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RESUMO

Estratégias de marketing de relacionamento séo@agepara o0 sucesso de qualquer negdcio. A ridedssde se entender
melhor as diferencas entre as estratégias de rmaykizt compradores e fornecedores foi o principaivador deste estudo.
As perspectivas emergentes de governanga inteniaeggonal e rede estratégica de negoécios saozadds no
desenvolvimento do modelo tedrico que busca entenalEs os fatores que caracterizam relacionametdasucesso. O
modelo tedrico foi testado com 67 compradoresr{distores) e 174 fornecedores de flores e plastavaso da Holanda.
Enquanto os distribuidores mais présperos tendentiliazar uma estratégia focada em elementos taigyiedravés de
investimentos em ativos especificos para a transac@&ncorajamento de agfes conjuntas; os fornexedi sucesso
empregam uma estratégia focada em elementos soeiafatizando a confianga e a norma de flexibikdatb
relacionamento.

Palavras-chave marketing de relacionamento; confianca; infornsagdvestimentos em ativos especificos; a¢do coeajun
rede de negécios.

ABSTRACT

Relationship marketing is essential for succesBusiness. The need to understand better the diffesein the strategies
buyers and suppliers follow is what has motivatés study. We drew on emerging perspectives on-fitte governance

and networks to develop a theoretical frameworkutolerstand the success of long-term relationshiyes. tested the

framework using data from 67 merchant distribufbrsyers) and 174 suppliers of theirs in the Duteotigul plant and flower
industry. While the most successful distributoradteo take the “hard”, tangible strategy using semtion specific

investments and fostering joint action, the sudoéssippliers take the “soft”, social approach loypdasizing trust and the
norm of flexibility in the relationship.

Key words: relationship marketing strategy; trust; infornoati transaction specific investments; joint actitmisiness
networks.



INTRODUCTION

Relationship marketing is essential for busineszass. Managers continually look for challenges
and opportunities, using their relationships withep suppliers and customers to obtain valuable
information for their decision-making. Issues ofatienship marketing have received considerable
attention in network literature. A growing body r&search addresses different aspects of the firms’
relationships with exchange partners from a varwgtyheoretical perspectives (OMTA et al., 2001).
The predominant focus in much of the existing refedas been on individual dyadic relationships
between firms. However, there is a clear need teeniieyond the dyadic relationship and explore the
competitive advantages of being embedded in a éssinetwork. In this respect, it becomes essential
to understand whether the strategy differs in thlessrelationship and purchasing relationship of
companies.

This study aims to understand the differences énitipact of the business network on a purchasing
and sales relationship. To that end, we analyzéukaess network — in terms of the informatiort tha
firms can obtain from the total set of connectddti@nships (e.qg., with first-tier suppliers andybts’
customers) — as well as the trust, joint actioexillility and transaction specific investments
associated with the relationship. Our study focueasboth sides (buyer and supplier) of the
relationship. By collecting data from both buyersi ssuppliers, we explore the differences between
their purchasing and sales strategies, i.e. whetheot a company in the buying position invests in
specific assets in order to achieve high performaifbis allows for the fine-tuning of researchhe t
field of relationship marketing, since most predatudies collected data from only one side of the
relationship.

A survey was conducted including 174 suppliers oftgd plants and flowers and 67 merchant
distributors in the Netherlands. The potted plard #ower industry was chosen because it is one of
the most important sectors in Dutch agribusinesth wales volume of over €4 billion in 2004,
accounting for over 70% of the total world trade filowers and plants (MINISTRY OF
AGRICULTURE, NATURE AND FOOD QUALITY, 2004).

THEORETICAL FRAMEWORK AND RESEARCH HYPOTHESES

In relationship marketing literature, the differeadn strategy adopted in a purchasing relationship
and a sales relationship are not so evident. Sargpdire sometimes overlooked in the assessment of a
company and its relationship, probably becaussetextion of suppliers is frequently consideredrat
operations level rather than at a strategic lemdlia very often based on who can deliver the prbdu
buyer wants at the lowest price. Nevertheless,awitlstrong relationships with suppliers, a company
may be placing itself in a very precarious and girdéle situation. Therefore, the elements of a
relationship must be better understood in the idiffeorientations, purchasing or sales.

In the framework for studying relationships, we dislee three most important elements of a long-
term relationship mentioned in literature: namelyst (ANDERSON; NARUS, 1990), transaction-
specific investments (WILLIAMSON, 1996) and collabtion (MORGAN and HUNT, 1994),
divided into joint action (ZAHEER; VENKATRAMAN, 199) and flexibility (NOORDEWIER et al.,
1990). In addition, we are interested in the impafcthe business networks companies maintain. A
network may help shape relationships because dsbifferent connected relationships together.
Relationships are connected in the sense thatidesisnade in a focal relationship are supported by
the valuable information provided by other relasioips (BLANKENBURG et al., 1999; BURT,
1997; GULATI, 1998; HAKANSSON; SNEHOTA, 1995). Geally speaking, firms are linked to
one another to create bonds that serve both adracdnt for getting things done and as a glue
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imposing order and meaning (GRANOVETTER, 1985)c8ino relationship exists in isolation, what
happens or is achieved in one relationship willaglsvrelate to what is happening in at least some
others (ANDERSON et al., 1994). For example, iipmier invests in developing a new product with
a specific buyer, they could successfully applyiinfation about the production and logistic procgsse
used in other connected relationships. The supplight also be able to use the same approach with
other buyers in other regions. The network can thesaid to possess informational advantages that
go beyond information exchange in Figure 1.

Hypotheses - The Impact of Network Information on the Buyer-supplier Relationship
Trust

The network in which a firm is embedded is likety dffer information that promotes trust in a
buyer-supplier relationship. Networks may influencast in three ways. First, the information
obtained through the network safeguards firms agapportunism and market uncertainties (UZZI,
1996). Network members diligently transmit informatabout unacceptable behavior, thus providing
a mechanism for monitoring potential opportunighehaviors. Network connections also foster
common beliefs and values among member firms, hggiti goal congruence and reducing the risk of
opportunism. Second, the social structure of thevord stimulates trust, because firms acting in a
positive atmosphere are more inclined to trust. Waetransaction is made with a firm of known
reputation and capabilities, there is an associateglication that social bonds will guard against
trouble (THORELLI, 1986). Third, network membersyract as a referral for a given counterpart,
since they might be dealing with the same counterf@URT, 1997). For instance, through
connections with colleagues, a supplier could obtaluable information by which the actions of a
buyer could be monitored, since the connected faradikely to be dealing with the same buyer.

Figure 1: Theoretical Framework

TSI

Transaction-specific investments (TSI) refer todlegree to which an asset cannot be redeployed to
alternative uses and by alternative users withaatifsce of productive value (WILLIAMSON, 1996).
Such investments go beyond the boundaries of the dnd are aimed at exploiting efficiencies of
coordination of activities between partners. Thengany's network will not blindly support
counterpart’s destructive actions, especially whbe counterpart’'s actions may compromise
economic investments or outcomes for everyoneemetwork. Moreover, even in cases where there
is general agreement within the network about thieality of such a destructive action, the fotiain
is likely to be cautious about how its response vgl perceived among members of a close-knit group
(GRANOVETTER, 1985). Without the network, firms wdlhardly be able to maintain an up-to-date
assessment of the integrity of a counterpart’©astand performance.



Collaboration

Information transmitted through the network encoesagyms to engage in joint action. Information
about sales conditions and process coordinatidheged outside a relationship may aid in the sglvin
of problems. Future plans and strategic decisiamshe based partially on information on trends and
product demands obtained from the network. Informmabbtained through the network cultivates
flexibility. Firms with access to information terid develop positive bilateral expectations of their
fellow network members, which makes them inclinecitlapt as circumstances change (in response
to, for instance, market fluctuations or shiftinguaterpart demands). The information represents a
guarantee that a relationship is subject to godab-fenodification if a particular practice proves
detrimental in the light of altered circumstancEexibility is an expected behavioral norm, which
establishes a positive attitude to adopt requestadjustment (MACNEIL, 1978). We expect that:

H1-H4: The more information a firm obtains from the network, the more the network will
encourage either tangible (e.g. transaction-spedaifiinvestments, H1), or intangible investments,
e.g. in terms of trust (H2), and collaborative behaor (joint action, H3 and flexibility, H4) in a
buyer-supplier relationship.

The Impact of Trust on the Buyer-supplier Relation$ip

Considering the benefits of trust, we posit a pasitausal path from trust to collaborative behavio
As discussed previously, trust not only offers biemefits of calculative economics but also the soft
side of affection and belief in partners and theusiey of an ongoing relationship. Joint actiongeof
advantages in problem solving and planning becpag@ers in a trusting buyer-supplier relationship
collectively have a greater store of knowledge, eelgmce and creativity to identify and solve
problems with as well as to establish effectivenplag. Once trust is established, firms learn that
coordinated, joint efforts lead to outcomes thateexd what the firm could achieve if it acted solaly
its own interest (ANDERSON; NARUS, 1990). This sesig that firms that trust one another will
exchange relevant, comprehensive, accurate andytimermation, thereby jointly contributing to
problem-solving and planning efforts (ZAND, 197R)the focal company trusts its partner, it will be
more willing to react flexibly to changing cond® or demands of the partner (MORGAN; HUNT,
1994). Trusting relationships are especially importin the ambiguous situations that often
characterize buyer-supplier relationships. If a pany feels that its partner’s behavior is in the
interest of the relationship as a whole, and nbt omthe interest of the partner, the flexibilitprm of
exchange will be high. According to Powell (1999)ist leads to a more rapid flow of information and
a high level of open communication. Trust creatgeiceived supportive climate that encourages a
firm to adapt as circumstances unfold (ANDERSON;RWUS, 1990). We then expect that:

H5-H6: The more the partners trust each other, thehigher the degree of collaborative
behavior will be in a buyer-supplier relationship.

The Impact of TSI and Flexibility on Joint Action

There might be two effects of TSI over joint actofkirstly, joint actions may serve to safeguard
high TSI. This is because joint actions create gdsufor bilateral governance in the relationship
(WILLIAMSON, 1996), which helps to reduce the opjmistic tendencies that erode the value of
specific assets. Secondly, joint action may fad#itcoordination of activities and resources indouy
supplier relationships. To some extent, almost &ny’s investment entails some specialized
knowledge that needs sophisticated coordinatioortefHeide and John’s (1990) study of equipment
manufacturers and suppliers provided empirical ewe@ for this notion. They found that higher TSI
of manufacturers was associated with increased jmiablem solving and planning as a way to
coordinate activities and resources in the relahgneffectively.



Flexibility is important for coping with the day-tay management of the ever changing
circumstances that any firm faces, consideringdtmplexity and risk of today’s production and
handling processes (e.g., perishable productang=inay set formal and rigid guidelines as to how a
problem should be solved, yet such rigidity redumesitivity in the teamwork (CALANTONE et al.,
1998). As problems emerge, it is the partners’ililidiky that fosters teamwork. This is because the
parties in a relationship that adopt the norm ekiflility favor joint action rather than individual
responses (MACNEIL, 1978). Since adjustments canebecuted to internal plans, planning is
continually attuned to trade conditions (e.g., wagyquantities from order to order) (MACNEIL,
1978). Although incomplete, plans remain importaetause they formulate common goals and lay
the foundation for the flexibility necessary fofarmulating plans in the future. Thus, we expeat:th

H7 and H8: The higher the degree of TSI (H7) and éxibility (H8), the higher the degree of
joint action there will be in a buyer-supplier relationship.

The Impact of Collaborative Behavior on Performance

Firms engaged in collaboration are likely to periowvell. Firms have various ways of measuring
high performance. In order to capture the effed¢tpeaformance better, previous studies adopted
measures of financial performance (e.g. profitgbiéind the sales growth rate) and one subjective
measure of performance (e.g. perceived satisfgctiBrevious research using these measures of
performance has found that firms perform well othiey engage in joint action with mutual interest in
finding ways to add value or save costs (MOHR; SREEN, 1994). When parties engage in joint
problem solving, mutually satisfactory solutiongptoblems are likely to be found, thereby enhancing
the success of the firm and the satisfaction irbinger-supplier relationship. In joint problem soly,

a firm often tries to persuade another to adopariqular solution to a situation of conflict. Tlees
persuasive attempts are generally more construdtiae the use of coercion or domination
(DEUTSCH, 1969). Joint planning reduces the riskieéxpected problems, in turn reducing the need
for a sophisticated monitoring apparatus. Sincer&tontingencies, and consequential duties and
responsibilities in a relationship, are made explit plansex ante the time and resources so often
spent on solving a conflict are reduced to a gesdént. Planning together with the counterpart
actually operates as an aid or frame of referendecan replace contracts, which are costly to write
and enforce. In addition, the flexibility of firmmay enhance their performance (CANNON et al.,
2000). Flexibility enables parties to adjust toleather’'s needs and requests. The establishment of
bilateral mode of governance, in the form of thexitbility of both parties to make adjustments, is
likely to increase the effectiveness and efficiemath which tasks are performed (LUSCH; BROWN,
1996). In a bilateral system, individual goals sgached through joint accomplishment, and concern
for the long-term benefits of the system servesefirain individual tendencies toward self-interest
(HEIDE, 1994), i.e., because the parties have Bedole incentive to maintain the buyer-supplier
relationship, the buyer and supplier engage inilflexbehaviors, and the resulting decision-making
tends to enhance performance. Thus, we expect that:

H9 and H10: The higher the collaborative behavior b the partners in a buyer-supplier
relationship, the better the performance of the fim.

It is important to stress that the development oélationship contains loops and is not always a
sequential process. The formulation of the hypasesattempts to build in some sequence and
causality based on the literature review discussetis section. Noteworthy, however, is that some
variables mutually affect each other. For examplepd performance might have a direct positive
effect on collaboration and trust. Moreover, momea and indirect relations between the concepts
might occur in practice. Thus, more collaboraticaynmfluence the level of trust and encourage firms
to seek more information through the network. Téeel of transaction-specific investment might
reduce flexibility by creating hold-up situatioffhese effects might come to the fore in our emgiliric
hypotheses testing. We will be watching carefutlyguch effects in our analysis.



RESEARCH DESIGN AND MEASURES

Study Domain

The Dutch Flower industry is the study domainslan industry that is continually growing and per
capita cut flower consumption in Europe averages®Bcompared to €21.40 in the United States. In
recent years, exports have increased dramatiddlhy. only have cut flower exports to European
countries increased, but a sharp increase is alderg to the large Russian market. Rail transggort
increasingly used over longer distances within Barolrhe estimated 9,000 suppliers achieve fast
growth in productivity due to improved greenhoudssiter cultivation methods, controlled lighting
and automation of vital processes to regulate ¢énand humidity. The buyers, generally called
merchant distributors, are firms such as wholesatash-and-carries and garden centers. Among the
estimated 1,200 merchant distributors concentraisomery much the watchword: the largest 4%
(those with sales totalling more than €12 milliaontrol nearly half of the purchases. Floriststase
dominant retailers in the industry, representingoddf the outlets, street sellers account for 25% of
outlets, followed by supermarkets. But in some ¢oes supermarkets account for the majority of
sales, for instance, 40% in the UK and up to 60%wiitzerland (PROFOUND, 2005).

The Netherlands is renowned for its auctions. @@86 of the trade between suppliers and buyers in
this sector is affected through the services of abetions (PROFOUND, 2005). The two largest,
namely Aalsmeer and Flora Holland, account for mbes 81% of the total trade between suppliers
and buyers. The auctions offer infrastructure fa trade in two distinct channels, namely fixe@gsin
and the auction clock. The Dutch auction clock exystworks via the price-reduction principle, in
which the price is adjusted downward until the prids sold to the first buyer to respond. Abou¥#5
of the potted plants and flowers are traded viaathetion clock. The present paper focuses on the
other channel, called *fixed lines’, which is gragivery quickly in the sector.

The fixed lines channel is expected to continugrtaw in the future, because the fixed lines present
advantages for both buyers and suppliers. Buyersaasured of the necessary quantity of potted
plants, delivered at the requested date, time dakand at a fixed price. Suppliers know the price
they will get, since it is negotiated in advancetHis way, they are no longer dependent on thiéauc
clock with its unpredictable prices and fluctuatmn/olumes.

Data Collection and Research Instrument

The data were collected in 2002. The Aalsmeer Auacpirovided a list of 600 supplier companies
and 350 buyer companies. The list was screenelimimate non-qualifying companies. The supplier
list was found to contain 32 non-eligible companjeg., foreign companies, liquidated companies
and duplicate addresses) and the buyer list 8 hgitble companies, which were excluded from the
final list. Our data collection effort yielded 2@0@sponses from supplier companies, of which 28 were
incomplete questionnaires and non-eligible commiigl% response rate). From the buyers, we
received 67 usable questionnaires (20% responsg watich is an acceptable sample for estimation
purpose (see HAIR et al.,, 1998, for sample size] Blalhotra et al., 1999, for a review on
methodological issues related to the marketingalitee). A standardized survey questionnaire (the
Florel questionnaire) was used, consisting of G&pded questions. For most of the items, Likert 7-
point response formats were used, and a limitedbeurof items were assessed with 2 to 5-point
response formats. The questions address the redatp between the respondent and a regular
counterpart via fixed line transactions. Prior tlaa collection the questionnaire was tested iase c
study design, including 5 supplier companies (B3employees) and 4 buyer companies (180 to 550
employees). The input from a panel composed oflfiaanembers and industry experts was also
particularly helpful in creating the different measment scales and individual items.



Research Measures and Data Analysis

The business networkconstruct refers to sets of connected relatiosshi@at are contingent
(informational benefits) upon each other and tn#itience a focal buyer-supplier relationship. The
business network then reflects the average streofigthe information obtained from the business
network. The measure for network connections wagldped based on Anderson et al. (1994), and
Blankenburg et al. (1999). To capture all the pigérsets of connected relationships, five network
subgroups were identified as located upstream {ispppliers such as young plants and seeds and
firms that supply fertilizers, chemical productsty vases, etc.) and downstream the supply chain
(other buyers e.g. wholesalers, flower exporteesheand-carries and garden centers, and buyers’
customers, such as supermarkets, flower shops bhalksalers abroad) and third parties (agents of the
auction who have closed ties with both supplierd bayers). The informational benefits of each
network subgroup refer to support in three areetting prices, quantities and qualities; coordimzti
production processes and logistic operations; areséeing possible future actions of the counterpar

Transaction-specific investmentgTSI) are defined as one party’s perception ofekient to which
an investment was made specifically for a traneacwith one or a limited number of companies.
Items about the Human and Physical TSI were includethe questionnairéduman TSI refers to
investments made in human resources, such adrstafhg, and other business practices specifically
intended for operating with the selected countérpBhis dimension was measured with a scale
containing three items adapted from Heide and J&@B80), and Bensaou and Venkatraman (1995).
The dimension ophysical TSI refers to investments in equipment, machinery getial docks and
wagons. A two-item scale measured this dimension.

Trust refers to the belief that the other partner isd@sbiand sincere and will not deliberately damage
the relationship. Trust reflects the expectaticat thegotiations will be fair and commitments wid b
sustained (ANDERSON; NARUS, 1990). Trust is capturetwo dimensions, interpersonal and inter-
organizational trustinterpersonal trust refers to the trust placed by the respondent éncibntact
person of the selected partner. It was measuret) wsifive-item scalelnter-organizational trust
refers to that trust placed in the organizatiothefselected partner. This dimension was assessied w
six items adapted from Zaheer et al. (1998).

Collaboration refers to situations in which partnework together to achieve mutual goals
(ANDERSON; NARUS, 1990; MORGAN; HUNT, 1994). The lladoration construct has two
dimensions: the norm of flexibility and joint aatioThe norm oflexibility is defined as the extent to
which a partner shows an accommodating responsehdnging circumstances (HEIDE, 1994).
Flexibility to make adjustments is measured by ¢hitems describing the partners’ expectations of
one anotherJoint action was calculated by measuring the degree of joeniuhg and joint problem
solving. Joint plannings defined as the extent to which future contingesycand consequential duties
and responsibilities in a relationship have beenemnexplicitex ante The four-item scale refers to
joint goal setting and making demand forecaststhage This is in line with Heide and John (1990).
Joint problem solving is defined as the extent toictv joint activities are organized to resolve
disagreements, technical failures and other unéggesstuations (LUSCH; BROWN, 1996). The four-
item scale was adopted from Heide and Miner (1992).

A multidimensional measure @erformance was used. Two measures of financial performance,
profitability and the sales growth rate, were cameli with one affective dimensioperceived
satisfaction This dimension is defined as the assessmenteofdspondent’s satisfaction: how well
the business relationship with the selected pardichieves the expectations. Perceived satisfaction
was measured by a six-item scale adapted from Beresad Venkatraman (1995), also used by Doney
and Cannon (1997), and Zaheer et al. (1998). Agpehgbrovides an overview of the items used in
the questionnaire.

We carefully checked the validity (discriminant,ngergent and content) and reliability using
Cronbach's alpha, composite reliability, and exedwariance of the measures and the sample’s non-
response bias. Appendix A shows that in all casemliach's alpha was sufficiently high ( > .7) to
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warrant confidence in the internal consistencyhef $cales. The correlations between the constructs
did not suggest problems of pairwise co-linearitycovariance that would preclude the use of all
constructs in one equation. Researchers commordyausut-off of 0.80 for correlations among
variables for dismissing multi-colinearity problefdALHOTRA, 1999). All correlation coefficients
are below .60, except for three correlations thlitodelow .78. The other validity and reliabilithecks
were also positive.

Different statistical methods were used to anatywedata. The bivariate procedures included one-
way ANOVA, the Kruskal-Wallis test, and the Speanmeank correlation. The multivariate
procedures included factor analysis and structeqation modeling in Lisrel 8.50. Structural
equation modeling is a powerful method for testtagsal models because it enables the simultaneous
evaluation of the individual paths constituting tmedel, total effects and how well the complete
model fits (HAIR et al. 1998). Two models were ested, one of the supplier sample, and another of
the buyer sample (Figures 2 and 3). The estimdbtiowed the one-step procedure taking all the
observed variables (the items in the questionn&replculate the latent variable (see Claro, 2664,
more details on the estimation procedure).

RESULTS

The characteristics of the companies that partieghan our survey show the representativeness of
our samples. Only 10% of the supplier and the begenpanies count more than 60 employees, and
50% have fewer than 15 employees. The sales diferbetween suppliers and buyers is apparent.
While 51% of the buyers record an annual salesmelin excess of €5 million, 42% of suppliers
make less than €800,000 annually. However, a ¢eds®f supplier size with the size of its selected
buyer turns up an interesting result. There isrgel@oncentration of suppliers dealing with relelyv
smaller buyers. Interestingly, a cross-tab of thgdb sample shows that the buyers also deal with
relatively smaller suppliers. Apparently, comparfiesl comfortable and therefore tend to engage in
long-term relationships with partners which reseathe company in size or are a little bit smaller.

The particular importance of these long-term relahips to the respondents is stressed by the fact
that the indicated length of the long-term relagiop with the selected partner in the supplier damp
averages more than 8 years (sd: 5.6) and in therlmample over 7 years (sd: 4.67). It ranges from 1
to 30 years in the supplier sample and from 2 tgedrs in the buyer sample. 79% of the buyers have
maintained this relationship for up to 10 yearsjlevklightly fewer suppliers (70%) report having
maintained a 10-year relationship.

We included a dependency variable in the questiomba assess the respondents’ perceptions of the
number of alternative counterparts in the markethke supplier sample, 62% of respondents perceive
that there are many alternative buyers in the ntatkecontrast with this, only 38% of the buyers
perceive that there are many alternative supplierthe market. This is in accordance with the
observation that, due to the specialization of plogted plant suppliers, buyers have only limited
alternatives. So, despite the fact that there eaaaymmore supplier companies than buyers, we can
speculate that suppliers are less dependent areléss fear of becoming locked into an unfavorable
counterpart relationship.



Figure 2: The Supplier Perspective
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Figure 2 shows the results of a constrained moti@uo theoretical framework, where the non-
significant paths of the estimated model (i.e.nfriousiness network to joint action and from trast t
joint action) are set at zero. Anderson and Gerlpir888) recommend this procedure and suggest a
chi-square difference test (CDT) for nested modelstest the null hypothesis (i.e., alternative
constrained model — theoretical model = 0). The ehpdesented in Figure 2 turned out to provide the
best fit of the observed correlations between thecepts. It shows that several paths are significan
and that the overall model fit is good. Furthermohe analysis of the total effects (i.e. the sdrthe
indirect and the direct effects of one constructaoother), shows that although there are no direct
paths estimated in Figure 2, indirect effects camrcdculated between the business network and trust
and between trust and joint action (for more detaliout the indirect effects, see Claro 2004).

Figure 3 shows the results of the structural eqnatnodel for the buyer sample. The overall
goodness of fit indices could not be calculatedh@ theoretical model because the model did not
converge after the iterations. We then tested alasimalternative model in which the composite
performance variable was replaced by the two mesaswf performance (growth rate and
profitability). As can be seen from the resultstlué alternative model in figure 3, several paths ar
significant and the overall model fit is good. Irder to provide greater confidence of the explayato
strength of the model in Figure 3, we tested oudeh@against an alternative constrained model (not
significant paths set to zero). After a CDT, thedelopresented in Figure 3 revealed to be more
parsimonious model than the alternative constramedel.

Figure 3: The Buyer Perspective
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¥2 = 64.47 (P>0.01) df=28; GFI=0.90; AGFI=0.78; RMS®07; NFI=0.76; NNFI=0.75

Table 1 provides an overview of the tests of thpdtiyeses. It clearly shows, that the information
that firms obtain from the network affects the ldegm buyer-supplier relationship. The network
encourages firms to invest in assets specificatbamh for transactions with a counterpart (H1).he t
supplier sample, we found that the network fosterst, whereas in the buyers’ sample the effect of
network information on trust is negative, contranyur hypothesis (H2), and what has been posited i
previous research. Furthermore, as hypothesizedygétwork exerts an indirect positive effect omfoi
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action and has a direct positive impact on flexipi(H3 and H4). Trust indirectly influences joint
action and directly impacts flexibility in a pos# way, as hypothesized (H5 and H6). As expected,
transaction-specific investment offers coordinat@ma further integration of activities and resosyce
which promotes joint problem solving and joint plarg (i.e., joint action, H6). According to the
argumentation of our hypothesis (H7) and previasearch (DYER; SINGH, 1998), the joint action
response also functions as a mechanism to safegamafidm against opportunistic behavior,
considering the vulnerable position of the invedion. The effect of flexibility was supported ihe
supplier sample. In contrast, there was no sigaiticeffect of flexibility on joint action in the lyar
sample (H8). In the supplier sample, there was mrising negative effect of joint action on
performance, while in the buyer sample, we foundt tfoint action positively influences the
profitability of the respondent firms (H9). Finalljor flexibility we found that it was negatively
related in the supplier sample arasgtively related to performance in the buyer sanpi10).

Table 1: Summary of the Tests of the Hypotheses

Hypotheses Supplier Sample Buyer Sample

Information obtained from the business network is
positively related to:
H1: Transaction-specific investments

Supported Supported

H2: Trust Supported

Negative significant effect

Indirect effect
Supported

Indirect effect
Supported

H3: Joint action
H4: Flexibility to make adjustments

The buyer-supplier relationship

H5: Trust is positively related to joint action

Significant indirect

Significant indirect

Impact impact
H6: Trust is positively related to flexibility Spprted Supported
H7: Transaction-specific investments are positively Supported Supported
related to joint action
H8: Flexibility is positively related to joint acin Supported Not supported
Impact of collaboration on performance
H9: Joint action is positively related to perforroan Negative Supported
significant effect
H10: Flexibility is positively related to performem Supported Not supported

a. Only profitability measure

DISCUSSION

Recently, scholars have suggested that to underfiiiiy the nature of a dyadic relationship, greate
attention must be paid to the network context.his study we drew on emerging perspectives on
interfirm governance and networks to develop artemal framework. In the estimated models, we
found several positive impacts of the informatiobtained from the business network on the
dimensions of a long-term buyer-supplier relatiogpsbuch as transaction specific investments, trust
and the norm of flexibility. Also, an indirect effie of the network was found on joint action.
Regarding performance, a collaborative, long-testationship appears to lead to success (both
operational and financial). The result of this egsh supports our rationale that the business mktwo
compensates for the information asymmetry assumedhnsaction cost economics. The monitoring
and enforcement of an agreement allows firms toeniovm market-based exchanges to collaborative
relationships without additional transaction costsloss of performance. A supplier or distributor
accesses information that reduces the informatgymanetry and allows for efficient collaboration.
The lack of information precludes the ability ofilan to foresee the future actions of a counterpart
Therefore, this study provides empirical evidenoecbnclude that business network information
enables trust, transaction specific investmentscafidboration, and, ultimately, performance.
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Although there are several similarities in our firgs, buyers and suppliers clearly show different
patterns in their approach to achieving performaffcere look at the positive signs in our equation
models we can conclude that, whereas the mostssfatbuyers tend to focus on the “hard”, tangible
approach (business network information, via tratmsacspecific investments and joint action to
financial performance, see Figure 4), the mostessfal suppliers tend to focus on the “soft” eletaen
— business network information to foster trust &i@norms of flexibility to tangible (financial) dn
intangible (perceived satisfaction) performance (Sigure 5).

Figure 4: The Buyer’s Approach to Performance

Business Tran;actlon specific J0|lnt Performance
network investment action

High performing buyers use network information ¢ster transaction-specific investments. Buyers
then engage in joint planning and joint problenvew to safeguard these investments. These large
companies are clearly not interested in the dagatp-operation of the supplier. If buyers are aciive
assessing information from the network, it is priigebecause they want to monitor the counterpart’s
willingness to develop or adapt its offerings toeithrequirements. Literature on purchasing
management emphasizes that few suppliers provieletéms critical to the success of the buyer’s
offerings. Failure in even one of these relatiopstdan be critical to a firm’s operation. Considgri
the situation that buyers have not many alternatieeget the specific potted plants, buyers who
follow the ‘hard’ approach are more likely to acleesuccess.

Conversely, Figure 5 shows the successful suppfeosft’ approach. The network plays a central
role here, because the suppliers use the informatidained in the network to build-up trust in the
relationship with the much larger buyer companylina with the framework of customer relationship
management (RIGBY et al., 2002), the successfyplgerg are flexible to accommodate to the wishes
of the buying counterpart. Suppliers that take éhsoft’ elements into account are likely to be
successful in a buyer-supplier relationship.

Figure 5: The Supplier's Approach to Performance

} Flexibility Performance

Limitations and Suggestions for Further Research

Business
network

The analysis presented in this paper should beiated in the light of some limitations, which lead
to suggestions for further research. Firstly, fgpdtheses-testing purposes, we decided to test our
framework in a particular (and homogeneous) contid Dutch potted plant and flower industry.
Restricting the context served the dual purposeoatrolling for extraneous sources of variation and
developing grounded measures. Therefore, cautiouldibe used in extrapolating our results to other
contexts. Secondly, the network effects focusetherinformation that firms obtain from the business
network. We encourage future research to furthptoe® network effect in terms of gaining control
and resources or finding opportunities. Thirdlye thsue of contracts or other formal documentation
was not considered in the theoretical frameworkabse the companies in our sample opt for private
order$”, we suggest that the role of contracts be consitier another business context (in terms of
contract law, letter of intent or other form of dogent). Fourthly, our results regarding the différe
performance strategies of buyers and suppliers ghatvthere is a perceived power balance when
dealing in fixed line transactions. Future studéé®uld carefully consider the concept of power
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balance and dependency when using our framewordthar industries. Finally, our study used a
cross-sectional design, thus preventing the ingastin of the dynamic effects. However, proof of
causal relationships requires a longitudinal redealesign, further work along this line is therefor
encouraged.

MANAGERIAL IMPLICATIONS

The implications of our study are best viewed witthie context of the trend toward close, long-term
relationships. Quite often the social capital tlsanhherent to such close relationships is consdler
desirable goal. We therefore started our articlasking ourselveds there any difference between the
relationship strategy employed by suppliers andesfIn other words: should purchasing managers
concentrate on the social elements associatedtgthelationship or is it better for sales managers
concentrate on those elements?

Based on our results, we advise managers to becaertjous is finding the optimal balance between
human, social and structural resources. The bastufate in our work is that a firm may coordinate
relationships with a counterpart by means of coltabion and, especially suppliers, by trust and the
norm of flexibility; and especially buyers, by teattion-specific investments. However, this is not
always desirable. In our focal industry, buyers anppliers have looked for channels to reduce price
and the unpredictability of volume and moreoverdduce bottlenecks in delivery. Successful buyer
and supplier companies have clearly opted for miffestrategies in this situation. Whereas thedhar
tangible approach provided the best results foels)yit was the ‘soft’ intangible approach thaned
out to be the best approach for the suppliers, pg on the differences in their business contexts
So, although we can point at a number of advantégesirms to set up close relationships with
counterparts, building relationships and network®ives investment of time and resources that might
outweigh the benefits. For instance, given thescassociated with the shift away from spot-market
exchange (e.g., the auction clock), the investroests to obtain the social capital included inragto
term buyer-supplier relationship, might be detritagério performance. Managers may use these
findings to check the adequacy of their businessvaor&s and their approach to relationship
marketing. At the very least, our study should sas a cautionary example about the conditions that
evoke the need to craft and manage collaboratwg-term relationships and networks.

Artigo recebido em 29.10.2004. Aprovado em 11.053%)

NOTE

! After face-to-face interviews conducted before dhantitative phase, we found that rarely did sieppland buyers of this
Dutch Flower Sector enforce contracts. In ordecaatrol, we added in the questionnaire a questiorterning the use of
contracts. Only two suppliers of the 174 have lggahforced a contract over the past 5 years imwtcof law. This
confirmed that the studied relationship has ailat basis and opt for private order as suggest¥dlliamson (1996).
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APPENDIX A - THE FLOREL QUESTIONNAIRE

This appendix reports the items used in the quasdioes for respondents from the buyer companies
and the supplier companies (between brackets).dRdgpts were asked to select a regular counterpart
via fixed-line channel, we report the type of ssalsed and the Cronbach’s alpha for the buyer and
supplier companies.

Business Network(5 different subgroups with 5 information benefitspoint Likert scale, “not at all’-“very
much”)

- First-tier suppliers network subgrougupplier sample. = .89; buyer sample = .97

We get information from first-tier suppliers, whisbpports us:
in defining prices of products for the selecteddsuisupplier).
in defining quantities of products to sell to tledested buyer (supplier).
with the logistic operations of products that wi tsethe selected buyer (supplier).
with the production process of the products thaseleto the selected buyer (supplier).
to foresee future actions of the selected buyerp(ger).

arLONE

- Other suppliers network subgrougypplier sample. = .81; buyer sample = .93
We get information from other suppliers, which soig us:
6. in defining prices of products for the selectedéaufgupplier).
7. in defining quantities of products to sell to tledested buyer (supplier).
8. with the logistic operations of products that wi tethe selected buyer (supplier).
9. with the production process of the products thaselkto the selected buyer (supplier).
10. to foresee future actions of the selected buyeypger).

- Other buyers network subgrougupplier sample. = .84; buyer sample = .93
We get information from other buyers, which suppars:
11. in defining prices of products for the selecteddsuigupplier).
12. in defining quantities of products to sell to tledested buyer (supplier).
13. with the logistic operations of products that wi tsethe selected buyer (supplier).
14. with the production process of the products thaseleto the selected buyer (supplier).
15. to foresee future actions of the selected buyeypger).

- Buyer’s customers network subgroappplier sample. = .95; buyer sample = .92
We get information from buyer’s customers, whicppurts us:
16. in defining prices of products for the selecteddsuigupplier).
17. in defining quantities of products to sell to tiedested buyer (supplier).
18. with the logistic operations of products that wi tsethe selected buyer (supplier).
19. with the production process of the products thaselkto the selected buyer (supplier).
20. to foresee future actions of the selected buyepp(ger).

- Auction agents network subgrqugupplier sample. = .91; buyer sample = .92
We get information from agents of the cooperativieich supports us:
21. in defining prices of products for the selectedéauigupplier).
22. in defining quantities of products to sell to tledested buyer (supplier).
23. with the logistic operations of products that wi tethe selected buyer (supplier).
24. with the production process of the products thaselkto the selected buyer (supplier).
25. to foresee future actions of the selected buyepp(ger).

Physical transaction specificity(7-point Likert scale, “not true at all’—“totallyue”)

supplier sample. = .79; buyer sample = .80

1.In our company, we have made significant investsiamtleliver products to the selected buyer (seppli

2.We have made significant investments to handlenatly the products that are ordered by the sedecte
buyer (supplier)

Human transaction specificity (7- point Likert scale, “not true at all’—“totaltyue”)
supplier sample. = .68; buyer sample = .83
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1.We have invested time and efforts to learn abaeibtisiness practices of the selected buyer (supplie

2.If we switch to another buyer (supplier) we wouddé a lot of investments that we have made tdcéie
selected buyer (supplier).

3. If we decided to stop working with this buyer (slipp), we would be wasting a lot of knowledge retiag
the buyer (supplier)’'s method of operation.

Interpersonal trust (7-point Likert scale, “not true at all"-“totaltyue”)

supplier sample. = .75; buyer sample = .79

1. Our company's contact person (purchasing agentalesys been evenhanded in negotiations with us.

2. In our company, we have faith in the contact peitsolook out for our interests even when it is otb
do so.

3. Our company’s contact person is trustworthy.

4. In our company, we have faith in the contact petsolwok out for our interests even when it is jost
do so.

5. In our company, we would feel a sense of betrdythlei contact person’s performance would be belgw m
expectations(dropped after validation procedure)

Inter-organizational trust (7-point Likert scale, “not true at all’-“totaltlyue”)

supplier sample. = .83; buyer sample = .78

1.We expect this buyer (supplier) to be working withfor a long time.

2.The selected buyer (supplier) has always been ewetgd in his negotiations with us.

3.The selected buyer (supplier) may use opportunitias arise to profit at our expense. (Reversetesca
(item dropped)

4.Based on experience, we can with complete confieleety on the selected buyer (supplier) to keep
promises made to us.

5.We are hesitant to transact with the selected b(s@pplier) when the order specifications are vague
(Reversed scalejt¢m dropped)

6.The selected buyer (supplier) is trustworthy.

Joint action (7-point Likert scale, “not at all"-"very much”)

- Joint planningsupplier sample. = .70; buyer sample = .85

1.0ur company plans volume demands for the next asasgether with this buyer (supplier).

2.0ur company plans the new products and varietiesadds for the next seasons together with this buyer
(supplier).

3.This buyer (supplier) provides us with sale foréséar the products our company sells to them.

4.0ur company shares long-term plans of our produittsthis buyer (supplier).

- Joint problem solvingsupplier sample. = .87; buyer sample = .89

1.This buyer (supplier) and our company deal withbfgms that arise in the course of the relationship
together.

2.This buyer (supplier) and our company do not minthg each other favors.

3.In most aspects of the relationship with this bufgrmpplier), the responsibility for getting thindene is
shared.

4.This buyer (supplier) and our company are commitbeidhprovements that may benefit the relationstsp
a whole.

Flexibility to make adjustments (7-point Likert scale, “not at all"-"“very much”)

supplier sample. = .60; buyer sample = .70

1.0ur company is flexible in response to changebémrélationship with this buyer (supplier).

2.This buyer (supplier) makes adjustments to mairtarelationship with our company.

3.When some unexpected situation arises, this bsygplier) and our company work out a new deal.

Performance

- Perceived satisfactio(v-point Likert scale, “very unsatisfied"-"verytssdied”)

supplier sample. = .86; buyer sample = .91

Indicate how satisfied you are with the followingpacts of the relationship with the selected bsygmglier)
over the last 12 months:

The order frequency over the year. (Continuous Igupger the year).

Quantities of products per order. (Offered assantroéproducts).

Communication quality with people of the selectegdy (supplier).

Prices paid by this buyer for our products. (Priethis supplier’s products.)

Quality of their purchasing department. (Qualityttas supplier’s products.)

aprLONE

17



6. The way in which problems are solved

- Growth rate(single item)

1. What was the development of your total salesmel over the last three years?

- Profitability (single item; 7-point Likert scale, “not at allseved”"totally achieved”)
1. To what extent did you achieve the expectedtatafity with your pot plant business?
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