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1. Introduction

The Markets-as-Networks Theory aims to describe exulain the vertical interactions and relationship
established and maintained between firms, namejersuand sellers. It is the notorious offspringtloé
analytical and empirical work conducted almost ower last four decades by the Industrial Marketngl
Purchasing (IMP) Group, a worldwide research conityiutedicated to the study of business relatiorship
and networks (Easton and Hakansson 1996; HakarsmbrSnehota 2000; McLoughlin and Horan 2000a,
2002, 2000b; Turnbull et al. 1996; Wilkinson 200Ihough clearly not monolithic (i.e., meaning diéfat
things to different people), the theory featurekeast three major conceptual cornerstonesh@)existence of
business relationshipéAxelsson and Easton 1992; Blois 1972; Easton Anadijo 1986; Ford 1980, 1978;
Hakansson et al. 1979; Monthoux 1975; Turnbull &whningham 1981; Turnbull and Paliwoda 1986;
Turnbull and Valla 1986)s well as their connectednggsderson et al. 1994b; Ritter 200)d uniqueness
(Hakansson and Snehota 1995); lfiilsiness relationships as a third type of govermastcucture, alternative

to both hierarchies and markefRichardson 1972); and (iithe significance of business relationships for the
focal firm, henceforth therélationship significancé (Cunningham 1980; Gadde et al. 2003; Johanson and
Mattsson 1987). This conceptual paper is exclugiwEncerned with the last of these cornerstones, in
particular with the identification of theausesventually bringing about such relationship siigaifice. But let

us first explain what the relationship significansell about.

The notion of ‘relationship significance’ is medmgre to denotehe influence of business relationships on the
focal firm’s survival or growth That we are sticking to the meaning as ofteruamsl by the markets-as-
networks theorists, and not advancing a putative mnsupported by Hakansson and Snehota’s (192% 7
emphasis added) words: “In order to survive andelbgvyouhave to havecounterparts (...).”. Ford and
Hakansson (2006a, p. 22, emphasis added) convesathe: “Companies can choose if and how they veant t
do something particular relative to a specific degpart. But theycannot choose whether or ntit have
relations with others, including their suppliersdacustomers.”. Blois (1998, p. 256, emphasis addee)s
even further, by stating that “(...) it isnpossiblefor firms not to have[vertical] relationships (...)". The
existence of the focal firm cannot be conceivedvithout business relationships, in contrast to whatt
orthodox economists postulate (e.g., Henderson,2335). No existing (i.e., surviving) firm ian island in

a sea of arm’'s-length (market) relatiorislakansson and Snehota 1989; Richardson 1972thAlbusiness
relationships that the focal firm establishes, tlgy® maintains, and terminates with counterpamest
notably suppliers and customers) affect somewlsafuibctioning and development (Ford and McDowell
1999). The focal firm, in the event of deliberatedyminating its established business relations{opseeing
those abruptly ended by the counterparts’ willypds only somehow impeded to operate and grownimre
importantly, it is likely to perish. As Ford et 41998, p. 13) put it: “A company'’s relationshipg amportant
assets and without them it could not operate, enexist.”. Business relationships are therefgaificant

for the focal firm. Needless to say, the relatiopstignificance also exists in relation to the deuparts with
which the focal firm is connected. Suppliers andtomers are as dependent on business relationgbips
survival and growth) as the focal firm is.

Given that the relationship significance is a pridial cornerstone of the Markets-as-Networks Thedry
seems paradoxical that its causes are for the paosteft unidentified. It is quite common to fimdthin any
theory some issues which are seen as unchallemgeaia others, less obvious, which remain greatly
unexplored. The relationship significance is botode one of thecurrently hidden aspects of business
networks (Alajoutsijarvi et al. 2001, p. 104). AlthoughetMarkets-as-Networks Theory providesgarieral
picture of the significance of business relatiopsh{Ford and Hakansson 2006b, p. 251), we claim that
relationship significance is largely an understddhed taken-for-granted issue whose potential caaiseenot
yet subject to a systematic and thorough analygisthe markets-as-networks theorists. To our best
knowledge, Wiley et al.’s (2006; 2003) empiricatearch on thesburces of relationship significance (as
perceivedonly by supplier¥in Sweden, Germany, and China is a meritoriocggton.

Many markets-as-networks theorists assert andraggtehe relationship significance (see, e.g., Famnd
Hakansson 2006b) but seldom if ever discuss ieptld Such a discussion is allegedly unneeded becal
research conducted by the IMP &bbut the various ways in which business relatigoshre significarit Or,
even more emphatically, “[the IMP researclnfirmed the significance of lasting customer-supplier
relationships” (Blankenburg-Holm and Johanson 1993, emphasis added). Such foundationalist positi
for sure dispensable, is easy to explain. The msikenetworks theorists take business relatiossiuibe
almost by definition significant for the focal firm. Their reasoning lasically the following:if business
relationships arede factodeliberately initiated, nurtured, and sustainedtlwy focal firm,then business
relationships must have some usefulness (i.e.oimewhat significant) for that purposive entity. Tharkets-
as-networks theorists observed and reported ratlyréhe focal firm as willingly related to and helg
dependent on several counterparts, inferring thezethat such business relationshypght to besignificant
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to some extent for the focal firm. In sum, thearisave taken the pervasive existence of busintdgreships
as a secure warrant of their significance. Thendkegrantedness of relationship significanceofsgourse,
attested by the absence of explicit debate withan Markets-as-Networks Theory. Yet it is made clkear
Hakansson and Snehota (1995, p. 330) who contexidtltle foci of interest of the markets-as-networks
theorists arethe important [vertical] relationshigdo the disfavour ofuninteresting and unimportantpnes,
as if (i) business relationships amepriori significant for the focal firm while (ii) the pusetransactional
relations are as a rule insignificant for the fdaanh.

We do not deny the existence of significant busimetationships but argue, contra the consensusniie
Markets-as-Networks Theory, that relationship digance should not be considered an axiom. Sigaifie
is surely not a property of each and every oneheffocal firm's business relationships. The relalap
significance is real but does not exist always ahall times — that is, business relationships ne&dbe
necessarily significant to some extent for the fdican. Business relationships are not necesséslgnds of
significance in a sea of ordinarineqef. Ford and Hakansson 2006a, p. 11): their ifitance is liable to
changeover time and they can be even on occabumiensor liabilities for the focal firm (Hakansson and
Snehota 1998). That the focal firm is likely to Bawt a few (highly?) significant business relagiaps is
corroborated by the recurrent observation maddéymarkets-as-networks theorists that a limited bemof
suppliers and customers account for the majoritfirofs’ total purchases and sales respectively (8@20
rule’).

We adopt explicitly acritical realist perspective and claim that the relationship sigaifce is a notorious
eventof the business world, taking place intermitterglyd here and there— an event that co-exists with
others (e.g., the arm’s-length or purely transaetiorelations between firms) and is not always thygh
perceived as such by the focal firm (Wiley et &0@). Of course, that event’s occurrence does @péeidd on
the existence of such a perception, correct or Bath business relationship is what it is (eithighlly
significant, totally insignificant, or somewhere hetween) regardlesd any perceptions held in that regard
by the focal firm or any other firfi.Though the relationship significance is unlikety be objectively
identified by firms or their members, it is ‘somietlf which can or cannot result, on account of @iertyet
ungrasped causes. Therefore the main objectivei®fpaper is to identify, in a tentative manneg ¢huses
(i.e.,structuresandpowerg potentially responsible for bringing about suslrd.

The paper is organised as follows. First, the €&itiRealism that serves as our meta-theoreticait padi
departure here is presented. Then, we offer a bridbok of the business world, and its severaitiestand
events. In particular, the underlying causes ofrélationship significance are advanced. Lastly,pnesent
our concluding remarks, namely the main theorefivgllications and limitations of the paper as vadl a
future research agenda.

2. The meta-theoretical point of departure

Scholars and researchers build necessarily upanrtydar set of assumptions in their investigadiaf the
world — what is commonly entitled their guidifthilosophy of Sciencer Meta-theory Such assumptions,
which every scholar and researcher should be asfaard make unambiguous if not explicit, concemnthe
way the world igi.e.,ontology); (ii) how the world can be knowne., epistemolog) (iii) which methods and
techniques can be employed in its inquirg., methodolog), and (iv) what causes the world to be as it is
(i.e., aetiology. Ontology is often claimed to be the overridingteatheoretical dimension for it is very likely
to influence epistemology, methodology, and aegjgploThe questions formulated, as well as the arswer
tentatively offered, are likely to differ on accawf different meta-theoretical commitments. Likewiany
criticisms to the work of scholars and researcheex] to be made by taking their respective metaryhiato
consideration. Where the meta-theoretical commitm@ne unclear or remain unexamined (or worse, are
‘buried’ within developed or espoused theories)e aften finds them at cross-purposes, talking past
another instead of engaging in constructive arglligible debates. Meta-theory can hence be defasedhat
lies beyond or outside arspbstantive theoryFleetwood and Ackroyd 2004a, 2004b). The possilf the
former influencing somewhat the latter does not enthle relation between the two tight (Sayer 200®ugh
having the ‘right’ meta-theory does not necessdelyd us to develop an unchallengeable theory,isne
unlikely to arrive at a ‘right’ theory when stamjiirom a ‘wrong’ meta-theory (though it can hapsnpure
chance). Of course, change is more pronouncedraqddnt in theories than in meta-theories.

Whatever the field of study, each and every scharhd@rresearcher adopts often in an implicit way afrteree
meta-theories (Fleetwood 2007a, 200%9sitivism Postmodernisimor (Critical) Realism Positivists see the
world as a closed system wherein determinism pieaaid cause-effect relations can be empiricalseoled
and recorded, whereas postmodernists argue thawdhd ‘lies in the eyes of the beholdebeing fully
socially constructed by mankind via discourse ¢eripersonal interaction and convention. For ciitiealists

(i) the world is as a whole an open system thadtexegardless of any knowledge one may have déwelop
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about it and (ii) the social sciences should btcatiof the social world they aim to tentativelgstribe and
explain. Moreover, Critical Realism depicts the ldas composed of a myriad efftitiesandevents both of
which need not be confined to the realm of the nladde. Such entities exhibit peculistructuresi.e., sets

of interrelated properties which make them the kihdntities they are and not anything else. Itueirof their
structures, entities necessarily possess (though moa exercise) certaiemergentpowers and liabilities,
hence being both capable of doing some things reabable of doing others. Events result when theepo

of entities are exercised (or, on the contranyiliides are impeded) under speciftontingenciesi.e., either
particular geo-historical conditions or the preserar absence of other entities and the activation o
obstruction of their powers and liabilities (Bhask®75; Harré and Madden 1975). One example usually
given to illustrate the critical realist view ofetlworld is that of human beings. Humans, by vir@eheir
intricate physiological, anatomical, and social maip (e.g., brains, respiratory systems, arms, l&gsus,
and so on), have the outstanding powers to thalk, listen or run, jump, and swim — powers, of rsay put

to work always under the restriction of spatial aechporal conditions (e.g., a man cannot speakfilya
foreign language without proper and lengthy ingtoincand repeated practice nor play tennis in tieeace of
either a court, an opponent, a racket, or a redderk@owledge of the game). For incisive introdoesi in
particular to Critical Realism, see Archer et 4B48) and Danermark et al. (1997).

The ontological, epistemological, methodologicald aetiological assumptions of these mutually estehu
meta-theories have been addressed exhaustivelwhedse (Bhaskar 1998, 1986; D'Andrade 1986; e.g.,
Fleetwood 2001; Fleetwood 1999, 2007a, 2007b, 2@085; Lawson 2001, 1998, 1997; Patomaki 2006;
Sayer 2004, 1984, 2000; Secord 1986) and are susadan Table 1 below.
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Meta-teory

Ontology

Epistemology

Methodology

Aetiology

Positivism

observables; regularities
(constant conjunctions o
events)

A mind-independent world;

Knowledge
development via
observation or
experimentation of th
world; postulation of
laws (via
generalisation);
emphasis on predictid
and objectivity

Use of quantitatiy

3 induction

n

methods;
deduction and

Cause-effect relations
(deterministic or stochastic)
closed systems

Postmodernism

The world is built via
discourse or social

multiple realities

interaction and conventiofknowledge is better th

The world is only
known via discourse; 1

any other (subjectivity]

Use of qualitative
methods

Discourse as the (arbitrary,
cause of the world

Critical
Realism

world; observables and
unobservables; entities (|
structures and powers al
liabilities, emergent and
potential) and events;
necessity and contingend
(relations); strata (real,

At large mind-independj]Multiple, fallible, in par

actual, empirical)

socially constructed
knowledge (obtained
d intervention in the
world); emphasis on
description and
\explanation; ‘tendentig
predictions’

Use of qualitative
methods
(triangulation);
abstraction,
‘retroduction’, an
‘retrodiction’

brought about by the exercisq

The world is multiply caused

interlocking powers,
mechanisms, and
configurations, under mutab
contingencies; tendencies a
counter-tendencies at work
open systems

hd

Table 1 — The basic assumptions of positivist, posternist, and critical realist meta-theories

2.1 The suitability of a critical realist approach
The world is usually seen as divided in two: thattmal’ and the ‘social’, i.e., nature and sociatje stand
with those that believe that the world predates lalman beings, for it has existed and still exists
independently of men’s knowledge or identificatafrit. While holding theealist conviction — that the world

at large iswhat it is regardless of what humans choose to say, thinkyriée about it — one must also
acknowledge thesocial constructionof some parts of that world. Needless to say,esgarchers we are
mostly interested in theocial worldin general and thbusiness worldn particular. For surely that social
world is to some degresocially constructedoy men via their discourse or interpersonal irtkoa and
convention (e.g., theories, rules, symbols, andosih). Contra the arguments of those espousingang
social constructivist opostmodernisstance, the social world is not mereljoar de forceof mankind or the
feasible aftermath of its intents and actions.
Since their inception in the first decades of th8 @ntury, the social sciences in general and Manegein
particular have been dominated by Positivism. Kleetl (2007a) advances two motives accounting fer th
positivist orthodoxy: (i) most of the ‘Research Meds’ courses attended by postgraduates in unissrsi
draw (at least implicitly) upon Positivism, focugiexclusively on quantitative methods and techrigaad

(ii) as the courses on ‘Philosophy of Science’@tigemely rare to find in universities, thus legvabsent the
valuable discussion on the adequacy and shortcemongach of the available meta-theories, manyaoci
scientists are unaware of the deficiencies of Risit and that meta-theoretical alternatives dstexdome
social scientists however started to challengedtimainant meta-theory, especially from the 1980s ayda/
Postmodernism then arose as a fierce and shoakamgion to the positivist orthodoxy that claimed ttorld

to be objectively available and capable of beingjlg&nown by the systematic application of the ainpl
techniques. Its development is often denoted a&tine to discourseor the ‘finguistic turn in Science. The
distinguishing feature of a postmodernist stanatsibelief that the world is not known objectivelyall and
what is known is merely gour de forceof mankind, i.e., the outcome of the variegate®nts, actions,
conventions, and interactions of men. Though poderasts in general claim that only two competingtan
theories are available to inform and guide scientiésearch, one needs to recognise the alternatitiee
(Critical) Realism. Positivism and Realism, desmtaaring the assumption of a mind-independent world
differ strongly with respect to the existence o$etvables and unobservables within the world. Wheiddists
consider both as objects of potential inquiry, paists fail to take the existence of unobservalis account

or merely neglect them.
There have been over the years some social stiemtitose work was rooted neither in positivist ior

postmodernist meta-theories. For instance, the lwikigown economists John Commons, Friedrich Hayek,
Nicholas Kaldor, John Keynes, Carl Menger, GeordmcBle, Adam Smith, Joseph Schumpeter, and
Thorstein Veblen, and the sociologists Karl Marxl &max Weber, all drew upon various forms of Realism
(despite for the most part not using the term ‘Rea). Realism does not represent a recent metar¢kieal
reaction against Postmodernism (cf. Contu and VifirR005; Reed 2005). There is no latealist turr in
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Science (Ackroyd and Fleetwood 2000a). Yet, itndeniable that Realism only gained prominence dinee
mid-1970s, after its sophisticated variant knowrCsatical Realism being carefully articulated amdimed by
Bhaskar and others. Collier (1994) addresses tmghiinfluence of Bhaskar on the development dficzad
Realism.

The popularity of Postmodernism notwithstandingnynacholars and researchers are now increasinghepr
to endorse the meta-theoretical option posed bijc@riRealism. Indeed, one can find multiple exaasph

the social sciences of those who adopt (mostlyninngplicit way) a realist perspective on their @
topics. By acknowledging that the world includesigls which exist independently of any knowledgé¢haim,

a large number of scientists may even be caleidimal realists (Sayer 2004). For instance, the Ackroyd
and Fleetwood’s (2000b) and Fleetwood and Ackroy@804a) edited volumes are an evidence of the
growing number of realist inspired works acrossows sub-fields of Management, from Human Resource
Management through Operations Management to Iridubtarketing and others.

We adopt explicitly a critical realist approachahghout this paper. This approach seems suitabén whe
bears in mind not only the foregoing meta-theoegtassumptions of Critical Realism, but also ourmmuanit

of analysis, namely the business relationshipot®ious entities of the business world.

3. The entities and events of the business world

We acknowledge that the world exists for the m@st pndependently of what one may think, say, otewnr
about it, for the world’s entities and events erdiggardless of human knowledge or identificatibthem.

Of course, we need also to recognise that thegbaine world in which we are interested — the doeiarld in
general and the business world in particular -6 isdme extent a social construction of mankindiiveories,
frameworks, or concepts (in this respect, see Blgis 2003a).

The conventional depiction of the business worldhiat of Neoclassical Economics whereby firms are
portrayed asatomistic units, hence operating in markets (i.e., placindg lor replying to asks). Markets,
naturally faceless are the aggregates of the arm’s-length relatestablished instantly and frictionlessly
among buyers and sellers. In such a stylised @atfithe business world, there is only room foméirand
their vertical transactions (and the markets thater overall form). However, the business woddot like
that at all. It is composed of firms that are idegendent units (with interconnected behaviour and
performance), necessarily developing and sustaiminljiple relations among themselves — see below. As
Allyn Young (1928) wisely advanced, tlévision of labourtakes place not onhyithin firms but alseamong
them. That is to sayspecialisationand integratiori (cooperation) go hand in hand, with the formethbo
requiring and propelling the latter (Piore 1992he$e are the two indissociable features of thesidiviof
labour, whose benefits were firstly pointed outAam Smith (1776 [1999]). Later on, George Richards
(1972) extended Smith’s analysis by claiming that division of labour was not only effected betwé&ens

or markets. Richardson rejected the ‘distorted vefwstandard theories of the firm and of marketsvhich
the governance(or management) of economic activities was carnad either viahierarchical direction
within firms or the price mechanisnoperating spontaneously among firms. He alluded tpervasive
phenomena providing an alternatisgucture governangean addition to thevisible handof firms and the
invisible handof markets: thénterfirm cooperation That (vertical) cooperation, usuallglose, complex and
ramified is clearly distinguishable from markets (and thenstitutive interfirm transactions) wherein “(...)
there is no continuing association, no give and takit an isolated act of purchase and sale (..ifh@dson
1972, p. 8915.

The business world is composed of multiple entitied events, not just the ones alluded to by nesicial
economists. Besides the usually mentiofiads and themarketsin which they operate, the (horizontal and
vertical) interfirm cooperative relations — i.detnter-organisational relationshipandbusiness relationships
and thenetworksthat the latter make up — are also prominentiestif the business world. And in addition to
the oft-noted exchange relations of firms (i.egitharm’s-length relations one is bound to find the
relationship significancas a pervasive event of the business wbvite address briefly in turn these entities
and events of the business world, giving particelaphasis to both firms and their business relakips
(and their structure and powers) while ruling thii-organisational relationships out of our mdstdssior?,

3.1 Firms

Firms are largely material entities exhibiting cdexpstructures and therefore powers and liabilitlisms
include a myriad ofesourcesandcompetence$for the most part internally owned and controllbdt also
externally accessed and exploited (Loasby 1998rd3en1959). Plus, several degrees of authority and
empowerment, hierarchical levels, communicationnalds, rites, explicit rules, tacit conventionsd aso
forth can be found within firms. Owing to such cdaxby interrelated constituents (especially theoteses
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and competences, both internal and external), fieres potentially endowed with certain powers and
liabilities, e.g., being able to perforaativitiesand generate goods, services, cash-flows, ortgrofi

Firms are surely interconnected entities, estaiblighdeveloping, sustaining, and terminating seviaes
and forms ofelationswith one another (Young and Wilkinson 1997). Iestingly,almostall of the interfirm
relations are themselves entities, mostly immadteniges. Interfirm relations can be classified foreoas
horizontal or vertical. Horizontal interfirm relations displagompetitionand cooperationfacets, whereas
vertical interfirm relations includexchangeandcooperation Competition is the basic feature of horizontal
interfirm relations and cooperation is often fouindvertical ones. But that needs not be the casd, a
horizontal cooperation and vertical exchange alsavail in the business world. These fourfold iritenf
relations are now described briefly. Firstly, firrafen compete with one another for the ‘businesish
(common) suppliers and customers, primarily for dkquisition of inputs and the sale of outputs.oBdty,
even competitors are likely to cooperate at tinmmsnmonly through formalised and short-lived relasio
aiming at certain, declared purposes (e.g., nevdymto development). Thirdly, firms engage in purely
transactional relations with their suppliers andtomers, buying inputs and selling outputs onlyarab’s-
length distance. Fourthly, firms are often comnaitte lasting, informal, and complex relationshigghvgome

of their most important suppliers and customerterfitm relations boil down to competition, coopéra
(either business relationships or inter-organisaioelationships), and exchange (i.e., arm’s-lemgtations).
Given the interrelatedness of firms (mostly vetftioat also horizontal), their structures and consedjal
powers and liabilities are themselves connecteéatth other. That is to say, the structure, powens,
liabilities of each and every firm affect and aféeeted by, to varying extents and in different wayhe
powers and liabilities of counterparts to whichsitdirectly or indirectly connected (mostly suppieand
customers but also competitors). Furthermore, ahdt\wseems to be a pivotal argument of this paper, t
structure and powers and liabilities of firms akelly to be somewhat influenced (e.g., enhancddcpaired)
by the structure and powers and liabilities ofidlationships that firms establish, develop, arstesn among
themselves — that influence being allegedly strongéhe particular case of business relationsifourse,
the reverse is valid: the structure and powersliabiities of firms affect to different degreesetistructure
and powers and liabilities of interfirm relationgéi

3.2 Markets and arm’s-length relations

All firms are vertically connected, upstream withppliers and downstream with customers. Their ealrti
linkages however can differ sharply, ranging froimast instant exchanges undertaken across martkets (
so-calledarm’s-length or purely transactional relatior)sto the lasting and complex relationships (often
referred to adusiness relationshipsFirms have in general the option to engage theei(instantaneous)
transactionsor (recurring)interactionswith each of its suppliers and customers. Thdtrims either: (i) effect
discrete, on-off transactions governed by the pmieghanism, wherein price and quantity prevaibedd; or
instead (ii) establish and develop a pattern ofoorgyinteractions wherein economic and social etgmare
exchanged, and mutual trust and commitment, regifyrcand future interaction all matter. A firm'cision

to transactwith a certain counterpart implies necessarilydbeision ofnot tointeractwith that same entity.

It is thus understandable that these two vertitddaljes, by featuring dissimilar contents, servedint
purposes. While the arm’s-length relations enahke d@cquisition or sale across markets of standatdis
resources, the business relationships allow firmsatcess and exploit complementary resources and
competences of counterparts (e.g., a customerigatpn or a supplier's know-how in a field of exjse
respectively). It is often the case that arm’s-tengelations precede business relationships foy aifter
repeated (purely economic) purchases and sales biegin to get to know each other and decideveldp a
cooperative relationship that goes far beyond theenmterfirm exchange (Easton and Araujo 1992}. G
always do firms have the option to develop busimekgionships because of, e.g., the counterpkt&’ of
interest and commitment in the development of getdtionships (Biong et al. 1997).

In essence, arm’s-length relations are but flegamgl naturallystructurelesandpowerles} events that come
about whenever at least two firms demonstrate fhdéonand agree in bringing to completion an exu@— a
transaction that is almost instantly initiated d@adminated. While it is more or less easy to paiat the
beginning and the end of an arm’s-length relatibat task can hardly or unequivocally be done endhase of

a business relationship. The view of interfirm sactional relations as potential events is commenfjorsed
by economists, e.g., Marshall (1890 [1997], p. 1&@phasis added): “An exchange is an event (..3 it i
something that happens. A market is a setting witvhich exchangenaytake place (...).”. Yet, those same
economists are prone to neglect grossly the existefh some prominent entities of the business wanld
particular the business relationships and the dveesworks in which firms are deeply embedded. wies
claim below, such intricate and ongoing patternyestical interaction (cooperation) are entitiasrety not
transitory events. Somewhat awkwardly, economiatk tb acknowledge that the markets that interfirm
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transactions form as a whole are themselves emtitievertheless, markets are often referred todoyes
authors asihstitutions constructed, reproduced, and transformed by fi@lsaujo 2007; Callon 1998;
Loasby 2000). They comprigater alia all the intermittent events constituting (takirigqe in) them, i.e., the
set of transactional relations instantly linkingris. A large number of other elements which aredme

extent indispensable for framing and governing uhdertaking of interfirm transactions, such as fafs
spaces (marketplaces), legal or contractual roldjral conventions, and technologies, can alsmdeded

as a part of markets.

3.3 Networks and business relationships

As noted earlier, business relationships go beyiedpurely economic transactions between firms.hSuc
vertical relationships comprise multiple interantiepisodes — face-to-face or via telephone, faxenoail —
which involve the exchange of both economic and-ecomomic elements, e.g., money and products, and
trust, commitment, and knowledge respectively (lakan 1982a). By drawing upon Ford et al. (1986, p.
390) and Hakansson and Snehota (1995, p. 25; 28088), business relationships can be defined as
‘(previous and current) patterns of interaction anterdependence between two firms, vertically cotete
and reciprocally committed to each othéBusiness relationships usually denote dimngct relationships that
the focal firm initiates, develops, and maintairpstteam with suppliers and downstream with custemer
Other vertical yeindirect relationships (e.g., those between the focal &imd its suppliers’ suppliers or its
customers’ customers) are also typified as busingssionships. “An indirect relationship is mostmply
described as the relationship between two firmsviare not directly related but which is mediatgclihird
firm with which they both have [direct] relationpki” (Easton 1992, p. 15). Understandably, indibetiness
relationships far outnumber direct ones. In conttasthe discreteness of interfirm transactionssimess
relationships are necessarily interconnected inynweays, not only directly or indirectly, but alsogitively

or negatively (i.e., the interfirm interaction in@business relationship depends on the existeraasence of
interaction in another relationship). The geneealisonnectedness of business relationships brivyst &o-
produced, self-organising, and adaptive macro-atras (Easton et al. 1997; Wilkinson 2006; Wilkinsand
Young 2002), the so-calletsinessnetworkswhose evolution is beyond any firm’s control aieints and in
which all firms seek to manage (Ford et al. 1998tworks are formed and modified through multiplex
interaction, thus being partly opaque (even toigipeint firms), ‘centerless’, and unbounded (Hakamsand
Johanson 1993b).

The development of any business relationship isme-tonsuming, path-dependent, and costly process
(Hakansson and Snehota 2000). Business relatiansdnip brought about over time as (i) reciprocal
relationship-specific investments are made, (iibhbihe ‘distance’ that normally exists at an eatase of
interaction (of a social, cultural, technologidaimporal or geographical basis) and the reluctan¢ems to
cooperate (partially related to the uncertaintyardmg the counterpart’s intentions and future b&ha) are
greatly reduced; and (iii) the interdependence,uadutrust and commitment, and the expectationsutfré
interaction all gradually increase (Ford et al. @980ne is prone to consider that business relstips
always develop towards an ideal state ticcessful marriagewhere interfirm conflict is totally absent, as
the likes of Ford (1980) and Dwyer et al. (1987) idotraditional life cycle models of relationship
development. Yet there is no such thing as a jotalbperative business relationship and some oeistips
may fail to develop or are eventually terminatex, the most part owing to persistent barriers teraction
(e.g., mismatches between firms in terms of orgaitisal culture or strategy, conflicting expectatioor
behaviours of individuals) (Cunningham 1982). Beshm relationships evolve gradually over time, aadi
learn to ‘dance’ with one another, both leading fatidwing (Wilkinson and Young 1994).

Both history and structure matter in business igrahips (Ford et al. 1986). Current interfirm natetion is
rooted in the past and shapes future interactiomsHinteract with an eye on the future of thelatienship
but always remembering previous interaction episotte addition, the surrounding structure of intdins
(i.e., connected business relationships) impachupe extant interaction amongst firms, eitherfogiring or
hindering it.

3.3.1 The structure and powers and liabilities of bsiness relationships

Business relationships, on account of the abovetioreed development process, are likely to exhibit a
peculiar and changeable nature or structure. Adogrib Hakansson and Snehota (1995), their featares
more or less easily perceptible and includeditinuity, (ii) complexity (iii) symmetryand (iv)informality as
well as (v)adaptations (vi) ‘coopetition, (vii) social interaction and (viii) routinisation That is to say,
business relationships: (i) are long-lasting; €iitail a multiplex interpersonal contact patterbwleen firms
and can be deployed to pursue different objectiigsare symmetrical in terms of firms’ interetst develop
and sustain them; (iv) are ruled by implicit andamplete contracts; (v) involve large relationssgecific
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investments; (vi) display both cooperative and cetiipe facets; (vii) involve a myriad of extensiead
interlinked social bonds between individuals anougis; and (viii) give rise to norms of mutual coodand
institutionalised rights and duties.

Owing at large to such an intricate structure (em@ smaller extent to their conspicuous conneessj
business relationships are likely to exhibit a a@ikfset of powersand liabilities and are thus capable to
producepositiveand negative effectgor firms).” Like any other structured and powerful entity koé torld,
business relationships areausally efficaciousentities. They have the potential to bausal that is, are
capable of bringing about change anywhere in ttenless world, including (i) themselves, (ii) otlestities
(e.g., connected business relationships and firamg) (iii) transitory events, notably arm’s-lengéfations.
Business relationships are established, develoged,maintained mostly because of the rewargiogers
they perform currently (or are expected to perfanrthe future) and the actual or potenti@nefitsthat result
mostly for the firms directly involved in those atibnships but also for connected counterparts.s&ho
benefits however can only be obtained by firmshatdéxpense of some actual or poterddrifices in part
related to thdiabilities of business relationships — though there can &@dssibility of temporary free-riding
for opportunistic firms, i.e., benefiting withoutffering any sacrifice whatsoever. The latepbtential
powers and liabilities of business relationshipsd(¢heir respective benefits and sacrifices) caaderucial
as actual ones in the decision of firms to nurture and dostaeir business relationships (Hakansson and
Snehota 1995).

Powers and liabilities

Business relationships are bound to display sixnmaowers, namelyaccess ‘control, ‘efficiency,
‘innovation, ‘ stability, and ‘networking. That is, business relationships can have thegpdw provide firms
with, respectively: (i) the access to, and exptmita of (and sometimes even the development of)
counterparts’ complementary resources and competgcaujo and Easton 1996; Easton and Araujo 1993;
Pfeffer and Salancik 1978; Thompson 1967; Wilkinspral. 2005); (ii) the increase of influence oweithe
reduction of dependence on counterparts, or thengtion or block of relationship or network change
(Kutschker 1982; Lundgren 1992; Mattsson and Jahari®92; Mouzas and Naude 2007; Wilkinson and
Young 2005); (iii) a reduction of the production wansaction costs (Hakansson 1982b; Hakansson and
Snehota 1995; Mouzas 2006); (iv) the identificatadrpreviously unknown characteristics of resourard
competences, discovery of new ways of employingew uses for extant resources and competencese or t
lone or co-development of new resources and compese(Araujo et al. 1999; Hakansson 1989, 1987;
Hakansson and Waluszewski 2007); (v) learning &edréduction of environmental uncertainty (Hakansso
et al. 1999; Hakansson and Johanson 2001; Mouzds2808); and (vi) the management of interdeproe®

at the actor, resource, and activity levels (Gaddal. 2003; Hakansson and Ford 2002; Hakansson and
Snehota 1989; Moller and Halinen 1999; Ritter 1999)

Business relationships are likely to display likesvisix liabilities: those of failure imatcess ‘control,
‘efficiency, ‘innovation, ‘stability, and ‘networking. Such liabilities follow whenever some powers &k
unexercised — powers which are either expecte@siret by firms to be put to work, at a given pamtime,

in a business relationship or in other, connectedtionships. For instance, the focal firm's busie
relationship with customer A does not activate ékpected poweraccessor hinders the control power in

the focal firm’s relationship with supplier C.

Benefits and sacrifices

Relationship benefits and sacrifices need to begmsed as two sides of the same coin. The formeenat
obtained automatically, easily or for free, beigtly dependent on the latter’s existence (GaddeSarehota
2000). Much time and sacrifices (at the very leasits) are needed before relationship benefitsbean
harvested by firms (Araujo et al. 1999). Relatidpdtenefits include all the positive effects enguia firms
from the activation of any of the referred powers,., the access to and exploitation of exterredurces and
competences (Anderson et al. 1994b). Relationsdipfices encompass both (i) thestsincurred by firms
(which are indispensable to obtain benefits) aijdte deleterious effectthat sometimes result from being
involved in business relationships. Three relatigmgosts are usually borne by all firms (Blois 29&adde
and Snehota 2000): @pportunity costge.g., the focal firm’s relationship with custonfemay preclude the
obtainment of benefits in the business relationship customer B or hinder the attainment of grebtmefits
or lower sacrifices in the relationship with suppliC); (ii) relationship handling costé¢i.e., the costs of
establishing, developing, maintaining, and termitggeach business relationship); and figtwork handling
costs(i.e., overhead costs incurred with all or mosbos$iness relationships). Deleterious effects oheli)
lock-in effectge.g., the focal firm’s established business maahips may preclude the development of other,
potential relationships) (Araujo and Harrison 2Q0@) the opportunistic behaviour of counterpafes.g.,
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free-riding and hold-up problems) (Biong et al. Z%nd (iii) several other harmful consequenceg. (¢he
damaging effects of the focal firm's business fefeghip with supplier A on the former’'s reputation)
(Anderson et al. 1994a; Mattsson 1989).

The connectedness and potentiality of powers liiiggsi, benefits and sacrifices

Not all business relationships necessarily exlbithe above-mentioned sixfold powers and liaiesit Each
business relationship may be endowed with andratgractice different powers and liabilities ouene. Of
course, similar powers and liabilities (bringingoab similar benefits and sacrifices) can be exettis
different business relationships. Also, at a gipemt in time, some powers and liabilities of ongsiness
relationship may be at work simultaneously, whdghers may remain dormant owing to the exercise of
countervailing (more or equally powerful) powersldiabilities in other, connected relationships.

Inasmuch as business relationships are connectediegcanother in multiple ways (directly or indidgct
positively or negatively), their structures and josvand liabilities, and the benefits and sacuficesulting
from exercising these, are also likely to be thdwesecomplexly interrelated to varying extents. Fatance:
() the exercise of theatcess power in the focal firm's business relationshipttwsupplier A (and the
resulting effect) may directly and positively- affect and be affected by the exercise of boghdccessand
‘innovationt powers in the focal firm’s relationships with qligr B and customer C respectively (and the
resulting effects); and (ii) the incapacity or tmé to put to work thecontrol power in the focal firm’'s
business relationship with customer D (and the resioHting effect) may indirectly — affect the incapacity or
failure to put to work thestability power in the focal firm’'s relationship with supgl E (and the non-
resulting effect). The connectedness of busindssiorships has two important implications with aed) to
their powers and liabilities and consequently theuing benefits and sacrifices: (i) the obtainnadrienefits
and sacrifices in a business relationship can Ipertient not only on the exercise of the respegtoxgers
and liabilities in that relationship but more imaotly require the exercise of powers and lialeiitin other,
connected relationships; and (ii) the obtainmentefefits and sacrifices in a business relationsiaip
impede or impair the exercise of powers and liaédiin connected relationships and therefore irapad
impair the obtainment of other benefits and samzdi

Simply put, business relationships are heterogeneatities facing diverse contingencies, that isap, their
powers and liabilities are put to work under (ameirt structure is potentially altered by) a myradifferent
and varying surrounding conditions, hamely conreettgsiness relationships. As a consequence, therpow
and liabilities of business relationships do natessarily generate the events that in generalrateggbt about
whenever they are put to work. When a certain pavfex business relationship is exercised at soni,po
there is the possibility that its ‘usual’ effectg anot brought to be (i.e., its ‘tendency’ remaimdulfilled) on
account of other, counteracting powers being atkvsomultaneously often in connected relationshifisat
the benefits and sacrifices of business relatigsshare often mediate (i.e., obtained in the fufure)
interconnected, and partly intangible (Gadde anehSta 2000), helps to explain why they can neitieer
identified by firms unequivocallgx antenor are easily prone to quantificatier posf

3.5 Relationship significance

As contended above, in opposition to a common vigithin the Markets-as-Networks Theory, the
relationship significance should not be taken gsven. We challenge here the presumption of treicgiship
significance and claim instead that relationshgmiicance is a business world event and, as suchpnly
potential and brought about whenever certain caasesat work. Those causes are the focus of the nex
section.

4. How is the relationship significance brought abat?

4.1 The relationship benefits and sacrifices ensugyfor the focal firm as a potential cause

It seems undeniable that the relationship sigmifieais commonly taken to be self-evident (see, Eaqyd and
Hakansson 2006a; Ford and Hakansson 2006b), be aiety least its causes are left enshrouded omade
explicit within the Markets-as-Networks Theory. \Wieght to recognise however that in case of hypithet
attempts made by the markets-as-networks theadgtsstify the relationship significance, these kkely to
allude to the overall benefits and sacrifices rasglfrom the exercise of the powers and liabiite# business
relationships. The markets-as-networks theoristg.,(&adde and Snehota 2000; Hakansson and Snehota
1995) are in general prone to claim that the ratestiip significance is brought about by either athlof two
causes: (i) the relationship benefistweighthe related sacrifices, i.@glationship values co-created and
partly appropriated by the focal firfror (ii) the relationship benefits ageeateror the relationship sacrifices
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arelowerthanthe benefits and sacrifices @pectedy the focal firm (when its past experience withmigar
business relationships is taken into account) drp@ientially stemming from alternativés the business
relationship in question, i.e., in substitute besmrelationships or conventional governance strestsuch as
hierarchies and market.

We agree with the (mostly implicit) claim that thetationship derived flows of benefits and saceificeither
per seor comparatively are a potential cause bringing about the relatipmsignificance. Yet this does not
exhaust all the causes that can account for ttiatinas event of the business world. In our viempoat least
one other cause (that remains buried, somewhat underlyingidkatified cause) can also produce the
relationship significance, in particular the stronfijluencethat business relationships may hawe large part
of the structureandpowersandliabilities of the focal firm or, in other words, itore nature (resources and
competences) anscope(activities)'!' The failure to acknowledge this cause by the Marks-Networks
Theory may result from itspatial boundariesfor the main units of analysis therein are tiieraction, the
‘relationship, or the network (Easton and Hakansson 1996).

4.2 The influence of business relationships on théocal firm's nature and scope: other, largely
uncovered, potential cause

We have noted above that the powers and liabildfdsusiness relationships are sixfold, to wit #hecess’,
‘control’, ‘efficiency’, ‘innovation’, ‘stability’, and ‘networking’. Although we do not wish to adeana
hierarchy of these powers and liabilities, it se@hear that two of them (‘access’ and ‘innovatioaie more
consequential than others in affecting the natumek scope of the focal firm. If it needs to be remhl the
‘access’ and the ‘innovation’ powers (and liab##) of business relationships supply the focal fvith (or
impede it to obtain), respectively: @fie access to and exploitation (and on occasiondineelopment) of
external, often complementary resources and compesand (ii) the identification of formerly unrecognised
features of or the discovery of new ways of deptpgr novel uses for the extant resources and ctenpes,
or the stand-alone or co-development of new ressiend competenceEhe exercise of these two powers,
and more importantly the effects resulting, shapa tonsiderable extent the resources and comgstezied
activities of the focal firm (both internal and extal, actual and potential), that is to say, tipis to and the
‘things that the focal firmdoesandgets dondy othersat present and in the future.

4.2.1 Unfolding the ‘access’ and ‘innovation’ powes and liabilities: business relationships’ impact pon
(the inputs to and) the things that the focal firmdoes and gets done

The focal firm does some things by itself

The focal firm is a complexly structured, powerfahd interrelated entity of the business worlda Isimilar
but mundane vein, we can depict the focal firm aspecialised systerof resources and competences,
confronting facelessnarketsand deeply embedded in intricatetworkswherein external resources and
competences are available garquisitionor saleandaccessandexploitation respectively. The focal firm has
necessarily dimited set of internal resources and competences, tknswing how to do only a limited
number of things(Patel and Pavitt 1997). The common decisionhaf tocal firm tospecialisein certain
things(i.e., becompetenbnly at someactivitieswithin a givenfield of expertisgfor which it has some sort of
‘comparative advantag€Richardson 1972), and therefore its likely appration of specialisation gains
(e.g., in the form of experience curve effects)pligs that it deliberately relies on the speciafisofi others
(Young 1928). Since in general the focal firm kndwesv to do only a few things, it surely needs know
how toget some things dor®y others(Loasby 1998; Nelson and Winter 1982) — notablyse to which the
focal firm is or will be vertically connected in m@ way, i.e., its current and prospective suppland
customers. The focal firm'specialisatiorthus requires and propels itstegratior (Piore 1992), for the most
part viacooperationbut on occasion viaxchangewith counterparts.

The focal firm gets things done by others, bothbriginess relationships and through arm’s-lenddtions

That the focal firm owns and controls but a limitest of resources and competences within its boigsja
explains at large its proneness to (mostly venticabperation, i.e., establish, develop, and sudiasiness
relationships with suppliers and customers. Thalféam also has the possibility of getting somangs done
through exchange, i.e., by engaging in arm’s-lemgthtions with those same counterparts. ThougHadta!
firm can get things done in either or both of waty® business relationships and the arm’s-lendttioas
fulfil different roles. Theaccess to and exploitation (and development) @&reat resources and competences
in networksis only accomplished in the former. The lattereddf a very different route, namely the
internalisation of external resourcemd competences (as embodied in final produatspssmarkets The
highly complementary core competences of othengplgrs and customers especially) — what the féoal
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commonly aspires to — can only be accessed anditegbvia business relationships. The alternativerm’s-
length relations can only provide the focal firmtiwihe outputs generated by counterparts via demdpeir
own resources and competences. We need of coumnszdgnise that final products (i.e., resourcesher
external competences somehow embodied in thoseitsyitmay be all that the focal firm wants on oceasi
e.g., high-quality printers or premium software laggtions. As noted above (section 3.2), that theaf firm
engages in arm’s-length relations with supplierd eunstomers is generally because itnsbleor decides not

to access and exploit the resources and competefidh®s®e counterparts through business relationships
(probably more costly to develop and maintain bateptially more beneficial). Moreover, the business
relationships presently nurtured and sustained stgbpliers and customers have often been preced#tkb
focal firm’s engagement in arm’s-length relationshvthem in the past. In sum, the focal firm géi$erent
kinds of things done via cooperation and/or via exchanmijle its counterparts — and it is likely that tleeal
firm needs to diverse extents both of these kiridsings over time.

For sure, the focal firm gets things done at preaed in the future because of its participatiorbirsiness
relationships qurrent and upcoming and, to a probably smaller extent, its engagenmerdrm’s-length
relations ¢urrentandupcoming. The things that the focal firm gets done by cth& particulathe external
resources and competendbat aresubject tats access and exploitatipare inextricably tied to the business
relationships it isable and chooses toinitiate, develop, and sustain with several cogoatds. More
interestingly, the things that the focal firm ddesving to the combined deployment of its interredources
and competences) are in part bound to be a mdes®direct reflection to the business relatiorsiignd to a
smaller extent, the arm’s-length relations) iumableor, if capabledecides not tengage in (Araujo et al.
1999). This seems to indicate an often neglecteeigthat the things that the focal firm does bglitand the
things that it gets done by others are likely tartterrelated to some extent. For the focal firneslthe things
that (i) it is of course capable of doing (i.e.rfpans the activities for which it has the necegsasources
and competences) and on occasion (i) it is untbbet done elsewhere (and unable to persuadesdthelo
timely or adequately). However, there are alwaysesthings that the focal firm is in need of and &ad
externally to its boundaries. In such cases, thalffirm chooses often to get those things donebuisiness
relationships or arm’s-length relations. Assume,iristance, that (i) the focal firm demands a patér set of
resources and competences that are dissimilar Esely complementary to those it owns and controls
internally and (ii) this set of resources and cor@pees is externally available, i.e., housed witthia
boundaries of counterparts. Why should the focat fnternalise those resources and competencesiaad
develop them internally from scratch? There seansetno advantage for those resources and compstenc
being brought within the focal firm’s boundarie®rin other words, the benefits and sacrificesmplying

the hierarchical or marketgovernance structures are respectively lower dmahgreater than the ones attained
in the relational governance structure. The costliness of ‘acquisitiacross markets or of internal
development needs to be taken into consideratiotheyfocal firm (Barney 1999) and in many cases it
exceeds the costs of the ‘access and exploitatiarbusiness relationships.

The influence of business relationships on the wian of the vertical boundaries of the focal firthe
‘make-or-buy-or-access’ decisions

The dual influenceof business relationships on (timputs toand most importantlythe things that the focal
firm doesandthose that it gets donie naturally implicated in thexercise gfand theeffects resulting from
the ‘accessand ‘innovationi powers and liabilities alluded to in the begingiaf this section. In this regard,
the business relationships can contribute to (qreite): (i)the access to and exploitation (and on occasion
the development) of the external, typically complaiary competences and resources needed by the foca
firm; and (ii) the creation of new, and the modification of thieinal resources and competences of the focal
firm (i.e., their enhancement or impairmenmgspectively.

Business relationships seem to have an outstaraipgct over where the (changeable and blurveddical
boundariesof the focal firm are to be drawhSuch an impact has been corroborated by the tieairand
empirical research conducted by the markets-asarksatheorists (Araujo et al. 2003; Mota and detfas
2004, 2005) and other scholars and researchersBaugey 1999; Langlois and Robertson 1995). Bypkeg
that impact in mind, themake-or-buydecisions of the focal firm (about which resoww@nd competences,
and activities reside or are brought within bouretarand which ones remain outside boundaries) are
somewhat transformed. The delimitation of the eaftboundaries of the focal firm cannot be redutced
series of discrete make-or-buy decisions. Contianyhat is traditionally assumed (Williamson 197hpse
decisions are natatic independentanddichotomous The make-or-buy decisions of the focal firm (i¢ a
closely and dynamically connected to each other tivee (e.g., the decision tanake X may imply the
decision of not tobuy Y later on) and, more importantly, (ii) incorporatehird option, thedccess(Gibbons
2001a, 2001b). Arguably, the focal firm is not ayabliged to eithedevelopor internaliseall the external
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resources and competences it needs — to do thgstitirdoes or aims to do — since there is usuakdy t
possibility of continuity inaccessing and exploitinthose resources and competences (whenever thsty exi
beyond its boundaries) via business relationshigls suppliers and customers. The boundary decisibtize
focal firm are hence aboutmaking-or-buying-or-accessihgthat is to say, (i)internally developingthe
resources and competences, and activitiesa€ijuiring resources and competences, and activities (via the
engagement in arm’s-length relations with countegpar vertically integrating them as a whole), (i)
accessing and exploitingxternal resources and competences (via the geveltt of business relationships
with counterparts) respectively. It is noteworthyrécognise that there is an alternative to thake or ‘buy
conventional options, namely tlaecess taandexploitation ofexternal resources and competences (through
business relationships), and it allows the possiliib extend (or diminish) the nature and scopé¢heffocal
firm while leaving unalteredits vertical boundaries. Though opting for ‘mak&’ ‘buy’ or ‘access’ is
necessarily conducive to the enlargement of thereand scope of the focal firm, ‘making’ or ‘bugireffect

the expansion of the focal firm's vertical boundarivhile ‘accessing’ leaves those boundaries weditd he
nature and scope of the focal firm are not defiorde and for all by its vertical boundaries (githat the
former two can be enlarged or reduced while thedakemain the same, e.g., via developing or teatitig
business relationships) but reflect largely thecontte of its multiple hake-or-buy-or-accesdecisions taken
over time.

In sum, we claim that a great part of the strucamd powers and liabilities of the focal firm ikdly to be
influenced to a great extent by the structure amdeps and liabilities of its business relationshipsother
words, the primary components that constitute tlvalffirm and the things that it does by itself @eds done

by others (i.e., its resources and competencesaetndties respectively) are all strongly impactgabn the
business relationships that it establishes, nwstusad maintains with varied suppliers and custenoser
time. The conspicuous yet largely unarticulatgtlence of business relationships on the natureé scope of
the focal firmover timeis in itselfanother potential causef therelationship significance- in addition to the
above-mentioned cause that emphasises the poweishitities of business relationships and thepessive
effects resulting for the focal firm.

5. Concluding remarks

This conceptual paper builds explicitly upon aicaitrealist meta-theory, therefore acknowledgimg largely
mind-independence and openness of the world, camapota myriad of entities (with their own struasir
and powers and liabilities, all of them somehoweiobnnected) and events (likely to be brought about
whenever powers and liabilities are put to worlkeyvitably under varying contingencies). Its maingmse has
been to perform an exploration into the caused@frélationship significance, that significancenigeto our
view a pervasive and yet insufficiently inquireceatof the business world.

5.1 Theoretical contributions

The entities and events of the business world

We have provided here a realist-inspired view @f blusiness world, for sure a part of the socialldvare
inhabit. Arguably, the business world includes dtiplicity of entities and events. Firms are at foeefront
of those entities but they are certainly not aloRems are complexly structured and powerful eediti
probably the most prominent of the entities exgsiimthe business world for they are responsibiéofinging
into existence other entities (e.g., inter-orgaivsal relationships, business relationships, netajoand
markets) and some events (notably arm’s-lengthioels). Firms comprise a diversity of componenie t
most important of these being, in our perspectivieast, their resources and competences. Owirggi¢h
intricate structures, firms are endowed with sevpmvers and liabilities and thus capable of periog
activities, and producing outputs, cash flows, rofis. Given their limitedness of resources anhpetences,
firms are prone to embark on different kinds oftiehs among themselves, mostly via cooperatiorataat
exchange. Vertical cooperation is more prevaleah thorizontal cooperation, that is, business alatiips
are more frequently developed than inter-orgardgati relationships. Business relationships ardiestbn
their own, exhibiting an intricate structure (elgng-lasting, ruled by informal contracts, entaglimultiplex
interpersonal contacts, and so forth) and a sixB#tl of powers and liabilities (i.e., ‘access’, itol’,
‘efficiency’, ‘innovation’, ‘stability’, and ‘netwaoking’). Networks are entangled webs of connectesiress
relationships and firms. Interfirm punctual exchesigare also commonly found to diverse extents e th
business world. Such relations at arm’s-lengthadist are mere on-off events of the business waed by
the price mechanism. Paradoxically, these fleatirnts constitute, together with other elementskwvframe
and govern them (e.g., technologies, marketplamagractual rules), the peculiar entities knowmeskets.
The interrelatedness of firms implies that theiostiures and powers and liabilities are necesseoihnected
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to one another. Surely, the powers and liabilitésfirms are exercised under particular contingesgci
especially the surrounding business relationshiplsreetworks.

The potential causes of the relationship signiftean

The relationship significance denotes the influeihieé business relationships have on the survivdigrowth
of the focal firm (Kalwani and Narayandas 1995). dofirse, the relationship significance can alsatexi
relation toother entities, e.g., the focal firm’s counterpgareven other firms, directly or indirectly conteat
to each or both of them. That the relationship ificance necessarily exists in relation to an gndibes not
mean that its existence is dependent in some wagngr(right or wrong) perceptions or knowledge hayd
that entity. The relationship significance existerewhen the focal firm is totally unaware of it.

The relationship significance is claimed to be aiba@onceptual cornerstone of the Markets-as-Nédsvor
Theory. In general the markets-as-networks theoisnsider it almost as an axiom, seemingly takmg
uncritical fashion the relationship significance lte a corollary of the ubiquitous existence of bess
relationships, e.g., Hakansson and Snehota (1995319-81). We challenge here such foundationalist
position for the mere existence of business raiatigps does not mandate automatically their sicgnifce for
the focal firm. Despite the business relationshipsg potentially significant for the focal firmot all of
them are so. Significance is certainly not a giaéribute of each and every business relationshtheofocal
firm. The relationship significance is notegularity of the business world; instead it ipatential eventhat
is brought about by certain causes and, as jusss&d, endures regardless of any entity’s percejgtio
knowledge of it (even that of the focal firm). Ytee relationship significance is more properly agghed as
varying (along acontinuum than adichotomy since one is able to find in the business worttivarsity of
business relationships, ranging froabsolutely insignificantthrough lowly significant and averagely
significantto highly significantones.

Our main claims here are that the relationshipia@mce is brought about by either or both of wauses: (i)
the overall powers and liabilities of businesstrefeships are put to work, under the mediation airected
business relationships, and more positive than tiveg&ffects (i.e., benefits in excess of sacrificar
relationship value) result for the focal firm oifteanatively, those benefits and sacrifices argeeBvely
greater and lower than the benefits and sacrifecggected by the focal firm or eventually resultiingm
alternatives (i.e., substitute business relatiggsshind/or alternative governance structures suttieasrchies
and markets); and (ii) the exercise of the ‘acceswl ‘innovation’ powers and liabilities of busises
relationships (and the ensuing effects) impactswpgreat part of the structure and powers anditiab of
the focal firm, that is to say, the internal andeexal resources and competences at its dispostlré) and
the activities it performs (scope). The latter lefde causes demands particular attention foriiit lise with
the common view that business relationships ardélgged means by which the powers and liabilitiés o
counterparts are made available to the focal fiom'dccess and exploitation’. The participationbumsiness
relationships (and the effects resulting from tkereise of their powers and liabilities, in partanu‘access’
and ‘innovation’ ones) can help the focal firm teer (i) its own structure (e.g., modify extant sasces,
exploit new external competences) and as a reguits(powers and liabilities (e.g., increasedi@éncy in
the performance of activities).

5.2 Managerial implications

Our contribution is chiefly of a conceptual kinchélindisputability of the relationship significanisecalled
into question and a causal account of its potectakes is provided. The main objectives of thiskvare
therefore description and explanation, not pregiictiWe intend to answer a major research questidry are
business relationships significant (to some extéot)the focal firn?’ or, in other words, How is the
relationship significance brought about®or sure, we do not provide definitive answergtiestions such as
‘Which business relationships are in general sigaiit for the focal firm? And to what extent? ‘Is the
business relationship with counterpart X highlyngiigant for the focal firm at present? When isttidagree
of relationship significance likely to changeSince the causes of the relationship signifieaace tentatively
advanced here, it is likely that only tentativewaes to these questions can be given. The falkbtaviedge
of the causes of the relationship significance oanetheless give us the ability to (i) offeandential
predictionsabout the future occurrence of the event (e.gdt,likely that the relationship significance isesv
brought about in the focal firm’'s relationship wihpplier A?) or (ii) issue normative guidelineshibse are
needed or can be issued (e.g., what needs to ciangger that the actual degree of relationstgmificance
in the relationship with customer B is increasedPat our main contributions here are theoretic@sdnot
imply that managerial implications are entirely etts This paper attempts to contribute directhatmore
robust knowledge about, and indirectly to a morteative and efficient management of the business
relationships and networks in which the focal fiseeply embedded.
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Given that (i) business relationships differ betwdéleemselves (and over time) in their relative degof
significance and (ii) the focal firm is endowed lwiimited resources and competences (and consdguest
be highly involved with only a limited number of waterparts), “(...) there is a need for giving certai
[business] relationships priority over others” (@@t al. 1998). The focal firm is thus advised &rhther
selective in the development and maintenance obutsiness relationships. Different priorities slibble
attributed to, and attained in, differently sigo#fint business relationships. This means that tbal firm
needs to effect a differentiatedlationship posturdi.e., degree of involvemenin its business relationships
(Hakansson and Snehota 1995, p. 131). The bestfavahe focal firm to fmake the mostf its diverse
business relationships is to establish and nuliatik low- and high-involvement relationships, cortimd to
such relationships lesser and greater amountssotirees and competences respectively (Gadde ambt&ne
2000). The focal firm is in general strongly contett to the business relationships which are (orbemome)
highly significant. A low-involvement posture, dmet contrary, is likely to be adopted by the fogahfin its
business relationships that are low in significantlee message is clear: business relationshipsldshsu
managed in varied ways by the focal firm, in aceo® with their (present or future) degree of reteship
significance. The differentiation in the relatioiphposture, in essence thelationship and network
managemen(Ritter et al. 2004), can be implemented only whenfocal firm is able to (i) identifwhich of
its business relationships are (or will be) sigrafit and to what degree and (ii) more importantigiarstand
whythat is the case. Only by probing into the relagtop significance and identifying tentatively itstential
causes, can the focal firm acquire or improve itglastanding concerning the individual and colexti
management of business relationships. Independehthe field of study, advances in knowledge gochin
hand with improvements in practice. “[B]y extendiagd improving firms’ understanding and sensitivity
regarding relationship and network issues, betéiopming firms and networks will emerge (...)."(Wiison
and Young 2002, p. 127).

5.3 Limitations and future research

The interplay between business relationships aed-organisational relationships

One is certain to find among the multiple entittdshe business world the inter-organisationaltreteships
that the focal firm develops and maintains for thest part with its competitors. The kind of interfi
cooperation featured in those horizontal relatigmstdiffers from that of vertical relationships, tivithe
former presenting a structure and powers and ligsilof its own. The inter-organisational relasbips are
often ruled by explicit contracts, are short-liveshd aim at unambiguous objectives (e.g., the acard
exploitation of the resources and competences aipetitors). The horizontal and vertical cooperative
relationships of the focal firm are necessarilyeirglated to some extent: despite being soughtliferse
motives, the inter-organisational relationships éndiness relationships compete inevitably for limited
resources and competences of the focal firm, iiquéar the resources and competences dedicated to
effecting cooperation with counterparts. Firms sueely responsible for bringing about businesgimgiahips

as well as inter-organisational relationships. 8w structure and powers and liabilities of busnes
relationships and inter-organisational relationshape heavily influenced by the structure and peveérthe
firms responsible for their establishment, develeptmand maintenance. The commitment to consolitiate
structure and thus the powers of inter-organisatioalationships are likely conducive to the absent
commitment to strengthen the structure and thusptheers of business relationships, on account ef th
limitedness of the focal firm’'s resources and corapees. The interaction between the structure amers
and liabilities of both inter-organisational retatships and business relationships is not herengilie
attention it probably deserves.

Relationship significance: a subject on need dhirresearch

The absence of empirical research and findingssisoatcoming recurrently pointed out to conceppeglers.
Though “(...) it is clear that research is likelyitwolve a division of labour between theorists amapirical
researchers.” (Ackroyd 2004, p. 158), scholars eegbarchers are in general expected to immerse in
empirical sources and gather evidences to corrtbamarefute a postulated hypothesis or theory,thea
employment of case studies, surveys, or any otlehaodological tools. They are often not urged teiske
extend, or improve the current state of the arkmdwledge by using conceptualisation. Contraryhe t
positivist conception of Science, a pure concepanalysis (such as ours here) is not absolutetifesté can
be proficuous and help to shed light on mattermiafrest. As Tsoukas (1989, p. 558) put it, batp in the
clouds and ‘down to earthresearch efforts are necessary.

This ‘up in the cloudspaper has called into question the indisputabilit the relationship significance and
provided a tentative account of its potential cau§ie of our major thrusts is to trigger someulison over
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the (usually taken-for-granted) relationship sig@ihce and that the near future contemplates lmibeptual
and empirical research, with each feeding baclother. First, it is desirable that other conceptuatks on
the subject are carried out. The present work Ig arstarting point and we hope that it can drawugsn
interest in order to be analytically reviewed, ici#ed, modified, or extended (e.g., by resortingother
bodies of knowledge). Second, the subject seembetaipe for empirical investigations, for instance,
concerning (i) the heterogeneous contingenciesdfdgethe focal firm (namely the intricate networds
interactions and the faceless markets of transaiio which it is deeply embedded and operatesmatsa
length distance, respectively) and (ii) how theeptil causes of the relationship significance w¥oare put
to work under, and interact over time with thesanging contingencies. A diversity of more specific
guestions may guide suatiown to earthresearch endeavours: (ih‘what ways do the prevailing contingent
conditions (e.g., the relationship connectednesg)act on the significance of the focal firm’'s bess
relationship with customer?; (ii) ‘what are the dominant powers presently at work dirig about the
significance of the business relationship with digoB?’; (iii) ‘ what enhances or impairs the exercise of the
‘networking’ power of the business relationshiphasupplier @’; or (iv) ‘how do the ‘access’ and ‘control’
powers (of the business relationship with custoBeinteract over time? In a nutshell, we believe that a
(critical realist) spiral-like approach to theorgdaevidence is as apposite here as in the Socieh@ss at
large (Sayer 2000). The analytical explanatiorhefworld’s causes needs to be complemented wignsnte
case studies of their operation under diverse wgeticies, e.g., see Pawson and Tilley's (1997)steal
evaluation of public policy programmes featuring ttontingent effects of crime prevention procedsigsh
as electronic surveillance on the discouragemeimhpediment of criminal behaviour).

So far, the relationship significance can be adedyaepicted as alack box on the grounds that its causes
are left unidentified. The markets-as-networks thst® are therefore urged to ‘open up’ in a temtathanner
that box, by describing and explaining the struetand powers and liabilities potentially resporesifur
bringing it about. That is what we have attemptedd here.
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Notes

! The significance of a business relationship exi$tsourse irrelation to a particular entity, e.g., the focal firm, its glipr A or customer B. One
needs to oppose to the more or less dominant viessa the markets-as-networks theorists that oelsttip significance is considergdand of itself
that is to say, business relationships are sigmifiper seand notfor a specific entity. It seems however senselessitik tof the relationship
significance in abstract. For whenever the sigaifite of something or of someone is presumed, dignésmediately arisesslignificant for whom?
That we consider here the significance of businelsgionships for the focal firm, i.e., adopt tledl firm's viewpoint, seems appropriate at le&gt i

is acknowledged that “[r]elationships are (...) ampariant structural dimension [of the business neétjvas fundamental as organisations themselves”
(Ford and Hakansson 2006b, p. 252). This viewpshiould not be equated with tHam-centred view of the worlar the ‘single-firm perspectiveso
commonly found in Management theory, whereby ttealfdirm is presumed to be an atomistic entity lyot®ncerned with its own objectives and
interests and having complete discretion in behavidhough the Markets-as-Networks Theory usuailyagses the perspective of ttiecal business
relationship or the focal business netwdrkEaston and Hakansson 1996), the focal firm'smgeint needs not be at odds withralative world
within which interfirm interaction predominates.

2 The focal firm holds a particular position in thetwork (e.g., central or peripheral), a positibattresults from a lengthy, costly, cumulative, and
interdependent investment process (Mattsson 1989)ats limits on its behaviour and enforces ghts and obligations in the network, both in the
present and future (Henders 1992). Owing to thatitipo, the focal firm is likely to have but a litad knowledge of the surrounding network in which
it is deeply embedded, thus needing to make senthatonetwork via theetwork picturest builds and revises over time (Ford and Redwo0d52
Henneberg et al. 2006). The focal firm is necelsaryopic, with its network horizon is more or lesarrow. The focal firm’'s more or less ‘realistic’
pictorial representations of what is within and &y itsnetwork horizon- the part of the network that it is aware of #mefeby can take into account
(Holmen and Pedersen 2003) — contribute to: (i)abetinuous upgrading of itsetwork theoryi.e., perceptions, expectations, intentions,eff&li
mental models, cognitive maps, schemas, and ideslaguiding at large its behaviour in the netwadkkattsson and Johanson 1992; Welch and
Wilkinson 2002); and (ii) the reinforcement or chanof itsnetwork identity i.e., the views inside and outside the focal fibout its role and
attractiveness for others in the network (Hakanssod Johanson 1988). Ford and Hakansson (2006)dénthe Subjective interpretatignof
individuals and groups within the focal firm in thenumeration of the core features of interfirrtenaction. Even though the focal firm’s perception
does notper semake a business relationship significant or cointise, the possibility that such a perception nieve repercussions on the
significance of that relationship in the future glidbnot be excluded altogether. For instance, twalffirm can mistakenly regard the (somewhat
significant) business relationship with supplieagcompletely insignificant and take deliberatpste end it or not nurture it and possibly leadimg

its fading over time.

3 Our dichotomous view of the vertical interfirm Kimges including either arm’s-length relations osibass relationships, i.e., either transactions or
interactions, can be deemed by some scholars asdrmhers as overly simplifying. One challengingspective is that of Macneil (1980) who
postulates a continuum ranging from discrete tati@hal exchanges, arguing in favour of the likebsence of purely discrete transactions between
firms and that the majority of exchanges fall withthat continuum. That Macneil's relational contralbeory can be of great help in the
conceptualisation of the business world is attebiee.g., Dwyer et al. (1987) and Blois (2002).

4 Thearm’s-length relation(purely transactional relationor interfirm transaction is a basic constituent of tmearketlike the business relationship
(interfirm interactior) is of thenetwork Whereas the firms and their business relatiossaim networks, and markets are all entities obtgness
world, the interfirm arm’s-length relations are mewvents.

® The horizontal cooperative relationships that irsometimes develop, mostly with their direct cotitpes but also with complementots(i.e.,
producers of complementary products) and thirdiggute.g., universities, technological centrestratle associations) are (i) usually established for
specific, clearly delimited purposes, (ii) formak(, ruled by written, detailed, and legally erfag contracts), and (iii) rather short-termed @il
1998). Inter-organisational relationships can takeariety of forms, e.g., alliances, consortiagilutcking directorates, joint ventures, strategic
networks, and trade associations (Barringer andistar 2000). Despite their heterogeneity, suchtdhad entities of the business world are likedy t
have some powers and liabilities (e.g., the abibtgevelop new products and the possibility oédrigling by the partner, respectively) on account o
their structural features. This kind of interfirmaperation, horizontal and formal, is less pred@minn the business world than the informal and
vertical one (Hakansson and Johanson 1988). Fovenview of the literature on inter-organisatiorelationships, see the Organization Science 9(3),
1998 and the Strategic Management Journal 21(8)).2lhese entities as well as their structurespanekrs and liabilities (and the influence they may
have on the structure and powers and liabilitieBrofs) are deliberately left out of our argumehése. This decision is accounted for by our primary
focus being that of disclosing the causes potéptiasponsible for bringing about the relationssignificance, an issue which (as will be seen)as n
directly related to inter-organisational relatioipsh

® Firms are competent entities, exhibiting typicalfimited set ofiirect andindirect competences for they know both ijw to do certain thingand

(ii) how to get certain things done by othaespectively (Loasby 1998; Nelson and Winter 3982ch and every competence of firms is underginne
by tacit knowledge (i.e., know-how) possessed iiddially or collectively by their human resources.

" In general, the markets-as-networks theorists tefthe powers and liabilities of business refastips and the effects resulting from exercisiragth
powers and liabilities asinctionsanddysfunctiongor non-functiony andbenefitsandsacrificesrespectively (Hakansson and Johanson 1993a; Walter
et al. 2003; Walter and Ritter 2003; Walter et28l01). We stick here to the realist terminologyoivers and liabilities, though take advantage ef th
‘benefits-sacrifices’ dichotomy to address the sy effects.

8 Of course, the focal firm can safeguard itselfiagtdikely changes in surrounding contingenciashat can be referred to ashowery weather by
drafting umbrella agreements that “(...) transfornpligit norms which are embedded in customs and ceroial practices into explicit, basic norms
for interaction”, “(...) providing flexible guidancéor future contractual decisions (...)” (Mouzas anord=2006, pp. 1249, 1250). Such written
agreements feature “(..rg-negotiation[clauses dealing with sensitive issues, e.g.xofusivity, confidentiality, or warranty] and thadlusion of
extreme contextual contingenciesthe form offorce majeure(...)” and thus “(...) regulate continuing interactibetween actors and translate the
consequences of fulfilling or breaching exchangerses” (op. cit., pp. 1250, 1251, emphasis added).

9 Relationship benefits are usually weighted agaihst sacrifices (mostly costs) needed to attaimthaénd very often, the former relationship
outcomes exceed the latter, that is, relationshipevresults for firms. Relationship value can bémd as the positive, mostly perceived, trade-off
between all the benefits and sacrifices ensuing fitee involvement in a business relationship, wietéhose might be (Anderson 1995; Wilson and
Jantrania 1994). The subjectivity of relationshgtue is justified with the incommensurability oftbaelationship benefits and sacrifices (Blois 2004
1999, 2003b). How is the relationship value co-pomdl and afterward distributed as well as how it lba assessed or measured by firms, remain
objects of heated dissension within the Markettasworks Theory and no deliberate attempt is magte ko shed light on those matters. On the
notion of relationship value, see for instanceltftristrial Marketing Managemen0(4), 2001.

19 |In addition to (or sometimes, instead of) the @ffeesulting from the exercise of relationship pmwand liabilities being estimated and compared to
each other, the focal firm can contrast them w{ththe expected effects, by bearing in mind thedfiés and sacrifices brought about in similar
business relationships in the past or potentiagdlyegated in next-best substitute relationshipsymed to as thecomparison levéland the Eomparison
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level for alternative’si.e., CL and CLy respectively (Anderson et al. 1994b; Thibaut amildy 1959); and (ii) the benefits and sacrificésly to
emerge in alternative governance structures, sh#tthe focal firm decides to vertically integeabr engage in arm’s-length relations with coyvaes
respectively (Zajac and Olsen 1993). The benefits sacrifices potentially obtainable in alternatg@ernance structures are exhaustively detailed
elsewhere, e.g., in the Property Rights Approadiog@nan and Hart 1986; Hart and Moore 1990) andsaeion Cost Economics (Coase 1937,
Williamson 1985, 1981) respectively. To our besbwiedge, such benefits and sacrifices have oniy lesglicitly contrasted by Phelan and Lewin
(2000).

1 Management scholars and researchers usuallyteefiee structure and powers of firgsso modas their nature and scope respectively, given that
the distinguishing constituents of firms are researand competences (explaining largely their bgeereity) and on account of those constituents,
activities are performed. The (core) nature angead the focal firm are here equated with its veses and competences, and activities respectively
with the former being the inputs indispensabléngerformance of the latter.

2 vertical boundaries circumscribe the internal mses and competences, and activities of the firoa) therefore demarcating the things that it does
from the things that it gets done by suppliers amstomers. So we can say that the focal firm'sicedrboundaries (i) delimit its nature and thu$ (ii
define at large its scope. These boundaries amepiw display two features: (i) changeability ajdfi(zziness (Araujo et al. 1999; Hakansson and
Snehota 1989). First, vertical boundaries are obalolg, being subject to expansion or contractiar tme (e.g., in accord with the several make-or-
buy-or-access decisions taken by the focal firredBdly, such boundaries are fuzzy owing to (i)dbetinued existence of business relationships and
(i) the significance of external resources and petences for the focal firm. Given the extent déifirm cooperation, it is difficult to trace atalst
unequivocally Where the focal firm entdland ‘where its suppliers and customers béghnd it is meaningless to draw them just by begrin mind

the ‘ownership and controkriteria, as if only internal resources and cotepees, and activities are included within the fdicen’s boundaries. The
vertical boundaries not only separate the focal firom its suppliers and customers but also briregnt together — they displéyfferas well adridge
functions (Araujo et al. 2003; Thompson 1967).
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