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Abstract

The scope of research on interorganisational relatonship
structure has been limited by rigid adherence to specific
governance paradigms and by lack of research into
relational performance. The conceptual framework
developed in this thesis responds to these issues by
pursuing a multiparadigm approach from which it develops
a taxonomy of relationship structures that is linked to
performance. The classification of a relationship into the
taxonomy is based on the relationship strength construct.
This construct discriminates between relational governance
structures by measuring both behaviour process and
economic content elements of a relationship. The resultis a
taxonomy of four relationship structures. They are
bilateral, recurrent, dominant partner and discrete.
Furthermore, the research links these relationship
structures to a multifaceted definition of relational
performance, which includes both behaviour and economic
outcomes, to enable it to test which structure optimises
performance. It proposes that bilateral relationships,
developed from social exchange theory, are the optimal
governance structures for managing interfirm exchanges.
Bilateral relationships have the highest level of relationship
strength of all the structures. These structures involve

-~ partners who have high levels of trust in each other and
who have made substantial commitment to the relationship.
If these relationships are found to be the optimal structures
in terms of performance, considerable support will have
been found for social exchange theory. The research
hypotheses are supported by empirical work which
combines qualitative and quantitative methodologies. The
qualitative study uses in-depth interviews with buyer and



supplier organisations. The quantitative study consists of a
mail survey of 500 UK industrial buyers who are
interviewed about their main supply relationship. The
industries included in the research are engineering,
electronics and communications. The development of a
taxonomy of relationship structures and-its links to
performance provides guidance to researchers and
managers on how to assess and develop the potential of a
relationship. The assumptions managers make about

relationships have an impact on what is attainable from the
relationship. The research also provides strong support for
social exchange positions in managing interfirm
relationships.

Keywords: governance theory; interfirm relationships;
relationship structure; social exchange theory; relational
performance; relationship management and strategy.
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Chapter 1 - Overview of
Research



1.0 Introduction

This chapter presents an overview of the research. It outlines
the background of the research and the key research problems
it seeks to investigate. An outline of the research objectives
and methodology is also given. Finally, a summary of the
content of the chapters of the thesis is presented.

1.1 Background to the research

There has been a growth in the importance of
interorganisational relationships in business research and
practice. Kanter(1994) pointed to the strategic advantages of
collaboration in a variety of industries and Kay(1993) used
relationships as one of the key building blocks in adding
corporate value in his analysis of business strategy. Clearly,
collaboration and relationships are moving to centre stage in
the analysis of how companies compete. Indeed, relationships
are beginning to be integrated into general theories of
marketing. For example, Dwyer, Schurr and Oh(1987)
provided a framework for developing buyer-seller relationship
and Houston, Gassenheimer and Maskulka(1992) integrated
relationships into their conceptualisation of exchange theory.
Chapter 2 of this thesis will assess relational exchange in more
detail and provide a series of examples, from the literature,
that catalogue intensified relatdonship in business practice.

Relational exchanges between partners can be contrasted with
a more economic view of exchange which sees the exchange
transaction as the unit of analysis of interorganisational
relationships. One area that has made a key contribution to



the economic analysis of relationships is transaction cost
economics(Williamson, 1979; 1985). The difference between
relational and economic views of interorganisational exchange
is the assumptions on which they are based. Relational or
behavioural assumptions view the relationship as being
embedded in a social structure and driven by the mutual
needs of the partnership. On the other hand, economic
assumptions are based on opportunism and short-term
advantage seeking by a particular focal firm. These two
approaches are compared in chapter 2. They are also

incorporated into the analysis of exchange governance which is
the focus of this thesis.

Relationships have been established as a developing field of
study. Aijo(1996) examined the environmental reasons which
have contributed to the growth of relationships. According to
Aijo, the two key reasons which facilitated closer relationships
were customisation and the information revolution. These
forces have led to what the author termed "virtual marketing"
and "virtual corporations”. Virtual marketing or integration of
the customer into the supply chain was aptly described by
Wikstrom(1996) as "customer as co-producer”. The ability of
the technology of information and communication to create a
virtual organisation, or web of organisations linked by
technology, is also widely supported. Rockard and Short(1989)
emphasised the need to manage technology interdependencies
between organisations and Konsynski(1993) outlined the
techriology opportunities, available through organisational
transformation, provided by the blurring of boundaries
between companies.

Purchasing is becoming an increasingly strategic function in
managing interorganisation cooperation(Gadde and Hakansson,
1993). Itis moving away from its traditional price orientation
role to one of relational management. The growth of
outsourcing and the allied reduction in the supply base of



companies is reinforcing the role of purchasing as the
coordination function of a firm's relationship strategy.
Operational issues are also drawing firms into closer
relationships. Factors such as the need for greater cost
reduction, quality, and just-in-time supply, are forcing firms to
work together. Companies are realising that improvements can
be made through closer cooperation rather than by the
traditional adversarial approach to managing interfirm
relationships. If this trend towards closer relationships is
accepted, a key issue will be the organising or structuring of
these relationships. This is the core issue to be addressed in
this thesis.

The analysis of relationship structure requires a fundamental
understanding of the nature of a relationship and the
mechanisms that can be used to coordinate the interaction
between the partners. The term "relationship” can mean a
variety of things depending on how the term is applied. It can
be taken to mean any type of cooperation, from coercive
supply relationship to strategic alliances. It is becoming
increasingly difficult to separate out a "real"” relationship from
any other type. Donaldson(1996) asserted that companies may
talk a lot about close relationships, but in practice, they may be
operating a different strategy, for example, the use of open to
tender contracts. The rhetoric does not match the reality. One
of the key outcomes of this thesis may be to provide a method
for the analysis of relational exchanges which concentrate on
what is going on in the relationship rather than on the term
itself. This may provide businesses with a framework for
analysing relationships and discovering the current and
potential value of relationships. These outcomes are made
possible by this researcher’'s development of a taxonomy of
relationship structures based on their underlying form.

This research proposes that relationship based on social
exchange will be the optimal method of managing



interorganisational exchanges. To test this, the research
incorporates a relational performance measurement into its
conceptual framework. In previous research, the study of
relational performance has been limited by a narrow definition
which was bound by a particular theoretical paradigm and,
usually, conspicuous by its absence. However, the conceptual
structure of this thesis pursues a multiparadigm approach to
the key issues of relationship structure and performance. In
doing this, it diverges from previous research. Most work on
the structure and performance of interfirm exchange is rooted
in the assumptions of a particular theoretical field. This
research combines approaches to the study of interfirm
exchange. This does not prevent this researcher from
proposing that a certain set of assumptions are optimal.

The structuring of interorganisational exchange has been an
important issue in social science literature and is now
becoming equally important in the business field. This thesis
also adds a performance dimension which has been
understudied in previous research.

1.2 Research problem and contribution.

One of the key research problems in interorganisational
relationship (IORs) literature, and in practice, is how to
structure exchange relationships between independent entities.
This thesis aims to add to the body of knowledge in this area
by developing a classification schema of relational structures
that will integrate the main theoretical perspectives, and

measure the performance of each of these structures in a
multifaceted way.

The field of study of the structure of IORs is generally referred
to as governance theory. Governance theorists attempt to



provide solutions to the issues associated with the matching of
underlying dimensions of an exchange to an appropriate
structure. There is no agreement on what these underlying
dimensions are or what the most appropriate resulting
structure is. This thesis aims to provide new insights into
these related issues. The governance issue is analysed in
chapter 2 through the examination of four major theoretical
schools on governance: social exchange, resource-dependency,
transaction cost economics, and agency theory. These schools
are classified into behaviour and economic groups on the basis
of the assumptions they make about the nature of
interorganisational exchange. Social exchange and resource-
dependency theorists take a behavioural view of exchange and
transaction cost economics and agency theorists take an
economic view.

In research on governance, the way an author studies the
underlying dimensions of a relationship depends on the
assumptions s/he has made about how a relationship works.
Authors usually view these dimensions from either a
behaviour or an economic perspective. This thesis combines
both these views. That is, a metatheoretical approach is
pursued. However, in following such an approach, one is faced
with the conceptual problem of how to incorporate the
multiplicity of variables which make-up the economic and
behavioural content of a relationship. This thesis develops a
classifications schema of relationships based on the underlying
dimensions which dominate an interaction between partners.
These dominant underlying dimensions are measured through
an assessment of the strength of a relationship. This
assessment contains both a behavioural and an economic
component. In this way, the research allows structures from
different theoretical approaches that study governance to be
incorporated into its conceptual framework. This argument
will be developed in depth in chapter 3 of this thesis.



Four relationship structures are present in the taxonomy
developed for the research. They are bilateral, recurrent,
dominant partner, and discrete. This research also sets out to
establish which of these structural forms is the most
appropriate to managing interfirm exchanges. It assumes that
social exchange perspectives optimise the performance of an
interfirm relationship. It tests this assumption by including a
relationship performance dimension in the research. Social
exchange governance is best represented by bilateral
relationships. The performance of these relationships is
measured against that of the other structural forms. The
relationship performance construct used in the research is
multifaceted, taking elements from each of the governance
schools. Therefore, for any relationship structure to
outperform the others, it would have to perform across the
performance dimensions arising from the different theoretical
schools. This is a difficult test of optimality. If social exchange
structures pass this test, they will have been given significant
support. Most research into relationships does not measure
performance and when it does, it is usually limited by a
narrow theoretical definition. The performance propositions of
the research are developed in chapter 4.

The justification for this thesis arises from the growth in
interest in relationships in business outlined in previous
sections. In addition, the research question that this
researcher aims to answer has also been presented. The
research question has been developed out of gaps in previous
research. One of the key ways of justifying any research is to

examine its potential contribution to research and practice in
its field.

The research reported in this thesis aims to contribute to

theory building and practice in the area of interfirm
relationships in the following ways:



Specifically to theory

1. The research will contribute to a metatheoretical
understanding of interfirm relationships.

2. A classification schema of relationship structures will be
developed based on the dominant underlying forces driving an
exchange. This will add to the definition of a relationship and
provide a construct for analysing relationship structure.

3. A multifaceted understanding of relational performance will
be conceptualised. This should provide an integrated
perspective on the nature of the performance potential of a
relationship.

4. A further understanding of social exchange positions on
relationship management. Social exchange structures will be
developed to include economic components. They will be
assessed in terms of their assumptions and ability to optimise
the benefits available in relationships.

To practice

1. This thesis will highlight the role and importance of
relationship strategy by linking relationship structure to
performance in a multifaceted way.

2. It will provides managers with a methodology for analysing
relationship structure and performance.

3. This research aims to provides many avenues for building
relationship strength.

4. A comprehensive measurement of relationship performance
will provide firms with a broader range of options for



assessing the value of a relationship and enhancing its
contribution to organisational outcomes.

5. A social exchange mode of cooperation will be analysed as a

method of managing interorganisational exchange in a business
context, | ‘

1.3 Research objectives and methodology

The overall objectives of the thesis are as follows:

1. To examine the possibility of developing a taxonomy of
relationship structures that integrates previous theoretical
perspectives.

- 2. To develop a conceptualisation of relational performance
which draws on the multifaceted nature of this concept.

3. To investigate the linkages between relational structure and
performance.

4. To test social exchange assumptions about the coordination
of interfirm relationship and to examine whether the resulting
relationship structures are the optimal ones to govern
interfirm exchanges.

Specific empirical research objectives will be provided in the
methodology chapters of the thesis. The methodology of the
research will be outlined and justified in chapters 7 and 8. A
brief overview will be given in this chapter to introduce the
reader to the methodologies chosen to meet the research
objectives presented.



The research will generate ideas and develop its conceptual
framework from the literature and through the use of a core
group of practitioners. Once this framework had been
developed, a combination of qualitative and quantitative
research methods will be used to test it. A qualitative study of
buyers and suppliers will test the research propositions and
help further delineate the measures of the research constructs.
A quantitative study will be mailed to SO0 UK buyers who will
be asked about their main supply relationship. The research
will be limited to certain standard industrial classifications for
its sample but this will include a representative cross section
of industry types for comparison purposes. The justification of
the primary research approaches is outlined in chapter 7.

1.4 Outline of the thesis

This thesis is divided into 11 chapters. This first chapter
provides an overview of the research. Chapters 2-6 review the
literature and develop the conceptual framework of this
research. Chapters 7 and 8 provide the research methodology
and chapters 9 and 10, the research findings. The final chapter
presents the conclusions and implications of the research.

Chapter 2 contrasts a relational approach to managing
interorganisational exchange with a classical economic
approach. The classical economic perspective is the dominant
mode of investigation into interorganisational relationships.
The chapter also reviews the major governance schools and
concludes that a multiparadigm approach is worth
investigation. Chapter 3 develops the relationship strength
construct using a multiparadigm approach. This construct
combines behaviour process and economic content elements in
its definition. Relationships can be classified into a taxonomy
of four structures on the basis of their relationship strength.

10




These are bilateral, recurrent, dominant partner, and discrete.
Chapter 3 presents the research conceptualisation of
relationship structure. Chapter 4 adds a relationship
performance dimension to the research. It defines a
performance outcomes construct by merging the performance
measures used in the major theoretical schools on governance.
Chapter 4 also links the taxonomy of relationship structures to
measures representing relationship performance. The
relationship structure taxonomy and performance linkages
represent the conceptual model of the research. Bilateral
relationships will be proposed to be the optimal governance
structure in terms of the relational performance measures
included in the research. Bilateral or social exchange positions
will be tested further by a proposition developed in the
chapter 5. Chapter S will complete the literature review by
setting up for test a key feature of social exchange theory. It
will propose that relationships are determined more by the
managerial assumptions and action that underlie them than
the environmental context in which they exist.

Chapter 6 re-presents the conceptual model, compares it to
existing literature models and details the research hypotheses.
The research methodology is presented in chapters 7 and 8.
These chapters detail the progression of the research through
the research process. The key decision areas are: empirical
research objectives, data collection methods, measurement
development and measurement instrument design, reliability
and validity, sampling, and data analysis. Since each of these
areas is central to research at PhD level, considerable detail is
presented which requires two chapters. For example, there is
a number of multivariate analytical techniques used in data
analysis and each has to be presented in the methodology.

Chapters 9 and 10 present the research findings. Chapter 9

analyses the research for reliability and validity and gives an
overall assessment of confidence in the research. Chapter 10

11



presents the findings of both the qualitative and quantitative
research. Itis organised around the research hypotheses. The

final chapter considers the conclusions and implications of the
research.

1.5 Conclusion

This chapter has presented the reader with an overview of the
thesis. It has established that the key focus of investigation is
the study of relationship governance and that a combined
qualitative and quantitative methodology will be used to
conduct the primary research.

Relationship governance will be analysed by the development
of a taxonomy of relationship structures linked to performance.
This will contribute to the literature as it will be developed
from a multiparadigm perspective and include the largely
neglected relational performance domain. The structural
taxonomy linked to performance will also be shown to have
many normative implications and should help firms become
more efficient in managing relationships with their
supplier/buyer. In addition, social exchange methods of
governing interfirm relationships will be tested through an
assessment of their ability to perform on both economic and
behavioural outcomes of relationships. Social exchange
structures will also be tested against the performance of the

~ other relationships structures.

The thesis combines qualitative and quantitative methods of
data collection in its empirical approach. Its aim is to develop
and test a taxonomy of relationship structure and its links to
performance. The development of this taxonomy requires
practice input. For its initial empirical testing, a qualitative
method will be the most appropriate because of its flexibility.

12



To enhance generalisability further, a large scale quantitative
study will be necessary. This combined approach provides this
research with the advantages of both methodologies.

The first chapter of the literature review assesses the potential
of interactive relationships as methods for organising
interorganisational exchange. It proposes that the relationship

approach represents a separate paradigm in strategy research
to the traditional economic focus on the transaction. Chapter 2
also examines the major literature approaches to the study of
exchange governance and argues for a multiparadigm method,
suggesting that previous research traditions are bound by their
particular set of assumptions.

13




Chapter 2 -
Interorganisational
Exchange Relationships
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2.0 Introduction

This chapter develops the theoretical justification for adopting a
relationship strategy approach to managing interorganisational
exchange. It goes on to examine the various theoretical streams
of study of the governance of interorganisational relationships.
It is one of the main assumptions of this thesis that social
exchange mechanisms for coordinating interorganisational
exchange optimise the benefits to the partners.

There are two main themes running through the chapter. The
first is that the use of the relationship approach to managing
and developing interorganisational strategy is conceptually
separate and an alternative to the traditional classical economic
method. A comparison between both approaches is used to
illustrate this point. This will establish relationship strategy as
a valid focus for studying interorganisational exchange.

The second theme of the chapter suggests that a multiparadigm
approach to studying relational governance is needed to capture
fully the dynamics of interorganisational exchange. This is
demonstrated through an examination of existing theoretical
approaches to the study of relational governance. All research .
in this field is rooted in the assumptions of the theoretical
stream from which it originates. The research of this thesis will
combine these views, which can be classified into two main
groups: behaviour and economic. While a multiparadigm
approach is pursued, this research is still rooted in social
exchange assumptions.

The social exchange view of relationships is founded on mutual

cooperation. Under this mode, the governance of the
relationship is essentially bilateral in character. As mentioned

15




in the opening chapter, it is assumed that this is the optimal
mode of coordinating interorganisational relationships in
today's competitive buyer/supplier environment. The strength
of this research is that its conceptual framework will allow for
other explanations and thus integrate both behavioural and
economic approaches in the study of relational governance.

2.1 Interorganisational exchange relationships

The focus of this thesis is on interfirm relationship governance
structures. In advance of their examination, the broader
context of interorganisation exchange relationships will be
discussed. In essence, this section will define exchange
relationships and present examples and applications of
relationship theory in practice.

2.1.1 Relational exchanges

Levitt(1986) predicted a future of intensified relationships
between companies and used the analogy of marriage to explain
the nature of these types of exchange. Webster(1992) and
Gronross(1993) argued that the role of marketing is shifting
towards becoming increasingly concerned with the management
of relationships: the topic area of this research. Certain types of
relationships are driven by the advantages available through
cooperation. Their development focuses on interactive
processes that enable both parties to combine their capabilities
to their mutual advantage.

Hunt and Morgan(199S5) found that partnerships between
manufacturers and tyre retailers in the automobile industry
could be explained by the levels of trust and long term
commitment present in the relationship. Turnbull and
Wilson(1989) described the case of Pennmist(UK) Ltd., a sales

16



subsidiary of a US international company, which sells to
hospitals. The authors used the concept of social and structural
bonding to show how the company could protect profitable
relationships from competition. Buzzell and Ortmeyer(1995)
examined the changing nature of relationships between
retailers and their suppliers and demonstrated that, even in an
industry characterised by adversarial relationships, the benefits
of partnership were been increasingly recognised and
implemented. The focus on relationships is not limited to an
industry sector or company size. Schonberger(1996) presented
a range of large company examples to illustrate the move to
collaboration. Companies such as Motorola, Wal-Mart, Boeing
and 3M were actively engaged in strategic cooperation with
partners. Close relationships are becoming a competitive reality
in business. Relationship studies have been conducted in many
fields some of which are presented in the next section.

2.1.2 Applications

Some relationships can be seen as long term mutual
partnerships between committed firms. The growth of research
interest in relationships in general, in the management
literature, is explored in this section. Much of this interest is
due to the changing nature of the way firms compete.
Advances in technology have made it easier to coordinate
relationships and manage a web of partners. Firms are looking
outside their own organisation to stay competitive by linking
with suppliers or by entering into complex arrangements with
their competitors. Researchers have examined cooperation in
an applied manner on many issues. These include;

i) Technology cooperation and innovation - Hakansson(1987);
Clark and Staunton(1989); Hull and Slowinski(1990);
Dodgson(1993), Lundgren(1993).

Example: Bolton, Malmrose, and Ouchi(1994), in a study
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of innovation in the US and Japanese
semiconductor industry, demonstrated that
innovation in this industry sector in Japan is
accelerated by relational cooperation.

ii) Just-in-time - Frazier, Spekman, and O'Neal(1988); Gilbert,
Young, and O'Neal(1994). |
ili) Purchasing - Cova and Salle(1991); Cunningham and Ford,
(1993); Gadde and Hakansson(1993).
iv) Distribution channels - Gattorna(1991); Andersson(1992);
Buzzell and Ortmeyer(1995).

v) International marketing - Turnbull and Cunningham(1981);
Welch(1985); Forsgen(1989).

Example: Ghauri and Holstius(1996) used a network of
relationships model to examine international
market entry by three case companies:
Norwegian Televerket (state owned
telecommunications monopoly), Gap
East (agent for a large Lithuanian
confectionery manufacturer) and
Statoil (petroleum and natural gas company).

vi) Customer service - Rinehart, Cooper, Bixby, and Wagenheim
(1989).
vii) Strategic alliances and partnerships - Weimer, Knill,
Modic, and Potter(1988); Kolodziej(1989); Parkhe(1993: a).

Example: Cravens, Shipp and Cravens(1993) in an
analysis of alliances, used many company
examples including General Electric and
Benetton and concluded that the benefits of
cooperation far outweigh the risks.

viii) Joint ventures - Harrigan and Newman(1990).
ix) Technology - Cunningham and Tynan(1993); Holland and
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Lockett(1993); Jelassi and Figdn( 1994).

Example: Holland and 'Phillips(l 995) showed, in a
case study, how groupware has been applied
In corporate banking to strengthen relations.

(x) Different industry sectors:

(a) Biotechnology - Kjellberg, Lundgren, and Mattsson(1993);
Slowinski, Farris and Jones(1993).
(b) Horticulture - Knox and White(1991).

(c) Banking - Turnbull and Gibbs(1987); Perrien, Filiatrault, and
Richard(1993).

Example: Paulin, Perrien, and Ferguson(1996), in a.
study of relationships in commercial
banking, found relationship intensity to
be related to the performance of the
exchange.

(d) Small companies - Henricks(1991).

(e) Food retailing - Hogarth-Scott and Parkinson(1993).

(f) Auto parts - Metcalf, Frear, and Krishman(1992); Helper and
Sako(1995). -

Example: Glover, Cordrey and Webster(1994)
described the case of how close
relationships have developed between Fiat
auto and its suppliers and between Pirelli
and NFC (European logistics and distribution
company).

The growth in the importance of, and the amount of academic
investigation into, relationships give this research a justification
and impetus. The study of relationships can be said to
represent a separate field of research in strategy. They can be
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contrasted most sharply with the traditional classical economic
view of the operation of the firm. This contrast is developed in
table 2.0. Relationship strategy is an interdependent, rather
than autonomous, mode of competition. It will be compared to
the classical economic view of strategy in the next section.

2.2 Relationship versus classical economic
strategy perspectives

Relationship and classical economic approaches to competition
are compared in this section. Table 2.0 acts as a summary of
the differences between the two methods. It is argued that
adopting a relational approach is conceptually distinct, and an
alternative method, to a classical economic approach.

2.2.1 Bi-polar comparison

Easton and Araujo(1994) and Hunt and Morgan(1994: a) argued
that classical economic theoretical perspectives have dominated
- the managerial and marketing literature and that the emerging
relational approach is a viable alternative. This is also the view
of this research and it shows a contrast between the traditional
classical economic mode of developing interorganisational
strategy with the relational strategy mode in table 2.0.
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Table 2.0

Relationship versus classical economic

strategy perspectives
Relationship strategy Classical strategy
theory theory
Comparative
dimensions:
Governance
Bilateral contracting Market contracting

Strategy
formulation

Arndt(1979), Macneil(1980), Williamson (1979; 1985),
Dwyer, Schurr and Oh(1987), Rubin(1990), Davies
Heide(1994), (1991),

Relatdonship strategy can be distinguished by its

proposition that relational elements can efficiently govern
transactions between firms. Traditional strategy theory has
assumed that, in the long term, market control of
transactions would be the most efficient form of governance.

Dyad/network Firm induced
Thorelli(1986), Axelsson Miles and Snow(1978),
and Easton(1992), Nohria Porter(1980; 1985),
and Eccles(1992), and Snow(1989),
Hakansson and Johanson

(1993),

Relational approaches to strategy formulation begin their
analysis at the dyad or network level. Classical economic
strategy theory is developed at a focal firm level.
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Organisation -

environment

relationship
Embedded in social system Rational independent

decision making

Weick(1969), Negandhi Hahn, Watts and Kim
(1975), Bradach and Eccles (1990), Noordewier
(1989), Grabher(1993), and Nevin(1990)
Husted(1994), Heide and George(1988),

All strategy research assumes a certain organisation -
environment relationship. The relational approach assumes
that an organisation is embedded in a social system, whereas
traditional strategy theory focuses on the firm developing a

fit between itself and its environment as a consequence of a
rational plan.

Study of customer

relationship
Interactive Discrete transaction
Hakansson(1982), Kotler(1972;1992),
Landeros and Monczka(1989), Anderson, Chu and Weitz
Ford (1990), (1987), Cardoza, Shipp

| and Roering (1992),

In the relational approach, customer relationships are seen
as active partnerships. The classical view of the customer
relationship is limited solely to the economic relationship.
It assumes a world of passive buyers responding to a well
designed mix. Research in this area is limited to separate
buyer/customer studies. Relational theorists assume buyers
to be active and interested in forging long term
partnerships.

Resource

allocation
Dependent by consent Independent and driven by

control
Easton and Araujo (1994), Pfeffer and Salancik
Kogut, Shan and Walker (1978), Parker and Benson
(1993), Wikstrom and, (1988), Davenport and
Normann(1994), Short (1990), Prahalad and
. ' Hamel(1990), Glazer
(1991),
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Coordinating
Mechanisms

Nature of
Exchange

In relational approaches, parties allocate resources to, and
consider the effects of allocation on, the partnership. The

‘classical view of allocation is based on a single firm's

consideration of its own goals and its need to control
resources in any exchange.

Trust and equity Power and control

Cook and Emerson(1978), El-Ansary and

Anderson and Narus(1990), Stern(1972), Reve

Mohr and Nevin(1990), and Stern(1979),

Ring and Van de Ven Frazier(1983), Butaney

(1992), and Wortzel(1988),
Frazier and Cody(1991),

The coordinating mechanisms or intervening variables in
relationships depend on the strategy chosen to compete.
Relational approaches emphasise cooperation which is
achieved through trust and commitment whereas classical
competitive strategy considers the exercise of power and
dependence as the key to exploiting interorganisation
exchange.

Long term orientation and Short term orientation and

commitments minimum switching costs

Campbell and Cunningham Williamson (1979, 198)5),

(1983), Heide and Miner Jackson(1985),

(1992), Ganesan(1994), Krapfel, Salmond, and
Spekman(1991),

The temporal dimension of an exchange affects its content
and the parties' approach to it. In relational exchanges,
parties view the long term as being important and make
commitments on this basis. Classical competition
emphasises hedging 'bets’' and avoidance of 'lock-in’
situations.

Source: O' Toole, T.(1996), Thesis Research (unpublished).
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The difference between using relationships as a starting point
to developing interfirm strategy and classical economics can be
seen in table 2.0. The table represents this author's synthesis
of the key assumptions underlying the relationship approach to
the study of interfirm strategy versus the traditional classical
economic approach. These assumptions are supported by
references to the literature and by summaries of the key
differences in the two methods. The aim is to establish the
relationship paradigm as a valid approach to studying and
developing strategy for interorganisational exchange. This is
achieved by a comparative approach and is presented in table
2.0. The comparison is necessary because relationship
approaches are often argued to be a temporary market
imperfection rather than a mode of competing in their own
right.

Classical strategy theory perspectives are based on classical
economic assumptions of perfect competition. The market is
viewed as self regulatory, with perfect information, and
homogenous. The transaction is the unit of analysis of interfirm
exchange. Firms are seen as self interest maximising entities
with an aversion to cooperation unless they can control it.
Strategy is developed from the perspective of a focal firm as an
independent actor. There is a range of different branches of
economics that examine exchange behaviour. For a complete
review of the contribution of economics to theories of the firm,
the reader can refer to Seth and Thomas(1994). In this thesis,
the term "classical economics” is used as a generic term and in
later chapters, the term "economic” is used to refer to
quantifiable activities as opposed to behaviour activities. These
terms are often used in these contexts.

Table 2.0 contrasts the relational approach to strategy with the

~ classical economic approach at the main levels of interfirm
strategic analysis. These levels are governance, strategy
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formulation, organisation-environment relationship, study of
customer relationship, resource allocation, coordinating
mechanisms, and the nature of exchange. Table 2.0 contrasts
the two interfirm strategy approaches at their extreme points
to demonstrate the comparison. Each of the elements of the

comparison will be presented in more detail in forthcoming
sections.

2.2.2 Governance

Relationship strategy can be distinguished by its proposition
that relational elements can efficiently govern exchanges
between firms. Traditional strategy theory has assumed
that, in the long term, market control of transactions would
be the most efficient form of governance. The main
theoretical approaches to the study of the governance of
relationships are social exchange, new institutional
economics (transaction cost), agency theory and resource
dependency theory. Williamson(1979, 1985) has led the
economic debate with the presentation of transaction cost
economics and Macneil(1980) was among the first to
develop a comprehensive framework of relationship
contracting based on norms of behaviour.

The optimal management of interorganisational coordination,
everything else being equal, is the market for economic
exchange, and is bilateral for relational exchange. Both
approaches view the structure and management of interfirm
exchange differently. This thesis will measure the performance
of various approaches to the governance of interorganisational
relationships. It will be proposed that no one view can explain
all behaviour. The assumption of this thesis is that relational
approaches are more efficient modes of governance than
economic approaches but this remains to be tested using a
multdparadigm approach. Both economic and relational
governance have varying structural forms coordinating their
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interaction. Therefore, the required method of governance of
each approach is different.

2.2.3 Strategy formulation

Relational approaches to strategy formulation begin their
analysis at the dyad or network level whereas classical
economic strategy theory is developed from a focal firm
perspective. Juettner(1995) suggested a general move away
from adversarial approaches to strategy development to more
interactive approaches. Early models which showed the
potential for developing interactive sales and marketing
strategies were Hakansson and Wootz's(1979) interaction model
and Bonoma and Johnson's(1978) marketing-purchasing
interaction model. Both groups of authors questioned the
traditional assumption of a passive buyer and suggested a more
interactive approach to strategy development. Methodologies
for developing dyadic and network strategies have continued in
the intervening years in the marketing, management and
sociology fields. These methodologies challenge the traditional
rational analytic method of developing strategy which views
strategy development as essentially under an individual firm's
control. A lot of supplier evaluation programmes appear to
revolve around this type of methodology. For example, a
supplier development cum quality programme is launched and
"imposed" on the supplier by the buying firm. Hardly, a
partnership approach. Even where relationships or partnering
are mentioned in the literature, the assumptions an author uses
could still be rooted in classical economics. The classical
economic view of strategy development is typified by
competitive strategy as developed by Porter(1980; 1985).

2.2.4 Organisation-environment relationship

All strategy research assumes a certain organisation -
environment relationship. The relational approach assumes
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that an organisation is embedded in a social system, whereas
traditional strategy theory focuses on the firm developing a

fit between itself and its environment as a consequence of a
rational plan.

Relationship strategy views the firm as embedded in a social
structure and interdependent on the actions of other firms with
whom it is directly or indirectly linked. Therefore, it is in its
best interest to collaborate or engage in partnership. This
requires a strategy focus that is interactive and process based.
Granovetter(1985) contrasted this "embeddedness"” in a social
structure with the classical economic approach to strategy
which viewed the firm as an independent (an atomised or
under-socialised actor in Granovetter's terminology) actor with
the social structure having, if any, a marginal influence. In fact,
the dominant economic view would argue that the impact of
any social structure should be kept to a minimum to avoid any
negative collusion between firms.

2.2.5 Study of the customer relationship

In the relational approach, customer relationships are seen
as active partnerships. The classical view of the customer
relationship is limited solely to the economic relationship. It
assumes a world of passive buyers responding to a well
designed marketing mix. Research in this area is limited to
separate buyer/customer studies. Relational theorists
assume buyers to be active and interested in forging long
term partnerships. Recent authors who describe the
contrasts between relational and transaction marketing and
their implications for the marketing mix include Dunn and
Thomas'(1994) partnering strategy to solve complex
problems and Matthyssens and Van den Bulte's(1994)
contrast between relational and transactional buying and
supply behaviour.
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2.2.6 Resource allocation

In relational approaches, parties allocate resources to, and
consider the effects of allocation on, the partnership. The
classical view of allocation is based on a single firm's
consideration of its own goals and its need to control
resources in any exchange.

Firms in close relationships should view investments and
adaptations in the partnership as opportunities. This
contrasts with the view of investments and adaptations
taken in an economic approach where they are seen as
opening a firm to a potential risk of opportunistic behaviour
by a partner. Trust and commitment may be adequate to
coordinate close relationships, but where an economic
approach is used safeguards need to be put in place when
close coordination becomes a necessity. The orientation of
the two modes is different and one would expect the level of
resource allocation to be higher in the more relational firms.

2.2.7 Coordinating mechanism

The coordinating mechanisms or intervening process
variables in relationships depend on the strategy chosen to
compete. Relationship approaches emphasise cooperation
which is achieved through trust and commitment whereas
classical competitive strategy considers the exercise of
power, price bargaining and dependence as the key to
exploiting interorganisation exchange.

2.2.8 Nature of the exchange
The temporal dimension of an exchange affects its content

and the parties' approach to it. In relational exchanges,
parties view the long term as being important and make
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commitments on this basis. Classical competition emphasises
hedging "bets" and avoidance of "lock-in" situations and is
more oriented to the short term. Arndt(1979) was among
the first to recognise that transactions were occurring within
a framework of long term relationships which he labelled a

"domesticated market". This trend is p'articula_rl_y applicable
to the interfirm context.

Short term self interest maximisation and opportunism drive
the classical economic approach forward. Strategy development
is firm induced and driven by aggressive adversarial
competition. Itis in the firm's best interest to act
independently at all times. Where collaboration is pursued, it is
narrowly based on the advantage to one firm only and short
term oriented. These differences are significant enough to

justify a relational approach to interorganisation exchange as a
valid paradigm for research.

The relational versus classical economic methods of developing
interorganisational relationships have been compared in table
2.0 and the preceding sections. The objective was to
demonstrate the separateness of the two approaches and to
present a framework for analysing the assumptions of the
interorganisational literature. The framework also has
normative implications in that its dimensions can be used to ask
key questions about a firm's methods of managing its
relationships.

The next section examines the major theoretical streams in the
study of interorganisational relationship governance. They can
be divided, as one would have expected from the previous
section, into behaviour and economic groups depending on their

assumptions. Four specific theories that will be used in this
research are also presented.
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2.3 Theoretical streams in the study of
interorganisational relationship
governance

The previous section contrasted classical economic and
relational approaches to interorganisational strategy. This
section contrasts various methods for studying the structure of
relationships or their governance. The methods of governance,
or at least the issues associated with them, can be divided into
behaviour and economic groupings. These groupings will be
described and followed by an examination of the four
governance schools of thought that dominate the literature.
Two of these can be loosely described as behaviour based: social
exchange and resource dependency theory, and two as
economic: transaction costs and agency theory. These are the
main approaches to governance theory. Other schools use
similar assumptions or have focal points outside the dyadic
perspective taken in this thesis as for example, the social
system perspective of network theory and political economy.
Lane and Bachmann(1996) provide a good example of the social
system approach in their comparison of trusting relationship in
the kitchen furniture and mining machinery industries in
Britain and Germany.

2.3.1 Behaviour and economic groupings

Research into interorganisational relationships has traditionally
focused on a classical economic view of competition and has
developed from a focal firm perspective. This focal firm
perspective views the firm under study as an independent
actor. The firm is the unit of analysis not the dyad or network.
The classical economic approach, as outlined in the preceding
section, views the market as an external invisible hand
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mediating the way an organisation conducts its business. In the
long term, the market is assumed to approach the perfect
competition form. Organisational decisions are developed
within this context. Competition is viewed as warfare for
survival. The resulting coordination strategy is combative
rather than collaborative. Relational elements are assumed to
have minimal effect. Where relational elements creep into an
exchange, they are assumed to be a short term market
imperfection. Two economic governance schools will be
assessed. Transaction cost economics bases its governance
decision on an uncertainty, transaction frequency and asset
specificity assessment. Agency theory centres on an

assessment of the risk inherent in an agency-principal
exchange. Clearly, these variables do impact on the nature of
the exchange structure developed between partners. The
economic approaches de-emphasise the social structure in a
relationship by concentrating on the analysis of the transaction.
The limits of each theoretical stream will be presented in the
sections to follow.

The behaviour theorists begin with an assumption of interaction
and interdependence. Over time organisations become
embedded in relationships with one another. They make
commitments and develop trust. Structural and social bonds
link them together and provide a mechanism for coordinating
the relationship. The two behaviour theory streams to be
examined are social exchange and resource-dependency. Social
exchange focuses on trust and equity as mechanism for
managing the relationship between parties. Cooperation is for
the mutual advantage of both parties. The type of relationships
formed in this structure are open and dense. Partners do not
have the same risk perceptions as their economic counterparts
because their relationship is coordinated by trust. In fact, the
criteria that serve to explain economic governance may not be
relevant. These relations have a dynamic unexplained by
economics. Partners evolve with each other, cooperate over
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long periods of time, depend on trust, equity and commitment,
and do not take opportunistic advantage of one another.
Resource-dependency theory concerns itself with one partner's
perception of its dependence for critical resources on another.
Power over the partner firm, control of resources, and the
availability of alternatives constrain and determine
management actions. The control of resources is the critical
element in this governance mode. From this perspective,
resource-dependency theory has parallels to the economic
schools of governance. The underlying view of a firm is as an
independent entity fighting for survival and control. Itis not
surprising that power and conflict are the main processes
studied. However, these processes are inherently behavioural
and do not necessarily operate in an negative manner unless
abused. Organisations have to face a reality where other firms
may control resources and have power to set rules of
competition.

Behaviour and economic groupings of studies on relationship
governance provide us with a framework to which the research
will return. The conceptual framework for the thesis pursues a
multiparadigm approach which includes both behaviour and
economic concepts.

Governance theory revolves around the issues associated with
matching the underlying dimensions of an exchange to an
appropriate organisational structure. Performance will be
maximised when this is achieved. Approaches to this subject
vary depending on assumptions about the nature of exchange.
The diversity of these views is represented by the market,
hierarchy, and relationships debate. Which one supports
depends on one's view of the dimensions that drive exchange.
This thesis will hypothesise that bilateral governance, a social
exchange position, will be the most efficient mode for gaining
maximum benefit from interorganisational exchange. The four
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approaches to the study of governance outlined in this section
are presented in more detail.

2.3.2 Social exchange theory

Social exchange theory views interorganisational governance in
the context of a social structure. Firms are interdependent and
rely on reciprocation. Trust and equity are key variables in this
approach. Self interest is best maximised by the returns
available through cooperation in a relationship (Blau, 1964). In
this approach, the analysis of interfirm relationships moves
from the focal firm to the dyad or network level. Authors who
have used social exchange theory in their work on
interorganisation relationships include Cook and
Emerson(1978), Bradach and Eccles(1989), and Husted(1994).
The method of governance using social exchange is relational
contracting using a bilateral mechanism of coordination. The
main features of social exchange theory are as follows:

1. Social exchange concentrates on the relationships rather than
the transaction. The core element of this approach is the study
of interaction between parties to a relationship. This
assumption is central to the Industrial Marketing and
Purchasing Group (IMP) of researchers (Hakansson, 1982; Ford,
1990). The point of departure for the study of social exchange
is the exchange relationship or the dyad/network. In other

words, interaction versus an analysis of an autonomous decision
unit,

2. Relationships are embedded in a social structure
(Granovetter, 1985). Over time, a complex personal and
organisational structure evolves between firms. There is a
social structure present in many types of relationship but in
terms of governance when social structure dominates, a
bilateral structure is in operation. In other words, a positive
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effect of social exchange. If this were not the case an
alternative form of governance would be in place.

3. Social exchange accepts the self interest motivation but adds
that this is best achieved when actors act equitably and in the
best interests of the partnership. Dwyer, Schurr and Oh's(1987)
high motivation investment category of relationship exchange
captured the essential self interest but intense nature of
bilateral relationships. The rational economic decision unit is
bounded by the social context of decision making and by the
expectations that the relationship will endure over time.
Benefits and burdens will be equalised in the longer term.

4. Macneil(1980) and Dore(1983) described the essential nature
of relational contracting. Dore developed the concept using
Japanese business to explain its key characteristics. In this
research, we move beyond Macneil's notion that bilateral
contracting is just a set of norms that govern relationships and
see it as a management structure with the norm of mutuality
facilitating specific business advantages, for example, joint
product development or cost reduction.

5. Under a social exchange view, boundaries between firms
become blurred (Powell, 1990) as vertical disaggregation is
facilitated and enhanced. Firms become linked in a chain with
other firms within a network context (Anderson, Hakansson,

Johanson, 1994). The unit of analysis in this thesis will be the
dyad.

6. The key processes driving social exchange are trust and
commitment. These processes moderate the impact of power
and determine the perception of fairness in an exchange
Yelationship. One of the earliest studies that demonstrated this
was Cook and Emerson's(1978) study of individual network

position and the effect of social structure on power, equity and
commitment.
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2.3.3 Resource dependency theory

The reason for entering into relationships is to gain access to
the resources of other parties. However, resource theory views
this access from a focal firm perspective rather than a
relationship or network one. Therefore, authors following this
view are often concerned with the issue of gaining resource or
other control over a partner organisation. Resource theory
concentrates on control of critical resources and focuses on the

power-dependence continuum as the key factor in deciding
governance (Pfeffer and Salancik, 1978; Heide, 1994). This

perspective can be contrasted with a social exchange
perspective which supports the mutual value potential of
interorganisational exchange. The point of departure is
different. The governance mechanisms which are closest to this
form are recurrent and dominant partner types. The exchange
relationship is limited by the perceived value/need for the
resources, in the case of recurrent relationships, and by the
potential power use, in the case of dominant partnerships. The
key features of the resource dependency school of thought are
as follows:

1. Exchange happens in order to gain access to needed
resources. Firms, in general, do not have access to all the
resources they need to carry out their business objectives. One
response to this access problem is to build an internal hierarchy
to produce the resource. This is seen as an increasingly
inefficient and risky strategy in a changing, somewhat
turbulent, global environment. Therefore, there is a growing
need to gain access to critical resources of other parties. From a
resource dependency view, this is seen as a control problem:
what control can one exert over a partner on whom one is
dependent? The loss of autonomy is a central concern of
resource-dependency school.
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2. Heide's(1994) assessment of governance scenarios arising out
of resource-dependency is that they develop as a response to
uncertainty and dependence. In common with transaction cost
analysis, firms are presumed to cooperate in conditions of high
uncertainty. Dependence is a response to uncertainty. This is
one interpretation but it can be argued that dependence is a
response to choice or opportunity. For example, Hallen,
Johanson, and Seyed-Mohamed(1991) found adaptations
develop out of the social structure of a relationship in response
to reciprocation or to be unilaterally based on the power-
dependence position of a partner. |

3. Dependence on the partner firms is one of the main results of
a resource view. Being dependent is not seen as a positive
outcome of the resource-dependency school and should be
avoided if at all possible. Indeed, Heide and John(1988)
suggested building-in dependence balancing mechanisms into
the exchange relationship.

4. The key process driving this approach is power-conflict
assessment. Nowhere is this focus more evident than in the
channel literature. Reve and Stern(1979), in a review of the
channel literature, demonstrated this concern. Frazier(1983: a)
supported this view but suggested that the channel literature
should broaden its scope to include a more socio-political
perspective. Social exchange would reduce the likelihood of
negative power use and facilitate conflict reduction through
open communication. Power use is most likely under conditions
of highly substitutable exchange relationships or relations of a
recurrent nature (Yamaguchi, 1996). Itis also likely to be
strongly present in a relationship in which one partner

dominates and uses its power (Gassenheimer and Calantone,
1994).

>. Switching costs is one of the key elements in the analysis of
resource-dependence theory. Building-in or avoiding switching
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cost is a core dilemma in buyer/seller relationships (Jackson,
1985). However, from a social exchange perspective, bilateral
firms would have an objective of making themselves more

interdependent. The opposite to the approach suggested in
resource-dependency theory.

6. A contribution of resource dependency to the imderstanding
of a relationship is that it can be conceptualised as an asset or a
resource. Itis a resource because much of what goes on in a
relationship can generate returns to the parties. This is where
social exchange and resource views meet. This research views
relationships as a resource in a bilateral context. Where
resources are seen in terms of their interactive rather than
focal firm perspective they correspond to a bilateral view
outlined under social exchange. Wikstrom and |
Normann's(1994) book on knowledge competencies took an
interactive approach. However, much resource dependency
based work is still focused on the ability of an individual firm
to exploit its resource environments, This focus has its roots in
classical economic theory of the firm and is illustrated in
Prahalad and Hamel's(1990) classic competence article.
Resource based work can make an important contribution to the
study of relationships and bilateral relationship are rich in
unique resources. However, much of the resource based
literature is likely to continue to focus on the activities of a
single actor (Wernerfelt, 1995).

2.3.4 Transaction cost economics

The dominant theory approach to the study of
interorganisational exchange has been a classical economic
approach. New institutional economics is making a major
contribution to the study of governance, particularly, in the
area of transaction costs. This branch of economics views
collaboration as a result of cost economising decisions made
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about transactions by an individual firm (Williamson 1979,
1985; Rubin, 1990). |

Transaction cost economics is preoccupied with the working of
transaction costs. The main assumption on which transaction
cost economics is based is that firms pursue opportunistic
behaviour motivated by cost minimisation. Embeddedness and
reciprocal actions are peripheral considerations. In reality, the
extent of interaction between partners in long term relations
deserves analysis beyond the narrow considerations of
transaction economics. Partnership advantage does not come
from cost economising on its own. The benefits of partnership
are broader than this. Advantages in product or process
innovation, information sharing and management,
predictability, and network involvement, go beyond cost
considerations and the view of a firm as a separate entity. This
thesis views costs as important determinants of
interorganisational behaviour but will view other
considerations such as innovation, adaptation, integration, as
being of equal importance. In short, it will place the
relationship at the centre of the analysis rather than the
individual transaction. The key assumptions of transaction cost
economics are explored as follows:

1. The focus of transaction cost economics is on the transaction
as the unit of analysis. This concentration is inherently short-
term in nature. The transaction rather than the interaction
between organisations is the unit of analysis.

When the decision to make or buy is left to an analysis of the
transaction, there are essentially two options - leave it to the
market or make it within the firm (hierarchy). Transaction cost
economics provides important insights into these modes of
governance. The market or discrete relationship (arm's length
relationship) is where there is minimum involvement between
the parties. The product is bought in the market, as this
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achieves the lowest cost and price to the firm. The decision to
internalise, or make within the firm's hierarchy, a transaction is
not directly considered in this research but a related dominant
partner supply relationship is used instead. The dominant
partner relationship is a more appropriate relationship to study
at a time when firms are outsourcing and moving away from
internal production by regulating (e.g., contracts, hostages) their
supply relationships to reduce the risk of opportunism.

2. In transaction cost economics, the firm is seen as an atomised
actor. The firm makes decisions and acts as an independent
entity. The environment, including relationships, is seen as an
exogenous variable in the planning process. Zajac and
Olsen(1993) argued that transaction cost is limited, when used
to assess interorganisational relationships, due to its single
party emphasis, which neglects the interdependence between
partners in their pursuit of joint value. They also proposed that
the transaction cost perspective is limited by its focus on
structural variables as opposed to the process focus of other
theoretical approaches. Clearly, any model explaining
relationship governance must include both process and
structure variables.

3. One fundamental assumption of transaction cost economics is
that firms pursue opportunism in all decisions. This implies
that the firm exploits each decision for its own short term
interest. Businesses do act in self interest but not necessarily
opportunistically. They will consider the long term and may
not see themselves as independent of their relationships. The
interests of their partners are considered. Even if this social
structure argument is not accepted, recent views on
opportunism note that individuals are likely to obtain better
results from cooperation in primary supply relationships than
by using an opportunistic approach (Lomborg, 1996).
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4. One important contribution of transaction cost economics is
its focus on costs. To remain competitive, business must
consider the costs of relationships. One criticism of the
behaviour schools is their failure to include any substantial
element of costs in their models. The assessment of the
performance of relationships must include costs. One advantage

of the multiparadigm approach of this thesis is the ability to
include costs in the relationship model.

5. Williamson's(1979) discussion of transaction costs posited
that governance decisions were made as a result of an analysis
of a transaction. This analysis was based on the mix of

purchase frequency, uncertainty and transaction specific
investment in any transaction. As mentioned, this assessment
resulted in a market versus hierarchy decision. The variables
that make up this model must be considered when building a
governance framework. They have been found to be significant
in many studies. For example, Stump(1995) found the mix of
purchasing concentration and asset specific investments to
explain governance and Pilling, Crosby and Jackson(1994) found
the dimensions of Williamson's model to contribute to the
understanding of governance, when relational elements were
included. The question becomes: does transaction cost
economics explain how a relationship is structured or are social
exchange, or other, assumptions closer to the reality of what
happens between organisations?

2.3.5 Agency Theory

Close to the view of cost economising is the principal-agent
problem of agency theory outlined by Ross(1973). Agency
theory is concerned with the principal-agent relationship and
its associated risks and rewards. This risk orientation assumes
opportunistic behaviour where companies who share
information are open to risk. The governance question becomes
one of balancing risks and rewards. Agency theory assumes all
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actors are motivated by individual self interest and thus,
divergence between agents and principals becomes a matter of
course. These problems are multiplied in the
interorganisational setting. Since this view focuses on self
interest maximisation, the resulting relational issues are
concerned with information exchange safeguards and risk
reduction mechanisms. This is in contrast to the information
sharing/risk exposure premise of social exchange theory. The
very existence of long term relations would reduce risk. In fact,
Bakos and Brynjolfsson(1993) see benefits in reducing
bargaining power, an implicit agency safeguard, to increase
cooperation. Agency theory, therefore, focuses on the risks of
agent-principal relationships rather than on the opportunity
made possible by cooperation. The key features of agency
theory are examined as follows:

1. Agency theory is an attempt to manage the risks of
opportunism. Most agency models define efficiency from the
principal's point of view. Bergen, Dutta, and Walker(1992) view
an efficient agency solution as one which brings about the best
possible outcome for the principal given the constraints
imposed by the situation, rather than for outcomes which
maximise the returns to both parties. The individual firm
becomes the unit of analysis rather than the interacton
between the parties.

2. One of the key risks of agency theory is that of information
asymmetry (Spreman, 1987). The risk that your partner will
abuse the information rights of the partnership places a limit on
the extent of cooperation. The agency theory view of risk runs
in contrast to the information sharing/trust position of social
exchange. It contributes more to the explanation of dominant
partner and discrete relationships than bilateral relationships.

3. The principal's problem is one of deciding how to maximise
his/her utility through an incentive structure designed to
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motivate the partner and to ensure compliance. An incentive
analysis, along with sanctions, has been described by
Schanze(1987) who conceptualised the principal-agent

relationship as close to an hierarchy with the appropriate rules
and procedures built into the structure.

4, Given that one of the key risks of agency theory is
information asymmetry, one of the key implementation issues
i1s monitoring. Gurbaxani and Whang(1991) demonstrated the
role information technology could play in monitoring the agent
(partnering firm). When the underlying processes in a
relationship are assumed to be insufficient to coordinate the
exchange, then it is necessary to build in safeguards and to
monitor abuses. However, where trust prevails, information
sharing becomes a norm and reduces the need for elaborate
monitoring structures.

5. The main contribution of agency theory to this thesis is one
of risk assessment. This will be built into the model of this
thesis. Power is a key mechanism of enforcement of the
principal's contract. The use or absence of power will give a
clear indication of whether a relationship is governed by
committed or dominant partners. The main application of
agency theory has been to a principal's relationship to its
downstream channel members rather than to the
buyer/supplier relationship as is the focus of this thesis.
Agency theory is incorporated into this research as it will add a
risk assessment element to the mulitparadigm analysis of
relationships pursued in this thesis.

All of the theories in the previous sections are based on
managerial assumptions about the nature of interorganisational
exchange. The idea of forcing cooperation rather than letting it
emerge from the relational processes inherent in exchanges
between firms pervades, the economic writings. Cost |
economising in, opportunism in, and control of, transactions are

42



not the only considerations for organisations. Sako(1992), in
her study of British and Japanese firms, posited that trust and
interdependence can bring greater performance differences
than arm's length management of relationships. Companies will
only cooperate in areas of strategic importance if a climate of
trust and openness prevails. However, not all relationships will

operate in this way and therefore an approach which combines
elements from each of the above theories may be a way

forward. The next section examines the suitability of using a

multiparadigm approach to the study of relationship
governance.

2.4 Multiparadigm approach rooted in
social exchange.

An analysis of the main theories that aim to explain the
structure of interorganisational exchange has been presented in
the preceding sections. It has been demonstrated that each of
them is founded on a set of assumptions which explain certain,
but not all types of exchange behaviour. No one governance
theory will explain the range of interorganisational
relationships. Therefore, a multiparadigm approach is needed
when measuring relational behaviour. This does not mean that
this research is avoiding taking any assumptions about how
firms interact. The research is rooted in social exchange
assumptions and will hypothesise that they offer the optimal
governance solution. These will be tested by allowing other
forms to be included in the analysis and by broadening the
scope of social exchange theory to include elements from the

other schools. For example, costs will be specifically included as
outcomes.

Gioia and Pitre(1990) argued for a multiparadigm approach to
theory building and research methodology in management. A
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similar proposal was put forward by Parkhe(1993) in the study
of joint ventures. In this thesis, a modest proposal is to allow

for alternative explanations of any differences found in the
relationship governance structures between firms included in
the study. The expectation is that social exchange governance
will be the optimal mode. Many writers in the
interorganisational relationship field do support the
combination of various theoretical approaches. However, this
can produce frameworks which produce no insights and which
try to be all-inclusve. The framework of this research will be
developed in forthcoming chapters. Some support for the
combination of theory perspectives or the meta/multiparadigm
position for examining relationships is given in this chapter.
This issue will be returned to in later chapters. Grabher(1993),
in reviewing the major theoretical streams to the study of
interorganisational relations, argued for social exchange but also
drew on dependence theory in his assessment of the features of
networks. Moller(1993) attempted to provide an integrated
theory of relationships by concentrating on the general
assumptions of the approaches. He combined transaction cost,
political economy, interaction and network, analyses. His
integrative approach is not unlike the multiparadigm method
used in this chapter to analyse governance structures.
Dabholkar, Johnson and Cathey(1994) integrated resource
dependence, political economy, transaction cost economics and
channel communication in their model of negotiation behaviour.
The multiparadigm perspective has been proposed for
governance studies by Powell(1990) on network forms and by
Bradach and Eccles(1989) who argued that all relationships are
managed by a combination of processes, especially price,
authority and trust.

In this thesis on the management structure of interfirm

relationship, it is assumed that social exchange mechanisms are
the optimal forms of coordination. However, for this to be
tested, other governance forms are included in the analysis,
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which will result in a broader understanding of the key
elements that determine a particular governance method and in
a multifaceted assessment of the resulting performance.

2.5 Conclusion

Adopting a relationship strategy approach to the management
of interorganisational relationships has been shown to be a
valid analytical paradigm. This has been established through a
comparison with the dominant classical economic paradigm.
The comparison was developed across the main decision
variables for interorganisational strategy: governance, strategy
formulation, organisation-environment relationship, study of
customer relationship, resource allocation, coordinating
mechanisms and nature of the exchange. This comparison was
developed specifically for this research.

A multiparadigm approach to governance will be further
developed in the next chapter. In this chapter, the main
theoretical streams of research on governance have been
reviewed and their contribution assessed. Each one relies on a
particular set of assumptions which only explains part of the
relationship process. The theoretical streams can be broadly
placed into behaviour and economic groupings. It was
suggested that a combined approach to the study of governance
has been under-represented by previous research. This
research will combine behaviour and economic approaches in
its conceptual framework of governance structures.

This research takes a social exchange view of relationships and
expects social exchange governance to be the optimal method of
coordinating interorganisational exchange. However, consistent
with its multiparadigm method, it will allow for other
explanations. In the next chapter, the analysis of relationships
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will continue with the method this thesis will use to combine
paradigms and discriminate between relationship structures
being developed.
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Chapter 3 - Interfirm
Interaction: Relationship
Strength
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3.0 Introduction

Chapter 2 established a need for a multiparadigm approach to
the study of relationships. In particular, it emphasised the
need to combine elements of behaviour and economic theory
when studying governance. This chapter will propose a
methodology for achieving this through the development of the
relationship strength construct.

The chapter begins with a review of previous studies on
relationship structure and will show that a multplicity of
variables has been studied but that they can be grouped into
behaviour and economic categories. Given that there has been
a huge number of variables studied, is it then possible to
determine, in any given situation, how a relationship is
governed?

The governance issue can be addressed by concentrating on the
variables that dominate any particular relatonship structure.
The ability to measure them is achieved through the
development of the relationship strength construct which will
be shown to discriminate between four major relationship
governance forms: bilateral, recurrent, dominant partner and
discrete.

By the end of the chapter, a construct will have been developed
that discriminates between different relationship governance
structures.
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3.1 Previous studies on relationships

Some previous studies on relationships will be examined to
demonstrate the range of variables studied. Most studies can
be classified into behaviour and economic groups on the basis
of assumptions made about the nature of exchange. One of the
major issues for any research is the huge range of variables
studied. This is particularly relevant to a study that combines
paradigms. This chapter will show how this research will deal
with the range of variables studied and still capture the
behaviour and economic nature of a relationship.

There are two ways of examining the variables that have been
found to be important in coordinating relationships in previous
research. We can examine various frameworks which will
provide us with lists, or we can examine the direction of
research into these variables. Frameworks will be referred to
throughout this thesis, for example, the Industrial Marketing
and Purchasing Group's (IMP) interaction model (Hakansson,
1982) but it is not intended to examine them in detail in the
text. They can provide research directions or lists of variables.
Aldrich's(1979) classification of variables is one such listing and
is helpful in specifying the domain of research work into
relationships. Grandori and Soda(1995) did a similar analysis
for interfirm networks. However, it is proposed to examine
governance by referring to the main theoretical streams in the
study of interorganisational relationships (IORs). Each stream
of research on IORs is dominated by a particular set of

variables which seek to explain the nature of the exchange
between organisations.
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3.1.1 Behavioural studies

The behaviour analysis of relationships brings history, social
structure and interdependence to the study of IORs. A social
exchange and resource-dependency focus on relationships has
been prevalent in sociology and psychology for a long time. In
1978, Cook and Emerson identified the role power, equity and
commitment, play in relationships. Business research has
begun to focus on a behavioural analysis of relationships with
various interfirm process variables such as trust,
interdependence, adaptation, communication, power and
commitment, being studied (Dwyer, Schurr and Oh, 1987).
Empirical support has been found for behavioural assumptions
in applied areas of business research, for example, innovation
(Dodgson, 1993). The starting point in a behavioural analysis of
IORs is the interaction between the parties to the relationship.
This interaction approach has been developed further by
network theory which applies embeddedness to a macro-
structure level to explain the multiplicity of connecting ties
between firms. In the behavioural explanation, the most
efficient forms of governance are bilateral or recurrent. Firms
benefit from interaction developed over a long period of time.
These relationships are characterised in research studies by
variables such as trust, commitment, cooperation, mutuality,
equity. If these variables are strong, it is unlikely that
opportunism will prevail in any individual transaction between
parties. Firms do consider their own self interest but it is in
this interest to meet the needs of a partnership.

The two behaviour research approaches to the issue of

governance are social exchange and resource-dependency.
Some research work from these research traditions will
illustrate the variables studied.
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The IMP interaction model has been extensively studied (Ford,
1990). Itincludes a range of variables classified into four
groupings: characteristics of the parties, the interaction process,
the interaction atmosphere and the interaction environment.,
Metcalf, Frear, Krishnan(1992) tested the effects of atmosphere
on cooperation and adaptation in buyer/supplier relationships
in the aircraft industry and found social exchange assumptions
to have support. Hallen, Johanson and Seyed-Mohamed(1991)
combined resource dependency and social exchange to test a
theory of adaptation and found that it could arise from either
trust or dependence in a study using the IMP database. The
study focused on two variables: adaptation and dependence.
Similarly, Ganesan(1994) combined social exchange and
dependence theory in a study of the long term orientation of
retail buyers and suppliers. Time orientation, dependence,
trust, transaction specific investments and various control
measures were used in the study.

Boyle, Dwyer, Robicheaux, and Simpson(1992) tested the impact
of influence strategies on relationships and found them to differ
across governance strategies in automobile channels. The
authors used six different types of influence strategy in their
study and eight other measures of structure and control
variables. Anderson and Narus(1990) tested a model of
distributor firm and manufacturer firm working partnerships.
The model was found to have empirical support in a cross
industry study. The model was based on a range of
behavioural process variables and included communication,
trust, cooperation, conflict, outcomes given comparison to
expectations and alternatives, influence, and satisfaction.

A selection of studies has established that a range of variables
is studied in behavioural research on relationships. A focus on
process is evident.
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3.1.2 Economic studies

The economic approach to the study of relationships
concentrates on the efficiency of transactions. Costs, power,
risk, and opportunistic behaviour are kéy elements in
explaining a firm's behaviour in a relationship. The two
governance schools in the economic category are transaction
cost economics and agency theory. Williamson's(1975; 1979)
transaction cost analysis emphasised the risks of asset specific
investments in transactions as a key variable. Ross's(1973)
agency theory analysis placed the risk of relational abuses at
the centre of governance decisions between agent and principal.
The two relational governance forms closest to these schools are
discrete and dominant partner.

In the economic explanation of exchange, the most efficient
relationship structures are those which enable firms to remain
independent, use the market, or gain control to exploit their
power over partner firms. Therefore, the key variables in the
economic schools that explain the structure of exchange are
price, power, risk avoidance and opportunism. If these are
present to a high degree in a relationship, it is unlikely that
mutuality and collaboration will exist.

The two economic research approaches to the issue of
governance are transaction cost economics and agency theory.

Some research work from these research traditions will
illustrate the variables studied.

Stump(1995) investigated the effect of purchase dependence on
transaction specific investments in the chemical industry.
Purchasing concentration was found to have led to increased
investment specificity. The risk of such an investment strategy
was explored in a study by Heide and George(1988) who found
that risks of dependence were balanced by offsetting
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investments by agents in their accounts when they had highly
dedicated investments with a principal. An industrial channel
was used in the research. Heide and Stump(1995) examined
the effects on performance of investments in suppliers by OEM
buyers and found that transaction cost economic prescriptions
held. Lohtia and Krapfel(1994), in a cross sectional study,
assessed the benefits of technology investment in a relationship

and found that risk monitoring issues dominated where a
partner's power was already high.

Keith, Jackson, Crosby(1990), in a study of food brokers,
examined the effects of influence strategies under different
dependence structures. They found that a broker's dependence
on a principal strongly related to his/her readiness to respond
to requests from the principal. The stronger the dependence,
the greater a principal's scope for power use. Frazier and
Rody(1991), in a study of power strategies in industrial product
channels, found that the influence strategy used was generally
reciprocated in kind. The ability to use influence strategies is
related to dependence with negative influence strategies
generally receiving a negative response. Dependence has also
been related directly to power, in contrast to the power use
focus of influence studies. For example, Frazier(1983), in a
franchise study, used a measure of role performance to assess
the impact of dependence on power.

A broad range of variables is also studied by the economic
research approach. The economic analysis centres on risk and
the variables studied are usually related to the content of a
relationship rather than to its process.

3.1.3 Multiplicity of variables

The aim of the previous section was to demonstrate that a
multiplicity of variables is considered in research within the
domain of IORs. Therefore research in this area must suggest a
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mechanism for dealing with these variables. Initially, this has
been achieved by dividing the variables into behavioural and
economic groups. This division will allow this thesis to classify
relationships in either of these groups depending on the
variable that dominates the interaction. The dominant variable
argument will be developed in the next section of this chapter.

The research theorists who study relationships are broadly
grouped into two categories in chapter two: economic and
behavioural. This division is based on managerial assumptions
about the nature of a relationship. Economic theorists assume
firms will act opportunistically unless governed by specific
contractual or other restraint. Behavioural theorists view

relations as embedded in a social structure which mediates the
market and provides long term stability. In other words, a
substantially different view of exchange underpins both
theoretical streams. This thesis takes a behavioural view, but
unlike most of the research reported in this chapter, it will
allow for other explanations of difference in its conceptual
framework and measurement method.

The integration of behaviour and economic perspectives used in
this research is supported by the fact that cooperative and
competitive motives exist side by side in many relationships.

To fully capture the nature of exchange interaction, research
must cover both motives. Among the authors supporting the
mixed motives perspective are Oliver(1990) and Heide and
Miner(1992). To rely on any one theory would, therefore, miss
certain fundamental coordination mechanisms which drive

particular relationships. The resulting explanation would only
be partial.
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3.2 Key mediating variable

Section 3.1 demonstrated that a multiplicity of variables is -
considered in studies of interorganisational relationships.
These were divided into behaviour and economic groupings. A
parallel division could be made between process and content
variables. Process variables are those on which behaviour
studies concentrate, for example, power, trust. Content
variables are those which concern the economic side of
relationships, for example, the nature of investment made by
the parties. For the research to discriminate between various
governance structures present in any relationships, it will need
to be able to capture adequately the dominant process-content
variables in a particular relationship. The argument that, in
any relationships, a combination of content and process
variables dominates the interaction between organisations will
be presented in this section.

3.2.1 Process and content variables

For this thesis, the process of interaction between organisations
is defined as the underlying motivation driving the exchange.
Examples of process variables are power, trust, and conflict.
The content of a relationship is defined by the intensity or
strength of interaction between partners. An example of a
strong relationship would be one in which strategic investments
have been made by both partners. These two elements of IORs
will be combined into a construct labelled "relationship
strength” in a later section of this chapter. This construct will
distinguish between different relationship structures by
concentrating on the process-content variable set which
dominates (the key mediating variable) the exchange.
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The direction taken in this thesis towards the study of IORs has
broader roots in interorganisation theory. Hall(1987) outlined a
general framework for the study of IORs which included
interaction process and resource flows as two dimensions.
These equate to the process and content of exchange used in
this thesis. Hall and others such as Negandhi(1975) examined
IORs from a sociological and primarily, public sector view. The
research in this thesis fits within their conceptualisation since
they see organisations from a social exchange perspective. This
research is also supported within business frameworks
applicable to understanding IORs. The content-process
concentration taken in this research is mirrored by
Pettigrew's(1987) model of organisational change which is
based on the context, content, and process elements of change.
Hakansson's(1982) conceptualisation of interaction includes the
concept of atmosphere, equivalent to process, and interaction
process, equivalent to content, as two features of dyadic
relationships. Dyadic interaction models have been further
developed into network theory. One such theoretical schema,
outlined by Hakansson and Johanson(1993), uses actors,
activities, and resources to explain network interaction and
structure. The linkages between these variables determine the
content and process of exchange. We examine relationship
structure by determining the dominant process-content
variables in the exchange between parties at a dyadic level.
The elements of IORs studied in this thesis fit within, and are
supported by, existing schema that set out the dimensions of
relationships between and within organisations. However, as
presented in the previous section, there is little theoretical
agreement on the nature of the causal linkages between all of
the variables identified in these frameworks. In fact, a
multiplicity of variables is studied. The method adopted here
will discriminate between structures by measuring the
mediating variable that is dominant in any one relationship.
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McNeilly and Russ(1992) combined process and content
variables in their study of coordination in the marketing
channel. A similar approach was taken to the study of
information ties in Japanese and American auto manufacturers
by Bensaou and Venkatraman(1995). Zaheer and
Venkatraman(199S5) specifically designed their, study to
combine process and content variables in their empirical
assessment of relational governance in the insurance industry
and found that the combined model explained more of the
variation than would have an individual behaviour or economic
approach on its own, lending significant support to the
combined perspective taken in this thesis. However, it is more
common for studies to focus on one set of variables or the other
as in Ring and Van de Ven's(1994) exploration of development
processes of a cooperative IOR or Baker's(1990) study of
content variables as they affected the relationship between
large corporations and investment banks.

3.2.2 Dominant process and content
variables

This section develops the process-content classification of
variables used in this study of relationships by suggesting that,
in any relationship, a particular process-content variable set
dominates the interaction. Every relationship can be classified
on the basis of the process-content set (key mediating variable
set) that dominates its structure. A key mediating variable is
one which drives the process and content of exchange between
partners. Itis indicative of the nature of the relationship.

Previous work on key mediating variables in relationships has
been conducted by Hunt and Morgan(1994) and Morgan and
Hunt(1994). Hunt and Morgan(1994) tested organisational
commitment and Morgan and Hunt(1994) tested
interorganisational trust and commitment. In both of these
studies, the authors presented these variables as key mediating
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ones and tested them against a rival model. They found the
key mediating variable hypothesis to have stronger support
than when these variables were just left to vary independently
with the other variables included in the studies. This thesis
uses the idea that a combination of particular process-content
variables dominates any particular interaction between firms.
This key mediating variables set, that is dominant in any
exchange, indicates the governance of the relationship. The

main issue becomes: which variables from the multiple set
identified actually discriminate in this key way?

How is this discrimination between relationships, driven by a
behavioural or economic set of variables, to be achieved? This
research will develop a construct labelled "relationship
strength" to discriminate between relationships on the basis of
the variable that dominates the content-process of the
exchange. The construct does this by measuring the extent of
trust and commitment present in any relationship. Trust and
commitment discriminate between different relationship types
in this research because their definition combines economic and
behaviour viewpoints. Trust and commitment as discriminating
variables will be examined in the next section. They are
normally seen as social exchange variables but by adding
content or economic elements to their definition they can
discriminate between different relationship or governance
structures.

3.3 Belief and action components of trust

and commitment as discriminating
variables.

The previous section suggested that, in any relationship, a set of
process-content variables can dominate the interaction between

organisations and, thereby, identify the underlying governance

58



structure or form of the relationship. This key mediating
variable set is capable of discriminating between relationship
structures because it combines behaviour (process) and
economic (content) approaches to the study of relationships.
This section will show that trust and commitment can act as the
key mediating variable set to distinguish between relational
structure. Previous studies which use these variables to
discriminate between the process and/or content of

relationships will be presented. Trust is usually used in process
based studies to discriminate between relationships, and
commitment used in content or economic studies. Itis by

combining these two variables, and by adding a behaviour and
economic element to their definitions, that will enable them to
discriminate between various governance structures. This
section will provide the theoretical support for defining these
variables in this way. In the next section, they will be
combined in a construct labelled "relationships strength" which
will be used to develop a taxonomy of governance structures.

3.4.2 Discriminating Variables

Trust and commitment were chosen as discriminating variables
after a review of the literature on all the process-content
variables in the various theoretical streams of research on IORs.

The literature is not in doubt that trust and commitment
promote cooperative behaviour, but does the extent of their
presence permit a classification of a range of relationship
governance structures/forms not just bilateral structures? As
defined in this thesis, they will.

Morgan and Hunt(1994) have used both of these concepts to
establish whether or not they explain cooperative business
relationships. Their explanation was purely based on the
behaviour side of trust and commitment, and therefore did not
differentiate between relational forms. However, they did use
both trust and commitment which are usually studied singly or
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as antecedents to other concepts. Husted(1994) saw
cooperation as a function of trust and asset specific investment
(a key element of economic commitment). Ring and Van de
Ven(1992) argued that organisations can rely on trust
(behavioural coordination) or risk (economic coordination) in
coordinating an exchange. All these studies support the ability
of trust and commitment to distinguish between forms in a
generalised way but there are also particular investigations
which add validity to the approach taken in this thesis.

Bradach and Eccles(1989) saw trust as central to the social

system. Without it a market based on perfectly competitive
principles or elaborate contracts would exist and discrete
transactions would be the primary mode of exchange.
Sako(1992) found trust to distinguish between discrete and
bilateral relations. Kalwani and Narayandas(1995) examined
relationship development as a result of trust, and found that
this focus was more important to relationship continuity than a
power based strategy built on a partner's ability to exploit
another's dependence. Gulati(1995) found that research and
development cooperation in alliances was as likely to be based
on trust as on specific content features such as share holding,
which would be hypothesised by a purely economic risk based
view of cooperation. Provan(1993) also found cooperative
behaviour important in situations of high risk asset specificity
which would suggest an alternative governance mode other
than the hierarchial modes, hypothesised by economic
assumptions of exchange (transaction cost and agency), for this
type of coordination.

Cook and Emerson(1978) found commitment as central in
distinguishing social from economic exchange. Their
conceptualisation of commitment reflects an economic risk
taking behaviour only. In the literature, commitment is often
based on economic rather than social assumptions. In this

context, commitment is often related to dependence brought

60



about by transaction specific investment (Heide, 1994). This
focus sees commitment actions being made as a result of power
use by a partner. Therefore, measuring commitment on its own
might reflect a dominant partner rather than a bilateral
relationship. However, Provan and Gassenheimer(1994)
supported the idea that commitment could modify the effect of
power and dependence in a relationship, that is a social
exchange view of commitment. This approach views
commitment as continuity rather than as an investment.
Commitment usually discriminates between the use and
presence of power and its absence in a relationship.
Helper(1993) found power to be constrained by the need for
commitment. Oliver(1990): Gundlach and Cadotte(1994); and
Boyle and Dwyer(1995) proposed that being dominant does not
mean a bilateral approach should not be pursued. These
authors found empirical support to suggest resource control did
not explain patterns of cooperation. In fact, a firm may be

likely to react negatively to abuse of its position by a dominant
partner.

Relationships high on commitment and trust are based on
mutuality. This does not mean that they are symmetrical, but
merely that they are dominated by a bilateral content and
process. This is not true for relationships with other
combinations of these variables. This research sees power as
an important variable but it is not measured directly. However,
it will dominate in situations where trust is low and resource
commitments are high: a dominant partner exploiting its power
base. Power is defined in terms of use. This is consistent with
literature views of power and avoids difficulties in measuring
and operationalising the concept. These difficulties are
reviewed by Frazier(1992). Even where power is the central
variable measured in a study, as in the locus of power
distribution channel study by El-Ansary and Stern(1972),
which combined various measures of power, it was not found to
give a clear indication of behaviour.
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Trust and commitment have been shown to have empirical
support in their ability to discriminate between relational
forms. They are combined in this thesis into the relationship
strength construct. The method of qualitative investigation

along with a quantitative study will also test them for the
particular purpose of this research.

There are two major issues addressed in the remaining parts of
this section. One is the definition of trust and commitment and
the other is the theoretical support for this definition.

3.3.2 Trust and commitment defined

The definition of trust and commitment combines elements of
behaviour and economic approaches to the study of IORs. On
researching the literature, the author of this thesis found a
divide in definitional perspectives between authors who use a
behaviour set of assumptions and those who use an economic
set when defining trust and commitment. The definition of
trust and commitment developed for this research will include
behaviour and economic, process and content, elements. The
behavioural elements will be assessed by measures of belief
and the economic ones by action measures. Strong distributor-
supplier partnerships were found by Joseph, Gardner, Tach, and
Vernon(1995) to have many action elements. This was
implicitly recognised by Geser(1992) who maintained that
organisations did not have an identity or existence outside
actions, when he argued for an interaction theory of
organisational actors. Classifying relationships on belief alone
may miss out important differences between firms.

The conceptualisation of trust taken in this research reflects
both a behavioural and economic focus. Trust is seen as

trusting belief (process) and trusting action (content). Trusting
belief has been defined by Ring and Van De Ven(1992) as
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"confidence in another’'s goodwill". In other words,
reliance/confidence in the moral integrity (motivation) of
another. Trusting actions arise out of vulnerability to another's
action (Husted, 1994) that is the degree to which firms are

willing to rely on trust to coordinate the relauonsh1p and deal
with future uncertainty.

The definition of commitment also captures behavioural and
economic components. The behavioural dimension (process) is
reflected in expectations of partnership continuity, and the
economic dimension (content) in investment and adaptation
patterns in the relationship. Dwyer, Schurr and Oh(1987) have
summarised the behavioural or belief state of commitment as

"the pledge of relational continuity”. Jackson(1985), coming
from an economic viewpoint, was more interested in the
pattern of investments and adaptations.

Trust and commitment will be combined into the relationship
strength construct. Trust largely measures the underlying
motivation of the relationship (the process dimension) and
commitment, the strength/intensity of interaction between the
parties (the content dimension). The need for both angles is
evident in their definition. Strong trust without commitment
does not indicate a fully bilateral relationship and vice versa.
The two variables are needed to discriminate. This research is

rooted in social exchange but allows for other explanations of
variation in relationship structures.

3.3.3 Trust as belief and action

The theoretical definition of trust as actions or as belief
depends on the theory position of an author. Economic writers
(transaction cost and agency) view trust as a risk assessment
whereas behaviour writers (social exchange and resource-

dependency) see the goodwill angle driving trust. We have
combined these two foci to differentiate between strong and
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weak trust. To capture the content and process of trust in a
relationship, both a belief and an action component are
necessary. A process based view of trust reflects a social
exchange view whereas a content definition is closer to an
economic assessment. Studies of both trusting belief and action

will be examined to support the combined perspective taken in
this thesis.

Hosmer(1995) in reviewing major literature approaches which
study trust, captured the essential nature of the debate about
trusting belief by identifying trust as ethically justifiable
behaviour. Trusting belief is that which can be justified on an
ethical base. There are no common norms or standards of
ethical principles but inherent in this view is the belief that one
party to an exchange will not take detrimental actions against
the other. This fits in with the psychological concept of
"cognitive belief". Trustin this research is institutional based
and involves a cognitive but also an action element. Lewis and
Weigert(1985) have defined trust as having cognitive,
emotional and affective elements. Their cognitive component
corresponds to our trusting belief and their affective
component to trusting action. The emotional perspective is
more usual in interpersonal relationships, according to the
authors, and is, therefore, not applied in this thesis. Sako(1992)
also viewed trust as a capital asset (economic) and a social
norm (behaviour) but went on to measure trust solely in terms
of one partner's trusting belief in another.

Trust as trusting belief has been used in many studies.
Ganesan(1994), in a study of long term orientation, defined
trust as reliance in another partner. Trust is seen as sentiment
about, or expectation in, the credibility and benevolence of a
partner. It1is a process or behaviour view. Similarly, Morgan
and Hunt(1994) viewed trust as confidence in an exchange
partner’s reliability and integrity. This type of definition of
trust is consistent with social exchange. Trust is embedded in
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the social norms and obligation of organisations. A high level of
this type of trust would indicate a bilateral relationship but not
discriminate between it and other forms. In fact, both trusting
belief and action would be strongly present in a bilateral
relationship.

The addition of trusting action or economic trust is consistent .
with a self interest view of a relationship, that is it must have
some payback. This arises in actions taken. Actions can be
evidenced in, for example, problem responsiveness and
information sharing. Anderson and Narus(1990), in a study of
manufacturer and distributor working partnerships, viewed
strong trust as reflected in trusting actions. Bradach and
Eccles(1989) also defined trust as trusting action, specifically
recognising that this approach alleviates the fear that an
exchange partner will act opportunistically. Trusting action is
linked to economic assumptions about exchange. An action
oriented definition gives trust the power to be an tangible asset
as it is made visible in specific components like fairness in
raising and lowering prices and exchange of information.
Barney and Hansen(1994) inherently recognised this when they

argued that certain forms of trust could be a competitive
advantage.,

The combination of trusting action and trusting belief are likely
to be found in bilateral modes of governing interfirm exchanges
and are likely to be absent, or at a minimum, much lower in
discrete exchanges. The combination of elements gives trust its
ability to discriminate between relational structures.

3.3.4 Commitment as belief and action

The theoretical definition of commitment, like trust, as actions
or as belief depends on the theory position of the author.
Economic writers (transaction cost and agency) view
commitment as an investment of resources open to
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opportunism by a partner, whereas behaviour writers (social
exchange perspective and resource-dependency) view
commitment as belief in the future of the relationship and in
the loyalty of their partner. This thesis has combined these two
foci to differentiate between strong and weak commitment. To
capture the content and process of commitment in a
relationship both a belief and an action component is necessary.
A process based view of commitment reflects a social exchange
view whereas a content definition is close to a transaction
cost/agency perspective. Studies of both committed belief and

action will be examined to support the combined perspective
taken in this thesis.

Meyer and Allen's(1984) definition of commitment as
containing continuance and affective components and McGee
and Ford's(1987) subsequent test of their conceptualisation
provide theoretical and empirical support for the view of
commitment used here. Their work had an individual rather
than an interorganisational focus, but can be complemented by
other authors, for example, Gundlach, Achrol and
Mentzer(1995) who applied it to the organisation context.
Continuance commitment has a parallel in committed belief and
affective commitment in committed action. The usual focus of
commitment studies is economic. This is due to an author's
theoretical assumptions. Commitment is assumed to be related
to dependence not mutuality.

Process studies of commitment define commitment in a
cognitive way. Helper(1993) asserted that the continuity
element of commitment was vital. This future orientation to
the relationships was defined by Morgan and Hunt(1994) and
Mohr and Spekman(1994) as belief that an ongoing
relationships was important enough to warrant maximum effort
at maintaining it. Measures of continuity and loyalty reflect
this component of commitment. It is very much a behaviour
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view of commitment and can be contrasted with an economic
content assessment of commitment.

Content commitment is defined as action and reflects specific
investments of resources and adaptations in the relationship.
Heide(1994) supported an action view of commitment in which
parties make relation specific investments that lock them into a
particular partnership. This action is seen as creating
symmetric dependence thus reducing the risk of opportunism.
However, it is not necessary to focus on the self interest
element of committed actions. They can be seen to positively
enhance collaboration. Hallen, Johanson and Seyed-
Mohamed(1991) found this view to be supported in their study

of adaptations. Investments were reciprocated and made for
the benefit of the partnership.

Commitment is seen as both committed belief and action. Both
commitment and trust, as defined, will be combined in the
relationship strength construct which will be shown to

discriminate between various relational governance structures
in the next section.

3.4 The Relationship Strength Construct

This section will define the relationship strength construct and
develop a taxonomy of relationship structures using it. It will
also examine each of these structures in detail.

3.4.1 Definitional

The relationship strength construct combines the underlying
motivation of a relationship (process) with the intensity of

interaction (content) to determine the structure of a
relationship.
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Four major relationship structures are outlined in this section.

They are derived from the major theory approaches presented
in chapter 2.

Central to the definition of the relationship strength construct is
the idea that a particular set of content-process elements
dominate a relationship (key mediating variable set), and that
the construct itself has the ability to discriminate between
structures. The latter is made possible by the elements of trust
and commitment that comprise relationship strength. High and

low combinations of trusting and committed belief and action
will discriminate between four relational governance

structures. Use of the concept relationship strength can be

compared to previous literature indices and classification
frameworks of relational structures.

The idea behind many indices of relationships or continuums
that attempt to discriminate between relationship forms is that
a particular set of underlying variables dominates the
interaction between parties. These indices support this
research but are different from it in that they may be

measuring a different element of inter-relationship. They may
concentrate on only one element, or miss the idea of mixed

motives and thereby fail to capture the behaviour and
economic dimensions of relationships by explaining them only
in part. Many indices have been developed that reflect the
relationship contracting method developed by Macneil(1980).
It is derived from contract law.and based on contracting norms.
Authors who have used this approach to discriminate between
relationship forms include Sako(1992), who developed an index
of arm's length contracting and obligational contracting, and
Kaufmann and Stern's(1992) index using three contracting
norms - mutuality, role integrity and solidarity - to
differentiate between relational and discrete exchanges. These
indices were developed to measure norms which may not
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reflect the strength or content of the exchange. Typically these
indices differentiate only between relational and discrete
forms. Other indices were developed from a particular
economic or behaviour theoretical stream. For example,
Jackson's(1985) transaction analysis of account behaviour was
based on an economic view of relations; or Husted's(1994)
index of trusting relationships which concentrated solely on a
behaviour analysis of interorganisational exchange. All these
indices do support the idea of discrimination. However, to
discriminate properly between different forms and not just
describe one type of relationship, it is necessary to combine
behaviour and economic approaches to the study of
relationships. This is close to the view of authors like Bradach
and Eccles(1989) who proposed that any interaction is managed
by a combination of price, authority and trust. This thesis is
suggesting that a particular set of process-content variables is
dominant in any particular exchange.

Other authors have developed classification schema on the basis
of value system interrelationships. These ignore the content-
process of exchange and rely on labels that are full of
exceptions. Morgan and Hunt(1994) and
Gummesson(1994:1996) classified relationships by describing
the parties involved. These are useful classifications as they
indicate the scope of relational exchanges but nonetheless a
particular underlying set of variables will dominate any one
structure. The position taken in this thesis makes it easier to
understand the dynamics of a relationship. For example, there
are many different types of joint venture but all have a
particular set of content-process variables driving them. A
similar point can be made for any other relationship type. An
individual franchise relationship, or supplier partnership, can
be classified under any one of the four forms presented in the
next section. Classification is easier and more manageable if
one concentes on underlying form of, or process-content
variables that dominate, the exchange between the '

69



organisations. The dominant variable set (key mediating
variable set) gives a clear picture of the nature of the particular
relationship under study. Management actions and decisions
can be taken on this basis.

3.4.2 Taxonomy of forms

Relational forms can be distinguished from each other by
measuring the extent of belief and action trust and commitment
in the relationship. These measures will discriminate between
four forms, two of which are based on economic theory and two
on behaviour theory. The relationship strength construct is
represented diagramatically in figure 3.0.

Figure 3.0 shows that the relationship strength construct, based
on trust and commitment, discriminates between four
relationship structures. Trust and commitment have been
developed to combine both behavioural and economic elements
of interorganisational relationships. Trust is a function of
trusting belief, a behaviour element, and trusting action, an
economic element. Trust is the opposite force to opportunism.
The underlying motivation in a relationship is reflected in the
level of trust. Commitment is a function of belief in the future
of a relationship, a behaviour view, and committed action, an
économic view. Commitment is an opposite force to power use
in any relationship. It measures the strength of a relationship.
Combined, these elements reflect the motivation and strength
of a relationship and discriminate between the relational
structures as shown in figure 3.0.
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Figure 3.0

Contrasting relational structures based on
the relationship strength construct.

High Commitment Low Commitment
Bilateral Recurrent

High

Trust
Quadrant 1 Quadrant 2
Supplier/buyer Discfete or
dominant opportunistic

Low

Trust

Quadrant 4

Source: O' Toole, T.(1996), Thesis Research (Unpublished)
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The four relationship structures or forms have been used in

. previous research as labels for governance structures although
they do not have exactly the same meaning as they have in this
thesis. Similar structures have been used in research by Ring
and Van de Ven(1992) and Heide(1994) in their assessment of
governance mechanisms in interorganisational exchange. This
work accepts that, in practice, the boundaries between forms
are blurred and it is the dominant mediating variable set that

discriminates between forms. Each of the four structures will
be examined in more detail in the following sections.

Figure 3.0 illustrates the proposition that relationship strength,
as defined, discriminates between relationship structures. This

will be tested in an empirical way in the primary research of
this thesis.

3.4.3 Bilateral relationships

Bilateral relationships are the high relationship strength forms.
They are high in both trust and commitment. This means that
the belief and action elements of both these concepts are
present. In bilateral relationships, partners cooperate for
mutual advantage. There is openness of information sharing
and collaboration at a strategic level. Both the process of
interaction and the strength of its content are high. Itisa
complex relationship not easily copied.

Bilateral structures are governed by high levels of trust and
commitment. Itis a difficult form to achieve but it will be
hypothesised to offer the greatest potential in the context of the
performance of interfirm relationships. Bilateral relationships
are conceptualised from a social exchange view of
interorganisational coordination.
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The type of cooperation found in bilateral relationships is
sometimes described in the literature. Prokesch(1993) in an
interview with Ed McCracken, CEO of Silicon Graphics which
make computerised work stations, described this company's
relationships with "lighthouse customers" especially in the area
of product development. This interaction was illustrated by
their experience with one of their customers, Nissan, the car
manufacturer, where Nissan shared design information in an
attempt to explain its computing needs. Kinch(1993) presented
a longitudinal analysis of the relationship between Volvo, the
car manufacturers, and Olofstrom, a parts supplier. While the
article was developed to show how relationships can change
over time, at certain points in time the relationship between
the two companies was bilateral with a boundary less
interaction taking place. Cunningham and Ford(1993), in a
study of technology development in the European electronics
industry, found cooperative relationship the key to technology
development. Trust and commitment were central in
developing and sustaining this cooperation. Ellram(1995),
assessing mutually agreed partnerships between buyers and
suppliers across a range of industries, found bilateral
characteristics of relationships to be critical to partnership
success. These findings were supported by Hyun(1994) in a
study of plastic auto parts. There are many companies who
cooperate at an intense level on the basis of social exchange
assumptions.

3.4.4 Recurrent relationships

A recurrent relationship is a hybrid form between the pure
discrete and bilateral types. Elements of reciprocity and
temporal duration creep into the exchange. Partners trust one
another. The relationship is open but not seen as strong by the
parties to it that is committed actions are low. This may be
because of firm size or the nature of the product category.
Investments are low to medium in the relationship. The
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partners concentrate more on the operational rather than
relational domain of the exchange. This form may equate to
certain just-in-time(JIT) relationships. Frazier, Spekman and
O'Neal(1988), Gilbert, Young, and O'Neal(1994) and
Kerwood(1995) described and empirically investigated JIT type
relationships. These relationships seem to be driven by
efficiency rather than by strategic considerations. Trust is
important in facilitating the relationships but the commitment
is operational rather than strategic. The relationships are
ongoing but not as asset intensive as bilateral forms. This may
be because that is all that is required by the parties. Long term
contracts and a reduced supply base form part of these
relational forms. These elements do not necessarily indicate a
bilateral functioning as they are common across many formes.
Recurrent relationships are governed by elements of social
exchange such as trust but lack the strength of the bilateral
form. .The firms in this category may be in the early stages of
bilateral relationship development.

These type of relationships are found across industry and
product types. They may be more influenced by environmental
characteristics than bilateral forms. The product category may
be indicative of these relationships. Many regularly supplied
component parts are suited to a recurrent relationship
structure. However, sometimes recurrent relationships are
limited by an operational vision of what can be achieved
through cooperation between a buyer and a supplier. Figure
3.0 places this relationship structure in the high trust/low
commitment quadrant of the taxonomy of structures based on
the relationships strength construct.

3.4.5 Dominant partner/hierarchical
relationships

Dominant partnerships are a very common governance
mechanism in which a dominant partner specifies the nature of
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the interaction between the partners. The weaker partnerina
dominant partner relationships faces the combination of low
trust and high commitment. Levels of trust are low while at

the same time the partner is forced by a more dominant
partner to invest in the relationship. These one-way
relationships are typical of those pursued by Original
Equipment Manufacturers(OEMs).

Hierarchical relationships, as described in transaction cost
theory, revolve around decisions on control of a transaction.
For example, there are two main ways of organising the make
or buy decision: making the product internally or buying it
from the market. The decision is made after an analysis of the
transaction efficiency of the two methods. The nature of
hierarchical supply relationships is decided on an authority
basis and governed by the power-dependency balance between
partners; the ability of a dominant partner who uses his/her
power to exploit the resources of another. The transaction cost
and resource dependence schools of thought describe these
types of relationships.

Hahn, Watts and Kim(1990) described a supplier development
model which was driven by a dominant buyer. The dominant
firm induced the cooperation and controlled it. Brege, Brandes,
Lilliecreutz and Brandes(1993) suggested a range of strategies
for dealing with a dominant buyer. Dominant partners are
those who use their power to gain control over the exchange
transaction. Alternative assumptions, that is the non-
opportunistic ones of social exchange theory, would allow them
to adopt a bilateral strategy. Johnson(1992) described the
supplier management strategy of the defence and aerospace
contractor, Harris Corporation as a dominant partner reducing a
supply base and setting the coordinating mechanism. He also
outlined the difficulties in gaining an adequate supplier
response in some areas. They wouldn't just do what they were
told! These one-way relationships are frequently referred to as
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partnerships. It is time to move away from these descriptions
of partnership and to reflect on what is actually happening in a
relationship made apparent by the dominant process-content
variable set mediating the relationship. In this research, the
main supply relationship of a buying firm will be the major
focus of the empirical investigation.

Ny

Kumar, Scheer and Steenkamp(19935: a) suggested, as a result of
research in the automobile industry, that powerful

manufacturers might gain channel advantages by pursuing
fairer strategies. This may require a change in the managerial
approach to the relationship. The shift from purely firm
centred to interactive modes of governance may not be easy.
Dominant partner relationships are facilitated by the size and
power of a buyer/supplier and the temptation must be to use
this as a governance mechanism, This implication is supported
in a study by Lyons, Kranchenberg and Henke(1990) of OEM
supply relationship in the US. A shift from dominant to
bilateral relationships may be the goal of the weaker party, and
could potentially lead to greater advantages from cooperation
to the dominant party. This would require a different view of
exchange relationships, that is a move to a social exchange
perspective, by the dominant partner. The advantage of this
paradigm shift was brought out in a study of the office systems
market by Gassenheimer, Calantone, Schmitz, and
Robicheaux(1994) as a key conclusion to make vertical channel
relationships work. Clearly, the move to more cooperative
relationships remains a managerial choice.

3.4.6 Discrete Relationships

Discrete relationships are the lowest relationship strength
performers as illustrated in figure 3.0. They have minimal
levels of trust and commitment. However, they are realistic
relationship types and do not correspond solely to the
theoretical examples of the buying of a restaurant meal or
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petrol at a remote location. In other words, there are relational
elements between the parties but these are not dominant and
do not govern the exchange. In business to business exchanges,
the discrete relationship has to be moulded to fit practice. It
could be re-labelled "arm's length" but this research has

decided to stick to the language used in the governance
literature.

It is an arm's length relationship strategy, largely based on the
price of a particular transaction. Itis governed by perfectly
competitive market forces and is well described by transaction
cost economics (Williamson, 1979). Opportunism dominates
this approach with few, if any, ties between the parties.
Discrete relationships are based on the assumption that firms

make rational economic decisions as independent actors in the
marketplace.

The discrete relationship is presented in works by
Jackson(1985) and Sako(1992) as an arm's length relationship.
Jackson described this relationship in terms of account
commitments which are minimal. The relationship was labelled
"always a share". Sako described a similar relationship type
which was labelled an "arm's length contractual relationship”
and characterised by low trust. In this thesis, these
relationships are based on the efficiency of the transaction.
That does not mean that the supplier concerned produces poor
quality products/services or that the buyer has not dealt with
him/her previously. It is a relationship that is kept at arm's
length which probably suits the partners as some organisations
do not want a close relationships. The contract between the
parties is price based but like all supplier/buyer relationships,
minimum standards have to be met. It is not characterised as a
"fly by night - here today, gone tomorrow" relationship but is a
serious player in the market place.
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The key distinction between discrete and the other forms of
governance is its low relationship strength. It is very likely
that the low relationship strength is a managerial policy and
that any trust-commitment building strategy would fail. This
does not mean that there is no trust or commitment in the
relationship but that the level is just enough to facilitate the
transaction.

An explanation of the relationship strength construct has been
provided in the preceding sections. It can be justified on many
levels which have been detailed. We have seen that the
construct is theoretically valid in that it fits with various 10R
frameworks capturing the content-process of a particular
relationship strategy at a point in time. It also captures the
behaviour and economic dimensions of relationships, and thus,
can discriminate between forms.

3.5 Conclusion

An analysis of previous research on relational governance
indicates the need for a more integrative perspective. This
research combines both behaviour and economic approaches to
the study of interorganisational exchange. However, there are a
multiplicity of variables influencing the structure of any
relationship. The method of reducing this variables set is

achieved by concentrating on those that dominate a particular
interorganisational interaction.

This chapter has presented the relationship strength construct.
It is conceptualised as a process-content assessment of a
relationship, measured by belief and action components of trust
and commitment. This construct has been shown to distinguish
between relational structures on the basis of the mediating
variable set that dominates the exchange. Belief and action
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components of trust and commitment, as mediating variables,
discriminate between four relationship structures: bilateral,
recurrent, dominant partner, and discrete.

The relationship strength construct combines behaviour and
economic approaches to the study of relationships. Clearly,
every relationship is not going to be based on social exchange.
However, it will be hypothesised that these types of
relationships offer the greatest performance possibilities by
comparing the performance of bilateral forms to that of the
other structures. In other words, the research assumption that

social exchange is the optimal coordinating mechanism for
relationships will be tested.

The next chapter will outline the performance construct for the
research. It will be the dependent variable in the analysis and
1s derived from the major theoretical schools on relational
governance and, as such, will combine behaviour and economic
elements of performance.
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Chapter 4 -
Interorganisational
Relationships: Performance
Outcomes
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4.0 Introduction

This chapter links governance structures to relational
performance. Most of the theoretical streams of research into
relationships specify performance dimensions. These are

combined into a performance outcomes construct in this
chapter.

Relational performance studies usually limit themselves to
measuring outcomes that are linked to their underlying
theoretical assumptions: behavioural theorists measure
behavioural outcomes and economic theorists measure
economic outcomes. This thesis combines both perspectives.

This combination has support in the literature. Performance is
a multifaceted concept. Limiting performance dimensions to a
partcular set biases measurement and underplays the role of
performance assessment in a relationship.

A performance outcomes construct, combining behaviour and
economic measures, is also a difficult superiority test: bilateral
relationships will have to perform on both behavioural and
economic outcomes to be a superior mode of governance.
Traditionally, they have only been linked to behavioural
outcomes. This thesis will expand the scope of performance

measurement of relationships for all types of governance
structures.
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4.1 On the nature of relational performance

This section establishes a general link between relationships

and performance. It also shows performance to be a
multifaceted concept.

4.1.1 Relational structure-performance
linkage

In business strategy research, studies linking particular
strategies to performance are common. Hrebiniak, Joyce and
Snow(1989) provided a review of these studies. They asserted
that linking strategy and performance was vital at a corporate
level. This should also be the case for relationships. Clearly,
there should be performance advantages in pursuing one type
of relational approach rather than another. This thesis will
contrast the performance of the four relational types presented
in the last chapter. Relational structures have been linked to
performance in the literature. In this section, the general link
between relationship structure and performance will be
established. In section 4.2, behaviour and economic studies of
relational performance are investigated. They will further
establish this link and also demonstrate the multifaceted nature
of relational performance.

Joseph, Gardner, Thach and Vernon(1995), in a survey of
distributors' perspectives of their relationships with a core
supplier, found a strong link between the type of relationship
and performance. Specifically, they found that distributors in
strong partnership arrangements, in contrast to those in arm'’s
length relationships, realised more profits from the supplier’s
account and a higher level of managerial efficiencies. Kalwani
and Narayandas(1995), in a cross industry study of the effects
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of long term orientation on manufacturer-supplier
relationships, found long term orientation strongly related to
costs and profitability in contrast to a more transactional
approach. Landeros and Monczka(1989) contrasted cooperative
and price-based strategic postures using qualitative data and
showed each approach to have different effects on performance.
Graham, Daugherty and Dudley(1994), in a study of purchasing
partnerships, found that partnership rewards increase over
time. The authors' measures of performance were operational
and from the buyer's perspective but did reflect the link
between relational commitment and performance. Their study
was based on repetitively bought products. Clearly,
relationships do affect performance. The exact nature of this
performance and its elements are the subject of this chapter.

4.1.2 Multifaceted nature of performance

Hall(1987) presented a sociological view of organisational
outcomes which was multifaceted and combined elements of
both organisational effectiveness and efficiency. To support
his view of the multidimensional nature of performance,
Hall reviewed the theoretical perspectives on the topic
which he classified into four groups: the systems resource
model, the goal model, the participant satisfaction model,
and the social impact model. Rohrbaugh(1983), in his
competing value set analysis, summarised the goals of these
various theoretical approaches to organisational
performance. His diagram, reproduced in figure 4.0,
illustrates the multddimensional nature of performance.
Kumar, Stern and Achrol(1992) used this model to develop
measures for assessing reseller performance from the
perspective of the supplier, and suggested that a composite
multidimensional approach to measuring performance was
superior to concentration on single element or global
measures. They are among the few authors to empirically
test such a comprehensive measurement framework.
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Figure 4.0
A summary of the competing value sets models.

Flexibility

HUMAN RELATIONS OPEN SYSTEMS
MODEL - MODEL
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communication
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efficiency
Control

Source: Rohrbaugh, John(1983), The Competing Value Approach:
Innovation and Effectiveness in the Job Service, in Hall, Richard H.,

and Quinn, Robert E. (editors), Organisational Theorv.
and Public Policy, Sage, p. 267.
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Relationship literature models also support the multifaceted
nature of interfirm performance. Robicheaux and

Coleman(1994), in a model of channel relationships,
combined behaviour and economic outcomes of relationships
by drawing on political economy and transaction cost
theory. Frazier(1983), in his framework on
interorganisational exchange behaviour, presented a range
of outcomes which combine behaviour and economic
elements. These models support a broader
conceptualisation of interfirm performance than one
theoretical perspective on its own would provide. A
multiparadigm measurement of interorganisational
performance is therefore necessary in the context of this
research. The structure and linkages that deliver the

greatest performance benefits will then be capable of being
assessed.

A multifaceted definition of organisational performance is
essential to capture the scope of performance available
through a particular relationship structure. The theoretical
streams on the effects of relationship structure on
performance will be investigated in the next section. A
behaviour and economic classification of the streams will be
used.

4.2 Behaviour and economic studies
of relational performance

In advance of defining the performance construct for this
research, it is necessary to review existing performance
research derived from the various theoretical streams that
study relationships. The links between specific relationship

85



structures and performance outcomes are the subject of the
next two subsections.

The research linking relationship structure and performance is
divided into behaviour and economic groupings that reflect an
author's assumptions about the nature of exchange. These
assumptions have been explored in previous chapters.
Parkhe(1993) proposed that outcomes available from
cooperative interorganisational alliances, such as mutual gain
and interdependence, are distinctly different from those
available through strictly competitive transaction-based
interactions. Ring and Van de Ven(1994), in their model of
developmental processes of cooperative relationships, argued
for a combined outcomes perspective so that efficiency and
equity could be pursued jointly. This thesis will build combined
cooperative and competitive performance outcomes into its
model so as to assess which measures explain the differences in
the performance of the four relationship structures. This
combined perspective is supported by Granovetter(1992). He
viewed performance both in terms of economic and behaviour
outcomes, as these aims are found side by side in organisations.

A combined approach is also supported in the organisational
behaviour literature by Negandhi and Reiman(1975).

4.2.1 Behaviour studies

The link between relationships and interorganisational
performance has been made in preceding sections. These actual
dimensions of performance can be examined from a behaviour
and economic perspective. A selection of studies from each of
these categories serves to illustrate the nature of the
investigations made in past research. Figure 4.0 can be
matched to behaviour and economic outcomes. The flexibility-
internal set is closest to the behavioural group of outcomes and
the control-external, to the economic group.
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The outcomes of behaviour theory arise through the interaction
process and are driven by the mutuality inherent in these types
of structures. Economic outcomes develop from the focal firm
perspective and are motivated by opportunism. This distinction
mirrors the cooperative versus competitive approach to

managing interorganisational relationships outlined in chapter
2.

The behaviour performance outcomes are reflected in the social
exchange and resource-dependency schools of thought. The
social exchange perspective concentrates on outcomes evaluated
on a dyadic basis. Mohr and Spekman(1994) used two
performance measures in their study of partnership success,
typical of the social exchange school. They were dyadic sales
volume and satisfaction with the relationship. The evaluations
of performance outcomes in social exchange theory tend to
reflect attitudes which further enhance cooperation. These
evaluations also vary in their emphasis when compared to
economic evaluations. For example, the difference between a
social exchange view of cost and a traditional economic view is
that cost is analysed from a partnership rather than from the
perspective of the individual firm. Cost reduction is a
partnership issue rather than one directed by an individual
firm. Any resulting cost reductions tend to be shared among
the partners.

Behaviour studies of performance do not usually consider
economic outcomes. However, behaviour based assessments of
costs and rewards such as Thibaut and Kelly's(1959)
comparison of costs/benefits with what was expected in the
relationship(CL) is a useful addition to behaviour performance
measures, as it reflects a more rational assessment of outcomes,
yet views them {from a partnership angle., Satisfaction across a
range of performance elements, or some form of expectations
comparison, is a very common outcomes measure in studies of
relational performance. For example, they were present in a
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study by Gassenheimer, Calantone, Schmitz and

Robicheaux(1994) on channel maintenance and in McNeilly and
Russ's(1992) work on channel coordination.

Resource-dependency theory provides two important
contributions to the analysis of relational performance. The
first concerns resource use and enhancement in the relationship
and the second, dependency. The resource use side

concentrates on value added in the relationship and would be
concerned with outcomes such as joint product development.
Dependency, on the other hand, can be viewed in the behaviour
sense as a benefit of closer integration, or in the more economic
sense, as a risk of closer integration. Both interpretations will
be included in this study.

Zajac and Olsen(1993) provide the theoretical argument for an
assessment of the resource value of a relationship. Droge,

Vickery and Markland(1994) empirically tested a resource
based view of competition in their study of the furniture
industry. Their work was based on a focal firm but their
competency levels definition of resources is very applicable to
relationships. Banerjee and Golhar(1993), in an empirical
investigation of the performance of electronic data interchange
in JIT and non-JIT firms, found-a range of value added
strategies to explain performance differences between the two
groups.

Frazier(1983: a), in a model of channel behaviour, suggested
that both satisfaction and power-dependence outcomes were
present in partnerships. Heide and John(1992), in a study of
manufacturer-supplier relations, highlighted the importance of
changes in the level of aspects of relationship strength (they did
not use this term) on the power-dependency balance in a
relationship, in particular, investments in relational assets.
Boyle, Dwyer, Robicheaux, and Simpson(1992), in a survey of
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car dealerships, found influence strategies (defined as power
use) to vary between strong relationships and other types.

Social exchange and resource-dependency theorists in their
analysis of relationships study a range of behaviour
performance outcomes. These variables are, in the main,

process based and will be combined with economic measures of

performance in the performance outcomes construct of this
research.

4.2.2 Economic studies

Opportunism motivates the parties to an exchange in an
economic perspective. This thesis will be using economic
measures of performance but will be suggesting that they need
not be driven from the perspective of opportunism. A drive to
enhance the profitability of the partnership can be pursued by
both partners and benefit them equally. The performance
elements of the two main theoretical schools of thought on
economic governance will be reviewed.

Efficiency evaluations are central to transaction cost economics.
The assessment of profits and costs to the firm are the key
outcomes measures. The maximisation of profits and the
minimisation of costs to the focal firm are the standard
performance assessment criteria. These measures are normally

related to a narrow set of tangible, easily measured costs and
rewards.

- Relationships have been found to deliver economic outcomes to
partners. Noordewier, John and Nevin(1990), in a study of
purchases of repetitively used items, measured transaction
costs as outcomes. They found that these costs could be
fed_uced in close relationships. In another study, Kalwani and
Narayandus(1995) found a positive link between close
relationships and economic outcomes such as costs, sales, prices
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and profitability of relationships. Heide and Stump(1995) also
found a positive relationship between investment in
relationships and economic performance.

Agency theory adds risk assessment to the evaluation of
performance in a relationship. The risk of a partmer exploiting
the relationship is a key outcome of this school. The risks of
abuse of information rights, or of an abuse of confidence, are
examples of outcomes of this school. A partner's performance
enhancement revolves around designing the most efficient
incentive structure to avoid opportunism. A basic assumption
of this school is that close relationships involve greater risks of
opportunism. Therefore, theorists concern themselves with the
design of incentive structures. For example, value engineering
of a supplier product who is in a close relationship to ensure
s/he is not charging higher prices, or publication of supplier
ratings acting as a competitive mechanism to reduce the risk of
opportunism. Firms in bilateral relationships will not
necessarily see a risk in close information sharing or in abuse of
confidence because of the high trust nature of their relationship
but relationships managed from an economic perspective will
be concerned with these risks. Agency theory coordinates the
risk of information sharing in the partnership by building in
protection mechanisms, whereas social exchange theory
manages this risk through trust.

Research literature which examines the impact of transaction
specific investments on relationships normally includes an
assessment of the risk of such investment. The risks in an
agency-principal's relationship are described from a theoretical
perspective by Spremann(1987). In the context of this
research, the main agency-principal risks are information
asymmetry, and monitoring risks inherent in closer
relationships. Agency risk assessment is a common outcome of
investment decisions in relationships and is especially common
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in the interorganisation information systems literature
(Clemons and Row, 1991&1992: Clemons, Reddi and Row, 1993).

Transaction cost economics and agency theory study
performance from an economic perspective. Economic elements
of performance probably result from the content side of
relationship strength rather than the process linkage of the
behaviour measures. Economic dimensions of performance will
be combined with behavioural ones in this research.

Studies usually concentrate on either a behaviour or
economic assessment of partnership benefits and costs. This
thesis will combine both perspectives to allow for an overall
assessment of relational performance. This focus on
multiple measures and the combination of outcomes
measures from different theoretical perspectives is rare in
the literature and represents an important theoretical
contribution of this research. Even though this research is
rooted in social exchange assumptions, it uses wider
definitions and measurement approaches to test the nature
of its strategy proposition.

4.3 Performance outcomes construct

The link between relationship structure and performance and
the fact that performance includes behaviour and economic
elements have been established in previous sections. These

arguments provide the basis for this section which defines the
performance outcomes construct of this research and the
elements which make it up.
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4.3.1 Definitional

The performance outcomes construct measures the performance
of a firm as a result of the structure of the relationship. The
performance outcomes construct combines the economic and
behaviour elements of performance presented in the preceding
section. Itis a composite measure of relational performance,
capturing its multifaceted elements. The performance construct
measures the outcomes of varying levels of relationship
strength. Therefore, it includes both process and content
outcomes. A process performance measure would be
satisfaction and a content measure would be higher levels of
interdependence. The performance outcomes that best explain
the differences between the relationship structures will be
explored in the findings. Given that the performance construct
is derived from the major theoretical streams on governance,
that is multiparadigm and containing components from
different approaches to relationships management, it would be
expected that the performance elements that explain
differences would diverge from previous research. For

example, bilateral relationships may perform on economic, as
well as behaviour, measures of performance.

The choice of the elements of behaviour and economic outcomes
fits the various theoretical positions on organisational
effectiveness outlined and adapts them to the aims of this
research. This combination also conceptualises performance in
a composite way rather than focusing on global or individual
facet measures. Behaviour and economic performance
adequately classify the benefits and cost to be gained from
relationships, as described in the academic literature. In fact,
Venkatraman and Ramanujam(1986) proposed a broader
conceptualisation of performance, to include both financial and

non-financial performance in what they termed "organisational
effectiveness".
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Future research will examine whether certain performance
results from relationships can approximate to providing the
parties with a competitive advantage. This research will
examine the survey participants' perceptions on this point. The
argument for making this link is made in the following
paragraphs. If the reader accepts a relational strategy
approach to managing interorganisational exchanges, the
question becomes: can this then be translated into a
competitive/comparative advantage? Competitive advantage is
conceptualised as superiority in skills/resources and superiority
in performance outcomes (Day and Wensley, 1988, Droge,
Vickery and Markland, 1994). These two elements are
inextricable linked. Superiority in skills/resources if properly
managed can lead to superiority in performance outcomes.
Given that sources of competitive advantage are hard to find
and that competitors can imitate most strategies, only those
high on causal ambiguity and social complexity have real long
term value. Bilateral relationships are high on both these
elements and therefore should be of advantage potential.
Barney and Hansen(1994) argued that certain types of trust are
indeed possible competitive advantages. The possession of a
high rating on the construct relationship strength may be in
itself a competitive advantage. However, it must also be linked
to superiority in performance outcomes to be of lasting value.
This superiority in performance will be tested through the
performance outcomes construct in this research.

Performance and advantage definitions are rooted in the
theoretical perspectives of an author's writing. In chapter 2,
two different ends of a continuum of interorganisational
strategy development were examined: the relational and the
classical economic. Hunt and Morgan(1995) compared the
traditional classical economic model of competitive advantage
with a comparative model based on organisational resources.
Their notion of resource based competitive advantage is
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approximate to the cooperative view of this research. In fact,
the relational types should match with the performance
dimension appropriate to their implementation (Walker and
Ruekert, 1989). For example, bilateral relationships should
measure high on behaviour measures whereas dominant
partner types should be lower. If advantage can be gained by
firms pursuing an independent competitive strategy, it should
also be possible through a cooperative advantage. In a way,

this research is combining both by using behaviour and
economic elements.

Whether relational performance can generate advantage is not
the subject of this research. However, the argument that it
approximates to this possibility strengthens its definition. The
performance construct as defined in this research is
multifaceted. It represents a significant addition to the analysis
of relational governance due to its multiparadigm nature. If the
findings support bilateral relationships as superior performers,
social exchange views of relationships will be given greater
empirical support. In the past, studies in this area have not
measured performance as extensively as will be the case in this
research. The reason for this is that they usually concentrate
solely on behavioural outcomes. The elements of the
performance construct will be presented in more detail in the
next two subsections. These have been drawn from the major
theoretical schools presented in the last section.

4.3.2 Behaviour elements

Behaviour elements of interorganisational performance are
those outcomes which do not have a strict monetary value.
They contribute to and enhance economic value but cannot, in
the short term, be calculated in a narrow financial accounting
sense. They may produce direct economic outcomes such as
new products but in the main, are process components of
interorganisational effectiveness. Behavioural performance
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could be equated with effectiveness and economic performance
with efficiency. Mohr and Nevin(1990), in their work on
channel communication strategies, support a

behaviour/economic division of performance outcomes with
their use of a similar qualitative and quantitative division.

The main behaviour outcomes that will be studied in this
research are satisfaction, outcomes compared to expectations,
stability, conflict, value added and product performance. These
variables should vary with the type of relationship between
organisations. These outcomes have been developed from the
behavioural schools of relationship governance. They depend
for their achievement on high levels of trust between partners
and future commitment to the relationship. They arise out of
the social structure or interactive nature of the partnership.
Certain outcomes of the resource-dependency school are
economic and will be covered in the next section: changes in
switching costs and dependence levels can happen from either a
behaviour or economic view, that is partners can chose to, or be
forced to, perform on these dimensions.

Satisfaction can be described as a positive affective state
towards a partner. It can be complemented with an assessment
of outcomes compared to expectations(CL). Both of these
concepts have been used as measures of performance in
previous relational structure research and have been found to
be significant. Frazier, Spekman and O'Neal(1988) used them in
a study of JIT exchanges, and Anderson and Narus(1990) in one
on working partmerships. The expectation in this research is
that bilateral and recurrent relationships will rate higher on
these variables than the other relationship structures.

Stability is based on an organisation's evaluation of the
confidence it can place in the future of the relatonship. Itis
very important when environmental turbulence is high
(Aldrich, 1979). It has been measured in the IMP Group's
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research (1975-ongoing) as "institutionalisation". In this
research, the measurement of stability is limited to its
predictability aspect. This aspect of stability emerged as a
significant measure from initial exploratory research conducted

by the author. Stability can be seen as a result of the internal
process model in figure 4.0.

Levels of conflict, communication and influence should also
vary with relationship structures. The level of conflict has been
found to be an outcome of working partnerships by Anderson
and Narus(1990). Communication and influence variables will
be used as independent validity checks on the statistical
methods used and, as such, are dealt with in methodology.

Value creation and product performance measures are also
important outcomes of relationships. Value creation and
product processes that will vary with relationship structure
include quality, responsiveness to problems, flexibility,
contribution to new products and involvement in design. Value
creation has been found to be a significant outcome of
relationships in previous studies. Examples of value creating
outcomes from relationships include innovation (Dogson, 1993)
and "non-contractible" assets or assets with value difficult to
quantify (Bakos and Brynjolfsson, 1993). Robicheaux and
Coleman(1994), in a political economy model of relationship,
included in their presentation of economic and polity
performance many value creating and product related
outcomes. Among the outcomes they included were
innovativeness, influence, and quality.

The behavioural performance measures are essential in order to
measure the overall contribution of process to relational
performance. Behavioural performance is a composite measure
as conceptualised in this thesis. Composite measures have been
found to be more effective measures than global or individual
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facet measures of organisational performance by Kumar, Stern
and Achrol(1992).

4.3.3 Economic elements

The economic performance of relationships is a composite of
dependence, risks, productivity, costs and sales/profit
measures. The economic measures mainly arise out of the
transaction cost and agency literature.

Dependence reflects one partner's perception of another's
influence over its decision making. Depending on the nature of
the relationship, it can be a negative or positive variable. In
bilateral relationships, interdependence is an aim, as
organisations can benefit from closer integration. In other
relationship forms, dependence is seen as control and is viewed
negatively. A company's perception of its ability to switch
partners, influence them, their actual volume dependence, and
their perception of interdependence, will indicate its rating on
this variable. Dependence has been found to be a significant
performance indicator in studies on relational investments by

Heide and John(1988) and on partnership success by Mohr and
Spekman(1994).

Risks arise from possible partnership abuses and usually
concern the making of asset specific investment in the
relationship and from information asymmetry. The
measurement of risk outcomes comes from the agency
perspective on relationships. Information technology was
found to reduce interorganisation risk by Gurbaxani and
Whang(1991) as it enabled closer monitoring and evaluation of
a relationship. Jackson(1985) found risk to be reduced in closer
relationships through commitment. Bilateral firms are unlikely
to perceive a high risk in the relationship whereas discrete and
dominant partner firms will negatively rate risks of
opportunism from closer integration.
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An assessment of the costs of relational coordination and
productivity comes from the transaction cost theoretical stream.
Coordination costs are the costs of integrating economic
activities between organisations. Administration, monitoring
and stocking costs can all be reduced through closer
relationships. Sako(1992) found significant cost saving
available in close partnerships when compared to discrete ones.
Interorganisational productivity can increase with the sharing
and displacement of costs in the relationship. Increased
productivity should reduce lead times, costs and prices when
compared to other relationships. Productivity has been found
to improve in closer ties between organisations as shown in
studies by Noordewier, John and Nevin(1990) on repetitively
used items and Banerjee and Golhar(1993) in a comparison of
electronic data interchange in JIT and non-JIT firms.

The sales/profits measures of relationship performance can
reflect either a behaviour or economic view of relationships.
They can be important objectives to be achieved through
interaction or through a focal firm taking advantage of its
partner. Return on investment, increase in bought/sold volume
in a relationship, profitability and price level changes are the
most common measures. These measures have been linked to
performance in relationships by Kalwani and Narayandas(1995)

in a cross sectional investigation of manufacturer-supplier
relationships.

Taken together, economic and behaviour performance elements
represent the conceptualisation of performance in this research.
This conceptualisation should allow the research to assess the
impact of relationship structure on performance.
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4.4 Relationship structure and performance
outcomes

This section will bring together the relationship strength and
performance outcomes constructs. It will propose linkages
between these two constructs.

4.4.1 Relationship taxonomy and
performance

The relationship taxonomy presented in the previous chapter
is reproduced in this section with a performance layer added.
Figure 4.1 relates the performance construct to each of the
four forms. The figure illustrates the proposition that the
outcomes available from bilateral relationships are greater
than those available under alternative modes of governance.

Bilateral relationships have the greatest scope of
performance outcomes. They are high in relationship
strength and can perform well on both behaviour and
economic performance measures. It is readily accepted that
they should perform well on the behaviour measures of
performance as they arise directly from the behavioural
theoretical schools. However, it will be proposed in this
thesis that they also outperform the other relationship
structures on the economic measures of performance. The
risks and costs will be lower in bilateral forms. If this is the
case, it can be argued that bilateral relationship are the
optimal mode of governance for the type of industrial
relationships studied.

99



Figure 4.1
The relationship taxonomy and performance
outcomes.
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Key: 1-4 = quadrants. 01-04 = outcomes, > is sign for greater than.
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Recurrent relationships will perform well on the operational
measures of performance as these relations are driven by
process efficiency. They should perform better than the
dominant partner and discrete relations on costs but will also
have the advantage of performance outcomes on behavioural
measures, due to their higher levels of relationship strength.

Dominant partner relations make relatively low assessments
of their relationship on the behaviour side of the
performance construct. They are unlikely to be very
satisfied with the relationship, as their partner dictates their
performance possibilities. However, as they are high on the
commitment aspect of relationship strength, they should
have some behaviour performance advantage over discrete
relationships. Due to their decision making processes, they
may not be performing in these areas, but may be forced to
act by their dominant partner. For example, they may be
required to work on value added projects which do enhance
their performance but may also increase their perception of
relationship risk. Firms in dominant partner relationships
will have mixed economic performance. They face higher
risks of exploitation but should be lower on transaction cost
than discrete firms. It is proposed that dominant partner
relationship, as illustrated in figure 4.1, have a higher
performance level than discrete relationships.

Partners in discrete relationships do not attain the
behavioural benefits of the other relational forms. They may
also have higher costs. The cost of transacting in an arm's
length relationship could be higher than in other forms.
Many transaction costs disappear in repeated transactions.
Discrete partners may charge a higher price because the
buyer deals with them on a contract by contract basis.
However, risks should be low and the possibility of price

bargaining fairly strong. It is proposed, in the context of this
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research, that discrete relationships are the lowest
performers of the governance structures. The next section
will present the performance propositions in more detail.

4.4.2 Performance propositions

A summary of the performance outcomes propositions of this
research is shown in figure 4.1. The overall performance
proposition is that relationship structures exhibit significant
differences in outcomes. Bilateral, recurrent, dominant
partner, and discrete relationships should not exhibit the
same pattern across the performance variables to be used.
Given that the performance construct combines elements

from various relationship governance schools, this is a
realistic expectation.

The performance of relationship structures will also be
assessed individually. Bilateral relationships will be
proposed as offering the greatest performance potential as
illustrated in figure 4.1. Bilateral structures are proposed to
have superior performance, as measured by the performance
outcomes construct, when compared to the other relationship
types. Bilateral firms have higher behavioural and economic
performance than other relationship forms.

After accounting for bilateral relationships, the performance
ordering of the other structures is outlined in figure 4.1.

This research contends that a party's outcomes in quadrant 2
are higher than those in quadrant 3 and 4, but less than
those obtainable in 1. Finally, where relationship strength is
low, a discrete relation exists, and this research contends that
this is the lowest performer. In summary, it is proposed that
recurrent relationships outperform dominant partner and
discrete relationships, over the range of economic and
behavioural performance outcomes measured. It is proposed
that dominant partner firms perform better than discrete
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relationships across the performance measures. Therefore,
the overall order of performance among the various
relationship structures is: bilateral, recurrent, dominant
partner, and discrete.

This research also proposes that behavioural performance is
more important than economic in measuring the outcomes of
interfirm relationships. This proposition is not expected to hold
for all the relationship types but is expected to be confirmed for
bilateral, recurrent, and dominant partner. Discrete
relationships are likely to focus on economic measures.
Dominant partners will view the risk measures as being
particularly important but should see that an improvement in
behavioural performance would bring some equilibrium into
their relationships. Dominant partnerships are low on the trust
side of relationship strength and should view improving
behavioural performance as being important due to the need to

improve their trust levels to balance their relatwely high levels
of commitment.

Bilateral relations will have more performance outcomes
potential in comparison to others which are limited by the
constraints placed upon them by their choice of strategy. For
example, a partner in a discrete relationship, governed by price
and opportunistic behaviour, will not want to take the risks
posed by greater coordination or interdependence thus limiting
its performance potential. It is difficult for organisations to
pursue multiple value sets (Hall, 1987). It is difficult for non-
bilateral managed organisations to achieve the performance
results proposed for bilateral relations and even more difficult
for non-bilateral partnerships to enter into relations beyond a
narrow exchange in terms of performance outcomes (Sako,
1992). Performance reflects the managerial assumptions
underlying the exchange and is at its highest in bilateral
relations (quadrant one in figure 4.1).
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4.5 Conclusion

The methods of managing relationships are critically linked to
performance and assumptions made about it. Decisions about
resource investment, changing supplier, new products, risks and
future returns, cannot be made unless an assessment of
performance is conducted. The only way of establishing
whether or not one structure works better than another is by
measuring its performance. This chapter developed the
performance outcomes construct to measure the effect the
method of coordinating a relationship has on its performance.

The performance outcomes construct developed for this
research is unique. In order to capture all the possible

outcomes of the relationship strength construct, the
performance outcomes construct combines behaviour (process)
and economic (content) measures. The performance construct is
multifaceted and based on a multiparadigm approach. It
captures the performance outcomes of all the major theoretical

streams on relationship governance and incorporates them into
its conceptualisation.

The performance outcomes construct is the dependent variable
in the research. It has been matched with the relationship
strength construct and a series of propositions has been
developed. The main one of these being the performance
possibilities of bilateral relationships. They are proposed to
outperform other types. In other words, social exchange theory
positions are proposed to be the optimal means of coordinating
exchange relationships. The performance of bilateral
relationships is set at a difficult level. To outperform the other
modes of governance, they will not only have to perform on the
outcomes measures developed from social exchange theory but
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also on the performance outcomes of the other governance
schools. If they do, the performance dimensions of social
exchange will have been extended.

The next chapter will control for the role of the context within
which firms interact. This will ensure that the research is
measuring the variables it wishes to test. The remaining
research proposition will be developed and the key context
variables that may affect relationship strength and

performance will be incorporated into the research so as to
control for their impact.
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Chapter 5 -Interfirm
Relationships: The Role
, of Context
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5.0 Introduction

In a social exchange view of relationships, the interaction
behaviour between the parties determines the relationship.
The role of managerial actions is central to the determination
of the strength of the relationship. They can operate out of
high trust-commitment positions or otherwise. The structure
of a relationship does exist within a broader macro
environment but, beyond the extent to which all firms are,
may not unduly impacted by it. That is the relationship is
embedded in a social structure which is driven by
managerial assumptions and actions.

This chapter will propose that the context in which
relationships exist does not determine their structure.
Managerial actions and policies are more important. The
context referred to in this chapter is the environment outside
the process-content of a relationship, in particular, the role of
uncertainty in influencing exchange patterns.

This chapter proposes that context variables do not have a
huge impact on the structure-performance relationship. In
other words, variables outside the relationship strength or
process/content of the exchange do not play a major part in
determining structure. Theoretical perspectives other than
social exchange give the relational context a broader role.

The subsidiary role for context in this research arises out of
its social exchange assumptions. The relationship is seen as
being embedded in a multi-layered cooperative structure
and determined by its management rather than by some
outside force. In short, the role of relationship management
is highlighted. It may indeed be the neglected domain of
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relationship theory. The research expects to find a similar
pattern between the four relationship structures across the
environmental control variables used in the research and in
the industries included in the sample. The determination of
relationship strength may be the key to structure and not
any other variable: the research model is independent of
context. Social exchange propositions on the context of a
relationship will be tested.

This chapter will demonstrate how the proposition
concerning the role of management was arrived at and will
present the major context variables to be included in the
empirical research. The research will control for context.

5.1 The role of context in interfirm exchange
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