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UNDERSTANDING BUSINESSINTERACTION :
EmMPIRICAL EVIDENCE FROM RUSSIAN FIRMS

Abstract

The paper explores business relationships in Rugsiag a sample of 152 firms operating in B2B
markets. Our focus is on the firms’ perception lo¢it relationships with partners vis-a-vis the
constructs of relationship intensity and perforneane more detailed analysis is made with regard to
firms’ interaction with key up- and down-streamtpars — customers and suppliers. The perceptions
of marketing and purchasing managers regarding blusiness interactions are validated through the
use of two key respondents in each firm (marketind purchasing departments). The paper aims to
analyze differences in interaction perception byke@ng and purchasing departments of industrial
firm regarding focal firm’s potential stakeholde@®ur main hypothesis concerns the link between a
firm’s relationship intensity on the one hand, &nel perceived performance of these relationships as
well as the overall firm’s performance on the other

Keywords: interaction with customers, interactiorthansuppliers, interaction intensity, interaction
performance, markets in transition

Introduction

While the role of relationship characteristics gmetformance has been discussed in the extant
literature before (e.g., Medlin & Rao, 2004), thezestill no understanding of how these constructs
interact in transitional markets. The research tgdimcuses on established industries and Western-
world countries. At the same time, economies imditéon provide a unique opportunity to
investigate changing and adapting network strustumad outcomes of selected network and
relationships constellations.

Our study focuses on both up-stream and down-streglationships, reflecting a synthesis of
respondents’ perceptions regarding important bgsimelationships. Selected approach contributes,
firstly, to the understanding of how various busmeelationship characteristics interact — espgcial
relationship intensity on the one hand, and retatigp and firm performance on the other. Secondly,
we analyze these constructs within a non-Westetmgeon example of Russia as an economy in
transition, thus enabling a juxtaposition of oundings with the existing business relationship
literature.

Interaction and relationships in transition econ@si

There is a number of features in transition ecomesmidetermining potential differences in
orientation towards relationship strategies. Amémgm — higher instability of relationships in the
market, lack of information about potential pargjaro information disclosure, higher readiness for
opportunistic behavior and higher time pressuredFa al, 2006, Johanson 2007, Halinen, Salmi,
1996). These factors allow implying that there isrenrisk in managing interaction and relationships
due to interaction environment factors. The refalops thus could be described as having high
frequency of interaction, low mutual trust and comnment, high importance of personal contacts.
Relationship characteristics in the Russian econlbawe been investigated since the early 1990s, i.e.
since the collapse of the planned economy and Ildisso of existing economic links and whole
value-creating systems. Later developments of néoviped business relationships were the subject
of cultural analyses and attempts to find a “spedfussian way” to relationship building (e.qg.
Davis, Patterson, and Grazin, 1996; Golden e1885). There are some studies analyzing the nature
of these new relationships within a market econdeng. Johanson, 2007; Tretyak and Sheresheva,
2005). As Johanson (2007) pointed out, such neatioelship building required significant time and
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resource investments and was based on the devatbpwhedecentralized and mutual planning
capabilities by individual firms. This initial pex was a time of highly unstable networks, which
were gradually replaced by more stable ones thrabghcreation of actors’ new identities and
positions within these networks and the developnoérihe capability to match mutual activities
through exchanges and interactions (“plan matching”

The role of interaction intensity

Stability of relationships provides a platform farther growth for the firm. At the same time, ther

is always a “dynamic feature of relationships” (lHakson 1987) that allows keeping a “feeling of
freedom” that can be more or less supported andrexdu by the nature of market, competition,
forecasts and other factors. It can be assumedatimarket in transition the dynamic feature of
relationships has higher influence due to transifioocesses in the market and higher uncertainty
level. This higher level of dynamic feature wilkalinfluence actor, social and activities bonds, as
well as relational norms formation. The ties arated as an outcome of interaction between parties
that occurs on different levels and in differenhdtional spheres of organization. Interaction
intensity is one of the constructs used to desaiifek analyze the interaction process. Chacko and
Johnston (2005) refer to interaction intensity pedple doing things together or with respect to one
another with accompanying action, communicatior] #rought process (Strauss, Corbin, 1990, p.
158). Interaction intensity can be seen as a segueh social episodes which can become
relationships over time, or can stay discrete @atign. In general definition interaction intensitgn

be seen as “the frequency of both parties in comeating together either for personal or business
purposes” (Croshy et al, 1990) — that can be lidnitenecessary contacts to maintain the interaction
or can be extended to more personal and or interactith higher level of social bonding. As a
factor of relationship development intensity ofeirsiction can be measured in terms of contacts
frequency (Cunningham, Homse, 1986). Intensityajstaring just one dimension of social nature of
business relationships, while measuring frequeri@pntacts. These contacts are building exchange
episodes, which will later influence formation elationship characteristics, including mutual trust
level, commitment, relational norms formation, @&@gemann and Buttle, 2006).

Consideration of firm’s attitude towards interaationtensity can provide various evidences
depending on the level of analysis. Interactiorensity can be analyzed in case of a dyadic
relationship when measuring contacts frequency éatwdepartments of cooperating firms. It may
also be measured as aggregated indicator of nefdtips with stakeholder group inside or outside
the firm, assuming implied comparison between ttoeigs on the base of their relative importance.
For example, interaction with intensity with banksy be more important for purchasing manager
than interaction intensity with federal authoritiessulting in higher intensity of banks interaatio
This implied relative importance of relationshipghaspecific stakeholder groups can be applied to
development of network pictures of a certain conypam particular when measures from several
respondents within the firm are available. In addiit may be proposed that on the aggregated level
of relationship portfolio, intensity of contactsfleets firm’s strategy (competitive, cooperative),
level of customer involvement in focal firm’s pr@ses, interaction process complexity, and other
factors.

Interaction performance

Assumption of differences in interaction intenggyleading us to notion of variance in interaction
performance. There are various conceptualizatiohsapproaches to relationship performance
measurement — both quantitative and qualitativediMeand Rao (2004), for example, mention that
“when it comes to examining the success of busingasionships, research has been less particular
about dependent variable”. Among them — relatignsfuality measurement (Naudé, Buttle 2000)
and relationship value measurement approaches €WV&titter, Geminden, 2001; Ulaga, Eggert,
2003). Other examples are decreased propensigate la relationship (Morgan, Hunt 1994), long-
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term orientation of the relationship (Ganesan 198dYl other. Relationship performance can be seen
as an integrative term, aggregating various elesnamd approaches to relationship outcomes
measures. The ultimate criteria for relationshigfgrenance can be defined by relationship partners
only and are relationship or industry specific.

Hypotheses development

In frames of the study we analyze interaction isti§nand performance of the focal firm with a
number of potential partners, but in focus of onmalgsis is focal firm’s integration at the level of
integration in demand chain. At this level integratcan be varied by level of integration with key
stakeholders — customers and suppliers. The hypeghdeveloped in the next sections can be
applied and tested in regard to various stakehsldewnalue network, but the most interesting in
terms of impact on value creation are customersapgblier interaction processes.

Customer interaction perspective

Customer integration is a subject for analysis amious research streams — customer integration
research (Jacob, 2003), customer relating capabildevelopment (Mdller, Térronen, 2003). The

higher the potential for relationship value incee#isrough customers integration, the more important
is it for the focal firm to create incentives foustomers to share their knowledge, market
information, know how and innovation potential witfie firm. It may be concluded that intense

contacts may not necessarily lead to interactioth \wigh performance. Problematic, intense and
costly projects with multiple customers’ complairdan be low-performance interaction cases,
requiring significant resources from the side @ fbcal firm. Nevertheless, we imply that the more

intense firm’s interaction with customers, the l@gis customer relationships performance. Even in
case of frequent complaints communications, theséacts can contribute to firm’s future success in
the market.

H1: There is a positive relationship between thstemers’ interaction intensity and customers’
interaction performance

Interaction with suppliers

Interaction with suppliers is regarded as one of #ey elements of strategic purchasing
implementation. Collaborative supplier relationshigre assumed to have positive influence on
strategic purchasing and supply chain managemehtan level of long-term planning. It may be
assumed that higher intensity of suppliers intéoactan be considered as a sign of higher potential
of effective relationship building, more active aogen interaction and more actor bonds between
the parties. This assumption is based on undelisiguod a logical nature of decision making process
in business markets, while intensity of interact®signifying potential benefits for parties inved.

H2: There is a positive relationship between th@pdiers’ interaction intensity and suppliers’
interaction performance

On another hand, both customers’ and suppliereyaation should positively affect firm’s financial
performance.

H3: There is a positive relationship between then's customers’ interaction performance and
firm’s financial performance.

H4: There is a positive relationship between the's suppliers’ interaction performance and firm’'s
financial performance.

One of the fundamental marketing problems is lackrganizational homogeneity (Ilvens, Dahlke
2006), influencing implementation of value creatprgcesses and firm’s ability to maximize value
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creation and input/output capabilities alignmenenmiand chain approach assumes that customer-
oriented information is influencing supply chainmagement for better serving customer needs, but
when measuring performance — this link will alsosdhapposite effect — the more effective are
supplier relationships, the more effective willalse customers’ relationships. This effect can be
considered as “return on transparency and intetifumal coordination”. This assumption is
reflecting the motivation behind the logic of demachain integration — transferring marketing
signals along the demand chain will also pay offdperational efficiency and effectiveness of
superior customer value delivery to the target mark

H5: There is a positive correlation between the pany’s Supplier Relationship Performance and
Customer Relationship Performance

Methodology

The paper is based on data collected in Novembeember 2007 with a sample of 152 firms from
various industries. The study was designed on & loAswo key respondents in each company (i.e.
304 face-to-face structured interviews) in 34 ragiof Russia. The sample was stratified with regard
to the following criteria — region, industry, andraial revenue of the company, plus the availability
of two key respondents in each firm (i.e. one resient represented Marketing, such as Head of
Marketing or CEO, and one represented purchasumpy as Head of Purchasing). Using marketing
as well as purchasing representatives was dondrtonire the potential of common method bias
(Podsakoff et al., 2003). Furthermore, it allowdasapture dispersed network pictures indicatiive o
disparities in marketing versus purchasing persgext This addressed the stated need for an
integration of marketing and purchasing perspestive

Interaction performance is measured as overallopadnce estimation of interaction with given
stakeholder group. In frames of the study we haréopmed analysis as a sequence of steps. Firstly,
key respondents have assessed interaction witht afspotential stakeholders (see Table 1).
Secondly, the interaction with key stakeholders amralyzed on the base of developed hypotheses —
in our case, these are customers and suppliers.infeection can either be perceived as well
performing, while contributing to the focal firm&ms and targets, neutral — as performing well on
the general level, but not contributing stronglyd anegative — while taking firm’s resources, but no
contributing to the firm’s aims and implementatifrits strategy. A five-point Likert scale was used
for measurement of this questions (answer anca@rs: strong negative effect of interaction; 0 —
neutral effect; +2 — strong positive effect of naigtion). The use of single-item scales was reduire
by the overall low readiness of respondents touatal relationships with partners and significant
methodological difficulties of data collection irugsia. The focal firm’s performance was assessed
on the base of a number of indicators — overalcgeation of firm’s economic situation and
performance was assessed (single-item measuremi&eti-type scale, answer ancors “near to
bankruptcy “ — “excellent”), several performancealigtors (market share, relative market share,
profitability, sales growth)of = 0,919 (marketing)p. = 0,883 (purchasing)). To avoid common
method bias, we have calculated integrated indisdtar focal firm’'s performance by aggregating
the responses of marketing and purchasing resptnen 0,937). Among additional variables used
for analysis of potential mediating effects haverbérm’s size (as number of employees and annual
turnover), industry, number of available customegrshe market, interaction with Russian/non-
Russian customers and suppliers, way of foundgtstete-owned, newly founded or privatized),
interfunctional coordination (Kahn, Mentzer 1998)<0,923).

Analysis and Findings
The results received after the data analysis stigpmmmain hypotheses and provide some interesting

implications for both practitioners and academWsile performing overall analysis of stakeholders’
interaction (see tablel) we have found variousrdEancies between interaction intensity and
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performance perception. These differences founde hprovided support for the hypotheses
formulated for a detailed analysis of customerssuppliers interaction of the focal firm.

Regression analysis results have provided supporitfe hypotheses that there is a positive
relationship between interaction intensity andtreteship performance perceived by both marketing
and purchasing respondents in the focal firm (saklés 2, 3). On another hand, customers’ and
supplier’s interaction have proved to affect diéietly the focal firm’s financial performance (table
3, 4).Table 3 shows results of analysis of conatabetween the customer and supplier interaction
and focal firm's performance indicators. Correlatianalysis results provide unexpected results —
there are no significant links between intensityd gmerformance of customers’ interactions,
according to responses of both marketing and psinepasides. At the same time, there are multiple
significant links in case of supplier relationshipfiese results provide us with materials requiring
further investigation. Table 4 presents the respers sample firms according to their financial
performance assessment. In most cases there ieasmeg trend in interaction intensity and
performance, supporting our hypotheses. But in cdsaustomer interaction we see a curvilinear
relationship between intensity and performancentdraction and firm's performance. This can be
explained by different reasons as different evaunabf customer relationships by firms, changes in
strategic orientations by the growth of firm’s merhance, different attitude to customers with
increasing market power, etc. Nevertheless thegerarequire further investigation.

To test the explanatory power of supplier inte@ctperformance, as perceived by both marketing
and purchasing respondents, we have applied liregaession procedure to test whether supplier
relationship performance has impact on marketingegeed customer relationships performance.
Both hypotheses are supported by our data (Table 5)

For further analysis the control variables havenbegplied in order to test potential group
differences. We have identified significant diffeces when comparing contacts with customers and
suppliers when comparing interaction with partnerRussia and abroad. At the same no significant
differences were found when comparing firms in sianple according to the firm’s size, way of
foundation. According to the industry of respondefitm’s we have only identify differences in
terms of supplier interaction intensity by markgtand customer interaction intensity by purchasing.

Conclusions and Implications

The study presents a first approach to developralerstanding the nature of focal firm’s demand
chain integration in the context of transitionabeemy. The results we have received reflect current
“balance” in managing up- and down-stream inteoachy two key variables — interaction intensity
and interaction performance. Our key hypothesit ¢ffactive supplier relationships will also affect
customers’ relationships was supported by the dataived. This link is also affected by some
factors, as interfunctional coordination. Stabilapd growth of the focal firm thus is based on
supplier’s interaction and suppliers can not bdusled out of analysis of firm’s competitiveness in
Russian market.

At the same time, some results can be explaineddogalled “country- and development stage
specific” — multiple opportunities proposed by deping Russian market lead to a specific situation
when assessing interaction with key partners —oocwsts and suppliers. Being dependent side,
suppliers are mostly following buyer’s requiremethtat lead to a link between supplier interaction
intensity and supplier interaction performanceefattion with customers is subject to change and is
less dependent on the selling firm that lead tcaiokbd results on no link between customer
interaction intensity and interaction performantiee longer perception of new opportunities created
by market growth will be more attractive than sigit alignment within the value chain, the
situation will stay unchanged. The next steps endtudy thus will be investigation on the role loé t
firm size, industry and market power in order toedh interaction effects and create a more
exploratory model.
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There are several assumptions and propositionscthdtl be made for future studies in measuring
innovations-linked and learning effects in sup@ienteraction, impact on firm’s market knowledge
and development of focal firm’s management competenThese issues are outside the framework
of analysis of current study but can be proposeduither research.
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Appendices
Table 1 Overview of respondents interaction with $@akeholders: interaction intensity and
performance
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Typesof| £ - o IS = S >0° =0T
partners o o
Customers 4,08 1 1,52 1 3,59 2 1,33 2 0,49 0,19
Intermediaries 3,89 2 1,43 2 3,55 3 1,15 3 0,34 0,28
Suppliers| 3,59 3 1,34 3 4,47 1 1,69 1| -0,88 -0,35
Shareholders 3 4 0,86 8 2,9 4 0,97 5 0,1 -0,11
Customers 5 aq 5 0,96 4 2,29 12 0,57 11| 059 | 0,39
abroad
_Russian| , g7 6 0,9 7 2,45 10 0,46 13| 0,42 0,44
investors
Tax officials | 2,82 7 0,77 14 2,79 5 0,66 9| 0,03 0,11
Suppliers) -, g1 8 0,96 5 2,75 6 1 4 | 006 | -004
abroad
Competitors| , g4 9 0,72 15 2,61 9 0,7 7| 008 | 002
(Russia)
Municipal | -, ¢q 10 0,77 13 2,66 7 0,66 8 | 0,03 0,11
administration
Foreign
partners in J\ 2,68 11 0,84 10 2,11 16 0,35 16| 0,57 0,49
Competitors
(abroad) 2,64 12 0,52 17 2,15 15 0,46 14| 0,49 0,06
External
research 2,62 13 0,94 6 2,44 11 0,61 10 0,18 0,33
organizations
Consultants 2,52 14 0,83 11 2,62 8 0,79 6 -0,1 0,04
Federal
authorities| 248 15 0,85 9 2,27 13 0,39 15| 0,21 0,46
Universities| 2,48 16 0,77 12 2,16 14 0,49 12| 0,32 0,28
Foreign
investors| 2:28 17 0,7 16 1,94 17 0,13 17| 0,34 0,57
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Table 2Regression analysis results: dependent variableoowsr relationship performance

Customer relationship performance Customer relationship
(marketing) performance (purchasing)
R? 0,301 t value Significance 0,369 tvalue  Signifioan
Customer interaction 0,441 (t-value (0,000) 0,165 (t-value| (0,046)
intensity (Marketing) 5,172) 2,022)
Customer interaction 0,215 (t-value (0,013) 0,535 (t-value|  (0,000)
intensity (Purchasing) 2,525) 6,568
Table 3Distribution of means on interaction intensity gmefformance
Question/Respondent
(Marketing/Purchasing) Parameter “Bad” “Satisfactory”  “Good” Excellent”
M Intensity 1,7 3,5 3,8 4,2
Relationships Performance 0,6 1,2 15 1,9
with suppliers P |ntensity 4,0 4,2 4,6 4,2
Performance 1,0 1,6 1,7 19
M Intensity 2,7 4,2 4,2 3,6
Relationships Performance 1,0 15 1,6 1,2
with customers P |ntensity 3,7 3,5 3,8 3,3
Performance 0,25 1,4 15 0,9
Table 4 Customer and supplier interaction impacfocal firm performance
Supplier relationships Relative
(Marketing/Purchasing Overall Market share market Sales Profitability
Performance growth
respondents) share
Intensity M 0,192* 0,185* 0,155 0,181* 0,202*
P 0,126 0,184* 0,138 0,181* 0,055
Performance M 0,277** 0,266* 0,349* 0,292** 0,322*
P 0,310** 0,242** 0,198* 0,223* 0,173*
Customer relationships Relative
(Marketing/Purchasing Overall Market share market Sales Profitability
respondents) Performance growth
share
Intensit M -0,092 -0,009 -0,063 -0,086 -0,082
y P -0,023 0,031 0,002 0,143 -0,044
Performance 0,008 0,165 0,167 0,090 0,113
P 0,068 0,133 0,120 0,187* 0,057

* Correlation is significant at the 0.05 levelt@led).
** Correlation is significant at the 0.01 leveH@iled).

Table 5Regression analysis results: dependent variableoowsr relationship performance

Customer relationship performance (Marketing)

R? 0,162 t value Significance
Supplier relationships performance 0,260 (t-value 2,849 (0,005)
(marketing)
Supplier relationships performance 0,239 (t-value 2,615) (0,010)
(purchasing)



