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EDITORIAL 
 
 
This journal is once again proud to publish some of the best pieces of work by 
graduate management students at the University of Otago. 
 
The articles in this volume were written by students taking 400 level papers 
for BCom(Hons), Postgraduate Diploma, MBA, MBus (papers plus thesis), 
MCom (papers plus thesis) or international students crediting to a Master’s 
degree at their home Universities. 
 
Full time honours students took combinations of four 20 point papers, plus a 
20,000 word research paper worth 40 points; MBus and MCom students took 
20 point papers totalling 120 points, plus a thesis.  
 
All students at this level are free to submit papers for this Review, subject to 
the supervising staff member having graded the paper at A or A+. 
 
The editorial board each year comprises staff whose students have work 
represented in the Review. 
 
 
Alan Geare 
Editor 
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The Impact of Five Different Generations 
Working Side by Side on Innovative Human 
Resource Management Systems 
 
 
Mike Brummit 
 
 
Introduction 
It has been projected that into the future the workforce will change 
considerably with most workplaces having five generations working side by 
side. Whilst at the same time it is predicted that ‘the war on talent’ (Michaels 
et al. 2001) will also intensify, and attracting and retaining a diverse group of 
knowledgeable talented workers will become increasing complex and 
problematic for many organisations. The outcome of these two significant 
changes is that organisations will need to develop innovative Human 
Resource Management (HRM) systems that cut across generations while 
enabling them to retain and attract an age diverse workforce. Whilst the 
needs and requirements of each generation appear varied and unique the 
need for work place flexibility appears to provide a common strand. This 
review will examine the impact innovative human resource practices can have 
on these five generations, and if flexibility can be utilised to attract and retain 
talented and knowledgeable workers across five different generations. 
 
 
Innovative HRM Systems and their Impact 
The business environment of today is forcing organisations to be responsive, 
agile and adaptable to dynamic market driven opportunities (Sharp et al. 
2000). White (1996) states that over 75% of all companies in existence 
today will not be around in 60 years’ time, because they will have been taken 
over, merged, bought out, gone bankrupt or have gone into liquidation. As 
these organisations look to compete in an environment of increased global 
competition, rapid technological change and sustained competitive 
advantage, they must find better ways to leverage their human capital 
(Wright & Snell 2005). In fact most companies today, more than ever, 
recognise that established avenues of competitive advantage, such as 
quality, technology and the like have become easier to imitate and the 
subtleties surrounding the development of a high performance workforce 
remain a significant unrealised opportunity for many organisations (Becker & 
Huselid 1998). Subsequently innovative HRM has assumed an intrinsic role in 
creating sustained competitive advantage as organisations compete through 
developing their human capital to become valuable, rare inimitable and 
organised (Bateman and Snell 2008). 
 The way in which we manage our most valuable assets, to gain that 
competitive advantage can be enhanced and closely linked to innovative 
human resource management practices. Innovative human resource 
management practices are also referred to as high commitment / high 
involvement practices or bundles (Pfeffer 1994), progressive HR Practices 
(Huselid 1995) and quality HR (Huselid 1994). Innovation and human 
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resource management can be viewed together as a strategic and integrated 
field contributing to the organisation as a whole, and related to all kinds of 
dynamics inside and outside of the organisation (De Leede et al. 2005). 
There are a number of innovative HRM practices such as the development of 
a skilled and creative workforce, building high performance teams, 
management of creative professionals, diversity, leadership, and rewards 
(Angle 2000; Katz 1997; Tidd et al. 1997). The innovative human resource 
practices have been shown to positively impact on employee performance by 
enhancing the employees’ skills, motivation and opportunities to contribute 
(Jiang et al. 2012), as well as creating lower turnover, fewer absences, better 
job performance and organisational citizenship behaviour (Yousef 2000; 
Diefendorff et al. 2002). An effective people management strategy which 
increases employee engagement has been shown to lead to an increase in 
profitability for an organisation (Rayton 2012). The outcomes for the 
organisation are increased productivity, quality, profit, return on investment 
and customer satisfaction (Guest 1997). For organisations to achieve 
exceptional performance every process that touches a human resource must 
be aligned with the stated values, goals and strategies of the organisation 
(Miller 2009). Consistently successful companies have strong alignment 
between business strategy and internal elements including skills and style of 
staff, leadership style, structure and systems (Holbeche 2007). As the world 
of business rapidly moves on it is also crucial that the evolving innovative HR 
role is also moving swiftly to become a core business leadership role, in 
which HR’s own contribution is to ensure that the organisation is equipped for 
success, now and in the future (Holbeche 2009). 
 
 
Five Different Generations of Workers 
A generation has been defined as a group or cohort that share historical or 
social life experiences that distinguish them from one another (Jurkiewicz & 
Brown 1998). It has been projected that into the future the workforce will 
change considerable with most workplaces having five generations working 
side by side. Whilst there have been numerous categorisations of the 
different generations (Smola and Sutton 2002), we have chosen the US 
department of Consensus 2007 definition namely: Traditionalist, born before 
1946; Baby Boomers, born between 1946 and 1964; Generation X, born 
between 1965 and 1976; Millennials, born between 1977 and 1997; and 
Generation 2020, born after 1997. 
 A number of characteristics and behaviours have been associated with 
each generation which has led to conclusions on how they may or may not 
behave in the workplace. Traditionalists are identified as being very loyal, 
they consistently perform well, and have a strong work ethic along with 
conservative financial views. They put what is deemed best for the 
organisation, before what they deem best for themselves (Macon & Artley 
2009). Baby Boomers strongly believe in lifetime employment, company 
loyalty and paying one’s dues to gain respect and seniority (Elsdon & Lyer 
1999). Generation X does not have the same strong organisational loyalty as 
previous generations (Herman et al. 2003). They will remain with an 
organisation as long as it does not impinge on their personal lives or family 
time. This work life balance is so important to them that if it is not right they 
will go (Karp et al. 2002). Millennials are seen to be highly optimistic, 
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expecting and demanding instant feedback. They are perceived to have poor 
communication and problem solving skills. They view their career path much 
more individually and are highly prone to shifting positions and organisations 
to find something that suits them. They speak their minds unconcerned with 
hierarchy or consequences. Being immersed in technology has changed their 
thought patterns, as compared to former generation (Macon & Artley 2009; 
Sacks 2006). As Generation 2020 has not yet entered the work force there is 
little literature on their characteristic or how they may behave within the 
workforce. What we do know however is that Generation 2020 have grown up 
using technology as part of their lives and they will expect employers to 
provide them with the same tools they utilise in their personal lives. They are 
smarter, quicker and more tolerant of diversity than previous generations 
and care strongly about justice and the problems faced by society (Tapscott 
2009). 
 With the workforce becoming more age-diverse and overlapping, HRM 
has begun to explore both the positives and negative effects for 
organisations. As with other changes in diversity, there is usually what has 
been coined as a ‘double edge sword” effect (Horwitz & Horwitz 2007). On 
the one hand a work force with many generations should contain a mixture of 
different, complementary skills and experiences which should lead to 
increased innovation, creativity and productivity. Whilst on the other there is 
the potential for discrimination which could result in a number of negative 
side effects. Diversity has been seen as a competitive advantage because 
minority views can stimulate consideration of non-obvious alternatives in task 
groups (Cox & Blake 1991) and heterogeneous teams have been shown to be 
more creative than homogenous teams (Hambrick et al. 1996). But 
Timmerman (2000) argued that groups of dissimilar ages would be less 
productive as a result of conflict and lack of cooperation caused by the 
stereotyping of the different groups, in addition there was a positive 
correlation between age diversity and turnover (Jackson et al. 1991; Wagner, 
Pfeffer & O’Reilly, 1984). 
 
 
HRM Practices for Different Generations 
Many organisations in today’s business world are already compromised of 
four different generations of employees with an age range that spans in 
excess of 60 years (Macon & Artley 2009). Sacks (2006) suggests that if 
businesses do not address this generational conflict they are subjecting 
themselves to lower productivity, higher turnover and frustrated employees, 
which will ultimately lead to reduced profits. Sacks went on to state that 
managers will be challenged to maximise the assets of distinct sets of work 
values and styles simultaneously.  A lot of the debate is centred on the view 
that these different generations have different work ethic, values, motivators, 
work-life balance, priorities, attitudes, approaches, interaction styles and 
expectations and that these differences need to be addressed differently to 
effectively manage the entire workforce. Houlihan (2008) argued that it is 
imperative to change your management style for each generation. As a result 
of each generation having a different values system, you need to put your 
values aside and manage the individual according to theirs. This is supported 
by Aronoff (2006) who notes that the HRM approach, throughout an 
employee’s cycle needs to be tailored to their values and beliefs. That when 
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organisations consider their strategies for attracting, recruiting, orientating 
and retaining that they develop these strategies with separate generations in 
mind. That if you can separate each generation in terms of their values, 
attitudes and their needs depending on those values and stage of life you can 
have a series of HR strategies that can pinpoint different generations and 
applied separately based on generation will get the best out of the workforce 
as a whole. If you understand those different generations and employ 
different strategies to those employees in those groups, you can give them 
what they need to thrive and as a result increase productivity, morale and 
employee retention (Kogan 2007). Failure to understand these generational 
differences may cause negative effects such as tension, diminished levels of 
job satisfaction and corporate citizenship, reduced productivity and higher 
turnover (Kupperschmidt 2000). 
 There has, however, been growing research which supports the 
opposite. It would seem to be obvious that actually all employees would like 
to be treated as an individual, and not have assumptions immediately made 
about what they may or may not want, or about their values system based 
on the year that they were born. Hudson (2008) warned against ‘falling prey 
to the stereotyping as offered by the popular press’. That we need to treat 
individuals as individuals according to their own attitudes, competencies and 
performance rather than being tempted to categorise people and put them in 
boxes. Whilst there is a gap in the research it also seems logical again that 
there are certain organisational traits that would appeal to any generation, 
for example one that is ethical and professional and achieves meaningful 
outcomes. In addition organisations that value and respect their employees 
regardless of their generation would be rewarding for all employees. This 
perspective could be taken further in the sense that all employees, across the 
generations would find value in flexible working hours, enhanced 
remuneration and some form of reward and recognition, based individually on 
their preferences. Indeed Wesner & Miller (2008) stated, “Stereotypes 
associated with the generational cohorts currently in the workplace fail to 
hold up to closer scrutiny and that the motivation of workers, no matter the 
generation they belong to, has been remarkably stable over time” (p.89). 
Workers of different generations are working together extremely well, taking 
advantage of their different perspectives and skills to get the job done more 
effectively and learn from each other in the process (DiRomualdo 2006). As 
opposed to separating the different generations and applying different HR 
policies to each generation Wagner (2007) stated that all employees, 
regardless of their generation have something to offer and brings something 
really important to the workplace. That if you absorbed the generations 
together you would have much happier and productive workers. Giancola 
(2006) summed this up nicely when he suggested that HR professionals 
should consider the generation gap as an idea based more on myth than 
reality and in fact a generational approach may be more popular culture than 
social science. What can be agreed, however, is that flexible work 
arrangements do enable organisations to attract, retain and engage 
employees from across the generations (Eversole et al. 2012), 
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Flexibility for Each Generation 
Workplace Flexibility 2010 defines a “flexible work arrangement” as any one 
of a spectrum of work structures that alters the time and/or place that work 
gets done on a regular basis. A flexible work arrangement includes: flexibility 
in the scheduling of hours worked, such as alternative work schedules (e.g., 
flex time and compressed workweeks), and arrangements regarding shift and 
break schedules; flexibility in the amount of hours worked, such as part time 
work and job shares; and flexibility in the place of work, such as working at 
home or at a satellite location. Generally the literature refers to a number of 
practices which make up this definition which include part time working, term 
time working, working from home, job share, compressed hours (e.g. 4 day 
weeks), career breaks sabbaticals and mobile working. Pettinger (2002) 
concisely summarises flexible working as the ability to employ people when 
and where required in the interests of everyone. Flexibility is also often 
discussed under the general banners of work - life balance or work - family 
initiatives. 
 The literature shows an increasing awareness of the advantages of 
workplace flexibility which includes increased performance, increased 
employee commitment and increased cost effectiveness (Dex & Smith 2002) 
and that regardless of workforce demographics or industry flexibility 
increases morale and productivity (Beekman 2011). The Chartered Institute 
of Personnel and Development (CIPD) 2012 survey have reported that seven 
out 10 employers correlate flexible working hours to increased retention, 
motivation and engagement. Almost two thirds of employers believe flexible 
working supports their recruitment activities, while half believe it has a 
positive impact on reducing absence as well as on boosting productivity. 
From the employees perspective flexible working is linked to higher levels of 
employee engagement and well-being. The CIPD 2012 survey goes on to 
report that employees satisfied with their work life balance are more likely to 
be engaged and less likely to say they are under excessive pressure. In 
addition Haar (2004) concluded that work family conflict was a predictor of 
turnover. Indeed Anderson et al. (2002) have argued that poor flexibility and 
work life conflict has forced employees to leave their employment. In addition 
when considering to stay in work or to return to the workplace both older and 
younger employees have cited that the organisations willingness to 
accommodate their needs for flexible work schedules or part time 
employment have a major bearing on that decision (Montenegro et al. 2002). 
What is clear is that organisations are becoming far more aware of the need 
to incorporate flexible work arrangements to remain competitive. Factors 
such as globalization and new technologies have been responsible in bringing 
about 24/7 workplaces; a blurring of the distinction between work and home; 
a continuous re-engineering of business processes; and continuous change in 
the nature of work and in the characteristics of the workforce and in 
response, workplaces are necessitating a change in flexible working practices 
(Chandra 2012). 
 Along with this increasing awareness it has been argued that flexibility 
is the one thing that people of all generations want, and they want more of it 
(Beekman 2011). Montenegro et al. (2002) identified that Traditionalists, 
were increasingly sighting nonfinancial reasons for not retiring. The study 
identified that the availability of flexible work arrangements to meet family 
demands and to provide more leisure time was an important factor in them 
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remaining in the workforce. Indeed the availability of flexible work hours and 
schedules and the availability of part time employment seemed to be most 
important to older workers (Rau & Adams 2005). Baby Boomers have moved 
away from the preconceived ideas that once you reach the retirement age 
you stop working forever and that retirement doesn’t have to be permanent. 
There has been a move away from this traditional life cycle (Erikson et al. 
1986), towards an attitude that work and retirement are more cyclical than 
linear. What Baby Boomers want is a more flexible approach (Atchley & 
Barusch 2004) to remaining in, leaving or re-entering the workforce 
depending on their life course (events happening within their life) as opposed 
to their life cycle (what they are expected to do at a certain time in life). 
Rocco et al. (2003) describe Boomers as entering a third age in their careers 
as opposed to retiring, ‘the workspace becomes a dynamic space for older 
workers, work becomes a search for continued meaning and contribution and 
older workers might make the decision to remain in, retire from or return to 
periods of part-time, full time or seasonal or holiday work’. Increasingly Baby 
Boomers want to be able to continue to perform meaningful work where they 
can contribute their skills and knowledge, contribute to societal goals, to have 
something enjoyable to do and to stay physically active (Montenegro et al. 
2002). They consider flexible working practices as a way to achieve this. 
Conversely employers are recognising the importance of retaining Baby 
Boomers, and trying to hold some of that experience within their 
organisations, whist future generations mature and come up to speed. 
Employers are introducing phased retirement plans to encourage flexibility for 
this generation so those who would like to, can continue working (Kelly et al. 
2008). 
 It has been stated that Generation X are more concerned with flexible 
work arrangements than they are about salary or assignment (Krug 1998). 
That a balanced lifestyle is critical to them and they will demand time for 
themselves, their families and community service. Karp et al. (2002) 
concisely summarised the difference in attitude between Baby Boomers and 
Generation X’s in that, “Boomers believe that by working hard and providing 
nice things for their families, they are putting their families first. For 
Generation X, putting family first means being there, Period”. Sullivan et al. 
(2009) supported this view in reporting that those from Generation X assign 
a higher need for balance than Boomers. Howe et al. (2000) made the 
observation that whilst those from Generation X value a strong work life 
balance, personal values and goals are likely to be regarded as more 
important than work related goals. Generation X has always been considered 
to be more independent than the generations before them, and more likely to 
change jobs in order to improve their skills and get what they want. It is in 
Generation X that we see the first hint of work-life balance and the demand 
for flexible working practice that this brings, coming into the workplace 
(Macon & Artley 2009). 
 If Generation X was more concerned with flexible work arrangements 
and was the initial generation to introduce such practices then it was the 
Millennials who fully embraced the concept and started demanding it. This 
generation do not want to be slaves to their jobs like their perception of their 
Boomer parents and insist on a greater work-life balance Gilburg (2008). 
Whilst making money tends to be less important to Millenials, it is meeting 
personal goals, contributing to society, parenting well and enjoying a full 
balanced life which is the focus (Eisner 2005). More than any generation 
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before, they consider job satisfaction to be a positive work climate, flexibility 
and the opportunity to learn and grow (Behrens 2009). As a result employers 
have treated Millennials more as individuals than any other generation 
(Simons 2010) and placed a much more visible emphasis on work-life 
balance (Armour 2005). 
 If Millenials embraced the concept of flexible work arrangements then 
it is going to be Generation 2020 which will propel the concept to levels 
previously unseen. Tapscott (2008) identified a number of requirements 
crucial to Generation 2020 in the workplace, and central to them are that 
they want freedom in everything they do, from freedom of choice to freedom 
of expression, they want to customise and personalise experiences, find 
entertainment in their work, education and social lives, innovate and look for 
innovative ways to collaborate, entertain themselves, learn and work. 
It appears clear that for organisations to attract, retain, and engage all their 
employees across the generations that an innovative HRM approach to 
flexibility would be of considerable value (Eversole et al. 2012). From the 
literature it is not so much that anyone would disagree with this statement, it 
is in the way that flexible work practices are perceived and defined. As a 
construct and a practice all generations have been shown to value flexibility 
and want it incorporated into their work. It is crucial, however, that we move 
away from traditional perceptions that flexible working practices are designed 
for parents in the workplace (Brewster et al. 1994) and that its application is 
different for each generation. Traditionalists are looking for flexibility to 
gradually exit the work force and not be suddenly retired. This will involve 
work practices that enable them to be able to start later, finish earlier, take 
extended breaks at short notice, and return on equally short notice when 
they are ready (Stein et al. 2000). This will enable organisations to retain a 
wealth of knowledge and individuals to give back, remain engaged and stay 
active. In a similar vein Baby Boomers want the flexibility to work later into 
life, but also spend more time pursuing leisure, family and non-work related 
activities (Montenegro et al. 2002). This again enables organisations to retain 
this knowledge and leadership capabilities whilst those Baby Boomers mentor 
and develop the generations coming through. Generation X wants those 
flexible work practices to enable them to blend work life and home life 
together. So they can specifically have a work family balance, and be there 
for their children and have that discrete time away from work. They want this 
time, however when it suits their families and themselves which will likely be 
inside the hours of the traditional working week of Monday to Friday and 
traditional hours of 9:00am – 5:00pm (Karp et al. 2002). Interestingly 
Millenials, as we have summarised are the first generation where flexibility 
will be an expectation. They will value variable work schedules and extended 
leave which will enable them to travel or study (Beekman 2011). They will no 
longer, like Generation X, look to balance out work life and home, and have 
that discrete time apart, but view them as the same where work is an 
extension of leisure and vice versa. Organisations that can grasp the concept 
that Millenials are going to want the flexibility to choose where to work, when 
to work and how to work (Hines 2011) will be those organisations that 
survive and thrive into the future. 
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For Flexible HRM Practices to be Adopted, What Needs 
to Happen? 
We have discovered that workplace flexibility is a HRM practice that all five 
generations would benefit or indeed demand. That it is considered crucial in 
attracting, engaging and retaining highly talented and knowledgeable 
workers to an organisation, and therefore giving that organisation a 
considerable competitive advantage. If it is considered that logical then it 
raises the question of why every organisation has not adopted an overarching 
practice of flexibility and enabled the different generations to pick and choose 
those elements that suit and work for them. Interestingly it appears that 
most organisations recognise the importance and have made allowances for 
flexible working practices, but the different generations don’t gain the full 
benefits of these policies due to their poor implementation. Many 
organisations offer formal policies but do little to support them in the work 
culture (Bunch 2007) thereby making the use of them by employees 
uncomfortable and problematic (Jacobs et al. 2004). Whilst organisations 
have changed their policies to accommodate flexible working practices the 
culture and perception of employers and employees still make the full 
benefits and availability difficult to access. Employees do not engage in, or 
request flexible working because of the perception that it will damage their 
career prospects (Hopkins 2005), whilst employers still have the notion that 
flexible working practices should be designed to accommodate the needs of 
individuals as opposed to a strategic aspect of the way they go about their 
business (Halpern 2005). A perception remains that if an employee asks for 
flexibility then that represents a lack of commitment to both the organisation 
and to their career. That if employees engage in flexible work practices, to 
achieve and enjoy a better balance, then this is at the expense of the 
organisations profits and productivity (Friedman et al. 1998). 
 Instead of organisations focusing their energies on flexible working 
policies and practices, they would be better making a commitment to 
changing the culture within their organisations and the attitudes of the 
supervisors who implement the policies and set that culture. The real family-
friendly issues are time, flexibility, balance, respect and commitment, which 
cannot be addressed by programs because they require fundamental cultural 
change (Bankert & Googins 1996). There are numerous references to the 
importance of the supervisor or frontline managers, in their understanding, 
support and communication to the success of employees work / family 
balance (Anderson et al. 2002). Frontline management are overly concerned 
with the concept that employees are not able to accept responsibility for their 
work, family and life balance and those employees will be overly concerned 
with issues of inequity and unfairness, and in creating precedents resulting in 
too many complications, variation and demand (Bailyn 1993). Compounding 
these issues is the remnants of the belief that actually it is not the 
responsibility of management to interfere in employees ‘private’ life’s, they 
have no experience in implementing a work life balance culture (Friedman 
1987), and when all said and done flexible working practices damage the 
bottom line as the more hours you work has a direct correlation to your 
productivity (Rodgers 1992). The problems with these cultural changes to 
allow flexible working practices run deeper, however, with Makavey et al. 
(1998) noting that what frontline managers fear in the introduction of such 
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practices is the loss of control, influence and authority that they have over 
their employees.  
 
 
Conclusion 
In response to an increasingly innovative, dynamic and competitive 
environment, organisations are realising that a sustainable competitive 
advantage can only be achieved through acquiring and maintaining 
idiosyncratic resources which are rare, difficult to imitate and non-
substitutable (Barney 1991). That their most special and important resource 
are their personnel, who are in fact their only real source of core competence 
(Prahalad & Hamel 1990) and thus of continuing competitive advantage. As a 
result innovative HRM is now regarded as vital to organisational strategy; in 
organising and executing efficiencies to reduce costs whilst maintaining 
quality, is a ‘champion for employees’ and an agent of continuous 
transformation, shaping processes and a culture that together improve an 
organisation’s capacity for change (Ulrich 1998). The outcomes of this 
innovative HRM are a committed workforce, working in harmony with the 
objectives of the organisation and achieving competence and cost 
effectiveness (Beer et al. 1984). 
 In addition to the evolving business environment, is the introduction of 
five generations working side by side for the first time. Opinions and articles 
have examined similarities and differences and often identified a 
‘generational gap’ (Chen & Choi 2008), and whilst some argue that individual 
HRM strategies need to address each generation (Gibson et al. 2009; Sullivan 
et al. 2009), others have focused on the combined needs of the work force, 
and employees should be treated as individuals, with individual needs, likes 
and dislikes and not bunched together in the years they were born (Hudson 
2008). That the role of HRM is to have overarching practices and allow 
individuals to adapt them to personal preferences. The introduction of flexible 
working arrangements would seem to support this view, as it has been shown 
to increase morale and productivity regardless of workforce demographics 
(Beekman 2011). That whilst the different generations may customise the 
flexibility offered in different ways, balanced lifestyle, family time, part time, 
flexible work schedules, sabbaticals etc., they would all find a flexible 
approach to be of considerable value (Eversole et al. 2012). 
 Whilst we concluded that flexible work arrangements enable 
organisations to attract, retain and engage employees from across the 
generations (Eversole et al. 2012), there were a number of practises which 
hindered the effectiveness. A work culture that makes utilising these 
practices problematic and uncomfortable for employees (Bunch 2007; Jacobs 
et al. 2004), and a perception that they will damage their careers prospects 
(Hopkins 2005). Further to this is an organisational perspective that flexible 
work arrangements are a compromise to employees at the expense of the 
organisation (Friedman et al. 1998; Halpern 2005). To counter this 
perception, what is required is for organisations to focus on changing its 
culture (Bankert & Googins 1996), by ensuring their frontline managers 
understand that that this is a strategic objective and a process to be 
embraced and managed, not feared as they lose control, influence and 
authority (Makavey et al. 1998).  
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 In addressing the issue of poor implementation and uptake of flexible 
working practices for all generations, it can be bought back to the common 
strand mentioned earlier that employers still have the notion that flexible 
working practices should be designed to accommodate the needs of 
individuals as opposed to a strategic aspect of the way they go about their 
business (Halpern 2005). If organisations shifted their focus from addressing 
different generations, and individuals within those generations to a strategic 
systematic review of the benefits of flexible working practices and the 
outcomes of healthier employees and better families, an ability to attract, 
engage and retain different employees across different generations, then a 
cultural shift would gather momentum. It is important that there is a 
recognition that this shift will provide organisations with a competitive 
advantage. Flexibility is an investment that brings returns (Friedman & 
Greenhaus 2000), that increases job satisfaction, organizational commitment 
and intensification of work effort (Kelliher & Anderson 2010) across all 
generations.  
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Introduction 
As we have discussed, it has been projected that into the future the 
workforce will change considerably with most workplaces having five 
generations working side by side.  The effect that this unprecedented 
diversity in age will have has yet to be determined and has raised 
considerable debate.  The subject of this debate has ranged from an increase 
in innovation, creativity and productivity as a result of the mixture of 
different values, skills and experiences blending harmoniously together (Cox 
& Blake 1991) to the other end of the spectrum of discrimination, conflict, 
lack of cooperation and turnover leading to less productivity (Timmerman 
2000, Jackson et al 1991; Wagner, Pferrer & O’Reilly 1984).  Where there is 
some consensus is that if the issue of different generations in the workplace 
is not considered and responded to then businesses are risking the effects of 
reduced profit as a result of lower productivity, frustrated employees and 
higher turnover (Sacks 2006). 
 The generations that will soon be in the workplace were categorised by 
the US department of consensus 2007 as: Traditionalists, born before 1946; 
Baby Boomers, born between 1946 and 1964; Generation X (Gen X), born 
between 1965 and 1976; Millenials, born between 1977 and 1997 and finally 
Generation 2020, born after 1997. Some of the major characteristics of these 
generations are that Traditionalists are very loyal, have a strong work ethic 
and put what is deemed best for the organisation before what they deem 
best for themselves (Macon & Artley 2009).  Baby Boomers believe in lifetime 
employment  and company loyalty (Elsdon & Lyer 1999) as opposed to 
Generation X who do not share this same strong organisational loyalty 
(Herman et al 2003).  This is the first generation that recognised and placed 
an importance on work life balance, and if the organisation could not 
accommodate this then they would leave.  They are the first generation to 
take the view that working hard and providing for your family, is not enough.  
If you are going to put your family first then you actually need to be 
physically there for them.  If Generation X were the first generation to 
recognise the work life balance then Millenials fully embraced it.  They 
demand a very individual career path and are prone to shifting positions and 
companies to achieve this (Macon & Artley 2009).  Finally Generation 2020 
are yet to enter the workforce but we do know they will be smarter, quicker, 
more technologically aware and tolerant of diversity than previous 
generations and care strongly about justice and the problems faced by 
society (Tapscott 2009). 
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Key Findings 
In reviewing the impact of these different generations on the work place we 
interviewed a HRM manager and CEO at two different organisations in the 
disability sector.  These organisations provided very similar services, had 
very similar values and both viewed HRM as making an overarching strategic 
contribution to the outcomes of their organisations.  The only major 
differences was the size, the first organisation employed over 200 staff whilst 
the second employed 50 staff. 
 A key finding that emerged were that both organisations had an even 
spread of the generations working in their organisations.  They both agreed 
that this had occurred due to the nature of services provided, and as a result 
of supporting numerous people from the different generations they needed to 
recruit staff from across the generations.  In terms of how those different 
generations were interacting in the present time, neither organisation 
identified any specific generational problems or conflicts.  Rather than 
experiencing some of the negative effects highlighted by Kupperschmidt 
(2000), of diminished levels of job satisfaction, reduced productivity and 
higher turnover, it was far more aligned with DiRomualdo (2006), where they 
are working together  extremely well, benefiting from the mixture of skills 
and perspectives and learning from each other to produce very positive 
outcomes.   
 Whilst this was the overall theme from both organisations, there were 
a number of comments made that did highlight the different characteristics of 
different generations.  Some of these examples included Millenials being 
described as just wanting to get on with it, always looking to challenge the 
status quo in the workplace and make change happen.  During the interview 
when discussing Milenials the CEO stated, ‘I would almost call them 
impatient, but I refer to them as over enthusiastic’.  She went on further to 
say that she needs to spend more time with them personally because they 
want to get to know her, and for her to know them.  In terms of employee 
engagement, she needed to ensure that they were included and made aware 
of the outcomes and finally that in a period of change she would actively 
recruit more Millenials because they are ready for change.  These comments 
did support Horwitz and Horwitz (2007) ‘double edge sword effect’ theory, 
that yes there are many benefits to a multi-generational workplace but also 
there are numerous differences which hold the potential for negative 
consequences.   
 
 
Size of the Organisation 
The size of the different organisations certainly raised many interesting points 
and the use of the different HRM practices was most evident here.  Both 
organisations considered themselves to be highly flexible with their workforce 
given the restraints of the nature of the work.  The flexibility was most 
evident in work schedules, where staff worked a mixture of hours, shifts, and 
times.  Both organisations clearly recognised that flexible work schedules has 
a major bearing on both younger and older employees decisions about 
returning and remaining within that organisation  (Montenegro et al 2002).  
In relation to size and recruitment both organisations wanted to recruit from 
across the generations, but needed all potential staff to align with their 
values.  The smaller organisation was more easily able to do this through 
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word of mouth referrals, predominately generated from existing staff who 
know what those values were.  The recruitment process could then be more 
efficiently carried out by a staff member who also knew the values and was 
used as a second opinion.  As the second organisation was larger, required 
more staff, had a proportionate increase in turnover they were required to 
recruit from the newspaper and internet.  A more formal process was then 
required to try and ensure they captured those values. 
 Both flexibility and employee engagement carried many parallels in 
regard to the size of the organisation.  Whilst both considered themselves to 
be flexible it was the smaller organisation that could be more responsive.  
They had frontline managers who clearly understood the culture and 
importance of applying flexibility and could do it fairly and equitably on an 
informal basis which benefited all generations, and encouraged them all to 
use it more.  The larger organisation had become more formalised around 
their use of flexible working practices, and whilst it was still available it was 
less responsive and immediate, with a greater emphasis being placed on 
transparency and consistency of application.  If organisations are going to 
grow then this dilemma is certainly going to have to be addressed, because 
what we know is that flexibility is the one thing that people of all generations 
want, and want more of (Beekman 2011).  A point of interest was that the 
smaller organisation was considering replacing their culture of flexibility, 
which is currently freely available to all staff with a system whereby flexibility 
becomes a benefit and is linked to employee performance.  The literature 
strongly indicates that in term of overall organisation performance this would 
be a grave error, as if there is one point that is agreed upon in the literature 
it is that flexible work rearrangements are crucial in an organisations ability 
to attract, retain and engage employees from different generations (Eversole 
et al 2012).  It is highly likely that this one policy change would be a direct 
contradiction to many of the organisations other policies.  
 In terms of employee engagement this was an area that both 
organisations viewed as crucial and as an area they aspired to do better in.  
There was a distinct acknowledgement that Millenials, and probably even 
more so Generation 2020, wanted to get to know you as their manager 
personally and wanted you to get to know them too.  In addition the younger 
generations wanted to be involved far more in all the processes.  They 
wanted to be involved in the decisions, have input that actually impacted on 
outcomes, be made aware of those outcomes and they wanted it all to 
happen immediately.  This is as opposed to previous generations who were 
more inclined to refrain from discussing their home lives with their managers, 
being directed what to do, and not being so concerned with what happens 
when they have finished their part.  The solution for the larger organisation, 
was to have systems and a point of contact for staff so communication could 
be pushed both upwards and downwards.  For the smaller organisation, 
however, the key lay back with flexibility.  Ensuring that all managers had 
flexibility in their work to be able to go and meet all staff and spend quality 
time with them, and getting to know them.  The literature not only makes 
reference to the importance of communication but goes further and discusses 
meaningful collaboration between the organisation and the employee.  For 
Millenials and Generation 2020 working in collaborative cultures and 
environments is going to be highly important (Luscombe et al 2013; Tapscott 
2009).  Not only will they want to be consulted on the broader organisational 
issues but also on individual related aspects that affect them such as what 



Otago Management Graduate Review  Volume 12 2014 
 

18 HR Implications When Five Different Generations Work Together 

position do they hold, what tasks do they undertake and how are the 
recognised and remunerated.  For these generations whenever an 
opportunity to consult them and include them on a decision making process 
arises it will need to be taken.  This research suggests that we should move 
away from HRM policies and procedures of employee engagement to 
collaborative cultures where engagement at all levels at all times is a basic 
expectation.   
 Luscombe et al (2013) continue with this collaboration to also tap into 
the Millenials and Generation 2020’s social awareness and deep interest in 
the problems faced by society to advocate a collaborative approach to 
supporting certain charities.  They suggest that these generations could 
determine which charities the organisation supported and also the way in 
which that support is offered.  This process would not only engage these 
employees it would also highlight to them that they are working for an 
organisation that cares strongly and is socially aware, and in this way the 
values of the organisation would align with their values, and as a result make 
the organisation a more appealing place to work and be associated with.  The 
final and crucial point that was made is collaborative working and cultures 
require trust and organisations to behave fairly and equitably.  Millenials will 
not remain in organisations that consult with them but then do not follow 
through on the agreed outcomes, whether that was over an organisational 
decision making processes or personal promise made at the recruitment 
stage of recognition for future performance.  
 Once again there appears to be a correlation between the size of an 
organisation and the need for more formalised HRM processes.  In terms of 
growth this is again going to be a significant issue for organisations who are, 
in this day and age, operating in a business environment that is forcing them 
to be responsive, agile and adaptable (Sharp et al 2000).  Undoubtedly 
innovative human resource practices which can address these issues will be 
invaluable to an organisations overall performance and its ability to attract, 
retain and engage quality employees. 
 
 
Life Cycle is More Important than Generations 
When we delved deeper into the issues of flexibility both organisations 
commented that flexibility was crucial in attracting and retaining staff from 
across all the generations.  Both organisations consistently stated, however, 
that the requirement for flexibility and any changes in the form of that 
flexibility, whether it be work schedules, sabbaticals, working from home etc 
was far more relevant to the life cycle, and the stage that an individual is at, 
than to what generation they belong too.  Numerous examples were given 
from both organisations, but some more specific ones were that an 18 year 
old who has just started a family requires the same flexibility from the 
workplace as a 40 year old who has just started a family.  Millenials are 
requesting months off work so they can travel before they commit to a career 
in the same way that Baby Boomers and Generation X employees are 
requesting time off, to travel as the children have just left home, and they 
would like to take an extended break before they refocus on the workplace. 
 The CEO of one organisation stated, ‘It is more about where they are 
in their life cycles than the generation they have been assigned to’.  This 
awareness whilst not explicit is supported in the literature.  Traditionalists, 
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who have been viewed as very hard working, very loyal and always puts the 
organisation first are now beginning to sight flexible working practices to 
meet family demands and to provide more leisure time as important to them 
in the workplace (Montenegro et al 2002).  This is an attitude you would have 
expected to observe in younger generations.  In addition Baby Boomers who 
are approaching retirement demand a more flexible approach, they do not 
want to see retirement as permanent but want the opportunity to exit and 
enter the workforce as it suits them (Atchley & Barusch 2004).  This is 
another example of an attitude we would consider more closely aligned with 
Millenials.  The conclusions that were drawn from this discussion is that 
everyone, regardless of which generational cohort you belong to, is 
demanding more flexibility from the workplace.  Those employees want to be 
seen and treated as an individual and have HRM policies and practices to suit 
them and where they are in their life cycle and not be dictated to, based on 
the year they were born, and stereotypical beliefs. 
 
 
Acknowledging the Different Generations in the 
Workplace 
During the interviews both organisations acknowledged that they had 
different generations in their employment and that it was important to 
consider these different generations when making decisions, developing HRM 
practices, building culture etc. however neither organisation had done 
anything practical or developed any strategy around the generations. This is 
most likely an indication of just how contemporary this issue is, indeed 
Generation 2020 is not yet in the workplace, and the importance of 
innovative and creative HRM solutions and policies.  Both organisations spoke 
about a theoretical understanding of the differences, but could not offer any 
practical application for that theory. The only mention of changing practices 
based on generational differences came from the CEO of the smaller 
organisation.  Presently they do all their recruitment through word of mouth, 
however she stated that if in the future this method was insufficient to meet 
the needs of the organisation then she would use the internet and social 
media to advertise as this was the now the new standard place where 
applicants looked for work.  She went one stage further when she talked 
about wanting to initiate a number of changes within the organisation, and 
that she has considered targeting Millenials in recruitment as she believes 
they are not just more accepting of change, they will actually be the ones to 
drive it.   
 
 
Implications for Managing Different Generations 
From these key findings certain points appear to come to the fore.  What was 
clear is that both organisations wanted to understand the different 
generations in the workplace, how to manage those differences and what the 
implications may be.  It was evident however, that whilst understanding the 
different generations can be useful in understanding priorities, and explaining 
certain phenomenon, it cannot be utilised as a silver bullet strategy to 
manage your workforce.  Getting to know your workforce and obtaining a 
fundamental understanding of its generational make up will enable 
organisations to recognise how this contributes to communication difficulties, 
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conflict and decreased levels of organisational commitment (Lancaster & 
Stillman 2002) and therefore offer practical solutions to manage this.  A good 
example of how this understanding can be used was discussed by 
Kupperschmidt (2006).  She noted that whilst inherent conflict in the 
workplace maybe exacerbated by different generations, that respect would be 
a key value for all generations which would assist in communication and 
interactions.  Indeed that mutual respect across generations had been linked 
with retention, a key first step in organisational commitment.  To extend this 
notion it offers opportunities for organisations to build and embrace their 
employee’s awareness of the different generations.  This could be done 
through team building exercises, social events, generation training and 
workshops, and a starting point could be asking members from across the 
generations to come together and find a solution or activity that works for 
them.  Educating the workforce and building an understanding of 
generational differences could be a great way to build cohesion and respect. 
 The literature and the research combine to demonstrate, however, that 
there is no one size fits all approach to managing a multi-generational 
workforce. The message that came through in terms of genuine engagement, 
delivering flexibility and effective recruitment and hiring was that managers 
needed to get to know their work force.  Not only is there a need to gain a 
solid understanding of the different generations it is more important to get to 
know the characteristics, needs and aspirations of the individuals’ that make 
up the workforce.  This aligns with being a strategic HRM organisation where 
frontline managers are empowered to make decisions, initiate actions and 
carry responsibilities to make things happen, within the group of staff they 
manage, as they are the ones who best know the individual traits of that 
group and the needs of the individuals’ within it. 
 
 
Engagement and Flexibility   
The research confirms that all organisations, but in particular those who are 
expanding, need to be very thoughtful about how they address the issues of 
engagement and flexibility in terms of the needs of the generations.  
Motivation, and support from colleagues and supervisors have been identified 
as important to all generational workers and highly useful in maintaining and 
improving satisfaction in the workplace and therefore commitment to the 
organisation (Benson & Brown 2011).  Certainly central to the generations for 
Gen X and onwards but also for previous generations is that managers need 
to find the time and the opportunities to get onto the shop floor, be visible, 
accessible, open, and thoughtfully engage with the workforce.  Whilst the 
literature supports the notion that understanding the generational diversity 
enables you to fit policies to accommodate the different groups 
(Kuppershmidt 2000), it also supports, and this research supports the notion 
that it is crucial to understand how work and people interact, and have an 
ability to make predictions about the way individual employees will respond 
to these various interaction (Benson & Brown 2011). Increasingly the most 
effective way to engage your workforce is not to produce complex systems 
for feedback, but to actually put the time aside and get to know them 
individually and personally.  This aligns with the ability to offer and deliver a 
flexible workplace which all generations have shown to value. 
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Implications for Future Workplaces 
What our research also confirmed was that organisations needed to be 
reviewing their HRM practices now in preparation for the future.  We found 
that previous generations did in fact have greater commitment to the 
organisations than those currently entering the workplace.  This is in line with 
earlier finding by Twenge et al (2010) who demonstrated that Millenials had a 
higher turnover intention than previous generations.  This is of particular 
concern when demographically their will, as a proportion be fewer younger 
workers available and there has been an established link between lower 
employee engagement and lower job performance (Jaros 1997; McElroy 
2001).   
 Some of these factors are building up to what in some sectors is being 
referred to as a ‘perfect storm’ (Hernandez 2005).  In this case we currently 
have Traditionalists, who have always had strong organisational loyalty, 
wanting to stay and pass knowledge on.  Loyal Baby Boomers who have been 
involved in one organisation for a long period and provide stability and wealth 
of knowledge.  Gen X who if they have the right work life balance have 
stayed, absorbed that knowledge and are ready to progress, with Millenials 
and Generation 2020 bringing in creativity, innovation and technological 
savvy.  If we were too fast forward a number of years when the 
Traditionalists and Baby Boomers move out of the work place and Gen X are 
approaching the latter years of their career, will they still want to stay and 
pass on the experiences, will they still be ‘putting the organisation first’ as 
previous generations did, will they be looking to balance a more relaxed work 
leisure balance or leaving the workplace entirely. If the Millenials and 
Generation 2020 are moving between positions and organisations, how do 
organisations retain quality staff, provide continuity and leadership, protect 
ideas and core competencies etc, who invests in the organisation to ensure it 
is fit for purpose in the long term and for future generations.  In terms of a 
solution Lub et al (2012) suggest that now is the time to be focusing on Gen 
X and the Millenials.  That both groups would benefit from some coaching 
management styles and innovative HR policies that will ensure they are 
constantly being challenged and developing.  Their findings, give special 
attention to Gen X, as they are more likely to stay with the organisation and 
be committed, but also as their needs are broader and include issues such as 
work-life balance, job security and autonomy.  Beekman (2011) goes further 
in his recommendations for HR innovative practices.  He stresses that if 
organisations are going to be ready for this future impact then they must 
adopt flexible working policies, as it appeals to all generations and increases 
morale and productivity across the workforce.  He identifies, as of particular 
importance to Gen X and Millenials effective and generous family leave 
polices, to ensure they are attracted to and remain in the same organisation.  
He recommends a broadening of the reward and recognition programs to 
encompass all employees, from all generations, who are likely to be 
motivated by different factors.  Individualise not only the incentives available 
but the way they are offered. Finally he discussed giving Millenials extra 
attention and tapping into their desire to make a difference and the fact they 
want to make it fast.  The literature, also supports that whilst Millenials are 
prone to moving around organisations, they are also looking for significant 
responsibility, in a challenging workplace that provides them with open and 
positive management, clear direction and the ability to be creative 
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(Broadbridge et al 2007; Martin, 2005).  In addition, as discussed, Millenials 
and Generation 2020 are looking to work for organisations that are 
collaborative, open, fair and honest with them. They want to be valued and 
recognised for the work that they do and in return are prepared to undertake 
challenging work and commit to the organisation.  In line with the 
collaborative environment organisations should actually discuss with these 
generations explicitly, what is expected of them in adding value to them, but 
also how the organisation can add value to them personally (Luscombe et al 
2013). 
 Luscombe et al (2013) also highlighted the importance of giving 
Millenials the opportunity to extend themselves and continue the practice of 
ongoing personal development through further training and graduate 
programmes as an effective means of building commitment to the 
organisation and therefore retaining your most talented staff. One of the 
crucial factors in training for the Millenials and Generation 2020 is that this 
personal development must be linked to career goals and those employees 
must be able to see the connection with the training they are doing and the 
advancement potential.  Organised and managed effectively training and 
personal development would become a crucial weapon for organisations to 
attract, engage and retain these generations. 
 One of the central themes coming through from this research is the 
importance of strategic HRM and its pivotal role in linking together all the 
practices that are going to vital for future organisations if they are going to 
both survive and thrive.  In line with what has been discussed, it will not be 
merely sufficient for organisations to be collaborative with their employees 
and engage them in certain areas, or offer them personal development 
opportunities, or be seen to be socially aware etc.  What organisations must 
come to terms with is that if they are developing training and graduate 
programmes then this must be done in collaboration with the employees, 
when the development programmes are being constructed they will definitely 
need to be focused on individual career goals, but may also need to address 
a wider issue for society and in the same pattern when contributing to the 
wider society, how do they collaborate with employees?  Is it just an 
opportunity to donate money, or should they be focusing on donating time, 
skills and the organisations core competencies and if this is so, is this another 
opportunity for personal / professional development for employees? 
 Furthermore we have already discussed that the Millenials have grown 
up being immersed in technology (Macon & Sacks 2009), but also crucially 
that Generation 2020 will have grown up using technology as part of their 
lives and they will have the expectations that employers will provide them 
with these same technological tools and opportunities that they utilise in their 
personal lives (Tapscott 2009).  In terms of both recruiting and retaining 
employees from these generations it is therefore logical that these employees 
will value and will want an association with an organisation that is technically 
savvy and up to date (Luscombe et al 2013).  For Generation 2020 not only 
will they have at their disposal the technological tools that they expect but 
they will also place a value on working for an organisation that is perceived 
by their peers and others as innovative and contemporary.  To summarise 
Altimier (2006) identified five aspects that are important to Millenials in the 
workplace, that employers need to be aware of if they are going to 
successfully attract and retain them. These are a fun environment, 
opportunities for growth, variety of work projects chances to learn new skills 
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and flexible work schedules.  There is also no reason to conclude that this 
would not be important to Generation 2020. 
 
 
Conclusion 
Our research combined with the literature has demonstrated what a pressing 
and contemporary issue generational differences in the workplace is.  Whilst 
certain literature on different generations, their characteristics and skills have 
been around for a considerable period the research that identifies innovative 
solutions, and to incorporating innovative HRM strategies such as 
recruitment, engagement and flexibility is all contemporary.  Furthermore 
from our research, both organisations stated they were in the position where 
they knew that this issue was approaching, and that it would need to be 
managed, they had a good theoretical standing however neither organisation 
had implemented or had plans to implement any practices specifically aimed 
at either the different generations or ensuring that these generations worked 
smoothly alongside each other. 
 In general our research supports previous literature on the 
generational differences.  It highlights that organisations should draw upon a 
theoretical framework when managing the different generations but treat 
individuals individually, and be aware of their life cycle.  We conclude that 
size and growth will be important considerations when managing generations.  
Whilst in today’s business environment it is fundamentally important that all 
organisations are strategic, larger organisations have the additional problem 
of ensure that they remaining in contact with their staff.  The most recent 
generations in the workforce demand that personal touch, to be involved and 
have opportunities and career pathways tailor made for them, as well as a 
flexible work environment that suits them. In addition, when recruiting, how 
do you identify potential employees with similar values as the organisations?  
The answer to this dilemma appears to be in setting a collaborative culture, 
where employees work alongside managers and the organisation to achieve 
its goals.  This will involve getting senior and middle managers onto the 
ground floor to meaningfully engage with and understand the workforce.  
Once you build this understanding then employees will be engaged and you 
will understand the individual needs, so flexibility becomes less problematic 
to manage and your employees will know the values of the organisation.  
 There are also some practical implications from this research and we 
have highlighted that what will be common to all workplaces is that managers 
will need to build environments and cultures that are respectful, aware and 
understanding of generational differences (Appelbaum et al 2005).  To avoid 
the ‘perfect storm’, when creating those environments organisations need to 
recognise that the newer generations entering the workforce want it to be 
challenging, rewarding, flexible and one that enables them to develop 
professionally.  This may well mean the introduction of mentoring and 
coaching and specific training programmes.  Finally organisations should 
recognise that the best talent is going to be attracted to and remain with 
those organisations that are socially aware, technologically advanced, are on 
the frontier of contemporary advancements and have innovative and 
progressive HRM practices. That it will be how they strategically and 
collaboratively align all these issues which will determine how successful they 
manage the generational differences, and as a consequences attract and 
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retain the best talent and have that talent working together that produces a 
synergy that in turn impacts positively on organisational commitment, lower 
turnover, utilisation of skills and ultimately profits and outcomes.  
 Organisations should begin the process now of encouraging Millenials, 
and Generation 2020 when they enter the workforce, to contribute and 
reward them by offering regular opportunities for advancement and 
challenging work. If organisations can empower them and surround them 
with other committed and motivated employees, then they will instil in them 
a sense of loyalty which will ensure they are retained within the organisation 
and they will then go on to be the leaders of the future.   
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Introduction 
Trust has received a great deal of attention as a concept within several 
disciplines including social psychology, sociology, psychology and 
management (Doney, Cannon, & Mullen, 1998). It is widely praised for its 
central role in establishing and maintaining close cooperative and productive 
relationships (Tomlinson & Mayer, 2009). In recent years trust repair has 
been a hot button topic within the trust literature, the understanding for 
researchers being that the ability to repair trust after a violation is very 
important to restoring interpersonal relationships. Recent research has also 
begun to establish understanding of the antecedents, moderators and 
mediators of trust repair as well as the factors that impact upon trust repair. 
However, there is not a great deal of research underlying the impact of 
culture on the efficacy and likelihood of trust repair between trustor and 
trustee. Significantly, cultural context is deemed to have impact on a number 
of outcomes and has been specifically proposed to affect propensity to trust 
(Schoorman, Mayer, & Davis, 2007). The theoretical framework behind the 
current paper stems from the understanding that cognitive responses and 
decision making in relation to trust repair are influenced by an individual’s 
culture. The paper specifically delves into the characteristics of individualist 
and collectivist cultures in order to establish their differences in perception 
and causal attribution of behaviour. These differences are proposed to be 
implicit and specifically impact upon the responses of trustors to trust repair. 
 There are three key levels at which trust can be conceptualised: 
individual, group and organisational (Fulmer & Gelfand, 2012; Mayer, Davis, 
& Schoorman, 1995). The current paper focusses on interpersonal or 
individual level trust and the impact of culture on its repair. Firstly, the paper 
will set the scene by providing and brief context to understand the key 
concepts and components of trust and the antecedents of trust development. 
Secondly, it will provide understanding a contextual understanding trust 
repair. The paper will present research that has established the way in which 
culture impacts upon the development of trust. It will also introduce theory of 
causal attribution to establish it as an explanation for the differences in 
judgements of trust repair between individualist and collectivist cultures. The 
review will also present a theoretical explanation for the differences in 
attribution of trust repair attempts by highlighting the perceptual differences 
between collectivists and individualists, being holistic and analytic 
respectively. The review will make comparisons of two cultures theorise on 
how the two cultures differentially affect the impact upon trustor views of 
trust repair attempts after trust violation.  In order to advance how trust 
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repair is considered and perhaps establish culture as an important factor 
within trust repair. 
 
 
What is Trust? - Components, Antecedents, Outcomes 
Trust is often viewed as concept that is difficult to pin down; this is clear by 
the numerous diverse views on the concept of trust (Doney et al., 1998; Huff 
& Lane, 2003). Mayer et al. (1995, p. 712), in their integrative model of 
organisational trust, define trust as the “willingness of one party to be 
vulnerable to the actions of another party (trustee) based on the expectation 
that the trustee will perform a particular action important to the trustor 
regardless of the ability to monitor or control the trustee”. Fukuyama (1995) 
views trust as an expectation of regular honest and cooperative behaviour 
based on commonly shared norms and values. The key element of trust that 
is established is the willingness of individuals to be vulnerable to one another. 
The need for trust is established at multiple levels, whether it be at a dyadic 
level between individuals within an organisation or between organisations 
themselves (Doney et al., 1998). In order to fully understand the concept of 
trust it is important to briefly highlight its antecedents, components and 
characteristics. Trust represents an important aspect of many dyadic 
relationships. Trusting relationships ensure that individuals are able to form 
close bonds with others. Furthermore, in order for individuals to work 
together interpedently there is need for them to depend on one another. 
The social function of trust is well known; trust acts as a social lubricant 
making individuals who a not immediate partners (i.e. strangers) able to 
work together interdependently (Yamagishi & Yamagishi, 1994). 
 
 
Development of Trust 
A number of studies have focussed on the characteristics of the trustee as 
important determinants of the development or formation of trust. Specifically 
in order for an individual to be vulnerable to an individual they must feel they 
can place their faith in that individual. Mayer et al. (1995) underline 
benevolence, integrity, and ability as important characteristics of a trustee 
central to the development and evolution of trust. Three key factors are 
highlighted for a trustee to garner trust; benevolence, ability and integrity. 
These factors impact upon how much trust an individual garners and the 
extent to which the individual is trusted and therefore represent factors of 
perceived trustworthiness. Benevolence refers to the extent to which a party 
is believed to want to do good for a trusting party (Dirks, 1999; Mayer et al., 
1995). Therefore, a benevolent individual is deemed to have no ulterior 
motives in wanting to good for another (Mayer et al., 1995). Ability as an 
antecedent of trust is defined by the group of skills, competencies and 
characteristics possessed by a trustee that have influence on a particular 
domain or area which enables them to garner trust from a trustee based on 
their competence or aptitude in that particular area. Finally, and importantly, 
integrity involves the perception that the trustee adheres to a set of 
principles and values that the trustee finds to be acceptable or valuable. If a 
trustee is not perceived to have possessed these principles they would not be 
seen to have integrity (Mayer et al., 1995). Furthermore trust declines due to 
perception of decreases in trustee’s ability, benevolence or integrity. A 
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multitude of authors suggest very similar factors of trustworthiness although 
they use different names to conceptualise these factors. 
 Researchers also establish focus on the trustor’s characteristics as 
important determinants of trust (Fulmer & Gelfand, 2012; Mayer et al., 
1995). How the trustor comes to trust a trustee involves cognitive processes 
in order to determine trustworthiness. These cognitive and perceptual 
processes will become even more important in discussing the link between 
trust repair and culture. Specifically, for the trustor propensity is an 
important determinant of trust development. Propensity to trust or 
trustfulness refers to an expectation that others in general, whether 
members of in-group or out-group can be trusted (Huff & Lane, 2003; Mayer 
et al., 1995). It is generally seen as the likelihood of an individual to trust 
others. Therefore those with a high propensity for trust are more likely to 
trust in the absence of information (i.e. when the trustee is a stranger) about 
the trustee than those with low propensity. Most relevantly to the current 
paper, individuals with different cultural backgrounds have been found to 
vary in their propensity to trust (Hofstede, 1984). It is sometimes found that 
while some individuals can repeatedly trust in situations where others would 
not see deserving trust, others may not trust under any circumstances 
regardless of the situation (Mayer et al., 1995; Schweitzer, Hershey, & 
Bradlow, 2006). The reflection of characteristics of both the trustor and the 
trustee show the importance of a mutual trust relationship. The current paper 
focuses on the reaction of trustors to trust repair attempts. Specifically 
investigating how culture has an impact on the reactions of individuals to 
trust repair after trust violations. 
 
 
Trust repair 
The importance of trust is evident, however often violated (Schweitzer et al., 
2006). When this occurs it is important to the mutually developed 
relationship between trustor and trustee that broken or damaged is repaired. 
Trust violation results in both a cognitive appraisal, in which the victim 
determines the responsibility for and costs of the violation, as well as 
deciding on a specific emotional reaction to the violation and the subsequent 
repair attempt. The way in which trustors respond to trust violation can mean 
the difference between reconciliation and the breakdown of a relationship 
(Tomlinson, 2004). Trust repair, restoration or recovery strategies represent 
the way in which trustees attempt to mend trust after a violation. Additionally 
multiple strategies can be used in order to repair trust following a violation 
including apologies, denials, promises, excuses, reparations, or 
compensation, legalistic remedies and even no response (Kim, Dirks, & 
Cooper, 2009). For instance trust harmed by untrustworthy actions can be 
effectively restored when individuals observe a consistent series of 
trustworthy actions (Schweitzer et al., 2006). Although the importance of 
trust repair is well established, the factors that facilitate and moderate trust 
repair are becoming increasingly more important within research. Trust repair 
represents a significant concept to the restoration of trust after violation and 
it can be studied both by looking at the actions of mistrusted party and the 
behaviour of the trustor. What is most relevant to the current theory are the 
individual factors of the trustor that influence trust repair. 
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The role of causal attribution in trust repair 
The actions and responses and behaviour of the trustor to trust repair are of 
particular pertinence to the current review. Therefore it is important to 
understand the cognitive, interpersonal and perceptual processes individuals, 
specifically trustors, use to make decisions about trust repair (Kim et al., 
2009). This is particularly pertinent to the review because inherently culture 
has an impact on the way individuals make decisions both cognitively and 
interpersonally (Kim et al., 2009). Some studies have looked at interpersonal 
and structural factors that lead to trust repair. In this vein attribution theory 
has been contended to offer insight into how trust develops, declines and is 
repaired (Morris & Peng, 1994; Tomlinson & Mayer, 2009). The concept of 
attribution is an important one within psychology at a basic level it is the 
process by which individuals explain the cause of e vents or behaviours 
(Kelley, 1973; Weiner, 1972). According to the basic theory of causal 
attribution within psychology there three specific dimensions on which 
individuals base their attribution decisions; consensus, distinctiveness and 
consistency (Kelley, 1973).As with many aspects of life individuals attempt to 
make sense of the behaviour of others by making attributions about the 
causes of events; this represents how they make decisions about how to 
react to an event in case of the review, the event being trust repair after 
trust violation. Recently researchers have begun to apply causal attribution 
theory and an attributional perspective to trust repair (Tomlinson & Mayer, 
2009). 
 Causal attribution is the perceptions that individuals have of a negative 
or positive outcome or behaviour. The attribution process within trust repair 
focuses on the negative outcomes and predicting whether the event is likely 
to recur. The decision to repair trust with a trustee and how much to trust 
after violation is based on the attribution decision. (Tomlinson & Mayer, 
2009). Attribution can be applied to trust repair to demonstrate the 
importance of trustor decisions in the efficacy of trust repair. One key causal 
attribution dimension that is posited to define the decisions of individuals in 
relation to attribution is that of the internal and the external attribution locus 
(Kelley, 1973). 
 Internal attributions represent perception of the behaviour events or 
behaviour being caused by the internal disposition, traits or attributes of an 
individual. Making external attributions means that situational or contextual 
factors are perceived to be the cause of behaviour or events (Tomlinson & 
Mayer, 2009). This represents a key attribution dimension. At a basic level it 
sets out how much of the action or behaviour can be attributed to the 
individual and how much is attributed to the context or situation. Whether 
the trustor decides to attribute the behaviour of trustee in trust violation is 
dependent on the attribution that is made and this has a very important 
impact on the likelihood of trust repair.  Trust in another individual is 
enhanced to the extent that trustworthiness can be attributed to factors to 
the internal within the trustee rather than situationally driven or factors 
relating to context. 
 Some studies show that there are specific differences in the way 
individuals make causal attributions in relation trust violation. Situational or 
external attributions are often formed because external factors are more 
salient to the individual than dispositional factors in making decisions about 
trust violations and most likely repair (Tomlinson & Mayer, 2009). The 
emphasise on situational factors in relation to judgments of trust violations 
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represents a greater opportunity to repair trust because it reduces the 
culpability of the trustee and allows more easily for trust repair. However, 
other studies do suggest that trust repair is more likely to occur if trustee 
assumes blame for violation (i.e. makes and internal attribution) rather than 
making external attributions for trust violations (Kim et al., 2009). 
 This suggests that on particular occasions of trust violation and repair, 
it is actually better for individuals to make internal attributions and 
encourage trustors to make internal attributions for trust violation. Kim, 
Cooper, Dirks, and Ferrin (2013) found that there are differences in reaction 
to specific trust violation (i.e. competence and integrity based violations) 
depending on the way the trustee uses repair to attribute blame. Specifically 
denial was seen as the appropriate repair for competence based violations 
while apology was seen as appropriate for integrity based violations.  The 
attribution decision between internal external factors represents a pertinent 
cognitive process in decision making in relation to trust violation and repair. 
 Variation exists in how much and how fast violated individuals repair 
their trust in another party. Researchers propose that people diverge in their 
rate of trust repair in relation to numerous factors, including their implicit 
beliefs; the type of trust violation they are presented and in the current 
review culture (Haselhuhn, Schweitzer, & Wood, 2010; Kim et al., 2009). 
Some individuals may find it more difficult to trust the trustee again while 
others would find it much easier. Fulmer and Gelfand (2013) suggest that a 
key process that affects trust restoration or repair is the attribution of the 
violation that has occurred.  The attributional process during trust repair is 
subject to selective interpretation. It is therefore suggested that the 
differences in attributional decision making in relation to trust repair are also 
based on the cultural differences of collectivists and individualists. 
 
 
The Culture Dimension-Differences between 
Collectivism and Individualism 
The key aspect presented in the current paper that is the integration of 
culture into the trust literature. Doney et al. (1998) highlight that the 
greatest impacts of culture is how information is used to make decisions. It is 
a system of values and norms that are shared among a group of people and 
that when taken together constitute a way of thinking and believing and 
processing information (Hofstede, 1984). It is define as a pattern of 
distinctive and enduring behaviour or personality characteristics (Hofstede, 
1980). Social differences that exist between different cultures affect their 
beliefs about specific aspects of the world and the way in which they know 
the world (Nisbett, Peng, Choi, & Norenzayan, 2001).The values and 
judgments that are contained within the cultures of individuals have an 
important impact on the way in which they make a number of decisions. 
Therefore, it is logical to assume that these differences impact upon the way 
individuals view and process trust repair. 
 
 
Trust development and culture 
However, within literature much more is known about the relationship 
between culture and trust development. Research linking trust development 
to culture provides justification for why trust repair and culture would 
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logically also be linked. Trust building to some extent depends on the societal 
norms and values that established by culture. Therefore the process trustors 
use to form trust and logically to repair trust would be heavily influenced by 
culture (Doney et al., 1998). Within this realm, Yamagishi & Yamagishi’s 
(1994) seminal study identified differences in level of trust between US and 
Japan, which represent the differences between individualist and collectivist 
cultures very clearly. They found that in general American respondents were 
more trusting of others compared to Japanese respondents and that they also 
considered reputation more important. The authors also demonstrated that 
the propensity to trust was higher among individualists (i.e. Americans) that 
among Japanese (collectivists). Clearly cultural norms and values affect trust 
building processes In further support of the differences in propensity to trust 
between collectivists and individualists, other researchers have also found ait 
was higher propensity for trust among US respondents (individualist) 
compared to Asian countries (collectivist) (Huff & Lane, 2003; Schoorman et 
al., 2007). 
 The current paper proposes that culture influences the decisions made 
in relation to trust repair. Specifically in relation to culture, there is particular 
interest within research in collectivist and individualist cultures (Hofstede, 
1984).Collectivistic and individualistic culture is suggested influence the 
judgments made about trust repair through the differences in each cultures’ 
perceptual affordances; holistic and analytic respectively (Miyamoto, Nisbett, 
& Masuda, 2006). The collectivism-individualism dimension is one of the most 
important within literature that distinguish one culture from another therefore 
it is vital to understand these differing cultural paradigms (Hofstede, 1984). 
Furthermore, various conceptualisations exist to define the differences within 
these particular cultures. It is important to define differences between these 
two cultural paradigms in order to understand the way in which they may 
influence the repair of trust. Although both view mutual relationships as 
important, the way in which they perceive and understand relationships with 
others is often proposed to be inherently different in a number of areas 
(Doney et al., 1998; Hofstede, 1980; Huff & Lane, 2003). It is currently it is 
suggested they also differ in their perceptions of trust repair. 
 The major differences that emerge between collectivism and 
individualism is the way in which individuals make decisions and perceive 
their relationships (Choi, Koo, & Jong An, 2007). Collectivism is characterised 
by tight social frameworks where people distinguish between in-group and 
out-group and offer absolute loyalty to the in-group (Hofstede, 1980; Huff & 
Lane, 2003). Collectivists are likely to find importance in identification with 
groups therefore group memberships (i.e. with their in-group) are likely to be 
important to them. Collectivist cultures are deemed to find greater 
importance in personal relationship. In fact from an organisational 
perspective collectivist organisations such as Japanese firms often forgo 
better deals with new partners to maintain long term relationships with loyal 
partners (Yamagishi & Yamagishi, 1994). Collectivist cultures are widely 
posed to be accustomed to environments where there is a greater sense of 
security within established relationship and are often deemed to be but 
distrustful of people outside of these relationships (Yamagishi, Cook, & 
Watabe, 1998). 
 Within psychology it has been demonstrated that members of 
collectivist cultures emphasise in-group out-group boundaries more readily 
than individualist cultures (Fulmer & Gelfand, 2013; Yamagishi et al., 1998). 
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Specifically, in general collectivists are deemed to be more sensitive to this 
boundary and are therefore more likely to see members of their in-group 
more positively and have distrust for the out-group (i.e. strangers and 
outsiders). This is important to consider because group membership presents 
a factor that is also proposed to influence the attribution decisions after trust 
violation and repair specifically for collectivists. Collectivists, generally, also 
shown to have stronger bias towards members their own-group. In relation 
to trust development specifically, when collectivistic cultures interact with in - 
group members they exhibit higher trust than with out-group members 
because the distinction is particularly salient (Doney et al., 1998; Fulmer & 
Gelfand, 2013). Therefore in relation to trust repair collectivists are 
suggested to be generally more vigilant to the trust violations of out-group 
members in general. Furthermore, Nisbett and Miyamoto (2005) add that 
those within interdependent cultures need to attend to relationships and 
context to a greater extent than independent cultures. This finding becomes 
even more apparent when we consider the respective perceptual affordances 
of these two cultures which are proposed to greatly impact and create 
different perceptions of trust therefore this become particularly important 
later within the current theoretical framework. 
 Conversely, it is proposed that individualist cultures have more analytic 
perspectives of the world and relationships. The way in which they construe 
themselves in relation to others is markedly different to collectivists. 
Individualists are often seen to view themselves as autonomous and unique 
entities separate from others (Fehr & Gelfand, 2010). Specifically, they are 
often seen to view themselves as autonomous and unique entities separate 
from others (Fehr & Gelfand, 2010). Individualists are generally oriented 
around the self and find greater comfort in independence rather than being 
motivated by group mentality. Individualist cultures are often conceptualised 
to be more calculative in the way in which they make decisions. Furthermore, 
independent, individualistic cultures attend primarily to objects (Nisbett & 
Miyamoto, 2005). The perceptions and decisions of individuals are mediated 
by culture therefore it is a logical conclusion the trust repair would be 
influenced by culture. 
 A variety of researchers make cross-cultural comparisons between 
specific cultures in order to demonstrate the differences between collectivists 
and individualists (Doney et al., 1998; Yamagishi & Yamagishi, 1994). Cross-
cultural differences and their impact are important to highlight within the 
current review because they allow for understanding of the differences in 
cultural contexts. As well as how these differences may impact on the way in 
which people make decisions and the processes in terms and trust repair. 
Understanding the differences between different cultures makes it more clear 
on the way in which different cultures produce different patterns of 
perception (Nisbett & Miyamoto, 2005). A number studies have proposed that 
differences in social structure and practice of cultures leads to differences in 
perception. The paper further proposes that collectivists and individualists 
have specific differences in perceptual affordances that directly mediate 
specific attributional tendencies. The paper moves to understanding the 
implicit perceptual processes the collectivists and individualists in order to 
provide an encompassing theoretical explanation how and why these cultures 
may make attributional decisions in relation trust repair. 
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Holistic and Analytic Perceptual Affordances as 
Predictors of Internal and External Attributional 
Tendencies 
The perceptions of individuals can no longer be seen as consisting of 
processes that are universally similar across all people. It is therefore 
proposed that holistic and analytic perceptual perspectives are implicit to 
collectivist and individualist cultures respectively. These implicit perceptual 
differences are applied to attribution theory previously discussed and 
suggested to predict attributional tendencies. Specifically, related to cultural 
differences in patterns of perception and cognition the major proposition in 
the current review is that the holistic and analytic perceptions of collectivists 
and individualists impact upon their views of trust repair. Therefore, it is 
proposed that collectivists and individualists can also be further characterised 
by their perceptual understandings of the world. Comparisons are often made 
between those with holistic and analytic perceptions as elements of cultural 
context (Nisbett & Miyamoto, 2005). Nisbett and Miyamoto (2005) establish 
that there are effects of culture on how individuals perceive and categorise 
information. The analytic and holistic perspectives highlight the way in which 
different cultures perceive the world in which they live (Choi et al., 2007; 
Masuda & Nisbett, 2001; Miyamoto et al., 2006; Nisbett & Miyamoto, 2005). 
 Firstly, holistic perception is characterised by a greater attentiveness 
to context (Miyamoto et al., 2006). Holistic thought or perception is defined 
as involving orientation to context as a whole including attention to 
relationships between a focal object (e.g. a trustee) and the context. 
Generally, its characterised by a preference for explaining and predicting 
events and behaviour of others on the basis of such relationships (Choi et al., 
2007; Nisbett et al., 2001). On the other hand, analytic perception involves 
detachment of individuals from the context using greater attention to the 
object and the use of formal logic and rules to understand behaviour. 
Additionally, individuals with analytic perception have a tendency to focus on 
the attributes of an object or individual to assign it to categories and to 
explain and predict an individuals’ behaviour. This type of perception requires 
individuals to decontextualize in their perception of behaviour (Masuda & 
Nisbett, 2001). Western cultures are proposed to organise objects by 
emphasising rules and categories therefore they are more greatly considered 
to have analytic perception(Masuda & Nisbett, 2001). East Asian cultures 
(collectivistic) are said to be holistic and they assign causality to the 
environment contextually. (Nisbett et al., 2001). 
 The notion that perceptual processes are influenced by culture is 
widely supported by recent evidence. Nisbett and Miyamoto (2005) highlight 
that western cultures engage in perceptual processes by focussing on salient 
objects independent of culture, Asian cultures however engage in context 
dependent and holistic perceptual processes. Recent research outlining 
collectivism and individualism however have not necessarily made deliberate 
and clear theoretical links between the collectivism-individualism dimensions 
and perceptual affordances discussed (Miyamoto et al., 2006; Nisbett & 
Miyamoto, 2005). It is therefore suggested here that collectivistic culture and 
individualistic culture each correspond directly to holistic and analytic 
perception respectively. Additionally, the concept of analytic and holistic 
perceptual affordances is highly related to causal attribution theory literature 
which as discussed previously highlight two key attribution decisions; 
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whether to make internal (dispositional) external (context-based or 
situational) attributions for behaviour (Choi, Nisbett, & Norenzayan, 
1999).The perspective taken in this review is that the inherent differences in 
the attributions of collectivistic and individualistic cultures come as a result of 
their differing perceptual affordances. This is suggested to impact upon the 
way in which they view trust violations and consequently trust repair 
attempts.  Specifically collectivists and individualists have inherent 
attributions of trust repair as a result of their implicit perceptual perspectives, 
holistic and analytic respectively. In support of this view some research has 
established the relationship between culture and causal attribution. 
 
 
Causal Attribution and Culture 
There is some evidence to suggest that collectivists and individualists have 
inherent differences in their attributional tendencies.  Within the causal 
attribution literature, researchers suggest that cultural values and norms 
affect the way people make attributions (Choi et al., 1999; Morris & Peng, 
1994). The key difference between collectivist and individualist cultures in 
terms of attribution therefore is seen to primarily come from their level of 
belief about the importance of context to making decisions about and a 
trustee’s behaviour.  Some evidence suggests that East Asian cultures are 
less likely to show preference for explanations of behaviour in terms of traits, 
dispositions and internal attributes of a target individual. Furthermore, 
individualists have a greater likelihood to believe that behaviour results from 
disposition therefore they are proposed to make internal attributions to a 
greater extent (Choi et al., 1999). However, it is suggested that the 
difference in collectivistic cultures is not caused by a lack of dispositional 
thinking or an inability to make internal attributions. In fact, it suggested that 
in East Asian countries disposition is seen as more flexible(Choi et al., 1999). 
They have a more holistic perception of individuals as being situated in a 
broader social context. This provides further support for the current 
theoretical explanation. However, it is also suggested that collectivists are 
only likely to attend to situational factors when making attribution decisions if 
these factors are prominent (Choi et al., 1999; Morris & Peng, 1994). This 
taken together suggests that the perceptual affordances predict attribution 
tendencies of individualists and these tendencies influence views and 
reactions to trust repair specifically. Little research exists explicitly using the 
attributional perspective to examine the relationship between culture and 
trust repair. 
 Maddux, Kim, Okumura, and Brett (2011) provide some evidence that 
the function, meaning and therefore effectiveness of apology as trust repair 
may differ across cultures. Maddux et al. (2011) contend that individual-
agency cultures (e.g. the U.S.) understand apologies as analytic mechanisms 
for assigning blame and re-establishing credibility, while in collective agency 
cultures (e.g. Japan) apologies represent general expressions of remorse 
rather than a means to assign culpability. Specifically, in relation to culture, 
they found that Japanese apologised more often and were more likely to 
apologise for actions they were not involved in while Americans more likely to 
equate apology with personal blame. This finding presents a clear 
representation of the proposed inherent internal and external attributions 
that exist within the two cultures as a result of their perceptual affordances. 
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Japanese are seen to equate apology with remorse for the situation, while 
individualists are suggested to see apology as trustees making internal 
attributions for behaviour (Maddux et al., 2011). Most relevantly to the 
current theoretical framework they show that cultural differences do have 
implication for trust repair. However, conversely this study looks at the 
apology specifically and also investigates the link to culture from the 
perspective of the trustee. 
 Haselhuhn et al. (2010) highlight a key factor which influences 
whether or not trustors are receptive repair attempts as being their implicit 
beliefs regarding moral character. It is suggested that some people believe 
that moral character is fixed (entity beliefs) whereas other believe moral 
character can change over time (incremental beliefs). The study examined 
the relationship between individual implicit beliefs and trust recovery. They 
hypothesise d that people with incremental views may perceive trust repair 
attempts as sincere believing that a previously untrustworthy has become 
trustworthy. Conversely, people with entity beliefs are suggested to believe 
that people cannot change (Haselhuhn et al., 2010). Therefore, after 
experiencing trust violation people with entity beliefs may be sceptical or 
insensitive to repair attempts. At a basic level individuals with incremental 
beliefs were significantly more likely to trust their counterpart following trust 
repair (e.g. apology) than individuals with entity beliefs. This provides 
evidence that individuals can have implicit differences in the way in which 
they react to trust repair attempts. 
 
 
The Relationship between Culture, Perceptual 
Affordances and Causal Attribution as an Influencing 
Factor in Trust Repair 
Research specifically establishing the relationship between trust repair and 
culture is seemingly scarce. The current theoretical explanation contends that 
there is a distinct and clear relationship between culture, perceptual 
affordances and causal attribution that predicts the differences of 
individualists and collectivists in their reaction to trust repair. Therefore, it is 
hypothesised that collectivists will be more prone to external attribution for 
trust violations and repair attempts and this will be explained by an implicit 
holistic perceptual perspective. In contrast individualist are proposed to 
generally be more predisposed to internal attributions for trust violation and 
repair attempts, as a consequence of an inherently more analytic perceptual 
perspective. Particularly, culture is seen to work as a mediator of respective 
perceptual affordances that predict the attribution tendencies of 
individuals(Choi et al., 1999). These culturally-based perceptual and decision 
making processes are proposed to specifically influence trustors’ reaction to 
trust repair. The key here is that these attributions are theoretically proposed 
to be inherent the perceptual processes of collectivists and individualists 
impacting upon their perceptions of trust repair. Collectivists are proposed to 
be more likely to attend to situational factors when making decisions about 
trust repair attempts of trustee’s after trust violations. 
 This theoretical explanation for the differences between individualists 
and collectivists in attributional tendencies for trust repair provides an 
opportunity to suggest how culture influences the way in which individuals 
perceive trust repair. The theory reconciles the different concepts of 
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attribution, perceptual affordances and the collectivism-individualism 
dimension in order specifically explaining the how culture influences reactions 
or receptivity to trust repair. It is suggested that the implicit analytic 
perception and external attribution tendencies of individualists means engage 
they have greater focus on the disposition, traits and personality (Kelley, 
1973; Masuda & Nisbett, 2001; Weiner, 1972). When a trustee engages in 
transgression it is proposed that the trustor will see this violation as being 
generally stable to the disposition of the trustee. Specifically, it is believed 
that because individualists focus on attributes of an individual trustors will 
place less emphasise on context. This is suggested to influences the way in 
which they perceive trust repair attempt after violation because they 
implicitly view the untrustworthy behaviour as forming part of the character 
of a trustee. Consequently, because they attend more closely to disposition 
this makes individualists less receptive and to and trusting of individuals even 
after trust repair. 
 Most relevantly to this explanation, researchers have shown that when 
considering the underlying cause of an action observers attempt to subtract 
the effect of the situation and what remains is attributed to the actor (Kim, 
Dirks & Cooper, 2009). Therefore it is proposed that individualists inherently 
attribute more to the actor or trustee. This suggests that these individuals 
make internal judgments of trust repair violations and this inherently reduces 
the likelihood of trust repair because affects the way in they respond to 
violations inherently and impacts upon the likelihood of repair. Fulmer and 
Gelfand (2013) also highlight that forgiveness and trust restoration is more 
likely when trustors believe the cause of a violation is unintentional and due 
to situational factors. Therefore, making internal attributions would suggest 
that the violation is controllable on the part of the trustee. However it can be 
hypothesised that individualists would moderate their generally implicit 
internal attributions of trust violations for close members of their in-group 
such as family members or friends. 
 Conversely, from a perceptual perspective a collectivist trustor is 
hypothesised to more readily attribute behaviour of a trustee (i.e. trust 
repair) in terms of the context the trust violation occurred within (Tomlinson 
& Mayer, 2009). Therefore, as a result of culturally implicit holistic perception 
and internal attribution tendencies collectivists would more likely ignore 
dispositional factors in favour of situational factors to make decisions about 
trust repair attempts (Choi et al., 2007; Miyamoto et al., 2006). Specifically, 
they would perceive disposition of the individual as being less fixed and 
dependent on the context in which the trust violation occurred. Hence it is 
proposed they would not necessarily see untrustworthy behaviour as being 
fixed within the personality of the individual. In this respect for individualists 
when the attribution of situational factors increases the role of the actor as a 
violator of trust becomes weaker (Kim et al., 2009). 
 Thus the proposition here is that collectivists will generally be more 
receptive to trust repair attempts than individualist in the sense that their 
inherent opinions and judgements of a trustee’s trustworthiness after trust 
repair are less likely to be altered by trust violation. In this respect because 
collectivists are more likely to make situational attributions and have more 
flexible views of disposition they are prone to make external attributions of 
violations and display faster trust repair. However, as a result of the greater 
bias toward in-group members, it is also posited that during trust repair, 
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collectivists will less readily make external attributions for behaviour when 
trust is violated by an out-group member than the in-group (Fulmer & 
Gelfand, 2013). Consequently, a collectivist’s generally implicit external 
attributions of trust will be moderated by the group membership of the 
trustee (Morris & Peng, 1994). 
 Therefore, although individualists generally have a greater propensity 
for trust development than collectivists (Yamagishi & Yamagishi, 1994), it is 
suggested that they may implicitly and even unconsciously see the trustee as 
less trustworthy even after trust repair attempts. It is suggested that while 
this may not be shown outwardly, in certain instances, internally it would 
reduce the trustors’ inherent perception of the violators’ trustworthiness to a 
greater extent than with collectivists for both in-group and out-group 
members. At a deeper more perceptual level, this is proposed to be the result 
of individualists’ perceptual tendencies and affordances being holistic and 
analytic. This provides theoretical hypotheses for the differences between 
individualists and collectivists in terms reactions to trust repair and combines 
related cultural concepts together in one framework. 
 There are of course caveats in proposing the current theory as well as 
opportunities for further research in this vein. It would be of interest to 
explore the exact impact of in-group out-group relationships on the theory 
specifically because group membership is likely to have an impact on 
attribution for both cultures but to greater extent with collectivists (Doney et 
al., 1998). Differences are also likely dependent on the type of violation that 
is experienced by individuals. The way in which individuals implicitly attribute 
behaviour as a result of their perceptual perspective may be impacted by 
whether trust violation is competence or integrity- based (Kim, Ferrin, 
Cooper, & Dirks, 2004). Furthermore, one major caveat that must be 
highlighted is the limitations in making distinctions across cultures. Making 
distinctions across cultures although important does not set concrete norms, 
behavioural assumptions or values on individuals. It is not implied that norms 
and values are embraced by all groups, subgroups and individuals or are 
consistent across all segments of the population (Doney et al., 1998). 
However, it is clearly established that key differences do exist between 
cultures that would logically influence receptivity of individuals to trust repair 
attempts. 
 
 
Conclusion 
The theory presented in the current paper underlines cultural differences in 
attribution tendencies and perceptual perspectives and highlights how these 
potentially impact upon the efficacy of trust repair with trustors. The paper 
extends and advances understanding of trust repair specifically by further 
theorising on whether culture in some way impacts on trust repair by 
moderating and mediating its impact specifically in relation to collectivist and 
individualist cultures (Huff & Lane, 2003). The intention to shed some light on 
the implicit attributional tendencies and perceptual affordances of collectivists 
and individualists highlights how these differences influence trust repair. 
Specifically hypothesising that generally the attributions made by the two 
cultures have an influence on the way trustors view and respond to trust 
repair. As a result of the holistic and analytic perceptions influencing the 
attribution tendencies of collectivists and individualists the likelihood of trust 
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repair is influenced. In that respect there may be a number of implications for 
understanding the relationship between individual trust repair and culture 
specifically in relation to the highly researched cultural paradigms of 
collectivism and individualism. It is clear that differing cultural perspectives 
view their relationships very differently and therefore would potentially make 
decisions about their trust repair based on these differences. Importantly, the 
theory presented provides a cultural and perceptual perspective on the 
factors that impact upon trust repair in interpersonal relationships. 
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Introduction 
Despite a widespread consensus that the objective of corporate parents is to 
create value to their business units and shareholders, the question of how to 
do so remains contentious (Adner & Helfat, 2003; Collis, 1996; Goold, 
Campbell, & Alexander, 1998; Kruehler, Pidun, & Rubner, 2012). This 
question is set to become even more challenging as globalisation, rapid 
advances in technology, shortened product cycles, and the merging of market 
and industry structures make the business environment a more complex and 
uncertain place (Bryan, 2002; Ghemawat, 2002; Liu & Hsu, 2011; Stalk, 
Evans, & Shulman, 1992; Teece & Pisano, 1994). In this environment, 
corporations must not only create value by exploiting existing sources of 
competitive advantage, they must also strive to develop new sources of 
advantage in response to an ever-changing environment (Collis, Young, & 
Goold, 2007; Døving & Gooderham, 2008; Galunic & Eisenhardt, 2001; Helfat 
& Eisenhardt, 2004; Liu & Hsu, 2011; Luo, 2002). 
 Thus, this paper aims to identify how corporate parents can add value 
in a dynamic and uncertain world by applying the dynamic capabilities 
framework to the corporate parenting strategy – defined as “the consistent 
and effective combination of value creating activities, resulting either from 
direct corporate parenting activities or from the composition of the portfolio” 
(Kruehler et al., 2012, p. 6). This review begins by outlining the key 
theoretical developments underlying the dynamic capability framework, 
thereby identifying how this perspective can be applied to corporate strategy. 
Following this, the academic discussions regarding two key aspects of 
corporate parenting strategy – corporate parenting activities and the 
composition of the corporate portfolio – will be discussed. By examining these 
two aspects from a dynamic capabilities view, this review identifies the role 
that corporate capabilities and diversification will play in an increasingly 
uncertain and dynamic world. This paper concludes by highlighting a number 
of areas for future research, based on the literature presented in this report.  
 
 
Theoretical Approaches to Corporate-Level Strategy  
In this review, corporate parenting strategy will be viewed from a dynamic 
capabilities perspective – which suggests that sustained competitive 
advantage is achieved through the processes a firm utilises to adapt, 
integrate, reconfigure, gain and release resources in response to changing 
environments (Eisenhardt & Martin, 2000; Teece & Pisano, 1994; Teece, 
Pisano, & Shuen, 1997). This section will identify the theoretical argument 
behind this perspective, firstly highlighting the underlying role of the 
resource-based view (RBV), before examining the need to expand this 
paradigm to a dynamic capabilities perspective. Although the discussions 
around RBV and dynamic capabilities originated in the context of business-
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level competitive strategy, these concepts have since been widely applied to 
corporate-level strategy (C. Bowman, Ward, & Kakabadse, 2002; Liu & Hsu, 
2011; Untiedt, Nippa, & Pidun, 2012; Wan, Hoskisson, Short, & Yiu, 2011).  
 RBV theory argues that firms are unique with respect to their internal 
strategic resources, a resource heterogeneity that persists over time (Barney, 
1991; Eisenhardt & Martin, 2000; Teece et al., 1997). Furthermore, it is 
assumed that the resources which provide sustained competitive advantage – 
i.e. those resources that are valuable, rare, inimitable and non-substitutable 
(Barney, 1991) – cannot be acquired on the open market nor competed away 
through duplication by other firms  (Barney, 1991; Døving & Gooderham, 
2008; Eisenhardt & Martin, 2000; Ghemawat, 2002; Teece et al., 1997; Wan 
et al., 2011). Thus, through the lens of the RBV, the multi-business 
corporation is seen as an important entity through which strategic resources 
can be fully exploited, enabling companies to capture rents on scarce assets 
that would otherwise be underutilized (C. Bowman et al., 2002; Collis et al., 
2007; Døving & Gooderham, 2008; Ng, 2007; Teece et al., 1997; Wan et al., 
2011).  
 Building on the RBV, the dynamic capabilities perspective has emerged 
as an additional paradigm to explain competitive advantage (Eisenhardt & 
Martin, 2000; Teece & Pisano, 1994; Teece et al., 1997). However, whereas 
the RBV assumes that firms can achieve sustained competitive advantage by 
exploiting and protecting current resources, the dynamic capabilities 
perspective challenges this view, arguing that it is too static for today’s 
complex and uncertain business environment (C. Bowman et al., 2002; 
Døving & Gooderham, 2008; Eisenhardt & Martin, 2000; Ghemawat, 2002; 
Teece & Pisano, 1994; Teece et al., 1997). As such, the dynamic capabilities 
approach differs from the RBV in its inference that firms must not only 
extract benefits from current resources and capabilities, but that they must 
also adapt and reconfigure these resources and capabilities to pursue new 
resources/capabilities that produce new value-creating strategies (Døving & 
Gooderham, 2008; Eisenhardt & Martin, 2000; Ghemawat, 2002; Liu & Hsu, 
2011; Teece & Pisano, 1994). As a firm’s ability to achieve these innovative 
forms of competitive advantage derives from the its distinctive processes and 
strategic resources that have been build up over time and conditioned by its 
history (Teece & Pisano, 1994), dynamic capabilities are considered to be 
difficult to replicate and imitate, therefore provide a source of sustained 
competitive advantage (Eisenhardt & Martin, 2000; Teece & Pisano, 1994; 
Teece et al., 1997). 
 A number of scholars have adopted a dynamic capabilities perspective 
to examine corporate-level strategy in an attempt to explain how 
corporations can achieve competitive advantage in an increasingly complex 
and dynamic environment. For example, based on a case study of a Fortune 
100 high-technology corporation, Galunic and Eisenhardt (2001) identify that 
dynamic capabilities enable corporations to reconfigure their resources and 
respond to the fact that markets and business divisions coevolve. Similarly, 
Helfat and Eisenhardt (2004) illustrate that dynamic capabilities enable firms 
to achieve inter-temporal economies of scope – the simultaneous sharing of 
resources as they exit some product markets while also entering others – 
highlighting that corporations do indeed evolve over time. Luo (2002) 
extends this discussion to the case of multi-national enterprise subsidiaries in 
China, providing evidence that both the exploitation and development of 
dynamic capabilities reduces the contextual hazards such as environmental 
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complexity and structural uncertainty. Furthermore, Døving and Gooderham 
(2008) draw on evidence from a quantitative study of Norwegian accountancy 
firms to illustrate that a firm’s dynamic capabilities – specifically, the human 
capital, routines and systems aimed at reconfiguring the firm’s competency 
base – have a significant impact in determining the scope of the firm.  
 To clarify, the importance of a dynamic capability approach to 
corporate-level strategy is underpinned by an increasing complexity in the 
business environment (Bryan, 2002; Døving & Gooderham, 2008; 
Ghemawat, 2002; Ng, 2007; Teece & Pisano, 1994; Teece et al., 1997). In 
the economy of the past – in which products were durable, customer needs 
were stable, and industry and national borders were well defined – it was 
believed that firms could achieve sustained competitive advantage by 
exploiting existing resources and competencies (Barney, 1991; Døving & 
Gooderham, 2008; Ghemawat, 2002). However, significant changes – 
including globalisation, rapid advances in technology, shortened product 
cycles, and the merging of market and industry structures – have made the 
business environment a more complex and uncertain place (Bryan, 2002; 
Ghemawat, 2002; Liu & Hsu, 2011; Stalk et al., 1992; Teece & Pisano, 
1994). As such, academic and business leaders alike have emphasized that 
managers must aligned their strategy with these changes by adopting a 
dynamic perspective to their firm’s competitive success (Adner & Helfat, 
2003; Bryan, 2002; Raisch & Birkinshaw, 2008; Stalk et al., 1992; Teece & 
Pisano, 1994). It is postulated that the competitive success of firms in an 
uncertain and ever-changing environments derives from an ability to execute 
timely responsiveness by moving rapidly in and out of products, markets or 
businesses (A. Chen, Fabozzi, & Huang, 2012; Stalk et al., 1992; Teece & 
Pisano, 1994; Teece et al., 1997). It is this responsiveness that is 
underpinned by a firm’s ability to adapt to the environment, integrate those 
changes, and reconfigure their strategy and processes to reflect their 
changes – that is, the firm’s dynamic capabilities (Liu & Hsu, 2011; Teece & 
Pisano, 1994). 
 In light of the theoretical developments highlighted above, this paper 
will examine corporate parenting strategies from a dynamic capabilities 
perspective to identify how corporate parents can adapt their activities and 
portfolios in response to environmental changes. To do this, two aspects of 
corporate strategy will be examined in the next following sections: corporate 
parenting activities and portfolio composition. 
 
 
Dynamism in Corporate Parenting Activities 
The relationship between corporate level strategy and performance is 
perhaps one of the most studied, yet least conclusive areas of research in 
strategic management (Benito-Osorio, Guerras-Martín, & Zuñiga-Vicente, 
2012; Collis et al., 2007; Kruehler et al., 2012; McGahan & Porter, 2002; 
Palich, Cardinal, & Miller, 2000; Untiedt et al., 2012; Wan et al., 2011). Early 
research examining multi-business corporations contended that corporate 
strategy has little or no impact on firm performance (E. Bowman & Helfat, 
2001; Goold et al., 1998; Rumelt, 1991; Schmalensee, 1985). For example, 
drawing on a study of 456 manufacturing corporations, Schmalensee (1985) 
reveal that corporate differences between firms do not account for any 
variance in firm profitability, while industry effects explain up to 75 percent of 
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the variability. Rumelt (1991) reports similar findings, suggesting that 
corporate effects have no impact on the variance in firm performance for 
firms with more than 1 percent market share, and a negligible amount of 
variance (1.6 percent) for firms with less than 1 percent market share. 
Adding to these findings, several finance-based studies have reported that 
the presence of a corporate parent can negatively impact a firm’s valuation 
(e.g. Berger & Ofek, 1995; Klein & Saidenberg, 2010; Rajan, Servaes, & 
Zingales, 2000). This negative relationship has been attributed to a number 
of factors including an overinvestment into unrelated segments (Berger & 
Ofek, 1995) and inefficient resource allocation if business units receive a 
“fair” share of capital budget, rather than a value-maximizing share (Rajan et 
al., 2000).  
 In contrast to these findings, there is much evidence to support that 
corporate parents do indeed add value (Adner & Helfat, 2003; C. Bowman et 
al., 2002; E. Bowman & Helfat, 2001; Goold et al., 1998). Roquebert, 
Phillips, and Westfall (1996) provide evidence from a study of over 16,000 
corporations, to suggest that corporate effects can account for up to 18 
percent of the variation in business unit profitability between firms. This 
finding is emulated by Chang and Singh (2000), who report that corporate 
differences account for significant amounts of variance in firm profitability – 
up to 27.3 percent in medium-sized firms (firms with sales of US$171 million 
to US$893 million). McGahan and Porter (2002) further build on this support 
for corporate strategy, identifying that the influence of corporate effects 
explains 23.7% of the variation in performance for diversified firms, 
operating in two or more industry segments.  
 In recognition of the ambiguity regarding the benefit of corporate 
strategy, a number of scholars have concluded that corporate parents can 
both add and destroy value, depending on the activities they pursue 
(Ambrosini & Bowman, 2003; Collis, 1996; Goold et al., 1998; Kruehler et 
al., 2012). As such, significant research has been conducted in attempts to 
identify which parenting activities can add value for business units, and which 
activities ultimately destroy value. In doing so, academics argue that to 
justify their existence, corporate parents must create more value to 
businesses units than cause they cause, by focusing towards value-adding 
activities and away from value-destroying activities (Ambrosini & Bowman, 
2003; Collis, 1996; Goold et al., 1998; Kruehler et al., 2012). Before 
identifying the importance of a dynamic capabilities perspective when 
assessing parenting activities, it is first essential to discuss the value-adding 
and value-destroying activities identified the literature. 
 
 
Value-Adding Activities of Corporate Parents 
Although many value-adding activities have been identified throughout 
academic literature, scholars converge on four sets of corporate parenting 
roles that can create value for business units: coordination, control, leverage 
and learning (Ambrosini & Bowman, 2003; C. Bowman et al., 2002; Collis et 
al., 2007; Kruehler et al., 2012; Markides & Williamson, 1994). Perhaps the 
most important role for corporate parents is the coordination of several 
business units, typified through two key activities – strategic guidance and 
resource allocation (Ambrosini & Bowman, 2003; Collis et al., 2007; Kruehler 
et al., 2012). For one, scholars argue that corporate parents cultivate better 
strategic decisions than would otherwise be skewed by the limited 
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perspective of individual business (Adner & Helfat, 2003; Ambrosini & 
Bowman, 2003; E. Bowman & Helfat, 2001; Goold et al., 1998; Kruehler et 
al., 2012). This benefit is illustrated in the numerous studies that highlight 
the presence of corporate effects on firm performance, as noted in the 
previous section (e.g. Chang & Singh, 2000; McGahan & Porter, 2002; 
Roquebert et al., 1996).  A second coordinative activity through which 
corporate parents can add value is the allocation and deployment of capital 
and strategic resources – arising from the assumption that corporate 
hierarchies distribute resources more effectively than is possible in the open 
market (Adner & Helfat, 2003; Collis et al., 2007; Kruehler et al., 2012). 
Indeed, based on a study of 1,344 Taiwanese high technology firms, H. Chen 
and Hsu (2010) provide empirical evidence to suggest that resource 
allocation plays a significant role in determining firm performance. Similarly, 
Henard and McFadyen (2012) demonstrate that allocation of both finanical 
resources and human capital are positively assocated with new product 
development success. However, Bakay, Elkassabgi, and Moqbel (2011) 
provide a caveat for resource allocation – illustrating that although allocation 
of capital is positively associated with return on assets, firm performance 
may suffer if this capital is allocated in inefficent ways (e.g. towards 
inapproproate research and development projects).  
 A second area through which a corporate parent may provide value to 
business units is through control systems that monitor performance in 
greater detail than possible by external investors (C. Bowman et al., 2002; 
Collis, 1996; Collis et al., 2007; Kruehler et al., 2012). Hill and Snell (1988) 
for example provide evidence to suggest that when higher powers of control 
exist – such as corporate parents or shareholders – firm performance 
increases due to increased accountability associated with these layers of 
control. J. Chen, Chen, and Chung (2006) apply this argument to the case of 
New Zealand companies, illustrating that governance mechanisms enhance 
firm performance, in part due to the high degree of control that can be 
exerted by corporate parents.  
 Thirdly, corporate parents may create value by leveraging resources 
across several business units (Ambrosini & Bowman, 2003; C. Bowman et al., 
2002; Collis et al., 2007; Kruehler et al., 2012; Markides & Williamson, 
1994). A primary benefit of this role is the reconfiguration and consolidation 
of core resources or support activities to achieve economies of scale 
(Ambrosini & Bowman, 2003; C. Bowman et al., 2002; Kruehler et al., 2012; 
Markides & Williamson, 1994). Ambrosini and Bowman (2003) for example, 
identify that by leveraging resources across business units, corporations can 
achieve various synergies in their portfolio. Additionally, as support activities 
are consolidated into one central unit, it is postulated that corporations can 
achieve economies of scale in back office functions, thereby reducing the 
administrative costs of individual units (C. Bowman et al., 2002; Collis et al., 
2007; Kruehler et al., 2012). Providing empirical evidence for this activity, 
St. John and Harrison (1999) highlight that the synergies associated with 
economies of scale can increase profitability through both superior cost 
savings and improved competitive position. 
 Finally, scholars argue that corporate parents can add value to their 
subunits by arranging resources and implementing processes to encourage 
learning throughout the organisation (Ambrosini & Bowman, 2003; C. 
Bowman et al., 2002; Markides & Williamson, 1994). It is proposed that by 
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encouraging business units to devote resources to innovation and 
encouraging experimentation, corporations can provoke learning, potentially 
eliminating organisational slack (Ambrosini & Bowman, 2003). Subsequently, 
by providing business units with the necessary resources and processes to 
facilitate learning, corporations can benefit from incremental adaptation to 
the changing environment that is lead from the bottom-up (Ambrosini & 
Bowman, 2009). 
 
 
Value-Destroying Activities of Corporate Parents 
Despite the evidence in support of corporate parents, research suggests that 
there are several ways that they may also be detrimental to firm 
performance. A primary concern here is that corporate executives may be too 
far removed from the day-to-day affairs of each business unit, potentially 
making their strategic decisions less-soundly based than those made by 
managers at the business level (Goold et al., 1998; Kruehler et al., 2012). 
Additionally, several scholars warn that the personal motivations of corporate 
executives may hinder firm performance. As, Shleifer and Vishny (1989) 
argue that corporate managers may inevitably make decisions that destroy 
firm value as they attempt to increase their remuneration, reduce the risk of 
being replaced by spreading risk, and obtain greater power through the 
extension of firm scope. Drawing from a sample of 472 industrial companies, 
Berger, Ofek, and Yermack (1997) provide empirical evidence to support this, 
illustrating that CEOs may fund unfavourable projects or invest in industries 
that are familiar, yet provide limited potential, to reduce personal risk or 
increase power. Additionally, Casamatta and Guembel (2010) highlight the 
political factors that may cause corporate parents to destroy value, 
identifying that in the case of strategic change, incumbent executives may 
have a vested interest in seeing a new strategy fail as a way to save face and 
protect reputations. Corporate parents can also destroy value through the 
added complexity associated with internal coordination processes and 
administrative costs (Goold et al., 1998; Jones & Hill, 1988; Kruehler et al., 
2012). Jones and Hill (1988) for example argue that performance monitoring 
becomes increasingly difficult the more that firms exploit economies of scope 
and share resources. The authors illustrate that there is a tradeoff between 
the marginal economic benefit of internalisation and the marginal 
bureaucratic cost of coordinating the internalised entity – to the extent that 
the bureaucratic costs eventually outweigh the marginal economic benefit 
(Jones & Hill, 1988).  
 
 
Adopting a Dynamic Capabilities Perspective to Parenting Activities 
As the previous discussion indicates, corporate parents can both add and 
destroy value – depending on the activities they perform and their 
motivations for doing so. Consequently, many academics argue that the 
corporate parent must undertake activities that ensure it adds more value 
than cost to business units, and also more value than these units would 
otherwise achieve as stand-alone entities (Ambrosini & Bowman, 2003; 
Campa & Kedia, 2002; Collis et al., 2007; Goold et al., 1998; Kruehler et al., 
2012). However, this approach to corporate parenting activities is challenged 
by claims that it is too static and narrow focused for the contemporary 
business environment (C. Bowman et al., 2002; Markides & Williamson, 
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1994; Stalk et al., 1992). This section addresses this challenge, identifying 
two factors that highlight the need to adopt a dynamic perspective of 
parenting activities: the short-lived advantage of various activities and the 
growing uncertainty of the business environment. 
 Firstly, a number of authors argue that many parenting activities 
provide short-lived advantages (C. Bowman et al., 2002; Markides & 
Williamson, 1994; Stalk et al., 1992). As Markides and Williamson (1994) 
argue, parenting advantage that is based on exploiting existing resources – 
i.e. economies of scale or control-based activities – only ever provide 
companies with short-term advantage, as these advantages can be easily 
replicated by other firms. Indeed, the very nature of competition drives rivals 
to continuously improve their own corporate activities or imitate those 
performed by others (Stalk et al., 1992; Teece & Pisano, 1994). Furthermore, 
C. Bowman et al. (2002) acknowledge that corporate activities which exploit 
a firm’s current resources suffer from diminishing returns over time, as 
maximum efficiencies are reached and leverage advantages are fully 
exploited. As such, firms must look past the short-lived benefits of cost and 
efficiency-based activities and focus on parenting activities that create long-
term value to business units (C. Bowman et al., 2002; Markides & 
Williamson, 1994). In essence, this ability requires corporations to develop 
dynamic capabilities that enable it to leverage and reconfigure its existing 
resources and activities in ways that create new strategic resources, or open 
up opportunities into new business altogether (C. Bowman et al., 2002; 
Markides & Williamson, 1994; Teece & Pisano, 1994). Thus, by adopting a 
dynamic capabilities perspective to parenting activities, it is evident that 
long-term value creation arises from the activities that focus on reconfiguring 
resource bundles and facilitate learning – i.e. coordinative and learning-based 
activities – rather than those focused towards consolidation and control. This 
distinction is essential to ensure the long-term success of the multi-business 
corporation. 
 Secondly, as a result of the growing uncertainty in the contemporary 
business environment, it is increasingly difficult for firms to align their 
strategies with environment changes (Raisch & Birkinshaw, 2008; Teece & 
Pisano, 1994; Teece et al., 1997). This issue is particularly difficult for 
corporate parents, given the fact that they are removed from the day-to-day 
realities of the business units (Goold et al., 1998; Kruehler et al., 2012). 
Subsequently, several scholars argue that corporations need to both exploit 
existing capabilities, while also exploring new opportunities to adapt to this 
uncertainty (Liu & Hsu, 2011; O'Reilly III & Tushman, 2004; Raisch & 
Birkinshaw, 2008; Teece & Pisano, 1994; Teece et al., 1997). This requires 
corporations to be agile and flexible in their parenting activities, which – as 
the literature in this review confirms – is underpinned by a firm’s dynamic 
capabilities (A. Chen et al., 2012; Liu & Hsu, 2011; Stalk et al., 1992; Teece 
& Pisano, 1994; Teece et al., 1997). 
 Thus, on reflection of the literature, it is apparent that there is strong 
evidence supporting both the value-adding and value-destroying roles of 
corporate parents – indicating that these parents must make careful 
decisions to ensure that they are adding value rather than destroying it. 
However, it is also clear that these decisions will become increasingly more 
challenging in a complex and uncertain environment, highlighting the need 
for corporate-level dynamic capabilities. Building on this discussion, the next 
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section focuses on the role of dynamic capabilities in a second component of 
corporate parenting advantage: the composition of the portfolio. 
 
 
Dynamism in Corporate Portfolio Composition 
To clarify, the previous section has reviewed the ongoing debate around 
parenting activities – identifying both the value-adding and value-destroying 
activities presented throughout the literature, while also supporting the use 
of a dynamic capabilities view to approach these activities. However, it has 
been acknowledged by several scholars that it is not enough for corporate 
parent to simply select the activities they wish to perform (Kruehler et al., 
2012; Liu & Hsu, 2011). Instead, the composition of a firm’s portfolio has 
been acknowledged as an underlying determinant of the value that a 
corporate parent can provide through its parenting activities (Kruehler et al., 
2012; Liu & Hsu, 2011). Although there has been a plethora of research 
examining the link between portfolio composition and firm performance, the 
“optimal” composition to facilitate corporate value-creation remains 
contentious (Benito-Osorio et al., 2012; Ghemawat, 2002; Liu & Hsu, 2011; 
Untiedt et al., 2012; Wan et al., 2011). This section will examine the 
academic discussion around portfolio composition – specifically the level of 
diversification pursued by a firm – to identify how a dynamic capabilities 
perspective can enable corporations to arrange their portfolio composition to 
add value in an increasingly dynamic world. 
 
 
The Benefits and Limits of Diversification 
There is an overwhelming consensus throughout the literature that 
diversification provides firms with enhanced performance, suggesting that 
diversified corporations outperform focused corporations (Benito-Osorio et 
al., 2012; Ghemawat, 2002; Jose, Nichols, & Stevens, 1986; Liu & Hsu, 
2011; Miller, 2006; Untiedt et al., 2012; Wan et al., 2011). However, given 
the widespread interest in corporate performance, the theoretical 
explanations for this positive relationship are less unanimous (Benito-Osorio 
et al., 2012; Liu & Hsu, 2011; Palich et al., 2000; Wan et al., 2011). For 
example, scholars promoting the IO theory argue that diversification provides 
corporations a way to establish and exploit market power advantages over 
competitors, thereby assuming a directly linear relationship between 
diversification and firm performance (Benito-Osorio et al., 2012; Liu & Hsu, 
2011; Palich et al., 2000; Wan et al., 2011). However, a number of studies 
have challenged the linearity of this relationship, suggesting that there may 
be a limit to the benefits of diversification. Grant, Jammine, and Thomas 
(1988) for example illustrate that although diversification is positively related 
to profitability, after a certain point, increases in diversity lead to a reduction 
in profitability. Additionally, from a meta-analysis of 55 studies, Palich et al. 
(2000) suggest that there is overwhelming support that diversification 
enhances firm performance up to a point, after which it causes performance 
problems. More recently, Liu and Hsu (2011) illustrate this relationship in a 
study 312 manufacturing firms, highlighting that this “inverted U-shaped” 
relationship between diversification and firm performance is exhibited in both 
vertical and horizontal diversification. 
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 In light of these studies, an increasing number of academics have 
adopted a RBV perspective to examine diversification, arguing that as a firm’s 
strategic resources cannot be easily replicated or purchased, diversification 
enables corporations to realise the true intrinsic value of its strategic 
resources (C. Bowman et al., 2002; Collis et al., 2007; Døving & Gooderham, 
2008; Ng, 2007; Teece et al., 1997; Wan et al., 2011). By doing so, RBV 
theory suggests that corporations can achieve several synergies to enhance 
the use of its unique resources, such as economies of scope, economies of 
scale, and the exploitation of underutilized (Ng, 2007; Palich et al., 2000; 
Wan et al., 2011). Furthermore, the RBV assumes that the benefits from a 
diversification strategy are contingent on the corporation’s ability to share 
resources across multiple business units, and thus postulates that as a firm 
diversifies into unrelated businesses, it may reach a point where the 
resources become too complex to manage, or that the corporation’s core 
resources provide little value to the new businesses (Palich et al., 2000; Wan 
et al., 2011). It is this notion that therefore reflects the inverted-U shaped 
relationship between diversification and performance mentioned – whereby 
corporations that extent their portfolio composition into unrelated businesses 
underperform those that pursue related diversification (Benito-Osorio et al., 
2012; Grant et al., 1988; Liu & Hsu, 2011; Palich et al., 2000; Wan et al., 
2011).  
 Adopting a RBV to examine diversification also helps to identify the link 
between parenting activities and diversification; and why portfolio 
composition is considered a critical antecedent to the value created through 
parenting activities. Relatedness from the RBV perspective is based on the 
underlying resource requirements for each business unit in a portfolio (Liu & 
Hsu, 2011; Ng, 2007). This definition – as opposed to the market or 
customer based relatedness that previous studies adopted (Ghemawat, 2002; 
Goold et al., 1998; Untiedt et al., 2012; Wan et al., 2011) – reflects the 
coordinative role of the corporate parent whereby value is added through the 
allocation and deployment of firm resources (see Value-Adding Activities of 
Corporate Parents). It can be therefore concluded that when firms pursue 
related diversification (as defined by the RBV) there is greater opportunity for 
corporate parents to add value through coordinative and leverage-based 
parenting activities. Indeed, by diversifying into businesses with similar 
resource requirements, corporate parents can not only pursue economies of 
scale and reduce duplication of central services; they can also reconfigure 
firm resources to share resources between different business units (Collis et 
al., 2007; Markides & Williamson, 1994).  
 
 
Adopting a Dynamic Capabilities Perspective to Portfolio Composition  
As the previous section presents, the prevailing view of portfolio composition 
argues that firms diversify into businesses with related resource 
requirements, avoiding businesses whose resource requirements do not 
match the resources owned by the corporation. However, recent studies 
challenge the degree of the related diversification proposed by the RBV, with 
an increasing amount of empirical evidence supporting diversification beyond 
the levels predicted by the RBV (Campa & Kedia, 2002; Døving & 
Gooderham, 2008; Helfat & Raubitschek, 2000; McGrath & Nerkar, 2004; Ng, 
2007; Wan et al., 2011). For example, in a study of three technology-



Otago Management Graduate Review  Volume 12 2014 
 

50 Dynamic Capabilities and Corporate Parenting Strategy 

intensive firms, Helfat and Raubitschek (2000) illustrate that firms can 
successfully expand into several unrelated product markets by leveraging 
their internal knowledge. Similarly, based on a study of 31 large 
pharmaceutical corporations, McGrath and Nerkar (2004) provide further 
evidence for unrelated product diversification, illustrating that the decision to 
pursue new technological areas is influenced less by the corporation’s prior 
experience or resource investments and more by the possibilities presented 
by these opportunities. Furthermore, Campa and Kedia (2002) draw on a 
sample of over 8,000 firms to conclude that corporations which diversify into 
multiple market segments perform at a premium, despite being traded at a 
discount prior to diversification.  
 Consequently, several authors have stressed the need to move away 
from resource-based approaches to portfolio composition, and focus instead 
on diversification that builds on or extends a corporation’s capabilities and 
competencies (Eisenhardt & Martin, 2000; Liu & Hsu, 2011; Ng, 2007; Teece 
et al., 1997). By simultaneously emphasising a focus on both exploitation of 
current resources and exploration of opportunities to build new capabilities 
resources, a dynamic capabilities approach to portfolio composition accounts 
for levels of diversification beyond the realms predicted by the RBV (Campa & 
Kedia, 2002; Díez-Vial, 2007; Helfat & Raubitschek, 2000; Liu & Hsu, 2011; 
Ng, 2007; Palich et al., 2000; Teece et al., 1997). For example, Kor and 
Leblebici (2005) illustrate that the dynamic capabilities involved in developing 
and deploying human capital are crucial determinants of the level of 
diversification in US law firms. Similarly, Díez-Vial (2007) show that firms in 
the Spanish meat industry often expand their boundaries beyond the limits 
proposed by the RBV. Døving and Gooderham (2008) extend these findings 
to professional service firms, providing evidence to suggest that dynamic 
capabilities have a significant impact on determining the scope of services 
offered in 254 Norwegian accounting firms. Furthermore, Liu and Hsu (2011) 
draw from a study of 312 Taiwanese manufacturing companies to illustrate 
that firms who focus on exploiting current resources express greater levels of 
vertical differentiation, while those who focus on building new capabilities 
express greater levels of horizontal differentiation. 
 An additional benefit to a capabilities approach to portfolio composition 
is that it reflects the need to take a dynamic perspective on diversification to 
address the rapidly changing external environment (Adner & Helfat, 2003; C. 
Bowman et al., 2002; A. Chen et al., 2012; Døving & Gooderham, 2008; 
Stalk et al., 1992; Teece et al., 1997). Indeed, if multi-business corporations 
are to respond to the rapidly changing environment, they require the 
dynamic capabilities to be able to adapt and reconfigure their current 
business units, just as much as their current resources and capabilities 
(Adner & Helfat, 2003; Bryan, 2002; A. Chen et al., 2012; Døving & 
Gooderham, 2008; Goold et al., 1998). For example, Nicholls-Nixon and Woo 
(2003) illustrate this in the US pharmaceutical industry, highlighting that 
firms faced with technological change can enhance their ability to respond by 
acquiring unrelated businesses in an attempt to assimilating and exploiting 
new knowledge. Additionally, as the benefits from parenting advantage begin 
to diminish (see Adopting a Dynamic Capabilities Perspective to Parenting 
Activities), it is argued that corporate parents should attempt to change its 
portfolio composition, divesting business that are no longer receiving value 
from the parent and acquiring those that can benefit (C. Bowman et al., 
2002). 
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 Thus, it can be seen that a dynamic capabilities approach to 
diversification a critical extension to the RBV, expanding the limits of 
diversification into business units that position the corporation well to 
respond to market uncertainty – by ensuring that it operates in business 
units that both exploit current resources and explore new opportunities.  
 
 
Creating Parenting Advantage in the Future 
The aim of this literature review has been to identify the role of the dynamic 
capabilities framework in corporate strategy. Based on the foregoing 
discussion, it can be seen that dynamic capabilities play a crucial role in two 
key aspects of corporate parenting strategy: corporate parenting activities 
and portfolio composition. However, despite the significant advances that 
have been made in academic literature in regards to these two aspects, it is 
clear that future research is required to identify the role of corporate parents 
in the future economy. Thus, based on the review thus far, I propose that 
two areas warrant further research: the development of concrete measures 
to identify dynamic corporate parenting activities and an examination of the 
temporal changes to the relationship between diversification and firm 
performance. 
 Although a considerable stream of literature has focused on examining 
the benefits of various corporate parenting activities to firm performance (see 
Value-Adding Activities of Corporate Parents), more research is required to 
develop concrete measures to identify which of these activities create value 
in ambiguous and uncertain environments (Adner & Helfat, 2003; Ambrosini 
& Bowman, 2009; Vogel & Gu ̈ttel, 2013). Indeed, the few empirical studies 
that exist in the dynamics capabilities field are quantitatively focused, 
meaning that although they highlight the presence of dynamic capabilities 
and the impact these have on firm performance, more qualitative research is 
required to enable a greater understanding of how dynamic capabilities can 
be deployed and developed in practice (Ambrosini & Bowman, 2009). 
 Secondly, there is a shortage of research examining how the impact of 
diversification on firm performance changes over time (Benito-Osorio et al., 
2012; Palich et al., 2000; Wan et al., 2011). Despite extensive research into 
diversification, only a few studies have examined the effects of diversification 
over multiple decades (Benito-Osorio et al., 2012), with most research based 
on cross-sectional studies or drawing from short-time periods (Palich et al., 
2000). As such, the existing literature does not address how diversification 
processes evolve over time, nor whether related or unrelated diversification 
provides greater benefit in changing and uncertain environments (Adner & 
Helfat, 2003; Benito-Osorio et al., 2012; Ng, 2007; Wan et al., 2011). Ng 
(2007) acknowledge this issue, identifying that in uncertain conditions, 
corporations may have greater incentives to diversify into unrelated 
businesses, both as a way to increase furture opportunities and overcome 
inefficent markts. Similarly, Wan et al. (2011) postulate that while related 
diversifers are known to experience greater firm performance in stable or 
mature environments, more research is required to determine if this is the 
case in changing environments, or whether a diversifed portfolio provides 
firms with greater opportunities in such times of uncertainty.  
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Conclusion 
This literature review has examined the role of dynamic capabilities in 
corporate parenting strategy. It highlights that by adopting a dynamic 
capability approach to two aspects of corporate parenting strategy – 
parenting activities and portfolio composition – corporations can ensure they 
provide long-term value to business units, while also remaining agile and 
flexible to respond to environmental changes. Specifically, in terms of 
parenting activities, the dynamic capabilities approach illustrates that firms 
should focus on activities that create new resource combinations and 
businesses rather than only focusing on those that exploit existing resources. 
As for portfolio composition, the dynamic capabilities view highlights that 
firms should focus on capability-based diversification and how the businesses 
within its portfolio can both help reconfigure and enhance the corporation’s 
underlying resources and capabilities. Finally, it is recommended that future 
research look into the development of concrete measures to identify dynamic 
corporate parenting activities and an examination of the temporal changes to 
the diversification – two areas that will significantly strength the 
prescriptability of a dynamic capabilities approach to corporate parenting 
strategy. 
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Abstract 
In response to the rising costs and complexities of innovation, small and 
medium enterprises (SMEs) are increasingly turning to external cooperation 
partners in an attempt to overcome their inherent resource deficiency. 
Drawing from a survey of 257 Chinese SMEs, this paper examines the impact 
of these external collaborations on SME innovation performance. The results 
confirm that there is a significant positive relationship between inter-firm 
collaboration and innovation performance in SMEs. Similarly, it is found that 
interactions with financial institutions also have a significant positive impact 
on SME innovation performance. Interestingly, the findings reveal that 
interactions with government agencies have a significantly negative 
relationship with innovation performance. As such, these results confirm that 
external partners can provide SMEs with the necessary resources they 
require to overcome their inherent resource deficiency to enhance their 
innovation performance, and highlights concerns about the institutional 
environment for SMEs pursing innovation in China. 
 
 
Introduction  
In a hypercompetitive world characterised by rapid advances in technologies, 
shortened product life cycles and merged industry borders, companies find 
themselves in a race to establish competitive differentiation through 
innovation (Albors-Garrigós, Rincon-Diaz, & Igartua-Lopez, 2013; Bullinger, 
Auernhammer, & Gomeringer, 2004; Motohashi, 2008; Nieto & Santamaría, 
2007; Tether, 2002; van de Vrande, de Jong, Vanhaverbeke, & de 
Rochemont, 2009). However, these very factors have also increased the 
costs and uncertainty surrounding research and development (R&D) projects 
and commercialization, leading to a growing consensus among scholars that 
enterprises can no longer afford to innovate alone (Bougrain & Haudeville, 
2002; Bullinger et al., 2004; Hagedoorn, 2002; Nieto & Santamaría, 2007; 
Tether, 2002; van de Vrande et al., 2009; Wang & Zhou, 2011). Accordingly, 
innovation collaboration strategies – i.e. how firms actively participate in joint 
R&D and innovation projects with external partners (Hagedoorn, 2002; 
Tether, 2002) – have received increased attention in recent years. Through 
such strategies, it is acknowledge that firms can acquire the knowledge, 
complementary resources or capital required for innovation (Nieto & 
Santamaría, 2007; Tether, 2002; van de Vrande et al., 2009; Wang, 
Vanhaverbeke, & Roijakkers, 2012; Zeng, Xie, & Tam, 2010); reduce the 
costs of innovation (van de Vrande et al., 2009; Wang et al., 2012); 
minimize innovation risks (Bullinger et al., 2004; Tether, 2002; Wang et al., 
2012; Zeng et al., 2010); shorten time to market (Hagedoorn, 2002; Zeng et 
al., 2010); and benefit from economies of scale in R&D (Narula, 2004; van de 
Vrande et al., 2009).  
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These benefits are especially important for small and medium 
enterprises (SMEs), which generally suffer from a lack of resources (Bougrain 
& Haudeville, 2002; Dickson, Weaver, & Hoy, 2006; Lee, Park, Yoon, & Park, 
2010; Motohashi, 2008; Narula, 2004; van de Vrande et al., 2009). 
Consequently, with a shortage of financial, human and technological 
resources, the ability of SMEs to develop and commercialise successful 
innovations is limited (Bougrain & Haudeville, 2002; Dickson et al., 2006; 
Narula, 2004; van de Vrande et al., 2009), and are therefore less likely to 
engage in internal innovation compared to larger competitors (Lee et al., 
2010; Sharif, 2003). Thus, in an attempt to overcome these resource 
constraints, SMEs are increasingly pursing innovation collaboration strategies, 
using external sources as a way of acquiring or obtaining access to the 
necessary resources required for innovation (Lee et al., 2010; Narula, 2004; 
van de Vrande et al., 2009). As Narula (2004) identifies, SMEs spend almost 
twice as much of their R&D expenditure towards innovation collaboration 
than larger firms. Additionally, van de Vrande et al. (2009) draw on a 
database of 605 Dutch SMEs, concluding that SMEs are increasingly pursuing 
innovation collaboration strategies to meet customer demands and keep up 
with larger competitors. Furthermore, in a survey of over 2,700 Korean 
SMEs, Lee et al. (2010) illustrate that SMEs frequently pursue external 
collaborations during the commercialisation process – when significant 
funding and complementary resources and capabilities (such as 
manufacturing capacity and marketing channels) are required. This reflects 
work by Dickson et al. (2006) who identify that small firms are often more 
internally focused during the early stages of innovation – when the resource 
requirements are less – while larger firms tend to enter the innovation 
process at later stages, when the demands for manufacturing and marketing 
resources are greater.  

Although innovation in SMEs has received increased attention in recent 
times, few studies have focused on the impact of external collaborations on 
SME innovation performance in emerging economies (Kang & Park, 2012; 
Zeng et al., 2010; Zhang, Hoenig, Di Benedetto, Lancioni, & Phatak, 2009). 
As such, this paper aims to address this imbalance by examining the impact 
of innovation cooperation in Chinese SMEs – a context that provides unique 
challenges for innovation in SMEs (Siu, 2005; Zeng et al., 2010; Zhang et al., 
2009). 

Since the implementation of the open door economic reforms in 1978, 
China has shifted from a highly centralised planned state to a “near-market” 
economy, as decision-making power has spread from the centralised 
government to enterprises (Anderson, Li, Harrison, & Robson, 2003; Siu, 
2005; Wang & Yao, 2002; Zeng et al., 2010). As a result, resources have 
been released into the market, providing significant opportunities for SMEs to 
grow (Siu, 2005; Zeng et al., 2010) (Anderson et al., 2003). Indeed, SMEs 
have experienced rapid growth in the country, with the number of SMEs in 
China growing to 7.32 million by 1995, accounting for 99.7% of all firms and 
contributing to 73.6% of the labour force (Wang & Yao, 2002). By 1999, this 
number had risen again to 10 million SMEs (Anderson et al., 2003). However, 
the central government still holds control over many large state-owned 
enterprises (SOEs), which has skewed central government policy in support 
of these SOEs – often to the detriment of the country’s SMEs (Siu, 2005; 
Wang & Yao, 2002; Zeng et al., 2010). Indeed, there is considerable 
evidence to suggest that Chinese SMEs face significant barriers to innovation, 
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including ineffective policies for small business (Xie, Zeng, Peng, & Tam, 
2013), inadequate government support for innovation (Zeng et al., 2010); 
poor access to financial resources (Wang & Yao, 2002); and the bureaucratic 
burden associated with ongoing government interventions (Siu, 2005; Xie et 
al., 2013; Zeng et al., 2010). It is therefore necessary to examine how 
Chinese SMEs can overcome these institutional barriers, to ensure that the 
country’s large population of SMEs can remain competitive in the future. 

Drawing on a survey of 257 Chinese SMEs, this paper examines the 
relationship between innovation performance and external collaborations. In 
light of the preceding discussion, the relations with three external groups will 
be discussed: other parties in the market place (referred to here as inter-firm 
collaboration), financial institutions (specifically state-owned and private 
banks) and government agencies. The remainder of the paper is structured 
into four sections. In Section 2, a literature review is conducted and the 
research hypotheses are developed. Section 3 highlights the data and 
methodology employed followed by a presentation of the results in Section 4. 
These results are discussed in Section 5, along with the implications, 
limitations and areas for further research that emerge from this study. 
 
 
Research Hypotheses 
This paper draws on the resource-based view (RBV) of the firm to provide a 
theoretical explanation as to why firms pursue innovation collaboration 
strategies. Under the RBV, firms are perceived as heterogeneous entities, 
each endowed with a unique set of resources that cannot be easily replicated 
nor easily acquired on the open market, and thus that these resource 
differences persist over time (Barney, 1991; Bougrain & Haudeville, 2002; 
Dickson et al., 2006; Eisenhardt & Martin, 2000; Kang & Park, 2012). 
Additionally, it is assumed that competitive advantage arises from the 
uniqueness of a firm’s resource portfolio, and is considered sustainable when 
these resources are valuable, rare, inimitable and non-substitutable (Barney, 
1991).  Thus, from the perspective of the RBV, collaboration with external 
parties is seen as a way that firms can gain access the requisite resources 
needed to overcome any adverse heterogeneity, thereby strengthening their 
own innovation capabilities (Dickson et al., 2006; Kang & Park, 2012; Lee et 
al., 2010; Nieto & Santamaría, 2007; van de Vrande et al., 2009). Accessing 
the resources of external partners is particularly important for SMEs, who are 
typically challenged with insufficient resources for innovation (e.g. Bougrain & 
Haudeville, 2002; Dickson et al., 2006; Lee et al., 2010; Motohashi, 2008; 
Narula, 2004; van de Vrande et al., 2009).  

Research examining to use of external collaborations for innovation 
has focused on many different external partners, including customers, 
suppliers, universities, public and private research institutes, banks, venture 
capitalists and governments (Bullinger et al., 2004; Kang & Park, 2012; 
Sharif, 2003; Wang & Zhou, 2011). For the purpose of this study – and given 
the unique forces acting on SMEs in China – three groups in particular will be 
examined: inter-firm collaborations, financial institutions and government 
agencies. Each of these groups, along with their respective hypotheses, will 
be discussed in the remainder of this section. 
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Inter-Firm Collaborations 
Inter-firm collaboration represents the most common form of innovation 
cooperation for many firms (Kang & Park, 2012; Liefner, Hennemann, & Xin, 
2006; Tether, 2002; Zeng et al., 2010). For the purpose of this paper, inter-
firm collaboration refers to external networking that firms have with 
customers, suppliers, competitors and research organisations – external 
partners that are frequently combined in the literature to assess inter-firm 
cooperation (e.g. Kang & Park, 2012; Tether, 2002; Zeng et al., 2010). 
Although several previous scholars have illustrated a positive relationship 
between inter-firm collaboration and innovation performance for both small 
and large organisations (e.g. Kang & Park, 2012; Nieto & Santamaría, 2007; 
Zeng et al., 2010), the specific impact is diverse when examining the effects 
these external groups individually. As such, the impact of each of these four 
potential collaboration partners will be discussed here.  

Collaborations with customers provide firms with a number of 
significant benefits in the race for innovation. By gaining direct insight into 
the needs and ideas of customers, firms can increase users’ confidence their 
offerings, access a pathway for experimentation, and reduce the risks and 
uncertainties associated with bringing an innovation to market (Bullinger et 
al., 2004; Nieto & Santamaría, 2007; Tether, 2002; van de Vrande et al., 
2009). Based on a dataset of U.K. firms, Tether (2002) provides empirical 
evidence for these benefits, illustrating that collaboration with customers is 
positively related to the performance of a firm’s “new to market” innovations. 
He further identifies that collaboration with customers is negatively 
associated with several common barriers to innovation, including a lack of 
information and the high cost or perceived economic risk of innovation 
(Tether, 2002). Doloreux (2004) supports this benefit, identifying that 
customers tend to be the most frequently utilised external source of 
information, again as a way to reduce the risks of innovation by ensuring that 
new products or incremental improvements satisfy the needs of customers. 
Similarly, Bullinger et al. (2004) suggest that successful innovators are those 
who integrate both current and potential customers into their innovation 
network, leading to a greater focus towards customer specific problems. More 
recent research provides qualitative support for the positive relationship 
between customer collaboration and innovation performance across several 
contexts including Spanish manufacturing firms (Nieto & Santamaría, 2007), 
Dutch SMEs (van de Vrande et al., 2009) and biotechnology SMEs in South 
Korea (Kang & Park, 2012). However some studies challenge these findings, 
suggesting that collaborations with customers have no significant impact on 
innovation success (Kaufmann & Tödtling, 2001; Romijn & Albaladejo, 2002). 
One potential explanation for this contention is that while the contribution of 
customers may be beneficial for incremental innovations, customers “are 
usually not the originators of ideas too far from what they are accustomed 
to” (Kaufmann & Tödtling, 2001, p. 800). Thus, these findings further 
highlight the necessity for firms to integrate both current and potential 
customers into their innovative activities in an attempt to promote more 
innovative solutions (Bullinger et al., 2004; Kaufmann & Tödtling, 2001; 
Romijn & Albaladejo, 2002). 

Collaboration with suppliers also provides superior innovation 
performance, by enabling firms to gain superior technological knowledge, 
while also shifting the risk and costs of innovation down the supply chain 
(Tether, 2002). Based on data from 128 Korean automobile and electronics 
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suppliers, Chung and Kim (2003) suggest that collaborations with suppliers 
enable firms to reduce innovation risks and lead times, while also enhancing 
flexibility to market changes. Furthermore, Nieto and Santamaría (2007) 
highlight that collaboration with suppliers result in greater success of 
innovative projects in the case of Spanish manufacturing firms. For these 
reasons, suppliers have been consistently identified by SMEs as reliable 
innovation partners; found to be the most frequently used partner for formal 
R&D collaboration (Doloreux, 2004), and the second most used source for 
innovation information (Kaufmann & Tödtling, 2001). Bougrain and 
Haudeville (2002) however challenge the benefit of supplier collaboration, 
illustrating that it can have a negative impact on innovation performance for 
firms with less than ten employees. This highlights a common concern that 
small firms are generally unable to fund supplier-orientated innovation 
projects, which tend to be considerably more costly than other innovative 
projects – given the high level (i.e. more radical or more complex) nature of 
these projects (Bougrain & Haudeville, 2002; Kaufmann & Tödtling, 2001; 
Tether, 2002). 

A third form of inter-firm collaborations mentioned here – collaboration 
with competitors – provides the greatest concern for innovating firms, with 
the potential for information leakage, increased risk of opportunistic 
behaviour and fear of helping rivals providing major challenges for firms 
(Dickson et al., 2006; Lee et al., 2010; Narula, 2004; Nieto & Santamaría, 
2007). Despite this, it has been identified throughout the literature that 
cooperation with competitors can be beneficial, primarily when competitors 
share problems outside the realms of competition (such as those in the 
regulatory environment), when there is a first mover disadvantage arising 
from high costs of development or low barriers to imitation, or when firms 
attempting to establish the basis of competition in a particular industry (Nieto 
& Santamaría, 2007; Tether, 2002; Zeng et al., 2010). Several studies 
illustrate that firms recognise these benefits, providing empirical evidence to 
suggest that firms are increasingly utilizing competitors for collaborative 
innovation (e.g. Doloreux, 2004; Tether, 2002). Conversely, Nieto and 
Santamaría (2007) found a negative relationship between collaborating with 
competitors and innovation attributed to – among other things – a lack of 
trust and fear of helping competitors. Dickson et al. (2006) provide insight 
into this finding, illustrating that the perceived risk of opportunism is greater 
for small firms than their larger counterparts, often a deterrent for 
competitor-based collaboration. 

Research organisations (such as universities, technical institutes and 
research institutes) are increasingly regarded as powerful sources of science 
and technology knowledge, and are frequently considered as partners for 
innovation (Nieto & Santamaría, 2007; Zeng et al., 2010). As research 
organisations typically offer little commercial knowledge, collaborations with 
these partners tend be based on new scientific and technical expertise, and 
therefore focused towards the early stage of innovation such as idea 
development and R&D (Kang & Park, 2012; Liefner et al., 2006; Nieto & 
Santamaría, 2007; Tether, 2002; Zeng et al., 2010). Like the other partners 
of innovation cooperation, a positive relationship between collaboration with 
research organisations has been demonstrated consistently throughout the 
literature, including in Spanish manufacturing firms (Nieto & Santamaría, 
2007), small firms in Japan (Motohashi, 2008), South Korean SMEs (Kang & 
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Park, 2012) and research technology organisations in Valencia (Albors-
Garrigós et al., 2013) 

Despite the overwhelming support for the role of inter-firm 
collaboration on innovation performance, most of this research has occurred 
in the context of developed countries, with SMEs in emerging economies 
receiving relatively little attention. However, of the studies that have 
examined this context, there is sufficient evidence to suggest that the role of 
inter-firm collaboration in emerging economies reflects previous research 
conducted in developed countries. For example, Kaminski, de Oliveira, and 
Lopes (2008) illustrate that external partners such as suppliers, 
clients/customers and universities/research institutions are frequently 
involved in the innovation process of Brazilian SMEs. Of importance to the 
current study, these results have been reflected in China, with several studies 
demonstrating that collaborations with customers, suppliers, competitors and 
research organisations significantly contribute to innovation performance in 
Chinese SMEs (Liefner et al., 2006; Xie et al., 2013; Zeng et al., 2010). 
Thus, based on the discussion outlined above, the following hypothesis is 
proposed with regard to inter-firm collaboration: 
 
Hypothesis 1: Inter-firm collaborations are positively associated with 
innovation performance in SMEs. 
 
 
Interactions with Financial Intermediaries 
As mentioned, innovation is a financially restricted activity, with considerable 
expenses required for researching, developing, piloting and commercializing 
new products and processes. This provides serious concern for SMEs given 
their resource deficiency (e.g. Bougrain & Haudeville, 2002; Dickson et al., 
2006; Lee et al., 2010; Motohashi, 2008; Narula, 2004; van de Vrande et al., 
2009). Romijn and Albaladejo (2002) acknowledge this challenge, illustrating 
that although R&D and commercialisation typically demand several years of 
sustained funding, few SMEs have the internal financial capacity to fund these 
project on an ongoing basis. Based on a survey of 249 English and Irish 
firms, Smallbone, North, Roper, and Vickers (2003) provide empirical 
evidence that supports this concern, highlighting that SMEs tend to place a 
greater emphasis on finances as a constraint for innovation compared to 
larger firms – a result that is confirmed in an additional studies of innovation 
constraints in several other European countries (e.g. Caputo, Cucchiella, 
Fratocchi, Pelagagge, & Scacchia, 2002; Hewitt-Dundas, 2006; van de 
Vrande et al., 2009). These concerns have lead scholars to stress that SMEs 
need greater access the financial systems, to overcome these financial 
restrictions and enhance innovation performance (Caputo et al., 2002; 
Hewitt-Dundas, 2006; Levine, 2005).  

This need is augmented in unstable environments. As Filippetti and 
Archibugi (2011) illustrate in a study of over 5,000 European enterprises 
following the Global Financial Crisis, the depth of a country’s financial system 
is pivotal in encouraging innovation expenditures during such periods of 
uncertainty. The authors conclude that a strong financial system can support 
the innovation performance required to enable lagging countries to catch up 
to advanced economies (Filippetti & Archibugi, 2011). Indeed, in the context 
of an emerging economy, Zeng et al. (2010) found that linkages between 
SMEs and intermediary institutions (including financial institutions) result in 
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superior innovation performance for SMEs in China. Xie et al. (2013) present 
similar results, illustrating that financial capacity is positively related to 
innovation performance in Chinese SMEs.  

It should be noted here however that a positive relationship between 
innovation performance and access to external financial resources must be 
interpreted carefully. Using venture capitalists as an example, some scholars 
argue this relationship may be less of a reflection that external financing 
improves innovative output than it is an indication that investors either prefer 
to invest in firms with greater managerial and technical competencies (Zeng 
et al., 2010), or that they are attracted to invest in firms with above average 
levels of innovation as is (Pender, 2014). Thus, to build on previous findings 
– but to avoid the selection effects of venture capitalists – the present study 
examines the impact of external financing, limiting the examination of 
financial institutions to commercial and state-owned banks. In line with 
previous empirical and theoretical contributions, the following hypothesis is 
given:  
 
Hypothesis 2a: Interaction with financial institutions is positively associated 
with SME innovation performance. 
 
 
Moderating Effect of Interactions with Financial Institutions 
Despite the overwhelming evidence supporting a positive relationship 
between inter-firm collaboration and innovation, several studies suggest that 
SMEs are not conducting in collaborations as would be expected – primarily 
due to the lack of resources held by SMEs (Doloreux, 2004; Lee et al., 2010; 
Narula, 2004; Sharif, 2003). For example, in a qualitative study of SMEs in 
Hong Kong, Sharif (2003) illustrates that the financial cost involved in 
searching for innovation partners is a major deterrent of inter-firm 
collaboration. Narula (2004) supports this constraint, concluding that the lack 
of resources associated with small firms makes R&D collaboration more costly 
for SMEs than larger firms, as they generally have fewer opportunities to fail 
and less bartering power compared to large firms. In further support for this 
financial constraint, Lee et al. (2010) demonstrate that although external 
partners are recognised as important sources of information for innovation 
amongst most SMEs, few of them actively used this information in their own 
innovation activities due to a lack of financial resources available to gather 
information about potential partners. Thus, based on these studies, it is 
predicted that the more access SMEs have to financial resources, the less 
costly they will consider the search for external partners to be, and the more 
they will pursue innovation collaboration partnerships.  

 
Hypothesis 2b: Interaction with financial institutions has a positive 
moderating effect on the relationship between inter-firm collaboration and 
innovation performance. 
 
 
Interactions with Government Agencies 
The impact of government support (in the form of R&D subsidies, tax 
incentives and loans that promote innovative activity) on innovation 
performance has been addressed throughout the literature (Almus & 
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Czarnitzki, 2003; González & Pazó, 2008; Kang & Park, 2012; Lach, 2002; 
Romijn & Albaladejo, 2002; Zeng et al., 2010). It is widely recognised that 
interactions with government agencies can lead to improved government 
policies, regulatory measures, strategic programs and public support – all of 
which serve to enhance the interacting firm’s innovation performance (Almus 
& Czarnitzki, 2003; González & Pazó, 2008; Kang & Park, 2012; Lach, 2002; 
Romijn & Albaladejo, 2002; Zeng et al., 2010). Based on a survey of small 
software development and electronics companies in England, Romijn and 
Albaladejo (2002) demonstrate the importance of government support to 
SMEs, identifying a positive relationship between public R&D support and 
SME innovation performance. Lach (2002) extends these findings, providing 
evidence to suggest that R&D subsidies granted by the government stimulate 
R&D spending in Israeli SMEs. Similarly, in case of firms from Germany, 
Almus and Czarnitzki (2003) highlight that firms which receive public funding 
express greater internal R&D intensity compared to firms that do not receive 
subsidies. Furthermore, González and Pazó (2008) apply this research to 
Spanish manufacturing firms, highlighting from a sample of 2,214 firms (90 
percent of which were SMEs) that firms receiving government subsidies 
carried out greater internally funded R&D efforts than non-subsidized firms. 
Thus, the overall consensus from the literature suggests that government 
support increases R&D spending and innovation performance in SMEs.  
 However, such conclusions are mixed when the question is focused 
towards SMEs in Asia. Kang and Park (2012) for example provide support for 
the above findings, illustrating that government R&D support elicits a positive 
impact on the innovation performance of South Korean biotechnology SMEs. 
This however is contrasted by findings from Zeng et al. (2010) who report no 
significant correlation between government support and innovation 
performance in Chinese SMEs. Furthermore, Xie et al. (2013) report that 
there is in fact a negative correlation between the political environment and 
innovative performance in Chinese SMEs, suggesting that the current policies 
in China serve as barriers to innovation in SMEs. Thus, the current study 
aims to extend this understanding further, by identifying the impact that 
interactions with government agencies have on innovation performance in 
Chinese SMEs. As the research is inconsistent in Asian economies, this study 
will follow the more unanimous consensus developed in developed countries, 
proposing a positive relationship between interactions with government 
agencies and innovation performance. 
 
Hypothesis 3a: Interaction with government agencies is positively 
associated with a firm’s innovation performance. 
 
Moderating Effect of Government Agencies 
In addition to a direct impact on innovation performance, the moderating 
effect of government policies on inter-firm collaboration is also recognised 
throughout the literature (Dickson et al., 2006; Kang & Park, 2012; Romijn & 
Albaladejo, 2002; Zeng et al., 2010). Numerous authors have acknowledged 
that an ineffective institutional environment – i.e. one with weak government 
support and protection – serves as a significant barrier that prevents SMEs 
from engaging in inter-firm collaboration (Caputo et al., 2002; Dickson et al., 
2006; Hewitt-Dundas, 2006; van de Vrande et al., 2009; Xie et al., 2013; 
Zeng et al., 2010). For example, Dickson et al. (2006) illustrate that firm size 
moderates the relationship between the institutional environment and 
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perceptions of opportunistic behaviour, meaning that SMEs are much less 
likely to engage in inter-firm collaboration when government support and 
legal protection are weak – due to a perceived difficulty of aligning 
contractual agreements with the potential risks, exerting control, and 
preventing opportunistic behaviour from partners. As such, several authors 
have identified the need for governments to provide greater support and 
develop more effective policies to create an environment conducive for SME 
inter-firm collaboration (Kang & Park, 2012; Xie et al., 2013; Zeng et al., 
2010). Indeed, early studies have illustrated that government support has a 
positive impact on university-industry collaborations (Hong, 2008; Liefner et 
al., 2006). Kang and Park (2012) build on this research, highlighting that 
government support has a positive impact on an SME’s collaboration with 
upstream (e.g. universities and research institutes) and downstream partners 
(e.g. customers, suppliers, competitors and collaborators). Zeng et al. (2010) 
support this relationship in the case of Chinese SMEs, highlighting that 
cooperation with government agencies has a positive impact on inter-firm 
collaboration – despite the absence of a direct correlation between 
cooperation with government agencies in innovation performance. Thus, in 
light of this research, the following hypothesis is proposed: 
 
Hypothesis 3b: Interaction with government agencies has a positive 
moderating effect on the relationship between inter-firm collaboration and 
innovation performance. 
 Based on the above literature review, the conceptual model for this 
paper is presented in Figure 1. The model illustrates the direct relationships 
between inter-firm collaboration, interaction with financial institutions, 
interaction with government agencies and innovation performance 
(Hypotheses 1, 2a and 3a), as well as the moderating effects of interaction 
with financial institutions and interaction with government agencies on the 
inter-firm collaboration and innovation performance relationship (Hypotheses 
2b and 3b). As indicated above, it is predicted that each of these direct and 
moderating effects will be positive. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1. Conceptual Model. Solid line depicts a direct relationship; 
dotted line represents a moderating effect. IFC = Inter-firm 
collaboration; IFI = Interactions with financial institutions; IGA = 
Interactions with government agencies. 
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Methods 
Sample 
This study uses secondary data collected from a survey of SMEs in China that 
was conducted in 2012. For the purpose of this study, SMEs are defined as 
firms with less than 500 employees – a definition that has been widely 
adopted in the literature (Dickson et al., 2006; Narula, 2004; van de Vrande 
et al., 2009; Wang & Yao, 2002; Xie et al., 2013; Zeng et al., 2010). 
However, it is important to note that this definition differs from that 
commonly adopted in China, in which the classification system is considerably 
more complex compared to international standards (Wang & Yao, 2002; Xie 
et al., 2013; Zeng et al., 2010). This complexity arises from the numerous 
different measures for SMEs, including production output (whereby small 
firms produce less than 100,000 tons of goods, and medium firms producing 
between 100,000 to 600,000 tons), the original value of the firm’s fixed 
capital (with small firms’ fixed capital valued at less than 15 million Yuan, and 
medium firms’ valued between 15 million and 50 million Yuan), employee 
numbers (with SMEs considered to employee less than 2,000 employees), 
annual turnover of less than 300 million Yuan per year, and total assets of 
less than 400 million Yuan (Wang & Yao, 2002; Xie et al., 2013; Zeng et al., 
2010). Despite these various measures, most academic research on Chinese 
SMEs has adopted the internationally recognised definition as firms with less 
than 500 employees (e.g. Wang & Yao, 2002; Xie et al., 2013; Zeng et al., 
2010), and will therefore be the definition used for the present study.  

Among other things, the original survey measured the perceptions of 
managers on their firm’s performance in several measures of innovation over 
the past three years, relative to competitors. The survey also captured the 
managers’ perceptions on their firm’s interactions and collaborations in 
innovation with external partners (including buyers, suppliers, competitors, 
research organisations, financial institutions and government agencies and 
officials) over the past three years. These items were assessed on a 7-point 
Likert scale, with “1” being “very low/poor” and “7” being “very high/strong”. 
Questionnaires were sent to 1000 SMEs in China, of which 301 responded 
(response rate of 30.1%). A total of 257 of these respondents were useable 
for this study, after accounting for missing data and extreme cases (a final 
sampling rate of 25.7%). 

Table 1 highlights the characteristics of the sample. The vast majority 
of the SMEs used in this study (167 SMEs; 65%) were established through 
joint ventures and alliances with international partners (herein, “international 
SMEs”), while the remaining 90 SMEs operating under domestic ownership 
(35%). Agricultural SMEs were underrepresented in this sample (19 SMEs; 
7.4% of the sample), while services and manufacturing SMEs made up the 
vast majority (41.2% and 51.4% respectively). Finally, the sample was 
disproportionally represented in terms of location, with 135 SMEs (52.5%) 
located in Beijing, compared with the 60 SMEs (23.4%) from Guangzhou and 
62 SMEs (24.1%) located in Shanghai. 
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Table 1: Sample Characteristics (N = 257) 

Characteristics Mean ± Std. Dev.  

(Number of SMEs, %) 

Age (Years) 18.311 ± 14.502 

Ownership   

Domestic 90 (35%) 

Joint Ventures and Alliances 167 (65%) 

Industry   

Agriculture 19 (7.4%) 

Services 106 (41.2%) 

Manufacturing 132 (51.4%) 

Location   

Beijing 135 (52.5%) 

Guangzhou 60 (23.4%) 

Shanghai 62 (24.1%) 

 
Table 2 

Variables and Internal Consistencies of Scale Constructs 

Latent Variables Observed Variables Meansa Std. 

Dev. 

Cronbach’s α 

Innovation 

Performance 

New products 3.856 1.793 0.892 

 New processes 3.961 1.839  

 Improvement of existing products 4.276 1.660  

 Improvement of existing processes 4.000 1.716  

 New production techniques 4.183 1.659  

 Exploration of new markets 3.580 1.682  

 Managerial innovation 3.665 1.535  

IFC Suppliers 5.292 1.374 0.760 

 Buyers 4.840 1.574  

 Competitors 5.716 1.446  

 Research organisations 5.319 1.363  

IFI State banks/Government financial orgs. 4.872 1.640 0.828 

 Commercial/Private banks 5.451 1.363  

IGA Central government agencies 5.128 1.532 0.874 

 Local government officials 5.058 1.691  

 Industry officials 5.136 1.567  

 Government regulatory agencies 5.066 1.500  
a Score based on a 7-point Likert scale 
IFC = Inter-firm Collaboration 
IFI = Interactions with Financial Institutions 
IGA = Interactions with Government Agencies 
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Variables 
Dependent Variable 
Taking into consideration the fact that there are numerous forms of 
innovation (Schilling, 2013), this study assessed the innovation performance 
of the SMEs based on several aspects of innovation. As illustrated in Table 2, 
the “Innovation Performance” variable comprised of seven observed 
variables, which – with a Cronbach’s α of 0.892 (Cronbach’s α > 0.7) - 
indicates acceptable levels of reliability (Zeng et al., 2010). 
 
Independent Variables 
To assess the impact that relations with external partners have on innovation 
performance in SMEs, observed variables are grouped into several latent 
variables – in a similar manner to Zeng et al. (2010). As presented in Table 
2, these latent variables include inter-firm collaboration (IFC), interactions 
with financial institutions (IFI) and interactions with government agencies 
(IGA). Tests for internal consistency shows that each individual construct has 
an acceptable level of reliability as the Cronbach’s α is greater than 0.7. IFI 
comprises the relationships that the SMEs had with state banks, government 
financial organisations, and commercial/private banks. Again, a test for 
reliability of this construct highlights an acceptable level of reliability 
(Cronbach’s α > 0.7). Finally, IGA comprises of the relationships and 
connections that the SMEs had with central government agencies, local 
government officials, industry officials and government regulatory agencies. 
These parties are grouped together due to their common objective of setting 
the regulatory foundations of the business environment (e.g. Dickson et al., 
2006; Zeng et al., 2010) – an assumption that is confirmed by a strong 
Cronbach’s α value, supporting the reliability of this construct.  
 
Control Variables  
A number of control variables were included to account or firm-specific 
characteristics – specifically age, ownership and the number of main products 
produced by the SME.  Firstly, it is predicted that older firms have 
accumulated more knowledge than younger firms, thereby enhancing their 
capacity for innovation (Kang & Park, 2012; Nieto & Santamaría, 2007; Shan, 
Walker, & Kogut, 1994). Additionally, as these older firms are more likely to 
have engaged with external parties over their lifetime, it is reasonable to 
assume that they may developed a greater number of collaborations with 
external partners (Tether, 2002). However, research suggests that these 
predictions fall short – indicating that there is no significant relationship 
between firm age and innovation collaboration (Kang & Park, 2012; Shan et 
al., 1994; Tether, 2002). There is however weak evidence that younger firms 
are more likely to cooperate with cheaper, more open parties (Tether, 2002). 
Thus, to account for the potential effect of age on innovation collaboration, it 
is included as a control variable in the current study. 
  
 



 

 

 
 
  

Table 3: Descriptive Statistics (N = 257) 

Variable Mean Std. Dev. Pearson Correlation Matrix 

   (1) (2) (3) (4) (5) (6) 

1. Innovation Performance b 27.521 9.269 1      

2. Firm Age 18.311 14.502 -0.015 1     

3. Ownershipa 0.350 0.478 0.124* -0.117† 1    

4. Number of Main Products 3.035 1.621 0.171 0.154* -0.031 1   

5. Inter-firm Collaboration (IFC)c 21.167 4.224 0.284 -0.029 -0.019 0.019 1  

6. Interaction with Financial Institutions 

(IFI)d 

10.323  2.785 0.210*** 0.014 -0.147* 0.133* 0.561*** 1 

7. Interaction with Government Agencies 

(IGA)c 

20.389 5.364 0.122* -0.060 -0.172** 0.131* 0.576*** 0.797*** 

*p<.05, **p<.01, ***p<.001, †p<.10 
a A dummy coding scheme was utilized for the ownership variable whereby “0” indicated an SME established through an international joint venture or 

alliance and “1” indicated a domestic company. The mean here should be interpreted as a proportion. 
b Perception-based score out of 49 (based on a 7-point Likert scale) 

c Perception-based score out of 28 (based on a 7-point Likert scale) 
d Perception-based score out of 14 (based on a 7-point Likert scale) 

 



 

 

Table 4: Hierarchical Linear Regression Analysis of Innovation Performance  

 1. All SMEs  2. Domestic SMEs  3. International SMEs 

 N=257  N=90  N=167 

Variable Model 1 Model 2 Model 3  Model 1 Model 2  Model 1 Model 2 

(Constant) 27.521**

* 

27.521**

* 

27.189**

* 
 

29.383**

* 

29.497**

* 
 26.720* 26.727* 

Control Variables 

Firm Age 

Ownershipa  

Number of Main Products 

 

-0.028 

0.126* 

0.179** 

 

-0.036 

0.125* 

0.174** 

 

-0.032 

0.123* 

0.176** 

 

 

0.153 

- 

0.112 

 

0.209 

- 

0.104 

 

 

 

-0.112 

- 

0.217* 

 

-0.145* 

- 

0.204** 

External Cooperation 

Inter-Firm Collaboration (IFC) 

Interactions with Financial Institutions (IFI) 

Interactions with Government Agencies (IGA) 

 

- 

- 

- 

 

0.286*** 

0.226* 

-0.226* 

 

0.293*** 

0.222* 

-0.213* 

 

 

- 

- 

- 

 

0.331* 

-0.057 

0.020 

 

 

 

- 

- 

- 

 

0.305** 

0.351** 

-0.377* 

Moderating Interactions 

IFC x IFI 

IFC x IGA 

 

- 

- 

 

- 

- 

 

-0.026 

0.094 

 

 

- 

- 

 

- 

- 

 

 

 

- 

- 

 

- 

- 

R2 0.046 0.147 0.152  0.041 0.134  0.052 0.195 

Adjusted R2 0.035 0.126 0.125  0.019 0.083  0.041 0.170 

∆ R2 0.046 0.100 0.005  0.041 0.094  0.052 0.143 

F 4.112** 7.169*** 5.551***  1.858 2.610*  4.507* 7.817*** 

Maximum VIF 1.038 3.047 4.395  1.021 3.612  1.025 4.339 

*p<.05, **p<.01, ***p<.001, †p<.10 
a Dummy variable whereby “0” represents SMEs established though international joint ventures and alliances and “1” represents domestic SMEs 
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Ownership in this study refers to the whether the SME is domestically or 
internationally-owned – i.e. established as a result of a joint venture or 
alliance with an international parent. Tether (2002) highlights that firms 
belonging to a wider company of groups (including those established through 
joint ventures or alliances) are more likely to engage in innovative 
collaboration, as they may have access to the wider resources of the parent 
companies. In this study, the ownership variable is coded in such a way that 
“1” refers to domestic ownership, while “0” represents those SMEs formed 
through joint ventures and alliances. 
 Several studies indicate that the benefits of engaging in cooperative 
innovation increase with firm size, as larger firms have greater resources with 
which they can exert power in collaborative arrangements (Dickson et al., 
2006; Shan et al., 1994; Tether, 2002). Similarly, firms with a greater scope 
of products are likely to benefit from both an ability to spread risks of 
innovation across a range of products, as well as through the synergistic 
advantages arising from economies of scope – thereby increasing the 
attractiveness of innovation for these firms (Narula, 2004; van de Vrande et 
al., 2009; Wan, Hoskisson, Short, & Yiu, 2011). Thus, to account for these 
factors, the number of products produced by a firm (as a proxy for firm size) 
was included as a control variable in this study. 
 
 
Methodology 
A hierarchical linear regression model is used to analyse the data in this 
study, using SPSS Version 22. After assessing the descriptive statistics and 
correlations for each variable (see Table 3), the hierarchical linear regression 
was run with innovation performance as the dependent variable. The first 
regression (“1. All SMEs” in Table 4) consists of all 257 firms in this sample. 
Model 1 of this regression assessed the effect of the control variables, with 
the main effect variables (IFC, IFI and IGA) added into Model 2. Model 3 
examines the moderating effects of both IFI and IGA on the IFC-innovation 
performance. Two additional regressions were then run, the first to examine 
the main effect variables in the domestic SMEs only (“2. Domestic SMEs” in 
Table 4), and the second to examine these variables in the internationally-
owned SMEs (“3. International SMEs” in Table 4). 
 
 
Results 
Table 3 shows descriptive statistics for the variables in the model and the 
correlations between them. With a mean age of 18.3 years, this sample was 
considerably more mature than those assessed in previous studies exploring 
the relationship between external cooperation and innovation performance 
(e.g. Kang & Park, 2012; Liefner et al., 2006). As indicated in the previous 
section, the sample is unevenly distributed, with a greater representation of 
internationally owned SMEs compared with domestically owned SMEs. 
Additionally, these results highlight that the frequency of inter-firm 
collaboration was higher than the frequency of interactions with government 
agencies over the past three years – implying that the SMEs in the sample 
perceived greater benefit from (or easier access to) other parties in the 
market than government agencies. 
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 The correlation matrix presented in Table 3 suggests that the 
relationships between the explanatory variables are fairly modest, with only 
the external cooperation variables showing higher correlations. Interaction 
with financial institutions and interactions with government agencies 
expressed the highest correlation at 0.797 (p<0.001). In light of this 
correlation, variance inflation factors (VIFs) were examined for all of the 
variables, to account for the potential problems associated with 
multicolinearity. As evident in Table 4, all VIFs were below a value of ten, 
suggesting the model is free of multicolinearity (Field, 2013) 
 
External Cooperation and Innovation Performance 
Table 4 shows the results of the hierarchical regression analysis. Hypothesis 
1 predicted that collaboration with other firms is positively associated with 
innovation performance. Based on Model 2 in the regression with all SMEs, 
the significance of the inter-firm collaboration (IFC) variable supports this 
relationship (p<0.01). This finding is consistent with the growing stream of 
literature that stresses the importance of collaboration with buyers, suppliers, 
competitors and research organisations in the innovation process for SMEs 
(e.g. Bullinger et al., 2004; Hagedoorn, 2002; Nieto & Santamaría, 2007; 
Tether, 2002; van de Vrande et al., 2009; Wang et al., 2012).  

Hypothesis 2a predicted that SMEs interacting with financial 
institutions (IFI) would experience greater innovation performance. The 
significance of this variable in Model 2 in the first regression supports this 
hypothesis (p<0.5). This result supports the notion that innovation is a 
financially-restrained activity (Caputo et al., 2002; Levine, 2005; Romijn & 
Albaladejo, 2002; van de Vrande et al., 2009), and that greater relationships 
with various sources of capital – such as financial institutions – contributes 
positively to innovation performance (Caputo et al., 2002; Hewitt-Dundas, 
2006; Levine, 2005). 

Hypothesis 3a predicted that interaction with government agencies 
(IGA) was positively associated with innovation performance. Interestingly, 
the results from this study contrast this prediction, indicating instead that 
IGA are negatively associated with innovation performance (p<0.5). Thus, 
these findings indicate that the more interactions SMEs have with 
government agencies, the lower their innovation performance is likely to be – 
supporting findings from Xie et al. (2013) 
 Hypothesis 2b predicted that IFI would exert a positive moderating 
effect on the IFC-innovation performance relationship, as SMEs with greater 
access to financial institutions would be able to access the financial resources 
required in the search for potential IFC partners. However, the interaction 
variable in Model 3 was not significant, and thus Hypothesis 2b was not 
supported. Similarly, Hypothesis 3b predicted that IGA would express a 
positive moderating effect on the IFC-innovation performance relationship, as 
SMEs with greater interactions with government agencies could establish 
relationships that would enable better access to government support. The 
interaction term evident in Model 3 was also not significant, and therefore did 
not support Hypothesis 3b. Thus, based on these two findings, it can be 
concluded that neither IFI nor IGA moderated the IFC-innovation 
performance relationship. 
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Control Variables 
Although no specific hypotheses were offered for the control variables, the 
hierarchical regression and correlation matrix both provide some interesting 
results regarding these variables. Firstly, based on the output from Model 1 
in the regression with all SMEs, it is evident that there is a weakly positive 
relationship between the number of product lines produced by an SME and its 
innovation performance (p<0.01). Without going into too much detail, a 
potential explanation for this finding is that SMEs with a greater number of 
product lines may benefit from an ability to spread the risk of innovation 
across a wider portfolio of products, thereby reducing the risk associated with 
each new innovation (Narula, 2004; van de Vrande et al., 2009; Wan et al., 
2011). 

Secondly, it is evident that there is a weakly positive relationship 
between SME ownership and innovation performance (p<0.05). Based on the 
coding of this variable, this result suggests that domestic SMEs express 
greater innovation than international SMEs. To explore this relationship in 
greater detail, two additional regressions were run to explore the differences 
in external cooperation between these two groups, and are described below.  

 
 

Collaboration Performance in Domestic versus International Firms 
The effect of external cooperation on innovation performance for domestically 
owned SMEs is presented in the second regression in Table 4. For the 
domestic SMEs, only inter-firm collaboration appeared to have a significant 
impact on innovation performance (p<0.05), supporting previous research 
that highlights a positive relationship between IFC and innovation 
performance (e.g. Bullinger et al., 2004; Hagedoorn, 2002; Nieto & 
Santamaría, 2007; Tether, 2002; van de Vrande et al., 2009; Wang et al., 
2012). Similarly, this model suggests that IFI and IGA have no significant 
relationship with innovation performance in domestic SMEs, thus supporting 
research that suggests: (i) SMEs have difficulty accessing financial systems 
and thus find it difficult to establish relationships with financial institutions 
(e.g. Lee et al., 2010; Narula, 2004; Wang & Yao, 2002; Xie et al., 2013; 
Zeng et al., 2010), and (ii) government policies in China are not effective at 
facilitating innovation in Chinese SMEs (e.g. Xie et al., 2013; Zeng et al., 
2010). 

As for the internationally owned SMEs in this sample, all three forms of 
collaboration significantly impacted innovation performance (all p<0.01) – 
with IFC and IFI eliciting positive effects, while IGA showed a negative impact 
on innovation performance. The difference in the impact of IFI between 
international and domestic SMEs may be attributed to the fact that 
international SMEs have access to the parent companies’ resources, networks 
and reputation (Tether, 2002), and thus provide a less risky financial 
opportunity for banks and other financial institutions (Xie et al., 2013). 
Alternatively, the differences in IGA suggest that international SMEs face 
more difficult barriers from the government than their domestic counterparts 
– presumably reflecting a lingering effect of China’s ongoing transition from a 
closed, centralised state to an open economy (Anderson et al., 2003; Siu, 
2005; Wang & Yao, 2002; Zeng et al., 2010). 
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Discussion 
The results of this study indicate that inter-firm collaboration and interactions 
with financial institutions contribute significantly to innovation performance in 
SMEs. These findings therefore support the growing consensus amongst 
scholars that SMEs can overcome their inherent resource deficiency and 
enhance innovation performance by cooperating with external partners (e.g. 
Bullinger et al., 2004; Hagedoorn, 2002; Motohashi, 2008; Nieto & 
Santamaría, 2007; Tether, 2002; van de Vrande et al., 2009; Wang et al., 
2012; Xie et al., 2013; Zeng et al., 2010). However, although inter-firm 
collaboration promotes innovation in both domestic and internationally owned 
SMEs, interaction with financial institutions appears to only be significantly 
related to internationally owned SMEs. This reflects that difficulties that 
domestic Chinese SMEs face in accessing financial systems compared to their 
international counterparts. As Wang and Yao (2002) reveal, access that SMEs 
have to formal financial markets is far worse in China than many other 
countries, with SMEs accounting for less than 10 percent of formal loans each 
year. Furthermore, as the Chinese government moves to decentralise 
decision-making and accountability, financial institutions such as banks now 
carry all risk in their lending (Xie et al., 2013). Therefore, in the absence of 
government support for SMEs (as highlighted in this study), this 
decentralisation is detrimental to SMEs, who are typically seen as more risky 
investments and therefore less likely to receive funding (Xie et al., 2013). 
Internationally owned SMEs on the other hand have access the parent 
companies’ resources, including the parent’s reputation, collaboration 
experience, knowledge and prior networks or relationships (Tether, 2002). As 
such, these SMEs are often more attractive to investors and financial 
institutions that other SMEs, typically enabling them greater access to 
funding and external capital (Pender, 2014; van de Vrande et al., 2009; Zeng 
et al., 2010). Consequently, this group of SMEs can be seen to have greater 
access to financial institutions that their domestic peers, and thus able to 
reap the benefits of interactions with financial institutions. 
 The findings from this study also suggest that interactions with 
government agencies generally have a negative impact on the innovation 
performance of SMEs in China, reflecting earlier studies in emerging 
economies (e.g. Xie et al., 2013). This finding contrasts research conducted 
in developed countries, which suggest that IGA is positively related to 
innovation performance (e.g. Almus & Czarnitzki, 2003; González & Pazó, 
2008; Lach, 2002; Romijn & Albaladejo, 2002). One explanation of this result 
is the highly inflexible nature of government innovation support, as it is 
typically unable to be used for different projects or with different innovation 
partners than those it was initially granted for (van de Vrande et al., 2009; 
Wallsten, 2000). It can therefore be argued that government regulation and 
control on innovation has a detrimental effect on innovation performance, 
causing firms to pursue projects that are either inappropriate for the SME, or 
of little market value (Chakrabarti & Souder, 1984; van de Vrande et al., 
2009; Wallsten, 2000). A second potential explanation for this result is that 
the government policies in China are simply not conducive to innovation 
collaboration in SMEs. Indeed, it has been acknowledged by several authors 
that the current institutional environment is less than ideal for SME 
innovation, with poor access to financial resources, bureaucratic burden and 
inadequate government support common barriers amongst Chinese SMEs 
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(Siu, 2005; Wang & Yao, 2002; Xie et al., 2013; Zeng et al., 2010). Building 
on this explanation, it would seem that the negative relationship between 
interactions with government agencies and innovation performance in 
international SMEs reflect a delayed response from China’s transition from a 
closed, centralised state to an open economy. 
 Finally, despite the predictions that interactions with financial 
institutions and interactions with government agencies would enhance the 
relationship between inter-firm collaboration and innovation performance, 
this study found no significant moderating effect for either forms of 
cooperation. The fact that interactions with financial institutions had no 
significant moderating effect arises in part due to the difficulties that Chinese 
SMEs face in accessing financial systems (Lee et al., 2010; Narula, 2004; 
Wang & Yao, 2002; Xie et al., 2013; Zeng et al., 2010). Poor access to these 
financial systems – as evident in the domestic SMEs in this sample – means 
that financial institutions cannot provide SMEs with the capital they require to 
overcome their inherent resource deficiencies, and therefore are unlikely to 
have any impact, let alone a moderating impact, on innovation performance. 
A further explanation for this finding is that those SMEs who do gain access 
to external funding sources – such as the internationally owned SMEs in this 
sample – typically use these resources to stimulate their own internal R&D 
projects, rather than to pursue new collaborative opportunities (González & 
Pazó, 2008; Wallsten, 2000). Indeed, as external investors typically prefer 
investing in SMEs who are considered more capable of generating returns and 
less risky, the SMEs that gain access to external financing may in fact be the 
most R&D-engaged firms who are not in the greatest need of pursing inter-
firm collaboration (González & Pazó, 2008; Pender, 2014; Zeng et al., 2010). 
The fact that interactions with government agencies had no significant 
moderating effect also reflects the earlier findings presented in this paper – 
specifically the insignificant relationship between government agencies and 
domestic SMEs and the negative relationship between international SMEs and 
international SMEs. As such, an initial explanation for this finding is that it is 
simply a further reflection that the current government policies in China are 
ineffective at stimulating innovation collaboration in China for both domestic 
and international SMEs. However this result may also be attributed to the 
nature of government support, which – like support from financial institutions 
– is known to be attracted to the most R&D-engaged firms (González & Pazó, 
2008). Thus, the SMEs that do receive government support may in fact be 
those that do not require external cooperation to overcome any resource 
discrepancy. Furthermore, it has been mentioned that government innovation 
support can highly inflexible, typically restricted to a single innovation project 
or used with specific innovation partners than those it was initially granted for 
(van de Vrande et al., 2009; Wallsten, 2000).  As such, the lack of a 
moderating effect of IGA with innovation performance may also reflect the 
fact that government support received in China is not conducive for 
promoting inter-firm collaboration. 
 
 
Implications and Policy Recommendations 
Several managerial implications and policy recommendations can be drawn 
from this study. It is clear that cooperation with external partners can help 
SMEs overcome an inherent resource deficiency by providing access to 
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external knowledge or funding. Thus, if SMEs can overcome the concerns 
relating to external collaboration (e.g. Dickson et al., 2006; Lee et al., 2010; 
Narula, 2004; Nieto & Santamaría, 2007) they may experience greater 
innovation performance through external cooperation. In saying this, it is also 
apparent that managers must remain cautious and selective when 
determining which external partnerships they pursue as some external 
cooperation (such as interactions with government agencies) may inhibit 
innovation performance rather than enhance it. Furthermore, given the 
contrasting picture these results reveal compared to research conducted in 
developed countries (e.g. Almus & Czarnitzki, 2003; González & Pazó, 2008; 
Lach, 2002; Romijn & Albaladejo, 2002), it is evident that there is a need for 
managers to take into consideration the institutional environment, 
recognising that the partnerships that enhance innovation performance in 
some countries may not be of value in others. From a policy perspective, 
these results reveal that the current government policies in China are 
ineffective for promoting innovation in domestic SMEs, and inhibit innovation 
in internationally owned SMEs. It is thus essential that policy makers focus on 
promoting policies that encourage SME innovation (e.g. R&D subsidies, tax 
incentives etc.) facilitate inter-firm collaborations and provide domestic SMEs 
greater access to financial institutions.  
 
 
Limitations and Future Research 
It is important to recognise that there are several limitations of this study 
that highlight areas for future research. Firstly, although this study provides 
insight into the benefit of external cooperation on innovation performance, a 
lack of accessible information meant that several other factors were not 
discussed here including the strength, age or formality of these relationships. 
Indeed, the strength of external relationships has been recognised as a 
critical determinant of the success of collaborations (Sharif, 2003), and 
therefore warrants further research. Additionally, to ensure an adequate 
focus, this paper has purposefully avoided the cultural aspects of business in 
China, such as how personal relationships and guanxi impact business 
collaborations (Liefner et al., 2006; Siu, 2005). As such, future research 
should attempt to explore this issue in more depth, linking in cultural 
literature with innovation collaboration strategies in emerging economies. 

Secondly, these results are based on SMEs operating in three of the 
largest cities in China, and therefore may not be reflective of other emerging 
economies, or even of other areas within China. As such, the relationship 
between external cooperation and SME innovation performance should be 
examined in other areas within China to test the generalisability of the 
current findings. Indeed, of the limited research exploring the impact of 
external collaborations on innovation performance in Chinese SMEs, most of 
this discussion has been based on data from large cities such as Beijing, 
Shanghai and Guangzhou (e.g. Xie et al., 2013; Zeng et al., 2010) avoiding 
smaller, more rural areas where there will be even less access to financial 
resources and perhaps less formal institutional barriers preventing 
innovation. 

Thirdly, the results presented in this paper provide further evidence to 
support the suggestion that current innovation policy is hindering innovation 
performance in SMEs (Siu, 2005; Xie et al., 2013; Zeng et al., 2010). Future 
research should therefore attempt to empirically examine this assumption, by 
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comparing the impact of external collaborations on innovation performance in 
SMES compared to state-owned enterprises. Such an insight would provide 
policy makers with greater confirmation of the current state of innovation 
policy in China. 
 
 
Conclusion 
In conclusion, this study has explored the relationship between external 
cooperation and innovation performance of SMEs in China. The results 
indicate that inter-firm collaboration and interactions with financial 
institutions have positive effects on innovation performance, while 
interactions with government agencies negatively impact SME innovation. 
Furthermore, the significance of these relationships differs in response to 
SME ownership, with the innovation performance of internationally owned 
SMEs more significantly impacted by these three external networks than 
domestic SMEs. Taken collectively, these results illustrate that external 
cooperation can provide SMEs with the necessary resources they require to 
overcome their inherent resource deficiency, leading to superior innovation 
performance. In saying this, it is clear that the current institutional 
environment in China is not conducive to SME innovation, providing concern 
for both domestic and internationally owned SMEs. 
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Merger & Acquisition (M&A) success is a complex phenomenon (Cartwright & 
Schoenberg, 2006). History tells us that M&As have failed to meet 
performance expectations (Tuch & O’Sullivan, 2007; Martynova and 
Renneboog, 2008; Gregory, 1997; Kennedy & Limmack 1996; Sudarsanam & 
Mahate 2003), yet M&As continue to be at the heart of corporate growth 
strategies (Shimzua, 2004).  This has attracted huge academic interest, 
particularly so since the 1980s (Cartwright & Schoenberg, 2006), and has 
resulted in massive amounts of empirical research being conducted through a 
variety of theoretical lenses across a number of different management 
disciplines. Research has been most prominent within the fields of finance, 
organisational behaviour and strategic management, with significant 
attention given to M&A success factors (Larsson & Finkelstein, 1999; Zollo & 
Meier, 2008). This literature review seeks to provide an overview of M&A 
success factors and provide recommendations for future research from the 
strategic management perspective whilst recognising the interdependencies 
within the fields of finance and organisational behaviour.  It is presented that 
it is an appropriate time to review M&A success factors given the likelihood 
that a new merger wave is underway (Bauer & Matzler, 2014).   
 The concept of merger waves, M&A activity that has occurred in 
cyclical clusters throughout history is one of the most prominent theories 
found in the M&A literature (Duchin & Schmidt, 2013; Brealey & Myers, 
2003).  Bauer & Matzler (2014) make clear that it is likely that a new merger 
wave has begun, with M&A activity on the rise following the financial crisis.  
The literature presents two main reasons for why merger waves have 
occurred: industry shocks and misvaluation of financial markets (Duchin & 
Schmidt, 2013; DePamphilis, 2010; Harford, 2005).  Industry shocks relate 
to major changes in the regulatory environment or to technological 
innovation; the revolution of the internet being a prime example (Mitchell & 
Mulherin, 1996; Jovanovic & Braguinsky, 2004).  The misvaluation of 
financial markets idea involves firms taking advantage of the opportunity to 
buy undervalued firms (Rhodes-Kropf, Robinson & Viswanathan, 2005; 
Shleifer, & Vishny, 2003). This occurs during times when there is a high level 
of liquidity in financial markets, capital is cheap and easily available, and 
firms are eager to grow (Harford, 2005).  While debate surrounds which 
driver has had most impact, these concepts are not mutually exclusive and 
both have played a part in driving M&A activity interdependently (Harford, 
2005; Duchin & Schmidt, 2013; DePamphilis, 2010).  
 Given that global markets, particularly the US economy, have 
recovered from the worst of the ‘credit crisis’, opportunities exist for stronger 
firms to grow by acquisition and take advantage of undervalued firms (Bauer 
& Matzler, 2014).  Furthermore Longstaff (2010) highlights that the ‘credit 
crisis’ caused an overhaul of the regulatory environment to prevent history 
from repeating itself.  This could prove to be an industry shock which initiates 
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a boom in M&A activity; only time will tell.  Therefore given the likelihood 
that a new merger is underway (Bauer & Matzler, 2014), it is an appropriate 
time to re-analyse M&A success factors, especially given that M&A activity 
has traditionally failed to deliver positive returns (Tuch & O’Sullivan, 2007; 
Martynova and Renneboog, 2008; Gregory, 1997; Kennedy & Limmack 1996; 
Sudarsanam & Mahate 2003). 
 A closer inspection of previous merger waves, creates a clearer 
understanding of Bauer & Matzlers’ (2014) argument that a new merger 
wave has already begun.  These timings relate primarily to the US, but they 
also represent periods of increased M&A activity in the UK and Europe, 
particularly so in the most recent merger wave (DePamphilis, 2010). 
DePamphilis (2010) defines three such merger waves that have occurred 
since the 1980s: 
 Firstly, the Retrenchment Era (1981-1989) which witnessed the rise of 
corporate raiders and hostile takeovers.  Acquisitions financed by significant 
amounts of borrowed money, and takeover strategies involving leveraged 
buyouts (LBOs) became widespread (DePamphilis, 2010).  This was made 
possible due to a weak regulatory environment and the availability of cheap 
credit through junk bond markets (Martynova & Renneboog, 2008). This form 
of aggressive takeover had rarely been seen before, and resulted in huge 
wealth gains for the era’s most successful corporate raiders (Holmstrom & 
Kaplan, 2001).  This era is also defined by the exponential rise in foreign 
takeovers of US companies.  Foreign buyers sought to take advantage of the 
size of the US market, limited M&A regulatory requirements and a weak US 
dollar compared to other major world currencies (DePamphilis, 2010).   
 Secondly, the Age of the Strategic Mega-Merger (1992-2000) which 
occurred as a result of the longest stock market boom in US history.  During 
this period there was an urgency amongst firms to grow and to outsize 
competitors (DePamphilis, 2010).  This resulted in greater numbers and deal 
sizes of M&A transactions than ever before.  Acquisitions in 1997 alone were 
valued more than all the acquisitions that occurred during the 1980s, (Hitt et 
al, 2001). This massive rise in M&A activity was largely fuelled by the internet 
revolution, privatization within US industries and increasingly globalised 
financial markets.  The internet bubble burst in the late 1990s, and with 
recession hitting the US in 2001, global growth and M&A activity declined 
(DePamphilis, 2010).  .   
 Thirdly, the Rebirth of Leverage Era (2003-2007) witnessed enormous 
growth and complexity in the sales of financial instruments and securities.  
Securities collateralized by numerous debt layers, and hence risk, began to 
characterize financial markets, leading to companies being afforded cheap 
and easily available credit (DePamphilis, 2010; Harford, 2005).  Together 
with limited regulation and the rapid rate of growth in international trade, this 
presented expansion opportunities for companies through highly leveraged 
M&A activity (DePamphilis, 2010).  This excessive use of credit in financial 
markets ultimately led to a financial crisis in 2007 causing a major decline in 
M&A activity (Longstaff, 2010).  
 
 
M&A Performance 
M&A performance has been the subject of extensive debate in the literature. 
It is highlighted that there has been major inconsistencies relating to 
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measurement of performance and actual performance (Tuch & O’Sullivan, 
2007; Zollo & Meier, 2008).  Also M&A performance has been viewed from a 
number of different stakeholder perspectives, adding to the complexity of 
judging overall M&A.  In most instances, empirical research has viewed M&A 
performance from the perspective of acquiring company shareholders, but 
also from the perspective of target company shareholders performance 
(Bauer & Matzler, 2014; DePamphilis, 2010; Tuch & O’Sullivan, 2007).  A 
growing area in the literature has been the future employment implications, 
based on performance, from the perspective of senior management in both 
the acquiring and target firms (Tuch & O’Sullivan, 2007).  To a lesser extent, 
research has looked into the performance benefits on wider society 
(DePamphilis, 2010).  
 From the shareholder perspective, research has defined performance 
based on the creation, or not, of shareholder value (Zollo & Meier, 2008; 
Tuch & O’Sullivan).  As agency theory states, managers engage in M&As, on 
behalf of shareholders best interests, aiming to achieve greater corporate 
profitability and increases in shareholder wealth (Donaldson & Davis, 1991).  
Although in reality M&A motives are much more complex.  Many studies have 
pointed towards self-interests of senior managers being central to M&A 
motives (Tuch & O’Sullivan, 2007; Gaughan, 2004).  This has arisen from 
managers seeking to ‘empire build’ and their belief in becoming more 
successful through growth and synergy creation (Gaughan, 2004).  Also 
managers face external pressure to ‘buy so not to be bought’ (Tuch & 
O’Sullivan, 2007) and will often react to competitors engaging in M&A activity 
(Shimzua et al, 2004).  
 As mentioned earlier, there is a clear lack of consensus both across 
and within different management disciplines on how to measure M&A 
performance (Zollo & Meier, 2008).  The fields of finance and economics have 
tended to focus solely on quantitative research and the use of financial return 
indicators, mostly revolving around using share price and accounting data. 
While the fields of strategic management and organisational behaviour have 
looked into qualitative measures such as subjective assessments of synergy 
realisation or post-merger integration effectiveness, as well as quantitative 
measures (Tuch & O’Sullivan, 2007; Zollo & Meier, 2008).  However, most 
common in the literature has been to analyse performance based on 
quantitative methodologies using share price and accounting data (Zollo & 
Meier, 2008).   
 Research that has used share price measures has tended to conduct 
both short-run and long-run event studies to analyse the acquiring company 
share price reactions (Tuch & O’Sullivan; Martynova & Renneboog, 2008).  
Short-run studies have looked at share price movements from a few days 
before and after the acquisition announcement, up to a few months before 
and after the acquisition announcement.  Long-run studies have looked at 
share price movements up to as much as five to ten years after the 
acquisition has closed.  According to Zollo & Meier (2008), share price data 
measurement has proved most popular due to its objectivity and definitive 
measurement parameters.  This is based on a study they conducted, 
reviewing empirical studies that looked into M&A performance published in 
leading management and finance journals between 1970 and 2006.  Results 
showed that 41% of studies used the share price event study method, which 
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represented the most popular measurement methodology.  In second place 
with 28% was the use of accounting data.  
 Accounting measures have included the analysis of acquiring company 
net income, sales, return on assets, return on equity, earnings per share, 
firm liquidity, profit margins and others, before and after the acquisition 
(Martynova and Renneboog, 2008; Tuch & O’Sullivan, 2007).  There are 
however clear downfalls of using accounting measures, including the 
difficulties of isolating the takeover effect, amongst a host of external factors.  
Furthermore accounting measures are open to greater impartiality compared 
with share price measures, due to the susceptibility of manipulation of 
earnings and accounting policy changes (Zollo & Meier, 2008).  Also 
accounting studies have used different time frames, sample sizes and data 
parameters, which makes meaningful comparisons more challenging (Tuch & 
O’Sullivan, 2007).   
 Given the measurement complexities, it is easy to see why M&A 
performance has produced variable results (Zollo & Meier, 2008).  Although 
there have been clear measurement difficulties, this should not obstruct the 
overall view that M&A performance has been historically poor (Tuch & 
O’Sullivan, 2007; Martynova and Renneboog, 2008; Gregory, 1997; Kennedy 
& Limmack 1996, Sudarsanam & Mahate 2003). From the massive amounts 
of empirical research that has been dedicated to analysing post-acquisition 
performance, the overarching view is that M&As have historically failed to 
deliver value for shareholders, both in the short-run (Franks et al, 1989; Holl 
& Kyriazis 1997; Higson & Elliot 1998) and long-run (Firth, 1980; Gregory, 
1997; Kennedy & Limmack 1996, Sudarsanam & Mahate 2003).  
Comprehensive short run studies analysing share price data, such as 
Sudarsanam & Mahate (2003), Higson & Elliot (1998), and Gupta & Misra 
(2004) produced negative abnormal returns of -1.4%, - 1.7% and -1.5% 
respectively.  Only studies by Franks et al (1989) and Ben-Amar & Andre 
(2006) showed signs of positive returns. This theme of negative performance 
is even more significant in long-run studies with Frank & Harris (1989), 
Agrawal et al, (1992) and Conn et al (2005) producing negative abnormal 
returns of -12.6%,-10.6% and -19.78% respectively.  While event study 
research presents an overwhelming negative picture of M&A performance, 
research using accounting data is not so clear cut.  Healy et al’s (1992), 
study found positive returns of 2.8% over 5 years following bid 
announcements, and Linn & Switzler’s (2001) study produced positive 
average returns of 1.81% over 5 years following bid announcements . While 
on the other hand Lu (2004) and Bild et al (2005) found mildly negative 
returns in their studies.   
 
 
M&A Success Factors 
Given such dismal performance, despite an increasing popularity of M&A 
activity through the merger waves (DePamphilis, 2010; Harford, 2005), it is 
important to review success and failure factors.  Before going into greater 
detail, it is useful to get an overview of the scope of research dealing with 
M&A success and failure factors, from the perspective of different 
management disciplines.  Research has largely been conducted by four main 
schools, identified as the financial-economic, strategic management, 
organisational behaviour and process schools by Bauer & Matzler (2014).  
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Firstly the financial-economic school, which is arguably the most prominent in 
the literature, has analysed the effects of different bid characteristics on the 
financial performance of M&As (Bauer & Matzler, 2014).  These bid 
characteristics have included the mood of the bid (friendly or hostile), 
method of payment, industry relatedness and the relative size of the target 
and bidder firms (Tuch & O’Sullivan, 2007).  Secondly, the strategic 
management school has looked at M&As as a key component of corporate 
strategy (Bauer & Matzler, 2014; Cartwright & Schoenberg, 2006). Within a 
resource-based view (RBV) of strategy, M&As can play a fundamental role in 
opening up market opportunities and the transfer of non-marketable 
resources and capabilities (James, 2010).  Strategic management theorists 
have addressed the concept of ‘strategic fit’ of bidding and target companies, 
in great detail to explain M&A performance (Cartwright & Schoenberg, 2006).  
Thirdly, the organisational behaviour school has looked closely at post-
merger issues such as cultural fit and speed of integration (Epstein, 2005; 
Bauer & Matzler, 2014). A fourth school, derived from aspects of strategic 
management and organisational behaviour is the process school.  The 
process perspective has been an emergent area of research and looks at the 
role the overall acquisition process, in itself, can play (Bauer & Matzler, 2014; 
Colombo et al, 2007).  This encompasses the strategies and implementation 
of the pre-merger planning, negotiation and the post-merger integration 
stages (Weber et al, 2011). The process school has also looked closely into 
the area of learning from previous acquisition experiences and how this 
knowledge can be used to improve future transactions (Haleblian & 
Finkelstein, 1999; Colombo et al, 2007).  
 It is argued that the majority of research has been conducted from a 
single school perspective, with a failure to combine research across 
management disciplines. (Larsson & Finkelstein, 1999; Bauer & Matzler, 
2014).  As a result of this fragmented approach, a holistic understanding of 
M&A performance has not been achieved (Larsson & Finkelstein, 1999).  
Given that M&As are a highly complex, multifaceted phenomena, there is 
certainly scope for further research to adopt a cross discipline perspective 
(Bauer & Matzler, 2014). 
 M&A success factors can generally be divided into stages of the M&A 
process.  It is common in the literature to divide the M&A process into three 
stages: the premerger planning stage, the negotiation stage and the post-
merger integration stage (Weber et al, 2011).  While many studies have 
addressed a combination of these stages, most studies however, have looked 
at individual variables within one of these stages (Larsson & Finkelstein, 
1999).  For instance, target selection within the premerger planning stage, 
bid premium in the negotiation stage or cultural fit within the post-merger 
integration stage.  Therefore as mentioned earlier, the majority of literature 
has failed to develop a deeper and more holistic understanding of the whole 
M&A process and its success factors (Larsson & Finkelstein, 1999).  Therefore 
future research should look to take a multi-faceted approach, looking at 
success factors across the M&A three stage process, whilst also viewing M&A 
performance across different management disciplines (Bauer & Matzler, 
2014; Larsoon & Finkelstein, 1999).  Within the three stage process, research 
has been particularly widespread in analysing the strategic fit of M&As in the 
pre-merger planning stage (Homburg & Bucerius, 2006; Seth, 1990), and 
particularly widespread in the analysis of the integration process in the post-
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merger integration stage (Epstein, 2005; Kansal & Chandani, 2014, Tuch & 
O’Sullivan, 2007) Far less research has been conducted on the negotiation 
stage (Weber et al, 2011). 
 Pre-merger planning literature has centred on the concept of strategic 
fit (Homburg & Bucerius, 2006; Seth, 1990). A broad definition of strategic fit 
relates to a firm gaining competitive advantages from having resources and 
capabilities that correspond with opportunities in the external environment.  
Relating to M&As more specifically, strategic fit can be viewed as two firms 
having closely aligned goals, and opportunities for mutual benefit (Das & 
Teng, 2000).  It is measured by the synergy potential or value creation of the 
brought-together assets of the combined entity (Hitt & Vaidyanath 2002; 
Shelton 1988).   
 Assessing strategic fit begins in the pre-merger planning process 
through which target selection and due diligence are key components for an 
acquiring company (Capron & Shen, 2007).  Often, M&A opportunities will 
simply present themselves, such as a key supplier facing liquidation or an 
undervalued competitor becoming an attractive target.  But often firms will 
set out a strategy of growth by acquisition, and must analyse the external 
environment (Shimzua, 2004).  Target selection involves intensive research 
and analysis of viable M&A opportunities and selecting the option that offers 
the most lucrative returns or synergy potential.  Through intensive due 
diligence firms can identify strengths and weaknesses of potentials targets 
and if synergy can be created (Capron & Shen, 2007).  This planning and 
preparation is a crucial part of any takeover and will have a decisive impact 
on its future success (Weber et al, 2011).   
 The view that strategic fit is a fundamental factor in determining the 
overall success of an M&A is supported by a number of scholars (Homburg 
and Bucerius, 2006; Seth, 1990; Pehrsson, 2006; Stimpert and Duhaime, 
1997).  The strategic management school has been most prominent within 
this stage, and from a resource based perspective, scholars have analysed 
product, market, asset and supply chain similarity between acquiring and 
target companies (Pehrsson, 2006; Stimpert and Duhaime, 1997).  
Researchers have regularly suggested that higher levels of similarity produce 
greater synergy potential and ultimately greater merger performance 
(Capron et al, 2001: Prabhu et al, 2005; Tanriverdi & Venkatraman, 2005).    
 A popularly cited sub component of strategic fit is industry relatedness 
which is the degree to which firms are active in related markets (Neffke, 
Henning, & Boschma, 2011). A common theme in the literature is that 
acquisitions with high industry relativeness, have much higher chances of 
success than firms in fundamentally different industries (Ahuja & Katila, 
2001; Balland, Boschma, & Frenken, 2014).  This is because synergies based 
on technological and knowledge transfer are far likely to likely to be exploited 
within similar firms with similar resource and capabilities.  Additionally a high 
level of relatedness will likely make the post-merger integration process 
easier since the acquirer already has the capabilities to absorb the acquired 
capabilities (Cohen & Levinthal, 1990; Mowery et al., 1996).  Furthermore it 
is natural that M&A activity will occur within the same industry, given that 
managers are more likely to identify acquisition opportunities in industries 
that they have prior knowledge and experience.  This will tend to occur 
through acquisition of competitor firms through horizontal integration (Kor & 
Mahoney, 2004). On the whole, results are inconsistent regarding M&A 
performance and industry relatedness (Ahuja & Katila, 2001).  However, all 
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things equal, firms will generally acquire companies that offer the greatest 
performance returns, regardless of the level of level of industry relatedness 
(Bryce & Winter, 2009)  
 Shelton (1998) puts forward that strategic fit is much more complex, 
than simply analysing the level of similarity and industry relatedness and that 
each individual M&A is highly contextual.  Shelton’s (1998) model of strategic 
fit between a target and a bidder business demonstrates the variations of 
how strategic fit can be achieved.  The model relates strategic fit to four 
acquisition classifications: identical, unrelated, related complementary and 
related supplementary.  For example, the identical classification involves an 
M&A of two entities with similar product and customers, while the unrelated 
classification involves two entities with completely different product and 
customers.  The model does not depict a scale of the optimal strategic fit but 
highlights how firms can create strategic fit to suit their own unique situation, 
whether they need to add new products or serve new customers.  Thus 
strategic fit is subjective, contextual and will ultimately be based upon the 
firms needs to gain more products or customers.  Furthermore strategic fit 
can only come to fruition through the effectiveness of the post-merger 
integration phase (Epstein, 2005).   
 Huge amounts of literature has been devoted to post merger 
integration (Tuch & O’Sullivan; Kansal & Chandani, 2014; Adams & Neely, 
2000). The integration process involves combining two entities with different 
operations, values and culture into one cohesive unit (Kansal & Chandani, 
2014). Epstein (2005), makes clear that while a number of factors determine 
the success of an M&A such as strategic fit, deal structure, pre-merger 
planning and the external environment, it is the actual execution of the post-
merger integration phase that is the critical element (Epstein, 2005). Adams 
& Neely (2000) support this view, arguing that ineffective integration is the 
single most popular reason for M&A failure. It is presented that even a well-
conceived merger, with fundamentally sound design, deal structure and 
strategic fit, can easily be destroyed by a weakly implemented post-merger 
integration (Epstein, 2005).  It is argued that despite huge research 
attention, post-merger integration is still profoundly misunderstood (Epstein, 
2005).  Judging by historical M&A performance, this would certainly appear to 
hold true. 
 Shrivistava (1986) makes clear that post-merger integration is 
extremely challenging, emphasising that often even within a single 
organisation, integration and coordination is difficult between functionally 
different departments. Often departments do not share common goals, have 
different cultures and operate by different standards which can lead to 
competition and rivalry.  These problems can then be multiplied and 
compounded through M&A’s when further integration and coordination is 
required.  Shrivistava (1986) further highlights the complexities of post-
merger integration by stating that integration must take place on a number 
of different levels, including integration at the procedural, physical and socio-
cultural levels.  Procedural is regarded as the easiest level of integration and 
relates to standardizing procedures to increase productivity, through 
combining common systems such as accounting or payroll.  Secondly the 
integration of physical assets, involves consolidating tangible assets and 
technologies, such as the amalgamation of production lines or distribution 
channels to maximise economies of scale.  Finally the most difficult of all is 
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cultural integration, the merging of values and routines of the separate 
entities. These levels of integration help understand the critical success 
factors of post-merger integration which have largely revolved around the 
following factors: integration team, communication, culture and speed of 
integration (Epstein, 2005).   
 Firstly a strong integration team is required.  The team should be well 
resourced and members should be separate from their core business roles so 
that they can dedicate their time to the integration process (Epstein, 2005). 
De Noble, Gustafson & Hergert (1988) highlight that it is wise to make the 
‘planners’ of integration strategy, the ‘implementers’.  This is to keep the 
bigger picture in mind and avoid inappropriate action being taken.  Also it is 
important to ‘cross-fertizilize’ integration teams which involves including 
managers from both the bidder and target company to avoid causing an ‘us 
versus them’ scenario (Quah & Young, 2005; De Noble, Gustafson & Hergert, 
1988).  The end goal is to create a new corporate identity, therefore it is 
considered beneficial to exploit the knowledge of managers from both entities 
(Quah & Young, 2005).  Moreover there is a risk that by not fully empowering 
the acquired company’s managers they may leave the company as a result.  
Studies have provided evidence that nearly 60% of the top managers of 
acquired companies leave within 5 years (De Noble, Gustafson & Hergert, 
1988).   
 Secondly communication is key (Epstein, 2004; De Noble, Gustafson & 
Hergert, 1988) and senior management must make it ‘significant, constant 
and consistent.’ (Epstein, 2005).  Epstein (2005) stresses that over-
communication is necessary to ensure that every constituent in the 
integration process knows exactly what is going to happen, and what their 
role will be. Furthermore, communication should be specific and detailed and 
should reach every individual across both entities to avoid ambiguity (De 
Noble, Gustafson & Hergert, 1988). This communication must be particularly 
effective in cross border transactions given that problems can be 
compounded by language, political, regulatory and cultural differences 
(Angwin, 2004; Quah & Young, 2005).  Also the post-merger integration 
process must be well communicated to suppliers and customers to make the 
transition as seamless as possible (Epstein, 2004).  
 Thirdly, a new corporate culture must be fostered.  Acquiring firms 
must seek to combine best practice of both firms to create a common culture.  
However this is not always easy, given that acquired companies may have 
distinctive values and routines that are difficult to change (Epstein, 2005).  
Therefore acquiring companies must put effective acculturation processes in 
place (De Noble, Gustafson & Hergert, 1988).  Acculturation is defined as the 
process of cultural change and aims to avoid cultural clashes and conflict 
(Larsson & Lubatkin, 2001).  Marks and Mirvis (2011) initiated the concept of 
‘merger syndrome’ which is described as the conflict resulting from different 
organisational cultures coming together.  This can lead to mistrust and 
alienation amongst managers of opposing firms and higher employee 
turnover (De Noble, Gustafson & Hergert, 1988).  These cultural issues can 
be more prominent in cross border M&As where both national and 
organisational culture dynamics add to the complexity of integration (Quah & 
Young, 2005). This is certainly a growth area of research as China becomes a 
more prominent player in international M&As (Cartwright & Schoenberg, 
2006). 
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 Finally speedy completion of the post-merger integration is viewed as a 
crucial element of merger success (Epstein, 2005; De Noble, Gustafson & 
Hergert, 1988; Kansal & Chandani, 2014).  There is strong evidence to 
suggest that speed of integration is positively and significantly correlated with 
overall merger performance (Epstein, 2005).  This is in large part due to 
speed mitigating risk coming from the external environment and competitive 
pressures; managing both internal and external change is extremely 
challenging (Angwin, 2004).  This area has also attracted significant interest 
from practitioners and consultants, seeking practical ways to quicken the 
integration process (De Noble, Gustafson & Hergert, 1988). Angwin (2004) 
who emphasises the importance of the first 100 days after the deal 
announcement, highlights that employees whose jobs are no longer required 
must be dealt with rapidly and with dignity, to build confidence amongst 
employees who will remain.  This swift action prevents prolonged feelings of 
uncertainty amongst employees, suppliers and customers, and from a 
technical point of view, allows operational synergy creation to begin 
immediately.   
 While success and failure factors are well known in the pre-merger 
planning and post-merger integration stages, far less research exists in the 
negotiation stage, the stage that bridges the gap between the two (Weber et 
al, 2011). As a massive research area in itself, the field of negotiation has 
largely focussed on two negotiation styles, integrative (win-win approach) 
and distributive (zero sum game approach) and negotiation process factors in 
relation to relationship management, conflict resolution, and reaching 
agreements (Faure, 1999).  The majority of the literature has looked at 
negotiation within different business settings such as individual face to face 
or international business negotiations (Ross, & LaCroix,1996). Also significant 
amounts of attention has been given to negotiating cross culturally (Faure’s 
1999).  Yet little research has addressed negotiation within an M&A context 
(Weber et al, 2011). 
 The negotiation stage in the M&A process which involves senior 
management of both firms coming together to negotiate such issues as deal 
structure and price, is an underexplored, yet essential area of M&A success 
(Weber et al, 2011).  This stage of an M&A can make or break any future 
relationships.  Failings between the senior managements of both entities 
could results in a potentially lucrative M&A being aborted (Weber et al, 
2011). Also conflicts that arise during the negotiation stage could impact on 
future working relationships and the success of the post-merger integration 
process (Epstein, 2005). Furthermore cross cultural negotiation can be even 
more complex, further emphasising the need to better understand the M&A 
negotiation stage (Quah & Young, 2005).  This area of research provides a lot 
of scope for practical implications.  For example improvements could be made 
it in the training of negotiator’s communication and conflict resolution skills.  
This could result in lower management turnover, more effective post-merger 
integration and greater overall M&A performance (Weber et al, 2011).  
 All of these success factors are highly interrelated both within their 
stages in the M&A process and across different management disciplines.  It 
must be further emphasised that M&As are highly contextual and that there is 
no formula for M&A success (Colombo et al, 2007). Furthermore constant 
changes in the external environment will continue to make M&As extremely 
challenging (Shimzua, 2004).  It is hoped that future research attention is 
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given to viewing M&A success as a process of managing different stages.  In 
particular much scope exists to explore the importance of the negotiation 
stage and its impact on performance.  Additionally, cross cultural M&A 
transactions will become an increasingly significant research area, particularly 
because of the emergence of China in international M&As (Cartwright and 
Schoenberg, 2006).  Also it is hoped that this literature review has 
emphasised the importance of the need to review M&A success factors given 
the strong likelihood that a new merger wave is underway (Bauer & Matzler, 
2014). It will only be with the benefit of hindsight that the occurrence of a 
new merger wave can be confirmed.  Nonetheless, it is important that firms 
continually look at ways to improve their M&A strategies, to give themselves 
the best chance of success. 
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Introduction 
It has long been argued that guanxi is an essential component to conducting 
business in China (Bedford, 2011).  Guanxi is a complex phenomenon deeply 
embedded in Chinese culture and relates to social networking and the 
formation of special relationships (Park & Luo, 2001).  It first became a 
popular concept to Western scholars in the 1980s as Western businesses 
sought to gain understanding of cultural factors affecting business in China.  
Research has continued to explore the role of guanxi; notably its importance 
for business success and how it is gained and maintained in the business 
environment (Fan, 2002).  Throughout this period China has experienced a 
radical process of economic and political reform that has transformed its 
society into a market system economy in less than three decades (Wood, 
Whiteley, & Zhang, 2001).  Economic growth has averaged 10% since 1979 
and can be attributed to a surge of Foreign Direct Investment (FDI).  
Dramatic economic, political, social and legal transformation has been 
witnessed a result of increasing Western influence on Chinese society 
(Braendle, Gasser, & Noll, 2005).  Therefore given major institutional 
changes that have occurred, it is necessary to analyse the role of guanxi in 
21st century China in which a new business environment exists (Chang, 
2011).  It is presented that the role of guanxi has changed despite it having a 
long history of being an “inseparable part of doing business in 
China”(Buckley, Clegg, & Tan, 2006).  Many scholars would highlight that the 
importance of guanxi has weakened as a direct result of China’s open door 
policy to FDI, and the dwindling of institutionalized business practices (Yuan, 
Kim, Dai, & Arnulf, 2013).  On the contrary, opposing scholars propose that 
because guanxi is so culturally engrained, it will continue to play an 
important role in the future of China’s economic boom (Chang, 2011).  These 
deeply embedded cultural factors stem from Confucianism, which forms the 
foundations of Chinese society and the importance placed in family, 
harmonious relationships and collective thinking (Anderson & Lee, 2008). 
 
 
Confucianism 
Confucianism is a social philosophy, rather than a religion (Park & Luo, 
2001).  Confucian beliefs are based on the teachings of Confucian who was a 
Chinese philosopher who placed human beings in reference to significant 
others, notably family members and masters of one’s learning and career as 
opposed to religions such as Christianity in which people are viewed in 
relation to god (Hutchings & Murray, 2002b).  Confucianism seeks to create a 
harmonious society through strong family ties and strict social order (So & 
Walker, 2006).  Emphasis on hierarchy and status within Chinese culture has 
significant bearing on the levels of respect and obedience within 
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relationships.  This respect for authority is clear to see within business 
settings with Chinese managers having more of a dictatorial approach than 
those of Western counterparts. (Luo, 2000).  Additionally subordinates in 
China are much more agreeable, and fear defying their superiors, to prevent 
their managers from losing face (Z. Chen, Huang, & Sternquist, 2011).  Face, 
known as mianzi in China is a very important concept in Chinese culture, and 
is seen as a vital component of protecting one’s dignity and reputation.  
Hence a relationship can only be established by recognising and respecting 
an individual’s social standing and authority (Buckley & Tan, 2006).  Equally 
important is the practice of renqing, the act of repeated exchange of favours 
which binds a relationship together based on mutual obligation (Park & Luo, 
2001).  Both mianzi and renqing are central to fostering relationships in 
China and help us to understand and define guanxi (Buckley & Tan, 2006).   
 
 
Definition  
Guanxi is regarded as the Chinese concept of special interpersonal 
relationships, involving trust, mutuality of interests, and reciprocity of favours 
(Buttery & Wong, 1999).  Gold (1985) states “guanxi is a power relationship 
as ones control over a valued good or access to it gives power over others” 
with Osland (1990) adding: “… a special relationship between a person who 
needs something and a person who has the ability to give something.”  Fan 
(2002) alludes to Pye’s (1982) definition describing guanxi as “friendship with 
implications of continued exchange of favours.” The above definitions focus in 
on interactions and personal favours exhibited on an individual level.  The 
majority of the literature considers guanxi on this level, however it is widely 
accepted that guanxi carries multiple meanings and is much broader than 
simply a special relationship between two people (Fu & Dess, 2006).  As a 
networking phenomenon, building guanxi relates to establishing and 
maximizing a web of connections of which can be at the individual, business 
or government level (Fan, 2002).  There is substantial overlap between 
individual and organisational guanxi (Chang, 2011).  Business to business 
guanxi relates to developing special relationships at an organisational level 
and creating opportunities for mutual gain, much in the same way as guanxi 
creation between two individuals (Fan, 2002).  Additionally, developing 
guanxi is not exclusive to Chinese individuals and organisations.  Widespread 
literature exists as to how Western businesses can gain guanxi to become 
more successful in China (Hutchings & Murray, 2002b).  However, it is also 
widely appreciated that guanxi is a unique and complex concept, difficult for 
Westerners to fully understand or gain (Bedford, 2011).  This is because 
guanxi is a cultural characteristic deeply embedded in Chinese history and 
has more profound meanings than its most simplistic English translated 
equivalent of “special relationships” or “connections” (Park & Luo, 2001).  
The fundamentals of gaining guanxi have been instilled in Chinese people 
over thousands of years (So & Walker, 2006).  This is rooted in guanxi bases 
which forms the foundations to which guanxi can be established (X. P. Chen 
& Chen, 2004).  
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Guanxi Bases 
It is argued that the concept of guanxi is not fully understood without taking 
into consideration guanxi bases (X.P. Chen & Chen, 2004).  Guanxi bases 
commonly relates to the foundation to which guanxi can form and the 
existence of a particularistic tie or shared identification between two parties 
(C. C. Chen, Chen, & Huang, 2013).  Jacobs (1982) differentiated base of 
guanxi into three distinct groups: family ties (kinship), familiar person (e.g. 
school classmates or work colleagues) and strangers, highlighting that 
different principles of interaction and relationship closeness will be displayed 
at different base levels (Chang, 2011).  Traditionally guanxi would develop 
based on blood ties, extending through from close family members to distant 
relations and clan members (X.P. Chen & Chen, 2004).  This ties in with the 
concentric circles model of guanxi, which highlights that the relationship 
closeness and level of positive affection is much richer with family members 
at the core level, and becomes less pure spanning outwards through 
extended family, school friends and work networks.  Acquaintances and 
strangers would be on the periphery, experiencing the lowest level of 
relationship closeness (Park & Luo, 2001).  As such it is proposed that at 
each outgoing level, there is a sense of decreasing guanxi quality in terms of 
future mutual benefit potential and longevity of the relationship (C.C. Chen, 
Chen, & Huang, 2013).  Therefore as a result of guanxi having strong family 
and cultural roots it is argued that Western managers can never fully 
experience guanxi at its most intimate level (N. Y. Chen & Tjosvold, 2007).   
As categorised as an outsider, Westerners will fail to have a “commonality of 
shared identification” (Jacobs, 1982).   However as mentioned earlier, guanxi 
is a complex concept with multifaceted meanings, and it is important to note 
that while a base of guanxi may exist, guanxi is a process of selective 
attachment, especially so in modern day China (Chung, 1999).   
 Fan (2002) emphasises the point that having a guanxi base does not 
directly lead to the production of guanxi in practice, and that a base is just a 
foundation for which guanxi can be established.  While it is acknowledged 
that family and familial guanxi remain important to a degree in modern day 
China, it is argued that due to advancements of mass education, changing 
family structures, and greater social and economic freedom, the relevance of 
these bases of guanxi have stemmed somewhat (Fan, 2002).  Furthermore, 
Bedford (2011) highlights issues with viewing guanxi in terms of guanxi 
bases, suggesting that it does not account for the complexities and 
practicalities of modern Chinese business.  It is argued that modern day 
guanxi stems from a much wider array of sources and from more complex 
foundations and motives (Bedford, 2011).  This is especially so, given the 
effects of globalisation and the occurrence of more complex business 
structures.  Traditionally Chinese businesses were owned and controlled 
within a family network, and while this remains prominent, it has however 
been lessened due to market reforms and a shift towards more Western 
ownership models (Kiong & Kee, 1998).  Therefore due to a changing 
economic and social landscape, it would be more relevant to categorise 
guanxi based on the nature and purpose of interactions, which is better 
suited to business research (Fan, 2002).  Hwang (1997-8) classifies guanxi 
into expressive, instrumental and mixed types of interaction.  Expressive also 
known as socio affective relates to family and family like relationships in 
which interactions are based on exchange needs of providing feelings of 
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satisfaction.  Instrumental refers to transactional needs, such as resource 
exchanges between buyers and sellers for material gain.  Mixed includes 
elements of both; exchanges involving affection and material benefits (X.P. 
Chen & Chen, 2004).  It is argued that this classification based on the 
purpose of interaction is much more applicable, particularly on a business to 
business level where guanxi most commonly stems from a transactional 
foundation such as product quality, or resource access (Z. Chen, Huang, & 
Sternquist, 2011).  This is particularly so given such highly internationalised 
markets where competition is fierce (Chung, 1999).  As such, a suggestion 
can be made that as a Westerner, transactional benefits and material gain 
are far more important factors when building guanxi in an individual or 
business relationship, rather than the existence of deep affection or a special 
bond (Bedford, 2011).  
 
 
Gaining and Maintaining Guanxi 
There is significant volume of literature emphasising the benefits and 
importance of gaining and maintaining guanxi as a Western firm (Wong & 
Chan, 1999).  It is presented that competitive advantages can be achieved if 
Western companies are willing to expend time, energy and money cultivating 
guanxi (Tsang, 1998).  It is proposed that as an outsider, firms must take a 
proactive approach and take the lead in making initial commitments with 
Chinese counterparts (Bedford, 2011).  The example of US President, Richard 
Nixon, and his strategy of building US-China relations in the 1970s is 
highlighted as model approach for establishing and developing a level of 
guanxi when entering China as a Westerner.  It is put forward that him taking 
the initiative, having a culturally sensitive approach, and spending time 
nurturing guanxi with government officials throughout a series of visits, 
paved the way for close US-China economic ties (Su & Littlefield, 2001).  As 
such it is suggested that Westerners must be culturally aware when building 
guanxi and appreciate that building guanxi is a lengthy process (Fu & Dess, 
2006).  However given a more globally competitive and dynamic business 
environment, the offering of instant economic benefit can more effective in 
developing guanxi than a drawn out nurturing approach (Braendle, Gasser, & 
Noll, 2005).  X.P. Chen & Chen (2004) proposes a three stage model in the 
process of gaining guanxi: initiating, building and maintaining, and using.    
 Initiating guanxi as a Western business can be seen as difficult process 
since no known base exists (Chung, 1999).  However, this is more of a 
traditional view and X.P. Chen & Chen (2004) propose the idea of anticipatory 
bases which relates to parties having shared goals and the expectation of 
future exchange.  Therefore individuals need not a guanxi base or common 
identification, but simply an alignment of intentions (Bedford, 2011).  
Therefore this forms a key channel for a Western business to gain guanxi.  In 
offering an economic benefit or social favour to a Chinese counterpart, guanxi 
can be initiated (Wong & Chan, 1999).  While this approach may not establish 
a high level of trust and credibility, it will assist Westerners in integrating into 
Chinese networks in moving from an outsider to an insider position (Tsang, 
1998).  Additionally to overcome cultural barriers and to access Chinese 
networks more easily, intermediaries can play an important role.  Using an 
intermediary with high level access and a credible reputation, and hence a 
level of face, can assist in making connections.  A middle party can assist in 
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establishing an initial level of trust and form a common identification for 
which the future relationship can develop (Su & Littlefield, 2001).  This would 
be particularly beneficial since many Chinese people view foreigners as so far 
removed from Chinese culture, that they have no reason to trust them. 
Moreover the use of an intermediary, as a translator can be viewed as being 
a critical factor for Westerners to overcome language barriers (Hutchings & 
Murray, 2002).   
 Building and maintaining guanxi requires a strong understanding of 
mianzi, and renqing (Buckley & Tan, 2006).  Mianzi is an intangible form of 
social currency in which a manager can develop one’s own face and 
reputation by providing and protecting the face of others (Park & Luo, 2001).  
Renqing, the act of repeated exchange of favours is a philosophy that allows 
relationships to grow through long term commitment to mutual obligations 
(Hwang, 1997-8).  Duo (2005) describes renqing as running deeper in which 
once mutual interests within a relationship are established, there can become 
a level of long term affection involving secret sharing and emotional intimacy.  
This would run far deeper than just simply reciprocating favours of gift giving 
and banqueting (Duo, 2005).  However it can be argued that there may 
always be transactional needs at the heart of any relationship.  As such, 
renqing would provide leverage within this relationship since reciprocity of 
favours is the key element (Park & Luo, 2001).  Furthermore, by not 
returning favours within a relationship there would be a complete breakdown 
of trust and credibility and likely bring an end to the relationship (Park & Luo, 
2001).  Gift giving can form an important element in reinforcing friendship, 
trust and respect in China (Su, Sirgy, & Littlefield, 2003).  From a study by 
D’Souza (2003), findings highlight that gift giving is a highly beneficial tool in 
forging long lasting relationships as a Westerner.  However many Western 
managers who have conducted business in China have felt uneasy about the 
appropriateness of gift giving in business situations, because of its Western 
associations with corruption and bribery (Su and Littlefield, 2001).  While gift 
giving is common place in China, and in many circumstances, an obligatory 
sign of respect, it does however create an ethical dilemma between guanxi 
and corruption (So & Walker, 2006). 
 Using guanxi can allow Western business managers to experience 
many benefits of being an insider (Tsang, 1998).  The benefits of having a 
special relationship can be limitless depending on the level of affection 
between parties.  It is proposed that guanxi is fundamentally an accessing 
strategy in which a party would use social connections to acquire something 
beneficial (Chang, 2011). Typical business benefits can consist of access to 
resources, markets, information and high profile officials (Park & Luo, 2001).  
It is argued that using guanxi as an access tool is prevalent in China due to 
restrictions on resources imposed by government (Chang, 2011).  A study by 
Hutchings & Murray (2002b) of Australian expatriates working in China 
stipulate factors which will determine the level of access to benefits of 
guanxi.  Most notably they highlight the size of the organisation as a very 
important factors when considering the level of guanxi and the ability to use 
it.  Studies highlight that major Multinational Corporations can gain a sense 
of having automatic guanxi, given their reputation and international 
influence.  This is increasingly important given a continued rapid pace in 
which China is opening up and integrating into world markets (Hutchings & 
Murray, 2002b).  
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Importance of Guanxi  
There is divided opinion as to whether the future importance and relevance of 
guanxi in 21st century China is increasing or decreasing (Chang, 2011). There 
appears to be two main perspectives as to the future role of guanxi:  The first 
is that guanxi is so culturally embedded in society that it will always play an 
overwhelming part in Chinese business.  Conversely there is an opposite view 
put forward that due to the influence of globalisation, greater economic and 
social freedom and institutional reform, guanxi is already becoming less 
important (Z.Chen, Huang, & Sternquist).  An alternative view is also 
presented as to the role and importance of guanxi.  It is proposed that guanxi 
is not worth the time and financial investment it requires, and that it can be a 
counterproductive asset. (Buckley & Tan, 2006)  
 
 
Guanxi and Culture  
There is consensus among many scholars that guanxi will continue to be 
highly important, despite radical economic and social changes (Guo & Miller, 
2010).  There is an idea presented by Braendle, Gasser, & Noll (2005) that a 
successful business man in the West is described as “wealthy” whereas in 
China he is “well connected”.  Therefore it is suggested that guanxi will thrive 
even more in an opened up market environment, with success being so 
heavily reliant on effective networking and business interconnectedness 
(Duo, 2005).   Furthermore, China has a culture high in uncertainty 
avoidance (Hofstede, 1994).  It is argued that China has never experienced 
such uncertain times, and given such a rapid pace of economic reform, 
guanxi will be an even more essential factor for managing this uncertain 
transition (Park & Luo, 2001).  This is in spite of more legitimate public 
channels opening up, with the Chinese government increasingly tightening 
economic regulations and implementing more formalized legal structures 
(Wong & Chan, 1999).   
 Guo & Miller (2010) put forward the idea that in the West, abiding by 
the rules and regulations takes precedence, whilst in China personal loyalty 
take priority over the rule of law.  China is strictly controlled as a one party 
state.  Although it has modernised in recent times, China has been developed 
on a Communist rule of law, based on Marxist theory that law is an invasive 
tool of capitalists against working people.  This foundation has had a 
profound influence on guanxi taking precedence over the rule of law (Wong & 
Chan 1999).  Although the Chinese government has slowly acknowledged 
that a more robust legal infrastructure needs to be adopted for modern 
times, the Chinese legal system is very much in transitional stages in 
establishing institutional structure, property rights and legal stability (Wong & 
Chan, 1999).  Therefore greater dependence on personal relationship and 
trust will continue to be prominent, unlike in the West, were there is far 
greater trust in legal systems (Yuan, Kim, Dai, & Arnulf, 2013).  Furthermore 
Braendle, Gasser, & Noll (2005) highlight that a strong social system will 
always override a weak legal system, which therefore encourages the 
widespread use of guanxi.  This idea is supported by research conducted by 
Chu & Ju (1993) who found that over 70% of Chinese people would rather 
use their guanxi networks over bureaucratic legitimate methods to further 
their business ambitions (Wood, Whitely, & Zhang, 2001).  This embraces 
guanxi as unwritten law in China and as the “glue that holds Chinese 
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business life together” (Braendle, Gasser, & Noll, 2005).  Therefore it is 
argued that guanxi as central to daily business life will continue to be highly 
important irrespective of economic or political overhauls because it is such an 
“institutionally defined system” (Chang, 2011). 
 
 
Guanxi and Globalisation 
It is argued that no matter how culturally rooted a concept such as guanxi is, 
it will be influenced by changing social and economic circumstances 
(Hutchings and Murray, 2002a). Globalisation has led to more universal 
business practices being adopted in China.   This has been the result of an 
open door policy to FDI over the past three decades and has meant that 
some of China’s traditional business practices have been curtailed (Anderson 
& Lee, 2008).  This can be seen to be a direct result of increasing Western 
influence and decreasing numbers of Chinese State Owned Enterprises 
(SOEs).  Power is now distrusted more evenly between state and private 
entrepreneurs (Chang, 2011).  The pre-market reform era consisted largely 
of SOEs with little room for private enterprise.  SOEs, were strictly controlled 
by central government and operated within highly bureaucratic systems with 
many layers of control (Ralston et al, 2006).  Due to these rigid hierarchical 
structures, guanxi operated in a strictly upward accessing form.  However 
due to major economic changes, lateral accessing of guanxi is now common 
place, and Chinese business people can access a full array of business 
networks. These institutional changes have allowed private business people 
greater access and greater freedom to seek different business partners.  This 
has resulted in more interaction with foreign business practices changing the 
rules of the game of guanxi (Chang, 2011).   
 A use and importance study of guanxi by Anderson & Lee (2008) 
highlights the changing perception of the role of guanxi.  Findings showed 
that both Chinese and Hong Kong business managers viewed guanxi as being 
a less important factor in business success than in the 1980s when China first 
opened up, with 91% of Chinese respondents and 94% of Hong Kong 
respondents taking this view.  The reasons regarded for this were increasing 
Western presence, further market completion and greater formalisation of 
rules and regulations (Anderson & Lee, 2008).  Furthermore, Western firms 
are continuing to improve their understanding of the Chinese business 
environment and are relying less on the need for guanxi.  Ultimately it will be 
the high quality products and business practices of firms entering China and 
not guanxi that will determine the level of success (Fan, 2002). 
 Anderson & Lee (2008) provide evidence that support the view that 
guanxi is irrelevant given high quality business practices.  From their 
research they asked Chinese and Hong Kong business managers to respond 
to whether they felt guanxi was relevant given high quality or unique 
products.  The results were unanimous in both China and Hong Kong with 
82% of Chinese respondents and 95% of Hong Kong respondents perceiving 
that guanxi had little impact.  It was accepted that guanxi had obvious ability 
to provide assistance, but the core source of competitive advantage was the 
product itself.  Thus highlighting that while guanxi has obvious advantages as 
an accessing strategy, it certainly does not guarantee market entry and 
success (Anderson & Lee, 2008).  It is presented that firms are wiser to focus 
on effective business practices as opposed to guanxi which offers little 
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strategic value when resources of a company are weak (Fan, 2002).  
Additionally a guanxi relationship can be easily overridden by a competitor 
who offers superiors financial incentives or product offerings (Chang, 2011).  
 
 
Guanxi as a Counterproductive Asset   
Regardless of the historical or potential future importance of guanxi, there 
are scholars who view guanxi as a counterproductive means of doing 
business.  It is proposed that while guanxi can have obvious access 
advantages, it can ultimately prove to be a disadvantageous asset in the long 
term (Buckley & Tan, 2006).  It is argued that businesses can be overly 
concerned with gaining guanxi with more important issues being overlooked 
such as product quality or managerial competence (Anderson & Lee, 2008).  
In some cases guanxi has in fact become a major burden, since dependence 
on maintaining guanxi can come at significant financial and time cost.  
Regular gift giving and banqueting can be expensive and committing to 
providing favours can be time consuming and a major distraction to core 
activities (Buckley & Tan, 2006).  Moreover, in certain circumstances 
companies can be locked into guanxi networks and are now looking to 
reverse that process; a concept known as guanxi evasion.  Company’s 
committing to long term building of guanxi can find themselves in a risky 
position if they no longer gain benefit with a party, and as such, they will look 
to get out of that relationship (Fan, 2002).  Worse still, becoming too close to 
a party that subsequently experiences a loss of face within society or 
engages in illegal activity, could lead to serious consequences.  A whole 
network of connections could be suddenly destroyed if a closely associated 
official was disgraced by a corruption scandal.  Furthermore since it is argued 
that guanxi can be perceived to push ethical boundaries, a corruption scandal 
arising all of a sudden would not be considered unusual (Su & Littlefield, 
2001).  
 
 
Conclusion  
Due to major market reform in China, the concept of guanxi has experienced 
significant change and will continue to do so as the economy opens up further 
(Fan, 2002).  It is presented that due to state structural changes, increasing 
Western influence and market competitiveness that the importance of guanxi 
is diminishing and must be viewed in a new way (C.C. Chen, Chen, & Huang, 
2013).  Chang (2011) highlights that there are really two types of guanxi.  
There is a deep form of guanxi which relates to special relationships amongst 
family, friend and business networks of which a level of affection and long 
term commitment to favours is displayed.  This is viewed as a very traditional 
form of guanxi which does not wholly consider the complexities and dynamic 
environment of competitive business (Fan, 2002).  Secondly there is a type 
of guanxi which is not emotional and not as committed as the deep form.  It 
relates to parties having shared understanding, knowing each other as 
acquaintances and creating mutual gains through transactional means.  This 
is far more relevant to business in 21st century China, with transactional 
needs forming the foundation of an interaction between two business parties 
and the need for creating a special relationship would be an issue of only 
secondary importance.  Therefore the role of guanxi should be used as a 
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complementary factor rather than the decisive element in conducting 
business in China.  Though it is accepted that guanxi is deeply engrained in 
the psyche of Chinese business people and has played a pivotal role in 
business dealings in the past (Guo & Miller, 2010).  It is argued that like most 
cultural fundamentals, the importance of guanxi will face pressure in the 
wake of major institutional reform.  Social, economic, political and legal 
overhauls as a result of China’s open door policy and the increasing 
Westernisation of Chinese society will continue to change business practices, 
and hence the role of guanxi. (Anderson & Lee, 2008).    
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