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ABSTRACT

The aim of this paper is to analyze the institutional economics of co-operation and
the political economy of trust. It is reviewed the transactions costs, the principal-agent
theory, market power, increasing-returns theory and value creation, strategic man-
agement: competitive forces, resource-based theory, organizational knowledge and
learning, strategic choice theory and the collective efficiency theory. Finally, it is ex-
plained the political economy of trust.
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Economia institucional de cooperacién y la economia
politica de la confianza

RESUMEN

El propésito del presente articulo es analizar la economia institucional de la coo-
peraciény la economia politica de la confianza. Se revisan los costos de transaccién, la
teoria del agente-principal, el poder del mercado, la teoria de los retornos crecientes
y creacién del valor, administracion estratégica, fuerzas competitivas, teoria basada en
los recursos, conocimiento y aprendizaje organizacional, teoria de la eleccién estraté-
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gicay lateoria de la eficiencia colectiva. Finalmente, se explica el potencial de la econo-

mia de la confianza.

Palabras clave: Cooperacién, economia organizacional, economia politica,

confianza.

Introduction

In recent years, a great amount of
scholarly attention has been devoted to
the political, social, and economic con-
sequences of cooperation. A new in-
strument for value production in the
global economy is the cooperative
mode of organization characterized as
interdependent, long-term relations
among autonomous organizations.

Productive and creative coopera-
tion considered as a potential incentive-
related coordination in many spheres
and activities among governments and
their agencies, firms of the industrial
and commercial sectors, cooperation
and conflict between firms, between
workers and management, and be-
tween firms and functions must con-
tribute to a major economic project.

I. Institutional economics
of co-operation

Institutions have an important in-
fluence on individuals’ expectations of
the future, locking in the system to a sta-
ble long-run structure. Cooperative
structures can emerge as an ‘institution’
defined as an observed regularity in the
behavior and/or actions of individuals or
groups when they encounter a similar
set of circumstances (Witt, 1987:87).
Social institutions are sets of rules that
structure social interactions in particu-

lar ways. These rules provide informa-
tion about how people are expected to
act in particular situations. They can be
recognized by those who are members
of the relevant group as the rules to
which others conform in these situa-
tions, and structure the strategic
choices of actors in such a way as to
produce equilibrium outcomes (Knight,
1968:54).

The self-organizational perspec-
tive sustains that institutionalization of
competitive or cooperative behavior
results from micro-macro interactions
more than coordination costs and asset
specificity. The new organizational eco-
nomics explains theoretically the differ-
ent modes of vertical relations between
firms, suppliers and customers.

Trust may be sustained by appro-
priate institutions (Levi, 1998: 77-101;
Hardin, forthcoming). An institutional
account of trust is done by Farrell and
Knight (2004). Institutions may exert an
independent effect on trustworthiness.
The evolution of institutions may be ex-
pected to have an impact on trustwor-
thiness, and cooperation among indi-
viduals.

Transaction costs, the principal-
agent theory, market power, increasing
returns theory, strategic management
(competitive forces, RBV, organiza-
tional knowledge and learning), strat-
egy choice theory and resource de-
pendency theory, offer complementary
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explanations of cooperative arrange-
ments. Transaction cost theory focuses
on cost minimization; relationship mar-
keting on providing superior customer
value; organizational learning on knowl-
edge; and strategic behavior theory on
profit maximization, and resource de-
pendency theory on obtaining re-
sources (Figure ).

a. Transaction costs

Transaction cost theory rests on
the assumption that markets are most
efficient for minimizing transaction
costs. Transactions are defined as the
goods or services being transferred
across some boundary (Williamson,
1981). Transaction costs include the
planning, monitoring and adapting of
transfers under the various governance
structure choices available (Mo-
sakowski, 1991).

Firms internalize transaction costs
through ownership when exceed the
benefits of non ownership (Williamson,
1991). Transaction costs deals with en-

vironmental factors: Asset specificity,
technological uncertainty and small
numbers bargaining, which may lead to
more control and to provide incentives
to look for other arrangements such as
quasi-hierarchies or vertical integration
to internalize the transaction (Hennart,
1988; Osborn & Baughn, 1990; Pisano,
1990; Williamson, 1987). There is a
positive correlation between level of in-
tegration and degree of control.
Transaction costs economics ex-
plains the economic rationale behind
the choice of different modes of coop-
eration or transaction coordination
mechanisms. The three basic mecha-
nisms are markets, hierarchies or firms
and hybrid modes, including interfirm
cooperation agreements. The minimi-
zation of transaction costs is the basic
principle in selecting institutional forms
for different kinds of activities. A strate-
gic integration continuum (Sparling and
Cook, 1999) of organizational forms
ranging from market through network
to vertically integrated firms (William-

FIGURE |
Positioning the underlying philosophies and theories relevant to strategic alliance
formation

Underlying Philosophies

Companies Adapt to their
Environment

Companies Attempt to Influence
their Environment

Relevant Theories

—  Transaction Costs

—  Resource Dependency
| —  Organisational Learning
| Relationship Marketing

| —  Strategic Behaviour

Source: Hynes, Niki and Mollenkopf, Diane A., 1998.

Revista Venezolana de Ciencias Sociales, UNERMB, Vol. 10 No. 2, 2006



Institutional Economics of Co-Operation and the Political Economy of Trust 311

son, 1985; Powell & DiMaggio, 1991) is
shown below in Figure 2.

The task of transaction cost eco-
nomics is to give theoretical support to
make decisions on vertical integration,
cooperation or collaboration, use the
market or a combination of them. Each
one can be efficient, depending on the
expected amount of transaction costs
involved. Hennart (1988) has identified
a competition/cooperation tension
from the transaction cost perspective.
When assets are highly specific, transac-
tion theory predicts instability of alli-
ances, while resource-based theory
predicts that an alliance can be stable if
the benefits are evenly divided between
members.

Mutual trust reduces transactional
costs of risky social interactions. (Cole-
man, 1990: 306-310) “Norms such as
those that under gird social trust evolve
because they lower transaction costs
and facilitate cooperation.” (Putnam,
1993:172). The social capital invest-
ments embodied in the construction of
inter-firm learning by cooperating gives
rise to economies of scales and scopes,
although the effects may not be non-
linear over time. Social capital benefits
in the form of new relationships of trust
and cooperation can extend a nonprof-

its limited resources. Cooperation be-
comes less attractive with the depletion
of opportunities Transaction costs in-
volves different forms of learning by in-
teracting, such us technology transfer.

Transactions cost economists have
examined the “temporal specificity” or
the importance of timing in receipt of
goods or services, which are related to
coordination costs (Masten, Meehan,
and Snyder, 1991). Cooperative agree-
ments are combinations of internaliza-
tion and market exchanges and the best
one is when transaction costs are inter-
mediate and not high enough to justify
vertical integration

b. Principal-agent theory

Cooperation arrangements such
us strategic alliance, involve principal-
agent-problems. Agency theory ex-
plains how to best organize relation-
ships in which the principal determines
the work, which the agent undertakes
(Eisenhardt, 1985). Agency theory un-
derpins the relationship between the
principal and the agent.

Agency theory explains the eco-
nomic rationality of voluntarily provid-
ing costly information to partners in co-
operative situations (Fleisher 1991).
The theory argues that under condi-

FIGURE 2
Strategic Integration Continuum
Market < I I I I »  Hierarchy
Ad-hoc Non-Equity qu}ity Mergers &
agreements Joint Joint Acquisitions
Venture Venture
(NEJV) (EIV)

\ 4

Increasing control and integration

Revista Venezolana de Ciencias Sociales, UNERMB, Vol. 10 No. 2, 2006



312

José G. Vargas-Herndndez

tions of incomplete information and un-
certainty, which characterize most
business settings, two agency problems
arise: adverse selection and moral haz-
ard. Adverse selection is the condition
under which the principal cannot ascer-
tain if the agent accurately represents
his ability to do the work for which he is
being paid. Any cooperation agreement
between legally independent entities
often creates a moral hazard problem.
Moral hazard is the condition under
which the principal cannot be sure if the
agent has put forth maximal effort (Eis-
enhardt, 1989).

c. Market power

A cooperative strategy may enable
collaborating firms to increase their po-
sition within market.

d. Increasing-returns theory
and value creation (Source:
adapted from Gomes-Casseres,
2003)

Some factors shaping a firm’s claim
onvalue created by its constellation are:

* Value-Added Perspective: What is
the bargaining power of the firm
within the group?

e The firm controls scarce, valued,
and well-protected assets

* Competition among the firm’s
suppliers of complements

* Lack of competition between the
firm and its partners

 Structural Perspective: What is the
position of the firm within the net-
work of allies?

* Centrality of the firm’s position

* The firm occupies structural holes

* The firm participates in multiple
constellations.

To sustain successful co-operation,
partners need to learn in five key areas:
the environment in which the alliance
will operate, the tasks to be performed,
the process of collaboration, the part-
ners’ skills, and their intended and
emerging goals. Thus, the strategic, op-
erational and economic scope plays a
very important role in the alliance man-
agement and value creation logic’s (Mo-
levicius, Algis).

Collaboration is bound to be diffi-
cult if partner fail to understand the
goals of each other. A joint effort at
learning about the competitive, techno-
logical and market environment de-
velop mutual trust, share understanding
and reduces the risks. The value crea-
tion logic’s and alliance management is
show in Figure 3.

e. Strategic management:
competitive forces,
resource-based theory,
organizational knowledge and
learning

Competitive forces intend to maxi-
mize profits through improving a firm’s
competitive position against rivals.

A few authors have shown the way
forward in the search for a theory of
regulation of interfirm cooperation.
The emergence of resource-based ap-
proaches to strategy has provided
broader bases upon which to build a
theory of inter firm cooperation.
Resource-based view (RBV) seeks to
bridge the gap between theories of in-
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FIGURE 3
Value creation logic’s and alliance management

ELEMENTS OF VALUE
CREATION LOGICS
Asggessing Contribution

Agreeing on Alliance Scope

Understanding Joint Task Demands

Defining and Measuring Process

Keeping Time

Anticipating Points of Tension

LEARNING/INTERNALISATION

Eecent skill leadership

Pace of slall unprovement

Access to copractice of key skills

Focus on operational scope as learning
ground

Ability to copractice.” apprentice to master”
relationship

Codiscovery and development of new skill
Mew ot enhanced skills

Leveraging opportunities of using the skilld
Learning cycle of the “apprentice pattner(s)”
with regard to the skills contributed by other
partners, and renewal rate of the skills
contributed to the alliance by each pattner
Symmetry and balance i leaming

Potential wersus actual learning

Competence replenishment versus
competence transfer

313

Source: Molevicius, Algis

ternal organizational capabilities and
external competitive strategy theories.

The RBV suggests that differences
in firms’ performance are related to the
variances in firms’ resources. Firms are
bundles of resources and that inter firm
relationships provide access to obtain
or retain resources and enable exploita-
tion of learning capabilities that will al-
low reduce risks to enter into new com-
petence areas. Performance risk is at-
tributable to the alliance’s interaction
with its environment. The RBV suggests
that a company with strong internal ca-
pabilities can enjoy an enduring com-
petitive advantage and achieve superior
performance (Dierickx & Cool, 1989).

Resource dependency theory
(Pfeffer & Salancik, 1978) suggests that
in order to survive, organizations must

constantly interact with its environ-
ment either to exchange resources and
its products. Organizations seek to gain
control over the uncertainty of their ex-
ternal environment through coopera-
tive arrangements to guarantee stable
flows of resources (Pfeffer & Salancik,
1978; Galaskiewicz, 1985; Miner, Am-
burgey & Stearns, 1990; Stearns, Hoff-
man & Heide, 1987). Complexity and
dynamism are closely related to envi-
ronment uncertainty.

Dess and Beard (1984) identified
three dimensions of task environments:
munificence, complexity, and dyna-
mism. Since complexity and dynamism
are usually thought of as determinants
of environmental uncertainty (Thomp-
son, 1967). Co-operation is seen as a
mechanism to understand and cope
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with uncertainty (Spekmanetal., 1998).
Environment can be conceptualized by
two categories: uncertainty and munifi-
cence (Beydoun, Abdul and Yang, Hai-
bin, 2003). A conceptual framework of
resource development and environ-
ment is shown in Figure 4.

Organizational knowledge and
learning explains that tacit knowledge
can be transferred under cooperative
strategies. The transfer of know-how,
product of complex organizational rou-
tines can be severely impaired unless
the organization is itself replicated
(Kogut, 1988: 323).

The management of a portfolio of
multiple cooperative agreements raises
new questions about the cooperative
capabilities of firms. In managing a port-
folio of alliances, there may be system-
atic differences in the cooperative capa-
bilities that firms build up. Having more
experience and learning with alliances

may affect the relative success of those
firms with alliances (Lyles, 1988).
Research has ‘neglected con-
cepts/measures that focus on alliance
management’ (Spekman et al., 1998) as
an explanatory variable for alliance suc-
cess. Challenges of increasing complex-
ity and conflicting objectives from dif-
ferent alliance partners confronts the
management experience of a firm who
seeks out ties with partners who could
help them manage such strategic inter-
dependencies. Firms have to focus on a
series of organizational and strategic is-
sues when is at the center of an alliance
network. “Networks can be thought of
as a higher stage of alliances, for in the
strategic center there is a conscious de-
sire to influence and shape the strate-
gies of the partners, and to obtain from
partners ideas and influences in return”
(Lorenzoni and Baden-Fuller, 1995:
I57). The critical dimensions of a cen-

FIGURE 4
A Conceptual Framework of Resource Development and Environment

A

High

Environmental

Uncertain

Alliance

Joint
Venture

Acquisition

Internal
Development

Low

v

High

Environmental

Munificence
Source: Beydoun, Abdul and Yang, Haibin (2003).

Revista Venezolana de Ciencias Sociales, UNERMB, Vol. 10 No. 2, 2006



Institutional Economics of Co-Operation and the Political Economy of Trust 315

ter are to create value for its partners,
to act as a leader, rule setter and capa-
bility builder, to structure and set up the
network strategy.

Callahan (1999), outlines the com-
ponents of the role of the alliance man-
ager in the first order control model.

f. Strategy choice theory

Strategic choice theory support al-
liances as complementary to the new
core competence allowing organiza-
tions for a strategy of choice for a gov-
ernance structure to capitalize on func-
tional expertise and contract for other
needed functions (Fagre & Wells, 1982;
Kogut, 1988; Porter, 1980). Specifying
performance and control is required
and taking into consideration flexibility
of non-equity contractual arrange-
ments in such a way that the closer the
alliance is to the strategy of the new
venture, the more likely that it would
choose an equity structure.

McGee, Dowling and Megginson
(1994) support the strategic choice the-
ory by finding a relationship between
business strategy and use of alliances.
Strategy for cooperative arrangements
between firms is an important variable
in the effectiveness of a strategic alli-
ance. The use of cooperative arrange-
ments is growing and have a positive im-
pact on firm performance when the alli-
ance was chosen in a functional area
that the firm’s management team had
prior experience (McGee, Dowling, &
Megginson, 1995; Wisnieski & Dowling,
(1997). Organizations have to choose
the right cooperative strategy to realize
their objectives through cooperation
with other organizations rather than in

competition with them (Child and
Faulkner, 1998).

g. Collective efficiency

Collective efficiency has two as-
pects to it: external economies (the
passive dimension) that clustered
agents accrue by virtue of their loca-
tion, and joint action (the active dimen-
sion) benefits that arise from deliberate
and active cooperation between local
agents to obtain external gains. For ex-
ample, under the allocate efficiency
principle, some allied nations cooper-
ate to integrate collectives of highly mo-
bile peacekeeping forces to maintain
security with diminished resources.

A cluster is a concentrated grouping
together of firms and institutions, which
have horizontal and vertical relation-
ships, and linkages based on cooperation
to achieve synergy. Marshall used the
term “constructive cooperation” to de-
scribe the economies of scale and scope
gained from cooperation.

Partnerships must be inclusive and
involve the active participation of many
members, which involve a balancing of
the power differentials that exist within
the partnership (Sampson et al, 1989,
p-491). Regard therefore has to be
given to group dynamics, to the sym-
bolic importance of including and ex-
cluding particular interests and indi-
viduals and to showing proper respect
for the joint activity and all the partners
involved in it, e.g. by avoiding an ‘inner
core’ of the ‘senior’ parties (Webb,
1991: 239).

In horizontal partnerships firms en-
dowed with specific skills, typically
compete in the market, linked with an-
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other company of complementary core
competencies, cooperate in product
development, basic research, cross-
transfer of new technologies and manu-
facturing capabilities. Horizontal part-
nerships enable firms to serve new mar-
kets, sharing risks and learning.

However, there are some ‘exte-
rnalities of joint action’ (Nadvi, 1999)
such as the reputation basis created by
local standard regulation. An example
of environmental externality occurs
when cooperation between firms in
one line of activity affects other lines of
activity, such as the case when R&D af-
fects pricing.

Collective efficiency involves social
and technological innovation. Social in-
novation transforms a non-cooperative
behavior into a cooperative minded set-
ting increases the propensity to cooper-
ate in technological innovation.

Minimizing transaction costs and
reducing principal-agent problems can
be achieved through arrangements of
relational contracting and long-term
networks based on mutual trust. Coop-
erative behavior is further enhanced by
direct communication between actors
and agents and stabilized through the
mechanisms of rules and trust, which
can overcome opportunistic behaviors
and rivalry.

2. The political economy
of trust

Farrell and Knight (2004: 8) define
trust as “a set of expectations held by
one party that another party or parties
will behave in an appropriate manner
with regard to a specific issue.

Promoting trust and cooperation
between firms, institutions and local
government can achieve economic
gains. “What is needed is sufficient trust
to initiate cooperation and a sufficiently
successful outcome to reinforce trust-
ing attitudes and underpin more sub-
stantial, and risky, collaborative behav-
ior (...). Virtuous spirals of trust and ef-
fective collaboration need to be estab-
lished” (Webb, 1991:237).

Harmonious relationships  be-
tween firms, communities and govern-
ment are built upon trust and mutuality
“Social trust in complex modern set-
tings can arise from two related sources
- norms of reciprocity and networks of
civic engagement” (Putnam 2003; 1 71).
Reciprocity characteristics of networks
enhances cooperation because: () it
increases the costs of defection, (2) it
fosters robust norms of reciprocity, (3)
it facilitates communication and im-
prove information flows, and (4) it em-
bodies past success at collaboration and
provides a blueprint for future coopera-
tion (Putnam, 2003: 172). Empirical
studies on the evolution of cooperative
network relationships that focus on the
inter-organizational relationships (Hu-
man and Provan, 2000).

Economic cooperation is impacted
by trust. Trust is a key element and de-
cisive factor in the cooperation rela-
tionship, which allows real commit-
ment and confidence among the part-
ners to develop a vision for the long run.
A seriously flawed cooperative working
relationship will doom any agreement
to failure, although a flawed written
agreement can always be modified In-
terdependent decisions to cooperate
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are influenced by the degree of coop-
eration already present in the organiza-
tions and may lead to an equilibrium in
which cooperative alliances prevail.

In the more socialized version of
trust, it has been observed that norms
of fairness may enter into transactions
between parties and firms. Often in re-
lational contracting, norms of conflict
resolution within the relation develop
(Macneil, 1978). Trust is an interde-
pendent action of social cooperation for
mutual benefit (Coleman, 1990: 306-
310).

Rational choice theory explains
that trust is a factor in social interactions
characterized by risk, as Coleman
(1990: 91) has put it “They are situa-
tions in which the risk one takes de-
pends on the performance of the other
actor.” There is a positive relationship
between trust and social capital, on the
one hand, and political and economic
success. researchers attempt to docu-
ment the various ways in which trust
and social capital can improve the per-
formance of political and economic sys-
tems. Putnam (1993, 2000) pretends to
demonstrate that the political and eco-
nomic success of large social communi-
ties is linked to generalized trust and co-
operation, through.

Luhmann (2000) distinguishes be-
tween person- and system-trust ac-
cording to the recipient of trust.
Person-trust is aimed at individuals and
system-trust refers to the trust in ab-
stract systems of relationships (Krause
1996) such as organizations. Thus, trust
can exist towards the representative
and at the same time towards the part-
ner organization.

Rational choice theory of institu-
tions explains why individual actors
come to trust each other and provides
explanation of the forms of cooperation
and to understand the differences in co-
operation. The encapsulated interest
account of trust combined with institu-
tional theory provides the basis for
comparative analysis of trust in explain-
ing cooperation (Farell, 2000). The “en-
capsulated interest” account of trust
specifies the relationship between insti-
tutions and trust predicated as trust-
worthiness in a three party relationship
(Hardin, forthcoming) which goes per-
sonal and their own self interest among
the involved.

Farrell and Knight specify this rela-
tionship between trust and social insti-
tutions, in 2 middle ground between
Hardin (Forthcoming) and the broader
conception of social trust (Putnam,
1993). On the account of Farrell and
Knight (2004: 8) “the existence of insti-
tutions in common social settings can
affect the trustworthiness of the actors
in those situations in such a way as to
create ongoing relationships of trust
among those actors.” The authors sug-
gest a model of the relationship be-
tween institutions and trust among ac-
tors. Insofar as institutions give actors
an incentive to behave in a trustworthy
or untrustworthy manner and/or affect
social beliefs about the trustworthiness
or untrustworthiness of actors thor-
ough their dissemination of information
about the expected behavior of others.

Trust and trustworthiness become
relevant when the social cooperation
cannot be reduced to simple institu-
tional compliance Cooperation inher-
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ent in institutional compliance is differ-
ent that cooperation through the use of
the concepts of trust and trustworthi-
ness. Thus, in any relationship among
institutions, trust and social coopera-
tion are relevant. “Cooperation
through compliance with institutional
rules in particular social settings affects
an actor’s beliefs about the propensity
of others to cooperate (their level of
trustworthiness) in similar settings
which affects that actor’s willingness to
cooperate at some subsequent point in
time in that same social setting” (Farrell
and Knight, 2004: 10-11). Changes in
trustworthiness and in trust between
actors lead to changes in the extent and
form of cooperation. The model the
authors set out specifies a set of causal
relationships, which may plausibly affect
trust and cooperation between actors
(Farrell and Knight, 2004: 15).

The model of trust, trustworthi-
ness and cooperation appears “to pro-
vide a good account both of coopera-
tion between actors, and the evolution
of this cooperation over time, in rela-
tions between economic actors” (Far-
relland Knight, 2004:38). In Figure 5 itis
shown a model of trust, trustworthi-
ness and cooperation.

Trust and confidence in the part-
ner can rise unrealistically during the
partner search and selection stages only
to drop as difficulties arise (Doz, 996)
A simple contracting scheme in order
to differentiate transactions and corre-
sponding governance structures can be
shown.

Hirsch and Meyer explain the
scheme in the following terms: Good or
a service can be supplied either (1) by a
general-purpose technology or (2) by a
special purpose technology. The latter

FIGURE 5
Model of trust, trustworthiness and cooperation

Factors affecting institutional evolution (bargaining over
distributional outcomes)

L+

Institutions

thiness or

Trustworthiness

Information
trustworthir

| E———

Cooperation

Source: Farrell and Knight (2004).
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has the advantage that it is more effi-
cient for servicing steady-state de-
mands (e.g. for a cooperation partner),
but it requires greater investments in
transaction specific durable assets. The
variable k is used to measure the extent
of transaction-specific assets. An invest-
ment in the general-purpose technol-
ogy can be described by k=0 and re-
spectively k>0 when there have been
transaction-specific investments. Ac-
cording to Williamson (1989/1999: 62-
63), classical market contracting suf-
fices for the first kind, while for the lat-
ter type, unassisted market governance
poses hazards. The question is whether
individuals should trust each other. The
authors call this the trust problem in
co-operations. Game theory, and more
specifically, the prisoner’s dilemma
models this kind of trust decisions as
shown below.

The trust engendered in the part-
ner will result in behavior, which is of
benefit to the firm in the alliance. The
political economy of trust in clusters of
small firms geographically concentrated
relay on cooperation to prosper.

Concluding remarks

Power has distribution aspects
(Knight 1992). Power affects coopera-
tion based on trustworthiness as a rela-
tional concept. Any agreement puts in
place relationships of power and pre-
scribes roles of action for the partners.
Relationships of partnerships include
the distribution of power and may not
be based on equality and equity. In the
case of indigenous groups real partner-

ship must involve equitable coopera-
tion. Power over relevant decisions can
be shared but not necessarily equal
power. No always there is consensus
on decisions and the degree of influence
exerted by partners may not be equal.
Thus, any asymmetries in power affect
the trusting relationship of coopera-
tion. There is a widespread perception
of alliances as “weapons of power” in-
stead of being “tools of management”
(Schroeder, 1976).

Firms frequently exercise their
power over other firms to solicit com-
pliance. Schroeder (1976) argues that
alliances work, to a certain extent, as
pacta de contrahendo, constraining and
controlling the actions of the allies. To
achieve a genuine relationships based
on trust it is necessary to establish an
appropriate culture linked to reputa-
tion sanctions (Kreps, 1990) or to sub-
ject behaviors to external organiza-
tional forms or institutions which pro-
vide actors with a technology to limit
abilities to use power (Levi, 1998). Cul-
tural and legal backgrounds of partners
give rise to communication and coordi-
nation information asymmetry.

Explaining the relationship be-
tween trust, distrust and power in sub-
contracting relations among firms, Far-
rell and Knight (forthcoming), Farrell
(2001) and Farrell (2004) have sug-
gested that asymmetries of power are
incompatible with trust up to a certain
level, and even when trust and its out-
comes are asymmetric, trust may be
possible. Disparities of power prevent
trust of arising and distrust is the likely
outcome. Firms may prefer to exploit

Revista Venezolana de Ciencias Sociales, UNERMB, Vol. 10 No. 2, 2006



320

José G. Vargas-Herndndez

their power instead of nurturing com-
plex relationships of cooperation
(Helper, 1993).

The level of confidence required by
a partner is not static. To increase the
level of trust not necessarily lead to are-
duction in control exerted by partners
“the trust level and the control level
jointly and independently contribute to
the level of confidence in partner coop-
eration” (Das and Teng, 1998: 496).
These authors negate any relationship
between trust and control suggesting
that both high level of control and trust
are necessary in international joint ven-
tures compared to other forms of inter
organizational cooperation. In a joint
venture, a new corporate entity is
formed. Thus, trust and control seem
to be independent, but other contin-
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