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ABSTRACT

The development of research explaining the structure and operations of interfirm relations and networksin
marketing channels and business markets is described. The focus is on the main contributors and research
themes that have underpinned the development of marketing thought in this area since the beginning of the
20™ century. 1 show how ideas have been borrowed from other disciplines such as economics and the
behaviora sciences to inform research and develop marketing theory and how different but overlapping
research traditions emerged in North American, Europe and Australasia. A broad picture is painted of the
intellectud higtory regarding the subject of interfirm networks, rather than a detailed exposition of particular
theories or contributions. Thisis followed by a state of knowledge assessment in terms of five fundamenta
explanandaidentified at the outset of the article. | conclude by discussing some of the main research issues

chdlenging researchersin the next millennium.

Keywords: History of thought, Marketing Channels, Didtribution, Business Networks, Inter-firm Relations,

Marketing Theory



BIOGRAPHY

lan Wilkinson is Professor of Marketing at the University of New South Waes. Prior to returning to
UNSW in 2001 he was the Foundation Professor of Marketing at the University of Western Sydney. He
was educated in the UK and Austrdia and was awarded the first PhD in Marketing at UNSW in 1973. He
has held academic podts a various American, European aswell as Audrdian universitiesincluding:
Univerdity of Bath, Universty of Cdiforniaat Berkdey, University of Cincinnati, Lancaster University,
Stockholm Schoal of Economics, Temple University and the University of International Business and
Economics, Beijing. He has published three books and over 100 research papers and he is amember of
the editoria review board of anumber of internationd journds. The focus of his research and teaching isin
the areas of interfirm relations and networks, international marketing, marketing theory and marketing

dynamics.

History of Network Thinking page 2



MANAGEMENT AND POLICY IMPLICATIONS
Competition today is increasingly being portrayed as competition among business networks rather than
individud firms. Frms specidise in performing some activities and depend on others for other activities,
including suppliers, digtributors, service providers, customers, and those providing complementary
products. For management the key issues are what activitiesit is going to do itsef and what it is going to
rely on othersto do i.e the make or buy decison, and how it is going to develop and manage its relations
with other firms on whom it depends for various products and services.  For governments the issue is how
to assg in the development of internationaly competitive business networks that will contribute to the
economic development of the nation and that will provide people with desired goods and servicesin an
effective and efficient manner.
These issues are not new and, in one form or another, have been the subject of much research and theory
development over the yearsin marketing and alied disciplines. This article reviews the development of
thinking related to these issues since the beginning of the 20™ Century, focusing attention on five
fundamenta questions or explananda. It identifies the main economic principles that affect the specidization
of firmsin different activities and the emergence of marketing intermediaries. 1t dso shows how various
condraints, epecialy the problem of managing relations between firms, affect the structure of business
networks and marketing channels that develop over time. This understanding provides a basis for
management and policy makers decisons regarding participation in and regulation of business networks
and will assg them in anayzing the advantages and disadvantages of various network and relationship
Srategies that are currently in vogue, such as outsourcing, relationship marketing, partnering, supply chain
management, network organization. It dso reveds the limits of our understanding and the problems and

issues we must address in the future.
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“The further backward you can look, the farther forward you are likely to see”

Winston Churchill

Introduction
The study of interfirm relations and networks can be traced to early civilizations, as people tried to
understand the emergence of various indtitutiond arrangements associated with the buying and sdlling of
products and services, including the emergence of markets, retail and wholesde ingtitutions, internationa
trading systems and the like (e.g. Dixon 1982, 1984, 1991). The purpose of thisarticleisto put into
perspective the study of one aspect of marketing by tracing its historical development in the twentieth
century. Thetiming is appropriate: as we commence the 21% century we can reflect back on the 20" and
see what we have learned.
| take abroad view of the field of interfirm relations and networks. It is meant to include theories or
concepts developed to help explain why systems of interrelated firms and other organizations arise to carry
out production and marketing work. In the marketing discipline thisincludes the study of: marketing and
digtribution channds in domestic and international markets, supply chains, business to business markets and
the nature and role of relations between buyers and sdllers; and indtitutiona studies of intermediaries such as
retailers and wholesders. Each of these areas draws heavily on research from other disciplines including

economics, geography, sociology, politics, psychology, socid psychology and law.

Why Study History?
There are many reasons for sudying history. Asthe Churchill quote at the beginning of this article suggests,
history can teach us about the future. In terms of our understanding of business networks this means that

insights into current problems and issues can be found by examining earlier work. In his article for the 60"
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anniversary issue of the Journal of Marketing George Day summarised the role of the study of higtory this
way:

“Higtories serve many functions. They reved our origins, celebrate our successes, and remind us of our
debts to our intellectua ancestors. A history also helpsinterpret the past by identifying the reasons for

important trangtions” (p 14)

The history of thought to be described reveds the way our ideas have developed over the last century and
reveals something of the sociology of science and knowledge development. It shows how earlier scholars
sometimes addressed issues that could only later be taken up and developed, as methodologies improved
and complementary aress of theorizing emerged permitting afuller redization of the earlier ideas. We see
how the practice of science isinfluenced by the timing of the introduction of idess, the nature of the
environment of ideas and theories into which anew theory or ingght isborne. History mattersin the sense
that theory development is path dependent: the emergence of particular scholars and idess at particular
times and places shape future research and theory development. We will see the way economic ideas
dominated early theory development and how this gave way to the introduction of theories from other socid
sciences as they developed — beginning in particular with the work of Wroe Alderson and his colleagues.
Later, the empirica revolution shaped the way research on the behaviord dimensions of interfirm relations
developed. Ladtly, we see how theway a question isinitidly framed and the initid focus of interest can
entrain a particular path of development — asin the focus on power and conflict in the sudy of behaviora

dimengions of interfirm reations.

A find reason for sudying the history of thought is that many scholars today do not have the time or

inclination to delve into history to discover and read the origind formulation of concepts and theories. This
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can lead to an unfortunately narrow and biased view of the nature and sources of idess. It can lead to
misunderstandings and misinterpretations of the origina concepts and even to mistakes that could have been
avoided had earlier contributions been better understood. One example of thisis work on the economic
principles underlying the existence of channd intermediaries and the nature and role of diseconomies of
scae that led to a misrepresentation of earlier economic principles (see section on economic principles and

network structure).

Scope and Organisation

This article goes some way to providing a broader historical backdrop to the study of channels and business
networks. Having said this, it should be noted that thereisavast and growing literature in thisareaand it is
impossiblein one article to do judtice to al the various contributions. But thisis not my purpose. The
purpose here isto describe the broader intellectua pathways that have led us to where we are today, or
what may be described as“Big Higtory” (Chrigtian 1991). It is not meant to be acomplete history of the
development of marketing thought like the work of Robert Bartels (1962) but one focused on a particular
agpect of marketing theory. The history described necessarily reflects a persond view of the important
events, concepts and people that have shaped our thinking, based on my own research and teaching in the
areain Audrdia, Europe and the USA. It isthus aWestern view of intellectual development in the area
based on publications in English. Some of the people and concepts are well known and accepted, others
lesswell known, even though their ideas, | contend, underpin more familiar theories and gpproaches. | am
sure some will fed that important sub-themes and people are Ieft out or not given sufficient prominencein
the history described and that others (such as my own effortsl) are over-represented. Thisis perhaps

inevitable in a subject as broad as this covering such along period.
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The articleis organized asfollows. Firdt, the fundamenta research questions concerning business networks
arediscussed. The history of thinking and research in the areais then described in terms of various evolving
and interconnected streams of research, beginning with the work of early economic and socid theorigtsin
thefirg haf of the twentieth century. From then on the hitory is organized, for convenience, primarily by

decade but it islinked aso to key contributions and trangition points in thinking and research.

In terms of number of publications most research in the area has taken place in Americabut in thisreview |
include sections on European and Australasian contributions. Thisis done for the following reasons. Firdt,
important contributions and different gpproaches have emerged e sewhere which have not been fully
represented in American publications. Second, by considering the work going on in other parts of the
world we gain a better appreciation of how ideas develop in part in response to local contexts and
opportunities. Of course, the focus on Australasian and European contributions aso reflects my own
interest and involvement in this area of research. Findly, because this article is being published in the
Audradasan Marketing Journd, it is appropriate to summarise the development of research in this part of

the world.

After describing the patterns of development of ideas | return to the fundamentd research questions and
congder how far we have progressed. Thisleads on to afind section in which some potentia areasfor

future research are discussed.

The Explananda

Marketing channels or business networks refer to the interdependent systems of organisations and relations

that areinvolved in carrying out al the production and marketing activitiesinvolved in cregting and delivering
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vaue in the form of products and services to intermediate and final customers - what is now coming to be
referred to avalue chains, systems or networks. There are at least five fundamenta research questions
concerning the structure and operation of such networks:
Why are networks structured the way they are? This includes the reasons for particular types of
organizations existing at different times and places, the reasons for activities being divided up among
them and the nature of the relations or connections among the organizations and activities.
To what extent and how are the activities of different organizationsin a network coordinated,
managed and controlled?
How and why does the structure and coordination of a network change over time, i.e. how does it
develop and evolve?
How do we identify and create optima or better performing networks?
How do (and should) individua organizationsin a network ded with their rdations with othersin the

network?

The Founding Fathersand Mothers. 1900 — 1950s

The beginning of systematic theories of the structure and coordination of business networksin the 20"
Century may be traced to the early inditutional economists who contributed some of the basic concepts and
principles that have become the foundeation for later research. | have selected three that | believe have

been particularly influentia i.e. John Commons, Joseph Schumpeter and Ronald Coase'.

John Commons, combined ideas from law, economics and psychology in his 1934 book Institutional

Economics, which was further developed in The Economics of Collective Action published in 1950 after
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his death. Commons focused attention on transactions as the basic unit of andysis and on the processes
involved. He identified three different types of transactions: @) bargaining transactions, involving the transfer
of property rights; b) managerid transactions between superior and subordinates, and ) rationing
transactions, involving primarily government distribution of burdens (e.g. taxes) and benefits (e.g. budgets)
among people. He showed how collective economic organization, i.e. economic ingitutions, arises and
evolves to manage the inherent conflicts of interests among individuas and how collective organization isin
control of individua action in that it both congrains and enablesit. Thisbasicideaisto find its expresson
again in the 1980s and 1990sin discussions of network strategy and the concept of network position. He
aso distinguished between strategic transactions that dter the nature of agreements and shape subsequent

routine transactions.

His work made important contributions to the conceptudization of market exchange and to the role of
behaviora and economic dimensions. His process oriented and dynamic theory of collective organization
influenced Wroe Alderson’ s conceptudization of market transactions and organized behavior systems (see
below) aswell as more recent attempts to model the dynamics of organization and network structures?
Joseph Schumpeter (1939, 1947) dso focused on processes underlying industrial organization and its
evolution. He showed how the struggle for survival among different types of organizations and networks,
competing to serve the needs of society, shape the evolution of indugtria structure. According to
Schumpeter, inditutiond change stems from a process of innovative competition, rather than the more
limited concept of price competition. Organizations and business networks adapt to changing conditions
and new technologiesin their attempts to carve out a place for themsalvesin the business sysem. Hisidess

provide the basis for many concepts commonly used in marketing such as differentid advantage, innovative
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competition and vaue ddivery systems and influenced more recent attempts to develop computer-based

models of industria organization (e.g. Nelson and Winter 1982, Arthur et d 1997).

The third mgjor figure of thistime is Ronad Coase (1937), who introduced the concept of transaction
costs, which eventudly led to the award of aNobe Prizein Economics. His work represents a further
development in the conceptudization of exchange and in particular the costs of reaching agreements as well
as coordinating, controlling and implementing them. Coase addressed the issue of why firms exist instead
of asystem of market transactions linking individual economic actors. Being an economist he begins with
the premise that “first there were markets’ and then seeks to understand why firmsexist. In marketing we
tend to put the problem around the other way. We start with afirm and seek to explain why it delegates or
outsources various activities rather than doing them itself. It isthe same problem. Coase'swork has been
developed sgnificantly in more recent times by Oliver Williamson in ways that have had a profound
influence on marketing theories of business networks as well as economic theory generaly aswill be

discussed in alater section.
Economic Principles and Network Structure

In addition to these more generd concepts regarding the structure and coordination of business networks,
various economic principles were being developed in the first half of the 20" century that contributed to our
understanding of intermediaries and network structure. The main ones are listed in Table 1.

Insert Table 1 about here

Marshdl in his Principles of Economics (1889) and Industry and Trade (1919) considered some of the
efficiencies that arise from large-scae production, and how the efficiencies of intermediaries, such as

wholesalers and retailers, arise because they perform marketing activities on alarger scade. Also, the
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problem of finding more efficient ways of marketing at a distance was seen asamgor concern, an issue that

was to become an important focus of attention in marketing in the study of distribution systems.

Shove (1930) extended the analysis of distance and costs and showed how geographic distance and the
associated increases in trangport codts per unit sold limited the market reach of afirm. The result was that
firms were congtrained as to the efficiencies they could gain in production and other tasks. This concept
was later extended to include psychological distance resulting in increased communication costs per unit
sold as more “distant” customers need to be identified and attracted (e.g. Alderson 1957, Hallen and

Wiedersheim-Paul 1979).

Robinson (1931) provided a more systematic account of the role of economies of specidization and scae
effects in shaping the pattern of specidization among firms. He showed how external economies arise from
relying on other firmsto perform certain activities because of the scale efficiencies they can gain that are not

avallable to the firms usng their services.

Sergeant Horence (1933) further developed the principles underlying scale economies, noting that many
different types of scales exig, including plant, establishment, enterprise, and transaction. Different scales
and sources of efficiencies are associated with the performance of different kinds of activity. Heidentified
three important principles: the principle of multiples, bulk transactions and massed reserves. The principle
of multiples refers to the lumpiness of factor inputs, such as machines, land and workers, that operate most
efficiently a different scdes that do not necessarily coincide. Asafirm expandsit is better able to match
the scales of different operations and minimize dack or over use through the principle of the highest
common factor. The principle of bulk transactions concerns the efficiencies arising from larger scale

transactions, such as larger scale purchases, shipments, communication, and negotiations, through the use of
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specidized inputs, fuller use of fixed inputs and set up costs, including transport links, rail cars, trucks,
drivers, sdes personnd and credit arrangements. Efficiencies here dso result from engineering and design
principles, which mean that some dimensions of activities and resource inputs increase a a fagter rate than
others eg. area versus volume. The principle of massed reserves shows how inventory codts as a percent
of total costs decrease with increased sales because fluctuations in demand are more likely to cancel each
other out as there are more customers. This principle is the same in essence asthat of pooled uncertainty
proposed by Stigler (1946) and concerns the gains from spreading or pooling of uncertain events over a

larger st. It isthe principle that underlies insurance and sampling theory.

Lady Margaret Hall (1949), in her study of digtribution, introduced the principle of minimized total
transactions, that is directly linked to the existence of marketing intermediaries. She showed how the
introduction of retailers and wholesders reduces the total number of transactions required to link a number
of sdlersto anumber of buyers. This principle has been generaized to al types of marketing activities
including communication, trangport, payment and contract negotiations and results in the familiar diagrams

used in marketing textbooks to demondrate the efficiency of intermediaries.,

The economies of specidization are only potentia economies, as FHlorence noted. This means that activities
have to be undertaken at appropriate scaes but other required activities and the Size of the firm limit the
firm's ability smultaneoudy achieve dl types of efficiencies. These condraints were darified by Stigler
(1951) in hiswel known paper: “The divison of labor islimited by the Sze of the market.” Inthishe
examines the average cost curves for different types of activities of afirm and showed how increasing cost
activities condrain the ability of afirm to achieve savingsin other activities. Stigler did not provide many

examples of increasing cost activities, as his focus was more on production activities. But marketing (as
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well as management) activities are examples of increasing cost activities, as Shove had dready pointed out,
and they include increasing transport and communication costs necessary to reach more physicaly and
psychologica distant customers. Increasing costs per unit sold occurs even though the costs per unit
transported or communicated are faling. This digtinction between the scale of an activity and that of the
firm has caused some confusion in marketing as increasing costs activities have been presented as
inefficiencies leading to diseconomies of scde. These “inefficiencies,” it is Sometimes argued, cause firmsto
spin-off such functionsto smaller more efficient specidigts (e.g. Mdlen 1973). The correct interpretation is
that, as firms undertake more transport and communication activities they become more efficient due to the
various types of scale economies described. But the increasing distance to markets leads to average costs
per unit sold eventudly rising. If it wasjugt a matter of remaining “smal” to be efficient in performing these
activities afirm could duplicate a number of small departments or establishmentsitsdf. But the “smdler”
specidigt is actualy operating at alarger scale, or rather scope, for particular activities by combining the

work of severd firms—just like any specidist®

Thefocus on different types of activities and variations in the efficient scales of operation for them led
Boulding (1953) to propose a generd theory of growth that he termed the principle of non proportional
change. The different parts of a system do not grow at the same rate as the growth of the overdl system,
resulting in tensons among the efficient operation of different parts. A amilar principleisreflected in
Penrose’'s (1959) theory of the growth of the firm, which has become an important foundetion for the
theory of economic organizetion. The conflict among efficient scales of operation for different activities can
be handled in part by the outsourcing activities to specidists that perform smilar activities on behdf of a

number of firms and gain efficiencies through the aforementioned economic principles. Asaresult of this
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divison of labor between firms externa economies are gained and an economic explanation for network

sructure is provided in terms of codt efficiencies.
Early Marketing Theorists

So far the contributions described have been from economists, but there were important contributions made
by marketing scholarsin the first half of the 20" century in describing and explaining the structure of channd
networks. Some of the main contributors are listed in Table 2.

Insert Table 2 about here

Early descriptions of marketing ingtitutions and their functions — the so-cdlled ingtitutional and functiond
gpproaches to marketing were largely atheoretica enumerations and classfications. But there were some

notable exceptions.

An early pioneer was Macklin who in 1921 published abook on Efficient Marketing for Agriculture that
includes discussions of the rationae underlying the structure of marketing systems in terms of interrelated
systems of local organizations federated into one or more central organizations* He stressed the
importance of the working relations between farmers and locad middlemen and between different levels of
middlemen in bringing about successful and efficient marketing.  His work can be seen as the forerunner of
work on marketing and economic development and the way the development of marketing inditutions
linked local marketsinto larger scae markets that permitted the process of economic specidization and
innovation to be supported. Thisisaccomplished by providing outlets for the resulting products and
sarvices aswell asincentives to develop and innovate because of the different types of products and
services made available through these linked markets (e.g. Moyer and Hollander 1968, Sater 1968).

Macklin dso discussed marketing activities in terms of assembling, grading, Sandardizing and distributing,
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which are forerunners of the collecting, sorting and dispersing concepts developed later by Vaile, Grether

and Cox and Alderson, as discussed below.

Ancther early pioneer was Ralph Breyer (1924) who, in an early text The Marketing Institution
incorporated ideas from psychology and socia psychology and tried to develop aholistic view of
marketing. He introduced the idea of marketing flows, portraying marketing structures in terms of the flow
of eectric current through networks of wires when connections are made. A long serving faculty member at
the Wharton Schoal a the University of Pennsylvania, his main contribution wasin terms of providing a
systems oriented gpproach to depicting, conceptuaizing and quantifying channdsin order to aid channd
control and improve efficiency. He distinguished business unit channels, enterprise channels, business type
channels and channel groupsin terms of the level of aggregation of the business actor involved, which
helped darify andyss. He aso attempted to develop a more systematic analysis of channel cogts (Breyer

1949).

Relly (1931) examined some of the factors governing the spatiad structure of channd networksin his theory
of retall gravitation. He drew on centrd place theory from economic geography and showed how
intermediate-trading communities devel oped between larger towns according to empirica attraction rules.

Thiswas the forerunner of later work on market areas and spatial patterns of trade and marketing.

A magor study of distribution was conducted by Stewart, Dewhurst and Field (1939) entitled Does
Distribution Cost Too Much? They attempted a systematic evauation of the cogts of digtribution in the
US, “under greet difficulties a atime when dtatistics were scarce and when intellectua concepts concerning
distribution were confused and uncertain” (Cox et a 1965, p 7). Their sudy was not equaed until 1965

when Cox and his colleagues produced their study (see below).
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In the late 40s and 50s there was increasing dissatisfaction with the state of theorizing in marketing, which
was firgt articulated by Alderson and Cox in their 1948 article in the Journal of Marketing. They
proposed various ways in which marketing theory could be advanced, including making use of ideas from
indtitutional economics, geography and other behaviora sciences. This set the scene for many of the

devel opments that took place in the next decade or so centered to alarge extent on the work of Wroe
Alderson and his colleagues at Whartor?. The contributions of Alderson are considered in the next section.
For the remainder of this section | review important contributions by marketing scholars emerging in the

1950s.

McGarry (1951) offered a classification of generic marketing functions, which went beyond the more
descriptive accounts. In particular, he proposed a contactud function, by which firms develop and maintain
webs of relaions with other firms that lead to system flexibility and adaptability. He aso noted that the
Initiative in organizing interfirm networks could come from various locations, including both producer and
consumer ends of the channel. Thiswas one of the first attempts to depict channel structure as complex
adaptive networks co-produced by the organizations involved and not necessarily dictated by one
organization or channd captain. McVey (1960) further emphasized the point that channel networks were
not necessarily under the control of one type of organization and that organizations often face very limited
choicesin “desgning” the channdsfor their products or services. Their work, dong with Alderson’s
contributions discussed in the next section, herald the beginning of a greater focus of atention on issues of
channel management and control — issues that were to become an increasing focus of attention towards the

end of the 1960s.
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A neglected but important classic was abook published in 1952 by Vaile, Grether and Cox entitled
Marketing in the American Economy. This combined the thinking of many scholarsto develop a
framework for andyzing the marketing system of a society, including the complex structure of linked
indtitutions making up production and distribution systems. The book begins with a chapter on the
“complexities of breskfagt,” that shows the complex systems of organizations and transactions involved in
bringing together the assortment of goods and services required to enjoy breskfast in an American
household of thetime. The work of marketing was characterized in terms of collecting, sorting and
dispersang and marketing flows, and some of the principles governing the emergence of intermediaries and
other forms of marketing organization were described. The spatia structure of channd networks aswell as

the divison of work among different types of organizations was considered.

An dternative conceptualization of the marketing system was proposed by Duddy and Revzan (1953).
Ther holistic-institutional approach isan early attempt to incorporate system theory notionsinto the
andysis of marketing structures. Unfortunately, their work tends to be overlooked by later scholars
because the term ingtitution became associated with the more narrow and sterile approach of describing
types of marketing organizations and their functions— the Inditutional School. Also, their theoretica
contribution was buried in an gppendix to an otherwise more traditional marketing textbook of itstime,
which did not help its promotion. Systems theory ideas and functionaism in the deeper sociologica sense

were to find expresson in the work of Wroe Alderson and later scholars.

The first comprehensive in-depth study of a business network was undertaken in the 1950s (Cox and
Goodman, 1956). Itsam was to map out and anayse the patterns of transactions and organizations

involved in supplying the goods and services needed for building a house in Philaddphia A massve amount
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of data was collected tracing the origins of the materids back through multiple transactions and
organizations to the origina sources of supply, such asto the timber in aforest or to the minerdsin amine.
Only asmdl taste of the output was provided in the article. The type of data gathered would be capable
now of amuch more thorough and sophigticated analys's, given the advances that have been made sincein
the computer andysis of network data. It is unlikely that such a study will ever be carried out again and it is

apity that the data gathered appears to be no longer in existence.

In the same year that the Philadel phia housebuilding study was published, Leo Aspinwall (1956) proposed
asystematic means of classifying goods in terms of factors affecting the most appropriate and economical
means of promoting and distributing them. He identified five important attributes i.e. replacement rate, gross
margin, adjustment (services to tailoring a product to the specific needs of customers), time of consumption
(durability) and searching time. These were combined into a generdl scale he described in terms of a color
scale. The mix of direct and broadcast distribution appropriate depended on the placement of products on
this color scale. The attributes affect the demand for various types of marketing activities and, therefore, the
potentia efficiencies to be gained from specidization. The characteristics of goods could change over time
as they became better known and developed and thus distribution and promotion systems change.

Aspinwal’ s gpproach was the forerunner of more sophisticate anaytical models to be developed later.

Findly, contributions were made to the economic andysis of channed sructure. Balderston (1958)
presented a modd showing the interaction between the economies of specialization and the process of
compsetition. He showed how an intermediary setting up between a set of sellers and buyers reduces
system costs by reducing the number of number of transactions but it is a monopolist that can charge high

prices and earn supernorma profits, which attracts in more intermediaries who introduce competition and
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bring about price reductions. But additiond intermediaries divide the market in some way that limitsthe
economies of reduced transaction and drives up the overdl costsin the system. Thereisalimit to the
number of intermediaries that can be supported, depending on the nature of price competition and the costs
of entry. By making various smplifying assumptions, formulae for the maximum number of intermediaries
can be determined. He developed his model further in the form of a computer smulation of the marketing

channd for the lumber industry (Baldertson and Hoggatt 1962).

Wroe Alderson

Wroe Alderson’ swork is singled out for more extensive review because it represents a watershed in the
development of marketing thinking and in particular about the structure and operations of channd networks
and marketing indtitutions. Hisideas were developed and refined over the years through the work he did
for his consulting company, Alderson and Sessons, as well as through his research and teaching at the
Wharton Business School. Many of hisideas were first proposed in his consulting firm’s journad Cost and
Profit Outlook. Alderson’s perspectiveisthat of a participant in the marketing process (usualy the sdller),
rather than an outsde observer. He saw the role of theory as helping to improve practice. This contrasts
with earlier writing, such as Vaile Grether and Cox (1952), which is more descriptive in character and

adopts more the perspective of an outsde observer.

Some of Alderson’s mgor conceptua contributions are listed in Table 3. Alderson isafunctiondigt, not in
the narrow sense of describing types of marketing functions, but in a degper sociologica sense, asan
intellectud framework for integrating our understanding of the marketing system as a socio-economic

system. He sought to understand the nature of work and the functional prerequisites of a marketing system
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and the way in which marketing organizations arise to carry out thiswork. This understanding, he argues, is
the basis for making such systems work better.

Insert Table 3 about here

Alderson distinguishes between the function and structure of a system, Function refers to the work,
behaviour or activities to be performed by the marketing system and structure refers to the types of
organizations and linkages among them that arise to do thiswork. In terms of functions, the primary unit of
andysisis the transaction, drawing on the work of John Commons®, and the work of marketing is
accomplished through systems of transactions (transvections) linked in series and pardlel. The work
involved in bringing about transactions and transvections is conceptudised in terms of various kinds sorting
processes, i.e. dlocating, accumulating, sorting out and assorting, to overcome the discrepancies of
assortments between sdllers and buyers. The discrepancies of assortments include those of time, place,
form, ownership and value, that separate producers and consumers’ and, in a macro sense, separate the
conglomerations of resources found in nature from the meaningful assortments of goods and services

demanded by a society.

Transactions and transformations dternate in marketing systems as decisions and negotiations among buyers
and sdlers about the sorting of goods gives way to actud trandformationsin time, space and form. While
these concepts of work can be gpplied to al kinds of marketing activities, Alderson’sfocusis primarily on

physicd digtribution activities and the distinction between marketing and production activities becomes

fuzzy.

Efficiencies are sought in carrying out marketing activities and this drives the structure of the marketing

sysem. These efficiencies are to be found in the performance of transformation activities as a result of
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specidization, scale economies and reduced contacts but aso in the negotiation of transactions. The latter
isreflected in his digtinction between fully negotiated and routine transactions, which links to the concept of
transaction codts. Efficiencies are aso to be found in terms of the optima number of sorts and
transformationsi.e. in the number of levels and types of intermediariesin the distribution network, which

determine the “shortest,” i.e. least costly, route to market.

Alderson (1950) introduced the principle of postponement as away of seeking efficienciesin the carrying
out of marketing tasks. Postponement means locating more of the sorting and matching processes closer (in
time and distance) to the final customer, where the character of demand may be better understood and
more closdy matched. The opposte of postponement is speculation, which involves undertaking sorting
activities a earlier stagesin the network in order to get the advantages of centralized, large-scale

operations.

The work of marketing is carried out within and between various types of organisations that are termed
organized behavior systems (OBS). The main types of OBS are the primary systems of firms and
households, as well as channd systems, which he regarded as more loosdy coupled. OBS involve both
economic and behaviourd dimendon and have operating, control and communication subsystems by which
work is planned and carried out and members of the system are rewarded. Various economic and
behaviord principles are used to understand the way OBS come into existence and specidize in particular
assortments of activities within the overal marketing process. Cooperative as well as competitive
processes are highlighted as people and firms seek to cooperate to gain rewards they otherwise could not

but, at the same time, seek their independence from the will of others and evauate opportunities in terms of
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their selfish needs. This tension between independent and collective action is reflected in his notions of

monostasy (standing aone) and systasy (standing together).

The dynamic nature of marketing structures and the problems confronting participants in marketing systems
is emphasized through concepts such as the search for differential advantage, the proliferation of
opportunity, and his power principle that says that firms should act so as to maximize their ability to act.
Firms seek out comptitive nichesin the overdl system that alows them to specidize in particular
assortments of activities that match the requirements of others better than aternatives and which sustain the
organizetion. In thisway the structure and operations of the business networks comprising the marketing

system are continualy made and remade.

1960s: The Economic Structure of Distribution Channdls

From Alderson’s time a number of contributions start to emerge in America concerning the nature of the
economic structure of channels and business networks and the problems confronting the managers of firms.
Many of the most important contributions discussed below were brought together in Malen’s (1967) edited

collection of readings The Marketing Channel.

Studies of digtribution systems around this time took a more macro view of the structure of digtribution, the
most notable being Cox, Goodman and Fischandler (1965) Distribution in a High Level Economy. This
built on the pioneering study by Stewart et d (1939) and used US census data to show the complex
patterns of trade flows in the economy and brought together various economic principlesto help explain it.

The book used the concept of marketing flows, including flows of products and services, information, risk
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and title to describe the marketing activities taking place through digtribution networks. The andysis of the

structure of trade flows was taken up later in the 70s and 80s by Layton (1981a, 1981b, 1984).

Bert McCammon (1963) contributed to our understanding of network change and evolution, drawing on
the earlier work of Schumpeter and Coase. He brought together research and concepts from various
behaviora sciences to examine the processes of change taking place in channel systems. In addition, ina
magjor synthess of the literature, McCammon and Little 1965, used a systems theory framework to bring
together economic theories of channe structure with research on the politica and socia dimensions of
channe behavior, including an extensve bibliography of research up to that time. They highlighted the
problems as wdll as the opportunities of channd coordination and management and the lack of well-

devel oped theories in these aress.

Bdigh and Richartz (1967), in their book Vertical Market Structures, further extended Baderston's
(1958) economic andysis of channel structure to include more kinds of marketing activities. They dso
added the opportunity for additiond types of intermediaries to enter the network between the first level
intermediaries and the origind buyers and sdlers. The economies of gpecidization from reduced
transactions and scae economies together with the price competition resulting from the entry of competing
intermediaries results in the development of multiple leves of intermediaries, resembling the patterns
observed in actud digtribution networks. Much later Zusman and Etgar (1981) showed how the interaction
between specidization and competition can result in cyclica patterns of change in structure as changesin the
number of intermediaries at one level in the network ater the economies of specidization at other levels and

hence the number of intermediaries that can be supported.
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Bucklin (1960, 1965, 1966) provided amagjor step forward in the economic anaysis of business networks.
He focused on the main types of functions carried out in a channd of distribution and consdered the costs
of performing these functions with different patterns of speciaization among organizationsin the channd.
The overdl costs depended on scae economies and interaction effects among activities, including tradeoffs
for example between inventory and transport modes, as well as on the additiona activities that must be
carried out when specidist intermediaries are introduced. For example, extralevels of transactions,
intermedi ate stocks and trangportation arise to link different levelsin the channel network. He distinguishes
between the normative channel in which costs are minimized and the extant channdl, which isthe onein
operation. Because of the problems of taking into account al the cost functions and interactions, and
because these change as a result of technologica and market changes, there is aways likely to be agap
between the extant and normative channd structure. Hismode brought together in a clear manner many of
the factors shaping the structure of channels. He also developed the notions of postponement and
speculation, first advanced by Alderson, showing how the tradeoffs involved can be represented in smple
cogt curves (Bucklin 1965). His generd approach to analyzing channd structure strongly influenced the
andysis of physicd digtribution systems, where costs and activities are easier to identify, but the application
to non physica flows remained underdeveloped until the 1980s when a number of andyticad modeswere

proposed, as discussed in alater section..

In Bucklin (1972) he further developed his ideas and explored issues related to the productivity of
distribution systems that few in marketing have taken up (for an exception see Ingene, 1985). However, in
addition to hiswork in marketing, important studies of productivity in distribution were undertaken by

applied economigtsin the USA and UK (eg. Hall et d 1962, George 1966, Ward 1973).
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Another development in the 1960s were computer models of channdl systems devel oped to Sudy the
dynamics of the interaction among activities and how this affected performance. Forrester’s (1961) modds
of industria dynamics and Baderston and Hoggat (1962) models of market processes were the forerunner
of later logistics models devel oped by Bowersox (1972) and his colleagues and eventualy to the

evolutionary models of network structure emerging in the 1990s (Wilkinson 1990, Easton et d 1997).

Ingtitutional Studies

A stream of research focused on the characteritics and evolution of digtribution systems and indtitutions.
Some early theories of the patterns of change taking place were advanced in terms of the Whed of Retailing
and Accordion Theory (Hollander 1960, 1966) and attempts were made to understand how environmental
factors shaped the pattern of development of distribution networks and how distribution changed as
economic development took place (e.g. Moyer and Hollander 1968, Wadinambiaratchi 1965). Descriptive
and comparative studies of digtribution systems and indtitutions in different cultures were undertaken (e.g.
Bartels 1963, Boddewyn and Hollander 1972, Cundiff 1965, and Revzan 1961). Some general
frameworks were proposed for organizing the various types of factors shaping the nature and evolution of
channd indtitutions and marketing systems and this led to the development of a number of comparative
marketing systems studies. But the contributions were largdly descriptive without any subgtantive theory

building or tedting.

A more theoreticaly based gpproach isto be found in a series of studies and modes of the structure and
operations of marketing and distribution systemsin La Plaz, Bolivia, developed by researchers a Michigan

State University (eg. Sater 1968). These were undertaken with the aim of understanding how changesin
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digtribution systems could contribute to economic development. The ideas were taken up later by Layton

(1985) to anayze the role of digtribution linkagesin regiona economic development in Indonesia.

Before leaving the 1960s it is worth mentioning the publication of asmall volume by Lewis (1968), which
attempted to integrate the literature on marketing channds in terms the functions, evolution, management

and theory of channdls.

The 1970s: The Behavioral Dimensions of Channels:

As noted dready, the issue of channd control began to gain increasing interest towards the end of the
1960s. Thiswas partly aresult of Alderson’swritings and to researchers Sarting to draw more on ideas
from other behaviora disciplines but dso semmed from the changing redlities of distribution, such asthe
struggle for channe control between manufacturers and large scale retailers (e.g. Craig and Gabler 1940),
the conflicts occurring a the time in franchised digtribution systems such as the automobile indudtry (e.g.
McCammon and Little 1965) and what Chandler referred to as the emergence of the visible hand

controlling the operation of vertica marketing systems (Chandler, 1977)

McGarry’s (1951) work on the contactua function highlighted the role of relations and contacts among
organizations. McCammon (1963) and McCammon and Little (1965) drew upon behaviord theories and
research to show how the non-economic relations among organizations shagped exchange reations and
indtitutiona change and raised issues about the nature of channe management and coordination. Mallen
(1967) book or readings includes a section on verticd reationsincluding vertical price and power

relationships. The latter includes extracts from Pdamountain's (1955) study of the politics of ditribution,
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Gdbraith’'s (1956) theory of countervailing power, as well as Madlen's (1963) own article on conflict and
cooperation in channels. Other articles that appeared about the same time were by Stern (1967) on

channd control and Sturdivant and Granbois (1968) on channd interactions.

Assad (1967, 1968) and his colleagues carried out an important set of industry case studies on conflict in
channds, focusng on the role of trade associations in conflict resolution. But it was Louis Stern’s (1969)
book Distribution Channels: Behavioral Dimensions, that galvanized research on the behaviora
dimensons. While researchers such as Alderson had described some of the behavioral processes within
and between firms in marketing channels, Stern and his collaborators focused our attention clearly, for the
first time, on some of the key dimensionsinvolved and identified directions for researci?. Thisdirectly or

indirectly inspired a new generation of marketing academics to focus on these behaviora dimensions.

Stern’ s book took asocid systems perspective on channel networks and focused on the roles and relations
among firmsin terms of role theory, power, conflict and communication. The book included origina articles
summarizing the literature related to each of these dimengion and gpplying it to the inter-organization
context. In addition, it included a number of important articles describing relevant theories and studies of
inter-organi zation relations from disciplines such as sociology, socid psychology and poalitics, including work
by Pdamountain (1955), Ridgeway (1957), Kreisherg (1955) and Wittreich (1962). Theorigind articles
were the foundation for severd doctord theses at Ohio State University, which later became among the first
empirical studies of interfirm relations reported in the marketing literature. Elsewhere, other empirica

studies of behaviord dimensions began aswill be described in subsequent sections.

Stern’s book opened up avast new literature to inform our theories of interfirm relations in channel

networks, going beyond the predominantly gpplied economics frameworks then dominating marketing
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theories. 1t dso heraded the beginning of an era of empirica research to test the theories and hypotheses
arising from gpplying this literature to channel networks. The concepts and theories employed had obvious
relevance to the study of interfirm rdations. Theories of roles, power, conflict and communication may have
had their originsin other contexts, such asinterpersond, intraorganization and community relations but were

equaly gpplicable to the inter-firm context and were a fruitful source of new idess.

What was less directly transferable were the measurements and research methodologies used in other
contexts. Marketing had to set about developing its own measures of these dimensions and the causes and
consequences of them. This gaveriseto a series of papersin the marketing literature in which researchers
developed and refined concepts and theories as well as measures of congtructs. The initial focus was on the
concepts of power and conflict and areview by Gaski (1984) reported 25 empirica studies of power and
conflict carried out in the 1970s.° While a focus on power-dependence and conflict dominated research,
other dimensions that were to assume more prominence in the future began to be studied, such as
satisfaction (Lusch 1977, Wilkinson 1979), performance effects (e.g. Pearson and Monoky 1973) super-

ordinate gods (Hunger and Stern 1976) and network characteristics (Wilkinson 1976).

Channdl s research was more problematic than, say, consumer research, in that organizations were not easily
represented in the classroom by students. Instead, researchers had to seek the cooperation of people
working in actua organizationsto carry out their gudies. Thisled to anumber of problems concerning

ng respondents as well as concerns about the reliability and vaidity of measures and results. The
problems encountered included: the absence of established measurement scales; the genera state of
development of measurement theory and scde development in the marketing discipline a the time; the often

low response rates, the problem of drawing inferences from samples drawn from specific industry contexts,
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and the problem of who to interview. Nevertheless, important strides were taken in getting the subject
interfirm relaions firmly on the research agenda and progress was made in the development of measures as

rescarchers learned from earlier studies and borrowed items and scales.

Towards the end of the 1970s, the first attempts were made to develop genera conceptua models of
interfirm relations by Robicheaux and El-Ansary (1976) and Cadotte and Stern (1979) and the first
marketing channels textbooks appeared by Mallen (1974) and Walters (1977), followed by the first edition
of Stern and El- Ansary’ stext in 1982. A review of the literature also appeared (Gattorna, 1978) and the

American Marketing Association published the first annotated bibliography (Michman et a 1976).

The focus of research in these years was limited in several ways, as became clearer later. The dominance
of power and conflict studies was such that research was not considered successful unless conflict and
power was found to be present. Thisled to afocus on those industries and relaions where conflict and
power plays are more likely, asin the car industry and franchisor-franchisee relations. The sudieswere
aso in the main redtricted to survey type studies, often by mail, with perhagps some exploratory interviews
preceding the development of the research indrument. The studies usudly relied on angle informants,
focused on only one partner in the relationship and on relations a one levd in the channd network. Case
sudies, experiments, Smulations or observationa studies were far less common (for exceptions see Dwyer

1980, Hunger and Stern 1976, Stern et a 1973).
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1980s: The Second Wave of Behavioural Studies

After theinitid studies anew generation of researchers added to the pool of academics researching in the
area. These were often the doctoral students of the first wave of researchers who had now secured an
academic post and were working on additional studies. Researchers from the USA as well the European
based Industrid Marketing and Purchasing Group (IMP) and researchersin Australasia, began to develop

their own research agendas. These devel opments are described in this and the next two sections.

Devel opments occurred in research methodology and in the dimensions of relations being sudied. At the
beginning of the decade an important study was reported by Phillips (1981) that tackled the problem of
multiple informants in interfirm relations research. He showed that the perceptions of areationship varied
across different informants in an organization. This was seen as threetening the validity of much of the work
that had been done, leading to further discussion in the literature (e.g. John and Reve 1982). Researchers
darted to ask questions such as. Which informant’ s perspective was correct? How do you combine the
perspectives of different informants? It affected the conduct of subsequent studies in thet attempts were

meade to use multiple informants or at least to judtify why the informant used was the most knowledgeable or

appropriate.

Thisissue aso demongtrated another aspect of interorganization relations - that they are multiplex, involving
personal aswell as busness relations and interactions between many people in the organizations involved,
including buying and sales personnd, technical people and management. This suggedts that there is not
necessarily one “red” relationship to be discovered, imperfectly, through the eyes of different informants, so

much as many redlities that shape interactions within the relaionship and within the participant organizations.
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An underlying core relationship character, thet is reflected to some extent in each type of cross organization
interaction may exigt but it is difficult to measure as it involves usng multiple informants from both sdes of
the relationship. Anderson and Narus (1990) presented a method for incorporating the perceptions of a
such amix of informantsinto the development of a core relationship measure, but most researchers
continued to use single informants due to time and cost consderations. Also, for smaler firms or business

units, there often was only one gppropriate informant.

Measurement methodol ogies became more sophisticated, as did the methods for estimating connections
between theoretical constructs - the era of structural equation moddling began. Marketing researchers
gtarted to catch up with and even contribute to advances in measurement theory, scale development and
causa modding. Asaresult, multi-item scales with acceptable psychometric properties were developed

for anumber of dimensions of interfirm relations that could be used by researchers.

In terms of theory, researchers started to explore additiona dimensions of interfirm relations, integrated
them into more comprehensive modd s of relationships (e.g. Anderson and Narus 1984) and sought ingght
from developments taking place in other disciplines. A senior academic a a conference once described a
gage in the development of consumer behavior theory as the “theory of the month club” in which new
theories or explanatory concepts were regularly introduced into the literature. In channd network research
admilar patern emerged which we could characterize as the “dimengon amonth club.” The number of
dimensions studied expanded (see Table 4) from the dominant focus on power-dependence and conflict to
include satisfaction, cooperation, trust, commitment, continuity, reciprocity, communication, formadization,

centraization, closeness-distance, opportunism, performance, comparison level with dternatives (Cly) etc.
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The dimensions of power and conflict were refined to digtinguish more clearly between the sources and uses
of power (e.g. Frazier and Sommers 1986, Gaski and Nevin 1985), the consegquences of power use for the
target and user (Anand and Stern 1985, Kale 1986) and conflict management processes (e.g. Schul et a
1983)™°. The 1980s aso saw the birth of speciaized journals devoted to channel and business networks

such asthe Journal of Marketing Channels and the Journal of Business to Business Marketing

More systematic conceptualizations and studies of the dimensions of relationship environments appeared
(egAchral et d 1983), which dlowed the effect of environmental conditions to be incorporated into
relationship models (e.g. Achrol and Stern 1988, Dwyer and Oh 1987). This research was aso relevant to
the study and comparison of inter-firm reations in diverse contexts, such asinternationd relaions (e.g.
Anderson and Coughlan 1987), Just-in-Time relations (e.g. Frazier and Summers 1984) and relationsin

developing countries (e.g. Frazier et a 1989, Kale 1986).

Transaction Costs and Economic Theory

Economic theory regained prominence with the focus on Oliver Williamson (1975) work on transaction
costs and the nature and costs of interorganization governance. John's (1984) research on opportunism
was among the first to develop measures and tests of some of hiskey concepts. Williamson'sideas
quickly became part of mainstream research in the channdls area as well asin organization behavior sudies
generdly. Many studies were conducted operationdizing and testing models based on Williamson's
theories, and linking them to other dimensions of relations (see Rindfleisch and Heide 1997 for areview).
In addition, forms of relationships were proposed as additiona governance modes to the market-hierarchy
dichotomy used by Williamson (e.g. Arndt 1989, Thorelli 1986). Principle-Agent theory (see Bergen et d

1992 for areview) was used to further devel op theories of interfirm relaions, aswell as theories
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concerning relational contracting from law, i.e. McNid (1980) and McCauley (1963), were incorporated

into the modes and studies, which added yet more dimensions and issues to research.

A broader integration of the dimensions of relations involved linking the behavioral and economic
dimensons. Stern and Reve (1980) proposed a palitica economy framework comprising an internd and
externa channel polity and economy that interacted in various ways. This gave rise to various testable
propositions about the factors driving channel structure and operations. Dixon and Wilkinson (1986) aso
integrated the behavioura and economic dimensions of channds into a common economic framework.
Behavioura variables such as power, trust and conflict were interpreted in terms of coordination activities
and tasks that incurred (transaction) costs, and that are subject to the same efficiencies of specidization as
other activities. Governance structures and specidist intermediaries result from attemptsto gain
coordinating efficiencies and tradeoffs occur among the efficiencies of performing coordination versus other
types of activities. These tradeoffs underlie channel structure and the kinds of specidist indtitutions that

emerge.

Most empiricd studies of inter-firm relations were cross sectional nature and adopted an essentidly
comparaive static gpproach to studying relationship structure and performance. But attention began to
focus dso on the dynamics of relations, how they developed over time and the nature of the problems and
iIssues a each dage. In part this came from attempts to ded with the management issuesinvolved in
relaionsi.e. how firms attempt to use the results of the interorganization relations studies to bring about
desired change. Exigting relationships are the product of previous histories of interaction between the
participants and with others, and one way of seeing how better or worse performing relations came to be

that way isto examine how relations develop. Hopefully, this focus would provide some ingght asto how

History of Network Thinking page 33



managers could intervenein relations to promote beneficia change. Two papers proposed stage models of
the development of relations and identified the driving forces behind themi.e. Ford (1980) based on Sudies
being conducted by the IMP group, (discussed in the next section) and Dwyer Schur and Oh (1987),

based more on an analysis of theories of relationship development.

A separate but related stream of research on channd networks developing during this period is that
reflected in the development of andyticd models of channel structures and interactions, which was reported
mainly in the journas Marketing Science and Management Science. This research is more economics
based and hasits origins in the early models proposed by people like Balderston (1958), Bucklin (1966),
and Baligh and Richartz (1967) discussed previoudy. Models were developed to represent and solve
various problems associated with the design and management of channd networks. These included issues
such as: downgream vertica integration (McGuire and Stadlin 1983); intermediary equilibrium structures
(Etgar and Zusman 1981, Zusman and Etgar 1981); implicit understandings (Shugan 1985); and channedl
member conjectures and profits (Jeuland and Shugan 1988). No attempt is made here to review

developmentsin thisareain more detall.

Lagly, indtitutiond studies of the structure and performance of business networks and relaions in different
culturd and economic contexts were undertaken, in part building on earlier work by Sater and his

colleagues (e.g. Ortiz-Buoncofina 1987)

History of Network Thinking page 34



Non-American Research Traditions

During the 1970s and beyond important developments in network research and theorising were taking
place in Europe and esewhere. In this section | outline the development of the Industrid Marketing and
Purchasing Group (IMP) and their research. In the following | describe research developmentsin

Audrdada.

TheIMP Group in Europe

The founding fathers of thought in Europe were reading the channels literature but their orientations were
different in terms of the business context they confronted, the base literature they drew on, their less direct

focus on managerid implications, and in terms of the methodol ogies they employed.

In the early 1970s the original IMP group of researchers were young academics based in Sweden, UK,
Germany, France and Italy, who had a common interest in the study of industrial marketing. They were
dissatisfied with the dominant marketing paradigm of the time, which focused on consumer goods and
adopted a stimulus response, arms-length approach to the customer with the sdller isthe active party. The
business context in Europe they faced was not dominated by fast-moving consumer goods but more by
business to business marketing, often acrossinternational borders and among organizations and countries
with along hitory. In these markets the business buyer is active as well as the sdller, the customer is not an
anonymous mass market but often alimited number of known organizations, and technology development
and its management play amore important role. Further, business was often conducted in the context of

longstanding relations among buyers and sdlers.
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The literature informing the thinking of the IMP group and associated colleagues, particularly in Sweden,
was less focused on economics. The organization of university business departments in Sweden and other
European countries were lessrigidly divided into the functiona areas of business than in the US and
elsewhere, resulting in amore eclectic and wider reading and sourcing of ideas outside the traditiond
marketing domain. As aresult researcher drew more readily on behaviora theories from sociology and
organization theory such as the works of Aiken and Hage (1968), Burns and Stalker (1961), Dill (1958),
Emery and Trigt (1965), Hdl (1972), March and Simon (1959), Thompson (1967) and Woodward
(1965). In economicstheideas of Edith Penrose (1959) was influentia aswell as Richardson’s (1972)
ideas about the structure of industry. Their research tradition welcomed more descriptive in-depth case
studies and longitudina studies of industria marketing and purchasing Stuations and important sudies of this
type were conducted that informed subsequent theorizing (e.g. Hakansson, Johanson and Wootz 1976,
Kinch 1987, 1993 and Liljigren 1988). There was less pressure to work out the direct management
implications of any research and this climate encouraged more long term descriptive studies and genera

theories to be developed.

The IMP group collaborated on a European wide study of buyer-sdller reationsin business markets
(IMPL), in which both domegtic and internationd relations wereincluded. The study focused on important
relations, as defined by the respondents, and interviews were conducted with informants from both sdes of
the rdationship as far as possible, using researchers from the home country of an organisation. Lengthy in-
depth persond interviews were conducted usng mainly open ended questions, with no attempt to develop
scaesfor particular dimensions of rdations. Andysis of the results led to the refinement of the IMP

approach to marketing and to a number of books and papers describing various aspects of buyer-seller
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relations (e.g. Ford 1990, Hallen et a 1991, Hakansson 1982, Turnbull and Cunningham 1981, Turnbull

and Vala 1986).

An interaction approach was proposed that stressed the role and importance of often long term exchange
rel ations between organizations as the dominant form of business (Hakansson 1982). These relaions were
built up over time through the economic and socia/persond interaction episodes taking place among the
organizations and people from each Sde. Thisresulted in subgtantia investments in relations, including
adaptations in resources, activities and actor bonds between the organizations that creeted value in the
relationship for both parties. Over time, the interactions taking place in a particular environmental context
gave rise to a rdationship amaosphere involving various interacting dimensions including power-dependence,
conflict-cooperation, closeness-distance and mutua expectations, which shaped future interactions. The
technology of production and use affected the kinds of interactions taking place and who was involved, in

addition to the effect of other characteristics of the organizations, people and cultures involved.

Additiona studies were carried out examining particular aspects of relaions and interaction behaviour.
These included work on the development of technology in relations (e.g. Hakansson 1989), internationd
relations (Rosson and Ford 1982) purchasing (e.g. Hallen 1982), networks (e.g. Johanson and Mattsson

1988) and the nature and development of patterns of interaction in relationships (Liljigren 1988)

The focus of IMP research was on the role and value of relaions to the parties involved, which contrasted
with the more adversarial focus and concern about the dangers of excessive dependence, conflict and
opportunism characterizing much debate in the channds and Srategy literature in America. In asensethe
IMP group focused attention on the benefits arising from what might be described as “hedthy” rdaionsin

which value and assets were created through mutual adjustment and cooperation. In contrast, much of the
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channels literature focused on “sick” relaions in which potentid problems and conflicts had to be avoided,
power resources developed and employed, transaction specific assets protected, transaction costs
minimized and conflict managed (Johanson and Mattsson 1987, 4and Hunt 1995, Y oung and Wilkinson

1989).

Thefirst IMP conference took place in 1984 and this became an annual event drawing researchers with
like-minded interests from around the world. Further developments of the IMP groups ideas were reflected
in various books and articles describing a number of studies of buyer seller rdaions in various internationa
and domestic contexts (e.g. Axelsson and Easton 1992, Ford 1997, Johanson and Mattsson 1988,
Turnbull et a 1996). The actors, activities, resources mode of interorganization relations became more
carefully articulated and extended (e.g. Hakansson and Snehota 1995). The dyadic interaction focus
developed into a network focus, in which connections between relations became a centra issuein addition
to the structure and dynamics of the business network as awhole (e.g. Anderson et d 1994). Thisled to
studies and theories of the way networks develop and evolve and the role played by individud relaions

(e.g. Lundgren 1995).

An important milestone was the second collaborative research study (IMP2), which began in the late
1980s. This had both a case study and survey component. The am of the case studies was to explore the
development of avariety of busness networks using acommon protocol that covered the characteristics of
afoca reation and others connected to it. These cases wereincluded in abook by Hakansson and
Snehota (1995) that weaves them into a broader conceptual framework and they were aso used as part of
an article outlining the theoretica framework (Anderson et a 1994). The empirica survey wasin part

based on the IMPL1 study but was far more structured and included questions about connected relations,
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giving it amore network focus. Itemswere included that were designed to measure particular dimensions
of relaionship atmosphere as well as the functions and types of connections between relations. Again the
focus was on domestic and internationd buyer-sdller relations for industriad products, that involved a
supplier sdling, viasome kind of intermediary organizetion, to an “important” customer organization. Asfar
aspossble, dl firmsin this triad were interviewed and asked about their relations with each of the other
firms. In addition, they were asked about connected relations such as the customer’ s customers, the
supplier’ s suppliers and the like. This study involved cooperation in carrying out the interviews in different
countries and people from other countries that were not involved in the origina study joined the group,
including the USA, Japan, Holland and Audtrdia. Not al countries in the end were able to undertake the
research but asubstantial data base was eventudly gathered covering a number of European and Asian
countries. This data base has been used to Sudy various issues related to the nature of relations and the
nature and importance of connected relations (e.g. Blankenberg-Holm et d 1996, 1999) and further work
is underway to refine the measures of dimensions of relationship atmosphere, to examine cross cultura
measurement issues and to further develop and test various models of relationship and network behavior

and performance.

The IMP group has contributed significantly to the development of theories and evidence concerning the
nature and development of interfirm relations and networks in business markets, aswell asto the
development of methodologies for studying such phenomena. The theories emanating from this group and
associated researchers have drawn widely on developments taking place in sociology, business, history and
palitics (e.g. Araujo and Easton, 1996). Their ideas have gradudly spread, been reported in mainstream
American journas and been incorporated in textbooks and commentaries on business marketing (e.g.

Achrol and Kotler 1999, Anderson and Narus, 1998).
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The methodologica contributions have been mainly in the refinement and judtification of more quaitatively
focused research methods. Case studies and historical reconstructions of events and processes have
dominated much research, rather than survey based methodologies, including the use of archiva materid.

Easton (1995) has articulated the philosophica underpinnings of the IIMP approach.

As dready noted, the management implications of reationship and network research have been more
centra to the American research tradition. The IMP perspective has been, until recently, more concerned
with developing rich pictures of reations and networks and devel oping frameworks for understanding them.
The connection to management practice is looser, with the implicit assumption that better understanding will
lead to better management behavior. Asareview of papers presented at IMP conferences concluded,
“only very few papers andyze performance impacts’ (Gemunden 1997 p 12). But in the 1990s a grester
focus on the management and performance implications of their research began and thisis reflected in the
publication of texts for management courses and a more explicit examination of the strategic issues arising

for firms participating in complex networks of relaions (e.g. Ford et d 1998)

Australasian based Relations and Network Studies

A number of early studies of power, conflict and satisfaction in interfirm relaions were conducted in
Audrdia, with severd of them included in Gaski’ s (1984) review. Severd studies were conducted by
Wilkinson (see Gaski’s 1984 review paper), aswell as others by Guilhaus (1978, 1979, 1980a, 1980b)™
and Glaser and Halliday (1984). Other research foci downunder include: studies of the macro structure and
development of trade in an economy carried out by Layton (1981a, 1981b, 1984), building earlier work of
Cox Goodman and Fischandler (1965); and Layton's (1985) work on the role of distribution linkagesin

economic development, building on Sater’s (1968) early work in Latin America.
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The empiricd sudies of interfirm relations were broadened into the Interfirm Relations Research Project,
that was designed to develop a comprehensive data base of interfirm relations from avariety of industry,
cultural and interfirm contexts (Wilkinson and Y oung 1989, Y oung and Wilkinson 1997). Standardized
questionnaires for buyers and sdllers were developed covering a variety of reationship dimensons that were
refined over successive waves of data gethering and used multiple informants. The research led to the
development of a dancing metaphor for characterizing interfirm relations, emphasizing the interactive
processes in a relationship, which complemented the structural bonds orientation implied by the commonly

used marriage metaphor (Wilkinson and Y oung 1994).

Another research theme emerging in Audtrdiain the 1980s was an interest in the dynamics and evolution of
network structures and their environments. Thiswork was stimulated in part by Fred Emery, the renowned
systems theorist (e.g. Emery and Trist 1965) joining for atime the marketing faculty a the University of
New South Waes. Drawing on emerging concepts in systems theory, including dissi pative structures and
process models of structura evolution, theories of the environment and channel network evolution were
developed (e.g. Glaser 1985, Wilkinson 1990). Thisled to later work on modelling the evolution of

networks (e.g. Easton et d 1987, Wilkinson et a 1999).

Interest in the study of interfirm relations and networksin Austrdasia gradudly increased. In the early
1990s a collaborative relationship was established with the IMP Group, which led to the use of IMP2
research insruments to develop a database of interfirm relations and networks involving Asan firms, and
the hosting of an IMPOZ conference and doctoral consortiumin 1997. Another development wasthe
hogting of the firgt Internationa Colloguium on Relationship Marketing by Monash University in 1993,

drawing contributors from America, Europe, Scandinaviaas well as Augtralasia, with the papers published
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in aspedid issue of the Asia-Australia Marketing Journal in 1994. *2 In general, research on channd and
busi ness networks and relationsships became aregular theme at the annua Austraia New Zedand
Marketing Academy conferences and in 1998 asecond Internationa Relationship Marketing Colloquium
was held at the University of Auckland in New Zedland in 1998 and an IMPOZ workshop was held in

early 2001.

Severd types of research areas have emerged out of this growing interest in the study of relations and
networks in marketing. Here | can only mention afew. One exampleisthe work by Brodie and Covidlo
(e.g. Brodie et a 1997, Covidlo et d 1997) and their colleagues in developing an instrument to measure the
extent to which firms use transactiona versus relational gpproaches to marketing. Four types of
approaches to marketing are measured, i.e., transaction, database, interaction and network marketing, and
they have assembled a collaborative group of researchers around the world to collect data about the
marketing gpproaches of firmsin different cultural and industrid contexts. Other examples of work in the
areainclude: sudies of the role of interfirm and interpersond networks in the development and
internationalization of firms and indudtries (e.g. Covidlo and Munro 1997, Coviello and Martin 1999,
Welch et a 1996, 1998, Wilkinson et d 2000); and studies of marketing relationships and networks in
various internationa and domestics settings (e.g. Ahmed, Patterson and Styles 1999, Mavondo and

Rodrigo 2001, Sharmaand Petterson 2000).

1990s - Relations, Networ ks and M ethods

In the 1990s there has been a greater coming together of the various research traditions. The emergence of

relationship marketing in industrid and consumer markets, the linking of services marketing to the study of
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relations and networks, and the greater emphases on cooperative as opposed to adversarid relations has

resulted in an exploson of interest in the area of relations and networks.

In terms of research output Table 4 shows the growth in number of network related studies published in the
Journal of Marketing and Journal of Marketing Research since the 1970s. Issues related to the more
cooperative aspects of channel and network relations have gained more prominence in the 1990s. Trug,
communication, commitment and value have become foca dimensionsin attempts to understand how
cooperative, longer term relations emerge, their benefits and the way they can be managed (e.g. Anderson
1995, Gesykens et al 1998, 1999, Hakansson and Snehota 1995, Kawani and Narayandas 1995,
Morgan and Hunt 1994, Webster 1992"). More comprehensive models of interfirm relations have been
proposed and tested involving several dimensions of reations (e.g. see lacobucci and Hibbard 1998 for a
review) and typologies of relations based on the mix of cooperative and competitive eements have been
empiricaly developed (Cannon 1999, Y oung and Wilkinson 1997). Meta-analyses have been conducted
of empirical studies of relation dimensions such as trust and satisfaction (e.g. Geyskens et a 1998, 1999,
lacobucci and Hibbard 1998), as well as more genera reviews of research on particular dimensions (eg.
Bergen et a 1992, Dahlstrom and Dwyer 1993a 1993b, Frazier and Antia 1995, Rindfleisch and Heide
1997). These overviews of the literature point to gaps, contradictory findings and deficiencies that call for

additiona research.

Insert Table 4 about here

Researchersin the 1990s began focusing more attention on network dimensions, as opposed to dyadic
relaionsin isolaion (eg. Algoutsjarvi et a 1999, Anderson et d 1994, Achrol 1997, Achrol and Kotler

1999, Hakansson and Snehota 1995, lacobucci 1996). Studies were conducted concerning the
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connections between relations (e.g. Blankenberg-Holm et d 1996, 1999), relationship portfolios (e.g.
Turnbull et d 1996, Olsen and Ellram 1997), network evolution (Lundgren 1995, Easton et d 1997),
network development and facilitation (Welch et d 1996, 1998), the creation of vaue (e.g. Anderson et a

1994, Ghosh and John 1999, Wilson and Jantrania 1996) and firms network competence (Ritter 1999).

Increased research interest has been shown in the nature and role of relations and networks in non-western,
particularly Asan, cultures where such features are assumed to play a prominent role in business (eg.
Journal of Marketing Channels 1994, Ambler et d 1999) These studies have suggested additiona
dimensions of relations, such as obligationa contracting, guanxi and face, and contributed to the
development and refinement of existing concepts (e.g. Johnson et a 1993). Studies of channds and
networks in less devel oped countries have a so reveded how these structures are linked to economic
development (e.g. Olsen and Granzin 1990). Such studies link back to earlier work by Slater and others
and have important policy implications for government and multilateral agencies. Ladtly, historicd studies
reved the pattern of forces producing existing network structures and the impact of different historicd,

cultural and economic circumstances (e.g. Keep et d 1998).

Lagtly, new technologies have been used in the study of business networks that alow issues not previoudy
addressed to be focused on.  These include network analysis methods (1acobucci 1992, 1996) and new
ways of explaining and modeling the evolution of business and channd networks as complex sdf-organizing
adaptive systems (Easton et d 1997, Wilkinson et d 1999). These methods are likely to take on greater
importance in the next millenium as awareness of these methods spreads and easier to use computer

programs are devel oped.
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Lastly, additiona andytica models of aspects of channel networks have been proposed, focusing on issues
including: price competition (Choi 1991); channe power relations (Messinger and Narasmhan 1995);
channe coordination and pull promotions (Gerstner 1995); channd management (Lee and Staglin 1997);

and manufacturer alowances (Kim and Staglin 1999).

Where arewe now?

At the gtart of thisreview | posed five fundamenta questions we seek answersto in order to understand the
nature, structure, operations and management of business networks or channel systems. L et us now

reconsder them in the light of the foregoing review.

Why are networks structured the way they are?

Tremendous progress has been made in understanding the forces driving network structure. The various
principles underlying the economies of pecidization among and within firms have been identified as well as
the inherent tradeoffs among them. We have moved from smpligtic descriptive accounts of specidist
organizations and their functions to deeper principles that underly the efficiencies of organizations
specidizing in activities of different scales and scopes. Williamson (1981) has termed these types of
effidendes aggregation economies and there are many ways in which activities can be aggregated to gain
efficiencies. Theinclude aggregating the same activity a a point in time (economies of scae) or over time
(learning curves); aggregating activities with common inputs (economies of scope); aggregeting
complementary activities (adminigtrative efficiencies); aggregating transactions a a point in time (bulk

transactions) or over time (long term relations); and aggregating risks and uncertainty a apoint in time
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(pooled risk, massed reserves) or over time (futures markets, adaptive strategy and the learning

organisation).

These economic principles extend beyond a narrow conceptudization of marketing channels and networks
as beginning “ after production” and linking production to consumption, but relate to the entire value
production system and to the way it can be divided up into various intermediate assortments of activities,
operdting both in series and pardld, to gain various efficiencies. We can, in principle, unpack a given
network structure and identify the efficiencies underlying the divison of tasks, and activity assortments
involved within and between firms. In thisway we are able to unravel the mygeries of extant networksin
terms of the economies of specidization and aggregation. The principles gpply equaly to the management
and coordination tasks as well asto production and distribution tasks (see Dixon and Wilkinson (1986) for

afuller explanation), which leads us into the second fundamenta question.

How are business networ ks and channel systems coor dinated, controlled and managed?

Coordination and management activities are often treated differently to other production, marketing and
digtribution activities. They refer to the so-caled behaviord dimensions of channds and networks and are
andyzed more in terms of psychologicd, palitica, socid and sociologica dimensions rather than economic
principles. However the rebirth of transaction cost economics under the primary leadership of Oliver
Williamson has brought the behaviora dimensions closer to the other dimensions. We can now interpret
management and coordination tasks in terms of economic principles of efficiencies of speciaization and
aggregation. Governance structures are specidized inditutiond arrangements that arise depending on the
scope and scae efficiencies arising. Long terms contracts, employment contracts, relational or obligationa

contracting, the development of trust and idiosyncratic or relationship specific assets are only possible if
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transactions among those involved are aggregated over awider range or scope of activities (e.g. in
employment or franchise contracts) and/or over time ( i.e. the frequency of transactions and duration of a
relations). The efficiencies of eaborate governance mechanisms aso depend on the extent of the
coordination tasks involved i.e. their scale and scope. Some transactions are more routine, immediate and
homogeneous, asin commodity trade, FMCGs and low involvement items, whereas other are more
complex and time consuming. The latter include Situations where uncertainty levels are higher, there are
hidden or credence attributes that can only be detected after purchase and use or not even then, when
purchase cydes and investment commitments involve lengthy time periods and the environment is more

dynamic and uncertain (e.g. high technology markets).

In principle this understanding permits us to anayze exigting network structures and governance sysemsin

terms of their efficiency and effectiveness.

An exiging network structure may be understood in terms of the tradeoffs within and between the
efficiencies of dternative operating and governance structures. In principle we can identify the most efficient
divison of tasksat apoint in time and over time for carrying out aset of production, marketing and
digtribution tasks, including taking into account the various tradeoffs involved. Logigtics and physicd
digtribution systems andys's have produced modd s to do this. But an efficient operating system cannot be
congdered in isolation from its governance structure, the two are different aspects of the one system. What
may be the most efficient governance sysem may conflict with the most efficient operating sysems and 0
tradeoffs a thislevel occur. Some of the marketing science type andytica models, sarting with the earlier
work of Baderston, Baigh and Richardtz, attempt to develop smplified modds of networks that show the

interplay of the economic principles underlying network structures. How such tradeoffs actudly occur,
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what channel systems actualy arise from those that are possible, how efficient and effective they are, and

whether we can control their development is the subject of the remaining fundamental questions.

But, before we move on to consider what we have learned about the answers to these other questions, it
should be noted that the efficiency of a networks structure, including its governance structure is not satic.
Over time firms learn about each other and their broader environment. Actor bonds develop which act as
forms of governance mechanisms, or at least affect the efficiency and possibility of dternative governance

mechaniams.

Development and Evolution of Networks

While we may be ableto, in principle, unpack an existing network in terms of the efficiency and
effectiveness of its operating and governance structure and the tradeoffs involved, this does not explain how
agiven channd gructure came to be and how it will change over time. Economic theory and most models
and theories of business networks have focused on comparative static andysis. The focusis on the nature
of economic equilibriaand the factors affecting such equilibria. Generdly, it is assumed that in the long term,
under competitive conditions, an efficient equilibrium structure will somehow emerge and, if conditions
change leading to another equilibrium, the network will move to that equilibrium in the long run. The trouble
iswe do not know how long the long run is, whether a network will ever get to such an equilibrium and how

many possible equlibria there are.

We are only recently beginning to make headway in this area of andyss of networks. Previous attemptsto
dedl with the processes of change and development were largely descriptive accounts of patterns of change
and generd accounts of innovation and diffuson processes. We were unable to modd the dynamics and

evolution of business networks except under very smplified conditions. The most Sgnificant attempts are
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those conducted early on by Baderston, followed by those of Forrester and Bowersox. But recent
developmentsin the science of complexity and the ability to modd the behavior of complex adaptive
systems using agent based computer programming techniques open up new ways of developing our idess. |

take thisissue up in the section of future research aress.

I dentifying and Creating Optimal or Better Performing Networks

Our ahility to control and manage the development of networksis limited dthough the marketing literature
has tended to assume away the problem. Assumptions of the existence of a channd or network leader or
captain that is capable of directing the operations and structure of anetwork alow us to develop normative
modds of networks based on our understanding of the forces underlying network structure and efficiency.
But networks are not usudly like this, they are more loosdy coordinated and directed systemsin which
various members are trying to exercise control over others and are at the same time subject to the influence
of others. In this Stuation the outcomes are complex and may not easily or even in principle be traced to
the actions of individua network members (March 1996). Asdready noted, we are only now beginning to
develop models to try to understand the dynamics and evolutionary processes involved and how they could
be influenced. Hence | must conclude thet a present we are not capable of desgning optimaly performing

network systems, except in Smple static sStuations.

How Should Firms Operate in Business Networks?

The understanding of networks as complex adaptive systems undermines any smple notions of channel and
network management. Many studies have been done to modd and measure aspects of the interfirm
coordination and control process and these provide management with insght as to how to manage these

activities. These sudies have shown us the way different factors impact on firms' power, dependence and
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control, and how this power may be used and with what effect. We know alot about the sources of
conflict and how different rategies impact on conflict and it management. More recently research has
shown how trust and commitment develop in relations, how this affects attitudes and performance, and the
vaue of longer-term relations. But | believeit isfair to say that theories of channd and network
management up to now have focused mainly on the Stuation of a powerful actor trying to get othersto do
what it wishes and dedling with the conflictsthat arise. Thereisfar less treetment of the less powerful actor
and how they should respond to the actions of a powerful actor, yet for al power wielders there must be
power subjects. The view of networks | see we are heading to is more complex - one in which no one
network member isin charge, controlling and directing the network (Wilkinson and Y oung, forthcoming).
Instead, power in a network is more diffused and firms are as much the subjects of influence as they are the
influencees. A sdf-organizing processis a work in which individua firms sense, learn, respond and adapt
to their podtionsin anetwork. They only have limited knowledge of the actions of others and the
consequences of their own actions. Firms act both individudly as well asin collaboration with other
organizationsin their network, including suppliers, distributors, customers, complementors and competitors.
We may continue to search for magic bullets or new means of controlling the self-organising processesin
networks to our advantage, but developmentsin complexity science show us that thisisfutile. It may be
necessary to continue to believe in such magic bullets and to continue to search for them because this
contributes to a hedthy self-organizing process. Buit it israther like searching for the mythicd butterfly in
South Americathat chaos theorigts talk about, whose wing flapping caused tornadoes to move in North
America, and then trying to control itswing flapping! | return to these issuesin the find section on future

research directions.
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Conclusions and Futur e Resear ch Directions

| have outlined in broad terms some of the main streams of research leading to the current state of thinking
and research regarding interfirm relations and networks. We now have a substantid literature and body of
research. While much remains to be done we have moved far from the earlier descriptive or prescriptive
writing with little underlying theory. We have devel oped both the economic dimensions of channel and
network structure as well as the behaviord dimensons and made attempts to integrate them. We have
develop and tested sophisticated measures of many aspects of channd and network structures, operations
and environments. We have proposed and tested complex path models among the dimensions of
relationships and their performance and have begun to accommodate network leve factors into our theories
and research. The dynamics and evolution of channds and networks has begun to be more systematicaly

studied and modeed drawing on developments in complexity science. In short we have come along way.

The higtory reved's something about the way research develops as an intellectud, professond and socid
process. Thus we see the echoes of ideasfirst developed in the early part of the century appear in much
later research and the way they are further developed as new tools and theories become available. One
example is the development of analytical and evolutionary models in the 80s and 90s that represent more
sophisticated and advanced forms of the models proposed in the 1950s and 60s by Baderston, Baligh,
Bucklin and Richartz. A second exampleisthe way research on behaviord dimension sarting in the 1970s

echoes some of the concepts and issues proposed much earlier by Commons and Coase.

Third, the sociology of science isreveded in the way ideas and approaches are developed and championed

in particular regions and groups, such as the work of Alderson and the Wharton School in the 50s and 60s,
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the group centered around Stern at Ohio State and later at Northwestern, the development of the IMP
group and of the researchersin Audtrdia based at the University of New South Wales. We can see how
common interests, cultures, sagesin the academic life cycle, as well as location/isolation shape the
development of academic agendas. We can see the way the environment and intellectua traditions of
different cultures shape the kinds of problems and issues focused on and the methods used — compare the
IMP group to the North American research tradition. And we can notice the gradua diffusion of ideas
from different groups through the academic community, leading to cooperative research, joint publications

and conferences.

Gradualy, marketing researchers have carved out ditinctive niches for themselves in the study of channd
and business networks. They have borrowed heavily from other disciplinesin developing and refining their
theories, modds and methods. Economics dominated at first but as the behaviord disciplines matured,
marketing increasingly drew on them and on the field of organization sudies generaly. But economic
theories were not ignored and, as they developed, they have been incorporated into marketing theories,

uch asthe work of Oliver Williamson.

Thisisasit should be, given the multi-dimensiond nature of the area of sudy. But marketing scholars have
made substantia contributions of their own in understanding the character and formation of business
relations and networks and to the devel opment of research methodology. This has provided abasis for
developing normative theories of how firms should try to cope with the problems of managing their relaions

with other network members and has shown the limits of an individud firm’s ahility to do so.

Future Resear ch Directions
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As dready noted, anumber of articlesin the 1990s have reviewed developments in theory and research in
this area and suggested areas for further work. | will not attempt a detailed accounting here but will point to
afew areas| believe will become important research areas in the next millenium based on the literature

review described.

1) Interactions among Relationship Dimensions. The primary focus to dete has been on identifying the
causal sequence of effects among relationship dimensions'. One challenge is to incorporate feedback
effects into the models, not just unidirectiond causation. This presents methodological chalenges and cdls
for dynamic models and time series andyses. An dternative gpproach proposed by Y oung and Wilkinson
(1997) isto see relationships and networks gravitating to some form of balance among the various
objectives, bdiefs, atitudes and behavior taking place, analogous to the way people seek a balance among
the various cognitions and responses making up their persondity. Consonance, or baance, means that the
various dimensions are mutualy congstent and reproduce each other over time —aform of dynamic
equilibrium or attractor for the relationship or network. This does not imply that the beliefs, attitudes and
behavior are the same for each relationship participant, just that they complement each other. Dissonance
impliesalack of balance and tenson which drives changes until consonance results. Thisview cdlsfor a
different research gpproach to causa modeling. We need to identify the types of attractors that can arise
for relationships and networks, to examine their characteristics and performance implications and the paths

leading to them.

2) Connected Relations. Much research has focused on dyadic relaions in isolation or in terms of generd
environmenta characteristics. But networks comprise connected relations. The nature and impacts of

connected relations on afocd reation or firm have begun to be analyzed (e.g. Anderson et a 1994,
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Wilkinson and Easton 1997) and studies have shown the significant effects of connected rdations (e.g.
Blankenburg-Holm, et d 1996, 1999). Additiona research focusing on thisissueis cdled for as we focus

on the network as the unit of andyss.

3) Network Analysis. lacobucci (1992, 1996) introduced network andysis methodsinto channd analysis
but researchers have made limited use of them to date. Research in other disciplines has shown how such
methods lead to the identification of important network dimens ons shaping network member behavior and
performance (e.g. Burt and Janicik 1996). These include the impact of role and position on behavior and
performance, the impact of the characteristics of connected firms on afocd firm, aswell as the existence
and impact of subgroups and cliquesin the network. This calls for gathering data on networks of

interconnected firms and relations rather than samples of independent dyadic relations.

4) Smulation and Modeling of Complexity. Advancesin computer Smulation and modding techniques
offer opportunities to build modesto study the dynamics and evolution of business networks in ways that
were previoudy impossible. As Langton (1996), one of the pioneers of these new types of moddls,
summarized the underlying rationde: “it extends the empirical database upon which the theory of the
discipline is built beyond the often highly accidental set of entities that nature happened to leave around for
usto study.” (p iv). Business networks are complex adaptive systems in which order emerges in a bottom
up self-organizing way, through the micro interactions taking place (eg. Arthur et a 1997, Easton et d
1997, Wilkinson et d 2001). The study of such systems, or what is termed complexity, is being
increasingly recognized as a new and important focus for research. For example, arecent issue of the
journd Organization Science (Anderson, P. 1999) was devoted to an examination its potentid rolein the

study of organizations. In addition, the methods are being taken up by business as they seek improved
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ways of understanding and controlling the complex business networks of which they are apart (e.g.
Axerod and Cohen 1999, Erngt and Y oung 1998, Roy 1998).

Opportunities exist for researchers to study the dynamics and evolution of business and channd networks
by employing these theories and techniques. Some of the existing andytica modds of channd structure and
operations could be made dynamic and further explored by means of this approach. Early attemptsto do
thiswere limited by the resources and programs available (e.g. Balderston and Hoggatt 1962, Bowersox et

a 1972).

Modeling channels and business networks as complex adaptive, self-organizing systems focuses attention
on the management problems of firms operating in such systems (e.g. Achrol 1991, 1997, Hakansson and
Ford, forthcoming, Wilkinson and Y oung, forthcoming). While firms may attempt to organize and direct the
networks of which they are gpart, no firm controls the network asawhole. Firms are as much subject to
the control of others asthey arein control of them. This means that the outcomes of afirm’s actions are
uncertain in afundamental way, as they depend on the behavior and reactions of others over whom they
limited if any contral. In this Stuation network management is not Smply a matter of controlling and
directing the behavior of other network members, it is more about participating, responding and learning
about the problems and opportunities that emerge (Axelrod and Cohen 1999). Thereis aneed to develop
better theories about how firms do and should behave in such complex adaptive networks in order to co-

produce better individua and network performance.

In conclusion, it seems clear that the road ahead is not Smply a normal science type of tidying up process.
To be sure, some issues concerning the nature and operations of channel and business networks are of this

kind. But there are dso opportunities to break new ground by exploring truly dynamic network level
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theories and methodol ogies that will broaden our horizons and chalenge exigting notions of channel and

network management.
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Table 1 Founding Economic Principles

Contributor: Contribution

Marshall 1898,1919 Scale efficiencies, marketing and distance

Shove 1930 Expansion and distance

Robinson, 1931 Economies of specidization

Florence 1933 Types of scale, principles of multiples, bulk transactions,
massed reserves

Stigler 1946, 1951 Pooled uncertainty, division of labor and
market 9ze

Hall 1949 Principle of minimized totd transactions

Boulding 1953 Non proportiona change

Penrose 1959 Differentid growth of thefirm
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Table 2 Early Marketing Network Theorists 1920sto 1950s

Name: Contribution

Macklin 1921 Efficient Marketing

Breyer 1924, 1949 Channel and channel group costing
Reilly 1931 Retail Gravitation

Twentieth Century Fund 1939 Distribution Cost

McGarry 1951 Contactual function

Vaile, Grether and Cox 1952 Coallecting, Sorting and Dispersing, flows
Duddy and Revzan 1953 Holistic-institutional approach

Aspinwall 1956 Color of goods and Distribution systems
Cox and Goodman 1956 Philadel phia housebuilding study
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Table 3 Aldersonian Network Principles

Function Concepts:
Transactions and transvections
Sorts and Transformations
Discrepancy of Assortments
Sorting: Allocation, Accumulation, Sorting out, Assorting
Routine and fully negotiated transactions
Postponement V's speculation

Structure Concepts
Organized behavior systems
Operation and Power Structure
Cooperation and competition
Monostasy and systasy
Dynamics & the proliferation of opportunity
Power Principle
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Table 4 The Development of Research on interfirm relationsin Channel and Business
Networksin the Journal of Marketing and Journal of Marketing Research 1970-

1999
1970s 1980s 1990s
Number of Articlesin Journal of
Marketing

21 19 38

Number of Articlesin Journal of
Marketing Resear ch
172 23 24

Topic Areasand examplesof articles

in each ared”

Wholesaling & Retailing Changes (e.g.
Davidson 1970)

Trade Areas (e.g. Bucklin 1971)
Franchising,channels for services,
industrial distribution (e.g. Hunt 1972)

Functional Spinoff (e.g. Mallen 1973)

Power- Dependence:

Bases and Sources of Power,
Dependence (e.g. ElI-Ansary & Stern
1972)

Influence Tactics, Negotiation
Behavior (Etgar 1978)

Conflict (e.g. Rosenberg & Stern 1970)

1. Network Structureand
Participants

2. Economic Determinants of
structure

Transaction costs (Dwyer and Oh

1988)

Political Economy Framework (e.g.

Stern and Reve 1980)

3. Interfirmrelations
Power- Dependence:
Relinquishing Control Formalization,
centralization (e.g. Lusch and Brown
1982)
Exercised and Unexercised Power,
Influence Strategies, Negotiation
Behavior (e.g. Gaski & Nevin 1985)
Conflict (e.g. Brown and Day 1981)
Opportunism (e.g. John 1984)
Clalt (Anderson and Narus 1984)
Satisfaction (e.g. Ruerkert & Churchill
1984)
Interorganization exchange behavior
and relations (e.g. Johnston and
Bonoma 1981)
Communication (Anderson and Narus
1984)

Institutional arrangements (Carson et
al 1999)

Transaction Cost (e.g. Rindfleisch and
Heide 1997)

Governance, Agency Theory (e.g.
Bergen et al 1992)

Power-Dependence

inter-dependence

Formalization, centralization (e.g.
Anderson and Narus 1990)

Exercise of Power, Influence
Strategies, Negotiation, punitive action
(e.g. Frazier and Rody 1991)

Conflict (e.g. Dant and Schul 1992)

Satisfaction, Fairness (e.g. Anderson
and Narus 1990)

Relational Norms, Internal Political
Economies (e.g. Heide and John 1992)

Communication, referral behavior,
information asymmetry (e.g. Mohr et
al 1996)

Cooperation (Webster 1992)

Trust (e.g. Moorman et al 1993)
pledges, commitment (e.g Anderson
and Weitz 1992)

Long-term relations, Switching
behavior (e.g. Ganesan 1994)
Adaptation (e.g. Hallen et al 1991)
Forms of links: EDI Links, JIT,
Licensing, contractual relations, Co-
marketing, joint promotion, alliances
(e.g. Heide and John 1990)
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Distribution Dynamics (e.g. Haines et
al 1971)

Simulation/modelling (e.g. Bowersox et
al 1972)

Channel Control, Authority,
Leadership (e.g. Little 1970)

Channel Management & Planning (e.g.
Moyer & Whitmore 1976)

Performance, efficiency, productivity
(e.g. Steiner 1977)

socio-economic consequences (e.g.
Hunt 1972)

4.

Networ k Dynamics, Change and
Evolution
Distribution Dynamics (e.g. Lambkin
and Day 1989)
Relationship development (e.g. Dwyer
Schurr and Oh 1987,

Network Strategy, Design and
Management
Resource Allocation, portfolio analysis
(e.g. Dickson 1983)

Network Performance and | mpacts
Performance Efficiency (Stern and
Reve 1980)

Network Environment
Environment Uncertainty,
Munificence (e.g Achrol et al 1983)

International contexts (Frazier et al
1989)

M ethodology

Key informants (Phillips 1981)
Reliability and Validity (e.g. Ruekert
and Churchill 1984)

Channel evolution (e.g. Achrol 1991)

Network positioning (e.g. Anderson et
al 1994)

Complexity (Achrol 1991)

Design and Management (e.g. Purohit
and Staelin 1994)

Intensity (e.g. Frazier and Lasser 1996)

Performance, Efficiency (e.g.
Noordeweier et al 1990)
Value (e.g. Ghosh and John 1999)

Environment Turbulence (e.g. Achrol
1991)

Networks (e.g. Anderson et al 1994)
International contexts (e.g. Johnson et
al 1993)

Network Analysis (e.g lacobucci and
Hopkins 1992)

Notes:

a. The Journal of Marketing Research Articles 1970s include Research Notes and Communications, including
four comments and reply articles relating to empirical studies of channel relations

b The example article cited is generally the first published during the period. Some articles are cited more than
once because they cover more than one topic area.
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Footnotes

" Previous versions of this paper have been presented at seminars and at the IMP Conference in 2000. |
should like to acknowledge the contributions of those that have read and commented on earlier versions of
this paper and discussed with me the way particular research streams developed. In particular | should
mention Don Dixon, Robert Dahlstrom, Hakan Hakansson, Jan Johansson and Louise Y oung aswell asthe
congructive comments of two anonymous reviewers. Of course, al the remaining errors and omissions are
mine.

1| do not include a discussion of theory of imperfect competition developed by Edwin Chamberlin and Joan
Rohinson even though thisis in many ways the foundation for modern marketing theory. Thisis because the
theory does not directly ded with business network structure and operations

2 For areview of Commons contributions to management theory see Van De Ven (1993)
% For afuller discussion see Dixon and Wilkinson (1986).
* | am indebted to Don Dixon for caling my atention to the importance of Macklin's contribution.

> Another important group of researchers was developing among academics teaching marketing in the far
western states of the USA. (e.g. Duncan 1958) including researchers such as Balderston, Grether and
Revzan.

® Asindicated, for example, in Alderson 1957 and Alderson and Cox (1948)

" These ideas were in part developed with McGuiness (1964).

& Bucklin (1970) was another book of origina articles exploring the behaviora dimension of channels.
® Thisincluded Porter’s (1974) study of retailer power based on economic statistics

10 Wilson and Moller (1988) identified 44 constructs used in the study of business relationships

! This research was based on that conducted by Lusch (1976a, 1976b) in the USA and involved
nationwide studies of the petroleum and automobile retaling. Unfortunately they never got published in
journals easily accessible to awider audience.

12 The journa has since been renamed the Australasian Marketing Journa and become the officia journal of
the AudtraliaNew Zedand Marketing Academy.

3 The review by Webster of business marketing was interesting in that it did not mention any of the IMP
sudies. Thisreflected the continuing divide between American and European researchers, depite greater
interaction and collaboration.

4 One areathat is aready gaining much research attention is the nature and role of eectronic commerce
and itsimpact on relations between firms and with find customers. This new context for interaction will
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undoubtedly shape the nature and development of relations but it should be possible to identify key
contextua dimensions that underlieitsimpact, rather than to propose new explanatory variables. For
example the speed, extent and character of interaction is not the same as face to face communication or
telephone or other written forms and these affect who can communicate with whom and the way relaions
develop.

History of Network Thinking page 81



