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Abstract

The aim of this paper is to initiate a study regagdhe existence of relationships in contexts wher
relationships can be considered unwanted, or psrbagn illegal. Using IMP literature as theoretical
underpinnings, the relationship concept (and itvaathges and disadvantages) is presented.
Furthermore, a number of contexts where relatigsslare traditionally seen as non-existent are
presented. The results indicate that relationstiqpemerge even in these contexts, and that differen

types of relationships exist in different contextgher than a certain context fostering a ceitand
of relationship.
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Introduction

As a somewhat taken-for-granted concept within midmy studies, there are still many aspects of
relationships that deserve further investigatione ghere any ‘classical’ markets, where the only
exchange is money for goods and services and #neneo relationships between buyer and seller, or
Is it true that all companies have relationship®i® 1995)? And what happens in a context where
maintaining a relationship is something that isnédsecretly and privately, and often against the

law’ (cf. ‘clandestine’ inLongman Dictionary of Contemporary Englj8h

The purpose of this paper isitotiate a study concerning situations where relationshngssaid not
to exist, or where they are unwanted for some rea®ae situation where this has been described is
within the construction industry; another one aidetween firms, on the one hand, and public

spending of some sort on the other. These twotstismwill therefore be addressed in the paper.

Based on previous studies and publications withénlMP area, the questions we will address are the
following:
* Do companies have relationships in spite of thiioti®ns put up in certain contexts?
o If so, why so?
* Do these relationships appear to have special clesistics?

* What are the (theoretical) implications of this?

Relationships in (IMP) Theory

It has been stated that, ‘unless a counter-inwitilefinition of a “relationship” is used, it is
impossible for firms not to have relationships dead that a firm does not have the choice as to
whether or not it has relationships’ (Blois, 199%)2:95). On the other hand, there are situations
where relationships are even considered to be lalggmy something that distorts competition. Are
there, opposite to what Blois claims, situationserehfirms do not have relationships, or does it

solely depend on how we define the concept?

Like many other concepts within the IMP perspectihe relationship concept can be defined based
onwhat it is not In this specific case, what the relationsisimotis a market transaction (that takes
place in the market described in econoricaccording to Snehota, ‘interaction among buyans
sellers in the market is restricted to carrying exthange transactions and price signalling’

! A generic definition that can be found in any basktbook in economics is that the market is angregement that
facilitates (or coordinates) the buying and selliigjoods, services, or other items that can begloand sold.
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(2004:179). The European Commission defireketas ‘the business or trade in a particular product
or service’, and gives the following explanation How competitionis achieved on a market;
‘independent companies selling similar productseswices compete with each other on for example,
price, quality and service to attract customer&urppean Commission’s website) As already
mentioned, the ‘relationship’ concept contains etéht aspects depending on how it is defined.
Hakansson and Snehota touch upon something vegyar®l when they ask themselves: ‘What
makes dealings between two companies in a marlante a relationship?’ (1995:25). We thus
have to ask ourselves whether there is way to éefiarket transactions from relationships, and

whether this is desirable in the first place.

One definition of a relationship is that it is ‘ruatly oriented interaction between two reciprocally
committed parties{Hakansson & Snehota, 1995:25). The problem with diefinition, however, is

to decide when a relationship actually becomeslatioaship. If we look at different models of
relationship development (see e.g. Ford, 1980; Dwygchurr & Oh, 1987), for example
commitment is not necessarily present in the inigtage/s. Hakansson and Snehota further state,
however, that rather than having a given valuelaionship is a variable, and this in turn enttiks
need to analyse the content of the relationshifhéuy as well as the effects of this content (126p:
Therefore, instead of deciding beforehand what ilationship and what is not, studying the
interaction between two parties may help in degdin this very issue.

Definitions may vary, but it is generally agreedonpn IMP literature that business relationships
play a significant role in most firms’ business fpemance. According to Hakansson and Snehota,
the performance of a company can even be seerfuasi@on of its relationships, and many of the
indicators measuring performance are affected bgraictors:

‘The picture we get contrasts with the traditiooak of a company facing “a market” which consists
of numerous and indistinct customers and suppli¢i995:11). According to these authors,
relationships appear to be an effective solutiorpéet by the companies as a result of trial anakrerr
in handling market exchange. To be more specifeshmological development, knowledge
generation, and cost reductions through adaptasiod coordination seem to be three often
mentioned areas in which relationships serve agagrgor firms. (Lundgren, 1995; Hakansson &
Snehota, 1995; Dubois, 1994) It has been acknowtbdy policy makers that relationships have
positive effects, so that, for example, even agesgmthat restrict competition may be legal if they
impact positively on production or distribution, support technological or economical development.
In general it is stated that ‘Agreements which hangge positive than negative effects are allowed’

(European Commission’s website).
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Relationships do not only have positive effectsyéwer. Despite focussing on the positive aspects
of close relationships (in this case naneetbedded tigsUzzi also mentions the drawbacks of being
too close (1997). Conditions that can turn embediles] or close relationships, into a liability
include a) the situation when a closely connectgdrasuddenly disappears, b) the problem of not
noticing changes in market demands and market tppbtes (or overembeddedngssand c)
changes in the context (or market structure) (Uz297:57-60). Hakansson and Snehota also claim,
that while it is true that relationships may entihumber of positive aspects, there is also at grea
potential for negative, or restricting, aspects9Q)9 The authors give five examples of such
disadvantages, or ‘burdens’:

e Unruliness, orthe loss of controlwhich refers to the need for giving up some @f ¢ontrol
over the firm’s own resources and activities indiavof joint activities.

* Undeterminedness, or the uncertain betwhich involves the fact that a relationship is
constantly changing, and also (to a certain exgffected by its history.

e Energy, orthe demand for resourcesnplies that it is always resource demandingeweetop
a relationship, and it is not always the casettiege investments pay off.

» Exclusiveness, or the preclusion of othersmeans that investing in some relationships will
exclude others, either because of (lack of) ressyror because incompatibility between the
different counterparts, and

» Stickiness, or unexpected demand®fers to the risk of demands brought on by Hut that
relationships are linked with other relationshignsd that these linked relationships may result
in (unexpected) obligations (Hakansson & Snehd@agyL

Many of these problems, or burdens, with relatigmsishare a common ground, however, in that
relationships require investments (in the way ofetj attention and other resources), and that these
investments by necessity exclude other investmemtserefore, although relationships may

sometimes be necessary, they may not always bedksi

According to the literature that has been reviewladhs seem to have relationships, but these
relationships also seem to come in many differeriations. According to Blois, it should be
realised

‘that relationships cost time and effort to estsiulirelationships need managing;
and, that the type of relationship which is appiatershould be determined in the
light of the supplier's understanding of its cusesia evaluation of the potential

benefits of the available forms of relationshipeTisk of viewing relationships as

if they must involve commitment and an almost bktnkust is to ignore the rich

diversity of relationships which not only exist bate appropriate in different

contexts.’(Blois, 1998/2002:105)
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According to this view of relationships, all firngve them. But at the same time, there are areas
where relationships are unwanted, and sometimas i#ggal. In the next part of the paper, we will

introduce some areas where the relationship coraepa (perhaps) slightly different meaning.

Situations without ‘Relationships’?

In several IMP studies the construction industry haen addressed, and one of the characteristics of
the industry is the use of competitive tenderinige Tonstruction industry is not the only place veher
this practice is common, however, something that e@mpany involved in government-funded
projects is (painfully) aware of. The same goesHEt-funded projects, as well as projects within
international research organisations in Europes Tgart of the paper will introduce two quite
different situations that are handled in a similay. The first case deals with the construction
industry and its competitive tendering proceduridge second case presents public tendering within
the European Union in general, and specificallyghechasing procedures within European research

organisations.

The Construction Industry

A construction company that would like to improveemll efficiency and effectiveness would be
most likely to succeed if it focused on the keydiion of purchasing and material supply since it,
according to Laage-Hellman and Gadde (1997:23), &asrucial impact. There are aspects
complicating the task, however. According to Beagisa peculiarity with the construction industry
in Sweden as well as in other countries is thetfzatt the production activities are organized asemo
or less separate projects related to differentdmgl objects. Most descriptions of the activities a
also made from the viewpoint of the individual aj (2003:17). This is so, despite the fact that t
actual uniqueness of each project is rather lowBriish investigation shows, for example, that
around 80 percent of everything included in thedpamtion process is the same from one project to
another (Egan, 1998).

Also the buying behaviour of the construction intdpgliffers greatly from the patterns found in
other industries. Rather than a focus on totalscostjuality aspects, the sector focuses on pfiee a
discount (Lutz & Gabrielsson, 2002: 26). The camgion industry works with a system of tenders
and bids for each (part of) a project (Bengtso@3208), a system that results in low incentives for
the parties involved to cooperate on a more longrteasis (Dubois & Gadde, 2002). In addition to a

lack of incentive to cooperate on a more long-tdrasis, the competitive tendering results in a
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tendency to standardise the use of materials anddtual construction process (Bengtson, 2003:18).
According to Kadefors, the tendering system ‘isrigidg force towards institutionalization because
it requires the tenderers to predict the costsggexified task, which is considerably facilitatethe
tasks are standardized so that the tenderers cke usa of previous experience and standard price
lists’ (1995:402).

When it comes to technological developments thesttoation industry is often claimed to lag
behind other industries (Groenewegen et al., 1B@8nen, Pedersen & Torvatn, 2002; Holmen, van
der Veen & Doréen, 2001). There are several exptamaposted to this problem, including aspects
related to the nature of the product (e.q. its lbiegspan) and various organizational aspects. Agno
the organizational aspects that have been discassdtie effects of the tendering system on the typ
of relationships that can be found between comgani¢he sector. According to Dubois and Gadde
(2002), all relationships that last beyond the gebjime-period are handled at arms-length, whereas

relationship learning would require continuous iattion.

Based on this short presentation of the constmgtidustry, it can be concluded that the supplier-
buyer relationships can be characterised as aength ties (Uzzi, 1997). In the case of the
construction industry, however, this seems to beaiter of choice rather than of rules and
regulations, as long as the construction projeuestion does not involve public spending. In the
next part of the paper, we will go more into detbbut what happens when governments, public

entities and public spending is involved.

Public Procurement in Europe

Within the European Union, public procurement igutated in both Community and international
rules. In short, the rules state that open tendguiocedures should be used when governments or
public utilities are buying goods or services. Takes concerning public procurement also state that
contracts above a certain amount of money shoulehdde public in the whole EU, in order for all
firms in the member states to be able to tender-gplysningen). Different areas of public
procurement are subject to different rules and legiguns, but the areas can roughly be divided into
two groups, following two directives (and some ardélaat are exempt from the rules, e.g. arms,
munitions and war material, when considered a mattesecurity). The main directives are the
Directive ‘on the coordination of procedures foe ward of public works contracts, public supply
contracts and public service contracts’, and theedive ‘coordinating the procurement procedures
of entities operating in the water, energy, tramspand postal services sectors’ (European
Commission, Public Procurement; EU-upplysningen).
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Within the European Union, the total public procueant has been estimated to reach around 16% of
the EU’'s GDP, but with rather big variations betwethe different Member States (European
Commission, Public Procurement). The aim of thelipuprocurement directives is to ‘follow

transparent open procedures ensuring fair conditamad competitions for suppliers’ (ibid.).

In the tender notices a description of the goodeywice in question should be provided, and this
description should be given in objective critepagferably also referring to technical standards or
specifications. Some examples of criteria are:eprouality, esthetical and/or functional properties
production period, delivery period, and environnaéetfects (and/or properties) (EU-upplysningen).

Naturally, the public procurement rules and regarfes within the European Union also affect other
areas than when governments are making purchasess@h area concerns the research within

Europe, and, more specifically, the European rebearganisations.

European Research Organisations

When it comes to European research organisationsuraber of (European) Member States
contribute money for the upkeep. This entails darest from the Member States that the money is
(perceived to be) spent in a useful way — aftentah tax money from the individual countries ttea
being spent. The research organisations therefore & fairly strict system for awarding contracts t
industry. In this paper, we will restrict the dission on research organisations to two different
examples; CERNand ESA. Both organisations are European research orgamisafounded to
further European research, and both are fundedsliuropean Member States; in CERN’s case 20
countries, and in ESA’s case 18 countries. Bothiglarphysics research and space research need

large industrial installations, and these are nyailélivered by industry.

CERN was founded in 1954, and in the beginningetlegre no strict purchasing rules or purchasing
procedures. Procurement was based on quality aod glone. During the over fifty years that the
organisation has existed, however, the attitude®s fhe Member States have shifted, and it is now
more difficult to receive funding for basic scient® an effort to justify the costs of particle [@igs
research, restrictions were made on the purchasiocedures, and a complicated system for ‘fair

2 CERN is the European Organization for Nuclear Rese It is the world’s largest particle physicsdeatory, and it is
situated outside Geneva. For more information,gaeasithttp://public.web.cern.ch/public/

% The European Space Agency (ESA) is ‘Europe’s gayew space’, and ‘its mission is to shape the ldgveent of
Europe’s space capability and ensure that investmespace continues to deliver benefits to theaits of Europe and
the world’. ESA’s headquarters are located in Raris they have sites in a number of European corepaSee also
http://www.esa.int/esaCP/index.html
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return’ was introduced, thus guaranteeing the MerSlbates some ‘return-on-taxpayers’-money’. It
has even been stated th@ERN would not be alive today were it not for thetem of “fair return”.

| have spoken to delegates of some Member Statdghay assure me that they would have voted
against [an extended research programmghterview, from Aberg, forthcoming). ESA has a
similar programme, in that it ‘operates on the $asfi geographical return, i.e. it invests in each
Member State, through industrial contracts for sgaogrammes, an amount more or less equivalent

to each country’s contribution’(ESA’s web$ite

Public procurement, based on the idea of open ctoitimpeand market transactions, is thus a way to
justify the spending of tax money. There are twguarents for this; the first one is based on tha ide
that competition always results in the lowest pri¢his argument is visible within the public
procurement policy within the EU. The second arguinteas to do with ‘fair return’ of the tax
money, and this is used within the research orgénoiss (in addition to the first argument of cojrse
If the organisation can show that an equivalerthéocountry’s contribution is ‘repaid’ in the forof
industry contracts, then this is a viable argunienthe politicians when it comes to funding of the

organisation.

Public procurement and tendering procedures are jhstified based on free competition and
‘fairness’ arguments. On the other hand, this pies$ long-term business relationships. It makes
planning difficult, because it is not evident wisogioing to win the contract. For individuals within
firms and organisations, this may not be the mesirdd situation. What happens then, when there
are either industry norms (the construction indgswor rules and regulations working against
business relationships? Do these still emerge?itedy do, in what way? In the following part of

the paper, we will give some examples of thesentidstine relationships’.

‘Clandestine Relationships’?

In the previous part of the paper we discusseddifferent settings where market transactions are
the norm. Looking more closely at these findingsyéver, there is a need to distinguish between
sectors or organisations that have ‘chosen’ to vemdording to a more ‘market-based model” and
organisations that are forced by authorities tealoThe question if companies have relationships in
spite of restrictions is only relevant in the latt@hereas the question if this mode of conduatast
efficient and effective is relevant in both.

* http://www.esa.int/SPECIALS/About_ ESA/SEMW16ARRTEhtml
8
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1) ‘Unwanted’ relationships in market structures: whedn we learn from the construction

industry?

As previously described, the construction industegms to follow another logic than most other
industries. Its system of tenders and bids, contbimigh a decentralised purchasing function and a
project focus makes it difficult to evaluate 1) #iaastence of relationships, and 2) the effechete
relationships. Earlier research has shown thastioégal bonds between construction companies and
e.g. material suppliers are rather strong, basexhgrather things on a strong community of practice
(Dubois & Gadde, 2002:17). However, the continuity exchange that signifies business
relationships in other sectors is lacking. Henbe, structure reminds more of a system of loose

couplings, than of a network of tight ongoing riglaships.

In a study of an attempt of technological change¢he Swedish construction industry, the effects
caused by the lack of strong relationships on thenge are illustrated at some length (Bengtson,
2003). It is, for example, shown how a catch-2Ratibn occurs based on difficulties to persuade
material suppliers to invest in / adapt to the geabefore they are convinced of continuance of the
new technology; something that is impossible withtheir commitment to the change. It is also

illustrated how some system suppliers raise thawep due to a perceived higher risk in the maiden
projects using the technology, rather than lowethwegr prices due to simplified procedures as was
expected. The lack of relationship related aspseth as commitment, trust and knowledge seem

thus to work against the attempts to change tHentdogy.

2) ‘lllegal’ relationships in market structures: whaan we learn from public spending/research

organisations?

In a previous study of interaction between CERN iaaistry, the purchasing procedures of CERN
were studied at some length (Aberg, forthcomindie Tormal purchasing procedures of CERN, like
the ones of ESA, are based on two ideas; thatcivagetition will reduce prices, and that a system
of geographical return will increase the likelihootl continued funding. Therefore, the ‘official

system is one based on the idea of a market-basetuse (albeit with a geographical twist).

For people working with different projects at CERNe purchasing system causes several problems.
The first problem has to do with the lack of lomgab interaction with the same people. A technician
at CERN is not guaranteed that the current couatewgll get the next contract, and therefore there
Is reluctance in investing too much in a speciftirerpart. On the other hand, it is quite often
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necessary to make these investments in order ggtrdduct ‘right’, but these investments will have

to be made over and over again. Another problethasprevious knowledge about counterparts in
not taken into account. Experienced people at CHRite often know what companies will be able

to deliver (and what companies might not), but mdézing system cannot take this into account.
From the single company-perspective, investingdapsations for CERN is risky business, because
there are no guarantees to get a contract oncstineats have been made. (Aberg, forthcoming) We
could continue listing problems with the systemt ingtead we will focus on some of the effects of

these problems.

The first, and most obvious, way of handling the purchagragedures, is for a company to only
deliver standard products, and to refuse to makgtations. In this case, the result will therefoee
the market-based transactions the system is sé&rudhe secondway of handling the system is
through so-called blanket contracts, which are remts that stipulate an amount of money and a
time-period, but not exactly what is going to béivéged. This type of contract can last for several
years, which of course may result in quite closati@ships. Thehird way of handling the system

is by developing knowledge and contacts over tihmeugh getting several contracts. This way of
working creates a form of relationship similar &ationships described in IMP literature, because
the knowledge gained will make it easier for thegk# company to gain a new contract, thereby, in a
way, circumventing the tendering system. Thus, euthresorting to illegal measures, there are ways
to create relationships in structures where retatips are, if not strictly illegal, then at least

regarded as ‘unfair’.

Concluding Discussion

In the introduction to this paper, we asked oueslwhether there are situations where secret, or
clandestine, relationships emerge. More specificalle asked the question of whether companies
have relationships in spite of restrictions on hgwhese. What we have been able to see in thig (ve
tentative) study, is that it seems like compani@gehrelationships even when there are restrictions.
There are many reasons for this, and we have onlshed upon a few, but for instance technological

development tends to demand a more long-term camenit

The second question we asked ourselves was wh#thee clandestine relationships have any
specific characteristics. As far as we can tekreéhseem to be different types of relationshipallin
kinds of settings, rather than one specific setfogiering a certain kind of relationship. Realiy

not as simple as either the market, or relatiorsshipd networks, being the most successful means of
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coordinating. Both means of coordination tend tisteix parallel (this is by no means anything new,
e.g. Uzzi showed this in the 1997 article). A notimea problem for our colleges in the area of
political science as well as for politicians is tipestioning of the market model as such. Are the
restrictions against relationships put on certaimg suitable? Is the risk of negative consequences
based on e.g. unfair competition so large thatuitveighs any positive effects of learning and
innovation? Or is it so that the rule makers havei@e view of the market? Hakansson & Snehota
(1995:20f) argue, for example, that; ‘Businessti@teships in industrial markets can be seen as a
result of “non-rational” behaviour of companiesas a result of inefficiency in the market. Yet,
observing how companies act in business relatipsskve do not think so — quite the contrary. They
seem a sensible, economically efficient arrangemantonsequence of rational behaviour.” A
tendering procedure will lead to the lowest pripefiont, but perhaps at the cost of either quatity

innovativeness, or even a higher total cost.

In this paper, we have not specifically addreskedproblems with, or the ‘burdens’ of relationships
which is perhaps natural in this context. If theteyn says ‘no relationships’, then anything sintidar

it will of course only appear when it is beneficiaboking at the reasons why these systems have
emerged to start with, however, we can see differgmetween the two areas that we have used to
exemplify our reasoning. The tendering procedurégaénconstruction industry is probably a result of
an industry structure with large construction comes dealing with many small suppliers on a
geographically widespread market. It is not obviodughese situations that investments in tight
relationships would pay off (cénergy, or the demand for resoureSoncerning the other area, a
research organisation funded by several MembeesStateds to satisfy all its members, and the
problem ofexclusivenessr the fact thathe choice of one precludes othassimportant to take into

account.

The last question asked in the introduction core@rthe theoretical implications of clandestine
relationships. We have found a number of intergstiremes to follow up. It seems as though there
are several research gaps in our knowledge abesé thnwanted, or even illegal, relationships. One
might ask if these relationships are less rewarthag ‘normal’ relationships. Could they be more
like having a lover that you enjoy for a while, hardly shed a tear over when it is over, rathanth

a life companion you have children with, and witham every aspect of life becomes embedded?
More research is needed on clandestine relatiossbip, for example, these relationships become
less embedded, and therefore less valuable? And astually the embeddedness of ‘normal’
relationships that creates value? Or could oneeatbat it is the other way around — that the
relationships that flourish in these settings d@ most rewarding ones? Is it so, that clandestine

11
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relationships are only created when they can adtetung significant? That these relationships are
created when there is a clear need for them? The &ldressed in this paper does open up a whole
set of new questions, and it is our belief thatréhier investigation into the subject would helghe

pursuit of finding some answers.
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