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Bounded Rationality, Bounded Reliability and the Termination of International Joint Ventures – Insight from the Case of the Banca Barclays Castellini, 1972-1980

Abstract 
[bookmark: _Hlk133427854]International joint venture (IJV) is an important organizational structure and entry mode choice of the multinational company but suffers from instability. They also played a significant role in helping British multinational banks to maintain their international competitiveness but have been minimally investigated. By conducting cross-disciplinary research between international business and management and business history, this paper explores IJV termination in international banking, based on insights provided by the Banca Barclays Castellini, an IJV between Banca Castellini and Barclays, during the period 1972-1980. It fills historical research gap about IJVs in the British multinational banking history and contributes to human behavioral research with regard to commitment failure, by exploring the links between bounded rationality and bounded reliability, the two foundational assumptions of human nature. This research, thus, contributes to furthering our understanding of bounded reliability and how to address bounded reliability problem, which may inform the broader theory of the firm.
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1. Introduction
[bookmark: _Hlk133428050]International joint venture (IJV) is an important and popular entry mode choice of the multinational company (MNC), which lies at the core of international business (Wilkins, 1970). It is an equity-based strategic alliance between partners from different countries. The popularity of the IJV has been attributed to its advantages in allowing partners to share risks and costs, access each other’s resources and reduce the local market challenges to the MNC based on the local partners’ social capital (Klaas Jagersma, 2005; Johanson & Vahlne, 2009; Czyzewska & Roper, 2017). As a result, IJVs are often adopted by the MNC to explore new markets with high uncertainty and to mitigate the political risks in developing countries with nationalistic governments. (Berlew, 1984; Killing, 1982). 

[bookmark: _Hlk133428142][bookmark: _Hlk133428095]British multinational banks had a dominant position in the international banking until the 1960s (Jones, 1993). IJVs played a significant role in helping them to maintain their international competitiveness. For example, they provided the opportunity for the British multinational banks to continue their operation in post-colonial countries, when the local nationalistic governments prevented the existence of wholly-owned foreign banks, such as the British Bank of the Middle East (BBME) in Iran and Saudi Arabia (Jones, 1987) and Barclays in Malta, Egypt and Nigeria (Lu, 2021; Ackrill & Hannah, 2001). They enabled the British multinational banks to explore new markets, such as the expansion of Barclays in Continental Europe, the latter being one of the British banks with a successful history in multinational banking (Jones, 1993; Ackrill & Hannah, 2001). In addition, IJVs enabled British banks to respond to the competition from the large American banks, such as the MAIBL and the Orion Bank (Jones, 1993; Drach, 2022). In spite of their importance, IJVs have been minimally investigated in British multinational banking history. They have been, at best, mentioned but with a lack of detailed information. Furthermore, in spite of the importance of IJVs to international banking, the existing literature dealing with IJVs focuses on non-financial industries, due to the lack of publicly available information regarding the partnership agreements (Amici et al., 2013). The limited number of papers analyzing IJVs in the financial industry have focused on the US and Japan.

[bookmark: _Hlk133428193]The IJV, however, suffers from instability, with a high termination rate ranging from 30 to 70 per cent (Inkpen & Beamish, 1997). IJV termination is defined as the end of the IJV partnership even if the firm’s physical existence survives. Ninety per cent of terminations are unintended, with regard to the initial stated purpose for forming the IJV (Makino et al., 2007). There have been, however, few business historical works on IJV termination and failure, such as Lu (2021) exploring the failure of the Mid-Med Bank, an IJV between the Maltese Labor Party government and Barclays Bank during the period 1975-1979. Most business historical works on IJVs focus on their role (Álvaro-Moya, 2015; Colli, 2014; Jones, 2003; Lee & Jin, 2009; McGovern & McLean, 2017; Richardson, 1984), operation and management (Michie, 1978; Pugach, 1982).

[bookmark: _Hlk133428225]An IJV is an economic organization. Knight (1965) argued that the study of economic organization needed to be informed by an appreciation of ‘human nature as we know it’ (1965: 270). Coase also remarked that, ‘Let us also start with man as he is’ (1984: 231). As the decisions to form and terminate IJVs are made by specific individuals, i.e. the partners’ key decision-makers, IJV unintended termination means the individuals’ commitment failure. We, therefore, start our research on IJV failure from the assumed human behavioral characteristics with regard to failed human commitments. First, bounded rationality refers to economic actors’ behavior that is, ‘intendedly rational, but only limited so’ (Simon, 1961: xxiv), i.e. ‘scarcity of mind' due to imperfect information and imperfect information processing capacity (Verbeke & Kano, 2013; Foss & Weber, 2016; Lumineau & Verbeke, 2016). Second, opportunism is defined as, ‘self-interest seeking with guile’ (Williamson, 1981: 1545), i.e. ‘calculated efforts to mislead, distort, disguise, obfuscate or otherwise confuse’ (Williamson, 1985: 47). Third, bounded reliability refers to, ‘economic actors being reliable, but only boundedly so’ (Kano & Verbeke, 2015: 98), i.e. the scarcity of effort in fulfilling an open-ended promise (Verbeke & Greidanus, 2009; Verbeke & Kano, 2013; Lumineau & Verbeke, 2016). It holds that an individual’s commitment failure can be caused not only by malevolent elements, such as opportunism, but also by benevolent preference reversal associated with reprioritization and scaling back on overcommitment or identity-based discordance. It has been clarified that these benevolent reasons, ‘cannot be reduced to a bounded rationality problem, because the information on the likely occurrence and the effects of unreliability is fully known in advance’ (Verbeke & Kano, 2012: 1187). 

[bookmark: _Hlk133428252]Given the limited human capacity to interpret and process information, bounded rationality is one of the few widely accepted human behavioral assumptions made by most management scholars. We can infer from the research by Foss and Weber (2016) that bounded rationality assumption plays a much more substantial role than opportunism, in explaining commitment failure. However, among the above three behavioral assumptions with regard to commitment failure, bounded reliability includes opportunism but excludes bounded rationality. Given the ubiquity of bounded rationality, we would like to ask whether there is any link between bounded rationality and bounded reliability? Williamson (1985) posed, ‘the problem of economic organization as a problem of contracting’ (Williamson, 1985: 20). As an IJV is a legal entity, an IJV agreement regulates all matters of importance to its partners (Wolf, 2014). Lu (2021) proposed that partners’ commitment failure must be legitimized by the agreement and illustrated how partners prepared their commitment failure in the agreement. In the presence of bounded rationality, however, all contracts or agreements are necessarily incomplete. How, then, does partners’ bounded rationality influence their preparation for commitment failure in the agreement? Or how does partners’ bounded rationality influence their development of bounded reliability? What corresponding solutions can be proposed to address such commitment failure? These fundamental questions have been neglected in the extant research about human behavioral assumptions and IJV failure.

[bookmark: _Hlk133428278]More and more international business and management scholars have emphasized that, ‘history matters’ (Jones and Khanna, 2006; Buckley, 2009). History can help us to understand the nature and context of contemporary problems, forecast trends, refine knowledge and interpret the present (Black, 1970). To historians, international business and management theories can be helpful in explaining history (Verbeke & Kano, 2015). This paper would, thus, for the first time, addresses the above questions by conducting cross-disciplinary research between international business and management and business history, based on insights gained from a study of the Banca Barclays Castellini (BBC), an IJV between Banca Castellini (BCC) and Barclays, during the period 1972-1980. There was no termination intention stated in the Agreement but this partnership only lasted for eight years. This paper, will, thus contribute to the extant research in the following aspects. First, it contributes to the international banking history by filling the gap about IJVs in the British multinational banking history, an important entry mode choice but so far poorly investigated. Given that IJVs played a significant role in helping British multinational banks to maintain their international competitiveness, the findings of this research would contribute to addressing the question on everyone’s mind: why did British banks lose their prominence in multinational banking from the 1960s? Second, it contributes to the international business and management studies about IJVs in the financial industry, by exploring their unintended termination from the human behavior perspective and providing corresponding solutions. Third, it contributes to human behavioral research with regard to commitment failure, by exploring the links between bounded rationality and bounded reliability, the two foundational assumptions of human nature. This research, thus, contributes to furthering our understanding of bounded reliability and how to economize bounded rationality and bounded reliability, which may inform the broader theory of the firm and result in a new conversation between transaction cost economics scholars and researchers studying other management and organizational fields.  

2. [bookmark: _Hlk133484034]Materials and Methods
[bookmark: _Hlk133484084]The main data sources upon which this research is based are the Barclays Group Archives and the British Government National Archives. The rich archival data covers the entire life of the partnership from inception to termination and supplies details of the decision makers’ behavior within the partnership, including their communication and interaction. In addition, they also provide the background information for the decision-makers’ behavior and the evolvement of the partnership from formation to termination. A small body of secondary literature provides useful context about the relevant organizations and their relevant policy and decisions as regards the partnership. Although Ackrill and Hannah (2001) refer to the operation of Barclays in Italy in their company history, they do not discuss the BBC in any depth.

[bookmark: _Hlk133484150]To address the above research questions, we used an abductive approach to analyze the data, which involved an iterative comparison between relevant IJV termination literature, bounded rationality and bounded reliability literature and our data (Danermark et al., 1997), following which, we detect the following emergent themes. First, identity-based discordance is a source of bounded reliability and partners’ bounded rationality may lead them to choose identity-based discordant partners to form the IJV. Does this indicate that bounded rationality would incur bounded reliability? Second, bounded rationality leads to incomplete contract and partners’ commitment failure must be legitimized by their agreement. Does this indicate that partners’ bounded rationality would restrict the development of their bounded reliability? Furthermore, given the incomplete agreement, how can partners’ bounded reliability eventually lead to their commitment failure?

[bookmark: _Hlk133485435]In the following sections, first, we introduce the context of the formation of the BBC and then explore the factors that contributed to the bounded rationality of Barclays’ decision maker, which not only incurred his bounded reliability by choosing an identity-based discordant partner BCC but also restricted the development of his bounded reliability by signing an incomplete agreement to prepare for his commitment failure. Next, we explore how Barclays’ decision maker’s bounded reliability evolved, influenced by the enhancement of his awareness, which led to the termination of the IJV partnership. Finally, this paper summarizes the findings of the research and offers some suggestions about how to address the above bounded rationality and bounded reliability problems.

3. [bookmark: _Hlk133485789][bookmark: _Hlk133485762]The context of the formation of the BBC

[bookmark: _Hlk133486024]3.1 Bank of Italy and its restrictive monetary policy
[bookmark: _Hlk133486056]The Bank of Italy performs an important supervisory function in the Italian financial system. It issues regulations, monitors the activities of individual banks and approves the applications for banking licenses, in order to guarantee the stability and efficiency of the banking system, safeguard competition in credit markets and protect the public interests underlying the money and credit markets (Finocchiaro et al., 2004). The key-decision maker of the Bank is the Governor, who is the leading official of the Bank and the most senior banking authority in the country, with considerable important powers and responsibilities within the credit, financial and economic system of the country (Eizenga, 1993; Finocchiaro et al., 2004). Guido Carli became the Governor in 1971, resigned in 1975 and was replaced by Signor Paolo Baffi (Earle, 1976).

[bookmark: _Hlk133486094]In the late 1960’s and early 1970’s, the international monetary crisis due to the ending of the Bretton Woods System, on the one hand, helped to make EEC countries more determined to be self-reliant in tackling their own monetary problems and favoured negotiations for Britain’s entry into the Community; on the other hand, it led the Bank of Italy to adopt a moderately restrictive monetary policy which had a positive effect on price control but consequently led to a decline in corporate investment (BNA, FCO33/1511, 1971).

[bookmark: _Hlk133486144]3.2 Barclays Bank and its European plan
[bookmark: _Hlk133486189]The disproportionate presence of the old private banking families in Barclays’s senior management decided that its central decision-making process was consultative among the Board members under the leadership of the Chairman who was the key decision-maker. Due to the expansion of the Euro-currency markets, the growth of the multinational companies and the devaluation of Sterling in the 1960s, there was an influx of foreign banks into London. Facing the increasing competition and decreasing returns in the domestic market, Barclays’ Board decided to expand the Bank’s foreign business. Under the chairmanship of Sir John Thomson, the Bank’s international expansion started to become more and more prominent in the Bank. Barclays’ business in Italy could be traced back to 1925 when it set up an office in Rome but had to suspend its operations due to the outbreak of war with Italy in 1940. Following the Bank’s international expansion, a Representative Office was set up in Milan in 1969 (Tuke & Gillman, 1972).

[bookmark: _Hlk133486223]Anthony Favill Tuke took office as Barclays’ Chairman in 1972. The highly competitive home market pushed Barclays to further its international expansion in the 1970’s and 1980’s in order to increase its returns (BGA, 1991). With the likelihood of the UK joining the EEC, Barclays were anxious to develop its European plan (Tuke, 1971a, 1971b). Although the Italian politico-economic situation was far from ideal, Barclays wished to have a presence in Italy to complete its European banking network in the six original member states of the EEC (excluding Luxembourg) which together with Barclays’ strong and growing international links in other parts of the world could give the Bank a competitive edge in the banking sector on the Continent (Coper, 1971; Tuke, 1971a).

[bookmark: _Hlk133486250]According to Barclays Group Representative in Milan and the D. C. O. Planning Dept., the potential business opportunities for Barclays in Italy were attributed to the following sources: UK investment and business in Italy (UK investment 1956-1970 $170m), £500m UK/Italy trade and with other Barclays Group territories, international companies in Italy, tourism, Italian banks and the long-term growth prospects of the Italian economy (the OECD predicted an 80% growth 1971-1980) (Coper, 1971; Griffin et al., 1971). If Barclays were the first British bank to go in, the advantages would be significant. In addition, the Italians would be attracted to Barclays, due to their previous operation in Italy (Coper, 1971).

[bookmark: _Hlk133486734]3.3 Banca Castellini (BCC) and the reason for its sale
[bookmark: _Hlk133486780]BCC was a small Italian bank, located in Milan, with a staff of 28 and had been for some 90 years owned by the family of Castellini. Dr. Castellini himself was the sole partner. Although Dr. Castellini was 63 in 1971 and had increasingly handed over daily operation to his manager, he still came to the Bank every day and saw the most important customers (Tuke, 1971c). He was a wealthy man in his own right and well connected (Leslie, 1972). 

[bookmark: _Hlk133486821]The main reason for Dr. Castellini wishing to find a partner and convert BCC into an IJV bank was the death of his eldest son, who had been destined to succeed him but was unfortunately killed in a swimming accident in the summer of 1970 (Tuke, 1971c). An elder son was in the business but was clearly not a career banker (Leslie, 1972). In addition, he expected to give impetus to the growth of BCC through introducing a partner, which would bring better returns on his investment in the Bank (Cockburn, 1974a). 

4. [bookmark: _Hlk133485866]Tuke’s restricted development of bounded reliability at the formative stage 
[bookmark: _Hlk133487282][bookmark: _Hlk133487322]Tuke knew that Barclays was not the only British Bank planning to open in Milan. Given that Italy was an essential part of Barclays’ European plan, there would be substantial advantages in being the first British bank to be represented. Tuke wanted Barclays to gain the first-mover advantages for British banks in Italy, he therefore decided that, ‘Barclays should not waste any time’, in acting (Griffin et al., 1971; Tuke, 1971d). Tuke’s willingness to chase the first-mover advantage was also related to Bank of Italy’s suggestion. When Bank of Italy representatives visited Barclays Head Office in London on 11th June 1970, they suggested Barclays should write to them to say they were considering possibilities in Italy, so that at least Barclays would be first among British banks with their application (Tuke, 1971a).

[bookmark: _Hlk133487343]Tuke thus formally wrote an application letter to the Governor of Bank of Italy, Dr. Guido Carli. In his letter, Tuke first clearly stated that Barclays preferred to set up a branch in Milan, the industrial and main financial center of Italy, as the simplest way to start up operations. Second, Barclays would be very pleased to ‘consider the purchase of an Italian bank of a size appropriate for association with the Barclays Group’. Third, he also stressed that the primary objective of Barclays was international business (Tuke, 1971a).

[bookmark: _Hlk133487366]Dr. A. Monti, the General Manager of Banca Commerciale Italiana (BCI), a state-controlled bank, recommended that there were no suitable partners in Milan for Barclays other than two small banks: the BCC and Bank of Coppola (BOC). There would be little point in buying a bank outside Milan, owing to the difficulty of getting a license to operate in Milan in such a case (BGA, 80/4317, 1971; Tuke, 1971c). Barclays were offered the possibility to negotiate for 51% of the former but 100% of the latter, as its owner wanted to depart (Tuke, 1971). 

[bookmark: _Hlk133487386]Tuke was not sure about the choice between opening a branch in Italy and purchasing a small Italian bank. Dr. G. Magnifico, a representative of Dr. Guido Carli, told Tuke that he foresaw no problems in Barclays Bank having a branch but he felt that Dr. Carli would welcome even more Barclays buying one of the small banks. Subsequently, Dr. Monti told Tuke that the idea of Barclays buying a small Italian bank would be much welcomed by him and his competitors and he would be happy to help on a personal level, to provide relevant guidance to Barclays. The second point was most important to Barclays since Italian banks varied a great deal in terms of solidity and respectability and Monti’s views would be most useful to Barclays, as he would clearly be better informed than Barclays (Tuke, 1971c, 1971d).

[bookmark: _Hlk133487409]The pursuit of first-mover advantages pushed Tuke to press on more quickly with their plans, as it was felt possible that other UK banks might be on the point of taking action. This significantly bounded Tuke’s rationality by restricting his processing capacity and pushing him to choose between BCC and a branch operation as soon as possible (Lambert, 1971). Although Tuke’s decision would thus be something of a gamble, this was acceptable, as many of Barclays’ previous successes had proved to be such and they were looking for long-term rather than immediate gains (Griffin et al., 1971).

[bookmark: _Hlk133497688]Given the limited available time, Tuke could not collect more information than the above-mentioned limited information from the Bank of Italy and Dr. Monti and the following limited forecast provided by Mr. Griffin, Barclays’ representative in Milan. The final decision was mainly based on a comparison of the relevant costs of setting up a branch in Milan or purchasing 51% of BCC. If Barclays set up a branch, the establishment cost was between the equivalent of £400,000 and £800,000, and Barclays should expect quite substantial losses in the first 2/3 years, totaling, say £150,000 at least. There might also be substantial costs of building up staff and business from scratch in a center such as Milan. In contrast, if Barclays agreed to buy 51% of BCC, they would pay a comparatively small sum of money, under £500,000 (Leslie, 1972). In addition, Barclays might not suffer substantial loss at the outset as it did not need to build up staff and business from scratch (Griffin et al., 1971; Leslie, 1972).

[bookmark: _Hlk133497709][bookmark: _Hlk133497736]Tuke, therefore, decided to negotiate a partnership with BCC. In his letter to Dr. Castellini, he made the following promises. First, ‘we should prefer some form of partnership with an existing bank so that the local knowledge could be combined with the international spread that we have in some 50 countries’. Second, Barclays would like to have both the name of Barclays and Castellini in the IJV bank’s title, i.e. Banca Barclays Castellini. Third, ‘as many as possible of the existing directors and staff would remain in the Bank’ and Barclays would ‘have representation on the Board plus one man at senior managerial level and possibly one or two in a more junior capacity’ (Tuke, 1971b). After Barclays had some very satisfactory talks with Castellini, Castellini expressed his enthusiasm for the idea of a partnership with Barclays (Tuke, 1971c, 1972a). 

[bookmark: _Hlk133501538][bookmark: _Hlk133501577]As BCC was a small Italian bank, Tuke’s choice thus had potential identity-based discordance with Barclays’ European plan, which subsequently bound Tuke’s credibility in fulfilling his promise to Dr. Castellini. Although Tuke promised Dr. Castellini that he wanted to keep as many of BCC’s existing directors as possible, the potential identity-based discordance induced him to prepare for the potential risk that BBC’s subsequent management could not comply with Barclays’ European plan. In order to guard against this risk, it was stipulated in the Agreement that Barclays would nominate the majority of the Board of Directors from the date of their participation in BBC, i.e. the Board was to be controlled by Barclays (BGA, A6296-A6297, 1972).

[bookmark: _Hlk133501603]As BBC was a small bank in comparison with Barclays, it had to undergo dramatic business expansion in order to deliver Barclays’ European plan. There was, therefore, a potential risk that the Castellini family’s limited resources could not keep on providing the fresh capital required by Barclays for the expansion. This potential risk would affect Tuke’s promise fulfillment by inducing him to buy out Dr. Castellini from the partnership, i.e. commitment failure. In order to prepare for this commitment failure, this necessitated Tuke obtaining an option to purchase the rest of Dr. Castellini’s shareholding in due course in their negotiations (Tuke, 1972b). As a result, Barclays proposed that should they wish to fix a formula whereby Barclays, should they wish to take up the option for the remaining shares at fixed intervals in the future five to ten years, at a reasonable price, this could be done without harming Dr. Castellini’s benefits. They also expected that Dr. Castellini would give Barclays an option to acquire his shareholding on a first refusal basis (Leslie, 1972).

[bookmark: _Hlk133501628][bookmark: _Hlk133501650]Tuke’s pursuit of first-mover advantage, however, further bound his rationality in the above negotiations by restricting his processing capacity in making preparations for his commitment failure. That is to say, Tuke’s bounded rationality ironically restricted the development of his bounded reliability. This was clearly reflected by the incomplete Agreement in terms of preparing for Tuke’s commitment failure. Although Dr. Castellini accepted that he might well not wish to agree to providing increases of capital and that in the event of his death, the 49% interest in the hands of his heirs might well place Barclays in a difficult position, the benefits brought by Barclays’ participation in terms of business expansion, induced Dr. Castellini’s willingness to have a long-lasting partnership with Barclays and he then asked Tuke for a ‘favor’ (Leslie, 1972; Tuke, 1972b). Although Barclays stressed that they wanted to insert a clause in the Agreement about the option to purchase all of Dr. Castellini’s shareholding in due course, faced with Dr. Castellini’s request, Tuke’s bounded rationality had an effect on the negotiations that Barclays ‘were in no way adamant on the exact terms’ (Leslie, 1972a). Eventually the Agreement was signed on 8th March, 1972. The agreed terms about Barclays’ purchase of Dr. Castellini’s shareholding only concerned Barclays being able to acquire up to 75% of the total capital. There was not any clause about the option of Barclays’ purchasing the rest shares (BGA, A6296-A6297, 1972). 

5. [bookmark: _Hlk133501714]Tuke’s regression to Barclays’ European plan and the increase in Barclays’ shareholding to 75% 
[bookmark: _Hlk133501768]There were poor results for BBC in the first quarter of 1973 – a loss of L. 40 million, and it was estimated that the final loss for 1973 would be very heavy, up to L. 100 m. The basic problem was low loan-to-deposit ratio (56%) and considerably increased expenses. Even assuming a fully lent position (say 70%) the additional revenue would, however, only be L. 26 million due to the small size of BBC. The poor results indicated that BBC would have to undergo dramatic expansion in order to deliver Barclays’ European plan. There was the need, therefore, to expand the deposit base as well as the advances in order to increase the revenue (BGA, 80/3396(2), 1973a).

[bookmark: _Hlk133501907]Barclays wanted to inject £1m into BBC but Dr. Castellini would have difficulty in matching this amount (BGA, 80/4318, 1973). This materialized Barclays’ anticipated risk that the Castellini family’s resources could not provide the fresh capital required for BBC’s expansion, which thus triggered Tuke to regress to Barclays’ European plan by taking advantage of this opportunity to achieve as much of the shareholding as possible. The Agreement provided for Dr. Castellini’s co-operation in assisting Barclays in attaining 75% of the capital either by his acquiescing to new shares or the acquisition of Dr. Castellini’s shares. Tuke thus wanted to increase Barclays’ shareholding to 75%, with a small contribution of Lit 10 million from Dr. Castellini (BGA, 80/3396(2), 1973c). 

[bookmark: _Hlk133501930]After the capital injection, BBC’s capital (with share premium) increased from Lit 500 million to Lit 1,500 million. As regards the matter of its future capital structure, Dr. Castellini said he would like to see his interests continue to be retained at 25% as long as he was in a position to maintain his share in any future capital increases (BGA, 80/3396(2), 1973c).

6. [bookmark: _Hlk133504261]Tuke’s enhanced awareness of the potential identity-based discordance 
[bookmark: _Hlk133504362]From 1973, the Italian government received significant pressure from international organizations to control the high inflation and reduce the huge financial deficits. In order to help the Italian government to meet these requirements, the Bank of Italy tightened its monetary policy by imposing a credit celling on bank lending. For example, there was a ceiling of Lit 22, 400, 000 million for the overall expansion of credit during the twelve months between April 1974 and March 1975 (BNA, FCO 59/1121, 1974; McMahon, 1974; BNA, T 354/196, 1974). 
 
[bookmark: _Hlk133504417]The lending ceiling was, however, not imposed equally as between foreign bank branches and local banks, the former being in a more favorable position than the latter. For example, the former had to apply for permission to make a loan in excess of 2/5 of their capital and reserves and there was no limitation on the total of these loans whereas the latter had to get permission when a loan exceeded 1/5 of capital and reserves and the total of such loans could not exceed 1/4 of deposits (Cockburn, 1974b). In addition, the former did not have geographic restriction on its lending whereas the latter had (Wathen, 1975).

[bookmark: _Hlk133504439]Although BBC was an IJV bank with Barclays as the major shareholder, it was classified as an Italian bank. The Bank of Italy’s lending ceiling and Milan-only rules seriously hit BBC’s business growth and restricted its delivery of Barclays’’ European plan in international finance and services (Cockburn, 1975a). The credit restrictions also made it difficult for the BBC to develop business with new customers (di Sessa, 1974a). 

[bookmark: _Hlk133504461][bookmark: _Hlk133504484][bookmark: _Hlk133504520]As Barclays assured the Bank of Italy that it would ensure that the BBC was adequately funded, Tuke, Dr. Castellini and the BBC’s General Manager continually wrote letters to the Bank of Italy to ask whether the BBC could be treated on the same basis as a foreign bank branch in terms of the lending ceiling (Tuke, 1974b). All of their requests were refused, although the Bank of Italy gave the BBC some special treatment (BGA, 80/5476, 1975; di Sessa, 1974b; Tuke, 1974a; BGA, 80/3396(2), 1974a). The favorable position of foreign bank branches over local banks in terms of the Bank of Italy’s credit policy led to Tuke’s enhanced awareness about the potential identity-based discordance between his choice of BCC as the vehicle to enter Italy and Barclays’ European plan (BGA, 80/5476, 1975b).

[bookmark: _Hlk133504622][bookmark: _Hlk133504690]Given the Bank of Italy’s lending ceiling, BBC decided that business development should be oriented towards raising deposits rather than seeking new lending opportunities (BGA, 80/3396(2), 1974b). BBC, however, had difficulty in obtaining a significant share of the savings market due to its traditional means of raising deposits and the insufficient reputation of Barclays in Italy (Bromley, 1975c). The difficulty of the BBC in gaining deposits led to an agreement that the next step should be the establishment of a BBC Representative Office in Rome with a view to this eventually becoming a branch (Cockburn, 1974b). The BBC’s representation in Rome could help establish contacts with Italian and multinational companies in the Central and Southern parts of Italy. As a prerequisite for the establishment of this Office, however, the BBC must first boost its business in Milan (Bromley, 1975c).

[bookmark: _Hlk133504711][bookmark: _Hlk133504814][bookmark: _Hlk133504837]The BBC’s minority shareholder, however, had difficulty in helping the Bank to succeed with business development. First, this was due to their limited financial resources which restricted their capacity to provide the fresh capital required by Barclays for BBC’s business development (Tuke, 1975a). Second, there was the issue of Dr. Castellini’s age and lack of a qualified successor. One important reason for Tuke’s choice of BCC as the vehicle to enter Italy was Barclays’ appreciation of Dr. Castellini’s local banking knowledge and network. Dr. Castellini was, however, approaching 65 and thinking about reducing his activities. His son, ‘Nicco Castellini’, had ‘no leadership qualities’ (Tuke, 1973a) although he oversaw the BBC’s advances (Cockburn, 1974d; Leslie, 1979a). 

7. [bookmark: _Hlk133506857]The further development of Tuke’s bounded reliability and the share option agreement
[bookmark: _Hlk133506900]The competitive advantages of foreign bank branches over local banks and the difficulty for the BBC in delivering Barclays’ European plan, enhanced Tuke’s awareness of the potential identity-based discordance between his choice of the BCC as the vehicle to enter Italy and Barclays’ European plan, which further bound his credibility of fulfilling his promise to Dr. Castellini by preparing to buy out Dr. Castellini from the partnership, i.e. commitment failure. As Barclays did not have the option to purchase the rest of Dr. Castellini’s shareholding in due course in the 1972 Agreement due to Tuke’s bounded rationality, they had to re-negotiate and sign a new Agreement. Although Dr. Castellini adopted a similar attitude as during the 1972 negotiations by saying that he certainly wished to retain his shareholding and would only dilute his percentage shareholding if the capital injection was such that he could not afford it, Tuke insisted on obtaining an option to complete the 1972 Agreement (Cockburn, 1975, 1975e).

[bookmark: _Hlk133506935]Eventually, the BBC Share Option Agreement was signed on 28 March 1977 in Milan. In the Agreement, Barclays irrevocably offered to acquire all or part of the shares of the capital of BBC belonging to the Castellini family at a price to be agreed, should the family expressly request to sell them at any time not later than five years from the first day of October 1976. Should they wish to dispose of all or any part of their shares at any time up to the first day of October 2001, such shares should first be offered to Barclays (BGA, A6296-A6297, 1977).

8. [bookmark: _Hlk133506980]Tuke’s regression to Barclays’ European plan for the second time and the termination of the partnership 
[bookmark: _Hlk133507013][bookmark: _Hlk133507047][bookmark: _Hlk133507075]Tuke’s awareness of the potential identity-based discordance between his choice of BCC as the vehicle to enter Italy and Barclays’ European plan was further enhanced in 1978. First, the minority shareholding by Castellini family in BBC resulted in the Bank continually being regarded as a local bank. Its lending capacity and profits were still significantly affected by the Bank of Italy’s restrictive monetary policy. As a result, it was impossible for the BBC to adequately increase the volume of their lending and they had been obliged to accept a continual diminution in the rate of profits (BGA, 80/4932, 1978a).

[bookmark: _Hlk133507093]In addition, there was the institutional and geographical segmentation of the Italian banking market between the North and the South, which had acted as a de facto brake on competition (Finocchiaro & Contessa, 2004). Whilst the name Castellini was of considerable value in giving BBC some Italian identification in Northern Italy, this became increasingly irrelevant and possibly even a disadvantage, as BBC moved South towards Rome (Leslie, 1979a). 

[bookmark: _Hlk133507114]Tuke’s further enhanced awareness of the disadvantages of having the Castellini family as the minority shareholder of BBC to the Bank’s delivery of Barclays’ European plan eventually triggered his regression to Barclays’ European plan by applying to convert the just opened BBC’s representative office in Rome to a Barclays’ branch, in order to obtain a satisfactory credit ceiling (Leslie, 1979a). This was, however, evidence of Tuke’s commitment failure, as he originally promised Dr. Castellini Barclays preferred partnership with BCC. In addition, as more business would go to the branch than the BBC, Tuke’s change of policy would cause damage to the minority shareholder’s interests (Cockburn, 1975c). Dr. Castellini still supported Tuke’s decision, agreeing that Barclays had been wrong in choosing BCC as the vehicle for their entry into Italy (Cockburn, 1975; Leslie, 1979a).

[bookmark: _Hlk133507134]Barclays’ application was, however, unacceptable by the Bank of Italy. According to the banking law and banking secrecy, it was incompatible for Barclays to have both a branch and an IJV subsidiary in the same country. They made the suggestions, however, that if either Barclays sell the majority shareholding of BBC and retain no more than 10% or Barclays take over BBC’s shareholding completely, they would authorize Barclays opening its own branch in Rome and convert BBC into another branch of Barclays. They told Tuke they had never done this before but would do so especially to help Barclays (BGA, 80/2567, 1979a). 

[bookmark: _Hlk133507151]Neither Tuke nor Dr. Castellini was interested in the former suggestion, the second suggestion having more obvious advantages. First, Barclays would be allowed a credit ceiling of Lit. 185b, while the BBC’s credit ceiling was Lit.60b. Second, if Barclays wished, they would be allowed to pay Dr. Castellini in Barclays Bank shares and the Bank of Italy would allow him to hold these shares outside Italy and waive the usual rule that 50% of the value should be placed in a non-interest-bearing deposit with the Bank of Italy. This would be an enormous concession and extremely valuable to Dr. Castellini. Tuke recommended that Barclays should buy out Dr. Castellini and suggested that the price would be in the range of Lit. 3.5b, a little under £2 million (BGA, 80/2567, 1979a). Barclays would issue Barclays Bank Limited shares in exchange for Castellini’s family shareholding in the BBC (Weyer, 1979). 

[bookmark: _Hlk133507173]As the Bank of Italy’s offer would provide him with a higher return on his investment, by saving the stamp duty and brokers’ charges, which would apply in the case of a cash transaction, Dr. Castellini, therefore, decided to sell his shareholding of BBC to Barclays (BGA, 80/2567, 1979a). In 1980, Barclays acquired the remaining shareholding in BBC and changed its name to Barclays International Finanziaria SpA (BIF) (BGA, 1980). The IJV partnership thus terminated. 

9. [bookmark: _Hlk133507208]Conclusion and Discussion
[bookmark: _Hlk133507251]This research contributes to the extant research on IJV termination in the international banking history from the human behavioral perspective, based on insights provided by the BBC during the period 1972-1980. Tuke’s pursuit of Barclays’ first-mover advantages in Italy among British banks bound his rationality, by encouraging his haste in choosing a small Italian bank BCC as the vehicle for Barclays to enter Italy. As this choice had potential identity-based discordance with Barclays’ European plan, which was developed based on Barclays’ status as the fourth largest banking group in the world, Tuke’s credibility of fulfilling his promise to Dr. Castellini, the owner of BCC, was thus bounded. Tuke’s pursuit of the first-mover advantage not only bound his rationality in his entry mode choice but also bound his rationality in Barclays’ negotiations with Dr. Castellini. As a result, Barclays failed to appropriately prepare for Tuke’s commitment failure in the 1972 Agreement, as the essential clause for Barclays to obtain an option to buy all of the shareholding from Dr. Castellini was missing. That is to say, Tuke’s bounded rationality, ironically, restricted his development of bounded reliability at the formative stage of BBC. When Tuke regressed to Barclays’ European plan for the first time, Barclays could only buy the shareholding of BBC up to 75%, with the cooperation of Dr. Castellini, this being the maximum percentage stipulated in the Agreement. 

[bookmark: _Hlk133507284]After the formation of BBC, Tuke had enhanced awareness of the potential identity-based discordance between his choice and Barclays’ European plan, due to the competitive advantages of foreign bank branches over local banks, in terms of credit policy and the difficulty for BBC to comply with Barclays’ European plan. As a result, Tuke’s reliability in fulfilling his promise to Dr. Castellini was further bounded: he was re-induced to prepare for buying out Dr. Castellini from the partnership, i.e. commitment failure. They, therefore, had renegotiation of the missing clause in the 1972 Agreement and signed the BBC Share Option Agreement. 

[bookmark: _Hlk133507302]Tuke had further enhanced awareness of the identity-based discordance in 1978. The disadvantages of having the Castellini family as the minority shareholder of BBC, as regards the Bank’s delivery of Barclays’ European plan, eventually triggered his regression to Barclays’ European plan by applying to convert the recently opened BBC representative office in Rome to become a Barclays’ branch in order to reduce Barclays’ reliance on BBC. This was evidence of Tuke’s commitment failure. Following the Bank of Italy’s suggestion and offer, Barclays acquired the remaining shareholding of BBC and the partnership was terminated.

[bookmark: _Hlk133507324]This research thus contributes to the extant human behavioral research in the following perspectives. First, it shows that bounded rationality is a double-edged sword, in relation to bounded reliability. On the one hand, the partner’s bounded rationality can cause their development of bounded reliability by choosing identity-based discordant partners in forming IJVs; on the other hand, the partner’s bounded rationality can restrict their development of bounded reliability, by signing an incomplete agreement in preparing for their commitment failure. This further supplements the existing research concerning the incomplete contractual governance which has mainly focused on its negative effect in guarding against opportunism and dealing with possible contingencies after formation (Boyce and Lepper, 2002; Cheung, 1983; Luo, 2005; Macneil, 1974; Williamson, 1979), by showing that, the IJV incomplete contractual governance also has a positive role in restricting the partners’ development of bounded reliability through restricting their preparation for commitment failure. Second, given the incomplete agreement signed at the formative stage, it is essential for partners to sign a new agreement after the formation, to complete their preparation for commitment failure when their awareness has increased. Third, the host government’s policy contributes to partners’ development of bounded reliability, commitment failure and the IJV termination.    

[bookmark: _Hlk133507344]The findings of this research thus indicate ways by which bounded rationality and bounded reliability can be addressed in relation to IJV failure. First, be cautious about first-mover disadvantages. Do not rush to make such a crucial decision as regards the entry mode choice. If MNCs’ decision-makers are inclined to make a hasty decision, they should deliberate further and try to secure as much information as possible, before signing the contract. Second, be cautious about the role played by the minority shareholder in the IJV. The existence of the minority shareholder may change the nationality of the IJV and lead the IJV to be treated differently by the host government from foreign banks, which may restrict the IJV’s likelihood of delivering the dominant shareholder’s business plan.
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