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RELATIONSHIP GOVERNANCE AND LEARNING IN PARTNERSHIPS

Marko Kohtamaéki

ABSTRACT

Relationship learning is a topic of considerabl@anmtance for industrial networks, yet a lack of
empirical research on the impact of relationshipegoance structures on relationship learning
remains. This study analyzes the impact of relatigm governance structures on learning in
partnerships. This article contributes to the adlesef the research gap by examining data drawn
from 43 interviews on the subject of 199 customepdier relationships within the metal and
electronics industries. As a method the study appltluster analysis and anova mean-
comparison. The results of this study show thaarxzd hybrid governance structures explain
learning in partnerships, which suggests that itetambinations of relationship governance
mechanisms (price, hierarchical and social mechgngoduce the best learning outcomes in
partnerships. Results suggest that managers sheeltybrid relationship governance structures
when governing their supplier partnerships. Thailtesencourage managers to use different
governance mechanisms simultaneously when manatieyy company’s supply chain
partnerships. The result emphasizes the role ofeactlationship management.

Keywords: Relationship governance, trust, learning, businglsgionship

INTRODUCTION

The imperfect nature of industrial markets favdrs tise of more sophisticated mechanisms of rekttipn
governance than mere competitive bidding to drdagring and innovation, within partnerships andrimss
networks (Ahmadjian & Lincoln 2001; Knight 2002).0@petitive bidding cannot foster learning, when
supplier switching times are long. Thus, in parshgys, competition, or in particular competitivaelding is
inefficient in terms of learning (Krause, Scanr&ICalantone 2000). Therefore, the interplay betwegece,
hierarchical and social governance mechanisms iicpkarly interesting in partnerships (Adler 2001,
Ghoshal & Moran 1996). Following on Adler's (200hpdel, the present study proposes that relationship
learning is best facilitated by the simultaneous okdifferent relationship governance mechanisnts that
certain combinations of these mechanisms incredaganship learning more than others do.

This research contributes to the current knowledg@artnerships by increasing understanding abloeit t
impact of relationship governance structures omiag in partnerships, which previous literaturatemds to
be an important research gap (Nooteboom & Gilsibg42. Indeed, the research on relationship goveman
(Adler 2001) has neglected the relationship leaymiew, while the scholars focusing on relationdkgrning
have overlooked the governance viewpoint. Thisclartaddresses the research gap by combining these
literature streams into a coherent research mddl éxplains how different combinations of relasibip
governance mechanisms (price, hierarchical andajdtave an impact on relationship learning. Thiglg
will also contribute by increasing our knowledgetasow supply chain partnerships should be gowkine
order to facilitate learning. While a vast amouhipoevious literature contends that learning reggiitrust
(Dodgson 1993; Rousseau, Sitkin, Burt & Camerei8l.9%%e present paper intends to study whethenitegr
can be enhanced by combining trust (a social mésman relationship management (a hierarchical
mechanism) and competition between the suppligosi¢e mechanism) (Adler 2001).

RELATIONSHIP GOVERNANCE AND LEARNING
Learningin partnerships
This study approaches relationship learning byyapglorganizational learning theory (Fiol & Lyle985).

Since learning is context dependent (Holmgvist 2608ght 2002), it needs to be studied in both perghips
and networks. The argument is that the level ofaoizational integration, e.g. trust, between the
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organizational members affects learning and thamieg is different in teams than it is in integanizational
networks or partnerships.

Previous literature provides various definitions refationship learning. The present study defines t
relationship learning according to Selnes and S&M003: 80) as...a joint activity between a supplier and a
customer in which the two parties share informatishich is then jointly interpreted and integratiedo a
shared relationship-domain—specific memory...This definition of relationship learning undedm
knowledge sharing, shared interpretation and thesldpment of activities in a partnership alongsudeer
definitions (see also Hakansson et al. 1999; Dyétagch 2004; Inkpen 1996; Knight 2002).

Relationship gover nance and learning

Following the previous definitions of partnershipg present study defines partnerships and netvasken
intermediate form between markets and hierarcHibsrélli 1986; see also Ritter 2007; Williamson %R8n
other words, a vertical partnership is a customapber relationship, which is long, integrateddateeply
rooted in the social relationships between theviddals that are active in the relationship (Maegul963;
Sako 1992; Ritter 2007).

Recent theory developments in the study of relatigngovernance argue that the most effective pestip
governance structure is a hybrid, in which the @ustr employs several relationship governance mésinan
simultaneously to govern a single supply relatigmgRigure 1) (Adler 2001; Heide 1994; Ritter 200The
three relationship governance mechanisms thatque\studies apply are termed price, hierarchicdlsacial
mechanism (Adler 2001; see also Powell 1990; BiadaEccles 1989; Hines 1995; Heide 1994).

Previous empirical research has commonly operdtmmthnetwork governance in terms of sourcing polic
whether the customer applies single, dual or meltjourcing in their procurement policy (Dyer andchi
1993: 55-58; Hines 1995; 1996). This study adoptwcae sophisticated approach and applies multiple
indicators to define and measure each governanchanesm. In this study, relationship governancereeto

a governance structure of a supplier relationskipich is constructed using a combination of price,
hierarchical and social mechanisms. The theoryerw® that a customer can steer the behavior of its
suppliers by applying these mechanisms in differaminbinations (Adler 2001). The following section
describes the individual governance mechanismsdrerdetail, while the subsequent sections develop o
their different combinations and their impact olatienship learning.

Price as a mechanism of relationship governaneeged utilizing the competition between suppliershe
market to steer the relationship. Competition iswn as an efficient mechanism, which is utilized oy in
markets, but also in hierarchies and networks (D§eHatch 2004; Krause et al. 2000; Powell, 1990;
Swedberg 1994). However, when switching to an rdiieve partner becomes time-consuming and costy du
to the unique resources and capabilities of thelgm the market works imperfectly and other gosarce
mechanisms are required to ensure learning andigpeaent in the relationship (XYZ 2008a). Various
scholars describe Toyota's successful dual or pialtsupplier policy within its supplier network, igh
utilizes competition without a constant need tondeasuppliers (Dyer & Hatch 2004; Sako 2004; Dyer &
Nobeoka 2000). Dual or multiple sourcing enablesstomer to use competition without sacrificing libveg-
term relationship, which facilitates development d@arning in the relationship (Hines 1995). Cortjmet
can prove a catalyst for developmental work, while partners’ belief in the continuity of the redaship
motivates the development.

Gerlach (1992) defines the hierarchical governaneehanism as the “visible hand” of the managehe t
organization. In this study, hierarchical goverramefers to mechanisms such as the customer’s fuse o
authority in the relationship and the hierarchistiuctures and processes that apply to the business
relationship (Nishiguchi and Beaudet, 1998; Bensd®@99; Hakansson & Lind 2004). Thus, when using
hierarchical relationship governance, the custosteers, but also forces the development of thenbssi
relationship. Researchers have provided examplesisibmers’ use of authority and hierarchical stnes.

For example Dyer and Hatch (2004) describe thre¢hods, which Toyota applies to support supplier
development: supplier association, consulting gsoaipd learning teams. This means that Toyota taeit
supplier learning with conferences and smallerriegr forums, e.g. learning teams, but also provides
consulting service to its suppliers (See also S20@4; Dyer & Nobeoka 2000). These results sugdest t
Toyota does not only try to develop trusting relaships with its suppliers, but seeks to activelgilitate
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learning in its partnerships and supplier netwddkir study follows the view by analyzing the role of
hierarchical relationship governance in partnergdpning.

A whole stream of literature has examined trust smclal governance in business relationships (djer
2001; Granovetter 1985; Ouchi 1980). In this conteacial governance refers to trust (Zaheer, MigE&i
Perrone 1998), open interaction and a feeling afesh destiny (Adler, 2001; Ghoshal and Moran 1986).
number of studies emphasize the significance afethhenomena for learning in relationships (Halamss
al. 1999; Selnes and Sallis 2003). However, asiiegrneeds to be focused in order to create value f
particular business relationship, trust alone isnadequate governance mechanism and needs t@pertad
by other mechanisms (see also Adler 2001; XYZ 2p08a

Therole of relationship gover nance structures on lear ning

Based on Adler’s (2001) model, the present studgssts that learning in relationships is bestitatdd by a
combination of price, hierarchy and the socialtieleship governance mechanisms, rather than arslidece

on any one of these single mechanisms. In theviiolip discussion of the impact of different combiaas of
governance mechanisms on relationship learningdégeee of each governance mechanism in a particula
governance structure is simply regarded as beittgereihigh or low. Figure 1 displays eight different
combinations of the three governance mechanisme, i) eight alternative relationship governance
structures. This study proposes that they haveyangaimpact on learning in business relationshiisce the
conceptual evidence in previous literature is nearcenough to warrant a formal hypothesis, thiodohg
discussion declines to construct formal hypothdsgsnstead presents preliminary conceptual evidexsa
basis for the subsequent exploratory empiricalyesigl

High
Price Relatio nship
governamnce learning
Low

Coercive

Laissez-faire

Low High
Hierarchical
governance

Figure 1. Effects of relationship governance structures earring in partnerships (low social relationship
governance in lower left triangles and high soc&htionship governance in upper right trianglesjliér,
2001).

Figure 1 suggests that governance structures argtrooted on the basis of price, hierarchical andas
mechanisms. Thus, the present study suggests dhereasically four different combinations of redaship
governance mechanisms, as in the remainder of itilg elusters the customer either applies a single
mechanism (price, hierarchical or social) or doesapply any of them (&issez-faireapproach). The four
clusters, in which a customer uses two or threéemint mechanisms simultaneously, are here termed
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relational governance, supportive hierarchical goamce, low-trust hybrid governance and hybrid
governance.

By relational governance, the model refers to alioation of price and social mechanism (Macaula§3)9
Theory suggests that just as competitive bidding foece the supplier to develop the customer retestiip

(Krause et al. 2000); trust could increase itsngg willingness to share knowledge within it (taakson et
al. 1999). On the other hand, unreasonable useropetitive bidding could lead to a decrease ingpber’s

commitment to the relationship, and thus unwillieg® to invest in relationship development. Theifigsl of

the previous studies recommend dual or multipleokeippolicies, which are able to simultaneouslgduce
competition, stability and trust in the relatiorsfDyer & Hatch 2004; Hines 1995; Dyer & Ouchi 1993

Previous studies also suggest that the combinafidnerarchical and social mechanisms can be éffedah
terms of relationship learning (Adler 2001; see &' Z 2006a). Relationship learning may requirecpen
and trusting atmosphere, but also a little pressteated by the customer. While previous scholaosvghat
mutual learning requires trust between the partfleakeuchi & Nonaka 1995; Selnes & Sallis 2003)|eXd
(2001) model argues that partnerships should beageghand facilitated (Mdéller, Rajala & Svahn 2008)is
suggests that hierarchical governance is fundamentzartnerships (Van der Meer-Kooistra & Vossetma
2000), but its use should be delicate, so thatah'tvcause distrust (Ghoshal & Moran 1996). Hence a
customer should have sufficient competence to apigiarchical steering without causing distrust.

The paper defines the third combination of goveceanechanisms as a low-trust hybrid (Adler 20Q1}hls
alternative, the combination of price and hierazahimechanism affects learning in partnerships. Whe
talking of this low trust hybrid relationship governance structure researcher fisrrig to a business
relationship, which is governed by hierarchicalistures and some competition, but not by trusthges due
to the loosely coupled organization of the relagtdp. This particular relationship governance strreemight
not be efficient in terms of new knowledge creatibecause learning requires trust, but could well b
efficient in terms of keeping the overall costsha relationship down.

The fourth alternative relationship governancecitne is here termedtaybrid (See also Heide 1994; Hines
1995; Hakansson & Lind 2004; Sako 2004). In a lWlgdvernance structure, the customer applies @eth
governance mechanisms simultaneously. The presedy suspects that the hybrid governance structure
facilitates relationship learning and relationspgrformance, by providing a moderate level of caitipa

and hierarchical direction, as well as an open apthere in which to share and develop knowledge and
learning within the partnership.

In summary, the present study focuses on the implotlationship governance structures on relations
learning by applying Adler’s (2001) model of retatship governance. The study explores which kirfds o
relationship governance structures can be discemtun 199 business relationships in order to Bew
various combinations of governance mechanismstafiationship learning.

RESEARCH METHODOLOGY AND DATA
Data collection

The study uses cluster analysis to analyze samgike fdom 199 customer-supplier relationships. Thtad
were collected from 26 (45% medium-sized / 55%daltmusiness units in the metal and electronicssinidis

in Finland. Data were collected in interviews of gi2pply directors (3 respondents), supply mana(gs
respondents) or strategic buyers (13 responderdst & the respondents (39 of 42), analyzed Sioglships
each, while the rest (3 respondents) analyzed a ifelividual relationships by using a web-based
qguestionnaire. The researcher controlled for théemi@l effect of the respondent’s role within the
organization (director, supply manager, strategigel) on their responses, by comparing the resgoote
directors, managers and buyers on the key studwblas by using t-test. However, the test yielded n
statistically significant differences between tlespondents in different roles. The companies whosen
from western Finland for research economic reasas¢he data was collected in personal interviavasthe
researcher had to travel to all the respondent aoiBp.

M easures
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Previous studies (Selnes & Sallis 2003; Kohtamak{a@utonen 2008a; Krause et al. 2000) contributeithe¢o
development of the items in the questionnaire, Wwhises Likert-scale measures (1=fully disagreeul=f
agree) (See Appendix A). The researcher transfatesds into four different composite variables ¢pri
hierarchical, social governance mechanisms andiae$hip learning) for the cluster analysis and mea
comparisons. The study tested the items by usinigpéeast squares approach (PLS). Researchesr test
constructs by using Cronbach’s alpha, composiiabiity and average variance extracted. Researalser
tests both item and construct discriminant validibgpect skewness and kurtosis values of all cocist as
well as checks the data for possible common mebimsiand multicollinearity.

The main determinants of the price mechanism deerial competition within the network, potentiappliers

in the market and the development of a competdiveosphere among the suppliers (Hines 1996). Tiwe fo
variables measuring the price mechanism were desgdlon the basis of Kohtamaki et al. (2008a; Sse al
Krause et al. 2000). Items measuring price weegiuency of bidding; number of potential supién the
market; number of suppliers for a given componami development of a competitive atmosphere in the
relationship.

Previous studies define hierarchical governanceoasisting of several different variables, whichasw@e
both the customer’s use of authority and hieraadhgtructures in the relationship (Hines 1996;d#r2002).
Measures of this dimension were modified on thasbat Kohtamaki et al. (2008a; See also Krausel.et a
2000). This study measures hierarchical governbgagsing five variabledevel of quality and management
system requirements; urge to affect supplier's pdares; supplier's involvement in customer’s prduaturc
and quality meetings; use of supplier auditingdexactness of instructions given to supplier.

Previous empirical research has studied socialrganee extensively and scholars have used varmaless
to report their findings. This research appliessbale used by Selnes and Sallis (2003; See alstakdéki et
al. 2008a), which reflects the two dimensions dafisogovernance defined as having a shared purpode
trust. Four variables measure social governadegelopment of shared understanding; level of spiat
discussions with the supplier; customer’s willingsd¢o develop trust in the relationshigmd willingness to
seek a common understanding.

The present study measures learning with four itbased on the conceptualizations of Selnes ands Sall
(2003). The variables ar®evelopment of new ideas in the relationship; ectiocovalue of new ideas in the

relationship; shared problem solving and knowledg®aring; and explication of the most conflicting
problems.

The reliability of the constructs was measured egvihg values for Cronbach’s alpha (threshold eal),
composite reliability (.7) and AVE (.5). Almost dhe constructs show fairly satisfactory Cronbadifsha,
composite reliability and AVE values (Chin 1998;dCdierickx & Jemison 1989), although AVE value fo
price governance were a little low and below theghold (.5). As all the items, except one meagupitice,
exceed the typical threshold value set for the iteading (.6) and the loading of each item withirthe
respective construct is statistically significargsearcher can safely conclude satisfactory itesuridiinant
validity. As the price mechanism achieved fairlytisfactory Cronbach’s alpha and composite religbili
values, researcher decided to keep all the iterosdier to maintain the construct’s theoretical estescy. All
constructs showed satisfactory discriminant validis AVE values exceeded the squared latent variabl
correlations (Cookt al, 1989) even if the low AVE value of price governarsuggest that those measures
need development in future studies (Chin, 1998).

Researcher also decided to test the skewness atwokikuof each construct and found every construct
exceeding the typical threshold. The data were telsted for of common method bias using Harmarég g}
one factor test, which the researcher conductagsing principal axis factoring and interpreting threotated
factor solution (Podsakoff & Organ, 1986). The ®swed that common method variance was not prasent
the data as the items loaded on four factors, whmtounted 61% of the total variance of which tingt f
factor accounted only 33%. Finally, researcher yagal the data due to possible multicollinearityttod
constructs, but the correlation matrix (appendixaByl vif-value shows that in this dataset multicelhrity
does not create a problem. Vif-value for all thestoucts remained well below 2, while the typidakshold

is 10 (Tabachnick & Fidell 2007). In summary, basedthe statistical tests reported above, the itants
constructs appear suitable for further analysis.
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Table 1. Skewness, kurtosis, Cronbach’s alpha and compadigdility values of all the constructs.

Cronbach’s alpha  Composite AVE
Skewness Kurtosis reliability
Price governance 12 .26 .67 71 41
Hierarchical .34 -30 .75 .82 .50
governance
Social governance -.64 A1 77 .86 .60
Relationship learning -42 17 .80 .87 .62

Methods and data analysis

The present study analyzes the data in two phasesfirst phase of the analysis applies clustetyaisain
order to find the clusters consisting of businedationships governed by similar relationship goasice
structures and thus differing from other clustémsthe second phase, these clusters of businessorahips
are mean compared in terms of learning in ordetigoover, which kinds of governance structuresease
learning in business relationships.

This study applies non-hierarchical cluster analgsid the k-means method. In the k-means methochdes
are grouped into homogenous groups (Ketchen & SA86I6), while the number of clusters is given by th
researcher. In this study, cases are clusteredsing uhe composite variables of the three govemanc
mechanisms (price, hierarchy and social). Durirgydhalysis, various cluster solutions were tedtet the
researchers decided to apply a four-cluster saiutis it was the most informative and clear frombint of
view of results.

As the cluster analysis recognizes some groupsgmailes some potential ones, it means that the loeieg
found are interpreted as viable. According to tbefigurational contingency approach, only thosamfr
which are viable can be identified in the empirie@irld, (Gerdin & Greve 2004). Thus, if some congtion

of governance structure is not found in the emairiworld, the approach would suggest that such a
combination is not viable.

After the cluster analysis, the study comparegéialting groups by using one-way anova mean-Coisgrar
Resulting groups are mean-compared in terms afileguby using both the four individual learningnite and
the respective composite variable, to study whetidationship learning varies statistically sigcéintly
between different clusters. The study uses alsttpms analysis (Scheffe’s test) to test how leagniaries
between each recognized cluster (Tabachnick & F&#)7). This analysis shows which clusters diffem
each other in terms of relationship learning. Dgrrthe analysis, the study applies SPSS (versiontd5)
conduct the cluster analysis and mean comparisons.

RESULTS

Table 2 reports the results of the cluster analysithe analysis, researchers found four clustenigh clearly
varied in terms of the relationship governancecttmes used in the cases. These clusters, whictistaf
relationships that are governed by various relatigngovernance structures, are here termed: souaket,
supportive hierarchical and hybrid. While clustars reported in columns, rows present the threergawvice
mechanisms, which were used as criteria when clogtthe cases.

Table 2. Average scores of relationship governance mechnsnig different clusters (figures are average
scores of respondents’ responses on a Likert s€dl¢o 5).

Governance mechanisms Relationship governance structure (clusters)
Supportive
Social Market hierarchical Hybrid
Price governance 2.17 3.68 2.43 3.74
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Hierarchical governance 2.40 2.67 3.89 3.79
Social governance 2.94 2.57 4,15 4.09
Number of cases in a given cluste 31 30 81 54

In the cluster of deep-rooteshcial governance, the relationships are governed onlysiiyg an intermediate
social mechanism. The results show that in thisteluwhere the values of all the governance mesheni
stay below three, the value of the social mecharisranly very slightly below. It seems that in thes
relationships, the customer is either incapablerovilling to use either price or hierarchical megisans to
govern the supplier relationship. The second ctusteludes market -governed supplier relationships.
Customers govern these relationships by usingpagrice mechanism, but the use of social anaitbical
relationship governance is at a low level. It sedimasg in these partnerships, the customer intemdse the
threat of competition to force the supplier to depethe customer relationship. The third clustensists of
supplier relationships governed by usisgpportive hierarchicalgovernance. By supportive hierarchical
governance researcher means that the supplieforedhips are governed by using strong hierarctacal
social governance mechanisms. In these partnerstugtomers seem to be able to use both structunes
requirements simultaneously without causing distrUSovernance is two-dimensional, showing that
companies use various mechanisms simultaneousigllyi the fourth cluster consists bfbrid governed
supplier relationships. In these relationshipstamsrs are willing and able to apply all three nagdbms
simultaneously in a balanced manner.

After the cluster analysis, researcher mean-cordpdr® four groups in terms of learning. In the ¢aB) the
last column on the right describes the value of ¢bhmposite variable of learning formed from therfou
individual items. This study applies the anova gust test (Scheffe) to analyze the differences betw
clusters. Scheffe’s test enables researchers tparentearning between each cluster in order topragé how
learning differs between all the different clustére. between social and market, or hybrid andoettpe
hierarchical). Analysis based on the composite aldei shows that learning does not vary statisyicall
significantly between supportive hierarchical andbrid governed clusters and between social and ebark
governed clusters. However, learning does varystitatlly significantly in all the other combinatis, such as
hybrid and social, hybrid and market, supportiverdichical and social, supportive hierarchical aratket.
These results support the interpretation that legris highest in hybrid and supportive hierarctyca
governed clusters of relationships and lowest, doisd and market-governed clusters of relationships
Interestingly, learning is actually higher in sdcihan in market-governed relationships. Howevéis t
difference is not statistically significant. Obsations are by far similar, whether one looks atiltesof the
composite variable or three of the four single Befmlevelopment of new ideas, shared problem solairdy
knowledge sharing and explication of the most coinflg problems). However, results slightly diffehen
looking at one of the learning items (economic eadfi new ideas). With this particular item the tesdiffer
slightly from the other items, as the differencesween social and hybrid and market and supportive
hierarchically governed relationships are not stiatlly significant, while they are with the rasdtthe items.
However, also with this item the differences betwesocial and supportive hierarchically governed
relationships and between hybrid and market-gowvkrredationships are statistically significant, whic
supports researcher’s interpretation of the resttible 3 reports all the results of the mean-caoispas.

Table 3. Average scores of different groups in terms ofrlesy (scores are averages of the respondents’
responses measured on a Likert scale from 1 to 5).

Learning Shared problem  Explication of
Economic solving and the most

Development value of new knowledge conflicting
Cluster of new ideas ideas sharing problems Learning
1. Social 2.23 2.13 2.42 3.06 2.46
2. Hybrid 3.26 2.70 3.54 4.35 3.46
3. Market 2.03 1.93 2.27 3.20 2.36
;]1: Supportive 292 2.77 3.71 4.17 3.39

ierarchical

Average 2.77 2.53 3.25 3.90 3.11
Scheffe’s test a) b) a) a) a)
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a) All the differences between relationships goedriby social, market, hybrid and supportive hidresa relationship governance structures are
statistically significant at a significance level ©0.05, except the difference between social araket-governed relationships and hybrid and
supportive hierarchically governed relationships.

b) The difference between relationships governeddnial and supportive hierarchical governancecsiras and between hybrid and market-type
relationship governance structures are statisficadjnificant at a significance level of <0.05, e difference between social and market-governed,
social and hybrid-governed, market and supportiggaichically governed relationships is not.

Finally, the analysis shows that in partnershipsmmpanies often use various relationship governance
structures to govern a partnership. The resultgigecevidence that supportive hierarchical and toyforms

of governance are more effective in terms of leayrthan social or market governance. The resuligest
that in order to support learning in the partngrshustomers need to develop hierarchical strustuesguire
developmental efforts from the suppliers and tonta@n strong social relationships. In summary, Fég
shows the empirically found clusters (in bold) wiitle average scores of relationship learning.

Relational
contracting

High
Price
gl)l' ErHance
Supportive
Social hierarchical
3.39
Low

. . Coercive
Laissez-faire

2.46

Low High
Hierarchical
governance

Figure 2. Effects of relationship governance structureseamrling in partnerships (Empirically found clusters
in bold, with the average scores of learning; lagial relationship governance in lower left triaggbnd high
social relationship governance in upper right glan).

CONCLUSIONS AND DISCUSSION
The effect of gover nance structureson learning in partnerships

The present study stresses the impact of relatiprgglvernance on learning in partnerships. As, @ting to
prior studies, learning is important for businessf@rmance, and as industrial networks cannot often
governed only by using competitive bidding due ¢md partner switching times, learning needs to be
facilitated but using other forms of relationshipvgrnance, such as social and hierarchical goveengkdler
2001). As some of the prior studies have emphastmdole of trust on learning (Hakansson et a@9)9the
present study argues that trust needs to be corapteoh by the use of at least a hierarchical mesharihe
results emphasize the role of both relationshipagament and trust.
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The empirical analysis shows that relationship goamece structures have an impact on learning in the
partnership. Learning is highest in partnershipgegoed by supportive hierarchical or hybrid govece
structures in comparison to market and sociallyegogd ones. Again, supportive hierarchical goverean
refers to supply relationships, in which the custonapplies both hierarchical and social governance
mechanisms, while hybrid governance structuresfgigrrelationship utilizing the three mechanismartiely
price, hierarchical and social). In contrast, irrketcgoverned relationships, the customer only tisegprice
mechanism, while in the socially governed relatiops, the customer applies only a social mechawisan
intermediate level. This result parallels thos@m@vious empirical studies. Firstly, the resultmogs Adler’s
(2001) model of organization of an economic systmlicating that parties often apply the various
mechanisms simultaneously and thus gain learnirigdim supply partnerships. This particularly cdnitive
empirical result suggests that customers need demges to apply various mechanisms simultaneously.
Customers need to be able to balance different amsims in order to utilize them simultaneously
(Gustafsson 2002; XYZ 2006a); according to Barninged Harrison (2000), managing partnerships s lik
“walking a tightrope”.

The results seem to suggest placing emphasis oarttécal and social governance. However, the tesid
not preclude the advantages of the market mechamidran it is used in a balanced way, as in hybrid-
governed relationships, which were found to bentiost efficient in terms of learning. However, thessults

do question the efficacy of an extreme market meisha in partnerships (See also Krause et al. 2000).
partnerships, the threat of competition on its oiwwnapparently not sufficiently credible to increase
development effort, but an unfair, unsystematic amglicit use of competitive bidding can cause ist,
which in turn can discourage information sharind amen prohibit learning.

These results seem to highlight the significancesafial governance. Due to the high instance ofakoc
governance in all the groups of high partnershorimg, trust and the feeling of shared purposendeeplay

a significant role in supporting learning. Accomglito the results, an increase in the level of $guaernance
leads to an increase in partnership learning. Thesdts demonstrate support for the previous reBeasults

of, for example, Zaheer, McEvily and Perrone (1998 also Hakansson et al. 1999) who emphasized the
significance of trust in business relationships.

The results place emphasis on network managemensulggesting that social mechanisms should be
complemented by the use of hierarchical mechanisrosder to gain learning. These results providepsut

for some prior studies (Krause et al. 2000; LikeICkoi 2004; Sako 2004) that have also suggesteiva f
practical tools to assist suppliers in their depatent (Dyer & Hatch 2004; Sako 2004). Accordinghose
studies, various methods, such as supplier assp@atconsulting groups and learning teams can teelp
realize the development potential of suppliers.

The result of this study is particularly contrilugtito management and organizational learning theasit
suggests that in the unique context of partnersaiplity to manage relationship by applying various
mechanisms simultaneously results in increaseditearThus, learning should be facilitated by usmagous
governance mechanisms simultaneously. This is orleedfirst studies that demonstrate this resulubing
empirical data in the context of partnership.

How to govern partner ships?

The present study suggests that the partnershigrigance structure should be balanced - utilizirigamst the
hierarchical and social governance mechanisms. cilstomer should be able to put pressure upon the
supplier to develop relationship processes; withbetsuppliers feeling that the customer is onliyngat for
opportunistic reasons, in other words, a win-witcome is available to both the customer and supplie

These results mean that industrial customers neeslamagement system which defines the goals,
implementation and follow-up processes of relatmmsdevelopment. This system needs to be built up
together with the supplier. This shared planning iamplementation of relationship management systaiths
support the development of trust and a feeling lvdred purpose. These ideas seem to integrate the
relationship governance approach that has beeiedgplthis study and the ideas of the IMP grouprdr&
Hakansson 2006), which suggest that reciprocaraotion is the key to learning and development in a
business relationship. Since this study suggestsatttustomer should be able to simultaneously gwatize
relationship and develop trust, and as the studgesits that this could be done by engaging thelisupin a
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shared planning and development process, it selbatstttere is a call for theory that emphasizeseshar
relationship management and joint value co-creation

Limitations and resear ch implications

Although the results of this study are importahis research does have some limitations. Firdtly dataset is

a sample from Finnish companies from metal andreleic industry that operate in the west-coastimand.
Larger and perhaps comparative international rebedata is needed to test the research model and th
generalizability of these results. Secondly, th&da cross-sectional, which suggests that thdteestithis
study should be tested with longitudinal data ideorto capture the development of the relationsbipms
time — and, indeed, the actual learnprgcess Thirdly, as the measurement of these phenomedificsult,
qualitative research is needed to verify the figdirbut also to create knowledge concerning thenarésms

of learning in partnerships. However, despite timgithtions, the present study gives an interestng
theoretically contributive viewpoint and providesbasis for future studies of the relationship bemve
partnership governance structures and learning.
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APPENDI X

Appendix A. List of variables used in the study (All the vailes were measure on a Likert scale from 1 to 5
(1=fully disagree, 5=fully agree).

Itemsand Variables Mean SD Loading

Price mechanism

Bids from competitors of this supplier are frequgnéquested. 2.58 .98 .67
There are numerous potentially substitutive supglie 3.21 1.19 .81
Similar or closely comparable components have sésppliers for 2.78 1.37 .33
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us (Multiple source).

Supplier is reminded of the highly competitive ation constantly, 3.16 1.16 72
which is done in order to have a highly competitimosphere.
Hierarchical mechanism
We present very specific requirements for the sepplquality and 3.92 1.15 .64
management systems.
We intend to influence the supplier in a very aetmanner. 3.88 .99 .64
Supplier's representatives actively participate pmoduction or 3.20 1.26 .79
development meetings.
We audit supplier's processes using a specific ateth 2.80 1.50 71
Supplier has been given very specific written unstions on how to 3.43 1.22 .68
react to delivery problems.
Social mechanism
Customer tries to develop trust and a feeling omiwinity by 3.12 1.19 77
systematically organising different shared meetiagsl training in
which the participants are urged to develop a shanelerstanding.
Customer discusses all the relevant issues rel&tedsupplier's 3.52 1.27 .86
operations and strategies with the supplier.
Customer attempts to develop trust by acting iruativorthy manner 4.18 .86 .69
themselves.
Problems in the relationship are dealt with cortdively, because the 4.02 1.07 77
customer wants to seek a shared understanding.
Learning
In this relationship new ideas for developmentadten born. 2.77 1.03 .85
Some of these ideas have major economic signifeafir the 2.53 1.06 .78
customer’s and/or supplier’s business.
In this relationship, we solve problems togethed ahare knowledge 3.25 1.10 .85
actively.
In this relationship we dare to discuss even thestmamntentious 3.90 1.06 .78
problems so that they can be solved.
Appendix B. Correlations between composite variables.
Price Hierarchical Social Relationship
governance governance governance learning

Price governance 1
Hierarchical governance .02 1
Social governance -.10 67 1
Relationship learning .06 54+ .64** 1

**_Correlation is significant at the 0,01 leveHailed)
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