-2000 Kemipol was able to come back to strong growth and
development with a wider strategic focus. The result was a wide focal net (see Figure 19),
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Figure 19. Focal net of Kemipol when coming back to strong growth in 1999-2000.

7.3 Dynamics of the focal net

Above the developrment of Kemipol was described at the overall organizational level. The
structural changes in its focal net and the major episodes of organizing over time were
pointed out, Now a more thorough look will be taken at the events that are related to the
changes in the focal net, It will begin with the analysis of the change forces. Then a deeper
scrutiny is made of the managerial actions in the events to find out about the behavioural
dynamics and the role of the interpersonal relationships in the development of Kemipol.

7.3.1 Change lorces

To begin, the major change forces during the years 1989-2000 are divided into internal,
relational and external ones. The external change forces consist of the creators of change
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outside Kemipol's focal net (see Figure 8 p. 71). As relational change forces are named zll
the creators of changes that take place inside the focal net, Most often they are related to
the strategic positien building of Kemipol's managers. But they also include the personal
or other changes inside some of the focal net members, which are outside any control of
the joint-venture managers. The internal change forces consist of the creators of change
inside Kemipol. Many of them are changes in the organizational structure or strategies and
person changes. The other type of change forces concems the operational problems and to
them related changes inside Kemipol, like financial or management arrangements. The
major change forces are presented in Figures 20-24. However, this division inte three
kinds of change forces simplifies the reality. In practice the external, internal and relational
change forces are often related to each other, I.e. a change in the external environmeni may
cause a change in the selling strategy of the firm, which then causes a change in how it
approaches its customers. The trigger for change may also be managerial action.
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Figure 20. Change forces in 1989-1990.

In the initiation period of 1988-1990 all change forces can be seen to be related to the
beginning of the transition of Poland to market economy, The opening of the new
possibilities to both foreign and Polish firms, the lack of knowledge of the Polish markets
and the insecurity of the Polish developments are the basis for all change forces. This big
external force, the transition process, leads to pe?ception of two external threats by
Kemwater-managers: the competition created by the exports of the PLC and change of the
favourable invesiment law. They are related to acts to begin and speed up the Kemipol-
establishment between Kemira Kemwater and the PLC. At the relational level (in the
parent relationship) all actors are insecure about how they should behave n the turbulent
business context and feel the need for risk reduction. These forces induce acts to establish
relationships supporting the joint venture establishment.
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At the beginning of 1991 Nefco was registered and could buy the initially agreed shares of
the joint venture. The year 1991 was also very much influenced by the transition process.
Although as the dominating change forces arose the conflicts in the parental decision-
making, behind them to great extent laid the external wrbulence created by the transition,
The distrust of the capabilities of the Polish employees was a result of the insecurity as to
how well the planned economy practices fit the emerging market economy. Behind the
budget excess in the plant construction was the great inflation in Poland and the
incapability of the managers to evaluate the costs when the value of money was changing
very rapidly, The management changes in the PLC were related 1o the systemic changes at
the governmental level as well The underdevelopment of the markets inherited from the
planmng economy led to special actions to create the markets. Internally the first
employees of the joint venture were hired and got involved in the market relationships.
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Figure 21. Change forces in 1991.

During the period 1992-1993 the production stari-up meant establishment of direct
customer relationships and the actualisation of the financier relationship to Swedfund.
Kemwater realized the transfer of marketing know-how with an attempt to create initial
markets for Kemipol in connection with the intensive training of sales engineers. Also
these events were greatly affected by the socialist background of Poland, which was seen
e.g. in the recruitment and training procedures. The financial problems were to great extent
due to an external force, the devaluation of the zloty. The management problems resulted
from unsuccessful choice of the managing director of Kemipol who was unable to lead the
Polish staff as well as to take care of the parent and customer relationships in Poland. The
creation of relationships with the former-socialist, often government-owned organizations
in the Polish market required different behaviour than is needed in western markets. A
Polish managing director was hired.
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Figure 22. Change forces in 1992-1993.

The years 1994-1996 were characterized by more stability. The external environment was
not causing such big surprises any more. The risk investor Nefco was now bought out.
Kemipol developed technically and participated in technical cooperation with Kemwater-
units, These cooperation projects were influences of the wider network embeddedness of
Kemipol in Kemira’s subsidiary network. They did not have big effects on business but
had significance as proofs of Kemipol’s technical expertise and intensifiers of the personal
relationships, especially, between Kemipol’s production manager and other Kemwater
people. The focal net, still, changed significantly as the number of customer relationships
increased and necessitated new internal arrangements {e.g. equipment department, focus on
sewage treatment, investment in production capacity) and new supplier relationships.
Kemipol began also to import an aluminium-based coagulant from Helsingborg to prepare
the marker for possible production of its own. Cooperation agreement with Gdansk Water
Fund was established to influence the customers and authorities.
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Figure 23, Change forces in 1994-1996.
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In hard years of 1997-1998 Kemipot lost three of its oldest and biggest customers (ove
coming back after a year). Both the ending and development of relationships were directly
related Lo relational change forces (see Figure 24).
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Figure 24. Change forces in 1997-1998,

However, in loss and weakening of some customer relationships can also be seen the
influence of wider industry-level changes when water treatment plants are modernized and
often apply biological ireatment methods. A big flood in Poland was also directly the main
reason for loss of Warsaw Water Works. However, the problems caused by the flood were
intensified by 2 change of the company management, which made the decision to change
the chemical supplier. In the end Kemipol chose a new strategic focus when adding a new
product to the production line, PAX, and widening the customer basis to small and
medium-sized companies.

1999-2000:
E: Stremg compelitien Paland applics strict
in drinking water lznou phasporous limits
R: Change of supervisey Wew di.mEhuturs Agency lar
council members of the PLC and transporiers Cylec's polymers
1t Implementing the
REW cusomer sirategy
Explanations of the lemer codes!
E = External change forces R = Relaticnal change forces | = [nlernal change fomes

Figure 25. Change forces in 1999-2000,



128 ACTA WASAENSIA

The development in the final period 1999-2000 was affected by both the internal strategy
changes and the external changes in the Polish environment. Internally very much
emphasis was lzid on product specialities and offering a tolal package of chemicals
(agency for polymers). The distributor network was also widened and new transporters
were hired to satisfy the needs of the smallest customers. Changes in the supervisory
council members of the PLC and the intensive Kemwater-interaction strengthened the
parent relationships and made them cooperative. Strong competitors and legislative
changes were the external forces influencing the actions and the focal-net relationships. To
understand what lay behind these changes in the focal net, the actions of the managers in
these episodes of organizing are in the next section described in detrail,

7.3.2 Actions for organizing
1989-1990: convincing in two ways

As a starting point for the joint venture establishment can be seen the opening of the Polish
markets after the collapse of the Soviet Union and its socialist regime. The combined
opportunity and threat perceptions by the managers of Kemira Kemi induced the early
interactions in the emergence of the joint venture. The actions of the managers were
primarily relfated to information search and initial legitimizing of the venture through easly
contacts with the Polish market. They were done through quite formal channels when using
the Polish embassy, investment bureau and their seminars to get some insights and the
ministry of industry to open the doors to the selected partner. It was known that it is
difficult to ger to the negotiation table with Polish managers. Therefore, Kemira Kemi’s
managers weni to visit the Polish ministry of industry and discussed with the officers the
plan to invest in Poland. The visit resulted in the hoped-for reaction:

"By doing Lhis [visiling the Polish minisiry of industry] we got the minisiry to send a letter in which it

was said that they recommend them [the PLC) 10 team up with us [Kemira Kemi).”
This is an example of a third-party-mediated convincing act, which resulted in opening the
doors for the creation of a crucial cooperation relationship. It is also an example of a
proactive act to create events. After a letter by the ministry to the PLC Kemira Kemi's
managers were invited to the PLC. They arranged there a seminar telling about chemical
water treatment and their success in other markets to persuade the PLC to cooperate,
Further convincing was needed to persuade the Kemira headquarters to invest in the joint
venture. The Finnish board was known to be sceptical about the investment. Therefore, the
project managers travelled around Poland to meet experts in universities and managers of
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the potential customer plants. Again the proactively created third party relationships were
used to convince the board.
“It was a markel about which people said: Don't go there, they don’t have mongy even for food. |

needed 10 gel a commilment, e.g.. from the city of Gdansk that if we siart to produce in Poland they
will buy from us. Then when I presented it to the board I had already created customers.™

Negotiations were begun but during them it was revealed that in the PLC some managers

preferred to take care of the copperas problem by themselves. Two top managers proved to

be the persons both willing and able, 1.e. having interest and power to convince the others:
“The president at that lime was very importam in geiting it through [...] He was the big boss and
didn't normally participale in the negoliations. Only when we had problems to reach consensus he
came in and made it happen. [...] And the other very imporiant person was the vice-president. If we

wouldn't have had him on our side I don't think that we would have got it done. He was a more
medem thinking person and had very much power. He bought the idea and pushed it very hard.”

However, the Nordic and Polish managers were unable to really understand each other and
the entry was seen as extremely risky. The PLC very soon hired a lawyer firm to take care
of the agreement-making and negotiations. Kemwater managers suggested Nefco to
become a risk-sharer through equity investment and a loan. The announcement by the
Polish government of a change of the foreign investment law at the beginning of 1991
made the partners hurry. However, the intended risk-sharer and financier, Nefco, was not
yet registered. Nefco’s role was considered very important and, especially, the leader of the
Polish team, the technical manager, made an effort to persuade the president into a
temporary 50-30 joint venture. This way Kemipol became established with an ownership
structure not actually intended:

“When we registered Kemipol it was 50-50. temporarily. I wanted 1o establish it as soon as possible

but Nefco was not vet regisiered. What could we do? 1 told our director that maybe we could establish
temporarily a 50-30 joim venture. Then when Nefco was regisiered. they woutd buy Lhe shares,”

The above examples illustrate how convincing was the major role of individual-level
relationships and interactions that were needed in the Mnitial stages of the joint-venture
establishment. Interestingly, there can be seen two ways in which the convincing can be
done. In the first two cases the managers proactively build relationships with authorities
and customers and use these relationships to convince the counterparts to cooperate in the
crucial relationships, Proactiveness is a feature of entreprenenral nerworking but the
contacts of the managers were based on impersonal trust and organizational roles and were
thus managerial. Also the early interactions of the parents were based on the reputation of
the firms and complementary resources and capabilities. However, when the project was
during the negotiations confronted by unexpected problems, the personal relationships and
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trust were the means of convincing the PLC to continue, The character of the networking
actions and use of relationships is illustrated in Figure 26.

Daor opening Negotiations with Poles
3rd parry Negotiations — ¥ Finnish HQ commitment to the project
Convincing
personal Internal disagreemenl » Continuation of the relationship
Adaptation in problems development with Poles

Figure 26. Convincing in two ways,

1991: Resourcing with compromising

The Kemipol-construction in 1991 was dominated by networking for rescurce acquisition
including facilities, machines and equipment, raw materals, financing, employees and
business relationships. The Nordic managers hired the first employees of Kemipol. Nefco
was registered and the relationship was formalized as an owner relationship. ¥t brought to
the venture capital and to the supervisory council a person most searching for compromises
and mutually-satisfying solutions:

"It was a very good guy from Nefco. Oh, I liked him very much, [...] very well qualified, smiling,
silent. [...] We made a compromise.., siill smiling... and finally we solved the problem.”

As agreed in the negotiations the PLC began the plant construction. The lack of high-
quality supplies in a transition economy and the distrust of capabilities of their own staff,
yet, ended up with grear budget excess. The project leader of the PLC and the project
leader of Kemira Kemi had an important role in compromising:
"1 introduced them to new calculations, reality in my opinion. Then I remember [the project manager
of Kemira Kemi]. he was very good friend of mine. said 1o me: “Impossible, there will be no joint
veniwre if you introduce these figures.' I said to him “QOkay we must sit down I will not leave Sweden

before we have solved the problem’. And it was negoliation aft¢r negoliation and then we fnally
compromised. Then it was one step forward.”

The managers of the PLC appealed to the Kemwater managers to compensate the cost
increase. The Nordic managers were afraid to make any concessions and denied. The
Polish managers interpreted this as letting them down and began to send to the meetings
only deputies without any decision-making power. The relationship became useless and
cooperation impossible. Simultaneously the top management of the PLC changed. The
managers committed to the cooperation left, which further complicated the problem-
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solving. This almost destroyed all the trust between the parent companies and required
hours of negoriations and the managing director of Nefco to act as the peacemaker:

“He had the role of a mediator between the Poles and Swedes... against our tight business thinking he
suggesied that we could also yield and somewhat compromise. He really had an imponant role.”

On the marketing side the peculiar situation of the need to create the markets almost from
scratch made the Finnish manager, responsible for market development and transfer of
marketing know-how, establish a somewhat risky cooperation relationship:
“[When I discussed with the managing director of Kemira Kemi] I said to him ihat as I'm already in
the neighbourhood T will go and visit that firm [a Czech chemical producer] and he said don't return
with any paper. [ then called to him that I'm going to make a letter of intent. I made the markeling

agreement with them because realized the possibility that we could this way begin the marketing of
the products in Poland.”

This networking act can be seen to be committed in response to the undeveloped state of
the market. It is also an example of the proactive networking in which relationships are
established to avoid some problems beforehand. When the product, very similar to the one
to be produced in Kemipol, was exported to Poland and applied by the Nordic experts
together with Kemipol’s marketing engineers, initial personal refationships with customers
could be created and convincing customers began by introducing the chemical water
treatment in many Polish plants. The most important relationship the Finnish manager
established based on the marketing agreement with the Czech firm was the one with the
Warsaw Water Works. It was for many years the biggest and most important customer of
Kemipol’s. The story of the manager illustrates the need for emergence of friendship
relations to convince the Polish managers of business deals:
“We visited Sweden. spenl a week in Finland. travelled in 2 minibus to see some reference planis and
that way good contacts and trust were created.,, The Lhen president of the Warsaw Water Works when
I wenl there... I remember a sunny summer morning when he said: "Hey, do we need 1o sit here in my
grey office?” I said that to me it is the same where we sit. He had a summer cottage a couple of dozen

Kilometres from Warsaw and said; “Let’s go there”, We went there and sat there in the middle of
nature Lo discuss these issues."

Thus, in problem solving in crucial relationships compromising is extremely important.
Yet, lo make the parties willing to compromise without personal trust or understanding and
in rurbulent environmental conditions seems to require a kind of neutral person with a calm
personality to intermediate interactions. In this case the representative of the financier and
a minority shareholder could act as a mediator between the major partners. Some persons
in both paremt companies should also be able through personal interaction to reach a
compromise. The other primary type of actions in this pefiod is the resourcing of the new
venture through relationship establishment. When a company is just about to emerge and is
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thus totally unknown in its markets of operation, proactive, personal initiatives are
extremely important. The last two quotations above are examples of an entrepreneurial
kind of proactive and personal relationship-building for quickly organizing the business.
The major networking actions in the year 1991 are illustrated in Figure 27,

medialor

Compromising 4, Parental conflict resolution

radctive
Rmourcing—il.; Early local market relalionships

personal

Figure 27. Resourcing with compromising.

1992-1993: Further resourcing through formal agreements and personal relationships

The production start-up needed further resourcing of the joint venture. The shareholders
and Swedfund granted loans as had been agreed on. In personnel recruitment the
production manager of Kemipol was noted as a great help. He had followed up the plant
construction as the representative of the PLC and bestdes had worked there some 20 years.
On the basis of his relationship with the PLC and his attentive cheracter he was able to
pick the best employees for Kemipol. The production start-up was realized without any
problem and the operators, chosen by the production manager, were capable of operating
the plant without much support from the Kemwater project group:

~I observed the constructors. electricians and cthers during the establishment. I was walking. looking.

checking how the people were working, how they were interested in what they are doing. how many

of the people were only sitling and drinking coffe, who was really working. Then I had, for example,

two guys whom [ had rever known before bt were eleciricians in the establishment phase and
became employed here... I knew that they knew the installations very well,”

The tests and sales efforts in Polish customer plants made the best channel for marketing
training by the Kemwater managers and experts for which the need was great in an
economy where no marketing function had belonged to business making. This resulted in
the establishment of close relationships between the Kemipol and Kemwater marketing
staffs. The marketing efforts resulted in supply agreements with two quite big treatment
plants. The exports from the Czech firm were stopped. The organizing of the business was
also concretized in transport agreements with two local firms, Kemwater's team secured
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the supply of storage tanks to the customers by making an agreement with a Polish
subsidiary of their Swedish cooperation partner about supplies of the tanks. Agreement on
the delivery of the other equipment needed by the Kemipol's customers was made with
Kemwater. The storing of the equipment was at first a problem because Kemipol did not
yet have any warehouse of its own. However, the personal relationships of the production
manager with the PLC could be used for acute organizational problem solving:

~T was involved in everyihing; iransportation very quickly, collect equipment in store... because I

know people in the PLC and they had a warchouse free and then I arranged that warehouse and kept

all the equipment in the right place because the equipment is very expensive.”
Afier the plant construction the PLC had for some time had quite a passive role of a raw
matenial supplier in the net. However, in 1992 the devaluation of the Polish zloty made the
loans of Kemipol in foreign currencies too heavy a burden for the new venture, Also the
PLC’s supervisory council members were now activated to take part in the decision-
making. However, the decisive interaction took place between the Nordic managers:

“The partners then decided to transfer the loans w share capital. Whose idea was il? [The managing

director of Nefco] was sitting together with [the president of Kemira Kemi] to consider how io solve
this problem and they proposed and Polish people accepied Lhe solution,™

Simultaneously the Kemwater manager struggling with the market creation got the idea to
try to commit a governmental shareholder to the joint venture. The National Fund had
already in the very beginning been contacted to collect information on the markets. Now a
loan was applied for and it was suggested that the organization should become a
shareholder of the company, This is again an example of proactive networking. In addition
10 providing financing to the company it also had a proactive network function to
legitimize the new venture. It was expected to create trust in the primarily municipal
customer base by giving a governmental and a Polish status to the venture and to support
the Kemwater's way of water treatment in building new plants. Overall, the relationship
with the PLC and the internal relationships in Kemipol did not develop well. The Swedish
managing director of Kenupol, despite his Polish roots, was incapable of handling the
relationship with the PLC and the operational management of an emerging venture:

“He saw the Poles as a kind of second-class citizens... And he had also partly a cogfrontal.ion with the

PLC: he really couldn't make it {the cooperation between \be parents] any easier by acting as a

mediator but rather aggravated everything. We even sometimes needed to say that he could iry (o be
understanding even though we couldn™.”

The Kemwater managers sought, however, for person-level trust and intermediation in
their interaction with the PLC, The managers used the production manager of Kemipol as a
bridge builder and communicated with the Polish managers almost entirely through him.
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Similarly 10 the equipment-storing problem he could use his friendship relations with the

middle management 1o solve the problems with raw material supplies from the PLC:
"For example. there have been some problems with copperas. I know the manager superficially, bat I
have also friends working there in the titanium dioxide pland... | don’t like to Blame them abomt the
copperas. I want t0 help them even. I have been very many times (in the PLC] discussing that ~You
are making something wrong because our copperas is sometimes bad. Maybe you don’1 know exaclly
what happened but I can maybe help you because I have long experience with copperas.™ [...] For me
it will be better when I will get betier copperas and for him it will be better when he keeps the
titanium in the plant not in the heaps. [...] Then I ask that they also should do something.”

The quotation shows the importance of both respect and reciprocity in the establishment
and maintenance of personal relationships with the Polish managers. The managing
director of Kemipol couldn’t solve the problems probably because he was not able to
develop trusting personal relationships with the Poles and therefore did not get access to
their resources. The Kemwater r1anager who had responsibility for the operation start-up
noted that the controller of the company had good basic knowledge of accountancy and
was eager to learn. He began to teach the controller matters related to company
management and soon she became the other partner of the Kemwater managers in
Kemipol. When the two-year agreement with the first managing director ended the former
controller was assigned as the managing director. The change removed the major “misfits
i personal chemistries” that had harmed the internal working relationships,

The start-up of the company operations needed a lot of resources, whose acquisition was
the main reason for relationship building in 1992-1993. The resources included both
human resources in the form of employees and knowledge and physical resources, like raw
materials and equipment and other supplies. With respect to the human resources close
personal relationships were of major importance. To be able to find good personnel in
transitionary Poland the earlier work relationships of the production manager in the PLC
were extremely imporiant. Also because of the knowledge transfer, establishment of close
personal relationships was important as was seen in the case of managerial, markeling as
well as technical know-how. Resource acquisition was done also through formal
contractual arrangements as is seen in the loan arrangements and supply agreements with
the tank supplier and Kemwater in Sweden. The solving of the financial problems
Ulustrates again the proactive networking and the personal relationships as a means of
negotiating. The two types of resource acquisition methods are illustrated in Figure 28 on
the next page.
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Figure 28. Further resourcing through formal agreements and personal relationships.

1994-1996: Internal organizing and institutionalization of cooperation

From the year 1994 on Kemipol began to make profit and have the basic relationship
network organized. The actions of the managers became primarily related to internal
organizing, i.e. creation of organizational structures, staffing, development of the
production process, improving the quality and adding new products, distribution and
transport arrangements. The previous service and sales engineer was named as the logistics
and equipment manager and an equipment department was established under his control.
He began to arrange the imstallations at customers based on primarily Polish equipment
supplies instead of importing from Kemwater. Kemipol's marketing efforts became more
and more directed towards sewage water treatment, which had been the initial intention,
Also exports rose remarkably when a tender was won for a big treatment plant in Beriin.

At the beginning of the year 1995 Kemira Kemi bought the shares of Nefco, which made it
the majority owner of the joint venture. The changes in the Polish economic system,
pushed e.g. by privatization authorities and trade unions, made the PLC more and more
concerned with internal rearrangements. This decreased its role in the network of the joint
venture although the great dependence with respect to the raw material supply still existed.
The Nordic managers took Kemipol's managers with them in the Kemwater-cooperation
projects as consultants for the newer Kemwater-units. This cooperation strengthened the
relationship between Kemwater and Kemipol especially because of leading to the
establishment of friendship relations between the managers. As a response to the
favourable development of the customer relationships the supervisory council made the
decision to invest in the increase of the production capacity of the joint venture, Kemipol
began also to export from Kemira Kemi PAX, which was easier 10 use in drinking-water
treatment, The relationship berween the parents was largely mediated by Kemipol's
managers as one supervisory council member descnbed it:
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“[we have relalionships] only 1o Kemipol... or we have the board mestings three times a vear and

there is also the representatives of the PLC".
Although the internal organizing consisted of formal organizational arrangements and the
relationships seemed to institutionalise personal relationships were especially important
because of the two features that characterized the customer base and interaction with the
water treatment sector customers in transitionary Poland. The very close relationships help
to find the decision-maker in the huge customer firms and they may help in finding out
about the state of the customer:

“Who is the key person for us? It is not always the director. The director of a big company just thinks

aboul how to maintain his position. the salaries of the employees. the general policy. [...] Sometimes
the technologist is the decision-maker and the director is only signing the agreemen.

The difference [beoveen 1wo types of customer] is that the communal companies are rather poar in
Poland but reliable. You can be sure that you get your money for the products you sell, [...] We had
some very painful cases with the indusu ial clients, which means that we delivered them a few lorries
with no payment. You never know if the company is just aboum te go bankrupt.”

Overall, in the mid~1990s the networking of the managers became more formal,
characterized by cooperation and institutionalization. Still, although the organizational
networking behaviour seemed to dominate, especially the establishment and maintenance
of the customer relationships required very personal relationships. Also the technological
cooperation in Kemwater, and Kemipol’s mediation between the parent companies were
based on the close personal relationships established. The ways of acting behind Kemipol's
stable growth and institutionalisation of the relationships are presented in Figure 29.

New internal arrangements

Internal )m( \ Stable growth and
k«ql\A
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Close cooperation relationships /

with Kemwater and cusiomers

Figure 29. Internal organizing and institutionalization"of cooperation.

1997-1998: Legitimising efforts and newly organized local network

After the quite stable years of the mid-1990s, in 1997 the situation changed when many
external change forces influenced the Polish market of water treatment. The competition
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between biological and chemical treatment methods became all the time fiercer, Interesting
additions to the focal net of Kemipol were the informal, legitimizing relationships, These
relationships were represented by the contacts of the managing director with the Polish
academics, which were used to influence the modemization and construction of the water
works and the decision-making of the authorities. The National Fund was, besides
providing financing, intended to serve in the same role but in practice its efforts were seen
as a disappointment:

“However, it [the investment in Kemipol] is very litile for them. But they are proud of it, ., you see it is

something concrete. little bul however concrete. No obligations with regard 1o this parmner, for which

I"m a bi1 biner because they could play an active role in the promotion of our style of water reatment
But they don’{ wanl to support us in this respect. I don’t know how to handle these Warsaw people.”

Despite the convincing and legitimizing efforts in 1997 several of the customer plants were
modemnized for use of biological treatment. This influenced the sales of Kemipol. The
exports sank also becanse Kemipol lost the tender in Berlin. The designers and consultants
seemed to favour biological treatment. In 1997 Kemipol signed the first formal cooperation
agreement with a designer. The flood of spring 1997 meant to Kemipol the loss of its
oldest and biggest drinking-water customer. To the loss was connected the change of
management, which meant that the personal relationships that would have been needed for
convincing the managers to continue with Kemipol were cut off:
“Tt was one sixth or seventh [of the sales] at thal time. We had a greal flood in 1997. The water in the
reservoir where they take water changed the guality completely. Practically at the same time the
management of Lhe plant changed to people who didn't want to ¢xperiment very much. [.._] the water
was treated with the aluminium sufphate much better. Then the water started 10 be normal again and
we started with ferric salts. Then the water chanpged quality within one day and then it is dangermus ...
ferric salts are brown and if this colour goes through the filter 10 the nel it becomes a political
question. They were afraid and we started tests for one month. Then they wanled (0 have aluminium
sulphate from a competitor withom any experimenis. The sulphates didn't work very well, the water
was bad but al least you couldn’t sec that and the paramelers were within the limits,”
At the beginning of 1998 the export agreement with the customer in Berlin was won again
but now the mechanical treatment system in the biggest sewage water customer was
replaced by a biological system. This meant that they stopped the use of chemicals entirely.
After having experienced two great losses with respect to the big customers the networking
actions were directed more towards the small and medium-sized customers to decrease the
dependence on only a few big ones. New business possibilities were alse tried when PIX
was lwo times exported to Kaliningrad in cooperation with Kemwater Finland. In 1998
Kemipol also began to produce aluminium salts, PAX. The widening of the customer base
to more but smaller customers and the new product offering meant that networking was
needed to arrange the distribution and transport. Therefore agreements were made with a
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fifth transport company and with three distributors. Also being close to the customers
became more and more important:
“And this is very imponant, T underline it very much. those people in my depariment have extremely

good relations with the clients. we are friends of the clients even. Sometimes it is not Very ¢asy 1o g0
betause sometimes they call us also in other matters. not connected with our work, Bul it works,”

The legitimizing of the new venture, ie. gaining external approval and credibility for the
venture, are often achieved through proven quality of operations, image, good business
partners and reputation. In the development of customer relationships, close friendship
relations and an easily applicable product were important. However, in the pressures
created by the competition of another treatment system these venture-based issues proved
to be insufficient. Lobbying became imporant. In this Kemipol should have been well
equipped through the relationship with the National Fund. But the Kemipol-managers were
not able to develop with the people there any relationships on which they could have been
relied for support. The relationships with academics were not influential enough on the
customer base, whose modernization was led by designers and consultants. New
relationships with the designers were needed. Efforts to legitimize the chemical water
treatment and Kemipol's business were the primary nerworking actions characterizing the
years 1997-1998 as presented in Figure 30.

Adding new product

Personal relationships
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Contacts with designers
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Figure 30. Legitimizing efforts and newly organized network.

1999-2000: Resourcing and internal organizing for better customer service

During the years 1999-2000 the networking actions still aimed at widening the customer
base and better satisfying the cusiomers as total chemical supplier. There existed a very
strong Polish competitor in aluminium-based coagulants. Therefore the production team of
Kemipol began to develop PAX-specialties to better respond to customer needs and sarisfy
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them better than competitors. Kemipol's managers succeeded also in negotiating an agency
with an American chemical producer for a chemical that was absent from its product range.
The distributor network grew with two new ones and one new transport company was
hired to satisfy the needs of the smaller customers, The creation of more distributor and
transport relationships meant a big change in the customer relationships because many of
the relationships turned to indirect ones. In all, the relationships with bigger customers did
not show any sign of mrning to organizational supplier relationships but were very much of
a friendship nature:

“We need 10 support customers with a lot of talks. dinners. personal relationships. I know about the
families of many of them, problems with children... The last example is [the manager of a customer
plant] who was in Spain: he was calling to me because his son was in England and he got very bad
information and he coutdn’t manage. He had a seitled daie when he needed to Ry back. and he was in
a panic. ] have a friend near London and I gave him her number so that the son ¢ould call her... Such
personal connéctions are created, You never know who is a cusiomer and who is a friend, and when
yaou are a director and when you are a private person.”

From 1999 on Kemipol was finally able to sell its product to the PLC, which is considered
as a great success in this relationship although they still do not use PIX in the sewage plant.
The supervisory council members changed to ones with whom business issues can be
discussed. However, the relationships with them are still not as effective in solving the
practical problems as the friendship relattons to the plant managers by the production
manager. The managing director achieved good relationships with the PLC based on the
earlier party companionship with the general manager and friendship relalions with the
supervisory council members. Yet, as seen in the following quotation, many problems of
the socialist organization remain:
The current top manager [ know personally very well because he is of solidarity background and we
cooperated [...] during Lhe underground times. They know that I can go there practically any time. Bul
the real work is with [...] the members of the supervisory council. No1 only those two but middle
managers in general [ consider good engineers, intelligem people, spoiled by Lthe communism within
the company. They are devoted 1o Lhe company bul it is a place to work which will exist forever but a
lot can be done with them I believe [...] They are very nice guys and they are my friends, but they are
nol personalities big enough. |...] Their first reaclion is that it is not my business it is my colleague's,
nol my duty bul the neighbour’s, not my department. [...] We meet every second month, every third

month, even though there are vearly plans they are changing all the time. There are dangerous
situations when [the production] has no copperas at all..."

In the relationships with Kemwarter Kemipol became well linked to its sister compantes
and Kemipol's staff has cooperation with many persons from various Kemwater units. The

relationships are mostly very personal in nature and can be used when there are acute
business problems as the following example shows:
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“[ have very close contacls with people in Germany. [...] This year they have helped me very much
because from time to time our German customer forced us 1o use German Lransport companies. [...]

Their prices are at least 30 per cent more expensive than our 1ransport, They tried to raise the price
this year two times. Then T called 10 my friend in Germany because I knew that they also use Lhis
company. Twice this year they succeeded by discussion (o prevent raising the prices for Kemipol.™

From the very beginning intentional actions to create possibilities of personal interaction
and personal relationship building (seminar trips, meetings, dinners, seminars and fairs)
have been important. They have at least the functions of making acquaintance and
exchanging salient information as the following recent example illustrates:
“We didn’z speak much aboul business, about technology a little of course. I know that I have now the
door open 10 all of them. .. This vear they have transformed [rom a totally public company 10 a joint-
stock company with 100 per cent ownership by the municipality. Then the new regulations can be

applied and ne1 so strict tendering regulations, This I was told during the 1rip 10 Spain. So I sull hope
that they will be back next year.”

After ten years of operation the securing of all the time better customer service through
resource acquisition and internal orgamizing has become the most important activity of the
managers, Therefore, new cooperation relationships are established to other chemical
producers, distributors, designers, transport companies and equipmemt suppliers, All of
them aim ar developing Kemipol as a total problem solver to its customers in all water-
treatment-related issues. These are important strategic decisions, some of which require
very long and complicated negotiations like the agency for polymers, Simultaneously the
Kemipo! managers look for friendship relations especially to convince the customers to
begin and stay with them in spite of the hard competition. Friendship relations are as well
importanr in relationships with both main shareholders on which it is very dependent, The
above examples show how Polish persons seem to prefer relyving on friend-relations to
organizationally defined relationships or formal negotiating practices. Again the
networking actions of the managers seem to involve both organizational, formal
interactions and very personal interactions as illustrated in Figure 31.

Western/international
formal cooperation pariners
agrecment
- Resourcing Dwelopmem as a total chemical
- Imemal

supplier to customers
organizing
- Bigger customer
personal relationships

- Parenl companies

Figure 31. Resourcing and internat organizing for better customer service.




ACTA WASAENSIA 141

7.3.3 Changing focal net embeddedness of the joint venture

Above, the networking behaviour of the managers and the resulting organizing of the
business network were described, These actions and processes influence the embeddedness
of the firm. How the embeddedness of the joint venwre varies along its development is
analysed next. In the analysis are applied the types of embeddedness by Halinen and
Témroos (1998), which were discussed in Chapter 4. It is concentrated on the market,
technological and political, i.e. the organizational embeddedness, which describes the
nature of the relationships and their business functions from the viewpoint of the joint
venture, The embeddedness is seen to vary in depth on the basts of mutuality, dependence
and commitment characterizing the relationships. Social embeddedness is always seen to
underlie business embeddedness because individeals commence all actions, Yet, also the
depth of social embeddedness varies depending on whether the managers act as
representatives of the organizations or get personally involved in the interaction,

The period 1989-1990 was dominated by the developments in the parent relationship and
the actions of the managers of Kemira Kemi and the PLC. The establishment team of
Kemwater had the focal role in the interactions, However, through the early contacts of the
managers in the parent companies and their relationships, the embeddedness of the joint
veniure began to emerge. The governmental and authority relationships were created for
the purpose of getting market information and legitimating the venture. The financing
questions and legal issues, as well, resulted in the establishment of refationships. This
created especially political embeddedness through relationships with the ministries,
embassies and other formal institutional actors. The market embeddedness was emerging
when the existence of demand was secured through direct customer and local expert
contacts. The social embeddedness was of course initiated in the contacts but the personal
relationships did not yet develop as strong and trusting ones. Although face-to-face
meetings were common in the relationship creation, the early contacts between the
managers were based on impersonal trust and organizational roles. The relationships can
be called organizational contacts, which are characterized by occasional activation in
situations requiring official interaction between the persons but criticality for the business,
like the applications for permissions. The authorities have still power and the bureaucracy
is great in both the governmental and municipal organizations. To help the relationship
establishment often information on the person to be met is sought through business friends
or relatives as the following example of authority relationships shows:

~We have authorized equipment, for example. for high pressure_ I need some permissions [...] Then it
is very good to have good relationships with 1he anthorities. We have control sometimes, ther if you
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have something wrong here you need 10 pay some penalties. [...] My wife also knows many people in
water treatment because she is working for the environment. I can tell her *'I'm going to [an authority],
do you know him?" [...] And then T ask: “You know him what kind of charzcter is he. how should 1
do?” very ofien. very imponant for me.”
In all, the embeddedness of the joint venture was especially of a political and market type.
Yet, the depth of the embeddedness was fow as the relationships did not include mutual
dependence or commitment, neither did there exist personal trust between the actors.

From the year 1991 on the joint venture began to concretize as a new venture, In the
beginning the relationships were mediated by the parents. The facilities and the supplies
were arranged by the parents and the procedures had to a great extent been agreed on in the
contract making, The differences in the values and ways of doing business became evident
emphasizing the need for social relationships and depth in the embeddedness. This,
however, existed only as technical dependence of the joint venture on its parents but was
not supported by personal trust between the managers of the parent companies. The
prablems induced by the changes in the environment and the resulting parental conflicts
proved how vulnerable contractual relationships without personal trust are. The probiem-
solving between the culturally very different parents needed intermediation of persons who
were able to understand both parties and develop personal trust in both.

Along the development of the joint venture, the market embeddedness became more and
more intensive, as is natural. In the creation of customer refationships, experienced persons
from the Nordic countries both transferred marketing knowledge to the Polish sales
engineers and facilitated convincing the customers. Active interaction and establishment of
very personal relationships with customers, even a feeling of friendship, were impaortant,
Both the development of the customer relationships and the knowledee transfer
emphasized the social embeddedness of the joint venture because both of them required
close, person-level interaction. Thus, instead of organizational contacts, personal
relationships began to dominate the focal net. They can be characterized as relationships
with close interaction, development of person-level trust and being available for service as
the following examples show:

"1 think that not only the product b this service is very imponant. Qur field engineers, they visit at
least twice a month cur clients to say good mormning. 1o tell news from Kemipol and Kemira.™

I wanl lo explain to them certain rules why I act like that but they are not able 1o undersiand, Then
it’s a problem of Lrust, I want the best for the company as such.”

“[The Nordic manager] and me, I believe, understand each other and trust cach other, [...] Once in the
history it happened that here were so many problems that when talking on the phone [he] said that °1
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think that I should come there’, He was here especially for us one day, in two days' time, You
remember it, even though it was only once, because then it was really needed ™

*...if we haven't a solution to some problem here in Kemipol, [...] I can call our friends in Kemira in
Helsingborg or Spain and so. Finally our clients are satisfied with our services,”
In the network the market and technological embeddedness were strongly intertwined with
the social embeddedness of the fimm. The knowledge transfer between the Nordic experts
and the Polish staff made the technological embeddedness mostly related to the
refationship with Kemwater. This need for personal networking made the social
embeddedness of the venture strong already in its emergence and operation stan-up.

After four-five years of signing the agreement the joint venwre began to function very
independently. Kemipol's managers handled directly the relationships with customers and
suppliers and also the relationships with the owners began to a great extent to resemble
other relationships whose resources are activated at need. The Kemwater managers were
asked for support only in special problems and actually the Kemipol managers were used
as experts in the problems of newer Kemwater-units. The cooperation projects ereated both
technological and social embeddedness between the joint venture and its Nordic parent.
The managers worked closely together exchanging technological knowledge and creating
personal relationships. Much of the interaction was also handled through exchange of
documents and reports. These kinds of reporting relationships between some persons are
very natural in a parent-subsidiary relationship. The managers considered them to exist
especially between Kemipol and its majority owner Kemira Kemi:

I meet those Finnish people in our meelings once in half a year or once a year when we have the
strategy meetings for two days usually.”

“The normal reponing is once a month. I is a so-called flash repori every month. Starting from this
vear there is also [...] socalled final repornt that is done every quarter this year. It was done every
fourth month in previous years.”

In its organizational role the PLC was mostly a sleeping parent providing raw materials.
Yet, in the handling of the great dependence on the raw material supplies the Kemipol
managers have needed to establish and rely on personal acquaintance and friend
relationships, Thus, the social embeddedness is emphasized also in this relationship.
Overall, although the relationships and interactions in them seemed to become more formal
and characterized by institutionalization, the social embeddedness was very strong in the
parent relationships. Also the intensifying local market embeddedness in the creation of
customer relationships emphasized the need for interpersonal relationships. Interestingly,
although the supplier relationships are often suggested to be similar to the customer
relationships the social embeddedness of Kemipol in this network seems to be very
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modest. The relationships are described as organizational contacts regulated by contracts.
In accordance with Témroos and Nieminen (1999), the need to be in contact with the
authorities and also with financiers diminished. The authority relationships were very
much of a reporting type without any trust dimension:
~Of course we have had here some controls and the controls of the financial authorities are very nasty,
Very nasty and they Lake a long time. The argument of those people is that you have 100 much money,

Please. give us some. Why? Because you have 100 much money. We will find something, we look
here so long that we will find something to make you pay the money.”

After some years of stability, in 1997-98 the Polish water-treatment market experienced
many changes, which resulled in radical changes in the focal net of Kemipol. The
modernization of customer plants and success of biological treatment methods made the
persuasion in the form of lobbying activities more and more important, Personal
relationships with authorities, academics and designers rose in mportance in the attempts
to influence the customer relationships and the development of the legislation. This meant
intensifying the political embeddedness of the joint venture. In the political relationships a
big disappointment turned out to be the relatonships with the National Fund. What is
interesting is that a disappointment in an organizational or personal relationship in the
fulfilment of its relationship or network function may turn it into a reporting relationship,
In Kemipol’s network this happened with respect to the relationship to National Fund:

“They could play ar active Tole in promotion of our style of water treatment. They don't want 10 do

this. [...] They require ecological reports from me. how many cubic meters water were treated by

chemicals etc. [...] The lobbying is imporiant and therefore I'm bitter that the Nalional Fund does nal
wanl [0 help me init.”

The market embeddedness of the firm changed its nature in connection with the choice of a
new marketing strategy, which meant making more marketing efforts on small and
medium-sized customers to reduce the dependency on a few big ones. Simultaneously,
Kemipol began to produce a new water-treatment chemical. This meant the widening of
the network to include both more and a wider vanety of customers, However, these
retationships couldn't be handled any more with such strong intensity but the joint venture
relied more on distdbutors. Thus, Kemipol is not as strongly embedded in the small
customer network as it is in the big customer network. The supplier refationships seemed
still 10 be more at arm’s length than having close, personal ties. Only the supplier
relationship with the small Polish transport company is described as very close. It is alsp an
example of the importance of references in the establishment of business relationships:

“The owner of this company is [...] very friendly 1o us. I like 10 work with him very much. [...]1

think thai he knew Kemipol because both [the new supplier] and [an old supplier] are from the same
town. [On the basis of information from our old supplier] he tried o get us for his service.”



ACTA WASAENSIA

145

Table 5. The most influential types of embeddedness along the development of Kemipol.

1989-1990

1991

1992-1995

1994-19%G

1997-1998

1999-2000

TYPE OF DEPTH QF ACTORS
EMBEDDEDNESS EMBEDDEDNESS
Political low authorities
Marketl low CUSIOMErS, EXPErLS
Social low/organizational contacts
Market low cusiemers. suppliers
Technological low main parents
Social lowforganizational contacts
(bul personal 1o mediators)
Markel deep customers
Technological deep Kemwarter
Social deep/personal relationships ~ Kemwater, customers
low/one personal, other organizat. The PLC
Market deep/low cuslomers/suppliers
Technological deep Kemwater
Social dezp/personal relationships ~ main parents, cusiomers
low/organizational conlacts  suppliers
low/reporniing relationships shareholders
Political low authorities, National Fund
Market deep bigger customers
low smaller customers
Technological dezp Kemwater. customers
Social deep/personal, friendship main parents, big customers
low/organizational. indirect  authorittes. National Fund.
small customers. suppliers
Political as above as above
Market as above as above
Technclogical deep both main parents
Social deep/personal, friendship main parents, big cuslomers

low/organizational, indirect

authorities, National Fund,
small customers, suppliers

The major aspects in the Kemipol's embeddedness over time are presented in Table 5. The

parent relationships were still in the last time period extremely important to Kemipol.
Through Kemira Kemi it was connected to the global subsidiary network of Kemwater
units, which was important, e.g., for keeping in pace with the technological development

and for economies of scale in supplies. Kemwater had all the time been the primary

supporter in all business issues for Kemipol but the dependence became more mutual. The
joint venture developed the Nordic technologies further, which made the technological
exchanges reciprocal and murtually feasible. Also, the social interaction with the Nordic

managers was intense and valued. The earlier interaction for the provision of marketing,
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management and technical support developed as friendship ties, which could be relied on
to get both social support and assistance in case of urgent business problems. Overall,
Kemipol's relationship with the PLC remained at arm’s length until the very last years.
Yet, without the cheap raw material from the PLC Kemipol had ‘no reason to be in the
market’ as one of the interviewees expressed it. For the PLC Kemipol was ‘the only one
that has been able to solve their pollution problem’. Therefore, it has been important thas
all the time someone has even had friendship relations inside the company. In 2000 many
managers had personal or at least mutual organizational relationships.

7.4 Socially organized business networks of an international joint venture

The empirical findings of the present study are below discussed in relation to the previous
research. The discussion is focused on two areas. 1)} determinants of the changing
relational embeddedness of Kemipol over time and 2) the actions of the joint venture
managers in the development and use of personal relationships when either responding to
or creating change in the business network. The findings concerning the interpersonal
relationships especially in the transition markets are discussed in connection with these,

Change forces and characteristics of the relationships with various actors

The Nordic-Polish joint venture analysed in the present study provided an interesting case
for the analysis of the changes in the relational embeddedness of a firm. According to the
conceptual framework of the study the changes are either a result of intraorganizational
enactment and development, of interactions inside its network of relationships or of some
events outside the network of the interacting organizations, i.e. in the external environment
(see Melin 1989; Hakansson and Snehota 1995, Halinen et al. 1999). These three sets of
forces were named internal, relational and external change forces. The change forces may
lead to incremental change involving change only in the nature or content of a single
relationship or to radical change, meaning dissolving or building new relationships, or to
both. As a result of the changes in the number, characteristics or roles of the relationships
the type and degree of the relational embeddedness of the joint venture change.

In the case study, examples of all kinds of change forces could be found, The beginning of
the transition process of Poland and the transition market characteristics were the initiators
of the development of the focal net of the joint venture. Thus, as could be expected, the
external change forces played the major role in the early network developments. Also the
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relational change forces, initially taling place in the relationships of the parent companies,
were related to the specific characteristics of the turbulent Polish market. On the other
hand, the actions of and the interactions between the parent companies with very different
cultural and economic backgrounds created parental conflicts in the emergence of the joint
venture. Until the year 1993 the turbulence of the Polish markets and changes related to the
transition were the basis for the major episodes of organizing in Kemipol’s focal net,

From the mid-1993 on, the relational change forces began 10 dominate the development of
Kemipol. The focal net was very dynamic and both incremental and radical changes took
place. However, the changes were results of the more intentional strategic actions of the
managers and not any more ruled by reactions to the unexpectedly occurring external
change forces or transition-market characterstics. Therefore, the mid-1990s could be
named as the period of stable growth. Also Johanson (2001:174-5) noted the change from
the more externally led changes to an endogencusly changing network in a case of a
Russian company. Similarly to Kemipol's internal organizing to improve customer
relationship handling in 1994, Tipografiya (Johanson 2001) carried out reorganizations in
1996-1598 for the same purpose. In the case of Tipografiya the changes took place later
probably because it was a state-owned company to be privatized. Kemipol is a greenfield
international joint venture, in which the internal organizing could much earlier focus on
handling external relationships. Therefore, the environment of an industrial firm operating
in transitionary Eastern Eurape could be suggested to have changed in the middle of the
1990s as a context characterized by dependences in a network of relationships.

However, the external change forces, especially in the form of legislation changes to fulfil
western and EU requirements, have been reflected in Kemipol’s development during the
whole of the 1990s. Especially, the stricter environmental standards of water treatment
have strengthened and widened the customer network and the governmental changes have
caused changes in the relationships with the PLC. The years 1997-1998 were in Kemipol’s
case influenced by major industry-level changes, The modernization of the Polish water
treatment sector as a whole was transferred to Kemipol through changes in its customers’
primary treatment methods. Towards the end of the 1990s, competition rose as a more and
more important factor in the development of Kemipol’s focal net. Kemipol has wath its
own production of the aluminium-based coagulant more strongly entered the drinking-
water-treatment sector, which an old and big Polish firm has dominated. Simultaneously
many multinational companies have entered Polish markets and are challenging with
biological methods both the chemical water treatment as a whole and Kemipol’s position
as a market leader in chemicat water treatment. Kemipol has afso all the time become more
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and more connected with an intemational industrial network through its relationships with
actors all over the world. Thus, the focal net of Kemipol has developed as very similar to
the one of Western industrial companies.

If we ook more closely at the relational embeddedness of Kemipol, some facts can be
pointed out. Térnroos (1997) already emphasized that through their relationships firms are
simultaneously embedded in many types of networks. On the basis of the present study the
market and technological embeddedness of a firm, i.e. its economic and technological ties,
are strongly intertwined with its soctal embeddedness, i.e. the interpersonal relationships of
the managers, Moreover, the type of social embeddedness varies a lot influencing the depth
of the embeddedness of the firm. This is what the researchers of the strength of ties (e.g,
Uzzi 1997, Hansen 1999) have also noted.

However, the view of the social relationships given by the Kemipol managers is more
complicated. On the basis of the empirical analysis the international joint venture managers
seem to actually interact in the organizational focal net in four different types of
individual-level relationships. They differ from each other on the basis of the degree of
personal involvement and personal trust characterizing the interactions between the
managers. The relationship types differ also with respect to the crivicality regarding the
business operations of the joint venture and possibility of use for business development.
The differences between these four types of relationships are illustrated in Figure 32. Yer,
the figure is a simplification and the aim is not to put the relationships Lo any preference
order or claim that the distances with respect to the amount of personal involvement or
utility are any absolute ones.

Possibility & Friendship
for use in relationships
multiple
functions Personal
relationships
Organizational
conacts

Reporiing
relationships

L 4

Personal nature of
interactions

Figure 32. Four types of interpersonal relationships in the focal net of Kemipol.
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In reperting relationships the interaction is very organizational and formal, The major
exchanges take place in the form of documents and reports, Their importance for business
making is considered quite low and the managers of the focal organization ofien consider
the obligations in the relationship one-sided. The relationships serve primarily as a channe!
for transferring simple information. Some relationships are already initially and naturally
of this type because especially in parent-subsidiary relationships some persons are
responsible for yearly or monthly reporting, Similarly every Polish company needs to do
reporting to nalional tax officers, the statistics office of Poland and the social security
office about the financial resuits of the operations, the salaries and so on. However, some
relationships, on which has been set great expectations, may also tumn to this kind of
reporting relationship later. This may result, for example, from a disappointment in the
fulfilment of the network function of the relationship or inability to develop trusting
personal relationships between the individuals representing the interacting organizations.
An example of this was provided above in the description of the relationship between
Kemipol and the National Fund.

The second type of relationship, organizational contact, is more critical for the business
operations of the focal firm and face-to-face interaction is common because negotiations
and assessments of the other have to take place. However, the relationship as such is very
official and based on organizational roles and fulfilment of organizational tasks. The
interactions in the organizational comtacts often relate to artempts to solve a kind of natural
business problem or are connected with a kind of typical business arrangement. In the
mitial phases of Kemipol's development the interaction in these relationships was related
1o specific situations, like permission applications, initial information search or finrancing
arrangements, Contacts were established with the embassies, ministries and financiers. The
organizational contacts also include interactions in seminars or fairs where the main aim is
to create trust based on company reputation and capabilities. Also the relationships
between the parent firm representatives in the supervisory council of Kemipol remained as
organizational contacts in which the members of the council of each shareholder do not
actually have other contacts with each other than the official meetings. In the customer and
supplier relationships the organizaticnal contacts could be described by the words of one
manager “contacts are important but price in the end is very important”. These
relationships are handled on the basis of the hard business facts and the interactions are
mainly regulated by contracts between the organizations. To whom the individual-level
relationship exists is also defined by the organizational structures of the companies. For
example, the logistics manager of Kemipol takes contact to trading director of a distributor
to discuss the delivery of products. Competition has a big influence on these relationships.
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Personal relationships consist of friendly contacts between individuals who know each
other quite well and have developed a kind of common language for smooth interaction.
Sull the relationships are somewhat formal, like that between acquaintances. The
interactions in the relationship are based on the feeling that the other is interested in
discussing with you the business problems and is ready to listen and exchange experiences.
To this is related that the answer looked for through the interaction comes quickly and is a
result of the interaction and that way easily acceptable. The relationships are very
imponant for the development of the focal organization and s business. Therefore, these
relationships are carefully nurtured by paying attention to the contact persons. Through the
relationships salient information and complex knowledge can be transferred. Although
they are not as thoroughly trusted as the following friendship type of relationship, they are
clearly personal in nature and include frequent, continuous interactions.

The relationships, which are the most characterized by the ‘qua-persona’ interactions and
trust based on personal characteristics, are named as friendship relationships. They include
relationships to well known persons including also relatives, families and earlier
workmates. The relationships can be relied on in any problems and personal favours are
reciprocally exchanged. A relationship is characterized as being of a friendly nature
especially when it really can help you. As was mentioned above, in the Kemipol's focal net
the Kemipol-managers and marketing people are friends of customers because they help
them by all possible means. The managers in the customer organizations can use their
relationships with the Kemipol managers also in solving problems in personal life not at all
related to business, Some persons in the parent companies have instead become friends
with Kemipol managers when they have been able to help Kemipol managers in urgent
business problems. Friendship relationships may develop quite quickly in business-related
interactions but may also be relationships that have been created in siations totally
independent of business issues. Typical of friendship relationships is also that they accept
longer periods without active interaction but then can be relied on when unexpected
problems needing their activation arise.

What is important in the above classification of relationships is that one organizational
relationship can include all the four types of the individual-level relationships or only one,
two or three of them. This is because individuals in the organizations often interact with
many individuals in the other organizations. Thus, one manager may have relationships
with many managers in the counterpart organization some of which are friendship
relationships, some others reporting relationships and so on. Also two managers in one
organization may have different kinds of relationships with the same counterpant. Finally,
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one relationship between two managers may include all the four dimensions. This is well
illustrared in Kemipol's relationship with the PLC. Already in the beginning the production
manzger of Kemipol had friendship relationships with the middle management of the PLC
on the basis of his previous employment there, Also, he had a personal relationship with
the president of the company who had named him as the leader of the negotiation and
establishment team. In his role as member of the beard of directors he soon developed
organizational and reporting relationships with the supervisory council members of the
PLC. The managing director interacted quite a long time in reporting and organizational
relationships with the PLC but has during the last couple of years created also personal and
even friendship relationships with the firm when the top management and supervisory
council members have changed, The other managers describe their relationships to the
PLC either as organizational supplier-customer relationships or reporting relationships.

Halinen and Témroos (1998) have seen the embeddedness of the firms to vary depending
on the situation. This can be seen also in the development of Kemipol’s embeddedness
over time. Consistent with the earlier research (see e.g. cases in Témroos and Nieminen
1999) the embeddedness of Kemipol was in the beginning primarily political in nature. The
financial and legal questions resulted in the creation of relationships with governmental
organizations and international financiers. Thus, the organizing dealt with matching which
Ghauri and Holstius (1996) noted as important also for entry into the Baltic States. But as
e.g Bickman (1997) claims, the relationships with authorities seem not to develop as
personal and trusting ties. The relationships did not develop as more than organizational
contacts and their importance diminished quite soon to a reporting kind of relationship.

An exception is the relationship with Nefco that was both a financier and a strong
shareholder of the joint venture. The active participation and capability for intermediation
berween the parents by Nefco’s representative made the relationship strong and important.
The joint-venture managers developed personal and even friendship relationships with him
and the relationship had an important network function as a facilitator of smooth
interaction and compromising between the principal parents. It took quite a long time
before the parent relationship became characterized by any direct trust, i.e. without a
mediator, and actually it seems to never have developed as more than an organizational
contact. However, all the four types of interpersonal relationships were soon included in
the relationships of Kemipol with both of its parents. This is quite natural as they are
parent-subsidiary relationships in which some formal reporting is always necessary and
some organizational coordination takes place. In addition, complex knowledge is often
transferred between the companies requiring the establishment of personal relationships.
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The typically frequent interaction due to various dependencies and social events in form of
visits 1o each other, trainings, cooperation projects, etc. are likely to advance friendship.

The local network of supporting relationships developed as an extensive one very early.
This illustrates the need for relationships and the complexity of organizing joint ventures in
the East European transition markets (Térnroos and Nieminen 1999:293). However, the
market embeddedness of Kemipol did not initially become very deep as the relationships
were mostly mediated by the parent companies. They were particularly organizational
contacts developed by the Kemwater-managers. Still, the customer relationships were the
ones which from the beginning emphasized the importance of the depth of social
embeddedness and the need for personal relationships. Thus, the buying decision of an
eastern manager seems to depend on the existence of person-level trust (Salmi and
Bickman 1999). The personal relationships are more important than price and terms of
delivery, which are typical of strong ties (Uzzi 1997). The development of supplier
relationships made Kemipol initially more embedded in an international than in a local
network because in the beginning in the Polish market there did not exist good quality
suppliers. The supplier relationships were primarily contract-regulated organizational ties.

The development and use of various types of personal relationships

According 1o the conceptual framework of the study the structural dynamics in the focal
net are to a great extent results of the behaviour of managers when they interact in the
relationships and establish and end relationships, i.e. of the networking by the managers.
The international joint-venture managers take action either in response to some change
forces or they create change in their strategic attempts to influence the network position of
their organization, Thus, they may be engaged in either reactive or proactive networking,
of which the latter is characteristic of entrepreneurial behaviour. Basically the networking
was in the framework divided inte either managerial or entrepreneurial networking, The
basic difference between them is acting as the representative of the organization in an
organizational role or as a natural person engaging personally in the interaction (see
Coleman 1990; Ring and Van de Ven 1994). The empirical analysis revealed greater
complexity as was illustrated by the four types of interpersonal relationships above.

What makes it important to look at the existence of the various types of interpersonal
relationships inside organizational relationships is that the type of personal relationships to
great extent defines how the relationships can be used for business problem solving and
business development. The Kemipol case suggests many ways in which the type of the
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interpersonal relationships is interrelated with the econonmuc action in the development of
the joint venwre. The interpersonal relationships have been, for example, suggested as the
natural means of negotiation and persuasion (Turnbull 1979; Salmi and Biackman 1999). In
the Kemipol case some initial persuasion, door-opening, could be based on organizational
contacts and role acting of the managers but in unexpectedly occurring problems, personal-
level trust was required. The Nordic managers were also keen on proactively using third-
party relationships, e.g customer or authority relationships, in the persuasion of the parent
companies to invest in the project. Both types of convincing, personal reputation and
relationships with well-known partners, are typical of entrepreneurial legitimating of new
ventures (e.g. Larson 1992).

With negotiating through interpersonal relationships are connected compromising actions,
which were extremely imponiant in conflict resolution in the parent relationships.
However, compromising in refationships between very different parents and in turbulent
environmental conditions seems to require personal trust. What seems specific to the east-
west setting of Kemipol is that the personal relationships and the personal trust never really
developed between the managers of the parent firms. The parental problem-solving in the
organizing processes of the joint vemture was to a great extent mediated by some
individuals who could develop trust in both major parents. As mediator acted the
representative of a financier who was seen as a kind of neutral party by both parties and
had the appropriate calm personality. Another mediator was a previous employee of the
Polish parent who, however, had proved capable of understanding the interests of the
Nordic parent, As mediator acted also the local managing director of the joint venture, who
could learn market-economy operational management but still had the capability to
smoothly interact with the managers of a huge state-owned company. Compromising,
reciprocity and murtual respect were issues that were all the time extremely important also
for Kemipol’s managers to handle its great dependency on the Polish major partner.

To facilitate the creation of market relationships, the proactive use of third party
relationships was useful. This aided especially the early organizing and was later used to
compete with the alternative treatment method, The managers could rent e.g. the
legitimacy of the ministries, designers or consultants in their efforts to influence customers.
Overall, the creation of the local market relationships needed strong personal relationships,
in which is accepted their use for problems not at all related to business making. Thus, they
were characterized by helping in any possible ways in any problems, which is typical of
close friendship relationships, Yet, along with the growth of Kemipol and the widening of
its customer network it needed to accept also indirect relationships with customers. In
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serving the smallest customers it began to rely on distrbutors and retailers. This is
consistent with the claims (see e.g. Andersson 2001) that a firm is able to handle only a
limited number of strong relationships. There is a trade-off between strength and number.

Moreover, the utility and use of certain types of relationships for certain purposes seem to
vary depending on the nationality of the actors. That is consistent with the findings of
previous research especially on business relationships in transitionary comexts (eg
Bjorkman and Kock 1995; Salmi and Bickman 1999). Differences in the networking are
seen already in the very early convincing acts of the establishment team managers in the
initiation of the joint venture. The top managers in both parent companies needed to be
persuaded to invest in the joint venture project. In convincing, the Nordic managers relied
much on relationships with third parties and used their organizational contacts as a means.
In persuasion of the Polish managers, the initial door opening could result from
governmental recommendation and be based on organizational reputation, Yet, in internal
disagreement and unexpectedly upcoming practical problems personal relationships and
perceived trustworthiness of the persuading person were needed.

If we look at the interactions of Kemipol managers in the focal net, especially the customer
relationships in the Polish market need to be characterized by personal and even friendship
relationships. The seemingly formal interactions at fairs and seminars actually serve as
places for making acquaintance and the informal interaction during international trips with
customers is important for door-opening and transfer of salient information. Although
many orders are won on the basis of formal tendering, it is important to be close to the
customers and take good care of them. Visits to the contact persons are important for the
maintenance of relationships. Export customers, in turn, like the very big customer Berlin
Tegel, seem to remain as customers on the basis of winning or losing the official tender.
The relationship is very important to Kemipols business, but it is taken care of formally in
an organizational contact.

Interestingly, the supplier relationships of Kemipol are primarily described in formal
business terms as relationships between a customner and a supplier. The managers are, for
example, willing to introduce price competition between the suppliers and as a whole the
relationships are taken care of formally on the basis of contracts, although usually with one
and the same person, It is to be noted that the suppliers are mostly new entrepreneurial
ventures, East-West joint ventures and subsidiaries of international firms. Thus, they are
not traditional Polish firms with their roots in the socialist system, The suppliers are also
providing Kemipol with quite standard raw materials, equipment or services, which also
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explains the organizational contact type of the ties. No complex information needs to be
transferred in the relationships (see e.g. Hansen 1999).

Finally, the relationships to the Polish authorities are typically formal contacts in which the
interaction is based on the organizational roles of the persons concerned. The authorities
have still a lot of power and the bureaucracy is grear in both the governmental and
municipal organizations. Therefore, face-to-face interaction is important and you need to
know how to handle the person you meet, To help relationship establishment, information
on the person to be met may be sought through business friends or relatives.

Evident in the case analysis is the tendency of the Polish managers to rely on friendship
relations in interaction with every stakeholder if possible. This holds wrue also for the
interactions with the Nordic parent, where every manager seems to have his/her own
contact persons who are more trusted than the persons named in the formal organization
chart. In the relationships with the Nordic parent the joint venture managers soon began to
interact with the persons who proved to be friends by helping the managers in some
business problems. The personal relationships were very important for handling the great
dependence of the joint venture on the raw material supplies from the Polish parent. In the
many practical problems the old friendship relations of the production manager with the
middle management of the huge parent company proved to be the only effective routes to
problem solving. The imporiance of friendship relations also at the top management level
seems illustrated in the capability of the joint venture to widen the cooperation with the
Polish parent after the presidem changed to an old friend of the managing director. Thus,
the joint venture managers needed and soon developed with the parents relationships
characterized by all the four types of interpersonal relationships, However, with respect to
these relationships there exists an interesting difference berween the Nordic and the Polish
parents. With Nordic managers personal and friendship relationships were created
especially in the knowledge transfer between the companies. To the Polish parent, in turn,
it seems that the closer relationships were better developed earlier as workmates or in some
not at all business-related situations.

To sum up, the empirical analysis the main episodes of organizing in the development of
Kemipol’s focal net in 1989-2000 are collected in Table 6. The table summarizes the
major change forces in relation to the networling actions of the managers. The cutcomes
of the change forces and nerworking actions are presented as the last item on the night. The
outcomes are either radical or incremental changes, which are specified in the table with
respect to the actors, whom or whose relationships the change concerns.
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Table 6. The major episodes of orgamzing Kemipol’s focal net in 1989-2000.

CHANGE FORCES ACTIONS
198919330

E: Beainning of Poland's transitien ISALE

E: Markel opportunilies and threat of competition  PR/CO

R; Scepiicism in the Kemira board PR/CO

R: Imemna! disagreements in the PLC co

R:Need tor risk shaning PR

E: Threat of change of the investment law Co

1991

R: Welco regislerad IORE

I: The firs1 employees hired RETT

R: The Polish parent doesn’t trust its stall TT
R: Budge1 excess, change of PLC"s management  CM
E: Undeveloped markets PR/CO/TT

1992-1993
R: Swedlund giving a loan
R: Intensive market creation, lack of marketing skills PR/TT

I: Production siart-up 10

E: Devalualion of the Polish zloty RE/LE/PR

[: Financial problems RE

I: Managemenl problems 1o

I: Change of Kemipel's MD 10
19941996

I: Equipment depariment established o

R: Kemwater-Tallinn cooperation T

R: Exports agreement with Berlin Tegel RE

R: Kemira Kerni bought the shares of Nefeo 10

R: Kemwater-cooperalion in Czech Republic T

I: Change in customer [ocus I0

I/R: Investment in production capacity, PAX imporslO/RE

R: Cooperation with Gdansk Water Fund LE

1997-1998

R: Modemization of several Polish ireaimen plants LE
R: Unsuccesstul tendering ror Berlin Tegel -
E/R: Big Nood/Change of managemenl in Warsaw CC

R: Contacl (rom a new transperi company RE
R- Kemwater-Kalininerad cooperation RE
R: Agreement with Berlin Tegel RE
R: Installation of biclogical treatment in Gdansk -

I: New strategic market focus (R} 10
19992000

R: Change of council members of the PLC co
I: Implementing a new customer slrategy 10
E: Strong competilion in drinkine water 10
R: New disinbutors and wansporters RE

R: Kemipol begins as the agent for Cytec’s polymersPR
E: Poland applies stict phospherous limits

CHANGES IN THE NET

RC; authority relationships

RC: minisiry contacl, contacl berween partners
RC: initial customer and expen comacts

IC: 1op management trust between parents
RC; [inancier and lowyer relationship

IC: ownership structure change

IC: ownership structure change

RC: direct market relationships

RC: initiz] supplier relationships

IC: parental condlicl, weakening of the relationship

RC: coaperaticn relationship with Czech supplier
initial customer relationships

RC: new financier relationship

RC: new customer and supplier relatonships
IC: stronger Kemwater relationships

RC: new financier relationship

IC: sirengthening of parent relationships

IC: weaker Polish, stronger Nordic relationships
IC: stronger Polish relationships

IC: strengthening of customer service

RC/C: new, stronger relalions to Kemwater
RC: new cusiomer relationship

RC: strong shareholder cut from the net

RC/AC: new, stronger relations to Kemwater
RC: great increase in customer relations

RC/AC: new customers, stronger parent relations
RC: new cooperation relationship

RC: new cgoperation bul alse loss of customers
RC: loss of the bigegest export cliznt

RC: loss of Lhe oldesl and biggest Polish client

RC: new supplier relalicnship

IC/RC: swronger Kemwaler.ralation, new ¢lient
RC: old customer relationship newly activaled

RC: loss of cne of the biggest clients

RC: new types of cuslomers, distributors hired

IC. stronget relationship with the PLC

RC: new distributor end supplier relatienships
IC: stronger customer relations with specialties
1C; stronger Kemwaler-relationships

IC: stronger customer relationships,new principal
RC/IC: new and stronger customer rzlationships

IExplanations of the letler—codes:

E = Extemnal change force

IS = Information search

CO = Convincing

PR = Proactive relationship building
RC = Radijcal change

E. = Relational change force
CM = Compromising

RE = Resourcing

10 = Internal organizing

IC = Incremental change

I = Internal change force
LE = Legilimising
TT = Technology wanster
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8. SUMMARY AND CONCLUSIONS

The present study has amed at contributing to our knowledge of the dynamics and
behavioural aspects of networks in international business by analysing the organizing of an
international joint venture in a turbulent, transitionary business context. In the following
paragraphs the study is, firstly, summed up. Then, the conclusions of the study are
presenied and its managenal implications are discussed. Finally, some paths for further
research are suggested that emerge from the present study,

8.1 Summary of the study

The present study started with the primary interest in the actions of the managers when
they strive to establish a favourable business context for an international joint venture
along its development in a turbulent environment. The underlying basic assumption has
been that the development of any business venture is dependent on its relationships to other
actors in the market and on developments in the general environment. Furthermore, the
fact that all organizational actions are realized by the actions of the individuals forming the
organizations was stressed. As a result, the context dependence and social embeddedness
of an international joint venture have been the key issues in the present study.

This study concerns a specific way of organizing a business, an international joint venture,
which has artracted a considerable amount of research interest, Therefore, in Chapter 2 the
prior research on international joint ventures was analysed. The analysis was focused on
finding out what kinds of approaches the prior research had used and what kinds of tools it
suggests for research on the context-dependent and socially driven development of joint
ventures. The previous research was noted to have most often seen the international joint
ventures either as alternative operation modes used when entering into new markets or as a
form of interfirm cooperation aiming at mutual teaning or other cooperative advantages.
These viewpoints have led to research which focuses especially on the parent company
motives, parental control and conflict and the development of the parent relationship. The
joint venture itself and its other relationships have received more attention only in studies
on subsidiaries as profit centres and centres of excellence in multinational companies. Yet,
also these studies emphasize the subsidiary network management and most often study
wholly owned subsidiaries. Overali, the organizing of the joint veature in which it becomes
differently connected with its cross-cultural context over time as a result of individual-level
actions was noted to have received litile attention, The theoretical approaches mostly used
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in international joint-venture research seemed not to be appropriate ones for capturing the
context dependent and socially driven development processes of the international joint
ventures. The previous research was seen as too focused on the decisions of the parent
companies and the developments in the parent relationship. There was seen to be a need to
set the joint venture itself as the focal actor in a network of relationships whose importance
varies along its development. Then, an international joint venture was seen as a new
venture whose operations need to be organized through relationship building and the social
embeddedness of the joint venture was noted as critical to its development. These issues
are emphasized in the network approaches to business markets, which, however, have
rarely been used in international joint-venture research.

The industrial network approach by the IMP Group was chosen as the basic conceptual
lens of the study This was seen to be appropriate because the study concerns relationships
between industrial actors in international markets and aims at holistic understanding, which
have both been the focus of the IMP-research. For studying international joint ventures a
nerwork approach was seen as especially relevant also because of the basic nature of a joint
venture as a small network, There exists a trad by the definition of a joint venture as a
specific type of business unit having at least two shareholders separate from each other.
However, the industrial network researchers have been primarily interested in relationships
between organizations paying the interpersonal interactions and actions of managers much
less attention. Therefore, the IMP-approach was supported by some entrepreneurship
research, which has especially focused on the actions of the entrepreneurs in the utilization
of relationships in the emergence and organizing of their new ventures, Entrepreneurship
research also gives an insight into the relationship building for the organizing of an infant
firm, which an international joint venture initially is, although supported by the parent
companies and their resources.

The basic assumptions of the industrial network approach and the major findings of the
entrepreneurship research on the entrepreneurial use of networks were discussed in
Chapter 3. The nerwork approach was noted to be well fitted to the basic assumptions and
research objectives of the present study. It brings to the fore the concept of embeddedness,
which captures the context dependence, i.e. the dependence on relationships with various
other actors, of the development of a certain organizational unit. The network approach,
acknowledges as well both the striving for stability in networks and the inevitability of
change, which fits the reality of joint ventures as inherently unstable business units. The
stability and change in networks are to a great extent determined by the relationship
building and interactions in the relationships of the individuals, Thus, they are dependent



ACTA WASAENSIA 159

on the networking behaviour, The dynamics are seen in the changes in the embeddedness
of the firm, In addition to the dynamics in networks, the concepts of embeddedness and
networking were seen as the ones which bring forth the social, interpersonal side of
arganizing intemnational joint ventures. This is especially well seen in the studies of the
role of networking in the entrepreneurial processes. The concepts of embeddedness and
networking were chosen as the basis for the conceptual framework of the study,

Because network has become quite a fashionable term in business as well as in many other
research areas, there have emerged many definitions of networks, and network research has
been conducted on very many aspects of economic and social life. To be able to conduct a
coherent and manageable empirical study the boundaries of the network investigated are
important to define. In the present study the choice was made to concentrate on a focal net
of an international joint venture instead of trying to cover the total network, This means
that the net covers the organizations and relationships that the managers of the focal firm,
the international joint venture, perceive to influence the business-making of the firm. The
structure of the focal net was defined at the level of organizational relationships but then
the type of the relationships was analysed at the level of interpersonal relationships. The
other atrempt 10 define the boundaries of the network under study meant focusing on the
actor network and relationships berween managers instead of looking at the resource and
activity relationships in the production system. However, the activities and resources are
the basis for actor networks and define the basic functions of the actor relationships.
Therefore, they can not be left totally out of the study.

In Chapter 4 the concepts of embeddedness, networking and organizing were further
analysed in relation to each other to form the conceptual framework of the study. The
netwarks were seen to be confronted with internal, relational and external change forces,
which lead either to incremental or radical change in the network structure and the
relaional embeddedness of the focal firm. The embeddedness of international joint
ventures in networks of relationships and wider business environments was seen as the
basis for organizing the business network. The nature of the embeddedness was seen to
differ depending on the characteristics and roles of the relattonships. The networking was
seen as the major way in which the managers aim at changing the organizing of the
business as more favourable. The networking was expected to vary wath respect to the
managerial and entrepreneurial aspects of the behaviour of the individuals. Networking
changes the organizing of the business network and that way the organizational enactment
of the environment. This means creating a different kind of context for the business-
making of an individual firm, At the same time the embeddedness of the firm changes.
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This framework was then used to answer the main research question of the study; How is
the business of an imernational joint veniure organized through networking behaviour,
when its embeddedness Is changing over time? The question was divided into three more
specific research guestions;
a) How and why does the embeddedness of an international joint venture in its
network context change in the course of time?
b) Through what kinds of action is the focal net of the international jeint veniure
organized?
¢} In what kinds of situations and how do the interpersonal relationships of the
managers influence the organizing of the business network of an international joint
venture in the East European transition markets?

In Chapter 3 the research design of the empirical analysis was described. The choice of a
single case study as the basic research strategy was argued for on the basis of the nature of
the phenomenon under study, the theoretical approach chosen and the research objectives.
The case study was seen to be appropriate for research on complex, dynamic processes in
their real-life contexts. Case-research has also been seen as well fitting to the nerwork
approach in business relationships. The case study is also a research strategy which can be
used to provide understanding and an explanation of the mechanisms that create the
particular events observed in the empirical domain and that way provide understanding of
a processlike phenomenon. The strength of case research is its ability to provide holistic
explanation, take into acceunt the influence of time and context and the outcomes of
phenomena that are processual in nature. The selection of the case and the methods of data
collection and analysis were also presented. Then, the threats to the validity and reliability
of the findings and the procedures to ensure the quality of the study were discussed.

Especially the last research question brings up the interest of the present study in looking at
the network dynamics in a specific empirical setting, which is discussed in Chapter 6. The
empirical study has concerned a Nordic-Polish joint venture that was established in Poland
in 1990, just after the transition process of Poland to market economy had begun. As the
development of the joint venture and its focal net was expected to be to a great extent
influenced by the dramatic environmental changes the basic elements of the transition were
discugsed. The East-West joint ventures and the networks in the transition markets have
also been seen to differ from the joint ventures and networks in established market
economies. Actually the expected differences, the more frequent changes in the networks,
the more frequent relationship building and the more personal nature of the networking,
were Lhe reasons for choosing especially this empincal context for the study.
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In Chapter 7 was presented the empirical analysis of the organizing processes of the focal
net of one international joint venture along its ten—year lifetime in the Polish transition
markets. The case-analysis is a central part of the study. The present study did not aim at
testing any well-formulated hypotheses but its aim was to more inductively let the
empirical data show what it is a question of in the reality, The reality to be uncovered was
that of Kemipol, a Nordic-Polish joint venture between Kemira Kemi/Kemira Kemwater
and Zaklady Chemiczne POLICE. The case description covers the dynamics in the focal
net of Kemipol along its development from the year 1989 to the year 2000, The detailed
description of the changes in the focal net and the analysis of the underlying mechanisms
can be found in Chapter 7. The major findings of the case study were discussed in relation
to the previous research in section 7.4 in order to generalize to a broader theory. In the
following sections the conclusions of the study are drawn and its implications are
presented with regard 1o both theory, practice and further research,

8.2 Conclusions of the study

The conclusions of the present study focus on the two areas that were brought up in the
problem setting of the study as the areas for theoretical contribution: 1) the focal role of the
joint venture iself in the analysis of its context dependent development and 2) the role of
the social relationships and managerial actions in the network dynamics in the organizing
of an international joint venture,

The present study contributes to the discussion of development processes of international
joint ventures by applying the network approach in the analysis of the frequent organizing
of an international joint venture in turbulent markets. Previous research has tended to logk
at the joint ventures from the viewpoint of the parents and has concentrated on the analysis
of the parental relationship at the organizational level. The ability of this approach to create
understanding of the context-dependent and social nature of the organizing was questioned.
The present study chose the viewpoint of the international joint venture itself and put it in
its context through the concepts of focal net and change forces and used the interpersonal
relationship level of analysis parallel to the organizational focal net.

This way the present study showed the embeddedness of an international joint venture in
its context to have an important bearing on its development over time. An international
joint venture and its business are not organized through the parent relationship only but
other relationships have crucial roles and may be more imporiant than the parent
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relationship at certain points of time. In the early organizing the parents and their
contnbutions are naturally of emphasized because they establish the joint venture.
However, already in the beginning the managers responsible for the 1TV-project establish
relationships for the joint venture and initiate its embeddedness in a wider network of
relationships. Gradually, as the joint venture matures, the customer, supplier and other
stakeholder relationships grow in importance and often have stronger influence on the
organizing than the parent relationships. Therefore, it is here argued that the organizing of
an international joint venture takes place to a great extent in a much wider network than the
parent-dominated triad.

The charactenstics of the transition markets further intensified the embeddedness of the
joint venture in both the local and the international relationship nerworks. The turbulence
of the markets created a lot of unexpected change forces to which some response was
needed. The responses created changes in both the number and the nature of the
relationships. The known riskiness of the business and the underdevelopment of many of
the market mechanisms also made proactive relationship building for market creation and
risk reduction important for early organizing. This meant that the joint venture very soon
became embedded in quite a wide nerwork of both local and international relationships.
The relationships were the result of active utilization by the participating individuals of all
kinds of means that are available to facilitate business development. It can be seen to
ulustrate the need for relationships and the complexity of doing business in the transition
markets that lack both money and experience of the practices and structures needed in the
market economy. In the former socialist East-European markets, the social embeddedness
of an international joint venture seems also to need to be stronger than in Western markets.
The most useful social relationships are very personal in nature. They are needed in
recruitment, training and rewarding (especially by showing appreciation) of Polish
managers and employees. They are also crucial for securing customer loyalty in Poland.

With respect to the dynamics and behavioural aspects of networks the present study
contnbutes to our understanding of the role of the social relationships and the actions of
the managers as the determinants of the organizinghof the business network. The study
provides examples of how the interpersonal relationships of managers are intertwined with
the business problem solving and utilization of relationships for business development, The
relationships were seen possibly characterised by four different layers of interpersonal
relationships whose existence influences the types and roles of the relationships for the
focal firm. This enriches the earlier dyadic divisions of relationships basically into strong
and weak ties (see e.g. Zhao and Aram 1995; Uzz 1997) based on the Granovetter’s
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classical ideas of interpersonal relationships. Besides, the present study emphasizes that a
single ocrganizational relationship can include all these four types of interpersonal
relationship or only a few of them, Which ones of the interpersonal layers the relationship
has influences the ability of the managers to use it for business development and business
problem solving, As was shown in the empirical analysis the reporting relationships can be
used almost only for transfer of simple information. Organizational comacts can be used
for specific, quite routine business arrangements, like applications for permissions or
financing as well as routinized decision-making in the supervisory council and other quite
simple organizational issues between parents and a subsidiary. Personal and friendship
relationships are needed for the solving of acute and unexpected problems. This means a
need for personal trust also in the supervisory council in conflict situations.

The development and utilization of reporting relationships and organizational contacts can
be seen to be characteristic of managerial networking whereas personal and friendship
relationships characterize entrepreneurial networking, Thus, a manager may behave both
managerially and enrepreneurially when interacting in a single business relationship
depending on the business issue in question. On the basis of the findings of the present
study, the turbulence of the exiernal environment is likely to keep the venture management
dominated by the need for entrepreneurial behaviour for quite a long time although older
ventures have been said to become dominated by managerial behaviour.

The need for both kinds of behaviour is strengthened in the case of an international joine
venture in the transition markets, On one hand, the utilization of personal contacts and
friendship for any problem solving is a culwral characteristic of the East European
countries to which people have got used under the socialist system. This makes close
personal relationships crucial for the achievement of the needed resources for operation
from the old Polish firms and for positioning the joint venture advantageously in the local
market with previously centrally managed customers. Establishment of personal
relationships is also needed for transferring complex technological and marketing know-
how and solving of other organizational problems in the joint venture. On the other hand,
the managers of international joint ventures based on the nature of an international joint
venture as a multi-cultural and international unit from its initiation, need to be prepared to
act also in international relationships, which may be much more regulated by contracts and
price as the forces guiding the behaviour.

Like recent research on international joint ventures also the present study emphasizes the
need for interpersonal trust in business relationships. Trust makes it possible to develop
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and to maintain long-term relationships with mutual benefits and commitment. However,
the present study also points to the possibilities of using individual mediators from other
organizations as trust creators for some crucial relationship, For example, in an east-west
joint venture the representatives of very different kinds of parents are often not able to
really trust each other. The basic reason for the lack of trust is usually the incapability to
understand the ways of doing business of the other party. The insecure economic, politicat
and legal environments as well as the language and other communication problems are
likely to strengthen this, In these situations a person representing some third party may be
able to develop trust on the pant of the major partners and then mediate and smoothen the
interactions between them. These kinds of mediators seem to be especially important in
situations requiring compromising or necessitating change in the outcome expectations or
initial division of responsibilities.

An international joint venture proved to be an interesting case to be studied also because in
the western business relationships social contacts are most often seen as 2 consequence of
good functional contacts. In the Eastern business good soctal contacts are seen to be the
origin rather than the result of evolving business relationships. This is what has been seen
as characteristic of entrepreneurial networks as well, whereas mature firms should require
managerial behaviour, As a new venture having its basis in relationships between well-
established western and eastern partners an East-West joint venture combines these
considerations. Overall, the organizing of the joint venture in Lransition markets seems 10
emphasize an entrepreneurial kind of behaviour, Personal initiatives and proactiveness in
relationship-building and use of personal reputation and parties with established positions
in influencing others are typical of favourable actions.

8.3 Managerial implications of the study

Overall, the present study has Hiustrated the strong intertwinedness of business and social
relationships. The analysis reveals the overall social nature of the organizing of an
imernational joint venture. In general, the smooth operation of an international joint
venture over time 1S to a great extent dependent on the capability of the managers to create
and utilize their interpersonal relationships with varicus other actors for business-
relationship development and acute business-prablem solving,

Especially in the transition markets the personal relationships and creation of interpersonal
trust are often decisive of a favourable development of the business, The turbulent context
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is likely to suddenly open up new possibilities which can be utilized, and new problems
which can be solved, if the right kinds of relationships are developed. Relationship
building in the transition marker, however, is not easy and straightforward because the
whole funciioning of the markets with respect to business relationships is changing
radically. This means that in some sitations and with some actors there need to be
established relationships ruled by the socialist prnciples. Especially in the case of big
former state-owned parties the finding of the decision makers and making personal
acquaintance with them are crucial for successful business relationships. For locating the
decision makers and getting known by them, the managers who are able to utilize previous
business contacts in the market or personal acquaintances, even friends, inside the partner
organization for getting information, are in a favourable position, The slower route to
proficiency in business-making is to gradually learn the specific tactics of doing business
with former state-owned companies and how to locate the decision makers,

Simultaneously, new kinds of actors with whom different types of relationships have to be
established exast in the market, and all the time increase in number. They may be either
new entrepreneurial ventures or international firms, both of which are likely to function
more on terms similar to the firms in market ecanomies. Therefore, the managers in charge
of the international joint ventures in transition markets need to be prepared to act and
capable of acting in different kinds of refationships with different organizations and even
with different persons within one organization. This calls for great sensitivity in interaction
with other people.

The feeling of understanding and trusting each other at the personal level seems very
important for Polish managers’ willingness to cooperate. This was in the case illustrated in
situations requiring compromising in the business matters when the various mediators rose
in value. The role of a mediator is often the one required from the managing director of the
joint venture. It sets hard requirements for the personality and interaction capabilities of the
person in question. She or he needs to be able to look at the situation from the viewpoint of
both parties, stay calm in crisis and find ways to convince the pariies of the mutual benefits
of the suggested solution,

In addition to the above network characteristics, typical of a business network in this kind
of market there is strong dynamism due to the change forces arising both from the external
environment and the relational context. A new venwre, usually having demanding growth
targets, is also likely to be constantly confronted with the need for intemmal structural
changes. Thus, the managers acting in the transition markets especially need flexibility and
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constant alertness to changes in the relationship network and the external environment.
Flexibifity and alertness are likely to make the managers able to both take successful
reactive actions as a response to some unexpected changes and proactively use
relationships to avoid some problems. Proactiveness and innovative use of third party
relationships seem characteristic of acts leading to favourable development.

The present study also emphasizes the fact that a relationship is more than just one tie.
Previous research has often pointed out the multi-dimensionality of relationships on the
basis of the various exchanges taking place in them. But the relationships have also
multiple dimensions on the basis of the type of personal relationships characterizing the
organizational ties, This study illustrated the existence of four different interpersonal
dimensions in organizational relationships. The existence of the various dimensions in the
relationships is important because it seems to influence how and in what kind of situations
the relationships can be utilized and what kind of roles they have. This also alerts the
managers in a new way 1o the influences of the person changes in organizations, The utility
of a relationship may change a lot when a new person is able to establish a relationship
containing fewer, more or different dimensions than there were previously.

Finally, the present study provides in the case-study examples of how to reconfigure the
joint venture structures and take adaptive action via the use of relationships in organizing
an intenational joint venture over time. It illustrates how various kinds of relationships can
be utilized and what kinds of actions are feasible in managing the development of the
venture,

8.4 Suggestions for further research

For further research the present study has especially drawn attention to the fact that the
interpersonal level of analysis is worth using in business network research. The present
study has indicated how concentration on individual-level actions and interactions can
enrich our understanding of the development and utility of relationships in various business
processes. Instead of seeing business relationships as one-dimensional ties between two
organizations they could more often be analysed as multi-dimensional ties depending on
the type of the interaction and the personal commitment of the individuals of the
interacting companies.
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Previous research on business networks has usually studied enher the organizational or
personal relationships. Researchers of business networks have also often seen it as
problematic to separate the firn and individual levels of analysis. The present study
supports the viewpoint that it is acmally impossible and not really necessary to make this
distinction. The individuals are the ones realizing the interactions in organizational
relationships. This makes the business processes inevitably intertwined with the personal
relationships between the representatives of the companies. Then even the personal
chemistries between the interacting persons may play a big role in the success of the
business deals. More useful than trying 10 make this artificial distinction is likely to be a
consideration of the various dimensions the personal level creates in organizational
relationships. Four dimensions were suggested in the present study but they need further
development on the basis of other theoretical concepts, methodological choices and
empirical cases.

The dimensionalization of the relationships is in the present study at an exploratory level.
Thus, a lot more can be done in analysing how managers perceive their relationships. In
the present study the perceptions of the business relationships have been induced from the
stories of the managers of the overall development of the joint venture and their ways of
acting in the operational management of it. No specific procedures were used to cover all
the possible perceptions and no questions were directly posed on perceived differences
between the various relationships the managers have. However, the dimensions of social
relationships presented in the present study were seen to clearly rise from the data based on
the ways the managers described their interaction in different relationships. They indicate
that at the individual level as a social relationship a single organizational relationship may
appear as very dissimilar 1o different individuals, and the differences influence in which
roles and how the managers use the relationship. This makes it important to network
researchers to collect data from different managers in the analysis of a single relationship.

The present study leaves also it open how intentionally the managers are able 10 develop
and use different interpersonal relationships for different business purposes. Many claim
that social networks cannot be planned or managed. Yet, there exist multiple means known
and used in business life through which managers try to influence the nature of the
business relationships, making them more personal. They include lunches, visits, various
social events, board memberships and many other situations in which it is attempted to
make the organizational relationships more personal. These procedures and their cutcomes
are worth further analysis,
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The present study has analysed only one case. Therefore, the statistical generalizabifity of
the results of the study is requires to be proved in further research. However, when
compared with previous research this study confirms the importance of social relationships
In a transitionary context. Therefore, the findings cannot be thonght to illustrate a rare
exception. Still, comparisons with other cases in East European contexts as well as other
cultural contexts would increase the validity of the analytic generalizations made in the
study. Other cases looking at the organizing processes of nerworks through individual-level
actions would also enrich the view presented in the present study. They would also
enlighten the view of the characteristics and roles of personal relationships in business
relationships. Then we would know more about the sacial embeddedness of the business in
general. s it a culture-based issue present in only specific cultural contexts or is it a
universal issue? s the social embeddedness really of a different character and does it play
a more important role in some contexts or is it just that in some cultures the managers are
more comfortable talking of relationships as personal rather than as organizational?
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APPENDIX 1. MAIN CONTACTS TO AND INTERVIEWS WITH MANAGERS IN
KEMIRA AND KEMIPOL

PRELIMINARY DISCUSSION WITH THE KEY INFORMANT
29™ April 1997 General Manager, Kemira Chemicals Oy Kemwater

PERSONAL INTERVIEWS AT THE 1¥ STAGE OF THE RESEARCH PROJECT

4™ July 1997 General Manager, Kermira Chemicals Oy Kemwater
23™ October 1997 Managing Director, Kemipol Ltd

10™ December 1997 Vice-Managing Director, Kemira Kemi Ab, Sverige
10" December 1997 Managing Director, Kemira Chemicals AS, Norge

FEEDBACK DISCUSSION WITH THE KEY INFORMANT
10" September i998 General Manager Kemira Chemicals Oy Kemwater

PERSONAL INTERVIEWS AT THE 2™ STAGE OF THE RESEARCH PROJECT

18" Septernber 2000 Logistic and Equipment Manager, Kemipol Ltd

18" September 2000 Production Director, Kemipol Ltd

19th September 2000 Managing Director, Kemipol Ltd

20™ September 2000 Marketing Manager, Kemipol Ltd

20" September 2000 Finance Director, Kemipol Ltd

20" September 2000 General Production Manager, Zaklady Chemiczne
“POLICE” SA

13™ December 2000 Assistant Vice-President, Kemira Chemicals Oy Kemwater

(previously held the position of general manager in Kemwater)

WRITTEN FEEDBACK FROM THE KEY INFORMANT ON FINDINGS
19" November 2001 Managing Director, Kemipol Ltd
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APPENDIX 2. OUTLINE OF THE INTERVIEW THEMES AND QUESTIONS

The following is a generic list of interview themes and questions used in interviews in
1997, Additonal questions were made in the course of the interview. All questions were
not asked from everybody and Lo some were posed more additional questions. Thus, the
questions were to great extent tailored for each interview.

The main aim of this interview Is to get first hand-information about the technology
fransfer and joint venture project in Poland. The experiences of the Nordic manager who
have been actively invoived in the project from the very beginning of the process are seen
of primary imporiance for the study. The interview is hoped to be informal and open and
therefore this question outline consists only of indicative, broad interest areas, which are
hoped 1o be discussed during the interview.

0. BACKGROUND OF THE INTERVIEWEE
- Earlier assignments
- Role in the Kemipol establishment and in organization and operations of Kemipol

L ESTABLISHMENT AND DEVELOPMENT PROCESS OF KEMIFOL

1. PRERELATIONSHIP
- Motives for joint venture establishment
- Cooperation initiatton; partner selection
- Most significant incidents and actions leading to negotiations

2. NEGOTIATIONS
- Participants in the negotiations (also various interest groups})
- Negotiation atmosphere
- Specific problems, hard points and their solutions
- Contents of the agreement and terms of the caoperation

3. TECHNOLOGY TRANSFER AND OPERATION START-UP
- Contributions of partners in plant construction and implementation of technology
- Main difficulties in operation start-up
- Interaction between JV and owners (e.g. Lraining, assistance, adaptations)

4. OPERATION AND LONG-TERM DEVELOPMENT
Partner’s roles in the operation of the TV and responsibilities towards it
- Relationships between JV and the owners; type of interaction i.e. communication,
contacts and exchanges at the moment
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1 BACKGROUND FACTORS AND MAIN ELEMENTS IN THE OPERATION

1. CHARACTERISTICS OF TECHNOLOGY
- Main features of the technalogy; need for adaptation in the JV project
- Marketing of this kind of technological producis
- Significance of the environmental soundness of the technology

2. EASTERN EUROPE AS A TARGET FOR FOREIGN INVESTMENTS
- Impact of the transition process of Poland on JV establishment and operation
- Competition in this industry in Poland
- Investment climate (economic, political and legal circumstances)

3. COOPERATION AND COMMUNICATION
- Creators of difficulties in cooperation of owners/owners and JV

- Problems in communication (e.g. due to cultural differences, different personalities)

- Communication styles and business relationships in Poland

4. EXTERNAL INTEREST GROUPS/ THIRD PARTIES

- External interest groups and third parties, which have had influence on operations

(e.g. governments, authorities, financers, owners, suppliers, customers ete.)
- The most significant ones for development of JV’s operations
- Type of influence on the operaticns; promotion/ problem creation
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APPENDIX 3. QUESTIONNAIRE ON KEMIPOL Sp. z 0.0. August 2000

1. Name

%}

Occupation/position

3, Education

4 Previous employment

5. When have you begun in Kemipol (mount/year)?

6. What positions, and when, have you held in Kemipol?

7. What are your areas of responsibility in Kemipol?

8. What are your major reporting relationships with respect the operations ofKemipol?
9. With who do you most closely work in Kemipol (narme/position)?

10, Which external relationships do you consider crucial for the successfit]l conduct of
your work?

O to customers [J to Polish businessmen/ colleagues
O to authorities O to distributors

O to suppliers O to financiers

O to Kemwater-people (headquarters) O to government officers

O to Police Chemical Works -people O to your family/friends

O to other Kemwater units O to consultants or other experts

O to academics O o others, who

Would it be possible to interview you during my stay in Poland on 17" -21% September?

Yes, O on Monday 18® at o’clock O on Tuesday 19" at o’clock
(] on Wednesday 20™ at o’clock [ on Thursday 21* at o’clock
THANK YOU VERY MUCH FOR YOUR KIND ANSWERS

Please, send the completed form to me either by fax +358-6-3248251 or by email
tuija.mainela@uwasa.ii
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APPENDIX 4. QUESTION OUTLINE FOR INTERVIEWS IN 2000

The following is a generic list of interview themes and questions used in interviews of the
management team of Kemipo! in a field trip in September 2000. Additional questions were
made in the course of the imerviews. All questions were not asked from everybody and to
some were posed more additional questions. Thus, the questions were to great extent
tailored for each interview. The basis for the tailoring was the one-page questionnaire on
which the interviewees had answered earlier.

1 BACKGOUND OF THE INTERVIEWEE AND ROLE IN KEMIPOL

I INTERNAL RELATIONSHIPS IN KEMIPOL
(As a basis of the discussion was used an organization chart that was drawn by the
researcher on the basis of the questionnaire answers.)

How many persons there are in various departments? What kinds of persons?

What kinds of are your relationships? Is it easy for you to cooperate with them?

Do you think that all the other people come well along with each other or are there also
often disagréements'?

Have there been any person changes during the time you have worked for Kemipol?

How have the changes influenced Kemipol? Your work?

III EXTERNAL RELATIONSHIPS OF KEMIPOL
How would you describe your personal relationships/contacts with the actors you have
named as crucial for the successful conduet of your work?

[ 1o customers O to Polish businessmen/ colleagues
{2 to authorities 0 to distributors

O 1o suppliers O to financiers

I to Kemwater-people (headquarters) 0 to government officers

O to Police Chemical Works -people O to your family/friends

O 1o other Kemwarer units O to consuitants or other expens

O to academics O to others
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IV DEVELOPMENT PROCESS OF KEMIPOL
In my earlier interviews with Kemipol/Kemwater—people, 1 identified following turnings
points in the development of Kemipol, Were you involved in them?

If yes, could you, please, tell me your experiences of them and their handling?

a) With whom did you discuss and were in comact (by phone, mail, etc.)?

b) Why (for what reasons) were you in contact with them? For what reasons did you meet?
¢} Whar kind of was vour interaction?

[ Negotiations in 1989-1990 and joint venture agreement December 1990
O Budget excess in plant construction 1991

O Xnitial market development through a Czech firm 1991-92
O Production start-up in April 1992

[ Financial crisis due to aevaluation of zloty 1992

O National Fund taken as a shareholder 1992

1) Management problems with Swedish MD 1991-92

(0 Change of managing director of Kemipol 1993

0 Nefco selling its shares to Kemwater 1995

O Active lobbying 199697

O Beginning of PAX-production 1998

The above list ends in year 1998, could you, please, continue it until year 2000.

Would you iike to add some incident that has been especially important from your
viewpoint? To your job?

V CURRENT DEVELOPMENTS AND INTERACTION IN THE FOCAL NET

Consider a typical week of yours including every aspect that has influence on Kemipol.
Could you describe your week?

a, ‘Who do you meet or with whom are you in contact (by phone, mail, etc.)?
b In what kind of situations de you meet or contact them?

c. Why are you in contact with them? For what reasons do you meet them?
d What kind of is your interaction?



