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Abstract

Inter-firm cooperation has received attention in recent year due to its benefit.
However, little has been studied about the way to develop this relationship. In
this paper we provide evidence on the development of small and medium-
sized enterprises (SMEs) in Vietnam relying on inter-firm relationship. Using a
recent national survey in 2014 for tourism sector, empirical results indicate
that trust in partner, along with motivation from relationship, are the main
predictor of this relationship. Further, it confirms the positive influence of
similarities between partners on inter-firm cooperation. Our empirical results
indicate that classical determinants of inter-firm relationship including firm
age, firm size, location and the ownership are also important in Vietnam. In
addition to the traditional indicators we analyze the effect of government
support. Direction from the government contributed significantly to the growth
of Vietnamese SMEs by fostering inter-firm cooperation, but the importance of
this kind of support may be diminishing as private firms do not seem to benefit
from this form of support.
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INTRODUCTION

Vietnam has introduced officially the economic renovation (Doi moi) since 1986, but it actually
adopted a comprehensive and radical reform package aimed at stabilizing and opening the
economy in 1990. A new wave of economic reforms has been stirred up with emphasis on
private sector development, further trade and investment liberalization with deeper
international economic integration especially since 2006 (joining WTO). It is worth noting that
the socioeconomic successes have been significantly attributed from the country’s small- and
medium-sized enterprises (SMEs). They have contributed 39 percent of gross domestic
product (GDP), 32 percent of total investment outlays in 2006 (Ho Sy Hung, 2007). Apart from
being a relatively dynamic sector in the economy, SMEs have also played an important role in
creating jobs, maintaining high mobility of the labor market, and narrowing development
gaps among localities of the country.

Inter-firm relationship especially inter-firm cooperation has been the main focus of interest
among academics several years. Scholars have conducted various studies to explain the nature
of inter-firm relationship (Anderson & Narus, 1990; Close & Kukar-Kinney, 2010; Kennedy et
al, 2001; Morgan & Hunt, 1994; Nguyen & Rose, 2009; Nguyen, 2011). Moreover, the
relationship between entrepreneurship and its context has been one of primary concern. It has
been argued that the environmental context may have a significant impact on
entrepreneurship as well as SMEs development (Antoncic & Hisrich 2000; Acs et al., 2008;
Boettke & Coyne 2009). Therefore, strengthening SMEs networking with other stakeholders
and developing this relationship have long been considered as an effective way to enhance
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SMEs competitiveness or capability. Nevertheless, Vietnamese SMEs networks are still limited.
Primary assessment suggests that, apart from weak internal networks, there has been not yet a
close link between dynamic multinational corporations (MNCs) and non-integrated domestic
SMEs (Ho Sy Hung, 2007) and upstream and downstream industries (Vo Tri Thanh & Le Xuan
Sang, 2004).

There is much to be learned about inter-firm cooperation. To the author knowledge, managing
inter-firm relationships is the most difficult work. On the one hand, managers have for years
been making great effort to generate competitive advantage in their business units, but it is
much more difficult for a single business today to create and maintain a sustainable
competitive advantage. On the other hand, the traditional relationship characterized by price
focus, competitive bidding, and short- term contracts has given way, at least in part, to closer
and more collaborative relationships characterized by long term focus, mutual trust, mutual
dependence, and cooperation (Spekman, 1988). In addition, a large fraction of the cooperative
ventures falls short of expectations (Harigan, 1985). Therefore, the study tries to build up
SMEs network based on investigating determinants of this relationship. Using SME enterprises
in Vietnam, the study revealed the determinants of inter-firm relationship.

We start with the conceptual foundations for this paper and review the current literature of
inter-firm collaboration in inter-firm relationships. We then develop hypotheses on inter-firm
collaboration. Then the study presents a discussion of the methods, data analyses and results.
A discussion on findings and practical implications concludes our paper.

BACKGROUND AND HYPOTHESES

Inter-firm relationships develop from interactions between firms as they exchange goods,
services, and knowledge. Oliver (1990) describes inter-organizational relationships as the
relatively enduring transactions, flows, and linkages that occur among or between
organizations. Inter-firm relationships have the three distinctive types: pure cooperation, pure
competition, and coopetition (Galvagno & Garraffo, 2010). Cooperation occurs when firms or
groups act together in a coordinated way to pursue shared goals, enjoy an activity, or simply
further their relationship (Argyle, 1991). Cooperation is a specific type of inter-firm
relationships, which shows a shared interest of working together towards a mutual goal.
Cooperation refers to a process, while cooperative alliances refer to the forms (Gray & Wood,
1991). Cooperation also infers that one party gives up some immediate benefits in the hope of
receiving a later payoff (Palmer, 2000). The common goals are more important than one actor’s
profit maximization or opportunism. Partners contribute to the total created value in the
relationships, and they are satisfied with a smaller share of the profit to maintain the
relationship (Bengtsson & Kock, 2000). Moreover, inter-firm collaboration is not automatic
since it is not in the players’ interest to behave cooperatively if there are no guarantees that
each player will reciprocate (Gibbons, 1992).

Relationship between manager’s trust and inter-firm collaboration

Anderson and Narus (1990), defined trust as the firm's belief that another company will
perform actions that will result in positive outcomes for the firm, as well as not take
unexpected actions that would result in negative outcomes for the firm. The proposed link
between trust in the selling firm and the buyer's future purchase intentions also reflects that
buyers can rely on the integrity of suppliers they trust. According to Ganesan (1994), trust is a
necessary ingredient for long-term orientation because it shifts the focus to future conditions.
Empirical evidence supports the notion that trust of the selling firm is central to a buyer's
intention to continue the exchange relationship. Anderson and Weitz (1989) find evidence that
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trust is key to maintaining continuity in conventional channel relationships. Morgan and Hunt
(1994), based on relationship marketing research, confirmed that trust and relationship
commitment are the two important elements in fostering cooperation between partners. The
similar result also is displayed in recent article when Lui et al. (2006) found that trust has an
important role in cooperative behavior. Therefore, we propose the following:

H1: Firm trust in partner is positively related to future interaction with that partner.

Relationship between expectation from inter-firm cooperation and inter-firm
collaboration

The current literature on inter-firm relationships and technology acceptance highlights the
importance of motivation for behavior. They can be expectation of success (Bagozzi &
Warshaw, 1990), perceived usefulness (Davis, 1986), and relationship benefit (Morgan & Hunt,
1994). Firm can engage in inter-firm relationship in order to achieve specific goals/rewards
(Huybers & Bennett, 2003; Nguyen, 2011) or perceived desirability (Krueger et al., 2000).

Organizations will build the relationship with other parties when cooperation per se takes on a
positive value. Evan (1965) suggested that value expectancy will pull organizations into
cooperation. A feeling that cooperation is substantially good may stimulate firms to move in
the direction of inter-firm cooperation (Schermerhorn, 1975). Morgan & Hunt (1994) and
Friman et al. (2002) revealed that firms that receive superior benefits from partnership will
commit themselves into this type of relation. The expectation from inter-firm relationship can
stimulate manager’s intention to make cooperation with its partner even if they do not possess
a positive attitude toward partner or partner’s representatives (Nysveen et al.,, 2005; Nguyen,
2011). Thus,

H2. There is a positive relationship between expectation from inter-firm relationship and
inter-firm cooperation

Relationship between entrepreneurial intensity and inter-firm collaboration

Corporate entrepreneurship is a process by which individuals inside organizations pursue
opportunities without regard to resources they currently control (Stevenson & Jarillo-Mossi,
1990). Entrepreneurial intensity is characterized by degree and frequency entrepreneurship.
Miller and Friesen (1982) argue entrepreneurial firms are characterized by their strong
willingness to innovate while taking risks in the process. In addition, through the strategic
decision making process where entrepreneurs are willing to take risks, innovative, and
proactive, entrepreneurial intensity will facilitate the solving management problems
(Barringer & Bluedorn, 1999).

In competitive environment, many organizations commonly acquire ideas or innovations
internally. However, there are a number of situations where some organizations seek
innovative ideas externally in form of franchising, sub-contracting and strategic alliances. As a
means of partial uncertainty absorption, entrepreneurial intensity in the form of environment
scanning may lower the perception of risk associated with a potential entrepreneurial venture,
increasing the likelihood that the firm will engage in the venture (Barringe & Bluedorn, 1999).
Thus, the study expects that:

H3. There is positive relationship between entrepreneurial intensity and inter-firm
collaboration.
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Relationship between regulation and inter-firm collaboration

Many writers have studied the effect of active public policy on promoting cooperation among
businesses. In most developed economy, the government issued local, regional and national
policy with the aim at fostering inter-firm cooperation. Rosenfeld (1996) exhibited the
efficiency of public program in Denmark. By making a large investment to the support-called
program over finite of time, the government hoped that by proving the value of networks,
cooperative behavior would become absorbed into the culture. The reasonable object of such
programs is to help firms to get the effect of economy of scale, compete better in global market
(Arku, 2002). In addition, Kipping (1996) from studying the connection between inter-firm
relationships and industrial policy, showed that the governmental policies have important role
for the success of French industry. Adobor (2006) cited that the government can facilitate
cooperation between companies as the role of third party. By encouraging building business
development services and the formation of the agency for SMEs development, the government
can provide needed information to companies (Cho & Yu, 2000; Tran et al,, 2009, Nguyen,
2011). Moreover, by issuing rule on specific issue, Chinese government has fostered
corporations within industrial chain to in carbon emission reduction (Zhang & Wang, 2014).
Based on these results, we form the following hypothesis:

H4. There is the positive relationship between regulation and inter-firm cooperation.

Relationship between similarities between partners and inter-firm collaboration

A company will not success in managing alliance if it does not understand its partner. The
relatively similarity between partners reduce the incentives for free riding and enhances the
possibility of inter-firm cooperation (Huyber & Bennett, 2003). Similarities between partners
can shape inter-firm relationship and cooperative behaviour because they can facilitate the
articulated knowledge among firms (Teece, 1977; Saxton, 1997). In addition, it can help
partners build inter-firm trust and inter-firm cooperation as the result. When firms are
similarity in strategic decision and culture, they can get along with its partner. Moreover,
similarities between partners lead to balanced inter-firm power relationship and impact to
level of cooperation in the network-firm (Chassagnon, 2014). From the survey of SME tourism
enterprises in Vietnam, Nguyen (2015) confirmed that similarities among partner who involve
in tourism network will enhance the chance of inter-firm relationship. Therefore, we expect
that:

METHOD

Data

To examine the hypotheses empirically, we conducted a mail survey of SMEs in tourism
industry in 2014. The questionnaire we designed included three parts. The first part consisted
of demographic questions, including corporate ownership structure, the number of employees,
age, etc. The second part related to inter-firm relationship. The last part asked the respondents
about performance and achievements. The questionnaire firstly developed in English and then
translated into Vietnamese. A pilot test was undertaken with 30 managers and seniors who
were taking MBA program at a major research university in Vietnam.

The sampling frame consisted of 600 companies listed by the Yellow page in Vietnam. To
examine the factors promoting inter-firm collaboration, we narrowly defined the observations
by excluding respondents that did not answer the question or not complete. As a result, 262 of
the observations were utilized for the econometric analysis.
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Because this detailed survey is used for many purposes in our studies, the authors only specify
the information that is directly used for this paper. From the survey, the majority of
participating firms are small size that has less than 200 full-time employees, covers 66.52% of
the survey (medium size: 25.21% and large size: 8.27 %). This can be because of Vietnamese
still being transition economy. Moreover, about more than half of the enterprises originated
from private and foreign sector and are relatively young.

Measures

Dependent and independent variables

The measurement scale development was adapted from literature. All items were assessed on
seven-point Likert type scale anchored by 1 (strongly disagree) and 7 (strongly agree). The
detail is shown in the table 1.

Table 1: Measurement items and resources

Constructs Number Sources
of items
Expectation form 5 Johnson & Sohi (2001), Stank et al., (2001) and
cooperation (MC) Kim et al. (2012).
Similarity between partner 6 Saxton (1997) and Adobor (2006).
(SP)
Entrepreneurial ~  intensity 3 Covin and Miles (1999), Barringer & Bluedorn
(EI) (1999).
Regulations (RE) 4 Nguyen (2011); Zhang & Wang (2014)

Trust in partner (TP) 3 Doney & Cannon (1997); Ryu et al (2011).
Inter-firm collaboration (IC) 3 Vereecke & Muylle (2006); Zhang & Wang
(2014);

Control variables

Company characteristics have been proved to have significant impact on cooperation behavior
and that were controlled for the empirical analysis. They conclude establishment size
(measured by number of employee), type of sector, and age of company. According to Fritsch &
Lukas (2001), firms are engaged in R&D cooperation, tend to be large. The positive effect of
firm’s size on inter-organization cooperation in R&D field can also be found in number of
works (Fritsch, 2003; Okamuro, 2007). On the contrary, Felzenstein & Gimmon (2007) found
the negative effect of size on inter-firm relationship. The second control variable relates to
ownership. The dummy variables, which value 1 if firm is owned by specific subject (state,
private or foreign owned) are added, respectively. Executives of particular type of ownership
likely have different objectives and attitudes toward inter-firm relationship (Nguyen & Rose,
2009; Nguyen, 2011).

The region where the company locates has influenced inter-firm relationship. This will shape
the attitude of company’s managers toward this relationship. Fritsch & Lukas (2001) and
Fritsch (2003) revealed the significant differences in cooperation among regions with regard
to the propensity to maintain a cooperative relationship. Based on Vietnamese context, the
south will prefer cooperation than the north due to the western influence as the result of
market-based experience compare with the bureaucracy-rooted economy in the north (Tran et
al.,, 2009).
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Empirical model

The study aims to test the impacts of determinants of inter-firm relationship on the level of
cooperation of these relationships. We use inter-firm collaboration to demonstrate external
collaboration among partner in the tourism value chain. The empirical model is that:

IC,=a+¢@MC, + xSP, +yEI, +«RE, + ATP, +n X, +7,
Where Xi is controlling vector; and €i is the error term

RESULTS

Construct validity

Each variable measured with multiple items was subjected a scale development procedure. We
conducted exploratory factor analysis for each set of construct. We then checked for
satisfactory reliability. End of this step, two items were dropped due to low factor loading. We
then conducted confirmatory factor analysis using LISREL 8.80 with the maximum likelihood
method to evaluate the convergent and discriminant validity of the measures. Table 2 1
provides the results of the measurement analysis. Result indicated a statistically significant (

x* =267.51,df =174, p =.00, GFI=0.91, CFI=0.90 and RMSEA=0.067). The result indicated

that all constructs have adequate internal consistency with Cronbach’s alpha ranging from 0.76
to 0.90, ensuring adequate internal consistence of multiple items of each construct (Hair et al,,
2009).

Table 2: Convergent and discriminant validity assessment

Constructs Number of | Cronbach AVE Item
items alpha dropped

(remain)

Expectation form cooperation 4 0.87 0.59 1

MC)

Similarity between partner (SP) 5 0.90 0.64 1

Entrepreneurial intensity (EI) 3 0.89 0.58

Regulations (RE) 4 0.76 0.52

Trust in partner (TP) 3 0.85 0.50

Inter-firm collaboration (IC) 3 0.88 0.63

To test convergent validity, we checked the value of AVE and CR (construct reliability). The
average percentage of variance extracted (AVE) for all constructs were greater than 0.50,
suggesting adequate convergence (Fornell & Larcker, 1981). Moreover, construct reliability of
all construct pass the threshold of 0.7 for good reliability (Hair et al., 2009). Therefore, the
result indicates good discriminant validity of the model.

Hypotheses tests

Following Van Bruggen et al. (2002), the study adapts a confidence-based weighted mean to
obtain construct scores. The single overall confidence score, which is standardized loading,
applies for the type of weight. We tested our hypotheses using maximum likelihood estimation
by STATA 13 package. To check for multicollinearity, we examined the VIF test. In our
regression, the highest VIF value was 1.78. This confirmed that multicollinearity was not a
problem. The result was show in table 3.

The first model only includes the independent variable without controlling vector. It is very
important to note that these variables are highly significant. The fact that trust in partner is
positively and strongly linked to the probability that the inter-firm relationship is strongly
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cooperative. This variable is positive and significant for all models proposed (p<0.01).
Moreover, trust in partner seems to be the most influence factor for inter-firm relationship.
Thus, hypothesis 1 is confirmed. This result is consistent with the previous research findings
(Lui etal. 2009; Ryu etal., 2011).

Table 3: Regression result

Variables Regression results

Model 1 Model 2 Model 3 Model 4
Expectation form cooperation | 1.026%** 1.110%%* 1.105%* 1.105%*
MC)
Similarity between partner (SP) 0.321%* 0.307%* 0.389%* 0.389%*
Entrepreneurial intensity (EI) 0.684%* 0.724%%* 0.775%%* 0.775%%**
Regulations (RE) 0.321* 0.378* 0.327%* 0.327%*
Trust in partner (TP) 1.381%** 0.1.420%** 1.657%%*% 1.657%%*%
Small -0.069 -0.085 -0.085
Medium 0.032* 0.048* 0.059*
Private 0.059* 0.046%*
Foreign 0.023 0.037*
Age No No
Central Yes
South Yes
Constant Yes Yes Yes Yes
R-squared 0.278 0.312 0.296 0.308
F statistic 9.012%** 11.04%* 14.67%%%* 14.67%%%*
N 262 262 262 262

Note: *** p<0.01, ** p<0.05, * p<0.1.

Related to the impact of expectation from inter-firm cooperation on inter-firm collaboration,
hypothesis 2 predicts that expectation from inter-firm cooperation has positive relationship
with inter-firm collaboration. The coefficient has positive sign and is highly. These results
provide support for hypothesis 2. This finding reveals the importance of this element in
explaining behaviors across wide range of theories (Armitage & Conner, 2001; Carr & Sequeira,
2007, Nguyen, 2015).

Hypothesis 3 states that entrepreneurial intensity is positively associated with inter-firm
collaboration. Bases on highly significant evidence in Table 3, the hypothesis is supported. For
the Vietnamese context, the attitude of managers toward entrepreneurship will facilitate the
building inter-firm relationship due to enhancing risk taking. Hypothesis 4 predicts that
regulation is positively related to inter-firm collaboration. It is important to note that this
variable is significant. The role of government in shaping industrial relationships by regulation
is supported not only in developed countries like French, German, Japan and Korea (Kipping,
1996; Nakamura et al., 1997; Cho & Yu, 2000) but also in transition economy like Vietnam
(Nguyen, 2011).

The similarities between partners has a positive influence on the probability of strong inter-
firm cooperation. The results also revealed the fact that similarities between partners will
facilitate inter-firm cooperation due to reduce free riding among partners. This result also
supports for the findings of Saxton (1997) and Nguyen (2015). Hypothesis 5 is thus empirically
confirmed. From the result, the difference between regions in inter-firm relationship is
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significantly. Within tourism industry, company in the central and the south are willing to
create inter-firm relationship, especially for the private sector. Due to high customer demand
and resource base, the private sector is likely to form relationship with its partners.

DISCUSSIONS

The empirical results from Vietnamese enterprises data above strongly support the proposed
hypotheses for inter-firm relationships. Among the determinants, trust in partner plays the
most powerful role in facilitating inter-firm relationship. In Vietnamese context, trust between
partners (managers or owners) will direct the potential behaviors. Supporting the RBV’s
argument that it is the use of the resources, rather than their mere existence that bring
competitive advantage as well as customer services, this study suggests that one way to
enhance company performance by development SMEs network. Company should reconfigure
the resources is to external collaborations so that firm can assess and incorporate resources it
does not possess. In addition, “preferably” managerial attitude toward entrepreneurship
associated with an increased likelihood of inter-firm cooperation. The entrepreneurial
intensity also helps us in understanding the reason why trust has been key mediating variable
in commitment-trust theory (Morgan & Hunt, 1994). Fourthly, the results also support the
positive effect of regulation on inter-firm relationships. Through management tools such as
promulgating an act or publishing policies, government can foster this kind of relationships.
Finally, similarity among partners is important factor for building inter-firm relationship.

This study also provides important managerial implications for inter-firm collaboration. First,
in order to effectively engage external partners, firms must build and enhance entrepreneurial
attitude of its managers. The entrepreurial attitude set the foundation for collaboration.
Second, since trust and similarity are very component in inter-firm relationship, firms should
evaluate their own capabilities in managing company, leadership style, organizational culture,
and relationship. Building some aspects in common, firms will form inter-firm relationship at
ease. Third, policy maker should edit the regulation for shaping inter-firm relationship in the
way of more efficiently. By this mechanism, government can facilitate this relationship as well
as the development of SMEs in Vietnam.
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